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The Financial Management Plan for the Water Fund,

and the Sanitary Sewer (Wastewater) Fund (the “Plan”)

is intended to serve as a guide for the fi nancial man-

agement of the City of Mountain Lake’s (the “City”)

municipal utility services. The Plan contains informa-

tion on estimated utility fees and charges needed to

support operations, capital improvements, and debt

service.

The Plan is built around key assumptions, including:

cost drivers, estimated utility rates, and cash balance

objectives. As assumptions change, the City will need

to adjust the Plan accordingly.

A summary of key fi nancial information for the Wa-

ter Fund, and the Sanitary Sewer Fund (together, the

“Utility Funds”) is provided in Tables 1 and 2, begin-

ning on page 4.

A major capital improvement to the City’s wastewater

plant is anticipated within the next two years. The im-

provement is needed to improve the quality of water

being discharged from the City’s wastewater ponds.

The City plans to acquire approximately 55 acres of

land in which treatment ponds will be built and op-

erational by the fall of 2020. The preliminary estimat-

ed cost is $11.75 million. The City expects to receive

a $2.75 million Point Source Implementation Grant

(PSIG) from the Minnesota Public Facilities Authority

(the “PFA”) to off set a portion of the project cost.  The 

balance of the project, approximately $9.0 million will

be funded from a loan from the PFA payable over a 20

year term. The City estimates the annual debt service

payment on the loan at $450,000 annually. The City an-

ticipates to begin loan payments in 2021.

The PFA loan will be supported by revenue collected

from customers of the City’s Sanitary Sewer Utility.

Revenue will include payment from a private compa-

ny, Milk Specialities, under terms of a new “Signifi cant 

Industrial User Agreement” that is under negotiation.

Under terms of the proposed agreement, the City will

receive $18,000 a month (or $216,000 annually) plus

revenue from basic wastewater charges, and revenue

from a surcharge for wastewater fl ow over agreed to 

limits.

The revenue from Milk Specialities combined with

revenue from other customers of the utility is expected

to be suffi  cient to meet all obligations of the Sanitary 

Sewer Utility with minimal impact on customer rates.

The City does not anticipate any signifi cant rise in wa-

ter and sanitary sewer volume over the next ten years.

The estimated future volumes included in the Plan, for

purpose of estimating future fi nancial performance 

of the Utility Funds is held constant in the Plan. The

Plan anticipates an average annual increase in fees and

charges to support the Utility Funds of 2.0%.

Study Approach

The Plan was prepared by Northland Public Finance, a

division within Northland Securities, Inc. The follow-

ing steps were taken as part of the study process:

• City provided information on customer activ-

ity, including number of customers and volumes

billed.

• Information provided by the City was organized,

analyzed, and used to support the development of

the Plan. The prior year data included in the Plan is



reconciled with the City’s annual audited fi nancial 

statements.

• City staff  off ered input and feedback on the as-

sumptions and desired outcomes.

It is also important to note aspects of fi nancial perfor-

mance not reviewed as part of this study:

• Analysis of the basis for the City’s determination

of prior years’ availability base fees and usage fees

was not reviewed.

• The fi nancial impact to the City of potential chang-

es to the existing customer tier structure for charg-

ing for water and sanitary sewer services was not

reviewed.

• The study did not include a review of the City’s

utility fees in comparison to other cities.

Conclusions and Recommendations

The following conclusions and recommendations are

off ered:

1. Fees and Charges. The City has adjusted utility

fees and charges in recent years. The Plan antici-

pates the City will continue to annually adjust its

fees and charges to ensure charges remain at a lev-

el suffi  cient to fund operations, capital improve-

ments, and debt service going forward and future

rate increases are needed.

The Plan anticipates 2.0% average annual rate in-

creases, between years 2020 and 2029, for water

and sanitary sewer services.

The impact of the proposed fees and charges on

an example residential and commerical-industrial

customer are shown on pages 10 and 11.

Based on the proposed increases, the following ob-

jectives are achieved:

• Minimum of three-months of operating cash is

maintained;

• annual debt service is funded; and

• future cash is estimated to be available to pay

for capital on a planned pay-go basis, with the

exception of certain major capital improve-

ments, which are shown in the Plan to be fund-

ed from bond proceeds.

It is recommended that the City annually review

its utility fees and charges to ensure rates continue

to be set at a level that provides adequate revenues

and cash fl ow based on actual future fi nancial per-

formance. The recommended rates in the Plan will

need to be adjusted based on actual fi nancial per-

formance, among other factors.

2. Depreciation and Debt Service of the Utility

Funds. Enterprise funds are used to account for

the City’s ongoing organizations and activities that

are similar to businesses found in the private sec-

tor. The enterprise funds of the City are to be self-

supporting in that the services rendered by them

are generally fi nanced through user charges or on 

a cost reimbursement basis.

Other requirements for an Enterprise fund in-

cludes that the activity’s costs of providing ser-

vices, such as capital costs (and depreciation or

debt service), be recovered with fees and charges,

rather than with taxes or similar revenues. The fees

and charges from one activity may not necessarily

fund the activities of another activity, for example

revenue collected to provide water services should



not be used to pay for the cost of providing sani-

tary sewer services. Providing of service includes

the acquisition of capital to provide these services.

The Plan provides proposed fees and charges suf-

fi cient to cover the full cost, including depreciation 

and debt service, of providing water and sanitary

sewer services.

Organization of Plan

The Plan is organized into fi ve sections:

1. Executive Summary provides information on the

organization of the report, study approach, and

conclusions and recommendations.

2. Background provides historical and statistical con-

text for the Utility Funds.

3. Capital Improvement Plan and Debt Service pro-

vides information on the City’s plans for main-

taining and improving the utility systems. This

includes estimates on project costs and sources of

funds to pay for the improvements. The time hori-

zon for the capital plan is year 2019-2029. Informa-

tion on debt service is also included in this section.

4. Financial Plans are provided for the Utility Funds.

The fi nancial plans provide both historical, current, 

and projected sources and uses of funds. Financial

plans take into account capital improvement plans

and proposed utility rates.

5. Appendix provides additional supporting data for

the fi nancial plans, including details on outstand-

ing bonds by revenue source.





The cash position with 2%

annual rate increases begin-

ning in 2020 will provide

the Water Fund with cash to

pay debt service on existing

and future debt, 3-months

of operating cash, and cash

for future capital improve-

ments and to maintain a

reserve for unanticipated

events.

The projected cash position

with no rate increases will

not provide cash suffi  cient 

for these purposes.



Water Fund

Charts of Key Financial Information

Estimated Based on Financial Plan





The cash position with 2%

average annual rate in-

crease, between 2021-2022,

will provide the Sanitary

Sewer Fund with cash to

pay debt service on existing

and future debt, 3-months

of operating cash, and cash

for future capital improve-

ments and to maintain a

reserve for unanticipated

events.

The projected cash position

with no rate increases will

not provide cash suffi  cient 

for these purposes.



Sanitary Sewer Fund

Charts of Key Financial Information

Estimated Based on Financial Plan



Example Monthly Residential Customer Utility Bill

Estimated Based on Financial Plan



Example Monthly Commercial Customer Utility Bill

Estimated Based on Financial Plan



Located in southwestern Minnesota, along the vital

Highway 60 corridor that links Minneapolis/St. Paul

to Sioux Falls and Omaha, Mountain Lake has a pop-

ulation of 2,104 and serves eastern Co� onwood and 

western Watonwan Counties.

Mountain Lake enjoys a growing industrial base, con-

tributing to demand for municipal utility services. A

business/manufacturing subdivision with utilities was

annexed and pla� ed in early 2002. The site, with di-

rect access to Hwy 60, is poised to provide economic

development and job growth into the 21st century for

the inhabitants of Mountain Lake. Two strong schools

(public and private), a lake with public access, park

and walking trail, golf course, medical clinic, excellent

public library, low crime rate, a variety of senior hous-

ing options, employment opportunities, and a full ser-

vice downtown will make you want to call Mountain

Lake home!

The information that follows on the utility systems is

taken directly from the City’s published Comprehen-

sive Plan.

Water Utility System

The water system for Mountain Lake is supplied by

fi ve municipal wells that have a pumping capacity 

of 580 Gallons per Minute (GPM), or approximately

403,200 gallons per day (GPD). The City reports that

average daily consumption is approximately 259,200

gallons per day, with peak demand at 360,000 gallons

per day. The amount the City bills for consumption is

less due to non-billable water usage, including use by

the City. Mountain Lake constructed a Water Treat-

ment Plant in 2004.

Water is stored in a 250,000-gallon overhead storage

tank. A complete water distribution system covers the

community with the necessary fi re hydrants for fi re 

protection.

Sanitary Sewer (Wastewater) Utility System

The Sewer Utility system has approximately 970 con-

nections served by a 55-acre stabilization pond system

with four (4) lift stations. The system has a capability

of processing 350,000 gallons per day. Present aver-

age demand is 260,000 gallons per day, with a peak

demand of 360,000.

A major capital improvement to the City’s wastewa-

ter plant is anticipated within the next two years, with

completion by fall 2020. The improvement is needed

to improve the quality of water being discharged from

the City’s wastewater ponds. The Executive Summary

on page 1 describes the project.



For purposes of the Plan, the City provided a multi-

year capital improvement projects plan for the utility

systems.

One of the purposes of the Plan is to provide the City

with options and recommendation for fi nancing fu-

ture capital improvement projects for the utility sys-

tems. The fi nancial plans included in the Plan for the 

Water Fund and the Sanitary Sewer Fund are inclusive

of all sources and uses of funds, both operating and

non-operating, including the projected capital spend-

ing, as estimated by the City engineer.

Tables 4 and 5, beginning on page 14, provide informa-

tion on the City’s planned capital improvement proj-

ects for the Utility Services.

Capital Projects

The projects in the CIP include projects to manage

both existing and expanding service demands and to

reconstruct or replace existing infrastructure.

Source of Funding for Capital Projects

The source of funding for the planned capital projects

is anticipated to come from the use of estimated avail-

able cash within the Utility Funds and the issuance of

debt.

Issuance of Debt

The Plan anticipates the issuance of general obliga-

tions revenue bonds in the following years to fi nance 

Sanitary Sewer improvements: 2020, 2022, and 2023.

The City anticipates the receipt of a $2.75 million state

grant in 2020 to support construction of improvements

to the wastewater treatment plant.

Debt fi nancing of Water improvements is anticipated 

in year 2022. The Plan anticipates the City will use cash

to pay for other capital improvements for the utility

systems.

Information on existing debt outstanding and future

anticipated debt issuance is provided in Table 7 on

page 16.







Notes: See Appendix for detailed information on G.O. Bonds Outstanding by each fund (Water Fund and Sanitary Sewer Fund.).



The bonds outstanding

and annual debt service

amounts shown in the

charts here are for the com-

bined total estimated debt

supported by utility rev-

enues, including the Water

Fund and the Sanitary Sew-

er Fund.

The charts include com-

bined existing debt and fu-

ture estimated debt based

on anticipated bond issu-

ance as shown in the Plan.

The charts include debt sup-

ported by utility revenue

only (water and sewer) and

do not include existing or

future estimated debt that

is or may be payable from

property tax levy or other

sources of revenue.



Based on historical fi nancial performance, current util-

ity rates and structure, and anticipated future capital

projects, the following reports have been prepared for

each of the Utility Funds:

• Pro Forma - Includes information on annual rev-

enues and expenditures and change in net assets

and balance sheet line items.

• Year End Cash Balance - Includes a reconciliation

of change in year end cash balance. Ending unre-

stricted net position as percent of expenditures is

provided.

• Customers/Usage and Rates - Includes the number

of customers, usage (i.e., volume of water billed),

and rates charged to customers, for prior years and

projections for future years.

• Change in Net Capital Assets - Includes calcula-

tion of depreciation on future acquisition of capital

assets.

• Projected Future Bond Issuance - Includes amorti-

zation schedules for future debt issuance.

Key Assumptions

The fi nancial plans are based on certain key assump-

tions, which are as follows:

• Operating expenditures, including personnel costs

and materials supplies and all other operating ex-

pense will increase by 3% per year.

• Depreciation is adjusted for anticipated annual de-

preciable capital acquisitions.

• Current capital improvement plan (as included in

the report) will be implemented at estimated proj-

ect costs and sources of funding.

• Water volume billed is estimated based on esti-

mated customer units continuing at current levels.

There is no factoring in for future development.

Average consumption per unit is assumed to re-

main constant.

• Utility fee increases are assumed in order to pro-

vide additional revenue. The Plan anticipates fees

and charges will be increased by an average an-

nual amount of 2.0% for water and sanitary sewer,

between years 2020 and 2029.

• The current fee structure is assumed to remain in

place for both water and sanitary sewer services.

This includes charging a monthly base charge for

water to both residential and commercial custom-

ers, and a tiered usage fee based on volume of wa-

ter consumed. For sanitary sewer services, residen-

tial is charged a fi xed base charge with no charge 

for volume, and commercial is charged on volume

billed only.

• There is no assumption for new revenue (from in-

creased volume) from development.

• Future utility fees are set at level needed to main-

tain a positive cash balance in the funds suffi  cient 

to cover 3 months of operating expense (not in-

cluding depreciation), debt service (existing and

future), capital outlay, and provide funds for fu-

ture capital.



WATER FUND

Fund Description

The Water Fund is used to account for the operating

and capital improvement costs of the water utility sys-

tem.

Background

The Fund is in sound fi nancial condition. Future fi nan-

cial performance will be impacted by future capital

improvement needs and the timing of future develop-

ment in the City. Future development, while not in-

cluded in the Plan, will increase the demands on the

water utility infrastructure and provide opportunity

for increased revenue to support the infrastructure

and operation of the system.

Source of Funds

The major source of funds for the Fund is the collec-

tion of a fi xed monthly charge for service and charges 

based on water volume used.

The fi nancial plan for the Fund assumes no change in 

the existing rate structure and assumes an average an-

nual rate increase of 2.0%.

Interest income is earned on the cash balance in the

Fund that is recorded as revenue. The investment

earnings rate is projected to be 1.0% for future years.

Use of Funds

The use of funds is to pay for the operation of the wa-

ter system, debt service expense, depreciation, and

authorized transfers to other funds. The Plan doe not

anticipate the addition of any staff  or other operational 

changes.

Debt service expense includes interest expense on

bonds for existing outstanding bonds and future bond

issuance. Calculation of depreciation expense is shown

in Table 10.

There are no major future capital improvements in the

Plan related to water treatment. The planned capital

improvements are generally related to street improve-

ment projects.

Transfers

There are no planned transfers in our out from the Wa-

ter Fund.

Balance Sheet Items

The fi nancial plan includes projected assets and liabili-

ties for the Fund, this includes projected annual year-

end cash balance. Table 8 provides a detailed summary

on projected change in cash year by year.

Based on assumptions in the Plan, it is projected that

the cash balance position of the Fund will continue to

increase over the next ten years. The Fund is projected

to have future cash suffi  cient to meet the objective of 

available cash to cover three-months of operating ex-

pense, debt service, and an annual capital spending,

with a remaining unassigned cash balance to provide

reserves for unanticipated events and future capital

outlay.

WATER FUND



WATER FUND



WATER FUND
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WATER FUND



SANITARY SEWER FUND



SANITARY SEWER FUND

Fund Description

The Sanitary Sewer Fund is used to account for the op-

erating and capital improvement costs of the sanitary

sewer system, including the wastewater treatment fa-

cility.

Background

The Fund is in sound fi nancial condition. Future fi nan-

cial performance will be impacted by future capital

improvement needs and the timing of future develop-

ment in the City. Future development, while not in-

cluded in the Plan, will increase the demands on the

sanitary sewer infrastructure and provide opportunity

for increased revenue to support the infrastructure

and operation of the system.

Source of Funds

The major source of funds for the Fund is the collec-

tion of a fi xed monthly charge for residential service 

and commercial and industrial charges based on vol-

ume billed.

The fi nancial plan for the Fund assumes no change in 

the existing rate structure and assumes an average an-

nual rate increase of 2.0% between 2019 and 2029.

The City has a “Signifi cant Industrial User Agree-

ment” with Milk Specialities Company for wastewater

discharge to the sanitary sewer system. The agreement

is presently under review with proposed changes. The

Plan refl ects the following anticipated key terms of the 

proposed new agreement:

• $18,300 monthly base charge (regardless of actual

fl ow charges)

• User charges will be determined based on actual

fl ow and charged based on the City’s annual fee 

schedule for commercial usage

• Agreement will provide for a surcharge, when vol-

ume exceeds limits, however the Plan does not an-

ticipate surcharge revenue in the pro forma for the

Sanitary Sewer Fund

Interest income is earned on the cash balance in the

Fund that is recorded as revenue. The investment

earnings rate is projected to be 1.0% for future years.

In addition to base charges and usage charges, the City

bills customers, which some limited exceptions, $5.00

per month as a “sewer infrastructure charge”. The

Plan anticipates annual adjustments to this charge at

the same rate of adjustment for all other sanitary sewer

fees and charges.

Use of Funds

The use of funds is to pay for the operation of the sani-

tary sewer system, debt service expense, depreciation,

and authorized transfers to other funds. The Plan doe

not anticipate the addition of any staff  or other opera-

tional changes.

Debt service expense includes interest expense on

bonds for existing and future bond issuance. Calcula-

tion of depreciation expense is shown in Table 15.

The City is planning to undertake improvements to

the wastewater treatment plant (ponds) within the

next two years at an estimated cost of $11.5 million.

The impact of this major project is included in the fi -

nancial plan for the Fund.

SANITARY SEWER FUND



Transfers

The Fund historically transferred cash to the City’s

governmental debt service funds. The City reclassifi ed 

debt to account for all debt payable from net sanitary

sewer revenue in the Fund beginning with year 2019.

Balance Sheet Items

The fi nancial plan includes projected assets and liabili-

ties for the Fund, this includes projected annual year-

end cash balance. Table 8 provides a detailed summary

on projected change in cash year by year.

Based on assumptions in the Plan, it is projected that

the cash balance position of the Fund will continue to

increase over the next ten years. The Fund is projected

to have future cash suffi  cient to meet the objective of 

available cash to cover three-months of operating ex-

pense, debt service, and an annual capital spending,

with a remaining unassigned cash balance to provide

reserves for unanticipated events and future capital

outlay.
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