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Business-type activities. The net assets of the County’s business-type activities increased
approximately $16.4 million during the year. The primary components of this increase are an $18.3 million
surplus at the Martha T. Berry Medical Care Facility and a $3.1 million loss reported by Community
Mental Health. The surplus at Martha T. Berry was primarily the result of transfers totaling $18.1 million
that represent the net book value of capital assets of Martha T. Berry that were paid from the
governmental capital projects funds in prior years. The restricted fund equity of Martha T. Berry has been
increased to reflect the capitalization of these assets in the accounts of Martha T. Berry. The unrestricted
equity of Martha T. Berry increased $1.1 million in fiscal 2006. The loss reported by Community Mental
Health was the result of writing off $3.7 million of accounts receivable deemed to be uncollectible.

FINANCIAL ANALYSIS OF THE COUNTY’S MAJOR FUNDS

Governmental funds. As previously mentioned, the focus of governmental funds is to provide information
on near-term inflows, outflows and remaining balances of spendable resources. Such information is
useful in assessing the County’s ability to meet its current financing requirements. The fund balance of
governmental funds is segregated into one of three categories: reserved, designated and unreserved.
Reserved fund balance represents that portion of the net assets that may only be spent for specific
purposes and are not available for new spending. Examples of fund balance reserves include amounts
required to pay debt service, bond proceeds that may only be spent on projects for which the bonds were
issued and amounts required to meet long-term contractual commitments and encumbrances.

Fund balance designations are established to represent that portion of net assets that are intended to be
spent for certain purposes and differ from fund balance reserves in that they can be redirected and used
for new spending if necessary. Unreserved fund balance represents the portion of net assets that is
available at year-end for new spending.

The combined ending fund balances of all governmental funds were $183.1 million at December 31,
2006, an increase of $6.6 million over the prior year. The $6.6 million increase consists of a $7.3 million
decrease in the General Fund, a $25.0 million increase in the Revenue Sharing Reserve Fund, a
combined increase of $.7 million in the Special Revenue and Debt Service funds and an $11.8 million
decrease in the Capital Projects funds.
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General Fund - The General Fund is the primary operating fund of the County. All revenues and
expenditures are recorded in the General Fund unless otherwise required by statute, contractual
agreement or policy. A year-to-year comparison of General Fund revenues by source is presented below.

General Fund Revenue By Source

Increase %
Source 2005 2006 (Decrease) Chang_e

Property taxes $ 115,340,337 $ 126,970,438 $ 11,630,101 10.1%
Licenses and permits 391,395 330,966 (60,429) -15.4%
Federal and State grants 8,421,712 8,625,137 203,425 2.4%
Charges for services 30,297,038 30,329,637 32,599 0.1%
Investment income 4,703,646 5,957,464 1,253,818 26.7%
Admin charges to other funds 11,087,868 11,424,507 336,639 3.0%
Fines and forfeitures 1,045,629 864,669 (180,960) -17.3%
Other revenue 166,929 67,645 (99,284) -59.5%
Transfers from other funds 22,724,515 23,339,929 615,414 2.7%

$ 194,179,069 $ 207,910,392 $ 13,731,323 71%

Property tax revenue increased approximately $11.6 million, or 10.1%, primarily as a result of an overall
7.5% increase in taxable value during the year. The percentage increase reported by the General Fund
is higher than the overall percentage increase reported at the government-wide level due to the
interaction between the General Fund and the Revenue Sharing Reserve Fund. As explained later
herein, property tax revenues have been allocated between the General Fund and the Revenue Sharing
Reserve Fund for the past three years. However, the portion recorded in the Revenue Sharing Reserve
Fund has remained static each of those years in accordance with State statute. Therefore, the full impact
of any increases in property tax growth is recorded in the General Fund.

Investment income increased approximately $1.3 million as market interest rates continued to recover in
2006.

A year-to-year comparison of General Fund expenditures by function is presented below.

General Fund Expenditures By Function

Increase %
Function 2005 2006 (Decrease) Chang

Legislative $ 2,076,701 $ 2,250,279 $ 173,578 8.4%
Judicial 22,779,494 23,706,731 927,237 4.1%
General government 54,425,059 58,298,464 3,873,405 7.1%
Public safety 56,691,858 62,030,713 5,338,855 9.4%
Health and welfare 712,784 787,117 74,333 10.4%
Other 5,480,571 5,459,684 (20,887) -0.4%
Capital outlay 802,454 705,595 (96,859) -12.1%
Transfers to other funds 60,347,238 61,961,328 1,614,090 2.7%

$ 203,316,159 $ 215,199,911 $ 11,883,752 5.8%
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The $3.9 million increase in General Government expenditures represents a 7.1% increase, the majority
of which can be attributed to a 2.5% budgeted increase in salaries as well as large increases in health
care and pension costs (approximately 10% and 33% respectively).

The $5.3 million increase in Public Safety expenditures represents a 9.4% increase, which is a result of
increases in salaries and fringe benefit costs at the Sheriff Department, including a full year of costs
related to the positions added in 2005 in connection with patrol contracts with the City of Mount Clemens.

Revenue Sharing Reserve Fund - The Revenue Sharing Reserve Fund was established pursuant to Public
Act 357 of 2004 to serve as a substitute funding mechanism for State Revenue Sharing. Under the
provisions of Public Act 357, the collection of property taxes will be accelerated over the course of three
years, whereby the County will eventually levy 100% of its property taxes in July rather than December.
This gradual shift will take place as follows: 1/3 of the 2005 County levy was made in July 2005, 2/3 of
the 2006 levy will be made in July 2006 and 100% of the 2007 levy will be made in July 2007. Each year
thereafter, 100% of the levy will be made in July. Beginning in 2004, three annual installments, each
equal to 1/3 of the December 2004 property tax levy, will be recognized as revenue and placed in a
restricted fund known as the Revenue Sharing Reserve Fund. Beginning in 2004, and each year
thereafter until its fund balance is exhausted, the Revenue Sharing Reserve Fund will transfer to the
General Fund each year an amount determined by the State of Michigan that approximates the amount of
revenue sharing that would have been distributed by the State in fiscal 2004 if it had not been
discontinued. The fund balance of the Revenue Sharing Reserve Fund is expected to be exhausted in
2011. The last installment of $37.7 million was placed in the Revenue Sharing Reserve Fund in 2006.
The Revenue Sharing Reserve Fund subsequently transferred $14.5 million to the General Fund and
earned $1.8 million in interest, resulting in a surplus of $25.0 million for the year ended December 31,
2006. The fund balance is restricted in its entirety and was $77.8 million at year-end.

The fund balances of the County's non-major governmental funds were approximately $58.9 million at
year-end, a decrease of approximately $11.1 million over the prior year. A decrease of $11.8 million was
experienced in the capital projects funds as construction continued on several projects during the year.
Of the $58.9 million, $29.0 million is reported in the capital projects funds, all of which is designated or
restricted for use in the construction, remodeling, renovation and maintenance of new or existing facilities.
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GENERAL FUND BUGETARY HIGHLIGHTS

The budget for each fiscal year is adopted by the Board of Commissioners in December of the prior year
and may be amended from time to time throughout the year to reflect changing operational
circumstances. A comparison of budgeted and actual revenues is presented below.

General Fund Revenue Budget and Actual By Source

Budget
Source Adopted Final Actual Variance
Property taxes $ 124,575,072 $ 124,575,072 $ 126,970,438 $ 2,395,366
Licenses and permits 412,725 529,869 330,966 (198,903)
Federal and State grants 8,183,120 8,218,120 8,625,137 407,017
Charges for services 27,431,518 27,807,681 30,329,637 2,521,956
Investment income 5,310,750 5,310,750 5,957,464 646,714
Admin charges to other funds 11,887,038 11,887,038 11,424 507 (462,531)
Fines and forfeitures 992,100 1,002,100 864,669 (137,431)
Other revenue 20,750 20,750 67,645 46,895
Transfers from other funds 23,174,739 23,325,859 23,339,929 14,070

$ 201,987,812 $ 202,677,239 $ 207,910,392 $ 5,233,153

Property tax revenue exceeded budget because the budget did not include the portion of the tax levy
pertaining to properties eligible for industrial facilities tax exemption certificates.

Charges for Services revenues exceeded budget by $2.5 million, consisting primarily of Personal
Services charge-backs, which exceeded budget by roughly $1.3 million. This interdepartmental
chargeback revenue was generated primarily by the Facilities and Operations department on workorders

and is budgeted conservatively.

A comparison of budgeted and actual expenditures is presented below.

General Fund Expenditures Budget and Actual By Level of Control

Budget
Level of Control Adopted Final Actual Variance
Salaries and fringe benefits $ 122,655,907 $ 121,428,765 $ 116,380,144 $ 5,048,621
Operating 40,691,581 40,538,748 36,030,203 4,508,545
Capital outlay - departmental 252,900 210,173 122,641 87,532
Capital outlay - nondepatmental 1,048,800 950,000 705,595 244,405
Transfers to other funds 78,263,043 74,027,168 61,961,328 12,065,840

$ 242,912,231 $ 237,154,854 $ 215,199,911 $ 21,954,943

The original and final expenditure budgets of the General Fund for fiscal 2006 were $242.9 million and
$237.2 million, respectively, a decrease of $5.7 million of final over originally adopted.
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The Board of Commissioners requested all departments to reduce their budgets by 3% as one way to
address the ongoing deficits being experienced in the General Fund. These reductions included freezing
or delaying the filling of vacant positions as well as reducing the contribution to the Capital Improvement
Fund by $1.9 million. The estimated savings realized as a result of the 3% reduction was $6.0 million
which includes the $1.9 million in reduced funding to the Capital Improvement Fund.

One of the hallmarks of the County’s financial management over the years has been its conservative
budgeting. As a result, actual General Fund expenditures were approximately $21.9 million below budget
in fiscal 2008, consisting primarily of $5.0 million in the area of salaries and wages and $12.1 million in
the area of transfers to other funds.

The County budgets salaries and wages at the maximums of its various salary ranges to reflect the fact
that employees generally reach maximum within four years. Minimum salaries are generally 80% of
maximum. Employees generally start toward the lower end of the pay scale. The $5.0 million budget
surplus in the area of salaries and fringe benefits can be attributed to vacant positions in connection with
the budget reductions mentioned previously as well as employees moving through their salary grades.
Actual expenditures for salaries and fringe benefits were 95.8% of budget.

Transfers to other funds of $61.9 million were approximately $12.1 million below the budget of $74.0
million. Budgeted transfers are maintained at conservative levels due to the uncertainty of outside
revenue sources.

In summary, General Fund expenditures exceeded revenues by $7.3 million for the year ended
December 31, 2006. Unreserved fund balance was $46.0 million or 10.3% of the total 2007 County
operating budget.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital assets. The County categorizes its capital assets as follows: land, land improvements, buildings
and improvements, machinery, equipment and vehicles and construction in progress. At year-end, the
County's investment in capital assets, net of accumulated depreciation, was $155.1 million for
governmental activities and $24.2 million for business-type activities.

Macomb County's Capital Assets
(net of accumulated depreciation)

Governmental Avtivities Business-type Activities Total
2005 2006 2005 2006 2005 2006
Land $ 12,543,652 $ 14,154,314 $ - $ - $ 12,543,652 $ 14,154,314
Land improvements 4,626,135 5,431,804 212,237 194,554 4,838,372 5,626,358
Buildings and improvemnents 118,583,388 98,175,089 2,584,704 22,783,122 121,168,092 120,958,211
Machinery, equipment and vehicles 16,066,106 14,515,269 391,157 1,235,893 16,457,263 15,751,162
Construction in progress 14,642,374 22,894,126 3,556,564 - 18,198,928 22,894,126

$ 166,461,655 $ 155,170,602 $ 6,744,652 $ 24,213,569 $ 173,206,307 $ 179,384,171

A-13



MACOMB COUNTY, MICHIGAN
Management’s Discussion and Analysis
Required Supplemental Information

Major capital asset activity during the year included the following:

> Construction on the addition and renovation of the Martha T. Berry Medical Care Facility was
completed in 2006 at a total cost of approximately $22.0 million.

» Construction continued on the E-911 radio communication system. Approximately $3.7 million was
expended in 2006 and total project costs are expected to be approximately $13.5 miilion.
» Construction continued on the new Public Works building. Approximately $2.3 million was expended

in 2006 and total project costs are expected to be approximately $6.3 million.

Additional information regarding the County’s capital assets can be found in the Note 3 to the basic
financial statements.

Long-term debt. The County's long-term debt was $84.3 million at December 31, 2006, all of which

related to governmental activities. All outstanding obligations are backed by the full faith and credit of the
County. The components of the total liability are presented below.

Macomb County’s Long-Term Debt - Governmental Activities

Balance New Debt Debt Balance
Beginning of Year Issued Retired End of Year
General obligation bonds $ 88,770,000 $ - $ 4,470,000 $ 84,300,000

The general obligation bonds of the County are rated Aaa by Moody's Investor Service and AAA by
Standard & Poors, the highest rating awarded by each agency.

State statute limits the total amount of general obligation debt of the County to 10% of the assessed value
of all property in the County. Assessed value is generally 50% of true market value. Management,
however, believes that the taxable value of all property in the County is a more practical and conservative
base on which to base the calculation of the County's debt limit. The assessed and taxable value of all
property in the County as of December 31, 2006 was $37.2 billion and $30.4 billion, respectively.
Therefore, the County's debt limitation was $3.0 billion at year-end. The County’s outstanding debt at
December 31, 2006 of $84.3 million was well below the limit based on either assessed or taxable value.

Additional information regarding the long-term obligations of the County may be found in the Note 4 to the
basic financial statements.
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ECONOMIC FACTORS AND NEXT YEAR’S BUDGET AND RATES
The following factors were considered when developing the 2007 budget:

» The General Fund experienced a deficit of $7.3 million in fiscal 2006, following a deficit of $9.1 million
in fiscal 2005. Legacy costs associated with employee health care and pension obligations continue
to present the largest challenge to balancing the County budget. Health care costs have increased at
double digit rates for the past several years and this trend is expected to continue into the
foreseeable future. A 10% increase was budgeted for 2007.

In addition, new pension benefits and stock market declines over the past several years have
significantly increased the County's funding requirement to its defined benefit pension plan in each of
the past three years. This trend is also expected to continue for the next several years as the
required employer contribution moves closer to normal cost. In order to address the deficit, the Board
of Commissioners enacted a continuation budget in 2007 and again requested all departments to cut
their budgets even further where possible. The County will also be requesting health care and
pension benefit concessions of its employees in upcoming negotiations.

» Salaries will increase 2.5 % in 2007 in accordance with collective bargaining agreements.
» Property tax revenues are expected to increase 5.5% in 2007.

» Market interest rates are expected to improve slightly during 2007. However, higher rates are also
expected to result in a reduction in recording fees collected through mortgage refinancings.

» GASB Statement No. 43, “Financial Reporting for Postemployment Benefit Plans Other Than Pension
Plans”, required the County to begin disclosing its funding progress relative to its Retiree Health Care
Fund beginning in 2006. GASB Statement No. 45, “Accounting and Financial Reporting by
Employers for Postemployment Benefits Other Than Pensions”, will require the County to recognize a
liability for the portion of the annual required contribution that it does not make to the Retiree Health
Care plan beginning in 2007. The County is still evaluating the impact of Statement No. 45. The
County has been very proactive in recognizing its liability for retiree health care and began
designating funds for this purpose in 1994. The County has contributed approximately $68.0 million
toward the unfunded liability since 1994. Investment earnings have increased the fund balance of the
Retiree Health Care Fund to $106.5 million as of December 31, 2006.

> Inflationary trends in the region compare favorably to national indices.
» Although the County is facing significant budgetary challenges at this time, its financial condition

remains strong as demonstrated by the financial statements and other schedules included in this
report.
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CONTACTING THE COUNTY FINANCE DEPARTMENT

This financial report is designed to provide the citizens, taxpayers, investors, creditors and others with a
general overview of the finances of the County. Questions concerning any information contained in this
report or requests for additional information should be addressed to the attention of the Finance Director
at the following address: Macomb County Finance Department, 12" Floor County Building, Mt. Clemens,
MI. 48043. Requests can also be made by phone at 586-469-5250.
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