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June 23, 2008

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

The City of Lake City’s Annual Financial Report for the fiscal year ended December 31,
2007 is submitted in accordance with Generally Accepted Accounting Principles
(GAAP). The purpose of this report is to provide the Mayor, City Council and other
interested parties with useful information regarding the City’s operations and financial
position.

Minnesota Statute 471.697 requires cities the size of Lake City to:

e Prepare a financial report covering the city’s operations during the preceding
fiscal year after the close of the fiscal year. The report shall contain financial
statements and disclosures which present the city’s financial position and the
results of the city operations in conformity with generally accepted accounting
principles.

o File the financial report in the clerk’s or financial officer’s office for public
inspection and present it to the city council after the close of the fiscal year. One
copy of the financial report shall be furnished to the state auditor after the close of
the fiscal year,

e Submit to the state auditor audited financial statements which have been attested
to by a certified public accountant, public accountant, or the state auditor within
180 days after the close of the fiscal year. A copy of the audited financial
statement along with any management letter or other written findings or
comments by the auditor must be provided to each city council member and the
mayor no later than 30 days after the report is required to be submitted to the state
auditor.

The accompanying independent auditor’s report, management’s discussion and analysis,
basic financial statements and supplemental information and schedules are designed to
meet the requirements of the statute.

The City assumes responsibility for both the accuracy of data and the completeness and
fairness of the presentation, including all disclosures. To the best of our knowledge, this
financial report is complete and reliable in all material respects.

Smith Schafer & Associates, LTD, Certified Public Accountants, have issued an
unqualified (“clean”) opinion on the City of Lake City’s financial statements for the year
ended December 31, 2007. The independent auditor’s report is located on page one of
this report.

Birthplace of Waterskiing - 1922



The City’s financial statements include all funds of the City and its component units. The
statements represent all funds under the ultimate control of the Mayor and City Council.
The Economic Development Authority is legally separate but the City is financially
accountable, therefore the EDA is reported separately as a component unit in the City of
Lake City’s financial statements.

The preparation of the 2007 Comprehensive Annual Financial Report was accomplished
through the combined efforts of the Clerk/Finance Department, various department staff
and the firm of Smith Schafer and Associates, LTD.

Respectfully submitted;

e
\i@:ltl’ VO Ve X

Barbara I. Pratt
Finance Director/Treasurer
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INDEPENDENT AUDITOR'S REPORT

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

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the discretely presented component unit, each major fund, and the aggregate remaining fund
information of the City of Lake City, Minnesota as of and for the year ended December 31, 2007, which
collectively comprise the City’s basic financial statements as listed in the table of contents. These
financial statements are the responsibility of the City's management. Our responsibility is to express an
opinion 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 Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our 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, the discretely
presented component unit, each major fund, and the aggregate remaining fund information of the City of
Lake City, Minnesota as of December 31, 2007, and the respective changes in financial position and cash
flows, where applicable, thereof for the year then ended conformity with accounting principles generally
accepted in the United States of America.

In accordance with Government Audit Standards, we have also issued a report dated May 30, 2008, on
our consideration of the City of Lake City, Minnesota’s internal control over financial reporting and our
tests of its compliance with certain 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 internal control over
financial reporting and compliance and the results of that testing and not to provide an opinion on the
internal control over financial reporting and compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in conjunction
with this report in considering the results of our audit.



Honorable Mayor and Members
of the City Council

City of Lake City, Minnesota

Page 2

The Management's Discussion and Analysis is not a required part of the basic financial statements, but
is supplementary information required by accounting principles generally accepted in the United States
of America. We have applied certain limited procedures, consisting principally of inquires of
management regarding the methods of measurement and presentation of the supplementary
information. However, we did not audit the information and express no opinion thereon.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Lake City, Minnesota’s basic financial statements. The introductory section,
combining and individual nonmajor fund financial statements and schedules listed in the Financial Section
of 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 has
been subjected to the auditing procedures applied in our audit of the basic financial statements and, in
our opinion, are fairly stated in all material respects in relation to the basic financial statements taken as a
whole. The introductory section and schedules have not been subjected to the auditing procedures
applied in the audit of the basic financial statements and, accordingly, we express no opinion on them.

St Sib ot ol fth

Rochester, Minnesota
May 30, 2008



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

As management of the City of Lake City, Minnesota, we offer readers of the City of Lake City’s financial
statements this narrative overview and analysis of the financial activities of the City of Lake City for the
fiscal year ended December 31, 2007. We encourage readers to consider the information presented here
in conjunction with the City’s financial statements.

FINANCIAL HIGHLIGHTS

¢ The assets of the City of Lake City exceeded its liabilities at the close of the most recent fiscal
year by $36,421,530 (net assets). Of this amount, $9,620,319 (unrestricted net assets) 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 assets increased by $1,015,545.

¢ As of the close of the current fiscal year, the City of Lake City’s governmental funds reported
combined ending fund balances of $2,468,246. Approximately 90 percent of this total amount, or
$2,229,339 is available for use within the City’s designations and policies.

¢ At the end of the current fiscal year, unreserved fund balance for the general fund was
$1,033,010 or 27 percent of total general fund expenditures.

e The City of Lake City decreased total outstanding debt obligations by $1,166,048 during the
current fiscal year. Principal payments are made as scheduled and continue to reduce
outstanding debt.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis are intended to serve as an introduction to the City of Lake City’s basic
financial statements. The City of Lake City’s basic financial statements comprise 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.

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. Additional explanation of these sections of the financial statements follows.

Government -wide financial statements. The government -wide financial statements are designed to
provide readers with a broad overview of the City of Lake City’s finances, in a manner similar to a
private-sector business. All departments operated by the City are presented in the financial statements
including enterprise funds such as the electric and marina.

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



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

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 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 not used, compensated absences).

Both of the government -wide financial statements distinguish functions of the City of Lake City 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 City include general
government, public safety, streets and highways, culture and recreation, and economic development.
The business -type activities of the City of Lake City include the electric, water, sewer, storm water and
garbage utilities as well as the operations of the City owned marina. The government -wide financial
statements can be found on pages 14-16 of this report.

Additional financial information for the Economic Development Authority (EDA) can be found on page
70. The EDA is reported as a component unit which is legally separate from the City but the City is
financially accountable.

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 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 of Lake City can be divided into two
categories: governmental funds and proprietary 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.

The City of Lake City maintains forty-three individual governmental 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 which is considered to be a
major fund. Data from the other forty-two 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 elsewhere in this report.



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

The City of Lake City adopts an annual appropriated budget for its general fund and library fund.
Budgetary comparison statements have been provided for the general fund (pages 21-25) and the
library fund (page 69) to demonstrate compliance with the budget.

The basic governmental fund financial statements can be found on pages 17-20 of this report.

Proprietary funds. The City of Lake City maintains two types of proprietary 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 City uses enterprise funds to account for its electric, water,
sewer, storm water, and garbage utilities and its marina activity. Internal Service Funds are an
accounting device used to accumulate and allocate costs internally among the City of Lake City’s
various functions. The City of Lake City uses an internal service fund to account for the City’s fuel
purchases. Because this service predominately benefits governmental rather than business-type
functions, the internal service fund has 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
electric, water, sewer, storm water, and garbage utilities and its marina activity, all of which are
considered to be major funds of the City of Lake City.

The basic proprietary fund financial statements can be found on pages 26-33 of this report.

Notes to the 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 34-60 of this report.

Other information. The combining statements referred to earlier in connection with nonmajor
governmental funds can be found on pages 61-70 of this report.

IMPORTANT REMINDERS:

Infrastructure Assets. The City of Lake City first implemented GASB Statement #34 for its fiscal year
ended December 31, 2003. Historically, governmental fixed assets, particularly infrastructure assets,
have only been accounted for using the current financial resources (budgeted resources) method, and
have not been expensed annually through depreciation or accounted for otherwise. Additionally,
significant infrastructure assets have been constructed by developers and contributed to the City over
the years but have never been recorded on its financial recorded prior to January 1, 2003. The
valuations of infrastructure assets acquired prior to January 1, 2003 were completed during 2005 and
are included in the December 31, 2005 financial statement. All acquisitions of infrastructure assets
since 2003 have been recorded under the new reporting model.



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

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 of Lake City, assets exceeded liabilities by $36,421,530 at the close of
the most recent fiscal year.

By far the largest portion of the City of Lake City’s net assets (70 percent) reflects its investment in
capital assets (e.g. land, buildings, vehicles, and equipment), less any related debt used to acquire
those assets that is still outstanding. The City of Lake City uses these capital assets to provide
services to citizens; consequently, these assets are not available for future spending. Although the City
of Lake 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.

City of Lake City's Net Assets

Governmental Activities Business-Type Activities Total
2007 2006 2007 2006 2007 2006
Current and other assets $ 3935986 $ 3,664,971 $ 9,070,826 $ 10,670,606 $ 13,006,812 $ 14,335,577
Capital assets 12,286,629 12,476,168 22,205,149 21,054,986 34,491,778 33,531,154
Total assets 16,222,615 16,141,139 31,275,975 31,725,592 47,498,590 47,866,731
Long-term liabilities
outstanding 1,283,480 1,797,347 8,224,822 8,877,003 9,508,302 10,674,350
Other liabilities 476,866 409,142 1,091,892 1,377,254 1,568,758 1,786,396
Total liabilities 1,760,346 2,206,489 9,316,714 10,254,257 11,077,060 12,460,746
Net assets:
Invested in capital assets,
net of related debt 11,300,629 10,986,168 14,131,035 12,337,393 25,431,664 23,323,561
Restricted 1,369,547 2,058,897 1,369,547 2,058,897
Unrestricted 1,792,093 889,585 7,828,226 9,133,942 9,620,319 10,023,527
Total net assets $ 14,462,269 $ 13,934,650 $ 21,959,261 $ 21,471,335 $ 36,421,530 $ 35,405,985

A portion of the City of Lake 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
($9,620,319) may be used to meet the government’s ongoing obligations to citizens and creditors.

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

Governmental activities. Governmental activities increased the City of Lake City’s net assets by
$527,619.



Business -type activities.

$487,926.

CITY OF LAKE CITY, MINNESOTA

MANAGEMENT’'S DISCUSSION AND ANALYSIS

Business -type activities increased the City of Lake City’s net assets by

A condensed version of the Statement of Activities follows:

Revenue:

Program revenues:
Charges for services
Operating grants and

contributions
Capital grants and
contributions

General revenues:
Property taxes
Tax increments

Grants and contributions not

restricted to specific programs

Other
Total revenues

Expenses:
General government
Public safety
Streets and highways
Culture and recreation
Economic development
Interest on long-term debt
Electric
Water
Sewer
Storm water
Marina
Garbage

Total expenses
Increase in net assets
before transfers

Transfers

Increase in net assets

Net assets, beginning of year

Net assets, end of year

City of Lake City's Change in Net Assets

Governmental Activities Business-Type Activities Total
2007 2006 2007 2006 2007 2006
$ 707,727 $ 785,496 $ 13,939,769 $ 12,535,761 $ 14,647,496 $ 13,321,257
322,704 229,496 322,704 229,496
208,022 126,195 132,998 341,020 126,195
2,064,789 1,639,731 2,064,789 1,639,731
140,848 132,828 140,848 132,828
990,534 1,159,914 990,534 1,159,914
318,476 360,555 451,876 755,827 770,352 1,116,382
4,753,100 4,434,215 14,524,643 13,291,588 19,277,743 17,725,803
1,264,458 1,259,376 1,264,458 1,259,376
1,760,677 1,640,309 1,760,677 1,640,309
706,462 649,545 706,462 649,545
614,785 604,148 614,785 604,148
80,109 194,313 80,109 194,313
79,990 90,933 79,990 90,933
10,302,366 9,126,419 10,302,366 9,126,419
561,306 607,138 561,306 607,138
1,439,744 1,422,118 1,439,744 1,422,118
61,446 64,491 61,446 64,491
275,313 282,176 275,313 282,176
1,115,542 1,090,694 1,115,542 1,090,694
4,506,481 4,438,624 13,755,717 12,593,036 18,262,198 17,031,660
246,619 (4,409) 768,926 698,552 1,015,545 694,143
281,000 71,000 (281,000) (71,000)
527,619 66,591 487,926 627,552 1,015,545 694,143
13,934,650 13,868,059 21,471,335 20,843,783 35,405,985 34,711,842
$ 14,462,269 $ 13,934,650 $ 21,959,261 $ 21,471,335 $ 36,421,530 _$ 35,405,985




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

Below are specific graphs that provide comparisons of the governmental activities direct program
revenues with their expenditures. Any shortfalls in direct revenues are primarily supported by property
tax levy or general state aid.

Expenses and Program Revenues - Governmental Activities
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CITY OF LAKE CITY, MINNESOTA
MANAGEMENT’'S DISCUSSION AND ANALYSIS

The following graphs relate the various business-type activities’ program revenues with their

expenditures. Since these activities generally require significant physical assets to operate, any excess
revenues are held for planned capital expenditures to keep pace with growing demand for services.

Expenses and Program Revenues - Business-Type Activities
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CITY OF LAKE CITY, MINNESOTA
MANAGEMENT’'S DISCUSSION AND ANALYSIS

Financial Analysis of the Government’'s Funds

As noted earlier, the City of Lake City uses fund accounting to ensure and demonstrate compliance
with finance -related legal requirements.

Governmental funds. The focus of the City of Lake 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 of Lake 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 of Lake City’s governmental funds reported combined
ending fund balances of $2,468,246, an increase of $48,417. Approximately 90 percent of this total
amount, or $2,229,339, constitutes unreserved fund balance, which is available for spending at the
government’s discretion. The remainder of this fund balance ($238,907) is reserved to indicate that it is
not available for new spending because it has already been committed to repay long-term debt.

The general fund is the chief operating fund of the City of Lake City. At the end of the current fiscal
year, unreserved fund balance of the general fund was $1,033,010. As a measure of the general
fund’s liquidity, it may be useful to compare unreserved fund balance and total fund balance to total
fund expenditures. Unreserved fund balance represents 27 percent of total general fund expenditures.

The general fund’s total fund balance increased by $372,584 during the current fiscal year. This year’s
increase was primarily due to less personnel costs in the ambulance department associated with only
having personnel for a partial year and not spending the full budgeted amount of capital outlay for
streets and highways. The net budgeted change in fund balance (revenues in excess of expenditures)
was $588,654 less than actual results. Revenues met or exceeded budget projections in most all
cases (total actual revenues excluding transfers exceeded the budgeted amount by $164,725), except
transfers in were $15,000 more than budgeted. Total actual expenditures excluding transfers out were
under budgeted expenditures by $408,929.

The City continues to computerize transactions including adding an accounts receivable module to
track revolving loans and miscellaneous billing for services, upgrades to the network server which
improved software application performance and implementing a document imaging system.

The new Marina administration building was completed in 2007 and construction began on Underwood
Park which will include soccer fields and ice hockey rinks.

Major repairs were completed on the underground sewer and water infrastructure at the intersection of
Lakeshore and Center. Final street paving was completed in Peters 4™ and 5™ addition.

10



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

The library fund increased its fund balance by $59,062 for the year which was primarily a result of
actual expenditur es being under budget and an operating transfer/contribution from the marina fund.

The debt service funds have a total fund balance of $238,907 all of which is reserved for the payment
of debt service. These fund balances decreased by $799,377 for the year, which represented a spend
down of the previous years reserves no longer needed and payments on some of the next year
payments due.

Proprietary funds. The City of Lake City’s proprietary funds statements found on pages 26-33
provide the same type of information found in the government -wide financial statements, but in more
detail.

The unrestricted net assets in the respective proprietary funds are Electric - $2,950,858, Water -
$1,005,065, Sewer - $201,300, Storm Water - $293,563, Marina - $3,162,085, and Garbage -
$215,355. All but the electric utility fund had increases in total net assets for the year. The electric
utility fund’'s decrease of $202,547 was primarily due to an increase in purchase power cost without an
increase in customer electric rates.

General Fund Budgetary Highlights

¢ The City approved the 2007 general fund budget anticipating an increase in general fund reserves
of $3,113. All differences between the original and final budgets in the general fund for the City in 2007
were approved by resolution amending the original budget. Significant changes in the budget were for
additional amounts owed in the amount of $26,723 as the result of a sales tax audit, increase in the
capital outlay budget for the Streets and Highway department to purchase a dump truck, and an
increase of workers compensation insurance of $20,687.

Capital Asset and Debt Administration

Capital assets. The City of Lake City’s investment in capital assets for its governmental and business -
type activities as of December 31, 2007, amounts to $34,491,778 (net of accumulated depreciation).
This investment in capital assets includes land, buildings and system, improvements, machinery and
equipment, park facilities, roads, highways, and bridges. The total increase in the City of Lake City’s
reported investment in capital assets for the current fiscal year was $960,624, or 3 percent.

11



Land

Construction in progress

Buildings and improvements

Machinery and equipment

Infrastructure

Distribution and collection system
Total

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

City of Lake City's Capital Assets

(net of depreciation)

Governmental Business-Type

Activities Activities

Total

2007 2006 2007 2006

2007 2006

$ 1,303,791 $ 1,303,791 $ 723363 $ 723,363
119,755 $ 789,051

5,323,480 5,491,913 10,353,700 8,111,345
1,413,989 1,348,205 1,094,097 1,427,582
4,245,369 4,332,259

9,914,234 10,003,645

$ 2,027,154 $ 2,027,154
119,755 $ 789,051

15,677,180 13,603,258
2,508,086 2,775,787
4,245,369 4,332,259
9,914,234 10,003,645

$ 12,286,629 $ 12,476,168 $ 22,205,149 $ 21,054,986

$ 34,491,778 $ 33,531,154

Additional information on the City of Lake City’s capital assets can be found in Note 5 on pages 45-47

of this report.

Long-term debt. At the end of the current fiscal year, the City of Lake City had $9,060,113 in bonds
and notes outstanding. Of this amount, $8,150,013 comprises debt backed by the full faith and credit of
the government and $910,100 represents bonds secured solely by specified revenue sources.

General obligation bonds
General obligation revenue loans
General obligation revenue bonds
Revenue bonds
Compensated absences

Total

City of Lake City's Outstanding Debt

Governmental Business-Type
Activities Activities Total
2007 2006 2007 2006 2007 2006
$ 986,000 $ 1,490,000 $ $ $ 986,000 $ 1,490,000
6,413,613 6,815,593 6,413,613 6,815,593
750,400 913,000 750,400 913,000
910,100 989,000 910,100 989,000
297,480 307,347 150,709 159,410 448,189 466,757

$ 1283480 $ 1,797,347 $ 8224822 $ 83877,003

$ 9,508,302 $ 10,674,350

The City of Lake City’s total debt decreased by $1,166,048 during the current fiscal year. No new debt
was issued during 2007. A total of $1,147,480 in bonds and notes payable was retired during 2007. A
more detailed breakdown of these obligations can be found in Note 7, beginning on page 50.

The City of Lake City maintains an A2 bond rating on its general obligation bonds from Moody’s

Investors Service.
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CITY OF LAKE CITY, MINNESOTA
MANAGEMENT’'S DISCUSSION AND ANALYSIS

Requests for Information

This financial report is designed to provide a general overview of the City of Lake 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 information should be addressed to the Finance Director, City Hall,

205 West Center, Lake City, MN 55041.
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CITY OF LAKE CITY, MINNESOTA
STATEMENT OF NET ASSETS
December 31, 2007
With Comparative Totals for December 31, 2006

Primary Government

FORM A-1

Component Unit

Totals Economic Development
Governmental Business-Type Authority
Activities Activities 2007 2006 2007 2006
Assets
Cash and investments $ 2,804,827 $ 6,893,706 $ 9,698,533 $ 11,167,318 $ $ 21,031
Receivables 859,142 1,053,601 1,912,743 1,736,994 1,006
Internal balances (402,864) 402,864
Due from other
governmental units 363,268 363,268 380,357 1,145
Due from primary government 83,693 36,670
Due from component unit 311,613 311,613 223,961
Prepaid expenses 65,342 65,342 69,713
Inventories 655,313 655,313 757,234
Capital assets:
Nondepreciable 1,303,791 843,118 2,146,909 2,816,205
Depreciable, net 10,982,838 21,362,031 32,344,869 30,714,949 2,113,293 2,183,680
Total Assets 16,222,615 31,275,975 47,498,590 47,866,731 2,198,131 2,242,387
Liabilities
Accounts and contracts
payable 53,945 910,343 964,288 1,228,741
Accrued liabilities 54,424 120,350 174,774 196,968 21,674
Deposits payable 284,804 61,199 346,003 324,017
Due to primary government 311,613 223,961
Due to component unit 83,693 83,693 36,670
Noncurrent liabilities
Due within one year 134,000 674,364 808,364 950,979 90,128 169,519
Due in more than one year 1,149,480 7,550,458 8,699,938 9,723,371 696,961 875,028
Total Liabilities 1,760,346 9,316,714 11,077,060 12,460,746 1,098,702 1,290,182
Net Assets
Invested in capital assets,
net of related debt 11,300,629 14,131,035 25,431,664 23,323,561 1,326,204 1,117,459
Restricted for:
Grants and contracts 764,762 764,762 719,796
Debt service 238,907 238,907 1,038,284
Tax increment purposes and
loan covenants 365,878 365,878 300,817
Unrestricted 1,792,093 7,828,226 9,620,319 10,023,527 (226,775) (165,254)
Total Net Assets $ 14,462,269 $ 21,959,261 $ 36,421,530 $ 35,405,985 $ 1,099,429 $ 952,205

See Notes to Financial Statements
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CITY OF LAKE CITY, MINNESOTA
STATEMENT OF ACTIVITIES
For the Year Ended December 31, 2007
With Comparative Totals for the Year Ended December 31, 2006

Program Revenues

Operating Capital
Charges for Grants and Grants and
Functions/Programs Expenses Services Contributions Contributions
Governmental activities:
General government $ 1,264,458 $ 35,952 $ 8563 $
Public safety 1,760,677 511,315 148,443
Streets and highways 706,462 5,144 52,797 208,022
Culture and recreation 614,785 155,316 112,901
Economic development 80,109
Interest on long-term debt 79,990
Total governmental activities 4,506,481 707,727 322,704 208,022
Business-Type activities:
Electric utility 10,302,366 10,036,360
Water utility 561,306 608,742
Sewer utility 1,439,744 1,273,917 87,449
Storm water utility 61,446 84,052 45,549
Garbage 275,313 288,808
Marina 1,115,542 1,647,890
Total business-type activities 13,755,717 13,939,769 132,998
Total Primary Government $ 18,262,198 $ 14,647,496 $ 322,704 $ 341,020
Component Unit;
Economic Development Authority $ 202,005  $ $ 345,682 %

General revenues:
General property taxes
Tax increments
Grants and contributions not restricted to specific programs
Investment earnings
Miscellaneous
Transfers
Total general revenues and transfers

Change in net assets
Net assets - beginning

Net assets - ending

See Notes to Financial Statements
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FORM A-2

Net (Expense) Revenue
and Changes in Net Assets

Primary Government Component Unit
Totals Economic Development
Governmental Business-Type Authority
Activities Activities 2007 2006 2007 2006
$ (1,219,943) $ $ (1,219,943) $ (1,209,562) $ $
(1,100,919) (1,100,919) (1,015,412)
(440,499) (440,499) (432,712)
(346,568) (346,568) (354,505)
(80,109) (80,109) (194,313)
(79,990) (79,990) (90,933)
(3,268,028) (3,268,028) (3,297,437)
(266,006) (266,006) (423,700)
47,436 47,436 (37,247)
(78,378) (78,378) (130,746)
68,155 68,155 17,537
13,495 13,495 3,638
532,348 532,348 513,243
317,050 317,050 (57,275)
(3,268,028) 317,050 (2,950,978) (3,354,712)
143,677 138,563
2,064,789 2,064,789 1,639,731
140,848 140,848 132,828
990,534 990,534 1,459,914
222,957 434,436 657,393 442 557 3,547 2,293
95,519 17,440 112,959 373,825
281,000 (281,000)
3,795,647 170,876 3,966,523 4,048,855 3,647 2,293
527,619 487,926 1,015,545 694,143 147,224 140,856
13,934,650 21,471,335 35,405,985 34,711,842 952,205 811,349
$ 14,462,269 $ 21,959,261 $ 36,421,530 $ 35,405,985 $ 1,099,429 $ 952,205
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CITY OF LAKE CITY, MINNESOTA
BALANCE SHEET

GOVERNMENTAL FUNDS

December 31, 2007
With Comparative Totals for December 31, 2006

FORM B-1

Other
General Governmental Total Governmental Funds
Fund Funds 2007 2006
Assets
Cash and investments $ 704661 $ 2,100,166 $ 2,804,827 $ 2,702,076
Interest receivable 59,631 59,631 71,576
Accounts receivable 166,747 13,367 180,114 225,039
Taxes receivable delinquent 67,278 67,278 56,570
Special assessments receivable:
Delinquent 1,595 1,595 18,874
Deferred 286,842 286,842 162,166
Advances to other funds 55,000 55,000 55,000
Interfund receivable 492,689 492,689 729,097
Loans receivable 263,682 263,682 210,631
Due from other governmental units 359,673 3,595 363,268 380,357
Due from component unit 211,613 100,000 311,613 223,961
TOTAL ASSETS $ 2117292 $ 2,769247 $ 4,886539 $ 4,835,347
Liabilities and Fund Balance
Liabilities
Accounts payable $ 44211 $ 9,734 % 53,945 $ 50,554
Accrued liabilities 46,531 760 47,291 45,994
Deposits payable 284,804 284,804 252,894
Advances from other funds 457,864 457,864 461,977
Interfund payable 486,594 486,594 717,389
Due to component unit 83,693 83,693 36,670
Deferred revenue 451,983 552,119 1,004,102 850,040
Total Liabilities 1,084,282 1,334,011 2,418,293 2,415,518
Fund Balance
Reserved for:
Debt service 238,907 238,907 1,038,284
Unreserved, designated
reported in:
General fund 1,033,010 1,033,010 660,426
Unreserved, undesignated
reported in:
General fund
Special revenue funds 1,017,740 1,017,740 900,574
Capital projects funds 178,589 178,589 (179,455)
Total Fund Balance 1,033,010 1,435,236 2,468,246 2,419,829
TOTAL LIABILITIES
AND FUND BALANCE $ 2117292 $ 2,769247 $ 4,886539 $ 4,835,347

See Notes to Financial Statements
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CITY OF LAKE CITY, MINNESOTA

RECONCILIATION OF NET ASSETS IN THE

GOVERNMENT-WIDE FINANCIAL STATEMENTS AND FUND BALANCES

IN THE FUND BASIS FINANCIAL STATEMENTS

December 31, 2007

Total governmental fund balances (page 17)

Capital assets used in governmental activities are not financial
resources and, therefore, are not reported in the funds.
Governmental funds - capital assets
Less: Accumulated depreciation

Other long-term assets are not available to pay for current-period
expenditures and, therefore, are deferred in the funds.
Delinquent property taxes and special assessments
Deferred special assessments
Due from other governments
Loans receivable

Internal service funds are used by management to charge the costs
of fuel to individual funds. The assets and liabilities of the internal
service funds are included in governmental activities in the
statement of net assets

Long-term liabilities, including bonds payable, are not due and payable
in the current period and therefore are not reported in the funds.
Bonds and notes payable
Compensated absences
Accrued interest

Net assets of governmental activities (page 14)

See Notes to Financial Statements

$ 25,580,137
(13,293,508)

$ 68,873
286,842
329,705
318,682

$  (986,000)
(297,480)
(7,133)

FORM B-2

Amounts reported for governmental activities in the statement of net assets are different because:

$ 2,468,246

12,286,629

1,004,102

(6,095)

(1,290,613)

$ 14,462,269
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FORM B-3
CITY OF LAKE CITY, MINNESOTA
STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCE
GOVERNMENTAL FUNDS

For the Year Ended December 31, 2007
With Comparative Totals for the Year Ended December 31, 2006

Other
General Governmental Total Governmental Funds
Fund Funds 2007 2006
Revenues
Taxes $ 1873688 $ 321,241 $ 2,194,929 $1,758,975
Special assessments 100,625 100,625 340,238
Licenses and permits 33,557 33,557 48,300
Intergovernmental revenues 1,161,628 64,843 1,226,471 1,389,410
Charges for services 626,641 1,845 628,486 693,005
Fines and forfeits 39,285 6,399 45,684 44 191
Investment income 42,121 180,836 222,957 145,030
Miscellaneous revenues 131,032 114,858 245,890 209,828
Total Revenues 3,907,952 790,647 4,698,599 4,628,977
Expenditures
General government 1,061,388 1,061,388 974,313
Public safety 1,667,798 1,667,798 1,690,152
Streets and highways 609,319 609,319 412,336
Culture and recreation 511,863 150,344 662,207 672,180
Economic development 160,109 160,109 194,313
Capital outlay 170,502 170,502 895,682
Bond principal retirement 504,000 504,000 388,000
Interest and fiscal charges 95,859 95,859 87,859
Total Expenditures 3,850,368 1,080,814 4,931,182 5,314,835
Excess (Deficiency) of Revenues
Over (Under) Expenditures 57,584 (290,167) (232,583) (685,858)
Other Financing
Sources (Uses)
Bond proceeds 510,000
Transfers in 315,000 847,533 1,162,533 305,150
Transfers out (881,533) (881,533) (234,150)
Total other financing
sources (uses) 315,000 (34,000) 281,000 581,000
Net change in fund balances 372,584 (324,167) 48,417 (104,858)
FUND BALANCE, beginning 660,426 1,759,403 2,419,829 2,524,687
FUND BALANCE, ending $ 1,033,010 $ 1,435236 $ 2,468,246 $2,419,829

See Notes to Financial Statements
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CITY OF LAKE CITY, MINNESOTA
RECONCILIATION OF THE STATEMENT OF REVENUES,
EXPENDITURES, AND CHANGES IN FUND BALANCES OF
GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
For the Year Ended December 31, 2007

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

Net change in fund balances - total governmental funds (page 19)

Governmental funds reported capital outlays as expenditures.
However, in the statement of activities the cost of those assets
is allocated over their estimated useful lives and reported as
depreciation expense.

Capital outlay $ 170,502
Capital outlay-other governmental funds 302,004
Depreciation expense (630,045)

The net effect of various miscellaneous transactions involving
capital assets (i.e., sales, trade-ins, and donations) is to
decrease net assets.

Revenues in the statement of activities that do not provide current

financial resources are not reported as revenues in the funds.
Deferred revenue, December 31, 2007 1,004,102
Deferred revenue, December 31, 2006 (850,040)

“

Some expenses reported in the statement of activities do not
require the use of current financial resources and, therefore,
are not reported as expenditures in governmental funds.

Compensated absences

Internal service funds are used by management to charge the costs
of fuel to individual funds. The net revenue (expense) of the
internal service funds is reported with governmental activities

Bond proceeds provide current financial resources to governmental
funds, but issuing debt increases long-term liabilities in the
statement of net assets. Repayment of bond principal is an
expenditure in the governmental funds, but the repayment
reduces long-term liabilities in the statement of net assets.
Principal retirement on long-term debt $ 504,000
Change in accrued interest 15,869

Change in net assets of governmental activities (pages 15 and 16)

See Notes to Financial Statements

$

$

FORM B-4

48,417

(157,539)

(19,561)

154,062

9,867

(27,496)

519,869

527,619
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FORM B-5
CITY OF LAKE CITY, MINNESOTA
GENERAL FUND
STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE - BUDGET AND ACTUAL

For the Year Ended December 31, 2007
With Comparative Totals for the Year Ended December 31, 2006

Variance with
2007 Final Budget 2006

Budgeted Amounts Actual Positive Actual
QOriginal Final Amounts (Negative) Amounts
Taxes
Property taxes $1,738543 $1,738543 $ 1,726,026 $ (12,517) $ 1,380,101
Franchise tax 90,000 90,000 107,179 17,179 98,300
Lodging tax 40,483 40,483 40,002
Total Taxes 1,828,543 1,828,543 1,873,688 45,145 1,518,403
Licenses and Permits
Business licenses 19,100 19,100 17,409 (1,691) 20,971
Non-Business licenses 44,250 44,250 16,148 (28,102) 27,329
Total Licenses and Permits 63,350 63,350 33,557 (29,793) 48,300
Intergovernmental Revenues
Federal:
Cops in school grant 23,500 23,500 24,640 1,140 21,526
State:
Local government aid 823,503 823,503 823,503 997,909
Market value credit 157,393 157,393 157,393 158,877
MSA street maintenance 45,000 45,000 45,404 404 45,924
Fire aid 42,387 43,179 792 48,591
Police aid 52,000 54,000 60,116 6,116 51,208
Other state aids 7,393 7,393 7,393 9,268
Total Intergovernmental 1,108,789 1,153,176 1,161,628 8,452 1,333,303
Charges for Services
General government 3,200 3,200 2,395 (805) 3,484
Public safety 424,400 424,400 472,030 47,630 463,795
Streets and highways 2,500 2,500 5,144 2,644 35,446
Park fees 116,600 116,600 147,072 30,472 128,867
Total Charges for Services 546,700 546,700 626,641 79,941 631,592
Fines and forfeits 33,000 33,000 39,285 6,285 39,777
Investment Income 20,000 20,000 42,121 22,121 12,299
Miscellaneous Revenues
Other 7,210 18,537 59,721 41,184 120,608
Refunds and reimbursements 75,000 79,921 71,311 (8,610) 37,326
Total Miscellaneous Revenues 82,210 98,458 131,032 32,574 157,934
TOTAL REVENUES $ 3,682,592 $ 3,743,227 $ 3,907,952 $ 164,725 $ 3,741,608

See Notes to Financial Statements
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FORM B-5
CITY OF LAKE CITY, MINNESOTA
GENERAL FUND
STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE - BUDGET AND ACTUAL

For the Year Ended December 31, 2007
With Comparative Totals for the Year Ended December 31, 2006

Variance with

2007 Final Budget 2006
Budgeted Amounts Actual Positive Actual
Original Final Amounts (Negative) Amounts
EXPENDITURES
General Government
Mayor and City Council:
Personnel services $ 51819 $ 51819 $ 46,110 $ 5709 $ 31,185
Supplies 3,050 3,050 2,773 277 2,243
Other services and charges 96,150 82,633 77,982 4,651 98,345
Total Mayor and City Council 151,019 137,502 126,865 10,637 131,773
City Administrator:
Personnel services 119,135 118,044 116,637 1,407 108,978
Supplies 600 600 269 331 258
Other services and charges 16,850 15,850 7,030 8,820 26,297
Total City Administrator 136,585 134,494 123,936 10,558 135,533
City Clerk/Finance Director:
Personnel services 255,468 257,410 256,314 1,096 236,604
Supplies 14,475 8,642 8,398 244 13,892
Other services and charges 50,450 57,182 54,062 3,120 57,294
Capital outlay 28,000 30,500 30,500
Total City Clerk/Finance Director 348,393 353,734 349,274 4.460 307,790
Audit:
Other services and charges 41,300 39,919 36,083 3,836 34,650
Legal:
Other services and charges 71,770 73,151 73,151 57,352
Planning and Zoning:
Personnel services 231,154 246,320 246,195 125 192,075
Supplies 5,800 5,597 3,595 2,002 5,899
Other services and charges 97,100 38,613 38,489 124 28,328
Total Planning and Zoning 334,054 290,530 288,279 2,251 226,302
Elections:
Personnel services 9,919
Supplies 256 256 4,627
Other services and charges 2,500 2,500 660 1,840 1,693
Total Elections 2,500 2,756 916 1,840 16,239
General Government Buildings:
Personnel services 17,086 17,086 3,094 13,992 8,559
Supplies 30,700 20,700 17,884 2,816 7,506
Other services and charges 48,550 48,755 41,906 6,849 43,409
Capital outlay 5,200
Total General Government Buildings 96,336 86,541 62,884 23,657 64,674
Total General Government $ 1,181,957 $ 1,118,627 $ 1,061,388 $ 57,239 $ 974,313

See Notes to Financial Statements
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FORM B-5
CITY OF LAKE CITY, MINNESOTA
GENERAL FUND
STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE - BUDGET AND ACTUAL

For the Year Ended December 31, 2007
With Comparative Totals for the Year Ended December 31, 2006

Variance with

2007 Final Budget 2006
Budgeted Amounts Actual Positive Actual
Qriginal Final Amounts (Negative) Amounts
EXPENDITURES
Public Safety
Police:
Personnel services $ 805726 $ 808573 $ 808572 $ 1 $ 742,001
Supplies 68,287 69,287 60,925 8,362 54,073
Other services and charges 81,100 84,160 77,769 6,391 85,636
Capital outlay 8,000 12,500 10,081 2,419 23,490
Total Police 963,113 974,520 957,347 17,173 905,200
Fire:
Personnel services 91,510 107,435 98,061 9,374 83,613
Supplies 29,900 29,300 35,137 (5,837) 22,877
Other services and charges 56,812 86,701 87,158 (457) 109,458
Capital outlay 140,000 150,000 12,387 137,613 69,706
Total Fire 318,222 373,436 232,743 140,693 285,654
Ambulance:
Personnel services 371,534 360,614 306,696 53,918 278,479
Supplies 52,950 52,150 49,473 2,677 35,249
Other services and charges 74,100 92,107 79,402 12,705 75,152
Capital outlay 15,800 15,800 15,208 592 92,203
Total Ambulance 514,384 520,671 450,779 69,892 481,083
Civil Defense:
Personnel services 5,014 5,383 5,383 4,306
Supplies 7,400 7,400 6,591 809 2,303
Other services and charges 2,800 2,431 2,569 (138) 6,722
Capital outlay 7,500 7,500 6,289 1,211
Total Civil Defense 22,714 22,714 20,832 1,882 13,331
Animal Control:
Personnel services 4,113 4,254 4,252 2 3,577
Supplies 858 717 212 505 126
Other services and charges 2,125 2,125 1,633 492 1,181
Total Animal Control 7,096 7,096 6,097 999 4,884
Total Public Safety $ 1825529 $ 1,898,437 $ 1,667,798 $ 230,639 $ 1,690,152

See Notes to Financial Statements
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FORM B-5
CITY OF LAKE CITY, MINNESOTA
GENERAL FUND
STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE - BUDGET AND ACTUAL

For the Year Ended December 31, 2007
With Comparative Totals for the Year Ended December 31, 2006

Variance with
2007 Final Budget 2006

Budgeted Amounts Actual Positive Actual
Original Final Amounts (Negative) Amounts
EXPENDITURES
Streets and Highways
Personnel services $ 272,782 $ 272,065 $ 251658 $ 20407 $ 237,986
Supplies 74,400 74,749 73,267 1,482 53,414
Other services and charges 99,600 103,038 100,886 2,152 102,112
Capital outlay 65,000 245,500 183,508 61,992 18,824
Total Streets and Highways 511,782 695,352 609,319 86,033 412,336
Culture and Recreation
Tourism:
Other services and charges 40,371 (40,371) 41,090
Total Tourism 40,371 (40,371) 41,090
Participant Recreation:
Personnel services 17,762 18,037 18,025 12 15,934
Supplies 600 600 593 7 578
Other services and charges 2,450 2,450 1,044 1,406 2,295
Total Participant Recreation 20,812 21,087 19,662 1,425 18,807
Swimming Pool:
Personnel services 50,500 50,500 45,686 4,814 44,682
Supplies 14,500 13,815 5,576 8,239 7,559
Other services and charges 20,975 24,745 23,338 1,407 22,263
Total Swimming Pool 85,975 89,060 74,600 14,460 74,504
Hok-Si-La Park:
Personnel services 67,135 88,262 87,170 1,092 67,666
Supplies 24,750 25,950 19,737 6,213 11,439
Other services and charges 54,400 68,955 64,329 4,626 49,050
Capital outlay 14,229
Total Hok-Si-La Park $ 146285 $ 183,167 $ 171236 $ 11931 $ 142,384

See Notes to Financial Statements
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CITY OF LAKE CITY, MINNESOTA
GENERAL FUND
STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE - BUDGET AND ACTUAL

For the Year Ended December 31, 2007
With Comparative Totals for the Year Ended December 31, 2006

Variance with

FORM B-5

2007 Final Budget 2006
Budgeted Amounts Actual Positive Actual
Original Final Amounts (Negative) Amounts
Culture and Recreation (continued)
Other Parks:
Personnel services $ 107839 $ 105844 $ 105804 $ 40 $ 128,071
Supplies 41,200 37,810 20,079 17,731 21,546
Other services and charges 48,100 43,465 36,080 7,385 41,439
Capital outlay 10,000 66,448 44,031 22,417 68,601
Total Other Parks 207,139 253,567 205,994 47,573 259,657
Total Culture and Recreation 460,211 546,881 511,863 35,018 536,442
TOTAL EXPENDITURES 3,979,479 4,259,297 3,850,368 408,929 3,613,243
Excess (deficiency) of
revenues over (under)
expenditures (296,887) (516,070) 57,584 573,654 128,365
OTHER FINANCING SOURCES (USES)
Transfers in 300,000 300,000 315,000 15,000 252,639
Transfers out (9,150)
Total Other Financing Sources (Uses) 300,000 300,000 315,000 15,000 243,489
NET CHANGE IN FUND BALANCE 3,113 (216,070) 372,584 588,654 371,854
FUND BALANCE, beginning 660,426 660,426 660,426 288,572
FUND BALANCE, ending $ 663539 $ 444356 $1,033010 $ 588654 $ 660,426

See Notes to Financial Statements
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CITY OF LAKE CITY, MINNESOTA
PROPRIETARY FUNDS
STATEMENT OF NET ASSETS
December 31, 2007
With Comparative Totals for December 31, 2006

Business-Type Activities - Enterprise Funds

701 702 703 Storm
Electric Water Sewer Water
Fund Fund Fund Fund
ASSETS
Current Assets
Cash and cash equivalents 2,175,313 $ 1,020,326 271,199 $ 299,415
Accounts receivable 907,627 471 13,291 479
Advances to other funds 137,980
Inventories 636,004
Prepaid expense 18,335 6,536 11,334 60
Total Current Assets 3,875,259 1,027,333 295,824 299,954
Noncurrent Assets
Capital Assets
Nondepreciable 13,501 4,273 762 206,855
Depreciable 12,969,376 2,911,619 11,801,464 1,423,869
Less: Accumulated depreciation (6,396,523) (1,185,187) (3,567,111) (162,728)
Net Capital Assets 6,586,354 1,730,705 8,235,115 1,467,996
Special Assessments 7,335 86,855
Total Noncurrent Assets 6,586,354 1,738,040 8,321,970 1,467,996
Total Assets 10,461,613 2,765,373 8,617,794 1,767,950
LIABILITIES
Current Liabilities
Current maturities of
bonds payable 175,000 414,364
Accounts payable 754,972 6,449 100,754 6,391
Accrued liabilities 38,486 3,181 73,328
Interfund payable
Advances from other funds
Customer deposits 61,199
Total Current Liabilities 1,029,657 9,630 588,446 6,391
Noncurrent Liabilities
Bonds payable, net of
current maturities and discount 575,400 5,999,250
Compensated absences payable 69,744 19,973 7,297
Total Liabilities 1,674,801 29,603 6,594,993 6,391
NET ASSETS
Invested in capital assets, net of
related debt 5,835,954 1,730,705 1,821,501 1,467,996
Unrestricted:
Designated
Undesignated 2,950,858 1,005,065 201,300 293,563
Total Net Assets 8,786,812 $ 2,735,770 2,022,801 $ 1,761,559

See Notes to Financial Statements
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FORM C-1

Governmental
Activities -
710 720 Internal Service
Marina Garbage TOTALS Fund
Fund Fund 2007 2006 2007 2006
2,893,630 $ 233,823 $ 6,893,706 8,465,242 $
33,060 4,483 959,411 981,309
319,884 457,864 461,977
19,309 655,313 736,536 20,698
28,959 118 65,342 69,713
3,294,842 238,424 9,031,636 10,714,777 20,698
613,727 4,000 843,118 723,363
6,640,900 35,747,228 33,512,848 41,049
(3,073,648) (14,385,197) (13,181,225) (28,610)
4,180,979 4,000 22,205,149 21,054,986 12,439
94,190 10,829
4,180,979 4,000 22,299,339 21,065,815 12,439
7,475,821 242,424 31,330,975 31,780,592 33,137
85,000 674,364 646,979
20,189 21,588 910,343 1,178,159 28
3,874 1,481 120,350 127,972
6,095 11,708
55,000 55,000 55,000
61,199 71,123
164,063 23,069 1,821,256 2,079,233 6,095 11,736
825,100 7,399,750 8,070,614
53,694 150,708 159,410
1,042,857 23,069 9,371,714 10,309,257 6,095 11,736
3,270,879 4,000 14,131,035 12,337,393 12,439
420,000 420,000 1,920,000
2,742,085 215,355 7,408,226 7,213,942 (6,095) 8,962
6,432,964 $ 219,355 $ 21,959,261 21,471,335 (6,095) $ 21,401




CITY OF LAKE CITY, MINNESOTA

PROPRIETARY FUNDS
STATEMENT OF REVENUES, EXPENSES AND

CHANGES IN FUND NET ASSETS
For the Year Ended December 31, 2007
With Comparative Totals for the Year Ended December 31, 2006

Operating Revenue

Operating Expenses
Salaries and benefits
Supplies
Other services and charges
Insurance
Depreciation
Total Operating Expenses

Operating Income (Loss)

Nonoperating Income (Expense)
Miscellaneous income (expense)
Investment income
Cable TV revenues
Special assessments
Contributions and donations
Intergovernmental revenues
Contributions - Federal Mogul
Loss on asset disposal
Interest expense
Payment to component unit

Total Nonoperating Income (Expense)

Income (Loss) Before Transfers
and Contributions

Capital contributions
Transfers in
Transfers out

Change in net assets

Net Assets, beginning

Net Assets, ending

Business-Type Activities - Enterprise Funds

701 702 703 Storm
Electric Water Sewer Water
Fund Fund Fund Fund
10,036,360 $ 608,742 1,273,917 $ 84,052
626,096 237,401 184,574 5,181
40,043 27,950 60,071 5,969
9,094,317 183,609 490,983 2,833
48,248 10,500 24,057
427,284 101,846 475,129 47,463
10,235,988 561,306 1,234,814 61,446
(199,628) 47,436 39,103 22,606
3,041 45,549
210,853 89,961 39,954 23,233
4,565
1,119 86,330
(40,478) (204,930)
(25,900)
152,081 91,080 (78,646) 68,782
(47,547) 138,516 (39,543) 91,388
75,000
(155,000) (65,000)
(202,547) 73,516 35,457 91,388
8,989,359 2,662,254 1,987,344 1,670,171
8,786,812 $ 2,735,770 $ 2,022801 $ 1,761,559
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FORM C-2

Governmental
Activities -
710 720 Internal Service
Marina Garbage TOTALS Fund
Fund Fund 2007 2006 2007 2006
$ 1,647,800 $ 288,808 $ 13,939,769 $ 12,535,761 $ 54,388 $ 65,533
350,572 1,403,824 1,332,544
232,770 835 367,638 426,672 61,253 65,364
45,275 274,478 10,091,495 8,699,164 8,192 2,610
66,855 149,660 131,335
152,249 1,203,971 1,179,215 859 983
847,721 275,313 13,216,588 11,768,930 70,304 68,957
800,169 13,495 723,181 766,831 (15,916) (3,424)
2,750 7,084 58,424 58,682
48,778 21,657 434,436 297,527
4,565 2,282
87,449 10,236
87,100
300,000
(300,000)
(11,580)
(43,368) (288,776) (273,754) (1,159)
(224,453) (250,353) (250,352)
(216,293) 28,741 45,745 (68,279) (11,580) (1,159)
583,876 42,236 768,926 698,552 (27,496) (4,583)
75,000 225,000
(136,000) (356,000) (296,000)
447,876 42,236 487,926 627,552 (27,496) (4,583)
5,985,088 177,119 21,471,335 20,843,783 21,401 25,984
$ 6,432,964 $ 219355 $ 21,959,261 $ 21,471,335 $ (6,095) $ 21,401
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CITY OF LAKE CITY, MINNESOTA
ENTERPRISE FUNDS
STATEMENT OF CASH FLOWS
For the Year Ended December 31, 2007
With Comparative Totals for the Year Ended December 31, 2006

Business-Type Activities - Enterprise Funds

Storm
Electric Water Sewer Water
Fund Fund Fund Fund
Cash Flows From Operating Activities
Cash received from customers $ 10,052,896 $ 611,005 $ 1275470 $ 129,412
Cash payments to suppliers and employees (9,676,438) (484,561) (772,545) (10,417)
Net Cash Provided By Operating Activities 376,458 126,444 502,925 118,995
Cash Flows From Noncapital Financing
Activities
Advances from/ (to) other funds (137,980)
Operating transfers in 75,000
Operating transfers out (155,000) (65,000)
Net Cash (Used In) Noncapital Financing Activities (292,980) (65,000) 75,000
Cash Flows From Capital and Related
Financing Activities
Principal received on special assessments 3,958 130
Acquisition of capital assets (257,536) (21,461) (137,234) (51,273)
Loan proceeds, net of discount
Interest paid on debt (43,572) (209,584)
Principal paid on debt (165,000) (401,980)
Net Cash (Used In) Capital and
Related Financing Activities (466,108) (17,503) (748,668) (51,273)
Cash Flows From Investing Activities
Investment income 210,853 89,961 39,954 23,233
Increase (Decrease) in Cash
Cash Equivalents 71,777) 133,902 (130,789) 90,955
Cash and Cash Equivalents, beginning 2,347,090 886,424 401,988 208,460
Cash and Cash Equivalents, ending $ 2175313 $ 1,020,326 $ 271,199 $ 299,415

See Notes to Financial Statem ents
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FORM C-3

Governmental
Activities -
Internal Service
Marina Garbage TOTALS Fund
Fund Fund 2007 2006 2007 2006
$ 1652991 $ 292,958 $ 14,014,732 $ 12,767,170 $ 54,388 $ 65,533
(1,233,209) (276,160) (12,453,330) (10,701,712) (48,775) (71,781)
419,782 16,798 1,561,402 2,065,458 5,613 (6,248)
142,093 4,113 141,391 (5,613) 7,407
75,000 225,000
(136,000) (356,000) (296,000)
6,093 (276,887) 70,391 (5,613) 7,407
4,088 3,509
(1,886,629) (2,354,133) (1,453,846)
1,039,550
(40,306) (293,462) (278,162) (1,159)
(80,000) (646,980) (619,798)
(2,006,935) (3,290,487) (1,308,747) (1,159)
48,778 21,657 434,436 297,527
(1,532,282) 38,455 (1,571,536) 1,124,629
4,425,912 195,368 8,465,242 7,340,613
$ 2893630 $ 233,823 $ 6,893,706 $ 8,465,242 $ $
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CITY OF LAKE CITY, MINNESOTA
ENTERPRISE FUNDS
STATEMENT OF CASH FLOWS
For the Year Ended December 31, 2007
With Comparative Totals for the Year Ended December 31, 2006

RECONCILIATION OF OPERATING INCOME
TO NET CASH PROVIDED BY OPERATING ACTIVITIES

Business-Type Activities - Enterprise Funds

Storm
Electric Water Sewer Water
Fund Fund Fund Fund
Operating Income (Loss) $ (199,628) $ 47436 $ 39,103 $ 22,606
Adjustments to reconcile operating
income (loss) to net cash provided
by operating activities:
Depreciation and amortization 429,684 101,846 475,129 47,463
Loss on property and equipment disposals
Other (18,294) 45,549
(Increase) Decrease In:
Accounts receivable 18,854 2,263 1,553 (189)
Inventories 81,223
Prepaid expenses 6,211 (154) (1,327) (60)
Increase (Decrease) In:
Accounts payable 67,779 (20,650) (8,962) 3,626
Accrued liabilities 802 (23) (528)
Compensated absences (249) (4,274) (2,043)
Customer deposits (9,924)
Net Cash Provided By (Used In) Operating
Activities $ 376,458 $ 126,444  $ 502,925 $ 118,995

See Notes to Financial Statements
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FORM C-3

Governmental
Activities -
Internal Service
Marina Garbage TOTALS Fund
Fund Fund 2007 2006 2007 2006
$ 800,169 $ 13495 $ 723,181 $ 766,831 $ (15,916) $ (3,424)
153,349 1,207,471 1,179,215 859 983
13,196
(221,703) 7,084 (187,364) (189,388)
2,351 (2,934) 21,898 (153,041)
81,223 (39,567) 20,698 (3,808)
(181) (118) 4,371 (17,005)
(308,727) (882) (267,816) 498,658 (28) 1
(3,340) 153 (2,936) 4,130
(2,136) (8,702) (7,861)
(9,924) 10,290
$ 419,782 $ 16,798 $ 1561402 $ 2,065,458 $ 5613 $ (6,248)
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CITY OF LAKE CITY, MINNESOTA

NOTES TO FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies

The accounting policies of the City of Lake City, Minnesota conform to generally accepted
accounting principles applicable to governmental units. The following is a summary of the more
significant accounting policies:

Reporting Entity

In accordance with Statement No. 14 of the Governmental Accounting Standards Board, The
Financial Reporting Entity, the City's financial statements include the primary government and the
component units of the City of Lake City, defined as follows:

Primary Government - Includes all funds, account groups, organizations, institutions, agencies,
departments, or offices which are not legally separate from the City of Lake City.

Component Units - Component units are legally separate organizations for which the elected
officials of the City of Lake City are financially accountable or for which the nature or significance of
their relationship with the City of Lake City would cause the general purpose financial statements to
be misleading or incomplete. The component unit's columns in the combined financial statements
include the financial data of the Economic Development Authority (EDA) of Lake City. This
component unit is presented in a separate column to emphasize that it is legally separate from the

City.

The Lake City Economic Development Authority (EDA) was created pursuant to Minnesota
Statutes 469.090 through 469.108 to carry out economic and industrial development and
redevelopment within the City in accordance with policies established by the City Council. The
seven-member board consists of two Council members and five other Council approved members.
The EDA may not exercise any of the powers enumerated by the authorizing statutes without prior
approval of the City Council. The EDA is reported as a discretely presented governmental fund
type. Separate financial statements are not issued for this component unit.

Government -wide and Fund Financial Statements

The government -wide financial statements (i.e., the statement of net assets and the statement of
activities) report information on all of the nonfiduciary activities of the City. For the most part, the
effect of interfund activity has been removed from these statements. Governmental activities,
which normally are supported by taxes and intergovernmental revenues, are reported separately
from business -type activities , which rely to a significant extent on fees and charges for support.
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CITY OF LAKE CITY, MINNESOTA

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

1. Summary of Significant Accounting Policies (Continued)

Government -wide and Fund Financial Statements (continued)

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment are offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function or segment. Program revenues include 1) charges to
customers or applicants who purchase, use, or directly benefit from goods, services, or
privileges provided by a given function or segment and 2) grants and contributions that are
restricted to meeting the operational or capital requirements of a particular function or segment.
Taxes and other items not properly included among program revenues are reported instead as
general revenues.

Separate financial statements are provided for governmental funds and proprietary funds. Major
individual governmental funds and major individual enterprise funds are reported as separate
columns in the fund financial statements.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, as are the proprietary fund financial
statements. Revenues are recorded when earned and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows. Property taxes are recognized as
revenues in the year for which they are levied. Grants and similar items are recognized as
revenue as soon as all eligibility requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as
soon as they are both measurable and available. Revenues are considered to be available when
they are collectible within the current period or soon enough thereafter to pay liabilities of the
current period. For this purpose, the City considers revenues to be available if they are collected
within 60 days of the end of the current fiscal period. Expenditures generally are recorded when
a liability is incurred, as under accrual accounting. However, debt service expenditures, as well
as expenditures related to compensated absences and claims and judgments, are recorded only
when payment is due.

Property taxes, special assessments, intergovernmental revenues, charges for services, and
interest associated with the current fiscal period are all considered to be susceptible to accrual
and so have been recognized as revenues of the current fiscal period. Only the portion of special
assessments receivable due within the current fiscal period is considered to be susceptible to
accrual as revenue of the current period. All other revenue items are considered to be
measurable and available only when cash is received by the City.
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CITY OF LAKE CITY, MINNESOTA

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

1. Summary of Significant Accounting Policies (Continued)

Measurement Focus, Basis of Accounting, and Financial Statement Presentation (Continued)

The City reports the following major governmental funds:

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

The City reports the following major proprietary funds:

The electric utility fund accounts for the operation of the City owned electric utility system.

The water utility fund accounts for the operation of the City owned water utility system.

The sewer utility fund accounts for the operation of the City owned sewer utility system.

The storm water utility fund accounts for the operations of the City owned storm water system.
The marina fund accounts for the operation of the City owned marina.

The garbage fund accounts for the operation of the City provided garbage collection system.
Additionally, the government reports the following fund type:

Internal Service Funds are used to provide services to other departments of the City on a cost
reimbursement basis.

Private -sector standards of accounting and financial reporting issued prior to December 1,
1989, generally are followed in both the government-wide and proprietary fund financial
statements to the extent that those standards do not conflict with or contradict guidance of the
Governmental Accounting Standards Board. Governments also have the option of following
subsequent private-sector guidance for their business-type activities and enterprise funds,
subject to this same limitation. The City has elected not to follow subsequent private -sector
guidance.
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CITY OF LAKE CITY, MINNESOTA

NOTES 