Management Letter
City of Vadnais Heights
Vadnais Heights, Minnesota
For the Year Ended
December 31, 2014

May 27, 2015

Management, Honorable Mayor and City Council
City of Vadnais Heights, 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 Vadnais Heights, Minnesota (the City), for the year ended December 31, 2014.
Professional standards require that we provide you with information about our responsibilities under generally accepted 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 November 13, 2014. Professional standards also require that we communicate to you the following
information related to our audit.
Our Responsibility Under Auditing Standards Generally Accepted in the United States of America
As stated in our engagement letter, our responsibility, as described by professional standards, is to express opinions about whether 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 you 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 over financial reporting (internal control) of the
City. Such considerations 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 control 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.
Our consideration of internal control was for the limited purpose described in the preceding paragraph 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. However, as described below, we identified a certain
deficiency in internal control that we consider to be a material weakness and a significant deficiency.
A deficiency in internal control exists when the design or operation of a control does 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 a deficiency, 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. We consider the
deficiency described below as finding 2014-003 to be a material weakness.
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. We consider the deficiency described below as
finding 2014-002 to be a significant deficiency.
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2014-002

Preparation of financial statements
Condition:

As in prior years, there was no City prepared financial statement and we were requested to draft the
audited financial statements and related footnote disclosures as part of our regular audit services.

Criteria:

Internal controls should be in place to provide reasonable assurance over financial reporting.
Essentially, the auditors can’t be part of your internal control process and there isn’t sufficient staff
to provide a segregation of duties over the financial reporting process. 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.

Cause:

From a practical standpoint we prepare the financial statements for you at the same time in
connection with our audit. This is not unusual for us to do with an organization of your size.

Effect:

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 had there
been adequate segregation of duties.

Recommendation: 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
that a disclosure checklist be utilized to ensure all required disclosures are presented and the City
should agree its financial software to the numbers reported in the financial statements.
Management response:
For now, based on cost/benefit analysis, the City’s management accepts the degree of risk associated with this condition
and thoroughly reviews a draft of the financial statements. As recommended, the City ensures that its financial figures
match the final audited figures each year. The cost of eliminating this stated risk; i.e., hiring an assistant finance director,
exceeds the perceived benefit.
2014-003

Material audit adjustments
Condition:

During our audit, adjustments were needed to record a deferred inflow of resources and additional
accounts payable.

Criteria:

The financial statements are the responsibility of the City’s management; therefore, the City must be
able to prevent or detect a material misstatement in the financial statements including footnote
disclosures.

Cause:

The year-end trial balance did not reflect all necessary accounting entries.

Effect:

This indicates that it would be likely that a misstatement may occur and not be detected by the City’s
system of internal control. The audit firm cannot serve as a compensating control over this
deficiency.

Recommendation: We recommend that management review each journal entry, obtain an understanding of why the
entry was necessary and modify current procedures to ensure that future corrections are not needed.
Management response:
Management agrees with the finding and understands the reason the adjustments were needed. In future years,
contractors with projects ongoing through year-end will be required to submit an invoice for work
completed through December 31.
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Compliance
As part of obtaining reasonable assurance about whether the financial statements are free of material misstatement, we performed tests
of compliance with certain provisions of Minnesota statutes. 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. While our audit provides a reasonable basis for our
opinion, it does not provide a legal determination on the City’s compliance with those requirements. We noted no instances of
noncompliance with Minnesota statues except as noted below and finding 2014-001.
2014-001

Auto allowance and mileage reimbursement
Condition:

During our audit, we tested the category of miscellaneous provisions under the Minnesota Legal
Compliance Audit Guide for Local Government. Our study indicated an instance of non-compliance
that we believe should be remedied.

Criteria:

Under Minnesota statute 471.665, Minnesota law authorizes public entities to compensate or
reimburse their employees for the employees' use of personal vehicles on official business. It allows
governing bodies to set a mileage allowance or to pay a monthly or periodic allowance, but not both.

Cause:

During our tests, we noted that the City Administrator receives a $250.00 monthly auto allowance.
Additionally, there was an instance where he was also reimbursed $186.37 for mileage when
traveling to the MCMA conference in Nisswa, Minnesota.

Effect:

While the amount may be considered relatively minor, the City is out of compliance with Minnesota
statute 471.665.

Recommendation: We recommend the City review the guidelines relating to automobile allowances and
reimbursements to ensure expenditures meet the above requirements in the future.
Management response:
It was the City’s understanding that this allowance was only for metro traveling. The City will use only one method
going forward. On May 12, 2015, the City Administrator reimbursed the City for the non-complying mileage
reimbursement of $186.37.
Planned Scope and Timing of the Audit
We performed the audit according to the planned scope and timing previously communicated to you.
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. No new accounting policies were adopted and the application of existing
policies was not changed during the year ended December 31, 2014. 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 assumption 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 estimates affecting the financial statements were capital asset
basis, depreciation, allocation of salaries, compensated absences, and other postemployment benefits.
•

Management’s estimate of depreciation is based on estimated useful lives of the assets. Depreciation is calculated using the
straight-line method.

•

Allocations of gross wages and payroll benefits are approved by the City Council within the City’s budget and are derived
from each employee’s estimated time to be spent servicing the respective function of the City. These
allocations are also used in allocating accrued compensated absences payable.

•

Management’s estimate of its OPEB liability is based on several factors including, but not limited to,
anticipated retirement age for active employees, life expectance, turnover, and healthcare cost trend rates
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We evaluated the key factors and assumptions used to develop these accounting estimates in determining that they are 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.
Difficulties Encountered in Performing the Audit
We encountered no significant difficulties when completing our audit.
Corrected 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. We
proposed the following journal entry that we consider to be an audit entry or correction of management decisions. It relates to the
following situation:
•

A material audit entry was required to record deferred inflows of resources and additional accounts payable as discussed in
find 2014-003.

Disagreements with Management
For purposes of this letter, professional standards define a disagreement with management as a financial accounting, reporting, or
auditing 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
May 27, 2015.
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 accounting 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 Matters
With respect to the supplementary information accompanying the financial statements, 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 prior 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.
Other Audit 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 our retention.
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Financial Position and Results of Operations
Our principal observations and recommendations are summarized on the following pages. These recommendations resulted from our
observations made in connection with our audit of the City’s financial statements for the year ended December 31, 2014.
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 $69,994 from 2013.
Overall, the fund balance of $3,019,898 is 55.4 percent of the 2015 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’s fund balance
policy for the General fund identifies a minimum unassigned fund balance of 35-60 percent of the following year’s budgeted
expenditures. The City’s ending fund balance is within this target level from the City’s policy.
Purposes and Benefits of an Adequate Fund Balance
•

Expenditures are incurred somewhat evenly throughout the year. However, currently, property tax and state aid revenues
are not received until the second half of the year. We also have seen the State mandate levy limits for cities over 2,500 in
population. An adequate fund balance will provide the cash flow required to finance the General fund expenditures until
these revenue sources are received.

•

The City is vulnerable to legislative actions at the State and Federal level. The State continually adjusts the local
government aid. An adequate fund balance will provide a temporary buffer against aid adjustments and levy limits.

•

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

•

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

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

Year

Fund
Balance
December 31

Budget
Year

General
Fund
Budget

2010
2011
2012
2013
2014

$ 2,779,513
2,930,586
628,767
2,949,904
3,019,898

2011
2012
2013
2014
2015

$ 4,880,197
4,871,037
5,008,633
5,174,680
5,455,172

*

Percent
of Fund
Balance to
Budget
56.95 %
60.16
12.55
57.01
55.36

* The City ended its involvement with the Sportsplex effective December 31, 2012. In 2013 and 2014, there was some activity
related to the Sportsplex that was still an obligation to the City. The remaining activity will be included with the General fund
going forward and the General fund’s 2012 activity was restated to reflect this.
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Fund Balance as a Percent of Next Year’s Budget
$6,000,000
$4,880,197

$5,000,000

$4,871,037

$5,174,680

$5,008,633

$5,455,172

$4,000,000
$3,000,000

56.95%

60.16%

55.36%

57.01%

$2,000,000
12.55%

$1,000,000
$-

2010

2011

2012
Actual FB

2013

2014

2015

Budget

The 2014 operations are summarized as follows:

Revenues
Expenditures
Excess (deficiency) of revenues over (under) expenditures
Other financing sources (uses)
Transfers in
Sale of capital assets
Transfers out
Total other financing sources (uses)
Net change in fund balances
Fund balances, January 1
Fund balances, December 31

Final
Budget
Amounts

Actual
Amounts

$ 4,698,680
5,174,680

$ 4,937,934
5,294,943

Variance with
Final Budget
$

239,254
(120,263)

(476,000)

(357,009)

118,991

475,000
1,000
-

475,000
2,003
(50,000)

1,003
(50,000)

476,000

427,003

(48,997)

-

69,994

69,994

2,949,904

2,949,904

-

$ 2,949,904

$ 3,019,898

$

69,994

•

A number of revenue categories varied from what was budgeted. Most notably, intergovernmental revenues, charges for
services and interest on investments were over budget by $44,945, $108,232 and $132,469, respectively. Both business
and nonbusiness licenses and permits combined to be $46,335 under budget for 2014.

•

Overall expenditures were over budget by $120,263. All departments were over budget, except general government and
community development, which were under budget by $107,244 and $3,076, respectively. The most notable differences
from budget came from the fire protection, central garage facility, and sportsplex costs which were over budget by
$48,595, $38,930, and $137,840, respectively.
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A comparison between 2012, 2013 and 2014 revenues and transfers in is presented below:

Source

Percent
of
Total

Per
Capita

2012

2013

2014

Taxes
Special assessments
Licenses and permits
Intergovernmental
Charges for services
Fines and forfeitures
Interest on investments
Miscellaneous
Transfers in
Gain on discontinued operations

$ 2,770,863
5,773
464,040
188,931
1,987,651
40,769
32,615
215,698
435,000
3,197,538

$ 2,700,670
9,501
639,837
193,758
747,770
37,400
(119,756)
218,107
2,974,286
-

$ 2,937,891
15,504
477,465
260,645
839,032
38,815
166,469
204,116
475,000
-

54.2 %
0.3
8.8
4.8
15.5
0.7
3.1
3.8
8.8
-

$

232
1
38
21
66
3
13
16
38
-

Total revenues and transfers in

$ 9,338,878

$ 7,401,573

$ 5,414,937

100 %

$

428

A graphical presentation of the past three years of revenues and transfers in totals follows:

Revenues
$4,500,000
$4,000,000
$3,500,000
$3,000,000
$2,500,000
$2,000,000
$1,500,000
$1,000,000
$500,000
$-

2012
Taxes

Licenses and permits

2013
Intergovernmental

2014
Charges for services

Other

Some of the line items with significant changes are highlighted below:
•

Tax revenue increased due to an increase in the tax levy of roughly three percent and an increase in delinquent tax
collections related to prior year levies.

•

Investment earnings increased due to a market value gain adjustment being allocated to the General fund.

•

In 2012, the general fund was restated to show the sportsplex activity which included transfers in
amounting to over $2.9 million. In 2014, transfers in was only $475,000 in comparison with almost $3
million in 2013 which related to the discontinued operations of the sportplex.
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A comparison between 2012, 2013 and 2014 expenditures is presented below:

Percent
of
Total

Peer Group
Per
Capita

Per
Capita

Program

2012

2013

2014

General government
Public safety
Public works
Culture and recreation
Community development
Capital outlay
Transfers out

$ 1,198,477
1,991,537
645,014
3,789,940
175,751
-

$ 1,158,408
2,031,476
803,485
830,680
189,550
11,837
55,000

$ 1,216,587
2,166,736
795,129
904,885
211,606
50,000

22.8 %
40.5
14.9
16.9
4.0
0.9

$

96
171
63
72
17
4

$

113
221
108
63
8
16
n/a

$ 7,800,719

$ 5,080,436

$ 5,344,943

100.0 %

$

423

$

529

Total expenditures

The above chart compares the amount the City spends per capita in comparison to a peer group. We have compiled a peer group
average derived from 2013 information we have requested from the Office of the State Auditor and the compiled data for Cities of
the 3rd class which have populations of 10,000-20,000.
A graphical presentation of the past three year’s expenditures totals by program follows:

Expenditures
$4,500,000
$4,000,000
$3,500,000
$3,000,000
$2,500,000
$2,000,000
$1,500,000
$1,000,000
$500,000
$-

2012
General government

2013
Public safety

2014
Public works

Other

Some of the line items with significant changes are highlighted below:
•

Each expenditure category stayed consistent with 2013 amounts. The public safety department had a slight increase in
expenditures primarily due to fire protection costs.
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Special Revenue Funds
Special revenue funds are used to account for revenue derived from specific taxes or other earmarked revenue sources. They are
usually required by Minnesota statute or local ordinance to finance particular functions or activities of government. Included in
this group of funds and the fund balance of each at December 31, 2014 and 2013 is as follows:
Fund Balance
December 31,
2014
2013

Fund
Nonmajor
Community Service
Heritage Days
Solid Waste
Charitable Gambling

$

Total

$

4,471
38,008
(2,019)
60,887
101,347

Increase
(Decrease)

$

1,471
37,514
2,254
60,577

$

3,000
494
(4,273)
310

$

101,816

$

(469)

Debt Service Funds
Debt Service funds are a type of governmental fund used to account for the accumulation 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:
•

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.

•

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

•

Capitalized interest portion of bond proceeds - After the sale of bonds, the project may not produce revenue (tax
increments or special assessments) for a period of one to two years. Bonds are issued with this timing difference
considered in the form of capitalized interest.

•

Special assessments - Charges to benefited properties for various improvements.

In addition to the above pledged assets, other funding sources may be received by Debt Service funds as follows:
•
•
•
•

Residual project proceeds from the related capital projects fund
Investment earnings
State or federal grants
Transfers from other funds
Total
Cash

Fund
2004 G.O. Improvement Bonds
2009A G.O. Build America Bonds
2004 G.O. Tax Increment Bonds
Total

Total
Assets

Bonds
Outstanding

$

108,174
374,075
355,509

$

142,508
380,955
355,509

$

$

837,758

$

878,972

$ 7,720,000
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579,000
6,810,000
331,000

Maturity
Year
2018
2034
2018

The following graph outlines the next 10 years of principal and interest payments from the debt service funds:
$1,000,000
$900,000
$800,000
$700,000
$600,000
$500,000
$400,000
$300,000
$200,000
$100,000
$-

2015
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2019

Principal

2020

2021

2022

2023

2024

Interest

Capital Projects Funds
These funds accumulate resources to finance major capital acquisition and construction projects. A summary of year end fund
balances for all capital projects funds follows:
Fund Balances
December 31,
2014
2013

Fund
Major
Public Works Reserve
Tax Increment District 1-12
Tax Increment District 1-16
Nonmajor
Capital Improvements
Park Dedication
Fire Vehicle and Equipment
Tax Increment District 1-6
Tax Increment District 1-8
Tax Increment District 1-17
Tax Increment District 1-23
Tax Increment District 1-30

$

Total

260,819
2,069,716
2,978,313

$

536,831
1,576,508
2,638,077

1,758,551
61,756
172,090
638,942
1,095,687
82,812
633,350
3,467

1,597,394
83,959
106,117
647,189
920,021
36,481
523,676
200

$ 9,755,503

$ 8,666,453

Increase
(Decrease)
$

(276,012)
493,208
340,236
161,157
(22,203)
65,973
(8,247)
175,666
46,331
109,674
3,267

$ 1,089,050

The Public Works Reserve fund decreased due to more expenditures than taxes, assessments, and intergovernmental revenues
received.
All tax increment district funds except for TIF District 1-6 increased due to increment received in excess of expenditures.
The Capital Improvements funds increased due to taxes and interest on investments received in excess of
expenditures for capital improvements.
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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 enterpriseswhere the intent is that the costs of providing goods or services to the general public on a continuing basis be financed or recovered
primarily through user charges. These operations require significant capital investments. The city’s practice is to charge current users
for the portion of capital depreciation costs incurred each year in addition to the amount necessary to cover current operations. The
resulting goal is to maintain reserves equal to the amount of accumulated depreciation for each enterprise. Although this goal is not
currently satisfied for all enterprise funds, actions are being taken to eventually achieve this goal. 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 Utility Fund Cash Flow
$1,600,000
$1,400,000
$1,200,000
$1,000,000
$800,000
$600,000
$400,000
$200,000
$$(200,000)

2011
2011 Receipts
Disbursements
Operating costs

2012
2012 Receipts
Disbursements
Other (capital, interfund)

2013
2013 Receipts
Disbursements
Operating receipts

2014
2014 Receipts
Disbursements
Other (interest)

Water Utility Fund Cash Balance
$7,000,000
$6,000,000
$5,000,000
$4,000,000
$3,000,000

$2,313,325

$2,208,116

$2,351,998

$2,903,421

$2,000,000
$1,000,000
$-

Unrestricted

2011

2012

2013

Minimum target balance (35% of operating costs)

Accumulated Depreciation plus target balance

Some of the line items with significant changes are highlighted below:
•

The operating receipts (blue) have been sufficient to cover operating costs (grey) the past four years.

•

The cash balance has increased roughly $600,000 since 2011, as the City works towards its goal of
fully funding accumulated depreciation.

-11-

2014

Sewer Utility Fund Cash Flow
$2,500,000

$2,000,000

$1,500,000

$1,000,000

$500,000

$-

$(500,000)

2011 Receipts
2011
Disbursements
Operating costs

2012
2012 Receipts
Disbursements
Other (capital, interfund)

2013
2013 Receipts
Disbursements
Operating receipts

2014 Receipts
2014
Disbursements

Other (taxes, interest, etc.)

Sewer Utility Fund Cash Balance
$6,000,000

$5,451,049

$5,362,403

$5,000,000

$5,034,003

$5,055,348

$4,000,000
$3,000,000
$2,000,000
$1,000,000
$Unrestricted

2011

2012

2013

Minimum target balance (35% of operating costs)

2014

Accumulated Depreciation plus target balance

Some of the line items with significant changes are highlighted below:
•

The operating receipts (blue) have been sufficient to cover operating costs (grey) the past four years.

•

Cash balance has decreased roughly $400,000 since 2011, as the City annually transfers monies to the General fund to
reduce the tax levy.
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Surface Water Management Fund Cash Flow
$600,000
$500,000
$400,000
$300,000
$200,000
$100,000
$$(100,000)

2011
2011 Receipts
Disbursements
Operating costs

2012
2012 Receipts
Disbursements
Other (capital, interfund, etc.)

2013
2013 Receipts
Disbursements
Operating receipts

2014 Receipts
2014
Disbursements

Other (taxes, interest, etc.)

Surface Water Management Fund Cash Balance
$2,500,000

$2,000,000
$1,478,442

$1,500,000

$1,000,000

$952,277

$1,153,437

$1,220,002

$500,000

$-

Unrestricted

2011

2012

2013

Minimum target balance (35% of operating costs)

2014

Accumulated Depreciation plus target balance

Some of the line items with significant changes are highlighted below:
•

The operating receipts (blue) have been sufficient to cover operating and other costs (grey and red) the past four years.

•

Cash balance has increased roughly $525,000 since 2011, as the City works towards its goal of fully funding
accumulated depreciation.
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Ratio Analysis
The following captures a few ratios from the City’s financial statements that give some additional information for trend and peer
group analysis. The peer group average is derived from information we have requested from the Office of the State Auditor. Peer
group averages were calculated using Minnesota cities of the 3rd class (population 10,000 - 20,000). 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 regardless of size) ratios are shown below.
Ratio

Calculation

Source

2011

2012

36%
32%

2013

14%
33%

2014

Debt to assets

Total liabilities/total assets Government-wide

14%
32%

12%
N/A

Debt per capita

Bonded debt/population

Government-wide

$ 2,881
$ 2,253

$ 696
$ 2,641

$ 646
$ 2,637

$

611
N/A

Taxes per capita

Tax revenues/population

Government-wide

$
$

396
442

$
$

404
465

$
$

349
485

$

381
N/A

Current expenditures per capita Governmental fund current Governmental funds
expenditures/population

$
$

377
636

$
$

391
601

$
$

402
633

$

425
N/A

Capital expenditures per capita Governmental fund capital Governmental funds
expenditures/population

$
$

192
257

$
$

157
295

$
$

102
267

$

240
N/A

Capital assets % left to
depreciate - Governmental

Net capital assets/
gross capital assets

Government-wide

78%
63%

76%
60%

74%
59%

73%
N/A

Capital assets % left to
depreciate - Business-type

Net capital assets/
gross capital assets

Government-wide

75%
68%

51%
62%

50%
61%

52%
N/A

Represents the City of Vadnais Heights
Peer Group ratio

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 assets are financed with outstanding debt).
Bonded Debt per Capita (Funding Ratio)
This dollar amount is arrived at by dividing 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 obligations 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 fund 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.
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Capital Expenditures per Capita (Funding Ratio)
This dollar 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.
Capital Assets Percentage (Common-size Ratio)
This 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.
Future Accounting Standard Changes
The following Governmental Accounting Standards Board (GASB) Standards have been issued and may have an impact on future
City financial statements. (1)
GASB Statement No. 68 - The Accounting and Financial Reporting of Pensions- an Amendment of GASB Statement No. 27
The primary objective of this Statement is to improve accounting and financial reporting by state and local governments for
pensions. It also improves information provided by state and local governmental employers about financial support for pensions
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 pensions with regard to providing decision-useful information, supporting assessments of
accountability and interperiod equity, and creating additional transparency.
This Statement replaces the requirements of Statement No. 27, Accounting for Pensions by State and Local Governmental
Employers, as well as the requirements of Statement No. 50, Pension Disclosures, as they relate to pensions that are provided
through pension plans administered as trusts or equivalent arrangements (hereafter jointly referred to as trusts) that meet certain
criteria. The requirements of Statements 27 and 50 remain applicable for pensions that are not covered by the scope of this
Statement.
This Statement is effective for fiscal years beginning after June 15, 2014. Earlier 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 net pension liability and a more comprehensive measure of pension expense. Decisionusefulness and accountability also will be enhanced through new note disclosures and required supplementary information.
GASB Statement No. 71 - Pension Transition for Contributions Made Subsequent to the Measure Date - an Amendment of
GASB Statement No. 68
Summary
The objective of this Statement is to address an issue regarding application of the transition provisions of Statement No. 68,
Accounting and Financial Reporting for Pensions. The issue relates to amounts associated with contributions, if any, made by a
state or local government employer or nonemployer contributing entity to a defined benefit pension plan after the measurement
date of the government's beginning net pension liability.
Statement No. 68 requires a state or local government employer (or nonemployer contributing entity in a special funding
situation) to recognize a net pension liability measured as of a date (the measurement date) no earlier than the end of its prior
fiscal year. If a state or local government employer or nonemployer contributing entity makes a contribution to a defined benefit
pension plan between the measurement date of the reported net pension liability and the end of the government's reporting period,
Statement No. 68 requires that the government recognize its contribution as a deferred outflow of resources. In addition,
Statement No. 68 requires recognition of deferred outflows of resources and deferred inflows of resources for changes in the net
pension liability of a state or local government employer or nonemployer contributing entity that arise from
other types of events. At transition to Statement No. 68, if it is not practical for an employer or nonemployer
contributing entity to determine the amounts of all deferred outflows of resources and deferred inflows of
resources related to pensions, paragraph 137 of Statement No. 68 required that beginning balances for deferred
outflows of resources and deferred inflows of resources not be reported.
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Future Accounting Standard Changes - Continued
Consequently, if it is not practical to determine the amounts of all deferred outflows of resources and deferred inflows of
resources related to pensions, contributions made after the measurement date of the beginning net pension liability could not have
been reported as deferred outflows of resources at transition. This could have resulted in a significant understatement of an
employer or nonemployer contributing entity's beginning net position and expense in the initial period of implementation.
This Statement amends paragraph 137 of Statement No. 68 to require that, at transition, a government recognize a beginning
deferred outflow of resources for its pension contributions, if any, made subsequent to the measurement date of the beginning net
pension liability. Statement No. 68, as amended, continues to require that beginning balances for other deferred outflows of
resources and deferred inflows of resources related to pensions be reported at transition only if it is practical to determine all such
amounts.
The provisions of this Statement are required to be applied simultaneously with the provisions of Statement No. 68.
How the Changes in This Statement Will Improve Financial Reporting
The requirements of this Statement will eliminate the source of a potential significant understatement of restated beginning net
position and expense in the first year of implementation of Statement No. 68 in the accrual-basis financial statements of
employers and nonemployer contributing entities. This benefit will be achieved without the imposition of significant additional
costs.
GASB Statement No. 72 - Fair Value Measurement and Application
Summary
This Statement addresses accounting and financial reporting issues related to fair value measurements. The definition of fair value
is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. This Statement provides guidance for determining a fair value measurement for financial
reporting purposes. This Statement also provides guidance for applying fair value to certain investments and disclosures related to
all fair value measurements.
Fair Value Measurement
Fair value is described as an exit price. Fair value measurements assume a transaction takes place in a government’s principal
market, or a government’s most advantageous market in the absence of a principal market. The fair value also should be measured
assuming that general market participants would act in their economic best interest. Fair value should not be adjusted for
transaction costs.
To determine a fair value measurement, a government should consider the unit of account of the asset or liability. The unit of
account refers to the level at which an asset or a liability is aggregated or disaggregated for measurement, recognition, or
disclosure purposes as provided by the accounting standards. For example, the unit of account for investments held in a brokerage
account is each individual security, whereas the unit of account for an investment in a mutual fund is each share in the mutual
fund held by a government.
This Statement requires a government to use valuation techniques that are appropriate under the circumstances and for which
sufficient data are available to measure fair value. The techniques should be consistent with one or more of the following
approaches: the market approach, the cost approach, or the income approach. The market approach uses prices and other relevant
information generated by market transactions involving identical or comparable assets, liabilities, or a group of assets and
liabilities. The cost approach reflects the amount that would be required to replace the present service capacity of an asset. The
income approach converts future amounts (such as cash flows or income and expenses) to a single current (discounted) amount.
Valuation techniques should be applied consistently, though a change may be appropriate in certain circumstances. Valuation
techniques maximize the use of relevant observable inputs and minimize the use of unobservable inputs.
This Statement establishes a hierarchy of inputs to valuation techniques used to measure fair value. That hierarchy has three
levels. Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities. Level 2 inputs are inputs—
other than quoted prices—included within Level 1 that are observable for the asset or liability, either directly or
indirectly. Finally, Level 3 inputs are unobservable inputs, such as management’s assumption of the default rate
among underlying mortgages of a mortgage-backed security.
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Future Accounting Standard Changes - Continued
A fair value measurement takes into account the highest and best use for a nonfinancial asset. A fair value measurement of a
liability assumes that the liability would be transferred to a market participant and not settled with the counterparty. In the absence
of a quoted price for the transfer of an identical or similar liability and if another party holds an identical item as an asset, a
government should be able to use the fair value of that asset to measure the fair value of the liability.
This Statement requires additional analysis of fair value if the volume or level of activity for an asset or liability has significantly
decreased. It also requires identification of transactions that are not orderly. Quoted prices provided by third parties are permitted,
as long as a government determines that those quoted prices are developed in accordance with the provisions of this Statement.
Fair Value Application
This Statement generally requires investments to be measured at fair value. An investment is defined as a security or other asset
that (a) a government holds primarily for the purpose of income or profit and (b) has a present service capacity based solely on its
ability to generate cash or to be sold to generate cash. Investments not measured at fair value continue to include, for example,
money market investments, 2a7-like external investment pools, investments in life insurance contracts, common stock meeting
the criteria for applying the equity method, unallocated insurance contracts, and synthetic guaranteed investment contracts. A
government is permitted in certain circumstances to establish the fair value of an investment that does not have a readily
determinable fair value by using the net asset value per share (or its equivalent) of the investment.
This Statement requires measurement at acquisition value (an entry price) for donated capital assets, donated works of art,
historical treasures, and similar assets and capital assets received in a service concession arrangement. These assets were
previously required to be measured at fair value.
Fair Value Disclosures
This Statement requires disclosures to be made about fair value measurements, the level of fair value hierarchy, and valuation
techniques. Governments should organize these disclosures by type of asset or liability reported at fair value. It also requires
additional disclosures regarding investments in certain entities that calculate net asset value per share (or its equivalent).
The requirements of this Statement are effective for financial statements for periods beginning after June 15, 2015. Earlier
application is encouraged.
How the Changes in This Statement Will Improve Financial Reporting
The requirements of this Statement will enhance comparability of financial statements among governments by requiring
measurement of certain assets and liabilities at fair value using a consistent and more detailed definition of fair value and accepted
valuation techniques. This Statement also will enhance fair value application guidance and related disclosures in order to provide
information to financial statement users about the impact of fair value measurements on a government’s financial position.
(1)

Note. From GASB Pronouncements Summaries. Copyright 2014 by the Financial Accounting Foundation, 401 Merritt 7, Norwalk,
CT 06856, USA, and is reproduced with permission.
* * * * *
This communication is intended solely for the information and use of City Council, management and the Minnesota Office of the State
Auditor and is not intended and should not be used by anyone other than those 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 recommendations 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.

ABDO, EICK & MEYERS, LLP
Minneapolis, Minnesota
May 27, 2015
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