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LETTER OF TRANSMITTAL
Dear Citizens of the City of Minneapolis:
We are pleased to present the 2007 Adopted Budget of the City of Minneapoilis.

The 2007 Adopted Budget builds on many of the significant organizational and
financial changes that have occurred in recent years and continues the City’s
commitment to long-term financial and business planning. The adopted budget
is structurally balanced over the next five years, as indicated in the published
five-year financial direction.

This balanced budget reflects a continued willingness to make the difficult
decisions needed to address the City’s financial challenges. In addition to the
responsible allocation of one-time funds, including $3 million to reduce the
issuance of property-tax supported pension debt, the budget sets the City on a
path to address estimated losses of local government aid projected with the
decertification of some of the City’s tax increment districts in 2009.

The 2007 budget increases resources for public safety, including the addition of
43 police officers. The budget also includes $1 million for technology
enhancements related to public safety, including development of a long-term
technology plan.

Reflecting a broader view of public safety, the budget allocates additional
resources in more areas than the Police Department. This budget moves
toward a national standard of coverage for our Fire Department and provides
additional resources in the City Attorney’s Office. With this budget, the City’s
Computer Aided Dispatch program will become operational, including
resources for training our 911 operators on the use of this valuable tool.

With this budget, environmental and homelessness outreach functions will be
consolidated in the City Coordinator's department. Additional one-time
resources for enhanced efforts available in both of these areas are available in
this budget. The ability to track the effectiveness of these and other City efforts
will be enhanced with the addition of an analyst in the Coordinator’s office
dedicated to improving performance measurement in the City enterprise
through the Results Minneapolis efforts.

Development review services continue to be streamlined through the addition
of four positions in the Regulatory Services Department. The department is
also expected to continue its focus on nuisance properties with the addition of
resources focused on enhanced enforcement of code violations.
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This budget inciudes $1.2 miilion in one-time additionai resources for the Library Board to
provide a bridge for the Library Board to explore options that may assist them in securing
their long-term funding needs. Alternatives will be discussed this spring as the Library
Board continues these efforts.

The Financial Overview, which follows this Letter of Transmittal, provides details on the
City’s continued fiscal discipline and financial planning efforts. Project detail on the City’s
$475 million five-year program can be found in the “Capital Program” section of this

document.
Bdnen G Lnsr @wg/%

R.T. Ry Barbara Johnson Paul Ostrow
Mayor Council President Chair, Ways and Means/Budget

Respecifu
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Budget Principles

1. Secure the City's long-term financial health.
¢ Plan budgets based on ten-year outlook.
¢ Balance budgets across all funds.

no

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.

3. 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.

4. Provide choices and competition.
¢ Departments will provide business plans that include 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
independently of other projects.

5. Build in collaborative and transparent decision-making.
¢ Mayor will involve Council Members and independent agencies and boards in
the development of the budget. Employee suggestions and the citizen survey
will also be used.

6. 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.

7. 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.

City of Minneapolis — Budget Principles Council Adopted Budget
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How to Use This Document

The average printed 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 guide the reader 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:

Introductory Section

This section, found before the first tab,
includes lists of the City’s elected officials,
department and agency heads, the City’s
budget principles, and a City-wide
organization chart.

The Government Finance Officers
Association of the United States and
Canada (GFOA) presented a Distinguished
Budget Presentation Award to the City of
Minneapolis, Minnesota for the Annual
Budget beginning in January 1, 2006. In
order to receive this award (which is found
in this introductory section), a governmental
unit must publish a budget document that
meets program criteria as a policy
document, as an operations guide, as a
financial plan and as a communications
device. The award is valid for a period of
one year. The City believes the current
budget continues to conform to program
requirements, and will submit the 2007
Adopted Budget to GFOA to determine its
eligibility for another award.

The award for 2006 is the fifth such honor
the City has received in consecutive years.
Prior to the 2002 award, the City was last
recognized by the GFOA for distinguished
budget presentation in 1986. The City has
received the GFOA’s Certificate of
Achievement for Excellence in Financial
reporting for the Comprehensive Annual
Financial Report (CAFR) for thirty-four
years.

City of Minneapolis — How to Use This Document

Section 1. Table of Contents

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

Section 2: Background Information
This section contains a community profile of
the City of Minneapolis, including an
overview of the City’s history, economy,
population, and attractions. A map of
Minneapolis Communities and
Neighborhoods and descriptions of the
City's form of government are included in
this section. A chronology of financial
decision making for the City is also
included.

Section 3: Strategic Planning

The strategic planning section lists the set
of City goals and strategic directions which
was adopted by the Mayor and the City
Council in June 2006. The Citywide
strategic plan provides clear direction for
departments’ business planning efforts.
Annual budget process, dates for this year's
budget process, and a description of
integration of key processes follow. The
City’s financial decision calendar displays
the annual flow of these processes. Links
between the City goals and department
2007-2011 business plan goals are
described in this section.

Section 4: Financial Overview

The financial overview section summarizes
the key decisions and financial issues
addressed in this budget. This section

Council Adopted Budget



includes key charts and graphs which depict
the different portions of the City’s budget.
Key revenue trends are depicted. A chart of
the Minneapolis Tax Rates and Levies
appears in this section, as well as a
comparison of the Property Tax Rate and
Utility Rate Comparison between 2006 and
2007.

This section also contains a summary of
major decisions in the budget. Enterprise
level challenges are also included in this
section

Section 5: Financial Policies

This section presents the major financial
policies adopted by the City Council and
Mayor. Beginning with the 2006 budget,
administrative policies relating to the
operating and capital budgets are included
in this section. In the past, these policies
appeared as recurring footnotes to the
budget resolutions.

Descriptions of the major City funds are
included in this section, including a bird’s
eye view of the relationship between fund
types, revenue sources, expenditures and
departments/boards.

The section also includes the financial
planning and policy resolution regarding the
City's independent boards (2002), and the
resolutions which set priorities on the City’s
development resources (2003).

Section 6: Financial Plans

Financial plans for the City’s major funds
and business lines are found in this section
of the budget book. The Five Year Financial
Direction a begins this section. A summary
of the demands on the property tax levy and
elected officials’ actions to date are included
in this section.

For fund level plans, 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

City of Minneapolis — How to Use This Document

fund, historical financial performance, and
2007 expenses, revenues, transfers and
debt service.

Section 7: Financial Schedules

These schedules summarize transfers,
revenues by major category, expenditures
by fund and agency, the CDBG program,
Community Planning and Economic
Development program allocations, and Full
Time Employees (FTE’s) by department.
Summaries of major interfund transactions
are also summarized. These schedules are
referenced in the appropriation resolutions.

= Schedule One (Fund Summary —
Changes to Fund Balance) is a high
level view of the City’s funds, including
changes to fund balance.

= Schedule Two (Revenues by Fund
and Type) summarizes each fund’s
revenue sources by major categories.
A summary of all the City’s revenue
sources by major categories is
included at the end of this schedule.

= Schedule Three (Expenditures by
Fund and Agency) 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. The final two pages of
this schedule include a summary by
department in all funds.

» Schedule Four outlines the allocations
by grant for the Community
Development Block Grant, Emergency
Shelter Grant, Housing Opportunities
for People with Aids, the HOME
program, and the American Dream
Down payment Initiative (all U.S.
Department of Housing and Urban
Development grants.) A narrative
history of the grant and its obligations
are included at the beginning of the
schedule. For information on the
current consolidated plan for these
grants, please see the consolidated
plan publication available from the
office of Grants and Special Projects.

= Schedule Five is a summary of all
FTE’s by department and agency.

Council Adopted Budget



This schedule includes footnotes
explaining FTE changes.

= Schedules Six and Seven summarize
the Community Planning and
Economic Development department’s
housing and economic development
project allocations.

» Schedule Eight summarizes the
detailed purpose behind interfund
transfers in the City’s funds.

» Schedule Nine summarizes benefits
administration fees charged to each
department. These charges support
the work of the Human Resources
department.

= Schedule Ten summarizes Business
Information Services charges included
in each department’s budget. These
charges are based upon a rate model
beginning in 2005.

= Schedule Eleven lays out the
Equipment charges to each
department by the City’s Public Works
— Equipment Services division.

= Schedule Twelve displays the
charges to each department by the
City’s Public Works — Property
Services division.

= Schedule Thirteen displays a
potential allocation of existing revenue
to City Hall departments for rent. This
schedule is informational only. These
rent charges are not actually
implemented.

= Schedule Fourteen reviews the
General Fund Overhead allocation and
its staged implementation over the
next several years.

Section 8: Capital Program

This section outlines the 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.
Information about the City’s debt — the legal
debt margin, outstanding debt, amortization
of the debt, and the bond redemption levy —
is included in this section. A separate table
of contents and glossary are included for
this section.

City of Minneapolis — How to Use This Document

The program is also summarized by the
Commission, Board or Department which
submitted the request. Each major program
is also summarized. A five year total of the
capital program and the allocation of the
program are included. A presentation by
amount requested by the
department/agency, the Capital Long Range
Improvement Committee recommendation,
the Mayor's Recommend Budget, and the
Adopted Budget follows.

Section 9: City Council Operating
Departments

This section includes departments’ financial
summaries, including expenditures by type
(i.e. salaries, benefits, contractual services
and operating expenses) and fund. 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, links to City-wide goals,
and performance measures. These
summaries include a brief financial overview
of the department prepared by Finance
staff. Department’s organizational charts
are included in this section.

This is the largest section of the book
because it provides the most detail on a
department-by-department basis.

Section 10: Independent Boards and
Agencies

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

Section 11: Glossary

A 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.

Council Adopted Budget
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FY 2007 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 22 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 a 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 3.6 square miles (9.4 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,

1 the temperatures can reach -20°
(-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.

City of Minneapolis — Community Profile Council Adopted Budget



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 population. People of Asian
ethnicity make up 6.1% 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 — 40.3% 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 flourmills along the river evolved into the international corporations of Pillsbury,
Washburn Crosby (General Mills) and Cargill.

Currently, the ten largest employers in the Twin Cites Metro Area include the following
companies, most with major operations in Minneapolis:

Employer Approximate Total
Number of Employees
University of Minnesota 25,000
3M 12,200
Health Partners, Inc 9,600
Fairview University 8,000
Medical Center
Methodist Hospital 7,000
West Publishing 6,000
Medtronic 6,000
Park Nicollet 6,000
Health Services
United Parcel Svc 5,400
Piper Breast Center 5,300

State of Minnesota and US Government Employment Not Included

Source: www.acinet.org — State Profile - Minnesota — Largest Employers

As of 2005, the City’s largest employment sectors were:
Health care and social assistance (16%), professional and
technical assistance (11%), finance and insurance (10%),
and Educational service (9%). The fastest growing
employment sectors from 2000 to 2004 were real estate,
rental and leasing (28.9% growth, 1,330 new jobs) and arts,
entertainment, and recreation (11.7% growth, 501 new jobs.)
With twenty-one accredited colleges and universities, and
four ABA-accredited law schools, Minneapolis’ highly
educated workforce continues to be a driving force of a strong

Abbott Northwestern Hospital
in South Minneapolis
City of Minneapolis — Community Profile Council Adopted Budget
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Retail Sales in Minneapolis for the past four years follow:

Minneapolis
Year Retail Sales

(in billions)
2002 $6.06
2003 $5.55
2004 $5.57
2005 $5.81

Source: 2006 issue of Sales and Marketing
Management: Survey of Buying Power

Neighborhoods

Minneapolis has 81 residential neighborhoods offering 172,747
housing unitsﬁnneapolis is well known for its concerned and active
I citizenry whicl—fas engaged in partnerships with government and
business 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
estlmated 28,000, with prOJectlon of 30,000 by 2010. The majority of current residential projects
are located in downtown. In addition to downtown residents, more than 163,000 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 Commons, 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. In June of 2006, the Guthrie Theater
celebrated the opening of its brand new $125 million theater on the

banks of the Mississippi River on the northeastern edge of downtown.

. . . The Spoonbridge and Cherr
The City also boasts two world-class art museums, the Minneapolis sculpture, a Minnegapolis icon foind

Institute of Art and the new Walker Art Center, and is home to the at Minneapolis Sculpture Garden
internationally acclaimed Minnesota Orchestra. Neighborhood arts
activities—festivals, galleries and events—play a growing role in resident art participation.
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Education

Thirty-nine thousand students are enrolled in Minneapolis primary
and secondary schools. Non-public primary and secondary school
4 enroliment is about 7,000. The City offers several vocational training
and specialty schools. The main campus of the University of
' 1 Minnesota sits on the banks of the Mississippi just minutes from
y downtown. It is a major landgrant research institution with a long
M tradition of community and public service, and it ranks among the

_ top 20 universities in the U.S. It is also one of the largest. Total
enrollment in 2005 was 49,479. Other institutions of higher
' education in Minneapolis include: Minneapolis Community and
The Washington Avenue Bridge 1 €chnical College, Dunwoody Institute, Minneapolis College of Art
crosses the Mississippi Riverand ~ and Design, Augsburg College, Metropolitan State University, the

connects the University's Eastand  University of Saint Thomas, and the College of Saint Catherine.
West Banks

Sports and Outdoor Recreation

Three major league teams call Minnesota home. At the Hubert H.
Humphrey Metrodome, up to 55,000 fans can watch Major
League Baseball's Minnesota Twins in action. In the spring of
2006, the state legislature approved a plan for a $522 million
Twins stadium to be located in the Warehouse District of
Downtown Minneapolis, with construction scheduled to be T = it = '
completed in 2010. When the National Football League’s Hubert H. Humphrev Metrodome
Minnesota Vikings are in town, the Metrodome can seat 64,000 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.

Minneapolis residents not only watch sports, they participate as well. In
2005, Men’s Fitness magazine named Minneapolis “The Most Athletic
City”, “The City That Watches the Least TV”, and #13 on “The Most Fit
Cities” list. Playing in summer softball leagues, golfing, jogging,
swimming, playing tennis, biking or rollerblading around the City's lakes
are favorite pastimes. The City’s Park and Recreation Board maintains
87 miles of walking and biking paths. The City also maintains 396
sports fields, 183 tennis courts, ,

6 golf courses, and 11
supervised beaches. In the
winter, residents enjoy ice
skating, ice fishing, skiing, and
ice sailing. The City maintains
34 outdoor ice rinks. Early in
Minneapolis' development, the
land around five large lakes was dedicated to the public
as parkland. With one acre of parkland for every 60
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.
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MINNEAPOLIS COMMUNITIES AND NEIGHBORHOODS
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City of Minneapolis
FY 2007 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 adopted a Charter on November 2, 1920. Thirteen City Council
Members from individual wards and the Mayor are elected for terms of four years. There is no
term limit on these positions. 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 for the City Council’s 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 includes organizations for which the primary government
is financially accountable and 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.

¢ 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 built 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 state local
governmental aid to the MBC.

& - P
i ] ore 4

kit
[MUNICIPAL BUILDING
COMMISSION
&

¢ 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

City of Minneapolis — Form of Government Council Adopted Budget



Minneapolis Library Board annually select one of its members to serve on the BET. By
action of the City Council, or such other governing board of a department requesting the
sale of bonds, the BET 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 BET
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.

L

Minneapolis Library Board. The Minneapolis 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 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 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.

L

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 current tenants of the
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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 Community Planning and Economic Development Department, and
accepted by the cities of Minneapolis and Saint Paul under State of Minnesota laws. The
Community Planning and Economic Development Department'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) N R%
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 that entered into the Joint Powers
Agreement.

¢ Minneapolis Youth Coordinating Board. The Minneapolis Youth o 2 g
Coordinating Board (YCB) was established in the mid-1980s, in accordance ‘ dﬁ ’
with a Joint Powers Agreement entered into between the Hennepin County ‘:@ '
Board of Commissioners, the Board of Directors of Special School District &?ﬁ
No. 1, the Library Board, the Park Board, 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 delegations to the Minnesota State House and Senate and a Judge
assigned by the Chief Judge of the District Court.
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City of Minneapolis
FY 2007 Budget
Background Information

Chronology of Financial Decision Making

1994 Agreement between the independent boards and the City on
the division of Local Government Aid.

mid-late 1990’s Internal Service Funds deficits begin; COPS grant funds
police expansion.

1997 First efforts to quantify and fund the Public Works
infrastructure gap; attempt to increase pay as you go capital
funding and reduce bonding.

1998-2000 Positive stock market returns leads to a reduction in the City’s
levy requirement for police and fire relief.

2000 Library referendum passes; mayor and Council agree to
enhanced capital funding for the Park Board at a level above
funding for City projects.

2001 City loses AAA rating from Moody’s. Reason cited: internal

service funds.

2001 Stock market falls — convention center and parking fund suffer
directly from economic downturn; pension obligations escalate

2002 Adoption of maximum property tax increase policy; negative
outlook from Fitch rating agency

2003 Adoption of Five-Year Financial Direction and Commitment to
Business Planning; 2% Wage Policy; Local Government aid
Reductions

2003 City uses 8% tax increase and 2% wage policy to manage

employment costs during budget shortfalls
2004 Departments bring forward first five year business plans

2006 Fitch removes negative outlook; Moody’s maintains Aa1 citing
pent up internal demands for spending

City of Minneapolis Council Adopted Budget
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City Goals and Strategic Directions
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MINNEAPOLIS 2020 — A CLEAR VISION FOR THE FUTURE

Minneapolis is a vibrant and welcoming city that encourages learning and innovation and embraces
diversity. A mixture of accessible housing, jobs and educational opportunities creates a livable city and
stimulates growth. Neighborhoods give the comfort and safety of home while offering the connectedness
of community. Thriving commercial areas are linked by state-of-the-art transit and generous green spaces.
Renowned cultural and recreational activities entertain and inspire. Minneapolis is a valued state resource
and a city people enjoy visiting and calling home. The City’s future is shaped through thoughtful and
responsible leadership in partnership with residents and coordinated with a regional vision.

FIVE-YEAR GOALS

A SAFE PLACE TO CALL HOME
HOUSING, HEALTH AND SAFETY
In five years all Minneapolis residents will have a better quality of life and access to housing and
services; residents will live in a healthy environment and benefit from healthy lifestyles; the city’'s
infrastructure will be well-maintained and people will feel safe in the City.

STRATEGIC DIRECTIONS

A. GUNS, GANGS, GRAFFITI GONE

B. CRIME REDUCTION: COMMUNITY POLICING, ACCOUNTABILITY & PARTNERSHIP

C. LIFECYCLE HOUSING THROUGHOUT THE CITY

D. “GET FIT" AND MAKE HEALTHY CHOICES

E. YOUTH: VALUED, CHALLENGED & ENGAGED

ONE MINNEAPOLIS
EQUAL ACCESS, EQUAL OPPORTUNITY, EQUAL INPUT
In five years the gap will be closing for access to housing, health care, education and
employment; diversity will be welcome, respected and valued; the city’s middle class will be
thriving; there will be living-wage jobs or entrepreneurial opportunities for everyone; all residents
will have confidence in public safety services; and residents will have access to fair, open and
transparent decision-making.

STRATEGIC DIRECTIONS

A. CLOSE RACE & CLASS GAPS: HOUSING, EDUCATIONAL ATTAINMENT, HEALTH

B. MIDDLE CLASS: KEEP IT, GROW IT

C. EQuITABLE CITY SERVICES & GEOGRAPHICALLY PLACED AMENITIES

D. ELIMINATE HOMELESSNESS

E. DECONCENTRATE POVERTY

LIFELONG LEARNING SECOND TO NONE

SCHOOLS, LIBRARIES AND INNOVATION
In five years Minneapolis will provide a superior education for all students; literacy rates will be
increasing; everyone entering adulthood will have the knowledge and skills to earn a living wage;
educational resources will be a top priority; the city will fully realize the benefits of having
renowned educational and research institutions such as the U of M; the wisdom of the senior
population will be harnessed; and Minneapolis will be known as a center of ideas.

STRATEGIC DIRECTIONS

A. ALL KiDS READY-TO-READ BY KINDERGARTEN
EcoNOMIC ENGINE: GENERATING IDEAS, INVENTIONS & INNOVATIONS
21ST CENTURY SKILLS FOR ALL 21 YEAR-OLDS
EMBRACE THE U’'S OUTREACH & LAND-GRANT EXPERTISE
EDUCATION: STRONGER PARTNERSHIPS TOWARD BETTER RESULTS
TAP THE CONTRIBUTION POTENTIAL AND WISDOM OF RETIREES & SENIORS

nmoow
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CONNECTED COMMUNITIES

GREAT SPACES & PLACES, THRIVING NEIGHBORHOODS

In five years, Minneapolis will be a connected collection of sustainable urban villages where
residents will live within walking distance of what they need or of public transit; there will be a
connected network of transportation options; streets will be destinations; a mix of unique small
businesses will be thriving; and Minneapolis’ neighborhoods will have unique identities and
character.

STRATEGIC DIRECTIONS

INTEGRATED, MULTIMODAL TRANSPORTATION CHOICES BORDER-TO-BORDER

WALKABLE, BIKABLE, SWIMMABLE!

CUSTOMER-FOCUSED, OUTCOME-BASED, PERFORMANCE-DRIVEN DEVELOPMENT SERVICES
NORTHSTAR COMPLETED; CENTRAL CORRIDOR UNDERWAY; SW CORRIDOR FULLY-DESIGNED

STREETS & AVENUES: REOPEN NICOLLET AT LAKE; REVITALIZE BROADWAY & LOWRY; REALIZE
WASHINGTON BOULEVARD

moow»

ENRICHED ENVIRONMENT

GREENSPACE, ARTS, SUSTAINABILITY

In five years there will be plentiful green spaces, public gathering areas, celebrated historic
architectural features and urban forests in Minneapolis; lakes, rivers and the soil and air will be
clean; the city’s parks and the Mississippi riverfront will be valued and utilized; opportunities to
experience diverse cultures and the arts will abound; and usage of renewable energy will be
increasing.

STRATEGIC DIRECTIONS

ENERGY INTO RENEWABLE & ALTERNATIVE ENERGY

REPLANT, RESTORE, REVERE OUR URBAN FOREST

ARTS — LARGE & SMALL — ABOUND AND SURROUND

UPPER MISSISSIPPI PLANNED AND PROCEEDING

FuLLY IMPLEMENT THE CITY'S CULTURAL & SUSTAINABLE WORK PLANS

moow»

A PREMIER DESTINATION

VISITORS, INVESTMENT AND VITALITY

In five years Minneapolis will be the economic leader in the region with vast potential for growth
and development; investors will see Minneapolis as a sure thing; a distinctive mix of amenities,
entertainment and culture will be available downtown and in Minneapolis neighborhoods; people
who visit the city will want to come back; the city will be an attractive landing spot for people in all
life stages and will be well-positioned for the creative class; and the country will see Minneapolis
as a national treasure.

STRATEGIC DIRECTIONS

RETAIN & GROW BUSINESSES IN LIFE SCIENCES & THE CREATIVE ECONOMY
REPOSITION CITY IN MINDS OF REGION, STATE, NATION & WORLD
CLEANER, GREENER, SAFER DOWNTOWN

JoBs: BE A TALENT MECCA

LEVERAGE OUR ENTERTAINMENT EDGE ... HECK, BE EDGY!

moow»

This city vision for the year 2020, the five-year goals and the strategic directions were developed and approved by the
Minneapolis City Council in June 2006.
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City of Minneapolis
FY 2007 Budget
Strategic Planning

Annual Budget Process

The City of Minneapolis annual budget process integrates information from the City's Enterprise Priority-
Setting Process, Capital Long-Range Improvement Committee process and the Departmental
Performance Review process to establish annual resource allocations.

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 available in the second quarter 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. The Finance Department, the City Planning Department and the Capital Long-
Range Improvements Committee (CLIC) review capital improvement proposals. CLIC is the citizen
advisory committee to the Mayor and City Council on capital programming.

Strategic Planning

The City engages in citywide strategic planning every four years that results in citywide goals and
strategic directions. The citywide goals and strategic directions guide each department in developing
their business plans. In 2006, the elected officials participated in three sessions: goal and vision setting,
financial parameters review, and creation of strategic directions. These sessions resulted in a new
mission, five year goals, and strategic directions.

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 that 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.

Business Planning

Each department maintains a five-year business plan. Departments are responsible for providing status
reports on their plan each year as part of the budget process, based on the most current version of
citywide goals and financial forecasts.

City of Minneapolis-Strategic Planning Council Adopted Budget
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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.

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 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 late November or 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-Strategic Planning Council Adopted Budget
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Specific significant dates for 2007 budget adoption are as follows:

April 12 State of the City Speech

June 12 — Mayor will meet with each city department and the independent boards to
July 14review 2007 budget proposals and business plan updates.

July 17- Mayor finalizes the 2007 budget recommendation

Aug 15

August 15 Mayor’s 2007 Budget Recommendation presented to Council

Early Sept Board of Estimate public hearing on 2007 maximum property tax levies

Mid Sept Board of Estimate meeting to set the maximum 2007 property tax levies

Sept - Ways and Means Hearings on the 2007 Budget and Business Plans

Oct (schedule to be determined by City Council)

Oct Special City Council meeting to be called by the Mayor requesting Council action to

provide preliminary approval of the 2007 budget, if needed*
Late Nov Mark-up by Ways and Means Committee, with all Council Members invited to attend
Nov 30 Truth in Taxation public hearing 5:05 pm

Dec 11Truth in Taxation continuation hearing (if needed) 5:05 pm
2007 official Council budget adoption 5:05 pm

*The Mayor’'s Budget Recommendation may contain layoffs, which will necessitate implementation of the job bank by November 1, 2006 to
avoid even deeper cuts in 2007.
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FINANCIAL/BUSINESS DECISIONS CALENDAR

<—

January February March
Citywide Strategic Planning
(once every 4 years)
Elected
<+——  Official —>
Orientation
April May June
Citywide Strategic Departments prepare 2007 budget proposal and Part | of
<« Planning business plan for Mayor's consideration
(once every 4
years) Department meetings
with Mayor on 2007
Budget and Part | of T
the business plan
July August September
Council hearings on
Mayor presents Mayor's recommended
. recommended 2007 2007 budget, update to 5
Department meetings Budget and update to year financial direction,
< with Mayor on 2007 5 year financial and department
Budget and Part | of direction business plans (based
the business plan on Mayor's
recommended budget)
October November December
Council hearings on
Mayor’s recommended
2007 budget, update to
5 year financial Preliminary Adoption of 2007
direction, and budget budget and 5-year
department business adoption to financial direction
plans (based on Mayor’s provide for
Recommended Budget) potential Job
Bank
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INTEGRATING KEY CITY PROCESSES

Inputs:
Minneapolis Plan

Socioeconomic Trends
Key Financial Challenges &

Citywide

_ _ R Outputs:
financial projections Strateg | C City Vision
NRP PI .
_ ans Plannin City Goals
Resident Survey — g — Citv Stratedic Direct
Outcome Measures PrOCeSS Ty strategic Lirections

l

(Once every 4 years)

1

Department

Performance

Business
Measurement | )
(Minneapolis Marquee, Plannin g
Results Minneapolis, Process

Internal Department

: : 5 year time horizon
Discussion on Results) Gy )

Outputs:
Department Mission, Vision, and Values

Department Goals, Objectives and Tactics
Annual and/or Department Initiatives

<+—— Performance Measures, Data and
Targets

Enterprise Initiative Plans (EIM, LEP,
Sustainability Plan and Community
Engagement)

Resource Plans (Workforce, Finance,
Technology, Equipment and Space)

Outputs:

Results Articulated Within
Resources Allocated

Department Budgets Aligned
with City Goals, Financial Policy Budget Process

Direction, and Department
Business Plans
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City of Minneapolis
FY 2007 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: Citywide 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.

Citywide 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 toward achieving strategic goals.

In June 2006 the Mayor and the City Council adopted a new set of City Goals and Strategic
Directions. This work builds on previous City goals and a resolution establishing commitment to
business planning and five-year financial direction. 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
City’s strategic plan?”

Department Business

P|anning ‘what do we wantto How ane we 0oirg Subrnnit to council
. . " achiewe? to get there? = Drat S-year
The development of the Citywide = Trends & = dsion _QIEI_'rﬁr_ ety Edtics planz
H o ; challenges = [Goals & objectives for objectives submited to
strategic plan is intended to pI’C’)VIde . IDhts. aligned with Ciy *  Enterprise Council based
clear direction for departments customers & goals and straegic initigtices on higyars
f : expectaions directions = Department budget
business planning efforts. Through * Define »  Deparimert focus for initiatives *  Finalize Sovear
the strategic planning and budgeting partnerships UpComing year {optional) planz earhy
. zess ather . asures, daaan 2007
processes, departments have been Aasaes dth :”:rgm data and
given direction as to City priorities prewiding A
and their projected level of FEVEE / /‘
resources over the next several _f
years, and now have the opportunity | izl May Sl e fugust Eh e
to structure their business plans Y g Y
accordingly. A department’s Who are we’? Subrri =sion o Mavor Whiat resources
business plan will articulate the LS . BrEtHsshese Line Deverpton v
alignment of its services with the *  Business line cacatalclat _ ® Finance plan
Citywide strategic plan description AR T Ch Bok And oA R Dicne) » Workdorce plan
' (brief ) Ir.:ld.wms I:I1It; ';:.II:I Twrc.u.t 'F lee ' *  Technology
= [Organization L - Haa s ek 1ah plan
Departme st Focng For 2007 .
Business planning is a process that chart '.-'w.'ilatal:mculs Wil the Deparmenttake © meetFlve- *  Equipment and
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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
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strategic goals. A business plan addresses what the department does; what it is trying to
achieve; how to achieve it; what resources to use; and how it will know when it has been

successful.
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Long-Term Timeline for Business Planning

The City will be moving from asking departments to complete annual re-writes of their business
plans to the development of one five- year 2007-2011 Business Plan followed by expanded
annual budget submissions beginning in 2007 (for the 2008 budget cycle). The annual budget
submissions beginning in 2007 will include annual business plan status reports and serve as
departments’ annual articulation of progress and focus. This cycle is depicted below.

Jan | Feb [ March [ April [ May | June | July [ Aug | Sept | Oct | Nov | Dec
2006 c )
5-Year 2007-2011 Business Plans ouncit
Consideration
2007 2008 Budget and Council
Status Report C id .
2007 onsideration
2008 2009 Budget and council
Status Report C id .
2008 onsideration
2009 2010 Budget and Council
Status Report Consideration
2008
2010
Election

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
toward better integration of its City processes, the annual budget process should become more
straightforward. As noted in the long-term timeline for business planning (attached) the intent is
for the budget and business planning processes to be fully integrated starting in 2007.

As stated above, during the strategic planning process, departments are 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.

By including performance data in the budget process, the City expects to make better informed
budget decisions. 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.

In addition to incorporating performance measures into the budget process, the City has recently
begun an effort called Results Minneapolis. Results Minneapolis is a performance measure
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accountability effort whereby each City department stands before a peer review panel at least
semi-annually to discuss progress on the departments’ most critical outcome measures.

What is “Results Minneapolis?”

Results Minneapolis is a management tool Minneapolis city leaders use to monitor
progress and offer strategic counsel toward achieving the City’s recently adopted
five-year goals and 20-year vision. The six city goals are:

A SAFE PLACE TO CALL HOME - HOUSING, HEALTH AND SAFETY

ONE MINNEAPOLIS - EQUAL ACCESS, EQUAL OPPORTUNITY, EQUAL INPUT
LIFELONG LEARNING SECOND TO NONE - SCHOOLS, LIBRARIES AND
INNOVATION

CONNECTED COMMUNITIES - GREAT SPACES & PLACES, THRIVING
NEIGHBORHOODS

ENRICHED ENVIRONMENT - GREENSPACE, ARTS, SUSTAINABILITY

A PREMIER DESTINATION - VISITORS, INVESTMENT AND VITALITY

How does Results Minneapolis monitor progress?

A review panel of city leaders meets with a different department head each week to
track progress and discuss strategies on key performance measures. The discussions
are meant to be probing, informative and at all times constructive. By regularly
tracking performance data at “progress conferences,” city leaders can identify areas
where the City is excelling, as well as opportunities for improvement.

How does Results Minneapolis help us to meet goals?

Monitoring performance helps city decision-makers to be more effective by providing
the information they need to proactively implement management changes for
improved results. Results Minneapolis ensures that all managers are focused on
achieving common outcomes and resources are aligned with the greatest needs of
the City.

Why does the city need Results Minneapolis?

In a word — accountability. After several years of business planning and
performance measurement at the City, Results Minneapolis provides the next step in
institutionalizing a results-focused, accountable and more transparent government.

How was Results Minneapolis developed?

Results Minneapolis is patterned after the Citistat program, a nationally recognized
accountability tool pioneered in Baltimore. The method was originally based on
ComsStat, which was developed by the New York City Police Department and helped
reduce crime through accountability sessions.

How can | get more information about Results Minneapolis?
Information about city goals and department business plans is available at:
http://www.ci.minneapolis.mn.us/results-oriented-minneapolis/
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City of Minneapolis
FY 2007 Budget

Department 2007-2011 Business Plan Goals
and Related City Goals

CiTY GOALS REFERENCE KEY:

Goal 1 Safe Place to Call Home
Goal 2 One Minneapolis
Goal 3 Lifelong Learning Second to None
Goal 4 Connected Communities
Goal 5 Enriched Environment
Goal 6 A Premier Destination
Department Department Goals Related City
Goal(s)
911 Improve effectiveness & efficiency of 911 & 311 business Q
processes
Semper Paratus (always ready) for 911 é @
Ensure a highly qualified, trained and diverse workforce in 911 m
and 311 @‘*
Expand 311 Center services; ensure it becomes THE de facto A | A
non-emergency gateway for city information and services -
Assessor Provide value-added services to taxpayers m
e
Improve the efficiency and effectiveness of business processes m
Maintain a competent, positive and fully staffed workforce
Attorney Reduce crimes that occur in the City

Improve efficiency and responsiveness of the criminal justice
system.

:

Continue active collaboration with neighborhoods on community
justice

=l
&y
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BIS

Lead change and improve business process outcomes

Ensure business of BIS runs smoothly and effectively

Implement technology solutions that meet business and citizen
needs

Provide cost effective, efficient and reliable information and
consultation services

Clerk

Provide administrative services to the City Clerk and Council
offices, City boards and commissions

Create an atmosphere that honors the unity, commitment,
diversity and professionalism of our workforce and the public

Increase access to information

Provide cost effective and efficient copying and bindery services
for City departments

Meet the voting needs of residents relating to the election
process

Facilitate voter participation

Generate revenue

Guide the City’s management of electronic and paper records to
comply with State and Federal regulations

Civil Rights

Enforce the Minneapolis Civil Rights Ordinance prohibiting
discriminatory practices

Conduct investigations under Title 9, Chapter 172 of the
Minneapolis Civilian Police Authority Ordinance

Enhance relationships with advisory councils, community
groups and other stakeholders in order to advocate for social
justice and systems change

Insure equal and timely access to City Services, Decision-
making Processes and Resource Opportunities
for all customers

Enforce the Minneapolis Civil Rights ordinance investigating
and eliminating the underemployment of protected classes with
our marketplace

Proactively support workforce diversity in the City of
Minneapolis by establishing and monitoring employment hiring
goals

Communi-
cations

Effectively tell the City’s story to its internal & external
customers
Enhance and standardize community engagement practices
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Enhance and standardize community engagement practices
(continued)

Coordinator

Shape, monitor progress, and support the implementation and
achievement of the City’s goals and strategic directions

The City’s management practices are continuously improving,
and outcome and customer focused.

Convene, coordinate and strategically manage multi-
jurisdictional and inter-departmental efforts to successful
outcomes.

CPED

Promote private sector growth to build a healthy economy

Plan and develop a vibrant, sustainable community

Develop and preserve life-cycle housing throughout the City

Promote economic self-sufficiency for individuals and families

Partner effectively to promote regional growth and investment

Finance

Ensure the City’s financial stability through informed decision
making, aligning with the City priorities

Improve efficiency and effectiveness of Finance department by
improving the business processes and the workforce

Fire

Provide effective customer service

Reduce risk to employees
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Reduce risk in the community

Provide good value to the taxpayers

Health & Improve infant & child health m‘
Family P -
Youth development and violence prevention =
Improve teen & young adult sexual health
Increase exercise & healthy nutrition
Assure maintenance of healthcare safety net for underserved
populations
Assure preparedness for public health emergencies — today and
into the future
Human The City of Minneapolis has a work environment and diverse
Resources | workforce that fosters success
Provide departments the information and strategic support they
need to make informed and timely business decisions
Assist departments in the hiring and development of a workforce
to achieve City, department and individual goals
Provide the City and its employees a competitive compensation
program
Intergovern- | Resources will be found to fund all city priority projects
mental
Relations

Grant funds will be used to expand opportunities for all city
residents

In 5 years there will be a 50% reduction in homelessness,
ultimately transitioning our system from one that manages
homelessness to one that ends homelessness for singles,
families and youth by the end of 2016
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Maximize the positive impact of legislation to the city

Police

Prevent and reduce crime

Ensure effective prosecutions

Increase community satisfaction with their police department

MPD culture promotes satisfaction, professionalism and
professional growth

Public Works

Integrate Department operations with enterprise-wide initiatives

Improve efficiency and effectiveness of overall business
practices

Maintain customer centric business approach with internal and
external customers, and employees

Protect and enhance livability, safety and environmental
conditions of the City

Maintain/enhance the City’s infrastructure (including facilities,
equipment, streets, traffic, water systems, and sewer systems)

Regulatory
Services

Customer focused services

Efficient, effective delivery of services

Safe and productive work environment
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INTRODUCED BY CouNcIL MEMBERS OSTROW, JOHNSON, AND LANE

CouNcCIL RESOLUTION ESTABLISHING COMMITMENT TO
BUSINESS PLANNING AND FIVE YEAR FINANCIAL DIRECTION
(January 31, 2003)

Whereas:

o The Council adopted and the Mayor approved a long-term (year 2010) property tax
policy, which established the maximum annual revenue to be provided for from the
property tax.

e The Council and Mayor adopted budget principles, which support long-term financial
planning.

e The Council and Mayor want to provide financial resource direction, within the limits
of the adopted tax policy, to departments as input into developing long-term (five-
year) operating plans for the businesses of the City.

e The Council and Mayor believe that departments will be able to prepare better work
force plans, and communicate anticipated service activity levels if they have better
information on what to anticipate with respect to future resources.

Now Therefore Be It Resolved as Follows by the City Council:

e The City departments will prepare business plans with a five-year planning horizon.
In connection with the 2004 budget, all departments will have a plan completed by
year-end 2003. Each of these plans will be presented to the Mayor and Council for
review and approval by no later than the end of First Quarter 2004.

e The Mayor, Council President, and Chair of Ways and Means/Budget Committee,
and the Ways and Means/Budget Committee will provide specific direction to the
departments concerning process, form, and time-line for completion of business
plans.

e The City departments’ business plans will reflect the allocation of general city
revenues and property tax revenue provided for in the financial schedules included
as an integral attachment to this resolution.
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City of Minneapolis
FY 2007 Budget
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City of Minneapolis
FY 2007 Adopted Budget

Financial Overview
Prepared by the City of Minneapolis Finance Department

The 2007 Adopted Budget for all City funds remains at $1.24 billion with a slight 0.4% increase in
spending from the 2006 Adopted Budget.

When including transfer expense between City funds, the total Adopted Budget is $1.34 billion.
This represents a decrease of $3.9 million or 0.29%.

Major Highlights

The 2007 Adopted Budget builds on many of the significant organizational and financial changes
that have occurred in recent years. It is important to be aware of these major changes when
making comparisons between budget years.

The major changes include:

The Adopted Budget maintains the financial discipline of the 8 percent property tax
levy and the 2 percent limit on wage growth for all unsettled labor contracts. This
sets the parameters for the level of spending for all departments in the five-year financial
direction. Ongoing budget pressures make this continued financial discipline critically
important.

The Adopted Budget reflects a decrease in Local Government Aid. The City of
Minneapolis LGA total for 2007 is $83.98 million, a $10 million decrease from the prior
year. Of the $10 million decrease, $8.1 was one time funding for 2006, and $1.9 million
resulted from a change in the formula to calculate a City’s share of LGA. The Adopted
Budget includes a reduction of $400,000 in Local Government Aid over the level planned
in the five-year financial direction. The City’s portion is reduced by $300,000 in 2007.

Citywide LGA 2002-2012
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The Adopted Budget prioritizes pay down of pension debt. As a result of reducing
and paying down pension debt, an additional $7.6 million in property tax revenue is
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available in the General Fund. Further, the Adopted Budget commits $3 million in one-
time resources to reduce the need for issuance of property-tax supported pension debt.

e The Adopted Budget plan from 2008 to 2012 contains updates to department
resources. The Adopted Budget's five-year financial plan maintains structural balance in
all five years. Estimated changes related to revenue loss from the decertification of TIF
districts is now included in 2011 and beyond.

City Spending
Below is a summary of the 2007 Adopted Budget by major spending categories, which includes
transfers between funds and the independent boards.

City of Minneapolis
Total Expense Budget — Use of Funds
2007 Adopted Budget
$1.3 billion

City Coordinator
5% City Attorney
1%

Interfund Transfers

Other Boards 7%

1%

Park Board

6%

Library Board
2%

Community Planning
and Econ Dev't
13%

Convention Center

Capital Improvement 3%
7% Fire

4%
Health & Family

Support
1%
Debt Service Regulatory Services
11% 2%
Police Department
9%
Other City Services
1% Public Works
20%
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City of Minneapolis Expenditures by Service (in millions of dollars)

2006 2007

Adopted Adopted

Budget Budget
City Coordinator (excluding Regulatory Services)1 $ 68.1 $ 67.8
Attorney 12.6 12.9
Community Planning and Economic Development 180.8 176.2
Convention Center 35.9 35.5
Fire 50.5 52.1
Health and Family Support 12.9 13.6
Regulatory Services 25.4 25.7
Police 115.5 119.7
PW - Field Services 29.2 31.7
PW - Sewer, Stormwater, Flood Mitigation 43.9 45.5
PW - Solid Waste and Recycling 27.8 28.6
PW - Transportation 534 55.2
PW - Water Treatment and Distribution 43.3 42.1
PW - Other (includes Internal Services) 71.0 69.8
Public Works Subtotal $ 2686 $ 273.0
Other City Services? 14.1 15.2
Other® 70.3 87.9
Debt Service (including Enterprise Funds)4 150.0 144.2
Capital Improvement (including Enterprise Fund Capital) 114.9 99.6
Subtotal $ 1,1195 $ 1,123.3
Independent Boards:
Library Board 22.0 23.7
Park Board 83.8 84.6
Youth Coordinating Board 2.5 2.0
Other Boards® 10.1 9.8
Subtotal $ 1185 $ 1201
Total Expenditures (without Transfers) $ 1,238.0 $ 1,2434
Transfers to other funds 106.7 97.7
Total Expenditures with Transfers $ 1,344.7 $ 1,341.0

Note: See “City Council Operating Departments” and “Independent Boards and Agencies”
sections in the budget document for further explanation of changes between years.

! Includes Human Resources, Finance, 911/311, Intergovernmental Relations, Communications, and BIS.

2 Includes Assessor, City Clerk/Elections/Council, Civil Rights and Mayor.

% Includes Nondepartmental, Health and Welfare, Workers' Compensation, Liability, Contingency and pensions.
“ Does not include debt service paid directly from proprietary funds or by independent boards.
® Includes Neighborhood Revitalization Program, Board of Estimate and Taxation, and Municipal Building Commission.
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City Sources of Revenue
Below is a summary of the 2007 Adopted Budget revenues by major category.

City of Minneapolis
Total City Revenue Budget — Source of Funds
2007 Adopted Budget
$1.4 billion

Charges for
Service
31%

Charges for Sales

Franchise Fees 2%

2% Licenses and
Federal Permits
0,
Government _ 2% _
4% Fines and Forfeits
1%
Special
State Government Assessments
9% Rents 1%
4%
Sales and Other Other
Taxes 6%
4%
Tax Increment ]
Property Taxes Operating
Transfers In

5%
12%

Property Taxes
17%

In 2007, the City of Minneapolis projects $1.4 billion in revenue from a variety of sources. lItis
important to note that many of the City’s revenue sources are restricted, meaning they are
required to be spent in defined areas or on specific programs or projects. This limits the City’s
ability to apply the revenue to other departments or programs. The City charges fees for services
such as water, sewer and garbage pickup, but State law requires that these fees be no higher
than the cost of providing those services. For example, the City cannot raise water bills to pay for
Citywide police services.

Grants and transfers from the Federal Government and other units of government are also
usually designated for specific needs and purposes. If the City does not spend such grants for
their designated purpose, the City will not receive the grants. Some cities increase their revenues
through assessments, which are also tied to specific purposes like street or sidewalk
maintenance. Bond proceeds must go to purposes for which the debt was incurred. Sales tax
revenue is dedicated to the Convention Center by State law. Like many Minnesota cities,
Minneapolis pays for other City services (police, fire streets, parks, libraries, etc.) with property
taxes and LGA.
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City of Minneapolis Revenue by Major Category (in millions of dollars)
2006 Adopted 2007 Adopted

Budget Budget
Property Taxes® $ 2109 $ 228.3
Tax Increment Property Taxes 67.9 72.3
Sales and Other Taxes 55.2 56.7
State Government 142.3 118.0
Local Government 5.9 9.1
Federal Government 46.4 48.3
Franchise Fees 22.3 27.1
Charges for Service 391.6 417.0
Charges for Sales 19.0 31.8
Licenses and Permits 25.9 27.0
Fines and Forfeits 11.3 11.3
Special Assessments 20.8 13.3
Interest Income 2.9 1.3
Rents 53.4 54.4
Other? 108.9 75.3
Subtotal $ 1,1846 $ 1,191.1
Transfers from Other Funds 147.6 159.2
Total Revenues® $ 1,3322 $ 1,350.4

Franchise fees are paid by various utility companies for their use of City rights-of-way.
Franchise fees are a percentage of total utility revenues. Therefore, the City’s collections vary
directly with the paying utility’s gross revenues.

There are four franchise agreements which provide revenue for the City:

The franchise agreement with Xcel Energy for electricity requires payment of 5% of gross
revenues for residential service customers, 3% of gross revenues for commercial/industrial
customers, and 5% of gross revenues on small commercial/industrial customers. This franchise
agreement expires on December 31, 2014. For 2007, the City is anticipating $13.5 million in
revenues from this agreement. Xcel does not provide natural gas services in Minneapolis.

The franchise agreement with CenterPoint Energy requires payment of 4.25% of gross revenues
for residential buildings with four units or less, 5% for small commercial/ industrial/firm or
interruptible customers, and 3% for large volume interruptible customers. This franchise
agreement expires on December 31, 2015. For 2007, the City is anticipating $11 million in
revenues from this franchise agreement.

The City also has two smaller franchises. The bus stop advertising franchise generates
approximately $110,000 in revenues. The City’s cable franchise is anticipated to generate
$2.5 million from cable television service in 2007.

The 2007 Adopted Budget anticipates the total franchise fee revenue to reach $27.1 million, $4.8
million higher than the 2006 Adopted Budget. This is a return to 2005 levels.

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

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

® Total expenditures do not equal 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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Budget by Fund

The City uses different “funds” to account for expense and revenue associated with the various
services provided. The General Fund, where the City accounts for most property tax supported
services, represents 25 percent of the 2007 Adopted Budget, as compared to 24 percent in 2006.

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 sanitary sewer services, stormwater
management, flood mitigation, water treatment and distribution, solid waste and recycling, and
parking.

Internal Services Funds are similar to Enterprise Funds in that they are used to account for
business-like services that the City provides. However, Internal Service Funds’ primary customer
is other City departments. Internal services include such services as information technology,
equipment rental (e.g. police squad cars and fire equipment), facility fees and workers
compensation insurance.

Other Funds includes Special Revenue Funds where the 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 the Board of Estimate and Taxation, Library, Park, Minneapolis
Public Housing Authority, Neighborhood Revitalization Program, Municipal Building Commission,
and Youth Coordinating Board.

City of Minneapolis Budget by Fund (in millions of dollars)
2006 Adopted 2007 Adopted 2007 as %

Budget Budget of Total

Expenditures:
General Fund $ 3185 $ 327.9 24.5%
Enterprise Fund $ 280.0 $ 285.3 21.3%
Internal Service Fund $ 1744 $ 194.3 14.5%
Special Revenue Fund $ 183.0 $ 164.2 12.2%
Capital Projects Fund $ 1524 $ 132.2 9.9%
Debt Service Fund $ 118.0 $ 117.0 8.7%
Independent Board Funds  $ 1185 $ 120.1 9.0%

$ 1,344.7 $ 1,341.0 100.0%
Revenues:
General Fund - City $ 3185 $ 327.9 24.3%
Enterprise Fund $ 2776 $ 282.7 20.9%
Internal Service Fund $ 173.1 $ 204.5 15.1%
Special Revenue Fund $ 1921 $ 171.4 12.7%
Capital Projects Fund $ 140.7 $ 126.2 9.3%
Debt Service Fund $ 1124 $ 120.0 8.9%
Independent Board Funds  $ 1179 $ 117.7 8.7%

$ 13322 $ 1,350.4 100.0%
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Spending by Major Categories

A significant amount of the City’s budget is spent on personnel, almost $400 million or 30 percent
of the total budget. The 2007 Adopted Budget includes an overall increase of almost 19
budgeted full-time equivalent positions; this represents less than a 1 percent increase in
positions.

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

2006 Adopted 2007 Adopted
Budget Budget

Full-Time Equivalent Positions 5,635 5,653
Expenditures:

Personnel $ 397.6 $ 399.1
Non-personnel 414.6 451.2
Capital and Equipment 168.2 140.5
Debt Service 189.3 180.4
Transfers 175.0 169.8
Total Expenditures $ 1,344.7 $ 1,341.0

City of Minneapolis
Total City Budget — Expenditures by Category
2007 Adopted Budget
$1.3 billion

Transfers
13%

Personnel
30%

Debt
Senice
13%

Capital and
Equipment
10% Non-
personnel
34%
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Major Budget Pressures:
» Growth in personnel costs

Salary and Wages. The 2007 Adopted Budget includes a slight increase in total personnel
expenditures from $398 million to $399 million; this represents less than a 1 percent increase
from the 2006 Adopted Budget. For City positions, not including the independent boards,
growth in salary and wages are budgeted at 2 percent for bargaining units without settled
labor contracts.

Benefits. Health and dental insurance expenditures are budgeted to increase from $43.7
million to $47.1 million, a 7.8% increase. This estimate is based on experiences related to
current plan design and competitive procurement processes.

» Funding for Internal Services Funds workout plans
During the 1990’s, due to other external demands, the revenue to support these internal
services did not keep pace with the growth in expenditures. Significant negative cash
balances resulted because of annual expenses exceeding revenues. At year-end 2005, the
City’s Internal Services Funds had combined negative net assets of $22 million, as compared
to a negative $29 million in 2004. While the balance is still negative, the position of the funds
is showing marked improvement over the 2000 net asset deficit of $54 million. Additionally, in
2005, the three Internal Service Funds that have adopted workout plans (Equipment,
Intergovernmental Services & Self-Insurance) all had positive cash balances at year-end,
most of them ahead of schedule.

Status of Workout Plans (in millions)

Original
Cash Target Year-End

Adopted Deficit Goal Date Status
Self-Insurance 2003 (8.1) 0.0 2007 1.8
Equipment* 2001 (16.6) 0.0 2006 1.2
BIS 2000 (12.9) 0.0 2010 0.3
Internal Service Fund Total (37.6) 0.0 3.3
Parking Fund** 2004 (8.6) 10.0 2010 (13.5)

*Status excludes bond cash.
**Parking fund deficit had been projected to grow to $69.2M by 2010

The 2007 Adopted Budget includes an additional $2.2 million in funding for internal City
services: self insurance, equipment services and information technology services (e.g.
workers compensation, general liability, squad cars, fire trucks and computers). The adopted
financial workout plans for the Internal Services Funds will result in continued planned
improvements in net assets and cash balances for these funds over the next few years. The
2007 Adopted Budget will meet the financial goals of the three adopted plans.

»  Parking Fund Financial Plan
The 2007 Adopted Budget reduces the transfer from the City’s Municipal Parking Fund to the
General Fund by $1 million. This decrease is in line with the adopted Parking Fund financial
plan, which was developed to address the cash deficits in the fund.

City of Minneapolis — Financial Overview Council Adopted Budget



Funding for Physical Infrastructure

Five-Year Capital Program Totals: For 2007 — 2011, the five-year capital program for City
departments, independent boards and commissions totals $474.7 million including all funding
sources. The 2007 portion of this program is $84.4 million.

Property Tax Supported — Public Works: The 2007 Adopted Budget includes $8.7 million in
property tax supported (net debt bond) funding for Public Works capital. Below is a summary of
the 2007 -2011 funding for the Public Works infrastructure program, including Park related
improvements mentioned below.

Property Tax Supported Capital for Public Works (in millions)

2007 2008 2009 2010 2011
Net Debt Bond funding $8.7 $7.9 $9.8 $11.4 3$13.2

Property Tax Supported - Park Board: The 2007 Budget includes $1.6 million in property tax
supported funding for Park Board capital projects and $1.1 million in the Public Work’s capital
budget for Parkway Paving Improvements and Parkway Street Lighting Improvements. Below is
a summary of the 2007 — 2011 property tax supported funding for Park Board capital. The
amounts include a Park Board capital levy, which grew by $215,000 each year since 2003 to $1.5
million in 2009 and future years.

Property Tax Supported Capital for Park 2007 2008 2009 | 2010 | 2011
Board (in millions)

Parkway Street Lighting — Public Works $0.4 $0.3 $0.1 $0.2 $0.3
Parkway Paving — Public Works 0.7 0.5 0.5 0.9 0.9
Park Board Capital Requests 1.6 1.6 1.6 1.6 15
Total Park Board Improvements $2.7 $24 | $22| $2.7| $2.7

Utility Fee Supported Capital: The 2007—- 2011 budget includes funding for additional water
and sewer related infrastructure expenditures. The rate of capital spending on Water and Sewer
capital improvements is being managed to allow for the same planned increases for water but
higher stormwater and sanitary sewer rates than had previously been planned due to increased
capital expenditures in response to Metropolitan Council demands for less “clean” water in the
Sanitary System. The water and sewer five-year utility rate schedule approved as part of this
budget reflects this planned investment.

Relationship between the Capital and Operating Budgets: As part of each capital budget
request, departments and independent boards are required to identify whether the capital request
will result in an increase or decrease in operating costs. As part of the 2007-2011 capital
submittals, operating costs were given a high priority by the CLIC ranking process.

Funding for Pension Liabilities

Minneapolis Employee’s Retirement Fund (MERF), a closed fund:
The City began issuing general obligation pension bonds in December of 2002 to cover costs
of MERF retirements; additional bonds were issued in 2003. The 2007 Adopted Budget
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includes funds necessary for the debt service on these bonds. The 2006 legislative session
did not adopt legislation (the MERF Liquidity Trigger) that would provide relief from pre-
payment requirements to this fund. The 2007 obligation to MERF is anticipated to be
approximately $33.5 million. This will be financed through the property tax levy ($2.4 million),
the use of cash ($7.1 million), and the issuance of bonds ($24.0 million).

Minneapolis Police Relief Association (MPRA), a closed fund:

Legislation passed during the 2005 legislative session extended the amount of time the City
has to fully fund this plan’s liabilities by ten years. The result was a lower upfront annual City
contribution that increases over time and extends for a longer period. The City’s contribution
to MPRA for 2007 is a tax levy of $3.6 million. An additional $2.7 million will be required for
debt service on the $53 million of MPRA bonds that were issued in 2002-04 that would
otherwise have fallen on the levy. The City's 2007 overall contribution related to MPRA for
the levy and debt service is $6.3 million.

Minneapolis Fire Relief Association (MFRA), a closed fund:

In 2005, the City resumed contributions to the MFRA. Another of the City's closed pension
funds, the MFRA was previously 100 percent funded, which meant that the City did not need
to make annual contributions. The stock market downturn in 2001-2003 resulted in
investment performance that reduced the funding level for the MFRA. The adoption of a new
mortality table resulted in an increase in the unfunded liability and the City’s annual
contribution obligation. The City’s 2007 contribution to MFRA is provided by a tax levy of $3.1
million.

Teacher’s Retirement Association (TRA):

The 2006 Legislative session combined the Minneapolis Teachers Retirement Fund
Association (MTRA) with the State’s Teachers Retirement Association. As part of the
legislation the City was required to redirect its annual MTRA $2.25 million tax levy to TRA.

Public Employees Retirement Association (PERA):

The 2005 Legislative session increased annually the employee’s and employer’s contribution
levels starting January 1, 2006. For 2007 the employer’s level in the coordinated plan moved
from 6.00% to 6.25%. The police and fire plans’ employer’s level moved from 10.5% to
11.7%. The estimated incremental cost to the City in 2007 is $1.9 million which is covered in
the budgets of the departments where the employees work.

Funding for debt obligations for voter-approved Library Referendum Central
Library and Community Libraries
Starting in 2003, the market value based property tax levy to pay the debt service associated
the referendum approved $140 million of debt has been levied. As the debt issuance has
taken place the levy amount has increased. For 2007, the levy amount will be $ 9.3 million.
This is a $ 1.2 million increase from 2006 level of $8.1 million.

Enterprise Challenges

In the course of the City’s annual business and strategic planning process, City departments
review and document the most significant trends and challenges affecting their work. While some
of these issues are very specific to department business, several enterprise-wide themes
emerge. A digest of enterprise challenges follows:
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Demographic Changes

Diversity of City residents (minority and immigrant populations) is growing faster than any other
city in Minnesota. Minority populations make up 29 percent of adults aged 18-64 years. Foreign-
born residents have increased 2.5 times since 1990, posing language barrier challenges for all
departments that touch the public directly. Nearly all departments note a need for improved focus
on providing service to limited-English proficient residents. Minneapolis’ over-age-65 population
is also increasing. An increase in our older population may pose additional health and
accessibility challenges in the future.

Technological Complexity and Increased Demand for Technological Solutions

Departments note an increased technological savvy of customers, and as a result, increased
demand of technological approaches to customer service. In order to provide competitive service
to customers, technological needs have become more complex and demanding. This translates
into additional costs for new equipment and in particular, increased maintenance costs.

Examples include the new Computer-Aided Dispatch system, which could require significant
maintenance costs (18-20% of software license costs). Also, assistive voting technology
enhancements will likely need to be maintained by the City, the full financial impact of which is not
yet known. Other examples include increased use of cameras in law enforcement, and a drive
toward enterprise-wide technologies for use in business process re-engineering.

Regulatory Complexity / Unfunded Mandates

Departments have noted increased complexity of protocols and regulations at many levels. Civil
Rights notes increased complexity of investigation protocols. Regulatory Services cites state
codes, protocols, and building standards that are placing additional strains on the workload of
inspectors. The City Clerk notes additional election requirements as a result of the 2002 Federal
Help America Vote Act. Additionally, public safety departments face legislative-directed or
nationally developed standards, training, or operating procedures. Departments indicate a need
for increased and improved employee training, possibly placing short-term strain on productivity,
to address these complexities.

Reliance on Tenuous Inter-Governmental Funding

Reliance on tenuous funding from state and federal entities for some important City programs
complicates the management and planning for these programs, and for the outcomes they hope
to achieve. Federal support for Community Development Block Grant and Empowerment Zone
funding was threatened this past year, placing programs that rely on this funding in jeopardy.
Local Law Enforcement Block Grant funding, used in part to fund positions in the City Attorney’s
office, is unpredictable. Local Government Aid from the state has been unpredictable with
statewide reductions and year-to-year fluctuations. The uncertainty that surrounds these funds
drains time and energy of City managers from administering programs to the best outcomes
possible.

Health programs have also faced state and federal cuts recently. Medicare eligibility cuts, State
of Minnesota public health care cuts, and reduced funding in early childhood and youth
development affects the ability of City departments to project the health of residents. Finally,
Health and Family Services has noted that ideology, not science, have been more strongly
influencing funding decisions for health programs.

Homeland Security
Ensuring adequate physical security, health security, electronic security (prevention of viruses,
worms, and other system security threats), information backups, and emergency planning
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consumes resources of nearly every department. Departments continue to build and strengthen
relationships with other governmental entities to maximize the effectiveness of security planning.

City Workforce Trends

Retirement rates are expected to remain at 1 to 2 percent for the next six years, but greatly
accelerate after 2011 due to the expected “baby boom” generation reaching retirement age. As
employees reach retirement age, the City loses institutional memory and highly skilled personnel.

Other Trends

The downtown real estate market continues to have an oversupply of office space available due to the
weak commercial market from 2003-2004. Several departments — including regulatory services, community
planning and economic development, public works, assessor and police — will all face increased work load
with the construction of the new baseball stadium, beginning in 2007.

Major Changes in the 2007 Adopted Budget
The 2007 Adopted Budget makes the following major changes:

e Financial Direction Reductions - The Mayor and Council adopted proposals for reductions
from the following departments: Human Resources ($100,000), Finance ($200,000),
Business Information Services ($200,000), Community Planning and Economic Development
($35,000 offset by revenue) and Attorney ($150,000). The current service level budgets for
911/311 and City Clerk met the financial direction estimate and did not require further
reductions. The Mayor and Council did not recommend any reductions from the current
service level for Public Works in 2007.

e 911/311 — The Mayor and Council adopted the Department’s strategy to meet the financial
direction. The Mayor recommended increasing funding by $250,000 and 5 positions for 311
to fund and cover weekend operations and $80,000 in one-time training money for the
implementation of the CAD system. The Council deferred $250,000 on an ongoing basis for
311 weekend hours and reduced position authority in 911/311 by 5 positions.

e Assessor — The Mayor and Council added two positions ($150,000) to improve the response
to disputed commercial property values.

e Attorney - The Mayor and Council adopted the Department’s proposal to meet the financial
direction. The Department’s proposal to use lease savings ($150,000) is predicated on a
move to City Hall in 2010. A $2,000 increase for the ethical practices board is also included
in the Mayor’s recommendation. An attorney position is added to back fill grant funds
($75,000) in the Criminal Division.

e BIS - The Mayor and Council directed the Department to reduce its budget as included in the
financial direction ($200,000). An increase to the telecom rate model is included in the
adopted budget ($410,000) funded by increased charges to other departments. The data
center allocation is moved from BIS to the City Clerk, within the intergovernmental services
fund.

e City Clerk - The Mayor and Council adopted the Department’s strategy to meet the financial
direction. Council offices are added to the legal level of appropriation control for
Clerk/Elections.

City of Minneapolis — Financial Overview Council Adopted Budget

38



City Council - The Mayor and Council added one position ($50,000) for the City Council.
Civil Rights - The Mayor and Council recommended no changes to the Civil Rights budget.

Coordinator Administration - An additional position is added for Results Minneapolis efforts
($75,000). The Mayor and Council adopted one-time funding for the Tree Trust of $100,000.
The Mayor and Council moved the environmental coordinator and one additional position to
the Coordinator Administration area ($180,000) from Regulatory services and added one-time
funding for external environmental efforts ($125,000).

Communications - The adopted budget includes $700,000 in annual draw downs of the
cable franchise settlement over the next five years. This recommendation results in level
funding for cable-related items until an increase to Public, Educational and Governmental
(PEG) programming fees comes on line in 2012.

Community Planning and Economic Development - Funding for the arts coordinator
moves from a direct charge to the capital program to a charge for time spent on projects. The
budget for the position moves into the General Fund, along with an assumption of $80,000 in
revenue from capital project charges. This change allows the Department to allocate time of
arts staff to activities in a more flexible manner.

The Mayor and Council adopted the Department’s proposal to meet the financial direction
with an increase to revenue of $35,000. A portion ($150,000) of the Department’s budget is
moved from the community development block grant fund to the General Fund.

Finance - The Mayor and Council adopted the Department’s proposal to meet the financial
direction ($200,000) by reducing financial operations activities.

Fire — Two positions and $200,000 in support is allocated to the Department by the Mayor
and Council to ensure the implementation of the Standard of Coverage. The adopted budget
allows the department’s budget to grow by an additional $90,000 to fund fuel cost increases.

Health and Family Support - Additional one-time funding for domestic violence efforts is
adopted ($50,000). The Mayor and Council also add $125,000 in one-time funding for Youth
Violence Prevention efforts. The Mayor and Council approved $80,000 in one-time funding
for the safe routes to school initiative, with the Department coordinating its efforts with Public
Works.

Human Resources - The Mayor and Council adopted the Department’s proposal to reduce
non-personnel spending by $100,000 to meet the financial direction.

Intergovernmental Relations — One-time funding for homelessness outreach is included in
the Department’s budget ($100,000).

Library — The Council directed the Finance Officer to use the Library Board repayment of the
City’s share of the planetarium loan of $850,000 to reduce or avoid future property tax
supported debt or other use at the discretion of the Library Board.

The Council provided additional $1.2 million one-time funding to the Library Board.
= $850,000 from declining the repayment of the loan the City made for structural
enhancements to the central library to allow for a future planetarium;

City of Minneapolis — Financial Overview Council Adopted Budget

39



»= $355,000 from reductions in general fund services.

The use of these funds is at the discretion of the Library Board pending the following
outcomes:

1) The Minneapolis Public Library Board or its designee shall report a capital and operating
budget plan and priorities to the Ways and Means Committee as follows:

Given the Library Board’s financial resources, determined in part by the budget passed by the
City Council on December 11, 2006, report by January 30, 2007, how many of the system’s
fifteen libraries can be open at the standard of five days a week, eight hours a day.

> If fewer than fifteen, report which libraries can meet that standard.

» Direct the Minneapolis City Coordinator, in conjunction with the Executive Director of the
Minneapolis Public Library, to create a timeline of important deadlines in the decision
making process for the continued operation of the Minneapolis Public Library system;
including but not limited to the discussions with:

= Hennepin County

» The Minnesota Legislature

» The Library Board Advisory Committee

= The Capital Long-Range Improvement Committee

= The Minneapolis Library Board

= The Minneapolis City Council, and

= Any other decision making body with input on this issue.

» The Minneapolis City Coordinator and the Executive Director of the Minneapolis
Library Board shall report back to the Ways and Means/Budget Committee of the
Minneapolis City Council before the end of January 2007.

Within two weeks of the closing of the 2007 State of Minnesota legislative session, report the
impact of any policy or fiscal decisions made by the state legislature on the short- and long-
term functioning of the Minneapolis Public Library system. This should include a
reassessment, if applicable, of the capacity to keep libraries open at five days a week for eight
hours a day.

Request that the Library Board of Trustees report to the Ways & Means/Budget and
Intergovernmental Relations Committees of the City Council with a strategic plan for the future
of the Minneapolis Libraries within two months following the later of:

» Issuance of recommendations by the Library Advisory Committee;

» Issuance of recommendations by the City/County Task Force; or

» The end of the 2007 Minnesota Legislative Session (85th Legislature);

Request that the Library Board of Trustees incorporate a community engagement process,
including community meetings, in 2007 for its strategic plan and related decisions.

2) And further Direct that the CPED Department assign staff experienced in public building
use, mixed-use development, and business development to work with the Library Board of
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Trustees and Library staff as they develop a strategic plan and explore creative options for
a sustainable library system and report back to the Community Development Committee
by May 1, 2007.

3) City Finance staff, in conjunction with work already underway in the City Attorney’s office,
are directed to examine the financial impact of making the Library Board a City department.

That report should be transmitted to the Ways & Means/Budget Committee, the
Intergovernmental Relations Committee, the Library Advisory Committee, and the Minneapolis
Library Board by March 1, 2007.

e Mayor - An additional position ($50,000) is added to the Mayor’s budget.

e MBC - The Mayor recommended funding of the Commission’s Meet and Greet program
($70,000). The Council did not approve this measure.

e Police — The Mayor and Council add 43 police officers to the Department’s budget ($3.4
million). This increases the Department’s staffing level to the same level of police officers as
in 2002. The Adopted Budget allows the Department’s budget to grow by an additional
$225,000 to fund fuel cost increases. One-time funding for the Department’s technology road
map ($1 million) is included in the adopted capital budget for the department.

The Department is directed to hire a Police Department Finance Officer responsible for all
financial and administrative operations for the Department. The position will provide direction
and management of the Department’s support services, including budget development;
financial management, accounting, and reporting; human resources; information systems;
technology planning; business planning; management analysis; and other operating activities.

o Public Works - Field Services - The Mayor and Council adopted an additional $100,000 to
fund energy cost increases.

e Public Works — Water - The Mayor and Council adopted an ongoing reduction of expenses
to Public Works-Water in the amount of $3 million to take advantage of technology
investments and to restore the financial health of the fund. The Mayor and Council also
directed $200,000 of existing resources for a marketing effort, with the assistance of the
Communications Department.

e Public Works — Stormwater - The adopted budget includes $1.4 million in ongoing operating
expense reductions in the stormwater fund, which brings expenditures in line with historical
levels and stabilizes the financial outlook for the fund.

e Regulatory Services - The adopted budget moves the environmental coordinator and one
additional position to the Coordinator Administration area ($180,000). The Mayor and Council
add $530,000 to fund boarded and vacant building efforts on an ongoing basis. The Adopted
Budget accepts all of the Department’s revenue proposals ($719,000). Eight positions are
added to the Department — 4 for one stop/development review services and 4 for business
licensing ($500,000).

Regulatory Services is directed not to spend the budgeted $370,000 or fill positions
related to the business licensing initiative until the false alarm ordinance has been
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approved by the Council.

Regulatory Services is directed to allocate $300,000 of one-time resources within its 2007
appropriation for nuisance abatement activities in addition to the Mayor's Recommended
funding. Further, this action increases the CDBG allocation to Regulatory Services by
$300,000 for nuisance abatement on eligible properties and decrease the CDBG allocation to
CPED for Problem Properties by $300,000.

City-wide Staff Directions for 2007
In addition to the changes to the budget, the Council adopted several specific staff directions for
all departments to address during 2007:

e Take home used of City vehicles: The Council directed that departments having City-
owned vehicles to report back to their respective home committees by January 31, 2007, on
the number of cars authorized to be taken home by employees, actual use, and the policies
associated with their use.

e Amendment to existing financial policy on pre-payment of technology projects:
Departments are directed to clearly identify within existing resources the funds that would be
used to finance the ongoing costs related to the purchase or development of technology prior
to the expenditure of funds for the purchase or development of that technology. The
sponsoring department should prepare a Receive and File notice for consideration by the
respective home committee and the Ways and Means/Budget Committee when the annual
operating and maintenance cost of any technology project exceeds $50,000. This notice
should be submitted as soon after the sponsoring department has identified the ongoing costs
and funding sources. BIS and Finance should work with departments to ensure those costs
are identified and included in the contract for technology services.

o Analysis of contractual service expenditures: Departments are directed to include in their
status updates in their budget presentation an outline of the elements of their contractual
services budget, including opportunities or drawbacks to changing from contractual provision
of services toward provision of services by City employees.

¢ Compensation analysis and philosophy: The Council reaffirmed the direction of the
Executive Committee to include an examination of the Council’s current wage policy.

Property Tax and Fee Changes

» Property Tax Revenue

The 2007 Adopted Budget includes an estimated net tax capacity rate of 57.598 percent; this
rate is the combined rate for the City, Board of Estimate and Taxation, Park and Library
Boards, and City special levies (Minneapolis Public Housing Authority and Teachers
Retirement). The library referendum is a market value based tax of .02690 percent and is not
included in the previous number. This estimated net tax capacity rate will levy an additional
$15.5 million in property taxes, which is a 7.7 percent increase over the 2006 Adopted
Budget. The City’s net tax capacity (after reductions for tax increment and fiscal disparities) is
projected to increase by 11.6 percent for taxes payable 2007, from $336 million to $375
million.

In addition to the $15.5 million in property tax levy increase that is spread over the City's net
tax capacity, the City will also need to increase the market value property tax levy by $1.2
million due to the debt service on the voter approved library referendum bonds issued for a
new central library and improvements to the City's community libraries.
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In total, the property tax levy for the City and its independent boards will increase by 8 percent
from 2006 to 2007 or by $16.7 million, based on the 2007 Adopted Budget. This increase is
consistent with the Mayor’s and Council’s adopted property tax policy.

Of the $16.7 million increase in property tax revenue, $13 million will be used by the City, $1.9
million by the Park Board, and $1.8 million by the Library Board. The City will use its share to
increase funding for internal service fund obligations ($2.2 million), to increase public safety
spending ($6.8 million) and for other general fund changes ($4.0 million).

The Park Board revenue increase of $1.9 million is the net result of: a 4% increase ($1.5
million) in adopted tax policy, $0.2 million increase related to PERA (had been centrally
budgeted), and $0.2 million of additional funding for a capital infrastructure gap.

The Library Board increase of $1.8 million is the net result of: $1.2 million for the library
referendum, $0.1 million increase related to PERA, $0.5 million increase (4%) as provided in
adopted tax policy. (In addition to these direct increases to the Library Board's levy, the City
Council also allocated $1.2 million on a one time basis.)

Uses of New Property Tax Revenue - $16.7 million in 2007

Internal
Debt
Library 13%
Referend- Cost of
um providing
Internal Debt: $2.2 million (13%) 7% Current
Services
Library referendum: $1.2 million (7%) 41%
Increased Public Safety Spending: $6.5
million (39%)
Increased cost to provide existing City mgjgiied
services: $6.8 million (41%)
Safety
Spending
Property Tax Levy 39%
Allocation By Fund
($226 million
Teachers
Retirement
1%
Park Board
18%
) Library Board
City Referendum
70% 4%
Library Board
6%
Public Housing
Authority
1%
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City of Minneapolis Property Tax Revenue in Constant 2006 Dollars*
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The State Legislature decreased the City’s LGA allocation for 2007 to $83.9 million, a $10
million reduction.

Percentage
2006 LGA| 2006 LGA 2007 LGA| 2007 LGA Change [Dollar Change
% Distribution % Distribution from 2006 from 2006
Library 8.05% 7,600,000 8.08% 6,800,000 -11% (800,000)
Park 11.79% 11,100,000 11.82% 9,900,000 -11% (1,200,000)
MBC 0.30% 280,000 0.33% 270,000 -4% (10,000)
BET 0.10% 90,000 - - -100% (90,000)
General Fund 79.76% 74,900,000 | 79.79% 67,000,000 -11% (7,900,000)
100.00%| $ 93,900,000 | 100.00%| $ 83,970,000 -11%] $ (9,900,000)
2007 Local Government Aid
Distribution By Fund
Other
0.3%
Park Board
General 12%
Fund _
80% Library
Board
8%

Stormwater, Sanitary Sewer and Water Utility Fees: To fund investments for the City’s
sanitary sewer and stormwater management services and water treatment and distribution
systems, the 2007 Adopted Budget includes an increase in utility rates of $0.05/100 cubic feet
for water; $0.20/100 cubic feet for sanitary sewer; and $0.60/equivalent stormwater unit for
stormwater services. This represents a 1.9% increase for water fees, a 9.5% increase for
sanitary sewer services, and a 6.5% increase for storm-water, an increase at a higher rate
than originally planned. The average monthly charge per residential dwelling for Water is
$21.36 (based on average usage of 800 cubic feet), for Sanitary Sewer $13.80(based on
average usage of 600 cubic feet), and for Stormwater $9.77.

Combined Utility Bill
Monthly and Annual Cost for Average Consumer
2007 2007 Monthly Monthly

Monthly  Annual Dollar  Percent
2006 Average Average Change Change

Sewer $12.60 $13.80 $165.60 $1.20 9.5%
Stormwater $9.17 $9.77 $117.24  $0.60 6.5%
Water $20.96 $21.36 $256.32 $0.40 1.9%
Solid Waste $22.25 $23.00 $276.00 $0.75 3.4%
Total $64.98 $67.93 $815.16 $2.95 4.5%

» Solid Waste and Recycling Fee: The 2007 Adopted Budget increases the solid waste and

recycling fee by $0.75 to $23.00, the average monthly charge per dwelling.
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» Franchise Fees: The 2007 Adopted Budget anticipates the total franchise fee revenue to
increase by $4.8 million over the 2006 Adopted Budget level from $22.3 million to $27.1
million. This reflects increased prices of natural gas and electricity.

The Adopted Budget includes $700,000 in annual draw downs of the cable franchise
settlement over the next five years. This recommendation results in level funding for cable-
related items until an increase to Public, Educational and Governmental (PEG) programming
fees comes on line in 2012.

» Community Development Block Grant: The adopted Community Development Block Grant
allocation is based upon a 15% reduction in funding from the US Department of Housing and
Urban Development.

» Other Fee Changes: The licenses and permit fee revenue is expected to increase from
$25.9 million to approximately $27 million in 2007 due to increases in the rates charged for
some of the licenses and permits. The 2007 Adopted Budget is structured so as to prevent
the property taxpayers from having to subsidize fee-based services.

City of Minneapolis Licenses and Permits Revenue
in Constant 2006 Dollars*
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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.

For Taxes Payable in 2007
2006 Estimated

Group Market Value % Total % Ch. Tax Capacity % Total % Ch.
Commercial 6,147,058,200 16.8% 16.4% 120,408,893 28.1% 16.5%
Industrial 1,313,674,400 3.6% -5.6% 25,775,839 6.0% -5.0%
Residential 25,856,513,300 70.5% 6.4% 241,009,400 56.3% 16.5%
Apartment 3,351,466,100 9.1% -1.2% 40,410,616 9.4% -1.2%
Other 22,975,200 0.1% 6.6% 344,633 0.1% 6.6%
Total $36,691,687,200 100% 6.7% $427,949,381 100.0% 13.0%
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The market value and tax capacity data shown

. 20.0% Commercial Residential

abc_)ve _does_not include personal property, E 0% T165% 16.5%
which is estimated to have a market value of T 15.0% . —
approximately $401,246,000 and a = '
corresponding tax capacity of $7,689,000 for § s 10.0% - Other 6,60
taxes payable 2007. With personal property o9 5 0% .
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dfaduc_tl_ons for tax increment and fiscal > . Apartment
disparities. 8 -5.0% Industrial -1.2%

o -5.0%

o -10.0%
The following table of data provides the >

change in tax increment financing and fiscal
disparities contribution and distribution for taxes payable 2007:

For Taxes Payable in 2007

Personal Property Market Value $401,246,300
Personal Property Tax Capacity $7,689,136
Gross Tax Capacity $435,550,945
- Less Increment Financing ($64,555,544)
- Less Fiscal Disparities Contribution ($39,466,684)
+ Plus Fiscal Disparities Distribution $43,325,307
Net Tax Capacity $374,854,024

Property Values and Tax Trends

The 2001 tax bill enacted by the state legislature, made comprehensive changes to the property
tax laws. Under Minnesota’s state property tax system, 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 approximately
26 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 1997, Minneapolis commercial and industrial property paid 56 percent of the total taxes for the
City with the central business district alone paying almost 40 percent; for taxes payable 2007 this
declined to 34 percent of the City total with the central business district paying approximately 24
percent. Corresponding percentages for residential property (defined as 1-3 dwelling units) show
that this class paid 32 percent of the City’s taxes in 1996; it is estimated that this percentage will
be 56 percent for payable 2007. This represents almost a complete reversal in the share of the
City’'s tax burden between the two property types.
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City of Minneapolis
Tax Capacity — Taxes Payable 1997

City of Minneapolis
Tax Capacity — Taxes Payable 2007

($330 million) ($428 million)
Apartment
Apartment Comn/ 10% Comrr?/
1204 . Industrial
0 Industrial 34%
56%
Residential
Residential 56%

32%

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 following table shows the growth in the market value by year:

Change in Market Value
Payable Commercial/Industrial Residential Apartment
2000 17.7% 9.5% 13.0%
2001 23.1% 16.0% 18.7%
2002 20.8% 23.4% 27.5%
2003 12.5% 15.4% 16.4%
2004 -5.5% 15.1% 14.1%
2005 3.0% 12.2% 6.5%
2006 11.4% 12.9% 6.8%
2007 11.8% 6.4% -1.2%

Increases in residential taxes of the same magnitude have been avoided because of the Limited
Market Value law. Originally, the 2001 legislature initiated a phase-out of the limited market value
program over a six-year period, with the last year of the program occurring in 2007. Most
recently, the 2005 legislature extended the phase-out of the LMV program two additional years.
As a result of the extension, the 2005 and 2006 increases in taxable market value will be limited
to a 15% increase or 25% of the difference between the current value and the previous limited
value. This is a significant change from the previously scheduled 33% and 50% increases as
outlined by the 2001 legislature.

Minneapolis had a difference of over $2.89 billion dollars between total Residential Market Value
and Limited Market Value in 2006; this is down 43% from $4.02 billion dollars in 2005. As the
Limited Market Value continues to phase out, even if the real estate market remains flat, this
action will cause a significant shift in tax burden to residential property. Based on Minneapolis
residential sales in 2006 and reports from local professional real estate associations, the trend in
residential values is mixed. While some properties in high demand neighborhoods continue to
see modest increases in value, much of the Minneapolis residential market is cooling-off
compared to previous years. The inventory of homes for sale is up and the marketing time on
average is longer than in recent history. The rate of foreclosures has increased as interest rates
and adjustable rate mortgages begin to move upwards.
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The Minneapolis Central Business District (CBD) in 2006 had a strong, solid year of growth.
Although vacancy rates have not dropped to the level where development is imminent, investors
continue to place their faith and pocket book in the Minneapolis CBD. Record sale prices were
recorded for buildings downtown. Although reports show positive absorption of over one million
square feet in the entire Metro office market, developers are still slow to build new speculative
office buildings in the Minneapolis CBD. Some real estate professionals believe the increases in
construction costs and the absence of a speculative new office building in the immediate future
will put pressure on rents to increase.

The suburban office market will add a large section of speculative office space during 2007.
Although the suburban area has recovered first from an over-supply of office space, the
Minneapolis CBD continues to hold its own based on the amenities it provides. The Minneapolis
CBD is encouraging employees that work downtown to also live downtown in one of the new
condominiums to enjoy the entertainment in the warehouse district, the theater district, and at the
Target Center or Metrodome.

The overall growth in commercial and industrial real estate has been about 10% in 2006. Certain
sectors have shown greater growth, but overall there has been a slow steady growth in
commercial and industrial real estate.
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2007 Council Adopted
Property Tax Levy

2007 Council Adopted

2006 Adopted 2007 Council % Chg
Levies Adopted Levies  from 2006 $ Chg from 2006

Total by Major Funds:
General Levies 177,945,203 194,545,990 9.3% 16,600,787
Special Levies 31,304,466 31,443,653 0.4% 139,187
Grand Total 209,249,669 225,989,643 8.0% 16,739,974
Total by Entity:
City* 146,886,205 159,840,041 8.8% 12,953,836
Park Board** 38,064,605 40,005,789 5.1% 1,941,184
Library Board 12,779,000 13,377,160 4.7% 598,160

Library Board Referendum 8,100,000 9,300,000 14.8% 1,200,000
Public Housing Authority 1,169,859 1,216,653 4.0% 46,794
Teachers Retirement 2,250,000 2,250,000 0.0% -
Grand Total 209,249,669 225,989,643 8.0% 16,739,974
Notes:

* Includes the Municipal Building Commission , Board of Estimate and Taxation and Pension Levies
** Park Board increase from 2005 to 2006 includes the additional capital infrastructure funding as
approved in the adopted tax policy, which is why the percent is greater than 4%.
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2007 Adopted Budget
Tax Rates and Levies
Based on information available as of November 1, 2006

NET TAX CAPACITY BASED (NTC) LEVIES

[ 2005 | 2006 | 2007 |
Tax Rate Total Tax Tax Rate Total Tax Tax Rate Total Tax
City Levies (%) Levy $$ (%) Levy $$ (%) Levy $$
General ! 34.899 $103,678,649 33.882 $114,661,106 33.542 $126,180,059
Estimate and Taxation 0.053 157,430 0.068 229,247 0.064 240,417
Building Commission 1.243 3,691,352 1.135 3,839,006 1.067 4,012,566
Permanent Improvement 0.663 1,967,240 0.561 1,897,240 0.431 1,619,000
Bond Redemption 7.663 22,764,000 5.847 19,784,607 4.965 18,677,000
Firefighter's Relief Association 0.000 0 0.410 1,385,000 0.821 3,086,000
Police Relief Association 0.000 0 0.655 2,215,000 0.964 3,625,000
Minneapolis Employees Retirement Fund 1.014 3,010,000 0.850 2,875,000 0.638 2,400,000
Sub-Total City Levies 45.535 $135,268,671 43.408 $146,886,206 42.492 $159,840,042
Park and Recreation 10.200 30,301,312 11.248 38,064,605 10.635 40,005,789
Tree Preservation and Ref. 2.060 6,117,347 0.000 0 0.000 0
Sub-Total Park Board Levies 12.260 $36,418,659 11.248 $38,064,605 10.635 $40,005,789
Library Board 2 4.137 $12,287,500 3.777 12,779,000 3.556 $13,377,160
Sub-Total City Levies 61.932 $183,974,830 58.433 $197,729,811 56.683 $213,222,991
City-Related Special Levies
Public Housing 0.378 1,124,864 0.345 1,169,859 0.322 1,216,653
Teachers' Retirement 0.751 2,250,000 0.659 2,250,000 0.593 2,250,000
Watershed Districts > 1.276 3,787,000 1.072 3,676,000 1.151 5,990,820
Sub-Total City-Related Specials Levies 2.405 $7,161,864 2.076 $7,095,859 2.066 $9,457,473
Other Special Levies
Hennepin County 39.182 $117,077,010 36.433 $124,030,325 34.895 134,463,075
Minneapolis Public Schools 26.874 85,829,802 25.628 91,843,506 24.326 91,834,140
Other Special Taxing Districts * 4.715 13,265,573 4.168 13,930,947 4.288 15,374,768
Sub-Total Other Specials Levies 70.771 $216,172,385 66.229 $229,804,778 63.509 $241,671,983
TOTAL NTC BASED LEVIES 135.108 $407,309,079 126.738 $434,630,448 122.258 $464,352,447

REFERENDUM MARKET VALUE BASED (RMV) LEVIES

2005 2006 2007
Tax Rate Total Tax Rate Total Tax Rate Total
(%) Tax Levy $$ (%) Tax Levy $$ (%) Tax Levy $$

Minneapolis Public Library Referendum 0.02393% 6,400,000 0.02651% $8,100,000 0.02690% $9,300,000
Minneapolis Public Schools Referendum 0.09445% 25,270,000 0.09911% 30,284,000 0.09139% 36,690,461
Solid Waste Fee ° 0.01595% 4,260,000 0.01585% 4,859,000 0.01585% 5,497,000
0.13433% $35,930,000 0.14147% $43,243,000 0.13414% $51,487,461
TOTAL RMV BASED LEVIES 0.13433% $35,930,000 0.14147% $43,243,000 0.13414% $51,487,461
TOTAL ALL LEVIES $443,239,079 $477,873,448 $515,839,908

Notes:

! This amount includes the Economic Development/Tax Abatement Levy.

2 This does not include the Library Board referendum levy. That amount is listed under "Referendum Market Value Based Levies."

3 The watershed Levy $$ are for watersheds 3 & 6 & 7 & 8, these watersheds silightly adjust the levy rates for the School & County applicable to these areas, table shows for payable 2

Water Shed # #0 #3 #6 #7 #8
School Rate 24.192 24.224 24.175 24.192 24.192
County Rate 34.799 34.822 34.787 34.799 34.799
Water Shed rate 0.000 1.151 2.211 0.118 0.000
Total NTC Based rate 120.877 122.083 123.059 120.995 120.877

4 Other special taxing jurisdictions include: Metro Mosquito Control, Metropolitan Council, Metro Transit, Park Museum, & Hennepin County Regional Railroad Authority .
5 The Solid Waste Fee amounts are the portions associated with Minneapolis only.
® The Tax Levy $$ are Certified Levy Amounts.

" The pay 2007 Tax rate applies to 74.3044% of the Commercial property's taxable value and the area wide rate of 119.530 applies to the remaining 25.6956% in addition to the
State rate of 49.000.
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Residential Property Tax and Utility Fees - Sample Bills

Residential Property
Home with Estimated Market Value $145,500
2006 2007 % change $change
Assessed Market Value $ 143,500 $ 145,500 1.4% $ 2,000
Taxable Value $ 130,100 $ 145,500 11.8% $ 15,400
City Property Taxes
Property Tax $ 654 $ 724 10.8% $ 71
Referendum Tax $ 34 3 39 13.5% $ 5
Total City Property Taxes $ 688 $ 763 109% $ 75
Water $ 252 % 256 1.9% $ 5
Storm Water $ 110 $ 117 6.5% $ 7
Sanitary Sewer $ 151 $ 166 9.5% $ 14
Solid Waste/Recycling $ 267 $ 276 34% $ 9
Total Utilities $ 780 $ 815 45% $ 35
Total Property Taxes and Utilities  $ 1,468 $ 1,558 6.1% $ 90
Residential Property
Home with Estimated Market Value $225,500
2006 2007 % change $change
Assessed Market Value $ 225,500 $ 225,500 0.0% $ -
Taxable Value $ 175,800 $ 202,100 15.0% $ 26,300
City Property Taxes
Property Tax $ 945 % 1,075 13.7% $ 129
Referendum Tax $ 47 % 54 16.7% $ 8
Total City Property Taxes $ 992 % 1,129 13.8% $ 137
Water $ 252 % 256 1.9% $ 5
Storm Water $ 110 $ 117 6.5% $ 7
Sanitary Sewer $ 151 $ 166 95% $ 14
Solid Waste/Recycling $ 267 3% 276 34% $ 9
Total Utilities $ 780 $ 815 45% $ 35
Total Property Taxes and Utilities $ 1,772 $ 1,944 9.7% $ 173

City of Minneapolis
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Residential Property Tax and Utility Fees - Sample Bills
Residential Property
Home with Estimated Market Value $564,000

2006 2007 % change $change
Assessed Market Value $ 529,000 $ 564,000 6.6% $ 35,000
Taxable Value $ 476,500 $ 547,900 15.0% $ 71,400

City Property Taxes

Property Tax $ 2832 $ 3,225 13.9% $ 393
Referendum Tax $ 126 $ 147 16.7% $ 21
Total City Property Taxes $ 2958 $ 3,372 14.0% $ 414
Water $ 252 % 256 1.9% $ 5
Storm Water $ 110 $ 117 6.5% $ 7
Sanitary Sewer $ 151 $ 166 95% $ 14
Solid Waste/Recycling $ 267 3% 276 34% $ 9
Total Utilities $ 780 $ 815 45% $ 35
Total Property Taxes and Utilities $ 3,738 $ 4,187 12.0% $ 449
Residential Property
Home with Estimated Market Value $1,427,000
2006 2007 % change $change
Assessed Market Value $1,141,500 $1,427,000 25.0% $ 285,500
Taxable Value $ 993,300 $1,151,000 15.9% $ 157,700
City Property Taxes
Property Tax $ 6,637 $ 7,567 14.0% $ 930
Referendum Tax $ 263 $ 310 17.6% $ 46
Total City Property Taxes $ 6,900 $ 7,877 14.1% $ 976
Water $ 252 % 256 1.9% $ 5
Storm Water $ 110 $ 117 6.5% $ 7
Sanitary Sewer $ 151 $ 166 9.5% $ 14
Solid Waste/Recycling $ 267 $ 276 34% $ 9
Total Utilities $ 780 $ 815 45% $ 35
Total Property Taxes and Utilities $ 7,680 $ 9,507 23.8% $ 1,827
City of Minneapolis Council Adopted Budget
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Commercial/Industrial and Apartment Property - Sample Bills

Commercial/lndustrial Property

$400,000 Valued C/I Property 2006 2007 $ Chg % Chg
Taxable Value $400,000 $400,000 $ - 0.0%
City Property Taxes
City Property Tax $3,283 $3,103 $ (180) -5%
Referendum Tax $106 $108 $ 2 1%
Total City Property Taxes $3,389 $3,210 $ (179) -5%
Commercial/lndustrial Property
$10,000,000 Valued C/I Property 2006 2007 $ Chg % Chg
Taxable Value $9,700,000 $10,000,000 $ 300,000 3%
City Property Taxes
City Property Tax $87,521 $85,275 $ (2,246) -2.6%
Referendum Tax $2,571 $2,690 $ 118 4.6%
Total City Property Taxes $90,092 $87,965 $ (2,128) -2.4%
Apartment Property
$459,000 Valued Apartment Building 2006 2007 $ Chg % Chg
Taxable Value $435,500 $459,000 $ 23,500 5%
City Property Taxes
City Property Tax $3,135 $3,305 $ 169 5%
Referendum Tax $115 $123 $ 8 7%
Total City Property Taxes $3,251 $3,428 $ 177 5%
Apartment Property
$653,500 Valued Apartment Building 2006 2007 $ Chg % Chg
Taxable Value $645,000 $653,500 $ 8,500 1%
City Property Taxes
City Property Tax $4,792 $4,705 $ (87) -2%
Referendum Tax $171 $176 $ 5 3%
Total City Property Taxes $4,963 $4,881 $ (82) -2%

City of Minneapolis
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City of Minneapolis
FY 2007 Budget
Financial Policies

Financial Management Policies

The City of Minneapolis’ Financial Management Policies provide a framework for the fiscal
management of the City. These policies cover the following areas:

Operating Budgeting
Revenue

Reserve

Debt Management
Capital Budget
Accounting
Investment
Development Finance (including Tax Increment)
Public Participation
Administrative
Transfers
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OPERATING BUDGETING POLICIES

The objective of the operating budget policies is to ensure adequate levels of essential City
services at reasonable costs.

Balanced Budget. The operating budget for the City shall be balanced. For each fund,
ongoing costs are not to exceed ongoing revenues plus available fund balances used in
accordance with reserve policies.

Self-supporting Enterprises. All enterprise activities of the City shall be self-supporting to the
greatest extent possible, including those activities contained within the Internal Service Funds.

Service Levels. Performance measurement and productivity indicators for services shall be
integrated into the annual budgeting process. Changes in service levels shall be governed by
the following:

Budget Process. The annual budget process is intended to weigh all competing
requests for City resources within expected fiscal constraints. Requests for new
programs made outside the annual budget process are discouraged. New initiatives will
be financed by reallocating existing City resources to the services with the highest
priorities.

Personnel Expenses. Additional personnel shall be requested only after service needs
have been thoroughly documented or after it is substantiated that the new employees
will result in increased revenue or enhanced operating efficiencies.

Grant Funded Programs. Programs financed with grant monies shall be budgeted in
special revenue funds, and the service program shall be adjusted to reflect the level of
available grant funding. Individual grant budgets are controlled in the financial system at
the cost category level. In the event of reduced grant funding, City funding sources shall
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be substituted only after all competing program priorities are considered during the
annual budget process.

Basis of Budgeting. The basis of budgeting and accounting are the same, except as noted
below. The budgets of all governmental and agency funds are created using the modified
accrual basis. Revenues are budgeted if they are measurable and available as net current
assets. Major revenues that are determined to be susceptible to accrual include property taxes,
special assessments, grants-in-aid, intergovernmental revenues, rentals, franchise fees, and
intra-City charges. Interest on investments, short-term notes and loans receivable are accrued;
interest on special assessments receivable is not accrued or budgeted. Major revenues that are
determined not to be susceptible to accrual because they are not available soon enough to pay
liabilities of the current period or are not objectively measurable include delinquent property
taxes and assessments, licenses, permits, fines and forfeitures. Delinquent property taxes are
not budgeted, while the other categories are budgeted.

In the governmental and agency funds, expenditures are generally budgeted when the related
fund liability is incurred, except for principal and interest on general long-term debt, which is
recognized when due. Compensated absences, which include accumulated unpaid vacation,
compensatory time and severance pay, are not payable from expendable available financial
resources, except for available resources in the Self-Insurance Internal Service Fund for vested
severance pay. Compensated absences are considered expenditures when paid to employees.
Salary expenditures are budgeted based on full time equivalents (FTES), regardless of the type
of pay.

Proprietary funds use the accrual basis. Revenues are budgeted as they are anticipated to be
earned. Unbilled utility service receivables are recorded at year-end. Utility Service revenue
estimates are based on the number of users, without a factor for delinquencies. Compensated
absences are considered expenses when they are incurred.

Budgetary Controls. The legal level of budgetary control is at the department level within a
fund. The City Coordinator's Office, the Public Works Department and the City
Clerk/Elections/City Council areas are considered to be legal levels of budgetary control within a
fund even though budgetary data is presented at lower levels. Budgetary amendments at the
department/fund level must be approved by the City Council. Appropriations lapse at year-end.

Purchase orders, contracts, and other commitments are recorded as encumbrances, which
reserve appropriation authority. Encumbrances outstanding at year-end are reported as
reservations of fund balance and do not represent generally accepted accounting principles
(GAAP) expenditures.

Five-Year Financial Direction. City departments will prepare business plans with a five-year
planning horizon which reflect the allocation of general City revenues and property tax revenue.
This financial direction is based upon the City’s adopted tax policy, which established an 8-
percent maximum annual increase in the property tax levy. This direction also reflects the
Council-adopted wage policy of a 2-percent annual increase.

[new in 2007] Compensation Analysis. The Executive Committee directs the City’'s Human
Resources and Finance Departments to examine the Council’s current wage policy.
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REVENUE POLICIES

The objective of the revenue policies is to ensure that funding is derived from a fair, equitable,
and adequate resource base, while minimizing tax differential burdens.

Revenue Structure and Sources. The City will maintain a stable and diverse revenue system
to shelter programs and services from short-term fluctuations in any single revenue source.
Services having a city-wide benefit shall be financed with revenue sources generated from a
broad base, such as property taxes and state aids. Services where the customer determines
the use shall be financed with user fees, charges and assessments related to the level of
service provided.

Tax Base Capacity. In July 2002, the Mayor and City Council approved a resolution that set
the maximum increase in the total property tax levy collected by the City, including independent
boards and special levies, at no more than 8-percent from the previous year's amount from year
2003 forward. This resolution serves as a guideline for preparing tax revenue forecasts.

User Fees. The City shall implement user charges in lieu of general revenue sources for
identified services where the costs are related to the level of service.

Cost of Service. The City shall establish user charges and fees at a level that reflects
the service costs. Components of the user charges shall include operating and capital
costs, as well as the direct and indirect costs of providing the service. Full cost charges
shall be imposed unless it is determined that policy, legal or market factors require lower
fees.

Policy and Market Considerations. The City shall consider policy objectives, market
rates and charges levied by other public and private organizations for similar services
when City fees and charges are established.

Non-Resident Charges. User fees and other appropriate charges shall be levied for
City activities, services or facilities in which non-residents participate, whenever
practical. Non-resident fees shall be set at market levels to minimize the tax burden on
City residents.

Enterprise Service Fees. User charges for Enterprise Services such as water, sewer,
stormwater, and solid waste collection, shall be set at rates sufficient to finance all direct
and indirect operating, capital, reserve/working capital and debt service costs.
Overhead expenses and general government services provided to the enterprise
activities shall be included as indirect costs. Rates will be set such that these enterprise
funds are never in a cash deficit during the year.

Code Enforcement and License Fees. These activities shall be funded through user
charges that reflect the cost of the services provided, including direct and indirect
expenses, to the extent legally allowable.

Internal Service Fees. When interdepartmental charges are used to finance internal
service functions, the charges shall reflect full costs, including all direct and indirect
expenses. Costs for services will be allocated to departments using a rate model.

Administrative Fees. Administrative fees shall be assessed on all non-General Fund
supported capital projects. These fees allocate the proportionate share of general
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government services to those projects so that the General Fund is not required to
subsidize infrastructure or economic development projects.

Parking Fees. Hourly, daily, and monthly contract rates for City-owned parking facilities
shall be adjusted at least annually to reflect market prices of privately-owned parking
facilities. Fee adjustments shall also consider downtown objectives, such as
development incentives, space availability, business promotion, traffic control, and mass
transit patronage.

Fines. Levels of fines shall be set according to legal guidelines, deterrent effect,
administrative costs and revenue potential.

Convention Center. The Convention Center will develop a profit and loss statement for
each event. The Center shall be managed so that operating costs are financed through
user charges to the greatest extent possible within the overall mission of the Convention
Center.

Dedicated Revenues. Except where required by law or generally accepted accounting
principles (GAAP), no revenues shall be dedicated for specific purposes. All non-restricted
revenues shall be deposited in the General Fund and appropriated through the annual budget
process.

Private Revenues. All private money donated, contributed or lent to the City shall be subject to
grant solicitation and acceptance procedures, and shall be deposited in the appropriate City
fund and accounted for as public money through the City's budget process and accounting
system.

Special Assessments. The City Council has the authority to levy special assessments for
approximately 65 different types of projects. There are four main areas of assessments:

e Public Works: Most common types of assessments are for sidewalks, street
improvements, water and sewer line repairs and Nicollet Mall. (Assessments for
unpaid utilities are directed by the City’s Finance Department.)

¢ Inspections: Most common types are for rubbish removal, trees, grass and brush
cutting inspection fees for inoperable vehicles towed from private property, re-
inspection fees, administrative citations, vacant building registration fee and
inspections, and Police boarding.

e Park Board: Most common types of assessments are for tree removal and parkway
and sidewalk reconstruction.

¢ Minneapolis Public Housing Authority: Assessments involve repairs for tenants (i.e.,
sidewalk).

This policy covers City-administered special assessments only.

Method of Payment (Public Improvement Assessments). Owners of benefiting
properties shall have the option of paying their assessment all at once or in installments
as part of their annual real estate taxes. The City Council shall determine the number of
equal annual installments, not to exceed twenty, in which assessments may be paid.
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The City Council shall determine the interest rate to be paid annually on all unpaid
installments; this rate shall not exceed the maximum rate of interest as provided for in
statute (MN Statutes 2005, section 429.061, Subd. 2). The first installment shall be
payable in the year following completion of the project and in the same manner as real
estate taxes.

Capital Improvements Fund. The Capital Improvements Fund is a special revenue
fund of the City, which shall contain the proceeds of any levy or bonds issued for public
infrastructure projects. Any project costs that are not assessed, such as water mains,
shall be paid from this fund. If the amount of money raised through special assessments
is insufficient to pay the maximum amount specified for the project, the balance needed
shall be taken from the Capital Improvements Fund. Offsetting revenue and City Council
approval is required in order for the Capital Improvements Fund to cover insufficiencies.

Uniform Assessment Rate. The Uniform Assessment Rate is a standardized rate
applied in street construction and street renovation projects. The current policy requires
that assessments be part of the funding for all street paving construction/reconstruction
projects for which the City is to bear any part of the cost, except for freeways. This rate
shall be applied to the square footage per parcel in the project area to arrive at an
assessment cost for each benefited property. The goal of the rate is to ensure an
equitable distribution of costs between projects and to assess approximately 25% of
project costs. The Uniform Assessment shall be calculated annually and submitted to
the City Council’s Transportation and Public Works Committee for approval. Separate
rates must be established based on the type of project (construction or renovation),
funding category (local or other) and benefited parcel category (non-residential or
residential).

Tax-Forfeited Properties. A portion of nuisance abatement special assessments may
be cancelled for tax-forfeited properties.

o Tax-forfeited properties sold to the general public —
- N " L property’s post-forfeiture special assessments, pending
1d charges in excess of fair market value shall be cancelled if
ty has not sold the property within 90 days of the property’s
he public; and
ive its right to assess or reassess pre-forfeiture and post-
torteiture special assessments, pending assessments and charges related to
nuisance abatement activities under Chapters 227 and 249, and similar
provisions of the Minneapolis Code of Ordinances.

o Tax-forfeited properties located in targeted neighborhoods and purchased by the

City for redevelopment purposes —

0 The portion of a property’s post-forfeiture special assessments, pending
assessments and charges in access of fair market value shall be cancelled;
and

0 The City will waive its right to assess or reassess pre-forfeiture and post-
forfeiture special assessments, pending assessments and charges related to
nuisance abatement activities under Chapters 227 and 249, and similar
provisions of the Minneapolis Code of Ordinances.
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RESERVE POLICIES

The objective of the reserve policies is to provide adequate working capital for cash flow and
contingency purposes, while maintaining reasonable tax rates.

Cash Flow and Contingency. The City shall maintain a minimum unallocated General Fund
balance of 10 percent of the following year’s revenue budget amount to be used for cash flow
purposes, unanticipated expenditures of a non-recurring nature, or to meet unexpected
increases in service delivery costs. Until such time that the aggregate internal service funds net
asset position is positive, the City shall maintain a 15 percent fund balance in the General Fund.
To the extent that unusual contingencies exist as a result of state or federal aid uncertainties, or
other highly variable factors, a balance larger than this minimum amount may be maintained.

Appropriate operating contingency reserves shall be maintained in enterprise funds to provide
for business interruption costs and other unanticipated expenditures of a non-recurring nature.
Appropriate capital fund reserves shall also be maintained for emergency improvements relating
to new regulations, or emergency needs for capital repair or replacement.

For all other funds, appropriate balances shall be maintained reflecting the nature of the
accounts, such as:

Special Assessment Funds. The appropriate balance shall be the amount needed for
revolving fund cash flow purposes.

Enterprise Funds. The appropriate balance shall be maintained to ensure adequate
maintenance reserves, cash flow balancing requirements and legal restrictions. Where
cost-effective access to capital markets is available and debt financing is regularly used,
replacement balances shall not be maintained so current consumers are not required to
pay for future facilities. The City shall maintain a minimum cash balance in its Enterprise
Funds equal to approximately three months of operating expense.

Use of Fund Balances. Available fund balances shall not be used for ongoing operating
expenditures, unless a determination has been made that available balances are in excess of
required guidelines and that plans have been established to address any future operating
budget shortfalls. Emphasis shall be placed on one-time uses that achieve future operating cost
reductions. Fund Balance is the cumulative years’ excess or deficit of all revenues and
expense. In the case of proprietary funds, this is termed unrestricted net assets. For the
purposes of the budget document, revenue and expense activity includes bond proceeds and
debt service.

[adopted in 2000, reaffirmed in 2006]

Whereas, the City Council and the Mayor have previously adopted policy statements
committed to establishing long-term strategies for the financial health of the City of Minneapolis;
and

Whereas, the Mayor and the City Council have a commitment to uphold the Financial
Management Policies of the City to ensure the financial strength of the City of Minneapolis; and

Whereas, the City of Minneapolis has significant financial challenges within the Internal
Service Funds of the City; and

Whereas, the City is committed to resolving both the annual deficits within these funds,
as well as the accumulated cash deficits; and

Whereas, the lack of adequate funding from the General Fund to the Internal Services
Fund has contributed in a large part to the financial deficits’
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Now, Therefore, Be It Resolved by The City Council of The City of Minneapolis:

That the Reserve Policy of the City’s Financial Management Policies shall be modified
and reaffirmed as follows:

Cash Flow and Contingency

The City shall maintain a minimum “base” unallocated fund balance of 10% of the
General Fund budget to be used for cash flows purposes, unanticipated expenditures of
a non-recurring nature, or to meet unexpected increases in service delivery costs.
These funds will be used to avoid cash flow interruptions, generate interest income,
avoid the needs for short-term borrowing, and assist in maintaining a triple-A bond rating.
In the event a balance larger than the “base” amount exists as a result of state or federal
aid, salary settlements, or other unknowns provided for in the budget, the City shall
decide whether to transfer cash to the Internal Service Funds of the City to help reduce
the negative cash balances in these funds.

When financial stability is returned to the Internal Service Funds of the City, the City
shall reevaluate the Cash Flow and Contingency policy statement. Specifically, future
changes shall address the level of balance that may be maintained above the minimum
“base.”

Appropriate operating contingency reserves shall be maintained in enterprise funds to
provide for unanticipated expenditures of a non-recurring nature. Appropriate capital
replacement reserves shall be maintained to fund emergency improvements relating to
new regulations, standards, and capital repair and maintenance.

For all other funds, appropriate balances shall be maintained to reflect the nature of the
accounts.

Use of Fund Balances

Available fund balances shall not be used for on-going operating expenditures unless
determination has been made that available balances are in excess of required
guidelines and that plans have been established to address future operating budget
shortfalls. Emphasis shall be placed on one-time uses, which achieve future operating
cost reductions.

Annual Review

An annual review of cash flow requirements and appropriate fund balances shall be
undertaken to determine whether modifications are appropriate for the reserve policy.

DEBT MANAGEMENT POLICIES

Objective. The objective of the debt management policies is to provide a framework for
managing the City’s Capital financing and economic development activities in a way that
preserves the public trust and balances costs to current and future taxpayers without
endangering essential City services.

[New in 2007] Authority and Oversight. Management responsibility for the City’s debt
program is delegated to the Chief Financial Officer. The Debt Management Committee advises
the CFO on the use of debt financing and debt management activities. The Debt Management
Committee meets periodically at the call of the Chief Financial Officer and is comprised of the
following persons:

- Chief Financial Officer

- City Attorney

- Director of Management and Budget

- Director of Capital & Debt Management

- Executive Secretary, Board of Estimate & Taxation

- Director, Development Finance or designee

- Independent Bond Counsel as needed
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- Independent Financial Advisor as needed
[New in 2007] Guiding Principles for City of Minneapolis Debt Issuance.

Method of Sale. The three primary methods of selling bonds include competitive sale,
negotiated sale and private placement. The City uses the competitive sale method for
its general obligation bond sales unless factors such as structure, size or market
conditions compel the use of a negotiated sale. The City may use the negotiated sale
method on economic development related projects when the characteristics of the
transaction require a more specific marketing plan and/or the issue lacks an investment
grade rating due to complex security provisions or other factors.

Selection of Independent Advisors. The City uses competitive processes to select all
service providers involved in the bond issuance process.

Short-term Debt/Use of Derivatives. The City limits issuance of short-term debt for
cash flow purposes, generally using cash reserves and investment practices to ensure
adequate liquidity exists to pay for expenditures during the year. Derivative-based
financing arrangements shall only be used after careful evaluation by knowledgeable
staff regarding the benefits of the instruments as well as all of the associated risks
including counterparty credit, market, settlement and operating risk.

Variable Rate Debt. The City uses variable rate debt to provide debt structuring
flexibility and potential interest savings to the total debt portfolio. Generally, the City
maintains no more than 25% of its total debt obligations in variable rate mode. It also
manages no more than 25% of the debt in variable rate mode within the major business
functions that issue debt such as the Stormwater, Sanitary Sewers, Water and Parking
funds or the Convention Center.

Conduit Debt Financings. The City has an active program of conduit business
financings. Development proposals are reviewed to determine if they meet program
objectives as determined by City Council financing guidelines and whether the proposal
is financially feasible. Items reviewed during due diligence reviews include narrative on
the company and owners, past three years of financial statements, personal financial
statements, tenant and lease data, market feasibility studies, business plans, project pro
formas, appraisals, plans and specifications, environmental reviews, insurance
covenants, etc. Additionally, the project will be evaluated for consistency with other city
measures related to land use, job creation and compliance with affirmative action, civil
rights, job linkage and other equal employment opportunity requirements.

Bond Specifics.

General Obligation Bonds, Property Tax Supported. The City uses general
obligation, property tax supported bonding to finance only those capital improvements
and long-term assets that have been determined to be essential to the maintenance or
development of the City.

[New in 2007] General Obligation Revenue Bonds. The City issues general
obligation revenue bonds to finance assets associated with its primary enterprise
businesses including storm water and sanitary sewers, waterworks and parking ramps.
Financial feasibility of capital projects is reviewed each year, including a review of the
cash basis pro formas for these funds. Five-year business plans detailing projected
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operating costs and prior debt obligations are reviewed as well as revenue performance
and rate setting analysis to ensure that adequate bond coverage ratios are achieved.

Tax Increment Bonds. The City uses tax increment bonds only where projects can be
shown to be self-liquidating from tax increments arising in sufficient amounts, or where
secured guarantees are provided for potential shortfalls, and with appropriate timing to
avoid, to the maximum extent possible, the use of city-wide property tax revenues and
where maximum allowable guarantees are obtained. The City will not issue general
obligation tax increment bonds except when all net bond proceeds are used to directly
pay public costs or refinance debt that was previously issued to pay for such costs, and
the taxable development that will generate the tax increment is either fully constructed or
is underway and subject to the terms and conditions of a development agreement with
the City. Alternatives, such as “pay as you go” financing and reimbursing front-end public
redevelopment costs with tax increment revenues, are preferable to bond financing and
are to be considered and used when appropriate.

Special Obligation Revenue Bonds. Special obligation revenue bonds, those bonds
for which the City incurs no financial or moral obligation, are issued only if the associated
development projects can be shown to be financially feasible and contributing
substantially to the welfare and/or economic development of the City and its inhabitants.

Bond Term. The City shall issue bonds with terms no longer than the economic useful
life of the project. For self-supporting bonds, maturities and associated debt service
shall not exceed projected revenue streams.

Feasibility. The City shall obtain secured guarantees for self-supporting and tax
increment supported bonds to the extent possible. The City shall also obtain assurances
of project viability and guarantees of completion prior to the issuance of bonds.

CAPITAL BUDGET POLICIES

The objective of the capital budget policies is to ensure maintenance of the Minneapolis public
infrastructure in the most cost-efficient manner.

Capital Improvement Program. The City prepares and adopts a five-year Capital
Improvement Program (CIP) that details each capital project, the estimated cost and funding
sources. An adopted point rating system is used to rank and prioritize recommended projects.

Operating Budget Impacts. Operating expenditures/savings of each capital request are
included in the cost of implementing the CIP and reflect estimates of all personnel expenses
and other operating costs attributable to the capital outlays. Departments receiving capital
funds must account for the increased operating costs resulting from capital projects.

Repair and Replacement. The City strives to maintain its physical assets at a level that
protects the City's capital investments and minimizes future maintenance and replacement
costs. Where possible, the capital budget shall provide for the adequate maintenance, repair
and replacement of the capital plant and equipment from current revenues.

ACCOUNTING POLICIES

The objective of the accounting policies is to ensure that all financial transactions of the City of
Minneapolis and its boards, commissions, and agencies conform to the City Charter, Minnesota
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statutes, grant requirements, the principles of sound financial management and generally
accepted accounting principles.

Accounting Standards. The City shall establish and maintain accounting systems according
to the generally accepted accounting principles (GAAP), which are set by the Governmental
Accounting Standards Board (GASB) and the Financial Accounting Standards Board (FASB).
The central system shall be used for financial transactions of all City departments, boards, and
independent agencies.

Disclosure and Monitoring. Full disclosure is provided in all financial statements and bond
representations. Financial systems are maintained to monitor expenditures and revenues on a
daily, monthly, and year-end basis. A Comprehensive Annual Financial Report (CAFR) is
published by the City at year’s end.

INVESTMENT POLICIES

The objective of the investment policies is to ensure that revenues received by the City of
Minneapolis are promptly recorded and deposited in designated depositories. If not immediately
required for the payment of obligations, revenues shall be placed in authorized investments.
Funds shall be deposited only in the types of investment instruments authorized by the City's
Financial Management Policies, Minnesota Statutes 2005, section 118A, or City Council
resolutions. Investments by the City shall conform to the following investment principles:

Safety. Safety of principal is the City’s foremost objective. Each investment transaction shall
seek to first ensure that capital losses are avoided, whether from securities defaults or from
erosion of market value.

Liquidity. The City’s investments shall be structured to provide liquidity to meet its obligations in
a timely manner without loss of principal.

Yield. The investment portfolio shall be designed to attain a market-average rate of return
through budgetary and economic cycles, taking into account the City's investment risk
constraints, cash flow characteristics, and safety of principal.

Diversification. The City shall diversify its investments to minimize the risk of loss resulting
from over-concentration of assets in a specific maturity, a business sector (excluding U.S.
Treasuries), a specific issuer or a specific class of securities.

Maintaining the Public Trust. The investment program shall be designed and managed with
professionalism worthy of the public trust. The best investment vehicles for the City’s objectives
shall be sought through competitive processes. Investment officials shall avoid any transaction
that might impair public confidence in the City of Minneapolis government.

[New in 2007] Use of Derivatives. Derivative securities shall only be used after careful
evaluation by knowledgeable staff regarding the benefits of the instruments as well as
all of the associated risks including counterparty credit, market, settlement and
operating risk. Internal controls shall be established to ensure adequate management
for each type of derivative.

Standard of Care. The "prudent person" standard shall be applied in the context of managing

the overall investment portfolio. Investment officers, acting in accordance with fiduciary
standards and written procedures, shall be relieved of personal responsibility for an individual
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security's credit risk or market price changes, provided that deviations from expectations are
reported in a timely manner and appropriate action is taken to control adverse developments.

Internal Controls and Safekeeping. The City Finance Officer shall establish a written system
of internal controls. To protect against potential fraud and embezzlement, assets of the City of
Minneapolis shall be secured through third party custody and other safekeeping procedures.
The City shall authorize the custodian financial institution to utilize security lending to maximize
return on investments. Bearer instruments shall be held only through third party institutions.
Investment officials shall be bonded.

[New in 2007] Reporting

The City shall prepare a quarterly investment report describing the characteristics of the
portfolio, including a summary of recent market conditions, investment performance and
investment strategies. This report will be included with the quarterly financial report that is
presented to the City Council and Mayor.

DEVELOPMENT FINANCE POLICIES

The objective of development finance policies is to provide public assistance to community
development efforts in a manner that balances costs against benefits. In addition to the City’s
Financial Management Policies, detailed guidelines have been adopted by the City to manage
specific development resources and programs.

To the greatest extent possible, all development activities shall be self-supporting. Sufficient
public and private resources shall be identified at the time a project is approved to ensure
feasible completion and operation of the project. All development financing proposals shall be
reviewed to ensure that the proposed finance plan is reasonable, balanced, and the best means
by which to achieve City objectives, while adequately protecting city-wide financial interests.

Tax Increment Policy.

Purpose of Policy. This Tax Increment Policy has been approved by the Minneapolis
City Council for the following purposes:

e to guide staff in forming recommendations regarding the use of tax increment
financing and negotiating contract terms with developers;

e to provide a framework within which the City Council and Mayor can evaluate
and compare proposed uses of tax increment financing; and

¢ to inform the public of the City’s position on the use of tax increment financing
and the process through which decisions regarding the use of the tool are
made.

This policy supersedes the Tax Increment Policy approved by the Minneapolis City
Council on March 22, 2002 and revised on January 1, 2004, and earlier versions of said
policy. This policy is effective as of April 1, 2005.

Development Objectives. The City uses tax increment financing to accomplish these
major objectives:
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e Expand the Minneapolis economy to create more living-wage jobs, with an
emphasis on providing job opportunities for the unemployed and
underemployed.

e Attract and expand new and existing services, developments and employers
in order to position Minneapolis and the region to compete in the economy of
the 21% century.

e Increase the city's property tax base and maintain its diversity. Clean
contaminated land to provide sites for uses that achieve City redevelopment
objectives.

e Provide an array of housing choices that meet the needs of current residents
and attract new residents to the city, with an emphasis on providing
affordable housing.

e Eliminate blighting influences throughout the city.

e Support neighborhood retail services, commercial corridors and employment
hubs.

e Support redevelopment efforts that enhance and preserve unique urban
features and amenities, including downtown, the riverfront and historic
structures.

General Guidelines in the Use of Tax Increment Financing.

e The City of Minneapolis will comply with all requirements of the Minnesota
Tax Increment Financing Act, as amended. The City will undertake a
rigorous analysis to ensure that the proposed project satisfies the “but for”
test embodied within the Tax Increment Financing Act.

e The City of Minneapolis will use tax increment financing only when a clearly
identified city development objective is served and only to the degree
necessary to accomplish that development objective.

e Tax increment financing will only be used in cases where the City has the
financial capacity to provide the needed public assistance, the City Council
deems it fiscally prudent to provide such assistance and the developer can
clearly demonstrate that the development will be able to meet its financial and
public purpose commitments.

e The City of Minneapolis will recapture the public subsidy to the maximum
extent feasible after allowing the developer a reasonable return.

¢ Alternatives, such as “pay as you go” financing and reimbursing front-end
public redevelopment costs with tax increment revenues, are preferable to
bond financing and are to be considered and used when appropriate. The
City will not issue general obligation tax increment bonds except when all net
bond proceeds are used to directly pay public costs or refinance debt that
was previously issued to pay for such costs, and the taxable development
that will generate the tax increment used to pay all or a portion of the debt
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service on the bonds is either fully constructed and assessed by the City
Assessor or is underway and subject to the terms and conditions of a
development agreement with the City.

e Only those public improvements and public redevelopment costs directly
associated with or needed to service the proposed development plan or
project should be financed through tax increment.

e The City will analyze each potential new tax increment financing district and
recommend whether it should be included in or excluded from the fiscal
disparity contribution. The impact of the fiscal disparity election on the City’s
general tax base will be analyzed using the methodology prescribed by the
Minnesota Department of Revenue and will be reported to the City Council in
a manner understandable to the general public prior to approval of the
proposed use of tax increment financing.

e As part of the annual budget process, the City will identify tax increment
revenues deemed to be excess tax increment and will make related
recommendations for decertification of parcels or districts and report on the
total value of captured tax capacity expressed in both dollars and as a
percentage of total tax capacity.

Economic Analysis and Risk Assessment Process.

o Proposed uses of tax increment financing will be subject to rigorous
economic analysis and risk assessment. City Finance Department staff will
be responsible for overseeing the analysis and assessment process.
Consultants will be used to complete needed analysis and assessment as
appropriate.

e The analysis and assessment of all proposed uses of tax increment financing
will address the following questions as part of the standard format for reports
to the City Council:

What is the public purpose of the financial assistance to the project?
Why is there a financial need for public investment and/or subsidy?
What is the total cost of the project?

What is the appropriate level of public participation?

What are the risks associated with the project?

What are the alternative plans for managing the risk?

How does the proposed project finance plan compare with previously
approved comparable projects?

¢ What is the project's impact on other publicly financed projects?

e The results of the economic analysis and risk assessment will be presented
to the City Council at the time of the request for approval of the proposed use
of tax increment financing. The report will identify any elements of the
proposed project that are not in conformance with this Tax Increment Policy.

e Projects with an anticipated term of increment collection greater than 15
years or projects with tax increment principal in excess of $10 million will be
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subject to a more extensive analysis, including appropriate market analysis
and review by City Finance Department staff.

Evaluation Criteria. The following items will be taken into consideration in the
evaluation of any development proposal requesting tax increment assistance.

¢ Need For Public Assistance. In all cases, it is required that the need for
public assistance be demonstrated and documented by the developer to the
satisfaction of the City Finance Department. All such documentation,
including development budgets, cash flow projections, market studies and
other financial and market information, must be submitted by the developer
along with an application for public financial assistance. If the request is
based on financial gap considerations, the developer will demonstrate the
profitability and feasibility of the project (i.e. gross profit, cash flow before
taxes, cash-on-cash return, IRR, etc.), both with and without public
assistance.

e Amount of Public Assistance versus Private Investment. All
development proposals should seek to maximize the amount of private
investment per dollar of public assistance. Public assistance as a percentage
of total development costs will be determined for each project (or discrete
portion of a project receiving a subsidy) and compared to other development
projects or subprojects of similar scope and m agnitude whenever possible.

e Term of Public Assistance. The term of the public assistance shall be kept
to a minimum. The proposed term of any public assistance shall be fully
documented and explained to the City Council.

o Development Benefits and Costs. The direct and indirect benefits of the
development proposal shall be determined and quantified to the degree
possible. Benefits shall include, but are not limited to, employment benefits
(number of jobs retained or created, percentage of jobs held by City residents,
wage and salary information, etc.), tax base benefits (estimated market value
of new development, new property taxes generated, etc.), housing benefits
(number of new rental or ownership units, number of affordable units, etc.),
and other benefits relating to transportation, parking, blight remediation,
environmental cleanup and historic preservation.

Costs of the development proposal to the City shall also be identified to the
degree possible. Such costs shall include, but are not limited to, additional
required infrastructure, required local contributions by the City, and the
impact on the City’s General Fund of the fiscal disparity contribution election
if tax increment financing is used. The timeframe used for these cost
estimates must equal the timeframe of the project finance plan and
separately identify any projected recapture of public subsidy.

e Recapture of Public Subsidy. It is the City’s goal to recapture all, or a
portion, of the public subsidy provided to the extent practical. Methods of
recapture shall include, but are not limited to, long-term ground leases,
subordinated loans, sale and/or refinancing provisions, and equity
participation.
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PUBLIC PARTICIPATION POLICIES

The objective of the public participation policies is to enhance the City's ability to meet financial
and policy challenges by promoting a well-informed community and by encouraging public input
in the decision-making process.

Financial and Performance Measurement Reports. Information regarding the City budget,
financial statements and performance measurement shall be available to citizens.

Budget and Service Priorities. Various methods shall be used to ensure public input into the
budgeting process, such as informational hearings, surveys, resident-based review committees
and community meetings.

ADMINISTRATIVE FINANCIAL POLICIES

The following policies are ongoing and administrative in nature. In the past, these policies had
been included annually as footnotes in the budget resolutions. This section is now included by
reference in the resolutions. There are two sections — one for operating budget administrative

policies, and another for capital and debt related administrative policies.

Section One - Operating Budget Policies

Revenue Related

General Fund Rate Model. The City will recover costs within the General Fund related to
services it provides to non-General Fund departments. The allocation of those costs will be
based on a fair and consistent methodology, applied enterprise-wide and developed and
administered by the Finance Department.

Work for Other and Grant Funding. When tax and non-tax funds have appropriations
based on income from Special Independent School District No. 1, government authorities,
grants, donations or contracts, expenditures shall be limited to the amounts which can be
supported by billings. Billings must be accompanied by an agreement with this granting
authority. City officials should treat billings, grants and aids as revenues only to the extent
they are collectible, or authoritatively assured.

Pension Related

Authorizing the City Pension employer deductions. The proper City Officials are directed
to charge all funds under the City Council jurisdiction a percentage of covered payroll to reflect
the costs to the Minneapolis Employees Retirement Fund (MERF), and to charge the
appropriate bi-weekly amounts, as provided for in state law, for each member of the
Minneapolis Police Relief Association (MPRA) and Minneapolis Fire Department Relief
Association (MFDRA).

MERF unfunded liability. These liability amounts are included in the departmental
appropriations and will be billed to the affected departments. Reinsurance amounts will be
paid to a self-insurance pool funded through premiums paid by departments and tracked by
department.
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Department Related

Benefit Charge Authorization. The proper City Officials are directed to charge all funds
under the City Council jurisdiction for the employer's cost of employee health and welfare
benefits.

Overtime Limitation. The policy approved by the Mayor and Council limits all departmental
overtime to 5% of personnel budgets.

Elected Official Budgets. A year-end deficit will be allowed for each ward and the Mayor's
office budget with the exception of the final year of term (but not for two consecutive years).
The deficit will be paid by March 31 or the Council Member or Mayor's office budget for the
current year will be reduced at mid-year. If there is savings in a ward or Mayor's budget, these
savings can be reappropriated from one year to the next, but cannot be reappropriated the
final year of the term.

Fire Department Staffing Authorization. The Fire Chief is authorized the discretion to
maintain up to a daily staffing of 109 Fire Fighters, Fire Motor Operators and Fire Captains on
fire suppression and emergency medical duty within the overall constraints of the Fire
Department budget. The Fire Department shall be authorized to exceed its authorized strength
for firefighters for training purposes provided that the average strength for the year is at or
below the total authorized and the department does not exceed its legal spending authority.

Police Department Staffing Authorization. The Police Department shall be authorized to
exceed its authorized strength sworn officers in order to achieve a higher strength in the
summer months provided that the average monthly strength for the year is at or below the
authorized strength and the department does not exceed its legal spending authority.

MECC Staffing Authorization. The Minneapolis Emergency Communications Center shall
be authorized to exceed its authorized strength in order to achieve a higher strength in the
summer months provided that the average monthly strength for the year is at or below the
authorized strength and the department does not exceed its legal spending authority.

Inspections Staffing Authorization. The Inspections Division of Operations and
Regulatory Services shall be authorized to exceed its authorized humber of Housing
Inspectors to minimize service disruption to residents provided the department does not
exceed its legal spending authority.

Authority of the Finance Officer

The Finance Officer or his/her designee has the following authority to approve technical changes:

To make temporary loans to cover any cash deficits at the end of each fiscal year.

To adjust appropriations in any fund to facilitate transfers for debt service which may be
required, and to make all appropriate transfers and payments.

To amend appropriations related to technical accounting treatment changes.

To adjust re-appropriations for grant funds within cost centers as appropriate

To allocate the State Insurance Aid payments received from the state for pension costs
between the city and the Police and Fire Relief Associations. The City's allocation shall be
for cost of Police and Fire PERA and shall be credited to the proper revenue account in the
fund incurring the cost with the balance being allocated to the Relief Associations.
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o To adjust the appropriations of the special revenue funds for payments to various pension
organizations as may be required: Pension Fund (0990).

e To establish or adjust appropriations, transfer balances, or make payments to carry out the
intent of any action or resolution Passed and Approved, or any legal agreement Passed,
Approved and Executed, with respect to any inter-fund loans, advances, residual equity
transfers, or operating transfers, or the repayment thereof.

¢ To make the necessary project and line item budget adjustments to periodically balance
budgets and expenses between national objectives within given programs and within normal
CDBG program constraints.

¢ To make any necessary appropriation adjustments to allow departments to receive and spend
NRP funds consistent with Council-approved NRP Action Plans, Early Access requests, and
First Step Plans.

e To appropriate available grant balances from the following grants:

(i) HUD Rental Rehab grant to Fund FGO

(i) HUD HOME grant funds to Fund FGO

(i) Federal Transit Administration (Trolley) grant funds to either Fund FGO or City Fund
0300 for use by the GMCVA/Meet Minneapolis

(iv) Eligible UDAG recapture funds to fund FNA

(v) State Economic Recovery Grants to fund SMN

(vi) HUD Special Purpose Grant MN47SPG507(TCOIC) funds to the Non-departmental
Agency in the Fund (0400-1230)

o To make appropriation adjustments to correct any errors, omissions or misstatements to
accurately reflect the intent of the City Council in adopting the Operating Budget.

e To adjust the December Local Government Aid (LGA) payments to the Park Board and
Library Board if payment is not received from these independent boards for the
management support fees included in the adopted budget ($330,000 from the Library
Board and $828,252 from the Park Board).

e To transfer appropriations between parking funds upon request by the Public Works
Department. Such transfers shall not change the fund and Agency level totals as approved by
the City Council and Mayor and shall not constitute approval of any policy change.

e To appropriate and transfer revenue within the Tax Increment and other special revenue
funds consistent with the management of the City's tax increment districts, Common Project,
Development Accounts and Preliminary Planning Fund: CLC (Local Contribution), CNR
(NRP), SAD (NRP Planning & Implementation), and SPH (Community Development
Revenue).

e To establish or amend appropriations related to technical accounting treatment changes and
to establish and adjust accounts and appropriations, make payments and transfers, process
transactions as necessary for the purpose of cash management of revenues and facilitate
any technical corrections, adjustments and completions authorized for the following project/s:

e Target Center Finance Plan as adopted on March 10, 1995 and detailed in
resolutions 95R-058, 95R-059, 95R-060 and Council action of August 22, 2003
SO as to prevent situations that would require a market disclosure.

e [New in 2007] To make adjustments to internal rate models (General Fund
Overhead, Internal Service Funds, etc...) and the appropriations attached to
them for purposes of making technical corrections.

Appropriation and Reappropriation

Reappropriation in grant funds. The balances of 2006 appropriations for the following grant
funds are hereby re-appropriated in the year 2007:
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0300 Grants - Federal

0400 CDBG/UDAG Fund

0600 Grants — Other

FBGO CDBG (CPED)

FGOO0 HOME (CPED)

FEZO Enterprise Zone (CPED)
SMN State Grants (CPED)

The balances of 2006 appropriations for administration in the CDBG/UDAG Grant fund (0400)
shall be re-appropriated to the Non-Departmental Agency in 2007, except for the administrative
portion of Way to Grow in Health.

NRP carryover authorization. With the exception of NRP Administration, the balance of
the 2006 appropriations for NRP projects within Fund CNR (NRP) are hereby appropriated
for said purposes in 2007. Specific amounts re-appropriated will be determined after the
close of the 2006 fiscal year and upon review and approval of the Finance Officer.
CDBG Reprogramming Policy
There are three sources for reprogramming funds:
1) unspent annual administrative appropriations,
2) unspent and not legally obligated public service funds over two years old, and
3) cancelled, ineligible or unspent capital funds.

The first priority is to apply eligible available balances from the reprogramming process to

reduce the deficit in the City’s letter of credit with the Federal government. Currently, unspent

grant balances allow the City to draw down each year's new grant, providing coverage for the

City's over-obligation to fund the Block E land purchase. If the ongoing infusions of new grant

funds ceased, the City would be unable to draw down sufficient funds to pay for all the program
allocations made in its consolidated plans. The City’s current over-obligation of CDBG funds
stands at $6.54 million.

Administrative Allocations. The intent of the reprogramming policy and the footnotes
is to limit administrative fund expenditures to the amount that was appropriated for that

calendar year, regardless of the amount that is available from the grant balances. The
limitation applies to the City Department’s non-contractual, internal costs.

Funds that are allocated to grant recipients for administrative purposes are exempt from

this provision (e.g.: Legal Aid, Public Housing Citizen Participation). These projects are

legal obligations and would not become part of the administrative reprogramming
calculation unless the projects were finalized without fully expending the funds.

Public Service Allocations. The amounts that are awarded from and appropriated for

public service activities expire in two years from the original award date for that CDBG
program year that starts on June 1. The Department can roll over appropriations from

the prior year, as needed to carryout these activities. After two years any unspent
amounts and those that are not legally obligated are available for reprogramming and

will be referred to the reprogramming process.
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Capital Allocations. Beginning with the Year 32 (2006) approved Consolidated Plan,
authorization for capital project allocations will expire for those projects that have not
moved forward toward implementation as enumerated by meaningful financial obligation
activity indicated by a minimum of 75% of appropriation expended on tangible project
activities by the end of 2009 for appropriations authorized in 2006.

The expiration will take place unless a request for an extension is specifically made and
reauthorized by the City Council. Projects with a twelve-month period of inactivity shall
also be cancelled if the project has been authorized for more than three years. Further,
unspent CDBG capital allocations made prior to year 29 (2003) will be included in the
reprogramming action during 2007.

Operating Budget Reappropriation. The Ways and Means committee will receive a list of
requests, prepared by the Finance Department, to increase 2007 appropriation for goods and
services encumbered in 2006 but not yet paid for that meet the following criteria:

1) avalid encumbrance;

2) aone-time expenditure (not recurring budget item);

3) a purpose consistent with the department’s business plan;

4) the 2006 appropriation balance available for the encumbered item; and

5) the financial position of the fund (status of the fund relative to work out
plans; whether the fund’s spending in 2006 had expense in excess of
revenue).

[New in March 2006] Pre-Payment of Technology Projects. In some cases, departments
may be able to “pre-pay” for future technology needs using their current operating budget
provided the following conditions are met:

1) Must be avalid encumbrance; as indicated by a signed agreement between BIS
and its customer that spells out the work to be performed along with the costs, any
ongoing operating costs associated with the purchase of the technology, and how
the department will pay for any ongoing operating costs within existing resources.

2) One-time expenditure: The prepayment should only be for one-time project
related costs and should not pay for recurring items such as maintenance or
managed service costs. Ongoing costs should be identified within a department’'s

existing budget.

3) Purposeis consistent with the department’s business plan.

4) The customer has sufficient appropriation in their budget to cover the
prepayment. In addition, the fund must have positive fund balance (net assets)

and cash.

5) If the customer cancels the project in subsequent years the cash and
appropriation will revert to the General Fund contingency budget, not the

department’s budget.

6) Once the project is completed, any remaining appropriation and cash will
also be transferred to the General Fund contingency budget.

7) Department projects in excess of $250,000 should seek City Council

approval for prepayment financing prior to the end of the fiscal year.

8) [new in 2007] Departments are directed to clearly identify within existing
resources the funds that would be used to finance the ongoing costs related to the
purchase or development of technology prior to the expenditure of funds for the
purchase or development of that technology. The sponsoring department should
prepare a Receive and File notice for consideration by the respective home
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committee and the Ways and Means/Budget Committee when the annual operating
and maintenance cost of any technology project exceeds $50,000. This notice
should be submitted as soon after the sponsoring department has identified the
ongoing costs and funding sources. BIS and Finance should work with departments
to ensure those costs are identified and included in the contract for technology
services.

The City Finance Officer shall make the appropriations adjustments as necessary to carry out
this technology financing option. Consistent with other capital investment policies, funds
approved according to this policy expire four years after original approval and revert to the
General Fund.

Local Government Aid

Allocation. The allocation of Local Government Aid to Minneapolis from the State of
Minnesota is to be distributed to the General Fund (0100), Municipal Building Commission
(1100), Library Board (1800) and Park Board (1500 & 1700) as indicated in the Council
adopted tax policy. In 2007, this allocation is as follows:

City General Fund $67,003,954
Park Board $ 9,922,312
Library Board $ 6,781,437
Building Commission $ 272937
Total $83,980,640

Library Nicollet Mall Assessment. The Local Government Aid funding for the Library Board
is reduced by $46,355 to fund the Board's share of Nicollet Mall Maintenance.

Tax Increment Special Revenue Funds and Internal Loans. State statute requires that tax
increment (TI) revenues be segregated from all other revenues of the City and maintained in
separate funds established for each individual Tl district. As a result of this statutory
requirement, a separate fund is established at the time a new TI district is approved. Qualifying
expenses are charged to these individual district funds as they are incurred. This action could
result in negative balances in a fund until Tl revenues are generated from the district.

When a district has a negative fund balance, this is considered to be an internal loan by the
Office of the State Auditor and the TI Act requires prior, specific action to be taken by the City to
authorize these internal, inter-fund loans.

Therefore as part of the budget process, and for purposes of covering any temporary negative
fund balances, the City authorizes the advance of revenues from other Tl special revenue funds
in the amount needed to offset any negative fund balances incurred within a TI fund prior to or in
excess of the collection of sufficient Tl revenue. The interest rate paid on any advance will be
equal to the rate of interest those revenues would have earned in their respective fund. The
term of any advances shall end upon termination of any TI district that carries the negative fund
balance. As Tl revenues are available in a Tl fund that previously had a negative balance, the
advance shall be offset by the amount available in that fund.

Capital advances needed for negative fund balances will not result in the actual movement of
revenue between funds, but the positive balance of all the City’s Tl funds will offset any negative
balance in a Tl fund.
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Hilton Fund

Investment. Notwithstanding prior direction, the proper City and CPED officials are
authorized to take actions necessary to re-invest Fund SPH (Community Development), the
balance of the invested proceeds from the sale of the CPED’s and City’s interests in the Hilton
Hotel. The status of the fund, expenditures and balances are to be reported annually as part of
the City’s budget process.

Use for Pension Obligations. The Finance Officer is directed to transfer $12.5 million
(market value) of investments in the Hilton Legacy Fund to an escrow account for the purpose
of paying principal and interest on $12.5 million of bonds that funded a portion of the City's 2005
pension obligations (Pension Bonds). Investments held in the escrow account will not be
available for any other purpose. The Finance Officer is authorized to redeem the remaining
Pension Bonds when the Finance Officer determines that the interest rate on the Pension
Bonds is expected to exceed the rate of return on the escrow investments for the remaining
term of the Pension Bonds. Investments in the escrow account will be returned to the Hilton
Legacy Fund after the Pension Bonds are fully paid.

Use for Discretionary Development. The Council has authorized in the Discretionary
Development Plan (Resolution 2003R-404) that the Department of Community Planning and
Economic Development may borrow up to $22 million in annual amounts not to exceed $3.679
million in calendar years 2004 through and including 2009. The loan shall be repaid from any
funds received in repayment of the Brookfield Loan and the proceeds of any sale or other
disposition of the MCDA's interest in the Saks Parcel, including net income from the operation of
the Saks Parcel if any.

Gift Acceptance. Any gifts with a value of $1,000 or less can be received by individual City
departments with written notice to the Finance Officer or his/her designee. The Finance
Department shall submit a quarterly gift report to the City Council’'s Ways and Means Committee
for approval. Consistent with Minnesota Statutes, section 465.03, the department may not use
the gift until it has been approved by a two-thirds vote of the City Council.

The quarterly gift report shall contain the following information on each donation:
1) Name of recipient department;
2) Name of entity making gift;
3) Description of gift (including value of gift, date received and special designations on gift,
if any); and
4) Funding strings for revenue and expense appropriation increases.

For any gifts with a value exceeding $1,000, the recipient department shall submit a request for
authorization to accept the gift to the City Council’s Ways & Means Committee directly.

Section Two - Capital & Debt Management Resolution Policies

Appropriation and Reappropriation

Approvals for Bond Issuance. The amounts appropriated in any City fund to be
financed by bond proceeds are contingent upon the necessary approvals for issuance.
The Finance Officer is authorized to establish or adjust any bond-financed
appropriations when the necessary approvals for issuance of bonds are obtained.
Further, the Finance Officer is authorized and directed to adjust assessment
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appropriations set forth in this resolution to reflect the actual amount to be assessed.
Total amounts assessed will be established by a future Council action approving the
assessment public hearing and the amount assessed for the project.

Creation of Appropriations. The Finance Officer is authorized to create or adjust
certain appropriations subsequent to the sale of bonds, including all appropriate fund
transfers and payments necessary to comply with arbitrage rebate and reporting to the
federal government required under the Tax Reform Act of 1986 and revisions to debt
service budgets resulting from bond sales during the year.

Reduction of Appropriations if revenues do not materialize. The amounts
appropriated in the various funds to be financed from various revenue sources are now
hereby appropriated contingent only upon the reasonable expectation of the receipt of
the required financing. The Finance Officer is authorized and directed to reduce any
capital appropriation whenever a revenue source is determined to be not collectible for
whatever reason.

Capital Project Closure. The Finance Officer is authorized to approve the closure of
non-bond funded capital projects and the adjustment of said appropriations as identified
and requested by the City Engineer for those projects under Public Works.

Independent Boards: Appropriations and Capital Advances. The Finance Officer
is authorized to establish or adjust appropriations, make payments and transfers, and
process transactions as necessary for the purpose of providing departments, boards
and commissions an internal financing alternative to lease/purchase agreements with
external vendors. The Finance Officer may provide capital advances from individual
funds to the extent funds are actually available. The Finance Officer shall establish the
term and interest rate applicable to the capital advance. The principal amount of the
capital advance can be transferred to the fund of the department, board or commission
after the purchase of the asset and execution of an Internal Lease/Purchase Agreement,
signed between the department, board or commission and the Finance Officer. Prior to
issuing the capital advance, the Finance Officer shall determine that the department,
board or commission has made a commitment in their annual budgets to provide the
funds necessary to repay the advance, with interest, over the term of the agreement.

Reappropriation of Capital Projects. The Finance Officer is authorized to adjust re-
appropriations to capital project funds as appropriate. The balances of prior year
appropriations in Capital funds are hereby re-appropriated with the following exceptions:

Fund Project or Operating Organization
4100 City-Capital Impr Fund PW Engineering Services (4100-6025)
4100 City-Capital Impr Fund Sidewalk Inspection (4100-6076)

4100 City-Capital Impr Fund Reimbursable Paving (4100-9372)
4100 City-Capital Impr Fund Reimbursable Transportation (4100-9440)

Balances of capital projects in funds 6100, 6200, 6400, 7300, 7400 and 7500 are also
hereby re-appropriated with the exception of Reimbursable Sewer Projects (7300-9322)
and Reimbursable Water Projects (7400-9545).

Expiration of Capital Project funding for certain projects. For certain capital projects,
the funding is replenished annually due to the source of funding and/or recurring major
maintenance nature of the projects. For these projects, the expenditures are to be paid

City of Minneapolis — Financial Management Policies Council Adopted Budget

76



from funds of the appropriation year in which the work occurs. These projects will not
have their appropriations carried forward since they are replenished annually. If bonds
are issued for these programs, the appropriations will carry over.

The projects follow:

SWKO01 Defective Hazardous Sidewalks — Assessed portion
SwWo001 Sanitary Tunnel & Sewer Rehabilitation Program
SWO002 Miscellaneous Storm Drains

SwWo004 Implementation of US EPA Storm Water Regulations
SwWo11 Storm Drains and Tunnels Rehabilitation Program
SWO030 Alternative Stormwater Management Strategies
WTR12 Water Distribution Improvements

RMPO1 Parking Facilities — Repair and Improvements
RMPO3 Bicycle Parking

Accounting Adjustments. The Finance Officer is authorized to approve adjustments
to Capital Appropriations between different agency and organization levels within the
same fund and revenue source. Such budget transfers shall not constitute approvals of
any policy change.

Adjustments Related to Cost of Bond Issuance and Maintenance Fees. The
Finance Officer is authorized to establish or adjust appropriations and fund transfers to
pay all costs associated with authorized City of Minneapolis bond sales including costs
of issuance and annual bond maintenance fees from the Bond Redemption Fund (5250)
with the expenditures then being allocated to other funds as appropriate.

Funding of Capital Models and Studies. The Finance Officer is authorized to fund
from investment earnings generated from capital project balances studies related to
long-term financial planning models and related debt management activity.

Authorization of Transfers for Bond Proceeds and Investment Income. The
Finance Officer is authorized to establish and adjust appropriations to provide for the
transfer of funds to include bond proceeds and investment income for capital projects.

Correction of Errors. The Finance Officer is authorized to make corrections for errors
of omission and misstatements in order to accurately reflect the current budget year of
the adopted Five-Year Capital Program.

Appropriation of Debt Service. There is hereby appropriated in the various Debt
Service Funds sufficient funds to pay debt service requirements.

Arbitrage, Internal Revenue Service Regulations and Related Policies

Use of Investment Earnings. The investment earnings from unspent bond proceeds
shall be accounted for in separate arbitrage funds and will be allocated to debt service
on net debt bond issues and shall be transferred on the scheduled debt service
payment dates. The exception to this is that investment earnings on unspent tax
increment bonds are to be used only for tax increment eligible purposes related to that
specific tax increment bond issue.
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Tax-Exempt Bonds. The Capital budget resolution constitutes an official declaration
pursuant to IRS Treasury Regulations Section 1.150-2 that the City intends to
reimburse expenditures which may be made for those projects designated herein to be
funded with bond proceeds by incurring tax-exempt debt of the City. The expenditures
to be reimbursed include all preliminary expenses for planning, design, legal, consulting
services and staff costs reasonably allocated to the project as well as costs incurred
and paid for the design and construction of the projects after approval of the capital
budget. The projects are more fully described in the Capital Budget Request forms on
file in the office of the Director of Capital and Debt Management. The reasonably
expected source of funds to pay debt service on the tax-exempt bonds to be issued by
the City consists of the following according to the designated bond type:

Bond Type Source

Net Debt, Library Referendum, Property taxes and Internal User Fees
Public Safety, Equipment

Sanitary Sewer Sanitary Sewer revenues, Fund 7100
Stormwater Sewer Stormwater Fund revenues, Fund 7300
Water Water Fund revenues, Fund 7400
Parking Parking Fund revenues, Fund 7500
Assessment Special assessments

Tax Increment Tax increment revenues

Reimbursement Intent. The Finance Officer is authorized to make further declarations of
official reimbursement intent in connection with the projects described herein pursuant to
IRS Treasury Regulations Section 1.150-2 on behalf of the City consistent with budgetary
and financial circumstances. Copies of any such further declarations shall be filed with the
Ways & Means/Budget Committee and the Board of Estimate and Taxation.

Direction to Staff Regarding Capital Budget Process

Completion of Major Repair Iltems in Public Facilities. Public Works Property Services is
directed to provide CLIC a one page summary of major repair items completed in the prior
year as part of their PSD01 Facilities Repair and Improvements capital program. This
document must accompany the annual capital submittal for this program.

Status of Art in Public Places Program. Staff responsible for the Art in Public Places
capital program are directed to provide CLIC a report on the status of projects currently in
the planning phase or under construction as part of their annual capital submittal.

Park Board Request. Park Board needs to provide CLIC a report showing where capital
expenditures were incurred by project for the prior year and details of what projects are
planned by year and by funding source as part of the Park Board capital submittal.

Planning Direction Provided. The adoption of the Five-Year Capital Program is to assist
in planning and provide direction for City departments including Public Works Engineering
Services, but it does not establish permanent Council commitment to the out-year projects
either in scope or timeline of construction.

Library Board Request. The Library Board needs to provide CLIC with an updated
progress report and cost estimate of infrastructure needs by facility as part of the Library
Board Capital submittal.
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Capital Projects Status Report/Bond Authorization

Annual Capital Projects Status Report.

Once a year, no later than April 30th, the Finance Department will report to the City

Council’'s Ways & Means Committee on the status of capital projects. This Annual Capital

Projects Status Report shall contain the following information by project and capital program

year:

1) A list of all capital projects for which bonds or City funding sources have been
authorized but have not been closed;

2) The amount of revenue received to date;

3) The current, expended and remaining appropriations;

4) The balance of project shortfalls or funds available for reprogramming; and

5) A list of outstanding capital projects with the amount of bond authorization and
appropriation that will be considered for expiration in the following year.

The Finance Department shall also report on fund appropriations for capital projects, bond
authorizations and proceeds balances that may be cancelled because projects have been
completed or otherwise concluded, or because the purposes for which the money was
appropriated or bonds were authorized or issued have been cancelled, completed, or
otherwise concluded.

Expiration of capital project funding. Beginning with the 2006 City Council approved
Capital Improvement Plan and for all such Plans authorized thereafter, the City Council
authorization for bonds and appropriation for those capital projects, will expire for those
projects that have not moved forward toward implementation as enumerated by meaningful
financial obligation activity indicated by a minimum of 75% of appropriation expended on
tangible project activities by the end of the third year following authorizations.

The expiration of appropriations under this policy will take place unless a request for an
extension is specifically made and reauthorized by the City Council. Projects funded with
bond proceeds that expire under this section shall require City Council reauthorization.
Projects with a twelve-month period of inactivity shall also be cancelled if the project has
been authorized for more than three years.

TRANSFER POLICIES

The objective of the transfer policies is to ensure the transfer of money between funds is done in
a fiscally sound manner.

Municipal Parking Fund to General Fund. The Municipal Parking Fund is a City enterprise
fund used to account for the operation, maintenance and construction of the City’s parking
facilities as well as on-street parking and the Municipal Impound Lot.

Transfer Criteria. Transfers into and out of the City’s Municipal Parking Fund should meet the
following criteria:

1. Be consistent with state laws, City ordinances and the City Council approved finance

plans and financial policies;

2. Maintain and support favorable financial results among all affected funds;

3. Be sustainable to allow long-term financial planning.
Finance and Public Works will recommend to the Mayor and City Council the amount of the
transfer based on an analysis of the financial history of the fund; this recommendation will be
part of the annual presentation of the Five-Year Financial Direction.
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City of Minneapolis
FY 2007 Budget
Financial Policies

Proposed City of Minneapolis
Financial Planning and Policy Resolution: Independent Boards

Mayor and Council Adopted, July 2002
Board of Estimate and Taxation Adopted, July 2002

Whereas:

1. At the direction of the Mayor and City Council, the City has prepared a ten-year financial
projection of demands on the city property-tax supported funds, a summary of which is
attached as Exhibit A and incorporated herein by reference;

2. The projection demonstrates that the known demand on property tax revenues will
significantly exceed reasonably foreseeable resources;

3. The Mayor and Council are developing a long-term strategy for managing the financial
challenges documented in the ten-year projection and wish to engage the Independent
Boards and the Board of Estimate and Taxation as partners in that strategy;

4. Recognizing that all City of Minneapolis taxing jurisdictions draw revenue from the same
taxpayers, the Mayor and Council support an enterprise approach to establishing future
property tax revenue projections. The Mayor and Council further support setting the
maximum annual property tax levy at no more than an 8-percent annual increase for
budget years' 2003 through 2010, inclusive of the levy for the Independent Boards,
including the voter-approved library referendum;

5. The Mayor and Council desire to work with the Independent Boards and the Board of
Estimate and Taxation to set long range financial parameters so that our joint taxpaying
customers and our individual City governing boards can all make more informed
business decisions about respective annual budgets.

6. The Mayor and Council desire to work with the Independent Boards in a fair and
consistent manner.

Therefore Be It Resolved, That the Mayor and Council hereby adopt the following Policy
Statements as provided below in Items A through E, with respect to the Independent Boards, to
serve as a framework for developing the 2003 budget as well as long-term financial plans for the
City and Independent Boards; and

Be It Further Resolved That the Mayor and Council submit to the Board of Estimate and
Taxation recommended maximum property tax levies for taxes payable in year 2003. The
Mayor and Council also request the Board of Estimate and Taxation to consider adopting
parallel policy statements to Policy Statements A through E, adopted by the Mayor and Council
as part of this resolution.
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Policy Statements (A through E):

(A) Local Government Aid (LGA) from the State of Minnesota

The Mayor and Council will remain committed to August 26, 1994, Council action which
based the annual enterprise distribution of LGA revenues on a stable percentage in
exchange for a cap in individual board property tax levies.®

The Mayor and Council will allocate LGA consistent with the 1994 agreement provided
the independent boards adhere to the tax levy provision outlined in the original
agreement, with the one modification. The Mayor and Council hereby propose
amending the policy to provide for a maximum 4-percent annual increase in property tax
levy versus the 3-percent included in the original 1994 agreement.

Consistent with the 1994 adopted agreement with the Independent Boards, the Council
will distribute LGA based upon the following percentage allocation, as outlined below.

% Distribution of LGA

Library Board 8.05%
Park Board’ 11.79%
Municipal Building Commission 0.30%
Board of Estimate and Taxation .10%
City Council 79.76%
Total 100.00%

The Council policy will continue to be that the City and the Independent Boards will
share any legislative reductions or increases in LGA, using the same percentages as
outlined above.

In the event an Independent Board’'s property tax levy increase exceeds 4-percent
(adjusted for any one-time shifts), the City Council will reduce the LGA payment to the
board to offset the additional increase.

If state legislation creates new aid programs for general city purposes, the Mayor and
Council expresses the intent to negotiate with the Independent Boards an appropriate
allocation basis for this revenue.

(B) Management Support Charges
The Independent Boards will be charged for the actual cost of providing management

support services to the boards. The basis for allocating costs will be the same as that
used for Council departments. Management support services include, but are not limited

" The allocation of LGA to the Park Board will increase from 10.89% in budget year 2002 to 11.79% in
budget year 2003, provided the Park Board reduces their base property tax levy by $1.0 million, which will
be added to the City's General Fund base levy. The allocation of LGA to the General Fund will decrease
from 80.66% in budget year 2002 to 79.76% in budget year 2003. This net result will be a $1.0 million
shift in LGA distribution from the General Fund to the Park Board and a $1.0 shift in property tax levy from
the Park Board to the General Fund, from budget year 2002 to 2003.
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to, services provided by the following city departments: Information Technology,
Finance, and Human Resources.

Management support charges, as included in the Council's adopted 2002 budget, will be
capped at $800,000 for the Park Board and $300,000 for the Library Board for both the
2002 and 2003 budget.

Beginning with the 2004 budget, the management support charges to the
Independent Boards will be based upon standard accounting practices for
allocating costs. The method and procedure to calculate the pro-rated costs and
collection of the charge will be finalized and communicated to the Independent
Boards by December 31, 2002.

As provided for in the 2002 budget footnotes, the City Finance Officer has the authority
to reduce LGA payments to the Independent Boards if payment of the management
support charge is not received prior to the distribution of the December LGA payment.

©) Adjustments to Prior Year Increases in Property Tax Levies

As stated in Item A, the Mayor and Council remain committed to the 1994
budgetary policy regarding the Independent Boards. The 1994 policy has two
parts (1) a stable percent allocation of LGA and (2) a 3-percent cap in annual
property tax levy increases for the Independent Boards, which will be amended
to a 4-percent cap beginning with the 2003 budget. The Park and Library Boards
both had increases in 2002 property tax levies above this threshold. The Mayor
and Council consider the portion of property tax levy increase above the policy
threshold to be one-time funds for year 2002. The baseline tax levies for both
entities should return to a level that corresponds to the 1994 agreement.

(D) Infrastructure Gap Funding

The Mayor and Council will support funding infrastructure "gap" closure for the
Independent Boards in a similar manner to that of Public Works.

The City's adopted 2002-2006 Capital Improvement Plan (CIP) provides for closing 27%
of Public Works infrastructure "gap", supported by property taxes, by year 2009°. To
achieve this goal the property tax levy will need to increase by $1.0 million annually from
2003 to 2009.

The Mayor and Council support a future funding plan for the Park Board that
closes 27% 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 years' 2001 and 2002 for Park Board capital

® 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 time.
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purposes. In years' 2001 and 2002, $1.5 million was added each year to the
Park Board base property tax levy, or $3.0 million in total 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.

Recommended Park Board Capital Improvement Plan:

(In millions of dollars) 2003 2004 2005 2006 2007 2008 2009
Base Capital Funding® $1.9 $1.9 $19 $19 $19 $19 $1.9
"Gap" Funding $0.2 $0.4 $06 $09 $1.1 $13 $15
Total Capital Funding $2.1 $2.3 $25 $28 $3.0 $3.2 $34

(E) Alternative Revenue Strategies

The Mayor and Council will work in cooperation with the Park Board and Library
Board to develop alternative funding strategies (i.e., land trusts and expanded
friends of the parks and library), other than the property tax, for raising additional
funds to support program and capital needs.

The Mayor and Council will not support any new referenda for the Independent
Boards because of the significant pressure a referendum would create on the
already burdened property tax. The Mayor and Council will act to educate
taxpayers about the financial burden any new referenda would create for
taxpayers.

Adopted Amendments:
1. Amendment to add an additional Policy Item, Policy Item F

The Mayor and City Council will support annual property tax increases for the
Minneapolis Public Housing Authority at the same maximum 4-percent annual increase
level as that established (in Policy Statement A) by this resolution for the Park Board,
Library Board, Municipal Building Commission, and Board of Estimate and Taxation.

2. Amendment to Policy Item A
Amend Policy Iltem A to include the following language:

In the event the City Council reduces the LGA payment to an Independent Board (as
provided for in this policy statement), the City will appropriate the additional LGA to the
City’'s General Fund and reduce the City’'s General Fund property tax levy by an
offsetting amount. This will be done in order to ensure the maximum property tax levy
increase is maintained at 8-percent on a combined basis for the City, including the
Independent Boards.

® The 2002-2006 adopted CIP includes $1,920,000 in net debt bond funding for the Park Board.
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NEIGHBORHOOD REVITALIZATION (NRP) ORDINANCE

(as amended August 22, 2003)

Note: This ordinance is an important policy document — it allocates the development resources

and outlines how they are to be accessed.

The City Council of The City of Minneapolis do ordain
as follows:

Section 1. That Section 419.20(a) of the above-
entitled ordinance be amended by adding thereto the
following definitions in alphabetical sequence to read
as follows:

419.20. Definitions and general guidelines. (a) In
this chapter, unless a different meaning clearly
appears from the context:

Agency means the Minneapolis Community
Development Agency, its successors or assigns.
Discretionary development funding plan means
that certain resolution adopted by the city council on
August 22, 2003, providing funding for discretionary
development activities from 2004 through 2009.
Neighborhood action plan means the plan
developed with the participation of neighborhood
residents under subdivision 6 of the neighborhood
revitalization program law.

Phase | means the first phase of the neighborhood
revitalization program (1990-2000), funded by the
Phase | funds.

Phase | funds means the city neighborhood
revitalization program funds reserved from 1990
through 2000.

Phase Il means the second phase of the
neighborhood revitalization program (2001-2009),
funded by the Phase Il funds.

Phase Il funds means twenty million dollars
($20,000,000.00) in 2001, eleven million dollars
($11,000,000.00) in 2002 and, for 2003 through 2009,
the funds required to be reserved for neighborhood
revitalization under chapter 604, subject to the
priorities stated in section 419.35.

Sources of securities and repayment shall have
the meaning set forth in the discretionary
development funding plan.

Tax increment act means Minnesota Statutes,
Sections 469.174-469.1799, as amended, which
establishes the powers relating to use of tax
increment.

Section 2. That Section 419.30 of the above-entitled
ordinance be amended by adding thereto a new
subdivision (c) to read as follows:

419.30. Neighborhood revitalization program.

(c) To achieve the chapter 604 requirement that at
least 52.5 percent of the funds reserved for
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neighborhood revitalization be expended on housing
programs and related purposes, the policy board
shall take the following actions:

(1) Commission an independent audit of compliance
with the chapter 604 requirement for neighborhood
revitalization program funds under contract or
expended through June

30, 2003. The audit shall allocate contracted and
actual expenditures for housing programs and related
purposes among the following cost categories:

a. Creation of new rental housing units affordable to
persons whose annual incomes do

not exceed (I) thirty percent of and (ii) fifty percent of
the median family income.

b. Rehabilitation or preservation of existing rental
housing units affordable to persons whose annual
incomes do not exceed (l) thirty percent of and (ii)
fifty percent of the median family income.

c. Provision of affordable ownership housing
opportunities, including first-time homebuyers’
mortgages (with income qualifications).

d. Rehabilitation of existing housing units through
housing loan and grant programs with income
qualifications.

e. Rehabilitation of existing housing units through
housing loan and grant programs without income
gualifications.

f. Administrative costs associated with the operation
of housing projects, programs, services and activities.
The policy board shall complete the audit by October
15, 2003.

(2) Develop a plan to make up any deficiency
identified by the audit using existing phase | fund
balances and/or phase Il funds. The plan shall
include a timeframe and measurable outcomes that
are consistent with city housing plans and policies as
well as neighborhood action plans. The policy board
shall submit the plan to the city council for
consideration consistent with section 419.70 by
October 22, 2003 and each October to the end of the
program.

(3) Prepare and transmit by July 1 of each year to the
governmental bodies represented on the policy board
an annual recommended budget and five (5) year
plan for use of the

phase Il funds and any other funds made available to
the policy board consistent with city goals, plans and
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policies, approved neighborhood action plans and
applicable laws, ordinances and resolutions. The
policy board submission will constitute its
recommendations to the mayor and other appropriate
parties for consideration in the

budget deliberations for the upcoming year.

Section 3. That a new Section 419.35 be added to
the above-entitled ordinance to read as follows:

419.35. Common project priorities for phase Il.
(a) Tax increment and other revenues generated
from the common project, but excluding the sources
of security and repayment, shall, for purposes of
phase Il, be applied in accordance with the following
priorities in order given.

(1) Payment or reservation for payment of
any debt obligations, contractual obligations
or other obligations incurred by the agency or the city
from time to time with respect to the common
project;

(2) Payment of tax increment administration
costs related to the common project as permitted
pursuant to the tax increment act;

(3) Reservation of phase Il funds pursuant to
this chapter, except that no more than
$20,000,000 shall be reserved for neighborhood
revitalization in any fiscal year; and

(4) General development purposes, as
permitted by law.

(b) The sources of security and repayment shall be
applied in accordance with the discretionary
development funding plan.

(c) The revenues identified in that certain target
center finance plan adopted by the city council in
1995, as amended through August 22, 2003,
including revenues not generated by the common
project, shall be applied to offset target center
obligations.

Section 4. That Section 419.40 of the above-entitled
ordinance be amended to read as follows:

419.40. Commitment of city neighborhood
revitalization program funds.

(a) Phase I. In furtherance of the goals stated in
section 419.30(a), the city hereby commits to provide
the city neighborhood revitalization program phase |
funds, commencing in 1990 through and including
2000, for phase 1 of the neighborhood revitalization
program.

(b) Phase II. In furtherance of the goals stated in
section 419.30(b), and subject to the priorities
established by section 419.35, the city hereby
commits to reserve the phase Il funds for phase Il
neighborhood action plans, commencing in 2001
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through and including 2009, to the extent that such
funds are available pursuant to section 419.35. The
difference, if any, between the total phase Il funds
reserved in any fiscal year and the twenty million
dollar ($20,000,000) cap shall not be carried forward
to any subsequent fiscal year.

Section 5. That Chapter 419 of the Minneapolis Code
of Ordinances be amended by adding thereto a new
Section 419.55 to read as follows:

419.55. Phase Il neighborhood revitalization
program process. The provisions of section 419.50
shall apply only to phase | of the neighborhood
revitalization program. The following provisions apply
to phase Il of the neighborhood revitalization program.

(a) Purposes; qualifying costs. Neighborhood
action plans may provide for expenditure of phase Il
funds for the following purposes:

(1) To eliminate blighting influences by
acquiring and clearing or rehabilitating properties
that the city finds have caused or will cause a decline
in the value of properties in the area or will increase
the probability that properties in the area will
be allowed to physically deteriorate.

(2) To assist in the development of industrial
properties that provide employment opportunities
paying a livable income to the residents of the
neighborhood and that will not adversely affect
the overall character of the neighborhood.

(3) To acquire, develop, construct, physically
maintain, rehabilitate, renovate, or replace
neighborhood commercial and retail facilities
necessary to maintain neighborhood vitality.

(4) To eliminate health hazards through the
removal of hazardous waste and pollution and
return of land to productive use, if the responsible
party is unavailable or unable to pay for the cost.

(5) To rehabilitate existing housing and
encourage homeownership.

(6) To construct new housing, where
appropriate.

(7) To rehabilitate and construct new low-
income, affordable rental housing.

(8) To remove vacant and boarded up
houses.

(9) To rehabilitate or construct community-
based nonprofit and public facilities necessary to
carry out the purpose of the neighborhood
revitalization program.

(b) Phase Il funds; distribution and restrictions.

(1) Phase Il funds may only be expended in
accordance with the neighborhood revitalization
program
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(i) for a purpose listed in section
419.55(a); or
(i) as provided in subdivision 4 of the
neighborhood revitalization program
law, including the promotion of neighborhood
safety and stability through
community crime prevention programs and
activities such as
neighborhood block and police patrols, block
clubs and community
outreach; or
(i) to cover administrative costs
attached to implementation of strategies
contained in approved neighborhood

action plans.
(2) Phase Il funds may not be used in those
project areas of the city where the city

determines that private investment will be sufficient to
provide for development and redevelopment of
the project area without public sector  assistance,
except in cases where phase Il funds are

being used to remove or rehabilitate
structurally substandard or obsolete buildings in
a manner consistent with the neighborhoods’
priorities as reflected in an approved neighborhood
action plan.

(3) Except as provided in the neighborhood
revitalization program law, revenues derived from
tax increments may only be expended for the
purposes otherwise permitted by law.

(4) A minimum of 52.5 percent of the phase I
funds must be expended on housing programs
and related purposes. Compliance with this provision
shall be measured annually. The phase Il
target for housing programs and related purposes
shall be adjusted to accommodate for any shortfall in
expenditures in phase | such that the total expended
in phase | and phase Il for housing programs
and related purposes shall be no less than 52.5
percent.

(5) If a strategy in an approved neighborhood
action plan has not expended 50% of the
allocated dollars in three (3) years, the neighborhood
must verify that the strategy remains appropriate
or the strategy must be changed or the dollars will

be reallocated to the NRP program.

(6) No more than 20% of the program dollars
expended (on an annual basis) may be used for
administrative costs, both in central administration
and at the neighborhood level.

(c) General principles. Phase Il of the neighborhood
revitalization program must be developed based on
the following general principles:

(1) The social needs of neighborhood
residents, particularly lower income residents,
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must be addressed to provide a safe and healthy
environment for neighborhood residents,
provide for the self-sufficiency of families, and
increase the economic and social stability of
neighborhoods.

(2) The children residing in the
neighborhoods must be given the opportunity for

a quality education and the needs of each
neighborhood must be addressed individually
wherever possible.

(3) The physical structure of the
neighborhoods must be enhanced by providing safe
and suitable housing and infrastructure to increase
the desirability of neighborhoods as places to
live.

(d) Required program elements. Phase Il of the
neighborhood revitalization program must include the
following:

(1) The identification of the neighborhoods
that require assistance through the program.

(2) A strategy of the citizen participation
required under this chapter.

(3) The neighborhood action plans required
under this chapter.

(4) The activities of participating
organizations undertaken to address the general

principles.

(5) An evaluation of the success of the
neighborhood action plans.

(e) Neighborhood action plans. Phase Il of the
neighborhood revitalization program must include the
preparation and implementation of neighborhood
action plans. The city must organize neighborhoods
to prepare and implement the neighborhood action
plans. The neighborhoods must include the
participation of, whenever possible, all populations
and interests in each neighborhood including renters,
homeowners, people of color, business owners,
representatives of neighborhood institutions, youth,
and the elderly. Each neighborhood action plan must
be submitted to the policy board established under
this chapter and the neighborhood revitalization
program law. The city will provide available resources,
information, and technical assistance to prepare the
neighborhood action plans.

(f) Approval. The policy board shall review, modify
where appropriate, and approve, in whole or in part,
the neighborhood action plans and forward its
recommendations for final action to the governing
bodies represented on the policy board. The city
council shall review, modify where appropriate, and
give final approval, in whole or in part, to those
actions over which it has programmatic jurisdiction.
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Section 6. That Section 419.70 of the above-entitled
ordinance be amended to read as follows:

419.70. Program recommendations.

(a) The mayor and the city council will use the
following criteria in considering neighborhood action
plan strategies for use of city neighborhood
revitalization program phase | funds and phase Il
funds:

(1) Demonstrated public purpose of the
strategies.

(2) Demonstrated need for the strategies.

(3) Short-term or long-term needs of the
neighborhood.

(4) Benefiting population.

(5) Ability of the strategies to provide a return
on the investment.

(6) Coordination with programming elements
or providers.

(7) Availability of operating or maintenance
funds.

(8) Lack of alternative sources of revenue.

(9) One-time or ongoing capital requirement.

(10) Multijurisdictional benefits of the
strategies.

(11) Neighborhood revitalization benefits of
the strategies.

(12) Demonstrated ability of the
neighborhood revitalization program as a whole to
meet the 52.5 percent funding requirement for
housing programs and related purposes.

(13) The extent to which the strategies
leverage existing city programs and funds to
accomplish city housing and development objectives
in the neighborhoods that

carry out the purposes of the neighborhood
revitalization program.

(b) Concurrent with approval of each neighborhood
action plan, the city council will appropriate reserve
city neighborhood revitalization program phase | or
phase Il funds of the Minneapolis Community
Development Agency, as appropriate, for
appropriation and expenditure consistent with such
action plan.

(c) Because of the acknowledged substantial unmet
need and severe lack of resources

available for disadvantaged youth in the City of
Minneapolis, beginning in 1990 and continuing
through 2003, the city council, at the request of the
policy board, shall appropriate two hundred thousand
dollars ($200,000) of the city neighborhood
revitalization program funds each year to the multi-
jurisdictional youth coordinating board from non-tax
increment sources.
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(d) With respect to phase | only, The amounts made
available during the first phase of the neighborhood
revitalization program to Special School District No. 1
and to Hennepin County for education programs and
services and for social services, respectively, must
be expended as part of an approved neighborhood
action plan, as required by subdivision 4 of the
neighborhood revitalization program law. The boards
of Special School District No. 1 and Hennepin County
shall each approve appropriations from the funds
available to them from the neighborhood revitalization
program and shall forward proposed strategies to the
policy board for approval.

Adopted 8/22/03.

Discretionary Development Funding Plan
Providing Funding for Discretionary Development
Activities from 2004-2009

Resolved by the City Council of the City of
Minneapolis:

Section 1. Title. This resolution shall be known as
the Discretionary Development Funding Plan.
Section 2. Definitions.

2.01. “Legacy Fund” means that certain investment
trust account containing the proceeds of the 1999
sale of the MCDA'’s interest in the Hilton Hotel
property.

2.02. “Sources of Security and Repayment” means
the proceeds of any repayment or other receipt of
funds relative to the Brookfield Loan and the
proceeds of any sale or other disposition of the
MCDA's interest in the Saks Parcel, including net
income from operation of the Saks Parcel, if any.
2.03. “Brookfield Loan” means that certain MCDA
loan for the Gaviidae Il project to BCED Minnesota,
Inc. in the original principal amount of $15,000,000
maturing December 19, 2008, unless extended one
year by the borrower pursuant to an option in the loan
documents.

2.04. “Discretionary Development Activities” means
such discretionary development activities as the City
Council and/or the MCDA Board of Commissioners
may from time to time direct through their budgeting
and business planning processes.

2.05. “Installment Amount” means an amount not to
exceed Three Million Six Hundred Seventy Nine
Thousand and No/100 Dollars ($3,679,000.00) in any
calendar year.

2.06. “Loan” means the loan authorized by Section
3.01 of this resolution (inclusive of principal and
interest accrued hereunder).
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2.07. “MCDA” means the Minneapolis Community
Development Agency, its successors and assigns.
2.08. “Loan Amount Due” means the total principal
amount and accrued interest outstanding under this
resolution at any given point in time.

2.09. “Saks Parcel’” means that portion of the
Gaviidae | project currently owned by MCDA, subject
to certain legal claims by Brookfield Market, Inc., and
leased to Saks and M & | Bank.

Section 3. Loan Authorization.

3.01. Loan. In calendar years 2004 through and
including 2009, the MCDA or its successor in interest
may borrow up to Twenty-Two Million and No/100
Dollars ($22,000,000) from the Legacy Fund for
Discretionary Development Activities as provided
herein.

3.02. Installments. The Loan may be drawn down in
an annual amount not to exceed the Installment
Amount by action of the Mayor and City Council
and/or the MCDA Board of Commissioners, as
appropriate, in accordance with the process set forth
in Section 5.01 below.

Section 4. Loan Repayment.

4.01. Repayment and Security. The Loan shall be
secured with and repaid from the Sources of Security
and Repayment and such other funds as the City
Council may direct, if any.

4.02. Repayment Priority. Repayment of the Loan
shall have first priority with respect to the Sources of
Security and Repayment. No money from the
Sources of Security and Repayment shall be
allocated, reserved, pledged, expended or otherwise
encumbered to or for any other use while there
remains an amount due on the Loan.

4.03. Time of Repayment. Money from the Sources
of Security and Repayment shall be applied to repay
the Loan and credited to the Legacy Fund at the time
they are received.

4.04. Excess Sources of Security and Repayment.
In the event that the money received from the
Sources of Security and Repayment exceeds the
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Loan Amount Due at the time when the money is
received, the balance in excess of the Loan Amount
Due shall be reserved for Discretionary Development
Activities. Any such balance must be drawn down
under this resolution for Discretionary Development
Activities, up to an annual maximum of the
Installment Amount, before additional money may be
drawn down under the Loan. In the event that the
outstanding balance is less than the Installment
Amount in any calendar year eligible for a loan
installment, the Loan may be drawn down so that the
total of the outstanding balance and the loan
installment do not exceed the Installment Amount.

Section 5. Further Actions.

5.01. Annual Process. Subject to Section 4.04
above, the Mayor and City Council and/or the MCDA
Board of Commissioners, as appropriate, shall act
annually as part of their budget process to set the
amount of the annual installment and shall direct staff
to transfer funds from the Legacy Fund to the
appropriate City or MCDA fund as part of the adopted
budget.

5.02. Status. As part of the annual budget process or
as may otherwise be deemed reasonable or
necessary by the Finance Officer, staff shall present
to the Mayor and City Council and/or the MCDA
Board of Commissioners, as appropriate, the status
of the Loan and the Sources of Security and
Repayment.

5.03. Authority to Pay. Staff shall make repayments
hereunder as Sources of Security and Repayment
become available for repayment at such time and in
such manner as the Finance Officer may direct
without the need for further action by the Mayor and
City Council and/or the MCDA Board of
Commissioners.

Adopted 8/22/03. Yeas, 12; Nays, 1 as follows:

Yeas - Lilligren, Johnson Lee, Benson, Goodman,
Lane, Samuels, Johnson, Colvin Roy,

Zimmermann, Schiff, Zerby, Ostrow.

Nays - Niziolek.
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City of Minneapolis
FY 2007 Budget
Financial Policies

Fund Descriptions

The accounts of the City are organized by fund types. A “fund” is a grouping of related accounts that is
used to maintain control over resources that have been segregated for specific activities or objectives.
The operations of each fund are monitored with a separate set of self-balancing accounts that comprise
its assets, liabilities, fund equities, revenues and expenditures/expenses. Following is a listing and
description of all City funds.

General Fund. The General Fund is the general operating fund of the City. It is used to account for all
financial resources except those that are required to be accounted for in another fund.

Enterprise Funds. The Enterprise Funds are used to account for those activities of the City which are
financed and operated in a manner similar to private business enterprises where expenses, including
depreciation, are recovered principally through user charges. The City operates eight enterprise funds,
including the City's Community Planning and Economic Development (CPED) department:

Water Works Fund. This fund is used to account for the operation, maintenance and
construction projects related to the water delivery system. This fund also accounts for the
operations related to the billings for water, sewage and solid waste fees.

Sanitary Sewer Fund. This fund will be used to account for the operation, maintenance and
construction projects related to the sanitary sewer system.

Stormwater Fund. This fund will be used to account for the operation, maintenance and
construction projects related to the stormwater utility system.

Solid Waste and Recycling Fund. This fund is used to account for the revenues and expenses
for solid waste collection, disposal and recycling activities.

Municipal Parking Fund. This fund is used to account for the operation, maintenance and
construction of the City's parking facilities as well as on-street parking and the Municipal Impound
Lot.

Park Operations Fund. This fund is used to account for operation, maintenance and
construction of projects related to the Park Board, especially golf courses.

River Terminal. This fund is used to account for the operations of the public terminal facility
located on the Mississippi River.

Internal Service Funds. Internal Service Funds are similar to Enterprise Funds in that they are used to
account for those City services which are financed and operated in a manner similar to private business
enterprises, however, the customer is typically other City departments instead of the public. The City
operates six Internal Service Funds:

Engineering Materials and Supplies. This fund is used to account for the operations of the
City's asphalt plant and paving products laboratory. The paving products laboratory provides in-
lab and on-site testing and soil boring services to ensure quality control of asphalt and soils for
projects.

Intergovernmental Services. This fund is used to account for business information services,
central mailing and printing services, and the City's telecommunication operations.
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Property Services. This fund is used to account for the physical management and maintenance
of fire stations, police precinct buildings, the Minneapolis Public Service Center, and various other
City office locations, except for the City Hall/County Court House building, which is accounted for
in the Municipal Building Commission Special Revenue Fund.

Permanent Improvement Equipment. This fund is used to account for the ownership and
operation of radio communications equipment and a fleet of motorized equipment and vehicles.
The fund operates as a rental agent to various departments to support the construction and
maintenance of city infrastructure, fire protection services, and police services.

Public Works Stores. This fund is used to account for the centralized procurement,
warehousing, and distribution of stocked inventory items, and the purchase of special goods and
services.

Self-Insurance. This fund is used to account for employee medical, dental, and life insurance
benefit programs and the programs' administrative costs. The fund also accounts for
occupational health services, severance payments to employees who have retired or resigned
and who meet minimum eligibility requirements, a tort liability program, and a workers'
compensation program.

Park Self-Insurance and Internal Service Funds. This fund is used to account for park
employees’ medical, dental, and life insurance benefit programs and the programs' administrative
costs. The fund also accounts for occupational health services, severance payments to
employees who have retired or resigned and who meet minimum eligibility requirements, a tort
liability program, and a workers' compensation program. The Park Board also has an internal
service fund for charges within its programs.

Special Revenue Funds. Special revenue funds are used to account for the proceeds of revenue
sources that are restricted by legal and regulatory provisions to finance specific activities. The City has
eleven Special Revenue Funds:

Arena Reserve Fund. This fund is a holding fund for various finance plan revenues to be used
for future cost relating to the acquisition and capital maintenance of the downtown sports,
entertainment and health complex.

Board of Estimate and Taxation Fund. This fund is used to account for the operations of the
Board of Estimate and Taxation which issues and sell bonds, and establishes the maximum
levies for the City, its boards and commissions.

Community Development Block Grant. This fund is used to account for the federal grants
received under the Federal Community Development Block Grant provisions.

Convention Center. This fund is used to account for the ownership, maintenance, and operation
of the Minneapolis Convention Center, and the proceeds of the local sales and use tax.

Convention Facilities Reserve. This fund is a holding fund for parking and sales tax revenues
to be used for future capital maintenance needs of the existing Convention Center.

Employee Retirement. This fund is used to account for the tax levy proceeds and other sources
of revenue for the Minneapolis Employee Retirement Fund (MERF), Minneapolis Firefighters’
Relief Association (MFRA), and Minneapolis Police Relief Association (MPRA) retirement
programs for some city employees.

Grants — Federal. This fund is used to account for all federal grants, except for the Community
Development Block Grant (CDBG), which is accounted for in a separate fund.

Grants — Other. This fund is used to account for grants received from the State of Minnesota,
Hennepin County, local government units, and private funds.
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Municipal Building Commission. This fund is used to account for the cost of operating and
maintaining the City Hall/County Court House building.

Police Special Revenue. This fund is used to account for the revenues and expenditures
related to federal and state administrative forfeitures and the revenues and expenditures related
to the regulation of lawful gambling in the City.

Park Operating Fund. This fund is used to account for revenue and expenditures related to the
cost of operating and maintaining the Minneapolis Parks system.

Library Operating Fund. This fund is use to account for the revenue and expenditures related
to the cost of operating and maintaining the Minneapolis Public Library system.

Capital Projects Funds. The Capital Projects Fund is used to account for financial resources and
expenditures applied to the construction of capital facilities and major purchased items for governmental
fund types.

Community Planning and Economic Development. This fund is used to account for the
capital project activities of the department of Community Planning and Economic Development.

Municipal Building Commission (MBC) Capital Fund. This fund is used to account for the
capital project activities of the MBC, a component unit of the City of Minneapolis.

Permanent Improvement Capital Fund. This fund is used to account for capital acquisition,
construction, and improvement projects including bridge construction, sidewalk construction,
street construction, energy conservation projects, infrastructure projects, and many Business and
Information Services (BIS) projects.

Library Permanent Improvement Capital Fund. This fund is used to account for the capital
project activities of the Library Board.

Park Board Permanent Improvement Capital Fund. This fund is used to account for the
capital project activities of the Park Board.

Debt Service Funds. The Debt Service Funds are used to account for the accumulation of resources for,
and the payment of, general long-term debt, principal, interest, and related costs. Included in the Debt
Service Funds are:

Community Development Agency Debt Service Fund. This fund is used to account for the
debt service activities of CPED and includes the Arena Acquisition Project (Target Center) Series
A and B bonds, Tax Increment Bonds of 1990, debt of the Orpheum Theatre Project, and Tax
Increment Revenue Notes.

Development Debt Service Fund. This fund is used to account for the debt of projects
supported by property tax increments, transfers of sales tax revenues from the Convention
Center Special Revenue Fund for related debt, and a state grant relating to the completion of the
Convention Center.

General Debt Service Fund. This fund is used to account for General Obligation Bonds
supported by a property tax levy, Management Information System debt supported by the City's
General Fund, Great River Road Bonds, Edison Hockey, Community Health, Xcel Power-
Revenue, and Section 108 HUD Revenue Notes.

Special Assessment Debt Service Fund. This fund is used to account for debt supported by
special assessments with the exception of the Park Diseased Tree debt.

City of Minneapolis — Independent Boards Resolution Council Adopted Budget

91



City of Minneapolis

Bird’'s Eye View of the Relationship between Fund Types, Revenue Sources,

Expenditures and Departments/Boards
(Total Number of Funds = 313)

General Enterprise Internal Service Special Revenue
Fund Funds Funds Funds
Number of 1 24 12 34
Funds
Major Funds Water, Engineering Convention Center,
Included: Stormwater, Materials, Community
Sewer, Intergovernmental | Development Block
Solid Waste, Services, Property | Grants, Other
Parking Services, Grants
Equipment,
Stores, Self-
Insurance
Revenue Local Utility charges, | Charges for Grants, Sales Taxes
Sources Government state grants and | Services, Rents,

Aid, Property
Taxes,

contributions,
rents

Transfers from
other funds

Franchise
Fees,
Licenses and
Permits
Expenditure Personnel, Personnel, Personnel, Personnel,
Classifications Operating Operating Operating Costs, Operating Costs,
Costs, Costs, Contractual Contractual
Contractual Contractual Services, Services, Equipment
Services, Services, Equipment,
Equipment Equipment, Capital Projects
Capital Projects | and related debt
and related service, liability
debt service and workers
compensation
Major Police, Fire, Public Works Public Works, Convention Center,
Departments Public Works, Copy Center, City | Health and Family
others Attorney—Civil Support, Attorney,

Division, IT
Services

Fire, Police, Closed
Pension Plans
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City of Minneapolis

Bird’'s Eye View of the Relationship between Fund Types, Revenue Sources,
Expenditures and Departments/Boards, continued

Long Term
Liabilities, State
Aid

Government Aid,
Charges for
Sales (golf
courses etc),
Contributions,

Capital Debt Service Park Board Library Board Fund
Projects Funds Funds
Funds
Number of 186 35 20 3
Funds
Major Funds Permanent Assessments The Park Board | The Library has a
Included Improvement Paid, Property has enterprise, general fund that is
Funds, Library, | Development internal service treated as a special
Arbitrage Funds | Revenue and special revenue fund.
revenue funds.
The general fund
is treated as a
special revenue
fund.
Revenue Property Taxes, | Property Taxes, | Property Taxes, | Property Taxes,
Sources Proceeds from | State Aid Local Local Government

Aid, Charges for
Services

and Grants
Expenditure Capital project | Payments of Personnel, Personnel, Operating
Classifications expenditures interest and Operating Costs, | Costs, Contractual
related to street | principal on Contractual Services, Equipment
construction City’s debt Services,
and Equipment
infrastructure
projects
Major Public Works Not applicable
Departments

The City also has funds set up for other smaller boards, such as:

Financing)

YV VVV
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Municipal Building Commission (funded mainly from Property Tax and State Aids)
Board of Estimate and Taxation (funded from Property Tax and State Aids)
Neighborhood Revitalization Program (funded from Property Tax Increment

Youth Coordinating Board (a joint board funded from the City’s General Fund and grants)
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City of Minneapolis
FY 2007 Budget

Financial Plans

The schedules that follow contain the Financial Plans for the major funds of the City. Detailed
financial plans are included for the following major funds, listed below. For the other funds of
the City, financial information (expenditure and revenue) is included in the Financial Schedules

Section of this report.

Five-year Financial Direction 2008-2012
Ten Year Demands on the Property Tax

General Fund

YV V VY V¥V

Special Revenue Funds
- Convention Center Special Revenue Fund
- Community Planning and Economic Development

» Enterprise Funds
- Municipal Parking Fund
- Solid Waste and Recycling Fund
- Sanitary Sewer Fund
- Stormwater Fund
- Water Treatment and Distribution Fund

» Internal Service Funds
- Public Works Stores Fund
- Engineering Materials and Testing Fund
- Intergovernmental Services Fund
- Equipment Fund
- Property Services Fund
- Self-Insurance Fund
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115
122

125
131
135
138
142

146
149
152
156
160
164
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City of Minneapolis
2007 Budget

Five-year Financial Direction 2008-2012

Introduction

In keeping with the January 2003 resolution five-year financial direction and commitment to
business planning resolution, this document reflects the Council’s adopted the five-year financial
direction. The purpose of adopting a 2008-2012 financial direction is to provide guidance for
departments in updating their business plans and to provide a long-term view of financial
pressures.

New Conditions Reflected in the Budget
The financial schedules and summary tables in this document take into account new
circumstances that the City faces during the 2008-2012 timeframe:

O Local Government Aid: The City is assumed to receive a reduction in LGA of $1.6 million
each year as a result of how the City’s need factors compare to the need factors of other cities
in the state. This equates to $1.3 million fewer resources in the general fund annually. This
amount is in line with the reduction reflected in the City’s certified LGA for 2007. The impact of
the decertification of tax increment financing districts on the amount of the LGA received by the
City is included in 2011 and 2012. This amount is estimated at $6.1 million.

O The 2007 budget is the basis for future projections: In other words, the starting place for
the 2008-2012 department budget estimates is what is included in the 2007 adopted budget.
One-time 2007 supplemental items are removed from department budgets in 2008 and beyond.

Summary of the Five-Year Financial
Direction
2008-2012
(dollars in millions)
2012 Resources Reductions

Department 2008-2012
Police $137.2 $0
Fire 58.8 0
Public Works 43.2 (4.6)
Regulatory Services 28.8 0
Health and Family Support (HFS) 4.6 0
Civil Rights 3.0 0
Capital Plan (pay-go and debt) 21.9 (3.2)
Pensions 31.0 0
All Other Spending 104.0 (3.1)
Total $432.5 ($10.9)

U The financial direction from 2008 to 2012 contains updates to department resources:
The financial direction includes the most updated assumptions about contract settlements and

other commitments. In general, wage growth is limited to 2%. The health care contract entered
into in 2006 has rate increases of 12%, 15%, and 15% in 2007, 2008, and 2009. The out years
of the plan assume a 20% increase.
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O Property tax estimates are based upon adopted tax policy. No changes to the maximum
revenue increase of 8% are included. Over 5 years, these increases go for the following
purposes:

Internal U No relief from reductions
Service Fund nor any growth is planned in
Debt the Capital or Debt Service
11% Pension Levies for the Capital plan
Obligation until 2010. Pressure on the
Debt capital project budgets will
11% continue. Any new projects will
need to be offset by reductions
Increased in projects in the current plan. A
costs for 2% growth factor is included
services beyond 2010 in order to begin
provided planning for expanded capital
78% needs.

U Change in Cushion for Adverse Circumstances. The original financial direction in
January 2003 was based upon a 4% salary increase. Subsequent updates assumed the 2%
salary cap. Assuming the 2% cap, the 8% tax policy and department reductions, a cushion
exists for adverse circumstances. Examples of adverse circumstances the City has
encountered include reductions in LGA and increased pension obligations.

Year 2005-2009 2006-2010 [2007-2011 2008-2012
Forecasted Adopted Adopted Adopted
Cushion Cushion Cushion Cushion
2005 (estimate) 4.5
2006 (estimate) 12.5 4.6 n/a n/a
2007 (estimate) 20.5 9.2 0.3 n/a
2008 (estimate) 27.5 11.8 0.3 2.3
2009 (estimate) 37.1 17.4 1.4 2.1
2010 (estimate) n/a 23.9 4.8 5.7
2011 (estimate) n/a n/a 4.9 2.2
2012 (estimate) n/a n/a n/a 4.0

O Salary Assumption is at 2% - The financial projections follow the current adopted wage
policy. The Council and Executive Committee have directed the finance and human resources
department to return during 2007 to present an analysis of the City’'s compensation package
and options for a compensation philosophy. As the following graphs demonstrate, the impact of
these decisions will significantly impact the financial direction.
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Cost of different wage policies:
Total funding increase required
(General fund only)
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These effects are similar to those anticipated in 2003 when the wage policy was adopted. The
wage policy helped the City handle state aid reductions and financial conditions it would have
faced regardless of external conditions (please see the chronology in the background section for
further information).

What changes have been made to the financial plan over the years?
As policy decisions have been made several departments have been exempted from taking

budget cuts, mainly in departments related to public safety. A history of these exemptions
follows.
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Who When

Why (generically)

Regulatory Services 2003 Overall net contributor to general fund

IAssessor, Council, Coordinator 2003 Too small to withstand additional cuts

IAdministration, IGR, Communications,

Mayor, Clerk

Internal Service Fund Workout Plans |2003 Financial progress

Police, Fire 2006 Prioritize Public Safety

Health and Family Support 2006 [Maintain funding above match requirements; preserve senior
ombudsman and external contracts

Civil Rights 2007 Smallest department still taking reductions

Elections 2007 No additional cuts — trying to match election cycles; had
$50,000 in reductions to date; also changed phase in of cuts

Public Works 2007 (one |Provide some maintenance funding

lyear only)
BIS, 911/311 2006, 2004 |Changed phase in of cuts

In addition, as one-time resources have become available, the elected officials have prioritized
the avoidance and pay down of debt. The following table highlights important decisions in this

regard:

Description (year decided)

downtown hotel.

Hilton Legacy Fund (2003) — proceeds from the sale of the City’s share in the

Amount (millions)

$12.5

Year-end savings from 2004 (2005) $15
One-time LGA, general fund resources (2005 for 2006) $10
2007 one-time resources 53

|Tota| ls40.5 |

What pressures does the City face in future planning efforts?
In addition to the implementation of replacement for the 2% wage policy, the City faces several
pressures for which a policy decision has yet to be reached:

* Property Taxes: Future projections

plan on the 8% property tax increases of
today to support future services — with
less than an 8% increase in 2007 or any
other year, more department reductions
will be needed in the future or an
additional property tax increase over 8%
policy will be necessary. Increasingly,
the 8% policy has become
unsustainable in with taxpayers.

Park and Library Boards: The library
board faces significant operating
pressures which have led to the closure
or 3 libraries at least for 2007. Like
other participants in the City’s capital
funding pool, the park board faces
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significant capital pressures to maintain
the facilities it operates.

Enterprise Funds: The enterprise
funds have experienced a decline in
their financial condition, largely related
to increasing debt loads related to
approved capital projects.

Capital Spending: Only minimal
increases of 2% are included in the out
years of the financial direction for the
capital program. This level of increase
does not keep up with inflation. Further,
considerable pent up demand for public
works infrastructure exists. Similarly,
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Dollars in

Millions

pent up demand for technology
infrastructure also exists.

* Public Works Operating Budget — The .

department will undertake a major
reassessment of services and how they

are provided in light of planned

reductions. Further, the City will be

seeking authority for new Public Works

revenue sources in the 2007 legislative .
session.

* Performance Information — As the City

continues to gain experience with using
results information for performance
discussions, it will need to plow a new

» Benefit Costs — Despite the very

good news on this front during

path in using this information for
financial decision making.

Department reductions — The City will
continue to see issues with
management services ability to keep up
with enterprise demands while subject
to reductions.

Regulatory services - The department
will become a net drawer on the general
fund in 2010 based on current revenue
and expense assumptions. Further,
Regulatory Fees do not fully cover costs
in each individual business line.

Projected Health Benefit Spending

120.00
2006, this category of expenditure “g’ 100.00 —
will continue to put pressure on the é 80.00 I
City’s finances: = 60.00 —
£ 40.00 - ™
* Funding for Internal Services 5 20007 _':
Funds workout plans. The ° 000 ‘
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\I/Cillzggib ;f:g \?vz?lzgﬂﬁg?/aaasxfg]rctrﬁ:ssee Internal Service Workout Plan Support
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workout plans, these expenditures will S 30.00
continue to make up a substantial portion = 2000 /
of the City’s budget. =" /
‘» 10.00
= Funding for increasing pension ks /
liabilities. We anticipate having to issue g 0.00 | | | | | | | | | ‘
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before pension obligations to the three Vear
closed pensions are met. The property
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tax needed to support closed pensions will be $7 million debt service and $9 million direct
payments in 2007 and is estimated to grow to $9 million in debt service and $22 million
direct payments in 2012. In addition, the City also has increasing obligations for the pension
plan most City employees are in — the Public Employees Retirement Association (PERA).

Assumptions

» Decreased need for property taxes to support library referendum bonds are shifted to pension bonds.

» Increased pension costs are offset by general fund reductions.

» The 2% wage cap is maintained over the five years.

» No additional cuts other than what was included in the five-year financial direction are included for the
permanent improvement levy or for debt service.

» Departments that did not receive a reduction in the adopted financial direction do not receive one in this
update

» Reductions of $1.3 million annually (excluding independent boards) are reflected in 2008-2012.

» Revenues in the general fund are NOT assumed to increase, except for licenses and permits which are
anticipated to increase by 3.0% annually.

» No additional revenues are anticipated from public works (assessments, other fees)

» No additional programs or services are added — they would need to be funded by new revenue or through
departmental efforts to reduce costs.

» Currently adopted pension law is reflected.

»  Full funding of pension and internal service fund debts are included. Constraints in internal service funds are
maintained. Reductions to growth as infrastructure gap funding are reflected for public works, capital and
debt service.

» The level of revenue from the parking fund is reduced according to the Council adopted financial work-out
plan for that fund.

» Entertainment tax from the Convention Center fund flows at the same rate as in the past (about $8 million
annually).

» No changes to state tax law regarding property taxes (including levy limits, classification rates, phase out of
limited market value).

» No new revenue from decertification of tax increment financing districts. However, the estimated reduction
to LGA resulting from the decertification is included.
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Five-Year Summary of Property Tax Supported Budgets

Allocated Revenues for Presentation
Purposes These revenues are receipted at
the Fund Level, but have been allocated to
departments in this table for presentation

purposes.
Avg
5-Year 5-Year Annual % 2012 2012
Projected Reduction to Incr over 2012 2012 General Local Property
Growth in Growth in 2012 5-yr Direct |City Revenues Government Tax 2012 Total
2007 Expense  Spending Spending Expense period Revenue | (Non-Direct) Aid Revenue Revenues
IMayor 1.330 0.272 - 1.602 4.1%) - 0.385 0.296 0.922 1.602
City Clerk/Elections/City Council 6.170 1.783 - 7.953 5.8% 0.095 1.886 1.452 4.519 7.953
CPED 3.800 0.764 (0.175) 4.389 3.1%) 1.737 0.645 0.497 1.511 4.389
Contingency 3.009 (0.492) - 2.517 -3.3% - 0.604 0.465 1.448 2.517
City Coord Admin, Comm, IGR 5.009 0.647 - 5.656 2.6%) 2.827 0.679 0.523 1.627 5.656
Civil Rights 2.461 0.504 - 2.965 4.1%) - 0.712 0.548 1.705 2.965
Assessor 3.574 0.732 - 4.306 4.1%) 0.066 1.018 0.784 2.439 4.306
Health and Family 4.076 0.538 - 4.614 2.6%) 0.650 - - 3.964 4.614
Human Resources 6.093 1.206 (0.500) 6.799 2.3% 0.005 1.655 1.274 3.865 6.799
Attorney 7.036 1.391 (0.550) 7.877 2.4%) 0.108 1.889 1.455 4.426 7.877
911/311 9.328 1.750 (0.800) 10.278 2.0%) 0.050 - - 10.228 10.278
Internal Service Funds 20.286 11.635 - 31.921 11.5% - 7.661 5.900 18.359 31.921
Finance 18.126 3.636 (0.850) 20.912 3.1%) 0.006 5.053 3.892 11.960 20.912
Regulatory Services 23.937 4.904 - 28.841 4.1% 28.306 - - 0.535 28.841
Business Information Services - - (0.200) (0.200) n/al - - - (0.200) (0.200)
Public Works 41.141 6.617 (4.575) 43.183 1.0% 13.426 7.342 5.655 16.760 43.183
Fire 48.380 10.386 - 58.766 4.3%) 3.639 13.231 10.190 31.706 58.766
Police 113.096 24.081 - 137.177 4.3%) 14.555 29.430 22.666 70.526 137.177
Total General Fund 316.852 70.353 (7.650); 379.555 4.0%) 65.470 72.189 55.597 186.299 379.555
Capital - Permanent Improvement 1.619 1.350 (0.900) 2.069 5.6% - - - 2.069 2.069
Debt Service 18.677 3.500 (2.322) 19.855 1.3% - - - 19.855 19.855
Subtotal 20.296 4.850 ; (3.222) 21.924 1.6% - - - 21.924 21.924
Total City (not incl special levies) 337.148 75.203 (10.872):  401.479 3.8% 65.470 72.189 55.597 208.223 401.479
Libraries 1.205 (1.205) - - -20.0% - - - - -

Pensions 19.000 12.000 - 31.000 12.6% - - - 31.000 31.000
Total 357.353 87.203 (10.872); 432.479 4.2%) 65.470 72.189 55.597 239.223 432.479

2007 Max 140.000

2012 Max 243.174

Difference between maximum and needed amount to balance (3.951)
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2008 Property Tax Supported Budgets

Allocated Revenues for Presentation
Purposes These revenues are recelpted
at the Fund Level, but have been
allocated to departments in this table for

presentation purposes.
General
City
Prior Year Projected Reduction Current Revenues Local Property
Total Growth in  to Growth |Year Total] Direct (Non- Government Tax Total
Expense Spending in Spending Expense | Revenue Direct) Aid Revenue | Revenues
[Mayor 1.330 0.044 - 1.374 - 0.393 0.349 0.631 1.374
City Clerk/Elections/City Council 6.170 0.602 - 6.772 0.095 1.910 1.699 3.068 6.772
CPED 3.800 0.124 (0.035) 3.889 1.543 0.681 0.606 1.059 3.889
Contingency 3.009 (0.851) - 2.158 - 0.617 0.549 0.991 2.158
City Coord Admin, Comm, IGR 5.009 (0.161) - 4.848 2.827 0.578 0.514 0.929 4.848
Civil Rights 2.461 0.081 - 2.542 - 0.727 0.647 1.168 2.542
Assessor 3.574 0.117 - 3.691 0.066 1.037 0.922 1.666 3.691
Health and Family 4.076 (0.122) - 3.954 0.650 0.945 0.841 1.518 3.954
Human Resources 6.093 0.200 (0.100) 6.193 0.005 1.799 1.600 2.789 6.193
Attorney 7.036 0.230 (0.150) 7.116 0.108 2.048 1.821 3.139 7.116
911/311 9.328 0.225 (0.160) 9.393 0.050 - - 9.343 9.393
Internal Service Funds 20.286 2.864 - 23.150 - 6.623 5.890 10.638 23.150
Finance 18.126 0.594 (0.200) 18.520 0.006 5.354 4.761 8.399 18.520
Regulatory Services 23.937 0.784 - 24,721 25.150 - - (0.429) 24.721
Business Information Services - - (0.200) (0.200) - - - (0.200) (0.200)
Public Works 41.141 0.452 (1.035) 40.558 13.426 8.058 7.166 11.908 40.558
Fire 48.380 2.384 - 50.764 3.639 13.482 11.989 21.655 50.764
Police 113.096 5.404 118.500 14.555 29.737 26.444 47.764 118.500
Total General Fund 316.852 12.971 (1.880)  327.943 62.119 73.989 65.797 126.038 327.943
Capital - Permanent Improvement 1.619 0.440 (0.440) 1.619 1.619 1.619
JDebt Service 18.677 1.000 (1.322) 18.355 18.355 18.355
Subtotal 20.296 1.440 (1.762) 19.974 19.974 19.974
Total City (not incl special levies) 337.148 14.411 (3.642) 347.917 62.119 73.989 65.797 146.012 347.917
Libraries 1.205 (1.205) -

Pensions 19.000 - 19.000 19.000 19.000
Total 357.353 13.206 (3.642)  366.917 62.119 73.989 65.797 165.012 366.917

2007 Max 152.136

2008 Max 167.350

Additional cuts needed/(Cushion for adverse circumstances) (2.338)
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2009 Property Tax Supported Budgets
Allocated Revenues for Presentation
Purposes These revenues are recejpted
at the Fund Level, but have been allocated
to departments in this table for
presentation purposes.
General
City
Prior Year Projected Reduction | Current Revenues Local Property
Total Growth in  to Growth Year Total] Direct (Non- Government Tax Total
Expense Spending in Spending Expense | Revenue i Direct) Aid Revenue | Revenues
[Mayor 1.374 0.046 - 1.420 - 0.384 0.340 0.696 1.420
City Clerk/Elections/City Council 6.772 1.729 - 8.501 0.095 2.275 2.010 4.121 8.501
CPED 3.889 0.132 (0.035) 3.986 1.589 0.658 0.582 1.157 3.986
Contingency 2.158 0.073 - 2.231 - 0.604 0.533 1.094 2.231
City Coord Admin, Comm, IGR 4.848 0.164 - 5.012 2.827 0.591 0.523 1.071 5.012
Civil Rights 2.542 0.086 - 2.628 - 0.711 0.628 1.288 2.628
Assessor 3.691 0.125 - 3.816 0.066 1.015 0.897 1.838 3.816
Health and Family 3.954 0.134 - 4.088 0.650 0.930 0.822 1.686 4.088
Human Resources 6.193 0.210 (0.100) 6.302 0.005 1.731 1.530 3.036 6.302
Attorney 7.116 0.241 (0.100) 7.257 0.108 1.962 1.734 3.454 7.257
911/311 9.393 0.318 (0.160) 9.551 0.050 - - 9.501 9.551
Internal Service Funds 23.150 2.184 - 25.334 - 6.856 6.058 12.420 25.334
Finance 18.520 0.627 (0.200) 18.946 0.006 5.180 4.577 9.183 18.946
Regulatory Services 24,721 0.837 - 25.558 25.904 - - (0.346) 25.558
Business Information Services (0.200) - (0.200) - (0.200) (0.200)
Public Works 40.558 1.373 (1.035) 40.896 13.426 7.714 6.817 12.939 40.896
Fire 50.764 1.718 - 52.483 3.639 13.218 11.680 23.945 52.483
Police 118.500 4.011 - 122.511 14.555 29.215 25.816 52.924 122.511
Total General Fund 327.943 14.007 (1.630)  340.320 62.920 73.045 64.546 139.809 340.320
Capital - Permanent Improvemen 1.619 0.460 (0.460) 1.619 1.619 1.619
|Debt Service 18.355 1.000 (1.000) 18.355 18.355 18.355
Subtotal 19.974 1.460 (1.460) 19.974 19.974 19.974
Total City (not incl special levies) 347.917 15.467 (3.090) 360.294 62.920 73.045 64.546 159.783 360.294
Libraries -
Pensions 19.000 3.000 22.000 22.000 22.000
Total 366.917 18.467 (3.090)  382.294 62.920 73.045 64.546 181.783 382.294
2008 Max 167.350
2009 Max 183.881
Additional cuts needed/(Cushion for adverse circumstances) (2.098)
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2010 Property Tax Supported Budgets

Allocated Revenues for Presentation
Purposes These revenues are recejpted
at the Fund Level, but have been allocated
to departments in this table for
presentation purposes.
General
City
Prior Year Projected Reduction | Current Revenues Local Property
Total Growth in  to Growth | Year Total] Direct (Non- Government Tax Total
Expense Spending in Spending Expense ] Revenue Direct) Aid Revenue i Revenues
Mayor 1.420 0.056 - 1.476 - 0.391 0.339 0.746 1.476
City Clerk/Elections/City Council 8.501 (1.065) - 7.437 0.095 1.947 1.686 3.709 7.437
CPED 3.986 0.157 (0.035) 4.108 1.637 0.665 0.576 1.231 4.108
Contingency 2.231 0.088 - 2.319 - 0.615 0.532 1.171 2.319
City Coord Admin, Comm, IGR 5.012 0.198 - 5.210 2.827 0.632 0.547 1.204 5.210
Civil Rights 2.628 0.104 - 2.731 - 0.724 0.627 1.380 2.731
Assessor 3.816 0.151 - 3.967 0.066 1.034 0.896 1.971 3.967
Health and Family 4.088 0.161 - 4.250 0.650 - - 3.600 4.250
Human Resources 6.302 0.249 (0.100) 6.451 0.005 1.736 1.503 3.207 6.451
Attorney 7.257 0.286 (0.100) 7.444 0.108 1.972 1.707 3.657 7.444
911/311 9.551 0.377 (0.160) 9.768 0.050 - - 9.718 9.768
Internal Service Funds 25.334 2.000 - 27.334 - 7.248 6.276 13.809 27.334
Finance 18.946 0.748 (0.150) 19.544 0.006 5.221 4.521 9.797 19.544
Regulatory Services 25.558 1.009 - 26.566 26.681 - - (0.115) 26.566
Business Information Services (0.200) - - (0.200) - - - (0.200) (0.200)
Public Works 40.896 1.384 (0.835) 41.445 13.426 7.652 6.625 13.742 41.445
Fire 52.483 1.776 - 54.259 3.639 13.424 11.623 25.574 54.259
Police 122.511 4.147 - 126.658 14.555 29.728 25.740 56.635 126.658
Total General Fund 340.320 11.826 (1.380)  350.766 63.745 72.989 63.197 150.835 350.766
Capital - Permanent Improvemer 1.619 0.100 1.719 1.719 1.719
|Debt Service 18.355 0.400 18.755 18.755 18.755
Subtotal 19.974 0.500 - 20.474 20.474 20.474
Total City (not incl special levies) 360.294 12.326 (1.380)| 371.240 63.745 72.989 63.197 171.309 371.240
Libraries -
Pensions 22.000 3.000 25.000 25.000 25.000
Total 382.294 15.326 (1.380)|  396.240 63.745 72.989 63.197 196.309 396.240
2009 Max 183.881
2010 Max 202.049
Additional cuts needed/(Cushion for adverse circumstances) (5.740)
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2011 Property Tax Supported Budgets

Allocated Revenues for Presentation
Purposes These revenues are receipted
at the Fund Level, but have been
allocated to departments in this table for

presentation purposes.
General
City
Prior Year  Projected Reduction | Current Revenues Local Property
Total Growth in  to Growth |Year Total] Direct (Non- Government Tax Total
Expense Spending in Spending| Expense | Revenue Direct) Aid Revenue | Revenues
IMayor 1.476 0.062 - 1.538 - 0.387 0.305 0.846 1.538
City Clerk/Elections/City Council 7.437 (0.188) - 7.249 0.095 1.799 1.418 3.936 7.249
CPED 4.108 0.172 (0.035) 4.246 1.686 0.653 0.514 1.393 4.246
Contingency 2.319 0.097 - 2.416 - 0.608 0.479 1.329 2.416
City Coord Admin, Comm, IGR 5.210 0.218 - 5.428 2.827 0.654 0.516 1.432 5.428
Civil Rights 2.731 0.115 - 2.846 - 0.716 0.564 1.566 2.846
Assessor 3.967 0.166 - 4.133 0.066 1.023 0.806 2.238 4.133
Health and Family 4.250 0.178 - 4.428 0.650 - - 3.778 4.428
Human Resources 6.451 0.271 (0.100) 6.621 0.005 1.689 1.331 3.596 6.621
Attorney 7.444 0.312 (0.100) 7.656 0.108 1.923 1.516 4.108 7.656
911/311 9.768 0.410 (0.160) 10.018 0.050 - - 9.968 10.018
Internal Service Funds 27.334 2.246 - 29.580 - 7.439 5.863 16.277 29.580
Finance 19.544 0.820 (0.150) 20.214 0.006 5.120 4.035 11.052 20.214
Regulatory Services 26.566 1.114 - 27.680 27.482 - - 0.199 27.680
Business Information Services (0.200) - - (0.200) - - - (0.200) (0.200)
Public Works 41.445 1.636 (0.835) 42.246 13.426 7.458 5.878 15.483 42.246
Fire 54.259 2.141 - 56.400 3.639 13.269 10.459 29.033 56.400
Police 126.658 4.998 - 131.656 14.555 29.451 23.212 64.438 131.656
Total General Fund 350.766 14.768 (1.380)  364.155 64.595 72.189 56.897 170.474 364.155
Capital - Permanent Improvement 1.719 0.150 1.869 1.869 1.869
IDebt Service 18.755 0.500 19.255 19.255 19.255
Subtotal 20.474 0.650 - 21.124 21.124 21.124
Total City (not incl special levies) 371.240 15.418 (1.380)| 385.279 64.595 72.189 56.897 191.598 385.279
Libraries -

Pensions 25.000 3.000 28.000 28.000 28.000
Total 396.240 18.418 (1.380)  413.279 64.595 72.189 56.897 219.598 413.279

2010 Max 202.05

2011 Max 221.77

Additional cuts needed/(Cushion for adverse circumstances) (2.173)
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City of Minneapolis
2007 Budget

Ten Year Projection of Demands on the Property Tax

Background

The ten year projection was first produced in spring of 2002. The intent was to surface all the
demands on the property tax to which the City had committed. This projection led to the work to
adopt the 8% maximum property tax policy in summer of 2002. The maximum property tax
policy was adopted by both the City Council and the Board of Estimate and Taxation. In
January 2003, the City Council and Mayor adopted a five year financial direction to set
parameters for department business plans.

Assumptions in the Ten Year Projection

These listed assumptions build on the original work from spring 2002. For complete details on
the financial challenges which the City faces, please refer to the original narrative on the
“Projected Demands on the Property Tax.”

General Fund Operations
e 2% Wage Policy is in effect through 2014
e 20% annual increases in health insurance premiums, except for short term relief, resulting
from current plan data and competitive procurement experience
¢ Noincrease in departmental and City-wide revenue (except for regulatory services revenues
which are expected to increase by 3%). Please see the discussion in the 2008-2012 five-
year financial direction document earlier under this same tab for more information by
department
e Reductions in revenue related to the parking fund financial plan
e Internal Service Funds work out plan increases continue:
o Self Insurance $0.5 million in 2006, $1 million annually in 2008-2014
o Intergovernmental Service Fund (BIS) $1.2 million annually in 2008
The projection includes slight cost of living increases for these operations
¢ Reductions to general fund operations are needed in each year of the plan

Capital and Debt

¢ Reductions to both the pay-as-you capital levy and the debt service levies continue in 2008
and 2009. These reductions were included in the five-year financial direction

o Aslight (2%) increase is included for both of these levies for 2010-2014

Independent Boards and Special Levies

¢ Parameters remain the same for independent board operating levy increases — Park,
Library, Municipal Building Commission, Public Housing Authority and the Board of Estimate
and Taxation all receive a 4% levy increase to deal with increased costs of providing
services

e Pension obligations are funded in each year of the projection.
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City of Minneapolis - Details of Annual Demand (Increases) in Property Tax Revenue

Adopted Future Projected Demands on the Property Tax
(In millions of dollars) 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
City General Fund Operations
Salary and non-personnel increase 14.3 (0.3) 8.2 13.5 10.9 9.4 9.6 9.8 10.7 11.4 11.2
New Programs/Initiatives 6.0 5.2
Target Center - Property tax contribution 1.0
Health Insurance 1.8 4.0 1.8 3.3 3.8 5.9 7.1 8.5 10.2 12.2 14.7
Internal Service Funds 3.9 3.8 2.3 2.2 1.4 1.0 11 1.0 1.0 1.0 1.0
Strategies Needed to Balance Budget (7.0) (1.4) 0.6)] (1.8) @.7 (1.4) (1.4) (1.4) (1.4) (1.4) (1.4)
Subtotal 13.0 12.1 169 17.3 14.4 14.9 16.4 17.9 215 23.2 25.5
City Capital/Debt:
Permanent Improvement Fund (0.2) (0.5) 0.7)] (0.5) (0.5) 0.1 0.1 0.1 0.2 0.2 0.2
Debt structuring changes (3.9) (4.0) 2.1 @3 (1.0) 0.4 0.5 0.6 0.7 0.8 0.8
Subtotal (4.1) (4.5 (2.8)] (1.8) (1.5) 0.5 0.6 0.7 0.9 1.0 1.0
City Total 8.9 7.6 14.1 15.5 12.9 15.4 17.0 18.6 22.4 24.2 26.5
Independent Boards and Special Levies
Park Board Base Levy 1.6 17 17 1.8 1.9 17 1.8 1.8 1.9 1.9 1.9

Subtotal Park Board 1.6 17 17 1.8 1.9 17 1.8 1.8 1.9 1.9 1.9
Library Board Base Levy 0.5 0.5 0.5 0.5 0.6 0.6 0.6 0.7 0.7 0.8 0.8
Library Board - Referendum Levy 3.0 1.7 1.2 - - - -

Subtotal Library 35 2.2 1.7 0.5 0.6 0.6 0.6 0.7 0.7 0.8 0.8
Municipal Bldg Commission 0.1 0.1 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.3 0.3
Community Development Levy (2.0) - - - - - -

Minneapolis Public Housing Authority 0.0 0.0 0.0 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Pension Funds 2.3 3.9 (1.0) - 3.0 3.0 3.0 3.0 1.0 1.0 1.0
Total Independent Boards and Special Levies 5.5 8.0 2.7 2.5 5.7 5.5 5.6 5.8 3.9 4.1 4.1
Total Increase in Property Tax Revenue 14.4 15.6 16.8[ 18.0 18.6 20.9 22.6 24.4 26.3 28.3 30.6
Total Property Tax Revenue 193.7 209.2 226.0 [ 244.0 262.6 283.5 306.1 330.5 356.8 385.1 415.7
Annual Percent Increase 8% 8% 8% 8% 8% 8% 8% 8% 8% 8% 8%
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City of Minneapolis
FY 2007 Budget
Financial Plan

General Fund

Background

The General Fund is the general operating
fund of the City. It is used to account for all
financial resources except those required to be
accounted for in another fund. The major
sources of revenue include and their relative
percentages of total General Fund financial
sources are shown to the right.

Combined, the two largest revenues (State
Aids and Property Tax) have historically
accounted for approximately 60-65% of total
sources of funds for the General Fund. The
top four sources of funds account for more
than 80% of the General Fund’s annual
financial inflows.

Historical Financial Performance

The results of the General Fund’s annual
operations are closed annually into the fund’'s
“fund balance.” The General Fund’s balance
measures the amount of available, spendable

Budgeted Revenue by Source
$328 million

Misc. Revenues
2%

Fines & Forfeits
3%

State Aids

Fund Transfers 24%

6%

Charges for Services
11%

Licenses and Permits
8%

Franchise Fees
8%

Property Tax
38%

resources owned by the fund. The balance provides the City a reserve to cushion adverse
economic shocks and to meet a portion of the City’s liquidity needs. The City's policy is to
maintain a minimum fund balance of 15% due to the deficits in the internal service funds.
Further, the City’s financial policies place a priority on debt buy-down or debt avoidance for
spending of excess fund balance.

Fund Balance

The General Fund began 2005 (in millions of dollars)

with a fund balance of $61.4

million. As of December 31, 62
2005, the fund balance in the 60
General Fund was $53.6 58
million, which is above the 56
stated fund balance 54
requirement of 15% of the 52 |
following years’ revenue 50 J
budget. The City anticipates 48
that it will again meet its reserve
requirement at year-end 2006. 46 1
44 -

2003 2004 2005 2006 Estimated

City of Minneapolis — General Fund Financial Plan Council Adopted Budget

107



2007 Budget

Revenues

The General Fund 2007 budget includes a total of $328 million of revenues and other sources,
including $20 million in transfers from other funds. Budgeted General Fund revenues for the
2007 budget are 3% higher than 2006 budget. The 2007 budgeted revenues represent a 10%
increase over 2006 actual revenues.

As the chart below shows, the distribution of total revenue among the General Fund'’s revenue
categories has continued to change. Property taxes and franchise fees have increased as a
percent of the total revenue picture. The 2006 budget includes $6.5 million in one-time Local
Government Aid which skews the annual percentage change and the comparisons of each
revenue source as a percent of total between years.

2006 2007 % Chg 2006 2007
Adopted Adopted from 2006 Budget as Budget as
Revenue Source Budget Budget Adopted % of Total % of Total
State Aids 86.4 78.1 -9.6% 27.1% 23.8%
Property Tax 112.7 123.9 10.0% 35.4% 37.8%
Franchise Fees 22.3 27.1 21.5% 7.0% 8.3%
Licenses and Permits 24.9 26.0 4.6% 7.8% 7.9%
Charges for Services 36.5 35.6 -2.4% 11.5% 10.9%
Fund Transfers 18.9 20.2 7.4% 5.9% 5.7%
Fines & Forfeits 10.4 10.2 -2.0% 3.3% 3.1%
Misc. Revenues 6.5 6.8 4.6% 2.0% 2.1%
Total 318.5 327.9 3.0% 100.0%  100.0%

0 State Aids (including Local Government Aid): The City faced significant pressure in 2003
and 2004 when the State Legislature reduced the Local Government Aid (LGA) to the City
by $35 million. Of this reduction, $29.3 million was allocated to the General Fund with the
remaining $5.7 million allocated to the Park and Library Boards. This reduction represented
an 8% decrease to the General Fund’s revenue.

The City’s Local Government Aid allocation shrunk between 2006 and 2007. Of this
decrease, $6.5 million was one-time funding which ended in 2007. The other $1.5 million
reduction results from the application of the LGA formula — Minneapolis tends to see
declines of this magnitude each year. The major factors in the formula which lead to these
reductions are the City’s property wealth and reduced motor vehicle accidents. With these
changes, total state aids are estimated at $78 million including $67 million of LGA.

U Franchise fees are paid by various utility companies for their use of City rights-of-way.
Franchise fees are a percentage of total utility revenues. Therefore, the City’s collections
vary directly with the paying utility’s gross revenues. The City has seen a significant
increase in franchise fee revenues (especially on electricity and natural gas) due to recent
increases in energy prices. There are four franchise agreements that provide revenue for
the City:

o The twenty year franchise agreement with Xcel Energy for electricity requires payment of
5% of gross revenues for residential service customers, 3% of gross revenues for
commercial and industrial customers, and 5% of gross revenues on small commercial
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and industrial customers. This franchise agreement expires on December 31, 2014.
For 2007, the City is anticipating $13.5 million in revenues from this franchise
agreement.

e The franchise agreement with Center Point Energy/Minnegasco requires payment of
4.25% of gross revenues for residential buildings with four units or less, 5% for small
commercial/industrial/fir or interruptible customers, and 3% for large volume interruptible
customers. This franchise agreement expires on December 31, 2015. For 2007, the
City is anticipating $11 million in revenues from this franchise agreement.

e The City also has two smaller franchises:
» The bus stop advertising franchise generates approximately $100,000 in revenues.
= The City’s cable franchise is anticipated to generate $2.5 million in 2007.

The 2007 budget anticipates the total franchise fee revenue to significantly increase from
the 2006 adopted budget level of $22.3 million to $27.1 million. This increase reflects the
increased cost of natural gas and electricity.

O Licenses and Permits create significant revenue for the City’s General Fund. The City
issues licenses and permits for a wide variety of regulated activities. Building permits are a
major component of this revenue category. The 2007 budget anticipates a slight increase in
the overall level of activity, with some increases in the actual fees paid, for a 5% increase in
licenses and permit revenue. The City also conducted a fee study in 2005, with
redistribution of revenue across several departments that contribute to generation of
development related fee revenue. During 2006, the City turned over the electrical
inspections responsibility (and revenue) to the State.

U Fines and Forfeitures are anticipated to decrease slightly in 2007. Although the Council
added additional Traffic Officers and Traffic Control Agents in the Police Department during
the last several years, the fine revenue
has not met expectations.

Expenditures by Service Area

i $328 Million
Expenditures

The 2007 Budget for the General Fund is

Transfers to Other

$328 million, which includes $35 million in

transfers to other funds. After adjusting for
transfers, the budget increased from $283

million as adopted in 2006, to $293 million

in 2007, a 3.8% increase.
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Several cost increases are anticipated in the 2007 Use of Funds

budget. These include: $328 million
e Salary and wage expenditures increased
3%, from $154.5 million to $158.5 million. T
o Employer health insurance costs increased Operating

about 8%, or $1.8 million. The budget is 6%
based on an anticipated 12% increase to
employer costs.
. . . Contracts
e Addition of positions in general fund 19%
supported departments.
¢ Non-personnel line items increased by 3.5%.

Salaries
48%

Benefits
16%

General Fund Budget Decisions

As the City matures in using long-term planning for financial decisions, each annual budget is
framed by the ability to make one-time expenditures while remaining prepared for future cost
impacts. The graph below shows how these decisions were balanced in the 2007 budget
(dollars in millions):

$14
$12
$10
o] $6.5
$6 -
$4 -
$2 i $5.9

$0 T

W Other one-time spending

OPublic Safety: one-time

H Pension Debt Buy-down: one-time
M Other on-going spending

E Public Safety: ongoing

OIn House Resources: one-time
OIn House Resources: on-going

In this context, the 2007 budget includes the following major General Fund changes:

o Pensions — As a result of reducing and . Financial Direction Reductions - The
paying down pension debt, an additional budget includes reductions as proposed
$7.6 million in property tax revenue is by the following departments: Human
available in the general fund. Further, Resources ($100,000), Finance
the budget commits $3 million in ($200,000), Business Information
pension debt avoidance by using one- Services ($200,000), Community
time general fund resources. Planning and Economic Development

($35,000 offset by revenue) and
Attorney ($150,000). The current
service level budgets for 911/311 and
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City Clerk met the financial direction
estimate and did not require further
reductions. Reductions from the current
service level are not included for Public
Works in 2007.

Assessor - Two additional positions are
added to the department in the adopted
budget ($150,000).

Attorney - An attorney position is added
to back fill grant funds ($75,000). The
Council added $35,000 for a restorative
justice program.

City Coordinator: 911/311 - $80,000 in
one-time training money for the
implementation of the CAD system is
included in the department budget. The
Council reallocated funds for weekend
311 hours to Library operating costs.

City Coordinator: Administration - An
additional position is added for Results
Minneapolis efforts ($75,000). The
budget includes one-time funding for the
Tree Trust of $100,000. Also included is
one-time funding focused on external
environmental efforts ($125,000).

City Coordinator: Business Information
Services - An increase to the telecom
rate model is included in the budget
($410,000) funded by increased charges
to other departments.

City Coordinator: Communications -
The budget includes $700,000 annual
draw downs of the cable franchise
settlement over the next five years. This
decision results in level funding for
cable-related items until an increase to
Public, Educational and Governmental
(PEG) programming fees comes on line
in 2012. The fee will go from 37 cents
to 50 cents per subscriber per month in
2008, and from 50 cents to $1 in 2012.

City Coordinator: Intergovernmental
Relations — One-time funding for
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homelessness outreach is included in
the department’s budget ($100,000).

City Coordinator: Regulatory Services -
The adopted budget adds $530,000 to
fund boarded and vacant building efforts
on an ongoing basis. The budget
counts on the department’s revenue
proposals ($719,000) to support
additional spending in the department.
Eight positions are added to the
department — 4 for one
stop/development review services and 4
for business licensing ($500,000).
Positions related to the business
licensing initiative are not to be filled
until a related ordinance is approved by
the City Council.

City Council - The budget includes one
position ($50,000) for the City Council.
The Council’s budget is also combined
with the Clerk/Elections budget
beginning in 2007.

Community Planning and Economic
Development - A portion ($150,000) of
the department’s budget is moved from
the community development block grant
fund to the general fund.

Fire - An additional $200,000 in general
fund support is allocated to the
department to ensure the
implementation of the Standard of
Coverage. The department’s budget
grows by an additional $90,000 to fund
fuel cost increases.

Health and Family Support - Additional
one-time funding is added in 2007 for:
domestic violence efforts ($50,000);
$125,000 for Youth Violence Prevention
efforts; $80,000 in for safe routes to
school efforts, with the department
working with Public Works on a related
capital project.

Mayor - An additional position ($50,000)
is added to the Mayor’s budget.

Council Adopted Budget



fifteen libraries can be open at the
standard of five days a week, eight
hours a day.

e Police - An additional 43 police officers
are added to the department’s budget
($3.4 million). This increases the

department’s staffing level to the same
level of police officers as in 2002. The
department’s budget to grows by an
additional $250,000 to fund fuel
increases.

One-time funding for the department’s
technology road map ($1 million) is
included in the budget, contingent on
receipt by the Council of a long-term,
performance measurement-based plan
by the end of February 2007.

Funding to allow the department to add

a Police finance officer is in the budget; the
Council specified specific duties for this
position (please see the police

department section later in this book for
more detail).

Public Works: Field Services - The
adopted budget allows the department’s
budget to grow by an additional
$100,000 to fund electricity cost
increases. Further, the department is
directed to ask for preventive street
maintenance funding during the 2006 to
2007 reappropriation process.

Library - The Council provided additional
$1.2M one-time funding to the Library
Board. The use of these funds is at the
discretion of the Library Board pending
the following outcomes:

(1) The Minneapolis Public Library
Board or its designee shall report a
capital and operating budget plan and
priorities to the Ways and Means
Committee as follows:

Given the Library Board’s financial
resources, determined in part by the
budget passed by the City Council on
December 11, 2006, report by January
30, 2007, how many of the system’s
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If fewer than fifteen, report which

libraries can meet that standard.

Direct the Minneapolis City

Coordinator, in conjunction with the

Executive Director of the Minneapolis

Public Library, to create a timeline of

important deadlines in the decision

making process for the continued

operation of the Minneapolis Public

Library system; including but not

limited to the discussions with:

= Hennepin County

= The Minnesota Legislature

» The Library Board Advisory
Committee

= The Capital Long-Range
Improvement Committee

= The Minneapolis Library Board

= The Minneapolis City Council, and

= Any other decision making body
with input on this issue.

The Minneapolis City Coordinator and
the Executive Director of the
Minneapolis Library Board shall report
back to the Ways and Means/Budget
Committee of the Minneapolis City
Council before the end of January,
2007.

Within two weeks of the closing of the
2007 State of Minnesota legislative
session, report the impact of any
policy or fiscal decisions made by the
state legislature on the short- and
long-term functioning of the
Minneapolis Public Library system.
This should include a reassessment, if
applicable, of the capacity to keep
libraries open at five days a week for
eight hours a day.
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Request that the Library Board of
Trustees report to the Ways & Means
and Intergovernmental Relations
Committees of the City Council with a
strategic plan for the future of the
Minneapolis Libraries within two
months following the later of:
Issuance of recommendations by the
Library Advisory Committee;
Issuance of recommendations by the
City/County Task Force; or

The end of the 2007 Minnesota
Legislative Session (85th Legislature;
Request that the Library Board of
Trustees incorporate a community
engagement process, including
community meetings, in 2007 for its
strategic plan and related decisions.

(2) And further Direct that the CPED
Department assign staff experienced
in public building use, mixed-use

development, and business
development to work with the Library
Board of Trustees and Library staff
as they develop a strategic plan and
explore creative options for a
sustainable library system and report
back to the Community
Development Committee by May 1,
2007.

(3) City Finance staff, in conjunction

with work already underway in the
City Attorney'’s office, are directed to
examine the financial impact of
making the Library Board a
department of the City. That report
should be transmitted to the Ways &
Means/Budget Committee, the
Intergovernmental Relations
Committee, the Library Advisory
Committee, and the Minneapolis
Library Board by March 1, 2007.

Transfers
The 2007 General Fund budget includes a $0.6 million decrease in transfer expense, from
$35.6 million to $35 million. This decrease is related to the savings in debt service funds.

Summary of Transfers to Other Funds

2006 2007

Adopted Adopted
(In_millions of dollars) Budget Budget Change
Internal Service Funds® $20.1 $20.2 $0.1
Debt Service $15.1 $11.5 ($3.6)
Capital $0.0 $1.9 $1.9
Library Board $0.0 $1.2 $1.2
Other transfers $0.4 $0.1 ($0.3)
Total $35.6 $35.0 (%$0.6)

Summary of Transfers from Other Funds

2006 2007

Adopted Adopted
(In_ millions of dollars) Budget Budget Change
Enterprise Funds $11.3 $10.3 ($1.0)
Entertainment Tax $ 75 $8.3 $0.8
Library Board $ 0.0 $0.9 $0.9
Other transfers $ 0.0 $0.8 $0.8
Total $18.8 $20.3 $15

'The implementation of the self insurance fund rate model led to a decline of $400,000 in this transfer. More of these costs how
appear in departmental budgets for worker's compensation and liability. Despite changes, Internal Service Funds increased
payments for Information Technology Service operating costs and debt by $2.2 million.
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City of Minneapolis
FY 2007 Budget
Financial Plan (in thousands of dollars)

General Fund - 0100

2006 2007 % Chg
2004 2005 Adopted | Adopted [ From 2006 2008 2009 2010
Actual Actual Budget Budget Budget Forecast Forecast Forecast
Source of Funds:
Property Taxes 85,998 97,493 | 112,689 123,909 10.0% 136,038 151,809 166,309
Subtotal - Property Taxes 85,998 97,493 | 112,689 123,909 10.0% 136,038 151,809 166,309
Local Government Aid 73,447 64,190 75,054 67,097 [ -10.6% 65,797 64,546 63,197
Subtotal 73,447 64,190 75,054 67,097 | -10.6% 65,797 64,546 63,197
Other State Aids 3,311 15,276 11,366 11,022 -3.0% 11,022 11,022 11,022
Franchise Fees 25,121 27,702 22,310 27,110 21.5% 27,110 27,110 27,110
Licenses and Permits 24,148 25,044 24,864 25,999 4.6% 26,779 27,582 28,410
Charges for Services and Sales 28,182 33,977 36,499 35,631 -2.4% 35,631 35,631 35,631
Fines and Forfeits 8,910 10,016 10,385 10,173 -2.0% 10,173 10,173 10,173
Special Assessments 2,628 2,839 2,763 2,783 0.7% 2,783 2,783 2,783
Interest 1,159 1,952 1,860 1,860 0.0% 1,860 1,860 1,860
Other Miscellaneous Revenues 1,131 1,525 1,834 2,109 15.0% 2,109 2,109 2,109
Transfers from other funds 12,698 17,981 18,850 20,241 7.4% 19,241 18,241 18,241
Total 266,732 297,995 | 318,473 327,934 3.0% 338,543 352,866 366,845
Expenditures:
Police 87,604 95,977 | 107,526 112,096 4.3% 118,500 122,511 126,658
Fire 39,495 47,186 47,162 48,380 2.6% 50,764 52,483 54,259
Public Works 35,686 38,753 38,245 39,539 3.4% 40,558 40,896 41,445
City Coordinator Departments 41,758 54,267 61,617 62,494 1.4% 63,474 65,169 64,448
City Attorney 4,631 6,422 6,790 7,036 3.6% 7,116 7,257 7,444
City Clerk 2,090 2,947 3,153 6,170 95.7% 6,772 8,501 7,437
Health and Family Support 3,446 3,649 3,701 4,076 10.1% 3,954 4,088 4,250
Community Planning & Economic Dey 2,179 3,366 3,671 3,708 1.0% 3,889 3,986 4,108
Other Departments 9,349 8,441 11,025 9,424 | -14.5% 9,765 10,095 10,493
Transfers to other funds 32,690 44,777 35,582 35,011 -1.6% 33,150 38,420 44,450
Total 258,928 305,785 | 318,473 327,934 3.0% 337,942 353,406 364,992
Net Change in Balance 7,805 (7,790) 601 (540) 1,853
Fund Balance:
Beginning Balance 53,547 61,352 53,562 53,562 53,562 54,163 53,623
Ending Balance 61,352 53,562 53,562 53,562 54,163 53,623 55,476
Fifteen % Reserve Requirement 45,868 47,771 49,190 50,691 53,011 54,749 57,339
(15% of following year's budget)
City of Minneapolis - General Fund Council Adopted Budget

114



City of Minneapolis
FY 2007 Budget
Financial Plan

Convention Center Special Revenue Fund

Background

The Convention Center Special Revenue Fund accounts for the maintenance and operation of
the City owned Convention Center and the related sales tax activities. The Convention Center
was created to foster and generate economic growth and vitality by providing facilities and
services for conventions, trade shows, exhibits, meetings; cultural, religious, and sporting
events - all of which benefit and showcase the City of Minneapolis, the metropolitan region, and
the State of Minnesota. The fund also supports an operating transfer to Meet Minneapolis,
formerly called the Greater Minneapolis Convention and Visitors Association (GMCVA). Meet
Minneapolis is an independent, non-profit organization contracted by the City of Minneapolis to
market Minneapolis and the Twin Cities as a convention and tourist destination.

Historical Financial Performance

The fiscal year-end 2005 fund balance for the Convention Center Special Revenue Fund was
$36.5 million, an increase of over $6 million from 2004. Local taxes support the Convention
Center with approximately $55.1 million being collected in 2005. Due to improved economic
conditions, the 2005 local tax revenue was nearly $4.2 million greater than budget and nearly
$2.9 million greater than 2004. Approximately $17.5 million was transferred for debt service
obligations or enterprise related debt. The debt service transfer was $3.8 million more than
2004.

Comparative amounts collected:

Local Taxes (in millions) 2003 2004 2005
0.5% Citywide Sales tax $25.6 $26.4 $27.4
3.0% Entertainment Tax $7.8 $8.7 $9.2
3.0% Downtown Restaurant Tax $7.9 $8.8 $9.5
3.0% Downtown Liquor Tax $3.0 $3.4 $3.5
3.0% Lodging Tax $4.6 $4.9 $5.5
Total Tax Collection $48.9 $52.2 $55.1

Funds are transferred annually to the Convention Center Reserve Fund for major repair or
equipment replacement for the Convention Center facility. Due to the age of the building, it is
anticipated that the amount of this transfer will increase in future years as specific needs are
identified. However, the plan keeps the amount flat until an analysis is completed and needs
are identified. In 2005, nearly $1.2 million was transferred to the Convention Center Reserve
Fund.

Operating revenues are generated directly from the Convention Center operating activities.
Exhibit space rental is the largest source of revenue for the Convention Center. Also included in
operating revenues, are equipment and space rental of the Tallmadge Building. Charges for
Services are earned in support of space rent and consist primarily of utility and labor services
and ramp parking. Commission sales of food and beverage account for most of the other
miscellaneous operating revenue.
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In 2005, the Convention Center opened a business service center to better meet customer
needs and began offering wireless and internet services. Wireless and internet services
revenue came in 235% better than expected. In 2005, total operating revenue generated by the
business service center was $16.2 million - a gain of 14% from 2004 and nearly 10% better than
expected for 2005.

Convention Center Fund - Revenue
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2004 2005 2006 2007 2008 2009 2010
@ Operating Revenue 14,162 16,208 15,645 14,676 15,561 16,324 17,219
O Non-Operating Revenue | 52,301 58,413 58,802 57,239 59,274 60,852 62,974
B Total Revenue 66,463 74,621 74,447 71,915 74,835 77,176 80,193

Years (2004-2010)

2006 Financial Projections

Event operating revenues are projected to decline from 2005 as a result of not hosting large
revenue producing events of the same size and caliber as some of the events in 2005, such as
the Microsoft World Partners Conference. Operating revenues are not expected to meet 2006
budgetary goals primarily as a result of lower rents. Tax proceeds are projected to be higher
than budgetary goals and slightly above 2005 actual totals. Operating expenditures for the
Convention Center in 2006 were budgeted slightly higher than they were in 2005; primarily as a
result of higher personnel related costs, capital, and contractual services. In 2006, operating
expenditures are projected to be under budget by over $5 million. The decrease is primarily the
result of $4 million budgeted for a new Terrazzo floor that will not be completed in 2006.
Request For Proposals are currently underway and expenditures will continue into 2007.

2007 Budget
Revenues

The revenues for the Convention Center have been brought in line with the actual receipts from
previous years. Total revenue is expected to trend upward through 2010.The 2007 Convention
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Center operating revenue is expected to decrease $969,000 or 6% below 2006 budgeted
revenue. The decline can be directly attributed to under-utilization of the facility by corporate
events. The Meet Minneapolis sales staff has a variety of targeted efforts planned to address
the corporate market.

Convention Center Revenues Sales and Other Taxes
Operating Lodging
revenue Liquor 9%
21% 7%
Restaurant
17%
° Sales
Sales and 50%
other use taxes Enter-
79% .
tainment
17%
Convention Center - Predicted Revenue Growth
Tax Type Current Growth Assumption ‘07-'10*
0.5% Sales 2.5%
3% Entertainment Tax 3%
3% Other Tax 3%

Last year's assumption was 4%

The Convention Center management is addressing declining operating revenue by bringing in
new revenue producing services, particularly though the new Technology Services Department
which began in June of 2006. In the second quarter of 2006, the Convention Center, in
partnership with Meet Minneapolis, began selling video signage advertising at the Convention
Center. Specifics of the deal are still under discussion between the Convention Center and
Meet Minneapolis. Operating revenue is projected to increase by 6% per annum in 2008 and
5% in 2009 and nearly 5.5% in 2010. The 2007 budget’s operating expenses are $28.2 million
and $14.7 million in operating revenue, resulting in a $13.5 million shortfall. Additionally,
operating revenues are expected to decline in 2007 resulting from a change in mix of shows in
the facility.

Convention Center
Operating Revenue and Expense
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Expenditures

In 2007, the Convention Center operations expenditure budget is anticipated to decrease $1.4
million from the 2006 current budget. The budgeted decrease is primarily the result of lower
budgeted capital expenditures. Factoring out capital, operating expenditures are expected to
increase approximately $1.3 million as a result of higher personnel and contractual related
expenditures. Cost containment is an important and ongoing initiative at the Convention Center,
and the Convention Center is working on a number of cost containment strategies which
include: efficient operations; improved risk management; managing client expectations; proper
training; development of the Convention Center workforce; tracking client damage; and expense
recovery.

In 2004, Meet Minneapolis entered into a $2.5 million loan agreement with the City for its joint
venture Internet Destination Sales System (iDSS). In 2005, Meet Minneapolis requested that
the Council advance an additional $2.5 million for the project. In August 2005, the loans were
consolidated together and a promissory note was issued for up to $5 million. In April of 2006,
the City entered into a 3rd loan agreement of up to $5 million for additional iDSS start up capital.
The three loans were consolidated for a total of up to $10 million. The $10 million consolidated
loan will have a 10-year amortization of principal (2008-2017) at a 5% interest rate. The loan is
secured by all of IDSS assets, future appropriation from the City funding, and profits from the
iDSS.

In 2006, $7.1 million in sales and marketing fees were transferred to Meet Minneapolis. In 2007,
Meet Minneapolis sales and marketing fees increased to nearly $7.4 million. Meet Minneapolis
functions as the primary sales and booking agent of the Convention Center. The 2004 to 2005
reduction in the ending fund balance is due primarily to spending increases. The increases are
due to additional capital outlays to replace aging and obsolete parts and systems of the facility.
The ending fund balance is expected to remain relatively unchanged from 2005 to 2006 as a
result of offsetting increases and decreases in revenues and expenditures. The ending fund
balance for 2006 to 2007 is expected to decrease as a result of lower budgeted revenue and
higher budgeted 2007 expenditures.

Convention Center Project Net Income (Loss) (in millions)
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The convention center financial plan anticipated losses as debt service is paid back. The fund
currently has sufficient reserves to cover these losses. Further, debt service is budgeted
assuming a 5% interest rate on variable bonds. The City’s actual experience has been
significantly less in the past few years. However, to the degree that interest rates increase,
operating revenues decline, and/or expenses increase, the fund will have difficulty staying within
the original financial plan.

Cash Position Changes

The Convention Center Special Revenue Funds 2006 projected cash balance, exclusive of
loans to other funds, is expected to fluctuate relative to the fund equity. Most operating
revenues and expenditure transactions are cash transactions. The Convention Center has a
policy of requiring exhibitors to pay in advance for space rent and services, which contributes to
a healthy cash position. The 2005 year ending client advances, sometimes received over two
years in advance of the event, were $835,000 and outstanding client receivables were $1.3
million.

Transfers
Total transfers to other funds in 2007, excluding Meet Minneapolis, are budgeted at $39.4
million:

e General Fund - $8.3 million, funded by Convention Center Fund Transfers ($39 million
entertainment tax proceeds; a revenue Transferto  Transfer to
source to the General Fund since 1969. Transfer ConvCir  -Parking Fund

Reserve
2%

entertainment
L . tax to Target
o Arena Reserve - $1.2 million, the portion Center

of the entertainment tax estimated to be 2%
derived by Target Center activities.

13%

Operating
37%

Transfer

e Convention Center Reserve - $1.2 entertainment
million, for future major Convention tax “;Sn‘;”era' Meet
Center repairs or replacement. 11% Debt Minneapolis
25% 10%

e Convention Center Debt Service - $18.8 million, current year debt service liability for the
Convention Center bond issue. Part of the Convention Center debt is in variable rate
mode, and it is likely that total debt service payments will be less than the budgeted
$18.8 million due to the difference between actual interest on variable rate and the
assumed 5%.

e Parking Fund - $9.9 million, funding for the current year debt service obligation for the
Convention Center related parking ramps and facilities and Parking Fund Workout Plan.

The City of Minneapolis deposits all of its local tax proceeds (i.e., sales tax, entertainment tax,
food tax, liquor tax, and lodging tax) in the Convention Center Special Revenue Funds. All the
tax proceeds, with the exception of the entertainment tax, are Convention Center related and
are used primarily to fund the debt related to the construction of the Convention Center and
related facilities, as well as to fund the operating deficit.

The entertainment tax, established in 1969, is a revenue source for the General Fund to offset
additional police and fire department costs associated with citywide entertainment activities. A
portion of the tax is redirected to the (Target Center) Arena Reserve Fund to fully credit the fund
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for entertainment tax proceeds generated from Target Center activities, as required by the
(Target Center) Arena finance plan. The entertainment tax is not deposited directly into the
General Fund because it is pledged revenue on the outstanding Convention Center bonds in the
event other revenue sources pledged to meet Convention Center debt service are insufficient.

For 2007, there is a decrease in facility reserve transfer to $500,000. These fund transfers are
from the facility reserve to cover the reserve funding requirement for the Convention Center
scheduled yearly capital projects.

Debt Service

The 2007 budget includes full funding to meet the annual debt service payments. Outstanding
debt for the Convention Center was approximately $229 million in total at the 2006 year end. In
2004, the Convention Center debt was restructured allowing for substantial long-term savings to
the fund. $77 million is variable rate debt, and $152 million is fixed.
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City of Minneapolis
FY 2007 Budget
Financial Plan (in thousands of dollars)

Convention Center Special Revenue Fund - 0760

2006 % Chg
2004 2005 Current 2006 2007 From 2006 2008 2009 2010
Actual Actual Budget  Projected Budget Budget Forecast Forecast Forecast
Source of Funds:
Operating Revenues:
Charges For Services 5,000 6,220 5,660 5,276 5,925 4.7% 6,221 6,532 6,859
Rents 6,468 6,867 7,415 6,893 6,290 -15.2% 6,707 7,028 7,430
Other Miscellaneous Operating 2,694 3,121 2,570 2,650 2,461 -4.2% 2,633 2,764 2,930
Sub-Total 14,162 16,208 15,645 14,819 14,676 -6.2%| 15,561 16,324 17,219
Non-Operating Revenues:
Sales Tax 26,366 27,404 27,701 27,954 28,394 2.5%| 29,103 29,831 30,577
Entertainment Tax 8,670 9,193 9,109 10,190 9,382 3.0% 9,664 9,954 10,252
Restaurant Tax 8,802 9,474 9,248 9,896 9,525 3.0% 9,811 10,106 10,409
Liquor Tax 3,432 3,486 3,606 3,588 3,714 3.0% 3,826 3,940 4,059
Lodging Tax 4,899 5,506 5,147 5,806 5,301 3.0% 5,460 5,624 5,793
Meet Mpls Donations - - 538 538 - 0.0% - - -
Interest 132 819 422 800 422 0.0% 409 397 385
Transfer From Facility Reserve - 2,531 3,031 3,031 500 -83.5% 1,000 1,000 1,500
Sub-Total 52,301 58,413 58,802 61,803 57,239 -2.7%| 59,274 60,852 62,974
Total 66,463 74,621 74,447 76,622 71,915 -3.4% 74,835 77,176 80,193
Use of Funds:
Convention Center Operations 20,939 22,685 24,638 22,877 25,903 5.1%| 26,939 28,017 29,137
Ongoing Equipment/Improvement 1,028 2,933 4,948 900 2,260 -54.3%| 5,270 5,480 8,376
Finance 302 - - - - 0.0% - - -
Human Resources 58 44 44 47 66 50.0% - - -
Meet Minneapolis 6,655 7,239 7,080 7,664 7,380 4.2% 7,528 7,678 7,832
Transfer To Gen Fund - Ent. Tax 7,164 7,249 7,482 8,990 8,319 11.2% 8,164 8,454 8,752
Transfer To Target Ctr Reserve 1,506 1,433 1,200 1,200 1,200 0.0% 1,500 1,500 1,500
Transfer To Conv Ctr Reserve 1,150 1,150 1,150 1,150 1,150 0.0% 1,150 1,150 1,150
Transfer To Debt Service 13,687 17,456 19,142 19,142 18,846 -1.5%]| 18,796 18,728 20,150
Transfer To Parking Fund 8,365 8,244 9,565 9,565 9,856 3.0% 9,832 9,858 8,435
Transfer To BIS 66 - - - - 0.0% - - -
Transfer To Self Insurance 19 - - - - 0.0% - - -
Total 60,939 68,433 75,249 71,535 74,980 -0.4%| 79,178 80,864 85,332
Net Income 5,524 6,188 (802) 5,087 (3,065) 282.2% (4,344) (3,689) (5,139)
Fund Balance/Retained Earnings:
Beginning Balance 24,805 30,329 36,517 36,517 35,715 -2.2%| 32,650 28,306 24,618
Ending Balance 30,329 36,517 35,715 36,275 32,650 -8.6%| 28,306 24,618 19,478

Notes: Beginning in 2005, the transfer to BIS is reflected in the Convention Center's Operating Budget based on the BIS Rate Model. In 2004, Meet
Minneapolis entered into a $2.5 million loan agreement with the City for its joint venture Internet Destination Sales System (iDSS). In 2005, Meet Minneapolis
requested that the Council advance an additional $2.5 million for the project. In August 2005, the loans were rolled together and a promissory note was issued
for $5 million. In April of 2006, the City entered into a 3rd loan agreement for $5 million for additonal iDSS start up capital. The three loans were consolidated for
a total of $10 million. The $10 million consolidated loan will have a 10 year amortization of principle (2008-2017) repaid in full in 2017 at a 5% interest rate. The
note repayment for the loan is pledged against assets, future appropriation from the City funding, and profit from the iDSS.
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City of Minneapolis
FY 2007
Financial Plan

Community and Economic Development Funds

Background

These funds provide support to the City’s development efforts. The main department with
allocations in these funds is the Community Planning and Economic Development Department.
Funds for the City’s activities in these areas have faced numerous challenges over the past
several years since the State significantly changed the property tax system.

The City Council adopted a policy in August of 2003 on how these funds were to be prioritized
between City-wide discretionary development, the Neighborhood Revitalization Program (NRP)
and the City’s obligations as owner of the Target Center Arena, the home of the National
Basketball Association’s Minnesota Franchise. The financial projections in this plan rest upon
the assumptions in these policy decisions. (Please see the “Financial Policies” section of the
budget book for the policy detalil.)

The projections show the following conditions, for the first time shown in the planning horizon of
the City’s financial plans:

1) the decertification of the pre-1979 tax increment financing (TIF) districts; and
2) the final year of the City’s statutory obligation to provide funding to the NRP.

2007 Budget
Revenues

These projections are based on several revenue assumptions that need to be validated
annually:

Revenues from federal grant programs, including the annual disbursement rate for the
Empowerment Zone, will remain close to constant;

Although revenues from state and local grants vary in relation to project need and
availability, for projection purposes they are shown as constant;

There will be continuing modest increases in bond related fee income from housing and
economic development activities;

There will be annual variations in overall project income but these are shown as constant
from 2007 for projection purposes;

There is no change to the scheduled 2009 Brookfield payment;

There will be no further legislative actions or assessment adjustments that have a
significant negative impact on tax increment or General Fund collections; and
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Inflationary growth in Planning’s fee revenue.
Expenditures

The expenditure projections contain assumptions that also need to be revisited annually in the
context of revised revenues and department outcome measures:

o CPED staff levels will generally remain constant or reduce slightly with personnel
costs increasing 2 percent per annum while non-personnel expenditures increase
approximately 1 percent per annum.

o The Development Account and TIF revenues of the Common Project continue to be
restricted to existing debt obligations and the capitalization of the NRP through 2009.

e Consistent with the Discretionary Development resolution, $3.697 million from the
Legacy Fund is being provided annually through 2009.

The projected CPED revenues and expenditures for 2007-2011 show somewhat level revenues
through 2008 increasing in 2009 with the receipt of a Brookfield-Dain payment of $27.87 million.
However, the total revenue received each year from 2007 to 2009 is smaller than anticipated in
the 2003-2009 projections prepared last year, largely due to smaller than anticipated tax
increment revenues as a result of recent reductions to market valuations of various properties
within the Common Project.

Debt Service

Debt service on the post-1979 Common Project TIF districts continues past 2010. Taken
together with other projected costs, the forecast for that year is break-even. There is no
assumption of a source for discretionary development activity beyond 2009, although the
availability of new tax capacity created by the decertification of the pre-1979 districts could
allow, as one policy option, the re-use of Chapter 595 levy authority with little or no increase of
residential property taxes.

Under current policy direction the Hilton Legacy Fund will also have been repaid in 2009 for the
$22 million cumulatively lent for discretionary development activity, and will provide another
option for development support in 2010 and beyond. To avoid or pay down debt, the City will
use $12.5 million of the proceeds from the sale of City’s share of the downtown Hilton Hotel.

General Fund Resources

Projected General Fund revenues and expenditures are displayed consistent with the Five-Year
Financial Direction. The direct revenue to the General Fund attributed to CPED increased
substantially in 2006 (line 5) as a result of the multi-department fee study completed in 2005.
The additional revenues allocated as a result of this study have increased annually at an annual
rate of 3 percent.

Neighborhood Revitalization Program

The reduction of development resources that started in 2001 has been the reduced level of
funding (from $20 million per annum in Phase [) available to capitalize the NRP. As noted, the
lowering of market value of several properties within the Common Project appears to have
exacerbated this reduction. Table 1, Line 34 displays the last (October 2005) projections.
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Update projections are due to be released early in 2007 (see the financial policies section of this
document for further information).

Finance Plan - Table 1

Projected CPED Revenues & Expenditures 2007 - 2011

2006 Budget 2007 2008 2009 2010 2011
1 Local Funds
2 General Fund Total 3,745,973 3,795,000 3,889,000 3,998,000 4,124,000 4,263,000
3 GF Property Tax & Non-Direct Revenue 1,720,594 1,695,000 1,737,000 1,822,000 1,909,000 2,061,000
4 General Fund LGA 680,848 602,000 609,000 587,000 578,000 516,000
5 General Fund Direct Revenues 1,343,478 1,498,000 1,543,000 1,589,000 1,637,000 1,686,000
6 Tax/Increment/Abatement 71,085,947 76,664,332 78,035,163 56,879,199 32,487,622 32,487,622
7  Capital Bonding (CIP) 3,547,000 808,000 804,000 1,067,000 382,000 389,000
8 Dev Acct (Non-TI) 2,199,272 2,025,432 2,002,705 28,302,997 300,000 300,000
9 Interest Earnings all Funds 5,298,000 5,054,000 4,801,300 4,561,235 4,333,173 4,116,515
10 Bond Fees
11 Housing Program Fees & Revenues 1,199,000 1,244,970 1,292,719 1,342,317 1,342,317 1,393,835
12 Economic Dev Program Fees & Revenues 3,639,500 3,651,500 3,663,620 3,675,861 3,675,861 3,688,225
13 Legacy Fund 3,679,000 3,679,000 3,679,000 3,679,000 - -
14  Other Project & Program Income 16,811,915 16,307,558 16,199,000 15,818,331 15,713,030 15,343,781
15 Transfers & Reserves 50,548,980 52,050,000 37,549,128 46,374,667 45,674,667 43,674,667
16 Federal Funds
17  CDBG* 17,583,662 12,317,000 12,317,000 12,317,000 12,317,000 12,317,000
18 ESG 597,000 597,000 597,000 597,000 597,000 597,000
19 HOME 3,800,000 3,800,000 3,800,000 3,800,000 3,800,000 3,800,000
20 Other State/Local Grants 4,500,000 4,500,000 4,500,000 4,500,000 4,500,000 4,500,000
21 Total Projected Revenues 188,234,196 || 186,493,792 173,129,635 186,912,607 129,246,670 126,870,645
22 Appropriated
23 Business Lines:
24 Economic Policy & Development 15,726,643 18,067,452 15,171,756 15,399,332 15,630,322 15,864,777
25 Housing & Policy Development 26,730,137 21,395,008 21,715,933 22,041,672 22,372,297 22,707,882
26 Community Planning 1,985,293 1,962,523 2,001,773 2,041,809 2,082,645 2,124,298
27 Development Services 2,006,327 1,792,814 1,828,670 1,865,244 1,902,549 1,940,600
28  Workforce Development 10,842,414 9,094,566 9,185,512 9,277,367 9,370,140 9,463,842
29 CPED Support:
30  Executive & Support Services 6,319,452 7,004,956 7,145,055 7,287,956 7,433,715 7,582,390
31  Transfer & Debt Service 117,208,947 || 118,269,359 105,215,723 101,144,413 71,037,756 66,966,446
32 Total Appropriated 180,819,213 || 176,203,622 162,264,422 159,057,793 129,829,425 126,650,234
33 To be appropriated
34  Potential NRP Capitalization 4,363,989 4,512,724 2,139,122 15,397,784 - -
35 Brookfield repayment to Legacy 1,769,000 1,769,000 1,769,000 11,386,000 - -
36 Total Projected Uses 186,952,202 || 182,485,346 166,172,544 185,841,577 129,829,425 126,650,234
37 Difference 1,281,994 4,008,446 6,957,091 1,071,030 (582,755) 220,411
* entitlement, program income and federal workforce grants
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City of Minneapolis
FY 2007 Budget
Financial Plan

Municipal Parking Fund

Background

The Municipal Parking Fund accounts for the operation and maintenance of parking ramps, lots,
on-street parking, and a municipal impound lot. Major parking related capital construction and
development activities also occur in this fund.

Historical Financial Performance

The financial condition of the Parking Fund had historically been stable, but continues to present
a future financial challenge to the City due to cash flows. While the fund continues to generate
a positive retained earnings, it is insufficient to pay debt service, make General Fund transfers,
and restore its productive assets (ramps).

Nearly all of the capital costs of ramps have been financed by debt. Revenues for the fund are
generated from these three lines of activities: off-street parking; on-street parking; and the
impound-lot. The fund receives transfers ($9.6 million in year 2006) from the Minneapolis
Convention Center to pay its share of debt service on the Convention Center-related parking
facilities. The fund also receives transfers ($6.9 million in 2006) from tax increment and
abatement revenue to pay part of major development projects in downtown area.

The Parking Fund and its operations reflect a financial workout plan that was adopted by the
council in 2004. The plan addresses strategies for managing and responding to growing
financial concerns regarding the municipal parking system, with annual updates on the
performance of the workout plan.

Revenues

Operating revenues for 2005 remained at 2004 level. $55.2 million in revenue for the year saw a
decrease in off-street parking by $800,000; however, this was off set by $800,000 increase in
impound lot and on-street revenues. Additional meter installations and rate adjustments, as part
of new meter management plan, contributed to $600,000 increase over 2004 in on-street
parking revenues. Changes in rates and the number of vehicles towed account for the revenue
growth experienced in impound lot revenues.

Operating revenue budget for 2006 is $60 million and the projection for year-end is currently
$58 million, which reflects adjustments as to the workout plan — some lines of activity are
foreseen to produce less revenue than anticipated. Revenue for the first quarter increased by
$800,000, or 7%, to $12.9 million in 2006 in comparison to $12.1 million for the first quarter of
2005. Revenues from off-street parking increased $500,000, meanwhile, on-street parking and
impound lot each account for $150,000. Increase in revenues can be attributed to initiatives
listed in the workout plan.
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Parking Fund Revenues
(in thousands of dollars)
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Expenditures

In 2005, operating expenses (without debt service, transfers or capital) increased by $1 million,
or 3%, to $39.5 million, from $38.5 million of 2004. This increase is mainly due to increased
major maintenance work in the ramps. To a lesser extent, increase in expenditures was due to
changes in towing rates which took effect in the fourth quarter of 2005. However, this increase
in rates is offset by increase in rates charged to customers.

The operating expense budget for 2006 is $40 million and the projection for the year is $37.5
million. Expenditures for the first quarter increased by $500,000, or 8%, to $7.4 million
compared to $6.9 million for the first quarter of 2005. This increase is the net of all increases
and decreases in various business lines of the Parking Fund. While off-street parking and other
operating expenses showed increase for the quarter, expenditures related to towing and on-
street parking registered decrease compared to 2005. With ongoing maintenance work and
addition of the Mill Quarter and Riverfront ramps, expenses were expected to increase. Itis
anticipated that continued efforts to automate and centralize operations will have its impact in
expense reduction in the current and future years. As in 2005, all expenses related to State-
owned facilities, including major maintenance, will be fully reimbursed by the State.

Cash Position

The Parking Fund cash balance for year 2005 was negative $13.9 million. The transfer of TAD
revenues to the State in excess of $16 million over two-year period was a significant factor for
this continued negative balance. The parking system is creating a positive cash flow from its
operations, but with transfers and interest payments on debt service, the City-owned facilities
have a negative cash flow. Based on current and proposed budgets, operating cash balances
are going to continue to decrease, especially cash related to the City system.

2007 Budget
Revenues

The operating revenue budget for 2007 was decreased by $1 million to $59 million compared to
$60 million for 2006. The decrease is due to a revised towing and impound lot collection
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recovery budget for unpaid tows and abandoned vehicles. Source of Funds
Furthermore, assessment revenue for the Vineland ramp has Parking Fund
been reduced to its actual amount of $543,000, ($84.4 million)
down from 2006 of $1.6 million.

Proceeds of
Long Term

Non-operating revenues consist of interest Liabilities
2%

revenue that is generated by investment earnings,

which shows up as r