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Management’s Discussion and Analysis 

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

 The assets of the City exceeded its liabilities at the close of the most recent fiscal year by $33,506,635 (net assets).  Of 
this amount, $13,395,616 (unrestricted net assets) may be used to meet the City’s ongoing obligations to citizens and 
creditors. 

 
 The City’s total net assets increased by $572,028.  A majority of this increase is attributable to governmental activities. 

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

$10,585,986, an increase of $423,532 in comparison with the prior year.   
 

 At the end of the current fiscal year, the unreserved fund balance for the General fund was $2,825,196, or 154 percent of 
2008 fund expenditures.  The remaining fund balance of the General fund has been reserved for prepaid items and notes 
receivable in the amount of $21,351 and $33,673 respectively.  
 

 The City Local Government Aid (LGA) of $444,051 was unallotted by $58,325 in 2008. 
 
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. 
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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 explains and supports the information in the financial statements.  Figure 1 shows how the required parts of this annual 
report are arranged and relate to one another.  In addition to these required elements, we have included a section with combining 
and individual fund financial statements and schedules that provide details about nonmajor governmental funds, which are added 
together and presented in single columns in the basic financial statements. 
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Figure 2 summarizes the major features of the City’s financial statements, including the portion of the City government they 
cover and the types of information they contain.  The remainder of this overview section of management’s discussion and analysis 
explains the structure and contents of each of the statements. 
 

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

 

  Fund Financial Statements 
Government-wide 

Statements 
Governmental Funds Proprietary Funds 

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

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

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

Required financial 
statements 

 Statement of Net Assets 
 Statement of Activities 

 Balance Sheet 
 Statement of Revenues, 

Expenditures, and 
Changes in Fund 
Balances 

 Statements of Net Assets 
 Statements of Revenues, 

Expenses and Changes in 
Fund Net Assets 

 Statements of Cash 
Flows 

Accounting Basis and 
measurement focus 

Accrual accounting and 
economic resources focus 

Modified accrual accounting 
and current financial 
resources focus 

Accrual accounting and 
economic resources focus 

Type of asset/liability 
information 

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

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

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

Type of in flow/out flow 
information 

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

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

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

 

Government-wide Financial Statements 
 

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

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

The statement of activities presents information showing how the City’s net assets changed during the most recent fiscal year.  All 
changes in net assets are reported as soon as the underlying event giving rise to the change occurs, regardless of the timing of 
related cash flows.  Thus, revenues and expenses are reported in this statement for some items that will only result in cash flows 
in future fiscal periods (e.g., uncollected taxes and earned but unused vacation leave). 
 

Both of the government-wide financial statements distinguish functions of the City that are principally supported by taxes and 
intergovernmental revenue (governmental activities) from other functions that are intended to recover all or a significant portion 
of their costs through user fees and charges (business-type activities).  The governmental activities of the City include general 
government, public safety, public works, culture and recreation, and interest on long-term debt.  The business-type activities of 
the City include water and sewer utilities.   
 

The government-wide financial statements can be found on pages 4 - 6 of this report. 
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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 two categories:  
governmental funds and proprietary funds. 
 
Governmental funds.  The 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 city’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 City’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 22 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, the 
Debt Service fund, the Library fund, the Street Reconstruction fund, the Water & Sewer Improvements fund, and the Developer 
Reimbursed Projects fund, all of which are considered to be major funds.  Data from the other sixteen 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 certain special revenue funds.  A budgetary comparison 
statement has been provided for these funds to demonstrate compliance with their budgets. 
 
The basic governmental fund financial statements can be found on pages 7 - 14 of this report. 
 
Proprietary funds.  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 water and sewer utility operations. 
 
Proprietary funds provide the same type of information as the government-wide financial statements, only in more detail.  The 
basic proprietary fund financial statements can be found on pages 15 - 22 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 23 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 24 - 44 of this report. 
 
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 financial statements and schedules can be found on pages 45 - 60 of this 
report. 
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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 $33,506,635 at the close of the most recent fiscal year.   
 
The largest portion of the City’s net assets (59 percent) reflects its investment in capital assets (e.g., land, buildings, machinery 
and equipment), less any related debt used to acquire those assets that are still outstanding.  The City uses these capital assets to 
provide services to citizens; consequently, these assets are not available for future spending.  Although the City’s investment in its 
capital assets is reported net of related debt, it should be noted that the resources needed to repay this debt must be provided from 
other sources, since the capital assets themselves cannot be used to liquidate these liabilities. 
 

Summary of Net Assets 
 

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

Assets
Current and other assets 11,145,043$  10,868,224$  276,819$       3,052,595$    2,824,716$    227,879$       

Capital assets (net of depreciation) 13,302,545    13,233,727    68,818           7,395,576      7,552,370      (156,794)       

Total assets 24,447,588    24,101,951    345,637         10,448,171    10,377,086    71,085           

Liabilities

Long-term liabilities outstanding 1,035,041      1,111,799      (76,758)         10,075           8,481             1,594             
Other liabilities 293,739         382,610         (88,871)         50,269           41,540           8,729             

Total liabilities 1,328,780      1,494,409      (165,629)       60,344           50,021           10,323           

Net assets
Invested in capital assets

net of related debt 12,307,545    12,158,727    148,818         7,395,576      7,552,370      (156,794)       
Restricted 407,898         426,610         (18,712)         -                     -                     -                     

Unrestricted 10,403,365    10,022,205    381,160         2,992,251      2,774,695      217,556         

Total net assets 23,118,808$  22,607,542$  511,266$       10,387,827$  10,327,065$  60,762$         

Governmental Activities Business-type Activities

 
An additional portion of the City’s net assets (407,898 or 1 percent) represents resources that are subject to external restrictions on 
how they may be used. These restrictions are basically obligation for future debt service. The remaining balance of unrestricted 
net assets ($13,395,616) 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 $572,028 during the current fiscal year.  
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Governmental activities.  Governmental activities increased the City’s net assets $511,266 thereby accounting for 89 percent of 
the total growth in the net assets of the City.  Key elements of this increase are as follows: 
 

Changes in Net Assets 
 

Increase Increase

2008 2007 (Decrease) 2008 2007 (Decrease)
Revenues

Program revenues

Charges for services 461,136$       497,035$       (35,899)$       722,362$       782,936$       (60,574)$       

Operating grants and contributions 295,435         446,512         (151,077)       -                     -                     -                     
Capital grants and contributions 116,217         7,529,500      (7,413,283)    275,690         1,149,918      (874,228)       

General revenues

Property taxes 946,957         890,780         56,177           -                     -                     -                     
Tax increments 115,500         118,203         (2,703)           -                     -                     -                     

Gambling taxes 389                634                (245)              -                     -                     -                     

Grants and contributions not

restricted to specific programs 428,487         483,738         (55,251)         -                     -                     -                     
Unrestricted investment earnings 455,712         503,471         (47,759)         124,655         134,877         (10,222)         

Gain on sale of capital assets 11,000           4,500             6,500             -                     -                     -                     

Total revenues 2,830,833      10,474,373    (7,643,540)    1,122,707      2,067,731      (945,024)       

Expenses

General government 635,717         630,096         5,621             -                     -                     -                     
Public safety 974,397         885,172         89,225           -                     -                     -                     

Public works 339,612         304,214         35,398           -                     -                     -                     

Culture and recreation 424,373         423,181         1,192             -                     -                     -                     

Miscellaneous 5,211             10,338           (5,127)           -                     -                     -                     
Interest on long-term debt 44,641           47,378           (2,737)           -                     -                     -                     

Water -                     -                     -                     390,680         320,885         69,795           

Sewer -                     -                     -                     566,881         516,675         50,206           

Total expenses 2,423,951      2,300,379      123,572         957,561         837,560         120,001         

Increase in net assets before transfers 406,882         8,173,994      (7,767,112)    165,146         1,230,171      (1,065,025)    

Capital transfers (15,616)         (3,420,577)    3,404,961      15,616           3,420,577      (3,404,961)    

Transfers 120,000         115,844         4,156             (120,000)       (115,844)       (4,156)           

Change in net assets 511,266         4,869,261      (4,357,995)    60,762           4,534,904      (4,474,142)    

Net assets, January 1 22,607,542    17,738,281    4,869,261      10,327,065    5,792,161      4,534,904      

Net assets, December 31 23,118,808$  22,607,542$  511,266$       10,387,827$  10,327,065$  60,762$         

Governmental Activities Business-type Activities
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The following graph depicts various governmental activities and shows the revenue and expenses directly related to those 
activities. 
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Business-type activities.  Business-type activities increased the City’s net assets by $60,762, accounting for 11 percent of the 
total growth of the City’s net assets.  Key elements of this increase are as follows: 
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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 $10,585,986 an 
increase of $423,532 in comparison with the prior year.  Approximately 91 percent of this total amount $9,592,176 constitutes 
unreserved fund balance, however $5,399,206 has been targeted for specific projects.  The remainder of fund balance is reserved 
to indicate that it is not available for new spending because it has already been committed for prepaid items ($23,742, for notes 
receivable ($33,673), to pay debt service ($411,395) and for city council restricted investments ($525,000). 
 

Increase

Major funds 2008 2007 (Decrease)

General 2,880,220$      2,891,548$      (11,328)$          

Debt Service 411,395$         430,350$         (18,955)$          

Library 273,444$         320,078$         (46,634)$          

Street Reconstruction 2,941,789$      2,816,901$      124,888$         

Water & Sewer Improvements 758,449$         617,675$         140,774$         

Developer Reimbursed Projects 132,041$         133,396$         (1,355)$            

There was a very small amount of activity within the fund during the year. The decrease in fund balance was entirely 
attributable to expenditures exceeding revenues.

Fund Balance December 31,

The General fund had revenues that exceeded expenditures by $157,854 during the year. This allowed the General fund to 
transfer $175,500 to other funds for future capital improvements and equipment purchases.

The decrease in fund balance was the result of debt service payments exceeding revenues. All of the fund balance has been 
reserved for future debt service requirements.

The fund balance decreased from the prior year due to expenditures exceeding revenues. The Library incurred significant 
expenditures during 2008 related to the Library Improvement project.

The fund balance increased significantly during the year. There were no major street projects that were conducted during the 
year. The fund earned $131,124 of interest on investments during the year, the primary reason for the increase.

The City finished the South MN Utility Improvement project during the year, and were the only expenditures for the fund 
during 2008. With significant revenues coming from charges for services, special assessments and interest revenues, the 
revenues far exceeded expenditures during the year.

 
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 $2,992,251.  The total increase in net assets for 
the funds was $60,762.  Other factors concerning the finances of this fund have already been addressed in the discussion of the 
City’s business-type activities. 
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Budgetary Highlights 
 
The City’s General fund budget was not amended during the year.  Actual change in fund balance was a decrease of $11,328. This 
decrease was due to revenues falling short of budgeted figures by $103,989. The largest revenue variances were licenses and 
permits and interest on investments. Those sources were under budget by $170,495 and over budget by $43,876 respectively. 
 
The expenditures also provided a negative variance, and exceeded appropriations by $54,824. The two largest variances occurred 
in the capital outlay and public works departments. Those departments were over budget by $61,652 and under budget by $49,759 
respectively. 
 
The fund however did have revenues exceeding expenditures by $157,854, which allowed the fund to make its budgeted transfers 
to other funds for future capital improvements and equipment purchases. 
 
The Library fund budget was not amended during the year. Actual change in fund balance was a decrease of $46,634. This 
decrease was a combination of revenues falling short of budget as well as expenditures exceeding their budget. The primary 
reason for the revenue shortfall was refunds and reimbursements. The primary reason for expenditures exceeding appropriations 
was the improvement project within the library during the year. 
 
Capital Asset and Debt Administration 
 

Capital Assets.  The City’s investment in capital assets for its governmental and business-type activities as of 
December 31, 2008, amounts to $20,698,121 (net of accumulated depreciation).  This investment in capital assets includes land, 
structures, improvements, machinery and equipment, park facilities, and streets.  The investment in capital assets for 2008 was a 
decrease of $87,976, which is the result of depreciation expense. 
 

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

 The Lakeside Park improvement project was completed, with an ending cost of $547,081.94. 
 A quarter ton Chevrolet pickup truck for use by the Public Works Department was purchased totaling $18,412.91. 
 A Bobcat utility vehicle for use by the Public Works Department was purchased totaling $56,478.36. 

 

Additional information on the City’s capital assets can be found in Note 3D on pages 35 - 36 of this report. 
 

Capital Assets Net of Depreciation 
 

Increase Increase

2008 2007 (Decrease) 2008 2007 (Decrease)

Land 6,198,024$    6,198,024$    -$                   -$               -$               -$                   

Buildings and improvements 2,992,110      3,020,984      (28,874)         3,224             3,565             (341)              

Machinery and equipment 2,078,798      2,093,010      (14,212)         55,341           60,763           (5,422)           
Library books 52,900           36,981           15,919           -                     -                     -                     

Infrastructure 1,980,713      1,499,446      481,267         7,337,011      7,488,042      (151,031)       

Construction in process -                     385,282         (385,282)       -                     -                     -                     

Total 13,302,545$  13,233,727$  68,818$         7,395,576$    7,552,370$    (156,794)$     

Governmental Activities Business-type Activities
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Outstanding Debt 

 

Increase Increase

2008 2007 (Decrease) 2008 2007 (Decrease)

Compensated absences 40,041$         36,799$         3,242$           10,075$         8,481$           1,594$           

G.O. Tax Increment bonds 995,000         1,075,000      (80,000)         -                     -                     -                     

Total 1,035,041$    1,111,799$    (76,758)$       10,075$         8,481$           1,594$           

Governmental Activities Business-type Activities

 
The City’s outstanding debt was reduced $80,000 during 2008, due to debt service payments. 
 
Minnesota statutes limit the amount of net general obligation debt a City may issue to three percent of the market value of taxable 
property within the City.  Net debt is debt payable solely from ad valorem taxes.  The City currently has no debt applicable to this 
limit. 
 
Additional information on the City’s long-term debt can be found in Note 3E on pages 38 of this report. 
 
Economic Factors and Next Year’s Budgets and Rates 
 

 We are proposing a 3.7 percent increase in the General Fund levy and 4.0 percent increase in the Library fund levy. The 
total proposed levy is $1,022,533, which is up $37,063 or 3.8 percent from last year. 

 
 Local Government Aid (LGA) increased 4 percent from 2008-2009. LGA from 2009 will be $461,633, which is an 

increase of $17,582. 
 

 The transfer from the General Fund to the Fire Equipment Fund remained the same as 2007, at $90,000.  The Public 
Works Equipment Fund was increased by $190,500 as a result of transfers from other funds, as follows: Water 
Department  $5,000, Sewer Department $115,000, Cemetery $5,500, and Streets $65,000. 

 
 The Municipal Buildings Maintenance Fund was established and funded with an initial balance of $10,000, as a result of 

transfers from other funds, as follows:  Mayor & Council $500, Administration $3,500, Police $1,000, Fire $2,500, 
Street Maintenance $500, Water $1,000, and Sewer $1,000.  This fund will be used to fund future repairs to the Public 
Works Building, City Hall, Fire Hall, and Library. 

 
 CIP expenditures are proposed for the upcoming year.  The Police Department has submitted a request to replace one 

squad vehicle in 2009 using Police Equipment Fund.  Public Works has also submitted a request to purchase a compact 
pickup truck, a tank truck, and a 4 x 4 truck and snow plow using the Public Works Equipment Replacement Fund, to 
replace the cemetery fence using the Cemetery Capital Improvement Fund , and to correct ventilation at the Public 
Works building using the Municipal Buildings Maintenance Fund. The Office Automation Fund will be used to replace 
the city’s copy machine, replace the city’s computer server, and to purchase a computer for the Public Works 
Department. 

 
 A water and sewer rate study will be conducted in 2009 to determine if any adjustments are needed to municipal rates. 

 
 The unemployment rate for Washington County is currently 7.6 percent, which is up from the rate of 4.7 percent a year 

ago. This is consistent with the State’s unemployment rate of 7.6 percent and the national average rate 8.1 percent. 
 

 The city issued eight new single-family residential building permits in 2008, with a combined total value of $1,999,754. 
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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 Wanda Madsen, Finance Director, City of Bayport, 294 North 3rd Street, Bayport MN, 55003. 
 



 




























































































































































