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Pictured on the front cover is the Pride of Baltimore II
coming into Duluth’s ship canal in August of 2008. Along
with the U.S. Brig Niagara and the Madeline, Duluth
hosted three historic tall ships during the Maritime Festival. It was the largest three day
event in Duluth’s history with an estimated 125,000 festival visitors.
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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





