AGENDA
HARMONY CITY COUNCIL
REGULAR MEETING

April 14, 2020 Gymnasium
7:00 P.M. Community Center

Call to Order
Roll Call
Public Forum
Public Hearing
Board of Appeals
2019 Audit Report
2020 Street Project
Consent Agenda
a. Minutes
b. Claims
c. Administrator's Report
d. Financial Report
e.CD
f. Audit
9. Old Business
10.New Business
11. Reports
a. Utility Committee
b. Building & Maintenance Report
c. EDA Report
d. Park Board
e. Library Board
f. Arts Board
12 Adjourn
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BACKGROUND INFORMATION
HARMONY CITY COUNCIL
REGULAR MEETING

April 14, 2020 Gymnasium
7:00 P.M. Community Center

Call to Order
Roll Call
Public Forum
Public Hearing
a. To apply for a USDA Rural Development Grant to purchase a
motorized Lift and Cot for the Harmony Ambulance
Board of Appeals
2019 Audit Report-Zoom Presentation by Tom Olinger, Abdo, Eick, & Meyers
2020 Street Project Bonding-Mike Bubany
Consent Agenda
a. Minutes to March 24, 2020 Special Meeting
b. Claims
i. Cash in CD #44188
1. Purchase approval of fireworks for 125th/4th of July Celebration
c. Approve 2020 Ambulance Subsidy Contract with Fillmore County
d. Approve Lawful Gambling at Pam’s Liquor
e. City Administrator’s Employment Agreement
f. Consider approval of City Audit
9. Old Business
10. New Business
11. Reports
a. Utility Committee
b. Building & Maintenance
c. EDA Board
d. Park Board
e. Library Board
f. Arts Board
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12.Adjourn



MARCH 24, 2020 SPECIAL MEETING HARMONY CITY COUNCIL

A Special meeting of the Harmony City Council was called to order by Mayor Steve Donney at
5:00 PM. Present were Mayor Donney, Councilmembers Steve Sagen, Debbie Swenson and
Tony Webber; Administrator Joel Dhein, Corey Whalen, Terry Bigalk, Brian Michel, Jerome
Illg, Chris Johnson, Melissa VanderPlas and Eileen Schansberg (who arrived at 6:30 p.m.).
Absent was Councilor Lynn Mensink.

CONSENT AGENDA:
Motion by Sagen and seconded by Swenson to approve the Consent Agenda which
consisted of the Minutes to the 10™ meeting. All present voting yes. Absent was Mensink.
Motion carried.

WWTP SERVICES:
Mayor Donney presented a revised employment agreement with Chris Johnson for
wastewater treatment plant services. Motion by Sagen, second by Swenson to approve
agreement as presented. All present voting yes. Absent was Mensink. Motion carried.

2020 STREET AND UTILITY IMPROVEMENTS:
City Engineer Brett Grabau presented information on the bids received for this project.
Four bids were received with the low bid of $1,666,629.00 by Generation X
Construction, LLC being the lowest responsible bidder. Motion by Sagen, second by
Swenson to adopt resolution 20-09 RESOLUTION ACCEPTING BID. All present
voting yes. Absent was Mensink. Motion carried.

FIREFIGHTER STATUE INVOICES:
Two invoices were presented to the city council for payment on the firefighter statue.
The first invoice in the amount of $20,000 to be paid immediately and the second invoice
in the amount of $10,000 to be paid upon satisfactory completion of the installation.
Motion by Webber to approve invoices as presented, second by Swenson. All present
voting yes. Absent was Mensink. Motion carried.

AMBULANCE GRANT APPLICATION:
Motion by Swenson, second by Sagen to authorize the ambulance service to apply for a
grant that would pay up to 75% of the $42,000 cost of a new cot and lift for the
ambulance.

2020-2021 PROSECUTOR AGREEMENT:
An agreement for city prosecutor services in 2020-2021 was presented to the council.
Motion by Swenson, second by Webber to approve the agreement with the county
attorney for city prosecution services as presented. All present voting yes. Absent was
Mensink. Motion carried.



CHAMBER OF COMMERCE REQUEST:
Melissa VanderPlas of the chamber of commerce presented information on the Fourth of
July events. Motion by Swenson, second by Sagen to close Center Street for the events
as requested. All present voting yes. Absent was Mensink. Motion carried.

COVID-19 DISCUSSION:
A brief discussion was held regarding COVID-19 disease measures. The council will
rely on staff to take the necessary measures they feel are in the best interest of community
safety.

CITY ADMINISTRATOR INTERVIEW
The city council interviewed Devin Swanberg for the position of city administrator.
After the interview the council directed the personnel committee and the interim city
administrator to negotiate an employment agreement with Mr. Swanberg and report back
to the city council.

Miscellaneous:
Council Member Sagen mentioned selling some obsolete equipment from the public

works department.

Council member Sagen mentioned having Stantec perform manhole inspections to
prioritize repairs to help eliminate inflow and infiltration into the sanitary sewer system.

Deputy Clerk Schansberg requested permission to pay an invoice to Environmental
Dynamics International in the amount of $3,637.16 for a wastewater membrane. Council

had no objection.

Upon no further business, Mayor Donney adjourned the meeting.

Mayor Steve Donney Eileen Schansberg, Deputy Clerk (JD)
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OFFER OF EMPLOYMENT
To Devin Swanberg
For the position of city administrator

On behalf of the Hérmony City Council I am pleased to offer ybu employment as the city administrator
for the City of Harmony -under the following terms:

Start date:.......... S Wednesday, April 1, 2020
Supervisor:......... e, Mayor Steve Donney
Status/Hours: ............... this is a full-time, FLSA exempt position; work hours are generally from

8:00 a.m. to 4:30 p.m. with some evening and out-of-town meetings

Compensation: ............. $65,543 annual salary paid monthly; increase to $68,165 upon
satisfactory probationary review after six months

Holidays: ..covvviviiinee. eleven paid holidays (two of which are half days)

PTO: i, 11.33 hours earned per month (17 days per year); increase to 14.67
hours per month (22 days per year) after one year of service. Cannot
take PTO during probationary period.

Life Insurance: .............. $10,000 policy paid by city; supplemental life insurance available

Health Insurance: ......... City/Employee contributions towards single coverage premiums
60%/40% (currently $299.10/$199.40)

VEBA/HSA ..o City contribution of $132.50 per month for employees with single health
insurance coverage; Employee may contribute additional funds to an
HSA

Cell Phone Allowance:.. $50 per month

Other terms and conditions are described in the city’s personnel policy which is attached.

If you have any questions please let me know. Please respond with your acceptance by 2:00 p.m. on
Friday, March 26, 2020. A formal employment agreement will be prepared after you acceptance.

CITY OF HARMONY

Joel Dhein
Interim City administrator



CITY OF HARMONY AGENDA ITEM

CITY COUNCIL COVER SHEET
Originating Staff: Meeting Date: Agenda ltem No.
loel Dhein, Interim Administrator April 14, 2020 6a

Agenda Section: ltem:

New Business Board of Appeals

BACKGROUND: This year’s board of appeals meeting will be conducted by telephone.
Information on joining the meeting will be provided to the public so they may call in if they
desire.

The meeting is scheduled to begin at 7:00 p.m.

ATTACHMENTS: None.

COUNCIL ACTION REQUESTED: Hold meeting as required.




CITY OF HARMONY AGENDA ITEM
CITY COUNCIL COVER SHEET

Originating Staff: Meeting Date: Agenda ltem No.
joel Dhein, Interim Administrator April 14, 2020 6b
Agenda Section: Iltem:

New Business 2019 Audit Presentation

BACKGROUND: This year’s audit presentation will be conducted by the Zoom app on your
tablets. Tom Olinger of Abdo, Eick & Mevyers, LLP will make the presentation.

To download the Zoom app for I-Pads go to the Apple app store and download the app.

For other devices go to the Google Play Store and download the app. We will have the invite
codes to join the meeting sent to us at the meeting. If you need assistance, please let me
know.

The presentation is scheduled to begin at 7:30 p.m.

ATTACHMENTS: None. Due to COVID-19 situation no hardcopies of the audit have been
produced at this time. Hard copies will be available in the future.

COUNCIL ACTION REQUESTED: View presentation. Accept the 2019 audit as presented.
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ABDO
EICK & March 30, 2020
MEYERS i

Certified Public Accountants & Consultants

Management, Honorable Mayor and City Council
City of Harmony, Minnesota

We have audited the financial statements of the governmental activities, the business-type activities, each major fund and
the aggregate remaining fund information of the City of Harmony, Minnesota, Minnesota (the City), for the year ended
December 31, 2019 and have issued our report thereon dated March 30, 2020. Professional standards require that we
provide you with information about our responsibilities under generally accepted auditing standards, Government Auditing
Standards, as well as certain information related to the planned scope and timing of out audit. We have communicated
such information in our letter to you dated October 23, 2019. Professional standards also require that we communicate to
you the following information related to our audit.

Our Responsibility under Auditing Standards Generally Accepted in the United States of America and
Government Auditing Standards

As stated in our engagement letter, our responsibility, as described by professional standards, is to express opinions
about whether the financial statements prepared by management with your oversight are fairly presented, in all material
respects, in conformity with accounting principles generally accepted in the United States of America. Our audit of
financial statements does not relieve you or your management of your responsibilities.

Our responsibility is to plan and perform the audit to obtain reasonable, but not absolute, assurance that the financial
statements are free of material misstatement. As part of our audit, we considered the internal control of the City. Such
considerations were solely for the purpose of determining our audit procedures and not to provide any assurance
concerning such internal control. We are responsible for communicating significant matters related to the audit that are, in
our professional judgment, relevant to your responsibilities in overseeing the financial reporting process. However, we are
not required to design procedures specifically to identify such matters.

Significant Audit Findings

In planning and performing our audit of the financial statements, we considered the City's internal control over
financial reporting (internal control) to determine the audit procedures that are appropriate in the circumstances for
the purpose of expressing our opinions on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of the City’s internal control. Accordingly, we do not express an opinion on the effectiveness of
the City’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow management or employees,
in the normal course of performing their assigned functions, to prevent, or detect and correct, misstatements on a timely
basis. A material weakness is a deficiency, or a combination of deficiencies, in internal control such that there is a
reasonable possibility that a material misstatement of the entity’s financial statements will not be prevented, or detected
and corrected on a timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control
that is less severe than a material weakness, yet important enough to merit attention by those charged with governance.

100 Warren Street, Suite 600
Mankato, MN 56001 9
Office 507.625.2727 | Fax 507.388.9139



Our consideration of internal control was for the limited purpose described in the first paragraph of this section and
was not designed to identify all deficiencies in internal control that might be material weaknesses or significant
deficiencies and therefore, material weaknesses or significant deficiencies may exist that were not identified. We did
identify a certain deficiency in internal control, described on the following pages as item 2019-001 that we consider
to be a significant deficiency.

2019-001

Condition:

Criteria:

Effect:

Segregation of Duties

During our audit we reviewed internal control procedures over payroll, disbursements, cash
receipts, utility billing and investments and found the City to have limited segregation of duties in
these areas as noted below.

There are four general categories of duties: authorization, custody, record keeping and
reconciliation. In an ideal system, different employees perform each of these four major functions.
In other words, no one person has control of two or more of these responsibilities.

The existence of this limited segregation of duties increases the risk of fraud and misstatement.

Internal Control Over Payroll

Cause:

Recommendation:

The Administrator controls and maintains the control over the ACH, sets up employee records,
posts activity to the general ledger, prepares payroll tax returns, and maintains the payroll records
as well as reconciling the bank statements.

While we recognize the number of staff is not large enough to eliminate this deficiency it is
important that the Council is aware of this condition and monitor all financial information. We
recommend that in addition to approving payroll disbursements and wage rates, the Council
review amounts earned and accrued for compensated absences on an annual basis to
compensate for control deficiencies with respect to payroll accruals. Also bank reconciliations
should be reviewed by clerk with emphasis on reviewing approved ACH payments and confirm
proper payment amount.

Management Response:

The Council will continue to review the ACH payments along with compensated absences reports and the Deputy Clerk
will compare approved payments to the bank reconciliation upon review. It is important that these procedures are
document that these procedures are completed.

Updated Progress from Prior Year:

No progress has been made in addressing this finding in the current year.

Internal Control Over Cash Disbursements

Cause:

Recommendation:

The Deputy Clerk has control over the check stock, sets up and maintains vendors, prepares
checks and enters transactions into the accounting system.

While we recognize staff is not large enough to eliminate this deficiency, we recommend that an
individual separate from the Administrator review cancelled checks received with bank statement
and investigate items such as: voided checks, inconsistencies in check sequence, possible
alterations, and unusual payees. It is important that the Council is aware of this condition and
monitor all financial information. The Deputy Clerk should enter disbursements and mail
disbursements. The Administrator will sign checks.

Management Response:

The Administrator will review the cancelled checks that are received with the bank statements and look for any
inconsistencies in check numbers along with mail disbursements.

People
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2019-001

Segregation of Duties (Continued)

Internal Control Over Cash Receipts

Cause:

Recommendation:

The Deputy Clerk sets up and maintains customers, generates billing statements, maintains
receipts journal, posts to the general ledger, prepares deposits and delivers to the bank.

We recommend that an individual separate from the Administrator, such as the Deputy Clerk,
review bank reconciliations for accuracy and timeliness of preparation. The City could also look at
a point of sale software to assist with documenting receipts. It is important that the Council is
aware of this condition and monitor all financial information.

Management Response:

The Council has already taken measures to attempt to comply even though the City is relatively small and the number of
clerical/bookkeeping staff they can employ is limited. The Council has addressed this circumstance by active participation
in the City’s affairs. This includes review of deposits, regular review of financial statements, regular review of bank
reconciliations and budget comparisons.

Updated Progress from Prior Year:

No progress has been made in addressing this finding in the current year.

Internal Control Over Utility Billing

Cause:

Recommendation:

The Deputy Clerk approves new accounts, sets up customers and rates in the billing systems,
generates statements, enters readings, prepares the deposit and makes adjustments to
accounts.

We recommend that an individual, separate from the Administrator such as the Deputy Clerk,
review bank reconciliations for accuracy and timeliness of preparation. The utility billing
adjustment reports should be reviewed and documented any adjustments made to the utility
billing system. It is important that the Council is aware of this condition and monitor all financial
information.

Management Response:

The City Administrator will review the utility adjustment report and the Deputy Clerk with review the bank reconciliation.

Updated Progress from Prior Year:

No progress has been made in addressing this finding in the current year.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City’s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, grant
agreements, and other matters noncompliance with which could have a direct and material effect on the determination of
financial statement amounts.

However, providing an opinion on compliance with those provisions was not an objective of our audit. While our audit
provides a reasonable basis for our opinion, it does not provide a legal determination on the City’s compliance with those
requirements. The results of our tests disclosed no instances of noncompliance or other matters that is required to be
reported under Government Auditing Standards or Minnesota statutes.

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The significant accounting
policies used by the City are described in Note 1 to the financial statements. The City changed accounting policies during
2019 relating to accounting and financial reporting for pensions (GASB 68). We noted no transactions entered into by the
governmental unit during the year for which there is a lack of authoritative guidance or consensus. All significant
transactions have been recognized in the financial statements in the proper period.

Accounting estimates are an integral part of the financial statements prepared by management and are based on
management’s knowledge and experience about past and current events and assumptions about future events. Certain
accounting estimates are particularly sensitive because of their significance to the financial statements and because of the
possibility that future events affecting them may differ significantly from those expected.

e Management's estimate of capital asset basis is based on estimated historical cost of the capital assets and
depreciation is based on the estimated useful lives of capital assets.

¢ Management's estimate of allowance for doubtful accounts is based on past collection and write-off experience.

e Allocations of gross wages and payroll benefits are derived from each employee’s estimated time to be spent
servicing the respective functions of the City. These allocations are also used in allocating accrued compensated
absences payable.

¢ Management's estimate of compensated absences and the differentiation between long term and current is based
on past usage and experience.

» Management's estimate of its pension liability is based on several factors including, but not limited to, anticipated
investment return rate, retirement age for active employees, life expectancy, salary increases and form of annuity
payment upon retirement.

We evaluated the key factors and assumptions used to develop these accounting estimates in determining that it is
reasonable in relation to the financial statements taken as a whole.

The disclosures in the financial statements are neutral, consistent, and clear. Certain financial statement disclosures are
particularly sensitive because of their significance to financial statement users.

Difficulties Encountered in Performing the Audit
We encountered no difficulties in dealing with management in performing our audit.
Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified during the audit, other than
those that are clearly trivial, and communicate them to the appropriate level of management. Management has corrected
all such misstatements. We proposed no journal entries that we consider to be material audit adjustments.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a financial

accounting, reporting or auditing matter, whether or not resolved to our satisfaction that could be

significant to the financial statements or the auditor’s report. We are pleased to report that no such PQ(,P[Q
disagreements arose during the course of our audit. +Process,
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Management Representations

We have requested certain representations from management that are included in the management representation letter
dated March 30, 2020.

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting matters, similar
to obtaining a “second opinion” on certain situations. If a consultation involves application of an accounting principle to the
City’s financial statements or a determination of the type of auditor’s opinion that may be expressed on those statements,
our professional standards require the consulting accountant to check with us to determine that the consultant has all the
relevant facts. To our knowledge, there were no such consultations with other accountants.

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and auditing standards, with
management each year prior to retention as the City’s auditors. However, these discussions occurred in the normal
course of our professional relationship and our responses were not a condition to our retention.

Other Matters

We applied certain limited procedures to the required supplementary information (RSI) (Management's Discussion and
Analysis), the Schedules of Employer’s Share of the Net Pension Liability, the Schedule of Changes in Net Pension
Liability (Asset) and Related Ratios and the Schedules of Employer's Contributions which is information that supplements
the basic financial statements. Our procedures consisted of inquiries of management regarding the methods of preparing
the information and comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial statements. We did not audit
the RSI and do not express an opinion or provide any assurance on the RSI.

We were engaged to report on the supplementary information (combining and individual fund financial statements and
schedules), which accompany the financial statements but are not RSI. With respect to this supplementary information,
we made certain inquiries of management and evaluated the form, content, and methods of preparing the information to
determine that the information complies with accounting principles generally accepted in the United States of America, the
method of preparing it has not changed from the prior period, and the information is appropriate and complete in relation
to our audit of the financial statements. We compared and reconciled the supplementary information to the underlying
accounting records used to prepare the financial statements or to the financial statements themselves.

We were not engaged to report on the introductory section, which accompanies the financial statements but is not RSI.
We did not audit or perform other procedures on this other information and we do not express an opinion or provide any
assurance on it.
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Future Accounting Standard Changes

The following Governmental Accounting Standards Board (GASB) Statements have been issued and may have an impact
on future City financial statements:

GASB Statement No. 87 - Leases
Summary

The objective of this Statement is to better meet the information needs of financial statement users by improving
accounting and financial reporting for leases by governments. This Statement increases the usefulness of governments’
financial statements by requiring recognition of certain lease assets and liabilities for leases that previously were classified
as operating leases and recognized as inflows of resources or outflows of resources based on the payment provisions of
the contract. It establishes a single model for lease accounting based on the foundational principle that leases are
financings of the right to use an underlying asset. Under this Statement, a lessee is required to recognize a lease liability
and an intangible right-to-use lease asset, and a lessor is required to recognize a lease receivable and a deferred inflow
of resources, thereby enhancing the relevance and consistency of information about governments’ leasing activities.

Effective Date and Transition

The requirements of this Statement are effective for reporting periods beginning after December 15, 2019. Earlier
application is encouraged.

Leases should be recognized and measured using the facts and circumstances that exist at the beginning of the period of
implementation (or, if applied to earlier periods, the beginning of the earliest period restated). However, lessors should not
restate the assets underlying their existing sales-type or direct financing leases. Any residual assets for those leases
become the carrying values of the underlying assets.

How the Changes in This Statement Will Improve Accounting and Financial Reporting

This Statement will increase the usefulness of governments’ financial statements by requiring reporting of certain lease
liabilities that currently are not reported. It will enhance comparability of financial statements among governments by
requiring lessees and lessors to report leases under a single model. This Statement also will enhance the decision-
usefulness of the information provided to financial statement users by requiring notes to financial statements related to the
timing, significance, and purpose of a government’s leasing arrangements.

GASB Statement No. 89 - Accounting for Interest Cost Incurred before the End of a Construction Period

Summary

The objectives of this Statement are (1) to enhance the relevance and comparability of information about capital assets
and the cost of borrowing for a reporting period and (2) to simplify accounting for interest cost incurred before the end of a
construction period.

This Statement establishes accounting requirements for interest cost incurred before the end of a construction period.
Such interest cost includes all interest that previously was accounted for in accordance with the requirements of
paragraphs 5-22 of Statement No. 62, Codification of Accounting and Financial Reporting Guidance Contained in Pre-
November 30, 1989 FASB and AICPA Pronouncements, which are superseded by this Statement. This Statement
requires that interest cost incurred before the end of a construction period be recognized as an expense in the period in
which the cost is incurred for financial statements prepared using the economic resources measurement focus. As a
result, interest cost incurred before the end of a construction period will not be included in the historical cost of a capital
asset reported in a business-type activity or enterprise fund.

This Statement also reiterates that in financial statements prepared using the current financial resources measurement
focus, interest cost incurred before the end of a construction period should be recognized as an expenditure on a basis
consistent with governmental fund accounting principles.

Effective Date and Transition )
People

The requirements of this Statement are effective for reporting periods beginning after December 15, + Process,

2019. Earlier application is encouraged. The requirements of this Statement should be applied —_—
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Future Accounting Standard Changes (Continued)
How the Changes in This Statement Will Improve Accounting and Financial Reporting

The requirements of this Statement will improve financial reporting by providing users of financial statements with more
relevant information about capital assets and the cost of borrowing for a reporting period. The resulting information also
will enhance the comparability of information about capital assets and the cost of borrowing for a reporting period for both
governmental activities and business-type activities.

GASB Statement No. 91 - Conduit Debt Obligations
Summary

The primary objectives of this Statement are to provide a single method of reporting conduit debt obligations by issuers
and eliminate diversity in practice associated with (1) commitments extended by issuers, (2) arrangements associated
with conduit debt obligations, and (3) related note disclosures. This Statement achieves those objectives by clarifying the
existing definition of a conduit debt obligation; establishing that a conduit debt obligation is not a liability of the issuer;
establishing standards for accounting and financial reporting of additional commitments and voluntary commitments
extended by issuers and arrangements associated with conduit debt obligations; and improving required note disclosures.

All conduit debt obligations involve the issuer making a limited commitment. Some issuers extend additional commitments
or voluntary commitments to support debt service in the event the third party is, or will be, unable to do so.

An issuer should not recognize a conduit debt obligation as a liability. However, an issuer should recognize a liability
associated with an additional commitment or a voluntary commitment to support debt service if certain recognition criteria
are met. As long as a conduit debt obligation is outstanding, an issuer that has made an additional commitment should
evaluate at least annually whether those criteria are met. An issuer that has made only a limited commitment should
evaluate whether those criteria are met when an event occurs that causes the issuer to reevaluate its willingness or ability
to support the obligor’'s debt service through a voluntary commitment.

This Statement also addresses arrangements—often characterized as leases—that are associated with conduit debt
obligations. In those arrangements, capital assets are constructed or acquired with the proceeds of a conduit debt
obligation and used by third-party obligors in the course of their activities. Payments from third-party obligors are intended
to cover and coincide with debt service payments. During those arrangements, issuers retain the titles to the capital
assets. Those titles may or may not pass to the obligors at the end of the arrangements.

This Statement requires issuers to disclose general information about their conduit debt obligations, organized by type of
commitment, including the aggregate outstanding principal amount of the issuers’ conduit debt obligations and a
description of each type of commitment. Issuers that recognize liabilities related to supporting the debt service of conduit
debt obligations also should disclose information about the amount recognized and how the liabilities changed during the
reporting period.

Effective Date and Transition

The requirements of this Statement are effective for reporting periods beginning after December 15, 2020. Earlier
application is encouraged.

How the Changes in This Statement Will Improve Accounting and Financial Reporting

The requirements of this Statement will improve financial reporting by eliminating the existing option for issuers to report
conduit debt obligations as their own liabilities, thereby ending significant diversity in practice. The clarified definition will
resolve stakeholders’ uncertainty as to whether a given financing is, in fact, a conduit debt obligation. Requiring issuers to
recognize liabilities associated with additional commitments extended by issuers and to recognize assets and deferred
inflows of resources related to certain arrangements associated with conduit debt obligations also will eliminate diversity,
thereby improving comparability in reporting by issuers. Revised disclosure requirements will provide financial statement
users with better information regarding the commitments issuers extend and the likelihood that they will fulfill those
commitments. That information will inform users of the potential impact of such commitments on the
financial resources of issuers and help users assess issuers' roles in conduit debt obligations. )
People
+ Process.
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Future Accounting Standard Changes (Continued)

(™ Nofe. From GASB Pronouncements Summaries. Copyright 2019 by the Financial Accounting Foundation, 401 Merritt 7,
Norwalk, CT 06856, USA, and is reproduced with permission.

* k% R

Restriction on Use

This purpose of this communication is solely for the information and use of the City Council and management of
the City and is not intended to be, and should not be used by anyone other than those specified parties.

Our audit would not necessarily disclose all weaknesses in the system because it was based on selected tests of the
accounting records and related data. The comments and recommendations in the report are purely constructive in nature,
and should be read in this context.

If you have any questions or wish to discuss any of the items contained in this letter, please feel free to contact us at your
convenience. We wish to thank you for the continued opportunity to be of service and for the courtesy and cooperation
extended to us by your staff.

Oy Gk Moo, UL

ABDO, EICK & MEYERS, LLP
Mankato, Minnesota
March 30, 2020

People
+ Process.
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Recommendation

We recommend that an individual separate from the
Administrator, such as the Deputy Clerk, review bank
reconciliations for accuracy and timeliness of
preparation. The City could also look at a point of
sale software to assist with documenting receipts. It
is important that the Council is aware of this
condition and monitor all financial information.




General Fund —
Fund Balances
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General Fund
Budget to
Actual
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Rewvenues
Expenditures

Excess of Revenues Over Expenditures
Other Financing Sources (Uses)

Capital lease issued

Sale of assets

Transfers out
Total Other Financing Sources (Uses)

Net Change in Fund Balances
Fund Balances, January 1

Fund Balances, December 31

Final
Budgeted Actual Variance with
Amounts Amounts Final Budget
$ 621,384 652,817 $ 31,433
572,657 636,062 (63,405)
48,727 16,755 (31,972)
55,000 24,000 (31,000)
(83,500) (100,250) (16,750)
(28,500) (76,250) (47,750)
20,227 (59,495) (79,722)
711,169 711,169 -
$ 731,396 651,674 (79,722)




General Fund
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General Fund
Expenditures

by Type
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Fund Balances

December 31, Increase
Fund 2019 2018 (Decrease)
Major
- Ambulance $ 160,443 137,185  § 23,258
S pQCI al Economic Development Authority 92,135 162,626 (70,491)
Total Major 252 578 299 811 (47,233)
R F d Nonmajor
e\len ue u n Rewvolving Loan 342,281 332,632 9,649
Small Cities Grant 140,876 158,665 (17,789)
B a I ances Library Fund 12,415 2,576 9,838
Fire (27,333) (35,338) 8,005
Park Fund 40,074 72,609 (32,535)
Arts Fund 4,741 4,030 711
Total Nonmajor 513,054 535,174 (22.120)
Total Fund Balances $ 765,632 $ 834,985 $ (69,353)
§600,000
$500,000
$400,000
$300,000
ABDO

EICK &
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$(100,000)
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Capital Project
Fund Balances
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Fund

Major

Capital Projects
Nonmajor

TIF District #6

Total Fund Balances

Fund Balances

December 31, Increase
2018 2018 (Decrease)
$ 859,621 831,804  § 27,817
(37,523) (51,008) 13,485
$ 822098 % 780,796 $ 41,302
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$800,000 -
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Total Cash

and Temporary Total Outstanding Maturity
Debt Description Investments Assets Debt Date
= G.O. Special Assessment Bonds
Debt Ser’\nce G.0. Improvement Bonds of 2010 § 46341 3 52331 § - Matured
G.0. Improvement Bonds of 2014 41,407 130,233 75,000 2022
G.0. improvement Notes of 2017A 129,322 289,366 796,500 2028
G.O. Tax Abatement Bonds
G.0. Tax Abatement Refunding Bonds of 2013A 8,270 10,754 79,000 2024
G.0. Tax Abatement of 2013B 26,102 28,151 140,000 2024
Total All Debt Senice Funds $ 251442 § 510,835 $ 1,090,500
Future Interest on Debt $ 138,447
$200,000
$180,000

$160,000
$140,000
$120,000

ABDO Py
EICK & $60,000

$40,000

MEYERS > $20,000
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$200,000

Water Fund
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$- . - ?
2016 20186 2017 2017 2018 2018 2019 2018
#Operating Disbursements # Debt Payments (Including Related Transfers) & Operating Receipts
$300,0600
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Sewer Fund
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Key City Ratios

Class 5 Cities
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Key City Ratios
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Long Term Debt - Per Capita

2016 2017 2018 2019
$3,563 $3,685 $3,733 N/A
$4,106 $3,984 $4,085 N/A
$1,792 $2,586 $2,197 $1,976

Debt Service Expenditures as a Percent of Current

Expenditures
30.00%
25.00%
20.00%
15.00%
10.00%
5.00%
0.00% 2016 2017 2018 2019
Class 5 Cities 16.51% 16.77% 15.09% N/A
Ctties in Fillmore County 18.16% 2591% 18.81% N/A

20 ==e==City of Harmony 13.27% 15.42% 23.51% 12.82%




Current Expenditures - Per Capita
$1,400

$1,200

Key City Ratios s1000

$800

2017 2018 2018
#Class 5 Cities $824 $840 $858 N/A

Cities in Fillmore County $814 $798 $924 N/A
& City of Harmony $1,025 $946 $1,168 $1.219

Capital Expenditures - Per Capita
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& 2016 2017 2018 2019

= Class 6 Cities $401 $410 $566 N/A
Cities in Fillmore County $595 $527 $582 N/A
& City of Harmony $278 $1,174 $411 $184
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Water Fund Debt Service Coverage
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Questions?

~ TomOlinger, CPA |
_ Layne Kockelman, CPA

~ ChadHess,CPA
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CITY OF HARMONY AGENDA ITEM

CITY COUNCIL COVER SHEET
Originating Staff: Meeting Date: Agenda Item No.
Joel Dhein, Interim Administrator April 14, 2020 6c

Agenda Section: Item:

New Business 2020 Bond Issue

BACKGROUND: Mike Bubany of David Drown Associates will be present to provide
information on a bond issue to pay for the 2020 Street and Utilities Improvement Project.

The presentation is scheduled to begin at 8:00 p.m.

ATTACHMENTS:
e Cover Letter
e Conventional vs. MN Rural Water Financing
e Loan Application
¢ Exhibits

COUNCIL ACTION REQUESTED: Select financing options from those presented.




Spring Valley Office:

29359 County 38
D DA Spring Valley, MN 55975

Phone 507-346-7895 | Cell 507-273-2443

David Drown Associates, Inc. Fax 612-605-2375
Public Finance Advisors www daviddrowrn.com
April 7, 2020 RECOMMENDATIONS

VIA EMAIL

Steve Donney Mayor

Devin Swanberg, City Administrator
City of Harmony

PO Box 488

225 3" Avenue SW

Harmony, MN 55939

RE: General Obligation Improvement Note, Series 2020A
Honorable Mayor Donney, Members of the City Council, and Mr.Swanberg:

This letter outlines my recommendations for the structure and sale of General Obligation Bonds associated with the
City’s 2020 street and utility improvement project.

Statutory Authority

The first step a City takes in the issuance of debt is to identify the statutory authority it intends to utilize. There
are many “pockets” of authority scattered across statutes, each with its own rules, regulations, and procedures.
In this case, | recommend the City issue bonds under authority granted in Minnesota Statutes Chapter 429,

This requires a public hearing process and certification of special assessments against benefitting property equal
to at least 20% of the costs. Typically, tax levies are pledged to the bond payments to the extent assessment
revenue falls short. However, the City can pledge any revenue stream it desires. This debt does not count
against any statutory net debt limits either.

Overview of Project and Component Costs
The major component costs and sources of funds are detailed below:

Construction/Engineering/Contingency $2,046,674
Plus, Issuance Expenses 24,475

Plus, Capitalized Interest 27,973

Less Construction Fund Eamings/Rounding (1.122)
RECOMMENDED SIZE OFBOND ISSUE: $2,098,000

Payment and Revenue Requirements

At the time of preparing these recommendations, | estimate the annual revenue requirement to be just over
$245,000 (this includes the statutory required 5% coverage). Other than the first interest payment (which will be
paid utilizing capitalized interest), the City will collect special assessment revenue and tax levies for the
payments. However, the City reserves the right to reduce tax levies if other sources of revenue are identified
during annual budgeting (i.e. sewer and water revenues, etc.).

If interest rates were to jump by % of a percentage point, we’d see the annual revenue requirements jump by
about $6,500. Please refer to attached exhibits for bond details.



$2,098,000 General Obligation Improvement Note:

If the Council chooses to finance this project, David Drown Associates, Inc. recommends the project costs be
financed through the issuance of a $2,098,000 General Obligation Improvement Note utilizing the MEGA Loan
Program offered via MN Rural Water Association. This is a direct bank placement program that has low
issuance costs and efficient processing. [I've attached a copy of their loan application.

Prior to the coronavirus situation, | would have likely advised a competitive, rated sale. However, the public
markets are currently volatile and I'm seeing direct placements do better (based on overall payments). | have
attached a comparison of a hypothetical MEGA Loan versus a competitive, rated sale.

Key elements of this financing would be:

e Approximate 10-year term. This is consistent with prior planning.

e Callable any time after 2/1/2030 @ par plus accrued interest. A 10-year call is required by the MEGA Loan
Program. However, based on the very low rates prepayment becomes less likely.

e  Sale of bonds utilizing MRWA’s MEGA Loan Program.
Other Options Considered

In putting together these recommendations, | considered other financing alternatives which were disregarded for
various reasons. Intergovernmental loan programs (PFA, USDA, etc.) were rejected due to uncertainty of
funding and timing. A competitive, rated sale was rejected for the reasons described earlier. The MEGA Loan
Program is the most suitable option in my opinion.

Schedule and Issuance:
The proposed schedule for putting the project financing in place is as follows:

April 14, 2020 Discuss recommendations / Council authorizes MRWA application
May 12, 2020 Award Sale of Bond Issue
June 1, 2020 Closing

I 'am available on April 14" to answer questions regarding these recommendations. Thank you and we look
forward to working with the City of Harmony on this project.

Yours truly,

Mike Bubany, Associate
David Drown Associates, Inc.

Enc.



City of Harmony, Minnesota

$2,098,000

General Obligation Improvement Note, Series 2020A

Preliminary

MINNESOTA RURAL WATER MEGA LOAN

Uses of Funds Bond Details
Construction 1,666,296 Set Sale Date 4/14/12020
Engineering 297,083 Award Date 5/12/2020
Contingency 83,315 Dated Date 6/1/2020
Total Project Costs 2,046,674 Closing Date 6/1/2020
Underwriter's Discount Allowance 0.00% - 1st Interest Payment 2172021
Unused Discount to D/S Fund - Proceeds spent by: 12/31/2021
Fiscal Fee 16,250 Purchase Price 2,098,000.00
Bond Counsel 5,735 Net (nterest Cost 265,533.33
Printing & Misc 1,240 [ et Effective Rate 2.000000%]
Rating Agency - Average Coupon 2.000000%
Sponsor Fee 1,250 Call Option @ par 2/1/2030
Bid Premium - Weighted Avg. Maturity 6.328
Rounding - Average Life 6.328
Capitalized Interest (to D/S Fund) 27,973 Bond Yield for Aribitrage 1.99963%
2,089,122 Purchaser proposed for MRWA MEGA Loan Program
Bond Counsel Taft Law
Rating Agency Non Rated
Sources of Funds Pay Agent City Clerk
Bond Issue 2,098,000 Tax Status Tax Exempt, Bank Quatified
Bid Premium - Continuing Disclosure None, Audits upon Request
Construction Fund Eamnings 1,122 Rebate Small Issuer - Exempt from Rebate
2,099,122 Statutory Authority MS, Chapters 429, 475
Cashflow Schedule
Cashflow Schedule Pledged Revenues Account Balances
12-Month Payment PLUS Collection Special Tax Surplus Account
Period ending Principal Coupon Interest Total 5% Year Assmts* Levies (deficit) Balance
6/1/2020 Dated Date Initial Deposit to D/S Fund > 27,973
21112021 - 200% 27,973 27,973 2020 - - (27,973) -
2/1/2022 192,000 2.00% 41,960 233,960 245,658 2021 73,594 172,064 - -
2/1/2023 196,000 2.00% 38,120 234,120 245,826 2022 73,594 172,232 - -
2/1/2024 199,000 2.00% 34,200 233,200 244,860 2023 73,594 171,266 - -
21172025 203,000 2.00% 30,220 233,220 244,881 2024 73,594 171,287 - -
21112026 207,000 2.00% 26,160 233,160 244,818 2025 73,594 171,224 - -
2/1/2027 212,000 2.00% 22,020 234,020 245,721 2026 73,594 172,127 - -
2/1/2028 216,000 2.00% 17,780 233,780 245,469 2027 73,594 171,875 - -
2/1/2029 220,000 2.00% 13,460 233,460 245,133 2028 73,594 171,539 - -
211712030 224,000 2.00% 9,080 233,060 244,713 2029 73,594 171,118 - -
2/1/2031 229,000 2.00% 4,580 233,580 245,289 2030 73,594 171,665 - -
2,098,000 265,533 2,363,533 2,480,311 735,941 1,716,397 {27,973)

David Drown Assodciates, Inc.

* $627,773 certifed Fall 2020 for collection 2021 over 10 years at 1% higher than bond rate

Cash Flow ~ Preliminary



Minnesota Rural Water Association
Loan Application Form vs,zms

BERAL WATER PROGRAM CRITERIA

Micro-Loan Midi-Loan Mega-Loan
LLoan Amount up to $250,000 up to $1,000,000 up to $3,000,000
Repayment Term up to 7 years up to 15 years up to 20 years
Security General Obligation General Obligation General Obligation
Borrower Population 200 persons 400 (200 if not declining) 600 Persons
Borrower Debt Levels < $5,000 per capita < $5,000 per capita < $5,000 per capita

<10% debt/market value <10% debt/market value <10% debt/market value

Additional Terms for Mega-Loans:
Maximum Average Life of 12 years
General Fund unassigned balance at least 35% of current year expenditures

PROGRAM FEES (all inclusive®)

Loan Amount Micro-Loan  Midi-Loan Mega-Loan
Under $50,000 $3,350 - -
$50,001 to $100,000 $4,550 - -
$101,001 to $250,000 $5,050 $9,290 -
$250,001 - $500,000 - 12,690 -
$500,001 — 750,000 - 14,840 -
$750,001 - $1 million - 16,590 -
$500,000 - $1 million - - 17,575
$1 million - $2 million - - 21,475
$2 million - $3 million 24,475

* Additional fees may apply if applicant elects to use non-program lenders / bond counsels or for special exemptions.
Loans may be subject to annual pay agent fees. All loans may be subject to additional fees if special statutory
authority process is required. Contact David Drown Associates for exact fees at 612-920-3320, ext. 102.

APPLICATION INFORMATION
(or simply apply on-line at www.daviddrown.com or www.mrwa.com)

TYPE OF LOAN: Micro-Loan Midi-Loan Mega-Loan X
PROJECT: Please provide a brief description of the project:

2020 Street & Utility Improvement Project

Project cost: $2’046’674 Requested Repayment term: 10 years

Loan Amount Request; ~°* P ouance & cap Date Funds are Needed: 6/1/2020
BORROWER: City of Harmony Primary Contact. D€Vin Swanberg

Phone Number: 207 886 8122 Contact email: @dministrator@harmony.mn.us

Maiing Address: PO BOX 488, 225 Third Ave SW, 55939

Office Hours: M-F8to430 Federal Tax ID Number;

APPROVAL: When will Council/Board meet to approve final loan documents? (allow 1 week to process)

Date: 5/12/2020 Time. 7 PM

Documents for agenda packets are needed by: 5/8/2020
Regular Council/Board meetings are held (day of the week/time): 2nd Tuesday 7 PM




OFFICIALS
Name Office Year Term Began Year Term Ends

Steve Donney Mayor/ Chair
Member
Member
Member
Member
Clerk/Treasurer

Devin Swanberg Administrator

REQUIRED ATTACHMENTS
[l Electronic copy of the borrower’s most recent audited financial statement (3 years for Mega.)
) Provide a payment schedule for any debt obligations not shown in last audit. (None: X )
") Provide a list of any capital projects/debt to be issued during the next 12 months. (None: X )
L} Mega borrowers will be required to provide additional information — we will advise what is needed.

CLOSING: Transfer of funds is normally accomplished by cashier or certified check mailed to the borrower on
the date of closing. Midi- and Mega-Loan borrowers (not Micro-Loan) have the option of receiving funds by wire
if wiring instructions are provided below (or attached):

Wiring Instructions: Check

CERTIFICATIONS

e The Borrower is applying for a Micro-, Midi- or Mega-Loan. The final loan terms will be outlined in a
resolution to be approved by the governing board at a future date.

e The Program Fees (outlined above) will be added to the requested loan amount and paid automatically
at closing. Payment of the program fee is contingent upon Loan closing. Payment of the rating fee, if
required, is the Borrower's responsibility if Loan is not closed.

e Forall Loans, David Drown Associates, Inc. will be retained as your financial advisor. MSRB rules

require municipal advisors to act in the Borrower’s best interest. The Borrower does hereby certify it
has read and accepted the terms outlined in the attached Standard Agreement and Engagement Letter.

e Fryberger, Buchanan, Smith & Frederick, P.A serves as the Program’s standard bond counsel.

We wish to use the Program’s bond counsel and hereby certify we have read and accepted the

terms outlined in the Standard Bond Counsel Services Agreement. (document on file at
www.MRWA.com).
We wish to use another bond counsel firm or lender (additional fees will apply).

Name of firm and/or lender; TAFT LAW FIRm

e When required, Northland Trust Services will be retained as the paying agent, registrar, transfer and
fiscal agent for the Loan. The Borrower hereby certifies it has read and accept the terms outlined in the
Standard Trust Services Agreement (document on file at www.MRWA..com).

e The Borrower does hereby certify that the project financed by the Loan will be owned, occupied, used
and operated entirely/exclusively by the Borrower. No part of the project will be leased to, occupied by,
or provide a special benefit to a non-governmental entity (attach a note describing any exceptions).

e The Borrower further certifies that there is no litigation threatened or pending that would question the
Borrower’s right to issue debt or impair the Borrower's ability to make payments on debt outstanding or
contemplated (attach a note describing any exceptions).

e The Borrower has never defaulted in the payment of any indebtedness (attach a note if exceptions).

By our signatures below, the Borrower certifies that all the above information is true and accurate.

Authorized Official Date



Please submit complete application to either of the following addresses. Allow at least one week for
processing.

Lori Blair David Drown, President
Minnesota Rural Water Association David Drown Associates, Inc.
217 12" Avenue SE 5029 Upton Avenue South
Elbow Lake, MN 56531 Minneapolis, MN 55410
Phone (218) 685-5197 | Fax (218) 685-5272 Phone (612) 920-3320 | Fax (612)-605-2375

mrwa@mrwa.com david@daviddrown.com




STANDARD AGREEMENT & ENGAGEMENT LETTER FOR MUNCIPAL ADVISORY SERVICES

David Drown Associates, Inc, ("Municipal Advisor’) has been selected to serve as the Municipal Advisor for Issuers participating in the Micro, Midi and
Mega Loan programs (the “Program”). By submitting a signed Minnesota Rural Water Association Loan Application Form (the “Application”) for a
Program Loan and by approving a Resolution providing for the sale of Bonds through the Program, you are designating David Drown Associates, Inc.
to serve as the Municipal Advisor for the loan. This document is our written arrangement on the role the Municipal Advisor will serve and
responsibilities the Municipal Advisor will assume in connection with the issuance of general obligation bonds by the Issuer (the "Loan”) as described in
the Application completed by the Issuer and also the fees the Municipal Advisor will charge.

Section 1: Municipal Advisor Role. The Municipal Advisor is engaged as a recognized independent expert whose primary responsibility is to give
objective fiscal advice on the structure and issuance of the Loan under state and federal securities law. We will provide some, or all, of the following
services to determine suitability of the Loan for the applicant:

Evaluate legal options/alternatives for issuance of debt taking into account borrower’s objectives, revenue availability and other factors.
Prepare preliminary financing schedules and options for review and consideration by the Borrower.

Evaluate the suitability of Program loans to meet borrower’s objectives and advise the borrower of other suitable alternatives.

Upon receipt of a completed Application, the Municipal Advisor will prepare final payment and cashflow schedules and related offering
documents,

For certain Mega loans, prepare application materials and assist the borrower in securing a bond rating.

Secure a binding commitment for the sale/placement of the loan with pre-screened program lenders and/or other underwriters or lenders as
necessary.

g.  Work with bond counsel to prepare a Resolution and other documents necessary to finalize and close the loan.

h.  Provide assistance in coordinating closing and transfer of funds,

i Draft a closing letter summarizing the transaction and providing guidance in accounting for loan proceeds and budgeting for future payments.

fooow

™

Section 2: Engagement Letter & Disclosure of Conflicts of Interest. Rules established by the Municipal Securities Rulemaking Board (“MRSB”) and the
Securities Exchange Commission (“SEC”) requires the registered Municipal Advisor tasked with administering the various low cost loan programs
offered via MN Rural Water Association ("MRWA"), to provide a written description of its advisory relationship and to make certain other disclosures in
regards to potential conflicts of interest. The applicant recognizes that by submitting the attached application that it has requested and approved David
Drown Associates, Inc. ("DDA”) to act as Municipal Advisor to the community on this particular engagement. This means that DDA is to be held to the
very highest standard of loyalty and care with an explicit fiduciary duty to act in your community’s best interests. This means several important
things:

® DDA has a duty to exercise due care in performing municipal advisory activities.

° DDA has a duty of loyalty, requiring us to act in your best interest without regard to our own financial or other interests.

° DDA must have the knowledge and expertise needed to provide you with informed advice.

° DDA has a duty understand you and your specific situation and to follow your directions, so our advice is suitable for you.

e DDA is required to make reasonably inquiries and investigations as to the facts supporting our recommendations and work products.
° DDA has a duty to discuss with you material risks, benefits, and alternatives considered that might serve your interests better.

Disclosure of Conflicts of Interest: A municipal advisor may not undertake an engagement without disclosing in writing how potential conflicts of
interest will be managed and mitigated. There are several potential conflicts of interest that may apply to our engagement with you:

Compensation Conflicts of Interest.

i Fixed Fees or “Lump Sum”. This form of compensation represents a potential conflict of interest because if the transaction requires more
work than originally contemplated, the financial advisor may suffer a loss. Thus, the advisor may recommend less time-consuming
alternatives or fail to do a full analysis of alternatives.

i Fee Based upon Principal Amount. This form of compensation presents a conflict of interest because the advisor may have an incentive to
advise the client to increase the size of the securities issue for the purpose of increasing the advisor's compensation.

0 Contingent Fee. This form of compensation presents a potential conflict of interest because the advisor may have an incentive to
recommend unnecessary financings or financings that are disadvantageous to the client. When facts or circumstances arise that could
cause the financing to be delayed or fail to close, an advisor may have an incentive to discourage a full consideration of such facts and
circumstances.

Our plan to mitigate conflicts of interest regarding compensation is to assure the program standard fee schedule reasonably reflects the expected costs
of standard services.

MN Rural Water Association Conflicts of Interest. David Drown Associates, Inc. serves as the financial advisor for MRWA’s MEGA, MIDI, MICRO and
Interim Funding Programs. In that capacity, we process loan requests and serve as municipal advisor to borrowers seeking to utilize these funding
programs. This relationship with MRWA represents a potential conflict of interest in that we have an incentive to recommend the use of these funding
programs and to exclude due consideration of other options or alternatives. We have mitigated this conflict of interest by agreement with MRWA that
we will not process loans where other financing mechanisms are clearly superior, and we maintain internal procedures that explicitly include a review of
other funding options before acting upon a loan request.

Section 3: Term of Engagement. Upon closing and delivery of closing, our responsibilities as Municipal Advisor will be concluded with respect to this
financing and we do not undertake (unless separately engaged) to provide continuing advice to you or any other party.

Section 4: Fees & Expenses. The Municipal Advisor's fees will be incorporated into and paid from the Program Fee shown on the Application Form.
Our fee shall be contingent upon successful sale and closing of a Loan (see disclosure of conflicts of interest above). In the event we are asked to
provide additional services outside the scope of Program activities, we will notify you of these services and costs in advance.

CERTIFICATION OF ENGAGEMENT

By submitting a signed application, the applicant hereby certifies that David Drown Associates, Inc. is hereby engaged to serve as our community’s
Municipal Advisor associated with the attached loan application. It is further certified that DDA has fully and completely disclosed all potential conflicts
of interest and the plans to mitigate such conflicts. We understand that DDA will investigate our financial position to determine the suitability of the loan
programs for our project. We understand and accept any findings that determine the loan programs may be unsuitable for our community or if more
beneficial financing alternatives may be suggested.



City of Harmony, Minnesota Updated 4/6/2020
Comparison of public, rated, competitive sale versus direct bank placement utilizing MN Rural Water Association's MEGA Loan Program
L COMPETITIVE RATED PUBLIC SALE L MN RURAL WATER ASSOCIATION MEGA LOAN ‘!
1,666,296 Project Cost 1,666,296 Project Cost
297,063 Engineering 297,063 Engineering
83,315 Contingency 83,315 Contingency
2,046,674 Total Capital Cost 2,046,674 Total Capital Cost
21,250 Discount {1%) 58,000 <<Total Issuance Related 24,475 MRWA issuance Fees
16,000 Fiscal
7,500 Bond Counsel
11,000 Rating Agency
750 Pay Agent
1,500 Misc/ POS
23,962 Capitalized Interest 27,973 Capitalized interest
(3,635) Construction Fund Earnings {1,122) Construction Fund Earnings
2,125,000 BOND AMOUNT 2,098,000 BOND AMOUNT
PMT Pay TOTAL PMT Pay TOTAL
DATE PRIN RATE INT P&l Agent PMTS DATE PRIN RATE INT P&I Agent PMTS
6/1/2020 Dated Date 6/1/2020 Dated Date
2/1/2021 - 23,962 23,962 495 24,457 2/1/2021 - 27,973 27,973 - 27,973
2/1/2022 200,000 1.350% 35,943 235,943 495 236,438 2/1/2022 192,000 2.000% 41,960 233,960 - 233,960
2/1/2023 200,000 1.400% 33,243 233,243 495 233,738 2/1/2023 196,000 2.000% 38,120 234,120 - 234,120
2/1/2024 205,000 1.450% 30,443 235,443 495 235,938 2/1/2024 195,000 2.000% 34,200 233,200 - 233,200
2/1/2025 205,000 1.500% 27,470 232,470 495 232,965 2/1/2025 203,000 2.000% 30,220 233,220 - 233,220
2/1/2026 210,000 1.600% 24,395 234,395 495 234,890 2/1/2026 207,000 2.000% 26,160 233,160 - 233,160
2/1/2027 215,000 1.700% 21,035 236,035 495 236,530 2/1/2027 212,000 2.000% 22,020 234,020 - 234,020
2/1/2028 215,000 1.800% 17,380 232,380 485 232,875 2/1/2028 216,000 2.000% 17,780 233,780 - 233,780
2/1/2029 220,000 1.500% 13,510 233,510 495 234,005 2/1/2029 220,000 2.000% 13,460 233,460 - 233,460
2/1/2030 225,000 2.000% 9,330 234,330 495 234,825 2/1/2030 224,000 2.000% 9,060 233,060 - 233,060
2/1/2031 230,000 2.100% 4,830 234,830 - 234,830 2/1/2031 229,000 2.000% 4,580 233,580 - 233,580
2,125,000 241,539 2,366,539 4,950 2,371,489 2,098,000 265,533 2,363,533 - 2,363,533
Less Cap int & Rounding >> {20,326} Less Cap Int & Rounding >> (26,851}
TOTAL NET PMTS >> 2,351,163 l TOTAL NET PMTS >> 2,336,682

NOTE: Yields based on 4/6/2020 A+ sale by City of Buffalo

NOTE: Interest rate based on indicative rate provided by Program Lender on 4/3/2020



