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Management’s Discussion and Analysis 
 
As management of the City of Melrose, Minnesota (the City), we offer readers of the City’s financial statements this narrative 
overview and analysis of the financial activities of the City for the fiscal year ended December 31, 2008. 
 
Financial Highlights 
 
 

 The assets of the City exceeded its liabilities at the close of the most recent fiscal year by $42,107,389.  Of this amount, 
$14,761,219 may be used to meet the City’s ongoing obligations to citizens and creditors. 

 
 The City’s total net assets increased by $564,857.   

 
 As of the close of the current fiscal year, the City’s governmental funds reported combined ending fund balances of 

$5,155,209, an increase of $776,660 in comparison with the prior year.  Approximately 66 percent of this total amount, 
$3,407,745, is available for spending at the City’s discretion, but has been designated for specific purposes. 

 
 At the end of the current fiscal year, unreserved fund balance for the General fund was $741,494 or 45 percent of total 

General fund expenditures.  $4,793 is reserved for prepaid items, and the remainder is designated for future purposes. 
 

 The City’s total debt increased by $443,190 or 4 percent during the current fiscal year.  
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Overview of the Financial Statements 
 
This discussion and analysis is intended to serve as an introduction to the City’s basic financial statements.  The City’s basic 
financial statements comprise three components:  1) government-wide financial statements, 2) fund financial statements, and 3) 
notes to the financial statements.  This report also contains other supplemental information in addition to the basic financial 
statements themselves. 

 
The financial statements also include notes that explain some of the information in the financial statements and provide more 
detailed data.  The statements are followed by a section of combining and individual fund financial statements and schedules that 
further explain and support the information in the financial statements.  Figure 1 shows how the required parts of this annual 
report are arranged and relate to one another.  In addition to these required elements, we have included a section with combining 
and individual fund financial statements and schedules that provide details about nonmajor governmental funds, which are added 
together and presented in single columns in the basic financial statements. 
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Figure 2 summarizes the major features of the City’s financial statements, including the portion of the City government they 
cover and the types of information they contain.  The remainder of this overview section of management’s discussion and analysis 
explains the structure and contents of each of the statements. 
 

Figure 2 
Major features of the Government-wide and Fund Financial Statements 

 
  Fund Financial Statements 

Government-wide 
Statements 

Governmental Funds Proprietary Funds 

Scope Entire City government 
(except fiduciary funds) and 
the City’s component units 

The activities of the City that 
are not proprietary or 
fiduciary, such as police, fire 
and parks 

Activities the City operates 
similar to private businesses, 
such as the water and sewer 
system 

Required financial 
statements 

 Statement of Net Assets 
 Statement of Activities 

 Balance Sheet 
 Statement of Revenues, 

Expenditures, and 
Changes in Fund 
Balances 

 Statements of Net Assets 
 Statements of Revenues, 

Expenses and Changes in 
Fund Net Assets 

 Statements of Cash 
Flows 

Accounting Basis and 
measurement focus 

Accrual accounting and 
economic resources focus 

Modified accrual accounting 
and current financial 
resources focus 

Accrual accounting and 
economic resources focus 

Type of asset/liability 
information 

All assets and liabilities, both 
financial and capital, and 
short-term and long-term 

Only assets expected to be 
used up and liabilities that 
come due during the year or 
soon thereafter; no capital 
assets included 

All assets and liabilities, both 
financial and capital, and 
short-term and long-term 

Type of in flow/out flow 
information 

All revenues and expenses 
during year, regardless of 
when cash is received or paid 

Revenues for which cash is 
received during or soon after 
the end of the year; 
expenditures when goods or 
services have been received 
and payment is due during 
the year or soon thereafter 

All revenues and expenses 
during the year, regardless of 
when cash is received or paid 

 
Government-wide Financial Statements 
 
The government-wide financial statements are designed to provide readers with a broad overview of the City’s finances, in a 
manner similar to a private-sector business. 
 
The statement of net assets presents information on all of the City’s assets and liabilities, with the difference between the two 
reported as net assets.  Over time, increases or decreases in net assets may serve as a useful indicator of whether the financial 
position of the City is improving or deteriorating. 
 
The statement of activities presents information showing how the City’s net assets changed during the most recent fiscal year.  All 
changes in net assets are reported as soon as the underlying event giving rise to the change occurs, regardless of the timing 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 and earned but unused vacation leave). 
 
Both of the government-wide financial statements distinguish functions of the City that are principally supported by taxes and 
intergovernmental revenue (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 include general 
government, public safety, streets and highways, sanitation, culture and recreation, economic development and interest on long-
term debt.  The business-type activities of the City include ambulance, water, wastewater and electric. 
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The government-wide financial statements include not only the City itself (known as the primary government), but also a legally 
separate component unit for which the City is financially accountable.  Financial information for the Melrose Area Development 
Authority (MADA) is reported as a separate special revenue fund.   The MADA, although legally separate, functions for all 
practical purposes as a department of the City, and therefore has been included as an integral part of the primary government. 
 

The government-wide financial statements can be found on pages 4 - 6 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, 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 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 
financing 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 by 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.   
 

The City maintains 19 individual governmental funds, four 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 funds, and the Capital Improvements 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 adopts an annual appropriated budget for its General fund and special revenue funds.  A budgetary comparison 
statement has been provided for the General fund to demonstrate compliance with this budget. 
 

The basic governmental fund financial statements can be found on pages 7 - 13 of this report. 
 

Proprietary fund.  The City maintains one type of proprietary fund.  Enterprise funds are used to report the same functions 
presented as business-type activities in the government-wide financial statements.  The City uses enterprise funds to account for 
its ambulance, water, wastewater and electric. 
 

The Proprietary fund provides the same type of information as the government-wide financial statements, only in more detail.  
The proprietary fund financial statements provide separate information for each of the enterprise funds which are considered to be 
major funds of the City. 
 

The basic proprietary fund financial statements can be found on pages 14 - 23 of this report. 
 

Fiduciary fund.  The Fiduciary fund is used to account for resources held for the benefit of parties outside the City.  The 
Fiduciary fund is not reflected in the government-wide financial statements because the resources of this fund are not available to 
support the City’s own programs.  The accounting used for the fiduciary fund is much like that used for the proprietary fund. 
 

The basic fiduciary fund financial statements can be found on pages 24 of this report. 
 

Notes to Financial Statements 
 

The notes provide additional information that is essential to a full understanding of the data provided in the government-wide and 
fund financial statements.  The notes to the financial statements can be found on pages 25 - 50 of this report.  
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Other Information 
 

The combining statements referred to earlier in connection with nonmajor governmental funds are presented following the notes 
to financial statements.  Combining and individual fund statements and schedules can be found on pages 51 - 73 of this report. 
 

Government-wide Financial Analysis 
 

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position.  In the case of the City, 
assets exceeded liabilities by $41,969,943 at the close of the most recent fiscal year.   
 

By far, the largest portion of the City’s net assets (61 percent) reflects its investment in capital assets (e.g., land, buildings, 
machinery and equipment), less any related debt used to acquire those assets that are still outstanding.  The City uses these capital 
assets to provide services to citizens; consequently, these assets are not available for future spending.  Although the City’s 
investment in its capital assets is reported net of related debt, it should be noted that the resources needed to repay this debt must 
be provided from other sources, since the capital assets themselves cannot be used to liquidate these liabilities. 
 

Summary of Net Assets 
 

Increase Increase 

2008 2007 (Decrease) 2008 2007 (Decrease)

Assets

Current and other assets 7,834,477$    7,022,002$    812,475$       11,256,842$  12,099,425$  (842,583)$     

Capital assets 15,641,950    14,045,837    1,596,113      22,538,020    22,763,478    (225,458)       

Total assets 23,476,427    21,067,839    2,408,588      33,794,862    34,862,903    (1,068,041)    

Liabilities

Long-term liabilities 

outstanding 6,262,126      4,128,262      2,133,864      6,633,258      8,323,932      (1,690,674)    

Other liabilities 1,526,945      1,347,974      178,971         741,571         588,042         153,529         

Total liabilities 7,789,071      5,476,236      2,312,835      7,374,829      8,911,974      (1,537,145)    

Net assets

Invested in capital assets,

net of related debt 9,547,712      10,038,447    (490,735)       16,093,480    14,637,454    1,456,026      

Restricted 1,704,978      1,394,385      310,593         -                     -                     -                     

Unrestricted 4,434,666      4,158,771      275,895         10,326,553    11,313,475    (986,922)       

Total net assets 15,687,356$  15,591,603$  95,753$         26,420,033$  25,950,929$  469,104$       

Governmental Activities Business-type Activities

 
An additional portion of the City’s net assets (4 percent) represents resources that are subject to external restrictions on how they 
may be used.  The remaining balance of unrestricted net assets ($14,761,219) may be used to meet the City’s ongoing obligations 
to citizens and creditors. 
 

At the end of the current fiscal year, the City is able to report positive balances in all three categories of net assets, both for the 
City as a whole, as well as for its separate governmental and business-type activities.   
 

The City’s net assets increased $427,411 during the current fiscal year.  This growth largely reflects increases in operating grants, 
investment earnings and the degree to which increases in ongoing revenues have outstripped similar increases in ongoing 
expenses. 
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Governmental activities:  Governmental activities decreased the City’s net assets by $41,693. 
 

Business-type activities:  There was an increase of $469,104 in net assets reported in connection with the City’s business-type 
activities.   

Changes in Net Assets 
 

Increase Increase

2008 2007 (Decrease) 2008 2007 (Decrease)
Revenues

Program revenues
Charges for services 306,759$       213,109$       93,650$         9,226,742$    8,483,137$    743,605$       

Operating grants and contributions 233,697         115,180         118,517         19,507           11,405           8,102             

Capital grants and contributions 114,444         83,095           31,349           -                     -                     -                     
General revenues

Property taxes/tax increments 1,163,896      1,009,079      154,817         -                     -                     -                     
Franchise taxes 297,977         276,634         21,343           -                     -                     -                     

Grants and contributions not 

restricted to specific programs 764,305         875,847         (111,542)       -                     -                     -                     
Unrestricted Investment earnings 206,543         202,438         4,105             439,050         547,291         (108,241)       

Gain on sale of capital assets 65,000           33,300           31,700           6,163             -                     6,163             

Total revenues 3,152,621      2,808,682      343,939         9,691,462      9,041,833      649,629         

Expenses

General government 725,576         649,694         75,882           -                     -                     -                     
Public safety 794,637         586,740         207,897         -                     -                     -                     

Streets and highways 859,076         317,858         541,218         -                     -                     -                     

Sanitation 5,049             4,129             920                -                     -                     -                     
Culture and recreation 94,456           125,162         (30,706)         -                     -                     -                     

Economic development 167,256         151,998         15,258           -                     -                     -                     
Interest on long-term debt 248,602         189,540         59,062           -                     -                     -                     

Ambulance -                     -                     -                     398,344         326,702         71,642           

Water -                     -                     -                     788,729         798,046         (9,317)           
Wastewater -                     -                     -                     1,718,318      1,709,919      8,399             

Electric -                     -                     -                     6,407,182      6,008,472      398,710         

Total expenses 2,894,652      2,025,121      869,531         9,312,573      8,843,139      469,434         

Increase in net assets 

before transfers 257,969         783,561         (525,592)       378,889         198,694         180,195         
Transfers (90,215)         (972,317)       882,102         90,215           972,317         (882,102)       

Change in net assets  167,754         (188,756)       356,510         469,104         1,171,011      (701,907)       
Net assets, January 1 15,591,603    15,780,359    (188,756)       25,950,929    24,779,918    1,171,011      

Prior period adjustment (72,001)         -                     (72,001)         -                     -                     -                     

Net assets, December 31 15,687,356$  15,591,603$  95,753$         26,420,033$  25,950,929$  469,104$       

Governmental Activities Business-type Activities

 
Property tax increased by $154,817 (15 percent) during the year.   
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The following graph depicts various governmental activities and shows the revenue and expenses directly related to those 
activities. 
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Business-type activities.  Business-type activities increased the City’s net assets by $469,104.  The key element of this increase 
was investment earnings totaling $439,050. 

 
 

Expenses and Program Revenues - Business-type Activities  
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Financial Analysis of the Government’s Funds 
 
As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with finance-related legal requirements.   
 
Governmental funds.  The focus of the City’s governmental funds is to provide information on near-term inflows, outflows and 
balances of spendable resources.  Such information is useful in assessing the City’s financing requirements.  In particular, 
unreserved fund balance may serve as a useful measure of a government’s net resources available for spending at the end of the 
fiscal year. 
 
As of the end of the current fiscal year, the City’s governmental funds reported combined ending fund balances of $5,155,209, an 
increase of $776,660 in comparison with the prior year.  Approximately 66 percent of this total amount, $3,407,745, constitutes 
unreserved fund balance, which is available for spending at the City’s discretion.  The remainder of fund balance is reserved to 
indicate that it is not available for new spending because it has already been committed for other purposes.  $458,057 is reserved 
for the repayment of business loans to local businesses; $1,280,769 is reserved for debt payments and the remainder for prepaid 
and other items. 
 
The General fund is the chief operating fund of the City.  At the end of the current year, the fund balance of the General fund was 
$741,494.  As a measure of the General fund’s liquidity, it may be useful to compare both unreserved fund balance and total fund 
balance to total fund expenditures.  Total fund balance represents 45 percent of current year expenditures. 
 
The fund balance of the City’s General fund decreased $210,032 during the current fiscal year. 
 
The Debt Service fund has a total fund balance of $1,280,769, all of which is reserved for the payment of Debt Service.  The net 
increase in fund balance during the current year in the Debt Service fund was $464,554. 
 
The Capital Improvements fund has a fund balance of $2,660,333, all of which is designated for capital improvements in the city.  
The fund balance increased by $231,348 during the year.  
 
The 2007 Fire and Ambulance Station Capital Projects fund has a fund deficit of $2,705, all of which is undesignated.  The fund 
balance decreased by $17,840 during the year. 
 
The Tax Increment Projects fund has a fund deficit of $293,903, all of which is undesignated.   
 
Proprietary fund.  The City’s proprietary fund provides the same type of information found in the government-wide financial 
statements, but in more detail. 
 
Unrestricted net assets of the enterprise funds at the end of the year amounted to $10,326,553.  The total increase in net assets for 
the funds was $469,104.   
 
General Fund Budgetary Highlights 
 
The City’s General fund budget was amended during the year.  The budget called for revenues to equal expenses.  The original 
and final budget called for revenues to exceed expenditures by $156,115 and $199,902, respectively, before transfers and other 
financing sources but was equal to expenses after these items. 
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Capital Asset and Debt Administration 
 
Capital Assets.  The City’s investment in capital assets for its governmental and business type activities as of 
December 31, 2008, amounts to $38,179,970 (net of accumulated depreciation).  This investment in capital assets includes land, 
structures, improvements, machinery and equipment, park facilities, roads, highways and bridges.   

 
Capital Assets Net of Depreciation 

 

Increase Increase 
2008 2007 (Decrease) 2008 2007 (Decrease)

Land 2,949,439$    2,992,191$    (42,752)$       321,028$       321,028$       -$                   

Buildings 1,446,498      1,512,616      (66,118)         624,945         688,722         (63,777)          

Machinery and equipment 1,238,637      1,091,147      147,490         806,709         703,244         103,465          
Infrastructure 7,959,601      8,089,218      (129,617)       20,198,486    20,853,553    (655,067)        

Construction in progress 2,047,775      360,665         1,687,110      586,852         196,931         389,921          

Total 15,641,950$  14,045,837$  1,596,113$    22,538,020$  22,763,478$  (225,458)$      

Governmental Activities Business-type Activities

 
Major capital asset events during the current fiscal year included the following: 
 

 Completion of the Generation Relay Improvement project 
 Completion of the Tri-Quality Improvements project 
 Continuation of the Fire and Ambulance Station Improvement project 
 Continuation of the Grit Removal Project 

 
Additional information on the City’s capital assets can be found in Note 3D on pages 36 - 37 of this report. 
 
Long-term debt.  At the end of the current fiscal year, the City had total bonded debt outstanding of $12,753,700.  Of this 
amount, $3,830,000 is special assessment debt and $8,923,700 is revenue debt. They are all backed by the full faith and credit of 
the City. 

Outstanding Debt 
 

Increase Increase

2008 2007 (Decrease) 2008 2007 (Decrease)

General obligation bonds -$                   -$                   -$                   -$                   -$                   -$                   

G.O. improvement bonds 3,830,000      3,995,000      (165,000)       -                     -                     -                     

General obligation 

revenue bonds -                     -                     -                     6,563,700      8,254,700      (1,691,000)    

Revenue bonds 2,360,000      -                     2,360,000      -                     -                     -                     

Loans 15,900           75,667           (59,767)         -                     -                     -                     

Compensated absences 56,226           57,595           (1,369)           69,558           69,232           326                

Total 6,262,126$    4,128,262$    2,133,864$    6,633,258$    8,323,932$    (1,690,674)$  

Governmental Activities Business-type Activities

 
The City’s total debt increased by $443,190 during the current fiscal year. 
 
Minnesota statutes limit the amount of net general obligation debt a City may issue to 3 percent of the market value of taxable 
property within the City.  Net debt is debt payable solely from ad valorem taxes.  The current debt limitation for the City is 
$5,285,229 which is significantly in excess of the City’s outstanding general obligation debt. 
 
Additional information on the City’s long-term debt can be found in Note 3F on pages 40 - 43 of this report. 
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Economic Factors and Next Year’s Budgets and Rates 
 

 Property valuations within the City remain stable. 
 

 Inflationary trends in the region compare favorably to national indices. 
 

 The City continues to monitor its utility rates to assure adequate funding will be available to meet upcoming 
improvements and operations and maintenance. 
 

 The City monitors possible LGA cuts and is positioned to adjust to these possible cuts. 
 

 Rate studies are anticipated for the Water, Wastewater, and Electric Funds in 2009. 
 
All of these factors were considered in preparing the City’s budget for the 2009 fiscal year. 
 
Requests for Information 
 
This financial report is designed to provide a general overview of the City’s finances 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 to the Assistant City Administrator, City of Melrose, 225 East First Street North, Melrose, Minnesota 56352. 
 
 
 
 
 
 



 





































































































































































2006 Peer
Group 2008

Financial Ratios

Revenue per KWH
Residential Customers 0.088$        0.051$       0.057$        0.062$         
Commercial  Customers 0.070$        0.055$       0.061$        0.067$         
Industrial Customers 0.060$        0.043$       0.048$        0.049$         

Times Interest Earned 5.37           N/A N/A N/A

Debt Service Coverage 1.98           N/A N/A N/A

Uncollectible Accounts per Revenue Dollar 0.0007$      0.0003$     0.0001$      0.0008$       

Operating Ratios

Total O&M Expense per KWH Sold 0.057$        0.051$       0.056$        0.058$         

Total Distribution and O&M Expense (Excluding Power 
Supply Exp.) per retail customer 314$           376$          415$           390$            

Purchased Power per KWH 0.042$        0.037$       0.041$        0.044$         

Distribution O&M Expense per Retail Customer 191$           153$          200$           180$            

Distribution O&M Expense per Circuit Mile 4,207$        5,212$       * 6,752$        * 6,479$         

Customer Accounting, Service, and Sales, Administrative
and General Expense per Retail Customer 153$           208$          194$           213$            

Other Ratios

Labor Expense per Worker- Hour 26.50$        24.56$       25.35$        26.21$         

Energy Loss Percentage 4.05% 1.90% 2.60% 1.40%

System Load Factor 56.70% 78.30% 77.40% 78.00%

Represents the Melrose Electric Utility
APPA peer group ratio

The peer group data was derived from a report issued by the American Public Power Association (APPA) titled, "Selected Financial
and Operating Ratios of Public Power Systems, 2006".  The report presented  data of financial and operating ratios for 214 of the 
largest publicly owned electric utilities in the United States and averaged the ratios based on number of customers.  The ratios 
presented are those for utilities with 2,000 to 5,000 customers.  The ratios can be a useful tool in assessing electric utility 
performance.  However, as it stated in the report , these ratios do not provide definitive information and the level of any indicator 
should not be taken as the "correct" performance.

* The City of Melrose has a unique situation with a large amount of rural territory which affects their circuit mile cost.   Therefore, this
could contribute to higher circuit mile costs compared to the peer group.

Other Items
The City received a request from Missouri River Energy Services to separately identify transmission plant assets.  As a member of 
Missouri River Energy Services interested in signing a Transmission Service Agreement (T-1) and Member Transmission Lease
agreement (MTL) in the future we found it beneficial to disclose the value of these assets.  The total facility  gross plant from a 
Handy-Whitman estimation of transmission facilities is $160,472.  This amount is embedded within the electric utility assets on the 
enterprise balance sheet. 

CITY OF MELROSE, MINNESOTA

ELECTRIC UTILITY OPERATING STATISTICS (UNAUDITED)
YEARS ENDED DECEMBER 31, 2008, 2007, AND 2006

MELROSE ELECTRIC UTILITIES

2006 2007
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