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City of Minneapolis
FY 2003 Budget

How to Use This Document

The average budget book weighs four pounds. Printing of the book uses approximately
a ream of paper per copy. But the budget book contents include some of the best
sources of information on governmental activities as well as key financial information for
policy makers and managers. The highlights below will give the reader hints on where
to find information in this book.

The different sections of the budget book give different views of the financial information
and the policies and processes which lead to that information:

Section 1: Table of Contents

The table of contents allows the user of the document to pinpoint the page of a
particular department’s budget presentation.

Section 2: Background Information

This section contains a community profile of the City of Minneapolis, including an
overview of the City’s history, population, and attractions. Descriptions of the City’s
form of government, annual budget process and performance measurement
implementation follow.

Section 3: Financial Overview

The financial overview section summarizes the key decisions and financial issues
addressed in this budget. This section includes key charts and graphs which depict the
different portions of the City’s budget. A chart of the Minneapolis Tax Rates and Levies
appears in this section, as well as comparison of the Property Tax Rate and Utility Rate
Comparison between 2002 and 2003. This section also contains a summary of major
decisions in the adopted budget, including a summary of target strategies and new
initiatives. A summary of the demands on the property tax levy and the elected officials
actions to date are included in this section.

Section 4: Financial Policies

This section presents the major financial policies adopted by the City Council and
Mayor. Descriptions of the major City funds are included in this section.
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Section 5: Financial Plans

Financial plans for the City’s major funds and business lines are found in this section of
the budget book. The budget, a three-year forecast and two years of actual
expenditures are displayed on the financial page. These plans include narratives which
summarize what operations are run in the fund, historical financial performance, and
2002 expenses, revenues, transfers and debt service.

Section 6: Financial Schedules

These schedules summarize transfers, revenues by major category, expenditures by
fund and agency, the CDBG program, and Full Time Employees (FTE’s) by department.

Schedule One is a high level view of the City’s funds, including changes to fund
balance.

Schedule Two summarizes each fund’s revenue sources.

Schedule Three lists the total agency budget in each fund — this is a quick reference to
find the bottom line appropriation in a fund for a department.

Schedule Four outlines the allocations by grant for the Community Development Block
Grant, Emergency Shelter Grant, Housing Opportunities for People with Aids, and the
HOME program (all U.S. Department of Housing and Urban Development grants.) For
information on the current consolidated plan for these grants, please see the
consolidated plan publication available from Grants and Special Projects.

Schedule Five is a summary of all FTE’s by department and agency.
Section 7: Capital Program

This section outlines the Adopted capital program, by funding source and in total. A
narrative summarizes the program and presents operating cost impacts as described by
those who applied for the funds.

Section 8: City Council Operating Departments

This section includes department financial summaries, including expenditures by type
(i.e., salaries, benefits, contractual services and operating expense) and fund. The
financial summaries also drill down to the division level, where applicable, with
summaries by expenditure type. A report that summarizes the department’s revenue
estimate is also included. The department’s positions are summarized.

The departments also prepare narrative summaries for their divisions, including primary

businesses, service activities, and performance measures. These summaries are in
various stages of development. These summaries include a brief financial overview of
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the department prepared by Finance staff. The narrative summaries conclude with a
summary of the department’s target strategy, as applicable.

This is the largest section of the book because it provides the most detail on a
department-by-department basis. For example, the Public Works Section provides
financial information on how much the City spends on snow removal, street
maintenance, and the like.

Section 9: Independent Boards and Agencies

This section provides information in a similar format to the City Council Operating
Departments for the independent boards and agencies. The amounts included are
generally those most recently approved by the board’s elected body.

Section 10: Glossary

A short glossary is included for key financial and City terms. A more detailed glossary is
available in the Red Book, published by the City Clerk’s office.
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City of Minneapolis
FY 2003 Budget
Finance Work Group

Budget Principles

no

. Secure the City's long-term financial health.

" Plan budgets based on ten-year outlook.
" Balance budgets across all funds.

Live within our means
" Adopt a revenue and debt policy before making spending decisions.
"~ Adopt consistent budget policies across all city government units including
independent boards.

Challenge assumptions — nothing is off the table.
" Development agency resources are City resources.
" Unexpected revenue sources go through the same budget process as other
revenue.
"~ While some functions may be identified as core services, they will also be
scrutinized for efficiencies like anything else.

Provide choices and competition.
"~ Departments will provide business plans including feasible budget options to
policymakers.
" Elected officials will make strategic resource decisions, not across-the-board
cuts.
" Individual projects in a particular area must not be considered for funding
individually.

Build in collaborative and transparent decision-making.
"~ Mayor will involve Council Members and independent agencies and boards in
the development of the budget through the Finance Work Group. Employee
suggestions and the citizen survey will also be used.

Protect core service delivery by avoiding duplication — both internal and
external
" Between different City departments and agencies,
"~ With the County, the State, independent boards, or other levels of
Government, and
"~ With non-profits or the private sector.
" Consolidation or realignment of critical functions is an option.

Demand accountability.

" Departments are expected to produce measurable outcomes (x dollars =y
level of service). Failure to produce measurements will not result in escape
from budget cuts.

" Department heads must manage to original budget.



Minneapolis City Goals and Expectations
As approved by the City Council and Mayor, January 2003

Build communities where all people feel safe and trust the
City’s public safety professionals and systems.

Maintain the physical infrastructure to ensure a healthy, vital
and safe City

Deliver consistently high quality City services at a good value to
our taxpayers

Create an environment that maximizes economic
development opportunities within Minneapolis by focusing on
the City’s physical and human assets.

Foster the development and preservation of a mix of quality
housing types that is available, affordable, meets current needs,
and promotes future growth.

Preserve and enhance our natural and historic environment and
promote a clean, sustainable Minneapolis

Promote public, community and private partnerships to address
disparities and to support strong, healthy families and
communities.

Strengthen City government management and enhance
community engagement

MINNEAPOLISCITY GOALSAND EXPECTATIONS
1




Build communities where all people feel safe and trust the
City’s public safety professionals and systems.

Expectations:

Prevention and Response:

The City will balance its resources between prevention and response. Working with our
partners, we will create awareness and prevention models to minimize safety issues before
they arise. We will focus more of our energies on livability issues by exploring creative
methods to address livability crimes within our communities. We will employ and encourage
environmental design strategies to physically promote public safety.

Relationship with the Community:

The City will provide quality public safety services that are competent, consistent, and fair.
We will hold ourselves accountable to these standards. We will strive to ensure the
community’s trust and confidence in our public safety professionals by strengthening
relationships with the community and engaging them as partners in public safety approaches.
Particular focus will be given to strengthening our relationship with communities of color and
new arrivals. We will balance public expectations with available resources and will
communicate our priorities to the community, so that they know what to expect from our
public safety services.

Partnerships:
The City will lead our partners to implement strategies to address issues of emergency
preparedness, criminal justice reform, and neighborhood livability issues.

MINNEAPOLISCITY GOALSAND EXPECTATIONS
2




Maintain the physical infrastructure to ensure a healthy, vital
and safe City

Expectations:

Maintaining the existing infrastructure:

Available resources must first be focused on maintaining and improving the City's existing
physical infrastructure rather than building or acquiring new infrastructure. The City will
invest in new infrastructure only when those investments are essential for meeting critical
City goals and where funding can be identified. Maintenance activities should develop and
enhance a multi-modal transportation system where appropriate.

Integration of Infrastructure and Development Planning:

The City will coordinate infrastructure improvements with other development planning and
implementation efforts in order to avoid unnecessary costs and disruptions. We will include
infrastructure planning at critical points in the development process. The City will partner
with other levels of government, including the Park and Library Boards, the University of
Minnesota, Hennepin County, Minneapolis Public Schools, neighboring municipalities and the
State, as we plan our infrastructure improvements.

Improved Communication between the City and the Community:

Community and individual input will be incorporated more effectively. The City will focus on
an effective two-way dialogue and information exchange between the community and the
City, so that people have the opportunity to impact a project at the appropriate times in the
process.

Infrastructure as part of the urban fabric:

The City will use the opportunities infrastructure provides to maximize the physical
characteristics, social activities and cultural resources of a community. As we plan our
infrastructure improvements, the City will consider the important role transit and physical and
technological infrastructure plays in supporting a strong vital community. We will work with
our partners to encourage them to do the same.

MINNEAPOLISCITY GOALSAND EXPECTATIONS
3




Deliver consistently high quality City services at a good value
to our taxpayers

Expectations:

Improve Service Delivery:
Minneapolis will develop a culture of customer service within City government. We will make

City services more accessible and user-friendly and will make our processes clear and
understandable. City government will deliver all services in an effective and cost-efficient
manner. We will ensure equitable City service delivery for all communities and will advocate
with our partners for community-based service delivery.

Service Delivery Opportunities:

Minneapolis will continue to find ways of improving upon the way we do business. City
departments will work together to seek out and address opportunities for improving service
delivery. We will engage the community in these efforts where appropriate.

Evaluate Service Delivery:
Minneapolis will explore strategies and technologies that measure service delivery. These

tools will be used to determine where resources are most needed and what services the City
should deliver.

M INNEAPOLISCITY GOALSAND EXPECTATIONS
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Create an environment that maximizes economic
development opportunities within Minneapolis by focusing on
the City’s physical and human assets.

Expectations:

Physical Assets:

City government will serve as a community catalyst for business development, job creation
and transit access. The City’s physical infrastructure will support our economic development
policies and facilitate access to jobs and services. Land use policies will promote mixed uses
and strategically locate job-intensive industries. The City will strategically target and
leverage its economic development resources to maximize economic development
opportunities by focusing on specific industry sectors and locations (including commercial
corridors and brownfields) where there are opportunities for transit or mixed use.

Human Assets:

The City will focus its human infrastructure investments in preparing our workforce for living
wage jobs, specifically targeting hard to employ populations and emerging markets. The City
will support a diversity of jobs and access to those jobs for its residents by working with our
partners in the private, educational, and non-profit sectors.

Amenities:

Minneapolis is the premier regional center for education, health care, arts, entertainment,
and recreational opportunities, and the location of a major research university. The City will
encourage the development of these amenities in order to create a strong sense of place and
an environment in which businesses want to locate and workers want to live. Working with
our partners in the private and non-profit sectors in the development of these amenities will
serve as an economic development tool to encourage people to live, work and play in
Minneapolis.

Seizing Opportunities:

Minneapolis will be recognized as a good place in which to do business. The City will develop
understandable processes for development and will balance promoting development
opportunities with minimizing potential negative impacts. In addition, the City will support
building capacity within the business community, in order to strengthen the business
community’s ability to attract new businesses and foster entrepreneurship.

MINNEAPOLISCITY GOALSAND EXPECTATIONS
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Foster the development and preservation of a mix of quality
housing types that is available, affordable, meets current needs,
and promotes future growth.

Expectations:

Housing Affordability:

The City will identify gaps in housing affordability and will target our affordable housing
efforts to address those gaps. The City will continue to provide leadership, along with our
partners, in order to ensure a range of housing affordability levels in all of our communities,
particularly in adding affordable housing in non-concentrated areas. The City will focus its
investments on projects that ensure long-term affordability, meet specific guidelines for
leveraging private funding sources, and optimize the number of units produced.

Housing Quality:

The City will ensure housing quality through planning, zoning and building and housing code
compliance. Housing quality is defined as housing that is safe, well constructed, well
maintained, and designed to fit the character of the neighborhood in which it is built.

Housing Mix:

The City will promote a range of housing options to fit current needs and to capture future
growth opportunities. This range should include a mix of densities, unit sizes, styles, and
ownership and rental opportunities. Special focus will be given to addressing housing
disparities, integrating housing with other development opportunities, and promoting the City
as having a range of housing choices.

Interrelationship among City Goals:
As economic development, transportation and infrastructure policies are developed, special
consideration will be given to how they integrate the City’s housing objectives.

MINNEAPOLISCITY GOALSAND EXPECTATIONS
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Preserve and enhance our natural and historic environment and
promote a clean, sustainable Minneapolis

Expectations:

Environmental Policy:

The City’s environmental policies will be focused on improving air, water and soil quality.
The City will partner with county, state, federal and other jurisdictions to meet these
objectives and to identify key areas where environmental damage can be mitigated. Key
components of this policy will include monitoring, engaging the community, encouraging
sustainable development (starting with City projects), environmental justice, conservation,
addressing noise issues, and enforcement.

Clean Neighborhoods:

The City will work with residents and businesses to strengthen their role in enhancing the
environment in Minneapolis neighborhoods. Special focus will be given to noise issues, litter
and graffiti, and the urban forest. In addition to engaging the community, the City will be
more aggressive in our enforcement efforts.

Environmentally friendly alternatives
Minneapolis will lead by example and encourage others to explore environmentally friendly
and cost effective construction, transportation, energy, and solid waste strategies.

MINNEAPOLISCITY GOALSAND EXPECTATIONS
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Promote public, community and private partnerships to address
disparities and to support strong, healthy families and
communities.

Expectations:

Partnerships:

The City will lead and promote public, community and private partnerships to address
disparities in health, education and access to employment. We will advocate for change
where disparities are identified. The City will identify our partners in building strong, healthy
communities. We will work with the community to hold our partners accountable and expect
them to hold the City accountable for our role as well.

Community Health:

Many of the services the City provides contribute to the health of our community, including
our public safety services, infrastructure, community development efforts, and health
advocacy, but our partners more directly impact the social and physical health of our
residents through their social and health programs. The City will provide leadership, along
with our partners, in maintaining healthy communities throughout the City, and will primarily
deliver direct services through the use of community providers.

Strengthening Relationships among Communities:

The increasing diversity of Minneapolis creates both opportunities and challenges for our
communities and the City as a whole. The City will support the strengthening of new
relationships among our different communities and will lead by example within our own
organization.

MINNEAPOLISCITY GOALSAND EXPECTATIONS
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Strengthen City government management and enhance
community engagement

Expectations:

Community Engagement:

The voices of individuals and the community are valued and will be heard and involved at
appropriate points in the City's decision-making processes. The City will be more effective
and efficient in how we communicate with and engage communities, and will work to include
those who are typically under-represented in public dialogue. We will focus our engagement
efforts in a manner that supports the long-term strength of a community.

Government Management:

The City will focus on enhancing productivity and creating a customer service-oriented
culture. We will create a work environment where employees can excel, by building
employee skills and improving employee diversity. Better information and analysis will be
used to allow for more informed decision-making at both the elected and staff levels. We will
develop and maintain a long-term, sustainable financial plan for the City. Special focus will
be given to engaging our employees and the community in how we address and
communicate these financial challenges. Elected officials and departments will hold
themselves accountable to City goals, policies and plans.

MINNEAPOLISCITY GOALSAND EXPECTATIONS
9
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City of Minneapolis
FY 2003 Budget
Background Information

Community Profile

Minneapolis combines the Dakota word for water ("minne") with the Greek word for city
("polis"), a fitting name for a city with 18 of Minnesota's 12,034 lakes. Minneapolis is
renowned for combining the best of urban life with the neighborhoods and quality of life
found in smaller towns. Residents enjoy exciting cultural and recreational opportunities
in beautiful natural surroundings.

History

In the mid 17™ Century, French explorers searching for the Northwest Passage were the
first Europeans to visit the region. In the 1820s, at the confluence of the Minnesota and
Mississippi rivers, soldiers from Fort Snelling constructed a sawmill and flourmill at the
St. Anthony falls. By the 1850s, the village of St. Anthony had been established on the
east bank of the Mississippi and the village of Minneapolis on the west bank. The two
towns were soon linked by a suspension bridge. Minneapolis' first volunteer fire
company was organized in 1862, and the community was incorporated as a city in

1867. In 1872, Minneapolis and St. Anthony were united to form one city.

Location

Minneapolis is the largest city in Minnesota and the center of finance, industry, trade
and transportation for the Upper Midwest. At 44.58°—north latitude and 93.15°~west
longitude, Minneapolis is 59 square miles (153 square kilometers), including five square
miles (13 square kilometers) of inland water. It drapes along the banks of the nation’s
largest river, the Mississippi.

Climate

Minneapolis has an average annual temperature of 45° F (7° C). During an average
winter, the temperatures can reach 20° below zero Fahrenheit (-29° C). Minneapolis
has four distinct seasons, with moderate spring and fall weather. Summer is
comfortable because lakes and trees serve as natural air conditioners.

Population

Minneapolis is home to an estimated 382,618 people (2000 Census). Males comprise
50.2% of the population, while females comprise 49.8%. Children and youth aged 19
and younger make up 25.7% of the population. Seniors, age 65 and above, are 9.1% of
the population. The median age is 31.2 years. African Americans comprise 18% of the
population. People of American Indian and Alaska Native descent are 2.2% of the
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population. People of Asian ethnicity make up 12.3% of the population. The Hispanic
population of Minneapolis is 7.6% of the total population.

Minneapolis is one of the cities in the country with the largest number of households
with one individual - 54.5% of the households fit that description.

Economy

In the early years, Minneapolis’ economy was based on a booming lumber industry and
the processing of Minnesota grain with the tremendous power-generating capabilities of
St. Anthony Falls. Large flour mills along the river evolved into the international
corporations of Pillsbury, Washburn Crosby (General Mills) and Cargill, which remain
headquartered in the Minneapolis area.

Major industries today include machinery and metal fabricating, plastics, computers and
publishing. Minneapolis is also a center for graphic arts, printing, electronics and
instruments, as well as a transportation center and distribution point for the Upper
Midwest. Education is a powerful player in Minneapolis’ economy, as is banking,
insurance and other service industries. With seven hospitals and the University of
Minnesota, Minneapolis is a nationally known center for medicine, and the area is home
to many high-technology medical product companies.

Neighborhoods

Minneapolis has 81 residential neighborhoods offering a broad range of housing to
165,000 households. Minneapolis is well known for its concerned and active citizenry
and partnerships of government, business and citizens created to improve
neighborhoods and create economic opportunities. The city shares the nation’s current
challenge to increase the number of affordable housing units.

Downtown

A downtown housing boom has increased downtown residents to an estimated 28,000,
with projection of 30,000 by 2010. In addition to downtown residents, more than
125,000 people work in downtown Minneapolis. Second-story skyways keep downtown
busy and thriving even on the coldest days. Nicollet Mall—a 12-block-long shopping
area closed to automobile traffic and flanked by some of the nation's finest department
stores and specialty stores—is the retail heart of Minneapolis. It also has Gaviidae
Common, City Center and the Crystal Court.

The Arts

The Twin Cities is second only to New York in per capita attendance at theater and arts
events. Minneapolis has more than 30 theaters. The Guthrie Theater and the
Children's Theatre Company are recognized as two of the country's best. The City also
boasts two world-class art museums, the Minneapolis Institute of Art and Walker Art
Center, and is home to the internationally acclaimed Minnesota Orchestra.
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Neighborhood arts activities—festivals, galleries and events—play a growing role in
resident art participation.

Education

Forty-nine thousand students are enrolled in Minneapolis primary and secondary
schools. Non-public primary and secondary school enrollment is about 7,000. The City
offers several vocational training and specialty schools. The main campus of the
University of Minnesota sits on the banks of the Mississippi just minutes from
downtown. It is a major landgrant research institution with a long tradition of community
and public service, and it ranks among the top 20 universities in the U.S. Itis also one
of the largest. In total for the year 2001 enroliment was 59,089 and for year 2002
enrollment was 60,373. Other institutions of higher education in Minneapolis include
Minneapolis Community and Technical College, Dunwoody Institute, Minneapolis
College of Art and Design, Augsburg College, Metropolitan State University, the
University of Saint Thomas and the College of Saint Catherine.

Sports

Three major league teams call Minnesota home. At the Hubert H. Humphrey
Metrodome, up to 55,000 fans can watch the world-champion Minnesota Twins in
action. When the Minnesota Vikings are in town, the Dome can seat 62,000 football
enthusiasts. In 1990, the Target Center was constructed downtown for the Minnesota
Timberwolves of the National Basketball Association. Minneapolis has the capacity to
host large events at the City’s Convention Center, which completed a major expansion
in early 2002.

Parks

Minneapolis residents not only watch sports, they participate as well. Playing in
summer softball leagues, golfing and jogging, biking or rollerblading around the city's
lakes are favorite pastimes. Residents enjoy boating, fishing, wind surfing and
swimming in the summertime and ice skating, ice fishing, skiing and ice sailing during
the winter. Early in Minneapolis' development, the land around five large lakes was
dedicated to the public as parkland. With one acre of parkland for every 57 residents,
outdoor recreation is an important part of life, and it is estimated that a City park is
ready for fun no more than six to eight blocks from every home.

The City of Minneapolis Communications Department contributed significantly to the
Community Profile.
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City of Minneapolis
FY 2003 Budget
Background Information

Form of Government

The City is a municipal corporation governed by a Mayor—Council form of government; it
was incorporated in 1867, and it adopted a Charter on November 2, 1920. The Mayor
and 13 City Council Members from individual wards are elected for terms of four years,
without limit on the number of terms which may be served. The Mayor and City Council
are jointly responsible for the adoption of an annual budget and a five-year capital
improvement program. As required by Charter, the Mayor is responsible for preparing
an annual operating and capital budget recommendation to the City Council for their
consideration. The Mayor has veto power, which the Council may override with a vote
of nine members.

The City Finance Officer is charged with maintaining and supervising the various
accounts and funds of the City as well as several boards and commissions. In addition,
the City Budget Director is charged with assisting the Mayor, City Council and City
departments in preparing the City's annual capital and operating budget. The City
Finance Officer reports to the City Coordinator, who is appointed by the Mayor and
serves as Chief Administrative Officer of the City.

This Annual Budget Report for the City presents the entity which consists of
organizations for which the primary government is financially accountable and other
organizations for which the nature and significance of their relationships with the
primary government are such that exclusion could cause the City's budget report to be
misleading or incomplete. Below is a summary of the organizations reflected in the
City's Annual Budget Report, in addition to the primary government.

Blended Component Units

The following component units have been presented as blended component units
because the component unit's governing body is substantially the same as the
governing body of the City, or the component unit provides services almost entirely to
the primary government.

Minneapolis Community Development Agency. The City Council created the
existing Minneapolis Community Development Agency (MCDA) by ordinance, which
was effective June 1, 1981. The MCDA is the redevelopment arm of the City and
provides a wide range of services in the areas of housing and economic
development. The overall mission of the MCDA is to effect the revitalization of the
City through the redevelopment of its commercial, industrial and residential areas.
The MCDA Board of Commissioners is composed of the 13 elected City Council
Members sitting as the Board and is the principal legislative and administrative body
of the MCDA. The City Finance Officer serves as the MCDA Finance Officer.
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Municipal Building Commission. The Municipal Building Commission (MBC) is
an organization established January 4, 1904, by the State of Minnesota, to operate
and maintain the Minneapolis City Hall/[Hennepin County Court House Building,
which was erected pursuant to Chapter 395 of the Special Laws of 1887. The four
commissioners are the Chairman of the Hennepin County Board of Commissioners,
the Mayor of the City of Minneapolis, an appointee of the Hennepin County Board
and an appointee of the Minneapolis City Council. The Mayor recommends the tax
levy and budget for the City's share of the MBC's operations, and the City Council
and Mayor approve the allocation of the state local governmental aid to the MBC.

Board of Estimate and Taxation. The Board of Estimate and Taxation (BET) is
established under Chapter 15 of the City Charter. It is composed of seven
members, two of whom are elected by voters of the City. The Mayor or the Mayor's
appointee, the President of the City Council and the Chair of the City Council's
Ways and Means/Budget Committee are ex-officio members of the Board. The
Minneapolis Park and Recreation Board and Minneapolis Library Board annually
select one of its members to serve on the Board of Estimate and Taxation. By
action of the City Council, or such other governing board of a department requesting
the sale of bonds, the Board of Estimate and Taxation may vote to incur
indebtedness and issue and sell bonds and pledge the full faith and credit of the
City for payment of principal and interest. The Board of Estimate and Taxation also
establishes the maximum property tax levies for most City funds and maintains
responsibility for the internal audit function for the City, including boards and
commissions that are component units of the City.

Discretely Presented Component Units

The following organizations are legally separate from the City, but they are included in
the City's Annual Budget Report and Annual Financial Reports because the primary
government is financially accountable and is able to impose its will on the organizations.

Minneapolis Library Board. The Minneapolis Library Board (Library Board) was
established according to Chapter 17 of the City Charter. It is an eight-member
board, six of whom are elected for four-year terms by voters of the City. The Mayor
and the City Council each appoint one member. The Library Board is responsible
for operating and maintaining libraries located throughout the City. The Mayor
recommends the tax levies and budget for the Library Board, and the City Council
and Mayor approve the allocations of local government aid from the state for Library
Board operations. The Board of Estimate and Taxation approves the property tax
levy for the Library Board, and the full faith and credit of the City secure debt issued
for projects benefiting the Library Board. The City Finance Officer serves as
Treasurer of the Library Board.

Minneapolis Park and Recreation Board. The Minneapolis Park and Recreation
Board (Park Board) was established according to Chapter 16 of the City Charter.
The nine-member board is elected by the voters of the City and is responsible for
developing and maintaining parkland and parkways, as well as planting and
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maintaining the City's boulevard trees. The Mayor recommends the tax levies and
budget for the Park Board, and the City Council and Mayor approve the allocations
of local government aid from the state for Park Board operations. All Park Board
actions are submitted to the Mayor, and a mayoral veto may be overridden by a
vote of two-thirds of the members of the Park Board. The Board of Estimate and
Taxation approves the maximum property tax levy for the Park Board, and the full
faith and credit of the City secure debt issued for Park Board projects. The City
Finance Officer acts as Treasurer of the Park Board.

Related Organizations

The City's officials are also responsible for appointing members of the boards of other
organizations, but the City's accountability for these organizations does not extend
beyond making the appointments.

Metropolitan Sports Facilities Commission. The Metropolitan Sports Facilities
Commission (Commission) is an appointed authority established under 1977
Minnesota laws. Of the seven members of the Commission, the City of Minneapolis
appoints six. The Chair, who must by statute reside outside Minneapolis, is
appointed by the Governor. The Commissioners serve four-year terms and removal
is for cause only. The primary responsibility of the Commission is to serve as
owners, operators, and landlords of the Hubert H. Humphrey Metrodome Sports
Facility in Minneapolis. Major tenants of the Metrodome Sports Facility are the
Minnesota Twins, the Minnesota Vikings and the University of Minnesota Golden
Gophers football team.

Minneapolis Public Housing Authority. The Minneapolis Public Housing
Authority (MPHA) is the public agency responsible for administering public housing
and Section 8 rental assistance programs for eligible individuals and families in
Minneapolis. A nine-member Board of Commissioners governs MPHA. The Mayor
of Minneapolis appoints the Board Chairperson and four Commissioners; four
Commissioners (one of whom must be a public housing family-development
resident) are appointed by the City Council. The mission of the MPHA is to provide
well-managed, high-quality housing for eligible families and individuals; to increase
the supply of affordable rental housing; and to assist public housing residents in
realizing goals of economic independence and self-sufficiency.

Joint Ventures

The City is a participant in several joint ventures in which it retains an ongoing financial
interest or an ongoing financial responsibility. One of these joint ventures is reflected in
the Annual Budget Report for the City: Minneapolis Neighborhood Revitalization Board.

Minneapolis/Saint Paul Housing Finance Board. The Minneapolis/Saint Paul
Housing Finance Board was established in the early 1980s, in accordance with a
Joint Powers Agreement entered into between the Housing and Redevelopment
Authority of the City of Saint Paul and the MCDA, and accepted by the cities of
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Minneapolis and Saint Paul under State of Minnesota laws. The MCDA's oversight
responsibility of the Board is limited to its governing body's ability to appoint only
three of the six members of the Board. The territorial jurisdiction of the Board
extends beyond the corporate limits of the City of Minneapolis.

Minneapolis Neighborhood Revitalization Policy Board. The Minneapolis
Neighborhood Revitalization Policy Board (NRPB) was established in 1990, in
accordance with a Joint Powers Agreement entered into between the Hennepin
County Board of Commissioners, the Board of Directors of Special School District
No. 1, the Library Board, the Park Board and the Mayor and City Council under
authority of State of Minnesota laws. The NRPB is composed of 20 members and
includes public officials as well as representatives of neighborhood and community-
interest organizations. The majority of members are persons other than the
representatives of the jurisdictions which entered into the Joint Powers Agreement.

Minneapolis Youth Coordinating Board. The Minneapolis Youth Coordinating
Board (YCB) was established in the mid-1980s, in accordance with a Joint Powers
Agreement entered into between the Hennepin County Board of Commissioners,
the Board of Directors of Special School District No. 1, the Library Board, the Park
Board and the Mayor and the City Council under authority of State of Minnesota
laws. The YCB, which numbers 12 in size, includes the Mayor, two members each
from the Hennepin County Board of Commissioners and the Board of Directors of
Special School District No. 1, two representatives from the City Council, one
member each from the Park Board and Library Board, one member each from the
Minneapolis State Legislature House and Senate delegations and a Judge assigned
by the Chief Judge of the District Court.
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City of Minneapolis
FY 2003 Budget
Background Information

Annual Budget Process

The City of Minneapolis annual budget process integrates information from the City's
annual Enterprise Priority-Setting Process, Capital Long-Range Improvement
Committee process and departmental performance review processes to establish
annual resource allocations. With new elected leadership in 2002, the timing of these
processes has changed. The following description covers the process for the 2003
budget development. Succeeding years may reflect additional refinements to the
processes.

January—February

Departmental Performance Information

City department heads bring their annual work plan and accomplishments to the
Executive Committee, who then refers the work plan to the relevant Policy Committee
for review and file.

March

Preliminary Year-End Budget Status Report

The Finance Department presents a year-end budget status report for the previous year
to the Ways and Means/Budget Committee. This is a preliminary report because the
audited Comprehensive Annual Financial Report (CAFR) is not available until second
guarter of the year.

March-April

Capital Improvement Budget Development

The City has a five-year capital improvement plan. Annually, departments prepare and
modify capital improvement proposals. Capital improvement proposals are reviewed by
the Finance Department, the City Planning Department and the Capital Long-Range
Improvements Committee (CLIC). CLIC is the citizen advisory committee to the Mayor
and City Council on capital programming.

April
Preliminary Strategic Planning

The City Council and Mayor met for two half-day retreats to concentrate on financial and
community development. The activities included a Strengths, Weaknesses,
Opportunities and Threats (SWOT) presentation by department heads and a financial
exercise.

City of Minneapolis — Annual Budget Process 2003 Adopted Budget



April-June

Operating Budget Development

Departments work in coordination with the Finance Department to prepare department
operating budget requests referred to as the "Current Service Level" (CSL). The
Current Service Level Budget reflects the current year cost of providing the same level
of service as provided in the prior year. In addition to preparing a Current Service Level
budget, departments also prepare proposals which describe policy and the
organizational changes with financial implications. The Current Service Levels and
proposals form the basis for the Mayor’s budget meetings with departments in June and
July.

June—-August

Mayor's Recommended Budget

The Mayor holds departmental budget hearings to review department budget proposals,
other additional policy changes, and alternative funding choices. In addition to
reviewing operating budgets, the Mayor meets with representatives from CLIC in
preparation of finalizing the capital budget recommendation. Following the
departmental budget hearings and meetings with CLIC, the Mayor prepares a final
budget recommendation with the assistance of the Finance Department. The Mayor
prepares and submits a budget to the City Council no later than August 15. The budget
includes the Mayor's recommendation on annual property tax levy amounts.

September

Maximum Proposed Property Tax Levy

As required by State law, the maximum proposed property tax levy increase is set by
September 15. The Board of Estimate and Taxation sets the maximum property tax
levy. The Board of Estimate and Taxation must set a maximum property tax levy for the
City, Municipal Building Commission, Public Housing Authority, Library Board and Park
Board.

September-October
Strategic Planning

The City Council, with assistance from the Finance Department and leadership from the
Chair of the Ways and Means Committee, addresses mission, goals, and key business
decisions.

October—November

City Council Budget Review and Development

The City Council holds public hearings on the budget. Departments present their Mayor
Recommended Department Budgets to the Ways and Means/Budget Committee with all
Council members present. Following departmental budget hearings, the Ways and
Means/Budget Committee approves and moves forward a final recommended budget to
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the City Council. The Committee recommended budget includes any and all changes
that are made to the Mayor's Recommended Budget.

Truth in Taxation

"Truth in Taxation" property tax statements are mailed by Hennepin County to property
owners indicating the maximum amount of property taxes that the owner will be required
to pay. These statements also indicate when the Truth in Taxation public hearings will
be held, which is in early December as required by State law.

December

City Council Budget Adoption

The City Council adopts a final budget that reflects any and all changes made to the
Mayor's Recommended Budget. Once the final budget resolutions are adopted, all
requests from City departments for additional funds or positions made throughout the
year are brought before the Ways and Means/Budget Committee and City Council for
approval as amendments to the original budget resolutions.

The independent boards and commissions adopt their own operating budgets.

City of Minneapolis — Annual Budget Process 2003 Adopted Budget
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City of Minneapolis
FY 2003 Budget

Integrating Key City Processes

Setting priorities for the City is one of the most important responsibilities Minneapolis’
elected officials have. These priorities are articulated and discussed through a number
of different means: City-wide strategic planning, department business planning, the
annual budget process, and performance measurement.

The diagram on the previous page illustrates the linkages among these key City
processes. By fully integrating strategic planning, business planning, budgeting and
performance measurement, Minneapolis has the opportunity to change the way it plans
for the future and to ensure its efforts and resources are aligned in the same direction.

City-wide Strategic Planning

Strategic planning is a process in which an organization sets its long term future
direction. Itis a tool for assessing its current and future environment and for ensuring
the organization’s energies are focused towards achieving strategic goals.

During the strategic planning process, the Mayor and the City Council develop a long-
term strategic policy direction for the City, including City Goals, objectives, and
outcomes. This year the process also will include the Mayor and Council providing
more specific direction to certain departments as well as long-term financial direction to
all departments.

This strategic policy direction serves as a guide by which all other policy decisions
should be assessed. As elected officials and departments make decisions throughout
the year, they should be asking: “Does this support the strategic plan?”

Department Business Planning

The development of the Citywide strategic plan is intended to provide clear direction for
departments’ business planning efforts. Departments will be given direction as to City
priorities and their projected level of resources over the next several years, and then will
have the opportunity to structure their business plans accordingly. A department’s
business plan will articulate the alignment of its services with the City-wide strategic
plan.

Business planning is a process that provides both strategic and tactical direction to City
departments. A business plan is a mid-range plan (5-year planning horizon) that aligns
department services with City strategic goals. A business plan addresses what the
department does; what it is trying to achieve; who are its customers; how it will utilize its
resources to achieve its goals; and how it will know when it has been successful.

City of Minneapolis — Integrating Key Processes 2003 Adopted Budget
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Business Planning is one of the key City processes intended to ensure the alignment of
City efforts with its priorities. A well-developed, focused business plan has the potential
to assist departments in:

o Focusing their efforts on core mission and services and alignment with City Goals.
o Managing their resources.

o Measuring their results.
a

Improving how departments convey what they do, what they accomplish, and what
their business strategies are, to the public as well as in City Hall.

The Annual Budget Process

Minneapolis’ annual budget process is when the Mayor and City Council articulate their
priorities for the upcoming year by allocating City financial resources accordingly. As
Minneapolis moves towards better integration of its key City processes, the annual
budget process should become more straightforward.

As stated above, during the strategic planning process, departments will be given the
projected level of financial resources to expect over the next several years — they will
then be able to develop their business plans in accordance with these projections.
Resource allocations will flow from the business plans — departments’ annual budgets
then will flow from their longer-term financial plans.

Performance Measurement

Performance Measurement is how we know when we have done the right things to
achieve our goals and how we know when we have done those things right. A
successful performance measurement system can lead to continuous improvement of
program performance, improved customer service, strengthened accountability, and
empowered employees.

Performance measurement has played a significant role in the development of this 2003
Budget. This year, the format of the department narratives has been revised to highlight
departments’ performance measurement information. The new format highlights key
outcome/quality of life measures, as well as performance measures for each of the
department’s service activities. All departments have made concerted efforts to further
develop and improve their performance measures as part of this process. As
implementation of the Performance Measurement Model continues, departments will
have the opportunity to strengthen their performance data.

By including performance data in the budget process, the City stands to significantly
improve its budget discussions. Performance measures can assist in keeping budget
discussions focused on expected outcomes, allowing for greater creativity in how those
outcomes are achieved. Finally, performance measures can give both the policy
makers and department management the language they need to have a discussion
about what resources are needed and why.

City of Minneapolis — Integrating Key Processes 2003 Adopted Budget
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City of Minneapolis
FY 2003 Budget

Financial Overview

The 2003 adopted budget for all City funds represents a 3.8 percent decrease from the
2002 adopted budget, with total expenditures decreasing from $1.24 billion in 2002 to
the adopted level of $1.20 billion in 2003.* The adopted property tax rate is 66.58
percent, a tax rate increase of 8 percent from 2002 adopted. This tax rate will provide
an additional $11.8 million in property tax revenue, or 7.6 percent. This is an increase
from $153.9 million to $165.7 million from 2002 adopted to 2003 adopted.? The City’s
net tax base (after reductions for tax increment and fiscal disparities) is projected to
increase by 3.6 percent for taxes payable 2003, from $208.2 million to $215.8 million.

Below is a summary of the 2003 adopted expenditure budget, including Interfund
Transfers and the Independent Boards and Agencies.

City of Minneapolis
2003 Adopted Budget
$1,197.4 million (includes interfund transfers)

City Attorney

1%
Fire Department
4%

Capital Improvement
8%

Other Independent Boards
1%

Police Department

8%

Health & Family Support
2%

MCDA
12% Public Works
20%
Library Board
2%
Park Board City Coordinator

4%

Convention Center
2%

6%

Miscellaneous

Interfund Transfers
7%

iy Debt Service

0 11%

Licenses & Inspections
2%

! Total expenditures include inter-fund transfers of $89.6 million.
2 This includes a $520,000 tax abatement levy for the Minneapolis Community Development Agency, as
well as a $4 million Housing and Redevelopment Authority/Chapter 595 levy.
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City of Minneapolis Expenditures by Service (in millions of dollars)

2002 2003
Adopted Adopted
Budget Budget

City Coordinator (excluding Inspections and Licenses)® $47.2 $48.5
City Attorney $9.2 $9.9
Convention Center and Greater Minneapolis Convention
and Visitor's Association $26.3 $27.5
Fire Department $42.3 $44.3
Health and Family Support $22.1 $21.3
Inspections and Licenses $24.1 $23.1
Police $97.1 $100.8
Public Works - Field Services $27.6 $29.9
Public Works - Sewer, Storm Water, Flood Mitigation $38.9 $39.9
Public Works - Solid Waste and Recycling $25.2 $25.8
Public Works - Transportation $45.2 $47.4
Public Works - Water Treatment and Distribution $31.5 $34.8
Public Works - Other $55.6 $61.3
Other City Services* $15.2 $16.4
Other® $61.1 $82.4
Debt Service® $136.5 $132.4
Capital Improvement $122.5 $98.1
Subtotal $827.9 $843.8
Independent Boards
Community Development Agency (MCDA) $162.1 $149.1
Library Board $22.0 $22.0
Park Board $78.5 $77.5
Youth Coordinating Board $6.8 $6.1
Other Boards’ $9.0 $9.2
Subtotal $278.5 $264.1
Total Expenditures (without Transfers) $1,106.3 $1,107.8
Transfers to other funds $138.4 $89.6
Total Expenditures with Transfers $1,244.8 $1,197.4

® The 2003 adopted amount includes the budget for the newly created Community Planning & Economic
Development (CPED). City Coordinator also includes: Communications, Finance, Human Resources,
Intergovernmental Relations, and Information Technology Services.

* Other City Services include the following departments: Assessor, City Council, City Clerk, Civil Rights
(including the Civilian Review Authority), Mayor, and Planning.

® Other includes non-departmental, pension, workers compensation, liability, and contingency expenses.
® Debt Service does not include debt service paid directly from proprietary funds or by independent
boards.

" Other Boards include Park Museum, Minneapolis Public Housing Authority, Board of Estimate and
Taxation, Minneapolis Building Commission, and Minneapolis Neighborhood Revitalization
Administration.
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Below is a summary of the City’s total revenues by major category. As shown, 40
percent of the City’s funding comes from revenue from Charges for Service and the
State of Minnesota. Although property tax revenue represents only 18 percent of the
total, it is one of the major funding sources for the City’s general services such as
police, fire, street maintenance, and snow and ice control.

City of Minneapolis Revenue by Major Category (in millions of dollars)

2002 2003
Adopted Adopted
Budget Budget
Property Tax ® $151.3 $166.5
Tax Increment Property Tax $58.7 $64.6
Sales and Other Taxes $49.1 $49.5
State Government $151.0 $154.3
Local Government $8.5 $8.3
Federal Government $39.2 $50.0
Franchise Fees $21.6 $20.4
Charges for Service $311.1 $348.5
Charges for Sales $15.1 $14.1
Licenses and Permits $19.6 $21.7
Fines and Forfeitures $8.2 $9.3
Special Assessments $10.0 $10.2
Interest Income $6.4 $3.6
Rents $46.2 $49.9
Other ° $102.9 $89.7
Subtotal $1,002.9 $1,063.0
Transfers from Other Funds $280.9 $116.0
Total Revenues™ $1,283.7 $1,179.0

8 Property taxes are budgeted at 98 percent of gross levy to reflect anticipated delinquencies.

° Other includes gains, contributions, other miscellaneous revenues, and proceeds from long-term
liabilities.

19 Total expenditures exceed total revenue, which represents the annual budgeted change in fund
balance. The change in fund balance is mostly due to timing of capital projects and bond issuance.
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City of Minneapolis
2003 Adopted Budget
$1,179.0 million (includes interfund transfers)
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The City uses different “Funds” to account for the expense and revenue associated with
the various services provided. The General Fund, which is where most of the property
tax supported services are accounted for, represents 23 percent of the 2003 adopted
budget.

The Enterprise Funds include services that the City provides that operate more like a
“business” in that they are expected to generate a profit to cover capital purchases and
related debt service requirements. Enterprise services of the City include such services
as sanitary sewer services, storm water management, flood mitigation, water treatment
and distribution, solid waste and recycling, and municipal parking.

Internal Services Funds are similar to Enterprise Funds in that they are used to
account for services that the City provides that operate more like a business, however,
Internal Service Funds primary customer is other City departments. Internal services
include such services as information technology, equipment rental (i.e. police squad
cars and fire equipment), and self-insurance.

Other Funds includes Special Revenue Funds where that proceeds of specific revenue
sources are restricted to expenditures for specific purposes. Services accounted for in
the Other Funds include such services and operations as the Minneapolis Convention
Center, and other grant funded services.

The Independent Boards include Board of Estimate and Taxation, Library, Park,
Community Development Agency, Neighborhood Revitalization, Municipal Building
Commission, and Youth Coordinating Board.
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City of Minneapolis Budget By Fund (in millions of dollars)

2002 2003
Adopted Adopted
Budget Budget

Expenditures:

General Fund $245.8 $263.2
Enterprise Funds $242.9 $239.6
Internal Service Funds $131.8 $144.1
Special Revenue Funds $126.9 $131.0
Capital Projects Funds $87.4 $77.8
Debt Service Funds $131.5 $77.8
Independent Board Funds $278.5 $264.1
Total Expenditures $1,244.8 $1,197.4
Revenues:

General Fund $245.8 $263.2
Enterprise Funds $247.7 $260.9
Internal Service Funds $136.8 $152.3
Special Revenue Funds $126.6 $123.9
Capital Projects Funds $74.2 $78.0
Debt Service Funds $192.7 $78.7
Independent Board Funds $259.9 $222.0
Total Revenues $1,283.7 $1,179.0
Changes in Balances ** $38.9 ($18.4)

1 Total expenditures exceed revenues in 2003, which represents a budgeted change in fund balance.
The change in fund balance is mostly due to timing of capital projects and bond issuance.
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City of Minneapolis
2003 Adopted Expenditure Budget by Fund
$1.197 million (includes interfund transfers)
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City of Minneapolis
2003 Adopted Revenue Budget by Fund
$1.179 million (includes interfund transfers)
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The majority of the City’s budget is spent on personnel, $372.9 million or 31 percent of
the total budget. The 2003 adopted budget includes a decrease of 53 budgeted full
time equivalent positions (FTE’s). This is the net result of increases within the
Independent Boards, and targeted reductions within General Fund and Independent
board positions. This also includes a reconciliation of the police staffing (please see the
police department section for further detail) to fully reflect prior year's budget decisions.

City of Minneapolis Budget by Major Expense Category (in millions of dollars)

2002 2003

Adopted Adopted

Budget Budget
Full Time Equivalent Positions 6,091 6,039
Expenditures:
Personnel $ 348.3 $372.9
Non-Personnel $ 338.7 $362.9
Capital and Equipment $ 167.4 $139.7
Debt Service $ 1403 $135.7
Transfers $ 250.1 $186.4
Total Expenditures $1,224.8 $1,197.4

City of Minneapolis
2003 Council Adopted Expenditure Budget by Category
$1,197.4 million (includes interfund transfers)
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Financial Drivers for the 2003 Adopted Budget: City Council Funds
» Personnel

Total Spending. The 2003 adopted budget includes an increase in total personnel
expenditures from $348.3 million to $372.9 million, or 7 percent. This increase
reflects contracted and projected labor settlement agreements.

General Fund. Salary expenditures for the City’'s General Fund have increased
from $135.0 million to $144.2 million, or 7 percent, from 2002 adopted to 2003
adopted. This increase is slightly anomalous because the adopted budget held a
placeholder for the $5.2 million in cuts made by the Council at budget adoption.
These cuts were ultimately not all made in personnel.

Health Insurance. Health and dental insurance expenditures are budgeted to
increase by 21 percent from 2002 to 2003, from $25.7 million to $31.1 million. This
change reflects both changes in premium expense and changes in coverage, for
example changes between family and single coverage.

> Internal Service Fund (Equipment Services and Information Technology
Services)

The 2003 adopted budget includes an additional $3.5 million in base funding for
internal city services: equipment services and information technology services (i.e.,
squad cars, fire trucks, and computers). For the several years during the 1990’s, due
to other external demands, the revenue to support these internal services has not
kept pace with the growth in expenditures. Significant negative cash balances have
resulted because of annual expenditures exceeding revenues. At year-end 2001, the
City’s Internal Service Funds had combined negative retained earnings of $63.9
million, as compared to a negative $68.5 million the year prior. The City has adopted
financial workout plans for these funds, which will eliminate the negative balances
over the course of several years.

> Debt Service and Debt Reduction Program

The 2003 budget does not include $900,000, step 5 for the City’s debt reduction
program. The debt reduction began with the 1999 adopted budget, is a plan to
reduce the City’s reliance on debt funding on-going public works capital needs. The
plan has called for an additional $900,000 in base funding each year for 10 years in
order to position the City for pay-as-you-go for capital expenditures. Since 1999, the
City has added $3.6 million for debt reduction, including the $900,000 in the 2002
budget. The adopted budget does not include this next step in light of the
considerable demands on the property tax in the next ten years (see “Demands on
the Property Tax Levy: Ten-Year Projection” discussion in this section.). The City is
continuing to pay down its internal debt in its internal service funds (see narratives
for the Self-Insurance, ITS and Equipment funds in the financial plan section of this
book).
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>

Infrastructure Investment

Property Tax Supported —Public Works. The 2003 adopted budget includes $16.7
million in funding for Public Works capital. From 1999 to 2003, $7.0 million of base
funding was added for the gap closure program. With these funding additions, the City
will be on track to fund 27% of the identified Public Works infrastructure gap by 2009 *2.

Below is a summary of the 2003-2007 adopted CIP for Public Works infrastructure
“gap” closure program.

Adopted 2003-2007 CIP for Public Works (in millions)

2003 2004 2005 2006 2007

Base Program $14.7 $14.8 $15.4 $14.7 $15.5
Infrastructure “Gap” Closure $2.0 $3.0 $4.0 $5.0 $6.0
Program

Total $16.7 $17.8 $19.4 $19.7 $21.5

Property Tax Supported—Park Board. The budget includes $2.6 million in funding
for Park Board capital. The Mayor and the Council support a future funding plan for
the Park Board that closes 27 percent of the previously identified $5.5 million annual
funding gap for park infrastructure by 2009. To achieve this goal $215,000 of
additional property tax levy will be added annually to the Park Board levy, for a total
of $1.5 million in additional annual funding by 2009.

The Mayor and Council support reducing the base property tax revenue for the Park
Board by the amounts added in 2001 and 2002 for Park Board capital purposes. In
2001 and 2002, $1.5 million was added each year to the Park Board base property
tax levy, totaling $3.0 million over this two-year period of time. The Park Board has
received the benefit of the additional $4.5 million collected in property tax levy over
this two-year period of time.

Adopted Park Board Capital Improvement Plan:

(In millions of dollars) 2003 2004 2005 2006 2007 2008 2009

Base Capital Funding™ $1.9 $1.9 $1.9 $1.9 $1.9 $1.9 $1.9
"Gap" Funding $0.2 $0.4 $0.6 $0.9 $1.1 $1.3 $1.5
Total Capital Funding $2.1 $2.3 $2.5 $2.8 $3.0 $3.2 $3.4

Utility Fee Supported. The budget includes funding in additional water and sewer
related infrastructure expenditures “gap closure” as planned. This investment
continues the City’'s commitment to closing the infrastructure “gap” for water and
sewer services. The water and sewer 5-year utility rate schedule approved as part
of the 2003 budget reflected this planned investment.

2 The 1997 State of the Public Works Infrastructure Report identified a $44 million property tax supported
funding gap for improving and maintaining public works infrastructure. The original plan was to fund 50%
of this gap over a 10-year period of time.

'3 The 2002-2006 adopted CIP includes $1,920,000 in net debt bond funding for the Park Board.
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>

Increased Pension Costs

Increased costs associated with two of the City’s pension funds, Minneapolis
Employee’s Retirement Fund (MERF) and Minneapolis Police Relief Association
(MPRA), had a significant impact on the City’s 2003 budget.

Minneapolis Employee’s Retirement Fund (MERF): While the City and MERF
members have been making the annual amount of contributions mandated by the
state, MERF members have been retiring at a faster pace and at higher costs than
originally forecasted by MERF actuaries.'® The City issued general obligation
(pension) bonds in November of 2002 to cover the estimated cost of retirements in
2003; additional bonds will have to be issued to cover these costs in the future.

Minneapolis Police Relief Association: The increase in the City’s contribution for
the MPRA is directly related to an increase in the Association’s unfunded liability. In
the past year, the fund’s unfunded liability has more than doubled, due primarily to
the negative performance of the equity markets. This has increased the fund’s
unfunded liability from $56 million in 2000 to $115.5 million in 2001", an increase of
$59.5 million. The 2003 adopted budget funds the incremental increase in the City’s
contribution to MPRA through bond proceeds in order to meet the Mayor and City
Council’'s adopted tax policy.

The 2003 adopted budget includes the funds necessary to make the debt service
payments associated with these bonds.

Targeted Reduction/Targeted Revenues

To balance the General Fund budget, departments developed targeted strategies for
cutting costs or targeted revenue increases. The adopted budget includes General
Fund reductions of $5.6 million, a net 2 percent reduction in operating expenditures.
In addition to identifying spending reductions, the 2003 budget includes $0.1 million
in additional non-property tax General Fund revenue options to balance the budget,
including new license fee proposals and additional reimbursement revenues.

Below is a summary by department of the general fund targeted expenditure
reductions, as well as the associated revenue strategies that were adopted by the
City Council. The Decision List (in this section of this budget document) contains the
strategies as submitted by the departments.

! The actuarial assumptions used by MERF are specified by state statute. These actuarial assumptions
used have not materialized and as a result have not reflected the actual number and cost of retirements.
® The City’s municipal contribution is based on the most recent completed actuarial valuation. The City’'s
2003 contribution is based upon the 2001 actuarial valuation.
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Targeted

Department Reductions
Police $ (2,100,000)
City Coordinator (Administration, Communications, Finance, HR, ITS) (1,148,000)
Public Works (698,000)
Fire (582,000)
Licenses/Inspections (180,000)
Planning (128,000)
Health and Family Support (110,000)
Civil Rights (100,000)
Other/Transfers (560,700)
Total $ (5,606,700)

Revenue
Revenue Changes Increase
Licenses and Consumer Services - increased fees $ 107,900
GRAND TOTAL $ 5,714,600

» Supplemental Funding

In addition, the 2003 budget includes $1.2 million to fund new initiatives in
Inspections and Police Departments, offset entirely by new revenue. Included in the
budget for Inspections is $300,000 for graffiti education, enforcement and removal
services. The Police Department budget includes $875,000 to respond to traffic
enforcement concerns throughout the City.
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Property Tax and Fee Changes for the 2003 Adopted Budget

» Property Tax Revenue
The 2003 adopted budget includes an $11.8 million increase in property tax
revenue, from $154 million certified in 2002 to $165.7 million in 2003. The City’s
property tax rate increased approximately 5.3 percent, from 62.23 percent to an
estimated 66.58 percent.

Property Tax Calculation (in millions of dollars)
2002 Adopted* 2003 Adopted*
Amount | % Change | Amount | % Change

Property Tax Revenue:
Gross Levy $147.9 | (9.7%) $165.7 | 7.6%
Net Levy $147.9 | 11.0% $165.7 | 7.6%
Less Fiscal Disparities Distribution | $25.0 23.0% $22.0 (13.4%)
Net Spread Levy $122.9 |8.9% $143.7 | 11.8%
Tax Base:
Gross Tax Capacity $282.0 | (22.3%) $296.5 |5.1%
Less Fiscal Disparities Contribution | $30.8 (34.3%) $34.0 10.4%
Less Tax Increment $43.0 (21.5%) $46.8 8.8%
Net Tax Capacity $208.2 | (20.3%) $215.8 | 3.6%
Tax Capacity Rate 0.5904 36.6% 0.6658 7.9%

*Notes: Percent changes based on actual numbers, not the rounded figures shown in the table
above. The net levy is before adjustments for anticipated delinquent taxes, which is estimated at
98 percent for budget purposes. 2002 adopted gross levy amount includes $4 million in an HRA
levy. The tax information listed under the 2002 Adopted column does not include the $3.5 million
MPRA pension levy. Included in the 2003 adopted gross levy includes approximately $520,000 in
an economic development tax abatement, $4 million in an HRA levy, $1.040 million in an MHPA
levy and $2.250 million in a Teachers’ Retirement Fund (pension) levy. Not included in the 2003
adopted gross levy is the projected Minneapolis Public Library referendum revenue of $450,000.
This referendum will be spread on market value, not tax capacity.

» Utility Fees

To fund investments for the City’s sewer, flood mitigation, storm water management,
and water treatment and distribution systems, the 2003 adopted budget combines
an increase in utility rates of $0.22 for water and $0.13 for storm water/sewer/flood
mitigation (SWSFM). This represents an 11.1 percent increase for water and a 4.1
percent increase for SWSFM.

18 This is the total amount of property tax governed by the City’s Board of Estimate and Taxation. This
figures includes the $4 million HRA/Chapter 595 levy, Minneapolis Teacher's Retirement, Minneapolis
Public Housing Authority, Minneapolis Police Relief Association and an economic development tax
abatement.
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» Solid Waste and Recycling Fee

The 2003 adopted budget includes a 75-cent increase in the per dwelling unit
monthly rate. This rate increase will allow the City to fully cover the cost of providing
solid waste services, including capital equipment replacement requirements. This
rate increase was anticipated in the previously adopted rate schedule for the Solid
Waste and Recycling Fund.

Property Market Values and Tax Base Highlights

Following is a chart from the City Assessor’s Office with estimated market values
and corresponding tax capacity by group. As the data shows, the City’s tax capacity
was greatly impacted by the 2001 legislative session and the resulting property tax
reform.

For Taxes Collected in 2003 %’

i 0 0

Group ZIC\)/IO;E;“\Z?J? % Total Chz:r)lge Tax Capacity % Total Chz:r)lge
Commercial  $4,985,935,400 19.2% (2.0%) $95,783,720 33.2% (2.2%)
Industrial $1,314,199,500 5.1% 14.5% $25,548,376 8.9% 14.9%
Residential $16,664,347,900 65.3% 15.4% $129,895,792  45.0% 10.6%
Apartment $2,633,849,100 10.3% 16.4% $36,973,301 12.8% (0.3%)
Other $17,216,600 0.1% 22.3% $225,921 0.1% 9.5%
Total $25,525,548,500  100.0% 11.6% $288,427,110 100.0% 4.9%

The data above does not include personal property, which is estimated to be
approximately $6,834,000 for 2003. With personal property included, tax capacity is
estimated to increase by approximately 5.2 percent, before deductions for tax
increment finance and fiscal disparities.

The following table of data provides the change in tax increment financing and fiscal
disparities contribution and distribution for taxes payable 2003.

For Taxes Payable 2003 *’

Gross Tax Capacity $288,427,000
+ Plus Personal Property $6,834,000
- Less Tax Increment Financing ($46,760,000)

- Less Fiscal Disparities Contribution ($33,999,000)
+ Plus Fiscal Disparities Distribution  $35,677,000

Net Tax Capacity $250,179,000

For purposes of calculating the property tax rate, the Fiscal Disparities Distribution is
not included. Instead, the revenue distributed to the City from Fiscal Disparities is

7 This information was the most current information provided by the City Assessor’s Office and Hennepin
County as of January 13", 2002.
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spread across the adjusted net tax base. The net tax base used to calculate the
City’s tax rate for the adopted budget is $215.8 million, a 3.6 percent increase from
2002 adopted to 2003 adopted.

Property Values and Tax Trends (provided by the City Assessor’s Office)

The 2001 tax bill enacted by the state legislature, made comprehensive changes to the
property tax laws. The way the state property tax system is set up, if the State reduces
the level of property tax for one property type through changes in the classification
system, the taxes shift to other property types. The same principle applies if market
values change for one property type but not another.

Different property uses pay tax at a different rate as a result of the State’s property tax
classification system. The taxes are a function of the market value taken times the
statutory class rate times the tax rate. The 2001 legislature made changes to the
property tax classification rates that reduced the rates for commercial/industrial
property, apartments and high valued homes.

In 2001, the State Legislature enacted a statewide property tax on commercial,
industrial and seasonal-residential recreational properties. The State of Minnesota now
receives 28.2 percent of the property taxes paid on those property types. Until recent
property tax reform, property taxes were collected and distributed exclusively at the
local level.

Minneapolis has historically had a strong commercial and industrial tax base. For taxes
payable in 1996, Minneapolis commercial and industrial property paid 54.7% of the total
taxes for the city with the central business district alone paying almost 40%. After
property tax reform, for taxes payable in 2003 this declined to 41.5% of the city total
with the central business district paying approximately 30%. The commercial/industrial
share of the City’s taxes is projected to continue to decrease to 34.1% in payable 2010.
Corresponding percentages for residential property (defined as 1-3 dwelling units) show
that this class paid 33.6% of the city’s taxes in 1986, increasing to 43.7% for payable
2003 and projected to be 56.3% in payable 2010. This represents almost a complete
reversal in the share of the City’s tax burden between the two property types.

The changes in distribution of tax base are a function of both market conditions and
changing class rates. Residential property has increased in value at a higher rate than
other property types in the past several years. The residential tax base grew 16.0% in
2000, 23.4% in 2001 and 15.2% in 2002. Similar increases in residential taxes have
been avoided because of the limited market value law. The 2001 legislature phased out
limited market value over a six-year period, with the final phase out in payable 2007.
Minneapolis has a differential of over $3 billion b