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City of Estherville 
June 30, 2007 

 
 

MANAGEMENT’S DISCUSSION AND ANALYSIS 
 

This narrative overview and analysis of the financial activities is for the fiscal year ended June 
30, 2007.  We encourage readers to consider this information in conjunction with the City’s financial 
statements. 

This is the fourth fiscal year the City has implemented new reporting standards with significant 
changes in content and structure.  The City was required to comply with Government Standard Board 
Statement No. 34 (GASB-34), which mandated the changes.  Theoretically, comparisons may be more 
meaningful and go further in explaining the City’s financial position and results of operations. 

2007 FINANCIAL HIGHLIGHTS 

Expenditures during fiscal year 2007 did not exceed budgeted appropriation. 

The City’s total revenues exceeded total expenses by $347,583 during fiscal year 2007.  
Income had exceeded expenses by $688,473 during fiscal year 2006. 

The City’s total expenditures increased from $10,154,847 in fiscal year 2006 to $10,250,397 in 
fiscal year 2007.  This is an increase of $95,550 or.9%. 

The City’s total revenue decreased from $10,843,320 in fiscal year 2006 to $10,597,980 in fiscal 
year 2007.  This is a decrease of $245,340 or 2.26%. 

An electric rate increase was approved in fiscal year 2007.  This was necessary to compensate 
for the city’s increased cost of purchased power. 

USING THIS ANNUAL REPORT 

The annual report consists of a series of financial statements and other information as required 
by Governmental Accounting Standard Board Statement No. 34.  The required information is: 

Management’s Discussion and Analysis introduces the basic financial statements and 
provides an analytical overview of the City’s financial activities.   

The Government-wide Financial Statement consists of a Statement of Activities and Net 
Assets.  This statement provides information about the activities of the City as a whole 
and presents an overall view of the City’s finances. 

The Fund Financial Statements tell how governmental services were financed in the 
short term as well as what remains for future spending.  Fund financial statements report 
the city’s operations in more detail than the government-wide statement by providing 
information about the most significant funds. 

Notes to financial statements provide additional information essential to a full 
understanding of the data provided in the basic financial statements. 

Required Supplementary Information further explains and supports the financial 
statements with a comparison of the City’s budget for the year. 

Other Supplementary Information provides detailed information about the non-major 
governmental and proprietary funds. 

 

BASIS OF ACCOUNTING 

The City maintains its financial records on the basis of cash receipts and disbursements and the 
financial statements of the City are prepared on that basis.  The cash basis of accounting does not give 
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effect to accounts receivable, accounts payable and accrued items.  Accordingly, the financial 
statements do not present financial position and results of operations of the funds in accordance with 
U.S. generally accepted accounting principles.  Therefore, when reviewing the financial information and 
discussion within this annual report, the reader should keep in mind the limitations resulting from the 
use of the cash basis of accounting. 

REPORTING THE CITY’S FINANCIAL ACTIVITIES 

Government-wide Financial Statement 

One of the most important questions asked about the City’s finances is, “Is the City as a whole 
better off or worse off as a result of the year’s activities?”  The Statement of Activities and Net Assets 
reports information, which helps answer this question. 

The Statement of Activities and Net Assets presents the City’s net assets. Over time, increases 
or decreases in the City’s net assets may serve as a useful indicator of whether the financial position of 
the City is improving or deteriorating.  The Statement of Activities and Net Assets is divided into two 
kinds of activities: 

• Governmental Activities include public safety, public works, health and social 
services, culture and recreation, community and economic development, general 
government, debt service and capital projects.  Property tax, state assistance 
and grants finance most of these activities. 

• Business Type Activities include the water, sanitary sewer, and electric systems.  
The airport operations is also included. 

Fund Financial Statements 

The City has two kinds of funds: 

1) Governmental funds account for most of the City’s basic services.  These focus on how 
money flows into and out of those funds, and the balances at year-end that are available for spending.  
The governmental funds include: 1) the General Fund, 2) the Special Revenue Funds, such as Road 
Use Tax and Tax Increment Financing Funds, 3) the Debt Service Fund, 4) the Capital Projects Funds 
and 5) the Permanent Fund.  The governmental fund financial statements provide a detailed, short-term 
view of the City’s general government operations and the basic services it provides.  Governmental 
fund information helps determine whether there are more or fewer financial resources that can be spent 
in the near future to finance the City’s programs. 

The required financial statements for governmental funds include a statement of cash receipts, 
disbursements and changes in cash balances. 

2) Proprietary funds account for the City’s Enterprise Funds and for the Internal Service 
Funds.  Enterprise Funds are used to report business type activities.  The City maintains Enterprise 
Funds to provide separate information for the water, sewer, electric, and airport funds.  Internal Service 
Funds are an accounting device used to accumulate and allocate costs internally among the City’s 
various functions. 

The required financial statements for proprietary funds include a statement of cash receipts, 
disbursements and changes in cash balances. 

Reconciliations between the government-wide statement and the fund financial statements 
follow the fund financial statements. 



GOVERNMENT-WIDE FINANCIAL ANALYSIS 

Net assets may serve over time as a useful indicator of financial position.  The City’s cash 
balance for governmental activities increased from a year ago, from $4.352 million to $4.599 million.  
The analysis that follows focuses on the changes in cash balances for governmental activities. 

 

Change in Cash Basis Net Assets of Governmental Activities 
(Expressed in Thousands) 

 
       Year ended June 30,    
            2007      2006  
 
Receipts and transfers: 

Program receipts: 
Charges for service    $    638  $    656 
Operating grants, contributions and  
   restricted interest          656        709 
Capital grants, contributions and  
   restricted interest            23          95 

General receipts: 
Property tax levied for: 

General purposes       1,720     1,625 
Tax increment financing         280        321 
Debt service           157        200 

Hotel/Motel Tax             68          39 
Unrestricted investment earnings        291        218 
Miscellaneous             37          43 
Loan Proceeds               0        102 
Sale of Assets               2          17 

Transfers, net        1,082     1,257
Total receipts and transfers      4,954     5,282 
 

Disbursements: 
Public safety        1,066     1,136 
Public works        1,606     1,177 
Health and social services             6            4 
Culture and recreation          730        599 
Community and economic development       190        288 
General government          836        820 
Debt service           243        343 
Capital projects             30        472

Total disbursements      4,707     4,839 
 

Increase (decrease) in cash basis net assets       247        443 
 
Cash basis net assets beginning of year     4,352     3,909
 
Cash basis net assets end of year   $ 4,599  $ 4,352 
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The City’s cash balance for business type activities increased from $4.255 million one 
year ago to $4.355 million at year-end.  The analysis that follows focuses on changes in 
business type activities. 

 
  

Change in Cash Basis Net Assets of Business Type Activities 
(Expressed in Thousands) 

 
       Year ended June 30,   
            2007  2006  
 
Receipts and transfers: 

Program receipts: 
Charges for service 

Water        $1,179  $ 1,231 
Sewer rental         1,150     1,252 
Electric         4,211     4,165 
Electric emergency             11            0 
Airport               53          54 
Electric Aerial Service               6            3 

General receipts: 
Unrestricted interest on investment         109          91 
Miscellaneous                6          22 
Sale of Assests                0            1 

Total receipts        6,725     6,819 
 

Disbursements and transfers: 
Water          1,150     1,002 
Water emergency               0          49 
Sewer rental            862        897 
Electric          3,408     3,285 
Electric emergency             30          29 
Airport Revolving               0            0 
Airport               65          48 
Electric Aerial Service               3            1 
Enterprise equipment revolving            25            4 
Transfers         1,082     1,257

Total disbursements and transfers      6,625     6,572 
 

Increase (decrease) in cash basis net assets        100        247 
 
Cash basis net assets beginning of year      4,255     4,008
 
Cash basis net assets end of year     $4,355  $ 4,255 

 

To aid in the understanding of the Statement of Activities, some additional explanation is given.  
Of particular interest is the format that is significantly different than a typical Statement of Revenues, 
Expenses, and Changes in Fund Balance.  You will notice that expenses are listed in the first column 
with revenues from that particular program reported to the right.  The result is a Net 
(Expense)/Revenue.  The reason for this kind of format is to highlight the relative financial burden of 
each of the functions on the City’s taxpayers and utility customers.  It also identifies how much each 
function draws from the general revenues or if it is self-financing through fees and grants or 
contributions. 
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INDIVIDUAL MAJOR GOVERNMENTAL FUND ANALYSIS 

For the year ending June 30, 2007, governmental funds totaled $4,598,965.  This is an increase 
of $247,409 from the June 30, 2006 balance of $4,351,556. 

A number of funds have been designated as major funds based on fund balance, revenues or 
expenditures.  They include: 

• The total General Fund cash balance decreased $99,616 from the prior year to 
$1,568,772 on June 30, 2007.  On June 30, 2006, the General Fund consisted of 
seven balances. During the fiscal year the undesignated General Fund increased 
$167,127 to $967,545.  The designated Parks & Recreation Revolving Fund 
increased $2,873 to $38,463, the designated Equipment Revolving Fund 
increased $79,370 to $270,628, the designated Library - Sanborn Fund 
decreased $80,809 to $230,583, the designated Library - Pearson Fund 
increased $1,725 to $50,593, and the designated Forfeiture Fund increased 
$4,194 to $10,960.  The designated Parks & Recreation - Stow Fund declined 
from $74,864 to a -0- balance.  These funds were used to purchase and 
assemble the new playground equipment at Thoreson Park.  

• The Road Use Tax Fund cash balance increased by $47,994 to $2,184,899 
during the fiscal year.  The City had agreed to participate in Iowa Department of 
Transportation (IDOT) 2005 construction projects on Highways #9 & #4.  The 
City’s share of the projects was estimated at approximately $550,000 and this 
amount was budgeted.  The IDOT did not bill the city during  fiscal year 2007 and 
has not as of this date, September 5, 2007. 

INDIVIDUAL MAJOR BUSINESS-TYPE FUND ANALYSIS 

• The water fund cash balance decreased by $178,292 to $467,779 on June 30, 
2007.  The decrease is due to reduced sales, higher salt prices, and more capital 
expenditures. 

• The water emergency fund increased by $22,043 to $500,879 on June 30, 2007.   

• The sanitary sewer fund cash balance increased by $132,966 to $446,737 on 
June 30, 2007. 

• The electric fund cash balance decreased by $57,786 to $916,659 on June 30, 
2007. 

• The electric emergency fund cash balance increased by $63,920 to $1,205,029 
on June 30, 2007. 

BUDGETARY HIGHLIGHTS 

 On May 21, 2007, an amendment in the amount of $271,500 was approved.  This amendment 
provided additional funds for vehicle operation and maintenance, payment of a prior year expense not 
billed, library capital outlays, playground equipment, carryover of computer software purchases, 
emergency repairs at city hall, and increased purchased electric power costs. 

This amendment was not necessary as disbursements for each activity did not exceed initial 
appropriations.  Disbursements in four (4) of the nine (9) activities exceeded 98% of initial 
appropriations. 

DEBT ADMINISTRATION 

On June 30, 2007, the City had $1,425,000 in general obligation bonds/notes outstanding 
compared to $1,575,000 last year. 

The Constitution of the State of Iowa limits the amount of general obligation debt cities can 
issue to 5% of the assessed value of all taxable property within the City’s corporate limits.  The City of 



-13- 

Estherville’s outstanding general obligation debt of $1,425,000 is significantly below its 
constitutional debt limit of approximately $9.2 million. 

The balance of a loan for the purchase of a fire truck decreased from $102,034 on June 30, 
2006, to $86,720 on June 30, 2007. 

The total City debt on June 30, 2007, was $1,511,720. 

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES 

For the upcoming fiscal year ending June 30, 2008, the City’s total budgeted expenditures are 
approximately $1,770,000 larger than fiscal year 2007.  The budgeted cash balance declines by 
$2,150,000.  The majority of the change in expenditures is related to the increased cost of purchased 
power, estimated to be 59%.  A significant portion of the decline in the cash balance is also related to 
Electric Fund.  The budgeted electric fund revenue is based on the “old” electric rates in effect when the 
fiscal year 2008 budget was prepared.  Electric rate increases have been approved since that time 
increasing revenue from the sale of electricity overall by 30%.  This increase in revenue should offset 
the majority of the budgeted decline in fund balance. 

The property tax levy remains at $16.50/$1,000 of taxable valuation.  The budgeted fund 
balance for the General Fund declines by $238,000 during fiscal year 2008. 

The City is appealing a number of conditions/requirements in the Iowa Department of Natural 
Resources’ proposed Wastewater Treatment Discharge Permit.  The proposed requirements would 
require extensive improvements at the Wastewater Treatment Plant and dramatically increase Sanitary 
Sewer Rates.  The final conditions contained in the discharge permit is one of the most important 
economic issues the City will face in the next 10 years. 

An engineering report will be presented regarding required improvements to the water plant in 
the next few years.  A water rate increase will be recommended in 2008. 
CONTACTING THE CITY’S FINANCIAL MANAGEMENT 

This financial report is designed to provide our citizens, taxpayers, customers, and creditors with 
a general overview of the City’s finances and to show the City’s accountability for the money it receives.  
If you have questions about this report or need additional financial information, contact Vaughn Brua, 
City Clerk, 2 North 7th Street, Estherville, Iowa 51334 or telephone (712) 362-7771. 
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(1) Summary of Significant Accounting Policies 

 
The City of Estherville is a political subdivision of the State of Iowa located in Emmet 

County.  It was first incorporated in 1881 and operates under the Home Rule 
provisions of the Constitution of Iowa.  The City operates under the Mayor-Council 
form of government with the Mayor and Council Members elected on a non-partisan 
basis.  The City provides numerous services to citizens, including public safety, public 
works, health and social services, culture and recreation, community and economic 
development, and general government services.  The City also provides electric, 
water and sewer utilities for its citizens. 

 
A.  Reporting Entity 
 

For financial reporting purposes, the City of Estherville has included all funds, 
organizations, agencies, boards, commissions and authorities.  The City has also 
considered all potential component units for which it is financially accountable and 
other organizations for which the nature and significance of their relationship with 
the City are such that exclusion would cause the City’s financial statements to be 
misleading or incomplete.  The Governmental Accounting Standards Board has 
set forth criteria to be considered in determining financial accountability.  These 
criteria include appointing a voting majority of an organization’s governing body 
and (1) the ability of the City to impose its will on that organization or (2) the 
potential for the organization to provide specific benefits to or impose specific 
financial burdens on the City.  The City has no component units which meet the 
Governmental Accounting Standards Board criteria. 

 
Jointly Governed Organizations 
 
The City participates in several jointly governed organizations that provide goods or 

services to the citizenry of the City but do not meet the criteria of a joint venture 
since there is no ongoing financial interest or responsibility by the participating 
governments.  City officials are members of the following boards and 
commissions:  Emmet County Council of Governments, Emmet County E911 
Service Board, Emmet County Assessor’s Conference Board, and Northwest Iowa 
Planning and Development Commission. 

 
B.  Basis of Presentation 
 

Government-wide Financial Statement – The Statement of Activities and Net Assets 
reports information on all of the nonfiduciary activities of the City.  For the most 
part, the effect of interfund activity has been removed from this statement.  
Governmental activities, which are supported by tax and intergovernmental 
revenues, are reported separately from business type activities, which rely to a 
significant extent on fees and charges for services. 
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Government-wide Financial Statement – Continued 
 
The Statement of Activities and Net Assets presents the City’s nonfiduciary net 

assets.  Net assets are reported in two categories: 
   
  Restricted net assets result when constraints placed on net asset  

  use are either externally imposed or imposed by law through constitutional 
provisions or enabling legislation.   

 
 Unrestricted net assets consist of net assets not meeting the definition of the 

preceding category.  Unrestricted net assets often have constraints on resources 
imposed by management, which can be removed or modified. 

 
The Statement of Activities and Net Assets demonstrates the degree to which the 

direct disbursements of a given function are offset by program receipts.  Direct 
disbursements are those clearly identifiable with a specific function.  Program 
receipts include 1) charges to customers or applicants who purchase, use or 
directly benefit from goods, services or privileges provided by a given function and 
2) grants, contributions and interest on investments restricted to meeting the 
operational or capital requirements of a particular function.  Property tax and other 
items not properly included among program receipts are reported instead as 
general receipts. 

 
Fund Financial Statements – 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.  All remaining governmental funds are aggregated and 
reported as nonmajor governmental funds. 

 
The City reports the following major governmental funds: 
 

The General Fund is the general operating fund of the City.  All general tax 
receipts and other receipts not allocated by law or contractual agreement to 
some other fund are accounted for in this fund.  From the fund are paid the 
general operating disbursements, the fixed charges and the capital improvement 
costs not paid from other funds. 

 
Special Revenue: 

 
The Road Use Tax Fund is used to account for road construction and 

maintenance. 
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Fund Financial Statements - Continued 
 

The City reports the following major proprietary funds: 
 

The Water Fund accounts for the operation and maintenance of the City’s water 
system.    
 

The Water Emergency Fund accounts for the accumulation of funds for 
expenditures for the City in case of a water emergency. 

 
The Wastewater Fund accounts for the operation and maintenance of the City’s 

waste water treatment and sanitary sewer system. 
 
The Electric Fund accounts for the operation and maintenance of the City’s 

electrical system.  
 
The Electric Emergency Fund accounts for the accumulation of funds for 

expenditures for the City in case of an electrical emergency. 
 

The City also reports the following additional proprietary funds: 
 

Internal Service: 
 

The Garage Fund is utilized to account for the financing of goods or services 
purchased by one department of the City and provided to other departments or 
agencies on a cost reimbursement basis. 
 

The Computer Clearing Fund is utilized to account for customer checks returned 
due to non-sufficient funds. 

 
C.  Measurement Focus and Basis of Accounting 
 

The City of Estherville maintains its financial records on the basis of cash receipts 
and disbursements and the financial statements of the City are prepared on that 
basis.  The cash basis of accounting does not give effect to accounts receivable, 
accounts payable and accrued items.  Accordingly, the financial statements do not 
present financial position and results of operations of the funds in accordance with 
U.S. generally accepted accounting principles. 

 
It is the City’s policy to determine on a case by case basis whether to use restricted 

net assets prior to the use of unrestricted net assets when an expense is incurred 
for purposes for which both restricted and unrestricted net assets are available. 
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Measurement Focus and Basis of Accounting - Continued 
 
Proprietary funds distinguish operating receipts and disbursements from non-

operating items.  Operating receipts and disbursements generally result from 
providing services and producing and delivering goods in connection with a 
proprietary fund’s principal ongoing operations.  All receipts and disbursements 

   not meeting this definition are reported as non-operating receipts and 
disbursements. 

 
D.  Budgets and Budgetary Accounting 
 

The budgetary comparison and related disclosures are reported as Required 
Supplementary Information.  During the year ended June 30, 2007, disbursements 
did not exceed the amounts budgeted. 

 
(2)    Cash and Pooled Investments 

 
The City’s deposits in banks at June 30, 2007 were entirely covered by federal 

depository insurance or by the State Sinking Fund in accordance with Chapter 12C of 
the Code of Iowa.  This chapter provides for additional assessments against the 
depositories to insure there will be no loss of public funds. 

 
The City is authorized by statue to invest public funds in obligations of the United 

States government, its agencies and instrumentalities; certificates of deposit or other 
evidences of deposit at federally insured depository institutions approved by the City 
Council; prime eligible bankers acceptances; certain high rated commercial paper; 
perfected repurchase agreements; certain registered open-end management 
investment companies; certain joint investment trusts; and warrants or improvement 
certificates of a drainage district. 

 
 
At June 30, 2007, the City had the following investments: 

                                                                                                                                                        
                                                                        Carrying                   Fair 

Type                                                    Amount                  Value              Maturity           
 
U. S.  Treasury Note                           $32,944              $32,746          February 2008       

 
    U. S.  Treasury Note                           5,000                  4,965           May 2008 
 
              U. S.  Treasury Note                    4,922                 4,863           March 2010 
  
              U. S.  Treasury Note                             13,764               13,749          February 2011     
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(2) Cash and Pooled Investments - Continued 
 

Interest rate risk - The City’s investment policy limits the investment of operating funds 
(funds expected to be expended in the current budget year or within 15 months of 
receipt) to instruments that mature within 397 days.  Funds not identified as operating 
funds may be invested in investments with maturities longer than 397 days, but the 
maturities shall be consistent with the needs and use of the City.  

 
(3) Notes Payable 

 
Annual debt service requirements to maturity for general obligation notes are as 

follows: 
 
  Year Ending                                   General Obligation   
     June 30,                                              Notes                                                              

     Principal          Interest
2008 150,000 67,258
2009 155,000 61,133
2010 165,000 54,528
2011 175,000 47,253
2012 180,000 39,315
2013 110,000 30,870
2014 115,000 25,370
2015 120,000 19,505
2016 125,000 13,325
2017 130,000 6,825
 _________ ________
Totals $1,425,000  $365,382

         
 
The note payable is for equipment purchased in 2005 and has a principal balance 

outstanding of $86,720 at June 30, 2007.  This note is payable in equal yearly 
installments of $18,955 plus interest through the year ending June 30, 2013.  The 
note interest rate is 4.5%.        
     

 (4)   Pension and Retirement Benefits 
 

IPERS 
The City contributes to the Iowa Public Employees Retirements System (IPERS), 

which is a cost-sharing multiple-employer defined benefit pension plan administered 
by the State of Iowa.  IPERS provides retirement and death benefits which are 
established by state statute to plan members and beneficiaries.  IPERS issues a 
publicly available financial report that includes financial statements and required 
supplementary information.  The report may be obtained by writing to IPERS, P.O. 
Box 9117, Des Moines, Iowa 50306-9117. 
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IPERS – Continued 
 
Most regular plan members are required to contribute 3.70% of their annual covered 

salary and the City is required to contribute 5.75% of covered salary.  Certain 
employees in special risk occupations and the City contribute an actuarially 
determined contribution rate, except police employees who are covered by the 
Municipal Fire and Police Retirement System of Iowa (see below).   Contribution 
requirements are established by state statute.  The City’s contributions to IPERS for 
the years ended June 30, 2007, 2006, and 2005 were $113,831, $105,143, and 
$102,466, respectively, equal to the required contributions for each year. 

 
Municipal Fire and Police Retirement System of Iowa 
The City contributes to the Municipal Fire and Police Retirement System of Iowa (the 

Plan), which is a cost-sharing, multiple-employer defined benefit pension plan 
administered by a Board of Trustees.  The Plan provides retirement, disability and 
death benefits established by state statute to plan members and beneficiaries.  The 
Plan issues a publicly available financial report that includes financial statements 
and required supplementary information.  The report may be obtained by writing to 
Municipal Fire and Police Retirement System of Iowa, 7155 Lake Drive, West Des 
Moines, Iowa 50263. 

 
Plan members are required to contribute 9.35% of earnable compensation and the 

City’s contribution rate, based upon an actuarially determined normal contribution 
rate, cannot be less than 17% of earnable compensation.  Contribution 
requirements are established by state statute.  The City’s contributions to the Plan 
for the years ended June 30, 2007, 2006, and 2005 were $128,226, $129,872, and 
$113,537, respectively, which met the required contribution rate for each year. 

 
(5) Contracts Receivable 

 
The City has contracts receivable as follows: 

 
Entity / Project                             Balance     Interest Rate / Security  
Loaned to Estherville     
Industrial Development     
Corporation:     

Medieval Glass  $74,037  7.00%/ Real Estate – Building 
 
The City has provided the funding for Tax Increment Financing (TIF) projects.  The City 

will be repaid through the collection of real estate taxes which are generated by the 
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(5) Contracts Receivable – continued 
 

projects funded.  Outstanding receivables for TIF projects at June 30, 2007 are as 
follows: 

 
            Project       Balance  Interest Rate /  Security 
   Morrell Demolition $124,020  6.00   /Unsecured 
   Hy-Vee     21,195  6.00   /Unsecured 
   Iowa Lakes Electric Cooperative    184,172    6.00   /Unsecured  
   WWTP Improvements     77,923   6.00   /Unsecured 
 Industrial Park       1,194  5.00   /Unsecured 
 Northern Bio Energy       1,819   6.00   /Unsecured   

 
(6) Compensated Absences 

 
City employees accumulate a limited amount of earned but unused vacation and sick leave 

hours for subsequent use or for payment upon termination, retirement or death.  These 
accumulations are not recognized as disbursements by the City until used or paid.  The 
City’s approximate liability for earned vacation and sick leave termination payments 
payable to employees at June 30, 2007, primarily relating to the General Fund, is as 
follows: 

           ____________________________________________                                                         
   Type of Benefit               Amount                

  Vacation              $109,044 
  Sick Leave      471,073 
     Total              $580,117 
 
This liability has been computed based on rates of pay in effect at June 30, 2007. 
 

(7)    Related Party Transactions 
 

The City had business transactions between the City and City employees and officials 
totaling $23,227 during the year ended June 30, 2007. 

 
(8)    Risk Management 
 

The City of Estherville is exposed to various risks of loss related to torts; theft, damage 
to and destruction of assets; errors and omissions; injuries to employees; and natural 
disasters.  These risks are covered by the purchase of commercial insurance.  The 
City assumes liability for any deductibles and claims in excess of coverage 
limitations.  Settled claims from these risks have not exceeded commercial insurance 
coverage in any of the past three fiscal years. 
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(9) Lease 
 

The City of Estherville entered into a twelve year operating lease agreement on May 
31, 2001 with Estherville Housing, Inc. to lease office space.  The lease amount is 
$8,000 per year through June 30, 2004.  The City’s total rent expense for the year 
ending June 30, 2007 was $8,320. 

 
After June 30, 2004, the lease amount may be re-negotiated in three year intervals.  

The maximum increase in rent for any three year term shall not exceed twelve 
percent.  The lease may be terminated by either party at any time upon three years 
written notice to the other party by registered mail or in person. 

 
          Future Minimum Rental Payments 
 

              Year ending     
                June 30,                       Amount 

2008       8,320 
2009       8,320 
2010        8,320 
2011        8,320 
2012       8,320 
2013       8,320 

 
Total   $49,920 

 
 
(10) Special Assessments Interest 
 

The City of Estherville collects special assessments from property owners related to 
certain construction projects.  Property owners may pay the assessment in full  

   without interest by a certain date.  Subsequently, annual payments are made which 
bear a stated interest rate. 

 
(11) Joint Venture 
 

On November 4, 1997, the City entered into a joint venture agreement pursuant to the 
provisions of Chapter 390 of the Code of Iowa with the Municipal Electric Utility of the 
City of Cedar Falls, Algona Municipal Utilities, the City of Ellsworth, Westfield 
Municipal Utilities, Montezuma Light and Power, and the City of Fonda.   

 
This joint venture agreement is a collaborative effort of the parties above, the U.S. 

Department of Energy (“DOE”), and the Electric Power Research Institute (“EPRI”) to 
develop, construct and operate a wind-powered electric generation facility (Iowa 
Distributed Wind Generation Project – “IDWGP”).  The project is partially funded by a  
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(11) Joint Venture – continued 
 

grant from EPRI consisting of 47.42% of construction and operating expenses  
for 1999 and 2000 funded by EPRI.   

 
The City of Estherville owns an 8% interest in the project.  The energy produced by the 

IDWGP will be apportioned among the parties based on their percentages of 
ownership.  Currently, Algona Municipal Utilities is purchasing the generated power at 
their avoided cost which has been determined to be $.01517/KWH, effective January 
of 2005. It has not been determined how long this arrangement will continue. 

 
The City receives 8% of the income and pays 8% of the expenses generated by 

IDWGP.  Generally, expenses exceed income. 
 
(12) Interest Paid 
 

During the year ended June 30, 2007, interest paid by the City on bonds, notes and 
customer utility deposits totaled $79,301. 

 
 (13) General Fund – Designated Balance 
 

The City had designated part of the balance of the general fund for specific future uses.  
The balance which has been designated as Parks and Recreation Revolving is for 
funding future parks and recreation projects.  The Equipment Revolving balance is for 
future purchases of equipment needed for the general fund.  The Library - Pearson 
and Library - Sanborn are for library expenditures.  The Forfeiture is for deterring 
criminal activity.  

 
 
Designated Balances at June 30, 2007                           Amount  

   
Parks and Recreation Revolving  $38,463
Library - Pearson  50,593
Library - Sanborn  230,583
Forfeiture  10,960
Equipment Revolving   270,628
   
Total Designated Balances  $601,227
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(14) Deficit Fund Balance 
 

The Capital Projects Funds - Airport Taxilane Construction had a deficit balance of 
$2,501 at June 30, 2007.  The deficit balance was a result of project costs incurred 
prior to availability of funds.  The deficit balance will be eliminated upon receipt of 
federal grants. 

 
 (15) Construction Commitment 
 

The City has entered into a contract totaling $541,403 for improvements made to 
Highways # 4 & # 9.  As of June 30, 2007, costs of $0 on the project have been paid.  
The balance remaining on the project at June 30, 2007 ($541,403) will be paid as 
work on the project progresses. 

 
The City has entered into a contract totaling $48,649 for tee hanger taxilanes.  As of 

June 30, 2007, costs of $44,386 on the project have been paid.  The balance 
remaining on the project at June 30, 2007 ($4,263) will be paid as work on the project 
progresses. 

 
The City has entered into a contract totaling $73,840 for repair of sanitary sewer.  As of 

June 30, 2007, costs of $0 on the project have been paid.  The balance remaining on 
the project at June 30, 2007 ($73,840) will be paid as work on the project progresses. 

 
The City has entered into a contract totaling $54,451 for removal and replacement of 

curb and gutter.  As of June 30, 2007, costs of $0 on the project have been paid.  The 
balance remaining on the project at June 30, 2007 ($54,451) will be paid as work on 
the project progresses. 

 
The City has entered into a contract totaling $216,340 for resurfacing of city streets.  As 

of June 30, 2007, costs of $0 on the project have been paid.  The balance remaining 
on the project at June 30, 2007 ($216,340) will be paid as work on the project 
progresses. 

 
(16) Interfund Transfers 

 
The City had numerous interfund transfers during the year ended June 30, 2007.  The 

transfers generally move resources from funds with available resources to those 
funds with expenses that need to be paid. 
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The budgetary comparison is presented as Required Supplementary 
Information in accordance with Governmental Accounting Standards 
Board Statement No. 41 for governments with significant budgetary 
perspective differences resulting from not being able to present 
budgetary comparisons for the General Fund and each major Special 
Revenue Fund. 

 
In accordance with the Code of Iowa, the City Council annually adopts a 

budget on the cash basis following required public notice and hearing for 
all funds except Internal Service Funds.  The annual budget may be 
amended during the year utilizing similar statutorily prescribed 
procedures. 

 
Formal and legal budgetary control is based upon ten major classes of 

disbursements known as functions, not by fund.  These ten functions 
are:  public safety, public works, health and social services, culture and 
recreation, community and economic development, general government, 
debt service, capital projects, business type activities and non-program.  
Function disbursements required to be budgeted include disbursements 
for the General Fund, the Special Revenue Funds, the Debt Service 
Fund, the Capital Projects Funds, the Permanent Fund and the 
Proprietary Funds.  Although the budget document presents function 
disbursements by fund, the legal level of control is at the aggregated 
function level, not by fund.  During the year, one budget amendment 
increased budgeted disbursements by $271,500.  The budget 
amendments are reflected in the final budgeted amounts.     

 
During the year ended June 30, 2007, disbursements did not exceed the 

amounts budgeted in any function. 
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Part I:  Summary of the Independent Auditor’s Results 
 

a) Unqualified opinions were issued on the financial statements which were 
prepared on the basis of cash receipts and disbursements, which is a 
comprehensive basis of accounting other than U.S. generally accepted 
accounting principles. 

 
b) Significant deficiencies in internal control over financial reporting were disclosed 

by the audit of the financial statements, including a material weakness. 
 

c) The audit did not disclose any non-compliance which is material to the financial 
statements. 
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Part II:  Findings Related to the Financial Statements: 
 
 SIGNIFICANT DEFICIENCIES: 
 

II-A-07   Segregation of Duties – One important aspect of internal control is the 
segregation of duties among employees to prevent an individual 
employee from handling duties which are incompatible.  We noted 
that employees who handle cash receipts are also involved with 
the preparation of bank reconciliations.  We also noted that one 
employee records sick leave and vacation, prepares and approves 
payroll input and prepares and distributes payroll checks. 

 
              Recommendation – We realize that segregation of duties is difficult 

with a limited number of office employees.  However, the City 
should review its control procedures to obtain the maximum 
internal control possible under the circumstances. 

 
              Response – The City will make every effort to comply. 
 

Conclusion – Response accepted. 
 

 INSTANCES OF NON-COMPLIANCE: 
 
 No matters were reported. 

 
      

Part III:  Other Findings Related to Statutory Reporting: 
 

III-A-07 Certified Budget – City disbursements during the year ended June 
30, 2007 did not exceed the amount budgeted. 

 
III-B-07  Questionable Disbursements – No expenses that may not meet the 

requirements of public purpose as defined in an Attorney General’s 
opinion dated April 25, 1979 were noted. 
 

III-C-07 Travel Expense – No disbursements of City money for travel 
expenses of spouses of City officials or employees were noted. 
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Part III:  Other Findings Related to Statutory Reporting (Continued): 

 
III-D-07   Business Transactions – Business transactions between the City 

and City employees are detailed as follows: 
                                                                                                        
 Name, Title, and  Transaction   
 Business Connection Description        Amount 
 
 Joe Swisher,             Construction, per bid              $23,001 
   City Councilman,    
   Owner of Swisher, Inc.      
 

Dennis Lukins,  Underground electrical            100                  
City Employee  conversion     

 
Paul Trosin,   Underground electrical  126 
 City Employee  conversion 

 
 In accordance with Chapter 362.5(10) of the Code of Iowa, the 

transactions with the City employees do not appear to represent 
conflicts of interest since the total transactions with each individual 
were less than $1,500 during the fiscal year and the transaction with 
the City councilman does not appear to represent a conflict of 
interest since it was entered into through competitive bidding. 
           

III-E-07 Bond Coverage – Surety bond coverage of City officials and 
employees is in accordance with statutory provisions.  The amount 
of coverage should be reviewed annually to insure the coverage is 
adequate for current operations. 

 
III-F-07 Council Minutes – No transactions were found that we believe 

should have been approved in the Council minutes but were not. 
 
III-G-07  Deposit and Investments – We noted no instances of non-

compliance with the deposit and investment provisions of  
Chapter 12B and 12C of the Code of Iowa and the City’s investment 
policy. 
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Part III:  Other Findings Related to Statutory Reporting (Continued): 
 
III-H-07 Financial Condition – The Capital Projects Fund - Airport Taxilane 

Construction had a deficit balance at June 30, 2007 of $2,501.   
  
 Recommendation – The City should investigate alternatives to 

eliminate this deficit in order to return this fund to a sound financial 
position. 

 
 Response – The deficit was due to construction costs incurred prior 

to the receipt of a federal grant.  The deficit will be subsequently 
eliminated. 

 
 Conclusion – Response accepted. 
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