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INDEPENDENT AUDITOR’S REPORT 
 
 
 
Honorable Mayor and  
 Members of the City Council 
Skyline, Minnesota  
 
Report on the Audit of the Financial Statements 
 
Opinions 
 
We have audited the financial statements of the governmental activities, the business-type activities and each major fund of the 
City of Skyline, Minnesota (the City), as of and for the year ended December 31, 2022, and the related notes to the financial 
statements, which collectively comprise the City’s basic financial statements as listed in the table of contents. 
 
In our opinion, the accompanying financial statements referred to above present fairly, in all material respects, the respective 
financial position of the governmental activities, the business-type activities and each major fund of the City, as of December 
31, 2022, and the respective changes in financial position, and, where applicable, cash flows thereof and the respective budgetary 
comparison for the General Fund for the year then ended in accordance with accounting principles generally accepted in the 
United States of America.  
 
Basis for Opinions 
 
We conducted our audit in accordance with auditing standards generally accepted in the United States of America (GAAS). Our 
responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit of the Financial 
Statements section of our report. We are required to be independent of the City and to meet our other ethical responsibilities, in 
accordance with the relevant ethical requirements relating to our audit. We believe that the audit evidence we have obtained is 
sufficient and appropriate to provide a basis for our audit opinions. 
 
Responsibilities of Management for the Financial Statements 
 
Management is responsible for the preparation and fair presentation of the financial statements in accordance with accounting 
principles generally accepted in the United States of America, and for the design, implementation, and maintenance of internal 
control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether 
due to fraud or error. 
 
In preparing the financial statements, management is required to evaluate whether there are conditions or events, considered in 
the aggregate, that raise substantial doubt about the City’s ability to continue as a going concern for twelve months beyond the 
financial statement date, including any currently known information that may raise substantial doubt shortly thereafter. 
 
 
 
 
 
 
 
 



  
Burkhardt & Burkhardt, Ltd. 
Certified Public Accountants 

 

3 
 

Auditor’s Responsibilities for the Audit of the Financial Statements 
 
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material 
misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinions. Reasonable assurance is 
a high level of assurance but is not absolute assurance and therefore is not a guarantee that an audit conducted in accordance with 
GAAS will always detect a material misstatement when it exists. The risk of not detecting a material misstatement resulting from 
fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions, 
misrepresentations, or the override of internal control. Misstatements are considered material if there is a substantial likelihood 
that, individually or in the aggregate, they would influence the judgment made by a reasonable user based on the financial 
statements. 
 
In performing an audit in accordance with GAAS, we: 
 

 exercise professional judgment and maintain professional skepticism throughout the audit. 
 identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error, and 

design and perform audit procedures responsive to those risks. Such procedures include examining, on a test basis, 
evidence regarding the amounts and disclosures in the financial statements. 

 obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate 
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the City’s internal control. 
Accordingly, no such opinion is expressed.  

 evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting estimates 
made by management, as well as evaluate the overall presentation of the financial statements. 

 conclude whether, in our judgment, there are conditions or events, considered in the aggregate, which raise substantial 
doubt about the City’s ability to continue as a going concern for a reasonable period of time. 

 
We are required to communicate with those charged with governance regarding, among other matters, the planned scope and 
timing of the audit, significant audit findings, and certain internal control related matters that we identified during the audit. 
 
Required Supplementary Information 
 
Management has omitted management’s discussion and analysis that accounting principles generally accepted in the United 
States of America require to be presented to supplement the basic financial statements. Such missing information, although not 
a part of the basic financial statements, is required by Governmental Accounting Standards Board who considers it to be an 
essential part of financial reporting for placing the basic financial statements in an appropriate operational, economic, or 
historical context. Our opinion on the basic financial statements is not affected by this missing information. 
 
Supplementary Information 
 
Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the City’s 
basic financial statements. The supplemental information, as listed in the table of contents under supplemental section, is 
presented for purposes of additional analysis and is not a required part of the basic financial statements. Such information is the 
responsibility of management and was derived from and relates directly to the underlying accounting and other records used to 
prepare the basic financial statements. Such information has been subjected to the auditing procedures applied in the audit of 
the basic financial statements and certain additional procedures, including comparing and reconciling such information directly 
to the underlying accounting and other records used to prepare the basic financial statements or to the basic financial statements 
themselves, and other additional procedures in accordance with auditing standards generally accepted in the United States of 
America. In our opinion, the supplemental information is fairly stated, in all material respects, in relation to the basic financial 
statements as a whole.  
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Prior Year Comparative Information 
 
We have previously audited the City’s 2021 financial statements, and we expressed unmodified audit opinions on the respective 
financial statements of the governmental activities, the business-type activities and each major fund in our report dated August 
5, 2022. In our opinion, the partial comparative information presented herein as of and for the year ended December 31, 2021, 
is consistent, in all material respects, with the audited financial statements from which it has been derived. 
 
 

 
Burkhardt & Burkhardt, Ltd. 
Mankato, Minnesota 
August 4, 2023 
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CITY OF SKYLINE, MINNESOTA

STATEMENT OF NET POSITION
December 31, 2022

The Notes to the Financial Statements are an Integral Part of this Statement.
6

Governmental Business-type
Activities Activities Total

ASSETS

Cash and Cash Equivalents  $ 84,239  $ 1,074,354  $ 1,158,593
Receivables:

Accounts 0 13,260 13,260
Property Taxes 1,652 0 1,652
Special Assessments 0 36,908 36,908
Leases 0 307,728 307,728

Prepaid Expenses 672 490 1,162
Capital Assets Not Being Depreciated 10,021 1,151,871 1,161,892
Other Capital Assets, Net of Depreciation 237,648 1,302,384 1,540,032

TOTAL ASSETS  $ 334,232  $ 3,886,995  $ 4,221,227

LIABILITIES, DEFERRED INFLOWS 
OF RESOURCES AND NET POSITION

Liabilities:
Accounts Payable  $ 2,544  $ 70,513  $ 73,057
Interest Payable 0 29,802 29,802
Unearned Revenue 0 24,000 24,000
Current Portion of Long-term Debt 0 48,569 48,569
Long-term Debt, Less Current Portion 0 1,625,000 1,625,000

Total Liabilities 2,544 1,797,884 1,800,428

Deferred Inflows of Resources:
Lease Deferments 0 300,563 300,563

Net Position:
Net Investment in Capital Assets 247,670 780,686 1,028,356
Restricted 32,785 498,823 531,608
Unrestricted 51,233 509,039 560,272

Total Net Position 331,688 1,788,548 2,120,236

TOTAL LIABILITIES, DEFERRED INFLOWS
OF RESOURCES AND NET POSITION  $ 334,232  $ 3,886,995  $ 4,221,227



CITY OF SKYLINE, MINNESOTA

STATEMENT OF ACTIVITIES
For The Year Ended December 31, 2022

The Notes to the Financial Statements are an Integral Part of this Statement.
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Program Revenues
Operating Capital

Charges for Grants and Grants and
Functions/Programs Expenses Services Contributions Contributions

GOVERNMENTAL ACTIVITIES:
General Government  $ 37,349  $ 780  $ 0  $ 0
Public Safety 40,933 0 0 0
Public Works 6,314 0 0 0
Parks and Recreation 11,376 0 0 0

Total Governmental Activities 95,972 780 0 0

BUSINESS-TYPE ACTIVITIES:
Water 148,850 52,710 0 0
Sewer 49,052 35,644 0 3,091
Refuse 29,186 23,611 0 0

Total Business-type Activities 227,088 111,965 0 0

Total Primary Government  $ 323,060  $ 112,745  $ 0  $ 0

General Revenues:
Taxes:

Property Taxes, Levied for General Purposes
Franchise Fees

Intergovernmental
Interest and Investments Earnings
Transfers
Other Revenues

Total General Revenues

Changes in Net Position

Net Position - January 1

Net Position - December 31

CITY OF SKYLINE, MINNESOTA

STATEMENT OF ACTIVITIES
For The Year Ended December 31, 2022

The Notes to the Financial Statements are an Integral Part of this Statement.
7



The Notes to the Financial Statements are an Integral Part of this Statement.
8

Net (Expenses) Revenues and
Changes in Net Position

Primary Government
Governmental Business-type

Activities Activities Total

 $ (36,569)  $ 0  $ (36,569)
(40,933) 0 (40,933)

(6,314) 0 (6,314)
(11,376) 0 (11,376)
(95,192) 0 (95,192)

0 (96,140) (96,140)
0 (10,317) (10,317)
0 (5,575) (5,575)
0 (112,032) (112,032)

(95,192) (112,032) (207,224)

52,135 0 52,135
2,771 0 2,771

34,909 0 34,909
4,111 0 4,111

(30,000) 30,000 0
4,143 104,386 108,529

68,069 134,386 202,455

(27,123) 22,354 (4,769)

358,811 1,766,194 2,125,005

 $ 331,688  $ 1,788,548  $ 2,120,236



CITY OF SKYLINE, MINNESOTA

BALANCE SHEET
GOVERNMENTAL FUNDS

December 31, 2022

The Notes to the Financial Statements are an Integral Part of this Statement.
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General
ASSETS

Cash and Cash Equivalents  $ 84,239
Property Taxes Receivable 1,652
Prepaid Expenses 672

TOTAL ASSETS  $ 86,563

LIABILITIES, DEFERRED INFLOWS OF 
RESOURCES AND FUND BALANCE

Liabilities:
Accounts Payable  $ 2,545

Deferred Inflows of Resources:
Unavailable Revenue - Delinquent Taxes 549

Fund Balance:
Nonspendable 672
Restricted 32,785
Unassigned 50,012

Total Fund Balance 83,469

TOTAL LIABILITIES, DEFERRED INFLOWS
OF RESOURCES AND FUND BALANCE  $ 86,563



CITY OF SKYLINE, MINNESOTA

RECONCILIATION OF THE BALANCE SHEET TO THE STATEMENT OF NET POSITION
GOVERNMENTAL FUNDS

 December 31, 2022

The Notes to the Financial Statements are an Integral Part of this Statement.
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Total Fund Balances - Governmental Funds  $ 83,469

Amounts reported for governmental activities in the Statement of Net Position are
different because:

Capital assets used in governmental activities are not financial resources and therefore 
are not reported as assets in governmental funds.

Cost of Capital assets 406,577
Less: Accumulated depreciation (158,908)

Certain receivables will be collected next year, but are not available soon enough to 
pay for the current period's expenditures and therefore are deferred in the funds.

Delinquent property taxes 549

Total Net Position - Governmental Activities  $ 331,688



CITY OF SKYLINE, MINNESOTA

STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCE

GOVERNMENTAL FUNDS
For the Year Ended December 31, 2022

The Notes to the Financial Statements are an Integral Part of this Statement.
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General

Revenues:
Property Taxes  $ 51,750
Franchise Fees 2,771
Intergovernmental 34,909
Charges for Services 780
Other Revenues 4,143
Interest Earnings 4,111

Total Revenues 98,464

Expenditures:
General Government 28,108
Public Safety 40,933
Public Works 6,314
Parks and Recreation 9,699

Total Expenditures 85,054

Excess of Revenues Over (Under) Expenditures 13,410

Other Financing Sources (Uses):
Transfers Out (30,000)

Change in Fund Balance (16,590)

Fund Balance - January 1 100,059

Fund Balance - December 31  $ 83,469



CITY OF SKYLINE, MINNESOTA

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCE TO THE STATEMENT OF ACTIVITIES - GOVERNMENTAL FUNDS

For the Year Ended December 31, 2022

The Notes to the Financial Statements are an Integral Part of this Statement.
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Net Change in Fund Balances - Governmental Funds  $ (16,590)

Amounts reported for governmental activities in the Statement of Activities are
different because:

Governmental funds report capital outlay as expenditures.  However, in the Statement 
of Activities the cost of those assets are capitalized and allocated over their estimated 
useful lives and reported as depreciation expense.

Depreciation expense (10,918)

Delinquent receivables will be collected next year, but are not available soon enough 
to pay for the current periods's expenditures and, therefore, are not reported as 
revenues in the Governmental funds.

Delinquent property taxes 385

Change in Net Position - Governmental Activities  $ (27,123)



CITY OF SKYLINE, MINNESOTA

 STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCE - BUDGET AND ACTUAL - GENERAL FUND

For the Year Ended December 31, 2022

The Notes to the Financial Statements are an Integral Part of this Statement.
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Original Over
and Final Actual (Under)
Budget Amount Budget

Revenues:
Property Taxes  $ 52,684  $ 51,750  $ (934)
Franchise Fees 2,700 2,771 71
Intergovernmental 16,409 34,909 18,500
Charges for Services 500 780 280
Other Revenues 100 4,143 4,043
Interest Earnings 2,100 4,111 2,011

Total Revenues 74,493 98,464 23,971

Expenditures:
General Government 36,268 28,108 (8,160)
Public Safety 41,450 40,933 (517)
Public Works 12,100 6,314 (5,786)
Parks and Recreation 8,350 9,699 1,349

Total Expenditures 98,168 85,054 (13,114)

Excess of Revenues Over (Under) Expenditures (23,675) 13,410 37,085

Other Financing Sources (Uses):
Transfers Out 23,675 (30,000) 53,675

Change in Fund Balance  $ 0 (16,590)  $ (16,590)

Fund Balance - January 1 100,059

Fund Balance - December 31  $ 83,469



CITY OF SKYLINE, MINNESOTA

STATEMENT OF NET POSITION
PROPRIETARY FUNDS

December 31, 2022

The Notes to the Financial Statements are an Integral Part of this Statement.
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Business-type Activities - Enterprise Funds
Water Sewer Refuse
Fund Fund Fund Totals

ASSETS

Current Assets:
Cash and Cash Equivalents  $ 964,340  $ 104,413  $ 5,601  $ 1,074,354
Receivables:

Accounts 10,341 1,695 1,224 13,260
Special Assessments 0 36,908 0 36,908

Prepaid Expenses 490 0 0 490
Total Current Assets 975,171 143,016 6,825 1,125,012

Noncurrent Assets:
Capital Assets Not Being Depreciated 1,151,871 0 0 1,151,871
Other Capital Assets, Net of Depreciation 200,902 1,101,482 0 1,302,384
Lease Receivable 307,728 0 0 307,728

Total Noncurrent Assets 1,660,501 1,101,482 0 2,761,983

TOTAL ASSETS  $ 2,635,672  $ 1,244,498  $ 6,825  $ 3,886,995

LIABILITIES, DEFERRED INFLOWS
OF RESOURCES AND NET POSITION

Current Liabilities:
Accounts Payable  $ 67,484  $ 0  $ 3,029  $ 70,513
Interest Payable 29,675 127 0 29,802
Unearned Revenue 24,000 0 0 24,000
Current Portion of Long-term Debt 30,000 18,569 0 48,569

Total Current Liabilities 151,159 18,696 3,029 172,884

Noncurrent Liabilities:
Long-term Debt, Net of Current Portion 1,625,000 0 0 1,625,000

Total Liabilities 1,776,159 18,696 3,029 1,797,884

Deferred Inflows of Resources:
Lease Deferments 300,563 0 0 300,563

Net Position:
Net Investment in Capital Assets (302,227) 1,082,913 0 780,686
Restricted 480,254 18,569 0 498,823
Unrestricted 380,923 124,320 3,796 509,039

Total Net Position 558,950 1,225,802 3,796 1,788,548

TOTAL LIABILITIES, DEFERRED INFLOWS
OF RESOURCES AND NET POSITION  $ 2,635,672  $ 1,244,498  $ 6,825  $ 3,886,995



CITY OF SKYLINE, MINNESOTA

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
PROPRIETARY FUNDS

For the Year Ended December 31, 2022

The Notes to the Financial Statements are an Integral Part of this Statement.
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Business-type Activities - Enterprise Funds
Water Sewer Refuse
Fund Fund Fund Totals

Operating Revenues:
Charges for Services  $ 44,641  $ 35,644  $ 23,611  $ 103,896

Operating Expenses:
Personal Services 6,545 0 0 6,545
Supplies 3,497 0 0 3,497
Professional Fees 9,445 0 0 9,445
Utilities 9,777 0 0 9,777
Garbage Service 0 0 29,186 29,186
Sewer Charges 0 26,920 0 26,920
Repairs and Maintenance 20,462 0 0 20,462
Other Expenses 5,831 0 0 5,831
Depreciation 15,676 21,585 0 37,261

Total Operating Expenses 71,233 48,505 29,186 148,924

Income (Loss) From Operations (26,592) (12,861) (5,575) (45,028)

Nonoperating Revenues (Expenses):
Special Assessments 0 3,091 0 3,091
Rental Income 104,386 0 0 104,386
Interest Earnings 8,069 0 0 8,069
Interest Expense (50,867) (547) 0 (51,414)
Bond Issuance Costs (26,750) 0 0 (26,750)

Total Nonoperating Revenues (Expenses) 34,838 2,544 0 37,382

Income Before Transfers 8,246 (10,317) (5,575) (7,646)

Transfers In 0 0 30,000 30,000

Change in Net Position 8,246 (10,317) 24,425 22,354

Net Position - January 1 550,704 1,236,119 (20,629) 1,766,194

Net Position - December 31  $ 558,950  $ 1,225,802  $ 3,796  $ 1,788,548



CITY OF SKYLINE, MINNESOTA

STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS

For The Year Ended December 31, 2022

The Notes to the Financial Statements are an Integral Part of this Statement.
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Business-type Activities - Enterprise Funds
Water Sewer Refuse
Fund Fund Fund Totals

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts From Customers and Users  $ 43,430  $ 39,204  $ 23,417  $ 106,051
Payments to Suppliers (29,536) (26,920) (29,079) (85,535)
Payments to Employees (6,545) 0 0 (6,545)
Other Receipts 104,386 0 0 104,386

Net Cash from Operating Activities 111,735 12,284 (5,662) 118,357

CASH FLOWS FROM NONCAPITAL FINANCING
ACTIVITIES:

Change in Interfund Balances 0 0 (18,737) (18,737)
Transfers In 0 0 30,000 30,000

Net Cash from Noncapital Financing Activities 0 0 11,263 11,263

CASH FLOWS FROM CAPITAL AND RELATED
 FINANCING ACTIVITIES

Purchase of Capital Assets (999,881) 0 0 (999,881)
Principal Paid on Bonds 0 (37,658) 0 (37,658)
Interest Paid on Bonds (21,192) (554) 0 (21,746)
Debt Proceeds 1,655,000 0 0 1,655,000
Bond Costs Paid (26,750) 0 0 (26,750)
Special Assessments Received 0 39,391 0 39,391

Net Cash from Capital and Related Financing Activities 607,177 1,179 0 608,356

CASH FLOWS FROM INVESTING ACTIVITIES:
Interest Earnings 8,069 0 0 8,069

Net Change in Cash and Cash Equivalents 726,981 13,463 5,601 746,045

Cash and Cash Equivalents - January 1 237,359 90,950 0 328,309

Cash and Cash Equivalents - December 31  $ 964,340  $ 104,413  $ 5,601  $ 1,074,354

Reconciliation of Operating Income (Loss) to Net Cash from 
Operating Activities:

Operating Income (Loss)  $ (26,592)  $ (12,861)  $ (5,575)  $ (45,028)
Adjustments to Reconcile Operating Income (Loss) to Net 
Cash from Operating Activities:

Other Receipts 104,386 0 0 104,386
Depreciation Expense 15,676 21,585 0 37,261
(Increase) Decrease in Accounts Receivable (1,211) (171) (194) (1,576)
(Increase) Decrease in Due From Other Governments 0 3,731 0 3,731
(Increase) Decrease in Prepaid Insurance (106) 0 0 (106)
Increase (Decrease) in Accounts Payable 19,582 0 107 19,689

Net Cash from Operating Activities  $ 111,735  $ 12,284  $ (5,662)  $ 118,357
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Note 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
A. Reporting entity 

 
The City of Skyline, Minnesota (the City), operates under the “Optional Plan A” form of government as defined in 
Minnesota statutes. Under this plan, the government of the City is directed by a City Council composed of an 
elected Mayor and four elected City Council Members. The City Council exercises legislative authority and 
determines all matters of policy. The City Council appoints personnel responsible for the proper administration of 
all affairs relating to the City.  
 
The City has considered all potential units for which it is financially accountable, and other organizations for which 
the nature and significance of their relationship with the City are such that exclusion would cause the City’s 
financial statements to be misleading or incomplete. The Governmental Accounting Standards Board (GASB) has 
set forth criteria to be considered in determining financial accountability. These criteria include appointing a voting 
majority of an organization’s governing body, and (1) the ability of the primary government to impose its will on 
that organization or (2) the potential for the organization to provide specific benefits to or impose specific financial 
burdens on the primary government. As required by accounting principles generally accepted in the United States 
of America, these financial statements present the City and its component units, entities for which the City is 
financially accountable.  
 
Component units for which the City has been determined to be financially accountable can be blended with the 
primary government or be included as a discrete presentation. Blended component units, although legally separate 
entities, are in substance part of the City’s operations and so data from these units are combined with data of the 
City. Each discretely presented component unit, on the other hand, is reported in a separate column in the financial 
statements to emphasize it is legally separate from the City. Based on the foregoing criteria as of December 31, the 
City had no blended or discretely presented component units. 

 
B. Government-wide and fund financial statements 

 
The government-wide financial statements (i.e., the Statement of Net Position and the Statement of Activities) 
report information on all nonfiduciary activities of the City and its component units. Governmental activities, which 
normally are supported by taxes and intergovernmental revenues, are reported separately from business-type 
activities, which rely to a significant extent on fees and charges for support. Likewise, the primary government is 
reported separately from certain legally separate component units for which the primary government is financially 
accountable.   
 
The Statement of Activities demonstrates the degree to which the direct expenses of a given function or segment 
are offset by program revenues. Direct expenses are those that are clearly identifiable with a specific function or 
segment. Interest on general long-term debt is considered an indirect expense and is reported separately in the 
Statement of Activities. Program revenues include 1) charges to customers or applicants who purchase, use, or 
directly benefit from goods, services, or privileges provided by a given function or segment and 2) grants and 
contributions that are restricted to meeting the operational or capital requirements of a particular function or 
segment. Taxes and other items not properly included among program revenues are reported instead as general 
revenues. Internally dedicated revenues are reported as general revenues rather than as program revenues.   
 
Separate financial statements are provided for governmental funds and proprietary funds. Major individual 
governmental funds and major individual enterprise funds are reported as separate columns in the fund financial 
statements. Aggregate information for the remaining nonmajor governmental funds is reported in a single column 
in the fund financial statements. 
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Note 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES – (Continued) 
 

C. Measurement focus, basis of accounting and financial statement presentation 
 
The government-wide financial statements are reported using the economic resources measurement focus and the 
accrual basis of accounting, as are the proprietary fund financial statements and the fiduciary fund financial 
statements. Revenues are recorded when earned and expenses are recorded when a liability is incurred, regardless 
of the timing of related cash flows. Property taxes are recognized as revenues in the year for which they are levied. 
Grants and similar items are recognized as revenue as soon as all eligibility requirements imposed by the provider 
have been met.  
 
Governmental fund financial statements are reported using the current financial resources measurement focus and 
the modified accrual basis of accounting. Revenues are recognized as soon as they are both measurable and 
available. Revenues are available when they are collectible within the current period or soon enough thereafter to 
pay liabilities of the current period. For this purpose, the City considers revenues to be available if they are collected 
within 60 days of the end of the current fiscal period. Expenditures generally are recorded when a liability is 
incurred, as under accrual accounting. However, debt service expenditures, as well as expenditures related to 
compensated absences and claims and judgments, are recorded only when payment is due. 
 
Property taxes, franchise taxes, licenses and interest associated with the current fiscal period are all considered to 
be susceptible to accrual and so have been recognized as revenues of the current fiscal period. Only the portion of 
special assessments receivable due within the current fiscal period is susceptible to accrual as revenue of the current 
period. All other revenue items are measurable and available only when cash is received by the City.  
 
Revenue resulting from exchange transactions, in which each party gives and receives essentially equal value, is 
recorded on an accrual basis when the exchange takes place. On a modified accrual basis, revenue is recorded in 
the year in which the resources are measurable and become available.  
 
Non-exchange transactions, in which the City receives value without directly giving equal value in return, include 
property taxes, grants, entitlements, and donations. On an accrual basis, revenue from property taxes is recognized 
in the year for which the tax is levied. Revenue from grants, entitlements, and donations is recognized in the year 
in which all eligibility requirements have been satisfied. Eligibility requirements include timing requirements, 
which specify the year when the resources are required to be used or the year when use is first permitted, matching 
requirements, in which the City must provide local resources to be used for a specified purpose, and expenditure 
requirements, in which the resources are provided to the City on a reimbursement basis. On a modified accrual 
basis, revenue from non-exchange transactions must also be available before it can be recognized. 
 
Unearned revenue arises when assets are recognized before revenue recognition criteria have been satisfied. Grants 
and entitlements received before eligibility requirements are met are also recorded as unearned revenue. On the 
modified accrual basis, receivables that will not be collected within the available period have also been reported as 
deferred inflows of resources in the fund financial statements. 
 
The preparation of financial statements in conformity with accounting principles generally accepted in the United 
States of America requires management to make estimates and assumptions that affect certain reported amounts 
and disclosures. Accordingly, actual results could differ from those estimates. 

 
The City reports the following major governmental funds: 

 
The General fund is the City’s primary operating fund. It accounts for all the financial resources of the City, 
except those required to be accounted for in another fund. 

 
The City reports the following major proprietary funds: 

 
The Water fund accounts for the costs associated with the City’s water utility system and ensures that user 
charges are sufficient to meet those costs. 
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Note 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES – (Continued) 
 
The Sewer fund accounts for the costs associated with the City’s sewer utility system and ensures that user 
charges are sufficient to meet those costs. 
 
The Refuse fund accounts for the costs associated with the City’s refuse collection and ensures that user charges 
are sufficient to meet those costs. 

 
As a general rule, the effect of interfund activity has been eliminated from government-wide financial statements. 
Exceptions to this general rule are charges between the City’s water and sewer functions and various other functions 
of the City. Elimination of these charges would distort the direct costs and program revenues reported for the various 
functions concerned. 
 
Amounts reported as program revenues include 1) charges to customers or applicants for goods, services, or 
privileges provided, 2) operating grants and contributions, and 3) capital grants and contributions, including special 
assessments. Internally dedicated resources are reported as general revenues rather than as program revenues. 
Likewise, general revenues include all taxes. 
 
Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating revenues and 
expenses generally result from providing services and producing and delivering goods in connection with a 
proprietary fund’s principal ongoing operations. The principal operating revenues of the City enterprise funds are 
charges to customers for sales and services. Operating expenses for enterprise funds include the cost of sales and 
services, administrative expenses, and depreciation on capital assets. All revenues and expenses not meeting this 
definition are reported as nonoperating revenues and expenses. 
 
When both restricted and unrestricted resources are available for use, it is the City’s policy to use restricted 
resources first, then unrestricted resources as they are needed. 

 
D. Assets, deferred outflows of resources, liabilities, deferred inflows of resources, and net position/fund 

balance 
 
Deposits and investments 
 
The City’s cash and cash equivalents are cash on hand, demand deposits, and short-term investments with original 
maturities of three months or less from the date of acquisition. Cash balances from all funds are pooled and 
invested, to the extent available, in certificates of deposit and other authorized investments. Earnings from such 
investments are allocated based on applicable participation by each of the funds. 
 
The City may also invest idle funds as authorized by Minnesota statutes, as follows: 

 
1. Direct obligations or obligations guaranteed by the United States or its agencies. 

 
2. Shares of investment companies registered under the Federal Investment Company Act of 1940 and 

received the highest credit rating, rated in one of the two highest rating categories by a statistical rating 
agency, and have a final maturity of thirteen months or less. 
 

3. General obligations of a state or local government with taxing powers rated “A” or better; revenue 
obligations rated “AA” or better. 
 

4. General obligations of the Minnesota Housing Finance Agency rated “A” or better. 
 

5. Bankers’ acceptances of United States banks eligible for purchase by the Federal Reserve System. 
 

6. Commercial paper issued by United States banks, corporations, or their Canadian subsidiaries, of highest 
quality category by at least two nationally recognized rating agencies and maturing in 270 days or less. 
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Note 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES – (Continued) 
 

7. Repurchase or reverse repurchase agreements and securities lending agreements with financial institutions 
qualified as a “depository” by the government entity, with banks that are members of the Federal Reserve 
System with capitalization exceeding $10,000,000, a primary reporting dealer in U.S. government securities 
to the Federal Reserve Bank of New York, or certain Minnesota securities broker-dealers. 
 

8. Guaranteed Investment Contracts (GIC's) issued or guaranteed by a United States commercial bank, a 
domestic branch of a foreign bank, a United States insurance company, or its Canadian subsidiary, whose 
similar debt obligations were rated in one of the top two rating categories by a nationally recognized rating 
agency. 

 
Property taxes 
 
The City Council annually adopts a tax levy and certifies it to the County in December for collection in the 
following year. The County is responsible for collecting all property taxes for the City. These taxes attach an 
enforceable lien on taxable property within the City on January 1 and are payable by the property owners in two 
installments. The taxes are collected by the County Treasurer and tax settlements are made to the City during 
January, June, and December each year. 
 
Taxes payable on homestead property, as defined by Minnesota statutes, were partially reduced by a market value 
credit aid. The credit is paid to the City by the State in lieu of taxes levied against the homestead property. The 
State remits this credit in two equal installments in October and December each year. 
 
Delinquent taxes receivable includes the past six years’ uncollected taxes. Delinquent taxes have been offset by a 
deferred inflow of resources for delinquent taxes not received within 60 days after year end in the fund financial 
statements. 

 
Accounts receivable 
 
Accounts receivable include amounts billed for services provided before year end. Unbilled utility enterprise fund 
receivables are also included for services provided in 2022. The City annually certifies delinquent water and sewer 
accounts to the County for collection in the following year. Therefore, there has been no allowance for doubtful 
accounts established. 
 
Special assessments 
 
Special assessments represent the financing for public improvements paid for by benefiting property owners. These 
assessments are recorded as receivables upon certification to the County. Special assessments are recognized as 
revenue when they are received in cash or within 60 days after year end. All governmental special assessment 
receivables are offset by a deferred inflow of resources in the fund financial statements. 
 
Prepaid items 
 
Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as prepaid items. 
 
Interfund receivables and payables 
 
Activity between funds that are representative of lending/borrowing arrangements outstanding at the end of the 
fiscal year are referred to as either “due to/from other funds” (i.e., the current portion of interfund loans) or 
“advances to/from other funds” (i.e., the non-current portion of interfund loans). Any residual balances outstanding 
between the governmental activities and business-type activities are reported in the government-wide financial 
statements as “internal balances.” 
 
Advances between funds, as reported in the fund financial statements, are offset by a nonspendable fund balance 
account in applicable governmental funds to indicate they are not available for appropriation and are not expendable 
available financial resources. 
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Note 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES – (Continued) 
 
Capital assets 
 
Capital assets, which include property, plant, equipment, and infrastructure assets (e.g., roads, bridges, sidewalks, 
and similar items) are reported in the applicable governmental or business-type activities columns in the 
government-wide financial statements. Capital assets are defined by the City as assets with an initial, individual 
cost of more than the thresholds below (amount not rounded) and an estimated useful life in excess of one year. For 
financial statement purposes only, a capitalization threshold is established for each capital asset category as follows: 

 

Assets  
Capitalization 

Threshold 
   

Land improvements  $       10,000 

Buildings and improvements  25,000 

Infrastructure  100,000 

Machinery and equipment  5,000 
 

As the City constructs or acquires capital assets each period, including infrastructure assets, they are capitalized 
and reported at historical cost. The reported value excludes normal maintenance and repairs which are essentially 
amounts spent in relation to capital assets that do not increase the capacity or efficiency of the item or extend its 
useful life beyond the original estimate. In the case of donations, the City values these capital assets at the 
acquisition value of the item at the date of its donation. 

 
Property, plant, and equipment of the City are depreciated using the straight-line method over the following 
estimated useful lives: 

 

Assets  
Useful Lives 

in Years 
   

Buildings and improvements  15 to 75 

Infrastructure  20 to 60 

Machinery and equipment  3 to 15 
 

Deferred outflows/inflows of resources 
 
In addition to liabilities, the statement of financial position and fund financial statements will sometimes report a 
separate section for deferred inflows of resources. This separate financial statement element, deferred inflows of 
resources, represents an acquisition of net position that applies to a future period(s) and so will not be recognized 
as an inflow of resources (revenue) until that time.  
 
In addition to assets, the statement of financial position and fund financial statements will sometimes report a 
separate section for deferred outflows of resources. This separate financial statement element, deferred outflows of 
resources, represents a consumption of resources that is applicable to future reporting period(s) and so will not be 
recognized as an outflow of resources (expense) until that time.   
 
Unearned Revenue 
 
Unearned revenues are those for which resources are received by the City before it has a legal claim to them. The 
City has reported unearned revenues from various cell phone companies for the construction of equipment on the 
City’s property.  
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Note 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES – (Continued) 
 
Long-term obligations 
 
In the government-wide financial statements and proprietary fund types in the fund financial statements, long-term 
debt and other long-term obligations are reported as liabilities in the applicable governmental activities, business-
type activities, or proprietary fund type statement of net position. Bond premiums and discounts are delayed and 
amortized over the life of the bonds using the straight-line method. Bonds payable are reported net of the applicable 
bond premium or discount. 
 
In the fund financial statements, governmental fund types recognize bond premiums and discounts, as well as bond 
issuance costs, during the current period. The face amount of debt issued is reported as other financing sources. 
Premiums received on debt issuances are reported as other financing sources while discounts on debt issuances are 
reported as other financing uses. Issuance costs, whether withheld from the actual debt proceeds received, are 
reported as debt service expenditures. 

 
Leases 
Lease receivables 
 
The City determines if an arrangement is a lease at inception. Leases are included in lease receivables and deferred 
inflows of resources in the statements of net position and fund financial statements. 
 
Lease receivables represent the City’s claim to receive lease payments over the lease term, as specified in the 
contract, in an exchange or exchange-like transaction. Lease receivables are recognized at commencement date 
based on the present value of expected lease payments over the lease term, reduced by any provision for estimated 
uncollectible amounts. Interest revenue is recognized ratably over the contract term.  
 
Deferred inflows of resources related to leases are recognized at the commencement date based on the initial 
measurement of the lease receivable, plus any payments received from the lessee at or before the commencement 
of the lease term that relate to future periods, less any lease incentives paid to, or on behalf of, the lessee at or before 
the commencement of the lease term. The deferred inflows related to leases are recognized as lease revenue in a 
systematic and rational manner over the lease term. 
 
The City has elected to recognize payments received for short-term leases with a lease term of 12 months or less as 
revenue as the payments are received. These leases are not included as lease receivables or deferred inflows on the 
statements of net position and fund financial statements. 
 
Lease liabilities 
 
The City determines if an arrangement is a lease at inception. Leases are included in lease assets and lease liabilities 
in the statements of net position. 
 
Lease assets represent the City’s control of the right to use an underlying asset for the lease term, as specified in 
the contract, in an exchange or exchange-like transaction. Lease assets are recognized at the commencement date 
based on the initial measurement of the lease liability, plus any payments made to the lessor at or before the 
commencement of the lease term and certain direct costs. Lease assets are amortized in a systematic and rational 
manner over the shorter of the lease term or the useful life of the underlying asset. 
 
Lease liabilities represent the City’s obligation to make lease payments arising from the lease. Lease liabilities are 
recognized at the commencement date based on the present value of expected lease payments over the lease term, 
less any lease incentives. Interest expense is recognized ratably over the contract term.  
 
The lease term may include options to extend or terminate the lease when it is reasonably certain that the Entity 
will exercise that option. 
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Note 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES – (Continued) 
 
The City has elected to recognize payments for short-term leases with a lease term of 12 months or less as expenses 
as incurred, and these leases are not included as lease liabilities or right-to-use lease assets on the statements of net 
position. 
 
Significant lease terms are disclosed in note 3. 
 
Net position 
 
In the government-wide financial statements, net position represents the difference between assets and liabilities. 
Net position is displayed in three components: 

 
a. Net investment in capital assets - Consists of capital assets, net of accumulated depreciation reduced by any 

outstanding debt attributable to acquire capital assets. 
 

b. Restricted net position - Consists of net position balances restricted when there are limitations imposed on 
their use through external restrictions imposed by creditors, grantors, laws or regulations of other 
governments. 
 

c. Unrestricted net position - All other net position balances that do not meet the definition of “restricted” or 
“net investment in capital assets”. 

 
Fund balance 
 
In the fund financial statements, fund balance is divided into five classifications based primarily on the extent to 
which the City is bound to observe constraints imposed upon the use of resources reported in the governmental 
funds. These classifications are defined as follows: 

 
Nonspendable - Amounts that cannot be spent because they are not in spendable form, such as prepaid items. 
 
Restricted - Amounts related to externally imposed constraints established by creditors, grantors or contributors; 
or constraints imposed by state statutory provisions. 
 
Committed - Amounts constrained for specific purposes that are internally imposed by formal action (resolution) 
of the City Council, which is the City’s highest level of decision-making authority. Committed amounts cannot 
be used for any other purpose unless the City Council modifies or rescinds the commitment by resolution. 
 
Assigned - Amounts constrained for specific purposes that are internally imposed. In governmental funds other 
than the General fund, assigned fund balance represents all remaining amounts that are not classified as 
nonspendable and are neither restricted nor committed. In the General fund, assigned amounts represent 
intended uses established by the City Council itself or by an official to which the governing body delegates the 
authority. The City Council has adopted a fund balance policy which delegates the authority to assign amounts 
for specific purposes to the City Clerk. 
 
Unassigned - The residual classification for the General fund and also negative residual amounts in other funds.  

 
The City considers restricted amounts to be spent first when both restricted and unrestricted fund balance is 
available. Additionally, the City would first use committed, then assigned, and lastly unassigned amounts of 
unrestricted fund balance when expenditures are made.  
 
The City has formally adopted a fund balance policy for the General fund. The City’s policy is to maintain a 
minimum unassigned fund balance of 20-25 percent of budgeted operating expenditures.  
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Note 2 STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY 
 

A. Budgetary information 
 

Annual budgets are adopted on a basis consistent with accounting principles generally accepted in the United States 
of America for the General fund. All annual appropriations lapse at fiscal year-end. The City does not use 
encumbrance accounting. 
 
On or before July 1 of each year, all departments of the City submit requests for appropriations to the City Clerk so 
that a budget may be prepared. Before September 30, the proposed budget is presented to the City Council for 
review. The City Council holds public hearings, and a final budget is prepared and adopted in December.  
 
The appropriated budget is prepared by fund, function, and department. The City’s department heads, with the 
approval of the City Clerk, may make transfers of appropriations within a department. Transfers of appropriations 
between departments require the approval of the City Council. The legal level of budgetary control is the department 
level. Budgeted amounts are as originally adopted or as amended by the City Council. There were no budget 
amendments during the year. 
 

B. Excess of Expenditures over Appropriations 
 
For the year ended December 31, 2022, no fund had expenditures over appropriations. 
 

C. Deficit Fund Equity 
 

There were no funds that had fund equity deficits at year end. 
 
 
Note 3 DETAILED NOTES ON ALL FUNDS 

 
A. Deposits and investments 

 
Deposits 
 
Custodial credit risk for deposits and investments is the risk that in the event of a bank failure, the City’s deposits 
and investments may not be returned, or the City will not be able to recover collateral securities in the possession 
of an outside party. In accordance with Minnesota statutes and as authorized by the City Council, the City 
maintains deposits at those depository banks, all of which are members of the Federal Reserve System. 

 
Minnesota statutes require that all City deposits be protected by insurance, surety bond, or collateral. The market 
value of collateral pledged must equal 110 percent of the deposits not covered by insurance or bonds. 
 
Authorized collateral in lieu of a corporate surety bond includes: 
 

 United States government Treasury bills, Treasury notes, Treasury bonds; 
 

 Issues of United States government agencies and instrumentalities as quoted by a recognized industry 
quotation service available to the government entity; 
 

 General obligation securities of any state or local government with taxing powers which is rated “A” or 
better by a national bond rating service, or revenue obligation securities of any state or local government 
with taxing powers which is rated “AA” or better by a national bond rating service; 

 

 General obligation securities of a local government with taxing powers may be pledged as collateral 
against funds deposited by that same local government entity; 
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Note 3 DETAILED NOTES ON ALL FUNDS – (Continued) 
 

 Irrevocable standby letters of credit issued by Federal Home Loan Banks to a municipality accompanied 
by written evidence that the bank’s public debt is rated “AA” or better by Moody’s Investors Service, 
Inc., or Standard & Poor’s Corporation; and 
 

 Time deposits that are fully insured by any federal agency 
 
Minnesota statutes require that all collateral shall be placed in safekeeping in a restricted account at a Federal 
Reserve Bank, or in an account at a trust department of a commercial bank or other financial institution that is not 
owned or controlled by the financial institution furnishing the collateral. The selection should be approved by the 
government entity. 
 
On December 31, 2022, the carrying amount of deposits was $1,158,593 and the bank balance was $1,161,135. 
Of the bank balance, $500,000 was covered by federal depository insurance. The remaining balance was covered 
by collateral held by the City’s agent in the City’s name. 
 
Investments 
 
On December 31, 2022, the City had no investments. 
 
A reconciliation of cash and cash equivalents as shown on the statement of net position for the City follows: 
 

Governmental Proprietary
Funds Funds

Demand deposits 7,614$                            77,138$                          

Time deposits 76,625                            997,216                          

      Total cash and cash equivalents 84,239$                          1,074,354$                     

 
 

B. Lease Receivables 
 
The City, acting as lessor, leases certain real property under long-term, noncancelable lease agreements. The leases 
contain discount rates of 4.00% and expire in September 2025, March 2026, and January 2027 and provide for 
renewal options of five years in each agreement. During the year ended December 31, 2022, the City recognized 
$83,968 and $12,820 in lease revenue and interest revenue, respectively, pursuant to these contracts.  
 
Total future minimum lease payments to be received under lease agreements are as follows: 
 

Year Ending
December 31 Principal Interest

2023 87,876$           10,715$           
2024 93,460             7,099               
2025 87,567             3,292               
2026 36,084             831                  
2027 2,741               9                      

Total 307,728$         21,946$           

Business-type Activities
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Note 3 DETAILED NOTES ON ALL FUNDS – (Continued) 
 

C. Capital assets 
 
Capital asset activity for the City for the year ended December 31, 2022, was as follows: 
 

Beginning Ending
Balance Increases Decreases Balance

Governmental activities:
Capital assets not being depreciated

Land 10,021$           -$                -$                10,021$           

Capital assets being depreciated
Buildings and Improvements 313,463           -                  -                  313,463           
Machinery and equipment 83,093             -                  -                  83,093             

Total capital assets
being depreciated 396,556           -                  -                  396,556           

Less accumulated depreciation for
Buildings and Improvements (80,871)           (8,086)             -                  (88,957)           
Machinery and equipment (67,119)           (2,832)             -                  (69,951)           

Total accumulated
depreciation (147,990)         (10,918)           -                  (158,908)         

Total capital assets
being depreciated, net 248,566           (10,918)           -                  237,648           

Governmental activities
capital assets, net 258,587$         (10,918)$         -$                247,669$         
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Note 3 DETAILED NOTES ON ALL FUNDS – (Continued) 
 

Beginning Ending
Balance Increases Decreases Balance

Business-type activities:
Capital assets not being depreciated

Land 15,000$           -$                -$                15,000$           
Construction in Progress 86,217             1,050,654        -                  1,136,871        

Total capital assets not 101,217           1,050,654        -                  1,151,871        
being depreciated

Capital assets being depreciated
Distribution system 2,071,390        -                  -                  2,071,390        
Machinery and equipment 14,480             -                  -                  14,480             

Total capital assets
being depreciated 2,085,870        -                  -                  2,085,870        

Less accumulated depreciation for
Distribution system (740,917)         (36,682)           -                  (777,599)         
Machinery and equipment (5,308)             (579)                -                  (5,887)             

Total accumulated
depreciation (746,225)         (37,261)           -                  (783,486)         

Total capital assets
being depreciated, net 1,339,645        (37,261)           -                  1,302,384        

Business-type activities
capital assets, net 1,440,862$      1,013,393$      -$                2,454,255$      

 
 
Depreciation expense was charged to functions/programs of the City as follows: 
 
Governmental activities:

General government 9,242$            
Parks and recreation 1,676              

Total depreciation expense - governmental activities 10,918$          

Business-type activities:
Water 15,676$          
Sewer 21,585            

Total depreciation expense - business-type activities 37,261$          
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Note 3 DETAILED NOTES ON ALL FUNDS – (Continued) 
 

D. Long-term debt 
 

General Obligation Revenue Bonds/Notes 
 
The City issued general obligation revenue bonds/notes where the government pledges income derived from the 
acquired or constructed assets to pay debt service requirements. A portion of the revenue bonds/notes is paid by 
special assessments levied on benefiting property owners. The City is obligated to levy ad valorem taxes in the 
event that anticipated income from the acquired or constructed assets will not be sufficient to cover debt service 
requirements. revenue bonds/notes currently outstanding are as follows: 
 

Authorized Interest Issue Maturity Balance at
and Issued Rate Date Date Year End

G.O. Revenue

Note of 2004B 1,179,511        1.00% 8/5/04 8/20/24 18,569$           

G.O. Revenue

Bonds of 2022A 1,655,000        2.00 - 2.95% 4/1/22 2/1/42 1,655,000        

Total general obligation revenue bonds/notes 1,673,569$      

Description

 
Annual debt service requirements to maturity for general obligation bonds/notes are as follows: 
 

Year Ending
December 31 Principal Interest Total

2023 48,569$           56,879$           105,448$         
2024 30,000             41,833             71,833             
2025 75,000             40,783             115,783           
2026 75,000             39,283             114,283           
2027 75,000             37,783             112,783           

2028-2032 410,000           161,513           571,513           
2033-2037 455,000           105,875           560,875           
2038-2042 505,000           37,981             542,981           

Total 1,673,569$      521,930$         2,195,499$      

Business-type Activities

 
Changes in long-term liabilities 
 
During the year ended December 31, 2022, the following changes occurred in long-term liabilities. 
 

Beginning Ending Due Within
Balance Increases Decreases Balance One Year

Business-type activities:
GO revenue notes/bonds 56,227$           1,655,000$      (37,658)$         1,673,569$      48,569$           
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Note 3 DETAILED NOTES ON ALL FUNDS – (Continued) 
 
Outstanding non-exchange financial guaranteed obligations 
 
On April 1, 2022, the City issued $1,655,000 general obligation water revenue bonds. The bonds mature annually 
through February 1, 2042, with semiannual interest payments. The State of Minnesota through their Public Facilities 
Authority (PFA) has guaranteed to make all required payments that the City is unable to make. The City is required 
to repay the PFA with interest for any payments the PFA makes pursuant to the guarantee. As of December 31, 
2022, the City has made all required debt service payments on the guaranteed debt. On December 31, 2022, the 
outstanding principal amount of the guaranteed debt was $1,655,000.  
 

E. Interfund receivables, payables, and transfers 
 

Interfund transfers 
 
Interfund transfers for the year ended December 31, 2022, consisted of the following: 
 

Transferred To

Refuse
Transferred From fund

General fund 30,000$              

    Total 30,000$              

 
The transfer from the General fund to the Refuse fund was used to provide working capital.  
 
Internal Balances 
 
On December 31, 2022, the City had no internal balances.  
 

F. Net Position/Fund Balance 
 
Governmental Activities Net Position 
 
Governmental activities net position reported on the government-wide statement of net position on December 31, 
2022, includes the following: 
 
Net Investment in Capital Assets:

Land 10,021$             

Buildings and improvements 313,463             

Machinery and equipment 83,094               

Less: accumulated depreciation (158,908)            

Total Net Investment in Capital Assets 247,670             

Restricted:
Unspent ARPA funds 32,785               

Unrestricted 51,233               

Total Governmental Activities Net Position 331,688$           
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Note 3 DETAILED NOTES ON ALL FUNDS – (Continued) 
 
Business-type Activities Net Position 
 
Business-type activities net position reported on the government-wide statement of net position on December 31, 
2022, includes the following: 
 
Net Investment in Capital Assets:

Land 15,000$             

Construction in progress 1,136,871          

Distribution system 2,071,390          

Machinery and equipment 14,480               

Less: accumulated depreciation (783,486)            

Less: related debt (1,673,569)         

Total Net Investment in Capital Assets 780,686             

Restricted:

Debt service 18,569               

Unspent bond proceeds 480,254             
Total Restricted 498,823             

Unrestricted 509,039             

Total Business-type Activities Net Position 1,788,548$        
 

 
Note 4 OTHER INFORMATION 
 

A. Risk management 
 

The City is exposed to various risks of loss related to torts; theft of, damage to and destruction of assets; errors and 
omissions; injuries to employees; and natural disasters for which the City carries insurance. The City obtains 
insurance through participation in the League of Minnesota Cities Insurance Trust (LMCIT), which is a risk sharing 
pool with approximately 800 other governmental units. The City pays an annual premium to LMCIT for its workers 
compensation and property and casualty insurance. The LMCIT is self-sustaining through member premiums and 
will reinsure for claims above a prescribed dollar amount for each insurance event. Settled claims have not exceeded 
the City’s coverage in any of the past three fiscal years. 
 
Liabilities are reported when it is probable that a loss has occurred, and the amount of the loss can be reasonably 
estimated. Liabilities, if any, include an amount for claims that have been incurred but not reported (IBNRs). The 
City’s management is not aware of any incurred but not reported claims. 
 

B. Legal debt margin 
 

In accordance with Minnesota statutes, the City may not incur or be subject to net debt in excess of 3 percent of the 
market value of taxable property within the City. Net debt is payable solely from ad valorem taxes and therefore 
excludes debt financed partially or entirely by special assessments, enterprise fund revenues, or tax increments. The 
City’s has no debt outstanding subjected to this limit. 

 
C. Concentrations 

 
The City receives a significant amount of its annual General fund revenues from the State of Minnesota from the 
Local Government Aid (LGA) program. The amount received in 2022 was $18,517. This accounted for 19 percent 
of General fund revenues. 
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Note 4 OTHER INFORMATION – (Continued)  
 

D. Construction commitments 
 
As of December 31, 2022, the City had one signed contract in place for a construction project. The following 
summarizes this commitment: 
 

Spent Remaining
Project to Date Commitment

Water system improvements 880,578$                   85,850$                     

 
 
 
Note 5 ADOPTION OF NEW STANDARD 
 

In June 2017, the Governmental Accounting Standards Board (GASB) issued GASB Statement No. 87, Leases. This 
standard requires the recognition of certain lease assets and liabilities for leases that previously were classified as 
operating leases and as inflows of resources or outflows of resources recognized based on the payment provisions of 
the contract. It establishes a single model for lease accounting based on the foundational principle that leases are 
financing of the right to use an underlying asset. Under this standard, a lessee is required to recognize a lease liability 
and an intangible right-to-use lease asset, and a lessor is required to recognize a lease receivable and a deferred inflow 
of resources. 
 
The City adopted the requirements of the guidance effective January 1, 2022, and has applied the provisions of this 
standard to the beginning of the period of adoption. Beginning fund balance/net position was not restated due to the 
implementation of GASB 87. The implementation of this standard resulted in the City reporting a lease receivable and 
deferred inflow of resources as disclosed in Note 3. 
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2022 2021

ASSETS

Cash in Checking  $ 7,613  $ 15,391
Cash in Savings 76,626 67,395
Property Taxes Receivable 1,652 543
Prepaid Expenses 672 552
Due from Other Funds 0 18,737

TOTAL ASSETS  $ 86,563  $ 102,618

LIABILITIES, DEFERRED INFLOWS OF 
RESOURCES AND FUND BALANCE

Liabilities:
Accrued Expenses  $ 2,545  $ 2,395

Deferred Inflows of Resources:
Unavailable Revenue - Delinquent Taxes 549 164

Fund Balance:
Nonspendable 672 552
Restricted 32,785 0
Unassigned 50,012 99,507

Total Fund Balance 83,469 100,059

TOTAL LIABILITIES, DEFERRED INFLOWS 
RESOURCES AND FUND BALANCE  $ 86,563  $ 102,618
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Over
2022 2022 (Under) 2021

Budget Actual Budget Actual
Revenues:

Taxes:
Property Taxes  $ 52,684  $ 51,750  $ (934)  $ 52,628
Franchise Fees 2,700 2,771 71 2,689

Total Taxes 55,384 54,521 (863) 55,317

Intergovernmental:
Local Governmental Aid 16,409 18,517 2,108 18,517
American Rescue Plan Act 0 16,392 16,392 16,392
Small City Assistance 0 0 0 14,301

Total Intergovernmental 16,409 34,909 18,500 49,210

Charges for Services:
Permits and Fees 0 120 120 100
City Hall Rent 500 660 160 460

Total Charges for Services 500 780 280 560

Other Revenues:
Donations 0 2,834 2,834 0
Miscellaneous Revenues 100 1,309 1,209 8,245

Interest Earnings 2,100 4,111 2,011 2,798

Total Revenues 74,493 98,464 23,971 116,130

Expenditures:
General Government:

Wages 10,194 9,890 (304) 9,890
Payroll Taxes 780 757 (23) 757
Insurance 450 0 (450) 1,767
Clerk and Treasurer's Bond 660 225 (435) 225
Office Supplies 284 146 (138) 177
Supplies 2,700 309 (2,391) 2,358
Repair and Maintenance 3,000 3,175 175 775
Professional Fees 10,400 8,353 (2,047) 8,151
Telephone 1,300 1,436 136 1,383
Bank Service Charges 0 551 551 0
Advertising 0 0 0 110
Dues 0 0 0 654
Liability Insurance 2,900 2,232 (668) 0
Miscellaneous Expenditures 3,600 1,034 (2,566) 0

Total General Government 36,268 28,108 (8,160) 26,247
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Over
2022 2022 (Under) 2021

Budget Actual Budget Actual
Expenditures: (Continued)

Public Safety:
Utilities  $ 13,000  $ 4,206  $ (8,794)  $ 3,488
Supplies 250 250 0 250
Fire Protection Services 28,200 36,477 8,277 34,229

Total Public Safety 41,450 40,933 (517) 37,967

Streets:
Supplies 0 220 220 0
Street Repairs 6,000 856 (5,144) 5,950
Snow Removal 6,100 5,238 (862) 3,140

Total Streets 12,100 6,314 (5,786) 9,090

Parks and Recreation:
Supplies 400 801 401 1,138
Repairs and Maintenance 1,500 3,386 1,886 2,087
Lawn Mowing 5,800 5,162 (638) 3,865
Weed Spraying 0 350 350 350
Rentals 650 0 (650) 0

Total Parks and Recreation 8,350 9,699 1,349 7,440

Total Expenditures 98,168 85,054 (13,114) 80,744

Excess of Revenues Over (Under) Expenditures (23,675) 13,410 37,085 35,386

Other Financing Sources (Uses):
Transfers Out 23,675 (30,000) (53,675) 0

Change in Fund Balance  $ 0 (16,590)  $ (16,590) 35,386

Fund Balance - January 1 100,059 64,673

Fund Balance - December 31  $ 83,469  $ 100,059
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2022 2021
ASSETS

Current Assets:
Cash and Cash Equivalents  $ 964,340  $ 237,359
Account Receivable 10,341 9,129
Prepaid Expenses 490 384

Total Current Assets 975,171 246,872

Noncurrent Assets:
Land 15,000 15,000
Distribution Systems 601,005 601,005
Construction in Progress 1,136,871 86,217
Accumulated Depreciation (400,103) (384,427)
Lease Receivable 307,728 0

Total Noncurrent Assets 1,660,501 317,795

TOTAL ASSETS  $ 2,635,672  $ 564,667

LIABILITIES, DEFERRED INFLOWS
OF RESOURCES AND NET POSITION

Current Liabilities:
Accounts Payable  $ 67,484  $ 13,963
Interest Payable 29,675 0
Unearned Revenue 24,000 0
Current Portion of Long-term Debt 30,000 0

Total Current Liabilities 151,159 13,963

Long-term Liabilities:
Long-term Debt, Net of Current Portion 1,625,000 0

Deferred Inflows of Resources:
Lease Deferments 300,563 0

Net Position:
Net Investment in Capital Assets (302,227) 317,794
Restricted 480,254 0
Unrestricted 380,923 232,910

Total Net Position 558,950 550,704

TOTAL LIABILITIES, DEFERRED INFLOWS
OF RESOURCES AND NET POSITION  $ 2,635,672  $ 564,667
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Over
2022 2022 (Under) 2021

Budget Actual Budget Actual

Operating Revenues:
Charges for Services  $ 32,235  $ 44,641  $ 12,406  $ 30,767

Operating Expenses:
Wages 6,228 6,080 (148) 5,700
Payroll Taxes 0 465 465 436
Supplies and Chemicals 750 3,497 2,747 1,652
Insurance 0 1,637 1,637 1,261
Utilities 1,800 9,777 7,977 9,068
Professional Fees 0 9,445 9,445 4,980
Repairs and Maintenance 6,000 20,462 14,462 3,561
Water Testing Fees 800 1,192 392 1,192
Other Expenses 0 3,002 3,002 84
Depreciation 0 15,676 15,676 15,676

Total Operating Expenses 15,578 71,233 55,655 43,610

Income (Loss) from Operations 16,657 (26,592) (43,249) (12,843)

Nonoperating Revenues (Expenses):
Rental Income 94,949 104,386 9,437 92,583
Interest Earnings 0 8,069 8,069 0
Interest Expense 0 (50,867) (50,867) 0
Bond Issuance Costs 0 (26,750) (26,750) 0

Nonoperating Revenues (Expenses) 94,949 34,838 (60,111) 92,583

Change in Net Position  $ 111,606 8,246  $ (103,360) 79,740

Net Position - January 1 550,704 470,964

Net Position - December 31  $ 558,950  $ 550,704
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2022 2021
ASSETS

Current Assets:
Cash and Cash Equivalents  $ 104,413  $ 90,950
Receivables:

Accounts 1,695 1,524
Special Assessments 36,908 36,462

Due From Other Governments 0 3,731
Total Current Assets 143,016 132,667

Noncurrent Assets:
Distribution Systems 1,484,865 1,484,865
Accumulated Depreciation (383,383) (361,798)
Special Assessments 0 36,746

Total Noncurrent Assets 1,101,482 1,159,813

TOTAL ASSETS  $ 1,244,498  $ 1,292,480

LIABILITIES AND NET POSITION

Current Liabilities:
Interest Payable  $ 127  $ 134
Current Portion of Long-term Debt 18,569 36,000

Total Current Liabilities 18,696 36,134

Noncurrent Liabilities:
Long-term Debt, Net of Current Portion 0 20,227

Net Position:
Net Investment in Capital Assets 1,082,913 1,066,839
Restricted 18,569 56,227
Unrestricted 124,320 113,053

Total Net Position 1,225,802 1,236,119

TOTAL LIABILITIES AND NET POSITION  $ 1,244,498  $ 1,292,480
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Over
2022 2022 (Under) 2021

Budget Actual Budget Actual

Operating Revenues:
Charges for Services  $ 28,200  $ 35,644  $ 7,444  $ 34,032

Operating Expenses:
Sewer Charges 28,320 26,920 (1,400) 23,855
Depreciation 0 21,585 21,585 21,585

Total Operating Expenses 28,320 48,505 20,185 45,440

Income (Loss) from Operations (120) (12,861) (12,741) (11,408)

Nonoperating Revenues (Expenses):
Interest Expense (36,733) (547) (36,186) (942)
Special Assessments 38,000 3,091 (34,909) 3,456

Total Nonoperating Revenues (Expenses) 1,267 2,544 (1,277) 2,514

Change in Net Position  $ 1,147 (10,317)  $ (11,464) (8,894)

Net Position - January 1 1,236,119 1,245,013

Net Position - December 31  $ 1,225,802  $ 1,236,119
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2022 2021
ASSETS

Current Assets:
Cash and Cash Equivalents  $ 5,601  $ 0
Account Receivable 1,224 1,031

TOTAL ASSETS  $ 6,825  $ 1,031

LIABILITIES AND NET POSITION

Current Liabilities:
Accounts Payable  $ 3,029  $ 2,616
Due to Other Governments 0 307
Due To Other Funds 0 18,737

Total Current Liabilities 3,029 21,660

Net Position:
Unrestricted 3,796 (20,629)

TOTAL LIABILITIES AND NET POSITION  $ 6,825  $ 1,031
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Over
2022 2022 (Under) 2021

Budget Actual Budget Actual

Operating Revenues:
Charges for Services  $ 22,143  $ 23,611  $ 1,468  $ 23,016

Operating Expenses:
Garbage Service 30,000 29,186 (814) 28,493

Income Before Transfers (7,857) (5,575) 2,282 (5,477)

Transfers In 0 30,000 30,000 0

Change in Net Position  $ (7,857) 24,425  $ 32,282 (5,477)

Net Position - January 1 (20,629) (15,152)

Net Position - December 31  $ 3,796  $ (20,629)
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*Members of the Governmental Audit Quality Center, American Institute of Certified Public Accountants 

and the Minnesota Society of Certified Public Accountants 

MINNESOTA LEGAL COMPLIANCE 
 

Independent Auditor’s Report 
 
 
 
Honorable Mayor and  
 Members of the City Council 
Skyline, Minnesota 
 
We have audited, in accordance with auditing standards generally accepted in the United States of America, the financial 
statements of the governmental activities, business-type activities, and each major fund of the City of Skyline, Minnesota (the 
City) as of and for the year ended December 31, 2022, and the related notes to the financial statements, and have issued our 
report thereon dated August 4, 2023. 
 
The Minnesota Legal Compliance Audit Guide for Cities, promulgated by the State Auditor pursuant to Minn. Stat. § 6.65, 
contains seven categories of compliance to be tested: contracting and bidding, deposits and investments, conflicts of interest, 
public indebtedness, claims and disbursements, miscellaneous provisions, and tax increment financing. Our audit considered all 
the listed categories, except that we did not test for compliance with the provisions tax increment financing since the City has no 
tax increment districts.   
 
In connection with our audit, nothing came to our attention that caused us to believe that the City failed to comply with the 
provisions of the Minnesota Legal Compliance Audit Guide for Cities. However, our audit was not directed primarily toward 
obtaining knowledge of such noncompliance. Accordingly, had we performed additional procedures, other matters may have 
come to our attention regarding the City’s noncompliance with the above referenced provisions.  
 
This report is intended solely for the information and use of those charged with governance and management of the City and the 
State Auditor and is not intended to be and should not be used by anyone other than these specified parties. 
 

 

Burkhardt & Burkhardt, Ltd. 
Mankato, Minnesota 
August 4, 2023 
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and the Minnesota Society of Certified Public Accountants 

 
 
 
Honorable Mayor and 
  Members of the City Council 
Skyline, Minnesota 
 
 

In planning and performing our audit of the financial statements of the governmental activities, business-type activities and each 
major fund of the City of Skyline, Minnesota (the City) as of and for the year ended December 31, 2022, in accordance with 
auditing standards generally accepted in the United States of America, we considered the City’s internal control over financial 
reporting (internal control) as a basis for designing 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. In addition, because of inherent limitations in internal 
control, including the possibility of management override of controls, misstatements due to error or fraud may occur and not be 
detected by such controls. However, as discussed below, we identified certain deficiencies in internal control that we consider to 
be significant deficiencies. 
 
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 City’s financial statements will not be prevented, or detected and corrected, on a timely basis. We 
did not identify any deficiencies in internal control that we consider to be material weaknesses. 
 
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. As described in the accompanying schedule 
of findings and responses, we consider the following deficiencies in internal control to be significant deficiencies as items 2022-
001, 2022-002 and 2022-003. 
 

This communication is intended solely for the information and use of the City Council and management, of the City and is not 
intended to be and should not be used by anyone other than these specified parties.  
 

 
Burkhardt & Burkhardt, Ltd. 
Mankato, Minnesota 
August 4, 2023 
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CURRENT YEAR FINANCIAL STATEMENT FINDINGS 
 
Significant Deficiencies 
 
Finding 2022-001. Auditor Prepared Financial Statements and Related Footnotes 
 
Condition: The City does have an internal control in place for the review of the drafted financial statements, 

however, the City does not have an internal control system designed to provide for the preparation of 
the related notes being audited. Based on the degree of complexity and level of detail needed to 
prepare the financial statement disclosures in accordance with accounting principles generally 
accepted in the United States of America (GAAP), the City has requested the auditors prepare them.  

 
Criteria The preparation of the financial statements and the related notes are the responsibility of management. 
 
Cause: The City has informed us they do not have the expertise to prepare the annual financial statement 

disclosures, although the City has reviewed and approved the annual financial statements as prepared 
by the audit firm. 

 
Effect: This could result in a material omission of a disclosure that would not be prevented or detected and 

corrected as a result of the City’s current internal control. 
 
Recommendation:  The City should continue to request assistance to draft the financial statements and related notes and 

thoroughly review these financial statements after they have been prepared so the City can take 
responsibility for them.     

 
 
Corrective Action Plan (CAP) 
 
Explanation of Disagreement with Audit Finding: 
 

None 
 
Actions Planned in Response to Finding: 
 

The City is aware of the lack of expertise to ensure all disclosures required by GAAP are included in the financial 
statements, however, the City will review the notes for accuracy and compare balances in the financial report to the 
general ledger and other City reports prior to issuance of the financial statements. 

 
Official Responsible for Ensuring CAP: 
 

Lon Whitehead, City Treasurer 
 
Planned Completion Date for CAP: 
 
 December 31, 2023 
 
Plan to Monitor Completion of CAP: 
 
 City Council 
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Finding 2022-002. Limited Segregation of Duties 
 
Condition: There is an absence of appropriate segregation of duties consistent with appropriate control objectives 

due to a limited number of employees.   
 
Criteria There are four general categories of duties: authorization, custody, record keeping, and reconciliation. 

No one person should have control over more than two of these four responsibilities. 
 
Cause: The City has assigned duties to staff based on a cost-benefit relationship to the City and the practicality 

of the level of staffing the City maintains.  
 
Effect: The lack of adequate segregation of duties could adversely affect the City’s ability to initiate, record, 

process and report financial data consistent with the assertions of management in the financial 
statements.  

 
Recommendation:  The City should continue to monitor and evaluate the job responsibilities assigned to staff to determine 

whether there is an unacceptable risk.     
 
 
Corrective Action Plan (CAP) 
 
Explanation of Disagreement with Audit Finding: 
 

None 
 
Actions Planned in Response to Finding: 
 

The City is aware of the limited segregation of duties and will continue to review internal controls and make changes 
when they can be made.   

 
Official Responsible for Ensuring CAP: 
 

Lon Whitehead, City Treasurer 
 
Planned Completion Date for CAP: 
 
 December 31, 2023 
 
Plan to Monitor Completion of CAP: 
 
 City Council 
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Finding 2022-003. Adjusting Journal Entries 
 
Condition: The audit firm proposed, and the City approved corrections of certain misstatements.   
 
Criteria The City should have controls in place to prevent and detect a material misstatement in the financial 

statements in a timely manner. Management is responsible for the accuracy and completeness of all 
financial records and related information. Their responsibility includes adjusting the financial 
statements to correct material misstatements. 

 
Cause: The City has not established controls to ensure that all accounts are adjusted to their appropriate year-

end balances in accordance with GAAP.   
 
Effect: The design of internal control over completeness and accuracy of financial records could adversely 

affect the City’s ability to detect misstatements in amounts that would be material in relation to the 
financial statements in a timely period by employees in the normal course of performing their assigned 
functions. 

 
Recommendation:  The City should continue to evaluate its internal controls processes to determine if additional internal 

control procedures should be implemented to ensure that accounts are adjusted to their appropriate 
year end balances in accordance with GAAP.      

 
 
Corrective Action Plan (CAP) 
 
Explanation of Disagreement with Audit Finding: 
 

None 
 
Actions Planned in Response to Finding: 
 

The City will continue to review and approve adjusting journal entries as proposed by the auditor, as well as taking 
responsibility for the audited financial statements.   

 
Official Responsible for Ensuring CAP: 
 

Lon Whitehead, City Treasurer 
 
Planned Completion Date for CAP: 
 
 December 31, 2023 
 
Plan to Monitor Completion of CAP: 
 
 City Council 
 
 
CURRENT YEAR MINNESOTA LEGAL COMPLIANCE FINDINGS 
 
None 
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Finding 
Reference  Finding Title  Status  

Year Finding 
Initially Occurred  

If Not Corrected, Provide Planned 
Corrective Action or Other Explanation 

         
Financial Statement Findings:       

         
2021-001  Auditor Preparation of 

Financial Statements 
 Not 

Corrected 
 2009  See Current Year Finding 2022-001 

         
2021-002  Limited Segregation of 

Duties 
 Not 

Corrected 
 2009  See Current Year Finding 2022-002 

         
2021-003  Adjusting Journal 

Entries 
 Not 

Corrected 
 2009  See Current Year Finding 2022-003 

         
         

Minnesota Legal Compliance Findings:     
         

None         
         
 


