State of Minnesota

Office of the State Auditor

Julie Blaha
State Auditor

Minnesota Valley Regional Rail Authority
Redwood Falls, Minnesota

Years Ended December 31, 2018 and 2019



Description of the Office of the State Auditor

The mission of the Office of the State Auditor is to oversee local government finances for
Minnesota taxpayers by helping to ensure financial integrity and accountability in local
governmental financial activities.

Through financial, compliance, and special audits, the State Auditor oversees and ensures that
local government funds are used for the purposes intended by law and that local governments
hold themselves to the highest standards of financial accountability.

The State Auditor performs approximately 100 financial and compliance audits per year and has
oversight responsibilities for over 3,300 local units of government throughout the state. The
office currently maintains five divisions:

Audit Practice — conducts financial and legal compliance audits of local governments;

Government Information — collects and analyzes financial information for cities, towns,
counties, and special districts;

Legal/Special Investigations — provides legal analysis and counsel to the Office and responds to
outside inquiries about Minnesota local government law; as well as investigates allegations of
misfeasance, malfeasance, and nonfeasance in local government;

Pension — monitors investment, financial, and actuarial reporting for Minnesota’s local public
pension funds; and

Tax Increment Financing — promotes compliance and accountability in local governments’ use
of tax increment financing through financial and compliance audits.

The State Auditor serves on the State Executive Council, State Board of Investment, Land
Exchange Board, Public Employees Retirement Association Board, Minnesota Housing Finance
Agency, and the Rural Finance Authority Board.

Office of the State Auditor
525 Park Street, Suite 500
Saint Paul, Minnesota 55103
(651) 296-2551
state.auditor@osa.state.mn.us
www.auditor.state.mn.us

This document can be made available in alternative formats upon request. Call 651-296-2551
[voice] or 1-800-627-3529 [relay service] for assistance; or visit the Office of the State Auditor’s
web site: www.auditor.state.mn.us.



Minnesota Valley Regional Rail Authority
Redwood Falls, Minnesota

Years Ended December 31, 2018 and 2019

Office of the State Auditor

Audit Practice Division
Office of the State Auditor
State of Minnesota



This page was left blank intentionally.



MINNESOTA VALLEY REGIONAL RAIL AUTHORITY
REDWOOD FALLS, MINNESOTA

TABLE OF CONTENTS
Exhibit Page
Introductory Section
2018
Organization 1
2019
Organization 2
Financial Section
Independent Auditor’s Report 3
Management’s Discussion and Analysis 5
Basic Financial Statements
2018
General Fund Balance Sheet and Governmental Activities
Statement of Net Position 1 11
General Fund Revenues, Expenditures, and Change in
Fund Balance and Governmental Activities Statement of
Activities 2 12
2019
General Fund Balance Sheet and Governmental Activities
Statement of Net Position 3 13
General Fund Revenues, Expenditures, and Change in
Fund Balance and Governmental Activities Statement of
Activities 4 14
Notes to the Financial Statements 15
Required Supplementary Information
Budgetary Comparison Schedule
2018
General Fund A-1 26
2019
General Fund A-2 27
Notes to the Required Supplementary Information 28



MINNESOTA VALLEY REGIONAL RAIL AUTHORITY
REDWOOD FALLS, MINNESOTA

TABLE OF CONTENTS
Exhibit Page
Financial Section (Continued)
Supplementary Information
2018
Schedule of Intergovernmental Revenue B-1 29
2019
Schedule of Intergovernmental Revenue B-2 30
Management and Compliance Section
Communication of Significant Deficiencies and/or Material
Weaknesses in Internal Control Over Financial Reporting and
Other Matters 31
Independent Auditor’s Report on Minnesota Legal Compliance 33
Schedule of Findings and Recommendations 34



Introductory Section



This page was left blank intentionally.
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Gary Kruggel Member Appointed Yearly
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Julie Rath Administrator Appointed Yearly
Laurence Stratton Legal Counsel Appointed Yearly
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STATE OF MINNESOTA
OFFICE OF THE STATE AUDITOR

SUITE 500 651) 296-2551 (Voi
525 PARK STREET ( (63,1) S2m 0 ;’F';g
JULIE BLAHA SAINT PAUL, MN 55103-2139 state.auditor@state.mn.us (E-mail)
STATE AUDITOR 1-800-627-3529 (Relay Service)

INDEPENDENT AUDITOR’S REPORT

Board Members
Minnesota Valley Regional Rail Authority
Redwood Falls, Minnesota

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities and the General
Fund of the Minnesota Valley Regional Rail Authority as of and for the years ended December 31,
2018 and 2019, and the related notes to the financial statements, which collectively comprise the Rail
Authority’s basic financial statements, as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the preparation
and fair presentation of financial statements that are free from material misstatement, whether due to
fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the Rail
Authority’s preparation and fair presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the Rail Authority’s internal control. Accordingly, we express no such opinion.
An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the financial statements.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and the General Fund of the Minnesota
Valley Regional Rail Authority as of December 31, 2018 and 2019, and the respective changes in
financial position thereof for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis and Required Supplementary Information as listed in the table
of contents be presented to supplement the basic financial statements. Such information, although not
part of the basic financial statements, is required by the Governmental Accounting Standards Board,
who considers it to be an essential part of financial reporting for placing the basic financial statements
in an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards generally
accepted in the United States of America, which consisted of inquiries of management about the
methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or provide
any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Supplementary Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Minnesota Valley Regional Rail Authority’s basic financial statements. The
Supplementary Information as listed in the table of contents is presented for purposes of additional
analysis and is not a required part of the basic financial statements. The Supplementary Information
is the responsibility of management and was derived from and relates directly to the underlying
accounting and other records used to prepare the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the basic financial statements or to the basic financial
statements themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the Supplementary Information is fairly
stated, in all material respects, in relation to the basic financial statements as a whole.

/s/Julie Blaha /s/Dianne Syverson
JULIE BLAHA DIANNE SYVERSON, CPA
STATE AUDITOR DEPUTY STATE AUDITOR

October 6, 2020
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY
REDWOOD FALLS, MINNESOTA

MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2018 AND 2019
(Unaudited)

The Minnesota Valley Regional Rail Authority’s Management’s Discussion and Analysis
(MD&A) provides an overview of the Rail Authority’s financial activities for the fiscal years
ended December 31, 2018 and 2019. Since this information is designed to focus on the current
year’s activities, resulting changes, and currently known facts, it should be read in conjunction
with the Rail Authority’s basic financial statements that follow this section.

FINANCIAL REPORTING ENTITY

The Minnesota Valley Regional Rail Authority was established June 21, 1982, under the
Regional Railroad Authorities Act, Minn. Stat. § 398A.03. The Rail Authority is governed by a
Board composed of one member from the Board of County Commissioners of Carver County,
Redwood County, Renville County, Sibley County, and Yellow Medicine County, and a
representative from the Shipper’s Association. The Rail Authority is organized with a chair, a
vice chair, and a secretary/treasurer.

FINANCIAL HIGHLIGHTS

e In 2018, the assets of the Rail Authority exceed its liabilities by $29,676,373 (net position),
of which $28,780,233 is the net investment in capital assets (Exhibit 1), leaving unrestricted
net position of $896,140.

e In 2019, the assets of the Rail Authority exceeded its liabilities by $30,176,956 (net position),
of which $29,291,581 is the net investment in capital assets (Exhibit 3), leaving unrestricted
net position of $885,375.

e The Rail Authority’s total net position increased $3,379,567, or 12.85 percent, in 2018. The
Rail Authority’s total net position increased $500,583, or 1.69 percent, in 2019.

OVERVIEW OF THE FINANCIAL STATEMENTS

This MD&A is intended to serve as an introduction to the basic financial statements. The
Minnesota Valley Regional Rail Authority’s basic financial statements consist of two statements
that combine government-wide financial statements and fund financial statements, and notes to
the financial statements. The MD&A (this section) is required to accompany the basic financial
statements and, therefore, is included as required supplementary information.
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The first column of each of the first two statements presents governmental fund data. These
columns focus on how money flows in and out and the balances left at year-end that are available
for spending. They are reported using an accounting method called modified accrual accounting.
This method measures cash and all other financial assets that can be readily converted to cash.
These columns provide a detailed short-term view of the Rail Authority’s operations and the
basic services provided. Governmental fund information helps determine whether there are more
or fewer financial resources that can be spent in the near future to finance the Rail Authority’s
programs. We reconcile the relationship (or differences) between governmental funds and
governmental activities (reported in the third column) in the center column of each statement.

The third column in each statement presents the governmental activities’ Statement of Net
Position and the Statement of Activities, which provide information about the activities of the
Rail Authority as a whole and present a longer-term view of the Rail Authority’s finances.
These columns include all assets and liabilities using the full accrual basis of accounting, which
is similar to the accounting used by most private-sector companies. All of the current year’s
revenues and expenses are taken into account regardless of when cash is received or paid. Over
time, increases or decreases in the Rail Authority’s net position are one indicator of whether the
financial health of the Rail Authority is improving or deteriorating.

Notes to the financial statements provide additional information essential to a full understanding
of the data provided in the government-wide and fund financial statements. The notes to the
financial statements are on pages 15 through 25 of this report.

Other information is provided as supplementary information regarding the Minnesota Valley
Regional Rail Authority’s intergovernmental revenue.

Governmental Fund

As compared to 2017, 2018 revenues for the Rail Authority’s General Fund increased by
$2,191,229 and expenditures increased by $2,066,289, primarily due to the significant work
completed during 2018 on rehabilitation projects. As compared to 2018, 2019 revenues for the
Rail Authority’s General Fund decreased by $2,538,189 and expenditures decreased $2,680,070,
due to the minimal work completed during 2019 on rehabilitation projects.

The General Fund balance decreased by $77,796 from 2017 to 2018, for a total unassigned fund
balance of $390,418 as of December 31, 2018. The General Fund balance increased by $64,085
from 2018 to 2019, for a total unassigned fund balance of $454,503.

The Minnesota Valley Regional Rail Authority adopts an annually appropriated budget for its

General Fund. A budgetary comparison schedule for 2018 and for 2019 has also been provided
as required supplementary information for this fund to demonstrate compliance with the budget.
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Government-Wide Financial Analysis

Over time, net position serves as a useful indicator of the Rail Authority’s financial position.
The Minnesota Valley Regional Rail Authority’s assets exceeded liabilities by $29,676,373 at
the close of 2018, and by $30,176,956 at the close of 2019. The largest portion of the Rail
Authority’s net position reflects the Rail Authority’s investment in capital assets (for example,
land, buildings, equipment and infrastructure, such as the rail bed), less any related debt (still
outstanding) used to acquire those assets. However, it should be noted that these assets are not
available for future spending or for liquidating any remaining debt. Comparative data with 2017
is presented.

Net Position
2019 2018 2017
Assets
Current and other assets $ 899,717 $ 909,419 $ 592,709
Capital assets 29,340,581 28,997,224 25,816,177
Total Assets $ 30,240,298 $ 29,906,643 $ 26,408,886
Liabilities
Current liabilities $ 63,342 $ 230,270 $ 112,080
Net Position
Net investment in capital assets $ 29,291,581 $ 28,780,233 $ 25,719,867
Unrestricted 885,375 896,140 576,939
Total Net Position $ 30,176,956 $ 29,676,373 $ 26,296,806

Governmental Activities

The Minnesota Valley Regional Rail Authority’s activities increased the Rail Authority’s net
position during 2018 by $3,379,567, representing a 12.85 percent increase, and increased net
position during 2019 by $500,583, representing a 1.69 percent increase, primarily because of
change in the Rail Authority’s state bonding funds for rehabilitation of the rail. Key elements in
this decrease and increase in net position are as follows:

(Unaudited) Page 7



Changes in Net Position

2019 2018 2017
Revenues
Program revenues
Charges for services $ 102,390 $ 117,690 $ 122,235
Licenses and permits 191,773 197,697 182,689
Intergovernmental 1,275,818 3,970,455 1,459,627
General revenues
Investment earnings 1,298 819 2,808
Miscellaneous 102,264 108,246 172,418
Total Revenues $ 1,673,543 $ 4,394,907 $ 1,939,777
Expenses
Program expenses
Economic development 1,172,960 1,015,340 757,222
Change in Net Position Before Special
Item $ 500,583 $ 3,379,567 $ 1,182,555
Special Item
Minnesota Department of Transportation
loan conversion to grant - - 4,107,574
Change in Net Position $ 500,583 $ 3,379,567 $ 5,290,129
Net Position — January 1 29,676,373 26,296,806 21,006,677
Net Position — December 31 $ 30,176,956 $ 29,676,373 $ 26,296,806

General Fund Budgetary Highlights

There were no differences between the original General Fund expenditure budget and the final
budget in 2018 and 2019.

Actual General Fund 2018 revenues exceeded budgeted revenues by $3,677,291, primarily due
to more pass-through intergovernmental revenues recognized than anticipated. Actual General
Fund 2019 revenues exceeded budgeted revenues by $875,697, primarily due to more
pass-through intergovernmental revenues recognized than anticipated and additional car storage
rental income.

Actual 2018 expenditures exceeded budgeted expenditures by $148,054. The
more-than-expected expenditures reflect more-than-anticipated repair and maintenance costs.
Actual 2019 expenditures exceeded budgeted expenditures by $1,284,083. The
more-than-expected expenditures reflect more-than-anticipated rehabilitation costs for the state
bonding rehabilitation project and additional costs resulting from 2019 disasters.

(Unaudited) Page 8



CAPITAL ASSETS AND DEBT ADMINISTRATION
Capital Assets

The Minnesota Valley Regional Rail Authority’s depreciable capital assets (net of accumulated
depreciation) at December 31, 2018 and 2019, totaled $28,997,224 and $29,340,581,
respectively. This investment in capital assets includes land improvements and a building. The
Rail Authority’s 2018 and 2019 investment in land improvements increased $3,181,047 and
$343,357 from the previous years due to starting the state bonding projects for rehabilitation of
the rail.

Capital Assets at Year-End
(Net of Depreciation)

2019 2018 2017
Capital assets not depreciated
Land $ 591,000 $ 591,000 $ 591,000
Construction in progress - - 81,560
Total capital assets not depreciated $ 591,000 $ 591,000 $ 672,560
Capital assets depreciated
Land improvements — infrastructure $ 36,222,179 $ 35,400,509 $ 31,671,328
Buildings 63,000 63,000 63,000
Total capital assets depreciated $ 36,285,179 $ 35,463,509 $ 31,734,328
Less: accumulated depreciation for
Land improvements — infrastructure $ 7,475,748 $ 7,000,585 $ 6,537,161
Buildings 59,850 56,700 53,550
Total accumulated depreciation $ 7,535,598 $ 7,057,285 $ 6,590,711
Total capital assets depreciated, net $ 28,749,581 $ 28,406,224 $ 25,143,617
Net Capital Assets $ 29,340,581 $ 28,997,224 $ 25,816,177

Additional information on the Rail Authority’s capital assets can be found in the notes to the
financial statements.

Long-Term Debt

At the end of 2018 and 2019, the Rail Authority had no outstanding debt. Other liabilities and
contingencies are described in the notes to the financial statements.

(Unaudited) Page 9



ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS

In August 2018, we started a rail relay project covered by Bond Agreement #1030610 from
Winthrop to Gibbon, mile point (MP) 81.4 to 88.25. This $4 million project included additional
amendments to change the original mile point on the west end from mile point 86.9 to 88.25,
adding the additional rail to cover that distance. The project was completed in December 2018.

The Rail Authority was awarded $1 million at the end of the 2018 legislative session. In 2019,
these funds were used for new tie replacements and ballast between Gibbon and Fairfax. The
project completed was by MPLI. The remainder of the project funds were used to replace the
bridge decking on the Minnesota River Bridge (MP 112) and Sulfur Lake Bridge (MP 112.5).
The bridge projects were awarded to Koppers Railroad and the work began in January 2020, with
a projected completion date of September 30, 2020.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the Minnesota Valley Regional
Rail Authority’s finances. Questions concerning any of the information provided in this
report, or requests for additional financial information, should be addressed to Julie
Rath, Administrator; Minnesota Valley Regional Rail Authority, 200 South Mill Street,
Redwood Falls, Minnesota 56283; or call 507-637-4084.

(Unaudited) Page 10
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY
REDWOOD FALLS, MINNESOTA

EXHIBIT 1
GENERAL FUND BALANCE SHEET AND
GOVERNMENTAL ACTIVITIES STATEMENT OF NET POSITION
DECEMBER 31, 2018
General Governmental
Fund Reconciliation Activities
Assets
Current assets
Cash and cash equivalents $ 311,027 $ - 311,027
Accounts receivable 79,245 - 79,245
Due from other governments 519,147 - 519,147
Capital assets
Non-depreciable - 591,000 591,000
Depreciable — net - 28,406,224 28,406,224
Total Assets $ 909,419 $ 28,997,224 29,906,643
Liabilities, Deferred Inflows of Resources,
and Fund Balance/Net Position
Liabilities
Current liabilities
Accounts payable $ 13,280 $ - 13,280
Contracts payable 216,990 - 216,990
Total Liabilities $ 230,270 $ - 230,270
Deferred Inflows of Resources
Unavailable revenue $ 288,731 $ (288,731)
Fund Balance
Unassigned $ 390,418 $ (390,418)
Net Position
Net investment in capital assets $ 28,780,233 28,780,233
Unrestricted 896,140 896,140
Total Net Position $ 29,676,373 29,676,373
Total Liabilities and Fund Balance/Net Position $ 909,419 $ 28,997,224 29,906,643
Reconciliation of the General Fund Balance to Net Position
Fund Balance — General Fund 390,418
Long-term assets are not available to pay current period expenditures and, therefore, are reported as
deferred inflows of resources—unavailable revenue on the General Fund Balance Sheet but not on
the Statement of Net Position. 288,731
Capital assets, net of accumulated depreciation, used in governmental activities are not financial resources and,
therefore, are reported on the Statement of Net Position but not on the General Fund Balance Sheet. 28,997,224
Net Position — Governmental Activities 29,676,373

The notes to the financial statements are an integral part of this statement.
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY
REDWOOD FALLS, MINNESOTA

EXHIBIT 2
GENERAL FUND REVENUES, EXPENDITURES, AND CHANGE IN FUND BALANCE
AND GOVERNMENTAL ACTIVITIES STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED DECEMBER 31, 2018
General Governmental
Fund Reconciliation Activities
Revenues
Licenses and permits $ 197,697 $ - $ 197,697
Intergovernmental 3,687,070 283,385 3,970,455
Charges for services 117,690 - 117,690
Investment earnings 819 - 819
Miscellaneous 115,315 (7,069) 108,246
Total Revenues $ 4,118,591 $ 276,316 $ 4,394,907
Expenditures/Expenses
Current
Economic development
Administration $ 108,990 $ - $ 108,990
Rehabilitation 3,651,804 (3,181,047) 470,757
Repairs and maintenance 435,593 - 435,593
Total Expenditures/Expenses $ 4,196,387 $ (3,181,047) $ 1,015,340
Net Change in Fund Balance/Net Position $ (77,796) $ 3,457,363 $ 3,379,567
Fund Balance/Net Position — January 1 468,214 25,828,592 26,296,806
Fund Balance/Net Position — December 31 $ 390,418 $ 29,285,955 $ 29,676,373
Reconciliation of the General Fund's Revenues, Expenditures, and Change
in Fund Balance to the Statement of Activities
Change in Fund Balance $ (77,796)
In the governmental fund, under the modified accrual basis, receivables not
available for expenditure are deferred. In the statement of activities, those
revenues are recognized when earned. The adjustment to revenues between
the fund statement and the statement of activities is the increase or decrease
in revenues deferred as unavailable.
Unavailable revenue — December 31 $ 288,731
Unavailable revenue — January 1 (12,415) 276,316
Governmental funds report capital outlay as expenditures. However, in the
statement of activities, the cost of those assets is allocated over their
estimated useful lives and reported as depreciation expense.
Expenditures for capital assets $ 3,647,621
Current year depreciation (466,574) 3,181,047
Change in Net Position of Governmental Activities $ 3,379,567

The notes to the financial statements are an integral part of this statement. Page 12



MINNESOTA VALLEY REGIONAL RAIL AUTHORITY

REDWOOD FALLS, MINNESOTA

GENERAL FUND BALANCE SHEET AND

GOVERNMENTAL ACTIVITIES STATEMENT OF NET POSITION

Assets

Current assets
Cash and cash equivalents
Accounts receivable
Due from other governments
Capital assets
Non-depreciable
Depreciable — net

Total Assets

Liabilities, Deferred Inflows of Resources,

DECEMBER 31, 2019

and Fund Balance/Net Position

Liabilities
Current liabilities
Accounts payable
Contracts payable

Total Liabilities

Deferred Inflows of Resources
Unavailable revenue

Fund Balance
Unassigned

Net Position
Net investment in capital assets
Unrestricted

Total Net Position

Total Liabilities, Deferred Inflows of Resources,
and Fund Balance/Net Position

Reconciliation of the General Fund Balance to Net Position

Fund Balance — General Fund

Long-term assets are not available to pay current period expenditures and, therefore, are reported as
deferred inflows of resources—unavailable revenue on the General Fund Balance Sheet but not on

the Statement of Net Position.

Capital assets, net of accumulated depreciation, used in governmental activities are not financial resources and,

therefore, are reported on the Statement of Net Position but not on the General Fund Balance Sheet.

Net Position — Governmental Activities

The notes to the financial statements are an integral part of this statement.

EXHIBIT 3
General Governmental
Fund Reconciliation Activities

416,452 - 416,452

101,393 - 101,393

381,872 - 381,872

- 591,000 591,000

- 28,749,581 28,749,581

899,717 29,340,581 30,240,298

14,342 - 14,342

49,000 - 49,000

63,342 - 63,342
381,872 (381,872)
454,503 (454,503)

29,291,581 29,291,581

885,375 885,375

30,176,956 30,176,956

899,717 29,340,581 30,240,298

454,503

381,872

29,340,581

30,176,956
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY

REDWOOD FALLS, MINNESOTA

EXHIBIT 4
GENERAL FUND REVENUES, EXPENDITURES, AND CHANGE IN FUND BALANCE
AND GOVERNMENTAL ACTIVITIES STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED DECEMBER 31, 2019
General Governmental
Fund Reconciliation Activities
Revenues
Licenses and permits $ 191,773 $ - 191,773
Intergovernmental 1,177,331 98,487 1,275,818
Charges for services 102,390 - 102,390
Investment earnings 1,298 - 1,298
Miscellaneous 107,610 (5,346) 102,264
Total Revenues $ 1,580,402 $ 93,141 1,673,543
Expenditures/Expenses
Current
Economic development
Administration $ 102,101 $ - 102,101
Rehabilitation 820,933 (343,357) 477,576
Repairs and maintenance 593,283 - 593,283
Total Expenditures/Expenses $ 1,516,317 $ (343,357) 1,172,960
Net Change in Fund Balance/Net Position $ 64,085 $ 436,498 500,583
Fund Balance/Net Position — January 1 390,418 29,285,955 29,676,373
Fund Balance/Net Position — December 31 $ 454,503 $ 29,722,453 30,176,956
Reconciliation of the General Fund's Revenues, Expenditures, and Change
in Fund Balance to the Statement of Activities
Change in Fund Balance 64,085
In the governmental fund, under the modified accrual basis, receivables not
available for expenditure are deferred. In the statement of activities, those
revenues are recognized when earned. The adjustment to revenues between
the fund statement and the statement of activities is the increase or decrease
in revenues deferred as unavailable.
Unavailable revenue — December 31 $ 381,872
Unavailable revenue — January 1 (288,731) 93,141
Governmental funds report capital outlay as expenditures. However, in the
statement of activities, the cost of those assets is allocated over their
estimated useful lives and reported as depreciation expense.
Expenditures for capital assets $ 821,670
Current year depreciation (478,313) 343,357
Change in Net Position of Governmental Activities 500,583

The notes to the financial statements are an integral part of this statement.
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY
REDWOOD FALLS, MINNESOTA

NOTES TO THE FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2019

Summary of Significant Accounting Policies

The Minnesota Valley Regional Rail Authority’s financial statements are prepared in
accordance with accounting principles generally accepted in the United States of America
(GAAP) as of and for the years ended December 31, 2018 and 2019. The Governmental
Accounting Standards Board (GASB) is responsible for establishing GAAP for state and local
governments through its pronouncements (statements and interpretations). The more
significant accounting policies established in GAAP and used by the Minnesota Valley
Regional Rail Authority are discussed below.

A. Financial Reporting Entity

The Minnesota Valley Regional Rail Authority was established June 21, 1982, under the
Regional Railroad Authorities Act, Minn. Stat. § 398A.03. It is governed by a Board
composed of one member from the Boards of Commissioners of Carver County,
Redwood County, Renville County, Sibley County, and Yellow Medicine County, and a
representative from the Shipper’s Association. The Rail Authority is organized with a
chair, a vice chair, and a secretary/treasurer.

B. Basic Financial Statements

Basic financial statements include information on the Rail Authority’s activities as a
whole and information on the individual fund (the General Fund) of the Rail Authority.
These separate presentations are reported in different columns on Exhibits 1, 2, 3, and 4.
Each of the exhibits starts with a column of information based on activities of the General
Fund and reconciles it to a column that reports the “governmental activities” of the Rail
Authority as a whole.

The governmental activities columns are reported on the full accrual, economic resources
basis, which recognizes all long-term assets and receivables as well as long-term debt
and obligations. The Rail Authority’s net position is reported in three parts: (1) net
investment in capital assets, (2) restricted net position, and (3) unrestricted net position.
The statement of activities demonstrates the degree to which the expenses of the Rail
Authority are offset by revenues.
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY
REDWOOD FALLS, MINNESOTA

1.

Summary of Significant Accounting Policies

B.

Basic Financial Statements (Continued)

The balance sheet and statement of revenues, expenditures, and change in fund balance
for the General Fund are presented on the modified accrual basis and report current
financial resources.

Measurement Focus and Basis of Accounting

The government-wide financial statements are reported using the economic resources
measurement focus and the full accrual basis of accounting. Revenues are recorded when
earned, and expenses are recorded when a liability is incurred, regardless of the timing
of related cash flows. Grants and similar items are recognized as revenues as soon as all
eligibility requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are
recognized as soon as they are both measurable and available. The Minnesota Valley
Regional Rail Authority considers all revenues as available if collected within 60 days
after the end of the current period. Charges for services and interest are considered
susceptible to accrual. Expenditures are recorded when the related fund liability is
incurred, except for principal payments on long-term debt, which are recognized as
expenditures to the extent that they have matured.

When both restricted and unrestricted resources are available for use, it is the Minnesota
Valley Regional Rail Authority’s policy to use restricted resources first and then
unrestricted resources as needed.

D. Assets, Liabilities, Deferred Outflows/Inflows of Resources, and Net Position or Equity

1. Cash and cash equivalents

The Rail Authority’s cash balance represents funds in the checking account and
short-term investments with original maturities of 24 months or less from the date
of acquisition.

2. Receivables

No allowance for uncollectible receivables has been provided because such amounts
are not expected to be material.
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY
REDWOOD FALLS, MINNESOTA

1. Summary of Significant Accounting Policies

D. Assets, Liabilities, Deferred Outflows/Inflows of Resources, and Net Position or Equity

(Continued)

3.

Prepaid Items

Certain payments to vendors reflect costs applicable to future accounting periods
and are recorded as prepaid items in both government-wide and fund financial
statements. During the years ended December 31, 2018 and 2019, the Rail Authority
reported no prepaid items.

Capital Assets

Capital assets, which include property and equipment and infrastructure assets, are
reported in the government-wide financial statements. Capital assets are defined by
the Rail Authority as assets with an initial cost of more than $5,000 and an estimated
useful life in excess of two years. Capital assets are reported at historical cost or
estimated historical cost if purchased or constructed. Donated capital assets are
recorded at acquisition value (entry price) on the date of donation.

The costs of normal maintenance and repairs that do not add to the value of the asset
or materially extend the assets’ lives are not capitalized.

Capital assets are depreciated using the straight-line method over the following
estimated useful lives:

Assets Years
Land improvements — infrastructure 70
Buildings 25
Machinery and equipment 5

Long-Term Liabilities

In the government-wide financial statements, long-term debt and other long-term
obligations are reported as liabilities in the statement of net position. The General
Fund reports only liabilities expected to be financed with available, spendable
financial resources.
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY
REDWOOD FALLS, MINNESOTA

1. Summary of Significant Accounting Policies

D. Assets, Liabilities, Deferred Outflows/Inflows of Resources, and Net Position or Equity

(Continued)

6.

Deferred Outflows/Inflows of Resources

In addition to assets, the statement of financial position reports a separate section for
deferred outflows of resources. This separate financial statement element, deferred
outflows of resources, represents a consumption of net position that applies to a
future period(s) and will not be recognized as an outflow of resources
(expenditure/expense) until then. The Rail Authority has no items that qualify for
reporting in this category.

In addition to liabilities, the statement of financial position reports a separate section
for deferred inflows of resources. This separate financial statement element,
deferred inflows of resources, represents an acquisition of net position that applies
to a future period(s) and will not be recognized as an inflow of resources (revenue)
until that time. The Rail Authority has one deferred inflow, unavailable revenue,
that qualifies for reporting in this category. The General Fund reports unavailable
revenue from miscellaneous revenue and grant monies receivable for amounts that
are not considered to be available to liquidate liabilities of the current period.
Unavailable revenue arises only under the modified accrual basis of accounting and,
accordingly, is reported only in the General Fund’s balance sheet. The unavailable
revenue amount is deferred and recognized as an inflow of resources in the period
that the amount becomes available.

Unearned Revenue

Governmental funds and government-wide financial statements report unearned
revenue in connection with resources that have been received but not yet earned.
During the years ended December 31, 2018 and 2019, the Rail Authority reported
no unearned revenue.
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY

REDWOOD FALLS, MINNESOTA

1. Summary of Significant Accounting Policies

D. Assets, Liabilities, Deferred Outflows/Inflows of Resources, and Net Position or Equity

(Continued)

8.

Classification of Net Position

Net position in the government-wide financial statements is classified in the
following categories:

Net investment in capital assets — the amount of net position representing capital
assets, net of accumulated depreciation, and reduced by outstanding debt
attributed to the acquisition, construction, or improvement of the assets.

Restricted net position — the amount of net position for which external
restrictions have been imposed by creditors, grantors, contributors, or laws or
regulations of other governments and restrictions imposed by law through
constitutional provisions or enabling legislation.

Unrestricted net position — the amount of net position that does not meet the

definition of restricted or net investment in capital assets.

Classification of Fund Balance

Fund balance is divided into five classifications based primarily on the extent to
which the Rail Authority is bound to observe constraints imposed upon the use of
the resources in the General Fund. The classifications are as follows:

Nonspendable —amounts that cannot be spent because they are not in spendable
form, or are legally or contractually required to be maintained intact. The “not
in spendable form” criterion includes items that are not expected to be
converted to cash.

Restricted — amounts in which constraints have been placed on the use of
resources either externally imposed by creditors (such as through debt
covenants), grantors, contributors, or laws or regulations of other governments
or imposed by law through constitutional provisions or enabling legislation.
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY
REDWOOD FALLS, MINNESOTA

1. Summary of Significant Accounting Policies

D. Assets, Liabilities, Deferred Outflows/Inflows of Resources, and Net Position or Equity

9.

10.

Classification of Fund Balance (Continued)

e Committed — amounts that can be used only for the specific purposes imposed
by formal action (resolution) of the Rail Authority’s Board. Those committed
amounts cannot be used for any other purpose unless the Board removes or
changes the specified use by taking the same type of action (resolution) it
employed to previously commit those amounts.

e Assigned — amounts the Rail Authority intends to use for specific purposes that
do not meet the criteria to be classified as restricted or committed. Inthe General
Fund, assigned amounts represent intended uses established by the Rail
Authority’s Board.

e Unassigned — the residual classification for the General Fund and includes all
spendable amounts not contained in the other fund balance classifications.

The Minnesota Valley Regional Rail Authority applies restricted resources first
when expenditures are incurred for purposes for which either restricted or
unrestricted (committed, assigned, and unassigned) amounts are available.
Similarly, within unrestricted fund balance, committed amounts are reduced first,
followed by assigned, and then unassigned amounts when expenditures are incurred
for purposes for which amounts in any of the unrestricted fund balance
classifications could be used.

Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
certain estimates and assumptions that affect the reported amounts of assets, deferred
outflows of resources, liabilities, and deferred inflows of resources; and disclosure
of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY

REDWOOD FALLS, MINNESOTA

2.

Detailed Notes on All Funds

A. Assets and Deferred Outflows of Resources

1.

Cash and Cash Equivalents

The following table presents the Rail Authority’s cash and deposit balances as
follows:

December 31, December 31,
2018 2019
Checking $ 55,576 $ 213,850
Certificates of deposit 255,451 202,602
Total Cash and Cash Equivalents $ 311,027 $ 416,452

During the years ended December 31, 2018 and 2019, the Rail Authority reported
no investments.

Deposits

The Rail Authority is authorized by Minn. Stat. 88 118A.02 and 118A.04 to
designate a depository for public funds and to invest in certificates of deposit.
The Rail Authority is required by Minn. Stat. § 118A.03 to protect deposits with
insurance, surety bond, or collateral. The market value of collateral pledged
shall be at least ten percent more than the amount on deposit at the close of the
financial institution’s banking day, not covered by insurance or bonds.

Authorized collateral includes treasury bills, notes and bonds; issues of
U.S. government agencies; general obligations rated “A” or better and revenue
obligations rated “AA” or better; irrevocable standby letters of credit issued by
the Federal Home Loan Bank; and certificates of deposit. Minnesota statutes
require that securities pledged as collateral be held in safekeeping in a restricted
account at the Federal Reserve Bank or in an account at a trust department of a
commercial bank or other financial institution not owned or controlled by the
financial institution furnishing the collateral.
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY
REDWOOD FALLS, MINNESOTA

2. Detailed Notes on All Funds

A. Assets and Deferred Outflows of Resources

1. Cash and Cash Equivalents

a. Deposits (Continued)

Custodial Credit Risk

Custodial credit risk is the risk that in the event of a financial institution failure,
the Rail Authority’s deposits may not be returned to it. The Rail Authority does
not have a deposit policy for custodial credit risk. As of December 31, 2018

and 2019, the Rail Authority’s deposits were not exposed to custodial credit
risk.

2. Receivables and Revenue

Receivables for the Rail Authority were as follows:

December 31, December 31,
2018 2019
Accounts receivable $ 79,245 $ 101,393
Due from other governments 519,147 381,872
Total $ 598,392 $ 483,265

All amounts are expected to be collected in the subsequent year.

The Rail Authority contracts with Omega Rail Management, Inc., for billing and
collections of licenses, permits, and rights of way. For this service, Omega Rail
Management earns a commission on amounts collected, in accordance with the
agreement with the vendor.
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY
REDWOOD FALLS, MINNESOTA

2.

Detailed Notes on All Funds

A.

Assets and Deferred Outflows of Resources (Continued)

3. Capital Assets

Capital asset activity for the year ended December 31, 2018, was as follows:

Beginning Ending
Balance Increase Decrease Balance
Capital assets not depreciated
Land $ 591,000 $ - $ - $ 591,000
Construction in progress 81,560 - 81,560 -
Total capital assets not depreciated $ 672,560 $ - $ 81,560 $ 591,000
Capital assets depreciated
Land improvements — infrastructure $ 31,671,328 $ 3,729,181 $ - $ 35,400,509
Buildings 63,000 - - 63,000
Total capital assets depreciated $ 31,734,328 $ 3,729,181 $ - $ 35,463,509
Less: accumulated depreciation for
Land improvements — infrastructure $ 6,537,161 $ 463,424 $ - $ 7,000,585
Buildings 53,550 3,150 - 56,700
Total accumulated depreciation $ 6,590,711 $ 466,574 $ - $ 7,057,285
Total capital assets depreciated, net $ 25,143,617 $ 3,262,607 $ - $ 28,406,224
Net Capital Assets $ 25,816,177 $ 3,262,607 $ 81,560 $ 28,997,224

Depreciation expense of $466,574 was charged to the Rail Authority’s economic

development function for the year ended December 31, 2018.
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY

REDWOOD FALLS, MINNESOTA

2.

Detailed Notes on all Funds

A. Assets and Deferred Outflows of Resources

3.

Capital Assets (Continued)

Capital asset activity for the year ended December 31, 2019, was as follows:

Capital assets not depreciated

Land

Capital assets depreciated

Land improvements — infrastructure
Buildings

Total capital assets depreciated

Less: accumulated depreciation for

B. Liabilities and Deferred Inflows of Resources

Land improvements — infrastructure
Buildings

Total accumulated depreciation
Total capital assets depreciated, net

Net Capital Assets

Beginning Ending

Balance Increase Decrease Balance
591,000 - $ $ 591,000
35,400,509 821,670 $ $ 36,222,179
63,000 - 63,000
35,463,509 821,670 $ $ 36,285,179
7,000,585 475,163 $ $ 7,475,748
56,700 3,150 59,850
7,057,285 478,313 $ $ 7,535,598
28,406,224 343,357 $ $ 28,749,581
28,997,224 343,357 $ $ 29,340,581

Depreciation expense of $478,313 was charged to the Rail Authority’s economic
development function for the year ended December 31, 2019.

1.

Payables

Payables for the Rail Authority were as follows:

Accounts payable
Contracts payable

Total

December 31,

December 31,

2018 2019
$ 13,280 14,342
216,990 49,000
$ 230,270 63,342
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY
REDWOOD FALLS, MINNESOTA

2.

Detailed Notes on All Funds

B. Liabilities and Deferred Inflows of Resources (Continued)

2. Deferred Inflows of Resources — Unavailable Revenue

Unavailable revenue consists of the following receivables not collected soon enough
after year-end to pay liabilities of the current period:

December 31, December 31,
2018 2019

Miscellaneous revenue $ 5,346 3 -
State Grant — Department of Public Safety 109,417 311,631
Federal Grant — Disaster Grants — Public
Assistance (Presidentially declared)
CFDA No. 97.036 173,968 70,241

Total $ 288,731 $ 381,872

Risk Management

The Rail Authority is exposed to various risks of loss related to torts; theft of, damage to, or
destruction of assets; errors or omissions; and natural disasters for which the Rail Authority
carries commercial insurance. To manage these risks, the Rail Authority has entered into a
joint powers agreement with Minnesota counties to form the Minnesota Counties
Intergovernmental Trust (MCIT). MCIT is a public entity risk pool currently operated as a
common risk management and insurance program for its members. The Rail Authority is a
member of only the Property and Casualty Division. For all other risk, the Rail Authority
carries commercial insurance. There were no significant reductions in insurance from the
prior year. The amount of settlements did not exceed insurance coverage for any of the past
three fiscal years.

The Property and Casualty Division of MCIT is self-sustaining, and the Rail Authority pays
an annual premium to cover current and future losses. MCIT carries reinsurance for its
property lines to protect against catastrophic losses. Should the MCIT Property and Casualty
Division liabilities exceed assets, MCIT may assess the Rail Authority in a method and
amount to be determined by MCIT.
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY

REDWOOD FALLS, MINNESOTA

BUDGETARY COMPARISON SCHEDULE
GENERAL FUND
FOR THE YEAR ENDED DECEMBER 31, 2018

EXHIBIT A-1

Budgeted Amounts Actual Variance with
Original Final Amounts Final Budget
Revenues
Licenses and permits $ 161,000 $ 161,000 $ 197,697 36,697
Intergovernmental - - 3,687,070 3,687,070
Charges for services 130,000 130,000 117,690 (12,310)
Investment earnings 300 300 819 519
Miscellaneous 150,000 150,000 115,315 (34,685)
Total Revenues $ 441,300 $ 441,300 $ 4,118,591 3,677,291
Expenditures
Current
Economic development
Administration $ 87,475 $ 87,475 $ 108,990 (21,515)
Rehabilitation 3,885,858 3,885,858 3,651,804 234,054
Repairs and maintenance 75,000 75,000 435,593 (360,593)
Total Expenditures $ 4,048,333 $ 4,048,333 $ 4,196,387 (148,054)
Net Change in Fund Balance $ (3,607,033) $ (3,607,033) $ (77,796) 3,529,237
Fund Balance — January 1 468,214 468,214 468,214 -
Fund Balance — December 31 $ (3,138,819) $ (3,138,819) $ 390,418 3,529,237
The notes to the required supplementary information are an integral part of this schedule. Page 26



MINNESOTA VALLEY REGIONAL RAIL AUTHORITY

REDWOOD FALLS, MINNESOTA

BUDGETARY COMPARISON SCHEDULE
GENERAL FUND
FOR THE YEAR ENDED DECEMBER 31, 2019

EXHIBIT A-2

Budgeted Amounts Actual Variance with
Original Final Amounts Final Budget
Revenues
Licenses and permits $ 204,195 $ 204,195 $ 191,773 (12,422)
Intergovernmental 358,730 358,730 1,177,331 818,601
Charges for services 120,000 120,000 102,390 (17,610)
Investment earnings - - 1,298 1,298
Miscellaneous 21,780 21,780 107,610 85,830
Total Revenues $ 704,705 $ 704,705 $ 1,580,402 875,697
Expenditures
Current
Economic development
Administration $ 117,234 $ 117,234 $ 102,101 15,133
Rehabilitation 40,000 40,000 820,933 (780,933)
Repairs and maintenance 75,000 75,000 593,283 (518,283)
Total Expenditures $ 232,234 $ 232,234 $ 1,516,317 (1,284,083)
Net Change in Fund Balance $ 472,471 $ 472,471 $ 64,085 (408,386)
Fund Balance — January 1 390,418 390,418 390,418 -
Fund Balance — December 31 $ 862,889 $ 862,889 $ 454,503 (408,386)
The notes to the required supplementary information are an integral part of this schedule. Page 27



MINNESOTA VALLEY REGIONAL RAIL AUTHORITY
REDWOOD FALLS, MINNESOTA

NOTES TO THE REQUIRED SUPPLEMENTARY INFORMATION
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2019

General Budget Policies

The Minnesota Valley Regional Rail Authority’s Board adopts an estimated revenue and
expenditure budget for the General Fund.

The budgets may be amended or modified at any time by the Rail Authority’s Board.
Expenditures may not legally exceed budgeted appropriations. Comparisons of final
budgeted revenues and expenditures to actual for the General Fund are presented as required
supplementary information.

Budget Basis of Accounting

Budgets are adopted on a basis consistent with generally accepted accounting principles.

Budget Amendments

Over the course of the year, the Rail Authority Board may revise estimated revenue and
expenditure budgets. These budget amendments fall into three categories: new information
changing original budget estimations, greater than anticipated revenues or costs, and new
grant awards.

The Rail Authority did not amend any of its revenue and expenditure budgets during 2018
or 2019.

Excess of Expenditures Over Budget

For the year ended December 31, 2018, expenditures of $4,196,387 exceeded the budgeted
appropriations of $4,048,333 by $148,054 in the General Fund.

For the year ended December 31, 2019, expenditures of $1,516,317 exceeded the budgeted
appropriations of $232,234 by $1,284,083 in the General Fund.
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY
REDWOOD FALLS, MINNESOTA

EXHIBIT B-1
SCHEDULE OF INTERGOVERNMENTAL REVENUE
FOR THE YEAR ENDED DECEMBER 31, 2018
Grants
State
Minnesota Department of
Public Safety $ 62,761
Transportation 3,624,309
Total Intergovernmental Revenue $ 3,687,070
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY
REDWOOD FALLS, MINNESOTA

EXHIBIT B-2
SCHEDULE OF INTERGOVERNMENTAL REVENUE
FOR THE YEAR ENDED DECEMBER 31, 2019
Grants
State
Minnesota Department of
Public Safety $ 131,961
Transportation 784,827
Total state $ 916,788
Federal
Department of
Homeland Security 260,543
Total Intergovernmental Revenue $ 1,177,331
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STATE OF MINNESOTA
OFFICE OF THE STATE AUDITOR

SUITE 500 651) 296-2551 (Voi
S 525 PARK STREET O 20ma1es. (o)
JULIE BLAHA SAINT PAUL, MN 55103-2139 state.auditor@state.mn.us (E-mail)
STATE AUDITOR 1-800-627-3529 (Relay Service)

COMMUNICATION OF SIGNIFICANT DEFICIENCIES
AND/OR MATERIAL WEAKNESSES IN INTERNAL CONTROL
OVER FINANCIAL REPORTING AND OTHER MATTERS

Board Members
Minnesota Valley Regional Rail Authority
Redwood Falls, Minnesota

We have audited, in accordance with auditing standards generally accepted in the United States of
America, the financial statements of the governmental activities and the General Fund of the
Minnesota Valley Regional Rail Authority, as of and for the years ended December 31, 2018 and
2019, and the related notes to the financial statements, which collectively comprise the Rail
Authority’s basic financial statements, and have issued our report thereon dated October 6, 2020.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Minnesota
Valley Regional Rail Authority’s internal control over financial reporting 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 Rail Authority’s internal control over financial reporting. Accordingly, we do not express an
opinion on the effectiveness of the Rail Authority’s internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described
in the first paragraph of this section and was not designed to identify all deficiencies in internal
control over financial reporting that might be material weaknesses or significant deficiencies and,
therefore, material weaknesses or significant deficiencies may exist that were not identified.
However, as described in the accompanying Schedule of Findings and Recommendations, we did
identify a deficiency in internal control over financial reporting that we consider to be a material
weakness and another deficiency that we consider to be a significant deficiency.

A deficiency in internal control over financial reporting 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 combination of deficiencies, in internal control over financial
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reporting such that there is a reasonable possibility that a material misstatement of the Rail
Authority’s financial statements will not be prevented, or detected and corrected, on a timely basis.
A significant deficiency is a deficiency, or combination of deficiencies, in internal control over
financial reporting that is less severe than a material weakness, yet important enough to merit
attention by those charged with governance. We consider the deficiency described in the
accompanying Schedule of Findings and Recommendations as item 2019-002 to be a material
weakness and item 2019-001 to be a significant deficiency.

Other Matters

The Minnesota Valley Regional Rail Authority’s written responses to the internal control findings
identified in our audit have been included in the Schedule of Findings and Recommendations. We
did not audit the Rail Authority’s responses and, accordingly, we express no opinion on them.

This communication is intended solely for the information and use of the Board Members,
management, and others within the Rail Authority, and is not intended to be, and should not be,
used by anyone other than those specified parties.

/s/Julie Blaha /s/Dianne Syverson
JULIE BLAHA DIANNE SYVERSON, CPA
STATE AUDITOR DEPUTY STATE AUDITOR

October 6, 2020
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STATE OF MINNESOTA
OFFICE OF THE STATE AUDITOR

SUITE 500 651) 296-2551 (Voi
S 525 PARK STREET O 20ma1es. (o)
JULIE BLAHA SAINT PAUL, MN 55103-2139 state.auditor@state.mn.us (E-mail)
STATE AUDITOR 1-800-627-3529 (Relay Service)

INDEPENDENT AUDITOR’S REPORT ON
MINNESOTA LEGAL COMPLIANCE

Board Members
Minnesota Valley Regional Rail Authority
Redwood Falls, Minnesota

We have audited, in accordance with auditing standards generally accepted in the United States of
America, the accompanying financial statements of the governmental activities and the General Fund
of the Minnesota Valley Regional Rail Authority as of and for the years ended December 31, 2018 and
2019, and the related notes to the financial statements, which collectively comprise the Rail Authority’s
basic financial statements and have issued our report thereon dated October 6, 2020.

In connection with our audit, nothing came to our attention that caused us to believe that the Minnesota
Valley Regional Rail Authority failed to comply with the provisions of the contracting and bidding,
deposits and investments, conflicts of interest, claims and disbursements, and miscellaneous provisions
sections of the Minnesota Legal Compliance Audit Guide for Other Political Subdivisions,
promulgated by the State Auditor pursuant to Minn. Stat. § 6.65, insofar as they relate to accounting
matters, except as described in the Schedule of Findings and Recommendations as item 2019-003.
However, our audit was not directed primarily toward obtaining knowledge of such noncompliance.
Accordingly, had we performed additional procedures, other matters may have come to our attention
regarding the Rail Authority’s noncompliance with the above referenced provisions, insofar as they
relate to accounting matters.

The Minnesota Valley Regional Rail Authority’s written response to the legal compliance finding
identified in our audit has been included in the Schedule of Findings and Recommendations. We did
not audit the Rail Authority’s response and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of the Board Members and management of
the Minnesota Valley Regional Rail Authority and the State Auditor, and is not intended to be, and
should not be, used by anyone other than those specified parties.

/s/Julie Blaha /s/Dianne Syverson
JULIE BLAHA DIANNE SYVERSON, CPA
STATE AUDITOR DEPUTY STATE AUDITOR

October 6, 2020
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY
REDWOOD FALLS, MINNESOTA

SCHEDULE OF FINDINGS AND RECOMMENDATIONS
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2019

INTERNAL CONTROL OVER FINANCIAL REPORTING

PREVIOUSLY REPORTED ITEMS NOT RESOLVED

Finding Number: 2019-001
Prior Year Finding Number: 2000-001
Repeat Finding Since: 2000

Segregation of Duties

Criteria: Management is responsible for establishing and maintaining internal control.
Adequate segregation of duties is a key internal control in preventing and detecting errors
or irregularities. To protect the Minnesota Valley Regional Rail Authority’s assets, proper
segregation of the record-keeping, custody, and authorization functions should be in place,
and where management decides segregation of duties may not be cost effective,
compensating controls should be in place.

Condition: The Minnesota Valley Regional Rail Authority lacks proper segregation of
duties. The Rail Authority contracts with the Redwood Area Development Corporation
for administrative services where only one staff person performs all tasks related to
administrative and accounting functions. As a result, the Rail Authority has one staff
person who is responsible for collecting, recording, and depositing receipts as well as
reconciling bank accounts. Additionally, this staff person is responsible for preparing and
inputting journal entries in the general ledger.

Context: Due to the limited number of office personnel within the Rail Authority,
segregation of the accounting functions necessary to ensure adequate internal accounting
control is not possible. This is not unusual in operations the size of the Minnesota Valley
Regional Rail Authority; however, the Rail Authority’s Board and management should
constantly be aware of this condition and realize that the concentration of duties and
responsibilities in a limited number of individuals is not desirable from an accounting point
of view.
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY
REDWOOD FALLS, MINNESOTA

SCHEDULE OF FINDINGS AND RECOMMENDATIONS (CONTINUED)
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2019

Effect: Inadequate segregation of duties could adversely affect the Rail Authority’s ability
to detect misstatements in a timely period by staff in the normal course of performing their
assigned functions.

Cause: The Rail Authority has indicated it does not have the economic resources to hire
additional qualified accounting staff to adequately segregate the accounting functions.

Recommendation: We recommend the Rail Authority’s Board and management be aware
of the lack of segregation of duties of the accounting functions and, where possible,
implement oversight procedures to ensure the internal control policies and procedures are
implemented to the extent possible.

Client’s Response:

As of 2020, all collection of revenues is now ACH into our account by both OMEGA and
MPLLI, so there are only a couple of potential incidental deposits made by staff. The deposit
is then entered into Quickbooks at the time that a notification is received via email that
there has been an ACH receipt of a deposit. The Administrator, then writes and prepares
the checks in Quickbooks for approval at the next board meeting. The Administrator also
reconciles the monthly bank statement.

Finding Number: 2019-002
Prior Year Finding Number: 2015-001
Repeat Finding Since: 2015

Audit Adjustments

Criteria: A deficiency in internal control over financial reporting 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 of
the financial statements on a timely basis. Auditing standards define a material weakness
as a deficiency, or 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.
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY
REDWOOD FALLS, MINNESOTA

SCHEDULE OF FINDINGS AND RECOMMENDATIONS (CONTINUED)
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2019

Condition: Material audit adjustments were identified that resulted in significant changes
to the Rail Authority’s financial statements.

Context: The inability to make all necessary accrual adjustments or to detect
misstatements in the financial statements increases the likelihood that the financial
statements would not be fairly presented. These adjustments were found in the audit;
however, independent external auditors cannot be considered part of the Rail Authority’s
internal control.

Effect: The following audit adjustments were reviewed and approved by management and
are reflected in the financial statements:

2018
General Fund:

e Increased due from other governments by $519,147, intergovernmental revenue by
$235,762 for reimbursement of 2017 and 2018 Federal Emergency Management
Agency (FEMA) disaster awards, and related deferred inflows of
resources—unavailable revenue by $283,385.

e Increased licenses and permits revenue and administration expenditures by $164,885
to correct revenues recorded as a reduction of the expenditures.

e Increased intergovernmental revenue and rehabilitation expenditures by $1,289,703 to
correct revenues recorded as a reduction of the expenditures.

2019
General Fund:

e Increased due from other governments and related deferred inflows of
resources—unavailable revenue by $381,872 for reimbursement of 2018 and 2019
FEMA disaster awards.

Cause: Procedures are not in place to consider the full extent of all entries needed for
financial reporting, and the Rail Authority’s staff did not consider controls over calculating
the proper amounts of balances and recording certain accounting transactions.
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY
REDWOOD FALLS, MINNESOTA

SCHEDULE OF FINDINGS AND RECOMMENDATIONS (CONTINUED)
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2019

Recommendation: We recommend the Rail Authority’s staff review the financial
statement closing procedures and the trial balances and journal entries in detail to ensure
that all significant adjustments have been made appropriately that are considered necessary
to fairly present the Rail Authority’s financial statements in accordance with accounting
principles generally accepted in the United States of America. We also recommend that
the Rail Authority modify internal controls over financial reporting to detect misstatements
in the financial statements.

Client’s Response:

Auditor’s recommendation is so noted and will take this under advisement for the future.

OTHER FINDINGS AND RECOMMENDATIONS

PREVIOUSLY REPORTED ITEM NOT RESOLVED

Finding Number: 2019-003
Prior Year Finding Number: 2017-001
Repeat Finding Since: 2017

Withholding Affidavit for Contractors (Form 1C-134)

Criteria: Minnesota Statute, section 270C.66 states that, before making final settlement
with any contractor under a contract requiring the employment of employees for wages by
the contractor and by subcontractors, the Authority is required to obtain a certificate from
the Commissioner of Revenue that the contractor or subcontractor has complied with the
withholding requirements of Minn. Stat. § 290.92.

Condition: Final payment to five contractors for contracts involving the employment of
individuals for wages by the contractor were tested. For four of these, final payment was
made on the contract before Form IC-134, which certifies withholding compliance, was
received from this contractor and approved by the Minnesota Department of Revenue.

Context: The Authority is responsible for obtaining the required certificate prior to
submitting the final payment for processing.
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MINNESOTA VALLEY REGIONAL RAIL AUTHORITY
REDWOOD FALLS, MINNESOTA

SCHEDULE OF FINDINGS AND RECOMMENDATIONS (CONTINUED)
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2019

Effect: Noncompliance with Minn. Stat. §270C.66.

Cause: The Rail Authority’s management does not have a process in place to verify the
I1C-134 Withholding Affidavit Form is received before final payment is made to contractors
and subcontractors.

Recommendation: We recommend the Authority obtain the required IC-134 Withholding
Affidavit Form before final payment is made to contractors and subcontractors on all
contracts requiring the employment of employees for wages.

Client’s Response:

IC-134’s will now be collected prior to final payment is made to the contractor.
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