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Governmental Audit Services
INDEPENDENT AUDITOR'S REPORT

City Council
City of Frazee

We have anudited the accompanying financial statements of the governmental activities, the business-type activities,
the discretely presented compenent unit, each major fund, and the aggregate remaining fund information of the City
of Frazee, Minnesota, as of and for the vear ended December 31, 2007, and the related notes 1o the fnancial
statements, which collectively comprise the City's basic financial statements as listed in the table of contents.

Management's Responsibility for the Financisl Statements

Management is responsible for the preparation and fair presentation of these financial statements in sccordance
with accounting principles generally accepted in the United States of Amenca; this includes the design,
implementation, and maintenance of intermal control over financial reponing relevant 1o the preparation and fair
presendation of financial statements that are free from materal misstatement, whether due to fraud or eror,

Auditar’s Responsibility

O responsibility 1= to express opinions on these financial statements based on our audit. We conducted our audit
in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Governmens Aucditine Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audit 10 obtain reasonable assurunce about
whether the financial statements are free of matenal misstatement.

An audit involves performing procedures 1o obtain audit ¢vidence about the amounts and disclosures in the
financial statements, The procedures selected depend on the auditor’s judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control over financial reporting relevant to the City”"s preparation and
fair presentation of the finoncial statements in order to design nudit procedures that are approprnte in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Ciry’s internal control
over financial reporting.  Accordingly, we express no such opimion.  An audit also ncledes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting ¢stimates made by
management, as well as evaluaning the overall presentation of the financial staements,

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
D TS,
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Opinions

In our opindoen, the financial statements referred to above present faicly, in all matenal respects, the respective
financial position of the governmental activities, business-type activitics, the discretely presented component unit,
each major fund, and the aggregate remamning fund information of the City of Frazee, Mmnesota, as of December
31,2017, and the respective changes in fimancial position and, where applicable, cash Mlows thereof for the year
then ended in accordance with accounting pnnciples generally accepted in the United States of Amenca

Emphasis of Matter - Change in Accounting Principle

As discussed in the Notes to the Financial Statements, the City has fully adopted new accounting guidance by
implementing the provisions of Governmental Accounting Standards Board (GASB) Statement No. 68, Acconnting
and Fingncral Reperting for Pensiony, as amended by GASE Sttement No. T, Pension Transition for
Coniritutions Made Siehsequent to the Measurement Date, and GASB Statement No. 82, Pension [oues, which
represents 4 change in sccounting principles, Our opintons are not modified with respect to this matter.

Other Matters
Required Supplementary fnformation

Accounting principles generally accepted in the United States of Amenca require that the Management's
Discussion and Analysiz and the required supplementary information, as lsted i the table of contents, be presented
to supplement the basic financial statements.  Such information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standands Boand who considers it to be an essential part of
financial reporting for placing the basic financial stalements in an appropnate operational, cconomic, or histoncal
condext. We have applicd cerain limited procedures to the requinsd supplementany information in accondance with
auditing standards generally accepted in the United States of America, which consisted of inquiries of management
about the methods of prepanng the information and companng the information forconsistency with management’s
responses to our inguines, the basic financial statements, and other knowledge we obtained duning our audit of the
basic financial stmements. We do not express an opinion o provide any assurance on the information because the
limited procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Chther Infarmetion

Our audit was conducted for the purpese of Torming opinions on the Gnancial stmements that collectively compnse
the City of Frazce's basic financial statements. The introductory section, the supplementary information, and the
other schedules section, &s listed in the table of comtents, are presented for purposes of additional analys:s and are
not a required pan of the basic financial statements. The supplementary information is the responsibility of
management and was denived from and relites directly 1o the underlving sccounting and other records used o
prepare the basic financial statements. The information has been subjected to the auditing procedures applied in
the audit of the basic financial statements and certain additional procedures, including comparng and reconciling
such information directly 1o the underlying sccounting and other records used to prepare the basic financial
statemends or 1o the basic financial sttements themselves, and other addinonal procedures in accordance wath
nuditing standards generally accepted in the United States of America. In our opinion, the information is fairly
stated, in all material respects, in relation tothe basic financial statements as a whole. The intradfuctory and other
schedules sections have not been subjected to the auditing procedures applied in the audit of the basic financial
statements and, accordingly, we do not express an opinion or provide any assurange on them.



Other Reporting Required by Governmenr Auditing Standards

[n accordance with Crovernmint Auditing Standards. we have also issued our report doted August 10, 2008, on our
consideration of the City of Frazee™s internal control over financial reporting and on our tests of its compliance with
certiun provisions of laws, regulations. contracts, and grant agreements and other matters. The purpose of that
report is to describe the scope of our testing of miernal control over financial reporting and compliance and the
results of that westing, and nod to provide an opinion on the internal control over financial reporing o on
compliance. Thot repont is an integral part of an audit performed in accordance with Government Auditing
Standards in considenng the City”s mtermal control over financial reporting and compliance.

/ﬁﬁ A 1, e

n, Philipp, E: utson, PLLE
August 10, 2018
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MANAGEMENTS DISCUSSION AND ANALYSIS
{ Unianihined

The management of the City of Frazee offers readers of the City's Finoncial Statements this narmative
overview and analysis of the financial activities of the City of Frazee for the fiscal vear ended December
3, 20T The Management’s Discussion and Analysts provides compansons with the previous year and
is designed o foous on the curren vear's activities, resulting changes. and currently known facts. and
should be read in conjunction with the Ciev's basie financial statements that follow this section.

FINANCIAL HIGHLIGHTS

The total net posinon of govemmental activities is 85,135,182, of which 53,732,694 is the net investiment
in capital assets, 272027 is restricted for debt service and general government, and 51130461 i
unrestricted.  The total net position of governmental activities decreased by $142,215 for the vear ended
December 31, 2007, mainly as o result of the purchase of public works equipment, computers. and
linancial svstem upgrades for depanments. and costs associated with improvement districts,

The total net position of business-type activities is 52,240,994, of which 51,688,296 is the net investment
in capital asscts and $552.698 is unrestricted.  The tofal net position of business-type activities increased
by SX46,935 in 2007, as & result of too grants awarded by the Minnesota PFA for 1wo improvement
districts,

Al the close of 2007, the City’s wovernmental funds reported combined ending fund balances of
S1184 586, an incresse of 513,653, from the prior vear. OF the total fund balance amount, 5272027 is
legally or contractually restricted, S31693 15 fommally commined for economic development, $923.327 15
assigned for specific purpodes, and (3424610 i noled s undssigned fund balamce, Mantainhg an
adegquate futd balance is necessary to provide City services throughoat the vear,

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analvsis ks infended fo serve as an mireduction o the Citv's basic financinl
stitements, which are comprised of three components: |} government-wide financial statements, 2} fund
financil stements, and 3} notes o the (inoncil statements.  This report alse contiins other
supplementary information in addition to the hasic financial sttemems.

Ciovernmient-Wide Financizl Statements

The government-wide Mnancial statements are designed 1o provide seaders with a broad overview ol the
City's finances. These stalements include all assets and labilitees wsing the accrual basis of accounting,
which is similar to the accounting used by most private-sector businesses.  All of the currem year's
revenwes and expenses are considered regardless of when cash is received or paid.
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The Srarewent of Net Position presents information on all of the City's sssets and liabilities, with the difference
between the two reported 63 net position. Owver time, increases or decreinses in nel position may serve as 3 useful
indicator of whether the financial position of the City is improving or deteriorating.

The Sratement of Acrivitles presents information showing how the government's ne1 position changed during the
muost recent fiscal year. All changes in net position are reported as soon as the underlying event giving rise to the
change occurs, regardless of the nming of related cash flows. Thus, revenues and expenses are reported in this
statement for some items that will only result in cash flows in future fiscal periods {e.g., uncollected taxes).

I the Sretement of Nt Position and the Ssnement of Aerivities, we divide the City into three kinds of activities;

*  Governmental activities—Most of the City’s basic services ane reporied here, including general government,
public safety, highways and streets, samtation, culture and recreation, conservation of natural resources, amd
economic development. Propey taxes and imtergovemnmental revenues finance most of these activities,

+  Business-type activities-—The City charges fees to cover the costs of cenain services it provides, Included
here are the operations of the Events Center, liquor store, and the utilities — sewer and water,

¢ Component unit—The City includes a separate legal entity in its report. The Economic Development
Awuthority is presented in a separate column, Although legally separate, this “component unit”™ is important
because the City s linancially accountable for it

The govemnment-wide Minancial statements can be found as Exhibits | and 2 of this report.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated
for specific activitics or objectives. The City of Frazee, like other state and local governments, uscs fund
accounting 1o ensure and demonstrate complinnce with finance-related legal requirements. All of the funds of ihe
City can be divided into two categories: governmental funds and proprietary funds.

Governmental Funds Govermmental funds are used 10 account for essentially the same functions reporied as
govermmental activities in the government-wide financial statements. However, unlike the government-wide
financial stsements, fund-level financial statements focus on near-term inflows and outflows of spendable
resources, a5 well ns on balances of spemadable resources available at the end of the fiscal vear. Such
information may be useful in evaluating a government’s near-term financing requircments.

Because the focus of governmental funds is pasrower than that of the government-wide financial statements,
it is useful 10 compare the information presented for governmental funds with similar information presented
for governmental activitics in the government-wide financial statements. By doing so, readers may betrer
understand the long-term impact of the government s short-term financing decisions. Both the Balance Sheet
- Governimental Funds and the Statement of Revenues, Expenditures, and Changes in Fund Balances —
Giovernmental Funds provide a reconciliation to facilitate the comparison between governmental funds amd
governmental activities.

The City reports four governmental fund tvpes: General, Special Revenue, Debt Service, and Capital
Projects, Information is presented scparately in the Governmental Funds Balance Sheet and in the
Governmental Funds Statement of Revenues, Expenditures, and Changes in Fund Balances for the
General Fund, the 2003 Red Willow Heights | Debt Service Fund, the 2006 Red Willow Heights 11 Debt
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Service Fund, the 2008 Street Improvements Debt Service Fund, the Coumy Road |18 Debt Service Fund,
and the Southeast Area and Main Avenue Improvements Fund, all of which are considered 1o be major funds,
Data from the other nonmajor governmental funds are combined in a single, aggregated presentation,
Individual fund data for each of these nonmajor funds is provided in the combining statements after the notes
to the financial statements.

The City of Frazee adopts annual budgets for its General Fund. A budgetary comparison schedule has been
provided for this fund 1o demonstrate compliance with its budget.

Proprietary Funds The City of Fraree maintains four proprietary funds. 1) The Events Center Enterprise
Fund is used to account for the operations of the City's Events Center.  Financing is provided by concession
sales and space rental for events. 2) The Liquor Enerprise Fund is used 1o account for the operations of the
Ciry's liquor store. Financing is provided through the liquor store’s sale of on and off-sale liquor. 3) The
Sewer Enterprise Fund is used 1o account for the operations of the City's sewer system.  Financing is
provided by charges 1o residents for services, 4) The Water Enterprise Fund is used to account for the
operations of the City"s water svstemn.  Financing i provided by charges io residents for services.
Proprictary funds provide the same type of information as the government-wide financial statements, and are
included in the Statement of Net Position and the Statement of Activities as business-type activities. All four
of the enterprise funds are considered to be major fumnds,

Mobes to the Financial Siatements

The notes to the financial statements provide additional information that is essential to a full understanding of the
data provided in the government-wide and fund financial statements. The nates 1o the financial statements can be

found beginning on page 26 of this report.

Other information—In addition to the basic financial stalements and accompanying notes, this repon also
presents certain required supplementary information.  The City also provides supplementary and other
rnformation including combining statements and a schedule of intergovernmental revenie.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Unver time, net position serves as a useful indicator of the City™s financial position. The City's assets exceeded
linbilities by $7.376,176 at the close of 2017, The largest portion of the City’s net position (approximately 73
percent) reflects its net investment in capital assets (ie., land, construction in progress, infrastructure, buildings
and improvements, and machinery and equipment). It should be noted that this amount is ned available for future
spending. Approximately four percent of the City's net position is restricted and 23 percent of the City’s net
position is unresiricled. The unrestricted net position amount of $1,683,159 as of December 31, 2017, may be
used to meet the City"s engoing obligations 1o citizens,

The City"s overall financial position increased from last year. Total assets increased by $1,102.594, from the
prior year, mainly due to bonding and grants received for improvement districts. Total liabilities decreased by
$253.668 from the prior year, due to repayment of long term debt. This resulted in an increased net position of
704,720 from the prior year.
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FINANCIAL ANALYSIS OF THE GOVERNMENT'S FUNDS

As noted earlier, the City uses fund accounting 1o ensure and demonstrite compliance with finance-
related legal requirements, with a focus on short-term inflows, outflows, and balances of spendable
resources.  Inoparticular, unrestricted fund balance may serve as a useful measure of the City’s net
resources available for spending at the end of the fiscal year.

Gevernmental Funds

At the end of 2017, the Ciry's govemmental funds reported combined ending fund balances of
$1,184,586. OF this amount, approximately 34 percent constitutes legally or contractually restricted fund
balance, three percent constindes formally committed fund balance, 78 percent constitutes specifically
assigned (und balance, and -15 percent constitutes unassigned fund balance.

The General Fund is the operating fund of the City. At the end of the current fiscal vear, the General
Fund's total fund balance was $780,927. The General Fund's assigned fund balance was $420,000 and
unassigned fund balance was $360,927. The General Fund has no restricted fund balance or committed
fund balance. As a measure of the General Fund's liquidity. it is useful to compare total fund balance 1o
total fund expenditures for 2017, Total fund balance represents 85 percemnt of total General Fund

expenditures,

In 2017, the fund balance amount in the General Fund decreased by $125,614, as a result of purchases of
computers, laptops, cameras, public works equipment, and financial programs.

The fund balance of the 2003 Red Willow Heights | Debt Service Fund decreased $47,130 from the prior
year, due to the repayment of long term debu.

The fund balance of the 2006 Red Willow Heights 11 Debt Service Fund decreased $104,335 from the
prios yeur, due to the repayment of long term deba.

The fund balance of the 2008 Street Improvements Debt Service Fund increased $7,7% from the prior
viear, due to special assessments received.

The fund balance of the County Road 118 Debt Service Fund decreased 310,379 from the prior vear, due
to the repayment of long term deb,

The fund balance of the Southeast Area and Main Avenoe Improvements Capital Projects Fund, new in
2017, has a fund balance of (554, 064).

Proprictary Funds

The Events Center Enterprise Fund reported an operating income in 2017 of $4,990, indicming that it is
gollecting fees for events at a rate higher than cument expenses.

The Liquor Enterprise Fund reported an operating income in 2007 of $15.391. indicating that i1 is
collecting fees for sales of liquor a1 a rate higher than current expenses.

The Sewer Enterprise Fund reported an operating income in 2017 of $27.809. indicating that it is
collecting fees for services at a rate higher than current expenses.

The Water Enterpris¢ Fund reporfed an operating income in 2017 of 830,600, indicating that it is
collecting feex @t o rate higher than current expenses.
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GENERAL FUND BUDGETARY HIGHLIGHTS
There were no amendments to the original budget as approved for 2017,

Actual revenues were more than overall final budgeted revenuwes by 845,633, with the largest positive
variances in imergovernmental revenee due (o increases in state shared revense. Actual expenditures were

less than overall final budgeted expenditures by $76.47 1, mainly due to postponement of capital outlay.
CAPITAL ASSETS AND LONG-TERM DEBT

Capital Assets

The City’s net investment in capital assets for its governmenial and business-type activities as of
Diecember 31, 2017, amounted to $7,629, 884, The total increase in the City's investment in capital assels

for the current fiscal year was approximately four percent. This mcrease was primarily due to the
completion of various sireet, sewer, and water projects added 1o infrastructure,
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Additional information on the City"s capital assets can be found in the nofes to the fEnancial statements,
Long=Term Debt

Al the end of the current fiscal wear, the City had 1odal debt owrstanding of 52208 894, net of bomd
discounts, which is backed by the full faith and eredit of the government.
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Minnesotn Statutes limit the amount of dett that the City may have to three percent of it total market
vithee, excluding revenue bonds. At the end of 2017, overall debt of the City s below the three percent
debt limit.

Additional information on the Ciry’s long-lerm debt can be found in the notes 1o the financial statements.
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ECONOMIC FACTORS AND NEXT YEAR'S BUDGET

The City depends on financial resources flowing from, or associated with, both the Federal
Government and the State of Minnesota. Because of this dependency, the Ciry is subject 1o changes
in specific flows of intergovernmental revenues based on modifications to Federal and State laws and
Federal and State appropriations. It is also subject 1o changes in investment carmings and asset values

associated with LS. Treasury Securities because of actions by foreign governments and other holders
of publicly held U.S. Treasury Securities. The analysis below focuses on the revenues of the Ciry's
governmental funds aken from Exhibit 5 and the Schedule of Intergovernmental Revenue,

Grovernmenial Revenues

e Taned Spocial Asessments
=i hared Feveries

== Liocal Siate Grants

=== Federal Grands

Charges Tor Services

== {ther Revenues

e = T

21 20012 2013 2014 NS 2016 20T

Specific unemployment statistics for the City of Frazee are not available. However, the
unemplayment rate for Becker County was 4.9 percent as of December 31, 2017, This is higher than
the statewide rate of 3.4 percent and higher than the national average rate of 3.9 percent.

Frazee's 2017 population was 1,390, an increase of 40 since the 2010 census of 1.350.

COm December 11, 2017, the City of Frazee set its 2018 revenue and expenditure budgets. This budger
included specific capital projects to maintain and improve facilities to better serve the public.

The City of Frazee is optimistic that it will continue 1o see further development within the City. With
several new businesses i the community and new homes popping up every vear, there continues (o
be a progressive and positive community attitude.

The City of Frazee prides itself in providing the essential services to its citizens, while continually
looking for ways to improve and grow, The City continues to apply for and receive assistance from
outside agencies to help suppont ways to accomplish the community's goals. The City has recenily
ﬂhglincd a 5768016 grant through Minnesota PFA for the 2007 water and sewer improvement
Projects,

REQUESTS FOR INFORMATION

This annual financial report is designed 1o provide a general overview of the City of Frazee for all those
with an interest in the City's finances. Questions concerning any of the information provided in this
report or requests for additional financial information should be addressed 1o the City of Franee
Administrator ClerkTreasurer, City Hall, P.O. Box 387, Frasee, Minnesota 56544,
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CITY OF FRAZEE

FRAZEE, MINNESOTA

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

DECEMBER 31, 2007
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GOVERNMENTAL FUNDS
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CITY OF FRAZEE

FRAZEE, MINNESOTA
EXHIBIT 8
STATEMENT OF REVENUES, EXPFENSES, AND CHANGES IN NET POESITHON
PROFRIETARY FLINDS
FOR THE YEAR ENDED DECEMBER 31, 2017
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CITY OF FRAZEE
FRAZEE, MINNESOTA

NOTES TO THE FINANCIAL STATEMENTS
AS OF AND FOR THE YEAR ENDED DECEMBER 31, 2017

5 { Significant A ing Patici

The Ciry's financial sttements are prepared in accordance with accounting principles generally accepted in
the United States of America (GAAP) The Governmental Accounting Standards Board (GASH) is
respomsible for establishing GAAP for state and local governments through i1s pronouncements (statements
and interpretations). The moee significant accounting policies established in GAAP and used by the City are
discussed below.

A.  Financial Reporting Entity

The City of Frazee was established on February 10, 1891, and has the powers, duties, and privileges
granted by state law, codified in Minnesota Statutes, Chapter 412, As required by accounting principles
generally accepted in the United States of America, these financial statememts present the City of Frazee
(primary government) and its component units for which the City is financially accountable.

The City operates under a Mayor-Council form of government and provides services such as general
government, public safety, highwayvs and streets, sanitation, culture and recreation. conservation of
natural resources, economic development, Events Center, liguor store, and sewer and water utilities, as
mthorized by its chaner.

The City participates in a joint venture as described in Note VI-C.
Di Iy P \C Uni

While part of the City of Frazee, the discretely presented component unit is presented in a separate
column in the government-wide financial statements to emphasize that it is legally separate from the
City, The Frazee Economic Development Awhenty (EDA) 5 a componemt unit of the City of Frazee
and is discretely presenied. The EDA was created to enhance economic development for the City,
Board members are appointed by the City Coancil.

The component unil does not issue sepantely audited component unit financial staterments. Additional
financial information  abowt the EDA  can be obtained from the City of Frazee
Administrator/Clerk/Treasurer, City Hall, P.O. Box 387, Frazee, Minnesota 56544,

B. Basic Finansial Statements
1. Government-Wide Stements

The government-wide financial statements {i.e., the statement of net pesition and the statement of
nctivities) include the financial activities of the overall City government. Eliminations have been
made 10 minimine the double-counting of mternal activitics. Governmental activities, which
noemally are supported by ez and intergovernmental revenses, are reporied separately from
busimess-type activities, which rely 1o a significamt extent on fees and charges to external parties for

SI.II]'IIH't.
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B. Basic Financial Statements
I Government-Wide Statements {Continued)

In the government-wide statement of net position, both the governmental and business-tvpe
activities columns: (ah are presented on a consolidated basis by column; and (b) are reported on g
full accrual, economic resource basis, which recognizes all long-term assets and receivables as well
us long-term debd and obligations. The City's net position is repomed in three paris: (1) net
investment in capital assets; (2) restricted net position; and {3) unrestricted net position.  The City
First utilizes restricted resources 1o finance qualifving activities.

The statement of activities demonstrates the degree to which the direct expenses of cach function of
the Citv's governmental activities and different business-tvpe activities ame offset by program
revenues. Direct expenses are those that are clearly identifiable with a specific function or activity.
Program revenues include: (1) fees, charges, and fines paid by the recipients of goods, services, or
privileges provided by a given function or activity; and (2) grants and contributions that are
respricted to meeting (he operational or capital regquirements of a particular function or activiey.
Hevenues thit are not classified as program revenees, including all tixes, are presented as general
revenues and ransfers.

Fund Fioencial §

The fund financial statements provide information about the City's funds. Separate statements for
each fund categorv—governmental, and proprictary—-are presented.  The emphasis of governmental
and proprictary fund financial statements is on major individual governmental and emerprise funds,
with each displayed as separate columns in the fund financial statements. All remaining
governmental funds are aggregated and reported as nonmajor funds.

Proprietary  fund operating revenues, such os charges for services, result from exchange
trunsactions associated with the principal activity of the fund, Exchange transactions are those m
which each pany receives and gives up essentially equal values, Nomoperating revenues, such as
subsidics and investment garnings, result from ronexchange transactions or incidental activities.

The City reporis the followime major governmendal funds:

The Genernl Fund s the City’s primary operating fund. It accounts for and reporis all
financial resources of the general povernment nod accounted for in another fund.

The 2003 Red Willow Heights 11 Debt Service Fund is used to account for and report debt
associated with General Obligation Improvement Refunding Bonds of 2010 for the Red
Willow Hetghts | project,  Financmy s provided by special asscssments restricted for debt
SETVICE,

The 2006 Red Willow Heights [l Debt Service Fund is used to account for and report debt
associated with General Obligation Improvement Refunding Bond of 2012 for the Red Willow
Heights [ project. Financing 15 providid by special assessments restricted for debt service.
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B. Basic Financial Statements
2. Fund Financial Statements (Continued)

The 2008 Streel Improvements Debl Service Fund is used to account for and repont debt
psxociated wath Gemneral Obligation Improvement Befunding Bonds of 2008 for sirect

improvements, Financing is provided by special assessments restricted for debt service,

The County Road 118 Debi Service Fund is used to account for and repon debt associated
with General Obligation Improvement Bonds of 2014 for street improvements. Financing is
provided by special assessments restricted for debt service.

The i .8 ; - jects Fund is used to account
for and rr.pu:lrl II'I:I! l'nam:mt FeSOAUNCES ul' streei an:f ushl.}' |mpn:|'rm'-:nl5 projects. Fimancing is
provided by special assessments and bond proceeds assigned 1o capital projects.

The City reporta the following major emerprise funds:

The Events Center Enterprise Fund is used to account for the operations of the City's Events
Center. Finnncing is provided by concession sales and space rental for events.

The Liguor Enterprise Fund is used 1o account for the operations of the City’s liquor stone,
Financing is provided through the liguor store’s sale of on and ofT-sale liquer,

The Sewer Emerprise Fund is used to account for the operations of the City's sewer system.
Financing 15 provided by charges 1o ressdents [or services.

The Water Enterprise Fund is used to account for the operations of the City's water system.
Financing 15 provided by charges 1o residents for services.

Additicnally, the City reports the following fund types:

Specin] Revenue Funds are used to account for and report the proceeds of specific revente
sources thal are restricted or commitied to expenditures for specified purposes other than debt

service or capital projects.

Debt Service Funds are used 10 account for and report financial resources that are restricied,
committed, or assigned to expenditure for principal and interest.

Capital Projects Funds are used 1o account for and report financial resources that are restricted,
committed, of assigned 1o expenddilure for capital cuthiva. ncluding the  sequisition or
construction of capital facilities and other capital assets.
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C.  Measurement Focus and Basis of Accounting

The government-wide and proprictary fund financial statements are reporied using the ecovomic
resoirces measiremeny focus and the aooruad basiv of aocoiring.  Revenues are recorded when eamed,
and expenses are recorded when a liabitity s incurmed. regardless of the timing of related cash flows.
Property taes are recopnized as revenues in the vear for which they are levied. Grunts and stmilar
itenss are recognised a8 revenue as soon os all eligibiliny requirements imposed by the provider have
been met.

Governmental fund financial statements ane reported using the curren fravicie Fesoirces meds iFem et
Socus and the modified accrwal basis of accountimg. Revenues are recognized as soon as they are both
measurable and available. The City considers tax revenues 10 be available if they are collected within
6l davs after the end of the curment period. Propeny omd other taxes, interpovemmental revenes,
charges for services, and interest are all consadered 10 be susceptible o accrual,  Expenditnures are
recorded when the related fund liability is incurred, except for principal and interest on general long-
term debt and claims and judgments, which ane recognized as expenditures to the extent that they have
matured, Proceeds of general long-term debs are reported as other financing sources.

As a general rube, the effect of imernal activity has been elimimated from the government-wide financial
statements.

D.  Assets, Liabilities, Deferred OutflowsInflows of Resources, and Net Position or Equity

. Cashand Cash Equivalents

The Citv has defined cash and cash equivalents to include cash on hand and demand deposits.
Additionally, each fund’s equity in the City's deposits is treated as a cash equivalent because the
funds can deposit or effectively withdraw cash atl any time without prior notice or penaly.

2. Deposits and Investments

The cash balances of the funds are ivvested by the Cily AdministratorClerk Tressurer for the
purpose of increasing camings through investiment activities. Pooled and fund investments are
reported at their fair vaiue at December 31, 2017, bised on market prices. Investment earnings on
cash and pooled investments are allocated to the fumds with deposits, City funds also participate in
a pooled checking account for operating purpeses.  Pooled investment eamings for 2017 were
S702, Todal investment carmings for 2017 were 32,954,

3. Regeivables and Payables

Property taxes are levied as of January 1 on property values assessed as of the same date.  The tax
levy notice is mailed by Becker County in March with the first half payvment due on May 15 and
the second hall due on October 15,
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. Assets, Liabilities, Deferred Outflows/Inflows of Resources, and Net Position or Equity

3,

Regeivables pmd Pavables {Confinued)

Taxes wnd special assessments receivable consist of uncollected 1axes and special assessments
payable in the vears 2001 through 2017 and deferred special assessmenz collectible in 2018 and
beyond. Taxes receivable are offset by deferred inflows of resources for the amount not collected
within 60 days of December 31 to indicate they are not available to finance current expenditures.
Mo provizion has been made for an estmated uncollectible amount.

Accounts receivable consist primarily of charges for services for sewer and water utilities.

Motes receivable consist of housing rehabilitation and business development notes.  MNoles
receivable are offset by deferred inflows of resources for the balunce oatstanding as of year-end.

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 cumem portion
of interfund leans) or “advances from'to other funds™ (e the non-current portion of interfund
laans).

All other outstanding balances between funds are reported as “due 10/from other funds.™  Any
resichual halances outstanding between the governmental activities and business-ivpe activities arg
reported in the government-wide Ninancial staterments as “inmemal balences,”

All recervables are shown net of an allowance for uncollectible amounts, if applicable.

Inventory

All inventories are valued at cost using the First-In, First-Out (FIFCH methad. Inventories in the
propretary funds are recorded as expenses when consumeid.

Capital Assets

Capital aszets, which include land, construction in progress, mfrastructure {e.g., sewers and water
mains], buildings and improvements, and machinery amd equipment, are reported in the applicable
govermmental or business-type activities column in the government-wide financial statements.
Capital assets are defined by the government as assets with an initial, individual cost of more than
§5,000 and an estimated useful fife in excess of two years, except land and construction in progress
which 15 capitalized regardless of cost.

Capital assets are recorded ot historical cost or estimated historical cost when purchased or
constrscted. Donated capital assets are recorded at estimated fair market value ai the date of

danption,

The costs of normal maintenance and repairs that do not add 1o the value of the asset or materially
extended the life of the asset are not capitalized. Major outlays for capital assets and improvements
are capitalized as projects are constructed.  Interest incurred during the consiruction phase of
capital assets of business-type activities is included as part of the capitalization value of the assets
constructed. Durng the current peniod. the City did ot have any capitalized mierest
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5

Capital Assets (Cominued)

The City of Frazee has elected to report infrastructure acquired prior o periods ending after June
30, 1980,

Infrastructure, buildings and improvements, and machinery and equipment are depreciated using
the straight-line method over the following estimated useful lives:

Ansels Years
Infrasirscture 30-40
Buildings and improvements 20-40
Machinery and equipment 5-30
[eferred Crutflows/Inflows of Resources

In addition 1o assets, the Statement of Net Position reports & separate section for deferred outflows
of resources. This element represents a consamption of net position that applies to future periods,
and therefore, will not be recognized as an outflow of resources (expensed until that tme. The City
reports deferred outflows of resources inthe govermment-wide and the proprietiry funds Statermem
of Net Position in relation to the activity of the pension funds 10 which City employees participate,

In addition to liabilities, the Statement of Net Position and Balance Sheet repont a separate section
for deferred inflows of resources. This element represends an acquisiticn of net position or fund
balance that applies 1o future perioeds. and therefore, will not be recognized as an inflow of
resourees (revense) umtil that time.  The City repons delinguent propenty tax receivables, property
taxes levied for subsequent vears, and notes receivable as deferred inflows of resources in the
governmental funds, in accordance with the modificd accrual basis of accounting. In addition, the
City repons deferned inflows of resources in the government-wide and proprictary funds Stateme
of Net Position in relation to the activity of the pension funds in which City employees participate.
Accordingly, such amounts are deferred and recopniced as inflows: of resources in the period that
thiey become available.

Compensated Absences

The hability for compensated absences reporied in financial stalements consists of unpaid,
accumultated annual vacation and sick leave balances. The liability has been calculated using the
vesting method, in which leave amounts for both emplovees who currently are eligible to receive
termination payments and other employees who are expected to become eligible in the future to
receive such paymentis wpon termination are included. Compensated absences are acerued when
incurred in the povernment-wide and proprietary fund financial statements. A liability for these
amoaunts is reported in the governmental funds only il they have matured, for example, as & result
of employee resignations and retirements.  Compensated absences are generally liguidated by the
Gieneral Fund, and the Ligquor, Sewer, and Water Enterprise Funds,
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D.  Assets, Liabilities, Deferred Outflows/Inflows of Resources, and Net Position or Equity (Continued)

L

Long-Term Obligat!
In the government-wide and proprietary fund financial statements, long-term debt and other long-
term obligations are reported as liabilities in the applicable governmental activities and business-
type activities. Bond discounts are deferred and amontized over the life of the bonds using the
effective interest method, Bonds pavable are reported net of the applicable bond discount. Bond
issuance costs are immedistely expensed. In the fund financial statements, governmental fund
rvpes recognize the face amount of the debt as other financing sources when issued.

Pensions

For purposes of measuring the netl pension liabality, deferred outllows/mflows of resources, and
pension expense, information abow the fiduciary net position of the Public Employees Retirement
Association (PERA) and additions to'deductions from PERA's fiduciary net position have been
determingd on the same basis as they are reporied by PERA except that PERAs fiscal year end s
June 30. For this purpose, plan contributions are recognized as of employer payroll paid dates and
benefit payments and refunds are recognized when due and payable in accordance with the benefit
terms. Investments are reported at fair valwe.

For purposes of measuring the net pension asset, deferred owtflows/inflows of resources, and
expense associated with the City's requirement to contribute o the Frazee Firelighters Relief
Associgtion Plan, information about the Plan’s fiduciary net position and additions wo/deductions
from the Fraree Firefighters Beliel Association Plan's fiducinry net position hove been determined
on the seme basis as they anre reported by the Plun, For this purpose, benefit payments (incloding
refunds of contributions) are recognized when dee and pavable in accondance with the benefit
terms. Investments are reported at fair value. For the governmental activities, the pension lrability
is liquidated by the General Fund, and for business-type activities, the pension liahility is liquidated
by the Liguor, Sewer, and Water Enterprise Funds.

Net Posit | Fund Bal

Certain Nends of the City ane classified as restricted net position on the statement of net position
because the restriction is either imposed by law through constitutional provisions or enabling
legislation or imposed externally by creditors, grantors, contributors, or laws or regulations of other
governments. Therefore, their use is limited by applicable lvws and regulations.

In the fund financial, the City classifies governmental fund balances as follows:

MNon-spendable — includes fund balance amounts that cannol be spent because it is either not in
spendable form or legally or contractually required to be maintained intact. The City does not
have any non-spendable fund balance as of December 31, 2007,

Resiricted — includes fund balance amounts thal are constrained for specific purposes which
are either externally imposed by creditors (such as debt covenants), grantors, contributors, of
laws or regulations of other governments or impased by law through constitutional provisions
or enabling legislation.
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Committed — includes fund balance amounis that are constrained for specific purposes
imposed by resolution of the City Council and do not lapse at year-end. To remove the
consiraint on specified used of commitied resources the City Council shall pass a resolution.

Assigned — includes fund balance amounts tha are intended to be used for specific purposes
that are neither restricted nor committed. The City Council has delegated the authority 1o
assign and remove assipnments of fund balance amounts for specified purposes to the City
Administrator Clerk Treasurer,

Unassigned — includes positive fund balance within the General Fund, which has not been
classified within the sbove mentioned calegories, and negative fund balances in other
governmental funds.

The City will maimain an unrestricted fund balance in the General Fund of an amount not less than
35 o 50 percent of next year's budgeted expenditures of the General Fund, Unrestricted fund
balance can be “spent down™ if there is an anticipated budget. If spending unrestricted fund
balance in designated circumstances has reduced unrestricted fund balance 1o a poim below the
minimum targeted level the replenishment will be funded by taxes.

Stabilizion armngements are defined as formally setting aside amounts for use in emergency
silEations o when revenue shostages of budgetary imbalances anise. The City Council will set
aside amounts by resolution a8 deemed necessary that cap only be expended when unforeseen
emergencies exisl as the need for stabilization arises. The need for stabilization will only be
utilized for situations that are not expected to oceur routinely. The City does not sdentify an amount
for stabilization at December 31, 200 7.

When both restricted and unrestricted resources are avalable for wse, it s the City's policy to we
restricted resources {irst, then unresiricted resources as they are needed,  When commirted,
assigned or unassigned resources are available for use, it is the City’s policy to use resources in the
following order: 1) committed, 2) assigned, and 3) unassigned.

Use of Esi

The prepartion of financia]l statements m conformily with accounting ponciples generally
accepted in the United States of America requires management 10 make estimates and assumptions
that affect the reported amounts of asscts, liabilities, and deferred outflows/inllows of resources,
and disclosure of contingent amounts at the date of the financinl statements and the repored
amounts of revenues and expenses during the reporting period.  Actual results could differ from
those estimates,
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B. Deficit Fund Balances

The 2003 Red Willow Heights | Debt Service Fund had a deficit fund balance of $125,112 as of

December 31, 2017, This deficit will be eliminated with Muture special assessments.

The 2006 Red Willow Heights 11 Debt Service Fund had a deficit fund balance of $146,102 as of

Decermber 31, 2007, This deficit will be eliminated with future special assessments,

The Southeast Arca and Main Avenue Improvements Capital Projects Fund had a deficit fund balance
of 554,064 as of December 31, 2017, This deficit will be eliminated with a transfer from the General

Fund.
Detailed Not All Fund
A, Assers

1. Deposits and Investments

Reconciliations of the City’s total deposits and investments 1o the basic financial statements, as of

December 31, 2017, are as follows:
Primary Governmeni
Canh and pooled nvestments £ i2i4snd
Ifeckirmeels 04 T
Composcal Uniis
Cash and pospled investmenn 69,045
Insvest ety 44,3
Tintal Caady st lenscsitents §__LU21El6
Checking Acoounts § LIERO08
Cenificates of Deposii 0,714
Flumicipad Money Masket Fand 25T H5E
hegotiable Certificates of Deponil 345,138
Tosal Depeosits, Cash om Hand, amd Envestmenis £ JoXiEie
—_——= -
Deposits

Minmesota Statutes, §5 118A.02 and 118A.04 authorize the City to deposit its cash and 1o invesi in
cenificates of deposit in financial instinmions designated by the Board. Minnesoia Staute, §
118A.03 requires that all City deposits be covered by insurance, surety bond, or collateral. The
market value of collateral pledged shall be at least ten percent more than the amount on deposit
plus accrued interest mt the close of the financial institution’s banking dav, not covered by

imsurance or bonds.

Authorized collateral includes treasury bills, notes, and bonds; issues of U.S, government agencies;
general obligations rated “A™ or better, revenue obligations rated “AA™ or better; imevocable
standard letters of credit issued by the Federal Home Loan Bank; and certificates of deposit.
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A, Assels
1. Depogits and Investments
Deposits (Continued)

Minnesotn statstes reguire that securities pledged as collnteral be held in safekeeping in a restricied
accound ot the Federal Reserve Bank or in an acesunt a1 o iruest department of a commercial bank or
other financial instintion not owned or controlled by the financial mstitution furnishing the
collateral,

Custodial Credit Risk

Custoddial eredit nsk = the risk that in the event of a Dnancial imstintion filure, the City's deposits
may not be returmed 1o it. The City's policy is o comply with Minnesota statutes in establishing
authorized collateral for deposits. As of December 31, 2017, the City's deposits were not exposed
to custodial credit risk.

Investments

Minnesota Siatutes, §8 1IBA0M and | IBADS generally authorize the following tvpes of
invesiments available to the City:

i1y securities which are direct obligmtions or are guiranieed or insured jzsues of the United Staces,
its agencies, its instrumentalities, or organimtions crested by an acl of Congress. except
mongage-backed securities defined as high risk by Minnesota Statute, § 118A.04, subdivision
f;

2y mutual funds theough shares of registered investment companies provided the mutual fund
receives cerlam ratings depending on s investmenis,

i3) general obligations of the State of Minnesota amd its municipalities, and certain state agency
and local oblipntions of Minnesota and other states provided such obligations have certain
specified bond ratings by o nattonal bond rating service:

{4} bankers” acceptances of United States banks;

{51 commercial paper issued by United States corporations or their Canadian subsidiaries that is
ratid i the highest quakity categony by two nationally recognized rating agencies and matres
in 270 davs or less; and

(&) with cenain restriclions, in repurchase agreemens, securitics lending agreements, joint powers
investment rusts, and guaranieed investment comtracts,
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Deposits and Investments (Continued)

Interest Rate Risk

Interest rate risk 13 the risk that changes i the marker mterest rates will adversely affect the fair
value of an investment. The City does not have a formal investment policy that limits invesiment
maturilies as a means of managing its exposure to fair value losses arising from increasing interest
rates. AL December 31, 2007, the City"s investment in a Minnesota Municipal Money Market Fund

with & fair value of 3257958, and negotiable centificates of deposit with a fair value of 5345 [ 38,
had maturities of one vear or less,

Credit Risk

Cienerally, a credit risk is the risk that an issuer of an investment will not fulfill its obligation to the
holder of the mvestmenl.  This is measwred by the sssignment of a rating by a nationally
recogrized statistical rating organization. 10 s the Ciny's policy to invest only in securities that
mect the ratings requirements set by stare state, The City's exposure 1o credit risk as of
December 31, 2017, is in the nonrated Minnesota Municipal Money Market Fund with o fair value
of 5257938,

Custodial Credit Ris}
The cestodial credit risk for investiments is the risk that, in the event of the filere of the
counterparty 1o 4 tansaction, a government will not be able to recover the value of investment or
collateral securities that are in the possession of an outside party. The City does not have a policy
on custodial credit rizk, Al December 31, 2017, none of the City™s investments were subject to
custodial credit risk,

¢ ior of Credit Rig

The concentration of credit risk is the cisk of loss thit may be caused by the City"s investment in a
single issuer, excluding LS, guaranteed investments, investment pools, and mutual funds. The
City"s investments are in a Minnesota Municipal Money Market Fund, constinge 13 percent of the
City's portfolie, and negotiable certificates of deposit, constitute 17 percent of the City”s portfolio,
which are not exposed (o concentration of credit risk.

Fair Value Hierarck

The City measures and records its investments using fair value measurement guidelines established
by generally accepted sccounting principles,  These guidelines recognize a three-tiered fair value
hierarchy, as follows:

#  Level 1 Quoted prices for identical invesiments in active markes;
#  Level 2 Observable inputs other than quoted market prices: and,
# Level 3; Unobservable inputs.
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A, Assels
1. Deposits and Investiments
Eair Yalue Hierarchy (Continued)

Al December 31, 2007, the City's investment in the Minnesota Municipal Money Market Fumd in
the amount of S237.938 were rated as a kevel | investment. At December 31, 200 7, the Ciny's
investment in negotiable certificanes of deposit in the amount of 5345, 138 were rated as o kevel 2
investment, valied using a market appeoach based on the securities” relationship to benchmark
quded prices,

2. Regeivables

Receivables as of December 31, 2017, for the City’s governmental actvities and business-type
pctivities, including any applicable allowances for uncollectible accounts, are o= follows;

Amourdy Mol Schedolod
fowr Codloction. [haring
Total Recoivabbes ihe Sunbrescoo Wesr
Cavenmeninl Activities
Takss 5 e % F
Spevial suicsimens 45 92 447,764
Aty 1.7
[ drom cibay povvcrmsmgsiy W .
T T 440012 i1l
Toritd Camyprmumienial ACteviness L] A6 S % 459 87
Bhusiness-Trpe Aciiviies
Aooounis ] Bl &
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A, Assets {Continued)
3. Capital Assets

Capital asset activity Tor the governmental and business-lvpe activities for the vear ended
December 31, 2017, was as follows:

Ciovermmenial Activities Beginning Bty
Thalamce Lis Tdses. [ e Balassx
Capriial swaris, wof by depang e
Land % L REY 5 AEH *Td 5 = | 3 455 821
Cunsiroctsm bn progress N TR . - i, Ti4
Fosladl capiial mwsrin rest deprociaind * 174550 b ] AHE_ T2 ] L ] FodAT?
raparal wsinarrs Bariig obi{eimnc st
Infrastmsciine % 3374038 [ P - § AT
Ui lhirsgs, @ | Py Ermctiln TS & s T i pi
WA Hiners gl el el B | LR ET] : L L]
Tesal cagaial svsits boang doprosimnd L] 1012400 ] LAY % ' 8 TAOZITHM
TR ST TR B e T
=l rasine eer 5 MR A0 i 1EY, (D 9 - % R ER T
Misikfiags aiml =pruloses &bl 338 §4.0%F - AT N4
Aachrrsery Al oyuiiesass Lig §E% Taujd - F ]
Tl secamulsed Seprociaion ] 1, 7E8, 007 % LI b = 5 Tnad. | W)
Tisial capiial asses, depelaned, met 5 £ T05 _IRE 5 I1|!|T7t| L - % LonlA1
Chnvernmarial Activilies
Capilall Ao, et % 5 A0 % VLTI % = AT
it
Blusiness-Type Activities Hogarany Erdmg
Ratainic L reamcw Becrrmsen Halance
Capieal mincas, raw bying depie acd
Uarnbruct s an progress. % + ] 17,170 ] . 3 SETAM
Caprnnl Beasts by Sepiodiatod
InlrasIruciirs 5 [E e lk) 5 . % - %o 0iE 0
Mubdingn end aguipmm LI3Tam ' ] LUYVTAT™
Mxchindry aml eoquiiproeni ITR AT 17 A . Y Y
Tamil capilal da s haoarg SEpaniais e 3 oL e b ] | 7 A % = § TaN) e
Lawn: sccumulsiesd deprocision fur
I fraslivsiue LY VFO AT L] 1IATH % . & 40054
Muibleamgs gl b pron pesriis Tdis 449 ITEN - FaR udd
Blls BineTy Sl g R e B33 - RLE N Rl
Tl scoumlasd Sapres i % 1L ATINTT % 33342 i = 1 1 AXseTe
Timsl sapindd siiets, depietbnal, fct b ] i LA 0¥ ] LS DEE ] - L T
Dswitewi- Tyt iy ibes
Capial Asacw, M p ] B bid My j ] ES R 5 & ¥ Enfkiw
e T e i .
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NI Petailed Notes on All Fumnds
A. Assels
2. Capital Assets (Continued)

Déoreciiiion B

Depreciation expense was charged to functions of the City as follows:

Geovernments] Aciviies
General government 1527
Pubdic safety 57405
Highways and stroeis 150570
Cultune and recroation 10,528
Tolal Depreciaibon Expeme - Govermmental Activitiss ] 23120
oo
Hamipess- Fvpe Adtivilies
Events Cemer $ i7.2h
Liguar 2,045
Sewer 13171
Waler 215
Total Deprociapon Expensg - Business-Type Activhies $ £1,542
——

B. Interfund Transfers

Interfund trassfers for the veor ended December 31, 2017, consisted of the (ollowing operating

transfiers:

Transfer to 2005 Sreet improvemsents Diebt Servace Fund
fias Cesiradl Fuund

Transfer 10 Streel & Uity Improvesents Capital Propects, Fund
from Creneral Fund

Teansfer w0 Fconoma: Developmeni Authonty Componess Ling
frgen Gererad Fund

Toual Interfund Tramsfen

3 EAT50 Tockese fand

157908  To chose Sand

MM Appropration

§ kil b
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L. i i) i L
€. Liahilit
Compensated Absences

Under the City's personnel policy, employees are granted vacation leave in varying amounis based on
their length of service. Vacation leave accrunl varies from 10 1 15 days per year. Sick leave accrual is
12 days per year. Under the Citv’s employment policy, leave may be accumulated 1o a2 maximum of 25
davs of vacation and 120 davs of sick leave for employees hired before Apeil 4, 2006 and 100 davs sick
leave for emplovees hired after April 6, 2006,  Unvested sick leave, approximately 20410 @t
December 31, 2017, s available 10 emplovees in the event of illness-related absences and s not paid 1o
them at termination. Compensated absences are penerally liquidated by the Ceneral Fund and the
Sewer, Water, and Liquor Enterprise Funds.

Long-Term Dbt
; | Activiti

City of Frazee General Obligation Improvement Refunding Bonds of 20010 represent debt incurred o
refund the City’s General Obligation Improvement Bonds of 2003, These bonds have an original issue
amount of $465,000. They carry a net inferest rate of 2.2936 percent and are due in anneal installments
from the Red Willow Heights | Debt Service Fund of $15,000 1o $45,000 through February 1, 2020, As
a result of the advanced refunding, the City of Frazee realized an economic gain of 524,199 with a
present value of 321,653, The balance outstanding at December 31, 2007 is 385,000, net of unamortized
bond discount of 1,255,

City of Frazee Geneml Obligation Refunding Bond, Series 2012A (Rumal Water MIDI Loan) represents
debe incurmed to refund the General Obhigation Street Improvement Bopds of 2006 and the General
Obligation Hed Willow Heights Improvement Bonds of 2006, These bonds have an origimal issue
amount of 5310,000. They carry & net interest rate of 3.0 percent and are due in annual installments
from the Red Willow Heights Il Debt Services Fund of 550,000 10 $70,000 through February 1, 2026,
As a result of the refunding, the City of Frazee realived an ¢conomic gain of $63,333 with a present
vialue of $72,0012. The balance outstandding at December 31, 2017 &5 S510,0440,

City of Frazee General Obligation Improvement Bonds of 2013 repeesent debt incurred for street and
utility improvements. These bonds have an osiginal issue amount of 5333000, They carry a net interest
rate of 2.20 percent and are due in annual installments from the Southeast Area Street and Utilities
Improvement Debt Service Fund of $22.000 1o $41,000 through February |, 2024. The balance
outstanding at December 31, 2017 s 5223 000,

Ciry of Frazee General Obligation Improvement Bonds of 200144 represent debt incurred for sireet and
utility improvements. These bonds have an original issue smount of $393,000. They carry a net interest
rate of 3.10 percent and are due in annual installments from the County Road 118 Debt Service Fund of
S2E,000 10 539,000 through February 1, 2027. The balance owtstanding at December 31, 2017 is
£337.000,
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FRAZEE, MINNESOTA
. Detailed MNotes on All Funds
€. Liabilities
Laong-Term Debd
Crovernmental Activities {Contimsed)

City of Frazee General Obligation Improvemem and Refunding Bonds of 2016A represent debt incurmed
to refund the General Obligation Street Improvement Bonds of 2008 and provide for 2007 strect
improvements. These bonds have an original issue amount of 288,000, They carry a net interest rate
of 24D percent and are due in anmual installments from the 2008 Street Improvement Debt Service Fund
of 53,0400 1o 534,000 through February 1. 2027, As a resuli of the refunding, the Ciiv of Frazee realized
:ﬂ c_?nn;l;i: gain of 522,834 with a present value of $13,641 The balance outstanding at December 31,
2017 is $285,000.

City of Frizee General Obligation Improvement Bonds of 2017A represent debt incurred for
infrastructiure improvements (o SE and 4" Street South.  These bonds have an original jsswe amount of
Sl W),  They camy a net interest mate of 3 percent and are due in annual installments from the
Southeast Area and Main Avenue West Debt Service Fund of $30,000 10 547000 through February 1,
2028. The balance outstanding at December 31, 2017 is $404,000,

Business-Type Activiti

City of Feazee General Obligation Improvement and Refunding Bonds of 2016A represent debt incurred
to refund the General Obligation Litilty Revenue Bonds of 2010. These bonds have an original issue
amount of 5215000, They carry a net interest rate of 2.40 percent and are due in annual installments
from the Water and Scwer Enterprise Funds of $19.000 to 525,000 through February 1, 2026, As a
result of the refunding, the City of Frazee realized an economic gain of $12.435 with o present value of
L1011 75, The balance outstanding at December 31, 2007 i5 5196, 0040,

City of Frazee Minpesota PFA Clean Water and Dnnking Water Revolving Loans represent debi
incurred for wasic water and drinking water improvements, These loans have an original issue amount
of SI68894. They camy a net interest rate of | percent and are due in annual installments from the
Water and Sewer Enterprise Funds of 58,540 10 $20,000 through August 20, 2036,  The balance
outstanding at December 31, 2007 is S168,894.
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C.  Liahilitses
Long-Term Debt { Continued)
Dl Servive Reau

CITY OF FRAZEE
FRAZEE, MINNESOTA

Deb service requirements ot December 31, 2017, are as follows:
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Long-term liability activity for the govermmental activities for the vear ended December 31, 2017, was

s Follows:

Imperermices Refundsg of 2010
Lewk: Hond Saconss

IRefundesg. Seres MOETA

lmprosvpmeni of 2011

Improvemeni of 20144
Improsement Refasading of 20064
I prosement of 20IT

Tesial Crerera| Obligation Boesds
L oftipernased Absetcn
Mt Permbory Lagbility
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CITY OF FRAZEE
FRAZEE, MINNESOTA

1. Detailed Motes on All Fumnds

¢. Liskilit
Long-Term Debt
Dbt Servics Reau Contigued)
Busi N nctivith
Long-ternm liabality activity for the business-type activities for the vear ended December 31, 2017, was
as tollows:
PReginning Endng e Wigkin
Falace Ackdbons Beduginm lslazor ¥ et
Creneral Dibligmion [Bands
Imperrermenl and Befandmg (londs § 5o : | § I 31 4
A Bevoliing Loan 2017 1w, K - |+, BH0
Tootal Crrneral Ozt Elonds o1 5000 |68, B [0 4 kM 10540
Coesrenaatod Alncrom 32 858 14,50 |8 4 11 ee f,E
Mt Pemsion Lishility s ssn LAk el Bo,T T
Ibasiness- Type Activiias
Long-Torm Liabilinies 5560 M 5 TR % 13980 5 6l M % IR
L — - - R - - - - - .. -]

V. Defined Benefil Pension Plans
A, Plan Description

The City of Frozee pariicipates in the following cost-shanng multiplesemplover defined benefi pension
plans admimstered by the Public Emplovees Retirement Association of Minnesotax (FERA) PERA's
defined benelM pension plans ane established and administered in accordance with Mirverata Steniaes,
Chapters 353 and 356. PERA’s defined benefit pension plans are tax qualified plans under Section

401{a} of the Intermal Revenue Code.

All full-time and certain pari-time employees of the City of Frazee are covered by the General
Employees Plan. General Employees Plan members belong 1o either the Coordinated Plan or the
Basic Plan. Coordinated Plan membsers are covered by Social Security and Basic Plan members are
nid. The Boasic Plan was closed to new members in 1967, All new members must participate in the
Coordinated Plan.
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IV. Delined Benefit Pension Plans

A

Plan Descrption ( Continued )

:I'.d

The Police and Fire Plan, originally established for police officers and firefighters not covered by a
local relief association. now covers all police officers and firefighters hired since 1980, Effective
July 1, 1999, the Police and Fire Plan also covers police officers and firefighters belonging to local

reliel associntions that elected 1o merge with and transfer assets and sdministration to PERA,
Benefits Provided

PERA provides retirement, disability, and death benefits. Benefit provisions are established by state
statee and can only be modified by the state legislature.

Benefit increases are provided 1o benefil recipients each January. Increases are related to the funding
ratio of the plan. Members in plans that are a1 least 90 percent funded for two consecutive years ane

given 2.5 percent increases. Members in plans that have not exceeded 90 percent funded, or have fallen
below B0 percent, are given one percent increases.

The benefit provisions stated in the following paragraphs of this section are current provistons and apply
o active plan participants, Vested, terminated emplovees who are emtitled to benefits but are not
receiving them yet are bound by the provisions in effect a1 the time they last terminated their public
SErvice.

£

[ 18]
H

Gengral Emplovess Plan Benefits

General Emplovees Plan benefits are based on o member's highest averape salary for any five
successive years of allowable service, age, and years of credit m termination of service. Two
methods are used to compute benefits for PERA’s Coordinated and Basic Plan members. The
retiring member receives the higher of a step-rate benefit accrual formula (Method 1) or a level
accrual formula (Method 2). Under Method 1. the annuity accrual rate for a Basic Plan member is
2.2 percent of average salary for each of the first ten vears of service and 2.7 percent for each
remaining year. The annuaty accreal rate for a Coordinnted Plan member is 1.2 percent of average
salary for each of the first ten years and 1.7 percent for each remaining vear. Under Method 2, the
annuity accrual rate is 2.7 percent of average salary for Basic Plan members and 1.7 percent lor
Coordinated Plan members. for each year of service. For members hired prios to July 1, 1989, a full
annuity is available when age plus years of service equal ¥ and normal retirement age is 65, For
members hired on or after Julv 1, 1989, pormal retirement age 15 the age for unreduced Social
Security benefits capped at 66,

i=fi

Benefits for Police and [ire Plan members firs hired after June 30, 2000 but before July 1, 2014
vest a prorated basis from 50 percent afler five yedrs up 1o 100 percent after tén vears of credited
service,  Benefits for Police and Fire Plan members first hired after Jume 30, 2004 vest on o
prorated basis from 50 percemt after ten years up to 100 percent after twenty years of credited
gervice, The annusty acorual rate is 3 percent of average salary for each vear of service.
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Defined Benefit Pension Plans
A, Plan Description
Benefits Provided
2. Police and Fire Plan Benefits (Continued)

For Police and Fire Plan members who were first hired prior o July 1, 1989 a full annuity is
pvailabbe when age plus vears of service equal m feast 910,

B. Coniribuiions

Minnesora Statwtes Chapter 3533 sets the rates for employer and emploves contributions. Contribution
rates cin only be modified by the state legislature.

eneeal Emil Fund Contriba

Basic Plan members and Coordinated Plan members were required to contribaste 9.1 percent and
6.50 percent, respectively, of their anmeal covered salary in calendar year 20017, The City of Frazee
was required 1o contribute 11,78 percent of pay for Basic Plan members and 7.50 percent for
Coordinated Plan members in calendar vear 2007, The Coty of Frsee’s comtributions to the
General Emplovees Fund for the vear ended December 31, 2017, were 326293, The City of
Frazee's contributions were equal 1o the required contributions as sct by state statule,

Poli § Fite Furid Conlribigt
Plan members were required to contribute 10.8 percent of their annual covered salary in calendar
year 2017. The City of Frazee was required to contribute 16.20 percent of pay for members in
calendar year 2007, The City of Frazee's contributions to the Police and Fire Fund for the vear

enched December 31, 2017, were 535,516, The City of Frazee's comtributions were equal o the
regquired contribamions as set by stlate statle.

€. Pension Costs

Ceneral Emplovees Fund Pension Costs

At December 31, 2017, the Ciy of Frazes reported o lability of 5338 349 for its proportionate
share of the General Employees Fund’s net pension liability. The City of Frazee's net pension
liability reflected a reduction due to the Stte of Minnesola's contribution of 39 million to the fund
in 2007, The State of Minncsota considered a non-emplover contribating entity and the State’s
contribution meets the definition of a special funding situation. The State of Minnesota's
proportionate share of the net pension liability associated with the City of Frazee totaled $4,245.
The net pension liability was measured as of June 30, 2017 and the 1otal pension liability used o
calcuilate the net pension liability was determined by an actuanial valuation as of the date. The City
of Frasee's proportion share was 0053 percent which was a decrease of 0002 percent from its
proportion measured as of Jume 30, 2006, There were mo provision changes during the
measurement period.
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IV. Defined Benefit Pension Plans

Pensi Is

C.

General Emplovees Fund Pension Costs (Continued)

For the vear ended December 31, 2017, the City of Frazee recognized pension expense of $9.819
for its proportionate share of the General Employees Plan’s pension expense. In addition, the City
of Frasee recognized an additionnl 5123 as pension experse {and grant revenue) for its
proportionate share of the State of Minnesota's comribution of %9 million to the General

Emplovess Fund.

At December 31, 2017, the City of Frazec reported its proportionate share of the General
Emplovees Plan's deferred outflows of resources and deferred inflows of resources related 1o

pensions from the following sources;
Diptigrrest Cnnflises D lerveal livlliras

ol Howmstoek il Resources
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513309 reported as deferred outllows of resources related 1o pensions resulting from the City of
Frazee's contributions subsequent to the measurement date will be recognized as a reduction of the
net pension liakility in the year ended December 31, 20017, Other amounts reported as deferred
outflows and inflows of resources related to pensions will be recognized in pension expense as
follows:

¥ear wmidedd Dpgwrritar 111 Ppwiyan I spameg A
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At December 31, 2017, The City of Frazee reporied a liability of 5202518 for its proportionate
shiare of the Police and Fire Fund’s et pension lability, The net pension liability was measuned as
of June 30, 2017, and the total pension liability used 10 calculate the net pension liability was
determingd by an actuarial valumion as of that date, The City of Frazees proportion of the net
pension liability was based on the City of Frazee's contribations received by PERA dunng the
measurement period for employer payroll paid dates from July 1, 2016, through June 30, 2017,
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IV. Defined Benedit Pension Plans
C.  Pension Costs
3 Police and Fite Funsl Pension Coss (Continasd)

refative to the total emplover contributions received from all PERA s panticipating emplovers, Al
June 30, 2017, the City of Frazee's proportion was 015 percemt which was a decrease of 001
percent from its proportion measured as of June 30, 2016. The City of Frazee also recognized
§1.350 for the year ended December 31, 2017 as revenue and an offsetting reduction of net pension
linkiliy for its proportionate share of the State of Minnesota®s on-behall contributions 1o the Police
and fire Fund, Legislation passed in 2003 required the State of Minnesota begim contribution 59
million to the Police and Fire Fund each vear, starting in fiscal year 2014,

There were no provision changes during the measuremiend period.

For the vear ended December 31, 2007, the Cuy of Frazee recopnized pension expense of
15327221 for s proporionale share of the Police and Fire Plan’s pension expense,

As of December 31, 2017, the City of Frazce reported its proporntionate share of the Police and Fire
Plan’s deferred outflows of resources and deferred inflows of resources related to pensions from
the following soarges:

Defereed Dulleras Defermed Infiows
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£12,396 reported as deferred outflows of resources related to pensions resulting from the City of
Fraree's contributions subsequent (o the measurement date will be recopnized as a reduction of the
net pension liability in the wvear ended December 31, 2017, Other amounts reported as defermed
outflows and inflows of resources related to pensions will be recognired in pension expense as
follows:
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IV. Defined Benefit Pension Plans (Continued)
Actuarial Assumptions

The total pension lability in the June 30, 2017, actuarial valuation determined using the following
actuarial assumpiions:

I

Inflation 2,50 per vear
Active Member Pavroll Growth 3.25% per year
Investment Rare of Retumn 7.50%

Salary increases were based on a service-related table. Monality rates for active members, retirees,
survivors and disabilitants were based on RP-2014 mbles for all plans for males and females, as
appropraate, with slight adjustments to fit PERA's expenience. Cost of living benefit increases for
retirecs ane assumed 1o be: | percent per vear for all future vears for the Genernl Emplovees Plan
through 2044 and Police and Fire Plan through 2064, and then 2.5 percent thereafter for both plans.

Actuarial assumptions used in the June 30, 2017 valuation were based on the results of actuarial
experience studies.  The most recent four-vear experience study in the General Employees Plan was
completed in 20015, The most recent five-year experience study for the Police and Fire Plan was
complered in 2016,

The following changes in actuarial assumplions occurred in 201 7

Ceperal Employees Fund

L.

I-F

The Combined Service Anmuity (C5A) loads were changed from 0.8 percent for active
meembers and 60 percent for vested and nos-vested deferred members. The revised CSA loads
are now 0.0 percent Tor active member liability, 150 percent for vested deferned member
liabality, and 3.0 percent for non-vested defamed member liabiliny.

The aswumed post-retirement benefit increase rate was changed from 1.0 percent per vear for all
years to 1.0 percent per vear through 2044, and 2.5 percent per year thereafer.

Poli { Fire Fund

Assumed salary meoreases were changed as recommended in the June 30, 2016 experience
study. The net effect 1= proposed rates that average 0.34 percent lower than the previous rates,

. Assumed rates of retirement were changed, resulting in fewer retirements.

The Combined Service Annuity (C5A) load was 30 percent vested and non-vested deferred
members. The CSA has been changed to 33 percent for vested members and 2 percent for non-
wvested members.,
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IV. Defined Benefit Pension Plans

[3.  Actuorial Assumpiions

Polise and Fire Fund (Continued )

4,

The base mortality table for healthy annuitants was changed from the RP-2000 fully
generational table 1o the RP-2014 fully generational table {with o base vear of 2006}, with male
rates adjusted by a factor of 0.9, The mocality improvement scale was changed from scale
AA to Scale MP-2016. The hase mortality table for disabled snnuitanis was changed from the
RP-2000 disabled mortality table to the mortality tables assumed for healthy retirees.

Assumed termination rafes were decreased to 3.0 percent for the first three vears of service,
Rates bevond the select period of theee vears were adjusted, resulting in more expected
termingtions overall,

Assumed percentage of married female members was decreased from 63 percent to 60 percent.
Assumed age difference wis changed (rom separale assumplions for male members (wives
assumied to be three vears vounger) and female members (husbands assumed to be four vears
older) i the azsumption that males are two vears older than fermales.

The assumed percentage of female members electing Joim and Survivor annuities was
increased.

The assumed post-retirement benefin increase mie was changed from 100 percent for all years
to 10D percent per year through 2064 and 2.5 percent thereafier.

The State Board of Investment, which manages the investments of PERA, prepares an analysis of the
reasonableness of the long-term expected rate of retumn on a regular basis using a building-block method
in which best-gstimate ranges of expected future rates of return are developed for each major asset class,
These ranges are combinied 1o produce an expected long-term rate of return by weighting the expecied
future rafes of retum by the arget asset allocation percentages. The target allocation and best estimates
of geometric real rates of retum for each major assel class are summarized in the following table:

LongTam Expocted Rl

Aniet Clay Target Allocation Raig al Retum
Momesic Sincks El | P
Intematipnal Stacks L 5 M
Pt PLE 0. 75%
Alernalive Asscis 0% §.0%
Cinh He LR L
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t i
Discount Bate (Contimeed)

The discount rate used to measure the total pension Rability in 2017 was 7.50%. The projection of cash
flows wsed 1o determine the discoun rate assumed that contributions from plan members and emplovers
will be made at rates set in Minnesota Statutes. Based on these assumptions, the fiduciory net position
of the General Emplovees Fund and the Police and Fire Fund was projected to be available 1o make all
projected future benefit pavments of cument plan membeérs, Therefore, the lomg-term expecied rate of
return on pension plan mvestments was applied o all periods of projected benefit pavments to
determing the todal pension liability.

Peision. Lisbilit Sefsitivity

The following presents the City of Frazee's proportionate share of thi net pension liability for all plans
it participates in, calculated using the discount rate disclosed in the preceding paragraph, as well as what
the City of Frazee's proportionate share of the net pension lizbility would be if it were calculated using a
discount rate one percentage point lower or one percentage point higher than the current discount rate:

Sensstivily of et Pension Liability ot a Single Discount Hate
General Employees Fund

1% Decresie i Dhacoas 1% bewcreane in [Hscount
Loy off Franoe Rt (6 5% Dhiggpmni Rate (7. 4] Rate (R 5Fa)
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el Penlon Luabnliny 5 434 50 i LTI T [LERe 1]
Sensstivity of Met Pension Linbility af o Smgle Discognt Fate
Folice and Fire Fund
1% Decreme 10 Dheiceani 1% lngreane wh Dhscouil
iy of Frares Fade (4 600 [isgouni Rk i 5.60F) Pty | B
Miofiaift bl st
Bet Pennion |Lishikey % IRl % MIAE 8 4 841

Pension Plan Fiduciary Met Position
Detailed information about each pension plan’s Ndecinry nel position is available in a separaielv-isseed

PERA financial report that includes financial statements and required supplementary information. That
report may be obtained on the imernet at www. mnperaorg.
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Defined Benefit Pension Plan — Firefighters Relicl Association
A, Plan Description

Firefighters of the City of Frazee are members of the Frazee Firefighters Reliel Association, The
Association |s the sdministrutor of the single-employer defined benefit pension plan available o
firefighters. The plan is administered pursuant 1o Minnesota Statues, Chapter 69, Chapter 424A, and the
Association’s by-laws. As of December 31, 2017, membership includes 28 active panicipants and 5
deferred members entitled to benefit but not vet receiving them. The Plan issues a stand-alone financial
statement,

. Benefits Provided

Authority for payment of pension benefits is established in Minnesota Statues §69.77 and may be
amended only by the Minnesota State Legislnure. Each member who is at least 50 vears of age, has
retired from the Fire Department, has served ai least 20 years of active service with such department
before retirement shall be entitled to a lump sum service pension in the amount of $1,200 for each year
active Fire Department service (including each vear over 20) but not exceeding the maximum amount
per year of service allowed by faw for the minimum average amount of available financing per
firefighter as prescribed by law.

Pursuant 10 Minnesota Statutes §424A4.02, Subds. 2 and 4, members who retire with 10 vears of service
and have reached the age of 50 years are cligible for a retivement benefit. Members who retired before
full retirement age and years of service requirements are eligible for a reduced benefit. hased on the
vesting schedule as set forth in Minnesota Statues §424A.02, Subd. 2{c). During the time a member is on
early vested pension, they will not be eligible for disability benefits.

If a member of the Association shall become permanently or totally disabled, the Association shall pay
the sum of §1,200 for each year the member was an active member of the Frazee Fire Department. If a
member who received a disability pension subsequently recovers and retuma to active duty. the disability
pension is deducted from the service pension. A death benefit is also available, which is pavable 10 a
SEFVIVOT.

Minnesota Statues Section 4244, 10 provides for the payment of a supplemental benefit equal to 10
percent of a regular lump sum distribution up o @ masimum of §1,000. The supplemental benefit is in
lieu of state income tax exclusion for lump sum distributions and will no longer be available if state tax
law s modified 1o exclude lump sum distributions from state income 1ax. The Association qualifies for
these benefits,

. Coptributi

Minnesota Statues Chapter 69,772 specifies minimum support rates required on an annual basis. The
minimim support rates from the municipality and from state ald are determined as the amount required
to meet the normal cost plus amortizing an existing prior service costs over a 10-vear period. The
significant actuarial assumptions used 1o compute the municipal suppon are the same as those used 1o
compaite the acerued pension liability. The association is comprised of volunieers; therefore, there are no
payroll expenditures (i.e, there are no payroll percentage calculations). The minimum contribution from
the City and state aid is determined as follows:
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V. Defined Benefit Pension Plan — Firefighters Relief Association
C. Contobutions {Continued)
Sooernud [ s
¥ Aminieraten Fomest on Usfinded Acorucd Liskillity Prior w0 Any Change
% Amomtitation Comtribution on LUnfunded Acorved Linbiliy Amributed ro Ay Change
r Adrministrative Exprones
Anticipated Sue Aid
Projecizd Invesiment Esmings
- Titad Contribution Requined
—_——

The Plan is funded in pant by fire state aid and, if necessary, City contributions. The State of Minnesota
distributed to the City %0 in fire smte aid paid by the City 1o the Relief Association for the vear ended
December 31, 2017, Required emplover contributions are calculated anmually based on statutory

provisions. For the year ended December 31, 2017, there was no statutorilv-required City contributions
to the plan,

D Pension Costs

At December 31, 2017, the City reponted an asset of $114,654 for the Association’s nel pension asset.
The net pension asset was measured as of December 31, 2016, and the total pension asset used to
calculate the net pension asset was-determined by an aciuarial valuation as of that date.

As & result of its requirement 10 contribule to the Reliel Association, the City recognized expense of S0
for the year ended December 31, 2017, As December 31, 2017, the City reported deferred outflows of
resources from the following sources:

Deferred Oiatfloras D ferred Inflows
Chescriptiom of Renaurce ol Resrrrem
IhTereries betwenn expoctiod and sctl Tabiliy % s 5
Chanpes in assumpiions -
et Eiorenics hetwoen projecied and il imveitmeni camings 13, fetelh
Temsl 5 1365 4 -
SN EE————————

Other amoants reported a8 defermed outflows and inflows of resources related 1o the Association’s
pension will be recognized in pension expense as follows:

Penilon Expenag
Yeear Ended December 51 Ao
peil} 3 5 L 1
pai | 1 ]
o 30
i | 3
. L
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ociation (Continued)

The actuarial total pension liability was determined as of December 31, 2017, using the following
actisrial assumptions, applied 1 all pericsks included in the measurensent:

Waluabom Dass | 2302007

Acsumrial Cosg Method Ensry Age Nosmal

Asaet valusizon method Slarkct value of aadcts
Descomum Fate 5250
Expected resum on plan asaeis 33%%
Inflatin rasg 1.8

The best-estimate of expected future real rates of returmn were developed by aggregating data from
several published capital market assumption surveys and deriving a single best-cstimate based on the
average survey values. These capital market assumptions reflect both historical market experience as
well as diverse views regarding anticipated future returns. The expected inflation assumption was
developed based on an analysis of histoncal expenence with forward-looking expectations available in
market dia.

Best estimates of geometric real and nominal rates of retum for each major asset class included in the
pension plan’s asset allocation as of December 31, 2017 are summarized m the following table:

Ablocation ml Losrg-icrm Expocned

Asset Clas [rocemaher 31, 2007 Real Rate of Retum
Cash and equivalents TR P 51
Equitics S0P S T
Fixed income 3100 1 HPs
(e |G e
Toea! 1000 D §.25%

Discount Rate

The discount rate wsed 1o measure the totnl penston lability was 5.25 percent. Assels were projectied
using expected benefit payments and expected assel felums. Expectad benefit payments wene
discounted by vear using expected assel retum assumption for years in which the assets were sufficient
to pay all benefit payments. Any remaining benefit payments after the trust fund is exhausted are
discounted at the municipal bond rate of return. The equivalent single rate is the discount rate. Based on
those assumptions, the pension plan’s fiduciary net position was projected to be available to make all
projected future benefit payments of current plan members.
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V. Defined Benefit Pension Plan - Firelighters Reliel Association (Continued)
G.  Pension Asset Sensitivity

The following presents the City’s proportionate share of the net pension asset of the Association,
cikulnted using the discount rate of 5.25 percent, as well as what the Association”s net pension liability
would be if it were calculored using a discount rate that is one percentage point lower (4.25 percent) or
o percentage point higher (6,25 percent) than the current rve:

1% Deecrease (4. 355 Miteponss Haie (4 319%) 1% Increase (B 1000

Propartsnale share of
tod Pevan ity 5 {1Es ) 5 A EAER % LR

H. Pension Plan Fiduciary Met Position

Detailed information about the Frazee Firefighters Relief Association Plan’s fiduciary net position is
available in a separately-issued financial report that includes financial statements and required
supplementary mformation. That report mav be obtained from the Board of Trustees of the Frazes
Firefighters Reliel Assacintion Plan at the City of Frieee, PO Box 357, Frazee, Minnesota 36544,

The City. in connection with the normal conduct of its affairs, may be involved in various claims,
Judgments, and litigation. The City Council estimates that the potential claims against the City mot
ecovered by insurance resulting from such litigation would not materially affect the financial statements
of the City,

B.  Rish Management

The City 15 exposed to various nsks of loss related to wrns: theft of, damage, or destruction of assets:
EITOrs OF amissions, injurics (o emplovees; emplovee health coverage: or nawral disasters. The City has
entered into 4 joint powers agreement with other Minnesota cities to form the League of Minnesola
Cities Insrince Trust { LMCIT) to cover workers™ compensation and property and casualty liabilities.
There were no significant reductions i inswance from the prior year. The amount of settlements did
ot exceed insummnee covernge for each of the past three fscal vears,

The League of Minnesota Cities Insurance Trust is a public entity risk pool currently operated as a
comimon sk management and msurance program for its members, The City pays an anmunl premium
based on i1z anmual payroll and an expertence modification factor for workers” compensation coverage.

C.  Joint Venture
F Burli Siiwertesl Joknt Poiwers Boant
The Frazee Burlington Silverleal Joint Powers Board was formed on Movember 18, 1991 under the
authority of the Joint Powers Act, pursuant 1o Minnesota Satutes, § 471,39, and includes the City of

Frazee and the Towns of Burlington and Silverleaf. The purpose of the Board is to create and operate a
facifity for solid waste composting and recycling.
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' of Signifi
Joint Venure
Frazee Burlington Silverleal Joint Powers Board (Continued)

Control of the Board is vested in the Frozee Burlington Sifverleal Joini Powers Board, which is
composed of two governing members from each participating <ity and town, In the event of dissolution
af the Frazee Burdington Silverleal Joimt Powers Board, the net assets at the time shall be distribaned 1o
the respective participants in proportion to the contributions masde by each,

Funding is provided by participants in amounts determined by the Board on an annual basis. Complete
financial imformation can be obtained from the City of Frazee Admimistraton/Clerk/ Treasurer, City Hall,
P.O. Box 387, Frazee, Minnesota 56544,

Vil Component Linit hsclosures

A-

.  of Signifi s Polici

The financial statements of the discretely presented component unit is prepared in accordance with
accounting principles generally scoepted in the United States of America (GAAP), The Governmental
Accounting Standdards Board (GASB) is responsible for estublishing GAAP for state and local
governments  through its pronouncerments (stalements and interpretations).  The more significant
accounting policies established in GAAP and wsed by the componem unit are discussed below,

I. Financial Reporing Entity

The Ecopomic Development Avthority (EDA) wis creagied purssant 1o Minnesoda Statuies §
469,090 through 469,108 10 carry out economic and industrial development and redevelopment
within the City in sccordance with policies established by the Council. The live-member board
consists of two Councill members and three other Council-appointed members, The EDA may
exercise any of the powers enumerated by the auhorizing stanse without prior approval of the
Council {(docs not include power o issuc bonds).

The Economic Development Authonity iz an enterprize fund, This entity 1 a component unit of the
City of Frawee beciuese the City is financially accouniable for it and it is discretely presented in the
City of Frazee™s financial statements.

2. Hasis of Presentation
The component unil does not isswe separately audited component unit financial swutements.

Additional  financial information c¢an  be  obained from  the Citv  of  Frazee
Administraton Clerk Treasurer, City Hall, P.O. Box 387, Frazee, Minnesota 56544,

The discretely presented component unit is sccounted for an enterprise fumd, with a s&t of sz2lf-
balancing accounts that comprise its assets, liabilities, revemues, and expenses (ic., the combining
statement of net position and the combining statement of revenuees, expenses, and changes in net
position). Enterprise funds are used o account for (1} operations that provide a service to citizens
financed primarily by charging users for that service; and (2) activities where the periodic
measurement of net mcome 15 considered appropriate for capital maintenance, public policy,
management control, accountability, or other purposes,
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V1L Component Linit Disclosures

AL Summary of Sienificant unlin licies { Continued)

Y ¢ | Basis of A :

The eomposent unit is reported using the economne resonrces measiresn focns and the oecrval
hasis of acomaring. Revenues are recorded when camed, and expenses are recorded when a
liability is incurred, regardless of the timing of related cash flows. Grants and simdlar items are
recognized as revenue as soon as all eligbility requirements imposed by the provider have been
L

When both restricted and unrestricted resources pre avallable for use, it 15 the component unit
policy to wse restricted resources first, then unrestricted resources as they are needed

4. Assets, Liabiligies, and Net Position

Cash.and Cash Equivalsnis
The component unit has defined cash and cash equivalents to include cash on hand and demand
depasits.

Depasits and [nvestments

The cash balances of the funds are invested by the City Administrator'Clerk Treasurer for the
purpose of increasing earmings through investment activities, Pooled and fund investments and
are reported at their fair value at December 31, 2007, based on marketl prices,  [nvestment

edmings on cash and pooled investments are allscated 1o the funds with deposits.  Total
invesiment earnings for 2017 were 524,

Capital Asscts

Capital assets, which include land, buildings and improvements. improvements other than
buildings, and machinery and equipment, are reported in the appl:':.ahlt component unit column
in the financial statements. Capital assets are defined by the government as assets with an
initial, indivichial cost of more than 55,000 and an estimated uwselul Nife in excess of two vears,
except lond and comstruction in progress which 15 capitalized regardless of cost, Capital assets

are recorded a2 historical cost or estimated historical cost when purchased or constructed.
Donated capital assets are recorded at estimated fair marked value at the date of donation,

The costs of nomal mmmtenance and repairs that do ot add to the value of the assel or
materially extended the life of the asset are not capitalized. Major outlays for capital assets and
improvements are capitalized as projecis are constructed. Interest incurred during the
construction phase of capital assets of business-fype activities is included as pant of the
capitalized value of the assets constructed, During the current peniod, the componen! wnits did
not have any capitalized interest.
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VIL. Compenent Unit Disclosures
A S ¢ Sienificant A ing Poli
4. Asscts, Liabilities, and Net Position
¢ Capital Assets (Contined )

Buildings and improvements, improvemenis other than buildings. and machinery and
equipment are depreciated using the straight-line method over the following estimated useful

lives:
Assets Years
Buildings and improvements -3
Improvements other than buildings L
Machinery and equipment 13

d.  Long:Temm Obligntions

Long-term obligations are reported as liabilities in the component unit activities.
e.  Us¢of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumplions that affect the reported amoums of assets and liabalities and disclosure of
contingent amounts at the date of the financial statements and the reported amoints of revenues
and expenses during the reporting period. Actual results could differ from those estimates,

B, Detailed Notes on All Funds

Assets
Deposits and Investments

All cash and pooled investments of the component units are on deposit with the City of Frazee
Administrator/Clerk/Treasurer and included within its cash and pooled investmenis.
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Wil. Component Unit Disclosures

B. Detailed Notes om All Funds
. Assets (Continued)

Capital Assels

Capital asset activity for the component unit for the year ended December 31, 2017, was as
ol liwws:

Begannang Ending

Halifide lnreaes Dhocieascs Hslanc
Capatal assets, nod beirg depeoiiaied

Land

Ecosomic Deselopment Auibaoriny £ H1043 § D0 A0S b - % 16T
Copizs) asseis being depreciaied

Baikfings and improvements

Economic Development Authority 5 164912 g . g . % 680357

lews; secumulaied depreciation foe
Bugildengs and imgrovements

Eopnomic Developeeam Authonty § 11368 & 500 i . I

Total accumulated deprecistion § 2235 0§ s%01 . % 186

Total capital assets, depreciated, nol § 132567 & (55003 8 . % 127066

Todal Capital Asnets, Net 5 211660 I8 (12 b3 - $ JOH.TaF
Bepreciation Expense

Depreciation expense of $5,501 was charged to the Economic Development Authority.
C.8 ¢ Signifi ~onii . | Chther |
Risk Managemeni
The discretely presented component unit is exposed W various risks of loss related 1o fons; theft of,
damage, o destruction of asscls; cfTofs OF OMISSHINS, in']u'iﬂ. io emplovess: or natural disasters. The
component umit is covered under the City of Frazee's membership in the League of Minnesota Cities
Insurance Trust {LMOCIT) to cover workers' compensation and property and casualty labalities. There

were no sipnilicant reductions i insurance from the prior vear, The amount of settlements did not
exceed insurance coversige for the past three Miacal vears.
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SCHEDULE OF CONTRIBLUTIONS
FUBLIC EMPLOYEES RETIREMENT ASSOCIATION OF MINMESOTA
FOR THE YEAR EXNDED DECEMBER 31, 2007
CENERAL EMPLOYEES RETIREMENT FUND PENSION PLAN
Cantribmtions in Cosrribalions as s
LEafutarsly Helatwn fo (b Conlribalion Percemiage of
Fiscal Required Statutorily Required Dheficizncy Covered- Covered
Year Ending Caniribuiian Cantribation { Exgess) Payrodl Pavroll
evember 30, 2007 % i 293 5 6,293 L ki 7.5
December 31, 206 5 AT % 15478 5 32333 7.5%
Degember 11, 201 S 1 24 593 5 24 590 £ 130 e i

Fiscal
Viear Emiding

December 30, 1017
December 31, 2016
Dhecomber 51, 2015

PURLIC EMPLOYEES POLICE AND FIRE FUND PFENSION PLAN

Centributions in Canlrihaliies, gs a
Starudorily Relatioon t ilse Contribotion Percemimge of
Hequired Siaimtorily Reguired Deficiensy Cavered- Covered
Contributisn Cenlribation {Exgesa) Pavrodl Pay roll
5 25,156 5 15158 b1 145 0400 6.2
L] 24,50 ] 34.940 5 153,951 146.2%
5 15,553 5 25,543 b1 157,733 16.2%

Thez mmcs. o the requined wupplementary infrmation are an intogral parnt of This statermeni.
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CITY OF FRAZEE

FRAZEE, MINNESDOTA
edlule

VOLUNTEER FIREFIGHTER RETIREMENT PFLAMN
FOR THE YEAR ENDED DECEMBER 31, 2017

SCHENLE OF CONTRIBUTIONS

mnrrillint s i Conirghuiions as 2
Sqatutorily Hilation 1o ik Coatribution Convered- Percemtage of
Fiwcal Krimirnd Atwimierily Required Deficiency Employee Cenerod-Employ o
W ear F!ﬁ:nl Contribmiion Comtribution iFxeess) Fasrull Fayroll
December 31, M1 T b L4 L1 hA, b T
December 31, 2004 % 5 £ bl A
SCHEDULE OF PROPORTIONATE SHARE OF NET PENSION LIABILITY
Frupartionate Share
of the Med Pension  Plan Fiduelary Neq
Praportion Froporticaste Lisbility ax a Pasition &
of the Share uf the Covernd- Pereomiage of ity Percentage of the
Fiacal Pet Fension et Peavion Emplace Covered-Employee Tutnl Pension
¥ear Fading ILishliey Liabdlity {Assatj Payrull Payrall Liabilety | Assel )
Faruars |, J0FT I & il 1a654) LY WA 1 3 i
lanuary |, 20L& 118 £ (U4 504 Py oA [ 1.0
The notes 1o the required supplementary information are an integral par of this statemant. Fage 63



CITY OF FRAZEE
FRAZEE, MINNESOTA

NOTES TO THE REQUIRED SUPPLEMENTARY INFORMATION
AS OF AND FOR THE YEAR ENDED DECEMBER 31, 2017

Budgetary Information
Budget Policy

Annual budgets are adopted on a basis consistent with accounting principles generally accepted in
the United States of America. All annual appropriations lapse a1 fizcal vear-end.

In Seprember of each vear, the City Council drafts a preliminary budget after giving interested
citivens a reasonable opportunity (o be heard  The final budget is approved in December and a
certified bevy is send to Becker County.  Truth in taxation requires that a final levy may nod exceed a
preliminary levy.

The appropriated budget 15 prepased by fund, function, and department. The legal level of budgetary
control (i.e. the level a which expenditures may not legally exceed approprintions) is the
depanmental level.

Excess of Expenditures Over Budizet
The following depantments had expenditures in excess of budger for the vear ended December 31,
2017
Expenditure Budga Excess
Geeral Fund
Crenieral goeveresmend
Plannung commission 5 ETUTI. nzs % (8,754
i sadigy
Fire 14021 EAH) {29.391)
Fiew reliel assssciaton 25 30% 1T i %, iy
Rzsonre squad 1817 (L (LB
Sanitation
Recveling 45950 4 K10 i 1t
Solsd waste i, 38 - (B 53K}
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L. Net Pension Liahality

The information presented in the required supplementary schedules was used in the actuarial
vituation for purposes of determining the actuarially determined contribution rates. The assumptions
and methods used for this actuarial valuation were recommend by PERA and adopted by the City
Council. Changes in actuarial sssumptions can be found in the notes 1o the Nnancial statements.

A. General Employees Fund
L. 2017 Changes in Actuarial Assumptions
®  The Combined Service Annuity (CSA) loads were changed from 0.8 percent for active
members and 60 percent for vested and non-vested deferred members. The revised

C35A loads are now 0.0 percent for active member liability, 15.0 percent for vested
deferred member liability, and 3.0 percent for non-vested deferred member liability.

*  The assumed post-retirement benefit increase rate was changed from 1.0 percent per
year for all years to 1.0 percent per vear through 2044 and 2.5 percent per vear
thereatier.

!-l

ial Assumgpdi

*  The assumed post-retirement benefit increase rate was changed from 1.0 percent per
year through 2033 and 2.5 percent per vear thereafter to 1.0 percent per vear for all
years,

& The assumed investment retum was changed from 7.9 percent to 7.5 percent. The
single discount rate wis changed from 7.9 percent to 7.5 percent.

»  Other assumptions were changed pursuant to the experience study dated June 30, 2015,
The assumed fiture salary increases, payroll growth, and inflation were decreased by
0.25 percent to 325 percent for payroll growth and 2,50 percent for inflation,

3. 2013 Changes in Actuarial Assumptions

*  The assumed post-retirement benefit increase mte was changed from 1.0 percemt per
year through 2030 and 2.5 percent per year thereafier to 1.0 percent per vear through
2035 amd 2.5 percent per vear thercatter.

4. 2015 Changes in Plan Provisions

s  On January |, 2015 the Minneapolis Employees Retirement Fund was merged into the
Cieneral Employees Fund, which increased the total pension lHability by $1.1 billion and
increased the fiduciary plan net position by $892 million. Upon consolidation, state and
emplover contributions were revised.
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Met Pension Liability (Continued)

B. Police and Fire Fund
L2017t b Actumrinl A .

Assumed salary increases were changes as recommended o the June 30, 2016
experience study. The net effect is proposed rates that svernge 0.34 percent lower than
the previows rates,

The Combined Service Annuity {CSA) load was 30 percent for vested and non-vested
deferred members. The CSA has been changed to 33 percent for vested members and 2
percent for non-vesled members.

The base morality table for bealthy annuitants was changed from the RP-2000 fully
generational table to the BP-2014 fully generational table (with a base vear of 2006},
with male rates adjusted by a factor of (L96. The mortality improvement scale was
chanped from Scale AA o Scale MP-20016, The base momality mable for disabled
annuitants was changed from the RP-2000 disabled mortality table to the morality
tables assumed for healthy retirees.

Assumed termination rales were decreased to 3.0 percent for the fiest three vears of
service. Rates beyond the select period of three years were adjusied, resuliing in more
expected terminations overall,

Assumed percentage of married female members wis decreased from 63 percent to 60
percent,

Assumed age difference was chanped from separste assumptions for male members
(wives assumed to be three yvears younger) and female members (husbands assumed 1o
be four years older) to the assumption that males are two years older than females.

The assumed percentage of female members electing Joing and Survivor annuilies was
increased,

The assumed post-retirement benefit increase rate was changed from 10N percent for
all vears to 100 percent year through 2064 and 2.50 percent thereafter.

2. 2016 Changes in Astuarial Assumptions;

The assumed post-retirement benefit increase rate was changed from 1.0 percent per
vear through 2037 and 2.5 percent thereafter to 1.0 percent per vear for all future yvears.

The assumed investment retun was changed from 7.9 percent to 7.5 percent. The
single discount rate changed from 7.9 percent to 5.6 percent.
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FRAZEE, MINNESOTA

1L ion Liabilit
C. Polise and Fire Fund
1. 006 Changes in Actuarial Assumptions (Continued)

*  The assumed future salary increases, payroll growth, and inflation were decreased by
.25 percent to 3.25 percent for payroll growth and 250 percent for inflation.

4. 015CY . il A .
*  The assumed post-refirement benefit increase rate was chamged from 1.0 percent per

vear through 2030 and 2.5 percemt per year thereafter to 1.0 percent per vear through
2037 and 2.5 percent per vear thereafter.

3. 2003 Changes in Plan Provisions
® The post-retirement benefit increases to be paid afier atiainment of the 9 percent

funding threshold was changed, from inflation up to 2.5 percent, 1o a fixed rate of 2.3
percet,
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CITY OF FRAZEE
FRAZEE, MINNESOTA

NONMAJOR GOVERNMENTAL FUNDS

Special Revenue Funds

The Cemetery Special Revenue Fund i used 10 sccount for and repont activities of the cemetery.
Financing is provided by the sale of cemetery plots and charges for services restricted for perpetual care,

The Storm Water Special Revenue Fund s used to account for and report the activities of the Citv's storm
drainage system. Financimg 15 provided by charpes to residents for sérvices assigned [o sanitation.

The Revolving Loan Pool Special Revenue Fund is used to account for and report revolving boans.
Financing is provided by loan repayments committed (0 economic development.

The T1F 1-3 Red Willow Heights Special Revenue Fund is used to account for and report the activities of
the Red Willow Heights project. Finamcing 15 provided by tax mcrement financing assigned to econamic
development,

The T1E_1-4 Swift Site Special Revenue Fund is used 1o account for and report the activities of the Swifl
Site project. Financing is provided by tax increment financing assigned to economic development.

The TIF 1-5 Downtown Renpvations Special Revenus Fupd is used to account for and repon the
activities of the Downlown Renovation project. Financing s provided by tax increment financing
assigned to economic developmeni.

Debt Service Funds

The 200 Strect Improvements Debi Service Fund is used 1o sccount for and report debt associated with

General Obligation Refunding Street Improvement Bonds of 2012 for street improvements.  Financing is
provided by a general levy and special assessments restricted for debt service,

The Southeas: Area and Main Ave West Debt Scrvice Fund is used to account for and report debt
associated with General Obligation Improvement Bonds of 2007 for street and utility improvements,
Financing is provided by a geperal levy and special assessments restricted lor debt service,

; i d is wsed to account for and report debt
sssociated mlh Gmn’.lJ ﬂh:llgmm-n Impmvn:mcrlt Bu:m;ll of 2003 for streed and -LmHl:f improvements.
Fimancing = provided by a general levy and special assessments restricted for debt service,




CITY OF FRAZEE
FRAZEE, MINNESOTA

NONMAJOR GOVERNMENTAL FUNDS

Capital Projects Funds

The SCDP Grant 2007 Capital Projects Fund 1= used to acoount for and report the financial resources of
the Small Cities Development Program. Funding is provided by prants and special assessments assigned
1o capital projects,

! -apd i el 5 used 10 sccount for and report
the 4™ Sm::'r and I'I-'I'.uplr: ﬁnmu: !Tm:rmrtmr:nts F‘m_r-&cl I"-r.l.ndmg i5 provided by bomds and special
assessmenis assigned 1o capital projects,

The Strect and Utility Improvements Capital Projects Fund is used to account for and report the financial
resources of street and utility projects.  Financing is provided by special assessments and bond procecds
assigned o capatal projects. Thas fumnd was closed by a transfer from the General Fund in 2007,
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FRAZEE, MINNESOTA
Statement 7
COMBINING BALANCE SHEET
MONMAJOR CAPITAL PROJECTS FUNDS
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CITY OF FRAZEE

FRAZEE, MINNESOTA
Schedule f

SCHEDULE OF FINDINGS AND RESPONSES
FOR THE YEAR ENDED DECEMBER 31, 2017

FINDINGS RELATED TO FINANCIAL STATEMENTS AUDITED IN ACCORDANCE
WITH GAVERNMENT AUMTING STANDARDS

ISLY hSs W SOLVE
Segregation of Dutics
Criteriy: Management is responsible for establishing and maintaining internal control. This responsibility
includes the internal controls over the various accounting cycles, the fair preseniation of the financial

statements and related notes, and the accuracy and completeness of all financisl records and related
information. Adequate segregation of duties is a key internal control in an organization’s accounting svitem.

Condition: Due to the limited number of personnel within the City, segregation of the accounting functions
necessary 1o ensure adequate intemal accounting control is not possible. Generally, one person is responsibile
tior the (inancial information and activity within the Ciiy.

Context: The small size and available stalfing within the City limits the imtemal control that management can
design and implement into the organization,

Effect: Without adequate segregation of duties, opportunities for erors and imegularities or fraudulent
activities to oocur are created and may not be detected in a imely manner.

Cayse: This is not unusual in operations the size of the City, where, because of staffing limitations, it is
impractical to achieve a desirable level of segregation of duties. Management has detenmined that, given
limited resources, it is not feasible (o achieve the desired level of segregation of duties,

Recomnmendation: Management should continually be aware that segregation of duties is not adequate from
an internal control poimt of view. We recommend the City Council be aware that limited staffing causes
inherent risks in safeguarding the City s assets and the proper reporting of financial activity, We recommend
the City Council continue to implemnent oversight procedures and monitor those procedures 1o detérmine if
they are sill effective intemal controls.

City Administrator’s Response: The City Council is aware of the inability to segregate duties due 1o the lack
of resources. The City staff does evervthing in their power 1o identify any risks and involve other employees
of Coungil Members if there 15 potential for conflict. The City Council receives monthly updates on finances,
guarterly budget pnd actual expenditures, as well as very detaibed bill lists monthly.

Intermal Controls

Criteria: The financial statements are the responsibility of City management. Internal control over financial
reporting is a process designed 1o provide reliable assurance about the achievement of the City’s ohjectives
with regard 1o reliability of financial reponing. and compliance with applicable laws and regulations. These
controls must inclode a process for monitoring 1o ensure effectivencss and elficiency of operations.

Condition: Internal controls over financial reporting and the safeguarding of assets against unauthorized
acquisition, use, or disposition inclede controls related to financial reporting and operational objectives, The
City does not have a process for monitoring (o ensure the internal controls are effective,
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CITY OF FRAZEE
FRAZEE, MINNESOTA
Schedule 6
(Continued)

Contexi: Although the City of Frazee has a system of internal control in spite of limited stall, twey do mot
have written documentation of the process for monitonng thise controls,

Effizct: Without a documented process for monitoring intermal controls, the City cannot provide assurance
about the reliability of financial reponting or the effectiveness and efficiency of operations.

Couse: The City of Frazee has never formalized is policies and procedures for internal controls and
monitoring of those controls into a written comprehensive document.

Recommendation: We recommend the City formalize written documentation of their intemal controls and the
monitoring process to ensure the reliability of financial reporting and the effectiveness and efficiency of
operations.

City_Adhministritor’s Response:  The City is aware of the need for intermal control and continues 1o be

diligent in munagement oversight of financial mfomation.
\udit Adi

Criteria:  Each fund of the Citv is required 1o have a self-balancing set of accounts to reflect activity
throughout the year in accordance with GAAP in the City"s annual financial staterment.

Condition: During our audit, we identificd material adjustments in several funds. Cash control sccounts
required adjustments to identify actunl cash balances. These adjustments resulted in significant changes to
amounts originally reported in the City’s financial stabemenis.

Context: City officials are aware that audit adjustments are made 10 revenues and expenditures, and they rely
on the independent external auditors (o assist in making the necessary adjustments 1o the financial statemenis.

Effect: Proposed audit adjustments are reviewed and approved by the approprinte staff end are reflected in
the financial salements. Balances are comectly reporied only as of December 31 each vear. By definition,
however, independent external auditors cannol be considered pan of the govermment’s intermal control.

Causg: The accounting software used by the City does not separate cash balances according 10 individual
fund activity, therefore, extensive adjustments are necessary e determine balinees foreach legally separate
fund.

Recommendation: We recommend the City establish intemal controd procedures for analvsis and review of
revemise and expenditure classifications 1o ensure these transactions ane reportad in acoordance with GAAP in
the Ciy's annual financial statement.

City Adminstrator’s Response: The City continuously reviews ils process for posting transactions in the
City's ledgers o increase efficiency, The Citv changed iz accounting soflware beginnimg in 2017 in an
attempl to provide the necessary imformation in the required format,

W ] SOLY

Criteria: The Governmental Accounting Standards Board (GASB) issued Statement Mo, 68, Acoeuning and
Fimarclal Reporting for Pensions, which provides accounting and reporting standards for pensions offered 1o
refirees. GASE Statement 68 was applicable to the City of Frazee for the year ended December 31, 2016,
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CITY OF FRAZEE
FRAZEE, MINNESOTA

Schedule 6
(Conrinued)

Condition: GASB Satement 63 had not yvet been fully implemented by the City of Frazee as required. The
Ciry had reported net pension liability for City emplovees, but this did not inciude members of the Fire Relief
Association, The Ciy Fire Relief Associntion had not underpone an achearial study to determine its net
pension Habeliny.

Resolution: The Frazee Firefighters Association obiained an sctuanial stsdy for the vear ended December
31,2016, to determing i1s net pension asset for inclhuston in the City™s financial statements.

MINNESOTA LEGAL COMPLIANCE
PREVIOUSLY REPORTED ITEM NOT RESOLVED
Deficit Cash Balanges

Criteria: Each fund of the City should maintaim a positive cash balonce.  Minnesola Statute, $ 471,75
penmits pavment of expenditlunes provided there s money in the fund for that purpose.

Condition: At December 31, 2016, the following funds had deficil cash balances

2003 Red Willow Heights T Debt Service Fund $126424
2006 Red Willow Heights 11 Dbt Service Fund 5 146,102
Southeast Arca and Main Avenue Improvemnents Copital Improvements S 41 365
2006 Street Improvements Debt Service Fund % 37246
Southeast Area Streets and Utilities Debt Service Fund 5 51622

Context: City officials are confident that collection of deferred specinl assessments will be adequate to meet
fusture debt service requirements, and in the evend there is a shortage they will transfer the cash from the
General Fund.

Effect: Allowing a fund o mainiain a deficit cash balance, in effect, constitules an interesi-free loan fram
other funds of the City and 15 in noncompliance with Minnesota law.

Cause: Special assessments are levied over a period of time to provide for debt service payments, and when
laxpayers are delinguent there is nod enougth cash flow to cover annual def pavmients.

Recommendation: We recommend the City eliminate the temporary cash balance deficits by iransferming
from another fumnd.

City Adminisirator’s Response: The City is aware of the defich in cenaim accounts and maintains sound
records of all cash balances. The City has made progress by closing the inactive capital projects funds with
deficit balances and will continue to strive for resolution of this issue.
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CITY OF FRAZEE
FRAZEE, MINNESOTA

SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2017

Finding Mumber: 2006-001
Finding Title: Segregation of Dutics

Summary of Condition: [ue to the limited mimber of personnel within the City, segrégation of the
accounting functions necessary 1o ensure adequale intemal accounting control s not possible.

Summary of Corrective Action: Management is continually aware that segregation of duties is nol
adequate from an intemnal control poeint of view. The City Council continues to implement oversite
procedures and monitor those procedures to determine if they are still effective.

Status: Mot corrected.

Finding Number: 2006-002
Finding Title: Internal Controls

Summary of Condition: Intermal controls over financial reporting and the safeguarding of assers
agninst unauthorised acquisition, use, or disposition include controls related to financial reporting end
operational obgectives. The City docs not have o process for monitoring to ensure the intemal controls
are gffective,

Summary of Corrective Action; The City has begun 1o formalize written documentation of their
internal controfs and the monitoring process (o ensure the reliability of financial reporing and the
effectivencss and efficiency of operations.

Status: Mol corrected.

Finding Number: T008-041
Finding Title: Audit Adjustments

Summary of Condition: Each Fund of the City is required to have a self-balancing set of accoums to
reflect activity of the fund throughout the year in accordance with GAAP in the City"s annual financial
statement. During the 2015, 2016, and 2017 audits, material adjusiments were identified. resulting in
significant changes to amounts originally reported in the City"s financial stsiements.

Summary of Corrective Actlon: Management is aware the City should exablich internal control
procedures for analysis and review of revenoe and expenditure ¢lassiflications and joumal éntrigs 1o
ensure these ransactions are reported in accordance with GAAP in the City's annual financial
statemeni.

Status: Nol flly corrected,
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CITY OF FRAZEE
FRAZEE, MINNESOTA

Finding Number: I(ME-002
Finding Title: Defcii Cash Balances

Summary af Condithen: Exch fund of the City should maintain a pu-s'Hi'l.-: cash balance. Minnesota
Statute § 47173 permits pavment of expenditures provided there is money in the fund for that
purpase. Al December 31, 2016, the following funds had deficit cash balances:

2003 Red Willow Heights | Debt Service Fund £ 82971
200 Red Willow Heights 11 Debt Service Fund S 41,767
Southeast Area and Mane Avenue Improvements Capital [mprovemnents 5 157 968
2005 Street Improvements Diebd Service Fund 5 89750
Southeast Area Streets and Utilivies Debt Service Fund § 21248

Allowing o fund to maintain o deficit cash balance, in effect, constitutes an interest-free loan from
otheer fundds of the City and s noncomplionce with Minnesota law,

Summary of Corrective Action: We recommend the City eliminate the temporary cash balange
deficits by transferring from another fund.

Status: Mot comected.

Page &1



Cofireny Hoffman, Director
Cryvstete Prilips. CRA
haart Kritsan, CPa

Hoffman, Philipp, & Knutson, euc
Governmental Audit Seraces
REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE ANDOTHER MATTERS
BASED O AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Independent Auditor’s Report

Cany Council
City of Frazee

We have audited, in accordance with the auditing standards generally accepted in the United States of America
and the standards applicable 10 financial audits contained in Govermment Audiring Standardy, issued by the
Comptroller General of the United States, the financial statements of the governmental activities, the business-
type activities, the aggregate discretely presented component unit, each major fund, and the aggregate
remaining fund information of the City of Frazee as of and for the vear ended December 31, 2017, and the
related notes to the financial statements, which collectively comprise the Cityv's basie financial statements, and
have issued our report thereon dated August 10, 2018,

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the City of Frazee's imemal
control over financial reporting 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
apinion on the effectiveness of the City's intemal control over financial reporting.  Accordingly, we do not
express an opinion on the effectiveness of the City's internal control over financial reporting.

Our considerstion of intemal control over Anancial reporting was for the limited purpose described in the
preceding parngraph and was not designed to identify all deficiencies in intemal control over Rnancial
repaorting that might be material weaknesses or significant deficiencies and therefore, material weaknesses or
significant deficiencies may exist that were not identified. However, as described in the accompanving
Schedule of Findings and Responses, we identified certain deficiencies in internal control over financial
reporting that we consider to be a material weakness and significant deficiencies.

A deficiency in internal control over financial reporting exists when the design or operation of a control does
not allow management or employees. in the normal course of performing their assigned functions, 1o prevent,
or detect and cormect, misstatements on a timely basis. A material weakmess is a deficiency, ora combination
of deficiencies, in internal control over financial reporting such that there 15 a reasonable possibility that a
matzrial misstatement of the City’s financial statements will not be prevented or detected and corrected on a
timely basis. We consider the deficiency described in the accompanying Schedule of Findings and Responses,
item 2008-001, to be a matenal weakness,

Page B2
1541 Highway 59 South | Thoef Rever Falls, MN 56701 | Phone: 218-5681-4078 | choffman@mncable.net




A sigificant deficiency 15 o deficiency. or a combination of deficiencies, in internal control over finkncial
reporting that 1s less sevens than a matenial weakness, yet important enough to ment attention by those charged
with governance. We consider the deficiencies deseribed in the sccompanying Schedule of Findings and
Responses, as items 2006-001, and 2006-002 1o be significant deficiencies.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Frazee's financial statemenis are free of
material misstatement, we performed 125t of s compliance with ¢emain provisions of liws, repulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of Mnancial statement amounts, However, providing an opinion on comphance with thase
provisions was not an objective of our audit and, accordingly, we do not express such an opinion, The results
of our tests dasclosed no instances of noncomplance or other matters that are réquired 10 be reported under
Covernment Auditing Srandards,

Minnezota Legal Compliance

The Minnesata Legal Compliance Audii Guide for Cites, promulgated by the State Auditor pursuant 1o
Minnesota Statute, § 6.65, contains seven categories of compliance to be tested: contracting and badding,
deposits and investiments, conflicts of interest, public indebtedness, claims and disbursements, miscellaneous
provisions, and tax increment financing. Our audit considercd all of the lsted categornies.

In connection with our audit, nothing came (o our attention that caused us to believe that the City failed 1o
comply with the provisions of the Winmesora Lepal Compliance Awdie Guide for Citfes, except as descnbed in
the Schedule of Findings and Responses as item 2008-002. However, our audit was not directed primarily
toward obtiming knowledge of such noncompliance. Accordingly. had we performed additional procedures,
other matters may have come 1o our ancntion regarding the City”s noncompliance with the above referenced
ProvIsIs,

City"s Responses to Findings

The City's responses to the findings identified mour sudit have been included in the accompanving Schedule
of Findings and Responses. The City™s responses were not subjected to the auditing procedures applicd in the
guachin of the financinl statements and, secordingly, we express no opinien on them

Purpose of this Heport

The purpose of this report is solely to describe the seope of our testing of mtemal contral over financial
reporting, compliance and the provisions of the Minresara Legal Compliance Audir Guide for Ciries and the
result of that westing, and not to provide an opanion on the effectiveness of the City"s interni] control over
financial reporting or on compliance. This report is an integral pan of an awdit performed in accordance with
Grovernment Awditing Standards in conswdenng the City's intemal control ever financial reponting and
compliance. Accordingly, this communication is not suitable for any other purpose.

% f/n:sa S A

Hoffman, 'Fhlhpp & Knutson, PLLC
August 10, 20158
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