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December 8, 2009

The Board of County Commissioners and the
Citizens of Frederick County, Maryland

| am pleased to present this Comprehensive Annual Financial Report
(CAFR) of Frederick County, Maryland (the "County") for the fiscal year
ended June 30, 2000.

Formal Transmittal of the CAFR

This report was prepared by the County's Finance Division in cooperation
with the finance departments of the County's component unit organizations
in conformity with accounting principles generally accepted in the United
States (GAAP). This report includes the independent auditor's opinion of
the Board of County Commissioners’ (the “Board”) appointed certified public
accounting firm pursuant to Section 2-7-68 of the Frederick County Code.

Management is responsible for both the accuracy of the presented data and
the completeness and fairness of the presentation, including all disclosures,
in this report. We believe the information presented is complete and
accurate in all material respects, and it fairly presents the county’s financial
position and results of operation. We also believe that all disclosures
necessary to enable the reader to gain an understanding of the
government's financial activities are included. To provide a reasonable
basis for making these representations, management has established and
maintained a comprehensive system of internal control. This internal control
structure is designed to ensure that the assets of the government are
protected from loss, theft, or misuse and to ensure that adequate
accounting data is compiled to allow for the preparation of financial
statements in conformity with GAAP. Because the cost of internal controls
should not exceed the anticipated benefits, the objective is to provide
reasonable, rather than absolute, assurance that the financial statements
are free from any material misstatement. As management, we assert that,
to the best of our knowledge and belief, this financial report is complete and
refiable in all material respects.

The financial statements of Frederick County, Maryland have been audited
by Linton Shafer Warfield & Garrett, P.A. (LSWG), a firm of licensed
certified public accountants. LSWG has issued an unqualified opinion on
the County's financial statements as of and for the fiscal year ended June
30, 2009. The independent audit involved examining, on a test basis,
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evidence supporting the amounts and disclosures in the financial statements, assessing
the accounting principles used and estimates made by management, and evaluating the
overall financial statement presentation. The auditot’s report is located at the beginning
of the financial section of this repori.

The County is also required to undergo an annual Single Audit in conformity with the
provisions of the Single Audit Act of 1984 (as amended in 1996 and 2003) and the
provisions of the U.S. Office of Management and Budget (OMB) Circular A-133, Audits
of States, Local Govemments, and Non Profit Organizations. Information related to this
Single Audit, including a schedule of expenditures of federal awards, the independent
auditor's reports on internal controls and compliance with applicable laws and
regulations, and a schedule of findings and questioned costs will be included in a
separately issued single audit report.

Generally Accepted Accounting Principles require that management provide a narrative
introduction, overview and analysis to accompany the basic financial statements in the
form of Management's Discussion and Analysis (MD&A). This letter of transmittal is
designed to complement the MD&A and should be read in conjunction with it. The
County's MD&A can be found immediately following the report of the independent
auditors.

Profile of Frederick County

Frederick County, founded in 1748, originally included the present Maryland counties of
Garrett, Allegany, Washington, Carroll and Montgomery. It is located in the north central
part of Maryland, is 664 square miles in area, and serves an estimated population of
234,400. Frederick County, Maryland, is bordered on the north by the Commonwealth of
Pennsylvania, on the west by Washington County, Maryland, on the east by Howard and
Carroll Counties, both in Maryland, and on the south by Monigomery County, Maryland
and the Commonwealth of Virginia.

There are twelve incorporated municipalities within Frederick County. The County seat
and largest city is the City of Frederick, which has an estimated population of 62,200.
The City of Frederick is located approximately 45 miles northwest of Washington, D.C.
and 45 miles west of Baltimore, Maryland.

Frederick County is governed by an elected five-member Board of County
Commissioners that serves for four years. Section 3 of Article 25 of the Annotated Code
of Maryland of 1957, as amended (the "Maryland Code”) sets out the enumerated powers
of the county commissioners of each county in the State of Maryland (the “State”) that is
governed by the county commissioner form of government. Section 1 of Article 25
declares the county commissioners of a county to be a corporation. Under Maryland law,
the county commissioners combine executive and legislative functions. The executive
offices of the County are located at Winchester Hall, 12 East Church Street, Frederick,
Maryland. The County’s Internet address is www.frederickcountymd.gov.

The Board may exercise only such powers as are expressly conferred on it: (1) by the
Maryland General Assembly as codified in the Maryland Code, and (2) by public local



laws enacted by the Maryland General Assembly, which apply only to Frederick County
and are codified as Part |l of the Frederick County Code, 2004, as amended (the
“County Code”). Part 1l of the Frederick County Code is known as the Code of Public
Local Laws of Frederick County, 1979.

Section 1 of Article 25 of the Maryland Code empowers the Board to appoint a clerk to
the Board, and all other officers, agents and employees required for County purposes not
otherwise provided by law. The County Code empowers the Board to appoint an
attorney to provide it with legal services and a county manager to administer and
supervise the daily operations of County staff.

- The Reporting Entity

The County provides a full range of services, including fire and rescue; law enforcement;
sanitation services; construction and maintenance of highways, streets, and
infrastructure; recreational activities; and general government activities. Bell Court
Apartments, the Solid Waste Management, and Water and Sewer Enterprise Funds are
supported through user fees. The Citizens Care and Rehabilitation Center and the
Division of Permitting and Development Review are primarily supported through user
fees with supplemental support from the General Fund. Montevue Home is more heavily
subsidized by General Fund contributions. Incorporated municipalities within Frederick
County provide some or all of the following services within their boundaries which
relieves the County from providing these services in those areas: highway and street
maintenance, parks and recreation, planning services, and police protection. The County
is also financially accountable for legally separate entities, which are reported separately
within the County’s financial statements. The entities, known as component units, that
meet these criteria are the Frederick County Board of Education, the Frederick
Community College, and the Frederick County Public Libraries. The County has no
blended component units. Additional information on the component units can be found in
Note 1 in Exhibit lI-A-14.

- Budgetary Overview

The annual budget serves as the foundation for the County’s financial planning and
control. The County budget is comprised of the operating budget for the General Fund,
the Capital Budget (from project inception through the current year), and the Capital
Program (a six year plan). Budgets are also adopted for most Special Revenue Funds
and the Enterprise and Internal Service Funds. The formulation of the County’s budget is
the responsibility of the Budget Officer. Public local law requires the budget (1) to be
adopted by the Board prior to the beginning of the fiscal year, and (2) maintain a surplus
at the end of the fiscal year.

The General Fund budget is prepared and submitted to the Board by the Budget Officer
based on estimated revenues and expenditures of operations submitted by the County
departments and agencies for the ensuing fiscal year. When submitted to the Board, the
General Fund budget must contain: the prior fiscal year's fund balance in excess of five
percent of the General Fund expenditures and transfers to the Board of Education and
Frederick Community College on a budgetary basis for the prior fiscal year, if any;
estimates of taxes and other revenue sources at a rate sufficient o balance the budget;



recommended appropriations for current expenditures for each department or agency,
and for other purposes; and amounts sufficient to meet all general obligation debt service
requirements for the next fiscal year, including portions of the Capital Program to be
financed out of current revenues during the fiscal year.

The Capital Budget is the County’s plan to receive and expend funds for capital projects
during the ensuing fiscal year. The Capital Program sets forth the County’s plan of
proposed capital projects to be undertaken in the ensuing fiscal year and the following
five fiscal years and the proposed means of financing all projects. The Capital Budget
and Capital Program are prepared by the Finance Division from submissions by the
County departments and agencies and must be approved by the Board. The portion of
the cost of the Capital Budget that is to be paid from current funds may be included in the
General Fund Budget or certain special revenue and enterprise funds.

No department or agency of County government may, during any fiscal year, expend or
contract to expend any money or incur any liability or enter into any contract which by its
terms involves the expenditure of money in excess of the amounts appropriated or
allocated in the budget for such fiscal year, or in any line item transfer approved by the
Board; and no payment may be made nor any obligation or liability incurred which has
hot been provided for in the Capital Budget. Transfer of appropriations among the items
set forth therein may be authorized with the approval of the Board.

The Statement of Revenues, Expenditures, and Changes in Fund Balance — Budgetary
Basis - Budget and Actual is presented for the General Fund and the Agricuitural
Preservation Fund, a special revenue fund, which adopt annual budgets, and are
presented in Exhibit 1I-A-7 and Exhibit [I-A-8, respectively, as part of the basic financial
statements. Budget-to-actual comparison schedules for special revenue funds with
legally adopted budgets are presented in the Supplementary Data portion of the Financial
Section.

Information to Assess Economic Condition

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

Local Economy - The economic condition and outlook of the County have substantially
improved during the past ten years. According fo census records, the population of the
County has grown from 150,208 in 1990 to 195,277 in 2000, with an estimated population
of 234,400 as of July 2009, a 56.1 percent increase from 1990. The Division of Planning
and Zoning estimates the Couniy growth will be steady through calendar year 2020,
when the population will reach an estimated 287,900.

Frederick County had the sixth highest number of new jobs created in the State of
Maryland for calendar year 2004 to calendar year 2008, for a total of 4,450 new jobs
created. The civilian labor force in the County was estimated at 125,600 in June 2009.
Of this number, 117,447 were employed, resulting in an unemployment rate for the
County of 8.5 percent. This rate is substantially lower than the statewide unemployment



rate of 7.4 percent and the national unemployment rate of 9.5 percent. (Source:
Maryland Department of Labor, Licensing and Regulation) While the County’s
involvement in the nation-wide recession had not reached its full extent at the end of the
fiscal year, we anticipate that the County will hold its comparative standing within the
State of Maryland.

The County’s estimated taxable assessed real property value has increased $9.9 billion
since 2004 or 65.7 percent. As of June 30, 2009, taxable assessed value totaled $24.9
billion. The growth in the taxable assessable base from FY2008 to FY2009 was 9.0
percent. The continued emphasis on economic development within the County shouid
result in assessable base growth in the foreseeable future although residential housing
construction and resale of existing homes has been slowing as evidenced by the
decrease in recordation taxes from FY2008 to FY2009 in the amount of $7.1 million, or
26.9 percent. The commercial market does not appear to have been as directly affected
by the drop in the residential market as evidenced by its continued strong growth.

Fort Detrick, a military installation primarily dedicated to medical research, is an
economic engine for the County as well as the State of Maryland. Federal biodefense
expansion and Base Realignment and Closure (BRAC) 2005 changes at Fort Detrick
have resulted in $373 million in ongoing construction happening now and another $2
billion in total projects over the next three years representing an additional 1,112 jobs
from 2010 through 2018. In related bioscience research expansions, the National Cancer
Institute (NCI1) and Science Applications International Corporation (SAIC) - Frederick, Inc.
broke ground in November 2008 on an advanced technology research facility which will
provide 330,000 square feet for offices and state-of-the art laboratories for cancer and
AIDS research, and will be the cornerstone for a research campus facility at this site.

Long-term Financial Planning - Major initiatives during FY2009 were predominately in
the Capital Budget area. Major general governmental projects approved in the six year
Capital Improvements Program (fiscal years 2009-2014) include:

Adult Detention Center (Expansion)
Health Department (Expansion)

Public Safety Training Facility (Expansion)
Communications Systems Improvements
Brunswick Branch Library

Walkersville Library

Myersville Library

e & & & = o

Additional projects to expand and improve park facilities and construct water and
wastewater infrastructure to serve the growing population are included in the plan. The
entire Capital Improvements Plan totals $755 million for fiscal years 2009 to 2014.

Frederick County concluded the fiscal year ended June 30, 2009 with a General Fund
unreserved fund balance of $49.5 million. Section 2-7-1(a) of the Frederick County Code
provides that "the County must maintain an unappropriated undesignated General Fund
balance equal to 5 percent of General Fund expenditures and fransfers to the Board of
Fducation and the Frederick Community College.” Expenditures and transfers to



component units measured on a budgetary basis fotaled $427.3 million. The required
balance of the reserve was $21.4 million, an increase of $0.4 million over FY2008. The
actual unreserved fund balance decreased $18.3 million from the unreserved fund
balance at June 30, 2008. Therefore, the June 30, 2009 unreserved fund balance of
$49.5 million provides $28.1 million of excess fund balance above the required 5 percent
requirement. Accordingly, this amount is available and legislatively mandated for use in
funding future budgets. Of this amount, $15.3 million and $10.9 million have been
designated for the FY2010 and FY2011 budgets, respectively.

The major rating agencies have recognized Frederick County's strong financial
management skills and practices. During the latest general obligation bond issuance
process (June 2008), Standard & Poor’s Credit Market Services increased the County’s
rating from AA to AA+ and Moody’s Investors Service, Inc. increased its Aa2 outlook from
“Stable” to “Positive.” Fitch Ratings maintained its rating of AA+. The rating upgrades
reflect ongoing and consistent growth, primarily in the commercial sector; increased
employment; tax base growth; strong, well-embedded and likely sustainable
management practices coupled with established fiscal policies; and, a moderate/modest
debt burden. At the time of the release of this financial report the County is planning a
general obligation bond sale for approximately $145 million and expects a January 5,
2010 sale date.

Retirement Plans and Other Post Employment Benefits — Frederick County
employees participate in a single-employer pension plan that is administered by the
County in a separate trust fund and two cost-sharing multiple-employer pension plans
administered by the State. Each year an independent actuary engaged by the pension
trust calculates the amount of annual contributions the County must make to ensure that
the plan will be able to meet its obligations to retired empioyees as the requirements
come due. As a matter of policy, the County fully funds each year's annual required
contribution to the pension plan as determined by the actuary. The County fully funds its
obligations to the State plans as well.

The County participates in a Length of Service Awards Program (LOSAP) that provides
annuities to former volunteer members of the County’s fire companies and rescue squads
who meet certain qualifying age and service criteria. These benefits are funded on a
pay-as-you-go basis.

The County also provides other post employment benefits (OPEB), principally healthcare,
for certain eligible retirees and their dependents. These benefits are funded on a
schedule designed to reach full funding in the near future.

Additional information related to the County’s pension and OPEB benefits can be found in
Note 4.D. and Note 4.E. in the Notes to Financial Statements (Exhibit 1I-A-14).

Cash Management Policies and Practices - In accordance with State law, Frederick
County has adopted an investment policy that provides the legal framework for the
County’s investment and cash management operation. Within this framework, the
County maintains a conservative cash management and investment program in order to
achieve maximum financial return on available funds without undue risk. Idie cash is
pooled and invested on a daily basis at the best obtainable rates. Investments are



generally limited to federal obligations and fully collateralized repurchase agreements.
General Fund earnings from these programs totaled $2.9 million during FY2009.

Debt Management Policy — The County has adopted a debt policy that establishes the
administrative and procedural processes employed to manage its long-term debt. The
policy sets the parameters for issuing new debt. It provides guidance from the Board of
County Commissioners regarding the timing, amounts and purposes for which debt can
be issued, together with the types of debt, method of sale, and length of maturities. By
establishing and following a formal debt policy, the County has ensured that it will
maintain a strong debt position, will commit itself to full and timely repayment of its debt,
and therefore protect its credit quality.

Risk Management - The County continues to work to keep safety programs and loss
control operations working effectively. The Office of Risk Management is tasked with
protecting the assets of Frederick County from unnecessary and controllable losses. The
primary goal is to reduce losses by providing a safe workplace for our employees and
eliminating hazards to the public on County property. The continuing Safety and Loss
Contro! programs combined with ongoing analysis of exposures continue to reduce our
overall losses and the associated cost. As liaison to the appointed insurance committee,
the County’s Risk Manager is to act in an advisory capacity to aid in obtaining the best
insurance coverage possible for the most economical premiums available. The broad
knowledge base of the Insurance Committee assists the County in negotiating premiums
lower than that of the standard market. The County’s workers’ compensation policy at full
premium would be $4.2 million. After a combination of discount factors which include
drug free work place credits and loss experience, the final premium is $2.0 million which
represents a savings of $2.2 million. The County’s modified duty policy, which returns
injured workers back to the workplace during recuperation, saves in lost work time and
increases productivity. The Office of Risk Management is instrumental in the review of
contracts and leases to ensure that adequate levels of insurance are obtained from third
party providers to protect the County from unreasonable liability.

Awards and Acknowledgements

The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to Frederick
County, Maryland, for its comprehensive annual financial report for the fiscal year ended
June 30, 2008. The Certificate of Achievement is a prestigious national award
recognizing conformance with the highest standards for preparation of state and local
government financial reports.

in order to be awarded a Certificate of Achievement, a government unit must publish an
easily readable and efficiently organized comprehensive annual financial report, whose
contents conform fo program standards. Such report must satisfy both generally
accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We beiieve our current
report continues to conform fo the Certificate of Achievement program requirements.
Accordingly, 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
team effort of the staff of the County’s Finance Division. Each member of the Division
has my sincere appreciation for the contributions made in preparation of this report.
Special recognition is given to the Director of Accounting, Erin White, and the Accounting
Team Leaders, Carol Abramson, Susan Blum, Regina Howell, and Rob Reilly, along with
their staffs; and the Director of Treasury, Lori Decker, and her staff who administer the
County’s property tax and revenue collection systems. Administration of the budget
process, without which the accounting and financial reporting could not exist, is in the
capable hands of Michael Gastley, Budget Officer, and his staff. A special thanks goes fo
them as well. A sincere note of appreciation goes to Sherry Stull and Heidi Keeney who
assume the production process of this document. Lastly, | express my appreciation to
Richard Duthoy, Deputy Director of Finance, for his oversight of the Division, and to
County Manager, Ronald Hart, and the Board of County Commissioners and their staffs
for their continuing interest and support in planning and conducting the financial
operations of the County in a responsible and progressive manner.

Use of this Report

This report, and the financial information prepared by the Frederick County Division of
Finance, can be accessed on the County’s website at
www.FrederickCountyMD.gov/reports (See Departments; Budget [for other information]
and Treasury [for other information]). in addition, copies of this report are placed in the
County Library System for use by the general public.

Respectfully submitted,

%4(4«&/

John R. Kroll
Director of Finance
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Board of County Commissioners of Frederick County,
Maryland
2006-2010 Term

Seated from left
Commissioner David P. Gray, Vice President;
Commissioner Jan H. Gardner, President; and Commissioner Kai J. Hagen.

Standing from left

Commissioner Charles A. Jenkins and Commissioner John. L. Thompson, Jr.
(Photo by C. Kurt Holter)
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Frederick County, Maryland

Summary of Elected and Appointed Officiais

Board of County Commissioners

Jan H. Gardner, President
David P. Gray, Vice President

Kai J. Hagen
Charles A. Jenkins
John L. Thompson, Jr.
Sheriff
Charles A. “Chuck” Jenkins

Appointed Officials

County Attorney

County Manager

Animal Control Division Director

Citizens Care and Rehabilitation Center Administrator
Citizens Services Division Director

Economic Development Division Director

Emergency Management Division Director

Finance Division Director

Fire and Rescue Services Acting Division Director
Health Services Division — Health Officer

Human Resources Division Director

Interagency Information Technologies Division Director
Internal Audit Division Director

Management Services Division Director

Montevue Home Administrator

Parks and Recreation Division Director

Permitting & Development Review Division Director
Planning Division Director

Public Works Division Director

Transit Services Division Director

Utilities and Solid Waste Management Division Director
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State’s Attorney

J. Charles Smith lll, Esquire

John S. Mathias, Esquire
Ronald A. Hart

Harold L. Domer, Jr.
Nicole M. Bohrer-Banzhoff, LNHA
Margaret L. Nusbaum
Laurie M. Boyer

John E. “Jack™ Markey
John R. Kroll

Barry L. Stanton

Barbara A. Brookmyer, MD, MPH
Mitchell L.. Hose

Dale R. Spangenberg
Richard A. Kaplan
Austin S. Abraham
Diane L. Grove, RN

W. Paul Dial

Gary W. Hessong

Eric E. Soter

Alan J. Hudak, P.E.
Sherry C. Burford
Michael G. Marschner



Component Units

Board of Education

President
Vice-President
Member
Member
Member
Member
Member
Student Member

Superintendent

Jean A. Smith

Bonnie M. Borsa, Ph.D.
Daryl A. Boffman
Donna J. Crook

Angie L. Fish

Kathryn B. Groth
Michael E. Schaden, VMD
K. Alex Eckard

Linda D. Burgee, Ed.D.

Frederick Community College

Chairperson
Vice Chairperson
Trustee

Trustee

Trustee

Trustee

Trustee

President

Timothy J. Wesolek
Nick Diaz

Byron J. Grayson
Donald C. Linton
Peter H. Michael
Dixie J. Miller

Doris J. White

Carol W. Eaton, Ph.D.

Frederick County Public Library

President
Vice-President
Secretary/Treasurer
Member

Member

Member

Member

Public Libraries Director
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Thomas C. Kutz

Michael Kurtianyk

Tina B. Prensky

Eric S. Larson

Blanca Poteat

Shirley M. Sandage
Perlyn S. Staggers, Ph.D.

Darrell L. Batson
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Eowarp T. Garrerr, CPA
MerepiTi C, FlarsaMan, CPA
PauL D. Hinms, CPA

Kevin R. Hessier, CPA

Donarn C. Linton, CPA, CEL, PES

Linton Shafer Warfield & Garrett, PA.
Certified Public Accountants & Business Consultants $0sEPH M. McCariran, CPA
Brian E. RiepeoN, CPA

BakBsara CLne-Roman, CPA
Ronalo W. Sxarsr, CPA
Doucras C. WarmeLh, CPA, CVA
Report of Independent Certified Public Accountants
On Basic Financial Statements

To the Board of County Commissioners
Frederick County, Maryland

We have audited the accompanying financial statements of the governmental activities, the business-
type activities, the aggregate discretely presented component units, each major fund, and the
aggregate remaining fund information of Frederick County, Maryland as of and for the year ended
June 30, 2009, which collectively comprise Frederick County, Maryland’s basic financial statements
as listed in the table of contents. These financial statements are the responsibility of Frederick County,
Maryland’s management. Our responsibility is to express opinions on these financial statements based
on our audit. We did not audit the financial statements of Frederick County Board of Education and
Frederick Community College, which represent 99% and 98%, respectively, of total assets and
revenues of the aggregate discretely presented component units. Those financial statements were
audited by other auditors whose reports thereon have been furnished to us, and our opinion, insofar as
it relates to the amounts included in Frederick County Board of Education and Frederick Community
Coliege, is based solely on the reports of the other auditors.

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, 1ssued 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 of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our
opinions.

In our opinion, based on our audit and the reports of the other auditors, the financial statements
referred to above present fairly, in all material respects, the financial position of the governmental
activities, the business-type activities, the aggregate discretely presented component units, each major
fund, the budgetary comparison for the General Fund and the aggregate remaining fund information
of Frederick County, Maryland as of June 30, 2009, and the respective changes in financial position
and, where applicable, cash flows thereof for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

201 Thomas Johnson Drive ¢ Frederick, Maryland 21702 o 301-662-9200 o FAX 301-663-3876

FREDERICK +» ROCKVILLE + ANNAPOLIS
wiww.lswgcpa.com
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In accordance with Government Auditing Standards, we have also issued our report dated December
7, 2009 on our consideration of Frederick County, Maryland’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 reportis an
integral part of an audit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit. That report will be issued under separate cover with
the Frederick County Single Audit Reports.

The Management’s Discussion and Analysis and other information on Exhibits 1I-A-15 through II-A-
18 are not a required part of the basic financial statements but are supplementary information required
by accounting principles generally accepted in the United States of America. We have applied certain
limited procedures, which consisted principally of inquires 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.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise Frederick County, Maryland’s basic financial statements. The introductory
section, combining and individual nonmajor fund financial statements, budgetary schedules, schedules
of capital assets used in the operation of governmental funds, and statistical section are presented for
purposes of additional analysis and are not a required part of the basic financial statements. The
combining and individual nonmajor fund financial statements, budgetary schedules, and the schedules
of capital assets used in the operation of governmental funds have been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, are fairly stated in
all material respects in relation to the basic financial statements taken as a whole. The introductory
and statistical sections have not been subjected to the auditing procedures applied in the audit of the
basic financial statements and, accordingly, we express no opinion on them,

Linton Stajen Warfceld & Garett, P. 4.

December 7, 2009

Linton Shafer Warfield & Garrett, PA.

Certified Public Accountants & Business Consultants
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Frederick County Government's (the “County”) discussion and analysis is designed to: (a)
assist the reader in focusing on significant financial issues, (b) provide an overview of the
County’s financial activity, (c) identify changes in the County’s financial position (it's ability to
address the next and subsequent years’ challenges), (d) identify any material deviations from
the financial plan (the approved budget), and (e) identify individual fund issues or concerns.

Since the Management's Discussion and Analysis (MD&A) is designed to focus on the current
year's activities, resulting changes and currently known facts, please read it in conjunction with
the Transmittal Letter (beginning on page 1) and the County’s financial statements (beginning
on page 32).

FINANCIAL HIGHLIGHTS

« The assets of Frederick County Government exceeded its liabilities at the close of this
fiscal year by $596.1 million (net assets), approximately 62.6 percent of which is
attributable to the County’s business-type activities. Of total net assets, $537.1 miilion
is invested in capital assets, net of related debt, and $147.7 million is restricted for
specific purposes (restricted net assets). The County’s unrestricted net assets are a
negative $88.7 million. This total unrestricted net asset amount includes a balance of
$78.4 million from business-type activities, offset by a deficit balance in unrestricted net
assets from governmental activities of $167.1 million. This deficit balance in
unrestricted net assets is the result of the County issuing debt to fund construction for
the Frederick County Board of Education and Frederick Community College, both
component units. The school buildings that are constructed through the County’s
financial support are assets of the Frederick County Board of Education and Frederick
Community College, and therefore are not shown as assets of Frederick County
Primary Government. included in the County’s liabilities at year-end is approximately
$215.9 million of bonds payable, the proceeds of which have been used to fund school
and college construction.

« The County’s overall financial position experienced a planned reduction since the prior
fiscal year. Total net assets decreased by $45.6 million or 7.1 percent. The
governmental net assets decreased by $73.9 million almost all of which is attributed to
the Capital Projects Fund which had a reduction of fund balance totaling $76.9 million.
Of this amount, expenditures that were not capitalized totaled $76.4 million resulting in a
direct reduction of net assets at the Government-wide level. The General Fund had a
decrease in fund balance of $18.5 million. The Agricultural Preservation Special
Revenue Fund (a Major Fund) has an increase in fund balance totaling $2.7 million
primarily due to an increase in installment purchase agreements. The remaining special
revenue funds had total increases of $6.2 million accumulated in the normal course of
operations. Property taxes increased by $26.3 million but income taxes decreased by
$27.2 million resulting in a net decrease of $0.9 million from FY2008 to FY2009 for
these two revenue sources. The remaining difference resulted from Government-wide
to GAAP Fund Balance reconciliations as noted in Exhibit II-A-6. The business-type net
assets increased by $28.2 million or 8.2 percent, primarily the resuit of operating and
capital contributions in the Water and Sewer Fund.
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The governmental activities revenue totaled $519.9 million or 84.0 percent of total
revenue and the net results from governmental activities was a decrease of $73.9
miliion.

The business-type activities revenue fotaled $98.7 million or 16.0 percent of total
revenue and the net assets from business-type activities increased by $28.2 million.

The total cost of all County programs was $664.2 million.

The Frederick County Government General Fund (the primary operating fund) reflected
on a current financial resource basis, reports a decrease in fund balance of $18.5
million. The original FY2009 budget provided for a decrease in fund balance of $30.8
million. The actual reduction was only $18.3 million resulting from $24.4 million savings
in expenditures (spread throughout all functions of government), $1.1 savings in other
financing sources and uses (primarily transfers to grants) offset by an unfavorable
variance in revenues (primarily recordation taxes, income taxes, State grants, and
investment income) of $13.0 million. At the close of the current fiscal year, unreserved
and undesignated fund balance for the General Fund was $21.4 million, or 5.0 percent
of total General Fund expenditures. This total unreserved amount is a legislatively
mandated set-aside. Desighated fund balance of the General Fund was $28.1 miliion,
or 56.8 percent of the total unreserved fund balance.

As of June 30, 2009, the County’s governmental funds reported a combined fund
balance of $192.3 million, a decrease of $86.5 million. included in this decreased fund
balance is a decrease in the General Fund of $18.5 million (as noted above), a
decrease in the Capital Projects Fund of $76.9 million and an increase in the
Agricultural Preservation Special Revenue Fund of $2.7 million and an increase in the
Nonmajor Governmental Funds of $6.2 million. The decrease in the General Fund
actually strengthened the financial condition of the government as the BOCC budgeted
a $30.8 million use of fund balance for the year and only used $18.3 million. The Net
Change in Reserves and Adjustments reduced the actual use of fund balance to $18.5
million. A major contributor to the total decrease in governmental funds fund balance is
the fact that there was no bond issue during FY2009 to fund capital projects
expenditures. Capital project spending was facilitated by a June 2008 issue. The
increase in the fund balance of the nonmajor governmental funds is a result of
increased property taxes in the Fire Tax Districts Special Revenue Fund without
appreciable increases in expenditures; the School Construction Special Revenue Fund
continues to build fund balances in anticipation of supporting general obligation debt for
school construction; the Parks Acquisition & Development Special Revenue Fund
increased its fund balance in order to fund a major capital project in FY2010.

Frederick County’s total bonded debt decreased by $32.5 million during the current
fiscal year. As noted earlier, there were no bond issues during FY2009.
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OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to Frederick County
Government's basic financial statements. The County’s financial statements focus on the
County as a whole (the Government-Wide Statements) and on major individual funds. “Funds”
are self-balancing sets of accounts that account for specific financial activities that may be
regulated, restricted or limited in various ways.

The basic financial statements are comprised of three components:

Government-YWide Financial Statements
Fund Financial Statemenis
Notes to the Financial Statemenis

This report also contains other required and non-required supplementary information in
addition to the basic financial statements.

Government-Wide Financial Statements

The Government-Wide Financial Statements are designed to be corporate-like in that all
governmental and business-type activities are consolidated into columns, which present a total
for the Primary Government. The focus of the Statement of Net Assets (the “Unrestricted Net
Assets”) is designed to be similar to botiom line resuits for the County and its governmental
and business-type activities. This statement combines and consolidates governmental funds’
current financial resources (short-term spendable resources) with capital assets and long term
obligations. “Net Assets” is the difference between the County’s assets and its fiabilities. Over
time, increases or decreases in net assets may serve as a useful indicator of whether the
financial position of the County is improving or deteriorating. Additionally, other factors, such
as the diversification of the County’s property tax base, the condition of its schools, and the
condition of its facilities and infrastructure should also be a consideration of the County’s
condition and health.

The second government-wide statement, the Statement of Activilies (Exhibit 1I-A-2), is focused
on both the gross and net cost of various functions (including governmental, business-type and
component units), which are supported by the government’s general tax and other revenues.
This is intended to summarize and simplify the user's analysis of cost of various governmental
services and/or subsidy to various business-type activities and/or component units. This
statement presents information showing how the government’s net assets changed during the
most recent fiscal year. All changes in net assets 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 affect cash
flows in future fiscal years and, to a limited effect, have affected cash flows in a prior reporting
period.
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The Governmental Activities reflects the County's basic services, including general
government, public safety, public works, health, social services, education,
parks/recreation/culture, conservation of natural resources, community development/public
housing, economic development and interest on long term debt. Local property, income, and
other local taxes, along with charges for services, and grants finance the majority of these
services. The Business-type Activities reflect private sector type operation including water and
sewer services, solid waste management, nursing homes, public housing and permitting &
development review, where the fee for service typically covers all or most of the cost of
operation, including depreciation.

The Government-Wide Financial Statements include not only Frederick County itself (known
as the primary government), but also a legally separate board of education, a legally separate
community college, and a legally separate library board for which the County is financially
accountable. Financial information for these component units is reported separately from the
financial information presented for the primary government itself.

Component Units, which are other governmental units over which the County can exercise
influence and/or may be obligated to provide financial subsidies, are presented as separate
columns in the Government-Wide Financial Statements. The focus of the statements is clearly
on the Primary Government and the presentation allows the user to address the relative
relationship with the Component Units. Additional detailed financial information for the Board
of Education and Community College can be obtained from their respective separately issued
financial statements. The Library Board does not issue separate Financial Statements.
Consolidated financial information is available in the Government-Wide Financial Statements.

The Government-Wide Financial Statements can be found on pages 32-34 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 separated for specific activities or objectives. The County, like other 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.

Governmental Funds: 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.

The focus is on Major Funds. The Governmental Major Fund presentation is presented on a
sources and uses of liquid resources basis. This is the manner in which the financial plan (the
budget) is typically developed. The flow and availability of liquid resources is a clear and
appropriate focus of any analysis of a government. Funds are established for various
purposes and the fund financial statement allows the demonstration of sources and uses
and/or budgeting compliance. These begin with Exhibit II-A-3.
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Frederick County maintains twenty individual governmental funds: the General Fund, the
Capital Projects Fund, the Grants Fund, the Fire/Rescue Tax Districts Fund, the Agricultural
Preservation Fund (a Major Governmental Fund), the School Construction Fund, the Impact
Fees Fund, the Development Road Improvement Fund, the Electric Lighting Tax Districts
Fund, the Parks Acquisition & Development Fund, the Hotel Rental Tax Fund, the Nursing
Home Construction Fund, the Sheriffs Drug Enforcement Fund, the Sheriff's Office Fund, the
Narcotics Task Force Fund, the Inmates Canteen Fund, the Housing Initiative Fund, the Non-
Profit Organizations Loans Fund, the Fire/Rescue Loans Fund, and the Economic
Development Loans Fund.

Frederick County adopts an annual appropriated budget for its General Fund and each of the
Special Revenue Funds (except for the Sheriff's Drug Enforcement Fund, the Sheriff's Office
Fund, the Narcotics Task Force Fund, the Inmates Canteen Fund, the Non-Profit
Organizations Loans Fund, and the Fire/Rescue Loans Fund). A budgetary comparison
schedule has been prepared for the General Fund and the Agricultural Preservation Fund.
These can be found on Exhibit 11-A-7 and Exhibit 1I-A-8, respectively, of this report. Budgetary
schedules for the non-major special revenue funds can be found as Exhibit [I-B-7 in the
Supplementary Data section. The Capital Projects Fund has a budget from inception until
completion of the project. The budgetary display of this activity can be found as Exhibit 11-B-8.

Proprietary Funds: Frederick County maintains two different types of proprietary funds,
Enterprise funds and Internal Service funds. Enterprise funds are used to report the same
functions as business-type activities in the Government-Wide Financial Statements. Frederick
County has six individual enterprise funds: the Water & Sewer Fund, the Solid Waste
Management Fund, the Citizens Care & Rehabilitation Center Fund, the Montevue Home
Fund, the Bell Court Apartments Fund, and the Permitting and Development Review Fund.
Internal service funds are an accounting device used to accumulate and allocate costs
internally among Frederick County’'s various functions and activities. Frederick County uses
internal service funds to account for fleet services and voice services operations. Because the
services of these funds benefit both the governmental and business-type functions, the change
in net assets is included in both the governmental activities and business-type activities in the
Government-Wide Financial Statements. The basic proprietary fund financial statements are
presented in Exhibits 1I-A-9, 1I-A-10, and Il-A-11.

Fiduciary Funds: The Fund Financial Statements also allow the government to address its
Fiduciary Funds, (See Exhibits 1l-A-12 and 1I-A-13). Fiduciary Funds are used to account for
resources held for the benefit of parties outside the government. The County’s Fiduciary
Funds include the Pension Trust Fund, the Other Post Employment Benefits Trust Fund, and
various Agency Funds. While the Fiduciary Funds represent trust responsibilities of the
government, these assets are restricted in purpose and do not represent discretionary assets
of the government. Therefore, these assets are not presented as part of the Government-
Wide Financial Statements. The basis of accounting used for the Fiduciary Funds is much like
that used for Proprietary Funds.

While the total column on the Business-type Fund Financial Statements (see Exhibits {-A-9
and l-A-10) may be the same as the Business-type column on the Government-Wide
Financial Statements (after consideration of the ‘“Internal Balances” account), the
Governmental Activities total columns require reconciliations because of the different
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measurement focus (current financial resources versus total economic resources) which are
reflected on Exhibits H-A-4 and II-A-6. The flow of current financial resources will reflect bond
proceeds and interfund transfers as other financing sources as well as capital expenditures
and bond principal payments as expenditures. The reconciliation will eliminate these
transactions and incorporate the capital assets and long-term obligations into the
Governmenta! Activities column in the Government-Wide Financial Statements.

Notes to the Financial Statements

The Notes to the Financial Statements provide additional information that is essential to a full
understanding of the data provided in the Government-Wide and Fund Financial Statements.
The Notes to the Financial Statements are part of the basic financial statements and are
presented in Exhibit [I-A-14.

Other Information

In addition to the basic financial statements and accompanying notes, this report also presents
certain required supplementary information concerning Frederick County’s progress in funding
its obligation to provide retirement benefits to its employees. The required supplementary
information is presented in Exhibit Hl-A-15 to Exhibit H-A-18.

Infrastructure Assets

Infrastructure Assets is the government's largest group of assets (roads, bridges, traffic
signals, underground pipes [unless associated with a utility], etc.) in the governmental financial
statements. These assets have been valued and reported within the Governmental activities
column of the Government-Wide Statements. Additionally, the County had the option to elect
to either (a) depreciate these assets over their estimated useful life or (b) develop a system of
asset management designed to maintain the service delivery potential to near perpetuity. The
County has elected to depreciate the assets over their estimated useful life.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

This section presents the County’s financial information in the Government-Wide Financial
statement format.

As noted earlier, changes in net assets may serve over time as a useful indicator of a
government’s overall financial condition and position. In the case of Frederick County, assets
exceeded liabilities by $596.1 million at the close of the fiscal year. Frederick County's net
assets are divided into three categories, invested in capital assets net of related debt,
restricted net assets and unrestricted net assets. The largest portion of the County's net
assets, $537.1 million or 90.1 percent, reflects its investment in capital assets net of
depreciation (e.g., land, buildings, equipment, infrastructure, construction in progress, and
improvements), less any unmatured debt used to acquire those assets. The County uses
these capital assets to provide services to citizens. Consequently, these assets are not
available for future spending. Restricted net assets represent 24.8 percent of total net assets.
Restricted net assets are resources that are subject fo external restrictions on how they may
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be used. Unrestricted net assets of the government have a negative balance of $88.7 million.
The unrestricted net assets for business-type activities have a balance of $78.4 million.

The County issues long-term debt to finance the construction of public schools. These public
schools are considered capital assets of the Board of Education and are not included as
assets of the County. The fact that the County must report the long-term debt for the schools
as a liability, but cannot report the schools being financed by the County as assets, has a
cumulative adverse impact on the County's unrestricted net assets. This is the situation
generally in all counties in Maryland and is not unigue to Frederick County.

The resuilt of these basic current year calculations is that the County’s overall financial position
has diminished somewhat from FY2008 to FY2009. However, this reduction was planned in
three major areas. First, the General Fund had a planned budgeted reduction of $30.8 million
of which $18.3 million was used. This will be explained more in the discussion of the
performance of the General Fund. Secondly, $57.8 million in funding was transferred to the
Board of Education capital program without any new planned resources on the County’s part.
Lastly, the County continued with its own capital program in the amount of $41.6 million with
only $22.7 million in new revenues and transfers to support the program.

Statement of Net Assets

The following table reflects the condensed Statement of Net Assets for the current and prior
years.

Governmental Business-type : Primary
Activities Activities Government
2009 2008 2009 2008 2009 2008
Current and other assets $ 269,311 384156 ~ $125,046 $ 173,268 $ 394,357 $ 557,424
Capital assets 408 260 389,081 447 150 382,890 856,410 772,851
Total assets 678,571 774,117 572,196 558,158 1,250,767 1,330,275
Current and other liabilities 43,073 47,866 21,139 22,344 64,212 70,210
Long-term debt outstanding 412,685 429,553 177,733 188,741 590,418 618,294
Total Liabilities 455 758 A77.4198 198,872 211,085 654,630 688,504
Net Assets:
Invested in capital assets,
net of debt 242 889 223,296 204,245 232,786 537,134 456,082
Restricted 147,018 133,033 879 15,751 147,695 148,784
Unrestricted (deficit) (167,093) {56,631) 78,400 96,536 (88,693) 36,905
Total net assets $ 222812 $ 2066098 $373,324 § 345073 § 586136 § 641,771

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

categories of net assets as a whole.

As noted earlier, the government's net assets decreased by $45.6 million during the fiscal
year. Net assets of governmental activities decreased $73.9 million in FY2009. The increase
in net assets of business-type activities was $28.2 million in FY2009.

For more detailed information see the Statement of Net Assets (Exhibit 1I-A-1).
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Statement of Activities

The following table presents the revenues and expenses for the current fiscal year, with
comparative data for the prior year. This information reflects the increases in net assets for
these two fiscal years.

Governmental Business-type Primary
Activities Activities Government
2009 2008 2009 2008 2008 20608
REVENUES
Program revenues
Charges for services $ 18430 $ 17234 8 82,153 $ 57186 § 80583 § 74420
Operating grants and conéributions 35,124 37,094 - - 35,124 37,094
Capital grants and confributions 18,624 4,480 32,266 18,041 50,880 22,521
General revenues
Locat property taxes 271,247 244,968 - - 271,247 244 988
Local income faxes 137,509 164,747 - - 137,508 164,717
Other iocal faxes 23,394 31,802 - - 23,304 31,6802
Investment earnings 7,901 15,485 4,245 8,719 12,146 22,204
Miscellaneous 7,631 3270 27 730 7,658 4,000
Total revenues 519,860 518,850 98,691 82,676 618,551 801,526
EXPENSES
Program Activities
Primary Government
Governmental Activities:
General government 48,337 47,366 . - 48,337 47,366
Public safefy 08,638 92,368 - - 98,638 92,368
Public werks 45,640 36,273 - - 45 840 36,273
Health 8,430 8,351 - - 8,430 8,351
Social services 9,079 9,035 - - 9,079 9,035
Education 317,246 280,572 - - 317,246 280,572
Parks, recreation, and cuiture 17,084 16,541 - - 17,984 18,541
Conservation of natural resources 5,820 5,284 - - 5,920 5,284
Community developmaent and public
housing 5,314 5532 - - 5,314 5,832
Economic development and
opportunity 14,367 13,586 - - 14,367 13,586
inferest on fong term cebt 17,384 15,181 - - 17,384 15,181
Business-type Activities:
Water and sewer - - 27,859 25,789 27,858 25,789
Solid waste management - - 22,543 20,989 22,543 20,889
Non-major proprietary funds - - 25,445 24,980 25,445 24,850
Total expenses 588,338 530,089 75,847 71,728 664,186 601,817
Incr, (decr.) in nef assets before transfers (68,479} (11,239) 22,844 10,548 (45,635) {291)
Transfers {5,407} (7,387) 5,407 7,387 - M
Increase {decrease} in net assets (73,886} (18,626) 28,251 18,335 {45,635) {291)
Net Assets - heginning of year 256,698 315,324 345,073 326,738 641,771 642,052
Net Assets - ending of year $ 222812 $ 208698 § 373324 § 345073 § 595,136 § 641,771
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Governmental Activities: Governmental activities decreased Frederick County's net assets
by $73.9 million. A key element of this overall decrease is due to a budgeted use of General
Fund fund balance of $30.8 million, of which $18.3 million was actually used, and the decrease
in the Capital Project fund of $76.9 million (as a result of $76.4 million in expenditures that
were not capitalized resulting in a direct reduction of net assets in the Government-wide
statements), an increase in the Agricultural Preservation Special Revenue Fund of $2.7 million
and an increase in the Nonmajor Governmental Funds of $6.2 million. Total tax revenue
decreased by $9.1 million or 2.1 percent, during FY2009. Property tax increases of $26.3
million were offset by income tax decreases of $27.2 million and reductions in other local taxes
of $8.2 million, primarily recordation taxes. Overall, revenues increased by $1.0 million while
expenses and transfers increased by $56.3 million, facilitating the planned use of fund
balances.

Business-type Activities: Business-type activities increased Frederick County’s net assets
by $28.2 million. The key element of this increase relates to contributions from developers.
Capital grants and contributions continue to provide a major revenue source for the Water and
Sewer Fund during the current fiscal year, producing $32.3 million in revenue.

FINANCIAL ANALYSIS OF THE GOVERNMENT’S FUNDS

As noted eariier, Frederick County uses fund accounting to ensure and demonsirate
compliance with finance-related legal requirements.

Governmental Funds: The focus of Frederick County’s governmental funds is to provide
information on near-term inflows, outflows, and balances of spendable resources. Such
information is useful in assessing Frederick County’s financing requirements. In particular,
unreserved fund balance may serve as a useful measure of a government’s net resources
available for spending at the end of the fiscal year.

As of the end of the current fiscal year, Frederick County’'s governmental funds reported
combined ending fund balances of $192.3 million. Approximately 82.7 percent of this total
amount ($159.1 million) constitutes unreserved fund balance, which is available for spending
at the government’s discretion. The remainder of fund balance is reserved to indicate that it is
not available for new spending because it has already been committed (1) to liquidate
contracts and purchase orders of the prior period ($27.8 million), (2) for inventories ($1.4
million), (3) for long-term receivables ($3.5 million) or (4) dedicated for other restricted
purposes ($.5 million). The reserved fund balance, at 17.3 percent of total fund balance, does
not significantly affect the availability of fund resources for future use.

The General Fund is the chief operating fund of Frederick County. At the end of the current
fiscal year, unreserved and undesignated fund balance of the General Fund was $21.4 million,
while total fund balance reached $52.3 million. As a measure of the General Fund’s liquidity, it
may be useful to compare both unreserved fund balance and fofal fund balance to total
expenditures. Unreserved fund balance represents 11.6 percent of total General Fund
expenditures, while total fund balance represents 12.3 percent of that same amount.
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Frederick County’s General Fund fund balance decreased by $18.5 million during the current
fiscal year. This decrease is due primarily to a budgeted use of fund balance totaling $30.8
million of which $18.3 million was actually used.

The Agricultural Preservation Fund has a total fund balance of $43.7 milfion. $26.2 million is
designated for debt service related to the Installment Purchase Agreements and $2.2 million is
designated for the payments related to the Rural Legacy program.

The Capital Projects Fund has a total fund balance of $43.6 million. The total decrease in fund
balance was $76.8 million. This decrease is primarily due to continued spending on the capital
project program without the benefit of issuing general obligation bonds during the fiscal year
and the spend down of bonds issued in June 2008.

Proprietary Funds: Frederick County’s proprietary fund statements provide the same type of
information found in the Government-Wide Financial Statemenis, but in more detail
Unrestricted net assets of the Water and Sewer Fund at the end of the year amounted to $68.5
million and unrestricted net assets in the Solid Waste Management Fund tfotaled $7.2 miliion.
The Permitting and Development Review Fund had unrestricted net assets totaling $2.2
million.

General Fund Budgetary Highlights

The final expenditure and transfers budgets for the General Fund was increased $2.8 million
over the original budget. During the year, revenues were less than budgetary estimates by
$13.0 million and expenditures were less than budgetary estimates by $24.4 million, partially
eliminating the need to draw upon the appropriated fund balance of $30.8 million. The major
variances between the final budget and the actual amounts are summarized as follows:

e Local property tax revenue fell short of the budgeted amount by $.5 million. This is
primarily due to the fact that the estimate of property assessments (upon which the tax
rate is set) was higher than the final actual property tax assessments by $642.9 million.
This assessment estimate is provided by the State Depariment of Assessments and
Taxation.

e lLocal income tax distributions were less than the budgeted amount by $4.9 miliion.
This resulted from a slow reaction to recession warnings and resulted in a 3.0 percent
variance.

e Other local taxes, primarily recordation tax collections, were less than budgeted
amounts by $3.5 million. The recordation tax shortfall was $2.8 million.

e State grants were less than the budgeted amount by $2.5 million and investment
earings were less than budget by $2.1 million. The investment shortfall was due to
poorer than expected investment rates and lower than expected account balances.

» Various departmental under spending of appropriations resulted in total expenditures
being under budget by $24.4 million generally throughout all functions of government.
The largest contribution to this savings was $15.0 million in miscellaneous non-
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departmental expenditures, primarily contingencies and fringe benefits. Details of the
variances can be found on Exhibit 1I-A-7.

Capital Asset and Debt Administration

Capital Assets: Frederick County Government's investments in capital assets, net of
accumulated depreciation, for its governmental and business-type activities as of June 30,
2009 and 2008, amount to $856.4 million and $772.8 million, respectively. This investment in
capital assets includes land, easements, buildings, improvements, machinery and equipment,
vehicles, roads, water and sewer lines, highways and bridges and construction in progress.
The total increase in Frederick County's investment in capital assets for the current fiscal year
was 10.8 percent.

Governmental Business-type
Activities Activities Totals
2009 2008 2009 2008 2009 2008
Land $ 6751 $ 61446 $ 7,088 $ 8,953 $ 74,599 $ 68,389
Construction in prog. 17,380 24122 101,875 80,206 119,255 104,418
Buildings, impr. & equip. 261,044 237,600 173,799 147,966 435,743 385,566
infrastructure 324,448 308,393 277,822 253,012 802,270 561,405
Depreciation {262,023) {241,600} (113,434) {105,337} (375,457) (346,837)
Total $ 409260 $ 389,061 $ 447,150 $ 382,890 $ 856410 $ 772,851

The following reconciliation summarizes the change in Capital Assets, which is presented in
detail in Note 3.C.

Governmental Business-type
Activities Activities Total
Beginning Balance $ 389,961 $ 382,890 $ 772,851
Additions 73,340 125,701 199,041
Depreciation {23,142) (8,950) (32,002)
Retirement” (30,899) {62,481 (83,390)
Ending Balance $ 409,260 $ 447,150 $ 856,410

*Net of accumulated depreciation related to asset refirement.

Costs incurred for major capital asset additions during the current fiscal year, not including
prior year costs, include, but are not limited to, the following projects:

27



Governmental Activities:

« Construction costs were incurred for the following major projects:

o Pavement Management $9.5 million
o Brunswick/Jefferson District Park 1.9 million
o Thurmont Regional Library 1.3 million
o Scott Key Center 1.1 million
o Fountain Rock Park 770 thousand
o Spectrum Drive Improvements 730 thousand
o Mussetter Road 680 thousand
o Old Mill Bridge Road 660 thousand

¢ The following transfers were made to the Frederick County Board of Education for
school construction:

o Linganore High School $19.9 million
o West Frederick Middle School 19.0 million
o Qakdale High School 7.4 million
o Earth Space Science Lab 1.4 million

Business-type Activities:

« Construction costs were incurred for the following major projects:

o New Design Water Treatment Plant Expansion $43.8 million
o Lake Linganore Water & Sewer improvements 13.3 million
o McKinney Wastewater Treatment Plant 7.1 million

Debt Outstanding

As of year-end, the County had $473.7 million in bonded debt outstanding compared to a total
of $506.2 million last year, a 6.4 percent net decrease. This decrease results from issuing no
new General Obligation Debt while retiring $32.5 million of General Obligation Debt.

The County maintains a debt affordability index to determine its self-imposed limits for issuing
long-term debt. This debt affordability index is a blend of ratios to determine the maximum
debt each year and in total for its 6-year capital program. The County’s financial advisor
reviews this index pericdically.
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Balance Balance

June 30, 2009 June 30, 2008
Governmental Activities:
Bonds and notes payable:
General obligation bonds $ 340,404 $ 363,377
Installment purchase agreements 42,046 39,6090
Other notes payable 3,700 4,429
386,150 407,415
Add remaining original issue premium 10,824 12,808
Less deferred amount on bond refundings (7,200) (7,931)
Total bonds and notes payable 389,774 412,292
Other Habilities:
Capital lease obligations 7,775 7,843
Compensated absences 9,879 9,180
Net OPEB obligation (Asset) 5,045 (2,842)
Termination benefits 212 227
Total other liabilities 22,911 14,618
Governmental activities long-term liabilities $ 412,685 % 426,910
Business-type Activities:
Bonds and notes payable:
General obligation bonds $ 133,276 $ 142,783
Other notes payable 25,874 28,294
159,150 171,077
Add remaining original issue premium 3,819 4,169
l.ess deferred amount on bond refundings {1.715) {1,804)
Total bonds and notes payable 160,954 173,342
Other liabilities:
Landfili closure costs 13,324 13,870
Compensated absences 1,663 1,529
Net OFPEB obligation 1,747 -
Termination benefits 45 -
Total other liabilities 16,779 15,399
Business-type activities long-term liabilities $ 177,733 $ 188,741

June 15, 2008 was the most recent time the County issued the General Obligation Public
Facilities Bonds. The rating agencies provided the following ratings to that debt issue:

Aa2  from Moody's Investors Service Inc.
AA+  from Standard & Poor's
AA+  from Fitch Ratings

Principal payments and reductions of long-term debt in the amounts of $34.2 million and $16.0
million were made in the governmental and business-type activities, respectively. Additional
information on the County’s long-term debt can be found in Note 3.F. on pages 85-98 of this
report.
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ECONOMIC FACTORS AND NEXT YEAR’S PROPERTY TAX RATES
The following summarizes some economic factors and trends:

e As of June 2009 the average unemployment rate for the County is 6.5 percent, while
the average unemployment rate for the State of Maryland is 7.4 percent.

« The total percentage of increase in the number of new jobs from 2004 through 2008
was 5.0 percent (4,400 jobs) compared to the State of Maryland percentage
increase of 3.1 percent for the same period. The County's five-year average
employment growth rate is 1.0 percent annually.

e The FY2010 property tax remained at $.936 per $100 of assessed valuation. The
tax rate is based on a full market value taxable assessment of $25,949,700,000.

FINANCIAL CONTACT

The County's financial statements are designed to present users (citizens, taxpayers,
customers, investors and creditors) with a general overview of the County’s finances and to
demonstrate the County’s accountability. If you have questions about the report or need
additional financial information, contact the Director of Finance, Frederick County Government,
12 East Church Street, Frederick, Maryland 21701.
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