City of Takoma Park
Maryland

Comprehensive Annual Financial Report
Fiscal Year Ended June 30, 2016



This page intentionally left blank.



City of Takoma Park
Maryland

Comprehensive Annual Financial Report
Fiscal Year Ended June 30, 2016

Prepared by: City of Takoma Park, Maryland

Suzanne R. Ludlow Susan Cheung
City Manager Director of Finance



This page intentionally left blank.



City of Takoma Park, Maryland

Index

Introductory Section
Letter of Transmittal
GFOA Certificate of Achievement
Organizational Chart
List of Elected and Appointed Officials
Financial Section
Independent Auditor's Report
Management's Discussion and Analysis
Basic Financial Statements

Government-wide Financial Statements

Statement of Net Position

Statement of Activities

Fund Financial Statements

Balance Sheet - Governmental Funds

Reconciliation of the Balance Sheet of the Governmental Funds
to the Statement of Net Position

Statement of Revenues, Expenditures and Changes in
Fund Balances - Governmental Funds

Reconciliation of the Statement of Revenues, Expenditures, and Changes in
Fund Balances of the Governmental Funds to the Statement of Activities

General Fund Statement of Revenues, Expenditures, and Changes
in Fund Balance - Budget and Actual (GAAP Basis)

Speed Camera Fund Statement of Revenues, Expenditures, and
Changes in Fund Balance - Budget and Actual (GAAP Basis)

Special Revenue Fund Statement of Revenues, Expenditures and Changes
in Fund Balance - Budget and Actual (GAAP Basis)

Fiduciary Funds Financial Statements

Statement of Fiduciary Net Position

Statement of Changes in Fiduciary Net Position

10
11

12

15
17

32

33
34

35

36

37

38

39

40

41

42

43



City of Takoma Park, Maryland

Index

Notes to Financial Statements
Required Supplementary Information
Pension Trust Funds

Police Employees' Retirement Plan - Schedule of Changes in the City's Net
Pension Liability and Related Ratios

Schedule of Required Pension-Related Supplementary Information: Schedule
of the City's Proportionate Share of the Net Pension Liability

Schedules of Required Pension-Related Supplementary Information: Schedule
of the City’s Pension Plan Contributions

Supplementary Information

General Fund Schedule of Revenues, Expenditures and Other Financing Sources
(Uses) - Budget and Actual

Non-Major Governmental Funds - Combining Balance Sheet

Non-Major Governmental Funds Combining Schedule of Revenues, Expenditures,
and Changes in Fund Balances - Budget and Actual

Stormwater Management Fund Schedule of Revenues, Expenditures and Changes in
Fund Balances - Budget and Actual

Combining Statement of Fiduciary Net Position
Combining Statement of Changes in Fiduciary Net Position
Statistical Section
Statistical Section Contents
Net Position by Component
Changes in Net Position
Fund Balances of Governmental Funds
Changes in Fund Balances of Governmental Funds
General Fund Tax Revenue by Source
Real Property Tax Levies and Collections

Assessed and Estimated Actual Value of Taxable Property

74

76

77

78

79
82

83

84
85
86

90
91
92
93
94
95
96

97



City of Takoma Park, Maryland

Index

Property Tax Rates - Direct and Overlapping Governments
Computation of Legal Debt Margin

Ratio of Net General Bonded Debt to Assessed Value and Net Bonded Debt
Per Capita

Ratio of Annual Debt Service Expenditures for General Bonded Debt to
Total General Governmental Expenditures

Computation of Direct and Overlapping Debt

Demographic Statistics

Principal Property Taxpayers

Principal Employers

Full-time Equivalent City Government Employees by Function
Operating Indicators by Function

Capital Asset Statistics by Function

Miscellaneous Statistical Data

Schedule of Insurance in Force

100

101
102
103
104
105
106
107
108
109
111



Introductory Section



The City of Takoma Park

7500 Maple Avenue
Takoma Park, MD 20912
www.takomaparkmd.org

Office of the City Manager
Telephone: 301.891.7229
Fax: 301.270-8794
SuzanneL@takomaparkmd.gov

Suzanne R. Ludlow, City Manager

October 25, 2016

Honorable Members of the City Council
and Citizens of the City of Takoma Park, Maryland:

The City's Charter, Section 821, requires that the financial books and accounts of the City be audited
annually in accordance with applicable State laws and the requirements of the City Council. The City
Council has elected to have its financial statements prepared in accordance with generally accepted
accounting principles and audited in accordance with generally accepted auditing standards by a certified
public accountant. We hereby issue the comprehensive annual financial report ("CAFR") for the year ended
June 30, 2016.

Responsibility for both the accuracy of the presented data and the completeness and fairness of the
presentation, including all disclosures, rests with the City. Management assumes full responsibility for the
completeness and reliability of the information contained in this report, based upon a comprehensive
framework of internal control that has been established for this purpose. Because the cost of internal
control should not exceed anticipated benefits, the objective is to provide reasonable, rather than absolute,
assurance that the financial statements are free of any material misstatements. We believe that the data, as
presented, is accurate in all material aspects; that it is presented in a manner designed to fairly set forth the
financial position and changes in financial position of the City; and, that all disclosures necessary to enable
the reader to gain the maximum understanding of the City's financial affairs have been provided.

CohnReznick LLP, a firm of licensed certified public accountants, has audited the City of Takoma Park,
Maryland's financial statements. The independent auditor's report is included with the City's financial
statements in the Financial Section of this report. The audit was conducted in accordance with auditing
standards generally accepted in the United States of America and, for the basic financial statements of the
City, the standards for financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. On the basis of this examination, the independent auditors have
issued an unmodified opinion that the presentation of the basic financial statements conforms to accounting
principles generally accepted in the United States of America. In conducting the audit, the auditors
performed tests of the accounting records and such other procedures as were considered necessary in the
circumstances to provide a reasonable basis for the opinion on the financial statements.

The auditors also assessed the accounting principles used and the significant estimates made by
management, as well as evaluated the overall financial statement presentation. Management has provided
a narrative introduction, overview, and analysis to accompany the basic financial statements in the
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 City's MD&A can be found immediately following the
report of the independent auditors in the Financial Section of this report.


mailto:SuzanneL@takomaparkmd.gov
http://www.takomaparkmd.org/

PROFILE OF THE GOVERNMENT

The City of Takoma Park is approximately 2.4 square miles in size and is located in Montgomery County,
Maryland on the border of Washington, D.C. The City was incorporated in 1890 and has a population of
16,715 (U.S. Census 2010).

The City of Takoma Park operates under a Council/Manager form of government. Policy-making and
legislative authority are vested in a governing body consisting of seven members (Mayor and six Council
members). The City Council is elected on a hon-partisan basis. All seven members serve two-year terms.
Six Council members are elected by wards. The Mayor is elected at large. The City Council's
responsibilities include setting City policy, passing ordinances and resolutions, adopting the City's annual
budget, appointing members to committees, and hiring both the City Manager and the City Attorney.

The City Manager is responsible for implementing the policies and ordinances of the City Council,
overseeing the day-to-day operations of the government, and appointing the heads of various departments.

The City provides a range of municipal services including, but not limited to, police protection, solid waste
and recycling collection, storm drainage maintenance, street and park maintenance, snow removal, housing
and property inspections, and recreation.

ECONOMIC CONDITION AND OUTLOOK

The City is a residential community located in the southern part of Montgomery County in the inner suburbs
of the Washington, D.C. metropolitan area. City residents benefit from the excellent Montgomery County
public school system. The Takoma Park-Silver Spring campus of Montgomery College and the four-year
Washington Adventist University are located in Takoma Park. The City has a large historic district, two
major commercial districts, many parks, and attractive, walkable neighborhoods. The City is located along
the Red Line of the region's Metrorail system and is well served by bus systems and bicycle trails. Offices,
attractions, and entertainment are close by in adjacent Washington, D.C. and Silver Spring, Maryland.

According to the 2010 Census, the City had a total of 7,162 housing units. Of these, 3,444 were owner-
occupied housing units. Forty-seven percent (47%) of Takoma Park's households live in multi-family
residential structures.

Because of its location and attractive environment, Takoma Park is a highly desirable place to live. Its
economic health rests heavily on the value of its residential property. The net assessable real property
value for Takoma Park was estimated at $2.1 billion during fiscal year 2016. Housing values have risen
sharply since 2000, when the median value of an owner occupied home was $189,200, according to the
2000 Census. The American Community Survey ("ACS") of 2010-2014 reflected a median owner-occupied
housing unit value of $475,800. Rapid growth in property values in Takoma Park ended during the
recession in the late 2000's. Since that time, property values first rose slowly and now are rising at a
moderate pace.

Real property in the State of Maryland is reassessed on a triennial basis. The 2013 reassessment showed
a decline in the City's assessable real property base (net) of 3.6 percent from Fiscal Year 2013. This
affected the City through Fiscal Year 2016 and affected choices in service delivery over that time. The 2016
reassessment showed an increase in the assessable base of 8.0 percent from Fiscal Year 2016.

The Census Bureau reported that the population of the Washington D.C. region grew by 63,793, or 1.1
percent between 2013 and 2014, to a total of approximately 6.1 million persons. The Bureau of Labor
Statistics reported the unemployment rate in the region in August 2016 was 4.4%. The Montgomery
County, Maryland unemployment rate was 3.7%.



While the Washington, D.C. area fared better than other parts of the country during the recession, it has
been impacted by Congressional-mandated sequestration that resulted in cuts in federal funding and
contracting. These cuts resulted in substantially less revenue for states and local governments.
Municipalities were hurt directly and by cuts in intergovernmental payments from states and counties. The
economic outlook for the State of Maryland began improving during Fiscal Year 2013. The General
Assembly voted to increase funding for municipalities in Fiscal Year 2014 and 2015. Efforts are continuing
to make these revenue sources, especially Highway User Revenue, less variable in the future.

Takoma Park is also working with other municipalities in Montgomery County to ensure that
intergovernmental revenue from the County will be more substantial and predictable in coming years.
These efforts will be continuing but success is not certain.

During Fiscal Year 2016, it was learned that the Maryland Office of the Comptroller had misallocated
income tax revenue among counties and municipalities for a number of years. While the City of Takoma
Park benefited from the corrections made by the Comptroller's Office, many municipalities are required to
pay back revenue they received, reinforcing the need for adequate municipal reserves in the face of
uncertainty.

While property tax and intergovernmental revenue are the largest sources of revenue for the City of
Takoma Park, the community's long term economic health depends on economic development in the City's
commercial corridors, particularly along New Hampshire Avenue and University Boulevard. Governor
Hogan has affirmed the State's commitment to the Purple Line, a light rail transit line that will traverse
Montgomery and Prince George's Counties, including along University Boulevard on the north side of
Takoma Park. Construction is scheduled to begin in 2016 and be open for service in 2022.

Recognizing that the Purple Line and the development it will spur are important to the long-term economic
health of the Takoma Park community, City officials worked with planners in Montgomery County and
Prince George's County to ensure that master plans and appropriate zoning are in place to encourage and
tailor redevelopment of neighborhoods and commercial areas near the transit line.

Significant streetscape improvements and commercial district support activities continue to take place in the
Old Takoma, Takoma-Langley Crossroads and Long Branch commercial areas. The Old Takoma business
area has a Maryland Main Street designation. The Takoma-Langley Crossroads area and the Long Branch
business district are part of a Maryland Enterprise Zone that was established in 2005 and reauthorized in
2013, providing tax incentives to new and expanding businesses. Both the Old Takoma and the Takoma-
Langley Crossroads business districts have active programming efforts underway to market their
commercial areas to the surrounding region. These commercial areas are thriving, with a number of
exciting new businesses and virtually no vacancies.

To strengthen the long-term economic health of the Takoma Junction commercial area in the Old Takoma
business district, the City is pursuing commercial development on the site of a City-owned parking lot. In
2015, the City selected Neighborhood Development Corporation of Washington, D.C. as the developer
under a ground-lease arrangement.

The City is also working with officials of Washington Adventist Hospital to ensure that the hospital's Takoma
Park campus remains a strong community asset when its main hospital moves to the White Oak area of
Montgomery County in 2019. The campus will retain rehabilitation and behavioral health hospital functions
as well as urgent and primary care facilities. Washington Adventist University will rent some of the vacant
hospital space and there is interest in bringing in other complementary and community-serving uses to the
campus.



LONG-TERM FINANCIAL PLANNING

The City of Takoma Park is committed to responsible long-term financial planning. Elements with long-
range impacts include maintenance of infrastructure and retirement plan costs.

In accordance with the City Charter, certain monies are set aside for the scheduled replacement of vehicles
and equipment. These funds are accounted for in the Equipment Replacement Reserve. Substantial funds
have been allocated to the Equipment Replacement Reserve over the last decade. This funding effort
should be continued going forward to ensure that the City has sufficient funds on hand to maintain its
vehicle fleet and other equipment in good working order. A newer fund, the Facility Maintenance Reserve,
was established to have funds available for large facility maintenance expenses over time. A plan will be
developed to identify the level of reserves appropriate for this fund.

The City of Takoma Park Police Employees' Retirement Plan, established in 2001, covers sworn police
officers who are employed on a regular full-time basis. Plan provisions include retirement, disability, and
death benefits to plan members and their beneficiaries. In Fiscal Year 2009, the City modified the existing
Plan in an attempt to address the initial rate of disability. The City contribution rate has been relatively
stable since enactment of the change. The plan does not include retiree health benefits, which has kept
costs reasonable.

RELEVANT FINANCIAL POLICIES

As noted earlier in this transmittal message, the downturn in the economy several years ago affected the
City in a number of ways. The Federal Reserve's interest rate cuts significantly reduced the City's
investment revenues. The financial difficulties of the State of Maryland and Montgomery County resulted in
reductions of funds traditionally provided to municipalities. In Fiscal Year 2014, improving economic
conditions allowed the State to increase Police Protection Aid on an ongoing basis and to increase Highway
User Revenue on a temporary basis.

The City will maintain adequate unassigned fund balance in its General Fund in order to address revenue
fluctuations and to avoid any disruption in services caused by a future decline in significant revenue
sources and rising costs. Additionally, the City's use of unrestricted future fund balances and one-time
revenue sources will be limited to specific non-recurring projects.

MAJOR INITIATIVES
City activities in Fiscal Year 2016 were largely focused on three major policy areas:

o Environmental and Economic Sustainability
e Livable Community
e Engaged, Responsive, and Service-Oriented Government

Major accomplishments related to these priorities during Fiscal Year 2016 included the following:

o Negotiated a development agreement with Neighborhood Development Corporation to
commercially develop the City-owned parking lot in the Takoma Junction area.

e Continued a remarkable community-wide effort to reduce energy usage and continued to
compete as one of 50 Semi-Finalists in the Georgetown University Energy Prize — the only
jurisdiction that attained this status in Maryland. Neighborhoods competed in energy-saving
efforts, businesses were assisted in energy saving by college students, and LED street lights
began to be installed on area streets. These efforts, along with our popular food waste
composting program, are components of our sustainability action plan.

e Continued to develop detailed engineering plans for the Flower Avenue Green Street and Ethan
Allen Gateway Projects which include street, pedestrian safety, and stormwater improvements and
that involve significant coordination with utilities, State agencies, and adjacent residential and
commercial property owners.



e Gained Council support of concept drawings for a proposed Library renovation and expansion.

e Began a process of "Community Conversations" on priority topics identified by the Council; held two
of these special events on the topics of affordable housing and youth success.

e Focused efforts to build closer police/community relations through additional training on working
with people with special needs, and continued efforts on: sharing of detailed information with the
public, community cookouts and special events, and awarding police officers for actions that
deescalated volatile situations.

e Launched an entirely new City website, which was well received.

AWARDS AND ACKNOWLEDGEMENTS

The Government Finance Officers Association ("GFOA") awarded a Certificate of Achievement for
Excellence in Financial Reporting to the City of Takoma Park for its comprehensive annual financial report
("CAFR") for the fiscal year ended June 30, 2015. This was the tenth consecutive year that the City has
received this prestigious award. In order to be awarded a Certificate of Achievement, the City had to
publish an easily readable and efficiently organized CAFR that satisfied both generally accepted accounting
principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current CAFR
continues to meet the Certificate of Achievement Program's requirements, and we are submitting it to the
GFOA for consideration for another certificate.

The preparation of this annual report could not have been accomplished without the efficient and dedicated
services of the entire staff of the Finance Department, particularly Finance Director Susan Cheung. We are
grateful to the City's independent auditor, CohnReznick LLP, for the professional assistance provided
during the course of the audit. Finally, we would like to thank the members of the City Council for their
interest and support in planning and conducting the financial affairs of the City in a responsible and
professional manner.

Respectfully submitted,

Suzanne R. Ludlow
City Manager
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Organizational Chart
The City of Takoma Park, Maryland
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CohnReznick LLP

COHN@REZNICK

ACCOUNTING * TAX * ADVISORY

cohnreznick.com

Independent Auditor's Report

To the City Council
City of Takoma Park, Maryland

We have audited the accompanying financial statements of the governmental activities, each major fund,
the aggregate remaining fund information and the budgetary comparison for the General, Speed Camera,
and Special Revenue Funds of the City of Takoma Park, Maryland as of and for the year ended June 30,
2016, and the related notes to the financial statements, which collectively comprise the City's basic financial
statements as listed in the index.

Management's Responsibility for the Financial Statements

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

Auditor's Responsibility

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

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

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

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate remaining
fund information of the City of Takoma Park, Maryland, as of June 30, 2016, and the respective changes in
financial position and the budgetary comparison for the General, Speed Camera and Special Revenue
Funds thereof for the year then ended in accordance with accounting principles generally accepted in the
United States of America.
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Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis on pages 17 to 30 and the schedules of changes in the City's net pension liability
and related ratios, the City's proportionate share of the net pension liability and pension plan contributions
on pages 74 to 77 be presented to supplement the basic financial statements. Such information, although
not a part of the basic financial statements, is required by the Governmental Accounting Standards Board,
who considers it to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited procedures to the
required supplementary information in accordance with auditing standards generally accepted in the United
States of America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management's responses to our inquiries,
the basic financial statements, and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Takoma Park, Maryland's basic financial statements. The introductory section,
budgetary schedules, combining non-major fund, combining fiduciary fund financial statements and
statistical section are presented for purposes of additional analysis and are not a required part of the basic
financial statements.

The budgetary schedules, combining non-major fund and combining fiduciary fund financial statements are
the responsibility of management and were derived from and relate directly to the underlying accounting
and other records used to prepare the basic financial statements. Such information has been subjected to
the auditing procedures applied in the audit of the basic financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying accounting and
other records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in
the United States of America. In our opinion, the budgetary schedules, combining non-major fund and
combining fiduciary fund financial statements are fairly stated, in all material respects, in relation to the
basic financial statements 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 do not express an opinion or provide any
assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 31,
2016, on our consideration of the City of Takoma Park, Maryland's internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing of internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the City of Takoma Park, Maryland's
internal control over financial reporting and compliance.

CotonRgpniccARZF

Baltimore, Maryland
October 31, 2016
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City of Takoma Park, Maryland

Management's Discussion and Analysis
June 30, 2016

As management of the City of Takoma Park, we offer this narrative overview and analysis of the City's
financial activities for the fiscal year ended June 30, 2016. The intent of this discussion and analysis is to view
the City's financial performance as a whole; readers should also review the transmittal letter, the notes to the
basic financial statements, and the financial statements to enhance their understanding of the City's financial
position.

FINANCIAL HIGHLIGHTS

e The City's assets and deferred outflows of resources exceed liabilities and deferred inflows of resources
at the close of the fiscal year 2016 by $29,427,145 (net position). This represents an increase of
$1,914,395 from the prior year. Approximately 25 percent, or $472,855, of this variance was due to the
increases in real property taxes, and 34 percent, or $641,644, was due to increases in income tax. (In 2016,
the City received an extra distribution of income tax payment of $453,311 from the Comptroller's office. The
tax amount was mistakenly paid to Montgomery County instead of Takoma Park between 2010 and 2015.)
Fines and forfeitures increased about $177,334.

e Of the City's total net position, the unrestricted net position increased from ($8,702,786) in fiscal year
2015 to ($8,210,210) in fiscal year 2016. The unrestricted net position is in deficit due primarily to the
required reporting of the net pension liability of $15,772,621 related to the City's two pension plans.
Beginning in 2015, the City implemented GASB 68 and GASB 71 which require recognition of the City's
participatory share of pension liability in the Maryland State Retirement and Pension System plan and
the pension liability in the City's Police Employee's Retirement plan.

e As of June 30, 2016, the City of Takoma Park's governmental funds reported combined ending fund
balances of $16,195,820, an increase of $1,167,124, or eight percent, from the prior year. The ending fund
balances of $16,195,820 include $4,926,643 that is available for spending at the City's discretion
(unassigned fund balance). The increase in the combined ending governmental fund balances was due
primarily to increases in unexpended cable equipment grant funds.

e Atthe end of fiscal year 2016, the unassigned fund balance for the General Fund was $4,926,643, or 20
percent, of total General Fund expenditures.

e In 2016, the City of Takoma Park refinanced the Community Center 2005 Bond by issuing the
Community Center 2015 bond. The net proceed reduced the City's long-term debt by $122,000. Long-
term debt decreased by an additional $155,000 due to the principal payments on existing debt. The
total decrease in long-term debt was $277,000. This decrease was offset by the $53,139 increase in
compensated absences for net decrease in long-term debt of $223,861.

OVERVIEW OF FINANCIAL STATEMENTS

GASB Statement 34 requires the utilization of dual focus financial reporting. Information is presented on a
government-wide basis and on a fund basis.

This discussion and analysis is intended to serve as an introduction to the City of Takoma Park's basic
financial statements that were prepared using these reporting requirements. The City of Takoma Park's
basic financial statements consist of three components: (1) government-wide financial statements, (2) fund
financial statements, and (3) notes to the financial statements. This report also contains other supplementary
information in addition to the basic financial statements.
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City of Takoma Park, Maryland

Management's Discussion and Analysis
June 30, 2016

Government-Wide Financial Statements. The government-wide financial statements, which include the
Statement of Net Position and the Statement of Activities, are designed to provide readers with a broad overview
of the City of Takoma Park's finances. All City operations are categorized as and reported as either
governmental or business-type activities. Governmental activities include basic services such as police,
public works, recreation, community development, and government administration. The City currently does
not have any business-type activities.

The government-wide financial statements can be found on pages 33 and 34 of this report.

Statement of Net Position. The Statement of Net Position presents information on all of the City of Takoma
Park's assets, deferred outflows of resources, liabilities, deferred inflows of resources, and net position. The
residual amount is reported as net position. Net position is separated into those amounts restricted for
specific purposes and unrestricted amounts. Over time, increases or decreases in net position may serve as
a useful indicator of whether the financial position of the City of Takoma Park is improving or deteriorating.
To assess the City's overall health, additional non-financial factors, such as changes in the City's property
tax base and the condition of its facilities, must be taken into account.

Statement of Activities. The Statement of Activities presents information on how the government's net position
changed during the fiscal year. Revenues, expenses, gains, losses, assets, deferred outflows of resources,
liabilities, and deferred inflows of resources resulting from exchange and exchange-like transactions are
reported as soon as the underlying event giving rise to the change occurs, regardless of the timing of
related cash flows. Transactions related to non-exchange transactions are reported as soon as there is an
enforceable legal claim to the resources. Thus, revenues and expenses are reported in this statement for
some items that will only result in cash flows in future fiscal periods (e.g., uncollected taxes and earned but
unused vacation).

Fund Financial Statements. The fund financial statements are designed to report information about groupings
of related accounts that are used to maintain control over resources that have been segregated for specific
activities or objectives. The City of Takoma Park, like other local governments, uses fund accounting to
ensure and to demonstrate compliance with finance-related legal requirements. All of the funds of the City of
Takoma Park can be divided into two categories: governmental 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.
Such information may be useful in evaluating a government's near-term financial requirements.

Because the focus of governmental funds is narrower than that of government-wide financial statements, it
is useful to compare the information presented for governmental funds with similar information presented for
governmental activities in the government-wide financial statements. By doing so, readers may better
understand the long-term impact of the government's near-term financing decisions. Both the governmental
fund balance sheet and the governmental fund statement of revenues, expenditures, and changes in fund
balances provide reconciliations to facilitate the comparison between governmental funds and governmental
activities.

The City of Takoma Park maintains six individual governmental funds. Information is presented separately in the
governmental balance sheet and in the governmental fund statement of revenues, expenditures, and changes
in fund balances for the General Fund, the Speed Camera Fund, and the Special Revenue Fund, which are
considered to be major funds. Data from the other three governmental funds are combined into a single,
aggregated presentation. Individual fund data for these non-major governmental funds (Stormwater Management
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City of Takoma Park, Maryland

Management's Discussion and Analysis
June 30, 2016

Fund, Community Center Fund and Rehabilitation Loans and Grants Fund) is provided in the form of combining
statements elsewhere in this report.

The City of Takoma Park adopts an annual appropriated budget for its three major funds - General Fund,
Speed Camera Fund and Special Revenue Fund. Budgetary comparison statements have been provided for
these funds to demonstrate compliance with the budgets.

The basic governmental fund financial statements can be found on pages 35 to 41 of this report.

Fiduciary Funds. Fiduciary funds are used to account for resources held for the benefit of parties outside the
government. Fiduciary funds are not reflected in the government-wide financial statement because the
resources of those funds are not available to support the City of Takoma Park's own programs. Fiduciary
funds are accounted for using the economic resources measurement and accrual basis of accounting.

The basic fiduciary fund financial statements can be found on pages 42 and 43 of this report.

Notes to the Financial Statements. The notes 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 can be found on pages 44 to 71 of this report.

Other Information. In addition to the basic financial statements and accompanying notes, this report also
presents certain required supplementary information related to the City of Takoma Park's progress in funding its
obligation to provide pension benefits to its Public Safety employees. Other supplementary information includes
budgetary comparison schedules related to the General Fund and the non-major governmental funds and any
combining statements related to non-major governmental funds and fiduciary funds. Supplementary
information can be found on pages 74 to 86 of this report.

THE CITY AS A WHOLE
Government-Wide Financial Analysis

As noted earlier, net position may serve over time as a useful indicator of a government's financial position. The
City of Takoma Park's assets and deferred outflows of resources exceeded its liabilities and deferred inflows
of resources by $29,427,145 as of June 30, 2016. By far the largest portion of the City of Takoma Park's net
position reflects its net investment in capital assets (e.g., land, buildings, infrastructure, machinery, and
eguipment, less any related debt used to acquire those assets that is still outstanding). This investment was
$28,874,101 or 98 percent of the City's net position as of June 30, 2016. Due to the nature of these assets,
they are not available for future spending.

The unrestricted portion of the net position was a deficit of totaled $8,210,210. This category represents the
amounts that the City may use to meet the City's ongoing obligations to its residents and creditors. The
deficit unrestricted net position resulted from the reporting of the net pension liability of $15,772,621 related
to the City's two pension plans. Previously the liabilities were disclosed in the footnotes to the financial
statements and were not reported as liabilities within the financial statements.

The remaining balance of net position ($8,763,254, or 30 percent) reflects the City's restricted net position,
primarily comprised of monies related to the Safe Speed Program, franchise cable equipment grants, and
equipment and facility replacement reserves, that can only be used for specifically designated purposes.

During the fiscal year, the City of Takoma Park's net position increased by $1,914,395. Factors contributing
to this growth include the increase in real property tax and income tax totaling approximately $1,114,499.
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Additional revenue increases of $177,334 related to fines and forfeitures and Police State Aid and
County rebates for Police protection. The following table reflects the City's net position as of June 30,

2016 compared to June 30, 2015.

Governmental Activities

Statement of Net Position

The following table reflects the City's net position as of June 30, 2016 compared to June 30, 2015.

Assets
Current and other assets
Capital assets

Total assets

Deferred outflows of resources
Liabilities

Current and other liabilities
Long-term liabilities

Total liabilities

Deferred inflows of resources

Net position

Net investment in capital assets
Restricted

Unrestricted

Total net position

2016 2015
$20,295,229 $18,456,915
30,940,601 29,979,209
51,235,830 48,436,124
3,105,467 945,908
3,425,721 2,966,980
18,896,831 17,329,637
22,322,552 20,296,617
2,591,600 1,572,665
28,874,101 27,635,709
8,763,254 8,579,827
-8,210,210 -8,702,786
$29,427,145 $27,512,750
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Governmental Activities

Governmental activities increased the City of Takoma Park's net position by $1,914,395 during fiscal year 2016,
thereby accounting for the total growth in the net position. The key elements of this increase are shown
below. Information for the prior fiscal year is provided for comparative purposes.

Governmental Activities 2016 2015
Change in Net Position
Revenues
Program revenues:
Charges for services $3,703,349 $3,788,673
Operating grants and contributions 5,451,171 5,510,341
Capital grants and contributions 1,045,237 1,215,053
General revenues:
Property taxes 12,321,307 11,564,561
Intergovernmental 4,595,582 4,140,563
Miscellaneous 240,498 167,602
Unrestricted investment earnings 58,265 30,901
Total revenues 27,415,409 26,417,694
Expenses
General Government 4,724,481 5,029,595
Public Safety 9,301,092 8,116,371
Public Works 6,170,250 5,943,464
Housing and Community Development 1,738,712 1,879,728
Recreation and Culture 3,510,058 3,316,168
Interest on long-term debt 56,421 100,902
Total expenses 25,501,014 24,386,228
Change in net position 1,914,395 2,031,466
Net position, beginning of year 27,512,750 25,481,284
Net position, end of year $29,427,145 $27,512,750

Overall revenues increased $997,715 from fiscal year 2015 to fiscal year 2016. Property taxes increased
$756,746 due to a small increase in taxable assessment values and the one centincrease in the real property
tax rate from $0.57 per $100 to $0.58 per $100 of assessed value.

Intergovernmental revenues increased $455,019 from fiscal year 2015. This variance is primarily due to

increases in revenues from income tax of $696,395, highway user revenue of $42,407, and a decrease of
cable operating income of $247,896.
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Capital grants and contributions decreased $169,816 primarily due to the reduction of $148,481 in Cable
equipment. Operating grants and contributions in the Special Revenue Funds decreased $47,537, due to
changes in the various projects that are paid by Special Revenue funds each year. Major decreases were in the
WSSC Flower Avenue Green Street Project ($73,216), the CDBG Flower Avenue Green Street Project
($52,669) and the Rebuilding Together Project ($83,547) and major increases were in the MEA Low/Mod Home
Energy Program ($100,372) and the Safe Routes to Schools Program ($66,168).

Charges for services decreased $85,324. This variance is due primarily to the $42,377 decrease in Justice
Forfeiture revenues in the Public Safety category and a $21,101 decrease in summer camp and $15,774
decrease in sports program revenue in the Recreation category.

Miscellaneous revenues increased $72,896 from fiscal year 2015. During fiscal year 2016, the City received a
$36,525 onetime reimbursement of costs associated with an abatement order issued by the District Court in
relation to the property at 36 Philadelphia Avenue. In June, the City also received a reimbursement amount of
$52,005 from the Federal Emergency Management Agency for recovery of costs associated with snow removal
incurred during January of 2016.

Expenses increased by $1,114,786 from fiscal year 2015 to fiscal year 2016. General Government expenses
are $305,114 less than fiscal year 2015 primarily due to the $214,244 decrease in capital outlay expenditures
and the $538,164 decrease in Cable expenditure. The decrease was offset by increase of $157,530 in
General Government pension costs and increase in operating expenditures totaling $289,751. These
operating expenditures include personnel costs increased ($222,895), Workers’ compensation premiums
increased ($34,394), and legal contractual service costs increased ($65,689). The remaining variance was
due to increases in community festival and organization support ($18,892), and insurance costs ($42,368).

Public Safety expenses are $1,184,721 more than fiscal year 2015. The variance is primarily due to the
$433,777 increase in personnel costs. The balance of the variance is due to increased capital equipment
purchases of $101,948, and maintenance costs and the purchase of body cameras totaling $119,600.

Public Works expenses increased $226,786 primarily due to the $243,737 increase in personnel costs. The
difference in the variance in Public Works expenses was due to the reduction of the cost of diesel fuel and
sub-contract work totaling $63,000.

Housing and Community Development expenses decreased $141,016 due primarily to the $35,800 decrease
in contractual expenses related to the City's residential Exterior Home Repair Program and the $83,500
decrease for the Rebuilding Together project.

Recreation and Culture expenses increased $193,890 from fiscal year 2015 to fiscal year 2016. Library
expense variance is due primarily to the $46,690 increase in personnel costs and the $10,700 increase in
computer equipment, books and digital resources. Recreation expenses increased $69,600 due to the
additional programs provided for youth activities and college preparation for teenagers. Special programs (e.g.,
Lunch and Learn, and MANUP) increased by $44,971 from fiscal year 2015, and contracts for specialized
equipment/support increased by $10,039.

As shown previously, the cost of all governmental activities was $25,501,014. Those who directly benefited
from the services paid $3,703,349 of the activity costs. The City also received operating and capital grants
and contributions from other governments and organizations of $6,496,408 which reduced the amount paid by
City residents for certain services. The net cost of the City's governmental activities totaled $15,301,257
and was funded with general revenues, including property taxes.
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Governmental Activities
Fiscal Year Ended June 30, 2016

Revenues

1.1% m Charges for Services - $3,703,349
(13.5%)

m Intergovernmental - $4,595,582
(16.8%)

m Operating/Capital Grants &
Contributions - $6,496,408 (23.7%)

® Property Taxes - $12,321,307
(44.9%)

m Miscellaneous and Investment
Earnings -5298,763 (1.1%)

Expenses

0.2% m General Government - $4,724,481 (18.5%)

® Public Safety - $9,301,092 (36.5%)

= Public Works - $6,170,250 (24.2%)

® Housing & Community Development - $1,738,712
(6.8%)

m Recreation & Culture - $3,510,058 (13.8%)

= Interest on Long-term Debt - 556,421 (0.2%)
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Governmental Activities
Comparison of Program Revenues versus Expenses
Fiscal Year Ended June 30, 2016

10,000,000

9,000,000
8,000,000
7,000,000
6,000,000
5,000,000
4,000,000
3,000,000

2,000,000

1,000,000 l

Housing & .
Go?fz:]r?rr:(len t Public Safety | Public Works Commufrj,ﬂty aRr?dcr(i?l?l?rr; Int[e);e;)s;on
Development

B Expenses 4,724,481 9,301,092 6,170,250 1,738,712 3,510,058 56,421
B Revenue 907,334 6,199,370 1,550,617 626,892 915,544

Financial Analysis of the City's Funds

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

Governmental Funds

The focus of the City's governmental funds is to provide information on near-term inflows, outflows, and
balances of spendable resources. Unassigned 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 June 30, 2016, the
City's governmental funds had combined fund balances of $16,195,820, an increase of $1,167,124 from the
prior year. This increase is due primarily to unspent cable equipment grant funds. Approximately 24 percent of
the fund balance amount is restricted or considered "nonspendable” and is not available for new spending. The
portion of the fund balance that is restricted or not available for spending totals $3,867,200. The use of these
funds is restricted for expenditures primarily for equipment replacement, speed camera and special
revenue grants.

The General Fund is the chief operating fund of the City of Takoma Park. At the end of the fiscal year, ithad
atotal fund balance of $12,251,861, an increase of $986,556. The increase is due to the increase in revenues
from property tax, income tax and fines and forfeitures.
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The General Fund fund balance includes $96,369 which is restricted for streetimprovements and $7,831 which
is nonspendable (e.g., deposits and prepaid expenditures). A portion of the General Fund fund balance, totaling
$4,896,053 or 40 percent, is committed for the following purposes:

e Equipment Replacement $3,844,655
e Emergency 455,068
e Facility Maintenance 596,330

The unassigned portion of the General Fund fund balance as of June 30, 2016 is $4,926,643.

Besides the General Fund, the City has two other major funds. The Speed Camera Fund was established to
account for the activity related to the City's Safe Speed Program. Fines and fees collected during fiscal year
2016 totaled about $1.6 million. These fines and fees cover operational costs, including the contractual
payments to the program vendor, other program administration costs including staffing, and ticket
processing costs. Revenues not required for program administration costs are restricted by law and must
be used for public safety purposes. The Speed Camera Fund had a fund balance of $400,329 at June 30,
2016. The entire fund balance is restricted for public safety purposes.

The Special Revenue Fund is also a major fund. This Fund was established primarily to account for
revenue and expenditure activity related to the City's grant activities. The Special Revenue Fund had a fund
balance of $3,365,229 as of June 30, 2016. Most of the fund balance is restricted for the acquisition of
cable equipment. The amount that is restricted for cable equipment is $3,337,537. The remaining fund
balance of $27,692 is restricted for police-related expenditures allowed by the Department of Justice
Equitable Sharing Program. The $510,562 increase in the fund balance of the Special Revenue Fund is
due primarily to the City not spending all of the cable grant revenue that was received in fiscal year 2016.

The City has three non-major funds: the Stormwater Management Fund, the Rehabilitation Loans and Grants
Fund, and the Community Center Fund.

The Stormwater Management Fund, which was established to account for revenue and expenditure activity
related to the maintenance and construction of the City's storm water systems, had a fund balance of
$173,128 as of June 30, 2016.

The Rehabilitation Loans and Grants Fund, which was established to account for activities related to loans
and grants to assist low- and moderate-income City homeowners in rehabilitating their homes to conform to
locally adopted codes, had a fund balance of $5,273 as of June 30, 2016. The entire fund balance is
restricted and related to outstanding notes receivable.

The Facility Construction Fund was established to account for construction activities related to the City's
community and municipal center. During fiscal year 2016, there was no construction activity related to the
community and municipal center. The Facility Construction Fund did not have a fund balance at June 30,
2016.

GENERAL FUND BUDGETARY HIGHLIGHTS

During the fiscal year, there were net increases totaling $2,160,605 in the General Fund expenditure
appropriations between the original and the final budget. The largest increase in the appropriations was related
to debt service for the refinancing of Community Bond and capital outlay. The net increase in the budget for
debt service was $1,525,717 for the retirement of Community Bond 2005. The net increase in the budget for
the capital outlay was $451,395. These projects included the street resurfacing due to damage from WSSC
utility work, City's match for renovation of the Colby Ave Park Playground and the purchase of an asphalt
heater. The budget was also increased by $98,400 to complete capital projects that were not completed in
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fiscal year 2015. These projects included the Holton Crossroads Green Space improvement, the Ethan Allen
LED Streetlight work and the design and engineering work for the Ethan Allen Streetscape Project. The budget
amendments also included appropriations for items such as the Public Arts ($18,500), additional funds for the
employee tenure award ($18,450), Finance Office renovation ($28,000), space modifications in the Human
Resources and Housing and Community Development area ($36,525), contract increase for a police
community relations consultant ($30,000), purchase of two replacement police vehicles ($61,882), payment for
Lifelong Takoma Day expenses ($10,000) and the printing of the City Guide ($10,000). The budget
amendments included a number of transfers between various expenditure accounts to properly allocate
expenditure appropriations.

On a budgetary basis, actual revenues for the fiscal year exceeded the final amended budget by $1,031,511.
This increase is due to income tax revenues exceeding the budget projections by $340,961, real property tax
revenue exceeding the budget by $145,536, cable operating funds exceeding by $100,000 and summon and
forfeiture payments exceeding by $281,261.

Actual General Fund expenditures were $2,101,175 less than the revised budget authorization. General
Government expenditures were $439,127 less than the final amended budget. The budget for General
Government includes expenditures (e.g., insurance premiums, workers' compensation, contingencies) that
relate to all City functions. Anticipated expenditures for contingencies and unemployment taxes were $111,800
less than budgeted. City grants to community organizations were $40,580 less than budgeted. Contractual
services in General Government were $38,000 less than budgeted. Contract expenditures for the digitizing of
City records, and the assessment of the Information Technology functions were less than budgeted. Personnel
costs were $105,760 less than budgeted in the City Manager's office primarily due to the temporary vacancy in
the Deputy City Manager position and a shifting of 50 percent of a position from General Government to
Housing and Community Development for part of the fiscal year.

Public Safety expenditures were $176,399 higher than budgeted due to increased funding for the retirement
plan and other personnel costs.

Public Works expenditures were $83,813 less than budgeted. The variance is due to staff vacancies, lower
than anticipated expenditures for tree maintenance and sub-contractor work.

Housing and Community Development expenditures were $211,805 less than budgeted. Overall personnel
costs were down $15,000 and contract services were down $79,000 in the Community Development Division
and down $66,000 in the Planning and Administration Division. Contracts were less than budgeted primarily
due to lower than anticipated expenditures for Takoma Junction Improvements and the unfinished project for
Human Resources and Housing and Development space renovation.

Expenditures for Recreation and Culture were $325,198 less than budgeted. Recreation and Culture activities
include those of the Recreation, Takoma Park Library and Communications Departments. The largest variance
occurred in the Recreation Department due primarily to savings in personnel costs of $102,000 resulting from
staff vacancies. Expenditures for teen programs, library books, and supplies were $51,000 less than budgeted.

Capital Outlay expenditures were $1,217,540 less than budgeted. Expenditures anticipated for the construction
work on the Flower Avenue Green Street Project were less than the amount budgeted. Other projects that
were not completed in fiscal year 2015 included the Ethan Allen Gateway, and the concept design for the
Library renovation project.
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CAPITAL ASSET AND DEBT ADMINISTRATION
Capital Assets

As of June 30, 2016, the City of Takoma Park's investment in capital assets (buildings, roads and other
infrastructure, vehicles, and equipment) for its governmental activities totaled $30,940,601 (net of
accumulated depreciation). This amount represents an increase of $961,392 from the prior year. The increase
was attributable to asset additions totaling $2,586,643, net of depreciation expense of $1,625,251 and asset
disposals with a book value of $274,302. Asset additions made during the fiscal year included vehicles
($423,247) for Public Safety, equipment for Public Works ($26,405), Recreation hardware equipment and
painting improvements at the Community Center ($21,876), and media equipment and computer
($147,010). Asset additions also included the new financial data system ($55,637), Adobe Cloud Mac Lab
($17,200), Finance Office renovation work ($13,788), and street furniture on Flower Avenue ($24,880).
Infrastructure improvements totaling $1,649,102 included ADA sidewalk retrofits, new sidewalks, fiber
connectivity, and street paving. Further information on the City's capital assets is shown in following table:

Governmental Activities

2016 2015

Capital Assets (net of depreciation)
Land $1,709,111 $1,673,632
Buildings 12,824,082 13,295,271
Improvements other than buildings 2,074,953 2,148,985
Infrastructure 11,087,097 9,884,661
Equipment 3,245,358 2,976,660

Total $30,940,601 $29,979,209

Capital Assets

( Net of Depreciation)
June 30, 2016

W land -$1,709,111 (5.5%)
® Buildings - $12,824,082 (41.4%)

Improvements other than
buildings - $2,074,953 (6.7%)
B Infrastructure - 511,087,097 (

35.8%)
B Equipment - $3,245,358 (10.5%)
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Additional information on the City's capital assets can be found in Note 10 - Capital Assets and Other
Property on page 55 of this report.

Debt Administration

Atyear-end, the City had $3,124,210 in outstanding debt, a decrease of $223,861, or about seven percent, from
the prior year. The outstanding debt is comprised of long-term notes and bonds and accrued obligations for
compensated absences. The decrease in outstanding debt was primarily due to principal payments on existing
debt totaled $277,000, net of the increase of $53,139 in compensated absences.

The City's aggregate net pension liability totaled $15,772,621 at year-end, an increase of $1,791,055 from the
prior year. The increase is due to the additional service costs and interest liabilities based on the GASB 68
Actuarial Information for the measurement period ended June 30, 2016.

Further information on the City's outstanding debt is shown in the following table. Information for the prior
fiscal year is shown for comparative purposes.

Governmental Activities

2016 2015
Long-Term Liabilities
Loan Payable- MD Department of Housing &
Community Development $150,000 $150,000
Bonds payable — Community Center (2005) 0 1,538,500
Bonds payable — Community Center (2015) 1,416,500 0
Bonds payable — Public Works Facility 650,000 805,000
Accrued obligations for compensated absences 907,710 854,571
Aggregate net pension liabilities 15,772,621 13,981,566
Total $18,896,831 $17,329,637
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Long-Term Liabilities June 30,2016

0.8%

3.4%
4.8%  mOther Loans & Notes - $150,000
(0.8%)
W Bonds payable — Community Center -
$1,416,500 (7.5%)
= Bonds payable — Public Works Facility

-5650,000 (3.4%)

B Accrued obligations for compensated
absences -5907,709 (4.8%)

B Aggregate net pension liability -

$15,772,621 (83.5%)

Additional information on the City's long-term debt can be found in Note 11 - Non-Current Liabilities on
pages 55 to 55 of this report.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET AND TAX RATES

The following are some highlights of the adopted budget for the fiscal year beginning July 1, 2016:

The tax rate for real property decreased from $0.585 to $0.5675 per $100 of the assessed valuation. The
personal property tax rate and the railroad and utilities tax rate did not change.

Projected increase of approximately $345,000 in real property tax revenue from the prior fiscal year's
budgeted amount based upon the projected taxable values.

Anticipated revenues of $1.3 million from the Speed Camera Program with estimated expenditures of
$1.26 million. Speed Camera Fund expenditures include operating expenditures (e.g., payments to the
program contractor and Safe Speed program staff costs), and the purchase of police equipment.

Increase in staffing level by 1.92 full-time equivalents. The increase includes a Neighborhood Services
Team Leader Supervisor position and adjustments to part-time hours.

Anticipated General Fund expenditures of $2.5 million for street, sidewalk and Ethan Allen Gateway
improvements. General Fund expenditures also include $169,000 for the Flower Avenue Green Street
Project to be paid from a payment from the State Highway Administration. Continued funding
($160,000) for the City's local supplement to the State Homeowner Property Tax Credit Program.

Expenditures of $680,500 for the construction, maintenance, and repair of storm drains, inlets, and
channels, along with several bio-retention projects.

Contribution of $800,000 to the Equipment Replacement Reserve. Funds from the Equipment
Replacement Reserve will be used to replace vehicles and equipment, including police cars, two dump
trucks, and HVAC controls for the Community Center.
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e Fundinthe amount of $3,087,875 in Special Revenue Funds for special projects, including $1.3 million
in grant funds for the Ethan Allen Gateway Streetscape and $537,000 for the Flower Avenue Green
Street Project.

e Contribution of $100,000 in excess of the actuarially recommended contribution amount for the Police
Employees' Retirement Plan.

CONTACTING THE CITY'S FINANCIAL MANAGEMENT

This financial report is designed to provide residents, taxpayers, customers, investors, and creditors with a
general overview of the City's finances and to show the City's accountability for the monies it receives. If you
have any questions about this report or need additional information, please contact the City of Takoma Park
Finance Department, 7500 Maple Avenue, Takoma Park, Maryland 20912 or 301-891-7212.
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City of Takoma Park, Maryland

Statement of Net Position

June 30, 2016

Governmental
Activities
Assets
Cash and cash equivalents $ 4,558,636
Investments 13,755,213
Accounts receivable, net 360,870
Notes receivable, net 22,774
Due from other governments 1,589,905
Other assets 7,831
Capital assets, net
Non-depreciable 1,709,111
Depreciable 29,231,490
Total assets 51,235,830
Deferred outflows of resources - pension related 3,105,467
Liabilities
Accounts payable 2,248,478
Accrued liabilities 614,878
Deposits and escrows held 129,348
Due to other governments 208,934
Unearned revenue 224,083
Non-current liabilities:
Net pension liability 15,772,621
Due within one year 952,000
Due in more than one year 2,172,210
Total liabilities 22,322,552
Deferred inflows of resources - pension related 2,591,600
Net position
Net investment in capital assets 28,874,101
Restricted for:
Public safety 400,329
Cable equipment 3,337,537
Loans 5,273
Streets 96,369
Equipment replacement 3,844,655
Emergency expenses 455,068
Facility maintenance 596,330
Justice forfeiture 27,693
Unrestricted (8,210,210)
Total net position $ 29,427,145

See Notes to Financial Statements.
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Functions/Programs

Governmental activities
General government
Public safety
Public works
Housing and community development
Recreation and culture
Interest on long-term debt

Total governmental activities

See Notes to Financial Statements.

City of Takoma Park, Maryland

Statement of Activities

For the Fiscal Year Ended June 30, 2016

Net (expense)
revenue and
changes in net

Program revenues position
Operating
Charges for grants and Capital grants Governmental

Expenses services contributions and contributions activities
$ 4,724,481 $ 131,619 $ - $ 775,715 (3,817,147)
9,301,092 2,165,333 4,034,037 - (3,101,722)
6,170,250 539,786 822,916 187,915 (4,619,633)
1,738,712 345,105 281,787 - (1,111,820)
3,510,058 521,506 312,431 81,607 (2,594,514)
56,421 - - - (56,421)
$ 25,501,014 $ 3,703,349 $ 5,451,171 $ 1,045,237 (15,301,257)

General revenues
Taxes
Property taxes, levied for general purposes
Intergovernmental - unrestricted
Miscellaneous
Unrestricted investment earnings
Total general revenues
Change in net position
Net position, beginning of year

Net position, end of year
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12,321,307
4,595,582
240,498
58,265

17,215,652

1,914,395
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City of Takoma Park, Maryland

Balance Sheet
Governmental Funds
June 30, 2016

Total
General Speed Special Non-Major Governmental
Fund Camera Fund Revenue Fund Funds Funds
Assets
Cash and cash equivalents $ 151,040 $ 3,164,803 $ - $ 1,242,793 $ 4,558,636
Investments 13,755,213 - - - 13,755,213
Receivables, net
Taxes 323,009 - - - 323,009
Notes - - 17,501 5,273 22,774
Other 8,076 - 9,023 20,762 37,861
Due from other funds 2,979,884 5,959 3,304,414 207,534 6,497,791
Due from other governments 1,274,915 - 314,990 - 1,589,905
Other assets 7,831 - - - 7,831
Total assets 18,499,968 3,170,762 3,645,928 1,476,362 26,793,020
Deferred outflows of resources - - - - -
Total assets and deferred outflows
of resources $ 18,499,968 $ 3,170,762 $ 3,645,928 $ 1,476,362 $ 26,793,020
Liabilities
Accounts payable $ 1435810 $ 344,968 $ 210,212 $ 257,488 $ 2,248,478
Accrued expenditures 584,602 11,344 2,518 5,687 604,151
Deposits and escrows held 87,867 - 8,185 33,296 129,348
Due to other funds 3,304,414 2,414,121 5,959 773,297 6,497,791
Due to other units of government - - - 208,934 208,934
Unearned revenue 170,258 - 53,825 - 224,083
Total liabilities 5,582,951 2,770,433 280,699 1,278,702 9,912,785
Deferred inflows of resources 665,156 - - 19,259 684,415
Fund balances
Nonspendable 7,831 - - - 7,831
Restricted 96,369 400,329 3,365,229 5,273 3,867,200
Committed 4,896,053 - - - 4,896,053
Assigned 2,324,965 - - 173,128 2,498,093
Unassigned 4,926,643 - - - 4,926,643
Total fund balances 12,251,861 400,329 3,365,229 178,401 16,195,820
Total liabilities, deferred inflows of
resources and fund balances $ 18,499,968 $ 3,170,762 $ 3,645,928 $ 1,476,362 $ 26,793,020

See Notes to Financial Statements.
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City of Takoma Park, Maryland

Reconciliation of the Balance Sheet of the Governmental Funds
to the Statement of Net Position
June 30, 2016

Total fund balances - Governmental Funds $ 16,195,820

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

Capital assets used in governmental activities are not financial resources and
therefore are not reported as assets in governmental funds. The cost of these
assets is $54,738,975 and the accumulated depreciation is $23,798,374. 30,940,601

Long-term liabilities are not due and payable in the current period and
therefore are not reported as liabilities in the funds. (3,124,210)

Interest on long-term debt and other expenses are not accrued in
governmental funds, but rather are recognized as an expenditure when due. (20,727)

Net pension liability is recognized as a liability on the Statement of Net
Position but not in the fund financial statements. (15,772,621)

Payments made for the pension systems reduce the long-term liability on the
statement of net position but are treated as expenditures in the funds. This is
the amount of deferred outflows of resources. 3,105,467

Deferred inflows of resources related to pension liability and earnings on
pension plan investments are not reported in the fund financial statements. (2,591,600)

Certain receivables are offset by unavailable revenue in the governmental
funds since they are not available to pay for current-period expenditures. This
is the amount of deferred inflows of resources. 684,415

Total net position - Governmental Activities $ 29,427,145

See Notes to Financial Statements.
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City of Takoma Park, Maryland

Statement of Revenues, Expenditures and Changes
in Fund Balances - Governmental Funds
For the Fiscal Year Ended June 30, 2016

Total
General Speed Special Non-Major Governmental
Fund Camera Fund Revenue Fund Fund Funds
Revenues
Taxes and utility fees $ 16,142,419 $ - $ - - $ 16,142,419
Licenses and permits 87,314 - - - 87,314
Fines and forfeitures 482,986 1,561,395 - - 2,044,381
Use of money and property 53,213 5,052 - - 58,265
Charges for services 1,141,781 - - 416,651 1,558,432
Intergovernmental 5,818,760 - 1,224,944 - 7,043,704
Miscellaneous 215,009 - 37,750 4,962 257,721
Total revenues 23,941,482 1,566,447 1,262,694 421,613 27,192,236
Expenditures
General government 4,174,107 - 69,669 - 4,243,776
Public safety 7,246,839 1,146,460 - - 8,393,299
Public works 4,618,795 - 6,118 351,622 4,976,535
Housing and community development 1,517,690 - 202,887 - 1,720,577
Recreation and culture 3,264,237 - 6,750 - 3,270,987
Capital outlay 1,783,454 667,575 493,816 152,397 3,097,242
Debt service
Principal 1,795,202 - - - 1,795,202
Interest 107,224 - - - 107,224
Total expenditures 24,507,548 1,814,035 779,240 504,019 27,604,842
Excess (deficiency) of revenues over
expenditures before other
financing sources (uses) (566,066) (247,588) 483,454 (82,406) (412,606)
Other financing sources (uses)
Debt issuance 1,579,730 - - - 1,579,730
Transfers in (out) (27,108) - 27,108 - -
Total other financing sources (uses) 1,552,622 - 27,108 - 1,579,730
Net changes in fund balances 986,556 (247,588) 510,562 (82,406) 1,167,124
Fund balances, beginning of year 11,265,305 647,917 2,854,667 260,807 15,028,696
Fund balances, end of year $ 12,251,861 $ 400,329 $ 3,365,229 178,401 $ 16,195,820

See Notes to Financial Statements.
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Reconciliation of the Statement of Revenues, Expenditures and Changes in
Fund Balances of the Governmental Funds to the Statement of Activities
For the Fiscal Year Ended June 30, 2016

Total net change in fund balances - Governmental Funds $ 1,167,124

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

Capital outlays are reported in governmental funds as expenditures. However,
in the statement of activities, the cost of those assets is allocated over their
estimated useful lives as depreciation expense. This is the amount by which
capital outlay ($2,586,643) exceeds depreciation expense ($1,625,251) in the
period. 961,392

In the statement of activities, compensated absences are measured by the
amounts earned during the year. In the governmental funds, however,
expenditures for compensated absences are measured by the amount of
financial resources used (essentially, the amounts actually paid or expected to
be paid within one year). This year, leave earned exceeded used by $53,139. (53,139)

Long-term debt repayments are an expenditure in the governmental funds, but
the repayment reduces long-term liabilities in the statement of net position.
This is the amount of long-term debt repayments for fiscal year 2016. 1,795,202

Bond proceeds are reported as other financing sources in governmental funds
and thus contribute to the change in fund balance. In the statement of net
pension, however, issuing debt increases long-term liabilities and does not
affect the statement of activities. (1,518,202)

Pension expense pertaining to the net pension liability does not require the
use of current financial resources and therefore is not reported in the funds. (650,431)

Interest expense in the statement of activities differs from the amount reported
in governmental funds due to the net increase in accrued interest. (10,727)

Under the modified accrual basis of accounting, revenues are not recognized
unless they are deemed "available" to finance current expenditures. Accrual-
basis recognition is not limited by availability, so certain revenues need to be
reduced by the amounts that were unavailable at the beginning of the year
and increased by the amounts that were unavailable at the end of the year.
This adjustment records a net decrease in "unavailable" revenues at the end
of the year over the amount at the beginning of the year. 223,176

Change in net position of Governmental Activities $ 1,914,395

See Notes to Financial Statements.
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City of Takoma Park, Maryland

General Fund
Statement of Revenues, Expenditures and Changes In Fund Balance -
Budget and Actual (GAAP Basis)
For the Fiscal Year Ended June 30, 2016

Variance with

final budget
positive
Original budget Final budget Actual (negative)
Revenues
Taxes and utility fees $ 15,092,755 $ 15,546,066 $ 16,142,419 $ 596,353
Licenses and permits 57,104 78,904 87,314 8,410
Fines and forfeitures 215,500 215,500 482,986 267,486
Use of money and property 15,000 15,000 53,213 38,213
Charges for services 1,171,655 1,171,655 1,141,781 (29,874)
Intergovernmental 5,746,852 5,746,852 5,818,760 71,908
Miscellaneous 63,000 135,994 215,009 79,015
Total revenues 22,361,866 22,909,971 23,941,482 1,031,511
Expenditures
Current
General government 4,513,309 4,613,234 4,174,107 439,127
Public safety 7,015,690 7,070,440 7,246,839 (176,399)
Public works 4,687,500 4,702,608 4,618,795 83,813
Housing and community development 1,732,085 1,729,495 1,517,690 211,805
Recreation and culture 3,573,135 3,589,435 3,264,237 325,198
Capital outlay 2,549,599 3,000,994 1,783,454 1,217,540
Debt service 376,800 1,902,517 1,902,426 91
Total expenditures 24,448,118 26,608,723 24,507,548 2,101,175
Excess (deficiency) of revenues over
expenditures before other financing
sources (uses) (2,086,252) (3,698,752) (566,066) 3,132,686
Other financing sources (uses)
Debt issuance - 1,579,730 1,579,730 -
Transfers in (out) (20,500) (20,500) (27,108) (6,608)
Total other financing sources (uses) (20,500) 1,559,230 1,552,622 (6,608)
Net change in fund balance (2,106,752) (2,139,522) 986,556 3,126,078
Fund balance, beginning of year 11,265,305 11,265,305 11,265,305 -
Fund balance, end of year $ 9,158,553 $ 9,125,783 $ 12,251,861 $ 3,126,078

See Notes to Financial Statements.
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Budget and Actual (GAAP Basis)
For the Fiscal Year Ended June 30, 2016

City of Takoma Park, Maryland

Speed Camera Fund
Statement of Revenues, Expenditures and Changes In Fund Balance -

Variance with

final budget
positive
Original budget Final budget Actual (negative)
Revenues
Fines and forfeitures $ 1,800,000 $ 1,800,000 1,561,395 $ (238,605)
Use of money and property -
interest income 1,200 1,200 5,052 3,852
Total revenues 1,801,200 1,801,200 1,566,447 (234,753)
Expenditures
Public safety 1,252,010 1,253,360 1,146,460 106,900
Capital outlay 660,000 660,000 667,575 (7,575)
Total expenditures 1,912,010 1,913,360 1,814,035 99,325
Net change in fund balance (110,810) (112,160) (247,588) (334,078)
Fund balance, beginning of year 647,917 647,917 647,917 -
Fund balance, end of year $ 537,107 $ 535,757 400,329 $ (334,078)

See Notes to Financial Statements.
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Special Revenue Fund
Statement of Revenues, Expenditures and Changes In Fund Balance -
Budget and Actual (GAAP Basis)
For the Fiscal Year Ended June 30, 2016

Variance with

final budget
positive
Original budget Final budget Actual (negative)
Revenues
Intergovernmental $ 2,891,800 $ 3,221,925 $ 1,224,944 $  (1,996,981)
Miscellaneous 36,000 36,000 37,750 1,750
Total revenues 2,927,800 3,257,925 1,262,694 (1,995,231)
Expenditures

General government 41,500 46,500 69,669 (23,169)

Public safety 48,289 48,289 - 48,289

Public works 209,001 276,293 6,118 270,175

Housing and community

development 441,459 441,459 202,887 238,572

Recreation 11,625 245,757 6,750 239,007

Capital outlay 1,752,215 1,805,796 493,816 1,311,980

Total expenditures 2,504,089 2,864,094 779,240 2,084,854

Excess (deficiency) of

revenues over expenditures

before other financing

sources (uses) 423,711 393,831 483,454 89,623
Other financing sources (uses)

Transfer from General Fund 20,500 20,500 27,108 6,608
Net change in fund balance 444,211 414,331 510,562 96,231
Fund balance, beginning of year 2,854,667 2,854,667 2,854,667 -
Fund balance, end of year $ 3,298,878 $ 3,268,998 $ 3,365,229 $ 96,231

See Notes to Financial Statements.
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Statement of Fiduciary Net Position

Assets
Cash and cash equivalents
Investments, at fair value:
Equities
Fixed income

Total investments
Total assets
Deferred outflows of resources
Liabilities
Deferred inflows of resources

Net position
Held in trust for pension benefits

See Notes to Financial Statements.

City of Takoma Park, Maryland

June 30, 2016
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Total

$

340,918

7,808,041
4,177,661

11,985,702

12,326,620

$

12,326,620




City of Takoma Park, Maryland

Statement of Changes in Fiduciary Net Position
For the Fiscal Year Ended June 30, 2016

Total
Additions
Employer contributions $ 1,296,482
Plan member contributions 194,455
Total contributions and other receipts 1,490,937
Net investment earnings 93,801
Total additions 1,584,738
Deductions
Benefits and refunds paid 757,205
Administrative expenses 57,161
Total deductions 814,366
Change in net position 770,372
Net position held in trust for pension benefits, beginning of year 11,556,248
Net position held in trust for pension benefits, end of year $ 12,326,620

See Notes to Financial Statements.
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City of Takoma Park, Maryland

Notes to Financial Statements
June 30, 2016

Note 1 - Summary of significant accounting policies

The accounting policies of the City conform to accounting principles generally accepted in the United
States of America ("GAAP") as applicable to local governments. A summary of significant accounting
policies followed by the City are presented below.

Reporting entity

The City of Takoma Park, Maryland (the "City") was incorporated in 1890 with its legal authority derived
from Chapter 310, Section 2 of the Annotated Code of Maryland. The City is construed to mean both
the City and its inhabitants. Since 1989, the City has operated under the Council-Manager form of
government. Services provided include refuse, streets and drainage, recreation and parks, police,
planning, community development, and housing services.

For financial reporting purposes, in conformance with accounting principles generally accepted in the
United States of America, the reporting entity includes the City Council, the primary government, and
the following fiduciary funds:

City of Takoma Park Police Employees' Retirement Plan ("Pension Trust")
City of Takoma Park Employees 401(a) Plan ("Defined Contribution Plan™)
The City has no component units as defined by generally accepted accounting principles.

Additional information and actuarial reports for the pension plan and additional plan information for the
401(a) plan may be obtained from the City Clerk's office, 7500 Maple Avenue, Takoma Park, Maryland
20912.

Government-wide and fund financial statements

The Statement of Net Position and the Statement of Activities report information on all of the non-
fiduciary activities of the City. As a general rule, the effect of interfund activity has been eliminated from
the government-wide financial statements. Exceptions are that interfund services provided and used
are not eliminated in the process of consolidation. Governmental activities are those which are
supported by taxes and intergovernmental revenues, whereas business-type activities are those
supported through customer service charges. The City does not have any business-type activities.

The Statement of Activities presents a comparison between direct expenses and program revenues for
each function of the City's governmental activities. Direct expenses are those specifically associated
with a program or function. Program revenues include charges for services and grants and
contributions restricted to the capital or operational requirements of specific programs or functions.
Revenues that are not classified as program revenues, such as taxes, are reported as general
revenues.

Separate financial statements are shown for governmental funds and fiduciary funds, even though
fiduciary funds are excluded from the government-wide financial statements. Major individual
governmental funds are reported as separate columns in the fund financial statements.

Measurement focus, basis of accounting and financial statement presentation

The accounting and financial reporting is determined by its measurement focus. Government-wide and
fiduciary fund financial statements are reported using the economic resources measurement focus and
the accrual basis of accounting. Revenues are recorded when earned and expenses are recorded
when a liability is incurred, regardless of the timing of the related cash flow. Property taxes are
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recognized in the year of levy and grants are recognized when all eligibility requirements are met. For
pension trust funds, employee and employer contributions are recognized as revenues in the period in
which employee services are performed.

Governmental fund statements are presented using the current financial resources measurement focus
and the modified accrual basis of accounting. Under the modified accrual basis of accounting, revenues
are recognized when susceptible to accrual (i.e. when they become both measurable and available).
Measurable means the amount of the transaction that can be determined and available means
collected within 60 days of the year-end. Expenditures are recorded when the related liability is incurred
as in the accrual basis of accounting. However, principal and interest on long-term debt and
expenditures for compensated absences are recorded when the payments are due.

Those revenues susceptible to accrual are property taxes, taxes collected by the state and county on
behalf of the City, franchise taxes, revenues from other agencies, interest revenue and charges for
services. Fines and forfeitures, licenses, permits, penalties and interest (on property taxes) and other
revenues become measurable and available when cash is received by the City and are recognized as
revenue at that time.

The City has three major governmental funds: General Fund, Speed Camera Fund and Special
Revenue Fund. The General Fund accounts for the normal recurring activities of the City such as
police, public works, recreation and parks, general government, etc. These activities are financed
primarily by property taxes, other taxes, service charges and grants from other governmental units. The
Speed Camera Fund accounts for the financial activity related to the City's speed enforcement
cameras. The Special Revenue Fund was established to account for the financial activity of proceeds of
special revenue sources that are legally restricted to expenditure for specific purposes. During fiscal
year 2015, most Special Revenue Fund revenues came from cable companies for upgrading cable
equipment. Other Special Revenue Fund revenues included the Community Development Block
Grants, Washington Suburban Sanitary Commission grant for water main design work for Flower
Avenue, and highway funds for Safe Routes to School projects. There are three non-major
governmental funds: the Stormwater Management Fund, the Rehabilitation Loans and Grants Fund,
and the Facilities Construction Fund. The Stormwater Management Fund was established to track the
financial activity related to construction of the City's stormwater management facilities. The
Rehabilitation Loans and Grants Fund accounts for the financial activity related to the City's
rehabilitation loans and grants. The Facilities Construction Fund accounts for the financial activity
related to the construction of the City's facilities. The Fiduciary Fund accounts for the financial activity of
the City's Police Employees' Retirement Plan and the City's defined contribution pension plan.

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenues and expenditures during the reporting
period. Actual results could differ from those estimates.

Assets, liabilities, deferred inflows and outflows of resources, net position and fund balances
Cash equivalents and investments
Cash and cash equivalents include amounts in demand deposits as well as short-term investments
with a maturity date within three months at the time of purchase. Cash deposits of the City are
made in accordance with the Annotated Code of Maryland (the "Code"), which requires depositories
to give security in the form of collateral as provided for in the Code, for the safekeeping of these
deposits.
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Excess funds are also permitted to be invested either in bonds or other obligations for the payment
of principal and interest of which the full faith and credit of the United States of America are
pledged, obligations of federal government agencies issued pursuant to acts of Congress, or in the
local government investment pool created by the State of Maryland. The Pension Trust Funds are
also authorized to invest in corporate bonds and notes, preferred stocks, and common stocks.
Investments are reported at fair value. Assets in the Pension Trust Funds are also reported at fair
value.

Receivables and payables
Property taxes are reported at their estimated collectible value. The following summarizes the
property tax calendar:

Real Personal and
property corporate
Assessment roll validated Dec. 31 Jan. 1
Tax rate ordinance approved June 30 June 30
Beginning of fiscal year for which taxes have July 1 July 1
been levied
Tax bills rendered and due July 1 On County bill
Owner-occupied residential JulylandJan.1 JulylandJan.l
Property taxes payable
Delinquent Oct. 1,Jan. 1 After 30 days
Terms 60 days 30 days
Delinquent interest, per month 2/3 of 1% 2/3 of 1%

Information presented is for a "full year" levy. "Half year" levy dates are each six months later, and
relate to new construction in the first six months of the calendar year. A lien is attached to property
on the billing date and sold at tax sale by the end of 18 months.

Allowances for uncollectible accounts are maintained on all types of receivables that historically
experience bad debt. Receivables are shown net of such an allowance for uncollectibles. Real
property taxes are generally fully collectible.

Capital assets

Capital assets, which include property, plant and equipment and infrastructure such as roads, storm
drains and pipe systems, are reported in the governmental activities in the government-wide
financial statements. In accordance with Governmental Accounting Standards Board ("GASB")
Statement No. 34, the City has included infrastructure. The City defines capital assets as those
which have an individual acquisition cost or donated value of at least $5,000 (except for
infrastructure which is $100,000) and an estimated useful life of three years or more. Such assets
are valued at historical or estimated historical cost if actual cost is not available. Donated assets are
stated at their acquisition value at the date of donation. The cost of normal maintenance and repairs
that do not add value or extend asset lives are not capitalized.

Intangible assets are capitalized at historical cost or acquisition value, if donated. Capitalization
thresholds are $500,000 for internally generated computer software, $250,000 for other computer
software and $100,000 for land use rights and other intangible assets such as patents, trademarks,
and copyrights.
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Expenditures for major assets and improvements are capitalized as the assets are acquired or
constructed. Interest on debt during the construction period is capitalized. Exhaustible capital assets
are depreciated, which is charged as an expense against their operations. Land is not an
exhaustible asset and is a non-depreciable asset. Accumulated depreciation is reported in the
Statement of Net Position. Depreciation has been provided over the estimated useful lives using the
straight-line method. Intangible assets are amortized over their useful lives using the straight line
method if they do not have indefinite useful lives. Estimated useful lives are as follows

Buildings 20 - 40 years
Improvements other than buildings 25 - 50 years
Equipment 4 - 10 years
Infrastructure 25 - 50 years

Deferred outflows of resources
A deferred outflow of resources represents a consumption of net position that applies to a future
period and so will not be recognized as an outflow of resources (expense/expenditure) until then.

Long-term obligations

In the government-wide financial statements, long-term debt and other long-term obligations are
reported as liabilities in the statement of net position. In the governmental fund financial statements,
the face amount of newly issued debt is reported as other financing sources and the amount of
principal repayment is reported as an expenditure.

Compensated absences

Vested vacation is accrued when earned by employees and a liability is recorded in the
government-wide financial statements. No liability is recorded for nonvesting accumulated rights to
receive sick pay benefits, as the City does not pay these amounts when employees separate from
service.

The City pays outstanding vacation leave at separation. The accrual of $907,710 is included as
"non-current liabilities" in the government-wide statements.

Compensated absences have generally been liquidated by the General Fund.

Deferred inflows of resources
A deferred inflow of resources represents an acquisition of net position that applies to a future
period and so will not be recognized as an inflow of resources (revenue) until then.

Net position
Equity is classified as net position and is displayed in three components:

Net investment in capital assets - Consists of capital assets, net of accumulated depreciation
and reduced by the outstanding balances of any bonds, notes, or other borrowings, and
reduced or increased by deferred inflows and outflows attributable to the acquisition,
construction or improvement of those assets.

Restricted net position - Consists of net position with constraints placed on their use either by 1)
external groups, such as creditors, grantors, contributors, or laws or regulations of other
governments; or 2) law through constitutional provisions or enabling legislation and are reduced
by liabilities and deferred inflows of resources related to those constraints.
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Unrestricted net position - Consists of net position that does not meet the definition of
"restricted"” or "net investment in capital assets."

When both restricted and unrestricted resources are available for use, it is the City's policy to use
restricted resources first and then unrestricted resources as needed.

Governmental fund balances
In the governmental fund financial statements, fund balances are classified as follows:

1.

5.

Non-Spendable Fund Balance - amounts that cannot be spent either because they are in a
non-spendable form or because they are legally or contractually required to be maintained
intact.

Restricted Fund Balance - amounts that can be spent only for specific purposes because of
restrictions imposed externally by creditors (such as through debt covenants), grantors,
contributors or laws or regulations of other governments or imposed by the City Charter,
City Code or enabling legislation.

Committed Fund Balance - amounts that can be used only for specific purposes determined
by a formal action (ordinance) by City Council, the City's highest level of decision-making
authority, and can only be changed by a formal action by City Council ordinance.

Assigned Fund Balance - amounts that are constrained by the City's intent that they will be
used for specific purposes but are neither restricted nor committed. Pursuant to the City
Charter, the City Manager and the City Council are authorized to assign amounts for
specific purposes.

Unassigned Fund Balance - all amounts not included in other spendable classifications.

The City considers restricted fund balances to be spent for governmental expenditures first when both
restricted and unrestricted resources are available. The City also considers committed fund balances to
be spent first, assigned fund balances to be spent second and unassigned fund balances be spent last
when other unrestricted fund balance classifications are available for use.

Note 2 - Stewardship, compliance and accountability

Budgetary information
The City follows these procedures in establishing the budgetary data reflected in the financial
statements:

1. Priorto July 1, the budget is legally enacted through passage of an ordinance.

2. The budget ordinance becomes effective July 1 and provides spending authority for the
operations of the City government.

3. Incompliance with the City Charter, a general expenditure contingency (equal to at least 0.5%
of total budgeted revenue for the general fund) is budgeted. The account is maintained to meet
extraordinary or unanticipated expenditures as directed by the Council.

4. The City Manager may reallocate expenditures within the budget adopted by the Council,
subject to such restrictions as the Council shall impose by ordinance. Subsequent to passage of
the budget ordinance, the City Council must approve additional expenditures.
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5. Atthe end of the fiscal year, unencumbered appropriations lapse.

6. The annual budgets for the General, Stormwater Management, Speed Camera Fund, and
Special Revenue Funds are adopted on a basis consistent with generally accepted accounting
principles. Budgetary control is maintained at the fund level. An annual budget is not adopted
for the Rehabilitation Loans and Grants Fund and the Facilities Construction Fund.

7. The budget information presented in the accompanying basic financial statements includes all
budget ordinances and amendments as approved by the City Council for the fiscal year ended
June 30, 2016.

Note 3 - Cash and investments

Cash on hand
At year-end, cash on hand for petty cash and change funds was $1,376.

Deposits

At year-end, the carrying amount of the City of Takoma Park (the "City") deposits was $4,557,260 and
the corresponding bank balances were $4,553,188. Of the bank balances, $250,000 was covered by
Federal Depository Insurance and $4,303,188 was covered by collateral held in the pledging bank's
trust department in the City's name. The City was not exposed to custodial credit risk as of June 30,
2016. The City has a contractual arrangement with the bank for funds to be transferred daily from
investment in a repurchase agreement to cover checks as presented.

Investments
At June 30, 2016, the City's investment balances by type were as follows:

Investment maturities (in year)

Credit rating Fair value Less than 1 1-5 More than 5
Repurchase agreements AAA $ 10,250,804 $ 10,250,804 $ - $
Maryland Local Government Investment Poo AAAM 1,342,207 1,342,207 -
Money Market Mutual Funds* AAAM 340,918 - 340,918
Money Market AAAM 6,349 6,349 -
Equities* N/A 7,808,041 - 7,808,041
Certificates of Deposit Not Rated 2,155,853 355,224 1,800,629 -
Fixed Income* x* 4,177,661 76,382 2,858,072 1,243,207
Total investments $ 26,081,833 $ 12,030,966 $ 12,807,660 $ 1,243,207

* Included in fiduciary funds.
** 68.6% of portfolio is rated Aaa; 4.2% is rated Aa; 12.4% is rated A and 14.8% is rated Baa.
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Reconciliation of cash and investments as shown on the statement of net position

Cash on hand $ 1,376
Carrying amount of deposits 4,557,260
Carrying amount of investments 26,081,833
Total cash and investments 30,640,469
Less fiduciary funds 12,326,620
Total cash and investments per Statement of Net Position $ 18,313,849
Cash and cash equivalents $ 4,558,636
Investments 13,755,213
Total cash and investments per Statement of Net Position $ 18,313,849

Investment interest rate risk

Fair value fluctuates with interest rates, and increasing interest rates could cause fair value to
decline below original cost. To limit the City's exposure to fair value losses arising from increasing
interest rates, the City's investment policy limits the term of investment maturities except in the
fiduciary funds, for which longer term maturities are allowed to match the cash flow of liabilities. The
City's management believes the liquidity in the portfolio is adequate to meet cash flow requirements
and to preclude the City from having to sell investments below original cost for that purpose. The
investments at June 30, 2016 met the City's investment policy as of that date.

Investment income includes the following for the year ended June 30, 2016:

Total net investment income per Statement of Activities $ 58,265

Net investment income per the Statement of Activities of $58,265 is comprised of dividends and
interest.

The net investment earnings per the Statement of Changes in Fiduciary Net Position is comprised
of the following:

Dividends and interest $ 305,479
Realized gain 36,439
Unrealized gain (loss) (248,117)

$ 93,801

The calculation of realized gains and losses is independent of the calculation of the change in the
fair value of investments, and realized gains and losses of the current period include unrealized
amounts from prior periods.
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Credit Risk

The City follows Government Accounting Standards Board Statement 79, "Certain External
Investment Pools and Pool Participants,” which requires disclosure of specific criteria regarding
external investment pools. The City invests in the Maryland Local Government Investment Pool
("MLGIP") which is under the administration of the State Treasurer. The MLGIP was established in
1982 under Article 95 Section 22G of the Annotated Code of Maryland. The MLGIP seeks to
maintain a constant value of $1.00 per unit. Unit value is computed using the amortized cost
method. In addition, the net asset value of the pool, marked to market, is calculated and maintained
on a weekly basis to ensure a $1.00 per unit constant value. The City's policy is to attain a rate of
return consistent with credit risk. All investments in U.S. Government Agencies Bonds are rated
AAA by Standard & Poor's as of June 30, 2016. The MLGIP is rated AAAm by Standard & Poor's.
The repurchase agreements are guaranteed by financial institutions that are rated AAA by Standard
& Poor's. The City places no limit on the amount the City may invest in any one issuer. The
Fiduciary Fund investments have an investment policy that is designed to provide benefits as
anticipated through a carefully planned and executed investment program that achieves a
reasonable long-term total return consistent with the level of risk assumed.

Custodial Credit Risk

For an investment, custodial credit risk is the risk that, in the event of failure of the counterparty, the
City will not be able to recover all or a portion of the value of its investments or collateral securities
that are in the possession of an outside party. The City's investments were $10,250,804 in
repurchase agreements, $1,342,207 in MLGIP, $7,808,041 in direct securities, $2,155,853 in
certificates of deposit, and $347,267 in money market funds. At June 30, 2016, all of the City's
investments were insured or registered, or the securities were held by the City or its agent in the
City's name or were invested in MLGIP.

Note 4 - Fair value measurements

The City has adopted GASB Statement No. 72 - Fair Value Measurement and Application. This
statement establishes a hierarchy of inputs to valuation techniques used to measure fair value:

e Level 1 - quoted market prices in active markets

e Level 2 - inputs other than quoted market prices that are observable either directly or
indirectly

e Level 3 - unobservable inputs

The City has the following recurring fair value measurements as of June 30, 2016:

e Amounts invested in equities of $7,808,041 are comprised of securities valued using quoted
market prices (Level 1) which are then allocated to position holders. These funds are required to
publish their daily net asset value and to transact at that price.

¢ Amounts in invested in money markets and fixed income of $4,524,928 are comprised of
securities which are priced by industry standard vendors, using observable inputs such as
benchmark yields, reported trades, broker/dealer quotes, and issuer spreads (Level 2) which are
then allocated to position holders at a per unit value.

e Amounts invested in repurchase agreements of $10,250,804 are comprised of investments
valued at their current market price plus accrued interest (Level 2) to compute their total value.
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The following table presents the financial assets that the City measures at fair value or amortized cost:

Level 1 Level 2 Level 3 Total
Investments by fair value level:
Repurchase agreements $ - $ 10,250,804 $ - $ 10,250,804
Money Market Mutual Funds - 340,918 - 340,918
Money Market 6,349 - 6,349

Equities 7,808,041 - - 7,808,041
Fixed Income - 4,177,661 - 4,177,661
Total investments by fair value level 7,808,041 14,775,732 - 22,583,773
Investments carried at amortized cost:
MLGIP - Mutual Funds 1,342,207
Certificates of Deposit 2,155,853
Total investments by amortized cost 3,498,060
Total Investments $ 26,081,833

Note 5 - Property taxes

Real and personal property taxes are levied at rates enacted by the City Council in the annual budget
ordinance on the assessed value of the property as determined by the Maryland State Department of
Assessments and Taxation. The rates of levy cannot exceed the constant yield tax rate furnished by the
Maryland State Department of Assessments and Taxation without public notice and only after public
hearings.

The real, personal property and public utility tax rate for fiscal year 2016 was $0.585 per $100, $1.55
per $100, and $1.57 per $100, respectively, of assessed value. The City charges taxpayers interest (at
the rate of 2/3 of 1% per month) and penalties (at the rate of 1% per month) on all overdue taxes.

Property tax revenues are recognized in the year levied and when they become available, including
amounts expected to be collected soon enough after the end of the year to be used to pay liabilities of
the current period (estimated by the City as 60 days). At June 30, 2016, taxes receivable, net of an
allowance for uncollectibles of $103,977, amounted to $323,009.

Note 6 - Notes receivable, net

Notes receivable of $22,774 are comprised of $17,501 and $5,273 recorded in Special Revenue Fund
and the Rehabilitation Loans and Grants Fund ("Rehabilitation Loans Fund"), respectively. Notes
receivable recorded in the Rehabilitation Loans Fund consist mainly of below market interest rate loans
made to City homeowners of low and moderate income through the rehabilitation loan and grant
program, for the purpose of conforming their homes to locally adopted codes and fund balance is
nonspendable for general purposes, and may only be used for loans serving the same purpose. At
June 30, 2016, notes receivable - Rehabilitation Loans Fund, net of allowances for uncollectibles of
$2,233, amounted to $5,273.

The notes receivable in the amount of $17,501, net of allowance for uncollectible of $0, recorded in the
Special Revenue Fund as a note receivable and unearned revenue consists of an unsecured loan to a
nonprofit organization for repaving and other improvements along Maple Avenue. Repayment terms call
for 0% interest rate and monthly payments of $417 beginning in January 2010 with full payment no later
than December 2019. If the organization defaults on the loan the interest rate may be increased to 6%.
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Note 7 - Unavailable and unearned revenues

Governmental funds report advanced revenue in connection with receivables for revenues that are not
considered to be available to liquidate liabilities of the current period. Governmental funds and
Governmental Activities also defer revenue recognition in connection with resources that have been
received, but not earned. At the end of the fiscal year, the unavailable revenue and unearned revenue
reported in the governmental funds were as follows:

Unavailable Unearned Total

Income taxes, General Fund $ 406,189 $ - $ 406,189
Property taxes receivable, General Fund 257,857 - 257,857
Charges for services, General Fund 1,110 - 1,110
Fees, General Fund - 120,404 120,404
Stormwater receivable 19,259 - 19,259
General Fund - 49,854 49,854
Grant funds received in excess of

expenditures, Special Revenue Fund - 53,825 53,825

$ 684,415 $ 224,083 $ 908,498

Note 8 - Interfund receivables, payable and transfers

The General Fund periodically advances funds to the Special Revenue Fund and the Facilities
Construction Fund to cover operating cash deficits. In addition, transfers are used to move unrestricted
General Fund revenues to finance various programs that the City must account for in other funds in
accordance with budgetary authorizations, including amounts provided as subsidies or matching funds
for various grant programs. All interfund balances are expected to be repaid within one year.

During the year ended June 30, 2016, the General Fund transferred $27,108 to the Special Revenue
Fund to provide the required matching funds for grants.
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The balances at June 30, 2016 of individual fund interfund borrowings were as follows:

Due from Due to
other Funds other Funds

General Fund $ 2,979,884 $ 3,304,414
Speed Camera 5,959 2,414,121
Special Revenue 3,304,414 5,959
6,290,257 5,724,494

Non-major funds
Community Center 207,226 207,226
Storm Water 308 563,933
Rehab Loan - 2,138
207,534 773,297
Total $ 6,497,791 $ 6,497,791

Note 9 - Due from other governments
The June 30, 2016, balance of due from other governments is as follows:

State of Maryland

Income tax $ 184,873
Income tax reserve 406,189
Highway user tax 21,738
Amusement tax 37,118
State Highway Administration 142,772
Department of Natural Resources 133,906
Montgomery County
Police rebate 232,665
Library aid 38,625
Community Development Block Grant 14,392
Franchise fees 241,057
Other 116,328
Washington Suburban Sanitary Commission 20,242
Total $ 1,589,905
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Note 10 - Capital assets and other property

A summary of changes in capital assets during fiscal year 2016 follows:

Balance Additions Deletions and Balance
June 30, 2015 and Transfers Transfers June 30, 2016
Capital assets (not being depreciated)
Land $ 1,673,632 $ 35,479 $ - $ 1,709,111
Total non-depreciable capital assets 1,673,632 35,479 - 1,709,111
Capital assets (being depreciated)
Buildings 18,534,617 63,252 - 18,597,869
Improvements other than buildings 3,466,403 - - 3,466,403
Equipment 6,516,881 813,931 (274,302) 7,056,510
Infrastructure 22,235,101 1,673,981 - 23,909,082
Total depreciable capital assets 50,753,002 2,551,164 (274,302) 53,029,864
Less - accumulated depreciation for:
Buildings (5,239,346) (534,441) - (5,773,787)
Improvements other than buildings (1,317,418) (74,032) - (1,391,450)
Equipment (3,540,221) (545,233) 274,302 (3,811,152)
Infrastructure (12,350,440) (471,545) - (12,821,985)
Total accumulated depreciation (22,447,425) (1,625,251) 274,302 (23,798,374)
Total capital assets being depreciated 28,305,577 925,913 - 29,231,490
Total capital assets $ 29,979,209 $ 961,392 $ - $ 30,940,601

Depreciation expense was charged to functions/programs in governmental activities as follows:

General government $ 404,293
Public safety 182,603
Housing and community development 11,884
Public works 849,545
Recreation and culture 176,926

$ 1,625,251
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Note 11 - Non-current liabilities

The following is a summary of changes in the City's long-term debt for the year ended June 30, 2016:

Balance Balance Due within Coupon Date of
June 30, 2015 Increase Decrease June 30, 2016 one year interest rate maturity
Notes payable
Loan payable
Maryland Department of
Housing and Community
Development ("DHCD") $ 150,000 $ - $ - $ 150,000 $ - 0.00% June 2022
Other long-term liabilities
Bonds payable 1,538,500 - (1,538,500) - - 4.00% May 2025
Bonds payable 805,000 - (155,000) 650,000 155,000 2.97% June 2020
Bonds payable - 1,518,202 (101,702) 1,416,500 143,000 2.34% April 2025
Compensated absences 854,571 706,379 (653,240) 907,710 654,000
Net pension liability 13,981,566 2,809,990 (1,018,935) 15,772,621 -
$ 17,329,637 % 5034571 $ (3467377) $ 18896831 $ 952,000

Notes and bonds

In June 2004, the City entered into a Community Legacy Program Loan Agreement with the Maryland
Department of Housing and Community Development for an unsecured loan of up to $300,000 for the
construction of a multi-level public parking structure in the Old Town business district. This Agreement
was amended in June 2008, and funds were reallocated for other parking related improvements. The
total amount of the loan proceeds through June 30, 2010 was $150,000. The interest rate is 0%
annually and principal and interest payments are deferred until June 30, 2022, at which time the unpaid
and unforgiven portion of the loan is due and payable. The balance of the loan at June 30, 2016 is
$150,000.

Fiscal years Principal Interest Total
2017 $ - $ - $ -
2018 - - -
2019 - - -
2020 - - -
2021 - -
2022 150,000 - 150,000

Total $ 150,000 $ - $ 150,000

On May 26, 2005, the City issued bonds in the amount of $2,600,000 to be used for the community
center construction project. The principal is to be repaid in variable amounts, increasing each year until
the bond is paid. Interest payments are based on variable interest rates. The interest rate at June 30,
2015 was 4.00%. The bond was refinanced on August 27, 2015.
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On August 27, 2015, the City issued bonds in the amount of $1,518,202 to be used for the community
center construction project. The principal is to be repaid in variable amounts, increasing each year until
the bond is paid. Interest payments are based on variable interest rates. The interest rate at June 30,
2016 was 2.34%. The balance at June 30, 2016 is $1,416,500. The annual installments for the
repayment of the bond as of June 30, 2016 are as follows:

Fiscal years Principal Interest Total
2017 $ 143,000 $ 39,683 $ 182,683
2018 144,000 38,525 182,525
2019 147,500 35,645 183,145
2020 151,500 31,220 182,720
2021 156,500 26,675 183,175

2022 - 2025 674,000 58,340 732,340
Total $ 1,416,500 $ 230,088 $ 1,646,588

In July 2010, the City issued bonds in the amount of $1,500,000 to renovate the Public Works facility.
The interest rate is 2.97% annually. Principal is repaid annually and interest payments are made
semiannually. The loan matures on June 15, 2020. The balance of the loan at June 30, 2016 is
$650,000. The annual installments for the repayment of the loan as of June 30, 2016 are as follows:

Fiscal years Principal Interest Total
2017 $ 155,000 $ 19,305 $ 174,305
2018 160,000 14,702 174,702
2019 165,000 9,950 174,950
2020 170,000 5,049 175,049
Total $ 650,000 $ 49,006 $ 699,006

Note 12 - Deferred inflows of resources - governmental funds

Deferred inflows of resources are comprised of the following amounts as of June 30, 2016:

Non-major
General Fund fund Total
Income taxes $ 406,189 $ - $ 406,189
Property taxes receivable 257,857 - 257,857
Charges for services 1,110 - 1,110
Stormwater receivable - 19,259 19,259
$ 665,156 $ 19,259 $ 684,415

Note 13 - Fund balances
Fund balances for the City's governmental funds consisted of the following as of June 30, 2016

Nonspendable fund balances
Nonspendable fund balances totaling $7,831 as of June 30, 2016 are comprised of trash bins of
$7,831 in the General Fund.
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Restricted fund balances

Restricted fund balances total $3,867,200 as of June 30, 2016. The General Fund restricted fund
balance at June 30, 2016 is $96,369 pertaining to street improvements. Fund balance in the Speed
Camera Fund is restricted to public safety projects. At June 30, 2016, this amount was $400,329.
Most of the fund balance in the Special Revenue Fund is restricted to cable equipment and related
expenditures. At June 30, 2016, this amount was $3,337,536. The remaining fund balance in the
Special Revenue Fund of $27,693 is restricted for police-related expenditures allowed by the
Department of Justice Equitable Sharing Program for forfeitures. The amount restricted in the
Rehabilitation Loans and Grants Fund related to notes receivable is $5,273 as of June 30, 2016.

Committed fund balances
The General Fund has $4,896,053 in committed fund balances as of June 30, 2016. This is
comprised of the following:

Equipment replacement reserve $ 3,844,655
Emergency reserve 455,068
Facility maintenance reserve 596,330

$ 4,896,053

The Charter requires a minimum reservation of $250,000 to cover emergencies, plus a percentage
increase each year, equal to the percentage increase in the Consumer Price Index. The City has
committed $455,068 for emergency expenses as of June 30, 2016.

Assigned fund balances

Assigned fund balances totaling $2,498,093 are comprised of $173,128 in the Stormwater
Management Fund assigned to stormwater management projects and $2,324,965 in the General
Fund for future expenditures.

Note 14 - Retirement plans

The City has adopted GASB No. 68 - Accounting and Financial Reporting for Pensions ("GASB 68") for
the year ended June 30, 2016. The City participates in the Maryland State Retirement and Pension
System (the "System") described below and qualifies as a Participating Governmental Unit ("PGU").
The State Retirement Agency (the "Agency") is the Plan administrator and fiduciary. GASB No. 68
requires that a PGU recognize its proportionate share of the System's net pension liability (i.e.,
unfunded pension liability) and pension expense. The City's proportionate share is based on total
System contributions and approximates $5,881,653 as of the measurement date of June 30, 2015.

The City has also adopted GASB No. 71 - Pension Transition for Contributions Made Subsequent to the
Measurement Date - An Amendment of GASB No. 68. GASB No. 71 requires that contributions to the
pension plan subsequent to the measurement date be recognized as a deferred outflow of resources.
The City's fiscal 2016 contribution of $566,946 is therefore recognized as a pension-related deferred
outflow of resources.
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Description of plans
The State of Maryland identifies multiple-employer defined benefit pension plans as cost-sharing plans.

On October 1, 1941, the Employees' Retirement System of the State of Maryland was established to
provide retirement allowances and other benefits to State employees, elected and appointed officials
and the employees of participating governmental units. Effective January 1, 1980, the Employees’
Retirement System was essentially closed to new members and the Employees' Pension System was
established.

The Employees' Pension System of the State of Maryland ("Pension System") was established January
1, 1980. The Pension System covers employees hired after December 31, 1979, as well as Retirement
System participants who have voluntarily joined the Pension System. The Employees Contributory
Pension System of the State of Maryland ("Contributory Pension System") was established July 1,
1998. As of July 1, 1999, and retroactively to July 1, 1998, the City elected to participate in the
Contributory Pension System for all service earned on or after July 1, 1998.

Under the terms of the Contributory Pension System, a member hired may retire with full benefits upon
attaining age 60 or after completing 30 years of eligible service regardless of age. A member may retire
with reduced benefits prior to attaining age 60 after completing 25 years of eligible service. A member
terminating employment before attaining retirement age, but after completing five years of eligible
service, becomes eligible for a vested retirement allowance upon age 60.

Under the terms of the Contributory Pension System, a member hired before July 1, 2011 may retire
after 30 years of service regardless of age; at age 65 with two years of service; at age 64 with three
years of service; at age 63 with four years of service; or at age 62 with at least five years of service. An
employee hired before July 1, 2011 may also take early retirement with reduced benefits at age 55 with
15 years of service. A member hired before July 1, 2011 terminating employment before attaining
retirement age, but after completing five years of eligible service, becomes eligible for a vested pension
allowance upon reaching age 62. Members hired on or after July 1, 2011 may retire when their age and
years of eligibility service totals 90 years or at age 65 with 10 years of eligibility service. Members hired
on or after July 1, 2011 may retire with reduced benefits at age 60 with 15 years of eligibility service. A
member hired on or after July 1, 2011 terminating employment before attaining retirement age, but after
completing ten years of eligible service becomes eligible for a vested pension allowance upon reaching
age 65.

On retirement from service, a member of any of these plans shall receive an annual service retirement
allowance based on the member's average final compensation and years of creditable service
multiplied by a factor. This factor varies from 1.2% to 2.0% per eligible service year, depending on
employee/employer contributions and other plan-specific provisions. Early retirement, where available,
is subject to provisions that reduce the benefit received.

Benefits under the two plans are established under the State Personnel and Pensions Article of the
Annotated Code of Maryland.

The State Retirement and Pension System of Maryland issues a comprehensive annual financial report
that includes disclosures regarding: plan assets, deferred outflows of resources, liabilities, deferred
inflows of resources, and fiduciary net position. The pension plans' fiduciary net position has been
determined on the same basis used by the pension plans. The pension plans' financial statements are
prepared on the accrual basis of accounting and are prepared in accordance with principles generally
accepted in the United States of America that apply to governmental accounting for fiduciary funds.
Benefits and refunds are recognized when due and payable in accordance with the terms of the plan.
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Investments are reported at fair value. Actual employer contributions billed to participating
governmental units for the year ended June 30, 2015 are used as the basis for determining each
employer's proportionate share of the collective pension amounts reported in the Schedule of Employer
Allocations. The contributions were adjusted by increasing contributions by approximately
$251,000,000 to adjust for differences between actuarially determined contributions and actual
contributions by the State of Maryland. This report can be obtained from the agency's office as follows:

State Retirement and Pension System of Maryland
120 E. Baltimore Street, Suite 1601
Baltimore, Maryland 21202-1600

Funding Policy

Obligations to contribute to the plans are under the Ann