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Hennepin County, Minnesota
Financial Highlights

Percent

2014 2013 Change
Government-wide:  Assets $ 3,487,647,649 $ 3,350,103,678 4.1%
Deferred Outflows of Resources $ 13,400,417 $ 12,115,155 10.6%
Liabilities $ (1,664,774,689) $ (1,627,952,759) 2.3%
Net Position $ 1,836,273,377 $ 1,734,266,074 5.9%
Government-wide:  Program Expenses $ 1,507,179,896 $ 1,438,487,873 4.8%
Program Revenues 829,230,683 764,118,396 8.5%

Net Program Expense (677,949,213) (674,369,477)
General Revenues 779,956,516 747,523,356 4.3%

Change in Net Position $ 102,007,303 $ 73,153,879
Expense Per Capita $ 1,243.48 $ 1,199.96 3.6%

Funds Available for Investment at December 31:

General Investible Funds $ 1,025,376,179 $ 904,863,730 13.3%
Bond Proceeds/Non-General Investible Funds 140,994,203 92,053,715 53.2%
Total Investible Funds $ 1,166,370,382 $ 996,917,445 17.0%
Annual Daily Average of General Investible Funds $ 1,129,963,704 $ 1,089,344,468 3.7%
Average Investment Return for All Funds * 1.46% -0.21% 793.4%
Average Investment Yield for All Funds 1.05% 1.03% 2.0%

* Includes unrealized gain and loss on investments. In accordance with the GASB 31, the County has recorded investments at fair value. Investment income for 2014
before recording the net change in fair value of investments was $8,856,250 as compared to $8,270,776 in 2013.

Total County Issued Bonds and Notes* $ 894,855,000 $ 869,715,000 2.9%
Average Interest Rate on General Obligation Debt 4.34% 4.09% 6.0%
Net General Obligation Debt Per Capita $ 682.78 $ 656.00 4.1%
Ratio of Net General Obligation Debt to Property Market Value 0.614% 0.632% -2.7%
Long-term Bond Ratings:* Standard & Poor's AAA AAA
Fitch Ratings AAA AAA
* Excludes bonds issued for the Ballpark Project, which will be repaid with sales tax revenues.
Net Tax Capacity* $ 1,367,504,155 $ 1,369,968,893 -0.2%
Tax Capacity Rates:
City of Minneapolis 49.527% 49.089% 0.9%
Suburban 49.944% 49.511% 0.9%
Estimated Market Value* $ 124,508,068,000 $ 123,606,811,000 0.7%
* Prior year net tax capacity and estimated market value are shown because applicable taxes are collectible in the subsequent year.
2014 Government-wide Revenues by Source 2014 Government-wide Expenses by Program
Total Revenues $1,609,187,199 Total Expenses $1,507,179,896
Taxes Governmental Activities
5% [ IHuman Services 32.2%
[ ]l Public Safety 18.8%
[ 1 Public Works 11.1%
I Health 6.7%
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Hennepin County
County Administration

David J. Hough, County Administrator

A2303 Government Center 612-348-7574
300 South Sixth Street FAX: 612-348-8228
Minneapolis, Minnesota 55487-0233 www.hennepin.us

June 2, 2015

The Honorable Members of the Hennepin County Board of Commissioners and Citizens of Hennepin
County:

Minnesota Statutes require all counties to issue an annual report on their financial position and activity
prepared in conformity with generally accepted accounting principles and audited in accordance with
generally accepted auditing standards by a firm of licensed certified public accountants or the State auditor.
Pursuant to that requirement, we hereby issue the comprehensive annual financial report of Hennepin
County (the County) for the fiscal year ended December 31, 2014.

Management assumes full responsibility for the completeness and reliability of the information contained in
this report, based upon a comprehensive framework of internal control established for this purpose.
Because the cost of internal control should not exceed anticipated benefits, the objective is to provide
reasonable, rather than absolute, assurance that the financial statements are free of any material
misstatements.

McGladrey LLP, Certified Public Accountants, has issued an unmodified (“clean”) opinion on the County’s
financial statements for the year ended December 31, 2014. The independent auditor’s report is located at
the front of the financial section of this report.

The independent audit of the financial statements of the County was part of a broader, federally mandated
“Single Audit” designed to meet the special needs of Federal grantor agencies. The standards governing
Single Audit engagements require the independent auditor to report not only on the fair presentation of the
financial statements, but also on the audited government’s internal controls and compliance with legal
requirements, with special emphasis on internal controls and legal requirements involving the
administration of Federal awards. These reports are included in a separate Single Audit report.

Management’s discussion and analysis (MD&A) immediately follows the independent auditor’s report and
provides a narrative introduction, overview, and analysis of the basic financial statements. MD&A
complements this letter of transmittal and should be read in conjunction with the letter.

Profile of the Government

The County is governed by a seven-member Board of
Commissioners elected by district for staggered, four-year
terms. The County Attorney and Sheriff are also elected
officials. County Commissioners are responsible, among
other things, for authorizing resolutions, adopting the annual
budget, appointing committees and hiring the County
Administrator. The County Administrator is responsible for carrying out the policies and resolutions of the
Board of Commissioners, for overseeing the day-to-day operations of the County, and for appointing the
heads of the County's departments. The County has received high marks for governmental structure, as
well as for integration of social services, superior debt management, technology training, and innovative
partnerships. The County was established by the territorial legislature of Minnesota in 1852, six years
before Minnesota became a state. The County is located within the Twin Cities Metropolitan Area. The
upper Mississippi River flows through Minneapolis and defines the northeastern boundary of the County.
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Profile of the Government - continued

Minnesota, is one of 45 municipalities within the

Population 1,212,064 County. The County encompasses 611 square

Estimated Per Capita Income (2013) $60,601 | miles with 200 lakes larger than 10 acres and

Number of Cities 45 numerous parks and trails providing recreational
. opportunities and community amenities to

2014 Approved Budget $1.82 billion residents.

Taxable Property Estimated Market Value $134.7 billion

County Services

At the end of 2014, the County had 8,107 employees providing a full range of services. The following is a
brief summary of the services each program provides, including 2014 department operating indicators.
i ST —
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Libraries
Number of Employees — 742

e Circulation — 15,800,000 items (books, CDs and DVDs)
¢ Annual visits to library locations — 5,700,000
e Annual visits to library website — 19,500,000

Hennepin County Library serves patrons by providing access to library buildings and resources including
materials, technology and staff. The Library has 850,000 active library card holders. Starting in January
2014, the libraries increased open hours by 249 per week, resulting in approximately 10,000 additional
open hours for patrons in 2014.

The Library responded to patron feedback and increased the number of items patrons can check out and
put on hold. Downloadable content, including books, movies and music, continued to increase as a
percentage of overall Library circulation, which held steady in 2014 at 15.8 million items checked out or
renewed. In October, 2014, the Library launched a redesigned website and catalog at www.hclib.org.
Website improvements include better mobile access, stronger search capabilities, new recommended
reads, and integrated eBooks. The site received many positive reviews. The Library expects annual
website visits to grow beyond the 19.5 million seen in 2014.

Public Safety
Number of Employees — 2,249

County Attorney — Evaluated 15,000 adult and juvenile criminal cases

Public Defender — Opened 45,054 juveniles and adults cases

Sheriff’'s Office — 34,116 jail bookings

Community Corrections and Rehabilitation — 242,000 hours of Sentencing-to-Service and Community
Work Service hours completed and 204 juveniles in Out-of-Home Placements at year-end

The Public Safety program includes the County’s activities in law
enforcement, criminal prosecution, legal counsel for the indigent,
correctional programs, and provides legal reference information to
attorneys and citizens of the County. Other service areas under Public
Safety include: County Court Functions, which provides administrative
services for certain District Court functions; and the 800 MHz Radio
Program, which purchases and maintains the radio equipment that is
used by the Minnesota Regional Public Service Communication System.




County Services - continued

Human Services and Public Health
Number of Employees — 3,084

e Improvements to screening children at high risk for developmental delays
between the ages of zero and five were created in 2014. Over 90 targeted
children were provided scholarships to attend and benefit from high-
quality child care settings.

e The Stable Families Initiative reduces shelter used among families with
histories of repeat-shelter stays. This initiative integrated employment
services, social services case management, housing search and
subsidies, and coordination of eligibility service.

The Human Services and Public Health Department (HSPHD) provide a wide variety of required and
discretionary financial assistance, human services, and public health programs. Services are provided in
the following service areas: Better Together Hennepin, Children and Family Services, Eligibility and Child
Support, Assessment and Case Management, Public Health, Administrative and Community-Based
Services, Veterans’ Services and Internal Services.

HSPHD continues to locate offices where clients live and work in the community. Three community-based
human services centers (hubs) opened in 2014: South Suburban, North Minneapolis, and West Suburban.
A milestone was reached in June when the department began seeing more clients at these community-
based offices than the long-time downtown site at Century Plaza. In addition, HSPHD opened or reopened
five regional satellites - Brookdale, Hopkins, Health Service Building, Eden Prairie, and Eastside
Neighborhood Services.

Health
Number of Employees — 341

e NorthPoint Health & Wellness Center patient visits — 85,268
e Metropolitan Health Plan (MHP) members — 13,290 members enrolled
e (Cases reported to the Medical Examiner’s Office — 6,763

\ _ Healthcare services available to citizens include: basic care, medical services to the
& | indigent, emergency medical services, and investigations of certain deaths. These
services are provided through the NorthPoint Health & Wellness Center, MHP, the office
of the Medical Examiner, and the County’s support of the Hennepin County Medical
- v Center, a discretely presented component unit of the County.

Public Works
Number of Employees — 666

e Lane miles of road maintained — 2,182
e Facilities managed — 79 County buildings and 42 leased buildings

Public Works provides maintenance and construction of County roads and
bridges; management of the County’s solid waste system; as well as
housing, transit and workforce development, For 2014 these services were
provided through seven departments: Environmental Services; Administration; Housmg, Community Works
and Transit; Strategic Planning and Resources; Management Support; Transportation; and Property
Services (formerly under General Government). Public Works also manages two County internal service
funds; the Central Mobile Equipment Division and the Energy Center. In addition, Public Works provides
staff support to the Housing and Redevelopment Authority and the Regional Railroad Authority.




County Services - continued

General Government
Number of Employees — 1,025

General Government provides legislative direction, administrative support, and general services for the
management of County business and programs. This area is comprised of a number of different support
and direct-service departments, including the following:

Board of
Commissioners

Establishes all formal policies, executes agreements, and authorizes budgets and
staffing as the legislative authority for the County.

County
Administration

Administers the overall operation of the County, implements the programs and
policies established by the County Board, and advises the County Board on policy
matters.

Assessor

Administers property assessments.

Budget & Finance

Ensures sound credit conditions, working capital, and overall financial health within
Hennepin County by supporting strategic objectives through best practices in
general accounting, payroll, and purchasing; leveraging technology, and effective
management of financial and human resource systems and services.

Examiner of
Titles

Performs judicial, administrative and legal adviser duties specified in the Minnesota
Land Registration Act.

Information
Technology

Provides effective, efficient, and innovative technology services and tools to County
departments and lines of business, building a technical infrastructure that supports
the delivery of services to community partners and the citizens of the County.

Resident and Real
Estate Services

Administers elections including maintenance of a centralized voter registration file,
issues various licenses such as driver, marriage, motor vehicle, and fish/game
licenses, handles the administration of property tax collection activities and
distribution to local governments within the County.

Human Resources

Provides human resource programs and support services.

Public Affairs

Raises the public’s awareness of the County’s role in enhancing the quality of life
through effective communication.

Internal Audit

Reviews and evaluates adequacy and effectiveness of the County's internal control
system.

General County
Purposes

Provides dues and contributions to organizations benefiting the County; budgets for
miscellaneous countywide functions; reserves available funding for contingent
activities further defined during the budget year and includes the Center of
Innovation and Excellence.




Budget

Budget Process

Budgets are adopted on a basis consistent with generally accepted accounting principles. Annual
appropriated budgets are adopted for the general, special revenue, debt service, and enterprise funds. All
annual appropriations lapse at year-end to the extent that they have not been expended or encumbered.
Project-length financial plans are adopted for all capital projects. The budget process is described in more
detail in the Notes to Required Supplementary Information on page 89.

2014 Original Budget Focus

The 2014 original budget was developed to address future needs in the most effective manner possible.
Continuing the practice of recent years, the Board and senior staff conducted a series of discussions
concerning the level of County services and the resources necessary to meet the needs of citizens. The
total approved budget for 2014 was $1.82 billion, a decrease of $10.2 million or 0.6% from the adjusted
2013 budget. The capital projects budget was approved at $181 million, a decrease of $3.3 million or
1.8% from the adjusted 2013 level of $184.3 million. The operating portion of the budget totaled $1.6
billion, a decrease of $7 million or 0.4% from the adjusted 2013 budget. The net property-tax levy for the
approved 2014 budget was $681.3 million, which was $6.6 million (1%) over 2013. This increase in
property tax levy was quite moderate, illustrating the County’s strong fiscal stewardship.

Budget Reporting

Budget-to-actual comparisons are provided in this report for each individual governmental fund for which
an appropriated annual budget has been adopted. For the General Fund and other governmental funds
with appropriated annual budgets, this comparison is presented in the Required Supplementary
Information subsection of this report, which starts on page 79. The comparison for enterprise funds is
presented in the Supplementary Information - Enterprise Funds subsection of this report, which starts on
page 109.

Major Initiatives and Achievement

Excelsior Library — Opened in September, 2014. The new Excelsior location contains additional public
computers, a refreshed collection; a public area; a community meeting room, indoor and outdoor reading

areas, off-street parking and access to the Lake Minnetonka Regional
, Trail. The Walker Library opened in April, 2014. ‘iR & 22

The new Walker location offers many new and 3 . -
expanded features including Wi-Fi capabilities,
numerous new public computers, iPad dispenser,
enlarged children’s area, a multi-purpose room,
and a separate teen zone.

Human Services opened three more Hubs - Regional
offices are crucial to better services for clients and building
sustaining relationships with partners. These sites provide more
client accessibility and allow the department to partner with a
broader range of agencies. In 2014, three additional services
centers (hubs) were opened: South Suburban in Bloomington,
North in North Minneapolis, and West Suburban in Hopkins. Five
regional satellites were also opened (or-reopened) in Brookdale,
Hopkins, Health Services Building in Minneapolis, Eden Prairie
and Eastside Neighborhood Services.

Construction on the 911 Emergency Communications Facility was
completed in 2014. This multiyear project with a budget of $34 million will
greatly enhance the ability of the Sheriff's Office to continually improve the
service of dispatching 911 calls, and will facilitate implementation of new
emergency communication technologies. This new 49,000 square foot facility
in Plymouth, replaces the communication building in Golden Valley that was
built in 1948.




Major Initiatives and Achievements - continued

Wheelage Tax was a new tax of $10 on registrations for vehicles registered within the County. In 2014,

4 revenues from this tax were used to aid in maintaining roads throughout the
&# County, which included: 40 lane-miles overlaid, 57 intersections painted, 40
battery backup systems installed, video detection installed at 22
intersections, traffic signals synchronized at 69 intersections, and the
completion of pavement crack sealing, guardrail end treatment, bridge
maintenance and curb/gutter replacement at various locations.

Target Field Station was opened in April, 2014. The total cost of Target
Field Station was $79.3 million, with funding (44 percent) coming from
local sources. The remaining funding comes from state (22 percent) and
federal (34 percent) sources. Nearly 500 trains pass through the Target
Field Station each day, serving riders on the METRO Green and Blue
Lines and the Northstar Commuter Rail. The station has more than
104,000 square feet of space that includes a public plaza for year-round
special events, green space, a 1,000-seat amphitheater, office space,
retail shops and a 286-car underground parking garage. The Minnesota
Twins, Target and Hennepin County will utilize the public space for
programming and special events throughout the year.

Economic and Financial Condition

Information presented in the financial statements is perhaps best understood when considered from the
broader perspective of the specific environment within which the County operates.

Local Economy

The economy of the County, for which the City of Minneapolis is the county seat, has longstanding
characteristics of strength and diversity in comparison to outstate, regional and even the national
economy, as shown in measurements of income and employment. Healthcare, medical device
manufacturing, retail sales, financial services and insurance, high tech, and food processing are
significant economic sectors providing a strong employment and wage base in the County. Many large
international companies maintain their headquarters in the County.

At year-end 2014, the County unemployment rate of 3.7% was lower than the previous year’s rate of
4.7%, continuing a 5-year improvement trend. Again in 2014, the County unemployment rate remained
lower than the State rate of 4.1% and the national rate of 6.2%.

Long-term Financial Planning

The overall economic environment relating to the 2015 budget was improved compared to recent years.
The State of Minnesota’s budget was in substantially better shape than in the recent past, with a
forecasted $1.2 billion surplus for the biennium ending on June 30, 2015. Continued growth in
employment and income contributed to the increase in the state’s forecasted revenues.

On the national side, regular economic momentum contributed to an improved economic outlook, as well.
Economic activity is expected to grow through 2015 as a result of an upturn in consumer spending, an
improved housing market, and increased capital equipment and infrastructure investment, resulting in
less uncertainty for state and local governments.
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Economic and Financial Condition - continued

For 2015, the County budgeted sufficient funds to provide essential services and to make strategic
investments in the future. The resulting $1.82 billion 2015 budget:

Is $26.7 million or 1.5% higher than the final budget of 2014. The $679.5 million net property tax
levy is $15.6 million higher than the 2014 levy.

Includes funding for 7,664.4 FTEs, representing a 1.7% increase over 2014. New positions are
targeted to address emerging needs and critical staffing shortages in areas such as Human
Services child-protection, child support, and case management; NorthPoint Health and Wellness
direct patient care; and Community Corrections adult probation

Includes a $679.5 million budgeted property tax requirement, reflecting a 2.4% increase over
2014. The expected stability in State revenues led to few expected increases in State revenues
expected by the County for 2015, resulting in more reliance on property taxes. In 2015, the owner
of a suburban median valued home is expected to see an increase in estimated market value of
8.7% and an increase in County property taxes of 3.3% or $34 compared to 2014. Likewise, for
the Minneapolis median home, the estimated market value is expected to increase by 6.5% in
2015 with an anticipated increase in property tax of 1.8% or $14.

Includes a $256.9 million capital budget, reflecting an increase of $47.9 million compared to the
2014 final budget level. The capital budget includes $105.6 million for various road and bridge
projects; the transportation capital budget benefits from $9.3 million of budgeted wheelage tax, a
tax implemented in 2014. The capital budget includes $48.3 million for the construction of the new
South Minneapolis Regional Human Services Center at the Hiawatha-Lake Street intersection,
and $14.7 million for library renovations and new construction, such as $9.2 million for the on-
going construction of the new Brooklyn Park Library. The County also continues to fund projects
at the Medical Center, and the budget includes an additional $20 million for a new Ambulatory
Outpatient Specialty Center.

The 2015 budget for general debt service totals $135.9 million. The 2015 property tax
requirement for debt service increased $2.7 million to $82.9 million, an increase of 3.4%. As in
2014, $2 million of wheelage tax receipts will be used to offset a portion of the 2015 debt service
related to road and bridge projects.

The County maintains strong financial management and continues to receive the highest possible credit
rating. As in past years, the County’s long-term general obligation debt received AAA from Standard and
Poor’s Ratings Services and AAA from Fitch Ratings.
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Government Finance Officers Assaciation

Certificate of
Achievement
for Excellence
in Financial
Reporting
Presented to
Hennepin County
Minnesota

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended

December 31, 2013

By 4

Executive Director/CEO

David J. Hough
County Administrator

The Government Finance Officers Association
(GFOA) awarded a Certificate of Achievement for
Excellence in Financial Reporting to the County for
each of the County’s comprehensive annual
financial reports for the years 1974 through 2013. In
order to be awarded a Certificate of Achievement, a
government must publish an easily readable and
efficiently organized comprehensive annual financial
report. This report must satisfy both generally
accepted accounting principles and applicable legal
requirements. A Certificate of Achievement is valid
for a period of one year. We believe the current
comprehensive annual financial report continues to
meet the Certificate of Achievement Program’s
requirements, and we are submitting it to the GFOA
to determine its eligibility for another certificate.

The preparation of this report could not have been
accomplished without the dedicated services of the
entire financial staff of the County. We would like to
express appreciation to all members of the
departments who assisted and contributed to the
preparation of this report. Credit also must be given
to the Board of Commissioners for their support for
maintaining the highest standards of professionalism
in the management of the County’s finances.
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David R. Lawless
Director of Budget and Finance
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Independent Auditor’s Report

To the Board of County Commissioners
Hennepin County, Minnesota

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the discretely presented component unit, each major fund, and the aggregate remaining fund
information of Hennepin County, Minnesota (the County) as of and for the year ended December 31,
2014, and the related notes to the financial statements, which collectively comprise the County’s basic
financial statements, as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall presentation of the financial
statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, the discretely
presented component unit, each major fund, and the aggregate remaining fund information of Hennepin
County, Minnesota, as of December 31, 2014, and the respective changes in financial position, and,
where applicable, cash flows thereof for the year then ended, in accordance with accounting principles
generally accepted in the United States of America.
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Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America for state and local governments
require that the management’s discussion and analysis, schedule of funding progress for the retiree
health plan, budgetary comparison schedules, and notes to the required supplementary information, as
listed in the table of contents, be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for placing the
basic financial statements in an appropriate operational, economic or historical context. We have applied
certain limited procedures, which consisted of primarily of inquiries of management regarding the
methods of measurement and presentation of the required supplementary information. However, we did
not audit the information and express no opinion on it.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the County’s basic financial statements. The accompanying supplementary information, as
listed in the table of contents, and other information, such as the financial highlights, introductory section
and statistical section, is presented for purposes of additional analysis and is not a required part of the
basic financial statements.

The 2014 supplementary information is the responsibility of management and was derived from and
relates directly to the underlying accounting and other records used to prepare the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the
basic financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the basic financial
statements, or to the basic financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our opinion,
the 2014 supplementary information is fairly stated, in all material respects, in relation to the 2014 basic
financial statements taken as a whole.

We have also previously audited, in accordance with auditing standards generally accepted in the United
States of America, the County’s 2013 basic financial statements (not presented herein) and have issued
our report dated May 30, 2014, which contained unmodified opinions on the respective financial
statements of the governmental activities, the business-type activities, the discretely presented
component unit, each major fund, and the aggregate remaining fund information. The accompanying
supplementary information, as listed in the table of contents, as of and for the year ended December 31,
2013, is presented for purposes of additional analysis and is not a required part of the basic financial
statements. Such information is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the 2013 basic financial
statements. The accompanying supplementary information has been subjected to the auditing procedures
applied in the audit of the 2013 basic financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used
to prepare those financial statements, or to those financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In
our opinion, the 2013 supplementary information is fairly stated, in all material respects, in relation to the
2013 basic financial statements taken as a whole.

The financial highlights, introductory section and statistical section, as listed in the table of contents, has

not been subjected to the auditing procedures applied in the audit of the basic financial statements, and
accordingly, we do not express an opinion or provide any assurance on it.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated June 2, 2015,
on our consideration of the County’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards in considering the County’s internal control over financial reporting
and compliance.

%ﬁ% Lo

Minneapolis, Minnesota
June 2, 2015
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Management’s Discussion and Analysis

This discussion and analysis is intended to provide financial statement readers with a financial overview
and narrative analysis of the financial position and activities of Hennepin County and its blended
component units for the year ended December 31, 2014. The information provided here should be read in
conjunction with the letter of transmittal that begins on page 1 and the notes to the financial statements,
which are presented on pages 47 to 78.

FINANCIAL HIGHLIGHTS

Government-Wide

At December 31, 2014, the County’s assets and deferred outflows of resources exceeded its liabilities
by $1.8 billion. Of this amount, $122.3 million is restricted by specific statutory requirements or
external commitments. The County’s net investment in capital assets is $1.2 billion. The unrestricted
amount of net position available is $561.8 million at the end of 2014 of which $350.6 million relates to
the County's equity interest in component unit.

Fund Level

As reported in the governmental fund balance sheets on pages 34 and 35, at the end of 2014 the
County’s governmental funds reported total ending fund balances of $608.7 million, which is an
increase of $123.4 million during 2014.

Unassigned fund balance for the General Fund was $134.8 million, or approximately 23.4% of total
General Fund expenditures for the year ended December 31, 2014, compared to $144.8 million and
25.8% for 2013.

Noncurrent Liabilities

The County’s total noncurrent liabilities increased $44.7 million during 2014. The County issued $100
million in general obligation (GO) debt to support capital improvement plans for the County. In
addition to regularly scheduled principal payments on previously issued debt, during the year the
County made optional payments of $10 million for early redemption on the sales tax revenue bond
issues outstanding.

OVERVIEW OF THE FINANCIAL STATEMENTS

Management’s discussion and analysis is intended to serve as an introduction to the County’s basic
financial statements which include three components: 1) government-wide financial statements, 2) fund
financial statements, and 3) notes to the financial statements. This report also contains other
supplementary information in addition to the basic financial statements.

Government-wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad overview of the
County's finances, in a manner similar to a private-sector business.

e The Statement of Net Position presents the County's assets and deferred outflows, which are
equal to the reported liabilities and net position. Over time, increases or decreases in net position
serve as an indicator of whether the financial position of the County is improving or deteriorating.
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OVERVIEW OF THE FINANCIAL STATEMENTS — CONTINUED

Government-wide Financial Statements — continued

e The Statement of Activities presents information showing how the County’s net position changed
during the most recent fiscal year. All changes in net position are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of related cash flows.
Thus, revenues and expenses are reported in this statement for some items that will result in
cash flows in future fiscal periods (e.g., uncollected taxes and earned but unused
postemployment healthcare benefits).

Both of the government-wide financial statements distinguish functions of the County that are principally
supported by taxes and intergovernmental revenues (governmental activities) from other functions that
are intended to recover all or a significant portion of their costs through user fees and charges (business-
type activities). The governmental activities of the County include General Government, Human Services,
Health, Public Safety, Public Works, Libraries, and Debt. The business-type activities of the County
include the Metropolitan Health Plan (a health maintenance organization), Environmental Services, Glen
Lake Golf Course, and Radio Communications.

The primary government shown in the government-wide financial statements includes two legally
separate blended component units, the Hennepin County Regional Railroad Authority (RRA) and the
Hennepin County Housing and Redevelopment Authority (HRA). The County’s discretely presented
component unit, Hennepin Healthcare System, Inc. d.b.a. Hennepin County Medical Center (the Medical
Center), is shown separately from the primary government. The government-wide financial statements
can be found on pages 29 to 33 of this report.

Fund Financial Statements

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 County, like other state and local governments, uses
fund accounting to ensure and demonstrate compliance with finance-related legal requirements. All of the
funds of the County can be divided into three categories: governmental funds, proprietary funds, and
fiduciary funds.

e Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on near-
term inflows and outflows of spendable resources, as well as on balances of spendable resources
available at the end of the fiscal year. Such information can assist in evaluating the County's
near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By
doing so, readers may better understand the long-term impact of the government's near-term
financing decisions. Both the governmental fund balance sheet and the governmental fund
Statement of Revenues, Expenditures, and Changes in fund balances provide a reconciliation to
facilitate this comparison between governmental funds and governmental activities. Also, detailed
information on the differences in measurement focus, basis of accounting, and financial
statement presentation of the fund statements compared to the government-wide statements can
be found on pages 49 to 52 of the Notes to the Basic Financial Statements.

The County maintains the following governmental fund types: the General Fund, special revenue
funds, debt service funds, and capital projects funds. The County has five special revenue funds:
Human Services Fund, Library Fund, the Ballpark Sales Tax Fund, and the funds for the two
blended component units, the RRA and the HRA. Information is presented separately in the
governmental fund balance sheet and in the governmental fund Statement of Revenues,
Expenditures, and Changes in Fund Balances for each of these funds. The basic governmental
fund financial statements can be found on pages 34 to 40.
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OVERVIEW OF THE FINANCIAL STATEMENTS — CONTINUED

Fund Financial Statements — continued

e Proprietary funds provide the same type of information as the business-type activities in the
government-wide financial statements, only in more detail. They are divided into two different
types of funds: enterprise funds and internal service funds.

The proprietary fund financial statements provide separate information for the Metropolitan Health
Plan (MHP) and Solid Waste enterprise funds, both of which are considered to be major funds of
the County. Conversely, the nonmajor enterprise funds are combined into a single, aggregated
presentation in the proprietary fund financial statements.

Internal service funds are an accounting device used to accumulate and allocate costs internally
among the County's various functions. These funds are also combined into a single, aggregated
presentation in the proprietary fund financial statements.

The basic proprietary fund financial statements can be found on pages 42 to 44 of this report.
Individual fund data for the nonmajor enterprise funds, as well as for the internal service funds, is
provided in the form of combining statements in the supplementary information section of this
report.

e Fiduciary funds are used to account for resources held for the benefit of parties outside the
County. Fiduciary funds are not reflected in the government-wide financial statement because the
resources of those funds are not available to support the County's own programs. The accounting
used for fiduciary funds is much like that used for proprietary funds. The basic fiduciary fund
financial statement can be found on page 45 of this report.

Notes to the Basic Financial Statements

The Notes to the Basic Financial Statements provide additional information that is essential to a full
understanding of the data provided in the basic financial statements. The Notes can be found on pages
47 to 78 of this report.

Required and Supplementary Information

Supplementary information beginning on page 79 includes a schedule of funding progress for the retiree
health plan, schedules of revenue and expenditures for individual funds with a comparison of actual
revenues and actual expenditures compared to budget and prior year, schedules of expenditures by
program for specific funds, and combining schedules for internal service funds. The Notes to Required
Supplementary Information are shown on page 89.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Net Position

As noted earlier, net position serves as an indicator of a government's financial position. In the case of the
County, assets and deferred outflows of resources exceeded liabilities by $1.8 billion at December 31,
2014. The largest portion of the County’s net position, $1.2 billion or 62.7%, reflects the net investment in
capital assets (e.g., land, buildings, equipment, roads, and bridges net of any related debt used to acquire
those assets that is still outstanding). The County uses these capital assets to provide services to
citizens; consequently, these assets are not available for future spending.
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GOVERNMENT-WIDE FINANCIAL ANALYSIS — CONTINUED

Net Position — continued

Although the County’s investment in capital assets is reported net of related debt, it should be noted that
the resources used to repay this debt must be provided from other sources, since the capital assets
themselves cannot be used to liquidate these liabilities.

An additional portion of the County’s net position (6.7%) represents resources that are subject to external
restrictions on how they may be used. The remaining balance of $561.8 million is unrestricted net
position, which includes the $350.6 million equity interest in the Medical Center.

At the end of the current fiscal year, the County is able to report positive balances in all reported

categories of net position, both for the government as a whole, as well as for its separate governmental
and business-type activities. The same situation held true for the prior fiscal year.

Summary of Net Position (in millions)

Governmental Business-type
Activities Activities Total
2014 2013 2014 2013 2014 2013

Current assets $873.1 $917.5 $130.0 $112.3 $1,003.1  $1,029.8
Noncurrent assets:

Other assets 669.0 542.8 1.3 - 670.3 542.8
Net capital assets 1,695.2 1,662.2 119.0 115.3 1,814.2 1,777.5
Total assets 3,237.3 3,122.5 250.3 227.6 3,487.6 3,350.1
Deferred outflows of resources 13.4 12.1 - - 13.4 12.1
Current liabilities 288.4 318.4 61.0 39.0 3494 357.4
Noncurrent liabilities 1,311.3 1,266.4 4.0 41 1,315.3 1,270.5
Total liabilities 1,599.7 1,584.8 65.0 431 1,664.7 1,627.9
Net investment in capital assets 1,034.2 1,008.7 118.0 114 .1 1,152.2 1,122.8
Restricted 57.7 41.3 64.6 65.4 122.3 106.7
Unrestricted 559.1 499.8 2.7 5.0 561.8 504.8
Total Net Position $1,651.0 $1,549.8 $185.3 $184.5 $1,836.3  $1,734.3
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GOVERNMENT-WIDE FINANCIAL ANALYSIS — CONTINUED

Changes in Net Position

As shown in the table below, the County’s net position increased in the current year by $102 million, a

change from 2013 of 5.9%.

Revenues:
Program revenues:
Charges for services
Operating grants and contributions
Capital grants and contributions
General revenues:
Property taxes
Sales tax
Wheelage Tax
Other taxes
Grants and contributions
Investment earnings (losses)
Change in equity interest in
component unit
Total Revenues

Expenses:
General Government
Human Services
Health
Public Safety
Public Works
Libraries
Housing and Redevelopment Authority
Regional Railroad Authority
Interest on long-term debt
Metropolitan Health Plan
Solid Waste Management
Glen Lake Golf Course
Radio Communications
Total Expenses

Increase in net position before transfers
Transfers

Increase in net position
Net Position — Beginning
Net Position — Ending

Changes in Net Position (in millions)

Governmental Business-type
Activities Activities Total
2014 2013 2014 2013 2014 2013
$133.5 $139.0 $213.0 $206.0 $346.5 $345.0
349.9 331.8 6.4 3.1 356.3 334.9
126.5 84.2 - - 126.5 84.2
673.1 704.2 - - 673.1 704.2
34.2 33.4 - - 34.2 33.4
9.3 - - - 9.3 -
3.0 3.1 25 1.3 5.5 44
32.2 26.0 - - 32.2 26.0
10.8 (1.8) - - 10.8 (1.8)
14.8 (18.8) - - 14.8 (18.8)
1,387.3 1,301.1 221.9 2104 1,609.2 1,511.5
85.8 123.9 - - 85.8 123.9
486.6 449.3 - - 486.6 449.3
101.0 104.0 - - 101.0 104.0
284.0 271.3 - - 284.0 271.3
166.6 127.8 - - 166.6 127.8
80.8 75.5 - - 80.8 75.5
9.9 7.7 - - 9.9 7.7
29.2 23.9 - - 29.2 23.9
42.7 45.2 - - 42.7 452
- - 159.6 150.3 159.6 150.3
- - 58.0 56.1 58.0 56.1
- - 0.8 1.0 0.8 1.0
- - 2.2 2.3 2.2 2.3
1,286.6 1,228.6 220.6 209.7 1,507.2 1,438.3
100.7 72.5 1.3 0.7 102.0 73.2
0.5 (1.8) (0.5) 1.8 - -
101.2 70.7 0.8 2.5 102.0 73.2
1,5649.8 1,479.1 184.5 182.0 1,734.3 1,661.1
$1,651.0  $1,549.8 $185.3 $184.5 $1,836.3  $1,734.3
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GOVERNMENT-WIDE FINANCIAL ANALYSIS — CONTINUED

Changes in Net Position — continued

The 2014 increase in net position included $101.2 million for governmental activities and $.8 million for
business-type activities. The major contributors to the increase are described below.

Governmental Activities — Conservative budgeting of revenues and expenses in 2014, combined with
the $7.3 million underspending of budgeted contingency amounts contributed to the large increase in net
position. The net position increase was also bolstered by:
e The net position increase relating to the Interchange project was $45.9 million, as federal, state
and local revenues were received during 2014 in support of completed portions of the project.
e The change in equity interest in component unit, a $14.8 million increase
e Investment earnings were $12.6 million higher than in 2013, an increase produced by beneficial
fluctuations in government bond prices and yields.
e The Human Services Fund experienced an unexpected revenue increase due to
clarifications/changes in the State’s Income Maintenance Random Moments Time Study
guidelines.

FINANCIAL ANALYSIS OF THE COUNTY’S FUNDS

As noted earlier, the County uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements.

Governmental Funds

The focus of the County's governmental fund statements is to provide information on near-term inflows,
near-term outflows, and balances of net resources. Such information is useful in assessing the County's
financing requirements. In the governmental funds in particular, unassigned fund balance serves as a
measure of available net resources.

As discussed in the financial highlights, the County's governmental funds reported combined ending fund
balances of $608.7 million; an increase of $123.4 million from the prior year's ending balances.
Approximately 22.1% of total governmental fund balance, or $134.8 million, is included in the unassigned
(residual) classification for the General Fund, showing that it has not been restricted, committed, or
assigned to specific purposes. The remainder of fund balance in the governmental funds is either in
nonspendable form or is classified as restricted, committed, or assigned based on the spending
constraints that are in place.

20



FINANCIAL ANALYSIS OF THE COUNTY’S FUNDS - CONTINUED

Governmental Funds — continued
Revenues

The table below presents the revenues reported in the governmental funds by source, as well as
increases or decreases from the prior year.

Revenues Classified by Source
Governmental Funds

(in millions)

2014 2013 Increase (Decrease)

Percent Percent Percent

Revenues by Source Amount of Total Amount of Total Amount Change
Property taxes $712.6 49.5% $710.6 54.1% $2.0 0.3%
Sales tax 34.2 2.4% 33.4 2.5% 0.9 2.7%
Wheelage tax 9.3 0.7% - 0.0% 9.3 100.0%
Other taxes 3.0 0.2% 3.1 0.2% (0.1) (3.2%)
Intergovernmental 502.2 34.9% 406.5 30.8% 95.7 23.5%
Investment earnings (losses) 11.2 0.8% (2.0) (0.2)% 13.2 (660.0%)
Charges for Services 136.7 9.5% 140.4 10.6% (3.7) (2.6%)
Fines and forfeits 1.7 0.1% 1.9 0.1% (0.2) (10.5%)
Licenses and permits 7.5 0.5% 7.0 0.5% 0.5 71%
Other 20.3 1.4% 17.9 1.4% 24 13.4%
Total Revenues $1,438.8  100.0% $1,318.8 100.0% $120.0 9.1%

Governmental fund revenues that changed significantly from the prior year are explained below.

Beginning in 2014, wheelage tax revenues of $9.3 million were collected from vehicle registrations and
are to be used for transportation needs, including highway preservation projects and transportation
improvements throughout the County.

Intergovernmental revenue increased by $95.7 million, including $56.1 million of Federal, State, and
local revenue relating to the Interchange Project. The Human Services Fund also received $31.1 million
more in intergovernmental revenue compared to 2013. This was primarily due to the State’s Income
Maintenance Random Moments Time Study clarifications previously mentioned, as well to improvements
in the State’s Social Services Time Study calculation method used to reimburse counties for
administrative costs.

Investment earnings of $11.2 million in 2014 were produced by beneficial fluctuations in government
bond prices and yields. Combined with the reversal of the 2013 unrealized loss of $4.4 million, and the
addition of the 2014 year-end unrealized loss of $1.2 million, investment earnings resulted in a net
change of $11.2 million, a positive variance of $13.2 million from the previous year.
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FINANCIAL ANALYSIS OF THE COUNTY’S FUNDS - CONTINUED

Governmental Funds — continued
Expenditures

The table below presents expenditures by function as well as increases or decreases from the prior year.
Governmental fund expenditures increased in 2014 by $23.6 million from 2013’s total expenditures.

Expenditures by Function
Governmental Funds

(in millions)
2014 2013 Increase (Decrease)
Percent Percent Percent
Expenditures by Function Amount of Total Amount of Total Amount Change
General Government $109.6 7.6% $126.4 8.9% $(16.8) (13.3%)
Human Services 480.3 33.2% 452.8 31.8% 27.5 6.1%
Health 95.9 6.6% 101.0 71% (5.1) (5.0%)
Public Safety 259.0 17.9% 252.5 17.7% 6.5 2.6%
Public Works 121.3 8.4% 108.4 7.6% 12.9 11.9%
Libraries 70.4 4.9% 67.6 4.7% 2.8 41%
HRA 9.3 0.6% 7.0 5% 23 32.9%
RRA 24.0 1.6% 22.6 1.6% 1.4 6.2%
Debt Service:
Principal retirement 93.6 6.4% 97.0 6.8% (3.4) (3.5%)
Interest and fiscal charges 471 3.3% 46.5 3.3% .6 1.3%
Intergovernmental - - 7.3 5% (7.3) (100.0%)
Capital Projects 137.3 9.5% 135.1 9.5% 2.2 1.6%
Total expenditures $1,447.8 100.0% $1,424.2 100.0% $23.6 1.7%

The governmental fund expenditures that changed significantly in 2014 from the prior year included those
in the following functional categories:

General Government expenditures decreased $16.8 million from the 2013 level, largely because the
County had expended significant funds in 2013 in support of new rail track and bridge projects for assets
that were contributed to the Metropolitan Council. Since the projects were substantially completed in
2013, similar expenditures did not occur in 2014.

Expenditures for Human Services increased by $27.5 million in 2014 as compared to 2013 due largely to
the regionalization plan to move direct services to community-based sites and to handle the projected
increase in the new Medical Assistance cases resulting from the implementation of MNsure, Minnesota’s
Health Insurance Exchange marketplace for individuals and businesses to compare, choose, and buy
health insurance. Additional expenditures were also incurred due to $4.8 million received from State
appropriated bonding and paid to a community agency (the Washburn Center for Children).

Public Works expenditures increased by $12.9 million from 2014 due to wheelage taxes collected and
used for highway preservation projects and transportation improvements throughout the County.
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FINANCIAL ANALYSIS OF THE COUNTY’S FUNDS — CONTINUED

Governmental Funds — continued

Intergovernmental expenditures decreased by $7.3 million from 2013 because the County issued debt
and provided the proceeds to the Minnehaha Creek Watershed District in 2013, while no such provision
occurred in 2014.

Fund Balances

The General Fund is the primary operating fund of the County. At the end of the current fiscal year, the
total fund balance for the General Fund was $198.5 million and unassigned fund balance was $134.8
million. Comparing the unassigned fund balance and total fund balance to total fund expenditures can be
used as a measure of liquidity. The General Fund unassigned fund balance represents 22.1% of the total
governmental fund balances and represents 23.4% of the total General Fund expenditures. In 2013, the
unassigned fund balance represented 29.8% of total governmental fund balances and 25.8% of General
Fund expenditures. The General Fund ended the year with an increase of $6.8 million in fund balance
due primarily to the $7.3 million underspending of budgeted contingency amounts.

Human Services Fund increased by $12.9 million in fund balance from 2013 primarily due to unexpected
increases in revenues relating to the Income Maintenance Random Moments Time Study and the Social
Services Time Study.

The $67.4 million increase in the fund balance of the General Capital Projects Fund relates to the
issuance of $100 million of general obligation bonds in November to fund future capital projects. The
$30.4 million increase in fund balance in the RRA Capital Projects Fund is primarily due to the 2014
receipt of $39.4 million received from Federal, State, and local sources for the Interchange project.

The $2.8 million increase in the fund balance of the HRA Fund relates to the provision of County funds to
the HRA for the Shady Oak Community Works project and for Transit Oriented Development projects.
The $3.2 million increase in fund balance for the RRA Fund was a primarily the result of funds that were
contributed from the Minnesota Twins for the Interchange project plaza. Fund balances for Library,
Ballpark Sales Tax, and Debt Service Funds did not change significantly in 2014.

General Fund Budgetary Highlights

The General Fund 2014 budget did not change significantly between the time of original approval and the
time the amended budget was finalized. The revenue budget was increased by $2 million and the
expenditure budget was decreased by $.3 million.

The 2014 budget for property tax revenue (current and delinquent) anticipated a lower collection rate than
actually experienced, resulting in property tax revenues that exceeded the budget by $9.6 million.
Intergovernmental revenues were $6.3 million less than budgeted primarily because sub-recipient
spending was lower than originally anticipated, decreasing the amount of revenue to be reimbursed by
housing grants. Revenue from charges for services was $5.9 million lower than budgeted primarily
because the real estate market was much slower than originally anticipated, so fees relating document
recording for property sales and refinances were lower than in the past 10 years.

On the expenditure side, savings were seen in personal services costs, which were $4 million under
budget primarily because employee health insurance came in $7.9 million under budget after “premium
holidays” were established by the Board for this self-insured program following several years of lower
than anticipated claims costs. Expenditures for contractual services were $9.7 million under budget due
primarily because consulting costs in the Resident and Real Estate Services department were $5 million
less than anticipated due to delays in implementing the County’s new assessment and tax system, and
because amounts paid in support of HCMC uncompensated care were $2 million less than expected.
Additionally, as indicated previously, in the other charges category, only $1.6 million of the general
government’s $8.9 million contingency budget was expended.
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FINANCIAL ANALYSIS OF THE COUNTY’S FUNDS — CONTINUED

Proprietary Funds

Other than some differences in the treatment of internal service funds, the proprietary fund information
reflected in the supplementary information section of this report provides essentially the same data as
what is included in the business-type activities in the government-wide financial statements. However,
more detail is included to facilitate analysis of individual funds’ activities.

Proprietary Funds Net Position
{in millions)

M Internal Service Funds
m Nonmajor Funds
Metropaolitan Health Plan

B Solid Waste

5B.9

Total proprietary fund net position, shown in the chart above, was positive at the end of the year for each
fund exhibited. During the year:

Enterprise funds’ total net position remained stable with an overall increase of $.8 million and
less than a 3% change in any individual fund.

Internal Service Funds’ total net position decreased overall by $.7 million. The Self Insurance
Fund reported the largest percentage decrease in net position during 2014. This $2.5 million
change was primarily due to an increase in the actuarially determined workers’ compensation
liability and increased case reserves. The Employee Health Plan Self Insurance Fund reported a
$4.6 million decrease in net position due to premium “holidays” approved by the County Board.
Offsetting these decreases, the Information Technology Fund net position increased $3.2 million
in 2014 primarily due to projects that did not move forward as quickly as had been anticipated, so
those expenses will be pushed into 2015. Additionally, the Central Mobile Equipment Fund net
position increased $2.8 million, due to capital contributions and revenues collected for the cost of
future vehicle replacements.

Fiduciary Fund

The County maintains one fiduciary fund, an agency fund used to account for assets that the County
holds for others in an agency capacity, including pass-through grants that are equivalent to pure cash
conduits; client, inmate, and other governmental agency funds held in the custody of the County; and
revenues collected on behalf of other governmental units related to property taxes. Amounts held or due
as agent at year-end totaled $131.2 million, a 3.1% decrease from the prior year.

24



CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

As shown in the table below, the County’s net capital assets for both governmental and business-type
activities as of December 31, 2014, totals $1.8 billion. Capital assets include land, buildings,
improvements, software, equipment, roads and bridges, library collections, art, and historical treasures.

Net capital assets increased $36.7 million during 2014. The governmental activities’ net increase resulted
largely from $10.2 million capitalized in 2014 for the Interchange Project, which includes the new Target
Field Station that serves as a central, multi-modal transportation hub in downtown Minneapolis.
Construction was also completed on the new Emergency Communications Facility in Plymouth with an
additional $9.6 capitalized during the year. During 2014, $14.1 million of infrastructure additions were
related to the reconstruction of County State Aid Highway 101 in Minnetonka, Wayzata, and Woodland.
Additions to the Hennepin Energy Recovery Center contributed to the $3.7 million net increase in
business-type activities net capital assets.

The table below summarizes the County’s change in net capital assets during 2014. Additional
information on the County's capital assets can be found in Note 5 on pages 59 to 60 of this report.

Hennepin County’s Capital Assets

(in millions)
Governmental Business-type
Activities Activities Total
2014 2013 2014 2013 2014 2013
Land $107.4 $107.3 $9.2 $9.2 $116.6 $116.5
Land Improvements 34.4 27.2 1.9 1.9 36.3 29.1
Buildings 808.5 743.0 164.4 153.0 972.9 896.0
Equipment 166.2 159.5 15.0 15.3 181.2 174.8
Software 32.0 29.8 - - 32.0 29.8
Library books and other media 67.2 67.0 - - 67.2 67.0
Leasehold improvements 18.2 9.6 1.7 1.7 19.9 11.3
Arts & Historical Treasures 4.7 4.7 - - 4.7 4.7
Infrastructure 1,343.2 1,322.3 - - 1,343.2 1,322.3
Construction in progress 83.9 111.8 - 1.6 83.9 113.4
Total capital assets 2,665.7 2,582.2 192.2 182.7 2,857.9 2,764.9
Less: accumulated depreciation
and amortization ($970.5) (920.0) (73.2) (67.4) (1,043.7) (987.4)
Total capital assets, Net $1,695.2  $1,662.2 $119.0 $115.3 $1,814.2 $1,777.5
Percent change from prior year 2.0% 3.2% 2.06%

Debt Administration

As shown in the table on the following page, G.O. bonds and notes increased by $52.2 million from 2013
to 2014. An additional $100 million of G.O. bonds was issued for upcoming countywide capital projects.
During the year, G.O. refunding bonds totaling $80.6 million were issued to refund existing bonds for a
total economic gain of $11 million over 13 years. In addition to regularly scheduled 2014 principal
payments, the County made optional payments of $10 million for the early redemption of sales tax
revenue bonds.
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CAPITAL ASSET AND DEBT ADMINISTRATION — CONTINUED

Debt Administration — continued

State law limits the amount of G.O. debt that counties can issue to an amount equal to 3.0% of the
taxable market value of property. The County’s outstanding G.O. debt is significantly below the $3.1
billion statutory limit.

Hennepin County’s Outstanding Debt

(in millions)
Governmental Business-type
Activities Activities Total

2014 2013 2014 2013 2014 2013
General obligation bonds and
notes $947 1 $894.8 $1.0 $1.1 $948.1 $895.9
Revenue bonds 267.0 283.0 - - 267.0 283.0
Certificates of participation 3.0 5.9 - - 3.0 59
Notes Payable 0.6 0.7 - - 0.6 0.7

$1,217.7 $1,184.4 $1.0 $1.1 $1,218.7 $1,185.5

The County’s credit ratings on long-term GO bonds as of December 31, 2014 were:

Standard and Poor’s Ratings Services AAA
Fitch Ratings AAA

Additional information on the County’s long-term debt can be found in Notes 10 and 11 on pages 66 to 70
of this report and on the Schedule of Changes in Long-term Debt, located on pages 104 through 107.

ECONOMIC FACTORS AND NEXT YEAR’'S BUDGET

The 2015 Hennepin County governmental and enterprise fund budgets total $1.82 billion, including a net
property tax levy of $679.5 million. The budget for 2015 increased $26.7 million (1.5%) from the final 2014
budget. The property tax levy is an increase of $15.6 million (2.4% higher) than the 2014 level. The 2015
budget includes funding for a total of 7,664.4 FTEs, representing a 1.7% increase over 2014. New
positions are targeted to address emerging needs and critical staffing shortages in areas such as Human
Services child-protection, child support, and case management; NorthPoint Health and Wellness direct
patient care; and Community Corrections adult probation.

The 2015 capital budget increased $47.9 million compared to the 2014 final budget level. The $256.9
million capital budget includes $105.6 million for various road and bridge projects; the transportation
capital budget benefits from $9.3 million of budgeted wheelage tax, a tax implemented in 2014. The
capital budget includes $48.3 million for the construction of the new South Minneapolis Regional Human
Services Center at the Hiawatha-Lake Street intersection, and $14.7 million for library renovations and
new construction, such as $9.2 million for the on-going construction of the new Brooklyn Park Library.
The County also continues to fund projects at the Medical Center, and the budget includes $20 million for
a new Ambulatory Outpatient Specialty Center.

The 2015 budget for general debt service totals $135.9 million. The 2015 property tax requirement for
debt service increased $2.7 million to $82.9 million, an increase of 3.4%.

26



ECONOMIC FACTORS AND NEXT YEAR’S BUDGET- CONTINUED

The overall economic environment relating to the 2015 budget was improved compared to recent years.
The state of Minnesota budget is in substantially better shape than in the recent past, with a forecasted
$1.2 billion surplus for the biennium ending on June 30, 2015. Continued growth in employment and
income is contributing to the increase in the state’s forecasted revenues. Hennepin County’s
unemployment rate at year-end 2014 was 3.7%, better than the state and national rates of 4.1% and
6.2%, respectively. On the national side, regular economic momentum has contributed in an improved
economic outlook as well. Economic activity is expected to grow through 2015 as a result of an upturn in
consumer spending, an improved housing market, and increased capital equipment and infrastructure
investment. The result is less uncertainty for state and local governments.

REQUESTS FOR INFORMATION

This financial report is designed to provide an overview for those interested in the County's finances.
Questions concerning any of the information provided in this report or requests for additional financial
information should be addressed to the Hennepin County Office of Budget and Finance, A-2301
Government Center, Minneapolis, MN 55487-0231, or readers may call (612) 348-5125. The County’s
Comprehensive Annual Reports can also be found at www.hennepin.us/cafr.
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ASSETS
Current Assets:

Cashandinvestments . .........................
Receivables, net............... . ... .. ... ......
Internalbalances . ........... .. ... ... ... ... ...

Due from component unit or primary government

Prepaiditems .. ........ ... ... . ... ... . .....

Inventories . . ...

Lease receivable from componentunit. . ...........

Total Current Assets

Noncurrent Assets:

Cashandinvestments . .........................
Notesreceivable . .. ...........................
Equity interest in componentunit. . ................

Capital assets:

Land . ...

Land improvements . .. ....... . ...
Buildings . . ...... ...
Equipment........ ... ... ...

Software . . ... .

Library books and othermedia.............
Leasehold improvements . ................
Art and historical treasures . . . ............

Infrastructure . . .. ....... ... ...

Constructioninprogress . . ...............

Total capital assets

Less accumulated depreciation and amortization . . . .

Net Capital Assets
Total Noncurrent Assets
Total Assets

DEFERRED OUTFLOWS OF RESOURCES

Deferred charge on debt refunding . .. .............

Hennepin County, Minnesota
Statement of Net Position
December 31, 2014

Primary Government

Component Unit

Governmental Business-type Hennepin County
Activities Activities Total Medical Center
702,909,954 $ 109,732,054 $ 812,642,008 57,059,076
96,750,496 20,561,766 117,312,262 241,907,005
313,732 (313,732) - -
60,320,134 10,873 60,331,007 3,260,741
5,894,838 45,486 5,940,324 7,589,330
3,968,228 4,130 3,972,358 4,805,916
2,914,378 - 2,914,378 -
873,071,760 130,040,577 1,003,112,337 314,622,068
198,075,313 - 198,075,313 29,809,281
120,331,082 1,287,889 121,618,971 -
350,620,319 - 350,620,319 -
107,368,975 9,164,524 116,533,499 19,320,377
34,397,660 1,893,908 36,291,568 -
808,521,249 164,392,139 972,913,388 369,728,138
166,165,773 15,000,294 181,166,067 206,007,475
32,010,126 - 32,010,126 6,731,207
67,228,866 - 67,228,866 -
18,208,215 1,673,332 19,881,547 15,609,929
4,732,065 - 4,732,065 -
1,343,211,238 - 1,343,211,238 -
83,918,912 - 83,918,912 11,324,741
2,665,763,079 192,124,197 2,857,887,276 628,721,867
(970,507,343) (73,159,224) (1,043,666,567) (387,816,737)
1,695,255,736 118,964,973 1,814,220,709 240,905,130
2,364,282,450 120,252,862 2,484,535,312 270,714,411
3,237,354,210 250,293,439 3,487,647,649 585,336,479

13,400,417

13,400,417
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Hennepin County, Minnesota
Statement of Net Position

December 31, 2014

Primary Government

Component Unit

Governmental Business-type Hennepin County
Activities Activities Total Medical Center
LIABILITIES
Current Liabilities:
Accounts and contracts payable . . ................ $ 158,819,307 $ 31,047,961 189,867,268 $ 22,161,642
Accrued interestpayable . .. ............ ... ... .. 3,324,672 - 3,324,672 -
Accrued liabilities . . . .......... ... ... ... L 34,494,339 17,354,746 51,849,085 59,762,398
Due to component unit or primary government . . .. . .. 2,461,300 459,772 2,921,072 60,331,007
Unearnedrevenue . .. ........... ... 21,361,044 11,634,396 32,995,440 -
Workers' compensationclaims . .................. 1,500,000 - 1,500,000 1,700,000
Lease due to primary government . . ............... - - - 2,914,378
Lease revenue certificates of participation ... ........ 2,985,220 - 2,985,220 -
Revenuebonds . ......... ... ... . ... ... ... 6,130,000 - 6,130,000 -
General obligation bondsandnotes . .. ............ 51,120,000 150,000 51,270,000 -
Notespayable . . ...... ... ... ... . ... ... .. ... 623,163 - 623,163 -
Compensatedabsences . . ...................... 5,645,000 350,000 5,995,000 1,900,000
Total Current Liabilities 288,464,045 60,996,875 349,460,920 148,769,425
Noncurrent Liabilities:
Workers' compensationclaims . .................. 11,959,236 - 11,959,236 12,060,000
Revenuebonds . ........... . ... ..., 260,769,972 - 260,769,972 -
General obligation bonds andnotes . . ............. 896,035,842 825,000 896,860,842 -
Notespayable . .. ....... ... ... ... ... ... . ... 5,275,849 - 5,275,849 -
Postemployment healthcare benefits . . . ............ 53,799,274 1,921,855 55,721,129 38,750,000
Compensatedabsences . . ...................... 83,425,076 1,301,665 84,726,741 35,136,735
Total Noncurrent Liabilities 1,311,265,249 4,048,520 1,315,313,769 85,946,735
Total Liabilities 1,599,729,294 65,045,395 1,664,774,689 234,716,160
NET POSITION
Net investment in capitalassets . . ................ 1,034,215,941 117,989,973 1,152,205,914 237,736,102
Restricted for:
Grant and donor restrictions . . .. ............... 1,115,799 1,707,250 2,823,049 29,298,530
Capital projects . . .. ... ... 11,425,011 - 11,425,011
Debtservice .. ....... ... ... ... ... ... ... 21,461,653 - 21,461,653 -
Statutory requirements relating to:
Housing and redevelopment . .. .............. 9,666,206 - 9,666,206 -
Metropolitan healthplan . . .................. - 29,653,522 29,653,522 -
Solid waste management . .. ................ - 33,244,399 33,244,399 -
Youthsports . ............ i 4,853,219 - 4,853,219 -
County Recorder technology and other . ... ... .. 9,161,832 - 9,161,832 -
Unrestricted . . . .......... ... .. ... ... ... 559,125,672 2,652,900 561,778,572 83,585,687
Total Net Position $ 1,651,025,333 $ 185,248,044 1,836,273,377  $ 350,620,319

The notes to the financial statements are an integral part of this statement.
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FUNCTIONS/PROGRAMS
Primary Government:
Governmental Activities:

General Government . . ... ...

Human Services . . .........
Health...................
Public Safety . .............
PublicWorks . .. ...........

Libraries . ........... ... ...

Hennepin County, Minnesota
Statement of Activities
For the Year Ended December 31, 2014

Program Expenses

Housing and Redevelopment Authority . . .. ......... ... .. ... ... .....

Regional Railroad Authority . . .

Interest on Long-term Debt . . .

Total Governmental Activities

Business-type Activities:
Metropolitan Health Plan . . . . .

Environmental Services . . . . ..

Glen Lake Golf Course . . . . ..
Radio Communications . . . . ..

Total Business-type Activities

Total Primary Government

Component Unit:
Hennepin County Medical Center

All Other Direct Total

Direct Depreciation Direct Indirect

Expenses Expenses Expenses Expenses
.................................... $ 108,938,597 $ 8,294,605 $ 117,233,202 (31,413,314)
.................................... 471,263,554 2,759,338 474,022,892 12,545,102
.................................... 99,545,205 509,064 100,054,269 929,893
.................................... 268,163,297 3,886,289 272,049,586 11,924,878
.................................... 144,127,315 20,019,945 164,147,260 2,427,770
.................................... 61,345,031 15,985,626 77,330,657 3,469,908
9,264,852 632,729 9,897,581 33,358
.................................... 29,056,440 41,804 29,098,244 82,405

.................................... 42,719,174 - 42,719,174 -

1,234,423,465 52,129,400 1,286,552,865 -
.................................... 159,611,117 - 159,611,117 -
.................................... 51,465,221 6,591,250 58,056,471 -
.................................... 696,730 87,801 784,531 -
.................................... 1,490,144 684,768 2,174,912 -
213,263,212 7,363,819 220,627,031 -
$ 1,447,686,677 $ 59,493,219 $ 1,507,179,896 -
.................................... $ 804,939,086 $ 33,543,640 $ 838,482,726 -

The notes to the financial statements are an integral part of this statement.
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Program Revenues

Net Revenue (Expense) and

Changes in Net Position

Primary Government

Component Unit

Operating Capital Hennepin
Charges for Grants and Grants and Governmental Business-type County

Services Contributions Contributions Activities Activities Total Medical Center
18,639,389 $ 20,329,619 $ - (46,850,880) $ - $ (46,850,880) $ -
48,700,014 217,002,849 - (220,865,131) - (220,865,131) -
21,549,852 45,788,273 - (33,646,037) - (33,646,037) -
18,880,468 33,869,241 - (231,224,755) - (231,224,755) -
19,568,578 27,121,984 81,625,055 (38,259,413) - (38,259,413) -
2,911,727 4,466,462 - (73,422,376) - (73,422,376) -
2,472,522 1,352,385 - (6,106,032) - (6,106,032) -
788,760 - 44,843,814 16,451,925 - 16,451,925 -

- - - (42,719,174) - (42,719,174) -
133,511,310 349,930,813 126,468,869 (676,641,873) - (676,641,873) -
158,493,627 827,512 - - (289,978) (289,978) -

51,262,909 5,544,236 - - (1,249,326) (1,249,326) -
857,118 - - - 72,587 72,587 -
2,334,289 - - - 159,377 159,377 -
212,947,943 6,371,748 - - (1,307,340) (1,307,340) -
346,459,253 $ 356,302,561 $ 126,468,869 (676,641,873) (1,307,340) (677,949,213) -
790,005,867 $ 56,935,971 $ 4,132,033 - - - 12,591,145
General Revenues:
Property taxes . .. ... 673,098,851 - 673,098,851 -
SaleS taX . o o 34,254,757 - 34,254,757 -
Wheelage tax . . .. ... 9,296,105 - 9,296,105 -
Othertaxes . . .. ..ot 2,974,387 2,536,046 5,510,433 -
Grants & contributions not restricted to specific programs . . . . .. 32,185,948 - 32,185,948 -
Unrestricted investment earnings (losses) . .. ............... 10,847,530 - 10,847,530 2,171,747
Change in equity interest in componentunit. .. .............. 14,762,892 - 14,762,892 -
Transfers . .. ... . 475,439 (475,439) - -
Total General Revenues and Transfers 777,895,909 2,060,607 779,956,516 2,171,747
Change in Net Position 101,254,036 753,267 102,007,303 14,762,892
Net Position - Beginning 1,549,771,297 184,494,777 1,734,266,074 335,857,427
Net Position - Ending $ 1,651,025,333 $ 185,248,044 $ 1,836,273,377 $ 350,620,319
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With Comparative Totals for December 31, 2013

ASSETS

Cashandinvestments .. .......... ... ... ovvu...
Due from componentunit........................

Delinquent taxesreceivable . .. ....................
Due from other governmental agencies . ... ..........
Accrued investmentinterest.. . ....................

Interfundreceivable . .. .......... ... ... L.
Otherreceivable . . .......... ... ... ... ... .....

Prepaiditems .. ....... ... .. . .
INVENtONES . . . oo
Notereceivable . .......... . ... ... ..
Restricted cash and investments ... ................

Total Assets

LIABILITIES, DEFERRED INFLOWS OF
RESOURCES, AND FUND BALANCES
Liabilities:

Accounts and contracts payable . . . ...............
Accrued liabilities . . . ....... ...
Obligations under reverse repurchase agreements . . . .
Interfundpayable . . .............. ... . ... ... ...
Duetocomponentunit.....................uu...
Unearned revenue . . . ... ..o ei e

Total Liabilities

Deferred Inflows of Resources:

Unavailable revenue - propertytaxes . . ............
Unavailable revenue - intergovernmental . . .. .......

Total Deferred Inflows of Resources

Fund Balances:

Nonspendable . ............... ... ... . ........
Restricted . . ........ ..
Committed . . ...
Assigned . . ...
unassigned . ...t

Total Fund Balances

Total Liabilities, Deferred Inflows of Resources,
and Fund Balances

The notes to the financial statements are an integral part of these statements.

Hennepin County, Minnesota

Balance Sheets
Governmental Funds
December 31, 2014

Housing and
Human Ballpark Redevelopment
General Services Library Sales Tax Authority (HRA)
250,856,387 $ 172,455,287 $ 41,803,554 $ - $ 9,387,794
58,883,889 61,573 - - -
6,161,737 2,284,237 575,820 - -
16,568,814 40,127,549 9,682 5,617,026 65,995
2,368,115 - - - -
225,608 88,124 - - -
8,983,000 528,185 118,002 - 12,728
154,301 58,578 1,426,318 - 274,732
3,140,775 - - 3 )
111,136 - - - 14,964,946
- - 6,034,032 4,123,365 676,159
347,453,762 $ _ 215,603,533 $ _ 49,967,408 $ _ 9,740,391 $ 25,382,354
86,857,765 $ 21,974,496 $ 1,364,346 $ 81,017 $ 1,233,359
13,474,668 11,683,678 1,905,958 - -
38,559,608 22,978,510 3,902,402 - 13,198,051
1,443,637 165,173 - - -
257,920 321,021 - - 4,402
140,593,598 57,122,878 7,172,706 81,017 14,435,812
5,548,437 2,196,837 544,020 - -
2,821,626 3,020,804 - - -
8,370,063 5,217,641 544,020 - -
3,295,076 58,578 3,406,350 - 274,732
15,130,850 - 6,077,730 9,659,374 10,671,810
9,000,000 153,204,436 32,766,602 - -
36,308,948 - - - -
134,755,227 - - - -
198,490,101 153,263,014 42,250,682 9,659,374 10,946,542
347,453,762 $ _ 215,603,533 $ _ 49,967,408 $ _ 9,740,391 $ 25,382,354
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Regional RRA RRA General General
Railroad Debt Capital Debt Capital Totals
Authority (RRA) Service Projects Service Projects 2014 2013
28,764,875 $ 318,692 $ 4,628,115 $ 12,362,345 $ 177,888,777 698,465,826 $ 602,639,071
- - - - - 58,945,462 59,209,289
217,373 - - 756,443 42,890 10,038,500 11,779,187
64,075 - 2,147,173 - 8,112,229 72,712,543 92,080,543
- - - - 21,945 2,390,060 2,609,444
- - - - 15,162,535 15,476,267 41,693,006
88,422 - - - 826,900 10,557,237 7,400,690
- - - - - 1,913,929 3,404,763
- - - - - 3,140,775 2,721,087
- - - 105,255,000 - 120,331,082 123,608,280
- - - 2,877,384 - 13,710,940 13,773,369
29,134,745 318,692 $ 6,775,288 $ 121,251,172 $ _ 202,055,276 1,007,682,621 $ 960,918,729
1,615,856 - $ 410,000 $ 983,672 $ 33,309,065 147,829,576 $ 144,667,140
- - - - - 27,064,304 26,426,996
- - - - - - 49,656,250
- - 1,964,484 - - 80,603,055 94,502,331
- - - - 852,490 2,461,300 -
- - - - 17,158,902 17,742,245 2,082,563
1,615,856 - 2,374,484 983,672 51,320,457 275,700,480 317,335,280
- - - 733,343 40,890 9,063,527 9,444,934
- - 1,964,484 105,255,000 1,160,373 114,222,287 148,827,729
- - 1,964,484 105,988,343 1,201,263 123,285,814 158,272,663
- - - - 14,394,951 21,429,687 22,665,584
27,518,889 318,692 2,436,320 14,279,157 135,138,605 221,231,427 143,986,653
- - - - - 194,971,038 173,150,307
- - - - - 36,308,948 28,648,841
- - - - - 134,755,227 116,859,401
27,518,889 318,692 2,436,320 14,279,157 149,533,556 608,696,327 485,310,786
29,134,745 $ 318,692 $ 6,775,288 $ 121,251,172 $ _ 202,055,276 1,007,682,621 $ 960,918,729
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Hennepin County, Minnesota
Reconciliation of the Governmental Funds Balance Sheet to the Statement of Net Position
December 31, 2014

Total governmental fund balances (page 35) $ 608,696,327

Amounts reported for governmental activities in the statement of net position are different because:

Capital assets used in governmental activities are not financial resources and, therefore, are
not reported in the funds. (The capital assets of the internal service funds that serve
governmental activities are included in a separate reconciling item.) 1,634,037,158

The equity interest in component unit is not a current financial resource and, therefore, is
not reported in the governmental fund statements. 350,620,319

Certain assets are not available to pay for current-period expenditures and, therefore, are not
reported as revenues in the current period, but instead are deferred in the funds. 123,285,814

The lease receivable from component unit is not reported in the primary government's fund
statements because that receivable is offset by an equal amount of long-term debt not reported
at the fund level. 2,914,378

Internal service funds are used by management to charge the costs of certain activities to

individual funds. The assets and liabilities of internal service funds that primarily serve

govermental activities are included in governmental activities in the statement of net position.

This reconciling item includes the adjustment to eliminate internal service fund surpluses and

deficits. 144,335,638

Long-term liabilities and related deferred outflows are not reported in the funds because the
liabilities are not due and payable in the current period. (1,212,864,301)

Net position of governmental activities (page 30) $ 1,651,025,333

The notes to the financial statements are an integral part of this statement.
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Hennepin County, Minnesota
Statements of Revenues, Expenditures, and Changes in Fund Balances
Governmental Funds
For the Year Ended December 31, 2014
With Comparative Totals for the Year Ended December 31, 2013

Housing and
Human Ballpark Redevelopment
General Services Library Sales Tax Authority (HRA)
REVENUES
Propertytaxes . ..............ooiiiiaa, $ 321,431,010 $ 218,039,094 $ 57,742,760 $ - $ 6,894,206
Sales tax. ... - - - 34,254,757 -
Wheelage tax . .......... ...t 9,296,105 - - - -
Othertaxes............ ... ... i, 2,680,890 158,604 41,994 - 4,951
Intergovernmental . ............. .. ... ... 131,922,853 223,852,256 7,019,845 - 834,293
Investment earnings (losses) . ................ 10,561,990 - 79,082 786 90,878
Charges forservices . . ..................... 87,973,824 45,708,002 150,975 - 2,151,998
Finesandforfeits.................... ... ... 306,721 - 1,355,636 - -
Licensesandpermits ... ......... ... .. .. ... 6,001,247 1,548,320 - - -
Other. ... 14,557,947 1,430,918 1,385,142 - 320,524
Total Revenues 584,732,587 490,737,194 67,775,434 34,255,543 10,296,850
EXPENDITURES
Current:
Generalgovernment . ..................... 99,312,349 - - 2,268,609 -
Human services . . ........ccviin .. - 480,331,430 - - -
Health......... ... ... .. .. ... .. ... ... .. 95,889,084 - - - -
Publicsafety . ............... ... ... ... 259,029,720 - - - -
Publicworks . ........... ... o oo 121,257,536 - - - -
Libraries .. ....... ... o - - 70,435,923 - -
Housing and Redevelopment Authority . . ... ... - - - - 9,264,852
Regional Railroad Authority . . ............... - - - - -
Debt service:
Principal retirement . . .......... .. ... . . - - - - -
Interest and fiscal charges . .. ............... - - - - -
Intergovernmental . .. ............ ... ... - - - - -
Capital projects . . .. ... - - - - -
Total Expenditures 575,488,689 480,331,430 70,435,923 2,268,609 9,264,852
Excess (Deficiency) of Revenues
Over Expenditures 9,243,898 10,405,764 (2,660,489) 31,986,934 1,031,998
OTHER FINANCING SOURCES (USES)
Issuance ofdebt............ ... .. ... ..., - - - - -
Payment to refunded bond escrow agent . . . .. .. - - - - -
Transfersin. ......... ... i 2,450,439 2,461,302 2,160,000 - 2,649,363
Transfersout. ......... ... ..., (4,910,319) - - (33,016,123) (861,302)
Sale of capitalassets . .. .................... - - - - -
Debtpremiums .. .......... .. ... ... ...... - - - - -
Total Other Financing Sources (Uses) (2,459,880) 2,461,302 2,160,000 (33,016,123) 1,788,061
Net Change in Fund Balances 6,784,018 12,867,066 (500,489) (1,029,189) 2,820,059
Fund Balances - Beginning 191,706,083 140,395,948 42,751,171 10,688,563 8,126,483
Fund Balances - Ending $ 198,490,101 $ 153,263,014 $ 42,250,682 $ 9,659,374 $ 10,946,542

The notes to the financial statements are an integral part of these statements.
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Regional RRA RRA General General
Railroad Debt Capital Debt Capital Totals
Authority Service Projects Service Projects 2014 2013
20,882,272 $ 2,844,406 $ - $ 80,182,884 $ 4,616,355 $ 712,632,987 $ 710,562,709
- - - - - 34,254,757 33,446,430
- - - - - 9,296,105 -
25,777 1,771 - 56,852 3,548 2,974,387 3,097,413
3,172,720 - 39,365,189 14,441,921 81,625,055 502,234,132 406,450,147
341,421 - 26,523 424 87,847 11,188,951 (1,991,204)
695,240 - - - - 136,680,039 140,376,730
- - - - - 1,662,357 1,873,560
- - - - - 7,549,567 7,041,106
93,521 - - - 2,545,305 20,333,357 17,887,085
25,210,951 2,846,177 39,391,712 94,682,081 88,878,110 1,438,806,639 1,318,743,976
- - - - 8,039,554 109,620,512 126,420,674
- - - - - 480,331,430 452,758,532
- - - - - 95,889,084 100,968,808
- - - - - 259,029,720 252,514,555
- - - - - 121,257,536 108,399,166
- - - - - 70,435,923 67,585,439
- - - - - 9,264,852 7,024,936
12,115,579 - 11,910,000 - - 24,025,579 22,605,137
- 1,470,000 - 92,124,868 - 93,594,868 96,959,103
- 1,399,100 - 45,671,612 - 47,070,712 46,559,602
- - - - - - 7,285,547
- - 5,030,861 - 132,294,218 137,325,079 135,084,237
12,115,579 2,869,100 16,940,861 137,796,480 140,333,772 1,447,845,295 1,424,165,736
13,095,372 (22,923) 22,450,851 (43,114,399) (51,455,662) (9,038,656) (105,421,760)
- - - 80,615,000 100,000,000 180,615,000 132,855,000
- - - (80,381,994) - (80,381,994) -
- - 9,900,000 31,458,709 2,699,249 53,779,062 68,720,202
(9,900,000) - (1,964,484) - (2,651,395) (53,303,623) (67,720,202)
- - - - 475,802 475,802 791,350
- - - 12,955,219 18,284,731 31,239,950 5,767,852
(9,900,000) - 7,935,516 44,646,934 118,808,387 132,424,197 140,414,202
3,195,372 (22,923) 30,386,367 1,532,535 67,352,725 123,385,541 34,992,442
24,323,517 341,615 (27,950,047) 12,746,622 82,180,831 485,310,786 450,318,344
27,518,889 $ 318,692 $ 2,436,320 $ 14,279,157 $ 149,533,556 $ 608,696,327 $ 485,310,786
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Hennepin County, Minnesota
Reconciliation of the Statement of Revenues, Expenditures, and Changes in Fund Balances of
Governmental Funds to the Statement of Activities
For the Year Ended December 31, 2014

Net change in governmental fund balances (page 39) $ 123,385,541

Amounts reported for governmental activities in the statement of activities are different because:

Capital outlays are reported by governmental funds as expenditures. However, in

the statement of activities the cost of those assets is allocated over their estimated

useful lives and reported as depreciation expense. This is the amount by which

capital outlays exceeded depreciation in the current period. 35,440,711

The net effect of capital asset disposals, sales, and donations is to decrease

net position in the Statement of Activities. These amounts are not reported in the

governmental funds because they do not affect current financial resources.

Governmental funds only report proceeds from the sale of capital assets. (1,353,936)

The change in the equity interest in component unit reported in the statement of
activities does not provide current financial resources and is not reported in the
governmental funds. 14,762,892

Lease payments received from component unit provide current financial
resources (revenue) to governmental funds. However, in the statement of activities
the payment instead reduces the lease receivable balance. (2,811,862)

Revenues in the statement of activities that do not provide current financial
resources are not reported as revenues in the governmental funds. (34,986,850)

The issuance of long-term debt (e.g., bonds, leases) provides current financial

resources to governmental funds, while the repayment of the principal of long-term

debt consumes the current financial resources of governmental funds. Neither

transaction, however, has any effect on net position. Also, governmental funds

report the effect of premiums, discounts, and similar items when debt is first issued,

whereas these amounts are deferred and amortized in the statement of activities.

This amount is the net effect of these differences in the treatment of the issuance

and repayment of long-term debt. (37,504,996)

Expenses reported in the statement of activities that do not require the use of
current financial resources are not reported as expenditures in governmental funds
(i.e. interest on long-term debt and the amortization of long-term debt discount). 5,832,444

The net revenue of certain activities of internal service funds is reported with

governmental activities. (1,509,908)
Change in net position of governmental activities (page 33) $ 101,254,036

The notes to the financial statements are an integral part of this statement.

40






Hennepin County, Minnesot:
Statements of Net Position
Proprietary Funds
December 31, 2014
With Comparative Totals for December 31, 2013

Business-type Activities - Enterprise Funds

Metropolitan Solid Total Totals 2014 Internal
Health Plan Waste Nonmajor 2014 2013 Service Funds
ASSETS
Current Assets:
Cash. ..o $ 74,160,684 $ 21,261,019 $ 4,379,346 $ 99,801,049 $ 88,095,143 $ 188,808,501
Delinquent taxes receivable. . . ................... - 148 - 148 1,203 -
Interfundreceivable. .. ............ ... ... ... .... - - - - - 65,440,520
Due from componentunit. . ...................... - - 10,873 10,873 32,073 1,374,672
Otherreceivable. . ........... ..., 13,327,038 7,199,519 35,061 20,561,618 12,332,879 1,052,156
Inventories. ......... ... ... - - 4,130 4,130 4,920 827,453
Prepaiditems. . ........ ... . i 44,716 - 770 45,486 547,896 3,980,909
Total Current Assets 87,532,438 28,460,686 4,430,180 120,423,304 101,014,114 261,484,211
Noncurrent Assets:
Notesreceivable. .. ............................ - 1,287,889 - 1,287,889 787,889 -
Restricted cash and investments. .. ............... 500,000 9,431,005 - 9,931,005 10,584,582 -
Capital assets:
Land. ... ... - 8,179,432 985,092 9,164,524 9,164,524 1,040,600
Land improvements. . ............. ... ... ..., - - 1,893,908 1,893,908 1,893,908 -
Buildings. . .......... .. - 163,548,972 843,167 164,392,139 153,004,311 36,857,562
Equipment. .. ... 364,940 6,222,459 8,412,895 15,000,294 15,267,102 103,099,909
Software. . ... - - - - - 15,802,623
Leasehold improvements. . . .................... 1,673,332 - - 1,673,332 1,673,332 -
Constructioninprogress. .. .................... - - - - 1,654,298 214,404
Total capital assets 2,038,272 177,950,863 12,135,062 192,124,197 182,657,475 157,015,098
Less accumulated depreciation and amortization. . . . 2,038,272 64,501,112 6,619,840 73,159,224 67,402,250 95,796,520
Net Capital Assets - 113,449,751 5,515,222 118,964,973 115,255,225 61,218,578
Total Noncurrent Assets 500,000 124,168,645 5,515,222 130,183,867 126,627,696 61,218,578
Total Assets $ 88,032,438 $ 152,629,331 $ 9,945,402 $ 250,607,171 $ 227,641,810 $ 322,702,789
LIABILITIES
Current Liabilities:
Interfund payable. . ............................ $ 313,732 $ - $ - $ 313,732 $ 20,000 $ -
Accounts and contracts payable. . ................ 27,173,537 3,804,394 70,030 31,047,961 14,748,284 10,989,731
Accrued interestpayable. . . ..................... - - - - - 309
Accrued Xpenses. . ... ... 17,054,268 300,478 - 17,354,746 20,833,498 7,430,035
Due to componentunit. . ........................ 459,772 - - 459,772 2,914,435 -
Unearnedrevenue. ............................ 11,634,396 - - 11,634,396 - 3,618,799
Current portion of:
Workers' compensation claims. ................. - - - - - 1,500,000
Lease revenue certificates of participation. . . ... ... - - - - - 70,842
General obligation bonds and notes. .. ........... - - 150,000 150,000 145,000 1,466,554
Notespayable. .. .......... ... ... ... ........ - - - - - -
Compensated absences. . ..................... 300,000 50,000 - 350,000 350,000 5,645,000
Total Current Liabilities 56,935,705 4,154,872 220,030 61,310,607 39,011,217 30,721,270

Noncurrent Liabilities, Net of Current Portion:
Workers' compensation claims. . .................. - - - - - 11,959,236
Lease revenue certificates of participation. ... ....... - - - - - -
825,000 825,000 975,000 13,774,380

General obligation bonds and notes. .. ............ - -
Postemployment healthcare benefits. ... ........... 1,110,022 811,833 - 1,921,855 1,833,108 53,799,274
Compensated absences. .. ...................... 333,189 968,476 - 1,301,665 1,327,708 83,425,076
Total Noncurrent Liabilities 1,443,211 1,780,309 825,000 4,048,520 4,135,816 162,957,966
Total Liabilities $ 58,378,916 $ 5,935,181 § 1,045,030 $ 65,359,127 $ 43,147,033 $ 193,679,236
NET POSITION
Net investment in capital assets. . ................... $ - $ 113,449,751 § 4,540,222 $ 117,989,973 $ 114,135,225 $ 45,906,802
Restricted for:
Statutory requirements relating to:
Metropolitan healthplan. .. ...................... 29,653,522 - - 29,653,522 29,943,500 -
Solid waste management. . . ..................... - 31,537,149 - 31,537,149 34,277,726 -
Brownfield assessmentand cleanup. . .............. - 1,707,250 - 1,707,250 1,093,331 -
Unrestricted. . . ... - - 4,360,150 4,360,150 5,044,995 83,116,751
Total Net Position $ 29,653,522 $ 146,694,150 $ 8,900,372 § 185,248,044 $ 184,494,777 $ 129,023,553

The notes to the financial statements are an integral part of these statements.
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Hennepin County, Minnesota
Statements of Revenues, Expenses, and Changes in Fund Net Position
Proprietary Funds
For the Year Ended December 31, 2014
With Comparative Totals for the Year Ended December 31, 2013

Business-type Activities - Enterprise Funds

Metropolitan Solid Total Total 2014 Internal
Health Plan Waste Nonmaijor 2014 2013 Service Funds
OPERATING REVENUES
Net charges for services. . . ...................... $ 158,493,627 $ 51,262,909 $ 3,191,407 $ 212,947,943 $ _ 205,953,263 $ 210,255,764
OPERATING EXPENSES
Personal Services. .. .........ouuiineiiinaa.. 8,868,464 6,424,414 1,431,276 16,724,154 16,602,517 146,744,262
Commodities. . .. ...t 35,674 600,267 209,643 845,584 683,532 17,033,375
Contractual services. . . ............ccooiiiiinn.. 143,949,455 38,454,178 461,293 182,864,926 179,217,833 31,195,346
Depreciation and amortization. . .. ................. - 6,591,250 772,569 7,363,819 6,886,763 14,888,604
Other. ..o 6,394,113 849,781 48,204 7,292,098 2,370,873 2,425,474
Total Operating Expenses 159,247,706 52,919,890 2,922,985 215,090,581 205,761,518 212,287,061
Operating Income (Loss) (754,079) (1,656,981) 268,422 (2,142,638) 191,745 (2,031,297)
NONOPERATING REVENUES (EXPENSES)
Othertaxes. . ...t - 52,757 - 52,757 123,459 -
Intergovernmental. . ....... ... ... ... ... - 4,969,213 - 4,969,213 3,629,332 -
Investment earnings (losses). . .. .................. 827,512 575,023 - 1,402,535 (531,364) -
Interestexpense. . .......... . ... (363,411) - (22,400) (385,811) (409,459) (624,204)
Gain (Loss) on capital asset disposal. . ............. - - (14,058) (14,058) (715,456) 511,388
Other. ..ot - 2,483,289 - 2,483,289 1,249,909 -
Environmental grants awarded. . .. ................ - (5,136,581) - (5,136,581) (2,870,747) -
Total Nonoperating Revenues (Expenses) 464,101 2,943,701 (36,458) 3,371,344 475,674 (112,816)
Income (Loss) Before Contributions and Transfers (289,978) 1,286,720 231,964 1,228,706 667,419 (2,144,113)
Capital contributions. .. ......................... - - - - 1,823,612 1,478,864
Transfersout. . ........... ... i - - (475,439) (475,439) - -
Net Contributions and Transfers - - (475,439) (475,439) 1,823,612 1,478,864
Change in Net Position (289,978) 1,286,720 (243,475) 753,267 2,491,031 (665,249)
Total Net Position - Beginning 29,943,500 145,407,430 9,143,847 184,494,777 182,003,746 129,688,802
Total Net Position - Ending $ 29,653,522 $ 146,694,150 $ 8,900,372 $ 185,248,044 $ 184,494,777 $ 129,023,553

The notes to the financial statements are an integral part of these statements.
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CASH FLOWS FROM OPERATING ACTIVITIES

Hennepin County, Minnesota
Statement of Cash Flows
Proprietary Funds
For the Year Ended December 31, 2014

Business-type Activities - Enterprise Funds

Metropolitan Nonmajor
Health Plan Solid Waste Funds

Totals

Internal
Service Funds

Receipts from customers and users. . ..................... $ 161,146,222 $ 48,388,055 $ 3,361,771 $ 212,896,048 $ 197,732,733
Payments to suppliers for goods and services. . ............. (129,776,163) (38,714,946) (871,187) (169,362,296) (48,931,417)
Payments to employees for services. . .................... (9,008,247) (6,221,927) (1,431,276) (16,661,450) (136,158,740)
Other operating disbursements. . ......................... (6,394,113) (849,781) (48,204) (7,292,098) (2,425,474)
Net Cash Provided by Operating Activities 15,967,699 2,601,401 1,011,104 19,580,204 10,217,102
CASH FLOWS FROM NONCAPITAL FINANCING
ACTIVITIES
Othertaxes. . ... e - 53,812 - 53,812 -
Net grants and contributions. . ............ ... ... ... ... ... - 1,815,921 - 1,815,921 -
Transfersout. . ... - - (475,439) (475,439) -
Noncapital debt payments. . . ............ ... ... ... ... ..., - - - - (105,071)
Interfund loan. . ....... ... .. 313,732 - (20,000) 293,732 -
Net Cash Provided (Used) by Noncapital Financing Activities 313,732 1,869,733 (495,439) 1,688,026 (105,071)

CASH FLOWS FROM CAPITAL AND RELATELC
FINANCING ACTIVITIES

Purchase of capitalassets. . .......................

..... (363,411)

(10,004,628)  (1,082,998)

(11,087,626)

(11,820,534)

Interestpaid. . ....... ... .. .. (22,399) (385,810) (625,167)
Proceeds fromissuance ofdebt. .. .................... ... - - - - 491,247
Debt issuance cost and principal payments. . ............... - - (145,000) (145,000) (1,404,294)
Net Cash Used by Capital and Related Financing Activities (363,411) (10,004,628) (1,250,397) (11,618,436) (13,358,748)
CASH FLOWS FROM INVESTING ACTIVITIES
Investmentincome. . ... ... .. .. ... ... ... 827,512 575,023 - 1,402,535 -
Net Cash Provided By Investing Activities 827,512 575,023 - 1,402,535 -
Net Increase (Decrease) In Cash 16,745,532 (4,958,471) (734,732) 11,052,329 (3,246,717)
Cash at Beginning of Year 57,915,152 35,650,495 5,114,078 98,679,725 192,055,218
Cash at End of Year $ 74,660,684 $ 30,692,024 $ 4,379,346 $ 109,732,054 $_ 188,808,501
CASH COMPONENTS:
Cash. .. $ 74,160,684 $ 21,261,019 $ 4,379,346 $ 99,801,049 $ 188,808,501
Restrictedcash. . ........ .. .. . 500,000 9,431,005 - 9,931,005 -
Cash at End of Year $ 74,660,684 $ 30,692,024 $ 4,379,346 $ 109,732,054 $_ 188,808,501
RECONCILIATION OF OPERATING INCOME (LOSS)
TO NET CASH PROVIDED (USED)
BY OPERATING ACTIVITIES
Operating income (10SS). . . . ..o vt $ (754,079) $ (1,656,981) $ 268,422 $ (2,142,638) $ (2,031,297)
Adjustments to reconcile operating income (loss) to net
cash provided (used) by operating activities:
Depreciation and amortization. .. ..................... - 6,591,250 772,569 7,363,819 14,888,604
(Increase) decrease in:
Receivables and prepaiditems. . .................... (4,977,849) (2,896,984) 148,504 (7,726,329) (12,349,877)
Due from componentunit. . ............... ... .. ..., - - 21,200 21,200 116,463
INVeNtOriES. . . oo - - 790 790 (262,491)
Increase (decrease) in:
Accounts payable and accrued expenses. . ........... 12,519,894 564,116 (200,381) 12,883,629 9,855,369
Due to componentunit. . ......... ... .. ... ... ... .. (2,454,663) - - (2,454,663) -
Unearnedrevenue. .............ooiiuiinninann... 11,634,396 - - 11,634,396 331
Net Cash Provided by Operating Activities $ 15,967,699 $ 2,601,401 $_ 1,011,104 $ 19,580,204 $ 10,217,102
NONCASH INVESTING, CAPITAL, AND
FINANCING ACTIVITIES
Contributions of capital assets. . . ....................... $ - $ - $ - $ - $ 1,478,864
Loss on disposal of capital assets. .. ..................... - - (14,058) (14,058) (30,727)
Increase in fair value of investments. . .. .................. 249,909 241,342 - 491,251 -

The notes to the financial statements are an integral part of this statement.
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Hennepin County, Minnesota
Statement of Fiduciary Net Position
Agency Fund
December 31, 2014

Agency
ASSETS
Cashandinvestments . ........... ... ... ... .. ... $ 96,488,703
Delinquenttaxesreceivable . . ........... ... ... ... ... ... ... . ... ... 34,706,600
Total Assets $ 131,195,303
LIABILITIES
Amounts due as agent $ 131,195,303

The notes to the financial statements are an integral part of this statement.
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Hennepin County, Minnesota
Notes to the Basic Financial Statements
December 31, 2014

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. The Financial Reporting Entity

Hennepin County (the County) was established in 1852 as an organized county having powers, duties,
and privileges granted counties by Minnesota Statutes. The County is governed by a seven-member
board of commissioners elected from districts within the County. As required by accounting principles
generally accepted in the United States of America (GAAP), these financial statements present the
activities of the County and its blended component units (the primary government), as well as its
discretely presented component unit. While legally separate entities, the blended component units
discussed below are included as part of the primary government, due to their governance structure and
the significance of their operational and financial relationships with the County. The County’s discretely
presented component unit is also a legally separate entity; however discrete presentation is required
because this component unit’s governing board is not essentially the same as the governing board of the
County. Each component unit has a December 31 year end.

Blended Component Units

The Hennepin County Regional Railroad Authority (RRA) provides for the preservation and improvement
of local rail service for agriculture, industry, or passenger traffic when determined to be practicable and
necessary for the public welfare. The county commissioners comprise the entire RRA board, a financial
benefit or burden relationship exists, and management of the County has operational responsibility for the
RRA. The RRA is included in the County's governmental funds, and separately issued financial
statements can be obtained from the RRA.

The Hennepin County Housing and Redevelopment Authority (HRA) provides for the development of
housing, the expanding of the tax base, increasing jobs, and industrial and commercial development. The
county commissioners comprise the entire HRA board, a financial benefit or burden relationship exists,
and management of the County has operational responsibility for the HRA. The HRA is included in the
County's governmental funds, and separately issued financial statements can be obtained from the HRA.

Discretely Presented Component Unit

Hennepin Healthcare System, Inc. d.b.a. Hennepin County Medical Center (the Medical Center), engages
in the organization and delivery of healthcare and related services to the general public and conducts
related programs and research. The Medical Center functions as a principal crisis and emergency
treatment center, and as a teaching and research institution. The County has ownership and governing
rights and obligations, including the review and approval of the annual capital and operating budgets and
the annual health service plan. Land and buildings used by the Medical Center are owned by the County
and leased to the Medical Center; therefore these assets are reported by the Medical Center, rather than
the County. Separately issued Medical Center financial statements can be obtained from the Medical
Center.
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Hennepin County, Minnesota
Notes to the Basic Financial Statements
December 31, 2014

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

B. Measurement Focus, Basis of Accounting and Financial Statement Presentation

The annual financial report includes two separate sets of statements, the government-wide financial
statements and the fund financial statements. The measurement focus, basis of accounting and basis of
presentation differs between the government-wide financial statements and the fund financial statements.
These differences, along with an explanation of the differing purposes and information provided by these
separate financial statements, are described in the sections below.

» Government-wide Financial Statements

The government-wide financial statements (i.e., the Statement of Net Position and the Statement of
Activities) report information on all of the nonfiduciary activities of the primary government and its
component unit using the economic resources measurement focus and the accrual basis of accounting.
The economic resources measurement focus results in the reporting of all inflows, outflows, and balances
affecting or reflecting the County’s net position. Under the accrual basis of accounting, revenues are
recognized when earned and expenses are recognized when a liability is incurred, regardless of the
timing of related cash flows. Property taxes are recognized as revenues in the year for which the taxes
are levied. Grants and similar items are recognized as revenue as soon as all eligibility requirements
imposed by the provider have been met. As a general rule, the effect of interfund activity has been
eliminated from the government-wide financial statements. Exceptions to this general rule are charges
between the County’s various functions where elimination would distort the direct costs and program
revenues reported for the functions concerned.

Both of the government-wide financial statements distinguish between functions of the County that are
principally supported by taxes and intergovernmental revenues (governmental activities) from other
functions that are intended to recover all or a significant portion of their costs through user fees and
charges (business-type activities). The two government-wide statements also distinguish between the
primary government and the discretely presented component unit. The structure of these two statements
is further described in the following two paragraphs.

Statement of Net Position — This statement is designed to display the financial position of the
County and its component units. The County reports all capital assets, including infrastructure,
and all long-term liabilities, such as long-term debt. The net position of the County is reported in
three categories 1) net investment in capital assets; 2) restricted; and 3) unrestricted. Restrictions
reported are those imposed by parties outside the County, such as creditors, grantors,
contributors, laws and regulations of other governments, or imposed by law through enabling
legislation. When both restricted and unrestricted resources are available for use, it is the
government’s policy to use restricted resources first, and then unrestricted resources as they are
needed. Internal service funds have been consolidated into the governmental activities that they
primarily benefit.

Statement of Activities — This statement demonstrates the degree to which the direct and indirect
expenses of a given function or segment are offset by program revenues. Direct expenses are
those that are clearly identifiable with a specific function. Indirect expenses are allocated based
on the annual County-wide Cost Allocation Plan. Program revenues include 1) charges to
customers or applicants who purchase, use, or directly benefit from goods, services, or privileges
provided by a given function or segment, and 2) grants and contributions that are restricted to
meeting the operational or capital requirements of a particular function. Taxes and other items not
properly included among program revenues are reported as general revenues. Just as the
Statement of Net Position includes all capital assets, the Statement of Activities includes all
depreciation expense. In the Statement of Activities, the operations of internal service funds have
been consolidated into the governmental activities that they primarily benefit.
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Hennepin County, Minnesota
Notes to the Basic Financial Statements
December 31, 2014

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

B. Measurement Focus, Basis of Accounting and Financial Statement Presentation

» Fund Financial Statements

The accounts of the County are organized on the basis of funds. A fund is an independent fiscal and
accounting entity with a self-balancing set of accounts. The minimum number of funds is maintained
consistent with legal and managerial requirements. All individual funds considered major are reported as
separate columns in the fund financial statements. Fund accounting segregates funds according to their
intended purpose and is used to aid management in demonstrating compliance with finance-related legal
and contractual provisions. Separate financial statements are provided for governmental funds,
proprietary funds, and the fiduciary fund.

Governmental Funds

Governmental fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. The current financial resources measurement focus
results in the reporting of only near-term (current) inflows, outflows, and balances of expendable
(spendable) financial resources. Under the modified accrual basis of accounting, revenues are
recognized when susceptible to accrual (i.e., when they are "measurable and available"). "Measurable"
means the amount of the transaction can be determined and "available" means collectible within the
current period or soon enough thereafter to pay liabilities of the current period.

The County considers revenues, including property tax revenues, to be available if they are collected
within 60 days after year-end. Expenditures are recorded when the related fund liability is incurred.
However, debt service expenditures, as well as expenditures related to claims and judgments,
compensated absences, and other postemployment benefits, are recorded only when payment is due.

In applying the susceptible to accrual concept under the modified accrual basis, the following revenue
sources are deemed both measurable and available: property taxes when levied for; and investment
earnings, charges for services, and intergovernmental revenue when eligibility requirements are met.
Changes in the fair value of investments are recognized in investment earnings (losses) at the end of
each year. Fines, forfeitures, licenses, and permit revenues are recorded when cash is received by the
County because they are generally not measurable until actually received.

The County reports the following governmental funds:
The General Fund is the County's primary operating fund. It accounts for all financial resources of the
general government except those required to be accounted for in another fund. The fund is used to

account for revenues and expenditures necessary to carry out basic governmental activities relating
to areas such as administration, legal, public safety, assessment, tax collection, roads and bridges.
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Hennepin County, Minnesota
Notes to the Basic Financial Statements
December 31, 2014

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

B. Measurement Focus, Basis of Accounting and Financial Statement Presentation

Governmental Funds — continued
Special revenue funds are governmental funds that account for revenue sources that are legally
restricted (by parties outside the County as well as those imposed by the County) to expenditure for
specific purposes other than major capital projects. The County reports five special revenue funds.

e The Human Services Fund is used to account for specific state and federal revenues,
property taxes levied specifically for human services, and expenditures for financial, social
and public health services.

e The Library Fund is used to account for County-committed property tax revenues and for
expenditures relating to the activities of the County’s public libraries.

e The Ballpark Sales Tax Fund is used to account for the inflows of cash from taxpayers to the
trustee and transfers to other funds for repayment of Ballpark related bonds, Minnesota
Ballpark Authority operating costs, and other expenditures allowed under legislation.

e The Regional Railroad Authority Fund is used to account for property taxes levied by the
RRA and expenditures relating to the preservation and improvement of local rail service for
agriculture, industry, or passenger traffic when determined to be practicable and necessary
for public welfare.

e The Housing and Redevelopment Authority Fund is used to account for property taxes levied
by the HRA and expenditures relating to the development of housing, the expanding of the
tax base, increasing jobs, and industrial and commercial development.

Debt service funds account for the servicing of general long-term debt not being financed by
proprietary funds. Debt service funds include the General Debt Service Fund, used to account for
County levy supported bonds and notes, as well as revenue bonds, and the Regional Railroad
Authority Debt Service Fund, used to account for debt issued by the RRA.

Capital Projects Funds account for the acquisition of certain capital assets or the construction of
major capital projects not being financed by proprietary funds, such as construction costs of libraries,
roads, bridges, and other construction and improvement projects. The County reports two capital
projects funds, the General Capital Projects Fund and the Regional Railroad Capital Projects Fund.

Proprietary Funds

The proprietary funds use the economic resources measurement focus and the accrual basis of
accounting. The economic resources measurement focus results in the reporting of all inflows, outflows,
and balances affecting or reflecting the fund net position. Under the accrual basis of accounting, revenues
are recorded when earned and expenses are recorded when a liability is incurred, regardless of the
timing of related cash flows. Property taxes are recognized as revenues in the year for which they are
levied. Grants and similar items are recognized as revenue as soon as all eligibility requirements imposed
by the provider have been met. Proprietary funds distinguish operating revenues and expenses from
nonoperating items.

Operating revenues and expenses generally result from providing services and producing and delivering
goods in connection with a proprietary fund’s principal ongoing operations. The principal operating
revenues of the proprietary funds are charges to customers for sales and services. Operating expenses
for enterprise funds and internal service funds include the cost of sales and services, administrative
expenses, and depreciation on capital assets. All revenues and expenses not meeting this definition are
reported as nonoperating revenues and expenses.
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Hennepin County, Minnesota
Notes to the Basic Financial Statements
December 31, 2014

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

B. Measurement Focus, Basis of Accounting and Financial Statement Presentation

The County reports the following proprietary funds:

Enterprise funds are proprietary funds used to account for those operations that are financed and
operated in a manner similar to private business or where the Board of County Commissioners has
decided that the determination of revenues earned, costs incurred, and/or net income is necessary for
management accountability. Data from two nonmajor funds are combined into a single aggregate
presentation. Individual fund data for each of the nonmaijor enterprise funds is provided in the form of
combining statements in the Supplementary Information — Enterprise Funds section of this report.
The enterprise funds that the County considers to be major funds include:

The Metropolitan Health Plan Fund (MHP) is used to account for state-authorized health
maintenance organization operations. MHP provides comprehensive coverage to enrollees
who are eligible for state and federal funded health programs including Medicaid Expansion,
Minnesota Senior Care Plus, Minnesota Senior Health Options, and Special Needs Basic
Care.

The Solid Waste Fund is used to account for the management of the solid waste system
pursuant to Hennepin County Ordinance 15 and MN Statutes 473.84 and 400.08. Fund
activities include the resource recovery facilities, transfer stations, recycling and household
hazardous waste programs, and the environmental response fund program. All money
received by the Solid Waste Fund is restricted for the purposes of providing solid waste
activities, functions, and facilities.

Internal service funds account for the financing of goods or services provided by one department or
agency to other departments or agencies of the government, or to other governmental units, on a
cost-reimbursement basis.

The Central Services Fund is used to account for receiving and distribution, mail handling,
printing, the countywide multi-function device program, paper recycling, and surplus
furnishings and equipment services.

The Central Mobile Equipment Fund is used to account for the costs of purchasing,
operating, and replacing all automotive and other mobile equipment used by departments.
The Information Technology Fund is used to account for the costs of data processing and
data processing equipment leasing services provided to departments.

The Energy Center Fund is used to account for the costs of operating the Energy Center,
which provides heat and air conditioning primarily to County-owned facilities.

The Self Insurance Fund is used to account for workers’ compensation and tort liabilities, and
for amounts relating to building and contents property insurance retentions.

The Employee Health Plan Self Insurance Fund is used to account for the County’s self-
insured health benefit plan.

The Other Employee Benefits Fund is used to account for earned and unused compensated
absences and other postemployment benefit obligations for governmental funds.

Fiduciary Funds

The County has one fiduciary fund, an agency fund, which is custodial in nature and does not present
results of operations or have a measurement focus. The Agency Fund is accounted for using the accrual
basis of accounting. This fund is used to account for assets that the County holds for others in an agency
capacity, including pass-through grants that are equivalent to pure cash conduits; client, inmate, and
other governmental agency funds held in the custody of the County; and revenues collected on behalf of
other governmental units related to property taxes.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

C. Assets, Liabilities, Deferred Outflows/Inflows of Resources, and Fund Balance/Net Position

Cash and Investments

The County maintains an investment pool for substantially all cash and investments. Each fund’s portion
of the pool is reported as “cash” or “restricted cash.” For County funds that receive investment earnings,
the allocation of those earnings is based on average monthly balances of cash and investments.
Investments are stated at fair value. The fair value of investments is based on quoted market prices.
State law authorizes the County to invest in the following instruments: U.S. government and agency
issues; repurchase agreements; reverse repurchase agreements; certificates of deposit; money market
funds; general obligations of state, local, and housing finance agencies that are rated "A" or better by a
national bond rating service; revenue obligations of any state or local government that are rated "AA" or
better by a national bond rating service; bankers acceptances; commercial paper; futures contracts;
guaranteed investment contracts; options; and shares of certain investment companies.

Interfund Receivables and Payables

Transactions between funds that are representative of lending/borrowing arrangements, as well as unpaid
amounts of interfund services provided and used that are outstanding at the end of the year are referred to
as "interfund receivables/payables.”" Balances outstanding between the governmental activities and
business-type activities are reported in the government-wide financial statements as “internal balances.”

Receivables

Taxes receivable are reported net of the allowance for uncollectible delinquent taxes, which is an
estimate based on historical collection experience. All other receivables are reported net of any allowance
for uncollectible accounts based on collection experience and management’s evaluation of the current
status of existing receivables. Receivable amounts relating to intergovernmental revenues are generally
reimbursement based, with no allowance for uncollectible accounts necessary. The portion of all
receivables not included in the allowance and not collected within 60 days is offset by deferred inflows of
resources in the governmental fund financial statements.

Inventories and Prepaid Items

All inventories are reported at the lower of cost or market, using the first-in, first-out consumption method.
Expenditures or expenses are recognized in the funds when inventories are consumed. Inventories of
supplies are reported at cost. The County does not hold any inventories for resale. Certain payments to
vendors reflect costs applicable to future accounting periods and are recorded as prepaid items in both
government-wide and fund financial statements. Governmental fund inventories and prepaid items are
offset by nonspendable constraint of fund balance. The cost of prepaid items is reported as
expenditures/expenses when consumed, rather than when purchased.

Capital Assets

Capital assets are reported in proprietary fund financial statements and in the applicable governmental or
business-type activities columns in the government-wide financial statements. Capital assets include
property, plant, infrastructure, equipment, library materials, and intangible assets. Capitalization
thresholds are $5,000 for equipment; $250,000 for improvements and intangibles; and $500,000 for land,
buildings and infrastructure. Capital assets are recorded at historical cost or estimated historical cost if
purchased or constructed. Donated capital assets are recorded at estimated fair market value at the date
of donation. In governmental funds, capital outlay and capital projects expenditures include expenditures
for capital assets, as well as for items that are capital in nature but do not qualify for financial reporting as
capital assets under the County’s capitalization policy. The costs of maintenance and repairs that do not
add to the value of the asset or materially extend the life of an asset are not capitalized (e.g., road
overlays). In proprietary funds, outlays for capital assets are capitalized as the projects are constructed.
Interest is capitalized when there is a period of time required to prepare the capital asset for use.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

C. Assets, Liabilities, Deferred Outflows/Inflows of Resources, and Fund Balance/Net Position

Capital Assets — continued
Capital assets are depreciated or amortized using the straight-line method over the following estimated

useful lives:
Buildings and improvements 20-50 years
Leasehold improvements Initial lease term
Land improvements 10-25 years
Infrastructure: Major river crossings 90 years
Conventional bridges 50-70 years
County roads 60 years
Equipment: Automobiles and light trucks 4-6 years
Construction/maintenance vehicles 10-20 years
General equipment 10 years
Computer equipment 3-4 years
Software 3-7 years
Library books and materials 7 years
Intangible assets 3-8 years

Employee Compensated Absences

It is the County’s policy to permit employees to accumulate earned but unused compensated absences.
Under certain conditions, employees are compensated upon termination of employment for their
accumulated unpaid vacation, paid time off, and sick leave up to a maximum number of hours. The
County has chosen the option of using an Internal Service Fund to account for the cost and liquidation of
the governmental funds’ compensated absences. As a result, the County reports these estimated earned
and unused benefits on a full accrual basis.

Long-Term Obligations

In the government-wide and proprietary fund statements of net position, long-term debt and other long-
term obligations are reported as liabilities. Bonds payable are reported net of the applicable bond
premiums and discounts, which are deferred and amortized over the life of the bonds using the interest
method. Bond issuance costs are expensed in the period issued. In governmental funds, the proceeds
from the issuance of debt and debt premiums are reported as other financing sources, while discounts on
debt issuances are reported as other financing uses. Issuance costs and debt principal payments are
reported as governmental fund expenditures.

Deferred Outflows/Inflows of Resources

In addition to assets, the statement of financial position will sometimes report a separate section for
deferred outflows of resources. This separate financial statement element represents a consumption of
net position that applies to future periods and so will not be recognized as an outflow of resources
(expense/expenditure) until then. The County reports a deferred charge on refunding in this manner in the
government-wide statement of net position. A deferred charge on debt refunding results from the
difference in the carrying value of refunded debt and its reacquisition price. This amount is deferred and
amortized over the shorter of the life of the refunded or refunding debt.

In addition to liabilities, the statement of financial position will sometimes report a separate section for
deferred inflows of resources. This separate financial statement element represents an acquisition of net
position that applies to future periods and so will not be recognized as an inflow of resources (revenue)
until that time. Only the County’s governmental fund unavailable revenue items are in this category.
These amounts are deferred and recognized as an inflow of resources in the period that the amounts
become available.

54



Hennepin County, Minnesota
Notes to the Basic Financial Statements
December 31, 2014

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

C. Assets, Liabilities, Deferred Outflows/Inflows of Resources, and Fund Balance/Net Position

Fund Balance and Net Position
In the governmental fund financial statements, fund balance is reported in the following classifications that
are based on the spending constraints placed on the resources:

¢ Nonspendable fund balance —amounts that are not in a spendable form (such as inventory).

¢ Restricted fund balance — amounts constrained to specific purposes by their providers (such as
grantors, bondholders, or higher levels of government) or imposed by law through enabling
legislation.

e Committed fund balance — amounts constrained to specific purposes by the County Board as
approved or rescinded in a Board Resolution.

e Assigned fund balance — amounts constrained by the County’s intent to be used for specific
purposes, but are neither restricted nor committed. As adopted in 2010 on Board Resolution 10-
0431R2, the County Board, County Administrator, Deputy County Administrator, and the Director
of the Office of Budget and Finance have the authority to assign fund balance.

e Unassigned fund balance — amounts included in the residual classification for the General Fund
that have not been restricted, committed, or assigned to specific purposes, and deficit fund
balances of the other funds.

When an expenditure is incurred for purposes for which both restricted and unrestricted fund balance is
available, restricted fund balance is used first. When an expenditure is incurred for which unrestricted
fund balance is to be used, committed amounts are used first, followed by assigned, and then unassigned.

In the enterprise fund and government-wide financial statements, the net investment in capital assets
portion is reported separately. Restricted net position is reported for amounts that are legally restricted by
outside parties to be used for a specific purpose or imposed by law through enabling legislation. The
unrestricted component of net position consists of the net amount of the assets, deferred outflows of
resources, and liabilities that are not included in the determination of the other two components of net
position.

D. Comparative Data, Reclassifications, and Use of Estimates

Comparative total data for the prior year have been presented in selected sections of the accompanying
financial statements and footnot