STATE OF MIINNESOTA
Office of the State Auditor

Rebecca Otto
State Auditor

Minnesota Town Finances
2009 Revenues, Expenditures, and Debt



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 150 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 approximately 730 public
pension funds; and

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

Current and Five-Year Trends

. In 2009, Minnesota towns reported total revenue of $263.2 million. This amount represents a
4.8 percent increase over the total revenue reported in 2008 and a 14.5 percent increase since
2005 (pg. 6).

. In 2009, intergovernmental revenues increased 8.3 percent primarily due to large increases in

federal and county/local grants. This changed the share of total revenues for intergovernmental
revenues from 18.5 percent in 2008 to 19.1 percent in 2009 (pg. 6).

. Minnesota towns reported total expenditures of $259.6 million in 2009. This amount represents
an increase of 3.7 percent over the amount reported in 2008. Over the five-year period of 2005 to
2009, town expenditures increased 12.0 percent (pg. 9).

. Towns had debt service expenditures of $14.5 million in 2009. This amount represents a
3.1 percent increase in debt service expenditures from 2008 to 2009. Over the five-year period of
2005 to 2009, debt service expenditures decreased 0.6 percent (pg. 11).

. Total outstanding short- and long-term indebtedness totaled $81.2 million in 2009. This
represents a decrease of 3.6 percent from 2008. Outstanding bonded indebtedness totaled
$54.4 million in 2009, which was an increase of 4.5 percent over the $52.0 million outstanding in
2008. Other long-term debt totaled $26.1 million in 2009, which was a decrease of 16.1 percent
from 2008 (pg. 13).

Ten-Year Trends

. Since 2000, the share of total revenue derived from taxes has increased from 50.9 percent in
2000 to 70.4 percent in 2009. In contrast, the share of total revenues derived from
intergovernmental sources has decreased from 32.4 percent in 2000 to 19.1 percent in 2009

(Pg. 8).

. In constant dollars, town total expenditures increased 2.3 percent between 2000 and 2009
(pg. 11).
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Scope

This report analyzes the financial operations of 1,736 towns in Minnesota that provided financial
information to the Office of the State Auditor for the calendar year ended December 31, 2009.! The data
used in preparing this report include annual town financial reporting forms, audits by certified public
accountants, financial statements prepared by the town clerk or clerk-treasurer, county auditors’ reports
of indebtedness, and Minnesota Department of Revenue records.? Data received from the Department of
Revenue includes State-shared tax distributions, grants, aids, taxable valuations, and tax levies.

In 2009, there were 1,786 towns compared to 854 cities and 87 counties. The 2009 population estimates
from the State Demographer show that 932,422 individuals reside in towns, representing about
17.6 percent of the State population. Town populations range from 11,730 in the Town of White Bear to
7 in the Town of Hangaard. Fifty-two percent of towns have a population of 300 or less.

The data presented in this report reflect the activities of governmental funds and enterprise funds. The
governmental funds consist of the General, Special Revenue, Capital Projects, and Debt Service Funds.
The enterprise funds are funds that report the financial operations of municipal public service
enterprises, such as water or sewer utilities owned by the town.

In the past, water and sewer activities were included in the governmental funds. Since 2006, water and
sewer activities are shown as enterprise funds in Table 5. As a result, revenues and expenditures related
to water and sewer activities were removed from the 2005 governmental funds data summarized on
Tables 1 and 2 to make it comparable with 2006, 2007, 2008, and 2009.°

Tables 1 and 2 summarize the overall financial condition of Minnesota towns. More specifically,
Table 1 displays governmental fund revenues, and Table 2 shows governmental fund expenditures.
Tables 3 and 4 present the data for governmental fund revenues and expenditures by individual town.

Table 5 lists public enterprise funds, and Table 6 details outstanding bonded, other long-term, and
short-term debt of each individual town as of December 31, 2009. Other long-term debt refers to
liabilities such as long-term lease agreements, installment purchase contracts, and notes.

This report does not analyze unreserved fund balances. The majority of towns use a cash basis of
accounting, with the remainder using a modified accrual basis of accounting. Those towns using a cash
basis of accounting report a single cash balance for all governmental funds at the end of the fiscal year.
Towns using a modified accrual basis of accounting report separate fund balances for all of their
governmental funds and denote the amounts that are reserved and unreserved. Because of these
differences among towns, a comparative analysis of unreserved fund balances is not appropriate.

"While there were 1,786 Minnesota towns in 2009, a total of 50 towns failed to comply with the statutory reporting
requirement. In the previous reporting period, 67 towns failed to comply with the reporting requirement. The difference in the
number of towns from 2008 to 2009 hampers comparisons between the two years.

“The underlying databases for Office of the State Auditor reports are available for downloading through the Office of the
State Auditor’s web site at www.auditor.state.mn.us.

*Due to differences between accounting methods, water- and sewer-related revenues and expenditures provided in
governmental funds prior to 2006 cannot be compared to water and sewer data provided in the 2009 enterprise funds.
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Overview

Total Governmental Revenues

Principal Sources of Revenues

The principal sources of revenues for towns in 2009 were: taxes (mainly property taxes);
intergovernmental revenues (State, federal, and county/local grants); special assessments; and charges
for services.® These sources of revenue accounted for 96.2 percent of town revenue in 2009. Figure 1
shows the components of revenue as a percent of total revenues in 2009. The share of total revenues
derived from taxes increased from 69.1 percent in 2008 to 70.4 percent in 2009.

Figure 1: 2009 Total Revenues
$263,245,291

Interest Earnings County/Local Grants
15% 1.0%

All Other Revenues Licenses and Permits

1.7% 0.6%
Special Assessments
3.2% T

Federal Grants
3.3%

Charges for Services
3.5%

State Grants
14.7%

* Due to rounding, total does not equal 100 percent.

“Charges for services for water and sewer enterprises are included as enterprise fund activities (Table 5, pg. 140).



Current and Five-Year Trends

In 2009, Minnesota towns reported total revenue of $263.2 million. This amount represents a 4.8 percent
increase over the total revenue reported in 2008 and a 14.5 percent increase since 2005. Higher levels of
tax and intergovernmental revenues were the primary contributors for the increase in total revenues.
Towns reported tax revenues of $185.4 million in 2009, a 6.7 percent increase over 2008. The rise in tax
revenues between 2008 and 2009 is consistent with recent trends. The percentage of town revenues
derived from taxes has increased over this five-year period from 65.5 percent in 2005 to 70.4 percent in
2009.

Figure 2 below shows the change in total revenue for towns over the five-year period.

Figure 2: Total Revenue, 2005 - 2009
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In 2009, intergovernmental revenues increased 8.3 percent primarily due to large increases in federal
and county/local grants. This changed the share of total revenues for intergovernmental revenues from
18.5 percent in 2008 to 19.1 percent in 2009. The other category of revenue that increased between 2008
and 2009 was charges for services, which increased 4.2 percent. Interestingly, between 2005 and 2009,
charges for services increased just 2.4 percent.

Several categories of revenues showed double-digit decreases between 2008 and 2009, including interest
earnings (-29.9 percent), all other revenues (-26.6 percent), and licenses and permits (-24.9 percent).
Special assessments declined by 1.4 percent.

Figure 3 on the following page illustrates the five-year trend in federal and state grants. The figure
shows the increasing importance of federal grants to towns and the decreasing percentage of town
revenues derived from state grants.



Figure 3: Federal and State Grants as a Percent of Total

Revenues, 2005 - 2009

(%]
(<3}
>
c
(5]
>
[]
o
<
+—
o
|_
Y
o
—
1]
=
2}

/

A
s K
x

Ten-Year Trends

2006 2007 2008

- & - State Grants —a4— Federal Grants

Figure 4 illustrates a longer-term trend in total revenues in actual and constant dollars.”> As the chart
shows, from 2001 to 2008, total revenues in constant dollars had been declining. In 2009 there was a

slight uptick.

Figure 4. Growth in Total Revenues
in Actual and Constant Dollars, 2000 - 2009
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*Constant dollars will refer to data adjusted for inflation using the Implicit Price Deflator for State and Local Governments
setting 2000 as the base year (N.I.P.A. Table 1.1.9, December 2010).



Figure 5 shows the three major components of revenue: taxes, intergovernmental revenues, and charges
for services. These components have historically been the primary sources of revenue. Since 2000, the
share of total revenue derived from taxes has increased from 50.9 percent in 2000 to 70.4 percent in
2009. In contrast, the share of total revenues derived from intergovernmental sources has decreased from
32.4 percent in 2000 to 19.1 percent in 2009. The underlying data displayed in Figures 1 through 5 for
the years 2000 through 2004 is from previous town finance reports. Data displayed for years 2005
through 2009 is in Table 1 on page 22.°

Figure 5: Primary Sources of Revenue as a
Percent of Total Revenue, 2000 - 2009
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®Since 2006, water operations have been shown as enterprises. To make prior-year governmental fund data comparable to
2007 through 2009, charges related to governmental fund water operations have been removed from the years 2000 through
2006.



Total Governmental Expenditures

Principal Expenditures

Expenditures for towns include current expenditures and capital outlays for roads and bridges, general
government, fire, all other public safety, and all other expenditures.” Debt service principal and interest
payments are also included in total expenditures for towns. Figure 6 displays the categories of
expenditures for 2009. The road and bridge expenditures category, which is the primary service
provided by town government, is more than twice the size of the next largest category.

Figure 6: Total Expenditures in 2009
$259,583,935

All Other i
Debt Service  aj| Other Public
6.2% 5.6%
. Safety

— 2.2%

General

Road and Bridge
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Current and Five-Year Trends

Minnesota towns reported total expenditures of $259.6 million in 2009. This amount represents an
increase of 3.7 percent over the amount reported in 2008. Of total expenditures, $205.6 million
(79.2 percent) was allocated to current expenditures, $39.4 million (15.2 percent) to capital outlay, and
$14.5 million (5.6 percent) to debt service payments.® Over the five-year period of 2005 to 2009, town
expenditures increased 12.0 percent. Figure 7 on the following page illustrates total expenditures over
the five-year period.

"Current expenditures and capital outlays for water and sewer enterprises are included as enterprise fund activities (Table 5,
pg. 140).
®Due to the effects of rounding, the summed total of the rounded numbers may not be the same as the actual total rounded.



Figure 7: Total Town Expenditures, 2005 - 2009

Total Expenditures (in Millions)

Expenditures for roads and bridges totaled $144.2 million in 2009. Of this total, $117.0 million was
allocated to current expenditures (maintenance, snowplowing, lighting, engineering, and administration)
and $27.3 million to capital outlays (road construction and purchase of equipment).

Figure 8 provides a comparison of the percent of total expenditures allocated to general government,

fire, and roads and bridges spending during the years 2005 through 2009.

Figure 8: Categories of Total Expenditures as a
Percent of Total Expenditures, 2005 - 2009
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Capital Outlays

Capital outlays are expenditures used for the acquisition or construction of capital assets, such as
buildings and roads. Capital assets have lives extending beyond a single reporting period. Town capital
outlays totaled $39.4 million in 2009. This amount represents an increase of 9.4 percent over 2008 and
an increase of 1.3 percent over the five-year period. The largest category of capital outlays for towns
was roads and bridges. Capital outlays for roads and bridges increased 17.0 percent between 2008 and
2009 and comprised 69.2 percent of total capital outlay spending.

Debt Service
Debt service expenditures are the principal and interest payments on outstanding indebtedness. Towns
had debt service expenditures of $14.5 million in 2009. This amount represents a 3.1 percent increase in

debt service expenditures from 2008 to 2009. Over the five-year period of 2005 to 2009, debt service
expenditures decreased 0.6 percent.

Ten-Year Trends
Figure 9 shows the change in total expenditures in actual and constant dollars from 2000 to 2009. Over

this period, total expenditures in actual dollars increased all years except 2002 and 2007. In constant
dollars, town total expenditures increased 2.3 percent between 2000 and 2009.

Figure 9: Growth in Total Expenditures in
Actual and Constant Dollars, 2000 - 2009
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Primary Categories of Expenditures

Figure 10 illustrates the ten-year trend in current expenditures, capital outlays, and debt service as a
percent of total expenditures from 2000 to 2009. The chart suggests that towns are allocating more to
current expenditures. The underlying data displayed in Figures 6 through 10 for the years 2000 through
2004 can be found in the town finance reports for previous years. Data displayed in these figures for
years 2005 through 2009 is in Table 2 on page 23.

Figure 10: Components of Total Expenditures as a Percent
of Total Expenditures, 2000 - 2009
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Indebtedness

Current and Five-Year Trends

Towns incur long-term debt through the issuance of bonds and notes, certificates of indebtedness, and
tax anticipation certificates. Long-term lease agreements are also classified as long-term debt.

Towns generally may borrow to finance capital projects and purchases. The amount of outstanding debt

affects the amount available for current expenditures because towns must have sufficient funds available
to make principal and interest payments to service the debt.
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Total outstanding short- and long-term indebtedness totaled $81.2 million in 2009. This represents a
decrease of 3.6 percent from 2008. Outstanding bonded indebtedness totaled $54.4 million in 2009,
which was an increase of 4.5 percent over the $52.0 million outstanding in 2008. Other long-term debt
totaled $26.1 million in 2009, which was a decrease of 16.1 percent from 2008. In addition, towns
reported $739,856 in short-term indebtedness in 2009, which was a decrease of 34.9 percent from 2008.
Figure 11 provides a summary of bonds outstanding, classified by type of bond, for years 2005 through
2009.

Figure 11: Outstanding Bonded Indebtedness, 2005 - 2009
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Ten-Year Trends

Outstanding long-term debt has fluctuated considerably over the ten-year period. Figure 12 illustrates
outstanding long-term debt, which includes total bonded indebtedness and other long-term debt in actual
and constant dollars for the years 2000 through 2009.
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Figure 12: Outstanding Long-Term Debt
in Actual and Constant Dollars, 2000 - 2009
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Oustanding Long-Term Debt (in Millions)

Figure 13 displays outstanding long-term debt as a percent of total revenues for the years 2000 to 2009.
As Figure 13 shows, outstanding long-term debt as a percent of total revenues has not shown a
consistent trend. The highest percent was in 2002 when it reached 36.7 percent, while the lowest level
was in 2009 when it fell to 30.6 percent. The underlying data displayed in Figures 12 and 13 for the
years 2000 through 2008 can be found in the town finance reports for previous years. Data displayed in
these figures for 2009 is in Table 6 on page 146.

Figure 13: Oustanding Long-Term Debt as a
Percent of Total Revenues, 2000 - 2009
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Towns Failing to Report

Out of 1,786 towns in Minnesota in 2009, 50 failed to comply with the statutory reporting requirement.
The chart below shows the number of towns that have not reported their financial information to the
Office of the State Auditor, as required by law, in each of the previous five years.

Number of Towns Failing to Report 2005 - 2009

Year

2005

2006

2007 2008 2009

# of Towns

12

23

47 67 50

The list below indentifies the towns that have not reported their financial information to the Office
of the State Auditor, as required by law (county names are in parentheses).

Antrim (Watonwan)
Beaulieu (Mahnomen)
Beaver (Roseau)

Beaver Falls (Renville)
Black Hammer (Houston)
Bull Moose (Cass)
Burbank (Kandiyohi)
Clinton (Rock)
Cottonwood (Brown)
Crooked Creek (Houston)
Dale (Cottonwood)

Deer (Roseau)

Dewey (Roseau)

Dovray (Murray)

15

Eagle Point (Marshall)
East Chain (Martin)
Effington (Otter Tail)
Featherstone (Goodhue)
Fisher (Polk)

Friendship (Yellow Medicine)
Goodridge (Pennington)
Green Prairie (Morrison)
Highland Grove (Clay)
Kratka (Pennington)
Kurtz (Clay)

Lake (Roseau)

Lake Benton (Lincoln)

Laona (Roseau)



Logan (Grant)
Merton (Steele)
Mound (Rock)
Newton (Otter Tail)
Nidaros (Otter Tail)
Palmyra (Renville)
Pohlitz (Roseau)

Poppleton (Kittson)

Scandia Valley (Morrison)

Skelton (Carlton)

Spring Grove (Houston)

16

Springdale (Redwood)
Spruce Grove (Becker)
Stony River (Lake)
Sturgeon (St. Louis)
Turner (Aitkin)

Tynsid (Polk)
Waukenabo (Aitkin)
Whitefield (Kandiyohi)
Wilson (Cass)
Windsor (Traverse)

Wrenshall (Carlton)



Economic Development Regions

Minnesota has 13 economic development regions. The following section summarizes town
financial information by economic development region. Total revenues, total expenditures, and
total debt service are summarized on a regional basis. The underlying data for this section is in
Tables 7 and 8 (pages 156 and 157). The map on page 20 shows the location of each economic
development region.

Metro Area (7-County Twin Cities)

There are 43 towns in this region. Total revenues in this region decreased 6.4 percent and totaled
$26.4 million in 2009, accounting for 10.0 percent of total town revenues. Total expenditures in
this region decreased 7.3 percent to $26.1 million, accounting for 10.1 percent of total town
expenditures. Debt service in this region increased 5.8 percent and totaled $2.8 million,
accounting for 19.4 percent of total town debt service.

Arrowhead

There are 182 towns in this region. Total revenues in this region increased 12.4 percent and
totaled $33.5 million in 2009, accounting for 12.7 percent of total town revenues. Total
expenditures increased 3.0 percent and totaled $31.4 million, accounting for 12.1 percent of total
town expenditures. Debt service in this region decreased 0.2 percent and totaled $2.3 million,
accounting for 15.6 percent of total town debt service.

Central

There are 74 towns in this region. Total revenues in this region increased 2.1 percent and totaled
$27.4 million, accounting for 10.4 percent of total town revenues. Total expenditures in this
region increased 8.7 percent to a total of $28.4 million, accounting for 10.9 percent of total town
expenditures. Debt service in this region increased 12.7 percent and totaled $1.6 million,
accounting for 10.7 percent of total town debt service.

East Central

There are 87 towns in this region. Total revenues in this region increased 1.7 percent and totaled
$18.5 million, accounting for 7.0 percent of total town revenues. Total expenditures in this
region increased by 6.5 percent and totaled $18.1 million, accounting for 7.0 percent of total
town expenditures. Debt service in this region increased 16.7 percent for a total of $1.3 million,
accounting for 8.8 percent of total town debt service.
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Headwaters

There are 108 towns in this region. Total revenues in this region increased 7.6 percent to
$10.7 million, accounting for 4.1 percent of total town revenues. Total expenditures in this
region increased 0.4 percent to $9.8 million, accounting for 3.8 percent of total town
expenditures. Debt service in this region decreased 68.8 percent for a total of $119,416,
accounting for 0.8 percent of total town debt service.

North Central

There are 151 towns in this region. Total revenues in this region increased 3.0 percent and
totaled $21.9 million, accounting for 8.3 percent of total town revenues. Total expenditures in
this region increased 1.1 percent and totaled $20.7 million, accounting for 8.0 percent of total
town expenditures. Debt service in this region increased by 42.1 percent and totaled $1.5 million,
accounting for 10.1 percent of total town debt service.

Northwest

There are 223 towns in this region. Total revenues in this region increased by 43.1 percent and
totaled $14.1 million, accounting for 5.4 percent of total town revenues. Total expenditures in
this region increased 35.7 percent and totaled $13.3 million, accounting for 5.1 percent of total
town expenditures. Debt service in this region increased 139.8 percent and totaled $105,337,
accounting for 0.7 percent of total town debt service.

South Central

There are 147 towns in this region. Total revenues in this region increased by 2.2 percent and
totaled $15.9 million, accounting for 6.0 percent of total town revenues. Total expenditures in
this region decreased 4.7 percent and totaled $16.0 million, accounting for 6.2 percent of total
town expenditures. Debt service in this region decreased by 2.3 percent and totaled $810,615,
accounting for 5.6 percent of total town debt service.

Southeast

There are 194 towns in this region. Total revenues in this region decreased 7.3 percent and
totaled $33.3 million, accounting for 12.7 percent of total town revenues. Total expenditures in
this region decreased 9.7 percent and totaled $32.8 million, accounting for 12.6 percent of total
town expenditures. Debt service in this region decreased 23.2 percent to a total of $933,873,
accounting for 6.4 percent of total town debt service.

18



Southwest

There are 163 towns in this region. Total revenues in this region decreased 0.1 percent and
totaled $11.4 million, accounting for 4.3 percent of total town revenues. Total expenditures in
this region decreased by 4.4 percent and totaled $11.4 million, accounting for 4.4 percent of total
town expenditures. Debt service in this region decreased 18.9 percent and totaled $292,616,
accounting for 2.0 percent of total town debt service.

Southwest Central

There are 82 towns in this region. Total revenues in this region increased 0.9 percent and totaled
$12.2 million, accounting for 4.6 percent of total town revenues. Total expenditures in this
region increased 0.2 percent and totaled $11.6 million, accounting for 4.4 percent of total town
expenditures. Debt service in this region decreased 49.1 percent and totaled $483,564,
accounting for 3.3 percent of total town debt service.

Upper Southwest

There are 94 towns in this region. Total revenues in this region increased 14.1 percent and
totaled $6.6 million, accounting for 2.5 percent of total town revenues. Total expenditures in this
region increased by 17.1 percent and totaled $6.8 million, accounting for 2.6 percent of total
town expenditures. Debt service in this region decreased 36.5 percent and totaled $11,902,
accounting for 0.1 percent of total town debt service.

West Central

There are 238 towns in this region. Total revenues in this region increased 19.1 percent and
totaled $31.3 million, accounting for 11.9 percent of total town revenues. Total expenditures in
this region increased by 27.1 percent and totaled $33.0 million, accounting for 12.7 percent of
total town expenditures. Debt service in this region increased 29.4 percent and totaled
$2.4 million, accounting for 16.5 percent of total town debt service.
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Economic Development Regions
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