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Management, Honorable Mayor and City Council
City of Maple Plain, Minnesota

We have audited the financial statements of the governmental activities, the business-type activities, each major fund and the
aggregate remaining fund information of the City of Maple Plain, Minnesota (the City), for the year ended December 31, 2016.
Professional standards require that we provide you with information about our responsibilities under generally accepted auditing
standards and Government Auditing Standards, as well as certain information related to the planned scope and timing of our audit. We
have communicated such information in our letter to you dated December 2, 2016. Professional standards also require that we provide
you with the following information related to our audit.

Our Responsibility under Auditing Standards Generally Accepted in the United States of America and Government Auditing
Standards

As stated in our engagement letter, our responsibility, as described by professional sta.ndards, is to express opmlons about whethel the
financial statements prepared by management with your oversight are fairly presented, in all material respects, in conformity with
-accounting principles generally accepted in the United States of America. Our audit of the financial statements does not relieve your
or management of your responsibilities.

Our responsibility is to plan and perform the audit to obtain reasonable, but not absolute, assurance that the financial statements are
free of material misstatement. As part of our audit, we considered the internal control ever finaricial reporting of the City. Such
conisiderations were solely for the purpose of determining our audit procedures and not to provide any assurance concerning such
internal control. We are responsible for communicating significant matters related to the audit that are, in our professional judgment,
relevant to your responsibilities in overseeing the financial reporting process. However, we are not required to design procedures
specifically to identify such matters.

Significant Audit Findings

In planning and performing our audit of the financial statements, we considered the City's internal confrol over financial reporting
(internal control) to determine the audit procedures that are appropriate in the circumstances for the purpose of expressing our
opinions on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the City’s internal
control. Accordingly, we do not express an opinion on the effectiveness of the City’s internal control,

A deficiency in internal control exists when the design or operation of a control dees not allow management or employees, in the
normal course of performing their assigned functions, to prevent, or detect and correct, misstatements on a timely basis. A material
weakness is adeficiency, or a combination of deficiencies, in internal control such that there is a reasonable possibility that a material
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis. A significant
deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance. :

Our consideration of internal control was for the limited purpose described in the first paragraph of this section and was not designed
to identify all deficiencies in internal control that might be material weaknesses or significant deficiencies and therefore, material
weaknesses or significant deficiencies may exist that were not identified. Given these limitations, during our audit we did not identify
any deficiencies in internal control that we consider to be material weaknesses. However, material weaknesses may exist that have not
been identified. We identified certain deficiencies in internal control described on the following pages as items 2016 001 and 2016-
002 that we consider to be significant deficiencies.
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2016-001

Limited segregation of duties

Condition:

Criteria

Cause:

Effect:

Recommendation:

During our audit, we reviewed procedures over cash disbursements, cash receipts, payroll and utility
billing and found the City to have limited segregation of duties related to these procedures.

There are four general categories of duties: authorization, custody, record keeping and
reconciliation. In an ideal system, different employees perform each of these four major functions. In

other words, no one person has control of two or more of these responsibilities.

As aresult of the limited number of staff, in the disbursement cycle, the Deputy Clerk has access to’
the check stock, prepares the checks, enters transactions into the accounting system, and-has access
to the City’s automated check signing machine. In the receipts cycle, the Deputy Clerk maintains
accounts receivable invoices, posts to the general ledger, prepares deposits and brings to the bank,
and recornciles the bank statement. In the payroll cycle, the Deputy Clerk has control over the
checks, sets up employee records, posts to the general ledger. In the utility billing cycle, the Deputy
Clerk prepares and mails customer billing statements, receives and endorses checks/currency,
prepares and takes the deposit slip to the bank, and maintains the utility billing register.

The existence of this limited segregation of duties increases the risk of fraud.

While we recognize the number of staff is not large enough to eliminate this deficiency, we
recommend that the City evaluate the current procedures and segregate duties where possible and
implement any compensating controls. We are aware some compensating controls are in place;
however, it is important that the City Council is aware of this condmon and monitor all financial
information. :

Management response:

Management recognizes that it is not economically feasible to correct this finding, is aware of the deficiency and is
relymg on continued oversight by management and the City Couneil to menitor this deﬁcaency Ongoing consideration is
given as to how this may be addressed
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2016-002

Preparation of financial statements

Condition:

Criteria.

Cause:
Effect:

Recommendation:

As in prior years, we were requested to draft the andited financial statements and related footnote
disclosures as part of our regular audit services. Auditing standards require auditors to communicate
this situation to the City Council as an internal control deficiency. Ultimately, it is management’s
responsibility to provide for the preparation of your statements and footnotes, and the responsibility
of the auditor to determine the fairness of presentation of those statements. From a practical
standpoint we do both for you at the same time in connection with our audit. This is not unusual for
us to do with organizations of your size. However, hased on recent anditing standards, it is our
responsibility to inform you that this deficiency could result in a material misstatement to the
financial statements that could have been prevented or detected by your management. Essentially,
the auditors cannot be part of your internal control process.

Internal controls should be in place to provide reasonable assurance over financial reporting.

- From-a practical standpoint we do both for you at the same time in connection with our audit. This is

not unusual for us to do with organization of your size.

The effectiveness of the internal control system rélies on enforcement by management. The effect of
deficiencies in internal controls can result in undetected errors in financial reporting.

It is your responsibility to make the ultimate decision to accept this degree of risk associated with
this condition because of cost or other considerations. As in prior years, we have instructed
management to review a draft of the auditor prepared financials in detail for their accuracy; we have
answered any questions they might have, and have encouraged research of any accounting guidance
in connection with the adequacy and appropriateness of classification of disclosure in your
statements. We are satisfied that the appropriate steps have been taken to provide you with. the
completed financial statements, While the City is reviewing the financial statements we recommend
the City agree its financial software to the numbers reported in the financial statements.

Maragement response:

For now, the City’s management accepls the degree of risk _as_so'(_:i'ated_ with this deficiency and thoroughly reviews a draft
of the financial statements. Co .
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Compliance

As part of obtaining reasonable assurance about whether the City's financial statements are free from material misstatement, we
performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with
which could have a direct and material effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The results of
our tests did not disclose any instances of noncompliance or other matters that is required to be reported under Government Auditing
Standards or Minnesota statutes. ' :

Difficulties Enconntered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing and completing our audit.
Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The significant accounting policies used by
the City are described in Note 1 to the financial statements. The City changed accounting policies during 2016 related to fair market
value and application (GASB 72), accounting and financial reporting for pension and related assets not within the scope of GASB 68,
including amendments to certain provisions GASB Statement No. 67 and No. 68 (GASB 73), and certain external investment pools
and pool participants (GASB 79). No new accounting policies were adopted and the application of existing policies was not changed
during the year ended December 31, 2016. We noted no transactions entered into by the City during the year for which there is a lack
of authoritative guidance or consensus. All significant transactions have been recognized in the financial statements in the proper
period.

Accounting estimates are an integral part of the financial statements prepared by management and are based on management’s
knowledge and experience about past and current events and assumptions about future events. Certain accounting estimates are
particularly sensitive because of their significance to the financial statements and because of the possibility that future events affecting
them may differ significantly from those expected. The most sensitive estimate affecting the financial statements was capital asset
basis, depreciation, the equity interest in the joint venture and the liability for the City’s pensions.

s Management’s estimate of the capital asset basis and depreciation estimates is based on estimated or actual historical cost and
the estimated useful lives of capital assets.

e The estimate of the equity interest in the joint venture is based on the percentage of equity as noted in the joint powers
agreement. :

» Management’s estimate of its pension liability is based on several factors including, but not limited to, anticipated investment
return rate, retirement age for active employees, life expectancy, salary increases and form of annuity payment upon
retirement.

We evaluated the key factors and assumptions used to develop these accounting estimates in determining that it is reasonable in
relation to the financial statements taken as a whole,

The disclosures in the financial statements are neutral, consistent, and clear. Certain financial statement disclosures are particularly
sensitive because of their significance to financial statement users.
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Curreci_ed and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified during the audit, other than those that
are trivial, and communicate them to the appropriate level of management. Management has corrected all such misstatements. In
addition, none of the misstatements detected as a result of audit procedures and corrected by management were material, either
individually or in the aggregate, to each opinion unit or the financial statements taken as a whole.

We assisted in preparing a number of year-cnd accounting entries. These were necessary to adjust the City’s records at year end to
correct ending balances. The City will receive better more timely information if the preparatlon of year-end entries is completed
internally,

Disagreements with Management

For purpbses of this letter, professional standards define a disagreement with management as a financial accounting, reporting, or
anditing matter, whether or not resolved to our satisfaction, that could be significant to the financial statements or the auditor’s report.
We are pleased to report that no such disagreements arose during the course of our audit.

Management Representations

We have requested certain representations from management that are included in the management representation letter dated
March 23, 2017.

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting matters, similar to obtaining
a “second opinion” on certain situations. If a consultation involves application of an acecounting principle to the governmental unit’s
financial statements or a determination of the type of auditor’s opinion that may be expressed on those statements, our professional
standards require the consulting accountant to check with us to determine that the consultant has all the relevant facts. To our
knowledge, there were no such consultations with other accountants.

Other Aundit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and auditing standards, with management
each year prior to retention as the City’s auditors. However, these discussions occurred in the normal course of our professional
relationship and our responses were not a condition to ourretention.

Other Matters

We applied certain limited procedures to the required supplementary information (RSI) (Management’s Discussion and Analysis, the
Schedule of Employer’s Share of the Net Pension Liability, the Schedules of Employer’s Contributions and the Schedule of Changes
in the Net Pension Liability (Asset) and Related Ratios), which is information that supplements the basic financial statements. Qur
procedures consisted of inquiries of management regarding the methods of preparing the information and comparing the information
for consistency with management’s responses to our inquiries, the basic financial statements, and other knowledge we obtained during

our audit of the basic financial statements, We did not audit the RSI and do not express an opinion-or provide dny assurance on the
RSL '

We were engaged to report on the supplementary information (combining and individual fund financial statements and schedules),
which accompany the financial statements but are not RSI. With respect to.this supplementary information, we made certain inquiries
of management and evaluated the form, content, and methods of preparing the information to determine that the information ¢complies
with accounting principles generally accepted in the United States of America, the method of preparing it has not changed from the
ptior period, and the information is appropriate and complete in relation to our audit of the financial statements. We compared and
reconciled the supplementary information to the underlying accounting records used to prepare the financial statements or to the -
financial statements themselves.

We were not engaged to report on the introductory section which accompany the financial statements but is not RSI. We did not audit
or perform other procedures on this other information and we do not express an opinion or provide any assurance on it,
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Financial Position and Results of Operations

Our principal observations and recommendations are summarized below. These recomm_cndations resulted from our observations
made in connection with our audit of the City’s financial statements for the year ended December 31, 2016,

General Fund

The General fund is used to account for resources traditionally associated with government, which are not required legally or by
sound principal management to be accounted for in another fund. The General fund balance increased $40,824 from 2015. The
unassigned fund balance of $985,131'is 58.4 percent of the 2017 budgeted expenditures. We recommend the fund balance be
maintained at a level sufficient to fund operations until the major revenue sources are received in June. The City has adopted 2
fund balance policy with a goal of 60 percent.

The purposes and benefits of a fund balance are as follows:

s  Expenditures are incurred somewhat evenly throughout the year. However, property ta)_(. and state aid revenues are not
received until the second half of the year. An adequate fund balance will provide the cash flow required to finance the
governmental fund expenditures.

»  Expenditures not anticipated at the time the annual budget was adopted may need immediate City Council action. These
would include capital outlay, replacement, lawsuits and other items. An adequate find balance will provide the financing
needed for such expenditures.

s A strong fund balance will assist the City in maintaining, improving or obtaining its bond rating. The result will be better
interest rates in future bond sales. '
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Fund Balance

A table summarizing the General unassigned fund balance in relation to budget follows.

Year

2012
2013
2014
2015
2016

$2.,000,000
$1,800,000
$1,600,000
$1.,400,000
$1,200,000
$1,000,000
$800,000
$600,000
$400,000
$200,000
$-

Percent
Unassigned Fund General Fund of Fund
Balance Budget Budget Balance to
December 31, Year December 31, Budget
$ 1,179,294 2013 $ 1,643,456 71.8 %
971,143 2014 1,634,400 59.4
1,046,778 2015 1,685,581 62.1
1,004,591 2016 1,677,138 59.9
985,131 2017 1,685,775 58.4
Unassigned Fund Balance as a Percent of Next Year’s Budgeted Expenditures
$1,643,456 suead00  SLOBSSEL g i3 8168577
- -— — - -
71.8% _
621%
\59.4% : — 59.9% 58.4%
e g =t
2012 2013 2014 : 2(_)1_5 2016 2017
=m=Fund Balance == Budgect
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A summary of activity compared to budget follows:

Final
Budget Actual Variance with
Amounts Amounts Final Budget
Revenues $ 1,677,138 $ 1,708,594 5 31,456
Expenditures 1,412,497 1,443,555 ' {31,058)
Excess of revenues over expenditures 264,641 265,039 398
Other financing uses :

Transfers out (264,641) (224,215) 40,426
Net change in fund balances . - 40,824 40,824
Fund balances, January 1 1,010,821 1,010,821 -
Fund balances, December 31 _ $ 1,010,821 § 1,051,645 $ 40,824

A summary of the budget variances follow:

* Revenues exceeded budgeted expectations by $31,456.

o  The largest positive revenue budget variances were related to licenses and permits and miscellaneous revenues
which were over budget by $31,124 and $16,431, respectively. Licenscs and permits exceeded budgeted amounts
due to building permit revenue. Miscellancous revenues exceeded budgeted amounts due to reimbursements from
the LMCC for technology upgrades, $5,560, and from T-Mobile for lease negotiations, $4,000.

»  Overall, expenditures were over budget by $3 1,058.

o The largest expenditure budget variance was in the general government current expenditures, which were over
budget by $38,000. This was mainly due to the unbudgeted costs for financial consulting ($19,422) and legal

services ($16,272). D

o The second largest expenditure variance was in public safety, which was under budget by $6,999. Within this

department, the police function was under budget by $5,195.

People
+Process.
Going
Beyondu.
Nurithers



A summary of past three years General fund revenues and other sources is as follows:

Percent of Per
Source 2014 2015 2016 Total Capita
Taxes $ 1,252,023 $ 1,285,935 § 1,271,636 744 % $ 713
Licenses and permits 63,221 39,106 73,044 43 41
Intergovernmental 255,786 259,487 264,643 15.5 148
Charges for services 27,392 40,719 11,778 0.7 7
Fines and forfeitures 11,892 15,014 22,078 1.3 12
Special assessments - 1,334 1,664 0.1
Interest on investments 3,973 5,309 4,525 03 3
Miscellancous 50,988 57,751 59,226 34 33
Sale of capital assets 40,417 - - - -
Total revenues and other sources $ 1.705,692 $ 1,704,655 $ 1,708,594 100.0 % $ 958
The sources of revenues and other sources summarized above are presented graphically as follows:
General Fund Revenue by Source
$1,400,000
$1,200,000 -
$1,000,000
$800,000
$600,000
$400,000
' e i A
$200,000 -
N o 4#
$- T ¥
2014 2015 2016
wnprme TAXES == icenses and permits axfrea [ntergovernm ental endlom Other -
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A summary of the past three years General fund expenditures and transfers is as follows:

100.0 %

_ . Percent Per Peer Group
Program 2014 2015 2016 - of Total Capita Per Capita
Current o : s
General government 453,711 5 422,191 $ 439,230 263 % % 246 § 198
Public safety 687,728 699,587 693,260 41.6 389 212
Public works 185,0')’_7'i 211,301 202,037 12.1 113 162
Culture and recreation 63,524 69,348 55,225 3.3 31 71
Economic developmen 12,549 6,125 5,009 0.3 3 6
Total current 1,402,589 1,408,552 1,394,761 83.6 782 649
Capital outlay 11,430 106,623 27,356 1.6 15 79
‘Debt service 21,438 21,438 - 21,438 1.3 12 -
- Transfers out 190,614 224,215 224215 13.5 126 -
Total expenditures ;
and transfers out § 1,626,071 $ 1,760,828 $ 1,667,770 § 9315 b 728

The above chart compares the amount the City spends per capita, in cor_n}iarison to a peer group. We have compiled peer group
average derived from information we have requested from the Office of the State Auditor of cities of the 4™ class which have

populations below 2,500,

The expenditures and transfers summarized above are presented graphically as follows:

$800,000

General Fund Expen'd'itilres

FT00,000 e iz

$600,000

$500,000

$400,000

<

$300,000

$200,000

$100,000

$-

2014

2015

2016

=fem (jeneral government =M= Public safety  e=fe=Public works == Transfers out  ==¢=Qther
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Special Revenue Fund
A summary of year end fund balances for the special revenue funds follows:

Fund Balances

December 31, Increase
Fund 2016 2015 {Decrease)
Major '
Fire Partnership $ 596,561 $ 595,105 h 1,456
Nonmajor '
Economic Development 63,751 36,251 . 27,500
Total $ 660,312 _$ 631356 $ 28,956
Capital Projects Funds

A summary of year end fund balances for all capital projects funds follows:

_ Fund Balances

December 31, Increase
Fund 201:6 2015 (Decrease)

Major

Capital Project $ 1,402,652 $ 1,177,951 $ 224,701
Nonmajor : o

Downtown Development (149,653) (141,474) (8,179)

Street Improvement : 11,375 11,375 -

Equipment Capital 362,676 336,294 26,382

Total ' $ 1627050 _§ 1384146 _$§ 242904

The Capital Project fund balance increased due to proceeds from the general oblig‘atidn bond and a transfer from the general fund.
The Downtown Development fund balance fund deficit increased during the year.
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Deht Service Funds

Debt Service funds are a type of governmental fund to account for the accumulatlon of resources for the payment of interest and
principal on debt {other than enterprise fund debt).

Debt Service funds may have one or a combination of the following revenue sources pledged to retire debt as follows:

e Property taxes - Primarily for general City benefit projects such as parks and municipal buildings. Property taxes may
also be used to fund special assessment bonds which are not fully assessed.

o  Tax increments - Pledged exclusively for tax incremhent/economic development districts.

¢ Special assessments - Charges to benefited properties for various improvements.

In addition to the above pledged asse_ts,-ofhér funding sources may be received by Debt Service funds as follows:

o  Residual project proceeds from the related capital projects fund
e Investment earnings

e  State or federal grants

¢  Transfers from other funds

The following is a recap of the various Debt Service fund assets and the related bond principal outstanding:

December 31, 2016

Total Total- Remaining
Debt Description Cash - Assets Bonds
Major
2012A G.0O. Bonds $ 38,273 $ 84,151 $ 1,240,000
2013A G.O. Bonds 12,569 12,569 285,000
2014A G.O. Bonds 209,127 473,196 1,435,000
2016A G.O. Bonds - - 710,000
Total $§ 259969 '$ 569916 _§ 3,670,000

Total remaining interest payments $ 863,625

As the City begins to make principal payments they should monitor sources for payment of the debt obligations. The City’s
outstanding debt is required to be funded by various resources such as special assessments, property taxes, transfers from
enterprise funds, etc. Special assessments are usually certified once to the County for collection, but tax levies need fo be certified
annually. We recommend management pay particular attention to annual tax levies and transfers listed in each’ bond issue book to
ensure proper funding of debt service.

Debt Service Scheduled Principal and Interest for the Next 10 vears

$350,000

$300,000 -
$250,000 -
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Enterprise Funds

Enterprise funds are used to account for operations that are financed and operated in a manner similar to private business enterprises
where the intent is that the costs of providing goods or services to the general public on a contiriuing basis be financed or recovered
primarily through user charges. The results of the operations in terms of cash flow and the breakdown of the cash balances for the past
four years are as follows:

Water Fund Cash Flow

$600,000

£500,000

$400,000

$300,000

$200,000

$100,000,

2013 Receipts 2013 2014 Receipts 2014 2015 Receipts 2015 2016 Receipts 2016
Disbursements Disbutsements Disbursements Disbursements

-

! IZ Operating costs B Delt payments B Operating receipts ‘
i

Water Fund Cash Balance

$2,000,000

$1.800.000 $1,757.657

$1,600,000

$1,400,000 81,367,797

$125L210

$1,200,000 +——
$1,000,000 -
$800,000 -
$600,000 +—
$400,000 -

$200,000 -

§- - : S : -
2013 2014 - 2015 2016

wrens Restricted for capital s Designated for capital W Unsestricted =M=Minimum farget balance (following year debt service plus 35% of operating costs)

In 2016, unspent bond proceeds from the 2016A bonds caused the restricted cash to increase. The unspent bond proceeds will be
used in upcoming years to complete work on future capital projects.
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Sewer Fund Cash Flow_'

§430,000

$400,000

$350,000

$300,000

$250,000
$200,000
$150,000

$100,000

$50,000

2013 Receipts 2013 2014 Receipts 2014 - 2015 Receipts: 2015 2016 'Receipts 2016
Disbursements Disbursements Disbursgments - Disbursements

o

‘ F QOperating costs 8 Deht payments _i Operating receipts

Sewer Fund Cash Balance

$350,000

$288,820

$300,000

$250,000 ———

$200,000 e

——
$163.436

$150,000 -

$110,282
$102,001

$100,000

$50,000 -

$- : L
2013 2014 2015 o 2016

ERSARestricted for capital S Designated for capital ™S Unrestricted =f=Minimum target balance (following year debt service plﬁs 35% of operating costs)
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Storm Water Fund

The results of the operations in terms of cash flow and the breakdown of the cash balances for the past four years are as follows:

Storm Water Cash Flow

$120,000

$100,000

$80,000

$60,000

$40,000

$20,000

$ ' 5 _ : N
2013 Receipts 2013 2014 Receipts 2014 2015 Receipts 2015 2016 Receipts 2016
Disbursements Disbursements Disbursements Disbursem ents

1
E Operating costs B Debt payments B Operating receipts :

Storm Water Cash Balance

$500,000

$450,000 $431,919
$393,554

$400,000 $369,770
$3350,000

$300,000
$250,000
$200,000 +—
$150,000 -
$100,000 -
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$245.917
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. Ratio Analysis

The following captures a few ratios from the City’s financial statéments that give some additional information for trend and peer
group analysis. The peer group average is derived from information requested from the Office of the State Auditor for 4th class Cities
which have populations under 2,500. The majority of these ratios facilitate the use of economic resources focus and accrual basis of
accounting at the government-wide level, A combination of liquidity (ability to pay its most immediate obligations}, solvency (ability
to pay its long-term obligations), funding (comparison of financial amounts and economic indicators to measure changes in financial
capacity over time) and common-size (comparison of financial data with other cities) ratios are shown below,

Ratio ) Calculation Source 2013 2014 2015 2016
. Debt to assets ’ Total liabilities/total assets Government-wide 6% 42% 42% 46%
© 36% 37% 41% Nid
Debt service coverage Net cash provided by operations/ Enterprise funds 162% 8% 8% 85%
enterprise fund debt payments 99% 98% - 100% N/A
Debt per capita Bonded debt / population Government-wide  $ 2,953 54,484 $4242 54867
$ 3309 § 3433 § 3,307 NA
Taxes per capitd Tax revenues / population Government-wide § 714 5 710 5 807 § 801
§ 466 8 464 § 469 N4
Current expenditures per capita ~ Governimental fund current Governmental funds § 900 $ 917 3 930 § 938
expenditures / population $ 805 § 819 § 810 N/A
Capital expenditures per capita Governmental fund capital Governmental funds § 370 51012 § 578 5 .425
outlay / population 5 293 5 342 & 385 N4
Capital assets % left to depreciate - Net capital assets/ Government-wide 4% 73% 75% -73%
Governmental gross capital assets 57% 56% 55% N/A
Capital assets % left to depreciate - Net capital assets/ Government-wide 7% 82% 80% 78%
Business-type gross capital assets 59% 60% 59% N/

Represents the City of Maple Plain
Represents Peer Group Average
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Debt-to-Assets Leverage Ratio (Solvency Ratio)

The debt-to-assets leverage ratio is a comparison of a city’s total liabilities to its total assets or the percentage of total assets that are
provided by creditors. It indicates the degree to which the City’s assets are financed through borrowings and other long-term
obligations (i.e. a ratio of 50 percent would indicate half of the City’s assets are financed through outstanding debt).

Debt Service Coverage Ratio (Solvency Ratio)

The debt coverage ratio is a comparison of cash generated by operations to total debt service payments {principal and interest) of
enterprise funds. This ratio indicates if there are sufficient cash flows from operations to meet debt service obligations. Except in
cases where other nonoperating revemuies (i.e. taxes, assessments, transfers from other funds, etc. ) are used to fund debt service
payments, an acceptable ratio would be above 100 percent.

Bonded Debt per Capita (Funding Ratio)

This dollar amount is arrived at by diVidih_g the total bonded debt by the population of the City and represents the amount of bonded
debt obligation for each citizen of the City at the end of the year. The higher the amount, the more resources are needed in the future to
retire these obli'gat_ions through taxes, assessments or user fees.

Taxes per Capita (Funding Ratio)

This dollar amount is arrived at _by.dividing the total tax revenues by the population of the City and represents the amount of taxes for
each citizen of the City for the year. The higher this amount is, the more reliant the City is on taxes to find its operations.

Current Expenditures per Capita (Funding Ratio)

This dollar amount is arrived at by dividing the total current governmental expenditures by the population of the City and represents
the amount of governmental expenditure for each citizen of the City during the year. Since this is generally based on ongoing
expenditures, we would expect consistent annual per capita results.

Ca_pif_a‘l.-Expenditures per Capita (Funding Ratio)

Thi's.d_ollar amount is arrived at by dividing the total governmental capital outlay expenditures by the population of the City and
represents the amount of capital expenditure for each citizen of the City during the year. Since projects are not always recurring, the
per capita amount will fluctuate from year to year.

: _Cﬂpital Assets Percentage (Common-size Ratio)

Thi's percentage represents the percent of governmental or business-type capital assets that are left to be depreciated. The lower this
percentage the older the City’s capital assets are and may need major repairs or replacements in the near future. A higher percentage
may indicate newer assets being constructed or purchased and may coincide with higher debt ratios or bonded debt per capita.
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Future Accounting Standard Changes

The following Governmental Accounting Standards Board (GASB) Statements have been issued and may have an impact on future
the City financial statements; (1)

GASB Statement No. 74 - Financial Reporting for Postemployment Benefit Plans Other than Pension Plans
Summary

The objective of this Statement is to improve the usefulness of information about postemployment benefits other than pensions
{other postemployment benefits or OPEB) included in the general purpose external financial reports.of state and local
governmental OPEB plans for making decisions and assessing accountability. This Statement results from a comprehensive
review of the effectiveness of existing standards of accounting and financial reporting for all postemployment benefits (pensions
and OPEB) with regard to providing decision-useful information, supporting assessments of accountability and mterpeuod equity,
and creating additional transparency.

This Statement replaces Statements No. 43, Financial Reporting for Postemployment Benefit Plans Other Than Pension Plans, as
amended, and No. 57, OPEB Measurements by Agent Employers and Agent Multiple-Employer Plans. It also includes
requirements for defined contribution OPEB plans that replace the requirements for those OPEB plans in Statement No. 25,
Financial Reporting for Defined Benefit Pension Plans and Note Disclosures for Defined Contribution Plans, as amended,
Statement 43, and Statement No. 50, Pension Disclosures,

Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits Other than Pensions, establishes new

. aceounting and financial reporting requirements for governments whose employees are provided with OPEB, as well as for
certain nonemployer governments that have a legal obligation to provide ﬁnanclal support for OPEB-provided to the employees-
of other entities. . :

The scope of this Statement includes OPEB plans-defined benefit and deﬂned contrlbutlon-admmlstered through trusts that teet
the following criteria: :

s  Contributions from employers and nonemployer contributing entities to the OPEB plan and earnings on those
coniributions are irrevocable.

e  OPEB plan assets are dedicated to providing OPEB to plan members in accordance with the benefit terms.

. & "OPEB plan assets ate legally protected from the creditors of employers, nonemployer contributing entities, and the
OPEB plan administrator. If the plan is a defined benefit OPEB plan plan assets also are legally protected from creditors
“of the plan members.

This Statement also includes requirements to address financial re'por'ting for assets accumulated for purposes of providing defined
benefit OPEB through OPEB plans that are not administered through trusts that meet the specified criteria.

Effective Date and Transition

This Statement is effective for financial statements for fiscal years beginning after June 15, 2016. Earlier application is
encouraged.
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Future Accounting Standard Changi_es - Continned
How the Changes in This Statement Will Improve Financial Reporting

The requirements of this Statement will improve financial reporting primarily through enhanced note disclosures and schedutes of
required supplementary information that will be presented by OPEB.plans that are administered through-trusts that meet the
specified criteria. The new information will enhance the decision-usefulness. of the financial reports of those OPEB plans, their
value for assessing accountability, and their transparency by providing information about measures of net OPER liabilities and
explanations of how and why those liabilities changed from year to year. The nét OPEB liability information, including ratios,
will offer an up-to-date indication of the extent to which the total OPEB liability is covered by the fiduciary net positicn of the
OPEB plan. The comparability of the reported information for similar types of OPEB plans will be improved by the changes
related to the attribution method used to determine the total OPEB liability. The contribution schedule will provide measures to
evaluate decisions related to the assessment of contribution rates in comparison with actuarially determined rates, if such rates are
determined. In addition, new information about rates of return on OPEB plan investments will inform financial report users-about
the effects of market conditions on the OPEB plan’s assets over time and provide information for users to assess the relative
success of the OPEB plan’s investment strategy and the relative contribution that investment earnings provide to the OPEB plan’s
ability to pay benefits to plan members when they come due. :

GASB Statement No. 75 - Accounting and Financial Reporting for Postemployment Benefit Plans Other than Pension
Summary

The primary objective of this Statement Is to improve accounting and financial reporting by state and local governments for
postemployment benefits other than pensions (other postemployment benefits or OPEB). It also improves information provided
by state and local governmental employers about financial support for OPEB that is provided by other entities. This Statement
results from a comprehensive review of the effectiveness of existing standards of accounting and financial reporting for all
postemployment benefits (pensions and OPEB) with regard to providing decision-useful information, supportmg assessments of
accountability and interperiod equity, and creating. additional transparency.

This Statement replaces the requirements of Statements No. 45, Accounting and Financial Reporting by Employers for
Postemployment Benefits Other than Pensions, as amended, and No. 57, OPEB Measurements by Agent Employers and Agent
Multiple-Employer Plans, for OPEB. Statement No. 74, Financial Reporting for Pestemployment Benefit Plans Other than
Pension Plans, establishes new accounting and financial reporting requirements for OPEB plans. '

The scope of this Statement addresses accounting and financial reporting for OPEB that is provided to the employees of state and
local governmental employers. This Statement establishes standards for recognizing and measuring liabilities, deferred outflows:
of resources, deferred inflows of resources, and expense/expenditures. For defined benefit OPEB, this Statement identifies the
methods and assumptions that are required to be used to project benefit payments, discount projected benefit payments to thelr
actuarlal present value, and attribute that present value to periods of employee service. Note disclosure and required
supplementary information requirements about defined benefit OPEB also are addressed. :

In addition, this Statement details the recognition and disclosure requirements for employers with payables to defined benefit
OPERB plans that are administered through trusts that meet the specified criteria and for employers whose employees are provided
with défined contribution OPEB. This Statement also addresses certain circumstances in which a nonemploycr entity provides
financial support for OPEB of employees of another entity. : .

In this Statement, distinctions are made regarding the particular requirements depending upon whether the OPEB plans through
. which the benefits are provided are administered through trusts that meet the following criteria: '

' e Coniributions from employers and nonemployer contributing entities to the OPEB plan and earnings on tlmse
' cantributions are irrevocable. :

. OPEB plan assets are dedicated to.ﬁrbviding OPEB to plan members in accordance with the benefit terms.

¢’ OPEB plan assets are legally protected from the creditors of empleyers, nonemployer contrlbutmg entities, the OPEB
plan administrator, and the plan members.
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Future Accounting Standard Changes - Continued
Effective Date
This Statement is effective for fiscal years beginning after June 15, 2017. ]éiarlier application is encouraged.
How the Changes in This Statement Will Improve Financial Reporting

The requirements of this Statement will improve the decision-usefulness of information in employer-and governmental
nonemployer contributing entity financial reports and will enhance its value for assessing accountability and interperiod equity by
requiring recognition of the entire OPEB liability and a more comprehensive measure of OPEB expense. Decision-usefulness and
accountability also will be enhanced through new note disclosures and required supplementary information, as follows:

«  More robust disclosures of assumptions will allow for better informed assessments of the reasonableness of OPEB
measurements,

+  Explanations of how and why the OPEB liability changed from year to year will improve transparency.

s  The summary OPEB liability information, including ratios, will offer an indication of the extent to which the total OPEB
liability is covered by resources held by the OPEB plan, if any.

» For employers that provide benefits through OPEB plans that are administered through trusts that meet the specified
criteria, the contribution schedules will provide measures to evaluate decisions related to contributions.

The consistency, comparability, and transparency of the information reported by employers and governmental nonemployer
contributing entities about OPEB transactions will be improved by requiring:

* The use of a discount rate that considers the availability of the OPEB plan’s fiduciary net position associated with the
OPEB of current active and inactive employees and the investment horizon of those resources, rather than utilizing only
the long-term expected rate of return regardless of whether the OPEB plan’s fiduciary net position is projected to be
sufficient to make projected benefit payments and is expected to be invested using a strategy to achieve that return.

e A single method of attributing the actuarial present value of projected benefit payments to periods of employee service,
rather than allowing a choice among six methods with additional variations.

« Immediate recognition in OPEB expense, rather than a choice of recognition periods, of the effects of changes of benefit
terms.

s Recognition of OPEB expense that incorporates deferred outflows of resources and deferred inflows of resources related
to OPEB over a defined, closed period, rather than a choice between an open or closed period.

GASB Statement No. 80 - Blending Requirements for Certain Component Units - an Amendment of GASB Statement No. 14
Suﬁ_lmary

The. objective of the Statement is to improve financial reporting by clarifying the financial statement presentation requirements for
certain component units. This Statement amends the blending requirements established in paragraph 33 of Statement No. 14,
The Financial Reporting Entity, as amended.

This Statement amends the blending requirements for the financial statement presentation of component tnits of all state and local
- governments. The additional criterion requires blending of a component unit incorporated as a not-for-profit corporation in which
the primary government is the sole corporate member. The additional criterion does not apply to component units included in the
" financial reporting entity pursuant to the provisions of Statement Ne. 39, Determining Whether Certain Orgarizations Are
Component Units.,
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Future Accounting Standard Changes - Continuned

Effective Date

The requirements of this Statement ate effective for reporting periods beginning after June 15, 2016. Earlier application is
encouraged.

_ .I.-It')w the Changes in This Statement Will improve Financial Reporting

The requirements of this Statement enhance the comparability of financial statements among governments. Greater comparability
improves the decision-usefulness of information reported in financial statements and enhances its value for assessing government
accountability. :

GASB Statement No. 81 - Jrrevocable Split-[ﬁa_:erest Agreements
Summary

The objective of this Statement is to improve accounting and financial reporting for irrevocable split-interest agreements by
providing recognition and measurement guidance for situations in which a government is a beneficiary of the agreement.

Split-interest agreements are a type of giving agreement used by donors to provide resources to two-or more beneficiaries,
including governments. Split-interest agreements can be created through trusts - or other legally enforceable agreements with
characteristics that are equivalent to split-interest agreements - in which a donor transfers resources to an intermediary to hold and
administer for the benefit of a government and at least one other beneficiary. Examples of these types of agreements include
charitable lead trusts, charitable remainder trusts, and life-interests in real éstate.

This Statement requires that a government that receives resources pursuant to an irrevocable split-interest agreement recognize
assets, liabilities, and deferred inflows of resources at the inception of the agreement. Furthermore, this Statement requires that a
government recognize assets representing its beneficial interests in irrevocable split-interest agreements that are administered by a
third party, if the government controls the present service capacity of the beneficial interests. This Statement requires that a
government recognize revenue when the resources become applicable to the reporting period.

Effective Date

. The requi.r_ements of this Statement are effective for financial statements for periods beginning after December 15, 2016, and
. should be applied retroactively. Earlier application is encouraged.

How the Changes in This Statement Will Improi«‘__e Financial Reporting

This Statement enhances the comparability of financial statements by providing accounting and financial reporting guidance for -
irrevocable split-interest agreements in which a government is a beneficiary. This Statement alsc enhances the decision-
usefulness of general purpose external financial reports, and their value for assessing accountability, by more clearly identifying
the resources that are available for the government to carry out its mission.

GASB:'Statement No. 82 - Pension-Issues an Amendm’éﬁt-of GASB Statements No. 6 7, No. 68, and No. 73
Sumrﬁﬁrj '

" The objective of this Statement is to address certain issues that have been raised with respect to Statements No. 67, Financial
Reporting for Pension Plans, No. 68, Accounting and Financial Reporting for Pensions, and No, 73, Accounting and Financial
Reporting for Pensions and Related Assets That Are Not within the Scope of GASB Statement 68, and Amendments to Certain
Provisions of GASB Statements 67 and 68. Specifically, this Statement addresses issues regarding (1) the presentation of payroll-
related measures in required supplementary information, (2) the selection of assumptions and the treatment of deviations from the
guidance in an Actuarial Standard of Practice for financial reporting purposes, and (3) the classification of payments made by
employers to satisfy employee (plan member) contribution requirements.
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Future Accounting Standard Changes - Continued
Presentation of Payroll-Related Measures in Required S'.n.p'p_l.ementary Information

Priorf to the issuance of this Statement, Statements 67 and 68 required presentation of covered-employee payroll, which is the
payroll of employees that are provided with pensions through the pension plan, and ratios that use that measure, in schedules of
required supplementary information. This Statement amends Statements 67 and 68 to instcad require the presentation of covered
payroll, defined as the payroll on which contributions to a pension plan are based, and ratios that use that measure,

Selection of Assumptions

This Statement clarifies that a deviation, as the term is used in Actuarial Standards of Practice issued by the Actuarial Standards
Board, from the guidance in an Actuarial Standard of Practice is not considered to be in conformity with the requirements of
Statement 67, Statement 68, or Statement 73 for the selection of assumptions used in determining the total pension liability and
related measures.

C]assiﬁcation of Employer-P'nid-Member Contributions

This Statement claifies that payments that are made by an employer to satisfy contribution requirements that are identified by the
“pension plan terms as plan member contribution requirements should be classified as plan member contributions for purposes of
" Statement 67 and as employee contributions for purpeses of Statement 68. It-also requires that an employer's expense and
" expenditures for those amounts be recognized in the period for which the contribution is assessed and classified in the same
manner as the emplover classifies 51mllar compensatlon other than pensions (for example, as salaries and wages or as fringe
beneﬁts)

Effective Date

The requirements of this Statement are effective for reporting periods beginning after June 15, 2016, except for the requirements
of this Statement for the selection of assumptions in a circumstance in which an employer's pension liability is measured as of a
date other than the employer's most recent fiscal year-end. In that circumstance, the requirements for the selection of assumptions
are effective for that employer in the first reportlng perlod in which the measurement date of the pension hablllty is on or after
June 15, 2017. Earlier application is encouraged.

How the Changes in This Statement Will JImprove Financial Ré;io'rting

The requirements of this Statement will improve ﬁnanmal reportmg by cnhancmg cons:stency in the application of ﬁnanc:al
reporting requirements to certain pension issues.

GASB Statement No. 83 - Certain Assel R.etzrement Obhgat:ons

Summary

This Statement addresses accounting and financial reporting for certain asset retirement cbligations (AROs). An ARO is a legally
enforceable liability associated with the retirement of a tangible capital asset. A government that has legal obiigations to perform
future asset retirement activities related to its tangible capltal assets should recognize a liability based on the guldance in this
Statement. : :

This Statement establishes criteria for determining the t1m1ng and pattern of recognition of a liability and a corresponding
deferred outflow of resources for AROs. This Statement requires that recognition occur when the liability is both incurred and
reasonably estimable. The determination of when thie liability is incurred should be based on the occurrence of external laws,
regulations, contracts, or court judgments, together with the occurrence of an internal event that obligates a government to
perform asset retirement activities. Laws and regulations may require governments to take specific actions to retire cértain
tangible capital assets at the end of the useful lives of those capital assets, such as decommissioning nuclear reaciors and
dismantling and removing sewage treatment plants. Other obligations to retire tangible capital assets may arise from contracts or
court judgments. Internal obligating events include the occurrence of contamination, placing into operation a tangible capital asset
that is required to be retired, abandoning a tanglble cap1ta1 asset before if is placed into operation, or acquiring a tangible capital
asset that has an existing ARO.
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Future Accounting Standard Changes - Continued

This Statement requires the measurement of an ARQ to be based on the best estimate of the current value of outlays expected to
be incurred. The best estimate should include probability weighting of all potential outcomes, when such information is available
or.can be obtained at reasonable cost. If probability weighting is not feasible at reasonable cost, the most likely amount should be
used. This Statement requires that a deferred outflow of resources assoelated with an ARO be measured at the amount of the
corresponding lability upon initial measurement.

This Statement requires the currerit value of a government's AROs to be adjusted for the effects of general inﬂation-or deflation at
least annually. In addition, it requires a government to evaluate all relevant factors at least annually to determine whether the
effects of one or more of the factors are expected to significantly change the estimated asset retirement outlays, A government
should remeasure an ARO only when the result of the evaluation indicates there is a significant change in the estimated outlays.
The deferred outflows of resources should be reduced and recognized as outflows of resources {for example, as an expense) in a
systematic and rational manner over the estimated useful life of the tangible capital asset,

A government may have a minority share {less than 50 percent) of ownership interest in a jointly owned tangible capital asset in
which a nongovernmental entity is the majority owner and reports its ARO in accordance with the guidance of another recognized
accounting standards setter. Additionally, a government may have a minority share of ownership interest in a jointly owned
tangible capital asset in which no joint owner has a majotity ownership, and a nongovernmental joint owner that has operational
responsibility for the jointly owned tangible capital asset reports the associated ARO in accordance with the gnidance of another
recognized accounting standards setter. In both situations, the government's minority share of an ARO should be reported using
the measurement produced by the nongovernmental majority owner or the nongovernmental minority owner that has operational
responsibility, without adjustment to conform to the liability measurement and recognition requirements of this Statement.

In some cases, governments are legally required to provide funding or other financial assurance for their performance of asset
retirement activities. This Statement requires disclosure of how those funding and assurance reguirements are being met by a
government, as well as the amount of any assets restricted for payment of the government's AROs, if not separately displayed in
the financial statements,

This Statement also requires disclosure of information about the nature of a government's AROs, the methods.and assumptions
used for the estimates of the liabilities, and the estimated remaining useful life of the associated tangible capital assets. If an ARO
{or portions thereof) has been incurred by a government but is not yet recognized because it is not reasonably estimable, the
government is required to disclose that fact and the reasons therefor. This Statement requires Slmllal dlsclosures fora
government's minority shares of AROs.

Effective Date

The requirements of this Statement are effective for reporting periods beginning after June 15 201 8 Earlicr application is
encouraged.

How the Changes in This Stetement Will Improve Financial Reporting

This Statement will enhance comparability of financial statements among governments by establishing uniform criteria for
governments to recognize and measure certain AROs, including obligations that may not have been previously reported. This
Statement also will enhance the decision-usefulness of the information provided to financial statement users by requiring
disclosures related to those AROs.

! Note. From (GASB Pronouncements Summaries. Copyright 2016 by the Fmanclal Accountmg Founda‘uon 401 Merritt 7, Norwalk
CT 06856, USA, and is reproduced with permission.
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Restriction on Use

‘This communication is intended solely for the information and use-of management, the City Council, others within the City, and the
Minnesota Office of the State Auditor and is not intended to be, and should not be, used by anyone other than these specified parties.

Our audit would not necessarily:disclose all weaknesses in the system because it was based on selected tests of the accounting records
and related data. The comments and recommcndatlons in the report are purely constructive in nature, and should be read in this
context. : :

If you have any questions or wish to discuss any of the items contained in this letter, please feel free to contact us at your convenience.
We wish to thank you for the continued opportunity to be of service and for the courtesy and cooperation extended to us by your staff.

@M»ﬁd&mﬂ»aw Y

ABDO, EICK & MEYERS, LLP
Minneapolis, Minnesota
March 23, 2017
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