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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 oniy 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 $162.4 million at December 31,
2007, a decrease of $20.7 million over the prior year. The $20.7 million decrease consists of a $6.5
million decrease in the General Fund, a $12.3 million decrease in the Revenue Sharing Reserve Fund, a
combined increase of $1.6 million in the Special Revenue and Debt Service funds and a $3.5 million
decrease in the Capital Projects funds.

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 2006 2007 {Decrease) Change

Property taxes $ 126,970,438 $ 141,690,935 $ 14,720,497 11.6%
Licenses and permits 330,966 307,729 {(23,237) -7.0%
Federal and State grants 8,625,137 8,407,991 (217,146) -2.5%
Charges for services 30,329,637 27,571,378 (2,758,259) -9.1%
Investment income 5,957,464 6,591,146 633,682 10.6%
Admin charges to other funds 11,424,507 11,925,270 500,763 4.4%
Fines and forfeitures 864,669 698,321 {166,348) -19.2%
Other revenue 67,645 277,181 209,536 309.8%
Transfers from other funds 23,339,929 23,876,560 536,631 2.3%
$ 207,910,392 $ 221,346,511 $ 13,436,119 6.5%

Property tax revenue increased approximately $14.7 million, or 11.6%, $7.5 million of which was the
result of increased property values in the County. The remaining $7.2 million pertains to a one-time
surplus which was the result of shifting the property tax levy from December to July as discussed
previously.
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Charges for services revenue decreased approximately $2.8 million, or 9.1%, caused primarily by
reductions in recording fees and real estate transfer tax as a result of the depressed housing market.

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

General Fund Expenditures By Function

Increase %

Function 2006 2007 (Decrease) Change
Legislative $ 2,250,279 $ 2,344,822 $ 94,543 4.2%
Judicial 23,706,731 24,196,654 489,923 2.1%
General government 58,298,464 57,995,814 (302,650) -0.5%
Public safety 62,030,713 63,860,238 1,829,525 3.0%
Health and welfare 787,117 697,247 (89.870) -11.4%
Other 5,459,684 5,618,750 159,066 2.9%
Capital outlay 705,595 617,157 (88,438) -12.5%
Transfers to other funds 61,961,328 72,573,876 10,612,548 17.1%
$ 215199,9M1 $ 227,904,558 $ 12,704,647 5.9%

The $1.8 million increase in Public Safety expenditures, representing a 3.0% increase, is a result of
increases in jail medical and salary and fringe benefit costs at the Sheriff Department.

The majority of the increase in transfers to other funds is the result of a one-time transfer of $7.2 million to
the Capital Improvement Fund that was made possible through the recognition of revenues deferred in
2004-2006 as the collection of property taxes was accelerated from December to July as previously
noted.

Revenue Sharing Reserve Fund - The Revenue Sharing Reserve Fund was established pursuant to Public
Act 257 of 2004 to serve as a substitute funding mechanism for State Revenue Sharing. Under the
provisions of Public Act 257, the collection of property taxes was accelerated over the course of three
years, whereby the County now levies 100% of its property taxes in July rather than December.
Beginning in 2004, three annual installments, each equal to 1/3 of the December 2004 property tax levy,
were recognized as revenue and placed in a restricted fund known as the Revenue Sharing Reserve
Fund. The last installment of $37.7 million was placed in the Revenue Sharing Reserve Fund in 2006.
Since the three installments placed in the Revenue Sharing Reserve Fund were frozen at the 2004 level
and property tax values increased in 2005 and 20086, the difference between 1/3 of those levies and the
amount deposited in the Revenue Sharing Reserve Fund each year was deferred and recognized in
2007. The Revenue Sharing Reserve Fund will fransfer 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 if it had not been discontinued and will continue to do so until the fund
balance is exhausted. We expect the fund to be fully depleted in 2011. The Revenue Sharing Reserve
Fund transferred $15.1 million to the General Fund in 2007 and earned $2.8 million in interest, resulting in
a deficit of $12.3 million for fiscal 2007. The fund balance is restricted in its entirety and totaled $65.6
mitlion at year-end.
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The fund balances of the County’s non-major governmental funds were approximately $57.1 million at
year-end, a decrease of approximately $1.9 million over the prior year. A decrease of $3.5 million was
experienced in the capital projects funds as construction continued on several projects during the year.
Of the $57.1 million, $25.5 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.

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 $ 136,560,750 $ 139,717,183 $ 141,690,935 $ 1,973,752
Licenses and permits 447,750 447,750 307,729 (140,021)
Federal and State grants 8,280,629 8,280,629 8,407,991 127,362
Charges for services 28,573,898 28,657,973 27,571,378 (1,086,595)
Investment income 8,050,750 8,050,750 6,591,146 (1,459,604)
Admin charges to other funds 12,457,310 12,457,310 11,925,270 (532,040)
Fines and forfeitures 1,006,600 1,006,600 698,321 (308,279)
Other revenue 40,750 40,750 277,181 236,431
Transfers from other funds 23,818,425 23,876,560 23,876,560 -

$ 219,236,862 $ 222,535505 $ 221,346,511 $ (1,188,994)

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 revenue was $1.1 million under budget, primarily as a result of a decline in the
housing market, which resulted in lower than expected recording fees and real estate transfer tax.
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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 $ 127,931,689 $ 128,002,371 $ 118,020,509 $ 9,981,862
Operating 42,610,084 42,329,551 36,540,840 5,788,711
Capital outlay 1,186,900 1,228,033 769,333 458,700
Transfers to other funds 79,348,836 86,858,422 72,573,876 14,284,546

$ 251,077,509 $ 258,418,377 $ 227,904,558 $ 30,513,819

The original and final expenditure budgets of the General Fund for fiscal 2007 were $251.1 miilion and
$258.4 million, respectively, an increase of $7.3 million of final over originally adopted. Virtually the entire
increase in budgeted expenditures was attributable to the one time transfer to the Capital Improvement
Fund discussed previously.

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 $30.5 million below budget
in fiscal 2007, consisting primarily of $10.0 million in the area of salaries and wages and $14.3 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 County also
implemented a 10 week hiring delay in 2007 as a way to address the General Fund deficit. The $10.0
million budget surplus in the area of salaries and fringe benefits can be attributed to vacant positions, the
hiring delay and the hiring of new employees at rates below the maximum salary. Actual expenditures for
salaries and fringe benefits were 92.2% of budget.

Transfers to other funds of $72.6 million were approximately $14.3 million below the budget because
budgeted transfers are maintained at conservative levels due to the uncertainty of outside revenue
sources.

In summary, General Fund expenditures exceeded revenues by $6.5 million for the year ended

December 31, 2007. Unreserved fund balance was $39.8 million or 8.4% of the 2008 County operating
budget.
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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 $163.0 million for
governmental activities and $23.2 million for business-type activities.

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

Govemmental Avtivities Business-type Activities Total
2006 2007 2006 2007 2006 2007
Land $ 14,154314 $ 14,154,314 $ - $ - $ 14,154 314 $ 14,154314
Land improvements 5,431,804 6,628,311 194,554 176,872 5,626,358 6,805,183
Buildings and improvements 98,175,089 104,443,960 22,783,122 21,975,005 120,958,211 126,418,965
Machinery, equipment and vehicles 14,515,269 26,844,138 1,235,893 1,084,441 15,751,162 27,928,579
Construction in progress 22,894,126 10,974,177 - - 22,894,126 10,974,177

$ 155,170,602 $ 163,044,900 $ 24,213,569 $ 23,236,318 $ 179,384,171 $ 186,281,218

Major capital asset activity during the year included the following:

» Construction was completed on the E-911 radio communication system. Approximately $0.9
million was expended in 2007 and total project costs were approximately $13.3 million.

> Construction was substantially completed on the new Public Works building. Approximately $2.8
million was expended in 2007 and total project costs are expected to be approximately $7.0
million. The building is scheduled to open in January 2008.

> Construction began on a new building for the 42nd District Court located in the City of New
Baltimore. A total of $5.1 million was spent in 2007 and the total project is expected to cost $7.9
million. The project is scheduled for completion in the spring of 2008.

> Phase two of the Juvenile Justice Center renovation began in 2007 and a total of $1.7 million was
spent in 2007. The project is expected to cost approximately $7.1 million and is expected to be

completed in 2009.

Additional information regarding the County’s capital assets can be found in the Note 3 to the basic
financial statements.
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Long-term debt. The County’s long-term debt was $80.2 million at December 31, 2007, 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 $ 84,300,000 $ 16,895,000 $ 20,950,000 $ 80,245,000

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.

The County advance refunded $16.2 million in bonds in 2007, resulting in long-term interest savings of
$0.5 million.

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, 2007 was $38.3 billion and $31.9 billion, respectively.
Therefore, the County’s debt limitation was $3.2 billion at year-end. The County’s outstanding debt at
December 31, 2007 of $80.2 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 Note 4 to the
basic financial statements.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET AND RATES
The following factors were considered when developing the 2008 budget:

> The General Fund experienced a deficit of $6.5 million in fiscal 2007, following deficits of $7.3 million
and $9.2 million in fiscal 2006 and 2005, respectively. Legacy costs associated with employee health
care and pension obiigations 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 is anticipated again in
2008.

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. 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 2008 and requested ail 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.
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» A zero percent increase in salaries in 2008.

> Property tax revenues are expected to remain at 2007 levels.

» Market interest rates are expected to remain level during 2008.

> 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.

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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