
 

 

 
 
 

CITY OF NEWPORT  
COUNCIL WORKSHOP MEETING    

NEWPORT CITY HALL 
NOVEMBER 1, 2012  

IMMEDIATELY FOLLOWING REGULAR CITY COUNCIL MEETING 
 
 
MAYOR: Tim Geraghty   City Administrator:  Brian Anderson           
COUNCIL:   Tom Ingemann       Supt. of Public Works:  Bruce Hanson 
                   Bill Sumner    Chief of Police:  Curt Montgomery 
          Tracy Rahm   Fire Chief:  Mark Mailand 
                   Steve Gallagher             Executive Analyst: Renee Helm 
  
 

AGENDA 
 
          

1. Roll call 
 

2. Discussion Regarding Credit Card Receipts for 2011-2012 
 

3. Discussion Regarding Internal Controls Policy  
 

4. Discussion Regarding the 2013 Budget  
 

5. Adjournment  
  
 
 



 

MEMO 
TO: Newport City Council  

FROM: Brian J. Anderson, City Administrator 

DATE: October 24, 2012 

SUBJECT: Cardmember Service Inquiry   
 
 
Background 
At their regularly scheduled meeting on October 4th the Newport City Council made a motion requesting that, 
“staff provide the receipts for credit card statements for the last 24 months.”  This was in response to an 
accusation made that over $24,000 in credit card receipts are missing on average per year.  Upon reviewing the 
documentation that was given to the City by Mr. Dan Flood, staff finds that he only submitted the City’s credit 
card statements for 2011.  To the best of staff’s knowledge, there was never a request made for all credit card 
receipts in recent months.   
 
Discussion 
Staff’s research shows that in 2012, 96% of all credit card receipts have been submitted and only 4% ($1,271.85) 
have not been submitted.  For 2011, 51% ($15,721.72) of all credit card receipts were not submitted.  For 2010, 
65% ($17,249.27) of all credit card receipts were not submitted.  For 2009, 73% ($18,387.37) of all credit card 
receipts were not submitted.  For 2008, 61% ($14,850.06) of all credit card receipts were not submitted. For 2007, 
49% ($13,598.09) of all credit card receipts were not submitted.   Staff could go back further but I believe the 
trend is clear.  In addition, staff could go back and request a copy of the missing receipts to show exactly what the 
purchases were made for in 2011.    
 
As you can see, over the course of the past several years submitting receipts was not a consistent practice with the 
City until 2012 and will be at 100% in 2013 and beyond.  In reviewing the statements, I don’t believe there was 
any misuse of funds from 2007-2012 as the credit card statements clearly state where the purchases were made 
and most of the larger expenditures are from conferences, lodging, or other governmental agencies.  Many of the 
smaller ones were used to purchase office supplies or refreshments for open houses and dedications.  In addition, 
staff informed me that they were never asked for receipts in the past or they discarded the receipts if they knew 
the items weren’t going to be returned.  Obviously there is a trend of not submitting credit card receipts, however, 
the City has improved significantly since 2007 and will continue to do so in every area possible.   
 
It should also be noted that staff has worked closely with its auditor in recent years and the Newport City Council 
approved its finance policies in 2010 at the recommendation of the auditor and approved its internal controls 
policy in 2011, which was then amended in 2012 to include language regarding credit cards and vouchers.  It is 
understood by staff that adopting these policies and implementing a new accounting software system to improve 
accuracy and financial reporting has been a priority of the Council and staff will continue to improve as the City 
moves forward.   
 
As per additional inquiries made by Council Member Rahm on Wednesday October 17th; please note from the 
supporting documentation that the only requests made for credit card (Cardmember Service) statements and 
receipts in recent years has occurred in 2012 by Pauline Schottmuller.  On April 12, 2012, Ms. Schottmuller 
placed an initial request for the 2011 Cardmember Services bills along with other data.  On June 19, 2012, Ms. 
Schottmuller requested specific “bills” to Target, Kohls, Home & Patio Gallery Victoria, Fossil Industries, 
Zumbro Falls Golf Club, Kelley Frames, 2011 gas receipts for SA and refinery purchases, all bills related to June 
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6-10 conference in Duluth for Brian and Renee, and all 2011 Verizon bills.  Ms. Schottmulller did receive all of 
her requests except for some of the Target receipts that the City did not have, along with the receipt from Kelley 
Frames that was for pictures at City Hall, and the receipt for Fossil Industries that was for the park trail signs.  
Additional data requests were made by Ms. Schottmuller and handled by Chief Montgomery who processes all 
public data requests.  Chief Montgomery has stated that the City did comply in providing Ms. Schottmuller with 
her requests.  It’s clear to staff that at no time did anyone or Ms. Schottmuller ask for all credit card receipts but 
she did come in later to request specific receipts as she calls bills on her request form.   
 
Please find attached a copy of: 
 
 Exhibit A City Council Meeting Minutes from 10-04-12 
 Exhibit B Mr. Flood’s documentation of the $24,000 in missing receipts 

Exhibit C Public data requests pertaining to Cardmember Service statements & receipts 
Exhibit D Summary of the Cardmember Service statements from 2007-present 

 Exhibit E Copy of Cardmember Service Statements and receipts for 2011 and 2012 
 

























































































































































































































































































































































































































































































































































































 

 

 

 

MEMO 
TO: Mayor and City Council 
 Brian Anderson, City Administrator   
 
FROM: Renee Helm, Executive Analyst 
 
DATE: October 29, 2012 
 
SUBJECT: Internal Controls Procedure 
 
 
Please find attached the City’s current financial policies, which includes the Internal Controls Procedure Policy 
which was updated on October 4, 2012. It was requested by the City Council that this be placed on the workshop 
agenda for discussion. 
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CITY OF NEWPORT 
INVESTMENT POLICY 

 
I.  PURPOSE  
 
The purpose of this Policy is to develop an overall program for cash investments, designed and 
managed with a high degree of professionalism, worthy of the public trust; to establish that 
elected and appointed officials and employees are custodians of a portfolio which shall be 
subject to public review; to establish cash investment objectives, delegation of authority, 
standards of prudence, internal controls, authorized investments, selection process for 
investments, and broker representations. 
 
II. POLICY 
 
It is the policy of the City of Newport to invest public funds in a manner which will provide the 
highest investment return with the maximum security while meeting the daily cash flow 
requirements of the City and conforming to all state and local statutes governing the investment 
of public funds.   
 
III. SCOPE 
 
This Policy applies to the investment and deposit of all funds of the City.  
 

A.  Pooling of Funds 
 
Except for cash in certain restricted and special funds, the City will consolidate cash and 
reserve balances from all funds to maximize investment earnings and to increase 
efficiencies with regard to investment pricing, safekeeping and administration. Investment 
income will be allocated to the various funds based on their respective participation and in 
accordance with generally accepted accounting principles.   

 
IV. OBJECTIVE 
 
At all times, investments of the City shall be in accordance with Minnesota Statutes Chapter 
118A and amendments thereto.  The primary objectives of the City's investment activities shall 
be in the following order of priority: 
 

A.  Safety of Principal  
 
Safety of principal is the foremost objective of the investment portfolio.  Investments shall be 
undertaken in a manner that seeks to ensure the preservation of capital in the overall 
portfolio. The objective will be to mitigate credit risk, interest rate risk, and custodial risk. 

 
Credit Risk:  Credit Risk is the risk of loss due to failure of the security issuer or backer.  
Thus, designated depositories shall have insurance through the FDIC (Federal Insurance) or 
the SIPC (Securities Investor Protection Corporation).  To ensure safety, it is the policy of 
the City that when considering an investment, all depositories under consideration be cross-
checked against existing investments to make certain that funds in excess of insurance 
limits are not made in the same institution unless collateralized as outlined below.  
Furthermore, the City Council will approve all financial institutions, brokers, and advisers 
with which the City will do business. 
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Interest Rate Risk:  Interest Rate Risk is the risk that the market value of securities in the 
portfolio will fall due to changes in general interest rates.  The City will minimize Interest 
Rate Risk by structuring the investment portfolio so that securities mature to meet cash 
requirements for ongoing operations, thereby avoiding the need to sell securities on the 
open market prior to maturity. 
 
Custodial Risk:  The City will minimize deposit Custodial Risk, which is the risk of loss due 
to failure of the depository bank (or credit union), by obtaining collateral or bond for all 
uninsured amounts on deposit, and by obtaining necessary documentation to show 
compliance with state law and a perfected security interest under federal law. 
 
B.  Liquidity 
 
The investment portfolio shall remain sufficiently liquid to meet projected disbursement 
requirements.  This is accomplished by structuring the portfolio so that securities mature 
concurrent with cash needs to meet anticipated demands.  Generally, investments shall 
have “laddered” maturities so that money becomes available on a regular schedule.  Liquid 
funds will allow the City to meet possible cash emergencies without being penalized on 
investments. 
 
C.  Yield 
 
The investment portfolio shall be designed to manage the funds to maximize returns 
consistent with items A and B above and within the requirements set forth in this Policy.  
Subject to the requirements of the above objectives, it is the policy of the City to offer 
financial institutions and companies within the City the opportunity to bid on investments; 
however, the City will seek the best investment yields.  

 
V. DELEGATION OF AUTHORITY 
 
Responsibility for the investment program is hereby delegated from the City Council to the 
Administrator/Clerk.  Authority to conduct actual investment transactions may be delegated to 
the Administrator/Clerk, who shall act in accordance with procedures as established with this 
investment policy.  The authorized individuals, when acting in accordance with this Policy and 
exercising due diligence, shall not be held responsible for losses, provided that the losses are 
reported immediately and that appropriate action is taken to control further losses. 
 
VI. PRUDENCE 
 
The standard of prudence to be used by investment officials shall be the “prudent investor”, and 
shall be applied in the context of managing the investments.  All investment transactions shall 
be made in good faith with the degree of judgment and care, under the circumstances, that a 
person of prudence, discretion and intelligence would exercise in the management of their own 
affairs.  This standard of prudence shall mean not for speculation, and with consideration of the 
probable safety of the capital as well as the probable investment return derived from assets. 
 
VII. INTERNAL CONTROLS 
 
Internal controls are designed to prevent loss of public funds due to fraud, error, 
misrepresentation, unanticipated market changes, or imprudent actions.  Before the City invests 
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any surplus funds, competitive quotations shall be obtained.  Written quotations from local 
financial institutions shall be obtained via fax, email or other form of written documentation, with 
all of them receiving the exact same rate request.  Verbal quotations shall be received from all 
other brokers, along with a subsequent confirmation.  If a specific maturity date is required, 
either for cash flow purposes or for conformance to maturity guidelines, quotations will be 
requested for instruments that meet the maturity requirement.  If no specific maturity is required, 
a yield analysis will be conducted to determine which maturities would be most advantageous.  
Quotations will be requested from financial institutions for various options with regard to term 
and investment type.  The City will accept the quotation, which provides the highest rate of 
return within the maturity required and within the limits of this Policy. 
 
The Administrator/Clerk will report periodically to the City Council on the total of all funds 
invested and the total interest received on all securities year to date. 
  
VIII. AUTHORIZED INVESTMENTS AND COLLATERALIZATION 
 
All City investments and deposits shall be those allowable by Minnesota Statutes Chapter 118A 
and amendments thereto.  In accordance with MN Statutes 118A, collateralization will be 
required on all demand deposit accounts, including checking, savings, and money market 
accounts, and non-negotiable certificates of deposit in excess of federal deposit insurance. 
 
State law defines the types of securities that a financial institution may pledge as collateral for 
public deposits.  These securities include: 

1. United States Treasury Issues 
2. Issues of US Government Agencies and Instrumentalities  
3. Obligations of State and Local Governments 
4. Time Deposits (Certificates of Deposits fully insured by the federal deposit insurance 

company or federal agency).  
 
Since the amount a public entity has on deposit will vary from time to time, the financial 
institution needs sufficient amounts of pledged collateral to cover 110% of the uninsured amount 
on deposit during peak deposit times.   
 
The City is authorized, under State Law Chapter 118A, to invest in the following securities: 
 

1. U.S. Treasury Obligations (bills, notes, bonds) 
2. U.S. Government Agency and Federally Sponsored Agency Securities, excluding 

mortgage backed securities that fail the “FFEIC” test.  Callable agency securities, 
excluding new issues with call dates six (6) months or less, are authorized.  Step-up 
agency securities are authorized investments.  

3. In any security which is a) General obligations of the State of Minnesota or any of its 
municipalities, or b) a general obligation of any other state or any of its municipalities, or 
c) a general obligation of the Minnesota housing finance agency, or d) a general 
obligation of a housing finance agency of any other state that is a moral obligation of the 
state, or e) a revenue or general obligation of any agency or authority of the State of 
Minnesota other than the Minnesota housing finance agency.  Investments under b), c), 
or d) must be rated A or better by a national rating agency.  Investments under e) must 
be rated AA or better by a national rating agency. 

4. Bankers Acceptances – eligible for purchase by the Federal Reserve. 
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5. Commercial Paper - issued by U.S. corporations or their Canadian subsidiaries that is of 
the highest quality (with highest credit rating of 2 of 3 national rating agencies) and 
matures in 270 days or less. 

6. Certificates of Deposit – provided it is guaranteed by the FDIC, or is backed by collateral 
as required by M.S. 118A. 

7. Repurchase agreements or Reverse Repurchase agreements – provided they are fully 
collateralized at 102 percent of market value by securities described in 1 or 2 above.  

8. Mutual Funds – provided they only invest in 1 or 2 above and whose investments have 
final maturities of 132 months or less. 

9. Guaranteed investment Contracts – provided they meet the requirements of M.S. 118A.  
10. Local Government Investment Pools – the City currently uses the 4M Fund, sponsored 

by the League of Minnesota Cities as a source for short-term, liquid investments at a 
competitive rate of return.  This fund, or any other local government pool specifically 
authorized by the City Council, is authorized investment for City funds. 

 
IX. INVESTMENT PARAMETERS    
 
The City’s investments shall be diversified as to specific maturity, issuer and institution in order 
to minimize risk to the portfolio. Investments should be purchased to match expected cash flow 
needs, minimizing the market risk associated with the early sale of investments.  Investments 
beyond two years should be related to debt payments, or other known expenditures.  Up to 
twenty percent (20%) of the portfolio may be invested beyond five years, but no more than 10 
years in maturity.  Securities with a maturity of more than five years shall be fixed term 
securities and not securities whose term can be extended by changes in market conditions.  NO 
more than 50 percent of the portfolio should be invested in any one security issuer, with the 
exception of U.S. Treasury obligations, which could represent 100 percent of the portfolio.  
Commercial paper is limited to 20 percent of the portfolio and no more than 2.5 percent of the 
portfolio should be invested in any one commercial paper issuer.  No more than 50 percent of 
the portfolio shall be purchased from any one investment institution. 
 
X.  REPORTING AND REVIEW 
 
The Administrator/City Clerk will provide at a minimum an annual report to the City Council.  
This report shall include the current status of the City’s investment portfolio including: 
 

1. Type of investment 
2. Financial institution involved in the transaction 
3. Yield 
4. Purchase date and Maturity date 
5. Amount invested 

 
An annual report on the investment portfolio and its performance will be available within 30 days 
of fiscal year end.  This report will reflect the annual activity of the portfolio, return on 
investment, gains or losses due to marking to market value and percentage breakdown of 
investments by type and maturity.   
 
XI. CONFLICT OF INTEREST 
 
Officers and employees involved in the investment process shall refrain from personal business 
activity that could conflict with the proper execution and management of the investment 
program, or that could impair their ability to make impartial decisions.     
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XII. BROKER REPRESENTATIONS 
 
Municipalities must obtain from their brokers certain representations regarding future 
investments.   Pursuant to Minnesota Statutes 118A, the City shall provide each broker with the 
City’s investment policy, and the securities broker shall submit a certification annually to the City 
stating that the officer has reviewed the investment policies and objectives, as well as applicable 
state law, and agrees to disclose potential conflicts of interest or risk to public funds that might 
arise out of business transactions between the firm and the City.  All financial institutions shall 
agree to undertake reasonable efforts to preclude imprudent transactions involving the City’s 
funds.  
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CITY OF NEWPORT 
PURCHASING POLICY 

 
I.   PURPOSE: 
 
The goal of the City of Newport’s purchasing system is to make purchases in an efficient 
manner that follows all applicable laws and policies in order to effectively use public funds.  
 
II. POLICY: 
 
This policy, and its requirements, governs purchasing procedures and the use of purchase 
orders. The policy is intended to establish authority and controls over the purchasing process. 
This policy: 
  

(a) Assures that purchases are made in accordance with Minnesota State Statute and City 
policies. 

(b) Improves the accuracy of budget reports and accounting records by notifying the 
Finance Department of intended purchases and orders in process and that a liability has 
been incurred. 

(c) Assures the vendor that the purchase is authorized and that payment will be made in a 
timely manner. 

(d) Establishes adequate internal controls over the purchasing process. 
 
III. GUIDELINES: 
 
Planning for purchases should be done on a short-term and a long-term basis. Short-term 
purchases are programmed in the budget during annual budget deliberations. Long-term 
purchases are programmed in the Capital Improvement Plan for construction related projects 
and in the Equipment Replacement Schedule for capital purchases.  
 
IV. DEFINITIONS:   
 

Advertisement/Sealed Bid

 

: Formal sealed bids including a notice published in the official 
newspaper at least 10 days prior to the date for submitting bids. Bids must be kept on file for 
10 years (MS 13.37) and quotes for 1 year. 

Blanket Purchase Order

 

:  A purchase order that does not specify a quantity for purchase, 
but rather leaves the amount open. Typically is used for bulk items purchased throughout 
the fiscal year. 

Capital Outlay

 

: Capital items which cost more than $5,000 and have a service life longer 
than one year. 

Designee

 

: An employee authorized by a Department Head to sign for purchases and 
invoices subject to the approval requirements in Section IX. 

Emergency Purchase

 

: A purchase that results in correction of a situation that would 
suspend a critical City function for an unacceptable period of time or which is necessary to 
respond to a life or property threatening event. 

Operation Expense: Goods and supplies used during the course of daily work activities. 
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Open Market
 

: Direct negotiation with vendor. 

Quotations

 

: Direct negotiation with vendors obtaining two or more written quotations without 
advertising. Quotes must be kept on file for 1 year with purchase documentation. 

Repair Expense
 

: Repair of equipment, vehicles and buildings.  

V.  UNAUTHORIZED PURCHASES: 
 

Unauthorized purchases are the sole responsibility of the Department Head or designee making 
the purchase. All purchases must be coded to the proper expenditure account. In no case shall 
purchases be coded to an improper account in order to use the budget amount in that account. 
 
VI. OPEN PURCHASE ORDERS:   
 
In certain cases, authorization shall be given to carry open purchase orders annually. All open 
purchase orders (blanket purchase orders) must be approved by the City Administrator. 
 
VII. EXEMPT PURCHASES 

 
The following purchases shall be exempt from the use of a purchase order. These purchases 
will, however, be subject to the approval requirements in Section IX. 
 

a) Professional contracted services (legal, engineering, auditing, animal control, janitorial, 
assessor’s, special studies, etc). Request for Proposals shall be used, at such times as 
the City Council deems appropriate. 
 

b) Public improvement projects ordered by City Council (street paving, water/sewer/storm 
sewer, curb and gutter, streetlights, etc), which shall follow MN Statute 429 
requirements. 
 

c) Routine expenditures including subscriptions, license renewals and maintenance 
agreements, utility costs, insurance payments, employer share of payroll related costs, 
SAC, surcharge, bond principal and interest, publication notices.  
 

d) Employee reimbursement for miscellaneous expenses, such as mileage, meals, travel 
and training, petty cash and parking. Receipts or other documentation must accompany 
reimbursement requests prior to payment. Refer to the most current version of the 
Travel, Training and Education Policy when seeking reimbursement for this type of 
expenditure. 

 
VIII. PURCHASE ORDERS: 
 
Purchase orders are required for all purchases of goods and services not included in the list of 
exempted purchases above that are $250 or more.  Discretion should be used in determining 
the use of purchase orders for purchases less than $250. Purchase orders may be desired for 
documentation and control.  The Account Payable Clerk will maintain a record of purchase 
orders.  
 
The following steps apply to all purchases of goods and services requiring purchase orders. 
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Step 1 Purchaser prepares the purchase order, including vendor name, address, description 
of item ordered, cost and budget coding.  If the purchase has been previously approved by 
the City Council, the date of such approval should appear on the purchase order. 
 
Step 2 Purchaser obtains the approval required in Section IX. 
 
Step 3 Purchaser places the order with the vendor. 
 
Step 4 Purchaser checks the content of the order when received and signs and dates the 
receiving documentation. 
 
Step 5 Upon receipt of the invoice, the purchaser attaches the purchase order and receiving 
documentation, and submits the invoice to the Department Head or designee for approval.  
 
Step 6 Department Head or designee approves the invoice, attaches the purchase order 
and submits it, including other appropriate documentation, to the Accounts Payable Clerk for 
processing. 

 
An invoice that is submitted to the Accounts Payable Clerk later than 30 days from the invoice 
date must be accompanied by a written explanation regarding the delay. 
 
 
IX. OPERATING BUDGET PURCHASING LEVELS:   
 
Purchases are divided into categories listed below. Department Heads are authorized to 
approve budgeted purchases (including repairs) under $2,500. 
 
Purchase orders that will result in a budget deficit for a category (commodities, contractual, 
capital outlay), or will be charged to a category with an existing deficit, must be noted as such 
and approved by the City Administrator. 
 
Blanket Purchase Orders. Blanket purchase orders may be used for budgeted purchases from 
the same vendor that occur in similar increments during the fiscal year (i.e. uniform allowance, 
cleaning service, fuel, etc). One copy of the purchase order shall be filed with the Accounts 
Payable Clerk. The purchase order number shall be noted on each invoice.  
 
Purchases are to be charged to the budget year that the good is received or the service 
rendered. 

 
Operating Budgeted Purchases: 

 
Expenditure Level Required 

Documentation 
Quote/Open 
Market 

Required 
Approval 

Advertising 
required? 

MN State 
Statute 

Under $250  Discretionary  Open Market Dept Head or 
designee 

No  

$250-$999  Purchase Order Open Market Dept Head or 
designee 

No  

$1,000-$2,499 Purchase Order Open Market Dept Head No  
$2,500-$9,999 Purchase Order Two Quotes Administrator No  
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$10,000-$99,999 Purchase 
Order/Service 
Agreement 

Two Quotes Administrator 
with Council 
Approval 

No  

$100,000 or over Contract Sealed Bids City Council Yes 471.345 
 

A. Advertising for Improvement Projects: If the amount of the contract is estimated to 
exceed $100,000, sealed bids shall be advertised in the newspaper and such other 
papers and for such length of time as the Council may deem advisable. If the estimated 
cost of the improvement is greater than $100,000 then the publication shall be made in 
the official City newspaper and trade papers not less than three weeks before the bid 
submission date. The advertisement will specify the type of work and the time and place 
the bids are due and when they will be publicly opened. 
 

B. Bidding Requirements: Specifications for supplies and equipment, which are competitive 
in nature (i.e. computers, printers, cars, trucks and plows etc), cannot exclude one type 
of equipment or supplies. Proposals and specifications must allow free and full 
competition. Bidding requirements may not be avoided by splitting the purchase into 
several smaller projects, each of which is below the required levels in table VII above.   
 

C. Sealed bids are required for purchases over $100,000. Sealed bid openings shall be 
under the supervision of the appropriate department head, City Clerk or City 
Administrator and will be held at the City Hall. Contracts must be awarded to the lowest 
responsible and responsive bidder or the contractor providing the best value proposal to 
the City. This does not mean that the contract is awarded to the lowest bidder in terms of 
dollars, but rather the lowest cost bidder who has the technical skill and financial 
responsibility, and demonstrated capabilities to perform the work.  After work has been 
commenced on an improvement undertaken pursuant to a contract awarded on a unit 
price basis the council may, without advertising for bids, authorize changes in the 
contract so as to include additional units of work at the same unit price if the cost of the 
additional work does not exceed 20 percent of the original contract price. On unit cost 
contracts original contract price means that figure determined by multiplying the 
estimated number of units required by the unit price. 
 

D. Construction projects costing $10,000-$99,999 would be awarded by Council and a 
purchase order/service agreement. Additional documentation such as specifications, 
quotes, insurance and contract documents will be maintained in the City Clerk’s Office. 
The City Clerk’s Office will be responsible for updating and reviewing all insurance 
requirements prior to issuing a notice to proceed on the project. 
 

E. All contracts over $100,000 shall have the final payment approved by Council with a 
resolution along with IC-134 documentation.  The final pay request to Council shall be 
accompanied with a memo outlining the cost overruns or under runs for the 
project.  Approval of the final payment signifies acceptance of the project by the City 
Council. 
 

X. UNBUDGETED PURCHASES:  
 

Unbudgeted purchases over $1,000 shall be approved by the City Administrator prior to 
obtaining quotes.  All other requirements in section IX apply. 

 
XI. GENERAL CONSTRUCTION PROJECTS:  
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General Construction Projects are divided into categories listed below: 

 
Expenditure Level Required 

Documentation 
Quote/Open 
Market 

Required 
Approval 

Advertising 
required? 

MN State 
Statute 

Under $10,000 Purchase Order Open Market Administrator  No  
$10,000 to 
$49,999 

Purchase 
Order/Service 
Agreement 

Two quotes Administrator 
with Council 
Approval 

No  

$50,000 to 
$99,999 

Purchase 
Order/Service 
Agreement 

Two quotes & 
advertised in 
paper 

Administrator 
with Council 
Approval 

Yes  

$100,000 or over Contract Sealed bids City Council Yes 471.345 
 

A Advertising for Improvements: If the estimated cost of the improvement is greater than 
$50,000 but not more than $100,000, then quotes shall be advertised in the newspaper 
and such other papers and for such length of time as the Council may deem advisable, 
which shall be not less than 10 days after the first publication. If the estimated cost of the 
improvement is greater than $100,000then the publication shall be made in the official 
City newspaper and a trade paper not less than three weeks before the bid submission 
date. The advertisement will specify the type of work and the time and place the bids are 
due and when they will be publicly opened.  
 

B Bidding Requirements: All bids must be accompanied by a bid bond, cash deposit, 
cashier’s check or certified check payable to the City of Newport in the amount of 5% of 
the estimated cost.  Plan deposits and distribution are undertaken by the City engineer, 
which will require a non-refundable plan fee for said costs.  Invitations to bid on 
improvement projects must be published in the City’s official newspaper and the Finance 
& Commerce's construction bid services as specified by applicable State law. In addition 
to the legal notice, the City must prepare instructions to bidders and general 
specifications for the sealed bids. The improvement will be awarded and a written 
contract executed with the lowest responsible and responsive bidder. Contracts may be 
modified from time to time. If a contract is a unit based contract, then it may be modified 
by the Council without advertising for bids at the same unit price if the cost of the 
additional work does not exceed 20% of the original contract price.  Sealed bid openings 
will be held at City Hall. The City Clerk’s Office will be responsible for updating and 
reviewing all insurance requirements prior issuing a notice to proceed on the project. 
 

C Construction projects costing $10,000-$99,999 would be awarded by Council and a 
purchase order/service agreement provided.  Additional documentation such as 
specifications, quotes, insurance and contract documents will be maintained in the City 
Clerk’s Office. The City Clerk’s Office will be responsible for updating and reviewing all 
insurance requirements prior to issuing a notice to proceed on the project. 
 

D All construction contracts over $100,000 shall have the final payment approved by 
Council with a resolution along with IC-134 documentation.  The final pay request to 
Council shall be accompanied with a memo outlining the cost overruns or under runs for 
the project.  Approval of the final payment and appropriate Certificate Of Acceptance, 
which may include conditions of approval, shall signify acceptance of the project by the 
City Council. 
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XII. CONSTRUCTION 429 PROJECTS:  

 
Construction Projects under State Statute 429. Contracting for construction projects shall 
comply with MN Statute 429.041. Plans and specifications must be approved by City Council 
prior to advertising for bids on improvement projects over $100,000.  
  

A. Advertising for Improvement Projects: If the estimated cost of the improvement is greater 
than $50,000 but not more than $100,000, then bids shall be advertised in the 
newspaper and such other papers and for such length of time as the Council may deem 
advisable, which shall be not less than 10 days after the first publication. If the estimated 
cost exceeds $100,000, the publication shall be made no less than three weeks before 
the last day for submission of bids once in the newspaper and at least once in either a 
newspaper published in a city of the first class or a trade paper. The advertisement will 
specify the type of work and the time and place the bids are due and when they will be 
publicly opened.  

 
B. Bids: All bids must be accompanied by a bid bond, cash deposit, cashier’s check or 

certified check payable to the City of Newport in the amount of 5 % of the estimated 
cost. In addition to the legal notice, the City must prepare instructions to bidders and 
general specifications for the sealed bids. The improvement will be awarded and a 
written contract executed with the lowest responsible and responsive bidder. The City 
Clerk’s Office will be responsible for updating and reviewing all insurance requirements 
prior issuing a notice to proceed on the project.  After work has been commenced on an 
improvement undertaken pursuant to a contract awarded on a unit price basis the 
council may, without advertising for bids, authorize changes in the contract so as to 
include additional units of work at the same unit price if the cost of the additional work 
does not exceed 20 percent of the original contract price. On Unit Cost Contracts original 
contract price means that figure determined by multiplying the estimated number of units 
required by the unit price. 
 

C. All contracts over $100,000 shall have the final payment approved by Council with a 
resolution along with IC-134 documentation.  The final pay request to Council shall be 
accompanied with a memo outlining the cost overruns or under-runs for the 
project.  Approval of the final payment and appropriate Certificate of Acceptance, which 
may include conditions of approval, shall signify acceptance of the project by the City 
Council. 

 
XIII. PERFORMANCE BONDS:  
 
Performance and payment bonds shall be required from contractors for any works of 
construction as provided in and subject to all the provisions of Statute 574.26 to 574.31 except 
for contracts entered into by an authority for an expenditure less than $50,000, which will follow 
MN Statute 469.015 requirements. 
 
XIV. COOPERATIVE PURCHASING 
  
This policy allows for contracting for the purchase of supplies, materials and equipment without 
regard to the competitive bidding requirements of Statute 471.345 if the purchase is through a 
national municipal association’s purchasing alliance or cooperative created by a joint powers 
agreement that purchases items from more than one source on the basis of competitive bids or 
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competitive quotations per 471.345 sub 15.  Purchases for items such as auto, trucks, etc., 
costing between $15,000 and $50,000 are subject to the approval requirements in Section IX 
and will submit the quote with the invoice for payment. 
 
XV. OUT OF STATE CONTRACTORS  

 
Minnesota Statutes 290.9705. requires that 8 percent of payments made to out-of-state 
contractors be withheld once cumulative payments made to the contractor for work done in 
Minnesota exceed $50,000 in a calendar year, unless an exemption is granted by the 
Department of Revenue. 
 
XVI. NON DISCRIMINATION  

 
Minnesota Statutes Chapter 363 Minnesota Human Rights Act. Requires that all public services 
be operated and contracts awarded in such a manner that does not discriminate against any 
person in the access to, admission to, full utilization of or benefit from such public service. 
 
XVII. PROMPT PAYMENT OF SUBCONTRACTORS  

 
City contracts that involve a prime contractor must require the prime contractor to pay 
subcontractors within ten days of the prime contractor’s receipt of payment from the city for 
undisputed services provided by the subcontractor. The contract must require the prime 
contractor to pay interest of 1.5 percent per month or any part of a month to the subcontractor 
on any undisputed amount not paid on time.  
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CITY OF NEWPORT 
RESERVE FUNDS POLICY 

 
I.  PURPOSE  
 
The purpose of the City’s reserve funds are to provide a stable funding source for expenditures 
that fluctuate significantly each year (i.e., equipment acquisitions and replacements,) to provide 
working capital to maintain a sufficient cash flow, and to maintain a stable or improved credit 
rating. 
 
II. POLICY 
 
The City’s goal is to maintain a General Fund designated reserve balance between 50 percent 
of the General Fund’s current total budgeted expenditures to provide working capital between 
semi-annual property tax settlements.  The fund balance also includes amounts reserved for 
prepaid items and amounts designated for special purposes.  At the end of the fiscal year, any 
undesignated remaining reserves in excess of 50 percent of the next year’s total budgeted 
expenditures will be designated for a specific use or transferred to other funds for the funding of 
future improvement projects or equipment purchases. 
 
Special revenue funds typically do not receive property tax revenues.  Expenditures are limited 
to the resources provided by other revenues.  Unreserved, undesignated fund balances will vary 
depending upon the timing of projects and expenditures, especially in the tax increment 
financing funds. 
 
Typically, the fund balance in a debt service fund will be designated entirely for servicing the 
related debt.  Any fund balance remaining in a debt service fund once the debt is fully retired will 
be transferred to another active debt service fund. 
 
Fund balances in the capital projects funds will vary annually, depending upon the timing of the 
related project(s).  Generally, the City does not plan for an unreserved, undesignated fund 
balance in the capital project funds.  In most cases, available funds will be designated for a 
specific project.  However, due to the various phases involved in establishing a project, funds 
that are not yet legally designated for projects may exist as unreserved and undesignated. 
 
In the enterprise funds, the goal for the fund balance designated for working capital is 25% to 
maintain adequate cash flow for a quarterly billing cycle, particularly in the Utility Fund.  
Retained earnings will vary, depending upon the amount invested in capital assets and 
infrastructure replacement programs.  
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CITY OF NEWPORT 
DEBT MANAGEMENT POLICY 

 
I.  PURPOSE  
 
The following debt management policy should be used to provide the general framework for 
planning and reviewing debt proposals.  City Council recognizes there are no absolute rules or 
easy formulas that can substitute for a thorough review of all information affecting the City’s 
debt position.  Debt decisions should be the result of deliberative consideration of all factors 
involved. 
 
II. GENERAL DEBT POLICY 

A. The City shall seek to maintain and improve its current A1 bond rating so borrowing 
costs are minimized and access to credit is preserved.  It is imperative that the City 
demonstrate to rating agencies, investment bankers, creditors and taxpayers that City 
officials are following a prescribed financial plan.   
 

B. Every bond issue proposal will be accompanied by an analysis of the sources and uses 
of funds for the project to be financed with the bond proceeds and sources of funding for 
the repayment of the bonds.  The analysis will reflect how the new bond will fit with the 
City’s existing debt structure. 

 
C. The City will confine long-term borrowing to capital improvements or projects that cannot 

be funded from operating revenues and/or a reasonable amount of other resources.  The 
City has developed a closed debt service fund which acts as a bridge to internally 
finance construction costs until property owner assessments or other third party 
revenues are received.  Internal financing should significantly reduce the City’s need to 
sell bonds and incur undue interest costs. 

 
D. Bonds will be sold on a competitive basis unless it is in the best interest of the City to 

conduct a negotiated sale.  Competitive sales will be the preferred method.  Negotiated 
sales may occur when selling bonds for a defeasance of existing debt, for current or 
advanced refunding of debt or for other appropriate reasons. 

 
III. TAXPAYER EQUITY 

A. Newport’s property taxpayers and citizens who benefit from projects financed by bonds 
should be the source of the related debt service funding.  This principle of taxpayer 
equity should be a primary consideration in determining the type of projects selected for 
financing through bonds.  Furthermore, the principle of taxpayer equity shall be applied 
for setting rates in determining net revenues for bond coverage ratios. 

 
IV. USES 

A. Acceptable uses of bond proceeds can be viewed as items which can be capitalized.  
Non-capital furnishings and supplies will not be financed from bond proceeds.  
 

B. Bond proceeds should be limited to financing the costs of project planning and design, 
land acquisition, buildings and other permanent structures, attached fixtures, equipment 
acquired as part of the construction project and/or other costs as permitted by law. Utility 
revenue bond proceeds may be used to establish a debt service reserve as allowed by 
State law.  Refunding bond issues designed to restructure currently outstanding debt are 
an acceptable use of bond proceeds. 
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C. The City will not use short term borrowing to finance operating needs except in the case 

of an extreme financial emergency which is beyond its control or reasonable ability to 
forecast.  Recognizing that bond issuance costs add to the total interest costs of 
financing; bond financing should not be used if the aggregate cost of projects to be 
financed by the bond issue does not exceed $1,000,000. 

 
D. The City will not issue “interest only” debt.   

 
V.  DECISION ANALYSIS 

A. Whenever the City is contemplating a possible bond issue, information will be developed 
concerning the following categories commonly used by rating agencies assessing the 
City’s creditworthiness.  The subcategories are representative of the types of items to be 
considered.  This information will be presented by the Finance Director to the City 
Administrator and City Council. 
 

i. Debt Analysis 
1. Debt capacity analysis 
2. Purpose for which debt is issued 
3. Debt structure 
4. Debt burden 
5. Debt history and trends 
6. Adequacy of debt and capital planning 
7. Obsolescence of capital plant 

ii. Financial Analysis 
1. Stability, diversity, and growth rates of tax or other revenue sources 
2. Trend in assessed valuation and collections 
3. Current budget trends 
4. History and long term trends of revenues and expenditures 
5. Fund balance status and trends in operating and debt funds 
6. Cash flow projections 

iii. Economic Analysis 
1. Population and demographics 
2. Economic environment and trends 

B. The City may use the services of qualified internal staff and outside advisors to assist in 
the analysis, evaluation and decision process, including bond counsel and financial 
advisors.  This policy is intended to insure that potential debt complies with all laws and 
regulations, as well as sound financial principles. 

 
VI. DEBT PLANNING 

A. General obligation bond borrowing should be planned and the details of the plan must 
be incorporated in the City’s Five Year Capital Improvement Plan. 
 

B. General obligation bond issues should be included in at least two Capital Improvement 
Plans proceeding the year of the bond sale.  The first inclusion should contain a general 
description of the project, its timing and financial limits; subsequent inclusions should 
become increasingly specific. 
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C. The annual debt levy required by the total of all City debt shall not comprise more than 
15% of annual General Fund operating expenses. 

 
VII. COMMUNICATION AND DISCLOSURE 

A. Financial reporting and disclosure requirements will be fulfilled annually according to the 
disclosure guidelines of the Government Finance Officers Association of the U.S. and 
Canada. 

 
VIII. GENERAL OBLIGATION BONDS 

A. Every project proposed for financing through general obligation debt should be 
accompanied by a full analysis of the future operating and maintenance costs associated 
with the project. 
 

B. Bonds cannot be issued for a longer maturity schedule than a conservative estimate of 
the useful life of the asset to be financed.  The City will attempt to keep the average 
maturity of general obligation bonds at or below 20 years.  

 
C. The City will limit the total of its net (general obligation) direct debt to 1.00% of full 

market value of properties in the City.  
 
IX. REVENUE BONDED DEBT 

A. It will be a long term goal that each utility or enterprise will ensure future capital financing 
needs are met by using a combination of current operating revenues and revenue bond 
financing.   
 

B. Each utility or enterprise should provide adequate debt service coverage.  A specific 
factor is established by the City Council that the net of enterprise revenues and 
expenditures (exclusive of depreciation/amortization) shall be a minimum of 1.25 times 
the annual debt service costs. 

 



City of Newport, Minnesota 
(the “Issuer” or “City”) 

Post-Issuance Tax Compliance Procedures 
For Tax-Exempt Bonds 

Dated: November 1, 2011 
 
I. Purpose 
 
These procedures are adopted by the Issuer to ensure that interest on tax-exempt bonds of the 
Issuer (or “Bonds”) remains excludable from gross income under Section 103 of the Internal 
Revenue Code of 1986, as amended (the “Code”). 
 
These written procedures are intended to formally memorialize certain policies and practices of 
the Issuer previously adopted or followed by the Issuer in connection with its issuance of Bonds.  
The Issuer reserves the right to use its discretion as necessary and appropriate to make 
exceptions to these procedures as facts and circumstances warrant. 
 
II. Expenditure/Use of Bond Proceeds 
 

A. Expenditure of Bond proceeds will be regularly reviewed by the City Administrator and/or 
Accounting Department for consistency with the Bond documents, including any Bond 
Resolution or Trust Indenture and the Issuer’s Tax Certificate. 
 

B. The Issuer’s Accounting Department has separately established a form and procedures 
for preparation and review requests for Bond proceeds as part of its accounting system. 

 
C. Requests must identify the Bond-financed property in conformity with the Issuer’s Tax 

Certificate executed at closing of the Bonds, including the character of the Bond-
financed property.  Such information is contained as part of the Issuer’s accounting 
system. 

 
D. None of the proceeds of the Bonds will be used to reimburse the Issuer for costs paid 

prior to the date of issuance of the Bonds unless the Issuer shall have fully complied with 
Section 1.150-2 of the Treasury Regulations with respect to such reimbursed amounts, 
which section is summarized in Exhibit A

 
 hereto. 

E. Staff costs may be financed with Bond proceeds only to the extent that they are properly 
capitalized as a cost of a capital project under generally accepted accounting principles 
and federal tax law. 

 
F. Requests for expenditures will be summarized in a “final allocation” of Bond proceeds to 

uses not later than 18 months after the in-service date of the Bond-financed property 
(and in any event not later than 5 years and 60 days after the issuance of the Bonds and 
not later than 60 days after earlier retirement of the issue) in a manner consistent with 
the Code and Treasury Regulations and the applicable Tax Certificate. 

 
G. Expenditure of proceeds of the Bonds will be measured against the Issuer’s Tax 

Certificate expectation to spend or commit 5% of net sale proceeds within 6 months, to 
spend 85% of net sale proceeds within 3 years, and to proceed with due diligence to 
complete the capital project and fully spend the net sale and investment proceeds.  In 
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the event that exceptions under the Code are not met, calculations of rebate liability will 
be performed or caused to be performed by as provided herein. 

 
H. If there are any Bond proceeds remaining other than in a reserve or debt service fund 

established pursuant to the Bond Resolution or Trust Indenture after completion of the 
project, such proceeds shall be applied in a manner consistent with the applicable Bond 
Resolution or Trust Indenture and Tax Certificate or pursuant to advice from Bond 
Counsel.   

 
I. [In the event that Bond proceeds are to be used to make a grant to an unrelated party, a 

grant agreement will be reviewed prior to execution for compliance with the Code.  Such 
agreement will be approved by the City Administrator, with advice or consent of Bond 
Counsel, as necessary.  The repayment of any portion of a grant by the grantee shall be 
treated as unspent Bond proceeds.] 

 
J. [In the event that Bond proceeds are to be loaned to a conduit borrower, such conduit 

borrower will be required to agree to all terms of the Tax Certificate and provide 
evidence of post-issuance tax compliance procedures deemed adequate and consistent 
with those set forth herein; and all such obligations for post-issuance tax compliance 
shall be assumed by such conduit borrower.  The City Administrator shall be the primary 
for all conduit borrowers and related compliance matters.]  

 
III. Use of Bond-Financed Property 
 

A. Use of Bond-financed property when completed and placed in service will be reviewed 
by the Public Works Superintendent, who shall be trained regarding restrictions on the 
use of Bond proceeds and facilities financed thereby and instructed to consult with the 
City Administrator regarding any third-party contract concerning use of the facilities, 
including without limitation leases, use, management or service contracts, and research 
contracts.   
 

B. Upon issuance of Bonds, there shall be no expectation that the Bond-financed property 
will be sold or otherwise disposed of by the Issuer during the term of the Bonds, except 
for replacement due to normal wear and tear or obsolescence. 

 
C. Agreements with third parties for lease, use, management, or any other service 

agreement or research contract with respect to, or non-governmental use in respect of, 
Bond-financed property will be reviewed prior to execution for compliance with the Code. 
Such agreement will be approved by the City Administrator, who will be responsible for 
determining whether the proposed agreement (1) results in private business use of the 
facilities, and (2) if applicable, meets the compensation, term and other requirements 
under Revenue Procedures 97-13 (included as Exhibit B

 

) and 2007-47; all upon advice 
of Bond Counsel, as necessary. 

D. No item of Bond-financed property will be sold or transferred by the Issuer without 
approval of the City Administrator, who shall seek advice of Bond Counsel, to provide 
guidance as to “remedial action” that may be required under the applicable Treasury 
Regulations if Bonds financing such property remain outstanding as of the date of sale 
or transfer of such property.  Remedial action is summarized in Exhibit C

 
 hereto. 
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E. The Issuer acknowledges that any sale, transfer, change in use, or change in users of 
the Bond-financed property may require remedial action, as previously described, or 
resolution pursuant to the IRS Voluntary Closing Agreement Program (or “VCAP”) to 
assist in resolving violations of the federal tax laws applicable to the Bonds. 

 
IV. Investments 
 

A. Investment of Bond proceeds in compliance with the arbitrage and rebate requirements 
of the Code and applicable Treasury Regulations will be managed and supervised by the 
Accounting Department, with the advice of outside consultants, as needed. 
 

B. Guaranteed investment contracts (“GICs”) will be purchased according to the fair market 
value provisions of applicable Treasury Regulations, including bid requirements and fee 
limitations.   

 
C. Calculations of rebate liability will be performed by outside consultants and reviewed by 

the Accounting Department.  Such calculations shall be made annually, as necessary, 
and prior to each 5 year anniversary of the date of issue of the Bonds. 

 
D. Upon final expenditure of the gross proceeds of Bonds, and in any event promptly 

following the fifth anniversary of the date of issuance of the Bonds or earlier retirement of 
the Bonds, the Accounting Department will consult a qualified professional to prepare a 
spending exception report or an arbitrage rebate computation (as applicable) for the 
issue of Bonds.   

 
E. Rebate payments, as required based upon the advice of a qualified professional, will be 

made with Form 8038-T no later than 60 days after (a) each fifth anniversary of the date 
of issuance of the Bonds and (b) the final retirement of the Bond issue.  

 
V. Record Management and Retention 
 

A. Management and retention of records related to Bond issues will be supervised by the 
City Administrator. 
 

B. Records for Bonds will be retained for not less than the life of the Bonds, plus any 
refunding bonds, plus three years.  Such records may be in the form of documents or 
electronic copies of documents, appropriately indexed to specific Bond issues and 
compliance functions. 

 
C. Retainable records pertaining to Bond issuance shall include a transcript of documents 

executed in connection with the issuance of the Bonds and any amendments; and 
copies of rebate calculations and records of payments, including Forms 8038-T. 

 
D. Retainable records pertaining to expenditures of Bond proceeds include requisitions; 

trustee statements, if applicable; and final allocation of proceeds. 
 

E. Retainable records pertaining to use of Bond-financed property include all third-party 
contracts concerning use of the facilities, including (without limitation) leases, use, 
management or service contracts, and research contracts. 
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F. Retainable records pertaining to investments include GIC documents under the Treasury 
Regulations, records of purchase and sale of other investments, and records of 
investment activity sufficient to permit calculation of arbitrage rebate or demonstration 
that no rebate is due. 
 

VI. Overall Responsibility 
 

A. Overall administration and coordination of this policy and the procedures set forth herein 
are the responsibility of the City Administrator. 
 

B. Review of compliance with this policy and the procedures set forth herein shall be 
undertaken periodically, and in any event, not less than annually.   

 
C. The Issuer understands that failure to comply with these policies and procedures could 

result in the retroactive loss of the exclusion of interest on Bonds from federal gross and 
Minnesota taxable net income; and, thus, it would be advisable to consult with Bond 
Counsel in advance regarding deviations from the facts and expectations as set forth in 
the closing certifications relating to any issue of Bonds. 

 
D. Any violations or potential violations of federal tax requirements shall promptly be 

reported to the City Administrator, and the City Administrator will engage qualified 
consultants and bond counsel to further investigate potential violations or undertake 
appropriate remedial actions, which actions shall be approved by the governing body of 
the Issuer.  
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REIMBURSEMENT BOND SUMMARY 
EXHIBIT A 

 
Following is a general summary of the requirements relating to bonds that are issued to 
reimburse expenditures that were paid prior to the date of issuance of bonds (“Reimbursement 
Bonds”). 
 
Reimbursement Bond proceeds cannot be used to reimburse expenditures paid more than 60 
days prior to the adoption of the declaration of official intent/reimbursement resolution, which 
must contain:  
 

• a general functional description of the property to which the reimbursement relates or

• the maximum principal amount of debt to be issued.   

 an 
identification of the fund or account from which the expenditure is to be paid and a 
general functional description of the purposes of such fund or account; and  

.   
Reimbursement Bonds must be issued not later than 18 months after the later of (i) the date on 
which the original expenditure is paid, or (ii) the date on which the property is placed in service, 
but in any case not more than three years after the date on which the original expenditure is 
paid.  If possible, actual reimbursement should be made within 30 days of the date of issuance 
of the Reimbursement Bonds.  
 
Note that there are exceptions for “de minimis” amounts (not in excess of the lesser of $100,000 
or 5% of proceeds of the issue) and for “preliminary expenditures” (such as architectural, 
engineering, surveying, soil testing and similar costs and costs of issuance), so long as such 
preliminary expenditures do not exceed 20% of the aggregate issue price.   
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SUMMARY OF REVENUE PROCEDURE 97-13 
EXHIBIT B 

 

 
Background 

A management, service or incentive payment contract with a private service provider with 
respect to tax exempt bond-financed property may result in private business use of that 
property, based on all facts and circumstances.  None of the compensation may be based on a 
share of net profits.   
 
Revenue Procedure 97-13 establishes conditions under which a management contract 
generally does not result in private business use.  Issuers and bond counsel typically attempt to 
satisfy, or substantially satisfy, one of these “safe harbors” because of uncertainty as to the 
treatment of nonconforming contracts.  Below is a brief summary of the provisions of Rev. Proc. 
93-17, as modified by Rev. Proc. 2001-39. 
 
Rev. Proc. 93-17 establishes conditions based on (1) the compensation arrangements and the 
term of the agreement, and (2) whether the service provider has any role or relationship with the 
“qualified user”1

 

 that substantially limits the qualified user’s ability to exercise its rights under the 
contract.   

  
General Rules 

In all events, the contract must provide for reasonable compensation for services rendered, with 
no compensation based, in whole or in part, on a share of net profits from the operation of the 
facility.  Reimbursement of the service provider for actual and direct expenses paid by the 
service provider to unrelated parties is not by itself treated as compensation.  
  
The compensation, with the percentage determined by the term of the contract, subject to 
additional conditions, as described under “Compensation Safe Harbors” below, generally may 
be computed by: 
  

A. a periodic fixed fee, which is a stated dollar amount for a specified period of time2

 
; 

B. a percentage fee

 

, which is a percentage of gross revenues (or adjusted gross revenues) 
of the facility or a percentage of expenses of the facility, but not both; 

C. a capitation fee, which is a fixed periodic amount for each person for whom the service 
provider or the qualified user assumes the responsibility to provide all needed services 
for a specified period so long as the quantity and type of services actually provided to 
covered persons varies substantially3

                                                 
1  A “qualified user” of the financed property is a state or local governmental unit (or instrumentality thereof) or a 501(c)(3) 

organization if the financed property is not used in an unrelated trade or business under section 513(a) of the Internal Revenue 
Code.   

;  

2  A periodic fixed fee may include an automatic increase based on a specific, objective, external standard that is not linked to the 
output or efficiency of the facility in question. 

3  A capitation fee may include an automatic increase based on a specified, objective, external standard that is not linked to the 
output or efficiency of the facility.  A capitation fee may also include a variable component of up to 20 percent of the total 
capitation fee designed to protect the service provider against risks such as catastrophic loss.  
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D. a per-unit fee, which is a fee based on a unit of service specified in the contract or 

otherwise specifically determined by an independent third party or the qualified user4

 
;  or 

E. a productivity reward

 

 equal to a stated dollar amount based on increases or decreases 
in gross revenues (or adjusted gross revenues), or reductions in total expenses (but not 
both increases in gross revenues (or adjusted gross revenues) and reductions in total 
expenses) in any annual period during the term of the contract. 

The service provider must not have any role or relationship with the qualified user that, in effect, 
substantially limits the qualified user’s ability to exercise its rights, including cancellation rights, 
under the contract based on all facts and circumstances.  The relationship does not

  

 limit the 
qualified user’s ability to exercise its rights if the following conditions are satisfied: (1) not more 
than 20 percent of the voting power of the governing body of the qualified user in the aggregate 
is vested in the service provider and its directors, officers, shareholders, and employees, (2) 
overlapping board members do not include the chief executive officers of the service provider or 
its governing body or the qualified user or its governing body, and (3) the qualified user and the 
service provider are not related parties.  

 
COMPENSATION SAFE HARBORS 

A management contract generally will not result in private business use if the compensation 
arrangement meets the criteria in one of the following categories: 
 
50% Periodic Fixed Fee Contracts  

• At least 50 percent of the compensation for services for each annual period during the 
term of the contract is based on a periodic fixed fee; 

• the term of the contract, including all renewal options5

• the contract is terminable by the qualified user of the facility on reasonable notice, 
without penalty or cause, at the end of the third year of the contract term. 

 in favor of the service provider, 
does not exceed 5 years; and  

 
80% Periodic Fixed Fee Contracts   

• At least 80 percent of the compensation for services for each annual period during the 
term of the contract is based on a periodic fixed fee; and 

• the term of the contract, including all renewal options in favor of the service provider, 
does not exceed the lesser of 80 percent of the reasonably expected useful life of the 
financed property and 10 years.  
 

For purposes of this safe harbor (but not the 50% periodic fixed fee safe harbor), a one-time 
incentive award during the term of the contract under which compensation automatically 
increases by a single, stated dollar amount when a gross revenue or expense target (but not 
both) is reached may be considered part of a fixed fee arrangement. 
 
95% Periodic Fixed Fee Contracts 
                                                 
4  A periodic fee may include an automatic increase based on a specified, objective, external standard that is not linked to the 

output or efficiency of the facility.  

5  A provision under which a contract is automatically renewed absent cancellation by either party is not a renewal option (even if 
it is expected to be renewed).   
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• At least 95 percent of the compensation for services for each annual period during the 
term of the contract is based on a periodic fixed fee; and 

• the term of the contract, including all renewal options in favor of the service provider, 
does not exceed the lesser of 80 percent of the reasonably expected useful life of the 
financed property and 15 years.   
 

For purposes of this safe harbor (but not the 50% periodic fixed fee safe harbor), a one-time 
incentive award during the term of the contract under which compensation automatically 
increases by a single, stated dollar amount when a gross revenue or expense target (but not 
both) is reached may be considered part of a fixed fee arrangement. 
 
Capitation Fee Contracts (with or without fixed fees)   

• All of the compensation for services is based on a capitation fee or a combination of a 
capitation fee and a periodic fixed fee; 

• the term of the contract, including all renewal options in favor of the service provider, 
does not exceed 5 years; and  

• the contract is terminable by the qualified user of the facility on reasonable notice, 
without penalty or cause, at the end of the third year of the contract term.  

 
Per-unit Fee Contracts (with or without fixed fees) 

• All of the compensation for services is based on a per-unit fee or a combination of a per-
unit fee and a periodic fixed fee; 

• the term of the contract, including all renewal options in favor of the service provider, 
does not exceed 3 years; and  

• the contract is terminable by the qualified user of the facility on reasonable notice, 
without penalty or cause, at the end of the second year of the contract term.  

 
Percentage of Revenue or Expenses 

• All the compensation for services is based on a percentage of fees charged or a 
combination of a per-unit fee and a percentage of revenue or expense fee;  

• the term of the contract, including all renewal options in favor of the service provider, 
does not exceed 2 years; and  

• the contract is terminable by the qualified user of the facility on reasonable notice, 
without penalty or cause, at the end of the first year of the contract term. 
 

During the start-up period, however, compensation may be based on a percentage of either 
gross revenues, adjusted gross revenues, or expenses of a facility. The contract must be 
terminable by the qualified user on reasonable notice, without penalty or cause, at the end of 
the first year of the contract term. This safe harbor applies only to contracts under which the 
service provider primarily provides services to third parties and management contracts involving 
a facility during an initial start-up period for which there have been insufficient operations to 
establish a reasonable estimate of the amount of the annual gross revenues and expenses (for 
example, a contract for general management services for the first year of operations).  
 

  
Revision of Compensation Arrangements 

Please note that if the compensation arrangements of a management contract are materially 
revised, the compensation arrangements are “retested” as of the date of the material revision, 
and the management contract is treated as one that was newly entered into as of the date of the 
material revision.  
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REMEDIAL PROVISIONS APPLICABLE TO BONDS 
EXHIBIT C 

 
The Issuer acknowledges that any deliberate action by the Issuer after Bond issuance that 
results in a satisfaction of the private business tests or the private loan test will result in private 
activity bond status unless one or more qualifying remedial actions are taken by the Issuer.  
Specifically, Treasury Regulations provide that actions are not treated as deliberate actions if 
(A) five conditional requirements are met, and (B) one of three remedial actions is taken, with 
respect to the disposition proceeds and nonqualified bonds∗

 
: 

CONDITIONAL REQUIREMENTS 
 

1. Reasonable Expectations – The issuer reasonably expected on the issue date that it 
would not meet the private business tests or the private loan test for the whole term of 
the bonds; and  

 
2. Reasonable Bond Maturity – The term of the issue must not be unreasonably long; this 

requirement is met if the weighted average maturity of the bond issue is not greater than 
120% of the expected economic life of the property financed; and  

 
3. Fair Market Value Consideration – The terms of any agreement (relating to satisfaction 

of a private activity bond test) must be bona fide and at arm’s-length, and the new user 
must pay a fair market value consideration for the use of the bond-financed property; 
and 

 
4. Disposition Proceeds Are Gross Proceeds – The Issuer must treat any disposition 

proceeds as gross proceeds subject to arbitrage/rebate restrictions; and 
 

5. Proceeds Spent for Authorized Purpose – Except as described with respect to 
redemption and defeasance options below, prior to deliberate actions, the affected 
proceeds must have been spent for the authorized purposes under the applicable bond 
documents.  

 
REMEDIAL ACTIONS – Under Treasury Regulations, Sections 1.141-12(d), (e) and (f):  
 

1. Redemption of Non-Qualified Bonds – Under the general rule, all nonqualified bonds of 
the issue must be redeemed. Tax-exempt bond proceeds (i.e., refunding bond proceeds) 
cannot be used unless the tax-exempt bonds are qualified bonds, taking into account the 
purchaser’s use of the facility. The bonds must be redeemed within 90 days of the date 
of the deliberate action or a defeasance escrow for the bonds must be established within 
such 90-day period. Special rules apply to transfers exclusively for cash and to 
defeasance escrows.   

 
2. Alternative Use of Disposition Proceeds –  To meet this requirement, all disposition 

proceeds must be in cash, the issuer must reasonably expect to expend the proceeds 
within 2 years, the new use must not meet the private business tests or the private loan 

                                                 
∗  The portion of the outstanding bonds in an amount that, if the remaining bonds were issued on the date on which the deliberate 

action occurs, the remaining bonds would not satisfy the private business use test or the private loan financing test, as 
applicable.  The amount of private business use is the highest percentage of business use in any one-year period, 
commencing with the deliberate action 
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test (and the issuer cannot take any action subsequent to the date of the deliberate 
action to cause the tests to be met), and any unused proceeds must satisfy the 
redemption requirement in the preceding paragraph.  

 
3. Alternative Use of Facility –  This remedial action is satisfied if the bond-financed 

property itself (as distinguished from the proceeds of the issue) is used in an alternative 
manner (e.g., for a different purpose or by a different person); the nonqualified bonds are 
treated as reissued on the date of the deliberate action and  independently meet all of 
the requirements for tax exemption under Sections 141 through 150 of the Code, except 
the arbitrage and rebate rules of Section 148, for the remaining term of the nonqualified 
bonds; the deliberate action does not involve a transfer of the property to a purchaser 
that finances the acquisition with the proceeds of another issue of tax-exempt bonds; 
and any disposition proceeds, other than those arising from an agreement to provide 
services, resulting from the deliberate action are used to pay debt service on the bonds 
on the next available payment date or escrowed within 90 days of receipt and yield 
restricted to pay debt service on the next available payment date. 

 
The above is only a brief summary of remedial actions, and additional special rules may be 
applicable.  As provided in the Issuer’s Compliance Procedures for Tax-Exempt Bonds, the City 
Administrator shall seek advice of Bond Counsel as necessary to provide guidance as to 
“remedial action” that may be required under the applicable Treasury Regulations.   
  
The Commissioner of the IRS may, by publication, provide for additional remedial actions.  In 
addition, the IRS provides a program in which issuers/borrowers which cannot meet a listed 
remedial action can enter into a closing agreement with the IRS to avoid private activity bond 
status. The closing agreement program includes several conditions, including providing for the 
redemption of the bonds and paying the IRS an amount based on an assumption that the non-
qualified bonds are taxable from the date of the subsequent act until they are redeemed. 
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CITY OF NEPWORT 
INTERNAL CONTROLS PROCEDURE 

 
I.  PURPOSE 
 
The City of Newport seeks to balance its internal accounting control in such a way as to ensure 
public confidence and maintain the integrity of its financial systems and assets, without unduly 
inhibiting the ability to efficiently carry out its mission. 
 
II. CASH DISBURSEMENTS 
 

A. Goal 
 
The goal in establishing an internal control system for cash disbursements is to safeguard 
the assets of the city and ensure an appropriate level of fiduciary responsibility. 
 
B. Objective   
 
The objective in meeting this goal is to ensure that cash is disbursed only upon proper 
authorization of management for valid governmental purposes, and that all disbursements 
are properly recorded. 
 
C. Procedures 

 
1. Segregation of Duties.

 

  No financial transaction shall be handled by only one 
person from beginning to end. 

a. Payment of all claims shall be authorized by the appropriate department 
supervisor, the City Administrator, and the City Council.  ACH and wire transfers 
shall be processed by the Accountant/Bookkeeper with authorization from the 
City Administrator. 

 
b. Payments shall be coded by the appropriate department supervisor or the 

Accountant/Bookkeeper. 
 
c. Payments shall be recorded by the Accountant/Bookkeeper and presented to the 

City Administrator for accuracy and completeness. 
 
d. All checks shall be stamped with the signatures of the Mayor and City 

Administrator by the City Administrator.  In the absence of the City Administrator, 
the Accountant/Bookkeeper can authorize the signatures of the Mayor and City 
Administrator to be stamped on the checks.  All checks shall require two 
signatures. 

 
e. Financial reports and bank reconciliations shall be prepared by the 

Accountant/Bookkeeper and presented to the City Administrator for review on a 
monthly basis.   

 
f. Properly signed and approved checks shall be mailed by the 

Accountant/Bookkeeper or the Executive Analyst. 
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2. Accounting Controls.
 

  The following common internal controls relate to paying bills: 

a. All disbursements, except those from petty cash, will be made by pre-numbered 
check or by authorized ACH withdrawals from designated accounts. 

 
b. It is not permissible to draw checks payable to Cash. 
 
c. Under no circumstances will blank checks be signed in advance.  A 

disbursement voucher shall be prepared for each invoice or request for 
reimbursement that details the date, the payee, the amount, description of 
expense account to be charged, authorization signature or initials, and be 
accompanied with related source documents. 

 
d. Expenditures must be approved in advance by authorized persons. 
 
e. All signed checks shall be mailed promptly by the Accountant/Bookkeeper or 

Executive Analyst. 
 
f. The individuals authorized to sign the checks shall review each cash 

disbursement voucher for the proper approved authorization and supporting 
documentation of the expense. 

 
g. Paid invoices will have the check stub attached. 
 
h. Invoices and requests for reimbursement will be checked for accuracy and 

reasonableness before approval. 
 
i. A cash disbursement journal will be prepared that details the date of the check, 

check number, amount of check, and description of expense account to be 
charged. 

 
j. Unpaid invoices shall be maintained in an unpaid invoice file by the 

Accountant/Bookkeeper. 
 
k. Advance payments to employees or vendors shall be recorded as receivables in 

the general ledger. 
 
l. Expense reports for travel related expenses shall be submitted on a timely basis. 
 
m. Checks by which claims are paid shall have printed on the reverse side, above 

the space for endorsement: “The undersigned payee, in endorsing this check 
order, declares that the same is received in payment of a just and correct claim 
against the City of Newport, and that no part of such CLAIM has heretofore been 
paid.” 

 
n. In accordance with M.S. 471.425, subd. 2, claims of the city shall be paid within 

35 days from the date of receipt, or as otherwise stipulated by the terms of a 
contract.  Claims not paid with this time frame will be subject to penalty and 
interest charges assessed by the vendor, as provided for in M.S. 471.425, subd. 
4. 
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o. Disallowed claims shall be so marked and kept in a file for an appropriate time 
period. 

 
p. Credit card purchases shall not be allowed except as legally provided under M.S. 

471.382 and by authorization of the City Council. 
 

III. PETTY CASH FUND 
 

A. Goal   
 

The goal in establishing an internal control system for Petty Cash Fund is to safeguard the 
assets of the city and ensure an appropriate level of fiduciary responsibility. 

 
B. Objective 

 
The objective in meeting this goal is to provide guidelines for use, safekeeping and reporting 
standards of the Petty Cash Fund, while allowing for small purchases or reimbursements to 
be made from the Petty Cash Fund. 

 
C. Procedures 

 
1. Segregation of Duties.

 

  The Petty Cash Fund is available to staff to make small 
purchases or reimbursements, in cash, for items such as stamps, office supplies, 
parking, etc. The following guidelines shall apply: 

a. The Executive Analyst shall be the custodian of the Petty Cash Fund and is the 
person to make disbursements from the fund.  In the absence of the Executive 
Analyst, the Accountant/Bookkeeper will have limited authority to disburse petty 
cash funds. 

 
b. The custodian of the Petty Cash Fund shall be responsible for reconciling the 

fund on a quarterly basis at a minimum. 
 
c. The Accountant/Bookkeeper shall make the appropriate entries to record the 

expenses and arrange for replenishment of the Petty Cash Fund. 
 
d. The Executive Analyst must approve all withdrawals from the Petty Cash Fund. 

 
2. Accounting Controls.

 

  The following guidelines will govern the use and keeping of 
the Petty Cash Fund: 

a. The Petty Cash Fund will not exceed the amount of $75. 
 
b. The Petty Cash Fund will be kept by the Executive Analyst in a locked box.  The 

locked box shall be kept in a secure place.  
 
c. Withdrawals from the Petty Cash Fund will be made only by completing a Petty 

Cash Voucher.  The voucher must state the date and amount of the withdrawal, 
the reason the cash was withdrawn, the expenditure account to which the 
expense should be charged, and the name and signature of the person receiving 
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the cash.  The voucher shall also contain the signature of the Executive Analyst 
approving the withdrawal. 

 
d. Supporting documentation (receipts, invoices) must be attached to each Petty 

Cash Voucher. 
 
e. Unannounced counts of petty cash and change will be made on occasion by the 

Finance Officer. 
 
f. No staff member shall be allowed to cash personal checks, including paychecks, 

in the petty cash or change funds of the city. 
 
g. Under no circumstances shall staff members be permitted to borrow from petty 

cash or change funds for personal use. 
 
IV. CASH RECEIPTS 
 

A. Goal   
 

The goal in establishing an internal control system for cash receipts is to safeguard the 
assets of the city and ensure an appropriate level of fiduciary responsibility. 

 
B. Objective   

 
The objective in meeting this goal is to ensure that all cash intended for the city is received, 
promptly deposited, properly recorded, reconciled, and kept under adequate security. 

 
C. Procedures 

 
1. Segregation of Duties.

 

  No financial transaction shall be handled by only one 
person from beginning to end. 

a. The Executive Analyst will be responsible for receiving cash payments to the city, 
whether by mail or in person.  In the absence of the Executive Analyst, the 
Accountant/Bookkeeper or City Administrator may receive cash payments. 

 
b. The Executive Analyst will be responsible for reconciling the receipts for deposit 

on a daily basis. 
 
c. The Executive Analyst will prepare the bank deposit. 
 
d. A Newport Police officer will deposit the funds at the bank. 
 
e. The Accountant/Bookkeeper or the Executive Analyst will record Utility Billing 

receipts and post the revenue to the general ledger. The Accountant/Bookkeeper 
will record all other cash receipts in the general ledger. 

 
f. Financial reports and bank reconciliations shall be prepared by the 

Accountant/Bookkeeper and presented to the City Administrator for review on a 
monthly basis. 
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g. Invoices for city services shall be prepared by the Executive Analyst.  An 
accounts receivable register for utility billing will be maintained by the 
Accountant/Bookkeeper. 

 
2. Accounting Controls.
 

  The following internal controls relate to cash receipts: 

a. All payments to the City shall be accompanied by numbered cash receipt, stating 
the date of the receipt, the amount of the receipt, a description of the item or 
service being paid for, and a description of the revenue account the revenue 
should be allocated to. The receipt shall indicate whether the payment is cash or 
check. For payments made by check, the check number will be included on the 
receipt. Cash shall be deposited in the City’s bank account.  

 
b. Cash Receipts shall be kept in a in a secure place until deposit. 
 
c. Cash receipts shall be reconciled on a daily basis by the designated staff person.  

Any discrepancies shall be reported immediately to the City Administrator. 
 
d. ACH deposits into the City’s account will be recorded by the 

Accountant/Bookkeeper. 
 

V.   CREDIT CARDS 
 

A.  
 

Authorized Users and Procedures 

1. The City Administrator is responsible for assignment and designation of credit 
cards or purchasing cards to certain departments to allow for more efficient 
purchasing and to make purchases at businesses that do not offer open 
accounts. 

2. The City Administrator, Department Heads and Lead Staff are issued and 
authorized to use a corporate credit card and/or purchasing card to procure 
goods and services on behalf of the City of Newport as authorized by the City 
Council. The City Administrator may authorize employees to use a credit card on 
the City’s behalf. 

3. The cards may only be used for city-related purchases pursuant to the adopted 
budget. The corporate credit card or purchasing card is not intended to replace or 
circumvent the City’s Purchasing Policy. 

4. Each card holder will be responsible for maintaining accurate and complete 
records. Use of city credit cards for personal purchases is strictly prohibited. A 
receipt, or other documentation, of each purchase must be retained and given to 
the Accountant. 

5. The City Administrator or a designee will be responsible for development and 
administration of credit card and purchasing card procedures. 

 
VI.  CHARGE ACCOUNTS 
 

A. 
 
Authorized Users and Procedures 

1. In certain situations, it may be advantageous to use charge accounts with local 
businesses and vendors which allow authorized employees to purchase goods 
and services with periodic (usually monthly) billing to the City. Employees must 



6 
 

sign sales slips or other vendor documentation at the time of the sale and submit 
documentation to their supervisor. 

 
VII. DISCIPLINARY ACTION 
 
Any employee violating this policy may be subject to disciplinary action.  



 

MEMO 
TO: Newport City Council   

FROM: Brian J. Anderson, City Administrator   

DATE: October 29, 2012 

SUBJECT: Budget Work Session 2013  
 
 
At its August 16th Budget Workshop, staff presented to Council the DRAFT 2013 General Fund Budget 
and Financial Management Plan.  From the discussions it was clear to staff that Council was interested in 
holding taxes flat so the median home’s homeowner of $145,100 would not see an increase in 2013.  
Therefore, staff has revised the Financial Management Plan to reflect a no tax increase to the median 
home price for the next five years.    
 
One goal staff had for 2012 was to create a five year Financial Management Plan that incorporates all of 
the City’s CIP’s, debt service levies, special levies, along with other pertinent information.  Therefore, 
staff, along with assistance of Ehlers and Assoc., has prepared a Draft 2013 General Fund Budget and 
placed it in the larger context of a five year Financial Management Plan.  The proposed budget includes a 
number of long-term financial goals for the City while keeping the taxes on the median homeowner flat 
for the next five years.  The financial model includes all of the following long-term goals for the City: 
 

• Holds Expenses relatively steady over the next five years 
• Funds the $3.08m Pavement Management CIP that addresses the City’s major street 

reconstruction projects through 2017.  In addition, the City will continue its routine crack fill and 
sealcoat street maintenance.    

• Funds the EDA fund over the next five years to assist in redevelopment.   
• Funds the Parks Fund CIP that addresses major park improvements including: 

o A 45’ gazebo up at Bailey School Forest. 
o New Sport Court for one tennis court and one full basketball court up at Loveland Park. 
o Repair warming house, lighting for skating, fencing for backstops, among other items up 

at Loveland Park.  
o Asphalt the hockey rink at Lions Park to be used for additional uses such as a skate park. 
o Allows for additional funds to be used for the development of the Mississippi access 

points. 
• Funds the Equipment Fund CIP which addresses all of the City’s equipment needs. 
• Funds the Building Fund CIP which addresses all of the City’s building needs. 
• The plan puts in a “visionary” place holder of $2.7m that can be used for redevelopment along 

Hastings Ave. or some other public improvement.  
• The proposal accounts for development projects that were previously discussed by the City.  
• Improves the Fund Balance to Expenditure Ratio to 49.3% for 2013 and sets it on a path to 

remain there for the next five years, which improves the City of Newport s chances of increasing 
its bond rating. 
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Safeguards to the financial plan include: 
• Revenues on non-property tax revenues are projected to increase only 1% while expenditures are 

projected to increase 2%. 
• The market value in the proposal does not show an increase, so when the market value does 

increase it will reduce the amount owed by each homeowner and business.   
• The amount of funds being transferred from the General Fund into the EDA Fund can be 

reduced.  
• The LGA is slated to decrease in the budget but if it doesn’t, then additional funds will remain in 

the budget.   
 
Please find attached a copy of the Financial Management Plan, Draft 2013 General Fund Budget, Draft 
2013 Enterprise Funds, and Draft CIP’s.  Please feel free to contact me with questions.  
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