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218-749-4880 « FAX 218-749-8528

INDEPENDENT AUDITOR’S REPORT

To the Members of the Public Utilities Commission
Department of Public Utilities
City of Virginia, Minnesota

We have audited the accompanying financial statements of the Department of Public Utilities of the City of
Virginia, Minnesota, as of and for the years ended December 31, 2008 and 2007, as listed in the table of
contents. These financial statements are the responsibility of the Department’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

As discussed in Note 1, the financial statements present only the Department of Public Utilities and do not
purport to, and do not, present fairly the financial position of the City of Virginia, Minnesota, as of December
31, 2008 and 2007 and the changes in its financial position, or, where applicable, its cash flows for the years
then ended in conformity with accounting principles generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the Department of Public Utilities of the City of Virginia, Minnesota, as of December 31, 2008 and
2007, and the changes in financial position and cash flows thereof for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated June 3, 2009 on
our consideration of the City of Virginia, Minnesota’s internal control over financial reporting as it relates to the
Department of Public Utilities 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 to describe the scope of our
testing of internal controt over financial reporting and compliance and the results of that testing, and not to
provide an opinion on the internal control over financial reporting or on compliance. That report is an integral
part of an audit performed in accordance with Government Auditing Standards and important for assessing the
results of our audit.

ZD"% 9@4#,4 'F%o@

June 3, 2009
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DEPARTMENT OF PUBLIC UTILITIES
VIRGINIA, MINNESOTA

STATEMENTS OF NET ASSETS
December 31, 2008 and 2007

ASSETS

CURRENT ASSETS

Investments

Accounts receivable -
Customer services (net of allowance for uncollectibles
of $215,000 in 2008 and $205,000 in 2007)
Unbilled revenue

Due from Laurentian Energy Authority |, LLC

Other receivables

Accrued interest receivable

Inventories

Prepaid expenses
TOTAL CURRENT ASSETS

RESTRICTED CASH AND INVESTMENTS
Cash and cash equivalents
Customer deposits
Funds held by City of Virginia
Line of credit collateral
Letter of credit collateral
Investments
Customer deposits
Line of credit collateral
TOTAL RESTRICTED CASH AND INVESTMENTS

NONCURRENT ASSETS
Investment in Laurentian Energy Authority |, LLC
Capital assets

Land

Buildings

Accumulated depreciation, buildings

Improvements

Accumulated depreciation, improvements

Machinery and equipment

Accumulated depreciation, machinery and equipment

Vehicles

Accumulated depreciation, vehicles

Construction in progress

Total capital assets, net of accumulated depreciation
Other assets

Unamortized bond expense

TOTAL NONCURRENT ASSETS

TOTAL ASSETS

The accompanying notes are an integral part of these financial statements.
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2008

$ 84,359

2,240,106
1,848,563
3,344,888
65,250
3,927
924,312
166,076
8,677,481

10,286
647,678
350,000

297,641
100,000
1,405,605

7,697,602

228,652
14,539,302
(6,539,355)
31,876,173
(18,305,665)
23,626,993
(18,262,185)
1,578,867
(1,100,760)
851,668
28.493.690

18,430
36,209,722

46,292 808

2007

$ 1,283,030

2,236,689
1,481,530
3,449,764
368,780
50,885
708,103
__ 168,229
9,747,010

41,747
776,231

350,000
221,423

1,389,401

8,001,648

228,652
14,418,022
(6,251,311)
29,918,579

(17,294,275)
23,329,738
(17,747 ,655)

1,474,130
(1,084,436)
__ 655,506
27,646,950

22,464
35,761,062

46,897,473



DEPARTMENT OF PUBLIC UTILITIES

VIRGINIA, MINNESOTA

STATEMENTS OF NET ASSETS (Continued)

December 31, 2008 and 2007

LIABILITIES

CURRENT LIABILITIES

Line of credit

Accounts payable

Due to City of Virginia

Due to Laurentian Energy Authority |, LLC

Vacation and comp time benefits payable

Accrued payroll and related liabilities

Accrued interest payable

Current portian of state loan payable

Current portion of lease purchase agreement

Current portion of severance benefits payable
TOTAL CURRENT LIABILITIES

LIABILITIES PAYABLE FROM RESTRICTED ASSETS
Customer deposits payable
Current portion of general obligation refunding bonds
Current portion of generai obligation utility bonds
Current portion of general obligation utility revenue refunding bonds
Current portion of general obligation revenue note
Accrued interest payable
TOTAL LIABILITIES PAYABLE FROM RESTRICTED ASSETS

NONCURRENT LIABILITIES
General obligation refunding bonds
(net of discount of $15,242 at December 31,
2008 and current portion above)
General obligation utility bonds
{net of discount of $7,053 and $2,340 at December 31,
2008 and 2007, respectively, and current portion above)
General obligation utility revenue refunding bonds
(net of discount of $15,059 at December 31, 2007,
and current portion above)
General obligation revenue note (net of current portion above)
State loan payable (net of current portion above)
Lease purchase agreement (net of current portion above)
Severance benefits payable
Other post employment benefits (OPEB) payable
TOTAL NONCURRENT LIABILITIES

TOTAL LIABILITIES

NET ASSETS
Invested in capital assets, net of related debt
Restricted for debt service
Unrestricted
TOTAL NET ASSETS

The accompanying notes are an integral part of these financial statements.
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2008

$ 450,000
4,237,717
1,558,189

212,377
342,144
179,858
346,486
227121

25,931

5,286

7,585,109

307,927
380,000
245,000

307,000
102,127
1,342,054

1,674,758

787,947

3,636,000
3,306,212
72,246
148,627
646,385
10,172,175

18,099,338

17,931,475
545,551
8,716,444

$27,193.470

2007

3,065,439
732,509

310,591
318,342
217124
266,667

4,910,672

263,170

230,000
330,000
298,000

110,441

1,231,611

1,030,660

1,899,941
3,943,000
3,633,333

141,978
10,548,912
16,691,195
16,115,349

665,790
13,425,139

$.30.206.278



OPERATING REVENUES
Charges for sales and services

Electric
Water
Gas
Steam

Customer penalties
TOTAL OPERATING REVENUES

OPERATING EXPENSES
Commodity costs

Salaries
Benefits

Communications
Contract services
Fees, dues, and miscellaneous

Insurance

Operating supplies
Professional services

Rent

Repairs and maintenance
Travel and transportation

Utilities
Depreciation

LEA preduction cost reimbursements
TOTAL OPERATING EXPENSES
OPERATING LOSS

NONOPERATING REVENUES (EXPENSES)
Interest income

Rentals and other income

Amortization of prior OPEB costs

Interest expense and other

Loss on disposal of investments

Net loss from joint venture

DEPARTMENT OF PUBLIC UTILITIES
VIRGINIA, MINNESOTA

TOTAL NONOPERATING REVENUES (EXPENSES)

CHANGE IN NET ASSETS
TOTAL NET ASSETS, JANUARY 1
TOTAL NET ASSETS, DECEMBER 31

The accompanying notes are an integral part of these financial statements.
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STATEMENTS OF REVENUES, EXPENSES, AND
CHANGES IN FUND NET ASSETS
Years Ended December 31, 2008 and 2007

2008

$ 9,814,201

1,473,149
4,260,533
4,256,749
134,703
19,939,335

12,816,922
4,436,834
1,904,920

54,215
479,950
190,524
345,577

6,897,871
234,551
2,805
1,114,959
20,312
4,770
1,937,925
30,442,135

(8,527,284)

21,914,851

{1,975,516)

60,931

79,139
(360,321)
(417,329)

(5,666)
(394,046)

(1,037,292)
(3,012,808)
30,206,278

$27,193.470

2007

$ 9,796,753
1,527,460
4,432,997
3,565,735

128,001
19,450,946

12,544,136
4,164,542
1,506,638

56,449
136,024
143,806
323,465

5,874,929
285,334
22,493
1,295,053
19,519
4,606
1,856,608
28,233,602

(8,503,199)

19,730,403

(279,457)

143,130
69,059

(413,188)
(26,465)
(856,433)
(1,083,897)
(1,363,354)
31,569,632

$30,206,278



DEPARTMENT OF PUBLIC UTILITIES

VIRGINIA, MINNESOTA

STATEMENTS OF CASH FLOWS

Years Ended December 31, 2008 and 2007

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from customers
Cash payments to suppliers
Cash payments to employees
NET CASH PROVIDED (USED) BY
OPERATING ACTIVITIES

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Rentals and other income

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Laurentian Energy Authority |, LLC improvements
Proceeds from line of credit
Proceeds from general obligation refunding bonds
Insurance recovery on plant fire
Bond issuance costs
Acquisition of capital assets
Principal paid on general obligation utility bonds
Principal paid on general obligation utility revenue refunding bonds
Principal paid on general obligation revenue note
Principal paid on state loan
Principal paid on lease purchase agreement
Interest paid

NET CASH USED BY CAPITAL AND

RELATED FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Sales of investments
Purchases of investments
Interest received on investments
NET CASH PROVIDED BY INVESTING ACTIVITIES

NET DECREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS
AT BEGINNING OF YEAR (including $1,167,978 in
2008 and $1,377,976 in 2007 in restricted accounts)

CASH AND CASH EQUIVALENTS
AT END OF YEAR (including $1,007,964 in 2008
and $1,167,978 in 2007 in restricted accounts)

The accompanying notes are an integral part of these financial statements.
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2008

$19,810,402
{(13,889,477)

(4,530,137)

1,390,788

79,139

450,000

1,970,000

318,296
(33,453)
(2,152,615)
(230,000)
(2,245,000)
(298,000)
(266,667)
(10,488)
(256,689)

(2,754,616)
1,067,570
(50,783)

107.888
1,124,675

———

(160,014)

1,167,978

$_1.007.964

007

$19,323,576
(15,792,877)
(4,126.276)

(595,577)

69,059

(1,139,583)

211,952
(612,302)
(225,000)
(310,000)
(289,000)
(200,000)
(316,125)

(2,880,058)
1,649,250

(571,019)
__181,449
1,259,680

(2,146,896)

3,314,874

$_1.167.978



DEPARTMENT OF PUBLIC UTILITIES
VIRGINIA, MINNESOTA

STATEMENTS OF CASH FLOWS (Continued)
Years Ended December 31, 2008 and 2007

RECONCILIATION OF OPERATING INCOME TO NET
CASH PROVIDED (USED) BY OPERATING ACTIVITIES:
Operating loss
Adjustments to reconcile operating loss
to net cash provided by operating activities:

2008

$ (1,975,516)

Depreciation 1,937,925
OPEB payable 286,064
(Increase) decrease in:
Accounts receivable (370,450)
Due from Laurentian Energy Authority |, LLC 104,876
Other receivables (14,766)
Inventories (216,209)
Prepaid expenses 2,153
Increase (decrease) in;
Accounts payable 1,247,462
Due to City of Virginia 227,111
Due to Laurentian Energy Authority |, LLC 212,377
Vacation and comp time benefits payable 31,553
Accrued payroll and related liabilities (138,484)
Customer deposits payable 44,757
Deferred credits -
Severance benefits payable 11,935
NET CASH PROVIDED (USED)
BY OPERATING ACTIVITIES $_1,390,788
NONCASH CAPITAL AND RELATED
FINANCING ACTIVITIES:
Total capital asset additions $ 2,784,665
Capital lease obligation (108,665)
Accounts payable current year (884,600)
Accounts payable prior year 361,215
Cash paid $_2.152.615
Insurance recovery — plant fire $ -
Other receivable current year -
Other receivable prior year 318,296
Cash received $__ 318,206

The accompanying notes are an integral part of these financial statements.
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007

$ (279,457)

1,856,608

(256,369)

(2,171,611)
126,703

(138,952)
74,805

749,074
(5,285)
(600,000)
30,687
22,045
4,256
(17,504)

9,423

$__(999,577)

$ 499,207

(361,215)
474,310

$__612.302

$ -
(318,296)
930,248

$__211.952



DEPARTMENT OF PUBLIC UTILITIES
VIRGINIA, MINNESOTA

NOTES TO FINANCIAL STATEMENTS
December 31, 2008 and 2007

|NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. ORGANIZATION AND REPORTING ENTITY

The Department of Public Utilities is an enterprise fund of the City of Virginia, Minnesota, and is
included in the City's financial statements. Commission board members are appointed by the Virginia
City Council. The Public Utilities Commission manages the electric, water, gas, steam heat and such
other utilities as the Council may direct, by ordinance.

The financial statements of the Department have been prepared in accordance with generally accepted
accounting principles in the United States of America (“GAAP”) as applied to governmental units. The
Governmental Accounting Standards Board (“GASB”) is the standard-setting body for governmentai
accounting and financial reporting. Pronouncements of the Financial Accounting Standards Board
(“FASB") issued after November 30, 1989 are not applied in the preparation of the financial statements
of the proprietary fund types. The GASB periodically updates its codification of the existing
Governmental Accounting and Financial Reporting Standards, which, along with subsequent GASB
pronouncements (Statements and Interpretations), constitutes GAAP for governmental units, The more
significant of these accounting policies are described below.

B. BASIS OF PRESENTATION

The accounts of the Department are organized and operated on the basis of funds. A fund is an
independent fiscal and accounting entity with a self-balancing set of accounts. Fund accounting
segregates funds according to their intended purpose and is used to aid management in demonstrating
compliance with finance-related legal and contractual provisions. The minimum number of funds are
maintained consistent with legal and managerial requirements.

The following fund category (further divided by fund type} is used by the Department:

Proprietary Fund

Proprietary funds account for activities that are similar to those often found in the private sector. All
assets, liabilities, equities, revenues, expenses, and payments relating to the government’s business
activities are accounted for through proprietary funds. The measurement focus is on determination of
operating income, financial position, changes in net assets and cash flows. Operating revenues include
charges for services. Operating expenses include costs of services as well as, materials, contracts,
personnel, and depreciation. All revenues and expenses not meeting these definitions are reported as
nonoperating revenues and expenses.

Enterprise Fund

Enterprise funds account for operations that are financed in a manner similar to private
business enterprises, where the intent is that costs of providing goods or services to the
general public on a continuing basis be financed or recovered primarily through user charges.



PDEPARTMENT OF PUBLIC UTILITIES
VIRGINIA, MINNESOTA

NOTES TO FINANCIAL STATEMENTS
December 31, 2008 and 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

C. MEASUREMENT FOCUS AND BASIS OF ACCOUNTING

Proprietary funds are accounted for using the economic resources measurement focus. With this
measurement focus, all assets and all liabilities associated with the operation of these activities are
included in the statement of net assets. Proprietary fund type operating statements present increases
(revenues) and decreases (expenses) in total net assets.

The financial statements of proprietary funds are presented on the accrual basis of accounting. Under
this method of accounting, revenues are recognized when earned and expenses are recorded when
liabilities are incurred without regard to receipt or disbursement of cash. Grants and similar items are
recognized when all requirements imposed by the provider have been met.

When both restricted and unrestricted resources are available for use, it is the Department’s policy to
use restricted resources first, then unrestricted resources as they are needed.

D. ASSETS, LIABILITIES AND NET ASSETS

1. Cash and Cash Equivalents
For cash flow statement purposes, cash and cash equivalents consist of petty cash, checking
and savings accounts and short-term investments with original maturities of three months or
less from the date of acquisition.

2. Investments
Investments are accounted for at fair value. Income from investments, including changes in fair
value of investments, is recognized when earned.

3. Accounts Receivable
Accounts receivable are shown net of an allowance for uncollectibles. The allowance is
calculated using historical collection data.

4. Unbilled Revenues
Unbilled revenues represent December utility services not billed to customers until January of
the subsequent year.

5. Inventories
Inventories are stated at cost as determined by the first-in, first-out (FIFO) basis.

6. Restricted Cash and Investments

Restricted cash and investments are funds restricted by legal or contractual requirements as to
their use,

Customer Deposits
Customers must deposit funds with the Department prior to supply of utility services to
guarantee the customer’s payment for the services.



DEPARTMENT OF PUBLIC UTILITIES
VIRGINIA, MINNESOTA

NOTES TO FINANCIAL STATEMENTS
December 31, 2008 and 2007

|NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Funds Held by City of Virginia

The Department is required to deposit monthly into the Public Utilities debt service fund
held by the City of Virginia an amount sufficient to pay the interest and principal due at
each payment date for bond issues and the water treatment piant loan.

Line of Credit Collateral
The Department has pledged a certificate of deposit and a repurchase agreement to its
line of credit agreement with Queen City Federal Savings Bank.

Letter of Credit Collateral

In 2007, the Department had pledged a certificate of deposit to Laurentian Energy
Authority's Standby Letter of Credit Agreement with Queen City Federal Savings Bank,
which was released in 2008.

7. Capital Assets
Capital assets, which include land, buildings, improvements, machinery and equipment,
vehicles, and construction in progress are defined by the Department as assets with an initial,
individual cost of more than $1,000. Such assets are recorded at historical cost if purchased or
constructed. Donated capital assets are recorded at estimated fair market value at the date of
donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or
materially extend assets lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed.
Interest incurred during the construction phase of capital assets is included as part of the
capitalized value of the assets constructed.

Buildings, improvements, machinery and equipment, and vehicles are depreciated using the
straight line method over the estimated useful lives of the assets ranging from four to sixty
years.

8. Compensated Absences
The Department permits employees to accumulate earned but unused vacation, comp time,
and sick leave benefits. The vacation and comp time benefits are accrued when earned and
reported as a fund liability. There is no liability for unpaid accumulated sick leave since the
Department does not have a policy to pay any amounts when employees separate from service.

9. Noncurrent Liabilities

Bonds payable are reported net of the applicable bond discount. Issuance costs are reported as
deferred charges and amortized over the term of the related debt.

10



DEPARTMENT OF PUBLIC UTILITIES
VIRGINIA, MINNESOTA

NOTES TO FINANCIAL STATEMENTS
December 31, 2008 and 2007

|NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued)

10. Net Assets
Net assets represent the difference between assets and liabilities. Net assets invested in capital
assets, net of related debt, consists of capital assets, net of accumulated depreciation, reduced
by the outstanding balances of any borrowing used for the acquisition, construction, or
improvement of those assets. Net assets are reported as restricted when there are limitations
imposed on their use by creditors, grantors, or laws or regulations of other governments.

E. USE OF ESTIMATES

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates.

F. RECLASSIFICATIONS

Certain amounts presented in the prior year data have been reclassified in order to be consistent with
the current year’s presentation.

|NOTE 2 - CASH AND CASH EQUIVALENTS AND INVESTMENTS

Deposits

Custodial Credit Risk — Deposits

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial institution,
the Department will not be able to recover its deposits. The Department does not have a formal deposit policy
for custodial credit risk.

The Department maintains deposits at financial institutions authorized by the Public Utilities Commission.
Minnesota statutes require that all Department deposits be protected by insurance, surety bond or collaterat.
The market value of collateral pledged must equal 110 percent of the deposits not covered by insurance or
bonds. State statutes authorize the types of securities which may pledged as collateral and require that those
securities be held in safekeeping by the Department or in a financial institution other than that furnishing the
collateral. At December 31, 2008, the carrying amount and the bank balance of the Department’s deposits,
which includes certificates of deposit, was $1,101,307. Of the bank balance, $98,097 was insured and
$1,003,210 was collateralized with securities held by the pledging financial institution’s trust department or
agent, but not in the Department’s name. At December 31, 2007, the carrying amount of the Department’s
deposits, which includes certificates of deposit, was $1,960,440; the bank balance was $1,994,316. Of the
bank balance, $570,694 was insured or covered by collateral held by the pledging financial institution’s agent
in the Department’s name. Of the remaining balance, $1,140,305 was collateralized with securities held by the
pledging financial institution’s trust department or agent, but not in the Department’s name and $283,317 was
not covered by insurance or collateral.
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DEPARTMENT OF PUBLIC UTILITIES
VIRGINIA, MINNESOTA

NOTES TO FINANCIAL STATEMENTS
December 31, 2008 and 2007

NOTE 2 - CASH AND CASH EQUIVALENTS AND INVESTMENTS (Continued)

Investments

As of December 31, 2008, the Department had the following investments:

Maturity
Less than
Investment Type Fair Value 2 years
Repurchase agreements $ 383904 $ 383,904
Money market funds 278 278
Total Fair Value $__384.182 $__ 384,182

As of December 31, 2007, the Department had the following investments:

Maturity
Less than
Investrment Type Fair Value 2 years 2 -5 years
Repurchase agreements $ 379,019 § 379,019 § -
U.S. Government bonds 305,236 198,750 106,486
Money market funds 20,838 20,836 -
Total Fair Value $___705001 $__598,605 $__ 106,486

Custodial Credit Risk — Investments

For an investment, custodial credit risk is the risk that in the event of the failure of the counterparty, the
Department will not be able to recover the value of its investments or securities that are in the possession of
an outside party. The Department does not have a formal investment policy for custodial credit risk. Of the
investment in repurchase agreements of $383,904 as of December 31, 2008 and $379,019 as of December
31, 2007, a custodial credit risk existed on the entire amounts because the related securities were held by a
counterparty or by a trust department or agent, but not in the Department’s name.

Credit Risk and Concentration of Credit Risk

The Department does not have a formal investment policy for credit risk or concentration of credit risk. State
statutes authorize the Department to invest in qualified repurchase agreements, obligations of the U.S.
government, obligations of the State of Minnesota or its municipalities, shares of certain investment
companies, bankers’ acceptance notes, commercial paper and guaranteed investment contracts. The
Department places no limit on the amount the Department may invest in any one issuer and, as of December
31, 2008 and 2007, had no investments (other than U.S. Government or U.S. Government guaranteed
obligations) in any issuer that exceeded five percent of net assets. As of December 31, 2007, the Department
had investments in government bonds, all of which have credit quality ratings of AAA. As of December 31,
2008 and 2007, the Department had investments in money market funds and these funds are not rated as to
credit risk.
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