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THE CITY OF
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3800 Laverne Avenue North
Lake ElImo, MN 55042
651-747-3900 www.lakeelmo.org

June 29, 2017

To the Honorable Mayor, Members of the City Council, and Citizens of the
City of Lake Elmo:

Minnesota Statutes require all cities to issue an annual report on its financial position and activity
prepared in accordance with generally accepted accounting principles (GAAP), under the
guidance of the Government Accounting Standard Board (GASB), and audited in accordance with
generally accepted auditing standards (GAAS) by a firm of licensed certified public accountants
or the Office of the State Auditor. Pursuant to that requirement, we hereby issue the
comprehensive annual financial report of the City of Lake EImo, MN for the fiscal year ended
December 31, 2016.

This report consists of management’s representation concerning the finances of the City of Lake
EImo. Consequently, management assumes full responsibility for the completeness, accuracy
and reliability of all the information presented in this report. To provide a reasonable basis for
making these representations, the management of the City of Lake Elmo has established a
thorough internal control system designed to both protect the City’s assets from loss, theft and
misuse and to compile all necessary information for the preparation of the City of Lake Elmo’s
financial statements in conformity with GAAP and GASB. As a management team, we assert that
the financial statements will be free from material misstatement and that the financial report is
reliable in all material respects.

The City of Lake EImo’s financial statements have been audited by Smith, Schafer and
Associates, Ltd, a firm of licensed certified public accountants. The goal of the independent audit
was to provide reasonable assurance that the financial statements of the City of Lake Elmo for
the fiscal year ended December 31, 2016 are free from material misstatement. The independent
audit involved examining, on an approved test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management and evaluating the overall financial statement presentation. The
independent auditor concluded, based upon the audit that there was a reasonable basis for
rendering an unmodified opinion that the City of Lake EImo’s financial statements for fiscal year
ended December 31, 2016 are fairly presented in conformity with GAAP. The independent
auditor’s report is presented as the first component of the financial section of the report.



A “Single Audit” designed to meet the special needs of a federal grantor agency was not
performed for the year ended December 31, 2016 as the City did not participate in any programs
that required this additional independent audit.

GAAP requires that management provide a narrative introduction, overview, and analysis to
accompany the basic financial statements in form of the Management'’s Discussion and Analysis
(MD&A). This letter of transmittal is included to complement the MD&A and should be read in
conjunction with it. The City of Lake ElImo’'s MD&A can be found immediately following the report
of the independent auditors.

PROFILE OF THE GOVERNMENT

The City of Lake ElImo was incorporated in 1926 and is a statutory city in the State of Minnesota
six miles east of St. Paul Minnesota. Located in Washington County, it covers 25 square miles
and has an estimated population of 9,000 which represents 3,100 households.

Policy-making and legislative authority are vested in a governing council consisting of an elected
Mayor and four council members. Per Minnesota State Statute, the governing council is
responsible for passing ordinances, adopting an annual budget, appointing committees and hiring
both the city’s administrator and attorney. The City Administrator is responsible for carrying out
the policies and ordinances of the governing council and overseeing the day-to-day operations of
the city. The Council is elected on a non-partisan basis. The Mayor serves a four-year term and
council members serve a four-year staggered term, with two of these positions elected every two
years. The Mayor and the Council are elected at-large.

The City of Lake Elmo provides a full range of Services including fire protection services,
construction and maintenance of streets and infrastructure; recreational facilities; and water,
sanitary sewer and storm water utility services. The City contracts with the Washington County
Sheriff's Department for police services.

The annual budget serves as the foundation for the City of Lake EImo’s financial management
and fiscal stewardship. City departments and agencies of the City submit their requested budget
to the City Administrator and the Finance Director in order to compile a preliminary budget for
submission to the Finance Committee for their consideration. The Finance Committee then meets
with the Department Heads to better understand their proposed budgets to later submit a budget
to the City Council. The preliminary balanced budget is presented to the City Council in
September each year so that the preliminary property tax levy can be submitted to Washington
County by the annual due date. The preliminary property tax levy may be decreased but not
increased. The 2016 Adopted Budget and final property tax levy was required to be adopted by
and submitted to Washington County by December 28, 2015. Included in the City annual budget
process is the compilation of a Capital Improvement Plan which allows for strategic planning of
City infrastructure and equipment needs while maintaining a reasonable level of debt and a strong
unassigned fund balance. Monthly budget to actual comparison reports are provided to the
Finance Committee and the City Council to keep them apprised of the financial performance of
the City.



FACTORS AFFECTING FINANCIAL CONDITION

The information presented in the financial statements is perhaps best understood when it is
considered from the broader perspective of the specific environment within which the City of Lake
Elmo operates.

LOCAL ECONOMY

Lake EImo is home to numerous businesses that are leaders in their respective industries. New
residential developments platted since 2014 number approximately 2,200 have been approved.
The City’s highway infrastructure continues to make Lake EImo a desirable residential location.
Rapid growth is further reflected in 2016 population estimates of 9,000 or an increase of 10%
since the 2010 census.

New housing starts in 2016 numbered 252 with a total value of $79,884,649 and an average value
of $317,003. Commercial new construction numbered 4 with a total value of $32,058,022 and an
average value of $8,014,505. All these new start have been built in 2016 or will be finished in
2017, which will greatly strengthen the existing tax base of the City.

LONG TERM FINANCIAL PLANNING

Total unassigned General Fund balance as of December 31, 2016 was 89% of the total 2016
General Fund expenditures. Although the State Auditor recommends maintaining a level of 35%
- 50%, the City has consistently exceeded that rate, showing the City’s financial strength.

The City’'s 5-year Capital Improvement Plan serves as the foundation for long-term financial
planning. Funding needs for capital replacements are reflected in tax levies for the street renewal
and general fund asset replacements. Funding needs for capital infrastructure in the enterprise
funds are funded through user fees in those funds.

During 2016, Moody’s Investors Service maintained the City's long term debt rating of Aa2. In
their assessment of the City, Moody’s noted the following:

e Strong financial operations supported by healthy reserves and liquidity
e Healthy unassigned fund balance
o Affluent tax base favorably located in Twin Cities metropolitan area

Projections for the next 5 years indicate that property tax contributions, user fees and investment
income will continue to grow based on planned development and expansion within the City.

RELEVANT FINANCIAL POLICIES

During 2015, the Metropolitan Council issued the 2015 System Statement for the City of Lake
Elmo which outlines the updated forecasts for the City as a result of the termination in 2014 of the
Memorandum of Understanding (MOU). The previous forecasted population number for 2040
was reduced from 20,500 to 18,200. Receipt of the system statement plans triggers a community
obligation to review and amend its comprehensive plan as necessary, which began late in 2016
and will continue into 2017.



MAJOR INITIATIVES

2016 was an extremely robust year for the City due to continuation of on-going infrastructure
upgrades, projects, as well as oversight of the on-going residential and commercial development
activity.

Some of the 2016 infrastructure projects included the following:

¢ Joint project with Washington County on CSAH 17. This project included the replacement
of old water main and installation of sanitary sewer and storm sewer while reconstructing
the streets.

¢ Continued work with the Union Pacific Railroad regarding the downtown project and a new
development impacting the Railroad at various locations.

e Construction of a lift station, pump house, well and water tower

e 2016 seal coating and crack filling project

e Use of Parkland dedication fees to continue to make improvements to existing parks and
providing oversight to the new City parks being constructed by developers.

e 2016 street reconstruction in the Stonegate, Kirkwood and Kelvin Avenue neighborhoods
including the extension of water service to Kelvin Avenue homes.

AWARDS AND ACKNOWLEDGEMENTS

The Government Finance Officers Association (GFOA) of the United States and Canada awarded
a Certificate of Achievement for Excellence in Financial Reporting (CAFR) to the City again for
the fiscal year ending December 31, 2015. This certificate is a prestigious national award
recognizing conformance with the highest standards for preparation for state and local
government financial reports.

In order to be awarded a Certificate of Achievement, a government unit must publish an easily
readable and efficiently organized CAFR, whose contents conform to program standards. Such
reports must satisfy both accounting principles generally accepted in the United States of America
and applicable legal requirements. A certificate is valid for one year only.

The City of Lake EImo is pleased to present its Comprehensive Annual Financial Report, which
will be submitted to the Government Finance Officers Association (GFOA) for consideration of a
Certificate of Achievement for Excellence in Financial Reporting for its financial reports for the
fiscal year ended December 31, 2016. The preparation of this report would not have been possible
without the efficient and dedicated services of the personnel of the City of Lake EImo. Further,
we would like to express our appreciation to all members of the organization who assisted in
contributing to the preparation of the report. Credit must also be given to the Mayor and the City
Council for their unfailing support for maintaining the highest standards of management of the
City of Lake EImo’s finances.

Respectfully submitted,

Kristina Handt Brian A. Swanson
City Administrator Finance Director
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INDEPENDENT AUDITOR'S REPORT

Honorable Mayor and Members of the City Council
City of Lake EImo, Minnesota

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund and the aggregate remaining fund information of the City of Lake EImo,
Minnesota, as of and for the year ended December 31, 2016, and the related notes to the financial
statements, which collectively comprise the City's basic financial statements as listed in the table of
contents.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation and maintenance of internal control relevant to the preparation and fair presentation
of financial statements that are free from material misstatement, whether due to fraud or error.

Auditor's Responsibility

Our responsibility is 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. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit includes performing procedures to obtain audit evidence 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 relevant to the entity's preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting principles used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund
and the aggregate remaining fund information of the City of Lake EImo, Minnesota, as of December 31,
2016, and the respective changes in financial position and, where applicable, cash flows thereof and the
budgetary comparison for the General Fund for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

Twin Cities Office » 7500 Highway 55 » Suite 350 Mllnnoopohs‘ MN 55427 » PH (952) 920-1455 » FAX (952) 920-6603
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Honorable Mayor and Members of the City Council
City of Lake EImo, Minnesota
Page 2

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management's
Discussion and Analysis on pages 3 through 13 and the required supplemental information as listed in 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 Standards Board,
who considers it to be an essential part of financial reporting for placing the basic financial statements in
appropriate operational, economic or historical context. We have applied certain limited procedures to the
required supplementary information in accordance with auditing standards generally accepted in the United
States of America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management's responses to our inquiries,
the basic financial statements and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or 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.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Lake EImo, Minnesota's basic financial statements. The introductory section,
combining and individual nonmajor fund financial statements and statistical section listed in the Table of
Contents are presented for purposes of additional analysis and are not a required part of the basic financial
statements.

The combining and individual nonmajor fund financial statements and schedules are the responsibility of
management and were derived from and relate directly to the underlying accounting and other records used
to prepare the basic financial statements. Such information has been subjected to the auditing procedures
applied in the audit of the basic financial statements and certain additional procedures, including comparing
and reconciling such information directly to the underlying accounting and other records used to prepare
the basic financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In
our opinion, the information is fairly stated, in all material respects, in relation to the basic financial
statements as a whole.

The introductory and statistical 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
assurance on them.

Somith, S and Hlsecat, 33l

Minneapolis, Minnesota
June 29, 2017



CITY OF LAKE ELMO, MINNESOTA
MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the City of Lake ElImo, Minnesota, we offer readers of the City's financial statements
this narrative overview and analysis of the financial activities of the City of Lake Elmo, Minnesota for
the fiscal year ended December 31, 2016.

FINANCIAL HIGHLIGHTS

e The assets of the City of Lake EImo, Minnesota exceeded its liabilities at the close of the most
recent fiscal year by $38,252,973 (net position). Of this amount, $10,536,667 (unrestricted net
position) may be used to meet the City's ongoing obligations to citizens and creditors in
accordance with the City's fund designations and fiscal policies.

e The City's total net position increased by $6,517,098 during 2016.

o As of the close of the current fiscal year, the City of Lake EImo, Minnesota’s governmental
funds reported combined ending fund balances of $8,223,754, an increase of $1,217,847 from
the prior year. This increase was due primarily to licenses and permit revenue related to
construction within the City.

o At the end of the current fiscal year, unassigned fund balance for the general fund was
$3,279,815, or 89% of total general fund expenditures. The nonspendable portion of the
general fund balance as of December 31, 2016 ($409,222) related to the interfund loan to the
Village Project fund and prepaid items. The committed portion of the general fund balance as
of December 31, 2016 ($200,000) was a reserve for future insurance and legal fees.

e The City's total noncurrent liabilities increased by $9,033,112 or 38% during the current fiscal
year due to the issuance of the 2016A General Obligation bonds.

e The City was recognized by the Government Finance Officers Association of the United States
and Canada (GFOA) for obtaining a Certificate of Achievement for Excellence in Financial
Reporting for the City's 2015 Comprehensive Annual Financial Report.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis are intended to serve as an introduction to the City of Lake Elmo,
Minnesota’s basic financial statements. The City's basic financial statements are comprised of the
following three components: 1) government-wide financial statements, providing information for the
City as a whole, 2) fund financial statements, providing detailed information for the City's significant
funds, and 3) notes to the financial statements, providing additional information that is essential to
understanding the government-wide and fund statements. This report also contains other
supplementary information in addition to the basic financial statements themselves.



CITY OF LAKE ELMO, MINNESOTA
MANAGEMENT’S DISCUSSION AND ANALYSIS

Government-wide financial statements. The government-wide financial statements are designed
to provide readers with a broad overview of the City of Lake EImo, Minnesota’s finances, in a manner
similar to a private-sector business.

The statement of net position presents information on all of the City of Lake ElImo, Minnesota’s assets
and liabilities, with the difference between the two reported as net position. Over time, increases or
decreases in net position may serve as a useful indicator of whether the financial position of the City
of Lake Elmo, Minnesota is improving or deteriorating.

The statement of activities presents information showing how the City's net position changed during
the most 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 timing of the 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 and earned but unused vacation leave).

Both of the government-wide financial statements distinguish functions of the City of Lake EImo,
Minnesota that are principally supported by taxes and intergovernmental revenues (governmental
activities) from other functions that are intended to recover all or a significant portion of their costs
through user fees and charges (business-type activities). The governmental activities of the City of
Lake Elmo, Minnesota include general government, public safety, public works, and culture and
recreation. The business-type activities of the City of Lake EImo, Minnesota include the water, sewer
and storm sewer funds.

The government-wide financial statements can be found on pages 14-16 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 activities or objectives. The City of Lake EImo,
Minnesota, like other state and local governments, uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements. All of the funds of the City of Lake EImo,
Minnesota can be divided into three categories: governmental funds, proprietary funds and fiduciary
funds.

Governmental funds. Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on near-term
inflows and outflows of spendable resources, as well as on balances of spendable resources available
at the end of the fiscal year. Such information may be useful in evaluating a government’s near-term
financial requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By
doing so, readers may better understand the long-term impact of the government’s near-term
financing decisions. Both the governmental fund balance sheet and the governmental fund statement
of revenues, expenditures, and changes in fund balances provide a reconciliation to facilitate this
comparison between governmental funds and governmental activities.



CITY OF LAKE ELMO, MINNESOTA
MANAGEMENT’S DISCUSSION AND ANALYSIS

The City of Lake Elmo, Minnesota maintains twenty-two individual governmental funds, twelve of
which are debt service funds. Information is presented separately in the governmental fund balance
sheet and in the governmental fund statement of revenues, expenditures, and changes in fund
balances for the general fund, the debt service fund, the infrastructure reserve fund and the vehicle
acquisition fund, all of which are considered to be major funds. Data from the other governmental
funds are combined into a single, aggregated presentation. Individual fund data for each of these
nonmajor governmental funds is provided in the form of combining statements or schedules
elsewhere in this report.

The City of Lake Elmo, Minnesota adopts an annual budget for its general fund. Budgetary
comparison statements have been provided for this fund (pages 23 to 26) to demonstrate compliance
with the budget.

The basic governmental fund financial statements can be found on pages 17-22 of this report.

Proprietary funds. There are two different types of proprietary funds - enterprise funds and internal
service funds. Enterprise funds are used to report the same functions presented as business-type
activities in the government-wide financial statements. The City of Lake ElImo, Minnesota uses three
enterprise funds to account for its water, sewer and storm sewer operations. Internal service funds
are an accounting device used to accumulate and allocate costs internally among the City of Lake
EImo, Minnesota's various functions. The City of Lake EImo, Minnesota uses three internal service
funds to account for certain capital acquisition activities. Because all of these services predominantly
benefit governmental rather than business-type functions, they have been included within
governmental activities in the government-wide financial statements.

Proprietary funds provide the same type of information as the government-wide financial statements,
only in more detail. The proprietary fund financial statements provide separate information for the
water, sewer and storm sewer funds, all of which are considered to be major funds of the City of Lake
Elmo, Minnesota.

The proprietary fund financial statements can be found on pages 27-34 of this report.

Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit of parties
outside the City. Fiduciary funds are not reflected in the government-wide financial statements
because the resources of those funds are not available to support the City