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ﬁ CITY OF DULLUTH
'A BDeé)ar’cg\f?nt of Fublic Administration
CI1 TY o u et ce

E
107 Clty Hall, Duluth, Minnesota 55802-1190
218.730.5480
| M | N N _E S 0 T A

Dear Council Members and other Readers:

The Administration’s proposed 2009 Annual Operating and Capital Budget for the City
of Duluth was submitted to the Council on September 4 for your consideration and
approval. The recommended budget was submitted in accerdance with the City's
budget policies and the State of Minnesota Truth in Taxation Laws. It was intended
to provide the Council with a comprehensive format for making decisions on funding
sources and program expenditures.

The Truth in Taxation laws require that the City pass a resolution by September 15
establishing a maximum proposed levy for 2009. Proposed levies are then
assembled from all taxing jurisdictions in order to produce a “mock” tax statement to
be mailed to property owners on or about November 10. Public hearings are
established in each taxing jurisdictions’ locality in order to receive input from the
public on the proposed tax levy, as well as other budget items. The City's Truth in
Taxation hearing was held on Monday, December 1 at 7:00 p.m. The Council could
have continued the hearing to a later date if business was not completed on that
evening. The budget and levy must be adopted at a meeting held after all hearings
are closed. The final levy approved for 2009 could not be greater than that
established in September, except in cases of voter referendum.

The preliminary budget was proposed as a starting point with a 7.64% increase in the
property tax as a maximum levy. The City Council increased the levy proposal by
$859,000 - $750,000 more for a public safety initiative of additional police and fire
staff, and $109,000 for general operating expenses in the General Fund. The
maximum proposed levy approved and certified to St. Louis County was $15,437,800
for an increase of 13.99%.

Following the presentation of the proposed budget, the Council held multiple finance
committee hearings with city departments and agencies to discuss priorities. During
the review period, the City Council along with the Mayor and the Administration
worked steadfastly to craft a budget that refiected the community’s priorities
measured against available resources. The budget was ultimately approved in late
December and is herewith submitted to you. This transmittal letter will summarize the
key elements of the budget and provide information on the basic assumptions
concerning major revenue and expenditure categories.
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Property Tax Levy Revenues

The city’s initial proposed and final property tax levy certified to the County was
$15,437,800 or 13.99% over the 2008 levy. In addition, the City, on behalf of the
special taxing districts of the Duluth Seaway Port Authority and the Duluth Transit
Authority, approved levy amounts of $1,033,300 and $1,316,900 respectively. The
total levy amount for all three entities is $17,788,000. which is $1,945,800 higherthan
2008.

The City's levy is $1,894,200 more than last year. The levy contains an increase of
$200,000 for the neighborhood street improvement program. This increase is based
on the estimated new growth and is dedicated to support the street program. Also,
the proposed levy contains an increase of $750,000 for additional public safety
officers in police and fire; an increase of $200,000 for the purposes of funding the
retiree health insurance liability - OPEB; $635,200 net increase for debt service; and
$109,000 for general operations of the city.

The Seaway Port Authority levy will increase by the full amount allowed by law of
.01813 percent of market value. This is $51,600 higher than the 2008 levy.

The Duluth Transit Authority ievy is set at $1,316,900. The full levy amount
allowed by State law of .07253 percent of market value would total $4,133,800 offset
by the debt service on transit bonds in the amount of $88,400 for a total possible levy
request of $4,045,400. The Duluth Transit Authority, in reviewing their needs for 2009
however, opted to not request the full levy available. Instead, the Duluth Transit
Authority requested the same levy for the fifth consecutive year.

Major Initiatives in 2009 Budget

The 2009 budget process can only be understood in the context of the City's 2008
financial picture and the actions that were taken during the year to resolve a $6.2
million general fund revenue budget shortfall. Shortly after the start of the new year,
the City identified several areas of revenue that needed to be addressed. Earnings
on investments were projected to be $1.4 million short of budget; the City was
required to book a ioss on an investment of $2.0 million; and finally, state aid for
amortization of police and fire pensions was projected to be $2.8 million short of
budget. In addition to the current year shortfall, the City was projecting an $8.4 million
budget gap in the 2009 budget due to the impact of these revenue shortfalls coupled
with anticipated increasing expenses.

In April, Mayor Don Ness iaunched a budget recovery strategy. The goal of the effort
was threefold. First, the current year revenue shortfall needed to be resolved;
secondly, General Fund’s fund balance had to be restored to the minimum pelicy
target of 5% of the expense budget; and finally, the City had to deal with the
anticipated 2009 budget gap.



Partnering with the City Council, the management team, unions, and citizens, the
Administration considered literally over 100 budget recovery ideas - some with high
impact such as the creation of a Street Light Utility to many smaller initiatives
throughout the organization. The following list highlights the major initiatives which
were implemented in 2008 and in the 2009 budget.

Management of the LLake Superior Zoo - the City turned the management of the
Zoo over to the Lake Superior Zoological Society. The City has had a long standing
contractual relationship with the Society, with the Society responsible for many of the
daily operations such as ticket collections and operation of the gift shop and café, as
well as providing educational programs and fundraising activities. In 2008, the City
and Society crafted a new contract which would give all operations of the Zoo over
to the Society. The City continues to be a funding partner, but no longer provides
employees, operating expenses or capital. The budget impact of this initiative was
the reduction of 10 city employees at the Zoo and general fund operating expenses
totaling over $1.1 million. In exchange, the Society retains all gate revenue; receives
a subsidy of $545,000 from the tourism tax fund; and keeps a state DNR grant for zoo
operations. Net savings to the city totaled over $300,000.

Deparimental Reorganization - the City, by Charter was allowed to have a
departmental structure which includes up to nine departments headed by directors.
These departments were: Legislative and Executive; Administrative Services;
Planning and Development; Finance; Fire; Police; Library; Parks and Recreation; and
Public Works and Utilities. A major restructuring of city departments was developed
and approved by the City Council in 2008 to consolidate departments, eliminate
director positions, and realign service delivery and performance expectations. The
result of this effort was the elimination of five existing departments offset by the
creation of three new ones, for a net reduction of two departments as well as two
department director positions. The new departments are: Legislative and Executive;
Public Administration; Community Resources; Fire; Police; and Public Works and
Utilities. In addition to the organization structure changes, two new positions were
created - a Chief Financial Officer and a Chief Operations Officer. It is anticipated
this new organization structure, coupled with the new management structure will have
positive impact on operations for the City.

Street Lighting Utility - the City Council created a street lighting system utility,
which inciudes street lights as well as signalized intersection systems to fund the
operating and maintenance costs of providing street lighting throughout the city. The
system is similar to the city’s existing stormwater utility in that it provides a funding
mechanism for a specific city operation. In this case, the utility costs and personnel
costs of maintaining the system were funded as a general! fund cperation prior to the
creation of this utility. The budget impact on the general fund of puliing these
expenses out was a reduction of $1.185 million.



Personnel Issues - during the course of the year, an important element in the
budget recovery strategy was controlling personnel costs. Over 30 positions were left
vacant during the year for an estimated savings of over $1.4 million. Many of these
positions were left unbudgeted in the 2009 budget, with a total net reduction of 27.8
FTE’s in the general fund 2009 budget or 4.5%. in addition {o leaving positions
vacant, the city laid off all temporary and seasonal workers in September and 24 full
time permanent positions. These layoffs were necessitated by additional factors
impacting the 2008 budget forecast and the delay in implementation of some of the
recovery strategies during the year. Some of the positions were funded in the 2009
budget, but the majority were not. The impact of this action was service reductions
in library services and parks and recreation programs. it is hoped that as we progress
into 2009 and beyond that a new model of service delivery relying on partnerships
with outside agencies and volunteers will be developed to restore many of these vital
services that were eliminated.

Fund Balance

The City has a fiscal policy of maintaining a minimum of five percent (5%) of General
Fund expenditures as an unreserved, undesignated fund balance, a moderate
scenario of seven percent (7%) and an optimum level of ten percent (10%). Based
upon the 2008 General Fund budget of $81,347,000 the minimum level (5%) wouid
require a fund balance of $4.06 million. The beginning undesignated, unreserved
fund balance for the General Fund on January 1, 2008 was $1,086,913 or 1.34%.

As was already addressed, one of the City’s budget issues in 2008 was the impact
of booking an investment loss of $2.0 million on the General Fund’s fund balance.
The City had expected to end 2007 with a fund balance of $3.016 million, but with the
booked loss, the actual ending balance was a little over $1.0 million. Part of the
budget recovery strategy was dedicating the sale of assets as one time revenues to
fund balance restoration. The City was successful in its efforts to sell assets, with a
large land sale, as well as a pending sale of property to a iocal electric utility. The
timing of these sales may impact the actual ending 2008 fund balance, but we are
expecting these sales to add to the bottom line once completed

General Fund

Revenue Assumptions - The final approved 2009 General Fund revenue budget of
$88,347,000 is $343,700 or .44% more than the 2008 approved budget. Major
revenue sources which will impact the 2009 General Fund budget include local
governmentaid, other intergovernmental aid and transfers from other funds, fines and
fees, and earnings on investments.

The 2003 State Legislature reduced local government aid o cities across the state
as part of the solution to the State’s $4 billion budget deficit. For Duluth, that meant
a decrease of $3.7 million over what had been certified for 2003. This reduction
carmied over inte the 2004 local government aid aliocation. For 2005 and beyond, the
State Legislature enacted significant changes to the local government aid (LGA)
program. The amount of dollars allocated to the program has been reduced and the
Legislature also eliminated the automatic inflationary increase that had been in place






These decreases are offset by an increase of $1.130 million in Retiree Health
Insurance; and increase of $895,600 in capital equipment, improvements and
maintenance,; an additional $103,000 in unemployment to cover ongoing expenses
from the 2008 layoffs; and various other smaller increases.

Special Revenue Funds

These funds account for special purpose functions and are restricted in their
application. All of these funds have dedicated revenues and provide accounting for
special purposes. They include the funds of Municipal State Aid, Community
Investment Trust, Economic Development, Special (Tourism) Sales Tax, Community
Development, Job Training, Job Service, Senior Employment, Senior Nutrition, and
Community Rescurce Programs and Other Post Employment Benefits - OPEB Fund.
The OPEB fund was created in 2007 for the purpose to accumulate resources to be
deposited into an irrevocable trust fund for retiree health care costs. The 2007
revenues in the fund included contributions from the enterprise funds and all grant
funds which have employees. There was also a one time transfer from the Group
Health Fund in the amount of $1 million - with $500,000 of that returned to the Group
Health Fund in 2008. For 2008 and 2009 property taxes have been levied based on
the value of retiring tax increment finance districts. Also, by Council Resolution, if
estimated Gas Utility Payments in Lieu of Tax exceed inflation, the difference must
be transferred into the OPEB fund.

The Tourism Tax Fund provides the accounting for the revenue generated by the
different tourism taxes. Anadditional.75 % food and beverage tax was approved mid
year 2008 to pay for the expansion of the Duluth Entertainment and Convention
Center. It is anticipated that this tax will amount to $1.35 million in 2009 - the first full
year of the tax. Overall tourism taxes will increase $1.033 million - $830,000 of the
increase due to the new tax. Funding will increase to Visit Duluth by $49 400 based
on projected revenue and the allocation method approved in the latest contract
between the City and the agency. The allocation to the Duluth Entertainment
Convention Center (DECC), as based on statutory requirements will increase by
$30,900. The Great Lakes Aquarium will once again receive an operating subsidy
from tourism taxes in the amount of $200,000 for a decrease of $100,000 over 2008.
Debt service payments totaling $3,264,900 funded by the tourism tax fund goes
toward DECC improvements, Lake Superior Center, Spirit Mountain and Bayfront.
The transfer to the General Fund will decrease $111,000 for a total of $742,300.
Offsetting this decrease was an increase in the allocation to the Lake Superior
Zoological Gardens of $320,000. The Zoological Society will take over the operations
of the Zoo after the year begins using various funding sources including support from
tourism taxes.



Debt Service Funds

These funds account for the payment of long-term principal and interest on the City’s
bonded debt. The total estimated gross bonded debt carried by the City in 2008 is
$177,400,000. The property tax levy for debt service will increase from $4,958,700
in 2008 to $5,596,900 for 2009. The only property tax supported bond issues
proposed for 2009 are for capital equipment and improvements and the 2008 Street
improvement Program.

Capiial Project Funds

The Capital Project Funds account for the Street Improvement Program, Special
Assessment and Permanent Improvement Projects, and the Capital Improvement
Fund. The Street Improvement Fund was created in 1994 to account for the
revenues and expenditures of the 25-year Street Rehabilitation Program. The fund
will be financed through interest on the Community Investment Fund (where proceeds
from the Casino Agreement are deposited), assessments against benefitting
properties, and the increase in tax levy due to new construction. The budget includes
a $2,340,200 expenditure in 2009. The largest single capital project is the expansion
of the Duluth Entertainment and Convention Center with the estimated total cost of
the project of $40 million. Of that, $34 million is budgeted to be expended in 2009.
Other capital improvement projects total over $11.8 million and will be funded through
intergovernmental revenues, bonding and other financing sources. All projects are
detailed in the separate capital improvement plan found in this document.

Enterprise Funds
Enterprise Funds account for the expenditures of the municipal utilities of Water, Gas,

Sewer, Stormwater, Steam; and the Golf Division of the Parks and Recreation
Department: the Parking Enterprise Fund; and the newly created Street Lighting
Fund. Rates are reviewed annually during budget time - with increases approved by
the City Council through resolution. For 2009, rate increases were approved for the
Water and the Sewer utilities.

Although no rate increases are proposed for 2009 for the Gas or the Stormwater
utilities, increases were approved for the Water and Sewer utilities.

For 2009, the city will once again contract out the operation of the two municipal golf
courses. This coupled with a new user fee rate structure continuing into 2009, other
operational changes, and a restructuring of the debt in 2005, the city is making the
Golf Enterprise Fund profitable It is intended to ensure the golf fund continues
without a subsidy from the General Fund in order to maintain the current level of
operations.

The Parking Enterprise Fund was created in 2007 to account for all parking
enterprises including ramps, municipal lots and meters. The fund was created by
moving all related expenses and revenues from the General Fund, and includes all



the required transfers from debt service and DEDA. Revenues are derived from
transient parking, contract parking and parking meter revenues.

In 2008 a Street Light Utility was created by Council resolution as one of the city's
budget recovery strategies. The operation had been part of the General Fund using
property taxes and other revenues to fund the activity. in November, those expenses
were moved into an enterprise fund using monthly user charges as the source of
revenue. This action reduced spending in the General Fund by $1.185 million, most
of which was electricity expenses, followed by salaries and benefits of $340,000. The
adopted charge to customers is $3.50 per month and is expected to fully cover
expenses of the utility.

Internal Service Funds

These funds account for services provided to other departments within the City. They
include the Self Insurance Funds, the Medical and Dental Health Funds, and the Fleet
Services Fund. The Self Insurance Funds (property, liability, and worker's
compensation) and the Medical and Dental Health Funds provide claims funding and
are dependent upon participants to generate revenues. All health care premium rates
will be determined by a calculation structure in accordance with the Group Health
Plan Administrator and contractual arrangements with collective bargaining units.

The Fleet Services Fund is divided into two functions. First is the operational
component, which accounts for the cost to maintain the city’s vehicles and other
equipment. The other function of the Fleet Services Fund is to manage the City's
capital expenditures for rolling stock.

Comprehensive Capital Budget and Plan

One of the City’s ongoing priorities is to produce a separate five-year capital
improvement plan, leading to a comprehensive proposal for the 2009 budget. The
objective of this project is threefold: to provide short and long-range capital planning;
to coordinate capital planning efforts among all city departments; and to respond to
bond rating agency recommendations to implement a comprehensive planning
process. The five-year plan is included in a separate tabbed section of the budget
document.

Achievements

The Government Finance Officers Association of the United States and Canada
(GFOA) presented an Award for Distinguished Budget Presentation to the City of
Duluth, Minnesota, for its annual budget beginning January 1, 2008. The Award for
Distinguished Budget Presentation is the highest form of recognition in government
budgeting, and its attainment represents a significant accomplishment by a
government and its management. The Award is valid for a period of one year only.




We believe the 2009 budget continues to conform to the Award for Distinguished
Budget Presentation program requirements, and are submitting it to the GFOA to
determine its eligibility for another award.

The award only reinforces the dedicated effort on the part of the managers and staff
to develop a budget which meets the needs of administrators, elected officials, and
the public. Each person who has contributed fo this process has our sincere
appreciation.

Sincerel i
N

Peg r,” Manager

Budget and Operations Analysis
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BUDGET SUMMARY

INTRODUCTION

This budget summary section is intended to provide the reader with a more summarized
view of the City’'s major operations and funds. Specifically, the Summary Section
includes the following:

- Comprehensive Detail of Financial Policies
- Total City of Duluth Budget
Summary
Revenue Comparison
Expenditure Comparison
Detail by Fund
- Major Revenue Source Analysis
- City Organization Chart
- Citywide Personnel Summaries

FINANCIAL POLICIES

This section begins by highlighting the financial management policies which guided the
City in formulating the 2009 Operating and Capital Budget. A statement of policies is
imperative so that all parties begin the review of the annual operating budget with the
same underlying assumptions.

The majority of these policies represent long-standing principles and practices which
operate independently of changing circumstances and conditions. Even so, all policies
are reviewed annually by the Administration and staff to determine the continued
appropriateness and completeness of all stated policies.

Operating Budget Policies

1.

©

The budget process will facilitate input from the Administration, city staff, elected
officials, and citizens alike by providing budgetary information in a meaningful,
useful format within a timely fashion.

The City will avoid budgetary practices or procedures that balance current period
expenditures at the expense of future year's resources, such as the
postponement of expenditures, accruing future year's revenues in the current
period, or rolling over short-term debt.

Each year the City will prepare revenue and expenditure projections for at least

the next three years. Projections will include estimated operating costs, capital
acquisition costs, and revenues required to fund these expenses.

10



7.

The City will develop and maintain accounting and budgetary control systems to
adequately safeguard the assets held in pubiic trust.

The Administration will prepare, or cause to be prepared, all financial reports on
a reguiar basis, comparing actual resulis of operations to budget or plans.

The budget will provide for the adequate maintenance of capital facilities and
equipment, and for their orderly replacement.

The budget will provide for adequate levels of funding for all retirement systems.

Revenue Policies

1.

The City will make every attempt to maintain a diversified and stable revenue
base to shelter it from short- or long-term fluctuations in any one revenue source.

The City will project its annual revenues by an cobjective and thorough analytical
process.

The City will maintain sound appraisal procedures and practices to reflect current
property values. Reassessments will be made of all property at least every four
years.

The City will establish user charges and set fees for services for each of its
enterprise funds, at a level that fully supports the total direct and indirect costs of
the activities. indirect costs include the recognition of annualized depreciation of
capital assets. Cash flow requirements to adequately defray bond retirement and
capital outlay will become a primary determinant in the development of user
charges.

The City wili calculate the full costs of activities supported either directly or in part
by user fees to identify the impact of inflation or other cost increases, and
accordingly will recommend revised user fees for council review and approval.

The City will maintain a comprehensive list of all sources of revenues.

Schedules and formulas will be reviewed and updated at a minimum of every
four years to assure continued appropriateness.

11



Capital Program Policies

1.

The City will coordinate the development of the capital improvements program
with the annual operating budget. Future operating costs associated with new
capital improvements will be projected and included in the operating budget
forecasts.

The City will develop a multi-year plan for capital improvements, with proposed
funding sources, and update it annually. All capital improvements will be
reviewed in the context of the capital improvement program.

The City will project its equipment replacement and maintenance needs on a
multi-year basis, and will update this proiection each year. From this projection a
maintenance and replacement schedule will be developed and submitted for
administrative review.

The City will attempt to maintain all its assets at a level adequate to protect the
City’s capital investment and to minimize future maintenance and replacement
costs.

The City will gather useful information pertaining to the condition of capital
assets, use the data accumulated to identify capital and maintenance needs, and
maintain current and accurate asset inventories.

The City will identify the estimated costs and potential funding sources for each
capital project proposal before it is submitted to the city council for approval. The
City will determine the least costly financing method for all new projects.

Debt Policies

1.

The City will confine long-term borrowing to capital improvements, equipment or
projects that are not appropriately financed from current revenues. Where the
issuance of long term debt is required, the City will retire the debt within a period
not to exceed the expected useful life of the improvement, equipment or project.

The City will attempt to keep the average maturity of general obiigation bonds at
or below 20 years.

12



When possible, the City will use special assessment, revenue, tax increment or
other self-supporting bonds instead of genera! obligation bonds.

Tne City will not incur long-term debt to support current operations.

The City will retire any Tax Anticipation Certificates on Indebtedness within the
year for which they were issued.

The City will maintain a sound relationship with bond rating agencies, and will
keep them informed about current financial conditions. The City will continue the
practice of full disclosure, as it pertains to all financial reports and bond
prospectus.

Reserve Policy

1.

The City will make every attempt to maintain the Undesignated-Unreserved
General Fund balance in an amount equal to five percent (5%) of the total
operating budget at a minimum, seven percent (7%) for a moderate scenario,
and ten percent (10%) as an optimum.

Any monies realized in the Undesignated-Unreserved General Fund balance
over ten percent (10%) will be committed to capital improvements as identified in
the Five Year Capital Plan and will be considered a one-time source of financing
for these projects.

Investment Policies

1.

N

The City wili make a cash-flow analysis of all funds on a regular basis.
Disbursement, collection, and deposit of all funds will be scheduled to insure
maximum investment capabilities.

When permitted by iaw, the City wili pool cash from severai different funds for
investment purposes to maximize potential earnings.

The City will analyze market conditions aind potential investments to maximize its
yield, while maintaining the integrity and safety of the principal.

The City will provide reguiar information concerning cash position and investment
performance to the City Council.

13



Accounting Policies

1. The City's accounting system will be organized and operated on a “fund basis”.
Each fund (or account group) is a distinct seli-balancing accounting entity.

The various fund types maintained by the City can be classified into fund
categories as foliows:

Fund Cateqory Fund Type
Governmental General
Special Revenue
Debt Service

Capital Projects

Proprietary Enterprise
Internal Service
Fiduciary Trust and Agency
2. The City’s governmental funds and expendable trust funds will be maintained

and reported on the modified accrual basis of accounting, whereby revenues are
recognized when measurable and available, and expenditures are recognized
when the related liability is incurred. The proprietary funds are to be accounted
for using the accrual basis of accounting, recognizing revenues when earned and
expenses when incurred.

Budgetary Basis

The budgets of general government type funds (general, special revenue, debt service,
capital projects, and special assessment) are prepared on a modified accrual basis.
Briefly, this means that obligations of the City (for example outstanding purchase
orders) are budgeted as expenses, but revenues are recognized only when they are
actually received.

The enterprise funds (water, gas, sewer, stormwater, golf, parking, street lighting) on

the other hand, are budgeted on a full accrual basis. Not only are expenditures

recognized when a commitment is made (e.g. through a purchase order), but revenues

are also recognized when they are obligated to the City (for example, water user fees
re recognized as revenus when a bill is produced).

14



Legal Requirements

The Home Rule Charter of the City of Duluth charges the Administrative Assistant
(Chief Administrative Officer) to the Mayor with the responsibility of preparing the
Annual Operating and Capital Budgets, supervising the execution of budget ordinances,
and reporting the current status of the City’s financial affairs to the interested parties.
By no later than September 15 of this year, the Mayor must submit a proposed
Operating and Capital Budget to the City Council for its consideration and approval.
Upon adoption through the passage of tax levy and budget ordinances, the budget
becomes the formal approved budget for the ensuing calendar year.

The Truth in Taxation Guidelines provided by the State's Department of Revenue as
prescribed by Minnesota State Statues, require that the City Council adopt a resolution
of intent and certify the City's Proposed Tax Levy and Budget to the St. Louis County
Auditor by September 15 of this year. The City is obligated to notify the taxpayers of a
public budget hearing, which is held in the month of December, to discuss the proposed
levy and budget. Upon formal adoption, the City Council must certify the actual 2009
Tax Levy and Budget to the County Auditor on or before five business days after
December 20, 2008. Any amendments to the proposed budget, which would require a
change in the amount to be ievied, are required to be made prior to this deadline.
However, current “Truth in Taxation” law states that the amount may only be decreased,
not increased.

The Budget Ordinance approved by the City Council establishes appropriations, which
become the legal budgetary limitation for the following year. This ordinance gives the
City Auditor specific authority to increase budgetary items upon receipt of state or
federal grants, as accepted by Council resolution. It also gives the Chief Administrative
Officer or a designee, authority to increase budgetary items upon receipt of monies for
reimbursement of damages, repairs, or work performed for others not anticipated in the
original budget. This ordinance also gives authority to the Mayor, Chief Administrative
Officer or a designee to make transfers among major expenditure appropriations, which
are considered necessary for proper administration of city government. Transfers
cannot exceed ten percent (10%}) of the major expenditure budget appropriations.

15



TOTAL APPROVED CITY OF DULUTH BUDGET

2009 Revenues

Property Taxes
All Other 4.9%

14.5%

Other Taxes
6.8%

. Licenses & Fines

Miscellaneous 0.9%

8.1%

Intergovernmental
23.4%

Sales

19.0%

arges for Services

2007 2008 2009 Difference Percent
Actual Modified Proposed 2008/2009 Change
REVENUES:
Property Taxes 11,025,004 13,543,600 15,437,800 1,894,200 14.0
Other Taxes 19,576,631 20,299,900 21,491,800 1,191,900 5.9
Licenses & Fines 2,176,800 2,397,600 2,857,900 460,300 19.2
Intergovernrmental 55,135,229 57,932,200 74,095,826 16,163,626 27.8
Charges for Services 50,934,572 55,534,800 60,250,900 4,716,100 85
Sales 46,493,607 54,553,900 70,614,300 16,060,400 294
Miscellanecus Revenue 33,331,889 22,862,300 25,669,300 2,807,000 12.3
All Other Sources 51,455,671 88,206,957 45,860,600 (42,346,357) {48.0)
TOTAL REVENUES 270,129,403 315,331,257 316,278,426 947,169 0.3
2009 Expenditures
Other Charges
10.3% Salaries & Benefits
Debt Service 23.7%
6.0% o _
Claims £
8.7%
Capital Qutlay
15.8%
Other Operating Expense
37.5%
2007 2008 2009 Difference Percent
EXPENDITURES Actual Modified Proposed 2008/2009  Change
Salaries & Benefits 71,382,136 75,208,800 74,898,200 {310,600) (0.4)
Other Operating Expense 94 853,479 100,982,133 118,487,900 17,505,767 17.3
Capital Cutlay 12,836,371 21,143,600 49,969,126 28,825,526 136.3
Claims 17,567,180 21,421,000 21,161,000 (2€0,000) (1.2}
Debt Service 19,556,342 15,588,000 18,948,400 3,360,400 218
Other Charges 38,730,423 30,193,300 32,662,200 2,468,900 8.2
TOTAL EXPENDITURES 254 925,831 264,636,833 318,126,826 51,589,893 18.5
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TOTAL APPROVED CITY OF DULUTH 2009 BUDGET

2007 2008 2009 Difference Percent

REVENUE COMPARISON Actual Modified Budget 2008/2009  Change _
CURRENT PROPERTY TAXES

General Fund 6,499,343 7,761,500 9,020,500 1,259,000 16.2

Special Revenue Funds 312,900 312,900 0 0.0

Debt Service Funds 4,054,621 5,047,100 5,682,300 635,200 12.6

Capital Project Funds 471,040 422 100 422 100 0 0.0
Total Current Property Taxes 11,025,004 13,543,600 15,437,800 1,894,200 14.0
OTHER TAXES

General Fund 13,673,096 13,883,100 14,041,800 158,700 1.1

Special Revenue Funds 5,803,535 6,416,800 7.450,000 1,033,200 16.1
Total Other Taxes 19,576,631 20,299,900 21,491,800 1,191,900 59
LICENSES & FINES

General Fund 2,176,800 2,387,600 2,857,900 460,300 19.2
Total Licenses and Fines 2,176,800 2,397,600 2,857,900 460,300 19.2
INTERGOVERNMENTAL

General Fund 37,982,102 40,580,300 40,573,300 {17,000) 0.0

Special Revenue Funds 7,713,864 10,851,900 7,017,600 (3,834,300) (35.3)

Debt Service Funds 408,610 0 0 0 0.0

Capital Project Funds 9,030,653 6,490,000 26,504,926 20,014,926 308.4
Total Intergovernmenial 55,135,229 57,932,200 74,095,826 16,163,626 279
CHARGES FOR SERVICES

General Fund 5,589,606 6,660,900 6,435,600 (225,300) (3.4)

Enterprise Funds 41,665,986 45,183,900 50,070,200 4,886,300 10.8

Internal Service Funds 3,678,980 3,660,000 3,745,100 55,100 1.6
Total Charges for Services 50,934,572 55,534,800 60,250,900 4,716,100 85
SALES

Enterprise Funds 46,493,607 54,553,900 70,614,300 16,060,400 29.4
Total Sales 46,493,607 54,553,900 70,614,300 16,060,400 294
MISCELLANEQUS REVENUE

General Fund 1,887,938 3,563,400 2,302,700 {1,260,700) (35.4)

Special Revenue Funds 27,202,829 15,788,400 19,043,100 3,254,700 206

Debt Service Funds 98,590 85,100 60,400 (24,700) (29.0)

Capital Project Funds 630,747 456,400 1,314,500 858,100 188.0

Internal Service Funds 3,511,785 2,969,000 3,126,000 157,000 5.3
Total Miscellaneous Revenue 33,331,889 22,862,300 25,846,700 2,984,400 13.1
ALL OTHER SOURCES

General Fund 7,992,622 6,136,500 6,115,200 (21,300) (0.3)

Debt Service Funds 15,541,855 11,849,300 12,250,100 400,800 34

Capital Project Funds 5,257 845 48,535,057 5,610,000 {42,925,057) (88.4)

Enterprise Funds 5,024,289 1,579,600 1,451,000 {128,600) (8.1)

Internal Service Funds 17,639,060 20,106,500 20,256,900 150,400 0.7
Total All Other Sources 51,455,671 88,206,957 45,683,200 {42,523,757) (48.2)
TOTAL REVENUES 270,129,403 315,331,257 316,278,426 947,169 0.3
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TOTAL APPROVED CITY OF DULUTH 2009 BUDGET

EXPENDITURE COMPARISON

SALARIES & EMPLOYEE BENEFITS

General Fund

Special Revenue Funds
Enterprise Funds
Internal Service Funds

Total Salaries & Empioyee Benefits

OTHER OPERATING EXPENSE

General Fund

Special Revenue Funds
Enterprise Funds
Internal Service Funds

Total Other Operating Expense

CAPITAL QUTLAY
General Fund
Capital Project Funds
Total Capital Outiay

CLAIMS
Internal Service Funds
Total Claims

DEBT SERVICE
Debt Service Funds
Total Debt Service

OTHER CHARGES
Special Revenue Funds
Enterprise Funds
Internal Service Funds

Total Other Charges

TOTAL EXPENDITURES

2007 2008 2009 Difference Percent
Aciiat Modified Budget 2008/2009 Change
51,284,328 53,858,600 53,331,000 {526,700) (1.0

2,338,924 2,737,900 2,438,400 {299,500) {10.9)
16,216,197 16,625,000 17,255,100 630,100 3.8
1,542 687 1,987,300 1,872,800 {114,500) (5.8)
71,382,136 75,208,800 74,898,200 {310,600) (0.4)
25,630,823 26,101,700 26,189,500 87,800 0.3
2,344 246 3,953,033 1,956,800 (1,996,233) (50.5)
63,921,840 67,706,700 87,022,900 19,316,200 28.5
2,956 570 3,220,700 3,318,700 98,000 3.0
94 853,479 100,982,133 118,487,900 17,506,767 17.3
1,318,205 1,033,000 1,825,600 792,600 76.7
11,518,166 20,110,600 48,143,526 28,032,926 139.4
12,836,371 21,143,600 49,969,126 28,825,526 136.3
17,567,180 21,421,000 21,161,000 {260,000) (1.2)
17,567,180 21,421,000 21,161,000 (260,000) (1.2)
19,556,342 15,588,000 18,948,400 3,360,400 216
19,556,342 15,588,000 18,948,400 3,360,400 216
26,669,937 18,925,800 19,760,800 835,000 4.4
11,060,486 11,767,500 12,901,400 1,133,900 9.6
1,000,000 {500,000) 0 500,000
38,730,423 30,193,300 32,662,200 2,468,900 8.2
254,925 931 264,536,833 316,126,826 51,589,993 19.5
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TOTAL APPROVED CITY OF DULUTH 2009 BUDGET

Estimatad
DETAIL BY FUND Beg. Balance Revenues Expenditures Balance
GENERAL FUND 1,086,913 81,347,000 81,347,000 1,086,913
SPECIAL REVENUE FUNDS:
Lake Superior Zoo 0 1,121,300 1,121,300 0
Special Projects 384,609 256,200 229,300 411,509
Police Grants (71,181) 139,200 139,200 (71,191)
Capital Equipment 664,643 2,741,000 2,741,000 664,643
Economic Development 45 572 6,500 16,000 36,072
Community Investment Trust 59,289,943 8,110,000 3,610,000 63,789,943
Energy Management 225,522 92,000 105,000 212,522
Special City Excise and Sales Tax 53,957 7,450,000 7,450,000 53,957
Home Program 0 800,000 800,000 0
Community Development 1,693 3,026,000 3,026,000 1,693
Community Development Administration Fund 0 666,500 666,500 0
Workforce Investment Act 463,204 1,928,000 1,928,000 463,204
Senior Programs 0 327,800 327,900 0
OPEB 17,519,602 5,061,600 10,000 22,571,202
DECC Revenue Fund 4] 2,097,400 1,985,800 111,600
TOTAL SPECIAL REVENUE FUNDS; 78,577 554 33,823,600 24,156,000 88,245,154
DEBT SERVICE FUNDS:
General Obligation Debt Service - Tax Levy 2,371,422 5,631,800 4,994 200 3,009,122
General Obligation Debt Service - Other Source 2,076,694 5,084,500 6,765,300 395,894
Special Assessment Debt Service 728,038 1,400,400 1,266,700 861,738
Street Improvement Debt Service 10,819,382 5,790,600 5,838,800 10,771,182
Transit Bond Fund 227,042 85,400 83,400 229,042
TOTAL DEBT SERVICE FUNDS: 16,222,578 17,992,800 18,948,400 15,266,978
CAPITAL PROJECTS FUNDS:
Special Assessment Capital Project 942 423 632,800 632,800 942 423
Permanent Improvements 1,165,601 9,309,426 9,179,426 1,295,601
DECC Capital Improvement 35,523,200 19,517,100 33,939,100 21,101,200
Street Improvement Program (47 .415) 2,340,200 2,340,200 (47.415)
Capital Improvement Fund 2,110,301 2,052,000 2,052,000 2,110,301
TOTAL CAPITAL PRQJECTS FUNDS: 39,694,110 33,851,526 48,143,526 25,402,110
INTERNAL SERVICE FUNDS:
Self Insurance - Worker's Compensation {157,776) 1,227,400 1,167,100 (97,476)
Self Insurance - Liability 416,57¢% 1,009,500 947,700 478,379
Medical Health Fund 6,039,415 20,447,000 19,839,000 6,647,415
Dental Health Fund - 155,316 699,000 699,000 155,316
Fleet Services 719,829 3,745,100 3,699,700 765,229
TOTAL INTERNAL SERVICE FUNDS: 7,173,363 27,128,000 26,352,500 7,948,863
ESTIMATED
ENTERPRISE FUNDS ESTIMATED INCOME AND EXPENSE REVENUE EXPENSE INCOME/{LOSS)
Water Fund 12,401,400 11,915,900 485,500
Gas Fund 71,493,000 71,586,500 (93,500)
Sewer Fund 20,268,000 17,024,000 3,244,000
Stormwater Fund 4,715,000 3,751,200 963,800
Steam 6,088,300 5,988,300 100,000
Golf Fund 1,957,500 1,885,200 72,300
Parking Fund 4,027,300 3,843,300 184,000
Street Lighting Utility 1,185,000 1,185,000 0
TOTAL ENTERPRISE FUNDS: 122,135,500 117,179,400 4,956,100
TOTAL ALL FUNDS 142,754,518 316,278,426 316,126,826 142,906,118
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Major Revenue Source Analysis

Current Property Tax Net Levy

Revenue Description:

Revenue History:

2002
2003
2004
2005
2006
2007
2008
2009

Millions

o' -
2002

2009 Revenue Estimate:

Properly taxes are levied against property based upon their
assessed value and classifications in accordance with the State.

Market values within the City have been increasing based on
higher values, as well as new growth. When values increase
the effective rate on properties ¢an remain flat, or even decrease, as noted below.

Market Value Tax Rate
2,901,759,700 0.2897
3,141,674,000 0.2903
3,141,674,000 0.2903
3,629,708,000 0.2665
4,777,462,900 0.2818
5,141,528,200 0.2293
5,414,953,400 0.2342
5,699,385,200 0.2537

Property Tax Levy

2003 2004 2005

Tax Levy
9,038,100
9,679,200
10,153,500
10,730,400
11,102,100
12,208,400
13,543,600
15,437,800

2006 2007

2008 2009

The 2009 levy is set at 14% higher than the 2008 levy and reflects

an overall net increase of $1,894,200. The breakdown of the
increase is an increase of $200,000 to support the neighborhood street program and
based on capturing new growth; $750,000 for police and fire support; $200,000
for a retiree insurance legal defense fund; and $109,000 for general operations;
and the remaining balance of $635,200 going to debt service.
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Major Revenue Source Analysis

State Aid and Property Tax Relief

Revenue Description: The State Legislature distributes direct aid to cities for general
operations in the form of Local Government Aid, and in prior
Local Performance Aid and Disparity Reduction Aid. Cities also received Homestead

Agriculture Credit, for the purpose of reducing property tax bills for homeowners.

Revenue History: Local Government Aid is the largest singie source of revenue to
General Fund. It is set by the State Legislature and changes from
time to time based on the adoption of new laws or modifications to old laws. Also,
various other types of aid have been created by the state and were eventually folded

into Local Government Aid.

Local Gov't Tax Relief/

Aid HACA Total
2002 actual 29,635,152 516,831 30,151,983
2003 actual 26,674,033 612,593 27,286,626
2004 actual 26,674,033 645,253 27,319,286
2005 actual 25,653,900 710,594 26,364,494
2006 actual 26,728,600 26,728,600
2007 actual 27,840,176 27,840,176
2008 budgeted 29,061,700 29,061,700
2009 estimated 30,730,400 30,730,400

Local Gov't Aid & Tax Relief

31
30
29

28 e

Millions

27

26

25

24

238

2009

2008 2007 2008

|

@ l.ocal Gov't Aid # Tax Retlief

2009 Revenue Estimate: The certified 2009 Local Government Aid is $1.668 million over
the 2008 certified aid amount. This represents the maximum
increase allowed by state law in that the increase cannot total more than ten percent
of the city's prior year's property tax levy.
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Major Revenue Source Analysis

General Fund Sales Tax

Revenue Description: Represents a 1% excise tax on gross receipts from retail
sales or materials purchased for use within the City.

Revenue History: Listed beiow are the 6 years of actual revenue with 2008
budgeted and 2009 estimated also shown. The change in
State law which eliminated the City's ability to charge sales tax on motor
vehicle sales culminated in 2004 and has greatly impacted collections
for the past 4 years.

Total
2002 actual 10,712,900
2003 actual 10,608,124
2004 actual 10,056,303
2005 actual 10,537,423
2006 actual 11,314,984
2007 actual 11,606,342
2008 budgeted 11,878,000
2009 estimated 11,996,800

Sales Tax

Millions

2002 2003 2004 2005 2006 2007 2008 2009

2009 Revenue Estimate: Beginning in 2006, the MN Department of Revenue serves
as the collecting agent for Duluth’'s sales tax. A moderate
increase of $118,000 was projected for 2009.
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Major Revenue Source Analysis

Tourism Taxes

Revenue Description: Represents non-general sales tax monies received from
food/beverage and hotel/motel refail sales. Revenues are
recognized in Fund 258 - Special City Excise and Sales Tax Fund and distributed
by Council action. There are 4 specific taxes collected, with varying degrees of
flexibitity in terms of appropriation.

Revenue History: Listed below are 6 years of actual collections, as well as the
2008 budget and 2009 estimate. In 1998, the State Legislature
gave the City the authority to temporarily increase hotel/motel tax 1/2% and food &
beverage tax 1/2% to pay for a DECC expansion, and was amended in 2003 to allow
for payment of Great Lakes Aquarium debt also. In 2008, an additional 3/4% food &
beverage was authorized for another DECC expansion.

Total
2002 actual 4,742 461
2003 actual 4,846,952
2004 actual 4,941,611
2005 actual 5,026,161
2006 actual 5,446,139
2007 actual 5,903,535
2008 budgeted 5,896,000
2009 estimated 7,450,000

Tourism Taxes

Millions

2002 2003 2004 2005 . 2006 2007 I 2008 2008 I

2009 Revenue Estimate: The City is projecting an increase of $1,554,000 or 26.4% in the
tourism taxes for 2009 based on current activity and the

implementation of the new 3/4% food & beverage tax for the DECC expansion.
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Major Revenue Source Analysis

l.ocal Government Payment in Lieu of Tax

Revenue Description: Payments made to the City for municipal services provided
in lieu of property taxes. The largest source of revenug in this
category is from the municipal gas utility.

Revenue History: Listed below are 6 years of actual revenue with the 2008
budget and the 2009 estimate shown. Payments from the
gas and steam utilities are based on annual gross receipts.

Total
2002 actual 2,980,057
2003 actual 2,782,925
2004 actual 3,091,280
2005 actual 3,281,003
2006 actuai 3,953,472
2007 actual 3,547,694
2008 budgeted 3,475,600
2009 estimated 4,835,000

Payment in Lieu of Tax

=
2]
=
b=
2002 2003 2004 2005 2006 2007 2008 2009
2009 Revenue Estimate: The revenue estimates for 2009 from steam utility are

expected to remain the same as 2008. The gas utility will
increase by $1,354,400. Yearly fluctuations are primarily due to the severity of
the prior heating season, natural gas pricing and usage.
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Major Revenue Source Analysis

General Fund Earnings on Investments
Revenue Description: Revenues derived from investing the City's cash.
Revenue History: The revenues generated by the City in this category are

dependent upon the cash on hand, current interest rates,
and the mix of short term, mid and long term investments.

Total
2002 actual 1,220,398
2003 actual 431,639
2004 actual 1,018,411
2005 actual 1,750,484
2006 actual 2,761,924
2007 actual 885,615
2008 budgeted 2,650,000
2009 estimated 1,445,000

Earnings on Investments

Millions

{:

2003 2004 2005 20086 2007 2008 2009

e .

2002.

2009 Revenue Estimate: The proposed 2009 budget for Earnings on Investments is
projected to decrease by $1,205,000 or 45.4% under the
2008 estimate due to current financial trends.
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Major Revenue Source Analysis

General Fund Licenses/Permits and Fines Revenue

Revenue Description: Revenues derived from various license, permits, fines and forfeits
activity. The largest being liquor licenses, parking, court and the new
administrative fines.

Revenue History: Beginning in 2008, the city began updating these fees annually based on
inflation per Council resolution. Fees for licenses, permits and fines are
examined annually and submitted to the council as a complete package for action. In
addition, new fees are proposed in the same package. This has resulted in fees that
are more current and appropriate in terms of service delivery cost.

Licenses Fines Total
2002 actual 609,369 929,992 1,539,361
2003 actual 658,315 970,376 1,628,691
2004  actual 680,551 1,043,234 1,723,785
2006  actual 853,625 985,778 1,839,403
2006  actual 987,465 885,014 1,872,479
2007  actual 1,111,727 1,085,073 2,176,800
2008  estimated 1,269,000 1,128,600 2,397,600
2009  estimated 1,157,300 1,700,600 2,857,900

LLicenses/Permits & Fines

w0
C
S
s
o
2002 2003 2004 2008 2006 2007 2008 2009
& Licenses 8 Fines
2009 Revenue Estimate: Revenues are once again anticipated to increase based on the fee

schedule adopted by the City Council for 2008. In particular, parking fines
liguor licenses and various other permits and licenses.
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