MINUTES OF A STUDY SESSION OF THE PRINCETON CITY COUNCIL HELD ON
SEPTEMBER 1, 2011, 4:30 P.M. IN THE CITY HALL COUNCIL CHAMBERS
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Mayor Jeremy Riddle called the meeting to order. Council members present were Dick Dobson,
Victoria Hallin, Thom Walker and Paul Whitcomb. Staff present was City Administrator Mark
Karnowski, Finance Director Steve Jackson, Community Development Director Carie Fuhrman,
Public Works Director Bob Gerold, Police Chief Brian Payne, and Fire Chief Jim Roxbury.

CGMC Presentation (Bradley Peterson)

Bradley Peterson from the Coalition of Greater Minnesota Cities was present. Peterson said he
would start by talking about the local government aid issue within the larger context of the state
budget, including activities regarding economic development, environment, and annexation is-
sues.

Peterson stated that the local government aid has been a huge challenge. On top of that, there
are over 50 new senators and representatives, which is huge relative to most election cycles.
Another major change was going from Democratic controlled to Republican controlled and the
first Democratic governor in over twenty years. There has also been significant resistance and
opposition from the Minnesota State Chamber of Commerce, including significant reduction and
restructuring of local government aid.

It was a pretty significant accomplishment to maintain the level of funding at its 2010 level. The
first step included gaining support of political leaders at last year’s conference in Winona. We
worked to engage prospective incoming legislators in areas with open seats and competitive
seats. We used this opportunity to educate and engage these potential legislators and it also
gave the public an opportunity to hear what the potential legislators thought. After the election,
we spent a lot of time meeting with many incoming freshman legislators from greater Minnesota.
Many had never served in local government and didn’t know what LGA was. We worked on
educating them, explaining the importance of LGA, and so on. Peterson continued discussion
regarding the Phase One Budget bill, which was eventually vetoed by the governor, and the oc-
currences throughout the rest of the legislative session and special session.

Peterson passed around a handout for discussion. He explained the first graph titled, “Pro-
posed and Final Solutions to Close the Budget Deficit”. He then went through the graph titled,
“Projected Deficit of the Next Biennium Budget (2014-15)". Peterson then explained the next
graph titled, “Local Government Aid by Proposal,” specific to Princeton. The graph includes
2011 LGA, 2012 LGA, and the total LGA Appropriation.

Peterson explained that there will be a phasing out of the Market Value Homestead Credit pro-
gram. He stated that there will be a shift and some property owners will see an increase in their
taxes as a result of the phasing out of this program. Walker stated that this market value ho-
mestead credit going away is difficult to understand.

Peterson explained that the program was designed to provide state-paid property tax relief to
owners of certain qualifying homestead property. In the 9 or 10 years of program, the state only
paid it once. So, cities would set their levy and would end up short on their budget. Peterson
explained the Idea is to phase it out and then they will exclude a portion of the homeowner’s
value from their property taxes and that’'s how others will see shifts to other properties. A month
and a half later, some legislators are just now understanding what they voted on. It was voted
on in a one day session, so not a lot of time for analysis and understanding. There is going to
be a property tax impact there.

Peterson explained the final graph titled, “Property Tax Impacts of Budget”. The hit to greater
Minnesota is greater than the metro area for two reasons: 1) more greater MN communities get
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local government aid and 1) greater share of the Market Value Homestead Credit went to com-
munities in greater Minnesota. Peterson said that this is a bad deal, but it could have been
worse. The coalition did a lot of work to bring new partners into the discussion. We went out
and with assistance, got fourteen local chambers of commerce to write letters to Legislators
saying that they should continue to fund LGA, which was a significant effort. We hope to capi-
talize on that relationship.

Karnowski said that last year, the Council wrestled with an issue where they were looking at
possibly raising the levy to make up for higher expenses and found out that because of the re-
duction in value in residential properties — and the fact that most commercial/industrial proper-
ties’ values held—there was a fairly big tax shift from residential to commercial. Are you saying
that situation will be exasperated by this deal?

Peterson responded yes, that is a fair interpretation.

Karnowski asked if there had been any conversation by legislative leadership to revisit what
they did in the next session?

Peterson stated that interestingly not. Many of legislators are saying that this phase out of the
Market Value Homestead Credit Program is actually a good thing. It is striking the indifference
that many legislators have to property tax impacts as it relates to businesses. Property taxes
are a constant cost. This is one of the things that in the next session we are certainly going to
be highlighting with legislators — how are we supposed to grow greater Minnesota communities
and jobs with this type of pressure on businesses?

Hallin stated that they will tax them right out of the state.

Peterson said that people are starting to wake up to the issue. They have also received a lot of
editorial support across greater Minnesota. We had a lot of engagement with media — the most
that it’s ever been. Over 40 very positive stories, editorials, etc., have been published on these
issues around greater Minnesota.

Karnowski said that one of the issues that the Coalition does that is not helpful is they keep talk-
ing about LGA, and he does not know that “John Q Public” really understands the concept of
what LGA really is. LGA really is a property tax relief. If the Coalition, Council, and staff talk
about property tax relief — it resonates more with the public.

Peterson said that we talk about LGA, but we certainly talk about the next step . There are cuts
somewhere that cities are having to do, whether the public sees it or not. Your point to the
property tax relief is well taken. Peterson stated that in a lot of communities there is a pretty
high awareness of what LGA is. It varies pretty significantly from community to community. The
LGA that cities get is less than 3% of the states general fund budget.

Walker asked if you’ve sensed a change in attitude towards it since it haspassed or are legisla-
tors pretty entrenched in what they voted for?

Peterson stated that the thing they don't like are the one time steps that they had to take to bal-
ance the budget. They are owning that this was an ugly process with kind of an ugly result. At
least many legislators are. | would be interested to know what your legislators have talked to
you about.

Peterson said on the economic development side of things, 4 million dollars for greater MN
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business programs was allocated that allows grants through DEED to be made to communities
as they’re trying to attract businesses. The funding helps finance 50% cost of infrastructure,
and it’s been very successful.

Peterson said on the environmental side, the Coalition supported and was able to help pass
some legislation relating to phosphorus and Lake Pepin. Two thirds of Minnesota drains into
Lake Pepin, and Minnesota and Wisconsin need to come up with a joint standard. We worked
on issues relating to accreditation of municipal wastewater labs for testing of water. We also did
some work on issues relating to parks and trails: we helped in securing an exclusive 20% share
for greater Minnesota, while 40% went to the DNR and the remaining 40% to the metro area.

Peterson said your city had an issue earlier this year relating to detachment, and Chris Hood
was able to help you. Detachment has been coming up a number of times throughout the state.
Senator John Carlson wanted to start work on how to make the process a little better, more fair,
and updated. Statute is unclear on the township’s roll, and lots of costs end up being placed on
city. We worked with the League, townships, and Senator Carlson to put a bill together that was
introduced and will hopefully be passed next year that addresses detachment issues. One of
most significant things is that right now, in statute, there is a process that before you can go to a
contested case, you need three meetings. These meetings can be very trivial affairs/processes.
We were able to negotiate not doing those three meetings and instead just go to third party
mediation. That process is a lot better at resolving things before it goes to a contested case.

Peterson said the second significant change has to do with who bears the costs if it does go to a
hearing. The presumption now is that the property owner who is petitioning will bear 50% of the
cost, unless there is some finding that the city is not handling the issue correctly. Finally, we are
looking to examine what is next for greater Minnesota in regards to economic development and
looking at what happens next and how we position ourselves for recovery in general. Our office
is working on that and will hopefully be coming forward at our fall conference in November in
Fergus Falls with some ideas. It will be a multi-year discussion. Folks are desperate to figure
out how to create and maintain jobs. Peterson said he appreciated you having me here and
Princeton’s membership. He also appreciates Victoria’s leadership on our board. He then
asked for any questions?

Hallin asked about the powerpoint presentation that was given at the last conference— could you
possibly get a list of those names of the special guest speakers and websites and send them
through to the City Administrator to distribute them?

Peterson said that is not a problem.

Hallin stated that the conference was an excellent opportunity for education on business expan-
sions.

Mayor Riddle commented on the Angel Tax Credit.

Peterson stated that the legislator passed the Angel Tax Credit, which provides incentives to
investors or investment funds that put money into startup and emerging companies focused on
high technology or new proprietary technology. At least after the first year, the lion share of the
investment is going to businesses in metro area. One of the things we will be looking at is to
figure out how we can help encourage that investment go to greater Minnesota.

The Council thanked Mr. Peterson for coming
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Preliminary Budget Discussion

Jackson stated that there are a couple of preliminary budget analysis sheets to spur discussion.
Next Thursday is when the Council has to set their preliminary budget/preliminary levy and send
it to the county. Typically, we have planned for a little bit of an increase in the levy and then
work through the actual detailed budget and see where we end up. We are able to decrease
the levy, but not increase it. The purpose of tonight’s discussion is two-fold: department heads
to present things they think are particularly concerning to them, or new programs or new capital
improvement items; and, for myself, | am looking for the Council’s feelings, what direction they
want to go - whether to just have a full on levy freeze, whether you want to try and levy back
some of the LGA and market value credit aid losses, or some combination of the two; we must
figure out what exactly the Council is looking for and then prepare the resolution for next Thurs-
day.

Jackson went through the list of adjustments for 2012 on the 2012 Preliminary Budget Summary
sheet, including increase in elections, decrease in sealcoating, general inflationary increase,
wage increases (Steve noted that 2012 would be third year for zero increase and fourth year
with the furlough), Medical insurance increase, wage increases due to additional hours and
steps, PERA rate increase, reinstatement of school liaison officer reimbursement, adjust W/C,
property and liability insurance premium cost, fire department budget increase (fire department
is going to be requesting from the Fire Board an increase of 3%, which the city’s portion ends up
being about $2,815), development intern, transfer from Liquor Store, and reduce contingency.

Discussion followed regarding the reinstatement of the school liaison officer.

Jackson said the net result with these assumptions is that we would need about a $46,000 in-
crease in the tax levy just to stay the same. It would end up being about a 1.75% increase in
the tax levy. Going back to the first sheet and what Mr. Peterson mentioned — this was my un-
derstanding of it, but | think it is what he was saying, is that in 2012, we’re not going to get a
reimbursement from the state for the market value that they have. Last time we got what was
considered the full amount was approximately $137,000. That is closer to the amount that will
be excluded from the low and moderate valued homes and will get massaged throughout the
rest. What it ends up doing is increasing the tax rate. Even though they get an exclusion; their
tax rate goes up a little. The majority of it will probably be paid by the commercial, industrial,
and higher-valued homes.

Walker commented that it's going to be put on the commercial and industrial properties. He
asked about the transfer from the liquor store in 20107

Jackson stated we did not do that last year — we decided to hold that in reserve for possible ad-
ditional cuts to LGA. | think that is an option, but | would caution against going too high with that
because again, there probably isn’t so much in 2011, but 2012 could have additional LGA cuts.
That would be one source that we would have to alleviate the impacts from other cuts.

Jackson stated that last year, on the preliminary budget, we did about a 5% increase proposal,
and then went down to 0.

Walker asked how these numbers affect the departments? Do they have to figure out how to do
things cheaper?

Steve said it will be the third or fourth year doing the same with the same amount of money.
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Walker stated that this medical insurance increase — is that an aggregate of all departments?

Steve answered yes, that is for the entire group. It is possible that a portion will get paid by the
sewer fund; a little bit by the liquor store. 1 think for the most part, the employees have really
worked with the city to try and help with the budget situation. Last year, for 2011, there was a
little bit of frustration. | would assume that with 2012, there might be more.

Dobson said that when it comes to wages, it's been three years since we have done anything as
far as cost of living, but yet everyone’s expenses have gone up and up. | would like to figure out
some way that we can get some kind of percentage cost of living increase for the employees.
They have stuck around and put up with less people in some cases. | still like the idea of a fur-
lough and would like to keep that. | am just throwing out ideas.

Whitcomb asked if most employees are still in the step area?
Karnowski stated the police department still has some steps going.

Jackson stated a higher percentage are at the top step. All but one of the Public Work’s crew
are at the top step.

Walker asked how we get out of this? This is painful every year.

Karnowski stated that we are actually fortunate when we look at what has happened out in the
industrial park. Princeton had the most action of any city in all of Sherburne County last year
according to their Assessor. When you take a look at what is going on in the industrial park now
with USDP addition. They’re going to be adding 180,000 SF, which a lot of that won’t come on
until 2013 as far as value goes, but the other good part is that they’re going to be putting in
more hours for employees and doing some dramatic increase in personnel, which hopefully
helps the housing market in the city. Plus, of course, Walmart. But that won’t come on until
2014. If we can keep building our tax base, eventually we can help work our way out of that.
But, no, it is tough. | am very proud of our staff and the efforts they have taken to try to find new
ways to provide the same level of service with less money. The problem is you cannot keep
doing that year after year because eventually you run out of good ideas. | know | have some
employees who are happy that they still have a job, but concerned that gas prices are higher
and that wears on people. Sewer rates and electric rates are going up also.

Payne asked about the mobile home parking coming into town and its effect on the tax roll?

Mark stated if the mobile home park came into the city, we would be very close to being able to
access state aid highway funds. But, again, it would impact our general fund budget by being
able to use the state aid road funds to do sealcoating on certain roads in the city, which would
allow us to shift some things. But, not a lot. It is tough; there’s no doubt about it. We have staff
that is really chipping in.

Payne asked what will happen a few years down the road when it comes time to replacing
people that retire? It is going to be difficult when we haven’t been increasing those wages. It
will be difficult to find quality people to replace those positions when we are five years behind
wage-wise.

Karnowski said that we have put in another request for being in the bonding bill for the public
safety building. The mayor has been pushing me and | am trying to get it organized to get the
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building committee back together to look at some alternatives that are cheaper. We have some
significant problems in the cop shop and space issues at the fire barn, which need to be ad-
dressed somehow, some way. One of the thoughts for funding would be liquor store funds,
which are kind of our source of “last chance”. If something does happen and we have to find
some money, the liquor store money has been helpful. If we indeed get in the bonding bill — we
would have to find the other 50%.

Dobson said that one nice thing about using some of the liquor store funding for a public safety
building — it is supporting public safety. It can show how the two can go hand in hand: the sale
of alcohol, along with law enforcement and fire.

Walker said it's important for the public to see the liquor store funding used for something. It
legitimizes the fact that you are running a municipal liquor store for municipal benefits.

Karnowski said that a study was done a few years ago that showed cities in the municipal liquor
business — when they get out — the police calls related to the sale of alcohol go up and property
taxes go up. Being able to control the sale of alcohol in the city is a plus.

Walker stated that he agreed with that. He said I'm sure the thought is out there that we have
this expensive liquor store. If we can say that we are doing this with that funding - it would be
nice to be able to advertise that.

Karnowski stated that the good news is that Nancy is doing a really good job out there and the
income stream has basically stabilized. | would anticipate that things will get better with the
construction of Walmart. Before, we were a little hesitant about tapping liquor store funds be-
cause we didn’t know. | feel more comfortable with the stability of that source.

Jackson stated that we have used the liquor funds for some things in the past. Usually for our
share of the airport improvements and for some park stuff. It has been usually limited to one
time things so that we are not over-committing. | agree with that analysis that the Walmart
should have a positive effect and should stabilize the operation of the liquor store.

Walker asked about additional rumblings about someone else wanting to build out in that devel-
opment?

Mark stated that I'm not aware of anything that’s in the works, but Carie has been talking with
the owners across 21° Ave.

Hallin stated that all lots have been sold from her understanding, except one. Other people own
lots out there, but they are waiting.

Mayor Riddle asked about the general fund balance.
Jackson stated that | would think we will be able to hold flat.
Mayor Riddle asked what is the estimated total for payroll?
Jackson stated around 1.5 million total.

Mayor Riddle asked about a one percent increase?

Jackson stated one percent comes out to about $18,000.



Princeton City Council Minutes
September 1, 2011
Page 7

Mayor Riddle asked about last year’s increase in the fund balance. Could we even do a 15% of
last year’s fund increase as a fund transfer?

Jackson stated yes. It ends up not being a transfer; it will show as an additional $15,000 in-
crease in expenses. That is a possibility. A concern | have is how the rating agencies will in-
terpret a reduction of any amount in our fund balance, and they’re being tough on that right now.

Mayor Riddle said that is a good point.

Karnowski stated that another alternative might be to wait until the end of the year when we
have a better feel for what the fund balance will do. If it looks good, then transfer some money
out into the budget and do something so that it wouldn’t happen January 1°.

Mayor Riddle said do a little rollover instead of an increase.

Karnowski stated it is a concern with the wastewater treatment debt we’ve taken on.

Walker stated that it is important to do that (responding to Dobson’s point). To Payne’s point,
it's going to be a real sticker shock when it comes time to have to hire someone in a competitive
market, but things change.

Walker asked Gerold if he ever banks fuel?

Gerold said they buy as needed.

Walker asked how hard it was to pre-buy fuel?

Karnowski stated you just don’t know. Years ago, when things were fairly stable, you could get
bids. Now days, the price of crude oil has jumped about nine bucks a barrel, but it also fell dra-
matically. Mark stated there are some people that pre-pay on propane and come out alright, but
gasoline and diesel is hard.

Walker stated he was just curious. If it stabilizes the budget, that means something too.

Hallin said that we need to be careful if we don’t set a levy increase. Last year we didn’t in-
crease the levy, this year we need to be careful because if LGA is pulled a year or two from
now, how do we recover from that? I think we have to be looking to the future as well when we
think about a levy or not levying.

Karnowski stated that quite a few cities have seen the handwriting on the wall and so they do
not budget for LGA at all, and if they get it, they slide it into the capital improvement fund. But,
they’re not using it for general fund. Their LGA isn’t as high of a percentage as it is here.

Hallin stated that | made that statement last year that we have to be careful not to keep that levy
at no increase.

Walker asked how many calls were received regarding getting too many city services?
Mark stated he can’t remember getting one. | get a few calls a week from somebody who said

the trash basket at the airport needs to be emptied. It's good that citizens let us know that we
need to take care of things. It's always interestin what can generate a phone call.
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Hallin stated that people are coming to her about their increase in electric rates. That has been
a big topic for me with people in the community.

Walker stated that he’s not foreseeing any more efficiencies happening. We are about as effi-
cient as we can be.

Mayor Riddle said I'm okay looking at it as it is and thinking about the cost of living adjustment.

Jackson stated that he contacted Phil at the county, and they do not have the values yet to plug
in yet. | think the change in market value credit threw them for a loop as well. Our RTD is an
additional calculation for them as well. So, is that a consensus to look at the 1.75% increase in
the levy?

Karnowski said whatever number you set — you can’t go up.

Walker asked about saying 2% and leave us some wiggle room? How much do you think that is
for an average house?

Jackson said it would be a buck or two per house.

Walker said we have to make some headway somewhere without really hurting people too
much.

Jackson said | think it would be reasonable to do that, and then like last year, when we intended
to do 5% and found out what effect the residential shift had, we changed the amount. Right
now, we really don’t know what the estimated net tax capacity is. We could do it at 2% and wait
to find out what impact that is going to have. The difference is you get the phone calls and con-
versations. But, I'm just saying that is an option.

Dobson said that I'd rather have it a little higher and be able to go back down just to cover
bases. |think every year since I've been on the Council, we have been able to back down from
what we’ve originally set. | know people get upset when they see it in the paper as 5%.

Hallin stated she would rather go high as well.

Dobson stated that when he receives phone calls from residents, and | explain that the number
would be the highest it could be — people generally understand it a little more.

Karnowski reiterated the 2% wiggle room increase.

Whitcomb said he is fine with that and agrees with Hallin in regards to looking towards the future
because we just don’t know. It’'s going to be a rough year on people.

Jackson said he had to fill in the dates as well. It looks like we should be able to do it on a regu-
lar Council meeting. Council meeting in December is the 22" — assuming we will be having that
one, | will put that date down

Discussion ensued regarding having an additional meeting on December 8",

Jackson stated that department heads are working on the capital improvement requests. We
might use one of the study sessions to go over those if that works out.
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Kinship 5K Authorization

Karnowski stated that Kinship Youth Mentoring will be holding a 5k Fun Run fundraising event
on September 24, 2011. Jeanne Bromberg, Executive Director of Kinship, has talked to the po-
lice chief and apparently, there are no issues. The recommendation is to approve the plans as
outlined.

MOTION BY DOBSON TO APPROVE THE PLANS FOR THE 5 K FUN RUN FUNDRAISING
EVENT TO BE HELD ON SEPTEMBER 24, 2011 SPONSORED BY THE KINSHIP YOUTH
MENTORING PROGRAM. WHITCOMB SECONDED THE MOTION.

Whitcomb asked if they’re going to be blocking any streets off.

Payne saidno, they won’t be blocking anything off. We will get some reserves to help out that
day though.

ALL AYES. MOTION CARRIED.

THERE BEING NO FURTHER BUSINESS, DOBSON MOVED TO ADJOURN AT 6:03 PM.
HALLIN SECONDED THE MOTION. ON THE VOTE: AYES - 5; NAYS - 0. THE MOTION
CARRIED UNANIMOUSLY.

Respectfully Submitted,

Carie Fuhrman, Community Development Director
ATTEST:

Jeremy Riddle, Mayor



