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Scope and Methodology

This publication is intended to help citizens, local government officials, and other policy makers
understand county financial operations. The report summarizes, through data tables and charts,
the financial operations of Minnesota counties for calendar year 2007.

The data presented in this report is divided into governmental funds and proprietary funds. The
governmental funds consist of the General, Special Revenue, Capital Projects, Permanent, and
Debt Service Funds. The financial operations of these funds are summarized in Table 1. Table 2
presents the data by each individual county.

The enterprise or proprietary funds of counties are presented separately from the governmental
funds. Minnesota counties operate many types of public service enterprises. These enterprises
furnish a variety of services that operate completely, or in large part, from revenues derived from
the sale of goods or services. The financial operations of the public service enterprises are
presented in Tables 3 through 7.

Table 8 lists by county the bonded and other long-term debt outstanding as of December 31,
2007. Other long-term debt refers to liabilities such as long-term lease agreements, installment
purchase contracts, and notes.

Tables 9 and 10 present an analysis of the 2006 and 2007 unreserved fund balances in the
General Fund and Special Revenue Funds of counties. The tables show the actual unreserved
fund balances, the percentage change in unreserved fund balances from 2006 to 2007, and a
comparison of 2007 unreserved fund balances to total current expenditures. Appendix A
provides a more detailed discussion of fund balances.

In addition to this publication, the Office of the State Auditor maintains an interactive database
containing several years of data. The database can be accessed through the Office of the State
Auditor’s website at: http://www.auditor.state.mn.us."

1 The direct link to the comparison tool is: http://www.auditor.state.mn.us/default.aspx?page=ComparisonTools.
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Executive Summary

Current Trends

Minnesota county revenues increased 5.9 percent from 2006 to 2007 to total $5.4 billion.
The rise in total revenues was primarily due to a 10.6 percent increase in tax revenues and a
24.6 percent increase in interest earnings (pg. 5).

Counties reported total expenditures of $5.8 billion in 2007. This represents an increase of
$581.5 million, or 11.0 percent, from total expenditures in 2006 (pg. 9).

In 2007, Minnesota counties reported outstanding long-term debt of $2.9 billion.? This
represents an increase of 25.0 percent over long-term debt reported in 2006. Three counties,
Hennepin, Olmsted, and Washington, accounted for $228.4 million, or 54.8 percent of the
increase in bond indebtedness (pg. 13).

The operating losses of Minnesota county enterprises totaled $16.7 million in 2007. This
represents an increase of 839.3 percent from the operating losses of $1.8 million reported in
2006. The net income of county enterprises totaled $17.7 million in 2007. This represents a
decrease of 43.9 percent from 2006 (pg. 14).°

In 2007, current expenditures grew at a faster rate (6.2 percent) than unreserved fund
balances (2.1 percent). As a result, the average unreserved fund balances as a percent of
current expenditures for counties declined from 45.5 percent in 2006 to 43.8 percent in 2007

(pg. 15).

Ten-Year Trends

Total revenues in constant dollars® have risen 5.1 percent since 1998 (pg. 7).

From 2003 to 2007, the share of revenue derived from taxes increased from 37.5 percent to
41.5 percent, while the share of revenues derived from state grants decreased from
33.3 percent to 28.8 percent. (pg. 7).

When adjusted for inflation, total county expenditures increased 9.2 percent from 1998 to
2007. In actual dollars, the increase was 58.3 percent. Over the ten-year period, inflation-
adjusted expenditures were at their highest point in 2002, declined to their lowest point in
2005, and started rising again in 2006 and 2007 (pg. 10).

2 Long-term debt includes bonded indebtedness and other long-term debt such as notes or long-term leases.

® A primary factor affecting overall trends in 2007 was the Hennepin County Medical Center (HCMC). The
operating losses of the HCMC increased from $12.0 million in 2006 to $30.9 million in 2007. The net income went
from $7.4 million in 2006 to a net loss of $18.1 million in 2007.

* Constant dollars will refer to data adjusted for inflation using the Implicit Price Deflator for State and Local
Governments (N.I.P.A. Table 1.1.9) setting 1998 as the base year.



e When adjusted for inflation, outstanding long-term indebtedness grew 50.3 percent between
1998 and 2007. When compared to the 5.1 percent growth in constant total revenues during
this period, the trend suggests that counties are now more frequently issuing bonds to
finance capital expenditures (pg. 13).°

® Counties primarily issue bonds to fund capital projects and purchases. Counties may issue tax anticipation
certificates for current operations, but they must be repaid within 15 months of the certification of the property tax
levy.



Comparison and Overview

Governmental Fund Revenues

Current and Five-Year Trends

Minnesota county revenues increased 5.9 percent from 2006 to 2007 to total $5.4 billion. The
rise in total revenues was primarily due to a 10.6 percent increase in tax revenues and a
24.6 percent increase in interest earnings. Licenses and permits (-2.8 percent) and federal grants
(-5.8 percent) were the only sources of county revenues to decrease between 2006 and 2007.

The composition of total county revenues generally varies only slightly from year to year. Taxes
and state grants are the most significant sources of county revenues, accounting for 70.3 percent
of total revenues in 2007. The next two largest sources of revenues for counties are charges for
services and federal grants. In 2007, charges for services accounted for 9.9 percent of total
revenues, while federal grants accounted for 9.0 percent. In 2006, they each accounted for
10.1 percent of total revenues.

Figure 1 shows the relative shares of total governmental revenues by source.

Figure 1: Total Revenues, 2007 *
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Between 2006 and 2007, three categories of revenues rose by double digits: local unit grants
(26.6 percent), interest earnings (24.6 percent), and taxes (10.6 percent). Although local unit
grants and interest earnings grew at double digit rates between 2006 and 2007, the impact on
total revenues was smaller than that of taxes because the two represent a much smaller
percentage of total revenues. Other categories of revenues that rose over this period included
special assessments (6.8 percent), charges for services (4.3 percent), all other revenues
(2.7 percent), fines and forfeits (2.2 percent), and state grants (1.7 percent).

The two sources of revenues that decreased between 2006 and 2007 were federal grants
(-5.8 percent) and licenses and permits (-2.8 percent). While revenues derived from licenses and
permits account for just 0.5 percent of county revenues, federal grants account for 9.0 percent of
total revenues. The decline in federal grants and its relatively large share of total revenues held
down the overall rate of growth of total county revenues.

In recent years, the share of total county revenues derived from state grants has decreased, while
the share from taxes has increased. The beginning of this trend corresponds with cuts in state
grants to counties in 2003. As shown in Figure 2, the increasing percentage of total revenues
derived from taxes between 2003 and 2007 closely aligns with the decrease in state grants. In
2007, there was an acceleration of the trend, with the gap between the two becoming larger.

Figure 2: Sources as a Percent of
Total Revenues, 2003 - 2007
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Ten-Year Trends

Figure 3 below shows trends for total county revenues in actual and constant dollars for the years
1998 to 2007. Total revenues in constant dollars® have risen 5.1 percent since 1998. The trend in
constant dollars has shown three patterns over the ten-year period. From 1998 to 2002, county
revenues grew each year. After state grant cuts in 2003, revenues in constant dollars decreased
for the next two years. Since 2004, county revenues in constant dollars have increased each year
but are still less than what they were in 2000.

Figure 3: Total Revenues
Actual and Constant Dollars, 1998 - 2007
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Primary Sources of Revenue

Over the past ten years, the primary sources of revenues for counties have been taxes, state
grants, federal grants, and charges for services. Figure 4 on the following page shows how the
composition of primary sources of revenue for counties changed from 1998 to 2007.

This analysis illustrates some of the structural changes within county revenues in recent years.
More specifically, from 1998 to 2002, the share of revenues derived from taxes declined from
39.2 percent to 35.7 percent, while the share of revenues derived from state grants increased
from 32.1 percent to 34.8 percent. From 2003 to 2007, this trend reversed: the share of revenue
derived from taxes increased from 37.5 percent to 41.5 percent, while the share of revenues
derived from state grants decreased from 33.3 percent to 28.8 percent. Figure 4 and Table 1a on
the following page illustrate these trends and provide additional information on the trends for all
revenues over the ten-year period.

® Constant dollars will refer to data adjusted for inflation using the Implicit Price Deflator for State and Local
Governments (N.I.P.A. Table 1.1.9) setting 1998 as the base year.



Figure 4: Primary Sources of Revenues, 1998 - 2007
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Table 1a: County Revenues Summary (Actual Dollars), 1998 - 2007

REVENUES 1998

1998 - 02

5-Year
2002 2003 2007 Change

2003 - 07
5-Year
Change

Taxes $1,398,068,522
Special Assessments 26,612,112
Licenses and Permits 16,265,881
Total Federal Grants 301,742,588
Total State Grants 1,144,461,648
Local Unit Grants 31,551,520
Charges for Services 315,932,687
Fines and Forfeits 24,893,772
Interest Eamings 145,919,399
All Other Revenues 162,738,107

$1596,240,790 $1,676,681,514 $2,253432,966
28,686,953 35,960,236 39,284,285
21,940,226 25,016,386 27,117,3%
470,364,742 457,027,427 490,798,950
1554,490,688  1,491,022,610  1,567,498,050
37,684,687 51,659,560 88,126,026
434,734,690 476,745,917 540,488,748

14.2%

7.8%
34.9%
55.9%
35.8%
19.4%
37.6%

20,448,379 19,398,179 8,500,846 -17.9%
113,669,276 52,145,845 201,191,221 -22.1%

192,626,382 189,647,308 216,935,454

Total Revenues $3,568,186,236

$4,/470,886,813 $4,475,304,982 $5,433,373,940
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34.4%
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8.4%
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Governmental Fund Expenditures

Current Trends and Five-Year Trends

Counties reported total expenditures of $5.8 billion in 2007. This represents an increase of
$581.5 million, or 11.0 percent, over total expenditures in 2006. Total county expenditures
include current expenditures (day-to-day operations); capital outlays (expenditures on large fixed
assets such as buildings and equipment); and total debt service (principal paid on bonds, other
long-term debt, and interest and fiscal charges). Between 2006 and 2007, current expenditures
increased 6.2 percent to $4.4 billion; capital outlays grew 32.0 percent to $1.2 billion; and debt
service increased 12.9 percent to $264.0 million.

Figure 5 provides a breakdown of total county expenditures in 2007. Expenditures on human
services, which represent 27.8 percent of total county expenditures, is the largest category of
county expenditures. These expenditures account for services that provide public assistance and
institutional care for individuals economically unable to provide essential needs for themselves.
Streets and highways and general government follow as the next two largest categories of total
expenditures for counties, each accounting for 18.2 percent of total county expenditures in 2007.

Figure 5: Total County Expenditures, 2007 *
$5,849,974,965
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Counties increased spending on all categories of expenditures except two between 2006 and
2007: sanitation (-5.0 percent) and health (-3.0 percent). These two categories together
represented 5.0 percent of county expenditures in 2007. Four categories of expenditures grew at
double-digit rates between 2006 and 2007: housing and economic development (59.0 percent),
all other expenditures’ (25.2 percent), general government (21.3 percent), and public safety
(12.3 percent). These four categories represent 40.0 percent of county expenditures. The largest
category of expenditures, human services, grew 4.9 percent to total $1.6 billion.

Ten-Year Trends

When adjusted for inflation, total county expenditures increased 9.2 percent from 1998 to 2007.
In actual dollars, the increase was 58.3 percent. Over the ten-year period, inflation-adjusted
expenditures were at their highest point in 2002, declined to their lowest point in 2005, and
started rising again in 2006 and 2007. The decline in expenditures from 2002 to 2005 coincided
with reductions in state grants to counties and levy limits imposed after the state’s fiscal crisis in
2002. Figure 6 illustrates trends in total county expenditures using actual and constant dollars
from 1998 to 2007.

Figure 6: Total Expenditures
Actual and Constant Dollars, 1998 - 2007
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Primary Categories of Expenditures

The primary categories of expenditures for counties over the ten-year period were human
services, streets and highways, public safety, and general governmental expenditures. Although

" All other expenditures include current expenditures and capital outlays for airports, transit, cemeteries, education,
and miscellaneous expenditures. Capital outlays for enterprise funds are also included in the all other category of
expenditures.
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spending for human services is still the most significant category of county expenditures, its
contribution to total expenditures has gradually declined over the longer term. This trend is the
result of reductions in services, as well as changes in the funding for county human services
programs. Stricter eligibility requirements have led to fewer recipients of services and, therefore,
reduced costs for service delivery. In addition, the state and federal governments provide nearly
all of the funding for benefits provided through county human services programs. Counties incur
costs for administering the human services programs, which are reported as expenditures for
human services. Figure 7 illustrates the changing composition of county expenditures.

Figure 7: Primary Categories of
Expenditures, 1998 - 2007
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Capital Outlay Expenditures

Capital outlay expenditures include the purchase, construction, or permanent improvements of
buildings, equipment, machinery, and land. Capital outlays increased 32.0 percent from 2006 to
2007 to total $1.2 billion. The largest category of capital spending was streets and highways,
which represented 58.3 percent of the total. Several categories of capital outlays showed
significant growth between 2006 and 2007, including: parks and recreation (405.4 percent),
housing and economic development (192.2 percent), conservation of natural resources
(157.5 percent), general government (130.9 percent), and all other capital expenditures (105.3
percent).

The largest dollar increases were for general government ($133.5 million) and streets and
highways ($95.7 million) projects. The large increase in general government expenditures was
related to Hennepin County’s 2007 contribution towards the new Minnesota Twins Ballpark,
which totaled $160.7 million.

The trend in capital outlays is similar to the trend in current expenditures. In actual dollars,
capital expenditures have increased 148.5 percent since 1998, with a considerable rise occurring
from 2005 to 2007. Figure 8 on the following page shows capital outlays in actual and constant
dollars from 1998 to 2007.
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Figure 8: Capital Outlay Expenditures
Actual and Constant Dollars, 1998 - 2007
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Table 2a: County Expenditures Summary (Actual Dollars), 1998 - 2007

EXPENDITURES

1998

2002

2003

2007

1998 - 02 2003 - 07

5-Year
Change

5-Year
Change

10-Year
Change

General Government
Public Safety

Streets and Highways
Sanitation

Human Services

Health

Culture and Recreation
Cons.of Natural Resources
Economic Development
All Other

Total Debt Service

$612,539,927
643,283,212
560,797,057
61,538,022
1,202,161,495
162,807,970
109,812,532
66,621,075
52,666,502
25,483,970
198,869,313

$781,477,387
730,484,807
763,225,570
71,681,656
1,536,233,194
209,434,493
149,783,912
68,495,540
139,512,522
35,744,474
262,947,977

$805,758,125
719,247,895
767,364,229
74,841,871
1,497,081,176
202,948,681
145,154,646
72,039,083
100,887,149
16,919,077
185,178,147

$1,066,033,669
1,010,223,271
1,063,051,340
91,169,294
1,623,940,543
201,983,589
173,842,673
89,346,569
199,684,683
66,718,615
263,980,719

Total Expenditures

$3,696,581,075

$4,749,021,532

$4,587,420,079

$5,849,974,965

Total Current Expenditures $3,006,387,375

Total Capital Outlay
Total Debt Service

491,324,387
198,869,313

$3,763,057,839
723,015,716
262,947,977

$3,742,233,551
660,008,381
185,178,147

$4,365,196,335
1,220,797,911
263,980,719

Total Expenditures

$3,696,581,075

$4,749,021,532

$4,587,420,079

$5,849,974,965
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47.2%
32.2%

28.5%

32.3%
40.5%
38.5%
21.8%
8.5%
-0.5%
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24.0%
97.9%
294.3%
42.6%
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85.0%
42.6%
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89.6%
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24.1%
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34.1%
279.1%
161.8%
32.7%

58.3%
45.2%
148.5%
32.7%

58.3%




Outstanding Long-Term Indebtedness

Current and Five-Year Trends

Counties incur long-term debt through the financing of capital projects such as the construction
of government buildings, bridges, and other infrastructure improvements. In 2007, Minnesota
counties reported outstanding long-term debt of $2.9 billion.® This represents an increase of
25.0 percent over long-term debt reported in 2006. Three counties, Hennepin, Olmsted, and
Washington, accounted for $228.4 million, or 54.8 percent, of the increase in bond indebtedness.
Of the $2.9 billion in long-term debt, $2.7 billion was outstanding bond debt, and $234.7 million
was other long-term debt.

Ten-Year Trends

An analysis of outstanding long-term debt since 1998 reveals that counties have been incurring
debt at a faster pace in recent years. When adjusted for inflation, outstanding long-term
indebtedness grew 50.3 percent between 1998 and 2007. When compared to the 5.1 percent
growth in constant total revenues during this period, the trend suggests that counties are now
more frequently issuing bonds to finance capital expenditures.” Also, because counties are
generally restricted from borrowing for expenditures other than capital outlays, it is likely that
counties are relying more on borrowing to finance these projects than in the past.

Figure 9: Long-Term Debt
Actual and Constant Dollars, 1998 - 2007
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8 Long-term debt includes bonded indebtedness and other long-term debt such as notes or long-term leases.

° Counties primarily issue bonds to fund capital projects and purchases. Counties may issue tax anticipation
certificates for current operations, but they must be repaid within 15 months of the certification of the property tax
levy.
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Public Service Enterprises

Some counties utilize public service enterprises, which are financed and operated in a manner
similar to private business enterprises. The financial condition of public service enterprises are
reflected in enterprise funds, which is a set of financial information separate from governmental
funds. Enterprise funds are generally intended to be self-sustaining operations maintained
through fees for services and user charges. Although some enterprises generate net income, most
have the objective of breaking even. Enterprise funds are tracked using accounting principles that
provide more detailed financial information than governmental funds. The most common types
of enterprises maintained by counties are hospitals, nursing homes, and solid waste facilities.

Current and Five-Year Trends

Public enterprises provide goods or services for a charge much like private businesses; however,
instead of generating profit, some public enterprises aim to recover the costs for providing the
goods or services. Many public enterprises, however, do not generate sufficient income to cover
operating costs. In these cases, counties supplement operating revenues with transfers from other
funds and non-operating revenues, such as taxes and grants. The operating losses of Minnesota
county enterprises totaled $16.7 million in 2007. This represents an increase of 839.3 percent
from the operating losses of $1.8 million reported in 2006. The net income of county enterprises
totaled $17.7 million in 2007. This represents a decrease of 43.9 percent from 2006. A primary
factor affecting overall trends in 2007 was the Hennepin County Medical Center (HCMC). The
operating losses of the HCMC increased from $12.0 in 2006 to $30.9 million in 2007. The net
income went from $7.4 million in 2006 to a net loss of $18.1 million in 2007.

Ten-Year Trends

Figure 10 shows net income and operating income in actual dollars from 1998 to 2007. The gap
between the operating income line and the net income line shows the amount that counties
contributed in the form of non-operating revenues, such as taxes and grants to county enterprises.

Figure 10: Net Income and Operating Income of
County Enterprises, 1998 - 2007
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Unreserved Fund Balances of the General Fund and Special Revenue
Funds

Counties maintain fund balances for several reasons. Counties need fund balances at the end of
the fiscal year to meet expenditures occurring in the first five months of the next fiscal year,
before the property taxes and state grant payments are received. In addition, counties keep
reserves as contingency funds for unforeseen fiscal needs and emergencies. Some counties put
aside reserves for future capital improvements and purchases. Accumulating fund balances
allows counties to limit or avoid incurring debt through the issuance of bonds to finance capital
improvement projects.

Current and Five-Year Trends

In 2007, Minnesota counties’ unreserved fund balances of General Fund and Special Revenue
Funds totaled $1.9 billion. This represents an increase of 2.1 percent from 2006 unreserved fund
balances. Comparing fund balance levels to total current expenditures helps to put fund balances
in perspective and provides insight on the relative financial health of Minnesota counties. In
2007, current expenditures grew at a faster rate (6.2 percent) than unreserved fund balances
(2.1 percent). As a result, the average unreserved fund balances as a percent of current
expenditures for counties declined from 45.5 percent in 2006 to 43.8 percent in 2007. Among
individual counties, unreserved fund balances as a percent of total current expenditures ranged
from 5.3 percent (Blue Earth County) to 123.1 percent (Lac qui Parle County).

The Office of the State Auditor recommends that counties maintain an unreserved fund balance
in their General Fund and Special Revenue Funds of between 35 and 50 percent of operating
revenues, or no less than five months of operating expenditures (similar to current
expenditures).’® Maintaining adequate fund balances can help counties better manage a financial
crisis or emergency. Because fund balances are an indicator of financial health, a very low fund
balance is generally a greater concern than a high fund balance. Counties should have policies
regarding fund balance levels to guide financial decisions, as well as to provide a way for
officials and citizens to evaluate fund balances."*

Ten-Year Trends

As shown in Figure 11, unreserved fund balances increased steadily from 1998 to 2007. During
years when county unreserved fund balances grew at a faster rate than current expenditures, the
unreserved fund balances as a percent of current expenditures average increased. During years
when current expenditures grew at a faster pace than unreserved fund balances, the percentage
decreased. Figure 12 shows the trend in unreserved fund balances as a percent of current
expenditures between 1998 and 2007.

Due to data limitations, this analysis uses current expenditures as a proxy for operating revenues.
! The Office of the State Auditor issued a Statement of Position (SOP) on Local Government Fund Balances in
January of 2008. See: http://www.osa.state.mn.us/other/columns/mncounties_0709_column.pdf.
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In Billions

Unreserved Fund Balances

Figure 11: Unreserved Fund Balances and
Total Current Expenditures, 1998 - 2007
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Figure 12: Unreserved Fund Balances as a Percent of
Total Current Expenditures, 1998 - 2007
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