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Forest Lake

May 29, 2025

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

Minnesota statutes require all cities to issue an annual report on the financial position and related
financial activity of the city. The report must be prepared in accordance with generally accepted
accounting principles (GAAP) and audited in accordance with generally accepted auditing standards by
a firm of licensed certified public accountants. The organization, form and contents of this report were
prepared in accordance with the standards prescribed by the Governmental Accounting Standards Board
(GASB), the Government Finance Officers Association of the United States and Canada (GFOA), the
American Institute of Certified Public Accountants (AICPA), the Office of the Minnesota State Auditor
(OSA), and City policies. Pursuant to all legal requirements, we hereby issue the annual comprehensive
financial report of the City of Forest Lake for the fiscal year ended December 31, 2024.

This report contains the representations of management concerning the finances of the City of Forest
Lake. Management assumes full responsibility for the completeness and reliability of the information
contained in this report, based upon a comprehensive framework of internal control that it has
established for this purpose. The internal control system in the City of Forest Lake is designed to protect
the City's assets from loss, theft, or misuse and to compile sufficient reliable information for the
preparation of the City's financial statements in conformity with GAAP. Because the cost of internal
control should not exceed anticipated benefits, the objective is to provide reasonable, rather than
absolute, assurance that the financial statements are free of any material misstatements. We believe that
the City's internal controls adequately safeguard assets and provide reasonable assurance of proper
recording of financial transactions. As management, we assert that, to the best of our knowledge and
belief, this financial report is complete and reliable in all material respects.

BerganKDV, a firm of licensed certified public accountants has audited the financial statements of the
City of Forest Lake, for the year ended December 31, 2024. An independent audit was performed to
provide reasonable assurance that the financial statements of the City of Forest Lake for the fiscal year
ended December 31, 2024, are free of material misstatement. The independent audit involved examining
on a test basis, evidence supporting the amounts and disclosures in the financial statements; assessing
the accounting principles used and significant estimates made by management; and evaluating the
overall financial statement presentation. The independent auditor issued an unmodified ("clean™) opinion
on the City of Forest Lake's financial statements. The independent auditor's report is located at the front
of the financial section of this report.

In accordance with GAAP, management has provided a narrative introduction, overview and analysis to
accompany the basic financial statements in the form of the Management's Discussion & Analysis
(MD&A). The MD&A is designed to complement this letter of transmittal and should be read in
conjunction with it. The MD&A can be found immediately following the report of the independent
auditors.

The City of Forest Lake is dedicated to providing friendly and efficient city services that
enhance the quality of life for those who visit, work and live in the community.



Profile of the Government

The City of Forest Lake, incorporated in 1893, is located in the northwestern corner of Washington County,
Minnesota, which is in the northeastern suburbs of the Twin Cities metropolitan area. The City of Forest
Lake and the entire northern suburbs area have experienced growth over the past decade as population and
housing development in the metropolitan area increased. The economic recession temporarily hindered
development efforts and growth. The City of Forest Lake currently occupies a land area of 36 square miles
and serves an estimated population of 21,502 people. The City of Forest Lake is empowered to levy a
property tax on both real and personal property located within its boundaries. It is also empowered by
Minnesota statutes to extend its corporate limits by annexation, which it has done from time to time. The
City of Forest Lake and the Township of Forest Lake merged in September of 2001.

The City of Forest Lake is a statutory "Option A" city, operating under the council-administrator form of
government. Policy-making and legislative authority are vested in a city council consisting of a mayor and
four other members, all elected on a non-partisan basis. The city council is responsible, among other things,
for passing ordinances, adopting the budget, appointing committees, and hiring staff. The city administrator
is responsible for carrying out the policies and ordinances of the council and overseeing the day-to-day
operations of the city government. Council members serve four-year staggered terms, while the mayor is
elected every two years. All council members and the mayor are elected at large.

The City of Forest Lake provides a full range of services, including planning and zoning; election
administration; building inspections; police and fire protection; emergency management; the construction
and maintenance of highways, streets, and other infrastructure; surface water management; weed control;
water and sewer services; some sanitation services; and recreational and cultural activities. The City also
owns and operates a paved-strip airport, complete with an arrival/departure building. Certain housing
services are provided through a Housing and Redevelopment Authority, operated by Washington County.

Economic development services are provided through the Forest Lake Economic Development Authority
(EDA). The EDA provides business retention and expansion programs and establishes tax increment
financing districts where feasible to attract new commercial and industrial businesses in the City. The EDA
manages the City's industrial park activities.

The Forest Lake City Council is required to adopt a final budget by no later than the close of the preceding
fiscal year. This annual budget serves as the foundation for the City's financial planning and control and is
organized by fund, function, and department. All department heads and agencies of the City of Forest Lake
submit requests for appropriation to the city administrator in July of each year. The city administrator
presents a proposed budget to the council for review prior to the end of August of each year. The Council is
required to hold public hearings on the proposed budget and adopt a final budget by no later than
December 31, the end of the fiscal year. Budgetary control is maintained at the object of expenditure
category level within each activity and any changes to the adopted budget require special approval from the
City Council.



Local Economy

The largest employer within the boundaries of the City of Forest Lake is Independent School District #3831,
a K-12 educational facility employing over 1,300 people. Several discount retail stores located in the city
also provide significant employment opportunities. Eight financial institutions have a presence in Forest
Lake. Because of its location in a region with a varied economic base, unemployment is relatively stable.
During the past ten years, the unemployment rate decreased from 3.2% in 2015 to about 2.1 % in 2024. As a
result of a variety of revitalization efforts undertaken over the past decade, the central business district has
expanded dramatically.

Despite market challenges, the economic base of Forest Lake is increasing, and the next few years will
further demonstrate the strength of the local development community. In 2025 alone, the City is slated to
add new, non-residential space to its tax base. This will include the new construction of approximately
50mini storage units and 30,000 square feet light manufacturing/office flex space, and,. These non-
residential uses are in addition to the 25 new multiple-family units and 75 single-family homes anticipated
to be constructed in the same year.

Long-term Financial Planning

The City has a capital improvement plan and long-term financial plan projects futures project and capital
equipment needs over the next ten-years. Projected capital investment for the five-year period exceeds $115
million and includes an average of $13.1 million per year for proposed street improvements and
reconstruction, $6.1 million for a new water tower, $5.7 million for stormwater management, and $20
million for a new public works facility. The long-term financial plan contains assumptions and estimates
related to the economy over the next ten years, along with property tax impact estimates resulting from the
economic assumptions and the City's capital improvement plan. The City is currently working on updating
this plan.

In April of 2020, the City Council adopted a revised comprehensive plan. The plan will guide the use of
land and the actions of the City Council to provide a quality environment and way of life for existing and
future residents through the year 2040. The elements of the plan consist of community background, natural
resources, land use, housing, parks, trails and open spaces, transportation, economic development, sanitary
sewer, water supply and distribution, surface water, community facilities, sustainability, and
implementation. The guiding principles that shaped the development of goals and policies contained within
the plan are: 1) to protect natural resources, 2) to provide for parks and recreation opportunities, 3) to guide
land and manage growth, 4) to plan for an effective transportation system, and 5) to create and expand
opportunities for employment growth. The City consults this plan when developing the annual budget and
capital improvement plan.



Relevant Financial Policies

The City has a policy regarding General Fund reserve balances. Certain amounts in the General Fund have
been committed by the City Council for specific purposes. The City plans for a balanced budget and an
unassigned fund balance in the General Fund equivalent to 50% of the current year's budgeted expenditures.
Since property tax payments are received by the City in installments in July and December, the City needs
adequate cash reserves in order to avoid short-term borrowing to finance operations. Prepaid items are
considered nonspendable fund balance. Certain legal obligations are restricted in fund balance. The City
Council may also commit a portion of fund balance for special purposes, and management may assign fund
balance for certain purposes. The City also has a policy for enterprise fund balances. The cash balance for
working capital in the Water and Sewer Fund is maintained at 25% to maintain adequate cash flow for a
quarterly billing cycle. Reserves are also maintained to fund major projects and capital outlays.

The primary financial goal of the City investment policy is to ensure the safety of the principal invested by
the City. Cash temporarily idle during the year is invested in certificates of deposit, commercial paper, and
obligations of the U.S. Treasury and government agencies. The City only invests in instruments that are
authorized under Minnesota Statute § 118A. Cash balances from all City funds are pooled into an
investment fund and investment income is distributed on a pro-rata basis at the end of each month. At
December 31, 2024, the maturities of the investments ranged from one month to seventeen years with an
average maturity of 2.55 years. Maturities are staggered in a way that avoids over concentration in a specific
maturity sector. Extended maturities are utilized to take advantage of higher yields. However, maturities are
not extended beyond the dates necessary to meet projected liquidity needs.

Capital financing for major municipal improvements is provided through improvement bonds, general
obligation bonds, tax increment bonds, or revenue bonds. Depending upon the project, special assessments
may be levied upon properties to share in the cost of the improvement project. The special assessments are
collected over a period of time and are used to help satisfy the improvement bond debt. Internal financing of
improvement projects is usually minimal and only for short periods of time. Occasionally, the City will
finance projects internally through temporary loans or advances from other funds. The City Council sets the
terms and conditions of the interfund loan or advance, including the rate of interest to be charged.

The City Council has also adopted financial management policies in order to allow for the planning of
adequate funding of services desired by the public, to manage City finances wisely, and to carefully account
for public funds. These policies are reviewed each year when the annual budget is adopted. The financial
management policies include: operating budget policies; revenue policies; expenditure policies; accounting,
auditing and financial reporting policies; investment policies; reserve policies; debt policies; capital
equipment policies; capital improvement policies; interfund loan policies; and risk management policies.
The City also has a separate capital and general expenditure policy to provide guidance relating to
appropriate procedures for the procurement, management, and disposal of capital assets, and to promote
fiscally responsible spending practices.



Relevant Financial Policies (Continued)

The City Council has adopted a comprehensive set of internal controls procedures. The City's accounting
system was developed and is continually evaluated to assure the adequacy of internal accounting controls.
Internal accounting controls are designed to provide reasonable but not absolute assurance in the areas of:
safeguarding assets against loss from unauthorized use or disposition, reliability of financial records, and
convenience of access for preparing financial statements and maintaining accountability for assets. The
concept of reasonable assurance adopted by the City Council recognizes that the evaluation of cost and
benefits requires estimates and judgments by management, and the cost of a control should not exceed the
benefits likely to be derived. All internal controls are evaluated against the above criteria. It is our belief that
the City's internal accounting controls adequately safeguard the City's assets and also provide reasonable
assurance of properly recording financial transactions.

Major Initiatives

In 2022, the City Council approved a new Downtown Plan. This plan guides both the private and public
investment in downtown Forest Lake over the few decades. Highlights of the plan include options for
alleviating the parking space deficits, additional parkland and greenspace development, and a pedestrian
loop to encourage foot traffic in downtown Forest Lake. The City has continued its planning efforts,
completing a downtown boat launch relocation and shoreline stabilization study. Additionally, the City
continues to explore ways to partner with the private sector by increasing pedestrian connectivity through
private land parcels and in the potential development of a downtown trailhead for greater connectivity of its
downtown and the Hardwood Creek Trail.

The City has played an active role in the development of the Minnesota Technology Corridor. The
Minnesota Technology Corridor is a partnership between Washington and Anoka County, 8 local
communities as well as private companies that work to promote available developable land on a regional
and national level. The City is marketing its Headwaters 123 site as a premier site in the Corridor. The
Headwaters 123 site is 123 acres of city-owned land in the Headwaters development that is guided to be
developed as a service and job center for the city. It is actively being marketed for development in both the
industrial and technology sectors. When developed, this site will bring a number of new jobs to the City of
Forest Lake.

MnDOT aeronautics provided 95 percent of the funding to update the airport’s Airport Layout Plan. The
airport layout plan guides the future development at the Forest Lake Airport. Projects identified in the plan
include expanding the taxiplanes, adding additional hangar space, and expanding the overall length of the
runway. Since completing the airport runway paving project in 2017, the airport has experienced robust
growth in hangar development with all of the current hangar sites under lease. The new airport layout plan
will allow for this robust growth to continue well into the future. This planning has spurred the interest of
private development adjacent to the airport for additional aeronautical uses.



Awards and Acknowledgements

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the City of Forest Lake for its annual
comprehensive financial report for the fiscal year ended December 31, 2023. This was the eighteenth
consecutive year that the government has achieved this prestigious award. In order to be awarded a
Certificate of Achievement, a government must publish an easily readable and efficiently organized annual
comprehensive financial report. This report must satisfy both generally accepted accounting principles and
applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current annual
comprehensive financial report continues to meet the Certificate of Achievement Program's requirements,
and we are submitting it to the GFOA to determine its eligibility for a certificate.

The preparation of this report would not have been possible without the efficient and dedicated services of
the entire staff of the finance and administration department. We wish to express our appreciation to all
members of the department who assisted and contributed to the preparation of this report. Credit must also
be given to the City Council for its support in maintaining the highest standards of professionalism in the
management of the City of Forest Lake's finances.

Respectfully submitted,

Jessica Hoard
Interim Finance Director
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Independent Auditor's Report

Honorable Mayor and Members
of the City Council

City of Forest Lake

Forest Lake, Minnesota

Report on the Audit of the Financial Statements

Opinions

We have audited the 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 Forest Lake, as of and for the year ended December 31, 2024, and the
related notes to the financial statements, which collectively comprise the City of Forest Lake's basic
financial statements as listed in the Table of Contents.

In our opinion, the accompanying financial statements 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 Forest Lake as of December 31, 2024, and the respective changes in
financial position and, where applicable, cash flows thereof, and the budgetary comparison for the
General Fund for the year then ended in accordance with accounting principles generally accepted in
the United States of America.

Basis for Opinions

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America (GAAS) and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Our responsibilities
under those standards are further described in the Auditor's Responsibilities for the Audit of the
Financial Statements section of our report. We are required to be independent of the City of Forest
Lake and to meet our other ethical responsibilities, in accordance with the relevant ethical
requirements relating to our audit. We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our audit opinions.

Responsibilities of Management for the Financial Statements

The City of Forest Lake's management is responsible for the preparation and fair presentation of the
financial statements in accordance with accounting principles generally accepted in the United
States of America, and for the design, implementation, and maintenance of internal control relevant
to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error.

11



Responsibilities of Management for the Financial Statements (Continued)

In preparing the financial statements, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about the City of
Forest Lake's ability to continue as a going concern for twelve months beyond the financial statement
date, including any currently known information that may raise substantial doubt shortly thereafter.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor's report
that includes our opinions. Reasonable assurance is a high level of assurance but is not absolute
assurance and therefore is not a guarantee that an audit conducted in accordance with GAAS and
Government Auditing Standards will always detect a material misstatement when it exists. The risk
of not detecting a material misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal control. Misstatements are considered material if there is a substantial likelihood
that, individually or in the aggregate, they would influence the judgment made by a reasonable user
based on the financial statements.

In performing an audit in accordance with GAAS and Government Auditing Standards, we:

e Exercise professional judgment and maintain professional skepticism throughout the audit.

¢ Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, and design and perform audit procedures responsive to those risks. Such
procedures include examining, on a test basis, evidence regarding the amounts and
disclosures in the financial statements.

¢ Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the City of Forest Lake's internal control. Accordingly, no
such opinion is expressed.

o Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of
the financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the
aggregate, that raise substantial doubt about the City of Forest Lake's ability to continue as a
going concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other

matters, the planned scope and timing of the audit, significant audit findings, and certain internal
control-related matters that we identified during the audit.

12



Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management's Discussion and Analysis, which follows this report letter, and Required Supplementary
Information as listed in the Table of Contents be presented to supplement the basic financial
statements. Such information is the responsibility of management and, although not a part of the
basic financial statements, is required by the Governmental Accounting Standards Board (GASB), who
considers it to be an essential part of financial reporting for placing the basic financial statements in
an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the Required Supplementary Information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management
about the methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or provide
any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Supplementary Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City of Forest Lake's basic financial statements. The accompanying
supplementary information identified in the Table of Contents is presented for purposes of additional
analysis and are not a required part of the basic financial statements.

Such information is the responsibility of management and was derived from and relates directly to
the underlying accounting and other records used to prepare the basic financial statements. The
information has been subjected to the auditing procedures applied in the audit of the basic financial
statements and certain additional procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used to prepare the basic financial
statements or to the basic financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our
opinion, the accompanying supplementary information is fairly stated, in all material respects, in
relation to the basic financial statements as a whole.

Other Information

Management is responsible for the other information included in the Annual Comprehensive Financial
Report. The other information comprises the introductory and statistical sections but does not
include the basic financial statements and our auditor's report thereon. Our opinions on the basic
financial statements do not cover the other information, and we do not express an opinion or any
form of assurance thereon.

In connection with our audit of the basic financial statements, our responsibility is to read the other
information and consider whether a material inconsistency exists between the other information and
the basic financial statements, or the other information otherwise appears to be materially
misstated. If, based on the work performed, we conclude that an uncorrected material misstatement
of the other information exists, we are required to describe it in our report.

13



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated May 29,
2025, on our consideration of the City of Forest Lake's internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements and other matters. The purpose of that report is solely 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 effectiveness of internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering the City of Forest Lake's internal control over financial reporting
and compliance.

Bergankov, L.

Minneapolis, Minnesota
May 29, 2025
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City of Forest Lake
Management's Discussion and Analysis

This section of the annual financial statements of the City of Forest Lake, Minnesota (the "City")
presents a discussion and analysis of the City's financial performance during the year ending
December 31, 2024. Please read it in conjunction with the financial statements which follow this
section.

FINANCIAL HIGHLIGHTS

o The assets and deferred outflows of resources of the City exceeded the liabilities and
deferred inflows of resources by $93,584,923. Of this amount, $13,694,890 may be used to
meet the government's ongoing obligations to citizens and creditors in accordance with the
City's fund designation and fiscal policies.

e The City's total net position increased by $7,918,590 due primarily to increases in revenue
related to governmental activities property taxes, capital grants and contributions, and
unrestricted state aids. The City also had higher investment earnings due to market
conditions.

e The City's governmental funds reported combined ending fund balances of $16,195,084. Of
this total amount, $6,442,816 is unassigned and available for spending at the City's discretion.

e At the end of the current year, unassigned fund balance for the General Fund was $7,222,523,
or 60.5%, of total General Fund expenditures.

e The City's net bonded debt decreased by $612,639 during the current year due to scheduled
debt service payments.

OVERVIEW OF THE FINANCIAL STATEMENT

This annual report consists of a series of financial statements. The Statement of Net Position and the
Statement of Activities provide information about the activities of the City as a whole and present a
longer-term view of the City's finances. Fund financial statements are presented after the Statement
of Activities. Fund financial statements report the City's operations in more detail than the
government-wide statements by providing information about the City's funds. The Notes to the
Financial Statements provide information that is essential to a full understanding of the data
provided in the government-wide and fund financial statements. This report also contains other
supplementary information in addition to the basic financial statements.

Statement of Net Position and Statement of Activities

Our analysis of the City begins with the Statement of Net Position and the Statement of Activities.
One of the most important questions asked about the City's finances is, "Is the City as a whole better
or worse off as a result of the year's activities?” The Statement of Net Position and Statement of
Activities both report information about the City as a whole and about its activities in a way that
helps answer this question. These Statements include all assets and liabilities using the accrual basis
of accounting, which is similar to the accounting used by most private-sector companies. All of the
current years' revenues and expenses are taken into account regardless of when cash is received or
paid.

The government-wide financial statements includes information for not only the City (known as the

primary government), but also legally separate entities for which the City is financially accountable
(discretely presented component units).
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City of Forest Lake
Management's Discussion and Analysis

OVERVIEW OF THE FINANCIAL STATEMENTS (CONTINUED)

Statement of Net Position and Statement of Activities (Continued)

These two statements report the City's net position and changes in them. You can think of the City's
net position, the difference between assets and deferred outflows or resources and liabilities and
deferred inflows of resources, as one way to measure the City's financial health or financial position.
Over time, increases or decreases in the City's net position are one indicator of whether the City's
financial health is improving or deteriorating. You will need to consider other nonfinancial factors,
however, to assess the overall health of the City.

Fund Financial Statements

Our analysis of the City's major funds begins with the fund financial statements and provides detailed
information about the most significant funds, not the City as a whole. Some funds are required to be
established by law and by bond covenants. However, the City Council establishes other funds to help
it control and manage money for particular purposes or to show that it is meeting legal
responsibilities for using certain taxes, grants or other money. The City's two kinds of funds,
governmental and proprietary, use different approaches.

Governmental Funds - Most of the City's basic services are reported in governmental funds.
Governmental funds focus on how money flows into and out of those funds and the balances left at
year-end that are available for spending. These funds are reported using an accounting method
called modified accrual accounting, which measures cash and all other financial assets that can
readily be converted to cash. The governmental fund statements provide a detailed short-term view
of the City's general government operations and the basic services it provides. Governmental fund
information helps the reader of the statements determine whether there are more or fewer financial
resources that can be spent in the near future to finance the City's programs. We describe the
relationship (or differences) between governmental activities (reported in the Statement of Net
Position and the Statement of Activities) and governmental funds in reconciliations after the
financial statements.

The basic governmental fund financial statements can be found on pages 30-34 of this report.

Proprietary Funds - When the City charges customers for the services it provides - whether to
outside customers or to other units of the City - these services are generally reported in proprietary
funds. Proprietary funds are reported in the same way that all activities are reported in the
Statement of Net Position and the Statement of Activities. In fact, the City's enterprise funds are the
same as the business-type activities we report in the government-wide statements but provide more
detail and additional information, such as cash flows for proprietary funds.

The basic proprietary fund financial statements can be found on pages 35-37 of this report.
Notes to Financial Statements
The notes provide additional information that is essential to a full understanding of the data

provided in the government-wide and fund financial statements. The Notes to the Financial
Statements can be found on pages 39-80 of this report.
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City of Forest Lake
Management's Discussion and Analysis

OVERVIEW OF THE FINANCIAL STATEMENTS (CONTINUED)

Comparative Data

Certain comparative information between the current (2024) and prior year (2023) is required to be
presented in the Management Discussion and Analysis (MD&A). Comparative data can be found on
pages 17-18 of this report. This section will discuss and analyze significant differences between the
two years.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

The City's net position increased during 2024 by $7,918,590. Our analysis below focuses on the net
position (Table 1) and changes in net position (Table 2) of the City's governmental and business-type
activities.
Table 1
Statement of Net Position

Primary Government

Governmental Activities Business-Type Activities Total
2024 2023 2024 2023 2024 2023

Assets
Current and other assets $ 25,849,758 S 21,967,870 S 14,761,050 S 13,866,736 $ 40,610,808 S 35,834,606
Capital assets 59,818,088 57,118,242 44,546,484 44,592,594 104,364,572 101,710,836

Total assets 85,667,846 79,086,112 59,307,534 58,459,330 144,975,380 137,545,442
Deferred Outflows

of Resources

Related to loss on bond refunding 223,907 244,262 - - 223,907 244,262
Related to pensions 5,406,959 7,102,473 105,258 202,234 5,512,217 7,304,707
Related to OPEB 186,952 227,699 19,747 30,024 206,699 257,723

Total assets and deferred

outflows of resources $ 91,485,664 $ 86,660,546 $ 59,432,539 $ 58,691,588 $ 150,918,203 $ 145,352,134

Liabilities
Noncurrent liabilities outstanding S 30,457,098 S 31,376,709 $ 13,218,436 S 14,700,760 S 43,675,534 S 46,077,469
Other liabilities 3,613,335 3,225,473 931,455 1,602,863 4,544,790 4,828,336

Total liabilities 34,070,433 34,602,182 14,149,891 16,303,623 48,220,324 50,905,805
Deferred Inflows

of Resources

Related to pensions 6,427,289 6,440,957 299,198 184,708 6,726,487 6,625,665
Related to OPEB 1,008,924 1,193,939 141,343 157,430 1,150,267 1,351,369
Related to leases 1,236,202 802,962 - - 1,236,202 802,962
Net Position
Net investment in capital assets 41,651,995 39,796,337 31,502,592 29,598,005 73,154,587 69,394,342
Restricted 6,735,446 6,460,825 - - 6,735,446 6,460,825
Unrestricted 355,375 (2,636,656) 13,339,515 12,447,822 13,694,890 9,811,166

Total net position 48,742,816 43,620,506 44,842,107 42,045,827 93,584,923 85,666,333

Total liabilities, deferred inflows of

resources, and net position $ 91,485,664 $ 86,660,546 $ 59,432,539 $ 58,691,588 $ 150,918,203 $ 145,352,134
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City of Forest Lake

Management's Discussion and Analysis

GOVERNMENT-WIDE FINANCIAL ANALYSIS (CONTINUED)

Governmental Activities

Net position of the City's governmental activities increased by $5,122,310. The increase was due to
program revenues and transfers exceeding expenses. Revenues increased primarily due to an
increase in the property tax levy and increased capital grants and contributions. Expenses remained
consistent with the prior year. While there were cost of living/step increases and capital purchases
that would have increased expenses, the increases were offset by a significant decrease in pension
expense due to the accounting for the net pension liability and changes in assumptions. Unrestricted
net position, the part of net position that can be used to finance day-to-day operations without
constraints established by debt covenants, legislation or other legal requirement, was $355,375 as of

December 31, 2024.

The following table indicates the changes in net position for the City's governmental and business-

type activities:

Revenues
Program revenues
Charges for services
Operating grants and contributions
Capital grants and contributions
General revenues
Property taxes and tax increments
Unrestricted state aids
Unrestricted investment earnings
Other General Revenue
Gain on sale of assets
Total revenues

Expenses
General government
Public safety
Public works
Culture and recreation
Economic development
Airport
Interest on long-term debt
Water
Sewer

Total expenses

Excess of revenues
over expenses

Transfers
Change in net position

Net position - beginning

Net position - ending

Primary Government

Governmental Activities Business-Type Activities Total

2024 2023 2024 2023 2024 2023
$ 4,039,950 $ 3,624,078 S 6,974,068 S 6,911,063 $ 11,014,018 $ 10,535,141
905,794 1,549,686 44,267 19,623 950,061 1,569,309
2,915,797 1,896,983 1,392,925 2,609,725 4,308,722 4,506,708
15,235,652 13,363,981 15,235,652 13,363,981
184,959 8,592 - 184,959 8,592
506,361 593,770 329,162 396,811 835,523 990,581
2,112 - - - 2,112 -
169,561 244,896 178,480 169,561 423,376
23,960,186 21,281,986 8,740,422 10,115,702 32,700,608 31,397,688
2,941,286 2,704,144 2,941,286 2,704,144
7,200,626 7,535,018 7,200,626 7,535,018
5,512,060 5,317,966 5,512,060 5,317,966
1,251,640 1,518,313 1,251,640 1,518,313
854,119 803,221 854,119 803,221
427,727 334,736 427,727 334,736
700,418 664,723 - - 700,418 664,723
- - 2,426,804 2,375,866 2,426,804 2,375,866
- - 3,467,338 3,236,440 3,467,338 3,236,440
18,887,876 18,878,121 5,894,142 5,612,306 24,782,018 24,490,427
5,072,310 2,403,865 2,846,280 4,503,396 7,918,590 6,907,261
50,000 (50,000) - - -
5,122,310 2,403,865 2,796,280 4,503,396 7,918,590 6,907,261
43,620,506 41,216,641 42,045,827 37,542,431 85,666,333 78,759,072
$ 48,742,816 $ 43,620,506 S 44,842,107 S 42,045,827 $ 93,584,923 S 85,666,333
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City of Forest Lake
Management's Discussion and Analysis
GOVERNMENT-WIDE FINANCIAL ANALYSIS (CONTINUED)
Governmental Activities (Continued)
Revenues - The following chart visually illustrates the City's revenue by source for its governmental

activities.

Revenues by Source - Governmental Activities

Miscellaneous
4%

Charges for Services
17% Operating Grants

and Contributions
4%

Capital Grants and
Contributions

12%
Taxes

63%

Revenues for the City's governmental activities increased by $2,678,200. The major components of
this increase are explained as follows:

e Property Taxes and Tax Increments increased by $1,871,671 or 14.01%, due to an increase in
levy.

e Charges in Services increased by $415,872 (11.48%). A large portion of this was due to
increased fees received from the City of Columbus. The City provides fire services to
Columbus, and fees in 2024 increased to reflect Columbus' portion of the purchase of two fire
trucks. Additionally, surface water trunk fees increased based on the current year's
development activity.

e Unrestricted state aids increased by $176,367. 2024 was the first year that metropolitan local
governments in Minnesota began receiving local affordable housing aid from the State.

Expenses for the City's governmental activities increased by $9,755. The major components of this
increase are explained as follows:

e Public Safety expenses decreased by $334,392 or 4.44% due to the accounting for the net
pension liability and changes in assumptions.

e Culture and recreation expense decreased by $266,673 or 17.56%. In 2023, there were
significantly higher engineering costs related to Beltz Park.

e Decreases in public safety and culture and recreation were offset by increases in General
Government ($237,142) due to increases in professional services including personnel search
and computer support services and Public Works (5194,094) due to a large pond cleaning
project in 2024.
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GOVERNMENT-WIDE FINANCIAL ANALYSIS (CONTINUED)

Business-Type Activities
The net position of the City's business-type activities increased by $2,796,280.

Revenues for the City's business-type activities decreased by $1,375,280 from the prior year. This
decrease was primarily due to a decrease in capital grants and contributions ($1,216,800) related to
development and grants received for projects. There were also decreases in unrestricted investment
earnings (5$67,649) due to market conditions and gain on sale of assets ($178,480).

Expenses for the City's business-type activities increased by $281,836 from the prior year. The
increase was primarily due to expected and planned operational increases.

FINANCIAL ANALYSIS OF THE CITY'S FUNDS

Governmental Funds

The focus of the City of Forest Lake'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, unassigned fund balance may serve as a useful measure
of a government’s net resources available for spending at the end of the fiscal year.

At the end of the current fiscal year, the City of Forest Lake's governmental funds reported combined
ending fund balances of $16,195,084. Approximately 39.8% of this total, $6,442,816 constitutes the
unassigned fund balance. The remainder of fund balance ($9,752,268) is not available for new
spending because it is either 1) nonspendable ($483,607), 2) restricted ($5,018,728), and 3)
committed (5$4,249,933).

Activity in the City's major funds is discussed below:

General Fund - The General Fund is the chief operating fund of the City. The fund balance for the
General fund increased $1,065,895 from the prior year. Total revenues increased from 2023 by
$1,162,313. This was mainly due to an increase in property tax revenue. Total revenues were higher
than expectations in 2024 by $506,347 while total expenditures were $541,609 less than anticipated
due to position vacancies and a mild winter that resulted in fewer snow plowing events, thus
decreasing related overtime, fuel, and salt costs. As a measure of the General Fund's liquidity, it may
be useful to compare fund balance to total fund expenditures. Unassigned fund balance represents
60.5% of total 2024 expenditures.

Capital Improvement Fund - Fund balance increased $98,495 during 2024. This is due to normal
operations of the fund and planned future projects and funding for planned improvements.

Capital Equipment Replacement Fund - Fund balance increased by $1,228,977 in 2024. This is mainly
due to the issuance of bonds to purchase two fire trucks and increased charges for services. The City
provides fire services to the City of Columbus, and fees in 2024 increased to reflect Columbus'
portion of the purchase of two fire trucks.
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FINANCIAL ANALYSIS OF THE CITY'S FUNDS (CONTINUED)

Proprietary Funds

The City's proprietary funds provide the same type of information found in the government-wide
financial statements, but in more detail. At the end of the year, unrestricted net position of the
enterprise funds amount to $13,339,515. Activity is discussed below:

Water Fund - The Water Fund net position increased $1,419,743. The increase is mainly due to
capital contributions of $802,100 related to water infrastructure. Operating revenues decreased
$157,028 due to a decrease in usage as a result of water restrictions. Operating expenses
experienced a slight increase of $87,434 from the prior year due to wage increases and increased
depreciation expense.

Sewer Fund - The increase in net position of $1,376,537 is primarily due to capital contributions of
$590,825 related to sewer infrastructure. Operating revenue also increased $219,237 due to
increases in rates and usage from the prior year. Expenses increased $236,647 due to expected
operations.

GENERAL FUND BUDGETARY HIGHLIGHTS
The City did not amend the General Fund budget in 2024. Overall, actual revenues, expenditures,

and other financing sources (uses) resulted in an increase in fund balance of $1,065,895.

General Fund Budget Report

Variance

Original Final Favorable
Budget Budget Actual (Unfavorable)
Revenues S 12,484,930 S 12,484,930 S 12,991,277 S 506,347
Expenditures (12,484,930) (12,484,930) (11,943,321) 541,609
Other financing sources (uses) - - 17,939 17,939
Net change S - S - 1,065,895 S 1,065,895

Fund balance
January 1, 2024 6,639,422

December 31, 2024 S 7,705,317

Significant variances from budget to actual in the year 2024 are described below and on the
following page.

Revenues

Overall, actual revenue was $506,347 over budget. Other miscellaneous revenue, including fines and
forfeitures, was $204,079 over budget due to a conservative budget for investment income.
Intergovernmental revenue was $199,507 over budget due to conservative budgeting for the police
training reimbursement grant and fire relief pension aid.
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GENERAL FUND BUDGETARY HIGHLIGHTS (CONTINUED)

Expenditures

In total, actual expenditures were under the budgeted amount by $541,609. The largest variance was
public works expenditures, which were $240,149 under budget primarily due to less snowfall than
anticipated resulting in fewer snow removal costs than budgeted. Economic development
expenditures were $168,635 under budget due to wages, legal fees, and other professional service
fees being less than anticipated. General government expenditures were $127,655 under budget due
to the staffing changes throughout the year resulting in lower salary costs than budgeted. Public
safety expenditures were $120,957 over budget related to building inspection consulting services.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

At the end of 2024, the City had $104,364,572 invested in a broad range of capital assets, net of
accumulated depreciation. Refer to Note 5, Capital Assets, of the basic financial statements for a
schedule showing the City's capital asset activity. This amount represents a net increase (including
additions and deductions) of approximately $2,653,739.

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

e Construction related to street improvements and water improvements to maintain proper
infrastructure requirements including water treatment plant #4, lift station improvements,
and street and utility reconstruction totaling $16,878,620.

¢ Maintaining adequate levels of vehicles and equipment to support City operations totaling

$671,171.
City of Forest Lake's Capital Assets
(Net of Depreciation)
Governmental Business-Type
Activities Activities Total
Land S 9,849,419 S 114,573 S 9,963,992
Construction in progress 2,976,830 460,268 3,437,098
Infrastructure 28,400,266 34,727,773 63,128,039
Buildings and improvements 12,856,182 3,531 12,859,713
Machinery and equipment 5,735,391 9,240,339 14,975,730
Total $ 59,818,088 S 44,546,484 S 104,364,572
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CAPITAL ASSET AND DEBT ADMINISTRATION (CONTINUED)

Long-Term Debt
At year-end the City had $37,106,387 in bond obligations outstanding including premiums.

During 2024, $2,369,574 in debt was issued and $2,982,213 in debt was retired. Refer to Note 7 of
the basic financial statements for a schedule showing the City's long-term debt activity.

The City maintains a G.O. bond rating of "Aa2" from Moody's Investor's Service and an "AA+" rating
from Standard and Poor’'s (5&P), which are considered to be excellent ratings in the market.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET

The City's elected officials considered many factors when adopting the 2025 budget and when setting
the 2025 rates and fees that will be charged for the business-type activities. The major factors
accounted for when adopting the General Fund budget were:

o A 3.0% contractual cost-of-living (COLA) increase was planned for all employees.

e The 2025 budget includes a property tax levy of $16,427,970, which is 9.87% greater than the
2024 levy.

¢ The final city tax rate for taxes payable in 2025 is 41.13%.

¢ Washington County has an unemployment rate as of December 2024 of 2.1%. This compares
with unemployment rates of 2.6% for the State of Minnesota and 3.8% for the United States.

CONTACT INFORMATION

This annual report is designed to provide a general overview of the City of Forest Lake, Minnesota
finances for citizens, customers and others. Questions concerning any of the information contained in
this report and requests for additional information should be addressed to Jessica Hoard, Interim
Finance Director, City of F