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Description of the Office of the State Auditor

The Office of the State Auditor serves as a watchdog for Minnesota taxpayers by helping
to ensure financial integrity, accountability, and cost-effectiveness in local governments
throughout the state.

Through financial, compliance, and special audits, the State Auditor oversees and ensures
that local government funds are used for the purposes intended by law and that local
governments hold themselves to the highest standards of financial accountability.

The State Auditor performs approximately 200 financial and compliance audits per year
and has oversight responsibilities for over 3,600 local units of government and over 700
pension funds throughout the state. The office currently maintains five divisions:

Audit Practice - conducts financial and legal compliance audits for local governments;

Government Information - collects and analyzes financial information for cities, towns,
counties, special districts, and school districts;

Legal/Special Investigations - provides legal analysis and counsel to the Office and
responds to outside inquiries about Minnesota local government law; as well as
investigates allegations of misfeasance, malfeasance, and nonfeasance in local
government;

Pension Oversight - monitors investment, financial, and actuarial reporting for over 700
public pension funds;

Tax Increment Financing (TIF) - promotes compliance and accountability in local
governments’ use of TIF through financial and compliance audits;

The State Auditor serves on the State Executive Council, State Board of Investment,
Land Exchange Board, Public Employee’s Retirement Association Board, Minnesota
Housing Finance Agency, and the Rural Finance Authority Board.

Office of the State Auditor
525 Park Street, Suite 500
Saint Paul, Minnesota 55103
(651) 296-2551
state.auditor@state.mn.us
www.auditor.state.mn.us

This document can be made available in alternative formats upon request. Call 651-296-
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Scope of Report

This report analyzes the financial operations of the 1,789' towns in Minnesota for the calendar
year ended December 31, 2005. The data used in preparing this report include the annual
township financial reporting form, audits by public accountants, financial statements prepared by
the town clerk or clerk-treasurer, county auditors' reports of indebtedness, and Minnesota
Department of Revenue records.” Data received from the Department of Revenue includes state
shared tax distributions, grants, aids, taxable valuations, and tax levies.

Townships represent the most common and grassroots form of municipal government in
Minnesota. In 2005, there were 1,789 townships compared to 853 cities and 87 counties. The
2004 population estimates from the State Demographer shows that 958,226 individuals reside in
towns, representing about 18.4 percent of the state population estimates. Fifty percent of towns
have a population of 300 or less. Town populations range from 11,778 in the town of White
Bear to 8 in the town of Hangaard.

The primary function of towns is roads and bridges. Total road and bridge expenditures
accounted for 50.2 percent of total expenditures in 2005. Taxes are the primary source of
revenues for towns, accounting for 64.4 percent of total revenue in 2005. Townships have a
much higher reliance on tax revenues (primarily property taxes) than cities and counties which
average about 40 percent of total revenues.

The data presented in this report reflect the activities of both governmental funds and proprietary
funds. The governmental funds consist of the General, Special Revenue, Capital Projects, and
Debt Service Funds. The proprietary funds are those that report the financial operations of
municipal public service enterprises such as water or electric utilities owned by the town. Tables
1 and 2 summarize the overall financial condition of Minnesota towns. Tables 3 and 4 present
this data by individual town.

Table 5 lists the bonded and other long-term debt outstanding of each individual town as of
December 31, 2005. Other long-term debt refers to liabilities such as long-term lease
agreements, installment purchase contracts, and notes.

An analysis of unreserved fund balances is not presented in this report. The majority of towns
use a cash basis of accounting. The others use a modified accrual basis of accounting. Those
towns using a cash basis of accounting report a single cash balance for all governmental funds at
the end of the fiscal year. Towns using a modified accrual basis of accounting report separate
fund balances for all of their governmental funds and denote the amounts that are reserved and
unreserved. Because of these differences among towns, a comparative analysis of unreserved
fund balances is not appropriate.

'There was one less township during the 2005 reporting period as a result of the City of Chaska annexing the
Township of Chaska.

*The underlying databases for State Auditor reports are available for downloading through the State Auditor’s web
site at www.auditor.state.mn.us.




Towns Failing to Report

Although there are 1,789 towns in Minnesota, 12 failed to comply with the statutory
reporting requirement in 2005. The chart below shows the number of towns that have not
reported their financial information to the Auditor’s Office over the previous five years as
required by law.

Number of Towns Failing to Report 2001-2005

Year 2001 2002 2003 2004 2005

# of Towns 25 41 4 0 12

List of Townshipsthat failed to report their 2005 financial infor mation

Alton (Waseca County) Deerwood (Kittson County) Dewey (Roseau County)
Frohn (Beltrami County) Holy Cross (Clay County) Kenyon (Goodhue County)
Leonardsville (Traverse County) Little Elbow (Mahnomen County) Meadow Brook (Cass County)
Nevis (Hubbard County) Spruce Grove (Becker County) White Pine (Aitkin County)




Overview

Total Revenues

In 2005, Minnesota's towns collected total revenues of $234.0 million, an increase of 4.4
percent over the total revenues collected in 2004, and 15.7 percent increase since 2001.
Figure 1 shows the change in total revenues for towns over the five-year period.

Figure 1: Total Town Revenue
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Principal Sources of Revenue

The principal sources of revenues for towns were: taxes, intergovernmental revenues, and
charges for services. These three sources of revenues accounted for almost ninety
percent of town revenues in 2005. The shares of overall total governmental revenues
generally vary only slightly from year to year. It is interesting to note that while total
revenue increased by 4.4 percent in the last year, intergovernmental revenues continue to
decrease (3.7 percent). The decrease in intergovernmental revenue reflects large
decreases in state and county “other” grants to towns. These revenues are generally for
capital projects or disaster assistance. Total revenues increased due in part to increased
tax revenues (5.4 percent) and charges for services (6.7 percent).

Figure 2 provides a comparison of the principal sources of revenues for the five-year
period of 2001 to 2005. The large decrease in intergovernmental revenues between 2001
and 2002 reflects the elimination of Local Government Aid (LGA) in 2002. The
underlying data for Figure 2 is presented in Table 1.



Figure 2: Principal Sources of Town Revenues
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Figure 3 shows the individual revenue component percentage of the $234,015,388 in total
revenue in 2005.

Figure 3: Total Town Revenues 2005
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Total Expenditures

Minnesota towns spent a total of $237.4 million in 2005. This represents an increase of
1.5 percent over 2004 and 13.7 percent since 2001. Of total expenditures, $182.0 million
was for current expenditures, $40.8 million was for capital outlay, and $14.6 million was
for debt service payments. Figure 4 illustrates total expenditures over the five-year
period.

Figure 4: Total Town Expenditures
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Current Expenditures

Minnesota towns had current expenditures of $182.0 million in 2005, an increase of 5.7
percent from 2004 and a 20.2 percent increase from 2001. Current expenditures exclude
capital outlays, debt service, and transfers to other funds. The amount spent on road and
bridge activities was almost double the amount of any other current expenditure and
represents 51.9 percent of current expenditures.

Figure 5 on the following page provides a comparison of general government, fire, and
road and bridge current expenditures for the years 2001 through 2005. The underlying
data for this chart is presented in Table 2.




Figure 5. General Government, Fire, and Road &
Bridge Current Expenditures
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Capital Outlay and Debt Service

Capital spending totaled $40.8 million in 2005. This represents a decrease of 9.3 percent
from 2004, and a decrease of 8.0 percent over the five-year period. The largest category
of capital expenditures for towns was roads and bridges, accounting for a little more than
60 percent of capital outlay spending. Capital spending relates to the acquisition or
construction of major capital assets such as buildings and roads. Capital assets have
initial lives extending beyond a single reporting period. There was a 29.9 percent
decrease in road and bridge capital outlays between 2004 and 2005.

Towns had debt service expenditures of $14.6 million in 2005, a decrease of 12.6 percent
from 2004 but an increase of 13.1 percent over the five-year period. Debt service
expenditures include the principal and interest payments on outstanding indebtedness.
Expenditures in this category can vary widely. Such variations are caused either by the
refinancing of existing debt or the issuance of new debt.



Figure 6 provides a summary of total expenditures by individual category for 2005.

Figure 6: Total Town Expenditures 2005
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| ndebtedness

Towns incur long-term debt through the issuance of bonds and notes, certificates of
indebtedness, and tax anticipation certificates. Long-term lease agreements are also
classified as long-term debt. Towns may only borrow to finance capital projects and
purchases. They are restricted by law from borrowing for current expenses. The amount
of outstanding debt affects a town’s current expenditures because they must have
sufficient funds available to make principal and interest payments to service the debt.

In 2005, bonds totaling $10.2 million were issued and $6.6 million were retired, leaving
$48.7 million outstanding at the end of the year. Other long-term indebtedness
outstanding at the end of 2005 totaled $31.8 million. Towns reported $290,934 in short-
term indebtedness, a decrease of 24.4 percent from the previous year. Bonded debt
increased 9.8 percent while other long-term debt decreased 6.5 percent.

Figure 7 on the following page provides a summary of bonds outstanding, classified by
type of bond for years 2001 through 2005.



Figure 7: Outstanding Bonded Indebtedness
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Economic Development Regions

Minnesota is divided into 13 economic development regions. The following section
summarizes town financial information by its individual region. Total revenues, total
expenditures and total debt service are illustrated on a regional basis. The underlying data
for this section is presented in Tables 6 and 7. The map at the end of the narrative shows
the location of each economic development region.

7-County Twin Cities

There are 46 towns in this region. Total revenues in this region grew 4 percent and
totaled $35.2 million in 2005, accounting for 15 percent of total town revenues. Total
expenditures in this region decreased 7 percent to $38.3 million, accounting for 16
percent of total town expenditures. Debt service in this region decreased 26 percent and
totaled $4.6 million, accounting for 32 percent of total town debt service.

Arrowhead

There are 182 towns in this region. Total revenues in this region increased 6 percent and
totaled $28.5 million in 2005, accounting for 12 percent of total town revenues. Total
expenditures in this region increased 7 percent and totaled $28.7 million, accounting for
12 percent of total town expenditures. Debt service in this region increased 10 percent
and totaled $2.3 million, accounting for 16 percent of total town debt service.



Central

There are 74 towns in this region. Total revenues in this region increased 6 percent and
totaled $24.4 million, accounting for 10 percent of total town revenues. Total
expenditures in this region grew by 6 percent to a total of $23.8 million, accounting for
10 percent of total town expenditures. Debt service in this region decreased 51 percent
and totaled $758,705, accounting for 5 percent of total town debt service.

East Central

There are 88 towns in this region. Total revenues in this region increased 10 percent and
totaled $16.6 million, accounting for 7 percent of total town revenues. Total expenditures
in this region also grew by 7 percent and totaled $15.7 million, accounting for 7 percent
of total town expenditures. Debt service in this region increased 11 percent for a total of
$938,427, accounting for 6 percent of total town debt service.

Headwaters

There are 107 towns in this region. Total revenues in this region increased 3 percent to
$7.4 million, accounting for 3 percent of total town revenues. Total expenditures in this
region increased 2 percent to $7.4 million, accounting for 3 percent of total town
expenditures. Debt service in this region decreased 58 percent for a total of $78,782,
accounting for 1 percent of total town debt service.

North Central

There are 151 towns in this region. Total revenues in this region increased 8 percent and
totaled $18.3 million, accounting for 8 percent of total town revenues. Total expenditures
in this region grew 0.4 percent and totaled $18.3 million, accounting for 8 percent of total
town expenditures. Debt service in this region decreased 30 percent for a total of
$929,190, accounting for 6 percent of total town debt service.

Northwest

There are 223 towns in this region. Total revenues in this region decreased 5 percent to
$9.9 million, accounting for 4 percent of total town revenues. Total expenditures in this
region decreased 7 percent and totaled $9.8 million, accounting for 4 percent of total
town expenditures. Debt service in this region decreased 51 percent and totaled
$117,780, accounting for 1 percent of total town debt service.

South Central

There are 147 towns in this region. Total revenues in this region increased 3 percent and
totaled $14.7 million, accounting for 6 percent of total town revenues. Total expenditures



in this region grew by 0.2 percent and totaled $13.9 million, accounting for 6 percent of
total town expenditures. Debt service in this region decreased 34 percent and totaled
$504,732, accounting for 3 percent of total town debt service.

Southeast

There are 194 towns in this region. Total revenues in this region decreased 3 percent and
totaled $28.3 million, accounting for 12 percent of total town revenues. Total
expenditures in this region increased 0.2 percent and totaled $29.8 million, accounting for
13 percent of total town expenditures. Debt service in this region increased 28 percent to
a total of $952,699, accounting for 7 percent of total town debt service.

Southwest

There are 163 towns in this region. Total revenues in this region increased 6 percent and
totaled $10.6 million, accounting for 5 percent of total town revenues. Total expenditures
in this region decreased 14 percent and totaled $9.4 million, accounting for 4 percent of
total town expenditures. Debt service in this region decreased 27 percent and totaled
$277,878, accounting for 2 percent of total town debt service.

Southwest Central

There are 82 towns in this region. Total revenues in this region increased 9 percent and
totaled $10.5 million, accounting for 5 percent of total town revenues. Total expenditures
in this region decreased 3 percent and totaled $10.7 million, accounting for 5 percent of
total town expenditures. Debt service in this region increased by 34 percent and totaled
$673,033, accounting for 5 percent of total town debt service.

Upper Southwest

There are 94 towns in this region. Total revenues in this region increased 2 percent and
totaled $5.4 million, accounting for 2 percent of total town revenues. Total expenditures
in this region decreased 0.6 percent and totaled $5.0 million, accounting for 2 percent of
total town expenditures. There was no debt service in this region.

West Central

There are 238 towns in this region. Total revenues in this region increased 9 percent for a
total of $24.2 million, accounting for 10 percent of total town revenues. Total
expenditures in this region grew by 20 percent to a total of $26.6 million, accounting for
11 percent of total town expenditures. Debt service in this region increased 36 percent
and totaled $2.4 million, accounting for 17 percent of total town debt service.
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Economic Development Regions
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