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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 100 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 Minnesota’s local public
pension funds; and

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

The State Auditor serves on the State Executive Council, State Board of Investment, Land
Exchange Board, Public Employees Retirement Association Board, Minnesota Housing Finance
Agency, and the Rural Finance Authority Board.

Office of the State Auditor
525 Park Street, Suite 500
Saint Paul, Minnesota 55103
(651) 296 2551
state.auditor@osa.state.mn.us
www.osa.state.mn.us

This document can be made available in alternative formats upon request. Call (651) 296 2551
[voice] or 1 800 627 3529 [relay service] for assistance; or visit the Office of the State Auditor’s
web site: www.osa.state.mn.us. 
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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 (OSA) for calendar year 2020.1 Minnesota cities are required to submit
annual financial reports to the OSA pursuant to Minn. Stat. § 6.74 and §§ 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).2

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 15 present a summary of the governmental funds of
cities under 2,500 in population. Tables 16 through 18 present revenues, expenditures, and
capital outlay data by individual city.

Table 19 lists the bonded and other long term debt outstanding as of December 31, 2020, by
individual city. Other long term debt refers to liabilities such as long term lease agreements,
installment purchase contracts, and notes.

Tables 20 and 21 present an analysis of the 2019 and 2020 unrestricted fund balances in the
General and Special Revenue Funds of all cities reporting on a modified accrual basis. Table 20
details the actual unrestricted fund balances and a comparison to 2020 total current
expenditures by city. Table 21 presents the fund balance data sorted by unrestricted fund balance
as a percent of total current expenditures.

Table 22 shows municipal enterprises by city. Minnesota cities operate many types of public
service enterprises. These enterprises furnish a variety of services and operatewholly or primarily
with revenues derived from the sale of goods or services.

In addition to this publication, the OSA comparison tool contains several years of data that can
be accessed on the OSA website.

                                                 
1There are 853 cities. The Cities of Bena, Boy River, Echo, Morton, and Orono failed to comply with the reporting
requirements of Minn. Stat. § 6.74 and §§ 471.697 .698 in time for this report.
2City classifications are designated based on the decennial census. This report uses the class designations based on
the 2020 census population figures. Cities over 2,500 in population are designated as first, second, third, and fourth
class based on their population. All cities under 2,500 in population are designated as fifth class cities.
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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.3 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 2020, 341 of the
619 small cities (55.1 percent) that reported their financial information 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.

                                                 
3Minn. Stat. §§ 471.697, subd. 1(a), and 477A.017, subd. 2.
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Executive Summary

Current Trends All Cities

 Total revenues of the governmental funds for all Minnesota cities totaled $6.6 billion in
2020, an increase of 6.3 percent over 2019 revenues. Total revenues of cities over 2,500
in population increased 6.3 percent, and revenues of cities under 2,500 in population
increased 5.7 percent over the two year period (pg. 5).

 In 2020, total expenditures of the governmental funds for all cities totaled $7.3 billion.
This represents an increase of 3.1 percent over 2019. Total expenditures for cities over
2,500 in population increased 3.0 percent, while those under 2,500 in population
increased 4.1 percent in 2020 (pg. 5).

 The categories of public safety and streets and highways represent the largest categories
of expenditures for both large and small cities. Among large cities, public safety accounted
for 27.0 percent of expenditures, while streets and highways accounted for 23.4 percent.
Among small cities, streets and highways accounted for 26.8 percent of total
expenditures, while public safety accounted for 21.7 percent (pg. 5).

 Overall, small cities tend to carry a greater debt burden per capita than large cities. In
2020, small cities carried long term debt of $1.4 billion, or $4,052 per capita, compared
to $8.4 billion, or $1,927 per capita, for large cities4 (pg. 6).

 In 2020, unrestricted fund balances as a percent of current expenditures averaged
52.8 percent for large cities, compared to 112.7 percent for small cities (pg. 6).

Current Trends Cities Over and Under 2,500 in Population

 In 2020, cities over 2,500 in population, or large cities, had total governmental revenues
of $6.1 billion. This represents an increase of 6.3 percent over 2019 levels. The primary
revenue sources for large cities were taxes and state grants, which accounted for
67.9 percent of all large city revenues. Cities over 2,500 in population expended
$6.7 billion from governmental funds to provide city services. This represents an increase
of 3.0 percent over 2019 total governmental expenditures (pgs. 11 12).

 In 2020, cities under 2,500 in population, or small cities, had total governmental revenues
of $525.1 million. This represents an increase of $28.4 million, or 5.7 percent, over 2019.
In 2020, cities under 2,500 in population expended $625.3 million to provide city services.
This represents an increase of 4.1 percent over 2019 total governmental expenditures
(pgs. 18 19).

                                                 
4Per capita figures reflect only those entities that have debt.
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Ten Year Trends All Cities

Governmental Revenues

 Over the ten year period of 2011 to 2020, an examination of city revenues shows that,
when adjusted for inflation, revenues increased 18.4 percent5 (pg. 7).

 Between 2011 and 2020, actual revenues derived from property taxes grew 49.6 percent,
compared to an increase of 59.0 percent for revenues derived from intergovernmental
sources. Over the ten year period, federal grants increased 124.9 percent, state grants
increased 38.4 percent, and local grants increased 78.1 percent. The large increase in
federal grants is largely attributable to the 2020 Coronavirus Aid, Relief, and Economic
Security (CARES) act 6 (pg. 7).

 In actual dollars, the proportion of total revenues derived from property taxes grew from
38.3 percent in 2011 to 40.5 percent in 2020. During this same time frame, revenues
derived from intergovernmental sources increased from 25.4 percent of total revenues
to 28.6 percent (pg. 8).

Governmental Expenditures

 Between 2011 and 2020, an examination of city finances shows that, when adjusted for
inflation, expenditures increased 18.0 percent over the ten year period. Over the same
period, actual total city expenditures grew from $5.2 billion to $7.3 billion. This represents
an increase of 41.0 percent (pg. 9).

                                                 
5“Adjusted for inflation” and “constant dollars” refer to data adjusted for inflation using the Implicit Price Deflator
for State and Local Governments setting 2011 as the base year (N.I.P.A. Table 1.1.9, November 24, 2021).
6The federal CARES act provided $342.5 million to the cities in this report. 
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Comparison and Overview

2020 Finances for All Minnesota Cities

Revenues

Total revenues of the governmental funds for all Minnesota cities totaled $6.6 billion in 2020, an
increase of 6.3 percent over 2019 revenues. Total revenues of cities over 2,500 in population
increased 6.3 percent, and revenues of cities under 2,500 in population increased 5.7 percent
over the two year period.

There are two central differences between cities over and under 2,500 in population in terms of
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 2020, intergovernmental
revenues accounted for 38.3 percent of total revenues for small cities, compared to 27.7 percent
for large cities. Among all cities, intergovernmental revenues accounted for 28.6 percent of total
revenues.

The second difference is the reliance on tax revenues. Because large cities receive amuch 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 in addition to
property taxes. In 2020, tax revenue from all sources accounted for 50.7 percent of large city
revenues, compared to 38.9 percent of small city revenues. Property taxes accounted for
40.9 percent of large city revenues, compared to 36.5 percent for small cities.

On a per capita basis, large cities had total revenues of $1,399, and small cities had total revenues
of $1,403.

Expenditures

In 2020, total expenditures of the governmental funds for all cities totaled $7.3 billion. This
represents an increase of 3.1 percent over 2019. Total expenditures for cities over 2,500 in
population increased 3.0 percent, while those under 2,500 in population increased 4.1 percent
in 2020.

The categories of public safety and streets and highways represent the largest categories of
expenditures for both large and small cities. Among large cities, public safety accounted for
27.0 percent of expenditures, while streets and highways accounted for 23.4 percent. Among
small cities, streets and highways accounted for 26.8 percent of total expenditures, while public
safety accounted for 21.7 percent.
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Long Term Debt

Overall, small cities tend to carry a greater debt burden per capita than large cities. In 2020, small
cities carried long term debt of $1.4 billion, or $4,052 per capita, compared to $8.4 billion, or
$1,927 per capita, for large cities.7 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.

Unrestricted Fund Balances of the General and Special Revenue Funds

A clear difference between the two city types is in the level of unrestricted fund balances. Small
cities maintain significantly higher fund balances than large cities. In 2020, unrestricted fund
balances as a percent of current expenditures averaged 52.8 percent for large cities, compared
to 112.7 percent for small cities.

In 2020, of the 278 small cities that reported a fund balance, 160 (57.6 percent) had an
unrestricted fund balance greater than or equal to 100 percent of total current expenditures. Of
the 228 large cities that reported a fund balance, 40 (17.5 percent) had an unrestricted fund
balance greater than or equal to 100 percent of total current expenditures. In 2020, unrestricted
fund balance as a percent of total current expenditures among small cities ranged
from 93.5 percent in Hendrum to 675.8 percent in Stockton. Among large cities, the range was
from 3.9 percent in North Saint Paul to 623.1 percent in Benson.8

The OSA recommends that at year end, or other key times of the year, local governments that
rely significantly on property tax revenues maintain an unrestricted 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 unrestricted fund
balance is less than or greater than this, the local government should be able to explain the
reason for the difference.

The OSA recommends that each local government establish a formal policy on the level of
unrestricted fund balance that should be maintained in the General Fund and other significant
governmental 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 unrestricted 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. The fund balance policy should include a provision
for a regular review of the sufficiency of the minimum fund balance level.9

                                                 
7Per capita figures reflect only those entities that have debt.
8The City of Benson received a $20 million grant payable in installments over four years from Northern States Power
to compensate the community from the economic loss of the Benson Power plant.
9The OSA’s Statement of Position on Fund Balances can be found on our website at the following link: Statement of
Position: Fund Balances for Local Governments Based on GASB Statement No. 54. 
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Ten Year Trends

Governmental Revenues

Over the ten year period of 2011 to 2020, an examination of city revenues shows that, when
adjusted for inflation, revenues increased 18.4 percent.10

During that same period, total city revenues, in actual dollars, grew from $4.7 billion in 2011 to
$6.6 billion in 2020, an increase of 41.4 percent. See Figure 1 below.

Between 2011 and 2020, actual revenues derived from property taxes grew 49.6 percent,
compared to an increase of 59.0 percent for revenues derived from intergovernmental sources.
Over the ten year period, federal grants increased 124.9 percent, state grants increased
38.4 percent, and local grants increased 78.1 percent. The large increase in federal grants is
largely attributable to the 2020 Coronavirus Aid, Relief, and Economic Security (CARES) act.11

When revenues are adjusted for inflation, the ten year period shows a 25.3 percent increase in
property tax revenues, while intergovernmental revenues increased 33.2 percent.

                                                 
10“Adjusted for inflation” and “constant dollars” refer to data adjusted for inflation using the Implicit Price Deflator
for State and Local Governments setting 2011 as the base year (N.I.P.A. Table 1.1.9, November 24, 2021).
11The federal CARES act provided $342.5 million to the cities in this report. 
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In actual dollars, the proportion of total revenues derived from property taxes grew from
38.3 percent in 2011 to 40.5 percent in 2020. During this same time frame, revenues derived
from intergovernmental sources increased from 25.4 percent of total revenues to 28.6 percent.
Figure 2 below shows the jump in intergovernmental revenues largely attributable to the Federal
CARES program.

Figure 2: Primary Sources of City Revenues as a Percent of
Total Revenues 2011 to 2020
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Table 1 on the following page provides a summary of the trend in city revenues from 2011 to
2020 when adjusted for inflation. Only two of the revenue categories showed a decrease over
the ten year period: fines and forfeits ( 58.0 percent) and special assessments ( 19.2 percent).
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Table 1: Total City Revenues in Constant Dollars

2011 15 2016 20
5 Year 5 Year 10 Year

Revenues 2011* 2015* 2016* 2020* Change Change Change

Taxes $2,311,975,755 $2,387,655,284 $2,498,422,916 $2,762,958,259 3.3% 10.6% 19.5%
Special Assessments 261,328,356 259,389,649 261,692,673 211,212,928 0.7% 19.3% 19.2%
Licenses and Permits 139,305,989 181,255,441 186,348,298 185,115,542 30.1% 0.7% 32.9%
Federal Grants 248,828,057 153,427,276 154,402,695 468,547,174 38.3% 203.5% 88.3%
State Grants 863,669,142 966,226,025 940,190,324 1,000,616,964 11.9% 6.4% 15.9%
Local Unit Grants 78,355,594 82,066,462 107,563,080 116,884,522 4.7% 8.7% 49.2%
Charges for Services 445,704,036 518,675,481 568,437,058 469,045,395 16.4% 17.5% 5.2%
Fines and Forfeits 44,911,013 30,567,791 28,663,980 18,880,609 31.9% 34.1% 58.0%
Interest Earnings 97,678,010 46,330,143 47,352,562 121,298,553 52.6% 156.2% 24.2%
All Other Revenues 199,176,503 213,692,482 223,134,944 200,768,824 7.3% 10.0% 0.8%

Total Revenues $4,690,932,455 $4,839,286,033 $5,016,208,530 $5,555,328,770 3.2% 10.7% 18.4%
*Due to rounding, the total may not equal the sum of the individual categories.

Governmental Expenditures

Between 2011 and 2020, an examination of city finances shows that, when adjusted for inflation,
expenditures increased 18.0 percent over the ten year period. Over the same period, actual total
city expenditures grew from $5.2 billion to $7.3 billion. This represents an increase of
41.0 percent. Figure 3 below shows the contrast between expenditures in actual and constant
dollars.
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The three components of city spending are total current expenditures, total capital outlays, and
total debt service. Over the ten year period, when adjusted for inflation, total current
expenditures increased 14.8 percent, capital outlays increased 53.4 percent, and debt service
decreased 14.7 percent.

Table 2 below provides a summary of expenditures in constant dollars.

Table 2: Total City Expenditures in Constant Dollars

2011 15 2016 20
5 Year 5 Year 10 Year

Expenditures 2011* 2015* 2016* 2020* Change Change Change

General Government $557,336,256 $595,589,409 $640,155,749 $821,713,454 6.9% 28.4% 47.4%
Public Safety 1,419,289,287 1,427,272,981 1,494,032,618 1,627,000,605 0.6% 8.9% 14.6%
Streets and Highways 1,110,383,176 1,320,875,530 1,359,701,137 1,447,462,344 19.0% 6.5% 30.4%
Sanitation 17,379,320 20,396,711 20,427,202 24,125,730 17.4% 18.1% 38.8%
Health 28,796,626 30,580,926 30,896,714 36,581,692 6.2% 18.4% 27.0%
Culture and Recreation 588,576,836 741,426,393 777,677,588 783,686,787 26.0% 0.8% 33.1%
Housing/Economic Development 453,820,801 477,400,242 553,502,689 526,081,773 5.2% 5.0% 15.9%
Conservation of Natural Resources 5,825,781 9,822,184 11,188,084 9,405,757 68.6% 15.9% 61.5%
Airport 43,082,377 38,679,414 46,607,884 53,702,694 10.2% 15.2% 24.7%
All Other Expenditures 128,148,425 81,103,701 76,693,665 80,764,525 36.7% 5.3% 37.0%
Debt Service 832,192,442 828,785,890 810,602,274 709,584,166 0.4% 12.5% 14.7%

Total Expenditures $5,184,831,327 $5,571,933,381 $5,821,485,603 $6,120,109,530 7.5% 5.1% 18.0%

Total Current Expenditures $3,278,238,733 $3,383,244,077 $3,532,373,652 $3,762,391,076 3.2% 6.5% 14.8%
Total Capital Outlays 1,074,400,152 1,359,903,414 1,478,509,678 1,648,134,287 26.6% 11.5% 53.4%
Total Debt Service 832,192,442 828,785,890 810,602,274 709,584,166 0.4% 12.5% 14.7%

Total Expenditures $5,184,831,327 $5,571,933,381 $5,821,485,603 $6,120,109,530 7.5% 5.1% 18.0%

*Due to rounding, the totals may not equal the sum of the individual categories.
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Overview of Cities Over 2,500 in Population

Total Governmental Revenues

In 2020, cities over 2,500 in population, or large cities, had total governmental revenues of
$6.1 billion. This represents an increase of 6.3 percent over 2019 levels. The primary revenue
sources for large cities were taxes and state grants, which accounted for 67.9 percent of all large
city revenues.

Although total revenues grew 6.3 percent between 2019 and 2020, a number of categories of
revenues were negatively impacted by the pandemic. The following categories showed double
digit decreases: hotel/motel taxes ( 53.8 percent), fines and forfeits ( 30.0 percent), interest
earnings ( 24.0 percent), charges for services ( 16.3 percent), and local sales taxes
( 12.8 percent). The decrease in revenues from these sources was largely offset by a
284.5 percent increase in federal aid primarily attributable to CARES grants totaling $316.2
million. A 6.5 percent increase in revenue derived from property taxes also helped offset the loss
in revenues from other categories.

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 27.

Taxes*
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State Grants
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All Other Revenues
3.4%

Interest Earnings
2.3%

County and Local
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2.1%

Fines and Forfeits
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Figure 4: 2020 Total Governmental Revenues
Cities Over 2,500 in Population**

$6,108,860,299

*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 100.1 percent. 
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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, Debt Service, and Permanent Funds. In 2020, cities over 2,500 in
population expended $6.7 billion from these various governmental funds to provide city services.
This represents an increase of 3.0 percent over 2019 total governmental expenditures. Total
governmental expenditures include current expenditures, capital outlays, and debt service.
Current expenditures accounted for 62.1 percent of total governmental expenditures, capital
outlays accounted for 26.6 percent, and debt service accounted for 11.3 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 40.5 percent of all current expenditures more than double that of any other category. Streets
and highways accounted for 56.3 percent of all capital expenditures, over three times greater
than any other category of capital outlay.

Figure 5 below shows the relative shares of total governmental expenditures by function. The
underlying data for this figure is detailed in Table 9 on page 28.

Public Safety
27.0%

Streets and
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23.4%

Culture and
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13.3%

General
Government

13.0%

Debt Service
11.3%

Housing and
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Expenditures**
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Capital Outlay for
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Figure 5: 2020 Total Governmental Expenditures
Cities Over 2,500 in Population

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

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

$6,683,052,879
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Capital Outlay Expenditures

In 2020, cities over 2,500 in population expended $1.8 billion on capital investments. This
represents an increase of 11.7 percent over the level expended in 2019. Capital outlay
expenditures account for the purchase, construction, or permanent improvements of buildings,
equipment, machinery, and land. 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 amounts for large cities.

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

Year Total Capital Outlay (Actual Dollars) Per Capita*

2016 $1,453,084,363 $346

2017 $1,372,951,348 $324

2018 $1,402,619,295 $327

2019 $1,594,123,919 $368

2020 $1,780,009,875 $408

*Per capita amounts are based on the total population of cities over
2,500.

Figure 6 below illustrates the trend in capital outlay expenditures between 2016 and 2020.
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Figure 6: Capital Outlay Expenditures
Cities Over 2,500 in Population 2016 to 2020
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Debt Service

In 2020, large cities expended a total of $755.4 million on debt service, which represented
11.3 percent of total expenditures. Debt service includes expenditures for the principal and
interest payments of debt incurred by cities. Between 2019 and 2020, large city debt service
expenditures decreased $112.2 million, or 12.9 percent.

Figure 7 below shows the trend in the percentage of total expenditures allocated to debt service.
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Figure 7: Debt Service as a Percentage of Total Expenditures
Cities Over 2,500 in Population

2016 to 2020
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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. Some
municipalities choose to subsidize an enterprise that benefits the community as a whole.
Enterprise fund accounting provides 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 sewer, water, and stormwater/street lighting
services.

In aggregate, large city municipal enterprises reported a net income of $409.4 million and net
transfers (transfers out minus transfers in) of $194.7 million in 2020. This represents a decrease
of 5.8 percent in net income but an increase of 9.4 percent increase 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 were 47.6 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 net income.
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Figure 8: Large City Enterprise Fund Net Transfers as a Percent
of Net Income 2016 to 2020
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Outstanding Long Term Indebtedness

Large cities carried long term debt of $8.4 billion, or $1,927 per capita, at the end of 2020. This
represents an increase of 4.1 percent over 2019. Cities incur long term debt through various
financial instruments, 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 expenditures
because cities must make principal and interest payments to service the debt. Table 4 below
shows the outstanding bonded indebtedness for 2019 and 2020.

Table 4: Two Year Summary of Outstanding Bonded Indebtedness
2019 Amount 2020 Amount

General Obligation $2,595,944,461 $2,704,003,290
General Obligation Tax Increment 221,167,695 237,773,205
Revenue Tax Increment 78,371,000 79,254,000
Special Assessment 1,696,751,923 1,733,682,651
General Obligation Revenue 1,443,653,805 1,520,444,205
Revenue 822,888,470 853,585,931
All Other 4,816,000 4,673,000

Total Bonded Indebtedness $6,863,593,354 $7,133,416,282

Figure 9 below shows the five year trend of outstanding long term debt for large cities.
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Figure 9: Outstanding Long Term Indebtedness* for Cities
Over 2,500 in Population 2016 to 2020

*Includes bonds and other types of debt, such as certificates of indebtedness, long term leases, and notes.
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Unrestricted Fund Balances of the General and Special Revenue
Funds

The unrestricted fund balances of large cities’ General and Special Revenue Funds totaled
$2.2 billion in 2020.12 This was an increase of 10.6 percent over 2019. 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.

Large city unrestricted fund balances as a percent of total current expenditures averaged
52.8 percent in 2020, compared to 49.2 percent for unrestricted fund balances in 2019. Larger
cities tend to have lower unrestricted fund balances as a percent of current expenditures than
small cities. Unrestricted fund balances as a percent of current expenditures averaged
35.3 percent for cities of the first class, compared to 80.4 percent for fourth class cities.

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

                                                 
12In this analysis, three fund balance classifications together represent the unrestricted fund balance; committed,
assigned, and unassigned. The appendix starting on page 330 provides a more detailed discussion of fund balances.
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Overview of Cities Under 2,500 in Population

Total Governmental Revenues

In 2020, cities under 2,500 in population, or small cities, had total governmental revenues of
$525.1 million. This represents an increase of $28.4 million, or 5.7 percent, over 2019.

Although total revenues grew by 5.7 percent between 2019 and 2020, only federal grants
(119.1 percent), local sales/motel and hotel taxes (58.4 percent), state grants (7.0 percent), and
property taxes (2.5 percent) increased over this period. Federal CARES grants totaling $26.3
million were largely responsible for the overall increase in revenues. Local sales tax revenue
among small cities increased almost $1.0 million due to approval and full implementation of the
tax in a few cities.

The main sources of revenues for small cities in 2020 were taxes and state grants, which together
accounted for 66.5 percent of all revenues. The share of total revenues derived from federal
grants increased from 4.3 percent in 2019 to 8.9 percent in 2020 due to CARES funding.

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 31.
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0.2%

Figure 11: 2020 Total Governmental Revenues
Cities Under 2,500 in Population**

$525,059,419

*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 99.8 percent.
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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, Debt Service, and Permanent Funds. In 2020,
cities under 2,500 in population expended $625.3 million to provide city services. This represents
an increase of 4.1 percent over 2019 total governmental expenditures. Total governmental
expenditures include current expenditures, capital outlays, and debt service. Current
expenditures accounted for 55.2 percent of total governmental expenditures, capital outlay
accounted for 30.1 percent, and debt service accounted for 14.7 percent.

In 2020, the four largest expenditure categories for small cities were streets and highways, public
safety, general government, and debt service. These four categories together accounted for
81.3 percent of all expenditures.

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 13 on page 32.
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Figure 12: 2020 Total Governmental Expenditures
Cities Under 2,500 in Population

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

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

$625,302,210
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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 $188.1 million on capital
outlay in 2020. This represents an increase of 15.9 percent over the level expended in 2019. The
categories of streets and highways, public safety, and airports were largely responsible for the
overall increase 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
2016 through 2020.
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Figure 13: Total Capital Outlay Expenditures
Cities Under 2,500 in Population 2016 to 2020
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Debt Service

Debt service includes expenditures for the principal and interest payments on debt incurred by
cities. In 2020, small cities expended a total of $92.0 million on debt service. This represents a
decrease of 6.1 percent from 2019. Overall, debt service expenditures accounted for 14.7 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.

10.0%

15.0%

20.0%

25.0%

2016 2017 2018 2019 2020

De
bt

Se
rv
ic
e
as

a
Pe

rc
en

to
fT
ot
al
Ex
pe

nd
itu

re
s

Years

Figure 14: Debt Service as a Percent of Total Expenditures
Cities Under 2,500 in Population 2016 to 2020
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Municipal Enterprises

The total net income of small city enterprises in 2020 was $50.4 million, and the net amount
transferred to other funds was $15.7 million. This represents a decrease in net income of
4.3 percent and a decrease in net transfers (transfers out minus transfers in) of 15.6 percent from
2019.

In 2020, the municipal enterprises of small cities transferred 31.2 percent of their net income to
other funds, compared to 35.4 percent in 2019.

Figure 15 below examines the five year trend in net transfers from enterprise funds as a percent
of net income.
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Figure 15: Small City Enterprise Fund Net Transfers as a
Percent of Net Income 2016 to 2020
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Outstanding Long Term Indebtedness

Small cities carried long term debt totaling $1.4 billion at the end of 2020. This represents an
increase of 3.0 percent over the level in 2019. On a per capita basis, small cities carried $4,052 in
long term debt, compared to $1,927 for large cities.13 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 2019 and 2020 for small cities.

Table 5: Two Year Summary of Outstanding Bonded Indebtedness
2019 Amount 2020 Amount

General Obligation $216,837,205 $238,405,604
General Obligation Tax Increment 21,529,903 18,782,353
Revenue Tax Increment 1,333,074 25,953
Special Assessment 240,861,931 223,699,949
General Obligation Revenue 428,751,745 444,653,979
Revenue 37,806,195 40,094,645
All Other
Total Bonded Indebtedness $947,120,053 $965,662,483

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

                                                 
13Per capita figures reflect only those entities that have debt.
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Figure 16: Outstanding Long Term Indebtedness
for Cities Under 2,500 in Population 2016 to 2020*

*Includes bonds and other types of debt, such as certificates of indebtedness, long term leases, and notes.
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ENTERPRISE FUND FOOTNOTES 
 
[*]   Data could not be fully verified.  
      
[0]     Information is taken from a cash receipts and disbursements statement. 
  
[1]     The water utility operations include the sewer and refuse disposal operations. 
  
[2]     The water utility operations include the refuse disposal enterprise operations. 
  
[3]     The water utility operations include the sewer enterprise fund operations. 
  
[4]     The electric utility operations include the water enterprise fund operations. 
  
[9]     The electric utility operations include the gas enterprise fund operations. 
  
[12]    The enterprise fund fiscal year-end is March 31st. 
  
[13] The enterprise fund fiscal year-end is June 30th. 
  
[14] The enterprise fund fiscal year-end is September 30th. 
  
[16]    The enterprise operation was sold. 
  
[17]    The electric utility operations include the refuse disposal enterprise operations. 
 
[21]    The enterprise fund discontinued operations during the current year. 
   
[23]    The enterprise fund is shown on the modified accrual basis of accounting. 
  
[25]    The operations were transferred to the governmental funds. 
  
[27]    The water utility operations include the recycling enterprise fund operations. 
  
[29]    Discretely presented component unit. 
  
[30] The electric utility operations include the refuse, sewer, and water fund operations. 
 
[31]  The electric utility operations include the cable television, refuse, sewer, and water fund 

operations.  
 
[32]      The enterprise fund was not in operation. 
 
[34]      The accrual basis of accounting is used; however, no depreciation. 
  
[37]     There was no activity during the year in the enterprise fund. 
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APPENDIX

FACTORS INFLUENCING GENERAL AND SPECIAL REVENUE UNRESTRICTED FUND
BALANCES



Appendix Factors Influencing General and Special Revenue
Unrestricted Fund Balances

It is important to provide context on fund balance as reported by cities for this report. Fund
balances are reported at the close of the fiscal year, which runs concurrent with the calendar
year. City fund balances should be relatively large at the end of the year because of local
government cash flow cycles. Cities must rely on their fund balances to meet expenses 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, Minnesota’s cities 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 city discretionary revenues. Minnesota statutes govern the flow
of these major revenue sources into city treasuries:

 Counties distribute the cities’ share of the first half of property tax levies in late May and
early June. Cities receive the first half of their state aid and property tax credits from the
state in July of each year.

 Counties distribute the cities’ share of the second half of property tax levies in late
October and early November.

 Cities receive the second half of their state aid and property tax credits from the state in
December of each year.

Given this state controlled flow of revenue, city fund balances (which aremeasured on December
31) are the primary sources of funds available to cities for their operating expenses during the
first fivemonths of the next fiscal year. An adequate fund balance will provide a local government
with the cash flow required to finance expenditures without short term borrowing.

Unique Circumstances of Each Jurisdiction Determine the Size of Fund Balance Needed

While cities must rely on the fund balances for cash flow purposes during the first five months of
a year, the unique circumstances of each local government will determine the size of a fund
balance 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 in determining the size of a fund balance necessary for a
city to avoid short term borrowing, including:

 If cities 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.

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

The individual cash flow needs of a city will determine the minimum fund balance that is
necessary for a city to operate effectively. Cities that are able to generate significant revenues
from sources other than property taxes and state aid payments may require relatively smaller
fund balances to support their cash flow requirements. Conversely, cities that rely heavily on
property taxes and state aid for the majority of their revenues will need larger fund balances to
meet their cash flow needs from January through June of every calendar year.

While there aremany factors that help determine theminimum fund balance needed tomaintain
financial health, the Office of the State Auditor recommends that, at year end or other key times
of the year, local governments that rely significantly on property taxes maintain an unrestricted
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.14 If the local
government’s unrestricted 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 unrestricted fund balance that should be maintained in the General Fund and
other significant governmental 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 unrestricted
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. The fund balance policy should
include a provision for a regular review of the sufficiency of the minimum fund balance level.

                                                 
14For more information on GASB 54, please see the Office of the State Auditor’s Statement of Position entitled,
Statement of Position: Fund Balances for Local Governments Based on GASB Statement No. 54, on the OSA website.
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GLOSSARY



Glossary
 
ASSIGNED FUND BALANCES Fund balances that are constrained by the government’s intent
that they be used for specific purposes, but are neither restricted nor committed.

BORROWING These revenues reflect the sale of bonds and notes, certificates of indebtedness,
and tax anticipation certificates. Cities are restricted by law from borrowing for current expenses.

CAPITAL OUTLAY These expenditures include the purchase, construction, or permanent
improvements of buildings, equipment, machinery, and land. Capital outlay varies from year to
year based on the needs and resources of the cities.

CAPITAL OUTLAY FOR ENTERPRISE FUNDS These funds include expenditures from
governmental funds for improvements to public service enterprises, such as sewer and water
mains.

CAPITAL PROJECTS FUND A fund created to account for the financial resources that are used
for the acquisition or construction of a fixed asset.

CORONAVIRUS AID, RELIEF, AND ECONOMIC SECURITY (CARES) ACT The CARES act established
a $150 billion Coronavirus Relief Fund to provide payments to state, local, and tribal governments
navigating the impact of the COVID 19 outbreak. The CARES act required that the payments from
the Coronavirus Relief Fund only be used to cover expenses that were necessary expenditures
incurred due to the public health emergency and were incurred during the period of March 1,
2020 until December 31, 2021.

CASH BASIS OF ACCOUNTING The basis of accounting that recognizes transactions or events
when related cash amounts are received or disbursed.

CHARGES FOR SERVICES These revenues reflect fees for activities of the governmental funds.
These include rent of city hall by individuals or organizations, police and fire contracts, fire calls,
recreation fees, park dedication fees, etc.

COMMITTED FUND BALANCE The fund balance amount that can be used for specific purposes
pursuant to constraints imposed by formal action of the government’s highest level of
decision making authority.

DEBT SERVICE EXPENDITURES These expenditures reflect the annual costs of servicing the
outstanding debt of the local government. These costs include principal, interest, and some fiscal
charges.

DEBT SERVICE FUND A fund to account for the collection of resources and payment of principal
and interest from long term debt.

ENTERPRISE FUND A fund established to account for operations financed and operated in a
manner similar to private business. Examples include water, sewer, and electric utilities. The
expenses of providing services are primarily financed by user charges.
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Glossary
 
FINES AND FORFEITS These revenues reflect receipts from the payment of penalties for law
violations, non observance of contracts, and forfeited deposits.

FRANCHISE TAXES These revenues reflect proceeds from taxes imposed on public utilities,
usually involving elements of amonopoly (e.g., electric utilities, gas utilities, and cable television),
for use of public property.

GENERAL FUND The fund used to account for all financial resources not required to be
accounted for in another fund. This fund is the main operating fund.

GENERAL GOVERNMENT EXPENDITURES These expenditures reflect the costs associated with
running a local government. Expenditures in this category include salaries, wages, and benefits
of legislative, judicial, and administrative personnel; supplies; and city hall maintenance.

GOVERNMENTAL FUNDS These are the funds through which most governmental activities are
financed. The five governmental fund types are: General, Special Revenue, Debt Service,
Permanent, and Capital Projects.

GRAVEL TAX These revenues are derived from taxes imposed by the local government for
aggregate material removal.

HEALTH These expenditures are for the maintenance of vital statistics, restaurant inspection,
communicable disease control, and various health services and clinics.

HOUSING AND REDEVELOPMENT AUTHORITIES (HRA) AND ECONOMIC DEVELOPMENT
AUTHORITIES (EDA) These expenditures are for development and redevelopment activities in
blighted or otherwise economically disadvantaged areas. Activities may include low interest
loans to individuals and businesses, cleanup of hazardous sites, rehabilitation of substandard
housing and other physical facilities, and additional types of assistance to those wanting to
provide housing and economic opportunity within a disadvantaged area.

INTEREST ON INVESTMENTS These revenues reflect interest earned on checking and savings
accounts, CDs, money market funds, and bonds. This category also includes dividends. In
addition, the net increase or decrease in the fair value of investments is recorded here.

LICENSES AND PERMITS These revenues reflect receipts from liquor licenses, cigarette licenses,
other business licenses, street use permits, building permits, and other non business licenses and
permits.

MISCELLANEOUS EXPENDITURES These expenditures reflect the costs of activities that were
not allocated to a specific function. Some activities included in this category are pension and
insurance costs not allocated to a specific department.

MISCELLANEOUS REVENUES These revenues refer to refunds, reimbursements, donations, and
lease payments.
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Glossary
 
MODIFIED ACCRUAL BASIS OF ACCOUNTING This is a basis of accounting where: (a) revenues
are recognized in the accounting period in which they become available and measurable; and
(b) expenditures are recognized in the accounting period in which the fund liability is incurred, if
measurable, except for unmatured interest on general long term debt and certain similar accrued
obligations, which should be recognized when due.

NET TAX LEVY The city net property taxes, after adjustments for state property tax relief aids
such as Market Value Credits are applied, which are required to be paid by the property owners
in the city.

NONSPENDABLE FUND BALANCE Amounts that cannot be spent because they are either (a) not
in spendable form or (b) legally or contractually required to be maintained intact.

OTHER FINANCING SOURCES The long term debt proceeds, sale of fixed assets, and transfers
from other funds.

OTHER FINANCING USES This category includes activities such as transfers from one fund to
another and transactions involved in the issuance of refunding bonds. For example, in an advance
refunding, bond proceeds are deposited with an escrow agent and invested until they are used
to pay principal and interest on the old debt at a future time.

OUTSTANDING LONG TERM DEBT This category refers to the long term debt that a local
government has incurred to finance its capital projects. Examples of long term debt include
various types of bonds and other obligations such as notes and long term leases.

PARKS AND RECREATION These expenditures reflect park maintenance, mowing, planting, and
removal of trees. Recreation expenditures include festivals, bands, museums, community
centers, cable television, baseball fields, organized recreation activities, etc.

PUBLIC SAFETY EXPENDITURES These expenditures reflect the costs related to the protection
of persons and property. This category combines several distinct city departments, including
police, fire, ambulance services, and other protection. They are combined here because cities
allocate similar responsibilities differently among these departments.

RESTRICTED FUND BALANCES Fund balances that have constraints placed on the use of
resources either externally imposed by creditors (such as through debt covenants), grantors,
contributors, or laws or regulations of other governments; or imposed by law through
constitutional provisions or enabling legislation.

SANITATION These expenditures reflect the costs of refuse collection and disposal, recycling, as
well as weed and pest control. Some cities provide sanitation services through enterprise funds.

SPECIAL ASSESSMENTS These revenues refer to leviesmade against certain properties to defray
all or part of the costs of a specific improvement, such as new sewer and water mains, deemed
to benefit primarily those properties. The amount includes the penalties and interest paid on the
assessments.
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SPECIAL REVENUE FUNDS Special revenue funds are used to account for the proceeds of specific
revenue sources that are restricted to expenditures for a specific purpose.

STREETS AND HIGHWAYS EXPENDITURES These expenditures reflect the costs associated with
the maintenance and repair of local highways, streets, bridges, and street equipment. Common
expenditures include patching, seal coating, and snow removal. Expenditures for road
construction are not included in current expenditures but are accounted for as capital outlay.

TAX CAPACITY Tax capacity is the value assigned to the property used to calculate the property
taxes.

TAX INCREMENTS These revenues are what cities generate when they establish tax increment
financing (TIF) districts. In a TIF district, the increase in property tax revenues in the redeveloped
area is used to pay the costs of development and redevelopment in the district rather than the
general services of the city, county, and school district.

TAXABLE TAX CAPACITY This category represents the tax capacity, less the tax increment district
value, less the fiscal disparities contribution value, plus the fiscal disparities distribution value.

TOTAL CURRENT EXPENDITURES This category reflects the total of all expenses related to
current operations.

TOTAL EXPENDITURES This category includes current operating expenses, capital outlays, and
debt service principal and interest payments.

TOTAL REVENUES This category reflects all sources of revenues that increase the amount of
available resources without creating a liability or a future payment. Borrowing and transfers
between funds are not included in total revenues.

TRANSFERS ENTERPRISE FUNDS This category accounts for the transfer of available resources
to or from public service enterprises. An example of this transfer is a water utility transferring
money to the General Fund.

TRANSFERS GOVERNMENTAL FUNDS This category accounts for the transfer of money
between governmental fund types.

UNALLOCATED INSURANCE These expenditures refer to insurance premiums that are not
allocated to a specific function of government.

UNALLOCATED PENSION CONTRIBUTIONS These expenditures refer to contributions to
pension plans that are not allocated to a specific function of government.

UNASSIGNED FUND BALANCE Unassigned fund balance is the residual classification for the
General Fund. This is fund balance that has not been reported in any other classification. The
General Fund is the only fund that can report a positive unassigned fund balance. Other
governmental funds would report deficit fund balances as unassigned. 
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