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terle & Co, Ltd

Certified Public Accountants

Independent Auditor's Report

To the Members of the
Public Utilities Commission
Hibbing, MN

We have audited the accompanying statements of net assets of the Public Utilities Commission, a
component unit of the City of Hibbing, Minnesota, as of December 31, 2009 and 2008, and the related
statements of revenues, expenses and changes in net assets, and cash flows for the years then ended, which
collectively comprise the Commission’s basic financial statements. These financial statements are the
responsibility of the Commission'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 audits 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.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the single-enterprise proprietary fund activities of the Hibbing Public Utilities
Commission as of December 31, 2009 and 2008, and the respective changes in financial position and cash
flows 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 June17, 2010, on
our consideration of the Commission’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 to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audit.

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and the schedule of funding progress — other postemployment benefits plan on
pages 2 — 6 and page 24 be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements is required by the Governmental Accounting Standards
Board, 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 inquires, 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.
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June 17,2010

522 East Howard Street Suite 207 Hibbing, MN 55746 Telephone: 218-262-5525 Fax: 218-262-4536




MANAGEMENT’S DISCUSSION AND ANALYSIS

Our discussion and analysis of the Hibbing Public Utilities Commission’s financial
performance provides an overview of the Utility’s financial activities for the fiscal year ended
December 31, 2009 with comparison to the prior year where applicable. Please read it in
conjunction with the financial statements, which follow in this report.

FINANCIAL HIGHLIGHTS
e The Utility’s Net Assets increased by $2,732,905.

* Total Operating Revenues increased 2.6% from 2008 while Total Operating Expenses
decreased 10.9% from 2008.

¢ Net Property, Plant and Equipment decreased by $259,816.
e Unrestricted Cash increased by $1,900,025.

¢ Investment in Laurentian Energy Authority increased by $2,606,442.

USING THIS ANNUAL REPORT

This annual report consists of financial statements for the Hibbing Public Utilities Commission,
a component unit of the City of Hibbing. The Commission reports its financial activities for
the utilities of the City of Hibbing as a single-enterprise proprietary fund. The following
analysis will discuss the Statements of Net Assets and the Statements of Revenues, Expenses
and Changes in Net Assets related to this enterprise fund for the years 2009 and 2008.

STATEMENT OF NET ASSETS

A Statement of Net Assets is a statement of the financial position of an entity which
states the assets, liabilities and equity at a particular point in time. The Statement of Net Assets
shown on the following page displays the current and previous year’s data. These statements
reflect the Utility’s financial position as of 12/31/09 and 12/31/08.




Table 1 Net Assets (below) is a summary of the Utility’s Statement of Net Assets.

Table 1

NET ASSETS
(In Thousands)

As of 12/31/08 As of 12/31/09

ASSETS

Cash & Certificates of Deposit $0 $1,900

Other Current Assets $9,787 $7.344

Restricted Assets $1,935 $2,087

Investment in LEA $7,831 $10,438

Capital and Other Assets $34,414 $34,154
Total Assets $53,967 $55,923

LIABILITIES

Current Liabilities $9.427 $5,370

Long Term Bonds and Notes $8.616 $9.487

Other Long Term Liabilities $3,835 $6,244
Total Liabilities $21,878 $21,101

NET ASSETS

Invested In Capital Assets, Net

of Debt $30,418 $30,548

Restricted $513 $1,247

Unrestricted $1,158 $3,027

Total Net Assets $32,089 $34,822

Long Term Bonds and Notes have increased by $871.

Total Net Assets has increased by $2,733.

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

The Statements of Revenues, Expenses and Changes in Net Assets display revenues, expenses
and change in net assets over a given period of time (calendar years 2008 and 2009).




Table 2 is an Income Statement Summary of the Statements of Revenues, Expenses and
Changes in Net Assets.

Table 2
INCOME STATEMENT SUMMARY
(In Thousands)
2008 2009
OPERATING
Revenue $25,871 $26,542
Expense $(30,153) $(26,854)
Operating Income (Loss) $(4,282) $(312)

NON-OPERATING
Revenue $589 $3,438
Expense $(813) $(393)

Non-Operating Loss $(224) $3,045
INCREASE (DECREASE) IN
NET ASSETS $(4,506) $2,733

Revenues from operations have increased 2.6% over 2008.
Expenses from operations have decreased 10.9% over 2008.

The total increase in Net Assets for 2009 is $2,733 which represents a recovery of a positive
10.2% of Operating Expense compared to a negative 14.9% for 2008.

CAPITAL ASSETS AND DEBT

Capital Assets

2009 major completed projects included (in thousands):
# 307 JNT Project / MP Line Consolidation $ 219
Wisconsin Street / 19" Street — 12" Avenue East $ 151
Replace Steam Lines, Traps, & Mains 3 104
# 5 Turbine / Generator Condenser Rehabilitation $ 99
Plant Precipitator Controls Upgrade $ 87
Wells 3 /11 Upgrade $ 70
34" Street / Highway 169 — 15™ Avenue East Water Main $ 70
New Gas Services / Relocation $ 67
Steam Condensate Main Replacement 3 66
8" Avenue West / 37" - 39" Street Water Main Replacement | $ 64
# 3 Condenser Rehabilitation $ 46




Debt

At year end the Utility had $10.2 million in outstanding debt compared to $9.3 million
as of 12/31/08 — an increase of 10.0% - See Table 3 below.

Table 3
OUTSTANDING BONDS AND NOTES
(In Thousands)
As of 12/31/08 As of 12/31/09

2001 Public Utilities Revenue Bond $1,011 $940
2005 Public Utility Revenue Note $1,830 $1,760
State of Minnesota Note $3,467 $3,467
MCMU Water Project Note $2,585 $2,340
Real Estate Mortgage $400 $326
Republic Bank Loan - $1,385
Total Debt $9,293 $10,218
Less: Unamortized Bond Discounts $(24) $(22)
Total Bonds and Notes on Statement of

Net Assets $9,269 $10,196




ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

The 2010 budget was developed as a joint effort of the Hibbing Public Utilities Management
and Staff. Expense categories were reviewed for savings potential and utility sales projections
were based on historical performance.

Following the expense review, the Hibbing Public Utilities Commission set rate changes at 0%
for Electric, 0% for Steam, 0% for Water, and 0% for the Gas Utility. These rate adjustments
resulted in the following levels of budgeted expense recovery for 2010:

Electric -2%
Steam -2.3%
Gas 19.3%
Water -20.0%
Total from Operations 1.6%

Total capital expenditures are budgeted at $5,036,700 with projected actual expenditures to be
approximately $3,500,000.

CONTACTING THE UTILITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, and creditors
with a general overview of the Utility’s finances and to show the Utility’s accountability for the
money it receives. If you have questions about this report or need additional financial
information, please contact Kevin M Gargano, Director of Finance at the Hibbing Public
Utilities Commission, PO Box 249, Hibbing, MN 55746 (21 8-262-7719)




PUBLIC UTILITIES COMMISSION
City of Hibbing, Minnesota

STATEMENTS OF NET ASSETS
December 31, 2009 and 2008

ASSETS
2009 2008
Current Assets
Cash $ 1,900,025 $ -
Accounts receivable - Customers, net of allowance for doubtful
accounts of $100,000 and $62,000 for 2009 and 2008 1,454,624 1,787,980
Accounts receivable - Joint venture 2,817,996 4,224,020
Unbilled revenues 1,398,903 2,112,882
Inventories 1,224,185 1,255,790
Prepaid expense 448,329 405,728
Total Current Assets 9,244,062 9,786,400
Restricted Assets
Cash held for fuel assistance recipients 41,828 31,029
Cash held for customer deposits 179,771 175,522
Cash held for bond reserve account 1,246,401 513,287
Amounts held in escrow account 618,967 1,215,083
Total Restricted Assets 2,086,967 1,934,921
Net Property, Plant and Equipment 34,154,094 34,413910
Other Assets
Equity in joint venture 10,437,730 7,831,289
TOTAL ASSETS $ 55,922,853 $ 53,966,520
(Continued)

The accompanying notes to financial statements are an integral part of these statements. 7




PUBLIC UTILITIES COMMISSION
City of Hibbing, Minnesota

STATEMENTS OF NET ASSETS
December 31, 2009 and 2008

LIABILITIES AND NET ASSETS

Current Liabilities (Payable from current assets)
Accounts payable
Notes payable
Accrued expense
Due to City of Hibbing
Compensated absences payable

Current Liabilities (Payable from restricted assets)
Current portion of long-term debt - bonds and notes payable
Accrued interest payable
Third party advances for fuel assistance
Customer deposits payable

Total Current Liabilities

Long-Term Liabilities
Long-term debt - bonds and notes payable
Compensated absences payable
Accrued post employment benefits

Total Liabilities
Net Assets
Invested in capital assets, net of related debt
Restricted for debt service
Unrestricted
Total Net Assets

TOTAL LIABILITIES AND NET ASSETS

2009 2008
$ 3,501,399 $ 5,791,286
- 1,500,000
97,356 99,285
345,607 361,586
392,558 395,403
4,336,920 8,147,560
708,249 652,667
103,247 419,718
41,828 31,029
179,771 175,522
1,033,095 1,278,936
5,370,015 9,426,496
9,487,240 8,616,415
1,060,468 1,033,623
5,183,415 2,801,176
15,731,123 12,451,214
21,101,138 21,877,710
30,548,222 30,417,910
1,246,401 513,287
3,027,092 1,157,613
34,821,715 32,088,810
$ 55,922,853 $ 53,966,520

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




PUBLIC UTILITIES COMMISSION
City of Hibbing, Minnesota

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

For the Years Ended December 31, 2009 and 2008

2009 2008
Operating Revenues
Charges for services 26,537,791 25,835,717
Other 3,916 35,177
Total Operating Revenues 26,541,707 25,870,894
Operating Expenses
Operation costs 18,473,379 21,080,365
Maintenance expense 226,480 152,957
Distribution expense 3,914,318 3,329,608
General overhead 4,239,371 2,788,630
Post employment benefits (See note 12) - 2,801,176
Total Operating Expenses 26,853,548 30,152,736
Operating Loss (311,841) (4,281,842)
Nonoperating Revenues (Expenses)
Interest income 8,208 6,225
Late payment penalties 209,357 199,978
Other income 613,447 182,810
Interest expense (392,708) (419,290)
Equity interest in joint venture increase (decrease) in net assets 2,606,442 (394,047)
Capital grants - 200,000
Total Nonoperating Revenues (Expenses) 3,044,746 (224,324)
Increase (Decrease) in Net Assets $ 2,732,905 $ (4,506,166)

Net Assets - Beginning of Year $ 32,088,810 $ 36,594,976

Increase (Decrease) in Net Assets 2,732,905 (4,506,166)

Net Assets - End of Year $ 34,821,715 $ 32,088,810

The accompanying notes to financial statements are an integral part of these statements. 9




PUBLIC UTILITIES COMMISSION
City of Hibbing, Minnesota

STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 2009 and 2008

2009 2008
Cash Flows From Operating Activities
Receipts from customers $ 29,010,114 $ 25,079,378
Payments to suppliers (19,040,705) (19,194,973)
Payments to employees (4,863,390) (4,908,098)
Other receipts 409,261 382,788
Net Cash Provided by Operating Activities 5,515,280 1,359,095

Cash Flows From Capital and Related Financing Activities
Principal payments of general obligation revenue bonds (574,988) (640,666)

Proceeds from long term borrowing 3,220,000
Debt proceeds placed into escrow account - (1,215,083)
Proceeds from escrow fund 596,116 -
Proceeds from short term borrowing - 1,500,000
Payments on short term borrowing - (1,500,000)
Payments for additions to property, plant and equipment (2,600,794) (3,186,593)
Interest paid (295,635) (302,401)
Capital grant proceeds - 200,000
Net Cash Used in Capital and Related
Financing Activities (2,875,301) (1,924,743)
Cash Flows From Investing Activities
Interest income received 8,208 6,225
NET INCREASE (DECREASE) IN CASH 2,648,187 (559,423)
Cash - Beginning of Year 719,838 1,279,261
Cash - End of Year $ 3,368,025 $ 719,838
Cash is presented on the balance sheet as follows:
Cash $ 1,900,025 $ 61,477
Restricted assets 1,468,000 1,217,784

$ 3,368,025 $ 1,279,261

(Continued)

The accompanying notes to financial statements are an integral part of these statements. 10




PUBLIC UTILITIES COMMISSION
City of Hibbing, Minnesota

STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 2009 and 2008

2009 2008

Reconciliation of operating income to net cash provided by
operating activities:
Operating loss $ (311,841) $ (4,281,842)
Adjustments to reconcile operating loss to net cash provided by
operating activities:

Depreciation 2,678,718 2,613,766
Amortization 1,395 1,394
Receipt of late payment penalties 209,357 199,978
Receipt of other income 199,904 182,810
(Increase) decrease in accounts receivable 333,356 (89,372)
(Increase) decrease in receivable from joint venture 1,406,024 (669,766)
(Increase) decrease in unbilled revenue 713,979 (32,377)
(Increase) decrease in inventories 31,605 (143,888)
Increase in prepaid expenses (42,601) (12,681)
Increase (decrease) in accounts payable (2,107,995) 910,840
Increase in compensated absences payable 24,000 24,000
Decrease in accrued expenses (1,929) (191,978)
Increase (decrease) in due to City of Hibbing (15,979) 24,171
Increase in third party advances for fuel assistance 10,799 5,083
Increase in customer deposits payable 4,249 17,781
Increase in accrued post employment benefits 2,382,239 2,801,176
Net Cash Provided by Operating Activities $ 5,515,280 $ 1,359,095

The accompanying notes to financial statements are an integral part of these statements. 11




PUBLIC UTILITIES COMMISSION
City of Hibbing, Minnesota

NOTES TO FINANCIAL STATEMENTS
December 31, 2009 and 2008

NOTE 1

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Public Utilities Commission, City of Hibbing, Minnesota have been
prepared in conformity with generally accepted accounting principles as applied to governmental enterprise
units. The following summary of the more significant accounting policies are presented to assist

the reader in interpreting the financial statements and other data in this report. These policies should

be viewed as an integral part of the accompanying financial statements.

Reporting Entity

In evaluating how to define the entity for financial reporting purposes, management considered
whether the Commission is a component unit of another primary government. The Commission
is a business type activity providing water, electric power, natural gas and steam services to the
City of Hibbing. The Commission's basic financial statements include the financial position and
results of operations of the Commission. Management has determined that the Commission is
appropriately noted as a component unit of the City of Hibbing following criteria set forth

in generally accepted accounting principles.

The Public Utilities Commission was established pursuant to Minnesota Laws 1949,

Chapter 422, which gives the Commission full and exclusive control over the provision of
water, electric power, natural gas, and steam services and the facilities used in providing
these services to the City of Hibbing. The Commission is composed of three members, all of
whom are appointed by the Hibbing City Council, and all of whom serve three-year terms.

Basis of Accounting

The Commission is a single-enterprise proprietary fund and uses the accrual basis of accounting.
Proprietary funds are used to account for operations that are financed in a manner similar to private
business enterprise in that a periodic determination of revenues earned, expenses incurred and/or
changes in net assets is appropriate for capital maintenance, public policy, management control,
accountability or other purposes. Under this method, revenues are recorded when earned, and
expenses are recognized as soon as they result in liabilities for the benefits provided.

The financial statements are prepared on the basis of Governmental Accounting Standards Board (GASB),
Statement Number 34, Basic Financial Statements, Management Discussion and Analysis for State

and Local Governments and related standards. This statement provides for significant changes

in terminology and includes recognition of capital grants in the Statement of Revenues, Expenses and
Changes in Net Assets; a presentation of net assets; as well as an inclusion of a management discussion
and analysis; supplementary information as well as other changes.

The Commission applies all relevant Governmental Accounting Standards Board (GASB) pronouncements
as well as Financial Accounting Standard Board (FASB) statements and interpretations. Accounting
Principles Board (APB) Opinion, and Accounting Research Bulletins of the Committee on Accounting
Procedure issued on or before November 30, 1989, unless these pronouncements conflict with or
contradict GASB pronouncements. The Commission has elected not to follow FASB pronouncements
issued after November 30, 1989 to its business-type activities recorded in the enterprise fund.

Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods in
connection with a proprietary funds' principle ongoing operations. The principle operating revenues
of the Commission are charges to customers in the form of utility rates. Operating expenses include
the cost of providing the utility services, administration expenses and depreciation on capital assets.

The Commission's measurement focus is all financial and economic resources. All assets and liabilities
associated with the Commission's operations are included in the statement of net assets. Depreciation
is reported as a cost of operation.

12



PUBLIC UTILITIES COMMISSION
City of Hibbing, Minnesota

NOTES TO FINANCIAL STATEMENTS
December 31, 2009 and 2008

NOTE 1

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Cash and Investments

Cash includes amounts on hand as well as in demand deposit and savings accounts. Investments include
certificates of deposit with original maturities of more than three months from the date of acquisition.
Accounts Receivable

Accounts receivable are reported net of allowance for uncollectibles, which were established based
on current collection experience.

Unbilled Revenues

Unbilled revenues represent an estimate of December's services that were not billed to

customers until the following year.

Inventories

Parts inventory is valued at weighted average cost. Fuel and bulk supplies inventories are

valued at cost on a first-in, first-out basis.

Restricted Assets

Certain proceeds of the general obligation revenue bonds, as well as certain resources set
aside for their repayment, are classified as restricted assets on the balance sheet because
their use is limited by statute and applicable bond covenants. The bond reserve

account is used to segregate resources accumulated for future debt service payments.

The Commission also holds cash that is restricted for the following specific uses:

Customer deposits - Refundable deposits paid by customers at inception of service.
Fuel assistance recipients - Amounts received from a third party that are to be applied
against utility bills for qualifying low income utility users.

A third party also holds assets in an escrow account on the Commission's behalf in
conjunction with a 2008 debt issue as discussed in Note 8.

Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. Accordingly, actual results could differ from these
estimates.

Property, Plant and Equipment

Property, plant and equipment are stated at cost. The Commission adopted a formal capitalization
policy effective for 2010. Depreciation is computed using the straight-line method over the
estimated useful lives of the assets as follows:

Buildings and grounds 5-50 Years
Production equipment 5-50 Years
Transmission and distribution equipment 5-50 Years
Furniture and equipment 4-40 Years

Bond Discounts

Bond discounts, which represent the difference between the proceeds received on the
issuance of the general obligation revenue bonds and the face amount of the bonds, are
being amortized over the life of the related bonds.
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