
 
 

 

 
 

 
 

CITY OF ROCHESTER, MINNESOTA 
 
 

ANNUAL COMPREHENSIVE FINANCIAL REPORT 
 
 
 
 

FOR THE FISCAL YEAR ENDED DECEMBER 31, 2023 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

DEPARTMENT OF FINANCE 
 

BRIAN  J. ANDERSON, Director of Finance 
 

RACHEL A. HOUDEK, Assistant Finance Director 
 

JOY C. HARRIS, Accounting Supervisor 
 

Members of the Government Finance Officers Association 
of the United States and Canada 

 
 
 



 
 

 

(This Page is Left Blank Intentionally)



 
 

 

PAGE

INTRODUCTORY SECTION

Letter of Transmittal i

Certificate of Achievement vi

Organizational Chart vii

List of Elected and Appointed Officials viii

FINANCIAL SECTION

Independent Auditor's Report 1

Management's Discussion and Analysis 5

Basic Financial Statements

Government-wide Financial Statements

Statement of Net Position 19

Statement of Activities 20

Fund Financial Statements

Balance Sheet - Governmental Funds 22

Reconciliation of Net Position in the Government-wide

Financial Statements and Fund Balances in the Fund

Basis Financial Statements 23

Statement of Revenues, Expenditures, and Changes in 

Fund Balances - Governmental Funds 24

Reconciliation of the Statement of Revenues, Expenditures, 

and Changes in Fund Balances of Governmental Funds

to the Statement of Activities 25

Statement of Revenues, Expenditures, and Changes in 

Fund Balances  - Budget and Actual - General Fund 26

Statement of Net Position - Proprietary Funds 28

Statement of Revenues, Expenses, and Changes in Fund 

Net Position - Proprietary Funds 30

Statement of Cash Flows - Proprietary Funds 32

Notes to the Financial Statements 36

Required Supplementary Information

Schedule of City Pension Contributions

General Employees Retirement Fund 95

Public Employees Police and Fire Fund Pension Plan 95

Schedule of City and Non-Employer Proportionate Share of Net Pension Liability

General Employees Retirement Fund 96

Public Employees Police and Fire Fund Pension Plan 96

Schedule of Changes in Total OPEB Liability and Related Ratios 97

Combining and Individual Nonmajor Fund Statements and Schedules

Combining Balance Sheet - Nonmajor Governmental Funds 100

Combining Statement of Revenues, Expenditures, and 

Changes in Fund Balances - Nonmajor Governmental Funds 102

Schedule of Revenues, Expenditures, and Changes in Fund 

Balances - Budget and Actual - Library Fund 104

TABLE OF CONTENTS

CITY OF ROCHESTER, MINNESOTA

For the Fiscal Year Ended December 31, 2023

ANNUAL COMPREHENSIVE FINANCIAL REPORT



 
 

 

REFERENCE PAGE

FINANCIAL SECTION (CONTINUED)

Combining and Individual Nonmajor Fund Statements and Schedules (continued)

Schedule of Revenues, Expenditures, and Changes in Fund 

Balances - Budget and Actual - Municipal Recreation System Fund 105

Schedule of Revenues, Expenditures, and Changes in Fund 

Balances - Budget and Actual - Mayo Civic Center 106

Schedule of Revenues, Expenditures, and Changes in Fund 

Balances - Budget and Actual - Airport Operations Fund 107

Schedule of Revenues, Expenditures, and Changes in Fund 

Balances - Budget and Actual - F.E. Williams Estate Fund 108

Schedule of Revenues, Expenditures, and Changes in Fund 

Balances - Budget and Actual - Transit Fund 109

Schedule of Revenues, Expenditures, and Changes in Fund 

Balances - Budget and Actual - DMCC Fund 110

Combining Statement of Net Position - Internal Service Funds 112

Combining Statement of Revenues, Expenses, and Changes in 

Fund Net Position - Internal Service Funds 113

Combining Statement of Cash Flows - Internal Service Funds 114

SUPPLEMENTARY INFORMATION

Schedule of Debt Maturities 116

Schedule of Personnel Expenditures - All Funds 126

STATISTICAL SECTIONS

Changes in Net Position Schedule 1 128

Net Position by Component Schedule 2 132

Fund Balances, Governmental Funds Schedule 3 133

Changes in Fund Balances, Governmental Funds Schedule 4 134

Tax Capacity and Estimated Actual Value of Taxable Property Schedule 5 135

Property Tax Rates and Tax Levies - Direct and Overlapping

Property Tax Rates Schedule 6 136

Principal Property Taxpayers Schedule 7 137

Schedule of Property Tax Levies and Collections Schedule 8 138

Electric, Water and Sanitary Sewer Charges by Customer Schedule 9 139

Ratios of Outstanding Debt by Type Schedule 10 140

Ratios of General Bonded Debt Outstanding Schedule 11 142

Direct and Overlapping Governmental Activities Debt Schedule 12 143

Legal Debt Margin Information Schedule 13 144

Pledged Revenue Coverage Schedule 14 145

Demographic and Economic Statistics Schedule 15 146

Principal Employers Schedule 16 147

Full-Time Equivalent Employees by Function Schedule 17 148

Operating Indicators by Function/Program Schedule 18 149

Capital Assets Statistics by Function/Program Schedule 19 150

TABLE OF CONTENTS (CONTINUED)

CITY OF ROCHESTER, MINNESOTA

ANNUAL COMPREHENSIVE FINANCIAL REPORT

For the Fiscal Year Ended December 31, 2023



 
 

 

CITY OF ROCHESTER, MINNESOTA 
 

INTRODUCTORY SECTION 

 

DECEMBER 31, 2023



 
 

 

(This Page is Left Blank Intentionally)



 

i 

June 20, 2024 
 
To the Honorable Mayor, Members of the Common Council, and the Citizens of the City of Rochester: 
 
 
Minnesota statutes require all cities to issue an annual report on its financial position and activity prepared in 
accordance with generally accepted accounting principles (GAAP), and audited in accordance with generally 
accepted auditing standards by a firm of licensed certified public accountants or the Office of the State Auditor. 
Pursuant to that requirement, we hereby issue the annual comprehensive financial report of the City of Rochester 
for the fiscal year ended December 31, 2023. 
 
This report consists of management’s representations concerning the finances of the City of Rochester. 
Consequently, management assumes full responsibility for the completeness and reliability of all the information 
presented in this report. To provide a reasonable basis for making these representations, management of the 
City of Rochester has established a comprehensive internal control framework that is designed both to protect 
the City’s assets from loss, theft, or misuse and to compile sufficient reliable information for the preparation of 
the City of Rochester’s financial statements in conformity with GAAP. Because the cost of internal controls should 
not outweigh their benefits, the City of Rochester’s comprehensive framework of internal controls has been 
designed to provide reasonable rather than absolute assurance that the financial statements will be free from 
material misstatement. As management, we assert that, to the best of our knowledge and belief, this financial 
report is complete and reliable in all material respects.  
 
The City of Rochester’s financial statements, with the exception of the electric and water funds and the 
Destination Medical Center Corporation (DMCC), a blended component unit, have been audited by Smith, 
Schafer and Associates, Ltd., a firm of licensed certified public accountants. The electric and water funds have 
been audited by Baker Tilly, Ltd. The DMCC has been audited by CliftonLarsonAllen, LLP. These funds and 
component unit are included in this comprehensive report. The goal of the independent audit was to provide 
reasonable assurance that the financial statements of the City of Rochester for the fiscal year ended December 
31, 2023, are free of material misstatement. The independent audit involved examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements, assessing the accounting principles used 
and significant estimates made by management, and evaluating the overall financial statement presentation. 
Smith Schafer and Associates concluded, based upon their audit, and relying on the audits of Baker Tilly and 
CliftonLarsonAllen, that there was a reasonable basis for rendering an unmodified opinion that the City of 
Rochester’s financial statements for the fiscal year ended December 31, 2023, are fairly presented in conformity 
with GAAP. The independent auditor’s report is presented as the first component of the financial section of this 
report. 
 
The independent audit of the financial statements of the City of Rochester was part of a broader, federally 
mandated “Single Audit” designed to meet the special needs of federal grantor agencies. The standards 
governing Single Audit engagements require the independent auditor to report not only on the fair presentation 
of the financial statements, but also on the City’s internal controls and compliance with legal requirements, with 
special emphasis on internal controls and legal requirements involving the administration of federal awards. 
These reports are available in the City of Rochester’s separately issued Single Audit Report. 
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GAAP requires that management provide a narrative introduction, overview, and analysis to accompany the 
basic financial statements in the form of Management’s Discussion and Analysis (MD&A). This letter of 
transmittal is designed to complement the MD&A and should be read in conjunction with it. The City of 
Rochester’s MD&A can be found immediately following the report of the independent auditors. 

 
PROFILE OF THE GOVERNMENT 

 
The City of Rochester, incorporated on August 5, 1858, is located in the southeastern part of the State of 
Minnesota, which is considered to be one of the top growth areas in the state, and one of the top growth areas 
in the country. The City currently has a land area of nearly 57.00 square miles and serves a population of 
125,055. The City of Rochester is empowered to levy a property tax on both real and personal properties located 
within its boundaries. It also is empowered by state statute to extend its corporate limits by annexation, which is 
done periodically when deemed appropriate by the governing council. 
 
The City of Rochester is governed under a charter adopted August 22, 1904. Policy-making and legislative 
authority are vested in a governing council consisting of the mayor, the council president and six council 
members. The governing council is responsible, among other things, for passing ordinances, adopting the 
budget, appointing committees, and hiring both the City’s administrator and attorney. The City’s administrator is 
responsible for carrying out the policies and ordinances of the governing council, for overseeing the day-to-day 
operations of the City, and for appointing the heads of the various departments. The council is elected on a non-
partisan basis. Council members, the president and mayor all serve four-year staggered terms, with four of these 
positions elected every two years. Six of the council members are elected by ward. The mayor and council 
president are elected at large. 
                  
The City has a blended component unit, the DMCC. Established to benefit the City, and more broadly, Olmsted 
County and the State of Minnesota, the Corporation provides research, prepares, and implements a master 
development plan, including the facilitation of both public infrastructure projects and a variety of development 
and redevelopment projects. This effort is all done to promote and provide for the establishment of the City, the 
County, and the State as a world destination medical center. Separate financial statements are issued by the 
DMCC. 
 
The City of Rochester provides a full range of services including police and fire protection; construction and 
maintenance of streets and infrastructure; recreational facilities, library and cultural events; water, sewer, electric, 
storm water management, public parking, mass transit and airport services. 
 
RELEVANT FINANCIAL POLICIES 

 
In accordance with the City of Rochester’s Financial Policies, the City strives to maintain a fund balance in the 
General Fund for working capital purposes equal to five months, or 42% of current year actual annual operating 
expenditures. The City also reviews and updates the schedule of fund balances, reserves and working capital 
in all other operating funds and determines the adequacy of those balances in conjunction with the budgets set 
annually. 
 
The City of Rochester’s Debt Policy restricts the use of long-term borrowing to planned capital improvements 
approved in the five-year Capital Improvements Plan and a limited use of short-term debt for capital equipment 
outlay. The term of any bonds issued is limited to no more than the expected useful life of the asset being 
financed. The City strives to maintain a “pay-as-you-go” capital funding program, supporting capital spending 
without the use of debt whenever feasible. The City will not exceed a debt limit of 2% of taxable market value 
and will limit its tax levy for debt service to no more than 10% of the total tax levy plus annual State aids.  
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BUDGET PROCESS 
 
The City’s two-year budget serves as the foundation for the City of Rochester’s financial planning and control. A 
budget workshop is held with council in April to establish strategic priorities for the coming two years. All 
departments and agencies of the City of Rochester submit requests for the coming two years to the city 
administrator by May of each year in alignment with these council priorities. The city administrator uses these 
requests as the starting point for developing a proposed two-year budget. The city administrator then provides 
this proposed budget to the council for review prior to August. Work sessions are then held with the council 
covering each department budget. The council is required to hold public hearings on the proposed budget and 
to adopt a final budget no later than December 31, the close of the City of Rochester’s fiscal year. The 
appropriated budget is prepared by fund, function (e.g., public safety), and department (e.g., police). Department 
heads may make transfers of appropriations within a department. Any changes to the budget at the functional 
level (e.g. General Government, Public Safety, Public Works, etc.) must be by formal resolution of the City 
Council. In the second year of the two-year budget cycle, a “supplemental budget” is adopted under a similar 
process as above, but with only minor amendments made due to updated information available.  
 
Budget-to-actual comparisons are provided in this report for each individual governmental fund for which an 
appropriated annual budget has been adopted. For the general fund, this comparison is presented on page 26-
27 as part of the basic financial statements for the governmental funds. For governmental funds, other than the 
general fund, with appropriated annual budgets, this comparison is presented in the governmental fund 
subsection of this report, which starts on page 104. 
 
FACTORS AFFECTING FINANCIAL CONDITION 
 
The information presented in the financial statements is perhaps best understood when it is considered from the 
broader perspective of the specific environment within which the City of Rochester operates. 
 
Local economy. The third largest City in Minnesota, Rochester is located 78 miles southeast of Minneapolis 
and St. Paul. Rochester's strong economy is built around world-renowned health care, cutting-edge technology, 
agriculture, and agribusiness. As home to the Mayo Clinic and IBM Rochester, the City has developed into an 
economic growth center and the cultural hub of southeastern Minnesota. Its many recreational and cultural 
activities draw people from southeastern Minnesota and northern Iowa. Add these benefits to a low crime rate 
and an exceptional school system and it is easy to see why Rochester continues to rank as one of the top places 
to live.  
 
Recent indicators of Rochester’s economic climate include: 
  

• Jobs. Total Nonagricultural wage and salary employment for the Rochester Metropolitan Statistical Area 
(MSA) increased over the last year at a rate of 4.2 percent. The gain of 5,188 jobs brought the total 
employment up to 128,149 from last year’s December level of 123,016. Through the first quarter of 2024, 
the total employment decreased to 125,833 for a decrease of 347 jobs. This is an increase of 4,786 jobs 
from last year’s December level. 
 

• Unemployment. The Rochester MSA unemployment rate decreased by 0.2 percent from a year ago, 
ending first quarter of 2024 at 2.5 percent. The rates for January and February were 2.7 percent and 3.0 
percent respectively. The Rochester average remains below the state and U.S. averages of 3.2 and 3.9 
percent respectively. 
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• Home Sales.  The average home in Rochester sold for $336,405 during the first quarter of 2024, and the 
median sale price was $295,000. There were 955 units sold during the first quarter and the average time 
on the market was 60 days. (Source: SE Minnesota Association of Realtors) 

 

• Building Activity. Commercial and residential building permits issued for 2023 totaled $528,634,529. 
Permit totals were down 6.0 percent from a year ago, up 1.4 percent from 2021, up 30.5 percent over 
2020, and up 9.3 percent from 2019. Permits issued during the first quarter of 2024 totaled $97,579,061. 
This represents a decrease of 17.8 percent over first quarter 2023 and a decrease of 40.7 percent from 
2022. 
 

• City Sales Tax.  Net sales tax collections by the City through its 0.75% local option sales and use tax during 
2023 totaled $23.8 million, up from $23.4 million for 2022 collections. 
 

• City Lodging Tax. Lodging tax collections by the City during 2023 totaled $10.4 million, up from $9.4 million 
for 2022 collections.  

 
 
Long-term financial planning. The Rochester council is directing City staff on numerous projects that will affect 
the growth of the City. A partial list includes: 
 

• Destination Medical Center (DMC).   The State legislature approved the DMC law in 2014 a $6 billion 
economic development initiative to secure Minnesota’s status as a global medical destination center now 
and in the future. The legislation secured State, City and County funding of $585 million in public dollars 
to help construct the significant public infrastructure needed to support this growth. 
 
As the community continued to recover from the pandemic, 2023 saw additional private investment in the 
downtown totaling $146.2 million, $12.5 of which was non-Mayo investment. This brought total private 
investment in the district to $1.60 billion since the start of the program in 2015. Public dollars invested in 
the district in 2023 totaled over $22.6 million of which $1.0 million represented our first investment of State 
Transit Aid. 
 

• Sales Tax Projects.   With most of the City facility projects authorized under the 2011 local option sales tax 
extension completed by early 2017, the majority of the sales tax funding is now focused on street 
construction projects by both the City and County with some assistance to higher education construction 
projects. The funds will also continue to assist transit facility and airport projects. This authorization will be 
complete in 2024. State legislation authorized a referendum to be held in 2023 to extend the sales tax for 
a new round of projects. Voter’s approved the extension in November 2023, authorizing $205 million over 
the course of approximately 24 years. The sales tax funding will focus on economic vitality, street 
reconstruction, flood control and water quality projects, and a regional sports and recreation complex. 

 

• Airport Improvements.  Construction is well underway on the important reconstruction on the City’s main 
runway 2/20 at the Rochester International Airport. This project is estimated to cost $79.2 million and will 
require a mix of State, City, and Federal Funds to complete.
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AWARDS AND ACKNOWLEDGEMENTS 
 
The Government Finance Officers Association (GFOA) awarded a Certificate of Achievement for Excellence in 
Financial Reporting to the City of Rochester, Minnesota for its annual comprehensive financial report for the 
fiscal year ended December 31, 2022. This was the fifty-second consecutive year that the City has received this 
prestigious award. In order to be awarded a Certificate of Achievement, the government must publish an easily 
readable and efficiently organized annual comprehensive financial report. This report satisfied both generally 
accepted accounting principles and applicable legal requirements. 
 
A Certificate of Achievement is valid for a period of one year only. We believe our current report continues to 
conform to the Certificate of Achievement Program’s requirements, and we are submitting it to GFOA to 
determine its eligibility for another certificate. 
 
The preparation of this report could not be accomplished without the professional, efficient services of many 
dedicated people. We first express our appreciation to all members of the Finance department who assisted and 
contributed in preparing the report. We also thank the staff of Smith, Schafer and Associates, Ltd. for their 
assistance and review of the document. And finally, we acknowledge the Mayor and the members of the 
Common Council for their interest and support in planning and conducting the financial operations of the City in 
a responsible and progressive manner. 
 
Respectfully submitted, 
 
 

 
  
  
Brian Anderson Alison Zelms 
Director of Finance City Administrator 
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