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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 2017.!

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, 2017, 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 2016 and 2017 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 2017 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.

"Four counties did not fulfill the annual financial reporting requirements. Two of the counties, Hubbard and Kittson,
submitted their reporting form without an accompanying audit. Unaudited data provided by these counties is included
in this report for comparison purposes. OSA staff was not able to perform the standard data review because unaudited
data was submitted. The other two counties, Koochiching and Red Lake, did not submit their financial reporting form
or audit. The financial data for these counties is not available and is not included in this report.
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Executive Summary

Current-Year Trends

[ ]

Minnesota county revenues totaled $6.94 billion in 2017. This represents an increase of
$314.5 million, or 4.7 percent, over 2016 (pg. 5).

Counties reported total expenditures of $7.36 billion in 2017. This represents an increase of
$392.9 million, or 5.6 percent, over 2016 total expenditures. Between 2016 and 2017, current
expenditures increased 4.3 percent to $5.59 billion, capital outlays decreased 3.2 percent to
$1.13 billion, and debt service increased 44.1 percent to $644.8 million (pg. 8).

In 2017, Minnesota counties reported outstanding long-term debt of $3.54 billion.? This
represents a decrease of 3.4 percent from the long-term debt reported in 2016. Of the
$3.54 billion in long-term debt, $3.21 billion was outstanding bonded debt, and $333.4 million
was other long-term debt® (pg. 12).

Minnesota county enterprises reported operating losses of $46.9 million in 2017. This
represents a decrease of 42.1 percent from the operating losses of $81.1 million reported in
2016. County enterprises posted a net loss of $10.0 million in 2017, a decrease of 61.7 percent
from the $26.1 million net loss reported in 2016 (pg. 13).

Minnesota counties’ unrestricted fund balances of the General Fund and Special Revenue
Funds totaled $2.65 billion in 2017. This represents a decrease of 1.5 percent from 2016. The
average unrestricted fund balance as a percent of current expenditures for counties was
47.3 percent in 2017 compared to 50.1 percent in 2016. Among individual counties,
unrestricted fund balances as a percent of total current expenditures ranged from -19.0 percent
(Faribault County) to 148.3 percent (Lake County) (pg. 14).

Ten-Year Trends

Between 2008 and 2017, in actual dollars, total county revenues rose 24.4 percent. When
adjusted for inflation, the increase in total revenues was 5.5 percent over this period (pg. 6).*

Between 2008 and 2017, the share of total revenues derived from taxes increased from
43.3 percent to 47.8 percent, while the share of total revenues derived from intergovernmental
revenues decreased from 39.5 percent to 37.5 percent (pg. 6).

e Between 2008 and 2017, in actual dollars, total county expenditures increased 18.3. When

adjusted for inflation, county expenditures increased 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.

3Counties 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 due and payable within 15 months of
the deadline for the certification of the property tax levy. See Minn. Stat. § 373.01, subd. 4.

4Constant 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, December 21, 2018) setting 2008 as the base year.
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Comparison and Overview

Governmental Fund Revenues

Current-Year Trends

Minnesota county revenues totaled $6.94 billion in 2017. This represents an increase of
$314.5 million, or 4.7 percent, over 2016. Revenue growth occurred in seven of the ten categories
shown in Figure 1 below. The categories showing the largest increases were local unit grants
(97.7 percent) and interest earnings (52.6 percent).’ The categories showing decreases were fines
and forfeits (-10.2 percent), all other revenues (-2.2 percent) and state grants (-2.0 percent).

Taxes, state grants, and federal grants were the most significant sources of county revenues in
2017, accounting for 81.7 percent of total revenues. The share of total revenues derived from taxes
increased slightly between 2016 and 2017, while the shares of revenues derived from state and
federal grants decreased slightly.

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

Figure 1: Total County Revenues, 2017

$6,941,289,615

State Grants
23.6%

Federal Grants
10.2%
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9.5%

Fines and Forfeits
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3.7%

Licenses and Permits All Other Revenues
0.6% 2.6%

Interest Earnings
Special Assessments 1.0%
0.9%

>The large increase in local unit grants reflects the distribution of assets of the recently-dissolved Counties Transit
Improvement Board (CTIB) to its members (Anoka, Dakota, Hennepin, Ramsey, and Washington Counties.)



Ten-Year Trends

Figure 2 below shows trends for total county revenues in actual and constant dollars for the years
2008 to 2017. In actual dollars, total county revenues rose 24.4 percent over this ten-year period.
When adjusted for inflation, the increase in total revenues was 5.5 percent over this period.®

Figure 2: Total Revenues
Actual and Constant Dollars, 2008 - 2017
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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 2008 and 2017, the share of total revenues
derived from taxes increased from 43.3 percent to 47.8 percent, while the share of total revenues
derived from intergovernmental revenues decreased from 39.5 percent to 37.5 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, December 21, 2018) setting 2008 as the base year.



Figure 3 below shows how the composition of primary sources of revenues for counties has
changed between 2008 and 2017.

Figure 3: Primary Sources of Revenues, 2008 - 2017
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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), 2008 - 2017

2008-12 2013-17
5-Year 5-Year
Revenues 2008* 2012% 2013* 2017* Change Change

Taxes $2,415,098,571  $2,606,421,580  $2,562,446,145  $2,815,534,172 7.9% 9.9%
Special Assessments 40,216,157 46,550,256 48,381,643 51,977,479 15.8% 7.4%
Licenses and Permits 26,131,677 27,321,249 28,374,539 32,585,823 4.6% 14.8%
Federal Grants 673,124,621 671,080,327 576,624,004 601,266,717 -0.3% 4.3%
State Grants 1,400,653,687 1,273,475,849 1,234,320,810 1,390,949,247 -9.1% 12.7%
Local Unit Grants 131,939,801 119,996,869 147,709,273 215,767,562 -9.1% 46.1%
Charges for Services 509,545,720 528,594,657 546,787,827 557,307,657 3.7% 1.9%
Fines and Forfeits 8,598,938 7,216,769 6,893,413 6,993,893 -16.1% 1.5%
Interest Earnings 149,588,008 45,730,999 -17,542,132 60,051,987 -69.4% 442.3%
All Other Revenues 224,070,108 189,854,301 167,504,416 153,433,121 -15.3% -8.4%

Total Revenues $5,578,967,288  $5,516,242,857  $5,301,499,937  $5,885,867,658 -1.1% 11.0%

*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 $7.36 billion in 2017. This represents an increase of
$392.9 million, or 5.6 percent, over 2016 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 2016 and 2017, current expenditures
increased 4.3 percent to $5.59 billion, capital outlays decreased 3.2 percent to $1.13 billion, and
debt service increased 44.1 percent to $644.8 million.

All but 3 of the 11 expenditure categories shown in Figure 4 below increased over the two-year
period. Among those categories of expenditures showing increases, the largest were debt service
(44.1 percent), conservation of natural resources (13.2 percent), and housing and economic
development (10.3 percent).” Counties spent less on all other expenditures (-14.1percent), culture
and recreation (-7.7 percent), and streets and highways (-3.7 percent). See Table 1 on page 17 for
greater detail.

Figure 4 below shows the relative shares of total county expenditures by function.

Figure 4: Total County Expenditures, 2017
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"The large increase in debt service payments between 2016 and 2017 reflects, in part, significant principal payments
resulting from the issuance of refunding bonds and subsequent payment of existing higher interest debt in Anoka,
Hennepin, and Washington Counties.



Ten-Year Trends

In actual dollars, total expenditures increased 18.3 percent from 2008 to 2017. When adjusted for
inflation, county expenditures increased 0.4 percent over the ten-year period.® Figure 5 below
illustrates trends in total county expenditures from 2008 to 2017 using actual and constant dollars.
A comparison of the two five-year periods of 2008 to 2012 and 2013 to 2017 reveals a significant
reversal during the most recent period. From 2008 to 2012, inflation-adjusted total expenditures
decreased 10.6 percent, while from 2013 to 2017, inflation-adjusted total expenditures increased
12.0 percent.

Figure 5: Total Expenditures
Actual and Constant Dollars, 2008 - 2017
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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
2017, these four expenditure categories accounted for 77.5 percent of all county expenditures.

In constant dollars, general government declined 8.8 percent, human services expenditures
declined 6.7 percent, and public safety declined 5.4 percent between 2008 and 2017, while streets
and highways increased 9.5 percent.

8Constant 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, December 21, 2018) setting 2008 as the base year.
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Figure 6 below illustrates the changing composition of county expenditures between 2008 and
2017. Table 2a below provides a ten-year analysis of total county expenditures in constant dollars.

Figure 6: Primary Categories of
Expenditures, 2008 - 2017
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Table 2a: County Expenditures Summary (Constant Dollars), 2008 - 2017

Expenditures

2008*

2012*

2013*

2017*

2008 - 12
5-Year
Change

2013-17
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

$1,158,643,816
1,138,310,500
1,030,918,152
93,788,475
1,692,773,856
271,924,485
217,916,235
86,587,938
111,336,244
36,487,988
383,379,434

$894,468,740
983,329,043
1,070,784,639
84,142,342
1,401,347,370
257,802,164
200,681,107
96,640,861
212,569,154
16,912,903
344,810,386

$918,789,513
959,886,888
1,039,390,187
80,372,751
1,377,921,768
259,147,191
217,989,018
89,381,598
200,614,582
20,608,863
408,667,019

$1,057,146,740
1,076,364,043
1,128,736,726
97,014,190
1,579,820,677
224,301,180
217,264,146
120,573,326
175,162,426
20,990,332
546,716,461

-22.8%
-13.6%
3.9%
-10.3%
-17.2%
-5.2%
-7.9%
11.6%
90.9%
-53.6%
-10.1%

$6,222,067,123

$5,563,488,709

$5,572,769,376

$6,244,090,248

-10.6%

$4,793,233,201
1,045,454,488
383,379,434

$4,354,618,290
864,060,033
344,810,386

$4,371,886,642
792,215,715
408,667,019

$4,741,525,729
955,848,058
546,716,461

-9.2%
-17.4%
-10.1%

$6,222,067,123

$5,563,488,709

$5,572,769,376

$6,244,090,248

-10.6%

*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 2016 and 2017, capital outlays decreased
$37.0 million, or 3.2 percent, to total $1.13 billion.

The largest category of capital outlay expenditures in 2017 was streets and highways, which
represented 72.7 percent of total capital outlays. General government and public safety were the
next two largest categories of capital outlay expenditures, accounting for 12.0 percent and
7.8 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 2016 and 2017, the largest increase in
capital outlay expenditures was $38.3 million for public safety.

In actual dollars, capital outlay expenditures increased 7.8 percent from 2008 to 2017. When
adjusted for inflation, capital outlay expenditures decreased 8.6 percent over this period. Although
inflation-adjusted capital outlay expenditures decreased 8.6 percent over the ten-year period, a
comparison of the two five-year periods of 2008 to 2012 and 2013 to 2017 reveals a significant
reversal during the most recent period. From 2008 to 2012, inflation-adjusted capital outlay
expenditures decreased 17.4 percent, while from 2013 to 2017, inflation-adjusted capital outlay
expenditures increased 20.7 percent.

Figure 7 below shows capital outlay expenditures in actual and constant dollars from 2008 to 2017.

Figure 7: Capital Outlay Expenditures
Actual and Constant Dollars, 2008 - 2017
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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 2017, Minnesota
counties reported outstanding long-term debt of $3.54 billion.” This represents a decrease of
3.4 percent from the long-term debt reported in 2016. Of the $3.54 billion in long-term debt,
$3.21 billion was outstanding bonded debt, and $333.4 million was other long-term debt.'

Ten-Year Trends

In actual dollars, outstanding long-term debt increased 9.4 percent from 2008 to 2017. When
adjusted for inflation, outstanding long-term indebtedness decreased 7.2 percent over this period.

Figure 8 below shows outstanding long-term debt in actual and constant dollars from 2008 to 2017.

Figure 8: Long-Term Debt
Actual and Constant Dollars, 2008 - 2017
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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 due and payable within 15 months of
the deadline for the certification of the property tax levy. See Minn. Stat. § 373.01, subd. 4.
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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 $46.9 million in 2017. This represents
a decrease of 42.1 percent from the operating losses of $81.1 million reported in 2016. County
enterprises posted a net loss of $10.0 million in 2017, a decrease of 61.7 percent from the
$26.1 million net loss reported in 2016. The significant change in operating income and net income
are primarily due to the Hennepin County Medical Center (HCMC). In 2017, HCMC posted an
operating loss of $28.3 million and a net loss of $21.4 million, compared to an operating loss of
$49.4 million and net loss of $27.9 million in 2016.

Ten-Year Trends

Figure 9 below shows net income (loss) and operating income (loss) in actual dollars from 2008
to 2017.

Figure 9: Net Income (Loss) and Operating Income (Loss) of
County Enterprises, 2008 - 2017
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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 $2.65 billion in 2017. This represents a decrease of 1.5 percent from 2016. 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 47.3 percent in 2017 compared to
50.1 percent in 2016. Among individual counties, unrestricted fund balances as a percent of total
current expenditures ranged from -19.0 percent (Faribault County) to 148.3 percent (Lake 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: Unrestricted Fund Balances of the General and
Special Revenue Funds for Counties -
2013 to 2017
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"Dye to data limitations, this analysis uses current expenditures when examining unrestricted fund balance levels as
a proxy for operating expenditures.

2The 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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[13]
[14]
[25]

[29]

ENTERPRISE FUND FOOTNOTES

The enterprise fund fiscal year-end is June 30th.
The enterprise fund fiscal year-end is September 30th.
The operations were transferred to the governmental funds.

Discretely presented component unit.
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UNRESTRICTED FUND BALANCES IN THE

GENERAL FUND AND SPECIAL REVENUE FUNDS
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APPENDIX A

COUNTY GENERAL AND SPECIAL REVENUE

UNRESTRICTED FUND BALANCES
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Appendix A - County General and Special Revenue Unrestricted
Fund Balances

It is important to provide context on fund balance as reported by counties for this report. Fund
balances are reported at the close of the fiscal year, which runs concurrent with the calendar year.
County fund balances should be relatively large at the end of the year because of local
government cash flow cycles. 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).

Unlike state government, which collects income tax withholding and sales tax receipts regularly
throughout the year, many counties do not have a constant flow of revenue from which they are
able to fund local government operations. Property tax levies, state-aid, and property tax credits
comprise the majority of county discretionary revenues. Minnesota laws govern the flow of these
major revenue sources into county treasuries:

. The first half of property taxes from property owners is due by May 15 of each year and is
distributed to counties generally by the end of June or early July.

. Counties receive the first half of their state-aid and property tax credits from the state on
July 20 of each year.

. The second half of property taxes from property owners is due by October 15 of each year
and is distributed to counties generally by the end of November.

. Counties receive the second half of their state-aid and property tax credits from the state on
December 26 of each year.

Given this state-controlled flow of revenue, county fund balances (which are measured on
December 31) are the primary source of funds available to counties for their operating
expenditures during the first five months of the next fiscal year. An adequate fund balance will
provide counties with the cash flow required to finance expenditures and avoid short-term
borrowing.

Unique Circumstances of Each County Determine the Size of Fund Balance

While counties must rely on the unrestricted fund balances for cash flow purposes during the
first five months of a year, the unique circumstances of each county will determine the fund
balance level that must be maintained to avoid the need for short-term borrowing and to operate
effectively.
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Numerous factors must be considered when determining the level of reserves necessary to avoid
short-term borrowing, including:

° If counties receive relatively large amounts of revenue from sources such as fees, fines,
charges for services, other intergovernmental grants and aids, or interest on investments
during the first five months of the calendar year, then they will be less dependent on their
fund balances for cash flow purposes.

. Counties are often able to delay certain purchases until after the initial property tax and
state-aid payments are received. While payments for employee salaries, wages, and most
benefits cannot be delayed during the first five months of the year, purchases of supplies
and capital equipment may be delayed.
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