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Scope and Methodology

This publication is intended to help the public, 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 2016."

The data presented in this report is divided into governmental funds and proprietary funds. The
governmental funds consist of the General, Special Revenue, Debt Service, Capital Projects, and
Permanent Funds. The revenues, expenditures, and debt 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 primarily from revenues derived from the sale of goods
or services. The financial operations of the public service enterprises are presented in Table 3.

Table 4 lists the bonded and other long-term debt outstanding as of December 31, 2016, by
county. Other long-term debt refers to liabilities such as long-term lease agreements, installment
purchase contracts, and notes.

Tables 5 and 6 present an analysis of the 2015 and 2016 unrestricted fund balances in the
General and Special Revenue Funds of counties. The tables show the actual unrestricted fund
balances alphabetically by county and a ranking of 2016 unrestricted fund balances as a percent
of total current expenditures.

In addition to this publication, the Office of the State Auditor maintains an interactive database
containing several years of data. The database is available on the Office of the State Auditor’s
website at: www.auditor.state.mn.us/default.aspx?page=ComparisonTools.

! Annual audits for the Counties of Clearwater, Fillmore, Kittson, Koochiching, and Red Lake were not completed in
time for this publication. Unaudited data provided by these counties are included in this report for comparison
purposes. OSA staff was not able to perform the standard data review because unaudited data was submitted.
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Executive Summary

Current-Year Trends

Minnesota county revenues totaled $6.63 billion in 2016. This represents an increase of
$208.1 million, or 3.2 percent, over 2015 (pg. 5).

Counties reported total expenditures of $6.97 billion in 2016. This represents an increase of
$351.8 million, or 5.3 percent, over 2015 total expenditures. Between 2015 and 2016,
current expenditures increased 5.7 percent to $5.36 billion, capital outlays increased
4.8 percent to $1.16 billion, and debt service increased 2.2 percent to $447.4 million (pg. 8).

In 2016, Minnesota counties reported outstanding long-term debt of $3.67 billion.? This
represents an increase of 4.7 percent over the long-term debt reported in 2015. Of the
$3.67 billion in long-term debt, $3.46 billion was outstanding bonded debt, and
$213.7 million was other long-term debt (pg. 12).

Minnesota county enterprises reported operating losses of $81.1 million in 2016. This
represents a decrease of 884.9 percent from the operating income of $10.3 million reported
in 2015. County enterprises posted a net loss of $26.1 million in 2016, a decrease of
154.8 percent from the $47.7 million net income reported in 2015 (pg. 13).

Minnesota counties’ unrestricted fund balances of the General Fund and Special Revenue
Funds totaled $2.68 billion in 2016. This represents an increase of 4.2 percent over 2015.
Among individual counties, unrestricted fund balances as a percent of total current
expenditures ranged from 6.0 percent (Faribault County) to 158.8 percent (Pennington
County) (pg. 14).

Ten-Year Trends

Between 2007 and 2016, in actual dollars, total county revenues rose 22.0 percent. When
adjusted for inflation, the increase in total revenues was 1.9 percent over this period (pg. 6).’

Between 2007 and 2016, the share of total revenues derived from taxes increased from
41.5 percent to 47.5 percent, while the share of total revenues derived from
intergovernmental revenues decreased from 39.5 percent to 37.9 percent (pg. 6).

In actual dollars, total expenditures increased 19.2 percent from 2007 to 2016. When
adjusted for inflation, county expenditures decreased 0.4 percent over the ten-year period

(pg- 9).

2Long-term debt includes bonded indebtedness and other long-term debt such as notes or long-term leases.
3Constant dollars refers to data adjusted for inflation using the Implicit Price Deflator for State and Local
Governments (N.I.LP.A. Table 1.1.9, January 26, 2018) setting 2007 as the base year.
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Comparison and Overview

Governmental Fund Revenues

Current-Year Trends

Minnesota county revenues totaled $6.63 billion in 2016. This represents an increase of
$208.1 million, or 3.2 percent, over 2015. Revenue growth occurred in eight of the ten categories
shown in Figure 1 below. Local unit grants (-14.1 percent) and all other revenues (-1.3 percent)
were the only two categories that showed decreases from 2015 to 2016. Licenses and permits
showed the greatest growth at 7.6 percent.

Taxes, state grants, and federal grants were the most significant sources of county revenues in
2016, accounting for 83.5 percent of total revenues. The share of total revenues derived from
taxes and state grants increased slightly between 2015 and 2016, while the shares of revenues
derived from federal grants decreased slightly.

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

Figure 1: Total County Revenues, 2016*
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*Due to rounding, the sum of the percentages is less than 100 percent.




Ten-Year Trends

Figure 2 below shows trends for total county revenues in actual and constant dollars for the years
2007 to 2016. In actual dollars, total county revenues rose 22.0 percent over this ten-year period.
When adjusted for inflation, the increase in total revenues was 1.9 percent over this period.*

Figure 2: Total Revenues
Actual and Constant Dollars, 2007 - 2016
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Primary Sources of Revenues

Over the past ten years, the primary sources of revenues for counties have been taxes, state
grants, federal grants, and charges for services. Between 2007 and 2016, the share of total
revenues derived from taxes increased from 41.5 percent to 47.5 percent, while the share of total
revenues derived from intergovernmental revenues decreased from 39.5 percent to 37.9 percent.

“Constant dollars will refer to data adjusted for inflation using the Implicit Price Deflator for State and Local
Governments (N.I.LP.A. Table 1.1.9, January 26, 2018) setting 2007 as the base year.



Figure 3 below shows how the composition of primary sources of revenues for counties has
changed between 2007 and 2016.

Figure 3: Primary Sources of Revenues, 2007 - 2016
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Table 1a below shows the ten-year trend in revenues adjusted for inflation. The table breaks
down the data into two five-year segments and the overall ten-year change.

Table 1a: County Revenues Summary (Constant Dollars), 2007 - 2016

2007-11 2012-16
5-Year 5-Year  10-Year
Revenues 2007* 2011* 2012* 2016* Change  Change _Change

Taxes $2,253,432,966 $2,412,043,062 $2,488,479,045 $2,633,483,736 7.0% 5.8% 16.9%
Special Assessments 39,284,285 40,686,289 44,443,822 46,998,632 3.6% 5.7% 19.6%
Licenses and Permits 27,117,394 24,311,884 26,084,942 31,613,244 -10.3% 21.2%
Total Federal Grants 490,798,950 698,477,516 640,713,438 591,994,978 42.3% -7.6%
Total State Grants 1,567,498,050 1,265,455,690 1,215,850,110 1,399,667,654 -19.3% 15.1%
Local Unit Grants 88,126,026 121,155,663 114,566,921 107,580,913 37.5% -6.1%
Charges for Services 540,488,748 489,362,963 504,675,352 526,716,969 -9.5% 4.4%
Fines and Forfeits 8,500,846 7,457,302 6,890,205 7,678,691 -12.3% 11.4%
Interest Earnings 201,191,221 70,376,429 43,661,637 38,785,560 -65.0%  -11.2%
All Other Revenues 216,935,454 200,965,584 181,263,252 154,573,240 -14%  -147%

Total Revenues $5,433,373,940 $5,330,292,383 $5,266,628,724 $5,539,093,618 -1.9% 5.2%

*Due to rounding, the totals may not equal the sum of the individual categories.




Governmental Fund Expenditures

Current-Year Trends

Counties reported total expenditures of $6.97 billion in 2016. This represents an increase of
$351.8 million, or 5.3 percent, over 2015 total expenditures. 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 2015 and 2016, current expenditures
increased 5.7 percent to $5.36 billion, capital outlays increased 4.8 percent to $1.16 billion, and
debt service increased 2.2 percent to $447.4 million.

All the categories shown in Figure 4 below increased over the two-year period except health,
which decreased 3.8 percent. Among those categories of expenditures showing increases, the
largest were all other expenditures (40.1 percent), culture and recreation (15.9 percent), and
housing and economic development (15.1 percent). See Table 1 on page 17 for greater detail.

Figure 4 below provides a breakdown of total county expenditures in 2016.

Figure 4: Total County Expenditures, 2016
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Ten-Year Trends

In actual dollars, total expenditures increased 19.2 percent from 2007 to 2016. When adjusted for
inflation, county expenditures decreased 0.4 percent over the ten-year period.® Figure 5 below
illustrates trends in total county expenditures from 2007 to 2016 using actual and constant
dollars. Although inflation-adjusted total expenditures decreased 0.4 percent over the ten-year
period, a comparison of the two five-year periods of 2007 to 2011 and 2012 to 2016 reveals a
significant reversal during the most recent period. From 2007 to 2011, inflation-adjusted total
expenditures decreased 7.8 percent, while from 2012 to 2016, inflation-adjusted total
expenditures increased 9.7 percent.

Figure 5: Total Expenditures
Actual and Constant Dollars, 2007- 2016
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Primary Categories of Expenditures

The primary categories of expenditures for counties over the ten-year period were consistently
human services, streets and highways, public safety, and general government expenditures. In
2016, these four expenditure categories accounted for 79.6 percent of all county expenditures.

In constant dollars, general government declined 6.4 percent, human services expenditures
declined 8.2 percent, and public safety declined 1.5 percent between 2007 and 2016, while
streets and highways increased 8.7 percent.

>Constant dollars refers to data adjusted for inflation using the Implicit Price Deflator for State and Local
Governments (N.I.LP.A. Table 1.1.9, January 28, 2018) setting 2007 as the base year.



Figure 6 below illustrates the changing composition of county expenditures between 2007 and
2016. Table 2a provides a ten-year analysis of total county expenditures in constant dollars.

Figure 6: Primary Categories of
Expenditures, 2007 - 2016
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Table 2a: County Expenditures Summary (Constant Dollars), 2007 - 2016

Expenditures

2007*

2011*

2012*

2016*

2007 -11
5-Year
Change

2012-16
5-Year
Change

General Government
Public Safety

Streets and Highways
Sanitation

Human Services

Health

Culture and Recreation
Cons. of Natural Resources
Housing and Econ. Dev.
All Other

Total Debt Service

Total Expenditures

Total Current Expenditures
Total Capital Outlay
Total Debt Service

Total Expenditures

$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

$895,719,720
932,242,647
999,354,689
85,237,796
1,357,260,873
264,465,678
193,545,095
83,511,090
228,744,164
19,999,123
331,003,244

$853,993,357
938,832,665
1,022,330,829
80,334,838
1,337,935,349
246,136,422
191,600,136
92,267,790
202,950,241
16,147,581
329,207,457

$997,962,571
995,373,545
1,155,551,682
86,836,004
1,489,998,063
209,306,435
232,036,502
105,006,673
156,577,201
24,091,074
373,979,294

$5,849,974,965

$5,391,084,119

$5,311,736,666

$5,826,719,045

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

$4,156,096,089
903,984,786
331,003,244

$4,157,568,541
824,960,668
329,207,457

$4,479,616,181
973,123,570
373,979,294

$5,849,974,965

$5,391,084,119

$5,311,736,666

$5,826,719,045

*Due to rounding, the totals may not equal the sum of the individual categories.
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Capital Outlay Expenditures

Capital outlay expenditures include the purchase, construction, or permanent improvements of
buildings, equipment, machinery, and land. Between 2015 and 2016, capital outlays increased
$53.1 million, or 4.8 percent, to total $1.16 billion.

The largest category of capital outlay expenditures in 2016 was streets and highways, which
represented 76.6 percent of total capital outlays. General government and culture and recreation
were the next two largest categories of capital outlay expenditures, accounting for 8.5 percent
and 4.8 percent of total capital outlays, respectively.

Capital outlay expenditures can show significant changes from one year to the next since they
include large construction projects and purchases. Between 2015 and 2016, the largest increase
in capital outlay expenditures was $29.0 million for housing and economic development.

In actual dollars, capital outlay expenditures decreased 4.6 percent from 2007 to 2016. When
adjusted for inflation, capital outlay expenditures decreased 20.3 percent over this period.
Although inflation-adjusted capital outlay expenditures decreased 20.3 percent over the ten-year
period, a comparison of the two five-year periods of 2007 to 2011 and 2012 to 2016 reveals a
significant reversal during the most recent period. From 2007 to 2011, inflation-adjusted capital
outlay expenditures decreased 26.0 percent, while from 2012 to 2016, inflation-adjusted capital
outlay expenditures increased 18.0 percent. The high levels of capital spending in 2007 reflect
major county contributions to projects such as Target Field and light rail construction. The
increases in 2015 and 2016 reflect large road and bridge projects.

Figure 7 below shows capital outlay expenditures in actual and constant dollars from 2007 to

2016.

Figure 7: Capital Outlay Expenditures
Actual and Constant Dollars, 2007 - 2016
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Outstanding Long-Term Indebtedness

Current-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 2016, Minnesota
counties reported outstanding long-term debt of $3.67 billion.® This represents an increase of
4.7 percent over the long-term debt reported in 2015. Of the $3.67 billion in long-term debt,
$3.46 billion was outstanding bonded debt, and $213.7 million was other long-term debt.

Ten-Year Trends

In actual dollars, outstanding long-term debt increased 27.2 percent from 2007 to 2016. When
adjusted for inflation, outstanding long-term indebtedness increased 6.3 percent over this period.’
As a result of the increase in long-term debt, interest and principal payments increased
69.5 percent in actual dollars, and 41.7 percent in constant dollars, over the ten-year period.

Figure 8 below shows outstanding long-term debt in actual and constant dollars from 2007 to
2016.

Figure 8: Long-Term Debt
Actual and Constant Dollars, 2007 - 2016
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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/certificates of indebtedness 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 activities of these enterprises are accounted
for in enterprise funds, which use accounting principles that provide more detailed financial
information than governmental funds. Enterprise funds are generally intended to be
self-sustaining operations maintained through fees for services and user charges. 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 nonoperating
revenues, such as taxes and grants. The most common types of enterprises maintained by
counties are economic development authorities and sanitation.

Current-Year Trends

Minnesota county enterprises reported operating losses of $81.1 million in 2016. This represents
a decrease of 884.9 percent from the operating income of $10.3 million reported in 2015. County
enterprises posted a net loss of $26.1 million in 2016, a decrease of 154.8 percent from the
$47.7 million net income reported in 2015. The large decreases in operating income and net
income are primarily due to the Hennepin County Medical Center (HCMC). Between 2015 and
2016, the operating income of HCMC decreased by $69.5 million, or 345.3 percent, and its net
income decreased by $61.3 million, or 183.6 percent.

Ten-Year Trends

Figure 9 below shows net income and operating income in actual dollars from 2007 to 2016.

Figure 9: Net Income and Operating Income of
County Enterprises, 2007 - 2016
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Unrestricted Fund Balances of the General Fund and Special Revenue
Funds

Minnesota counties’ unrestricted fund balances of the General Fund and Special Revenue Funds
totaled $2.68 billion in 2016. This represents an increase of 4.2 percent over 2015. 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. The average unrestricted
fund balance as a percent of current expenditures for counties was 50.1 percent in 2016
compared to 50.8 percent in 2015. Among individual counties, unrestricted fund balances as a
percent of total current expenditures ranged from 6.0 percent (Faribault County) to 158.8 percent
(Pennington County).

The Office of the State Auditor recommends that counties maintain an unrestricted 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).® Counties must rely on their fund balances to meet expenditures during the first
five months of the next fiscal year until they receive the first property tax payments (May) and
aid payments from the state (July). Maintaining adequate fund balances can also help counties
better manage a financial crisis or emergency. Counties should have policies regarding fund
balance levels to guide financial decisions and to provide a way for officials and the public to
evaluate fund balances.” Appendix A provides a more detailed discussion of fund balances and
GASB 54 (pg. 67).

Figure 10 below shows the unrestricted fund balances for the General Fund and Special Revenue
Funds by type.

Figure 10: 2015 and 2016
Unrestricted Fund Balances of the General Fund and Special
Revenue Funds for Counties
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8Due to data limitations, this analysis uses current expenditures when examining unrestricted fund balance levels as
a proxy for operating expenditures.

°The Office of the State Auditor has issued a Statement of Position on Local Government Fund Balances. See:
Statement of Position: Fund Balances for Local Governments Based on GASB Statement No. 54.
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