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Scope and Methodology

This publication is intended to help local government officials, policy makers, and the public
understand city financial operations. The report summarizes, through data tables and charts, the
financial operations of the 848 Minnesota cities that provided their financial information to the
Office of the State Auditor for calendar year 2010." Minnesota cities are required to submit
annual financial reports to the Office of the State Auditor pursuant to Minn. Stat. 88 6.74-.75 and
8§ 471.697-.698.°

The data tables presented in this report are divided into governmental funds and proprietary
funds. The governmental funds consist of the General, Special Revenue, Capital Projects,
Permanent, and Debt Service Funds. The first section of the report provides an overview of all
cities and compares cities over and under 2,500 in population. The second section of the report
presents a detailed overview of the financial operations of cities over 2,500 in population (large
cities). The third section provides a detailed overview of the financial operations of cities under
2,500 in population (small cities).?

Following the overviews, Tables 6 and 7 present a summary of the activities in the governmental
funds of all cities. Tables 8 through 11 present a summary of the governmental funds of cities
over 2,500 in population. Tables 12 through 14 present a summary of the governmental funds of
cities under 2,500 in population.* Tables 15 through 17 present the data by individual city.

Table 18 lists the bonded and other long-term debt outstanding as of December 31, 2010, by
individual city. Other long-term debt refers to liabilities such as long-term lease agreements,
installment purchase contracts, and notes.

Tables 19 and 20 present an analysis of the 2009 and 2010 unreserved fund balances in the
General and Special Revenue Funds of all cities reporting on a modified accrual basis. Table 19
details the actual unreserved fund balances, the percent change in unreserved fund balances from
2009 to 2010, and a comparison to 2010 total current expenditures. Table 20 presents the fund
balance data sorted by unreserved fund balances as a percent of total current expenditures.

The report only provides information on 848 of the cities because 6 cities failed to provide their financial
information to the Office of the State Auditor in time for this publication.

%In addition to the 6 cities that did not provide their financial data in time to be in this report, another 14 failed to
comply with the reporting requirements of Minn. Stat. 88 6.74-.75 and 8§88 471.697-.698. Failure to comply with
these reporting requirements results in the Office of the State Auditor decertifying a city’s eligibility to receive
Local Government Aid (LGA).

*City classifications are designated based on the decennial census. This report uses the new class designations based
on the 2010 census population figures. Four cities formerly classified as large cities (classes 1 — 4) are now
classified as small cities (class 5). The four cities are: Appleton, Olivia, Rockville, and Spring Valley. Sixteen cities
changed from class 5 cities to class 4 (large) cities. The 16 cities are: Albany, Barnesville, Carver, Chatfield,
Cohasset, Dodge Center, Foley, Hanover, Isanti, Lake Crystal, Lonsdale, Montrose, Moose Lake, Pine Island, Rush
City, and Sandstone. The data for previous years was not amended to account for the changes in city classifications.
As a result, some of the year-to-year changes may be affected by the change in the composition of cities in each
group.

*Due to rounding, percentages shown for totals may not equal the sum of the individual percentages.



Cities 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. Cities using a cash
basis of accounting report a single cash balance for all governmental funds at the end of the
fiscal year. An analysis of unreserved fund balances for cities using a cash basis of accounting is
therefore not appropriate, and is not provided. Appendix A provides a more detailed discussion
of fund balances.

Table 21 shows municipal enterprises by city. Minnesota cities operate many types of public
service enterprises. These enterprises furnish a variety of services and operate wholly or
primarily with revenues derived from the sale of goods or services.

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

Cities Failing to Report Their Financial Information in 2010

Manhattan

Beach Villard

Bluffton Ivanhoe Jeffers

Accounting Difference for Cities Over and Under 2,500 in Population

For cities in Minnesota, the classification as over or under 2,500 in population helps to determine
the type of governmental accounting to which they must adhere. All cities over 2,500 in
population must have a financial statement in compliance with generally accepted accounting
principles (GAAP), which is a modified accrual basis of accounting. The modified accrual basis
of accounting recognizes an economic transaction or event as revenues in the operating statement
when the revenues are both measurable and available to liquidate liabilities of the current period.
Available means collectible in the current period or soon enough thereafter to be used to pay
liabilities of the current period. Similarly, expenditures are generally recognized when an event
or transaction is expected to draw on current expendable resources.

Cities under 2,500 in population may opt to use a cash basis of accounting. In 2010, 356 of the
623 small cities that reported their financial information (57 percent) opted to use a cash basis of
accounting.” Cash basis accounting provides for the recording of receipts (revenues) when
received in cash and the recording of disbursements (expenditures) when paid in cash.

>There are 629 small cities but the figure listed here reflects only the 623 cities that provided their 2010 financial
information to the Office of the State Auditor.



Executive Summary

Current Trends — All Cities

Total revenues of the governmental funds for all Minnesota cities totaled $4.76 billion in
2010. This represents an increase of 2 percent over 2009 revenues. Total revenues of
cities over 2,500 in population increased 3 percent, and revenues of cities under 2,500 in
population decreased 8 percent (pg. 5).

Total expenditures of the governmental funds for all cities totaled $5.47 billion in 2010.
This represents an increase of 2 percent over 2009. Total expenditures of cities over
2,500 in population increased 3 percent, while total expenditures for cities under 2,500 in
population decreased 9 percent (pg. 5).

The largest expenditure categories for both groups of cities are streets and highways and
public safety. For large cities, streets and highways accounted for 20 percent of total
expenditures, and public safety accounted for 26 percent. For small cities, streets and
highways accounted for 22 percent of total expenditures, and public safety accounted for
21 percent (pgs. 5-6).

In 2010, unreserved fund balances as a percent of current expenditures averaged
45.1 percent for large cities (down from 50 percent in 2009), compared to 106 percent for
small cities (up from 102 percent in 2009) (pg. 6).

In 2010, small cities carried long-term debt of $1.13 billion, or $2,957 per capita,
compared to $8.60 billion, or $2,174 per capita, for large cities (pg. 6).

Current Trends — Cities Over and Under 2,500 in Population

Among large cities, the categories of revenues with the largest increases were federal
grants (49 percent) and licenses and permits (6 percent). Those with the largest decreases
were interest earnings (-17 percent), county and local grants (-9 percent), and state grants
(-5 percent) (pg. 11).

For small cities, federal grants, which grew 42 percent between 2009 and 2010, were the
only source of revenues that increased. All other sources of revenues saw decreases
ranging from 4 percent (all other revenues) to 40 percent (local unit grants) (pg. 18).



Ten-Year Trends — All Cities
Governmental Revenues

e Over the ten-year period of 2001 to 2010, an examination of city finances shows that
when adjusted for inflation®, 2010 revenue levels are below 2001 levels.
Inflation-adjusted total city revenues decreased 10 percent between 2001 and 2010

(pg. 7).

e Between 2001 and 2010, actual revenues derived from property taxes grew 100 percent,
compared to 7 percent for revenues derived from intergovernmental sources. Additional
analysis of actual intergovernmental revenues shows uneven trends over the ten-year
period; federal grants increased 151 percent, state grants decreased 13 percent, and local
grants increased 5 percent (pg. 7).

e Between 2001 and 2010, the proportion of total revenues derived from property taxes
grew from 24 percent in 2001 to 38 percent in 2010. During this same time frame,
revenues derived from intergovernmental sources decreased from 31 percent of total
revenues to 26 percent (pg. 7).

Governmental Expenditures

e Actual total city expenditures grew from $4.47 billion in 2001 to $5.47 billion in 2010.
This represents an increase of 23 percent. Over the ten-year period of 2001 to 2010, an
examination of city finances shows that, when adjusted for inflation, 2010 expenditure
levels are below 2001 levels and decreased 13 percent over the ten-year period (pg. 9).

e Over the ten-year period, when adjusted for inflation, total current expenditures grew
8 percent, while capital outlays and debt service decreased by 45 percent and 13 percent,
respectively (pg. 10).

%« Adjusted for inflation” and “constant dollars” refer to data adjusted for inflation using the Implicit Price Deflator
for State and Local Governments setting 2001 as the base year (N.1.P.A. Table 1.1.9, January 2012).



Comparison and Overview

2010 Finances for All Minnesota Cities

Revenues

Total revenues of the governmental funds for all Minnesota cities totaled $4.76 billion in 2010.
This represents an increase of 2 percent over 2009 revenues. Total revenues of cities over 2,500
in population increased 3 percent, and revenues of cities under 2,500 in population decreased
8 percent.

There are two central differences between cities over and under 2,500 in population as to how
they fund services. Cities under 2,500 in population (small cities) are much more dependent on
intergovernmental revenues than cities over 2,500 (large cities). In 2010, intergovernmental
revenues accounted for 39 percent of total revenues for small cities, compared to 25 percent for
large cities. Among all cities, intergovernmental revenues accounted for 26 percent of total
revenues.

The second difference is the reliance on tax revenues. Because large cities receive a much
smaller portion of their revenues from intergovernmental sources, they more commonly utilize
tax revenue streams such as tax increments, franchise, lodging, and local sales taxes. As a whole,
2010 tax revenue from all sources accounted for 50 percent of large city revenues, compared to
35 percent of small city revenues. Large cities also generate more tax increment revenues than
small cities. Revenue derived from tax increment accounted for 3 percent of small city total
revenues, compared to 5 percent for large cities.

Property taxes account for a similar share of total revenues for these two groups of cities. For
large cities, property taxes accounted for 39 percent of total revenues, compared to 32 percent for
small cities. For all cities, property taxes accounted for 38 percent of total revenues.

On a per capita basis, large cities had total revenues of $1,102, and small cities had total
revenues of $1,055.

Expenditures

Total expenditures of the governmental funds for all cities totaled $5.47 billion in 2010. This
represents an increase of 2 percent over 2009. Total expenditures of cities over 2,500 in
population increased 3 percent, while total expenditures for cities under 2,500 in population
decreased 9 percent.

The spending priorities of cities under 2,500 in population differ from those cities over 2,500 in
population. For example, small cities tend to direct a greater percentage of their resources to
general government (16 percent) and less to culture and recreation (8 percent) than cities over
2,500 (10 percent and 13 percent, respectively). The largest expenditure categories for both
groups of cities are streets and highways and public safety. For large cities, streets and highways



accounted for 20 percent of total expenditures, and public safety accounted for 26 percent. For
small cities, streets and highways accounted for 22 percent of total expenditures, and public
safety accounted for 21 percent.

Long-Term Debt

Another area where small and large cities (under and over 2,500 in population) differ is in their
use of debt. Overall, small cities tend to carry a greater debt burden than large cities. In 2010,
small cities carried long-term debt of $1.13 billion, or $2,957 per capita, compared to
$8.60 billion, or $2,174 per capita, for large cities. While there is no single reason for the higher
level of indebtedness per capita among the smaller cities, a primary reason is that the high costs
of projects such as wastewater treatment facilities and water and sewer line replacement are
spread across fewer people.

Unreserved Fund Balances of the General and Special Revenue Funds

A clear difference between the two city types is in the level of unreserved fund balances. Small
cities maintain significantly higher fund balances than large cities. In 2010, unreserved fund
balances as a percent of current expenditures averaged 45.1 percent for large cities (down from
50 percent in 2009), compared to 106 percent for small cities (up from 102 percent in 2009).

Among the 267 small cities that reported a fund balance in 2010, 146 (55 percent) had an
unreserved fund balance greater than 100 percent of total current expenditures. Among the 225
large cities, 39 cities (17 percent) had an unreserved fund balance greater than 100 percent of
total current expenditures. In 2010, unreserved fund balances as a percent of total current
expenditures among small cities ranged from -144 percent in Bigelow to 433 percent in
Stockton. Among large cities, the range was from -12 percent in Caledonia to 364 percent in
Bayport.

The Office of the State Auditor recommends that at year-end, local governments maintain an
unreserved fund balance in their General Fund and Special Revenue Funds of approximately
35 to 50 percent of operating revenues, or no less than five months of operating expenditures. If
the local government’s unreserved fund balance is less than or greater than this recommendation,
the local government should be able to explain the reason for the difference.

The Office of the State Auditor recommends that each local government establish a formal
policy on the level of unreserved fund balance that should be maintained in the General Fund and
Special Revenue Funds. The policy should be set by the governing body and should provide both
a time frame and a specific plan for increasing or decreasing the level of unreserved fund
balance. If the fund balance does not match the policy, a plan should be developed by the
governing body that will allow for compliance with the policy.



Ten-Year Trends

Governmental Revenues

Over the ten-year period of 2001 to 2010, an examination of city finances shows that when
adjusted for inflation’, 2010 revenue levels are below 2001 levels. Inflation-adjusted total city
revenues decreased 10 percent between 2001 and 2010.

Between 2001 and 2010, actual revenues derived from property taxes grew 100 percent,
compared to 7 percent for revenues derived from intergovernmental sources. Additional analysis
of actual intergovernmental revenues shows uneven trends over the ten-year period; federal
grants increased 151 percent, state grants decreased 13 percent, and local grants increased
5 percent. When revenues are adjusted for inflation, the ten-year period shows a 46 percent
increase in property tax revenues, while intergovernmental revenues decreased 22 percent.

In addition, the proportion of total revenues derived from property taxes grew from 24 percent in
2001 to 38 percent in 2010. During this same time frame, revenues derived from
intergovernmental sources decreased from 31 percent of total revenues to 26 percent. Figure 1
below shows that, as intergovernmental revenues to cities have slowed, the result has been a
greater reliance on revenues derived from property taxes.

Figure 1: Primary Sources of City Revenues as a
Percent of Total Revenues - 2001 to 2010
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"“Adjusted for inflation” and “constant dollars” refer to data adjusted for inflation using the Implicit Price Deflator
for State and Local Governments setting 2001 as the base year (N.1.P.A. Table 1.1.9, January 2012).



An examination of city revenues from 2001 to 2010 shows that, in actual dollars, revenues grew
from $3.80 billion in 2001 to $4.76 billion in 2010, an increase of 26 percent. When adjusted for
inflation, 2010 revenues are 10 percent less than in 2001. Figure 2 below illustrates this trend.

Figure 2: Growth in Total Revenues
Actual and Constant Dollars - 2001 to 2010
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Table 1 on the following page provides a summary of the trend in city revenues from 2001 to
2010 when adjusted for inflation. Taxes and federal grants were the only sources of revenues to
show significant growth over this period, increasing 18 and 78 percent, respectively. The large
increase in federal grants was due in part to the American Recovery and Reinvestment Act
(ARRA). Seven categories of revenues showed double-digit declines over the ten-year period
including interest earnings (-72 percent), all other revenues (-44 percent), state grants
(-38 percent), licenses and permits (-32 percent), local unit grants (-26 percent), fines and forfeits
(-18 percent), and special assessments (-12 percent).



Table 1. Total City Revenues in Constant Dollars

2001-05 2006 - 10
5-Year 5-Year 10-Year

Revenues 2001 2005 2006 2010 Change ~ Change  Change

Taxes $1,407,020,733  $1461,188434  $1509,285629  $1,655,528,621 38% 9.7% 17.7%
Special Assessments 232,312,698 247,829,806 233,622,960 205,075,787 6.7% 122%  -1L71%
Licenses and Permits 132,913,275 143,889,651 136,112,334 90,916,498 8.3% -332%  -316%
Federal Grants 130,865,957 166,385,553 150,629,058 233,125,433 21.1% 54.8% 78.1%
State Grants 951,647,468 771,021,232 777,671,418 588,047,203 -19.0% 2440%  -38.2%
Local Unit Grants 67,469,586 56,735,282 61,316,985 50,218,813 -15.9% 181%  -25.6%
Charges for Services 335,155,755 371,596,880 347,230,440 321,865,173 10.9% -1.3% -4.0%
Fines and Forfeits 37,987,309 36,092,715 31,886,107 31,343,515 -5.0% 7% -17.5%
Interest Earnings 207,611,585 101,719,857 154,625,241 57,270,592 -51.0% -630%  -724%
All Other Revenues 263,421,142 219,597,344 213,134,316 148,683,958 -16.6% -302%  -43.6%

Total Revenues $3,766.405,508 _ $3576,056.755 _ $3,615514.487 $3.382.075.,593 -5.1% -65%  -10.2%

Governmental Expenditures

Actual total city expenditures grew from $4.47 billion in 2001 to $5.47 billion in 2010. This
represents an increase of 23 percent. Over the ten-year period of 2001 to 2010, an examination of
city finances shows that, when adjusted for inflation, 2010 expenditure levels are below 2001
levels and decreased 13 percent over the ten-year period. Figure 3 below shows the contrast
between expenditures in actual and constant dollars.

Figure 3: Growth in Total Expenditures
Actual and Constant Dollars - 2001 to 2010

-.‘--A'~‘-"~

In Billions

2002 2003 2004 2005 2006 2007 2008 2009 2010

g Actual Dollars = #& =Constant Dollars




When the three components of city spending (total current expenditures, total capital outlays, and
total debt service) are looked at individually, only total current expenditures showed growth
when adjusted for inflation. Over the ten-year period, when adjusted for inflation, total current
expenditures grew 8 percent, while capital outlays and debt service decreased by 45 percent and
13 percent, respectively.

Table 2 below provides a summary of expenditures from 2001 to 2010 in constant dollars. The
only category showing growth over the ten-year period was public safety, which increased
11 percent. All other categories of expenditures decreased over this period.

Table 2: Total City Expenditures in Constant Dollars

2001-05 2006-10
5-Year  5-Year  10-Year
Expenditures 2001 2005 2006 2010 Change  Change  Change

General Government $453,840,673 $430,152,810 $458,861,695 $396,213,784 -5.2% -13.7% -12.7%
Public Safety 895,556,616 965,388,997 968,008,007 991,886,782 7.8% 2.5% 10.8%
Streets and Highways 894,112,256 940,941,219 1,038,203,404 785,357,238 5.2% -24.4% -12.2%
Sanitation 19,445,158 25,856,190 29,979,049 17,639,378 33.0% -41.2% -9.3%
Health 33,545,278 20,131,682 20,553,294 18,287,232 -40.0% -11.0% -45.5%
Culture and Recreation 495,977,655 503,943,428 524,224,010 490,740,339 1.6% -6.4% -1.1%
Housing/Economic Development 506,511,113 385,431,876 394,783,461 365,615,021 -23.9% -1.4% -27.8%
Conservation of Natural Resources 3,273,618 1,811,408 3,002,987 2,866,309 -44.7% -4.6% -12.4%
Airport 40,409,163 51,116,717 32,645,446 29,485,169 26.5% -9.7% -21.0%
All Other Expenditures 351,763,804 192,833,225 191,650,110 112,374,986 -45.2% -41.4% -68.1%
Debt Service 772,061,450 712,445,266 659,793,231 674,484,750 -1.7% 2.2% -12.6%

Total Expenditures $4,466,496,784  $4230,052.818  $4,321,704,695  §$3,884,950,987 -5.3% -10.1% -13.0%

Total Current Expenditures $2,228207421  $2,365,006,109  $2,366,093,617  $2,400,663,342 6.1% 15% 7.7%
Total Capital Outlay 1,466,227,913 1,152,601,443 1,295,817,847 809,802,895 -21.4% -31.5% -44.8%
Total Debt Service 772,061,450 712,445,266 659,793,231 674,484,750 -1.7% 2.2% -12.6%

Total Expenditures $4,466,496,784  $4230,052,818  $4,321,704695  $3,884,950,987 -5.3% -10.1% -13.0%
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Overview of Cities Over 2,500 in Population

Total Governmental Revenues

In 2010, cities over 2,500 in population, or large cities, had total governmental revenues of
$4.36 billion. This represents an increase of 3.0 percent from 2009 levels. The increase, in part,
reflects the addition of 16 cities that were reclassified as large cites due to the 2010 census. The
primary revenue sources for large cities were taxes and state grants, which accounted for
66 percent of all city revenues.

Among the various categories of large city revenues, six showed increases, while four showed
decreases. The categories with the largest increases were federal grants (49 percent) and licenses
and permits (6 percent). Those with the largest decreases were interest earnings (-17 percent),
county and local grants (-9 percent), and state grants (-5 percent). The increase in federal grants
reflects funds made available to cities through the American Recovery and Reinvestment Act.
The decline in interest earnings reflected the continued challenging investment environment in
2010. The decrease in county and local grants was the result of the completion of projects in
several cities that were, in part, funded by other local governments that benefitted from the
improvement.

Although the relative shares of total governmental revenues generally change very little from
year to year, an exception over the past several years has been the category of property taxes.
Over the past five years, property taxes as a percent of total revenues increased from 31 percent
in 2006 to 39 percent in 2010. The increased reliance on property tax revenues has offset flat
growth in intergovernmental revenues and a large decline in interest earnings over this period.

Figure 4 below shows the relative shares of total governmental revenues by source. Underlying
data for this figure as well as five-year trends can be found in Table 8 on page 28.

Figure 4: 2010 Total Governmental Revenues - Cities
Over 2,500 in Population**
$4,359,578,322

Taxes* 50%—|

State Grants 16%

Charges for Services
Fines and Forfeits 9%

1% Federal Grants 7%

County and Local_l>— - ’/S:ecial Assessments
Grants 1% 9
S / \ \AII Other Revenue 6%

Interest Earnings 2% Licenses gg/d Permits 4%
0

*This category includes property, hotel/motel, sales, franchise, gravel, and gambling taxes, as well as tax increments.
**Due to rounding, the sum of the percentages is less than 100 precent.
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Total Governmental Expenditures

Cities provide a variety of services. Most expenditures related to these services are accounted for
in governmental funds. The governmental funds are classified as the General, Special Revenue,
Capital Projects, Permanent, and Debt Service Funds. In 2010, cities over 2,500 in population
expended $5.01 billion from these various governmental funds to provide city services. This
represents an increase of 3 percent over 2009 total governmental expenditures. Total
governmental expenditures include current expenditures, capital outlays, and debt service.
Current expenditures accounted for 62 percent of total governmental expenditures, while capital
outlay accounted for 21 percent, and debt service accounted for 17 percent.

The largest category of current expenditures for cities over 2,500 in population was public safety,
while streets and highways was the largest capital outlay expenditure. Public safety accounted
for 39 percent of all current expenditures--more than triple that of any other category. Streets and
highways accounted for 59 percent of all capital expenditures, over four times greater than any
other category of capital outlay.

Figure 5 shows the relative shares of total governmental expenditures by function. The
underlying data for this figure is detailed in Table 9 on page 29.

Figure 5: 2010 Total Governmental Expenditures - Cities
Over 2,500 in Population***
$5,012,450,059

Debt Service 17%
Culture and
Recreation* 13%
Streets and Highways
20%

Housing and
Economic
Development 10%

General Government
10%

Public Safety 26%

Capital Outlay for All Other
Enterprise Funds 1% Expenditures** 4%

*This category represents expenditures for libraries and parks and recreation.

**This category includes expenditures for airport, cemetery, conservation of natural resources, health, sanitation, transit,
unallocated insurance, unallocated pension, and all other unallocated.

***Due to rounding, the sum of the percentages is greater than 100 percent.
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Capital Outlay Expenditures

Cities over 2,500 in population expended $1.03 billion on capital investments in 2010. This
represents a decrease of 6 percent from the level expended in 2009. Capital outlay expenditures
are more likely than current expenditures to vary significantly from one year to the next. The
reason for this is that capital projects tend to be large in size, but the associated costs are
short-term. Table 3 below shows total capital outlays in actual dollars and per capita for large
cities.

Table 3: Total Capital Outlay Expenditures in
Actual Dollars and Per Capita

Year |Total Capital Outlay (actual dollars) |Per Capita*
2006 $1,418,495,255 $371
2007 $1,258,328,908 $328
2008 $1,184,065,833 $303
2009 $1,097,801,667 $280
2010 $1,030,476,850 $260

*Per capita amounts are based on the total population of cities with
over 2,500 in population that reported their financial information.

Figure 6 below illustrates the trend in capital outlay expenditures for the years 2006 to 2010.

Figure 6: Capital Outlay Expenditures
Cities Over 2,500 in Population - 2006 to 2010
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Debt Service

In 2010, large cities expended a total of $866.9 million on debt service, which represented
17 percent of total expenditures. Debt service includes expenditures for the principal and interest
payments of debt incurred by cities. Between 2009 and 2010, large city debt service expenditures
increased $4.3 million, or 0.5 percent.

Figure 7 below shows the trend in the percentage of total expenditures allocated to debt service.

Figure 7: Debt Service as a Percentage of Total
Expenditures - Cities Over 2,500 in Population -
2006 to 2010
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Municipal Enterprises

In addition to governmental funds, many cities establish enterprise funds to account for services
that are financed and operated in a manner similar to private business enterprises. These
enterprises generally are intended to be self-sustaining through fees and user charges. Although
some enterprises may earn a net profit, most have the objective of breaking even. However, some
municipalities choose to subsidize an enterprise that benefits the community as a whole.
Enterprise fund accounting is also used to provide more detailed financial information on
operations where there are public policy, accountability, management control, and other
concerns. The most common enterprises created by large cities are for recreation, sewer, and
water activities.

In aggregate, large city municipal enterprises reported a net income of $191.6 million and net
transfers (transfers out minus transfers in) of $106.7 million in 2010. This represents a decrease
of 10 percent in net income and a 30 percent decrease in net transfers. An example of this type of
transfer is when city officials transfer excess reserves from the Water Utility Enterprise Fund to
the General Fund. Overall, net transfers represented 56 percent of net profits among large city
enterprises. Figure 8 below examines the five-year trend for large cities in net transfers from
enterprise funds as a percent of their net income.

Figure 8: Large City Enterprise Fund Net Transfers as a
Percent of Net Income - 2006 to 2010
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Outstanding Long-Term Indebtedness

Cities over 2,500 in population carried long-term debt of $8.60 billion, or $2,174 per capita, at
the end of 2010. This represents an increase of 3 percent over the 2009 level. Cities incur
long-term debt through various ways such as the issuance of bonds and notes, certificates of
indebtedness, and tax anticipation certificates. Long-term lease agreements are also classified as
long-term debt. Cities may only borrow to finance capital projects and purchases but are
restricted by law from borrowing for current expenditures. The amount of outstanding debt
affects a city’s current expenditures because cities must make principal and interest payments to
service the debt. Table 4 below shows the outstanding bonded indebtedness for 2009 and 2010.

Table 4: Two-Year Summary of Outstanding Bonded Indebtedness
2009 Amount 2010 Amount

General Obligation $1,333,996,584 $1,426,633,532
General Obligation Tax Increment 685,069,012 533,236,327
Revenue Tax Increment 79,109,669 77,602,340
Special Assessment 1,980,401,260 2,050,985,558
General Obligation Revenue 1,931,452,951 1,998,953,153
Revenue 1,125,486,375 1,076,992,304
All Other 100,555,779 109,378,625

Total Bonded Indebtedness $7,236,071,630 $7,273,781,839

Figure 9 below shows the five-year trend of outstanding long-term debt for cities over 2,500 in
population.

Figure 9: Outstanding Long-Term Indebtedness™* for
Cities Over 2,500 in Population - 2006 to 2010
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Unreserved Fund Balances of the General and Special Revenue
Funds

The unreserved fund balances of large cities’ General and Special Revenue Funds totaled
$1.41 billion in 2010. This represents a decrease of 5 percent from the level reported in 20009.
Cities should have relatively large fund balances at the end of the year (December 31) because
they must rely on them to meet expenditures during the first five months of the next fiscal year
until they receive the first property tax and state aid payments. Appendix A on page 305 provides
an in-depth explanation of city fund balances.

Comparing cities” unreserved fund balances to their total current expenditures helps put the fund
balances into perspective and provides insight on the relative financial health of Minnesota’s
cities. Large city unreserved fund balances as a percent of total current expenditures averaged
45 percent in 2010, compared to 50 percent in 2009. The decrease in the ratio of unreserved fund
balances to total current expenditures was caused by an increase in current expenditures coupled
with a substantial decrease in unreserved fund balances in the Special Revenue Funds. If cities in
this category are divided into their class number, it is interesting to note that, as population
decreases, the average increases. Class 1 (first class) cities average 21 percent of their unreserved
fund balances as a percent of total current expenditures, while class 3 cities (populations 10,000
to 20,000) average 80 percent (see Appendix A for further information and recommendations on
city unreserved fund balances).

Figure 10 below shows the five-year trend of the unreserved fund balances as a percent of total
current expenditures for large cities. One line shows the combined unreserved fund balance of
the General and Special Revenue Funds as a percent of total current expenditures, and the other
shows only the unreserved fund balance of the General Fund as a percent of total current
expenditures.

Figure 10: Unreserved Fund Balances of the General and Special
Revenue Funds as a Percent of Total Current Expenditures for Cities
Over 2,500 in Population - 2006 to 2010
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Overview of Cities Under 2,500 in Population

Total Governmental Revenues

In 2010, cities under 2,500 in population, or small cities, had total governmental revenues of
$402.3 million to finance city services. This represents a decrease of 8 percent from 20009.

Federal grants, which grew 42 percent between 2009 and 2010, were the only source of revenues
that increased for small cities. All other sources of revenues saw decreases ranging from
4 percent (all other revenues) to 40 percent (local unit grants). Much of the decrease is
attributable to the net loss of 12 cities from the under 2,500 in population cities group due to the
2010 census.

The main sources of revenues for small cities in 2010 were state grants and taxes, which together
accounted for 65 percent of all revenues. The share of total revenues derived from federal grants
increased from 4 percent to 7 percent between 2009 and 2010.

Figure 11 below shows the relative shares of total governmental revenues by source. The
underlying data for this figure is in Table 12 on page 33.

Figure 11: 2010 Total Governmental Revenues - Cities
Under 2,500 in Population
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*This category includes property, hotel/motel, sales, franchise, gravel, and gambling taxes, as well as tax increments.
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Total Governmental Expenditures

Most city services are accounted for in governmental funds. The governmental funds are made
up of the General, Special Revenue, Capital Projects, Permanent, and Debt Service Funds. In
2010, cities under 2,500 in population expended $457.4 million from governmental funds to
provide city services. This represents a decrease of 9 percent from 2009 total governmental
expenditures.

Between 2009 and 2010, only three categories of expenditures increased: sanitation (9 percent),
airports (4 percent), and libraries (0.3 percent). All other categories showed year-to-year declines
ranging from 62 percent (health) to 2 percent (parks and recreation).

In 2010, the four largest expenditure categories for cities under 2,500 in population were streets
and highways, public safety, debt service, and general government. These four categories
together accounted for 78 percent of all expenditures in 2010.

Figure 12 below shows the relative shares of total governmental expenditures of small cities by
function. The underlying data for this figure is in Table 12 on page 33.

Figure 12: 2010 Total Governmental Expenditures -
Cities Under 2,500 in Population**

$457,436,612

Debt Service 18%

General Government
Public Safety 21% 16%

Culture and
Recreation* 8%

Streets and Housing and

Highways 22% Economic
Dewelopment 6%

Capital Outlay for All Other
Enterprise Funds 4% Expenditures** 5%

*This category represents expenditures for libraries and parks and recreation.

**This category includes expenditures for airport, cemetery, conservation of natural resources, health, sanitation,
transit, unallocated insurance, unallocated pension, and all other unallocated.
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Capital Outlay Expenditures

Capital outlay expenditures account for the purchase, construction, or permanent improvements
of buildings, equipment, machinery, and land. Small cities expended $109.7 million on capital
outlay in 2010. This represents a decrease of 10 percent from the level expended in 2009. This
was the fourth consecutive year of double-digit decreases in capital outlay expenditures.

Capital outlay expenditures are more likely than current expenditures to vary significantly from
one year to the next. The reason for this is that capital projects tend to be large in size, but the
associated costs are short-term. Some of the factors that influence the level of capital investments
include: demands for public meeting places and facilities; the need to replace aging
infrastructure; public safety concerns; infrastructure improvements for new developments; and
damage to public facilities caused by fire, floods, and storms.

Figure 13 below illustrates the trend in capital outlay expenditures of small cities for the years
2006 through 2010.

Figure 13: Total Capital Outlay Expenditures
Cities Under 2,500 in Population - 2006 to 2010
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Debt Service

Debt service includes expenditures for the principal and interest payments on debt incurred by
cities. In 2010, small cities expended a total of $82.7 million on debt service. This represented a
decrease of 8 percent from 2009. Overall, debt service expenditures accounted for 18 percent of
total expenditures for small cities.

Figure 14 below shows the five-year trend in the percent of total expenditures allocated to debt
service.

Figure 14: Debt Service as a Percent of Total
Expenditures - Cities Under 2,500 in Population -
2006 to 2010
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Municipal Enterprises

The total net income of small city enterprises in 2010 was $26.8 million, and the net amount
transferred to other funds was $7.5 million. This represents a decrease in net income of
43 percent and a decrease in net transfers (transfers out minus transfers in) of 33 percent between
2009 and 2010.

In 2010, the municipal enterprises of small cities transferred 28 percent of their net income to
other funds, compared to 24 percent in 2009. There has been a general downward trend in this
percentage over the last five years, except for a sharp spike in 2007 caused by the sale of a large
enterprise asset and the subsequent transfer of the proceeds.

Figure 15 below examines the five-year trend in net transfers from enterprise funds as a percent
of net income.

Figure 15: Small City Enterprise Fund Net Transfers as
a Percent of Net Income - 2006 to 2010
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Outstanding Long-Term Indebtedness

Cities under 2,500 in population carried long-term debt totaling $1.13 billion at the close of
2010. This represents a 9 percent decrease from the level in 2009. On a per capita basis, small
cities carried $2,957 in long-term debt, compared to $2,174 for large cities. While there is no
single reason for the higher level of indebtedness per capita among the smaller cities, a primary
reason is that the high costs of projects, such as water and sewer line replacement, are spread
across fewer people.

Table 5 below looks at outstanding bonded indebtedness for 2009 and 2010.

Table 5: Two-Year Summary of Outstanding Bonded Indebtedness
2009 Amount 2010 Amount
General Obligation $109,540,314 $106,046,803
General Obligation Tax Increment 28,926,582 24,444,455
Revenue Tax Increment 2,349,290 1,847,847
Special Assessment 329,502,777 284,427,916
General Obligation Revenue 361,263,861 352,452,243
Revenue 106,188,558 93,377,106
All Other 2,734,432 2,054,327
Total Bonded Indebtedness $940,505,814 $864,650,697

Figure 16 below shows the five-year trend of outstanding long-term debt for small cities.

Figure 16: Outstanding Long-Term Indebtedness
for Cities Under 2,500 in Population - 2006 to 2010*
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*Includes bonds and other types of debt such as certificates of indebtedness, long-term leases, and notes.
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