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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, 2005. 
 
Financial Highlights 
 

• The assets of the City exceeded its liabilities at the close of the most recent fiscal year by $39,851,303.  Of this amount, 
$12,891,687 may be used to meet the City’s ongoing obligations to citizens and creditors. 

 
• The City’s total net assets increased by $464,358.   

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

$4,230,867, an increase of $1,208,530 in comparison with the prior year.  Approximately 85 percent of this total amount, 
$3,569,318, 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 $692,028, or 47 percent of total 

General fund expenditures.  While these funds are not legally reserved, they are designated for future purposes. 
 

• The City’s total debt increased by $3,147,754 or 30 percent during the current fiscal year.  The key factors in this 
increase was the issuance of $2,545,000 in General Obligation Improvement bonds and $1,330,000 in General 
Obligation Water Revenue Crossover Refunding bonds.  Over $727,246 in long-term debt was retired during the 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 

• Statement of Net Assets 
• Statement of Revenues, 

Expenses and Changes in 
Fund Net Assets 

• Statement 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 28 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, the Capital Improvements fund and the 2004 I-94 Industrial Park 
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 - 48 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 49 - 66 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 $39,851,303 at the close of the most recent fiscal year.   
 
By far, the largest portion of the City’s net assets (60 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 
2005 2004 (Decrease) 2005 2004 (Decrease)

Assets
Current and other assets 7,020,485$     5,353,741$     1,666,744$     10,954,665$   12,149,860$   (1,195,195)$   
Capital assets 15,152,069     14,172,975     979,094          22,505,911     20,881,061     1,624,850       

Total assets 22,172,554     19,526,716     2,645,838       33,460,576     33,030,921     429,655          

Liabilities
Long-term liabilities 

outstanding 4,775,686       2,609,080       2,166,606       9,045,873       8,070,908       974,965          
Other liabilities 1,381,896       1,321,588       60,308            578,372          1,169,117       (590,745)        

Total liabilities 6,157,582       3,930,668       2,226,914       9,624,245       9,240,025       384,220          

Net assets
Invested in capital assets,

net of related debt 10,420,442     11,610,110     (1,189,668)     13,514,211     12,868,361     645,850          
Restricted 3,024,963       2,538,325       486,638          -                     -                     -                     
Unrestricted 2,569,567       1,447,613       1,121,954       10,322,120     10,922,535     (600,415)        

Total net assets 16,014,972$   15,596,048$   418,924$        23,836,331$   23,790,896$   45,435$          

Governmental Activities Business-type Activities

 
An additional portion of the City’s net assets (8 percent) represents resources that are subject to external restrictions on how they 
may be used.  The remaining balance of unrestricted net assets ($12,891,687) 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 $464,358 during the current fiscal year.  Approximately $992,095 is attributable to state aids and 
special assessments.  The remainder of 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 increased the City’s net assets by $418,923, thereby accounting for 90 percent 
of the total growth in the net assets of the City.   
 
Business-type activities:  There was an increase of $45,435 in net assets reported in connection with the City’s business-type 
activities.   

Changes in Net Assets 
 

Increase Increase
2005 2004 (Decrease) 2005 2004 (Decrease)

Revenues
Program revenues

Charges for services 231,461$        407,622$        (176,161)$      8,086,608$     7,056,446$     1,030,162$     
Operating grants and contributions 110,401          168,330          (57,929)          24,224            189,194          (164,970)        
Capital grants and contributions 610,516          812,243          (201,727)        -                     -                     -                     

General revenues
Property taxes/tax increments 698,567          613,019          85,548            -                     -                     -                     
Franchise taxes 267,465          21,738            245,727          -                     -                     -                     
Grants and contributions not restricted

to specific programs 746,263          733,326          12,937            -                     -                     -                     
Unrestricted Investment earnings 132,964          63,252            69,712            256,917          221,412          35,505            
Gain on sale of capital assets 57,983            -                     57,983            -                     -                     -                     

Total revenues 2,855,620       2,819,530       36,090            8,367,749       7,467,052       900,697          

Expenses
General government 472,814          394,662          78,152            -                     -                     -                     
Public safety 543,272          550,843          (7,571)            -                     -                     -                     
Streets and highways 1,078,181       189,753          888,428          -                     -                     -                     
Sanitation 3,228              3,647              (419)               -                     -                     -                     
Culture and recreation 115,446          95,911            19,535            -                     -                     -                     
Economic development 177,648          302,797          (125,149)        -                     -                     -                     
Interest on long-term debt 83,492            72,646            10,846            -                     -                     -                     
Ambulance -                     -                     -                     304,932          256,911          48,021            
Water -                     -                     -                     730,233          746,518          (16,285)          
Wastewater -                     -                     -                     1,606,757       1,245,893       360,864          
Electric -                     -                     -                     5,643,008       5,025,693       617,315          

Total expenses 2,474,081       1,610,259       863,822          8,284,930       7,275,015       1,009,915       

Increase in net assets before transfers 381,539          1,209,271       (827,732)        82,819            192,037          (109,218)        
Transfers 37,384            512,621          (475,237)        (37,384)          (512,621)        475,237          

Change in net assets  418,923          1,721,892       (1,302,969)     45,435            (320,584)        366,019          
Net assets, January 1 15,596,049     13,874,156     1,721,893       23,790,896     23,222,812     568,084          
Prior period adjustment -                     -                     -                     -                     888,668          (888,668)        

Net assets, December 31 16,014,972$   15,596,048$   418,924$        23,836,331$   23,790,896$   45,435$          

Governmental Activities Business-type Activities

 
Property tax increased by $85,548 (14 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. 
 

Expenses and Program Revenues - Governmental Activities  
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Revenues by Source - Governmental Activities  
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Business-type activities.  Business-type activities increased the City’s net assets by $45,435.  The key element of this increase 
was that charges for services increased by 15 percent over the prior year. 

 
 

Expenses and Program Revenues - Business-type Activities  
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Revenue by Source - 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 $4,230,867, an 
increase of $1,208,530 in comparison with the prior year.  Approximately 85 percent of this total amount $3,569,318 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.  $394,859 is reserved 
for business loans to local businesses, $194,873 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 
$761,836.  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.  Unreserved fund balance represents 47 percent of fund expenditures, while total fund balance 
represents 52 percent of that same amount. 
 
The fund balance of the City’s General fund decreased $33,765 during the current fiscal year.  The key factor in this decrease was  
that the General fund transferred $479,241 to other city funds. 
 
The Debt Service fund has a total fund balance of $194,873, 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 $59,172. 
 
The Capital Improvements fund has a fund balance of $2,226,406, all of which is reserved for capital improvements in the city.  
The fund balance increased by $16,037 during the year.  
 
The 2004 I-94 Industrial Park Improvements fund has a fund balance of $167,812 at year end, all of which is designated for the 
project.  The fund balance decreased by $ 256,627 during the year. 
 
2005 Capital Improvements was a new fund in 2005 and had an ending fund balance of $323,668 all of which is designated for 
the 2005 Improvement project. 
 
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 $10,322,120.  The total increase in net assets for 
the funds was $45,435.  This increase is due to an increase in charges for service.   
 
General Fund Budgetary Highlights 
 
The City’s General fund budget was not amended during the year.  The budget called for revenues to equal expenses.  Revenues 
exceeded expenditures by $287,077 before transfers and other financing sources but were under expenses by $33,765 after these 
items. 
 
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, 2005, amounts to $37,657,980 (net of accumulated depreciation).  This investment in capital assets includes land, 
structures, improvements, machinery and equipment, park facilities, roads, highways and bridges.   
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Capital Assets Net of Depreciation 
 

Increase Increase 
2005 2004 (Decrease) 2005 2004 (Decrease)

Land 2,515,371$     2,482,421$     32,950$          246,376$        246,376$        -$                    
Buildings 1,679,833       2,327,376       (647,543)        816,276          901,944          (85,668)           
Improvement other than buildings -                     -                     -                     -                      -                     -                      
Machinery and equipment 963,863          1,024,181       (60,318)          836,106          485,392          350,714          
Infrastructure 6,798,263       6,328,229       470,034          20,607,153     16,173,868     4,433,285       
Construction in progress 3,194,739       2,010,768       1,183,971       -                      3,073,481       (3,073,481)      

Total 15,152,069$   14,172,975$   979,094$        22,505,911$   20,881,061$   1,624,850$     

Governmental Activities Business-type Activities

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

• 2005 Capital Improvement project 
• Continuation of I94 Industrial Park project  
• Completion of enterprise fund projects  

 
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 $13,331,700.  Of this 
amount, $4,195,000 is special assessment debt, $8,991,700 is revenue debt and $145,000 is general obligation equipment 
certificates.  They are all backed by the full faith and credit of the City. 
 

Outstanding Debt 
 

2005 2004 2005 2004 2005 2004

General obligation bonds 145,000$        215,000$        -$                   -$                   145,000$        215,000$        
G.O. improvement bonds 4,195,000       1,710,000       -                     -                     4,195,000       1,710,000       
General obligation revenue bonds -                     -                     8,991,700       8,012,700       8,991,700       8,012,700       
Capital leases 200,000          390,000          -                     -                     200,000          390,000          
Loans 191,621          247,867          -                     -                     191,621          247,867          
Compensated absences 44,059            46,215            54,173            58,208            98,232            104,423          

Total 4,775,680$     2,609,082$     9,045,873$     8,070,908$     13,821,553$   10,679,990$   

Governmental Activities TotalBusiness-type Activities

 
 
The City’s total debt increased $3,147,754 during the current fiscal year.  
 
The City issued $2,545,000 of General Obligation Improvement bonds and $1,330,000 of General Obligation Water Revenue 
Crossover Refunding bonds.  
 
Minnesota statutes limit the amount of net general obligation debt a City may issue to 2 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 
$2,713,688, 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 39 - 43 of this report. 
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Economic Factors and Next Year’s Budgets and Rates 
 

• Property valuations within the City remain strong and growing. 
 

• Inflationary trends in the region compare favorably to national indices. 
 
All of these factors were considered in preparing the City’s budget for the 2006 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 City Clerk-Treasurer, City of Melrose, 225 East 1st street North, Melrose, Minnesota 56352. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 








































































































































































