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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 846 Minnesota cities that provided their financial information to the
Office of the State Auditor (OSA) for calendar year 2017.! Minnesota cities are required to submit
annual financial reports to the OSA pursuant to Minn. Stat. §§ 6.74-.745 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).?

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 the data by individual city.

Table 19 lists the bonded and other long-term debt outstanding as of December 31, 2017, 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 2016 and 2017 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 2017 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 operate wholly or primarily
with revenues derived from the sale of goods or services.

In addition to this publication, the OSA maintains an interactive database containing several years
of data that can be accessed on the OSA website.

IThere are 853 cities. The Cities of Bena, Boy River, Kennedy, Marine on Saint Croix, Orono, Palisade, and Waubun
failed to comply with the reporting requirements of Minn. Stat. §§ 6.74-.745 and §§ 471.697-.698, and are not included
in this report. Failure to comply with these reporting requirements results in the OSA not certifying a city as eligible
to receive Local Government Aid (LGA) and Small Cities Assistance (SCA).

2City classifications are designated based on the decennial census. This report uses the class designations based on the
2010 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.



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

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

Cities under 2,500 in population may opt to use a cash basis of accounting. In 2017, 341 of the 621
small cities (54.9 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.

SMinn. Stat. §§ 471.697, subd. 1(a) and 477A.017, subd. 2.



Executive Summary

Current Trends - All Cities

Total revenues of the governmental funds for all Minnesota cities totaled $5.54 billion in
2017, an increase of 2.1 percent over 2016 revenues. Total revenues of cities over 2,500 in
population increased 2.2 percent, and revenues of cities under 2,500 in population
increased 1.1 percent (pg. 5).

In 2017, total expenditures of the governmental funds for all cities totaled $6.38 billion.
This represents an increase of 1.3 percent over 2016. Total expenditures for cities over
2,500 in population increased 1.4 percent, while those under 2,500 in population increased
0.1 percent in 2017 (pg. 5).

The largest expenditure categories for both groups of cities are streets and highways and
public safety. For large cities, streets and highways accounted for 23.0 percent of total
expenditures, and public safety accounted for 27.0 percent. For small cities, streets and
highways accounted for 25.7 percent of total expenditures, and public safety accounted for
23.0 percent (pg. 5).

Overall, small cities tend to carry a greater debt burden per capita than large cities. In 2017,
small cities carried long-term debt of $1.29 billion, or $3,619 per capita, compared to
$8.08 billion, or $1,919 per capita, for large cities* (pg. 6).

In 2017, unrestricted fund balances as a percent of current expenditures averaged
49.9 percent for large cities, compared to 116.7 percent for small cities (pg. 6).

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

In 2017, cities over 2,500 in population, or large cities, had total governmental revenues of
$5.08 billion. This represents an increase of 2.2 percent over 2016 levels. The primary
revenue sources for large cities were taxes and state grants, which accounted for
69.1 percent of all large city revenues. Cities over 2,500 in population expended
$5.83 billion from governmental funds to provide city services. This represents an increase
of 1.4 percent over 2016 total governmental expenditures (pgs. 11-12).

In 2017, cities under 2,500 in population, or small cities, had total governmental revenues
of $461.9 million. This represents an increase of $4.8 million, or 1.1 percent, over 2016.
Cities under 2,500 in population expended $545.3 million to provide city services. This
represents an increase of 0.1 percent over 2016 total governmental expenditures
(pgs. 18-19).

“Per capita figures reflect only those entities that have debt.



Ten-Year Trends - All Cities

Governmental Revenues

Over the ten-year period of 2008 to 2017, an examination of city revenues shows that,
when adjusted for inflation, revenues increased 0.7 percent over the ten-year period’

(pg. 7).

Between 2008 and 2017, actual revenues derived from property taxes grew 39.7 percent,
compared to an increase of 8.9 percent for revenues derived from intergovernmental
sources. Additional analysis of actual intergovernmental revenues over the ten-year period
shows federal grants decreased 32.8 percent, state grants increased 17.1 percent, and local
grants increased 41.7 percent. When revenues are adjusted for inflation, the ten-year period
shows an 18.4 percent increase in property tax revenues, while intergovernmental revenues
decreased 7.6 percent (pg. 7).

In actual dollars, the proportion of total revenues derived from property taxes grew from
34.7 percent in 2008 to 40.8 percent in 2017. During this same time frame, revenues
derived from intergovernmental sources decreased from 25.3 percent of total revenues to
23.2 percent (pg. 8).

Governmental Expenditures

Between 2008 and 2017, an examination of city finances shows that, when adjusted for
inflation, 2017 expenditure levels are below 2008 levels and decreased 2.2 percent over the
ten-year period. Over the same period, actual total city expenditures grew from
$5.53 billion to $6.38 billion. This represents an increase of 15.4 percent (pg. 9).

Although inflation-adjusted total expenditures decreased 2.2 percent over the ten-year
period, a comparison of the two five-year periods of 2008 - 2012 and 2013 - 2017 reveals
a significant reversal during the most recent period. From 2008 to 2012, inflation-adjusted
total expenditures decreased 9.5 percent, while from 2013 to 2017, inflation-adjusted total
expenditures increased 12.1 percent (pg. 10).

3“Adjusted for inflation” and “constant dollars™ refer to data adjusted for inflation using the Implicit Price Deflator
for State and Local Governments setting 2008 as the base year (N.I.LP.A. Table 1.1.9, October 2018).



Comparison and Overview

2017 Finances for All Minnesota Cities

Revenues

Total revenues of the governmental funds for all Minnesota cities totaled $5.54 billion in 2017, an
increase of 2.1 percent over 2016 revenues. Total revenues of cities over 2,500 in population
increased 2.2 percent, and revenues of cities under 2,500 in population increased 1.1 percent.

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 2017, intergovernmental
revenues accounted for 35.1 percent of total revenues for small cities, compared to 22.1 percent
for large cities. Among all cities, intergovernmental revenues accounted for 23.2 percent of total
revenues.

The second difference is the reliance on tax revenues. Because large cities receive a much smaller
portion of their revenues from intergovernmental sources, they more commonly utilize tax revenue
streams such as tax increments, franchise, lodging, and local sales taxes. In 2017, tax revenue from
all sources accounted for 52.1 percent of large city revenues, compared to 39.6 percent of small
city revenues. Property taxes accounted for 41.1 percent of large city revenues, compared to
37.4 percent for small cities.

On a per capita basis, large cities had total revenues of $1,200, and small cities had total revenues
of $1,204.

Expenditures

In 2017, total expenditures of the governmental funds for all cities totaled $6.38 billion. This
represents an increase of 1.3 percent over 2016. Total expenditures for cities over 2,500 in
population increased 1.4 percent, while those under 2,500 in population increased 0.1 percent in
2017.

The spending priorities of cities under 2,500 in population differ from those of cities over 2,500 in
population. For example, small cities tend to direct a greater percentage of their resources to
general government (16.5 percent) and less to culture and recreation (8.3 percent) than cities over
2,500 (11.1 percent and 12.6 percent, respectively). The largest expenditure categories for both
groups of cities are streets and highways and public safety. For large cities, streets and highways
accounted for 23.0 percent of total expenditures, and public safety accounted for 27.0 percent. For
small cities, streets and highways accounted for 25.7 percent of total expenditures, and public
safety accounted for 23.0 percent.



Long-Term Debt

Overall, small cities tend to carry a greater debt burden per capita than large cities. In 2017, small
cities carried long-term debt of $1.29 billion, or $3,619 per capita, compared to $8.08 billion, or
$1,919 per capita, for large cities.® While there is no single reason for the higher level of
indebtedness per capita among the smaller cities, a primary reason is that the high costs of projects,
such as wastewater treatment facilities and water and sewer line replacement, are spread across
fewer people.

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 2017, unrestricted fund
balances as a percent of current expenditures averaged 49.9 percent for large cities, compared to
116.7 percent for small cities.

In 2017, of the 281 small cities that reported a fund balance, 171 (60.9 percent) had an unrestricted
fund balance greater than 100 percent of total current expenditures. Of the 225 large cities, 39
(17.3 percent) had an unrestricted fund balance greater than 100 percent of total current
expenditures. In 2017, unrestricted fund balances as a percent of total current expenditures among
small cities ranged from -114.3 percent in Holloway to 557.0 percent in Granada. Among large
cities, the range was from -1.4 percent in Saint James to 280.6 percent in Worthington.

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.’

®Per capita figures reflect only those entities that have debt.
"The 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.



Ten-Year Trends

Governmental Revenues

Over the ten-year period of 2008 to 2017, an examination of city revenues shows that, when

adjusted for inflation, revenues increased 0.7 percent over the ten-year period.®

During that same period, total city revenues, in actual dollars, grew from $4.66 billion in 2008 to

$5.54 billion in 2017, an increase of 18.8 percent. See Figure 1 below.

In Billions

Figure 1: Growth in Total Revenues
Actual and Constant Dollars - 2008 to 2017
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Between 2008 and 2017, actual revenues derived from property taxes grew 39.7 percent, compared
to an increase of 8.9 percent for revenues derived from intergovernmental sources. Additional
analysis of actual intergovernmental revenues over the ten-year period shows federal grants
decreased 32.8 percent, state grants increased 17.1 percent, and local grants increased 41.7 percent.
When revenues are adjusted for inflation, the ten-year period shows an 18.4 percent increase in

property tax revenues, while intergovernmental revenues decreased 7.6 percent.

8«Adjusted for inflation” and “constant dollars” refer to data adjusted for inflation using the Implicit Price Deflator

for State and Local Governments setting 2008 as the base year (N.I.LP.A. Table 1.1.9, October 2018).




In actual dollars, the proportion of total revenues derived from property taxes grew from
34.7 percent in 2008 to 40.8 percent in 2017. During this same time frame, revenues derived from
intergovernmental sources decreased from 25.3 percent of total revenues to 23.2 percent. Figure 2
below shows that cities are relying more on property taxes and less on intergovernmental revenues
to fund city services.

Figure 2: Primary Sources of City Revenues as a
Percent of Total Revenues - 2008 to 2017
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Table 1 on the following page provides a summary of the trend in city revenues from 2008 to 2017
when adjusted for inflation. Licenses and permits (35.4 percent), charges for services
(25.1 percent), local unit grants (20.2 percent), and taxes (9.5 percent) were the only sources of
revenues to grow over this period. All other categories of revenues declined over the ten-year
period, including interest earnings (-70.6 percent), federal grants (-43.0 percent), fines and forfeits
(-29.3 percent), all other revenues (-23.4 percent) special assessments (-19.0 percent), and state
grants (-0.7 percent).



Table 1: Total City Revenues in Constant Dollars

2008-12  2013-17
5-Year 5-Year  10-Year
Revenues 2008 2012 2013 2017 Change  Change  Change

Taxes §2,189,503214  $§2.223402,052  S2,187968426  $2,397,687,693 1.5% 9.6%
Special Assessments 274,603,054 251,017,325 260,972,252 222,508,428 -3.6% -16.7%
Licenses and Permits 138,255,548 144,492,902 133,289,395 187,191,903 4.5% 2.1%
Federal Grants 237,071,190 233,234,612 193,992,531 135,071,405 -1.6% -30.4%
State Grants 851,546,301 784,645,110 748,901,061 845,200,993 -19% 12.9%
Local Unit Grants 91,366,423 90,069,050 97,310,408 109,811,205 -14% 12.8%
Charges for Services 439,443,656 464,889,606 473,886,432 549,591,313 5.8% 16.0%
Fines and Forfeits 43,768,173 38,383,362 32,196,904 30,939,953 -12.3% -3.9%
Interest Earnings 183,887,548 55,963,781 -24,776,267 54,047,183 -09.6%  318.1%
All Other Revenues 214110977 172,079,037 196,377,950 163,943,885 -19.6% -16.5%

Total Revenues $4,003,550,084 _ $4.458,176,837 _ $4.326.119.093 _  $4,695,993.961 -44% 8.5%

Governmental Expenditures

Between 2008 and 2017, an examination of city finances shows that, when adjusted for inflation,
2017 expenditure levels are below 2008 levels and decreased 2.2 percent over the ten-year period.
Over the same period, actual total city expenditures grew from $5.53 billion to $6.38 billion. This
represents an increase of 15.4 percent. Figure 3 below shows the contrast between expenditures
in actual and constant dollars.

Figure 3: Growth in Total Expenditures
Actual and Constant Dollars - 2008 to 2017

$6.5

$6.0

$5.5 = —'—“-ﬁ‘
-:\ \./ -l
S Py 2

$5.0 =‘_———‘~-“"a‘

In Billions

$4.5

$4.0 T T T T T T T T
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

=== Actual Dollars =< = Constant Dollars




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
decreased 0.1 percent, capital outlays decreased 2.9 percent, and debt service decreased
8.7 percent.

Table 2 below provides a summary of expenditures in constant dollars. Although inflation-adjusted
total expenditures decreased 2.2 percent over the ten-year period, a comparison of the two five-year
periods of 2008 - 2012 and 2013 - 2017 reveals a significant reversal during the most recent period.
From 2008 to 2012, inflation-adjusted total expenditures decreased 9.5 percent, while from 2013
to 2017, inflation-adjusted total expenditures increased 12.1 percent.

Table 2: Total City Expenditures in Constant Dollars

2008 - 12
5-Year 10-Year
Expenditures 2008 2012 2013 2017 Change Change

General Government $546,071,438 $§543,743,281 $532,326,477 $625,492,969 -0.4% 14.5%
Public Safety 1,407,465,774 1,319,855,902 1,289,174,209 1,440,315,644 -0.2% 2.3%
Streets and Highways 1,130,754,673 1,088,132,017 1,099,693,543 1,258,018,351 -3.8% 11.3%
Sanitation 27,654,058 20,384,872 16,570,087 29,180,584 -26.3% 5.5%
Health 24,157,402 22,689,445 26,839,869 29,120,424 -6.1% 20.5%
Culture and Recreation 094,375,393 542,299,045 598,234,666 661,598,653 -21.9% -4.7%
Housing/Economic Development 534,270,420 479,243,265 426,086,367 448,181,675 -10.3% -16.1%
Conservation of Natural Resources 3,413,894 0,308,271 0,078,490 10,672,460 84.8% 212.6%
Airport 40,235,597 44,048,692 37,380,738 43,744,289 9.5% 8.7%
All Other Expenditures 233,957,634 119,230,954 97,045,900 54,158,174 -49.0% - -76.9%
Debt Service 883,452,379 812,568,156 693,101,571 806,323,472 -8.0% -8.7%

Total Expenditures $5,525,808,662 $4,998,503,900 $4,823,131,918  $5,406,806,694 9.5% 2.2%

Total Current Expenditures $3,320,562,479 $3,104,008,622 $3,111,599,032  $3,317,464,286 -6.5% -0.1%
Total Capital Outlays 1,321,793,804 1,081,867,123 1,018,431,314 1,283,018,936 -182% -2.9%
Total Debt Service 883,452,379 812,568,156 693,101,571 806,323,472 -8.0% -8.7%

Total Expenditures $5,525,808,6062 $4,998,503,900 $4,823,131,918  $5,406,806,694 9.5% 2.2%

10



Overview of Cities Over 2,500 in Population

Total Governmental Revenues

In 2017, cities over 2,500 in population, or large cities, had total governmental revenues of
$5.08 billion. This represents an increase of 2.2 percent over 2016 levels. The primary revenue
sources for large cities were taxes and state grants, which accounted for 69.1 percent of all large
city revenues.

Six of the ten categories of revenues increased between 2016 and 2017. Interest earnings
(25.0 percent) and fines and forfeits (18.4 percent) showed the greatest gains. The four categories
that decreased over the two-year period were all other revenues (-20.9 percent), special
assessments (-7.9 percent), state grants (-2.8 percent), and federal grants (-1.8 percent).

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

Figure 4: 2017 Total Governmental Revenues -
Cities Over 2,500 in Population**
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*This category includes property, hotel/motel, sales, franchise, gravel, and gambling taxes, as well as tax increments.
**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 2017, cities over 2,500 in population
expended $5.83 billion from these various governmental funds to provide city services. This
represents an increase of 1.4 percent over 2016 total governmental expenditures. Total
governmental expenditures include current expenditures, capital outlays, and debt service. Current
expenditures accounted for 61.7 percent of total governmental expenditures, while capital outlay
accounted for 23.5 percent, and debt service accounted for 14.7 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
40.9 percent of all current expenditures--more than double that of any other category. Streets and
highways accounted for 61.1 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 29.

Figure 5: 2017 Total Governmental Expenditures -
Cities Over 2,500 in Population

$5,831,042,989

Housing and All Other )
Economic Expenditures** Capital Qutlay for
Development 2.7% Enterprise Funds

8.6% \ o

General

Government Public Safety
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Culture and

Recreation®
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12.6%

Debt Service
14.7% Streets and
Highways
23.0%

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

In 2017, cities over 2,500 in population expended $1.37 billion on capital investments. This
represents a decrease of 5.5 percent from the level expended in 2016. 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*
2013 $1,018,339,939 $250
2014 $1,231,824,223 $299
2015 $1,341,323,329 $323
2016 $1,453,084,363 $346
2017 $1,372,951,348 $324

2,500.

*Per capita amounts are based on the total population of cities over

Figure 6 below illustrates the trend in capital outlay expenditures between 2013 and 2017.

Figure 6: Capital Outlay Expenditures -

Cities Over 2,500 in Population - 2013 to 2017

2013 2014 2015

2016

2017
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Debt Service

In 2017, large cities expended a total of $858.3 million on debt service, which represented
14.7 percent of total expenditures. Debt service includes expenditures for the principal and interest
payments of debt incurred by cities. Between 2016 and 2017, large city debt service expenditures
increased $73.0 million, or 9.3 percent.

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

Figure 7: Debt Service as a Percentage of Total
Expenditures - Cities Over 2,500 in Population -
2013 to 2017
20.0%
18.0%
16.0%
14.0% w
12.0%
10-0% T T T 1
2013 2014 2015 2016 2017
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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 recreation, sewer, and water services.

In aggregate, large city municipal enterprises reported a net income of $319.8 million and net
transfers (transfers out minus transfers in) of $109.8 million in 2017. This represents an increase
of 27.5 percent in net income and a 19.5 percent decrease in net transfers from 2016. 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 34.3 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.

Figure 8: Large City Enterprise Fund Net Transfers as a
Percent of Net Income - 2013 to 2017
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Outstanding Long-Term Indebtedness

Large cities carried long-term debt of $8.08 billion, or $1,919 per capita, at the end of 2017. This
represents a decrease of 1.3 percent from 2016. Cities incur long-term debt through various ways
such as the issuance of bonds and notes, certificates of indebtedness, and tax anticipation
certificates. Long-term lease agreements are also classified as long-term debt. Cities may only
borrow to finance capital projects and purchases but are restricted by law from borrowing for
current expenditures. The amount of outstanding debt affects a city’s expenditures because cities
must make principal and interest payments to service the debt. Table 4 below shows the
outstanding bonded indebtedness for 2016 and 2017.

Table 4: Two-Year Summary of Outstanding Bonded Indebtedness
2016 Amount 2017 Amount

General Obligation $2,188,169,489 $2,247,807,835
General Obligation Tax Increment 326,238,529 304,031,209
Revenue Tax Increment 80,246,304 75,177,000
Special Assessment 1,932,789,562 1,800,770,142
General Obligation Revenue 1,404,426,106 1,434,634,021
Revenue 1,052,474,156 940,880,640
All Other 9,413,220 8,171,845

Total Bonded Indebtedness $6,993,757,366 $6,811,472,692

Figure 9 below shows the five-year trend of outstanding long-term debt for large cities.

Figure 9: Outstanding Long-Term Indebtedness* for Cities
Over 2,500 in Population - 2013 to 2017
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*Includes bonds and other types of debt, such as certificates of indebtedness, long-term leases, and notes.
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Unrestricted Fund Balances of the General and Special Revenue
Funds

The unrestricted fund balances of large cities’ General and Special Revenue Funds totaled
$1.80 billion in 2017.° This was an increase of 4.5 percent over 2016. 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
49.9 percent in 2017, compared to 48.9 percent for unrestricted fund balances in 2016. 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 32.4 percent for
cities of the first class, compared to 77.1 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.

Figure 10: Unrestricted Fund Balances of the General and
Special Revenue Funds for Cities Over 2,500 in Population -
2013 to 2017
£ $1,600.0
= $1,400.0 -
£ $1,200.0 - o = X
T $1,000.0
= $800.0
S $600.0
:; $400.0 L — —— —o —o= =1
e $200.0
z $0.0 T T T
2013 2014 2015 2016 2017
—o==General Fund —@=—Special Revenue Funds

°In this analysis, three fund balance classifications together represent the unrestricted fund balance; committed,
assigned, and unassigned. Appendix A (pg. 329) provides a more detailed discussion of fund balances and GASB 54.
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Overview of Cities Under 2,500 in Population

Total Governmental Revenues

In 2017, cities under 2,500 in population, or small cities, had total governmental revenues of
$461.9 million. This represents an increase of $4.8 million, or 1.1 percent, over 2016.

Among the various categories of small city revenues, five showed increases, while four showed
decreases between 2016 and 2017. The categories with the largest increases were interest earnings
(15.7 percent) and licenses and permits (14.7 percent). The categories showing decreases were
federal grants (-23.3 percent), all other revenues (-14.4 percent), and county and local grants
(-6.5 percent).

The main sources of revenues for small cities in 2017 were taxes and state grants, which together
accounted for 69.1 percent of all revenues.

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 32.

Figure 11: 2017 Total Governmental Revenues -
Cities Under 2,500 in Population**

$461,879,722

County and Local [ jcenses and

Grants Permits Interest Earnings
()
Special Assessments 2.1% 1.6% 0.8% &
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Fines and Forfeits

Federal Grants 0.4%
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All Other Revenues
7.1%

Charges for
Services
11.8%

State Grants
29.4%

*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 99.9 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 2017,
cities under 2,500 in population expended $545.3 million to provide city services. This represents
an increase of 0.1 percent over 2016 total governmental expenditures. Total governmental
expenditures include current expenditures, capital outlays, and debt service. Current expenditures
accounted for 57.3 percent of total governmental expenditures, capital outlay accounted for
25.7 percent, and debt service accounted for 17.0 percent.

In 2017, the four largest expenditure categories for small cities were streets and highways, public
safety, debt service, and general government. These four categories together accounted for
82.2 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 33.

Figure 12: 2017 Total Governmental Expenditures -
Cities Under 2,500 in Population

$545,277,172

Housing and All Other
Economic Capital Outlay for

Expenditures** -
Development Enterprise Funds
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*This category includes expenditures for libraries and parks and recreation.
**This category includes expenditures for airport, cemetery, conservation of natural resources, health, sanitation, transit, unallocated
insurance, unallocated pension, and all other unallocated.
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Capital Outlay Expenditures

Capital outlay expenditures account for the purchase, construction, or permanent improvements of
buildings, equipment, machinery, and land. Small cities expended $140.1 million on capital outlay
in 2017. This represents a decrease of 4.2 percent from the level expended in 2016.

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
2013 through 2017.

Figure 13: Total Capital Outlay Expenditures -
Cities Under 2,500 in Population - 2013 to 2017
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Debt Service

Debt service includes expenditures for the principal and interest payments on debt incurred by
cities. In 2017, small cities expended a total of $92.6 million on debt service. This represents an
increase of 1.1 percent over 2016. Overall, debt service expenditures accounted for 17.0 percent
of total expenditures for small cities.

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

Figure 14: Debt Service as a Percent of Total Expenditures -
Cities Under 2,500 in Population - 2013 to 2017
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Municipal Enterprises

The total net income of small city enterprises in 2017 was $40.4 million, and the net amount
transferred to other funds was $12.5 million. This represents an increase in net income of
5.3 percent and a decrease in net transfers (transfers out minus transfers in) of 31.8 percent from
2016.

In 2017, the municipal enterprises of small cities transferred 30.9 percent of their net income to
other funds, compared to 47.6 percent in 2016.

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

Figure 15: Small City Enterprise Fund Net Transfers as a
Percent of Net Income - 2013 to 2017
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Outstanding Long-Term Indebtedness

Small cities carried long-term debt totaling $1.29 billion at the end of 2017. This represents an
increase of 0.7 percent over the level in 2016. On a per capita basis, small cities carried $3,619 in
long-term debt, compared to $1,919 for large cities. While there is no single reason for the higher
level of indebtedness per capita among the smaller cities, a primary reason is that the high costs of
projects, such as water and sewer line replacement, are spread across fewer people.

Table 5 below looks at outstanding bonded indebtedness for 2016 and 2017 for small cities.

Table S: Two-Year Summary of Outstanding Bonded Indebtedness
2016 Amount 2017 Amount

General Obligation $196,430,486 $195,595,718
General Obligation Tax Increment 23,926,663 24,928,622
Revenue Tax Increment 109,002 69,014
Special Assessment 249,273,735 244,685,488
General Obligation Revenue 385,965,992 375,525,068
Revenue 55,859,027 39,439,421
All Other 3,273,163 -

Total Bonded Indebtedness $914,838,068 $880,243,331

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

Figure 16: Outstanding Long-Term Indebtedness
for Cities Under 2,500 in Population - 2013 to 2017*
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*Includes bonds and other types of debt, such as certificates of indebtedness, long-term leases, and notes.
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Table 6

Summary of Governmental Fund Revenues for All Cities

5-Year Change
For the Years Ended December 31, 2013 Through 2017

9¢

2013 2014 2015 2016 2017 5-Year 2016-17
Governmental Fund Revenues Amount %* Amount %* Amount %* Amount %* Amount %* Change Change
Property Taxes $1,960,452,720 40.6% $1,972,761,781 38.7% $2,060,654,680 39.4% $2,144,123,804 39.5% $2,258,590,686 40.8% 15.2% 5.3%
Tax Increments 194,781,367 4.0% 208,310,927 4.1% 189,924,130 3.6% 202,866,842 3.7% 194,180,745 3.5% -0.3% -4.3%
Franchise Taxes 129,865,297 2.7% 136,866,366 2.7% 136,270,686 2.6% 147,966,451 2.7% 163,496,950 3.0% 25.9% 10.5%
Local Sales Taxes 118,838,364 2.5% 142,132,355 2.8% 147,266,192 2.8% 157,876,015 2.9% 160,032,995 2.9% 34.7% 1.4%
Hotel/Motel Taxes 36,083,202 0.7% 43,048,941 0.8% 44,875,217 0.9% 48,120,999 0.9% 49,703,887 0.9% 37.7% 3.3%
Gravel and Gambling Taxes 1,380,021 0.0% 1,553,812 0.0% 1,856,657 0.0% 1,745,110 0.0% 1,622,820 0.0% 17.6% -7.0%
Special Assessments 297,895,668 6.2% 289,725,513 5.7% 280,377,636 5.4% 283,089,215 5.2% 262,407,436 4.7% -11.9% -1.3%
Licenses and Permits 171,044,917 3.5% 189,420,239 3.7% 195,921,357 3.7% 201,584,526 3.7% 220,758,143 4.0% 29.1% 9.5%
Intergovernmental Revenues
Federal Grants
Community Development Block Grants 39,102,486 0.8% 36,409,332 0.7% 23,834,533 0.5% 45,178,463 0.8% 41,651,385 0.8% 6.5% -7.8%
All Others 177,360,214 3.7% 124,959,151 2.5% 142,006,999 2.7% 121,848,521 2.2% 117,640,294 2.1% -33.7% -3.5%
State Grants
Local Government Aid 423,737,755 8.8% 505,842,048 9.9% 514,977,121 9.8% 518,098,375 9.5% 517,918,970 9.4% 22.2% -0.0%
Market Value Credit 361,515 0.0% 355,224 0.0% 563,098 0.0% 543,521 0.0% 513,683 0.0% 42.1% -5.5%
Taconite Relief and Aids 16,831,849 0.3% 15,685,348 0.3% 13,324,700 0.3% 12,649,524 0.2% 11,673,165 0.2% -30.6% -7.7%
PERA Aid 4,731,889 0.1% 4,519,796 0.1% 4,515,695 0.1% 4,580,461 0.1% 4,421,933 0.1% -6.6% -3.5%
Highways 146,554,625 3.0% 177,414,283 3.5% 203,632,233 3.9% 167,984,321 3.1% 209,434,415 3.8% 42.9% 24.7%
All Others 243,428,693 5.0% 270,703,857 5.3% 307,393,395 5.9% 313,206,057 5.8% 252,795,698 4.6% 3.8% -19.3%
County Grants 33,457,547 0.7% 32,944,005 0.6% 42,813,322 0.8% 38,430,038 0.7% 51,186,047 0.9% 53.0% 33.2%
Local Unit Grants 75,124,333 1.6% 60,509,905 1.2% 45,893,381 0.9% 77,927,625 1.4% 78,315,909 1.4% 42% 0.5%
Total Intergovernmental Revenues $1,160,690,906 24.0% $1,229,342,949 24.1% $1,298,954,477 24.8% $1,300,446,906 24.0% $1,285,551,499 23.2% 10.8% -1.1%
Departmental Fees and Service Charges
General Government 126,617,154 2.6% 129,193,513 2.5% 129,182,623 2.5% 128,011,052 2.4% 108,196,295 2.0% -14.5% -15.5%
Public Safety 98,923,815 2.0% 101,497,110 2.0% 101,632,382 1.9% 114,422,233 2.1% 121,548,620 2.2% 22.9% 6.2%
Streets and Highways 38,030,603 0.8% 45,884,083 0.9% 48,099,775 0.9% 56,709,714 1.0% 110,787,397 2.0% 191.3% 95.4%
Sanitation (Refuse Collection) 12,191,271 0.3% 13,145,902 0.3% 15,756,470 0.3% 16,257,431 0.3% 16,798,498 0.3% 37.8% 3.3%
Libraries 1,159,599 0.0% 1,168,241 0.0% 1,620,655 0.0% 1,532,709 0.0% 1,209,411 0.0% 4.3% 21.1%
Parks and Recreation 121,907,676 2.5% 119,663,531 2.3% 125,772,040 2.4% 134,736,619 2.5% 141,492,620 2.6% 16.1% 5.0%
Airport 10,550,581 0.2% 11,016,785 0.2% 11,099,288 0.2% 11,053,379 0.2% 12,861,670 0.2% 21.9% 16.4%
Transit 6,413,534 0.1% 6,470,336 0.1% 6,311,476 0.1% 6,102,628 0.1% 7,093,439 0.1% 10.6% 16.2%
Cemetery 1,381,376 0.0% 1,454,181 0.0% 1,464,883 0.0% 1,438,118 0.0% 1,807,751 0.0% 30.9% 25.7%
All Others 111,601,124 2.3% 107,817,548 2.1% 119,703,462 2.3% 144,649,783 2.7% 126,345,354 2.3% 13.2% -12.7%
Total Departmental Fees and Service Charges $528,776,733 11.0% $537,311,230 10.5% $560,643,054 10.7% $614,913,666 11.3% $648,141,055 11.7% 22.6% 5.4%
Fines and Forfeits 35,926,274 0.7% 35,401,943 0.7% 33,041,122 0.6% 31,007,607 0.6% 36,487,938 0.7% 1.6% 17.7%
Interest Earnings** (27,646,104) -0.6% 97,937,811 1.9% 50,078,852 1.0% 51,224,207 0.9% 63,738,632 1.2% 330.6% 24.4%
All Other Revenues 219,124,423 4.5% 209,199,275 4.1% 230,982,975 4.4% 241,378,926 4.4% 193,341,416 3.5% -11.8% -19.9%
Total Revenues $4,827,213,788 100.0% $5,093,013,142 100.0% $5,230,847,035 100.0% $5,426,344,274 100.0% $5,538,054,202 100.0% 14.7% 2.1%
Other Financing Sources
Borrowing
Bonded Indebtedness $652,135,332 $822,134,674 $821,728,017 $965,080,568 $773,541,672
Other Long-Term Indebtedness 25,681,483 65,198,745 50,377,005 80,206,118 103,060,435
Short-Term Indebtedness 241,200 760,050 69,545 30,374 3,522,645
Total Borrowing $678,058,015 $888,093,469 $872,174,567 $1,045,317,060 $880,124,752
Other Financing Sources 22,545,509 23,938,938 24,889,463 17,775,469 22,367,414
Transfers from Enterprise Funds 180,428,077 194,131,066 206,875,491 200,219,576 216,075,184
Transfers from Governmental Funds 649,225,313 681,513,463 655,450,029 683,637,296 698,717,631
Total Revenues and Other Financing Sources $6,357,470,702 ,880,690,078 $6,990,236,585 $7,373,293,675 $7,355,339,183

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

**The category of Interest Earnings accounts for investment