
 

TO:  HONORABLE MAYOR AND CITY COUNCIL 
 
FROM: Aaron S. Reeves, City Administrator 
 
SUBJECT: Debt Management Study 
 
DATE: November 19, 2013 
  
 
BACKGROUND 
 
Every few years the City reviews its debt service funds to ensure we are handling 
these funds properly.  Representatives from Northland Securities will be at the 
meeting to present the study and answer any Council questions. 
 
STAFF RECOMMENDATION 
 
Staff recommends that the City Council review the attached the Debt 
Management Study and ask any questions to the Northland Securities 
representatives at the meeting. 
 
REQUESTED COUNCIL ACTION 
 
No action is required on the Study. 
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Executive Summary

EXECUTIVE SUMMARY

The City of Cannon Falls (the “City”) uses the issuance

of debt as an important and essential tool for fi nancing 

the construction of public improvements, to acquire

capital equipment, and to assist with development

and redevelopment.

Ongoing debt management is critical in order to moni-

tor the repayment of existing debt obligations and to

be well prepared for the future issuance of debt.

The Debt Management Study and Financial Manage-

ment Plans (“the Report”) is intended to serve as a

guide for the fi nancial management of the City’s debt 

service obligations. The Report contains information

both on the debt service funds and other funds (i.e.,

utility funds) which are used to account for payment

of debt. All debt obligations identifi ed by the City are 

included in the Report.

The fi nancial plans are built around identifi ed key as-

sumptions, including assumptions for future revenue

sources. This includes estimates for the payment of

outstanding special assessments. To the extent the as-

sumptions in the Report change in the months and

years ahead, which they will, the City will need to con-

tinue to adjust the fi nancial plans accordingly.

Study Approach
The Report was prepared by Northland Securities.

The following steps were taken as part of the study

process:

• City provided information on historical fi nancial 

information, including debt service payments,

source of funds for payment, and interfund trans-

fers and interfund loans.

• The base year for the study was year 2008.

• The most recent audited fi nancial statements for 

the City are as of December 31, 2012. The study

approach was to balance the fi nancial plans to the 

most recent audited fi nancial statements.

• City provided information on special assessments.

The information provided included special assess-

ment principal and interest outstanding (unbilled)

by year as of October 24, 2013.

• Information provided by the City was organized,

analyzed, and used to support the development of

fi nancial plans for each of the debt service funds. 

• Once the initial fi nancial plans were developed dif-

ferent scenarios were considered and analyzed to

determine impact on future property tax levy.

• 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 the study:

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

original special assessment certifi cations.

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

utility funds or other governmental funds to con-

fi rm fi nancial condition. The utility funds support 

outstanding debt through direct payment from

within the Sanitary Sewer Fund, Water Fund, and

Storm Water Fund and through transfers to debt

service funds.

• The study did not include an analysis of the impact

of future debt issuance on the fi nancial plans for 
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the debt service funds. This should be considered

as part of future updates to the debt study and the

Report.

• The study did not include a review and cross refer-

ence of bond resolutions and annual resolutions for

certifi cation of debt service tax levy to the County.  

Conclusions and Recommendations from
Study

The following conclusions and recommendations were

identifi ed as a result of the study:

1. Property Tax Levy. The results of the study show

that over the next 10 years (2013 to 2022) the annu-

al projected collection of total property tax levy for

payment of existing debt service is estimated to av-

erage about $360,000. Current estimates show the

amount of total future property tax levy for pay-

ment of debt service on existing obligations will

not exceed $400,000, see Chart 1. Factors that will

impact the projection for annual property tax levy

for debt include the timing and amount of collec-

tion of special assessments and transfers in of rev-

enue from the utility funds. Future projected cash

balances within the funds (i.e., Fund 524, 2011A

Bonds) may allow for the City to adjust (decrease)

the projected tax levy amounts. The study assumes

there will not be tax increment revenue available to

support debt service.

2. Collection of Special Assessments. The collection

of special assessment revenue pledged to sup-

port debt service has been paid on a current basis

and the amount of delinquent or deferred special

assessments is minimal. There are no issues out-

standing related to the City’s collection of special

assessments. The City should continue to carefully

monitor receipt of future special assessments out-

standing by fund in order to identify any future

challenges (i.e., increase in delinquent or other is-

sues with recording of assessments) on a timely

basis.

3. Tax Increment. The City had anticipated that Tax

Increment District No. 2-1 would provide tax in-

crement to support the 2006B G.O. Permanent Im-

provement Bonds (refunded with the 2012B Bonds).

A transfer of cash in the amount of $270,000 was

made in years 2008, 2010, 2011, and 2012, for a com-

bined total of $1,080,000. The prior fi nance plan for 

the 2006B Bonds had anticipated that TIF District

2-1 would provide a combined total $1,645,000 in

tax increment for debt service on these bonds. The

2006B Bonds were refunded with proceeds from

the 2012B Bonds. The City does not anticipate any
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further use of tax increment revenue for payment

of debt service for any existing outstanding debt

at this time. Other sources of revenue, including

property tax, combined with available cash bal-

ance will cover the payments that were otherwise

to be supported by tax increment revenues.

4. Utility Revenue. Approximately 65% of the City’s

future debt service payments is projected to be

paid from the utility funds (collection of fees and

charges). The debt study did not include a review

of the ability of these funds to cover these pay-

ments. Northland is not aware of any fi nancial 

challenges that exist related to covering these pay-

ments. The City should continue to monitor the fi -

nancial performance of the utility funds to identify

any future challenges on a timely basis.

5. Financing of Future Projects. The current projec-

tions for property tax levy for debt service show

there is capacity beginning in year 2020 (diff er-

ence between projected 2019 and 2020 property tax

levy) for the City to issue new debt supported by

property tax levy without necessarily increasing

the overall property tax levy for debt service, de-

pending on the size of future bond issuance. Any

future issuance of debt should be structured tak-

ing into account the structure and timing of repay-

ment of existing obligations.

Organization of Report
The Report is organized into fi ve sections:

1. Executive Summary provides information on the

organization of the report, study approach, using

the report, and conclusions and recommendations.

2. Background provides information on the overall

fi nancial performance of the debt service funds, 

including historical and projected source and use

of funds.

3. Financial Plans are provided for each of the City’s

debt service funds and a summary of the debt ser-

vice payments paid from the utility funds.

4. Debt Service Schedules are provided for each out-

standing debt obligation of the City. The schedules

included annual principal and interest payments

original planned source of funds and current esti-

mated source of funds.

5. Appendix provides additional information to sup-

port projections and assumptions used for the debt

study.

Using the Report
The Report is intended to be a practical guide for on-

going management of the City’s debt service funds.

Much of the information in the Report has enduring

value and will serve to continue to guide management

decisions over a number of years. However, manage-

ment of the City’s debt service funds is a dynamic sys-

tem given the projected volatility of certain revenue

sources, including for example special assessments

and tax increment. The Report should continue to be

the foundation of an annual review an update.
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BACKGROUND

The City of Cannon Falls has used the authority to is-

sue debt as a means to fi nance public infrastructure 

and capital acquisition. The source of planned revenue

to repay outstanding debt obligations has included

property tax levy, special assessments, tax increment,

and utility revenues.

Sources of Revenue for Debt Service
Charts 2 provides the “original” sources of revenue (at

time of issuance) for payment of debt service payable

between years 2013 and 2034. Chart 3, provides the

“current” estimated sources of revenue for payment

of the debt. The diff erence between the two charts is 

in the estimated debt service to be paid from property

tax and cash versus from special assessments and tax

increment. Prepayment of special assessments results

in collection of revenue (principal balance) earlier than

anticipated in the fi nance plans at time of debt issuance 

(less interest is collected on the special assessments).

The source of cash shown in Chart 3 is cash that is pro-

jected to be available in the existing debt service funds.

Table A provides information on the total debt (princi-

pal) outstanding by fund and series payable between

years 2013 and 2034.

Table B provides total debt service, including principal

and interest, by fund and series payable between years

2013 and 2034.

Table C and Table D provide a comparison of total an-

nual debt service with original and current estimated

sources of revenue for payment, respectively.

SOURCES OF REVENUE FOR DEBT
SERVICE

Note: Both Chart 2 and Chart 3 provide information on revenue that
is projected to be available and used in the future for payment of
debt service. The proportionate revenue shown in Chart 2 and Chart
3 includes only revenue needed to pay debt service. For certain debt
service funds the total revenue collected from these sources is pro-
jected to exceed total expenditures (i.e., to meet coverage). Percent-
ages above are rounded.
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Property Tax Revenue for Debt Service
The total projected property tax levy needed for debt

service over the remaining life of the outstanding debt

(years 2013 and 2034) is estimated to be within ap-

proximately $40,000 of the original estimate at time of

bond issuance or within less than 1% of the original

estimate. The diff erence is accounted for in years 2018 

to 2034, see Table F.

The estimated combined future property tax levy for

debt service does not include an estimate for any ad-

ditional tax revenue that may be needed for future

debt issuance. The study did not include a review or

analysis of the impact of future debt issuance plans.

Table E on the next page shows the estimated tax levy

for existing debt service will decline by approximately

$107,000 beginning in year 2020. The projected de-

crease in tax levy to pay for existing debt in year 2020

provides an opportunity (or capacity) to structure new

debt without necessarily increasing the overall tax levy

for debt service from its approximate current amount,

depending on the total new debt issuance.

Table F provides information on the original and cur-

rent estimated use of property tax revenue by fund

and bond series to pay debt service. For certain funds,

the estimated annual property tax levy may exceed the

amount needed for annual debt service. The diff erence 

or additional tax levy is needed to meet debt service

coverage or to provide additional cash fl ow due to the 

timing of debt service payments versus property tax

collection. Debt service funds need to have suffi  cient 

cash to cover payments when due without needing to

use cash on a temporary basis (i.e., temporary draw or

loan) from other city funds.

PROPERTY TAX REVENUE FOR DEBT
SERVICE
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Special Assessment Revenue for Debt Service
Based on information in the City’s 2012 annual fi nan-

cial report, the City has approximately $1,361,000 of

special assessment (principal) revenue outstanding

to support future debt service payments, as shown in

Chart 4 below. It is projected that the future special as-

sessments will be collected with interest on a current

basis and fully repaid by year 2029.

Table G shows the actual and projected collection of

special assessment revenue (principal and interest)

by debt service fund. In addition to the special assess-

ment revenue projected to be recorded to the debt ser-

vice funds, the City also has certifi ed special assess-

ments that will collected in other city funds including

the utility funds.

SPECIAL ASSESSMENT REVENUE
FOR DEBT SERVICE

Table H shows the original estimated special assess-

ment revenue that was estimated to support debt ser-

vice at time of bond issuance compared to the current

estimate of annual special assessment revenue to sup-

port debt service. The diff erence between the original 

estimates at time of debt issuance and the current esti-

mates is due to pre-payment of special assessments or

the fact that fi nal (actual) certifi ed special assessments 

were greater (or included additional project costs)

than the original estimate for special assessments at

time of issuance.
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Cash Balances and Interfund Loans
The City has had suffi  cient cash available within the 

combined debt service funds to support annual debt

service payments. At year-end 2012, the City reported

a combined cash balance of $2,700,801 (not including

cash held with fi scal agent). The balance included cash 

in Fund 528 (2012B G.O. Refunding Bonds) that was

from bond proceeds that was subsequently used to re-

fund the 2006A Bonds at the beginning of 2013.

The City did not report any interfund loans receivable

or payable within the debt service funds at year-end

2012.

The future year projections for the debt service funds

do not anticipate any year-end interfund loan balanc-

es, either receivable or payable.

The City should continue to monitor cash balances

within the debt service funds to ensure adequate cash

is on hand at time of payment to avoid the need for

any temporary short-term interfund cash loans (due

to the timing of collection of revenue for debt service).

The City should process transfers from other city

funds (i.e., utility funds) into the debt service funds in

advance of debt service payments.

CASH BALANCES AND INTERFUND
LOANS DUE TO OTHER FUNDS

The 2012 year-end reported cash balance included bond proceeds
($1,655,000) that were used at the beginning of 2013 to current re-
fund outstanding maturities for the 2006B Bonds.
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Other Revenues for Debt Service

Utility Revenue for Debt Service
The debt service study did not include a study of the

utility funds to confi rm that charges for services and 

other utility revenue is suffi  cient to cover both opera-

tions, depreciation of capital assets, capital spending,

and debt service. The debt service study includes in-

formation on the annual debt service payments to be

funded from utility revenue. Information for the Wa-

ter Utility Fund is included in Table J; for the Sanitary

Sewer Fund in Table K; and for the Storm Water Fund

in Table L. The report for each of the funds provides

information on the annual projected utility revenue

needed for payment of debt service both at time of

bond issuance (original estimates) and current esti-

mates.

Tax Increment Revenue for Debt Service
The City issued debt in 2006 supported in part by tax

increment fi nancing (TIF) revenue from Tax Increment 

District No. 2-1. The City transferred in revenue from

TIF District No. 2-1 in the amount of $270,000 in years

2008, 2010, 2011, and 2012. The tax increment revenue

provided for payment of debt service to date has been

less than originally anticipated at time of bond issu-

ance for the 2006B G.O. Permanent Improvement Re-

volving Fund Bonds.

Table M on page 21 shows the original annual pro-

jected tax increment available for debt service on the

2006B Bonds at time of bond issuance and current esti-

mate for debt service payable between years 2013 and

2034. The 2006B Bonds were refunded with proceeds

from the 2012B G.O. Refunding Bonds. The 2012B

Bonds do not anticipate any tax increment as a source

of revenue for payment of future debt service.

OTHER REVENUES FOR DEBT
SERVICE
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FINANCIAL PLANS

Based on historical fi nancial performance and current 

projections for future revenue, including for special as-

sessments and property tax levy, the following fi nan-

cial plans have been prepared. The amounts included

for annual property tax revenue are estimates for the

purpose of preparing the fi nancial plans. The future 

actual property tax revenue available for the debt ser-

vice funds will depend on the actual amount certifi ed 

annually by the City and the collection rate.

A fi nancial plan was developed for each of the City’s 

debt service funds.

Key Assumptions for Debt Service Funds

The fi nancial plans for each of the debt service funds 

was developed based on several key assumptions

which are as follows:

• Outstanding special assessments will be paid on a

current basis with interest, as originally certifi ed.

• Property tax revenue will be set at a level to avoid

any reporting of internal borrowing of cash at

year-end to meet debt service.

• Interest investment income will be earned on cash

balances at an annual rate of 2%. This rate of re-

turn is in excess of the City’s current rate of return

(estimated for year-end 2013). The 2% estimate is

for the life of the outstanding debt payable 2013 to

2034.

• Utility revenue will be available and suffi  cient to 

cover all debt service for which utility revenue is

pledged.

KEY ASSUMPTIONS FOR
DEBT SERVICE FUNDS
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Debt Service Schedules
This section includes a debt service schedule for each

outstanding debt obligation for the City. This includes

general obligation and all other forms of debt obli-

gations, including contracts. The source of revenue

amounts shown in the schedules represent revenue

needed to pay annual debt service and does not in-

clude revenue needed in excess of this amount to meet

statutory coverage (i.e., pledge to provide net reve-

nues of 5% in excess of amount needed for principal

and interest payment).

Original Planned Source of Funds
The amounts shown under Original Planned Source of

funds for Debt Service Payments represent the planned

source of funding for annual debt service at time of is-

suance. The source of funds does not include revenue

that may be needed in excess of annual principal and

interest payments to meet statutory coverage.

Current Estimated Source of Funds for Debt
Service Payments
The amounts shown under the Current Estimates

Source of Funds for Debt Service represent the current

planned source of funding for debt service at this time.

For some debt obligations the original and current

estimated source of funds is diff erent.  The cause for 

the diff erence in most instances relates to collection of 

special revenue being less than originally anticipated.

This is due to either delinquent payments or to de-

ferred special assessments not yet becoming payable.

The source of funds does not include revenue that may

be needed in excess of annual principal and interest

payments to meet statutory coverage. The fi nancial 

plans in the previous section provide information on

total estimated sources of revenue by Fund (and bond

issuance).

Use of Available Cash
Current estimated source of funds for future years

includes the planned use of projected cash available

within the debt service fund. The cash is estimated to

be available in the future as estimated deferred and de-

linquent special assessments are collected in the future

and from the certifi cation of property tax levy at 105% 

and other revenue sources such as transfers from other

funds and investment earnings. The projected use of

cash as shown in the debt service schedules does not

represent internally borrowing but rather estimated

cash that will be available within a specifi c fund.
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