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We have audited the accompanying financial statements of the governmental activities,
each major fund, and the aggregate remaining fund information of the City of Laurel,
Maryland (the City), as of and for the year ended June 30, 2008, which collectively
comprise the basic financial statements of the City as listed in the table of contents. These
financial statements are the responsibility of the City’s management. 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
of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides
a reasonable basis for our opinions.

In our opinion, 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 Laurel as of June 30, 2008,
and the respective changes in financial position thereof for the year then ended in
conformity with accounting principles generally accepted in the United States of
America.

In accordance with Government Auditing Standards, we have also issued our report dated
October 30, 2008, on our consideration of the City’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 and
compliance and the results of that testing, and not to provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit.



The management discussion and analysis, pension trust fund — analysis of funding, and
budgetary comparison information on pages 3 through 10, 43 and 44, respectively, are
not a required part of the basic financial statements but are supplementary information
required by accounting principles generally accepted in the United States of America.
We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no
opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the City of Laurel, Maryland’s basic financial statements. The
supplemental schedules on pages 45 through 49 are presented for purposes of additional
analysis and are not a required part of the basic financial statements. Such information
has been subjected to the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, are fairly stated in all material respects in relation to the
basic financial statements taken as a whole.
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October 30, 2008



CITY OF LAUREL, MARYLAND
MANAGEMENT’S DISCUSSION & ANALYSIS
JUNE 30, 2008

Financial Highlights

> At June 30, 2008, the assets of the City of Laurel exceeded the liabilities by
$22,864,145 (net assets). Unrestricted net assets were $8,232,037.

> Net assets increased by $5,407,283 or 30% from June 30, 2007 to June 30, 2008.
This was largely due to an increase in cash and investment account balances as
well as the capitalization of completed road construction projects and investment
in equipment; the purchase of 499 8™ Street for the expansion of McCullough
Field and the significant amount of Construction in Progress recorded for park
improvements (dog playground, improvements to Arbory Park and McCullough
Field expansion). Additionally, receivables increased due to a new loan executed
for the Laurel Volunteer Fire Department and an additional $300,000 in grants
due from Federal, State and County agencies at June 30™,

» The fund balance of the general fund has increased by 4.21% from $6,225,976 at
June 30, 2007 to $6,487,873 at June 30, 2008. This is due to the excess of
revenues over expenditures of only $261,879.

> The total debt of the City of Laurel decreased by $1,466,986. Debt service
payments totaling $2,482,403 exceeded the addition of $1,015,417 for the new
LVFD loan and draws on funds issued through the Community Development
Administration (CDA) Local Government Infrastructure Financing Program.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the basic financial
statements. The basic financial statements comprise three components: 1) government-
wide financial statements, 2) fund financial statements, and 3) notes to the financial
statements.

Government-wide financial statements. The government-wide financial statements are
designed to provide readers with a broad overview of the City’s finances, in a manner
similar to a private-sector business.

The statement of net assets presents information on all of the City’s assets and liabilities,
with the difference between the two reported as net assets. Over time, increases or
decreases in net assets may serve as a useful indicator of whether the financial position of
the City is improving or deteriorating.

The statement of activities presents information showing how the government’s net assets
changed during the most recent fiscal year. All changes in net assets are reported as soon
as the event causing the change occurs, regardless of the timing of related cash flows.
Revenues and expenditures are reported in this statement for some items that will only
result in cash flows in the future fiscal periods (i.e. uncollected taxes and earned but
unused compensated absences).



CITY OF LAUREL, MARYLAND
MANAGEMENT’S DISCUSSION & ANALYSIS
JUNE 30, 2008

Both of the government-wide financial statements distinguish functions of the City that
are principally supported by taxes and intergovernmental revenues (governmental
activities ) from other functions that are intended to recover all or a significant portion of
their costs through user fees and charges (business-type activities). The governmental
activities of the City include: general government, public safety, public works, and parks
and recreation. Business-type activities are conducted by parks and recreation, public
works and development management (within general government) by charging user and
processing fees for various programs, sanitation fees and zoning applications,
respectively.

Fund financial statements. A fund is a grouping of related accounts that is used to
maintain control over resources that have been segregated for specific activities or
objectives. The City, like other state and local governments, uses fund accounting to
ensure and demonstrate compliance with finance-related legal requirements. The City
uses governmental funds (general, capital improvement program, long-term debt, and
fixed assets) and the fiduciary fund for the retirement plans’ financial records.

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 financing
requirements.

Because the focus of governmental funds is narrower than that of the 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. Both the governmental fund balance sheet and the
governmental fund statement of revenues, expenditures, and changes in fund balances
provide a reconciliation to allow readers to compare government funds and governmental
activities.



CITY OF LAUREL, MARYLAND
MANAGEMENT’S DISCUSSION & ANALYSIS
JUNE 30, 2008

Government-wide Financial Analysis

The City’s total net assets as of June 30, 2008 were $22,864,145. The largest portion of
net assets, 55%, is the investment in capital assets, net of related debt, in the amount of
$12,677,097. The unrestricted portion, 36%, of net assets can be used to meet the needs

of serving the citizens and obligations to creditors.

The following is a condensed statement of net assets:

City of Laurel, Maryland
Schedule of Net Assets
Governmental Activities
2007 2008

Current and other assets $ 13,306,771 $ 14,542,275
Capital assets 22,081,600 23,901,706
Total Assets 35,388,371 38,443,981
Long-term liabilities 11,388,801 9,355,268
Other liabilities 6,542,708 6,224,568
Total Liabilities 17,931,509 15,579,836

Net assets
Invested in capital assets, net of rel 9,396,376 12,677,097
Restricted 1,966,916 1,955,011
Unrestricted 6,093,570 8,232,037
Total Net Assets § 17,456,862 $ 22,864,145



CITY OF LAUREL, MARYLAND
MANAGEMENT’S DISCUSSION & ANALYSIS
JUNE 30, 2008

Goverhmental Activities

Governmental activities increased the City’s net assets by $5,407,283 or 30% over June
30, 2007. Property taxes comprised 66% of the total revenue, while the next highest
source of revenue, intergovernmental funds, is 20% of the $25,016,700 total revenue.
The remaining 14% of revenue is received from licenses, permits, interest, charges for
services, fines and forfeitures, and miscellaneous items.

Governmental Activities

Prior period adjustment

Net assets, ending

2007 2008
Revenue
Program Revenue
Charges for services $ 979,321 $ 958,033
Operating grants/contributions 1,684,578 2,214,548
Capital grants/contributions - -
General Revenue
Property taxes 13,545,683 16,426,980
Income taxes 2,022,443 2,311,920
Other taxes 459,799 430,891
Licenses/permits 1,856,301 1,134,453
Interest 454,310 380,959
Miscellaneous 659,461 1,158,916
Total Revenue 21,661,896 25,016,700
Expenses
General government 4,559,852 4,542,069
Public safety 5,366,881 5,994,973
Parks & recreation 1,333,052 1,529,956
Public works 3,443,244 3,461,031
Miscellaneous 3,030,076 3,413,069
Debt service 463,869 668,319
Total Expenses 18,196,974 19,609,417
Increase in net assets 3,464,922 5,407,283
Net assets, beginning of year 13,991,940 17,456,862

$ 17,456,862

$ 22,864,145



CITY OF LAUREL, MARYLAND
MANAGEMENT’S DISCUSSION & ANALYSIS
JUNE 30, 2008

Financial Analysis of the Government’s Funds

Governmental funds. The focus of the City’s governmental funds is to provide
information on near-term inflows, outflows, and balances of expendable resources.

The general fund is the chief operating fund of the City of Laurel. At the end of the
current fiscal year, the total general fund balance is $6,487,873. There is $988,690
reserved from the fund balance for encumbrances (open purchase orders), inventory, and
annual leave; and $1,071,000 in designated fleet and street reserves (for emergency
repairs and replacements). Unreserved fund balance represents 30% of total general fund
expenditures, while total fund balance represents 59% of that same amount.

The fund balance of the general fund has increased by 4% from $6,225,976 at June 30,
2007 to $6,487,873 at June 30, 2008. This is due to the excess of revenues over
expenditures as well as decreases in the reserve for encumbrances; notes receivable and
increases to the fleet and street maintenance reserves.

The capital projects fund balance increased by 28% from the prior fiscal year. This is
due to a significant amount of funding transferred from the general operating budget for
additional projects and to supplement existing funding.

Fiduciary funds. The retirement plans of the City of Laurel employees are held in trust
to provide future retirement benefits and death and disability benefits to participating
employees and their beneficiaries. The net assets for the pension fund decreased by 5%
from June 30, 2007 to June 30, 2008. The City’s contribution to the fund exceeded the
actuarial recommendation by 25% and the employee payroll deductions increased due to
the increase in the pay plans. However, there was an investment loss of $1,278,041 due
to the declining stock market conditions. Total additions to the plan decreased by 89%.

Budgetary Highlights. The General Operating Budget of FY2008 was amended five
times. There were unanticipated revenues from real estate taxes for properties added to
the tax rolls earlier than projected. Some of these funds were appropriated for transfer to
the capital improvement program budget for additional street repairs and park
improvement projects as well as additional employer contributions to the pension funds
and to compensate for shortfalls in permit revenue.

Savings in employee insurance budgets and lapse salary from position vacancies were
appropriated for further transfers to the capital improvement program to provide
additional funding for the renovation of 811 5™ Street for the police department facility as
well as to make advanced principal payments on the loan with PNC Bank for the
purchase of the 811 5™ Street property.

Where possible, these amendments were proposed and approved in order to lessen the
impact of the Capital Improvement Program and debt service on future operating
budgets.
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MANAGEMENT’S DISCUSSION & ANALYSIS
JUNE 30, 2008

Capital Asset and Debt Administration

Capital Assets. The City’s investment in capital assets of $23,901,706 (net of
accumulated depreciation) includes land and land improvements, infrastructure,
buildings, and machinery, equipment and tools. This is a 8.24% increase from the prior
fiscal year which is only half the increase from FY2006 to FY2007. The $1.85 million in
increases were due to purchases of equipment and vehicles as well as the purchase of 499
8™ Street for the continuing expansion project of McCullough Field. The general
operating budget funded the purchase of replacement computers and printers. Public
safety items include guns, radios and the use of a state grant for a live scan fingerprint
machine. Parks and Recreation managed three major park improvements that will be
completed in FY2009 as well as improvements at the Gude Park and Stephen P. Turney
Recreation Complex funded through Adequate Public Facilities.

In FY2008, about $1,011,803 in equipment was purchased between the general fund and
the capital improvement program; $206,838 was capitalized for the park property
purchase; and $188,384 was made in infrastructure improvements with another
$1,596,720 in infrastructure and park improvements pending completion at June 30,
2008.

The following table displays the City’s capital assets:

City of Laurel, Maryland
Capital Assets
(Net of depreciation)

Governmental
Description Activities
Land $ 5,584,378
Construction-in-progress 2,022,406
Buildings and improvements 7,966,764
Machinery, tools, equipment 2,887,129
Land improvements 713,809
Infrastructure 4,727,220

TOTAL $ 23,901,706




CITY OF LAUREL, MARYLAND
MANAGEMENT’S DISCUSSION & ANALYSIS
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Long-term debt. At the end of the current fiscal year, the City had total long-term
liabilities outstanding of $11,949,064. This amount is comprised of the 1996 Public
Improvement Bond (PIB) of $5,705,000; $5,519,609 notes payable and $724,455 in
accrued vacation leave. This is a decrease of $1,401,986 from the FY2007 balance.
Though the City assisted in executing a new loan for the Laurel Volunteer Fire
Department, scheduled debt retirement on the 1996 PIB and the 2004 and 2007 CDA
note payable as well as unscheduled principal payments of $375,000 on the City’s note
with PNC Bank exceeded the additional debt. Outstanding debt does not include the total
of $8,406,000 issued through the CDA program just the amount of the draw downs of
$665,417. However, the total of the issue is used when calculating debt leeway or
disclosing the total amount of outstanding debt.

The following table reflects the City’s long-term debt:

City of Laurel, Maryland
Long-term Debt

Governmental

Activities
General obligation bonds $ 5,705,000
Notes payable 5,519,579
Accrued leave liability 724,455
Total $ 11,949,034

Economic Factors and Activities

Fiscal Year 2008 in the City of Laurel saw additional development projects approved
utilizing the Revitalization Overlay Area. Revitalization Overlay Areas allow the City
more flexibility in selecting projects for redevelopment: striving for higher quality
applicants. Since its inception, the Overlay Program has approximately $750,000,000 in
the development pipeline. These investments include over 150 million dollars from
Archstone in two separate luxury apartment complexes, as well as a 300 million dollar
investment from the Patriot Group in a new mixed use development which will be built
on the site of a former trucking terminal. The centerpiece of the investment is the
planned redevelopment of the Laurel Mall into the Laurel Commons Town Center, which
features upgraded stores, restaurants, a large cinema complex, as well as planned luxury
apartments.

The Department of Community Planning & Business Services, in addition to the
distinction of the City of Laurel having its own zoning authorlty, Life Safety Review
completes the one- -stop shop for developers so all aspects of zoning, permitting and fire
code review can be conducted by the City of Laurel. This operation has proven to be
highly successful in the vastly reduced amount of time to review proposed projects for
fire code compliance. This makes the City of Laurel an even more desirable and efficient
place to do business than it already was.
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Building permit revenue declined from FY2007 due to the slow-down in the housing
market for developments with zoning approval from the last few years. The Villages of
Wellington, The Crescents at Laurel, and Laurel Ridge continue to submit building
permit applications. Real estate tax and local income tax revenues have started to reflect
the additional housing stock from the aforementioned new construction developments.

The pipeline of approved projects for the coming year is also extensive. The
redevelopment of the Laurel Centre Mall into Laurel Commons is much anticipated by
the entire Laurel community. The mall has seen a significant decline in the types of
merchants and the City has been very displeased with the lack of responsiveness of
previous owners to attract stores that are in keeping with the area growth and income
levels of area residents as evident by the size and cost of new houses. Current plans are
for initial demolition of certain areas of the mall to commence on January 2, 2009. Also
included within the coming fiscal year is Hawthorne Place, the first phase of this
redevelopment by The Patriot Group, is planned for April of 2009. This large project
will bring additional investment in later phases through 2016.

The City has invested a great deal of money in improvements to existing infrastructure,
including streets, park improvements and information technology. The City has also
required the same from developers to reduce the impact of new development on existing
taxpayers, including but not limited to providing funding for improved intersections;
provide funding for new sworn personnel; and providing parkland dedication or fees in
lieu of parkland.

These activities as well as the geographic location of the City of Laurel; outstanding
services provided by the Nationally Accredited Laurel Police Department, Department of
Public Works, Department of Parks & Recreation; and the responsiveness of elected
officials and City Hall staff continue to attract new residents and businesses further
improving the City’s economy.

Though development forges ahead in the City of Laurel, officials remain cautious
regarding the national and state economies. Budgetary concerns regarding energy costs
for City facility utilities and vehicle fuel has the full attention of elected officials and
staff. Also of great concern are health insurance and workers compensation insurance
costs and the impact of escalating economic issues on income tax and real estate tax
revenues.

Contacting the City’s Financial Management

This financial report is designed to provide our citizens, taxpayers, customers, and
creditors with a general overview of the City’s finances and to show the City’s
accountability for the money it receives. If you have questions about this report or need
additional financial information, contact the Director of Budget & Personnel Services at
8103 Sandy Spring Road, Laurel, MD 20707.

10



CITY OF LAUREL, MARYLAND

STATEMENT OF NET ASSETS
JUNE 30, 2008
Governmental
Activities Total
ASSETS
Current Assets
Equity in pooled cash and cash equivalents $ 9395195 $ 9,395,195
Restricted cash 2,137,458 2,137,458
Taxes receivable, net of allowances 853,159 853,159
Notes receivable 62,913 62,913
Other receivables 607,944 607,944
Due from other governments 968,111 968,111
Due from other funds 46,450 46,450
Inventory 159,556 159,556
Total Current Assets 14,230,786 14,230,786
Noncurrent Assets
Notes receivable 311,489 311,489
Net capital assets 23,901,706 23,901,706
Total Noncurrent Assets 24,213,195 24,213,195
TOTAL ASSETS $ 38,443,981 $ 38,443,981
LIABILITIES
Current Liabilities
Accounts payable and accrued expenses $ 1,326,970 $ 1,326,970
Accrued interest 5,343 5,343
Deposits 2,137,458 2,137,458
Unearned revenue 161,001 161,001
Current portion of long-term debt 2,593,796 2,593,796
Total Current Liabilities 6,224,568 6,224,568
Noncurrent Liabilities
Compensated absences 724,455 724,455
Loan payable - long-term 8,630,813 8,630,813
Total Noncurrent Liabilities 9,355,268 9,355,268
TOTAL LIABILITIES 15,579,836 15,579,836
NET ASSETS
Invested in capital assets, net of related debt 12,677,097 12,677,097
Restricted
Inventory 159,556 159,556
Fleet - general 500,000 500,000
Fleet - EMS 71,000 71,000
Street maintenance 500,000 500,000
Capital projects - -
Long-term debt 724,455 724,455
Unrestricted 8,232,037 8,232,037
TOTAL NET ASSETS 22,864,145 22,864,145
TOTAL LIABILITIES AND NET ASSETS $ 38,443,981 $ 38,443,981

The accompanying notes to these financial statements are an integral part of this statement.

11
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CITY OF LAUREL, MARYLAND
STATEMENT OF FIDUCIARY NET ASSETS
AGENCY FUND - PENSION TRUST FUND
FOR THE YEAR ENDED JUNE 30, 2008

ASSETS
Cash and cash equivalents $ 44,150
Investments, at fair value 17,050,845
Contributions receivable 139,385
Other assets 2,451
TOTAL ASSETS $ 17,236,831
LIABILITIES
Accounts payable $ 212
Due to general fund 46,450
Total liabilities 46,662
NET ASSETS
Held in trust for pension benefits 17,190,169
TOTAL LIABILITIES AND NET ASSETS $ 17,236,831

The accompanying notes to these financial statements are an integral part of this statement.
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CITY OF LAUREL, MARYLAND
STATEMENT OF CHANGES IN NET ASSETS
AGENCY FUND - PENSION TRUST FUND
FOR THE YEAR ENDED JUNE 30, 2008

ADDITIONS
Contributions
Employer $ 1,232,353
Plan member 451,653
Total contributions 1,684,006

Investment Income

Interest income 20,147
Dividends 1,304,800

Net change in fair value of investments (2,602,988)

Net investment income (loss) (1,278,041)
Total additions 405,965

DEDUCTIONS

Distributions 1,294,371
Administrative expenses 102,103
1,396,474

Net decrease (990,509)
Net assets held in trust for pension benefits, beginning of year 18,180,678
Net assets held in trust for pension benefits, end of year $ 17,190,169

The accompanying notes to these financial statements are an integral part of this statement,
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CITY OF LAUREL, MARYLAND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2008
NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Financial Reporting Entity

The City of Laurel, Maryland, was incorporated on April 4, 1870, under the provisions of
the laws of the State of Maryland. The City operates under a Mayor/Council form of
government and provides the following services: general government, public safety,
public works, parks and recreation. The basic financial statements include the
departments, agencies, and other organizational units over which the Mayor and City
Council exercise oversight responsibility. In evaluating how to define the government for
financial reporting purposes, management has considered all potential component units.
The decision to include a component unit in the reporting entity was made by applying
the criteria set forth in GASB Statements No. 14. and No. 39. Based on those criteria,
there are no component units. The definition of the financial reporting entity is primarily
based on the concept of financial accountability. The financial reporting entity consists of
the primary government (the City) and activities for which the primary government is
financially accountable. Financial accountability exists if a primary government appoints
a voting majority of an organization’s governing body, and is either able to impose its
will on the organization or there is a potential for the organization to provide a specific
financial benefit to, or impose specific financial burdens on, the primary government.
Based upon the application of these criteria, the City’s basic financial statements include
the City of Laurel Police Retirement Plan, the City of Laurel Employees (Administrative
and Maintenance) Retirement Plan, and all departments, funds and account groups
operated by the City. The activity of the City’s retirement plans is reported in the Pension
Trust Fund in the accompanying basic financial statements.

The financial activities of the Laurel Volunteer Fire Department and the Laurel Volunteer
Rescue Squad are not considered part of the City’s reporting entity. These are separate

entities for which the City is not financially accountable.

The accounting policies of the City conform to accounting principles generally accepted
in the United States of America applicable to government units.
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CITY OF LAUREL, MARYLAND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2008
NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Basis of Presentation — Fund Accounting

The accounting system is organized and operated on a fund basis. A fund is defined as a
fiscal and accounting entity with a self-balancing set of accounts, which are segregated
for the purpose of carrying on specific activities or attaining certain objectives in
accordance with special regulations, restrictions, or limitations.

The City’s governmental funds include the General Fund and the Capital Projects Fund.

The General Fund is the general operating fund of the City. It is used to account for all
financial resources except those required to be accounted for in another fund.

The Capital Projects Fund accounts for financial resources used for the acquisition or
construction of major capital facilities.

The City has one fiduciary fund. It is used to account for pension assets held by the City
in a trustee capacity.

Basis of Accounting

Government-Wide Financial Statements

The statement of net assets and the statement of activities display information about the
City, the primary government, as a whole. These statements distinguish between
activities that are governmental and those that are considered business-type activities.
The City has no business-type activities.

The government-wide statements are prepared using the economic resources
measurement focus and the accrual basis of accounting, including the reclassification or
elimination of internal activity (between funds). This is the same approach used in the
preparation of the proprietary fund financial statements, if any, but differs from the
manner in which governmental fund financial statements are prepared. Therefore,
governmental fund financial statements include a reconciliation with brief explanations to
better identify the relationship between the government-wide statements and the
statements for governmental funds.
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CITY OF LAUREL, MARYLAND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2008

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

The government-wide statement of activities presents a comparison between expenses,
and program revenues for each segment of the business-type activities of the City, if any,
and for each governmental program. Direct expenses are those that are specifically
associated with a service, program or department and are therefore clearly identifiable to
a particular function. Indirect costs are allocated to programs. When both restricted and
unrestricted resources are available for use, it is the City’s policy to use restricted
resources first, then unrestricted resources as needed. Program revenues include charges
paid by the recipients of the goods or services offered by the programs, grants and
contributions that are restricted to meeting the operational or capital requirements of a
particular program. Revenues which are not classified as program revenues are presented
as general revenues. The comparison of program revenues and expenses identifies the
extent to which each program or business segment is self-financing or draws from the
general revenues of the City. Net assets should be reported as restricted when constraints
placed on net asset use are either externally imposed by creditors (such as through debt
covenants), grantors, contributors, or laws or regulations of other governments or
imposed by law through constitutional provisions or enabling legislation.

Separate financial statements are provided for governmental funds, proprietary funds, if
any, and fiduciary funds, even though the latter are excluded from the government-wide
financial statements. Major individual governmental funds and major individual
enterprise funds, if any, are reported as separate columns in the fund financial statements.

Fund Financial Statements

Fund financial statements report detailed information about the City. The focus of
governmental and enterprise financial statements is on major funds rather than reporting
funds by type. Each major fund is presented in a separate column. Nonmajor funds, if
any, are aggregated and presented in a single column.

Governmental Funds

City activities pertaining to general government, public safety, public works, parks and
recreation, and debt service are reported in the governmental funds. All governmental
funds are accounted for using modified accrual basis of accounting and the current
financial resources measurement focus. Under this basis revenues are recognized in the
accounting period in which they become measurable and available. Expenditures are
recognized in the accounting period in which the fund liability is incurred, if measurable.
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CITY OF LAUREL, MARYLAND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2008
NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — continued

Revenue Recognition

In applying the susceptible to accrual concept under the modified accrual basis, the
following revenue sources are deemed both measurable and available (i.e. collectible
within the current year or within two months of year-end and available to pay obligations
of the current period). These include property taxes, franchise taxes, investment
earnings, charges for services and intergovernmental revenues.

Some revenues, though measurable, are not available soon enough in the subsequent year
to finance current period obligations. Therefore, some revenues are recorded as
receivables and deferred until they become available.

Other revenues, including licenses and permits, certain charges for services, income
taxes, and miscellaneous revenues, are recorded as revenue when received in cash

because they are generally not measurable until actually received.

Expenditure Recognition

The measurement focus of governmental fund accounting is on decreases in net financial
resources (expenditures) rather than expenses. Most expenditures are measurable and are
recorded when the related fund liability is incurred. However, principal and interest on
long-term debt, which has not matured, are recognized when paid.

Allocations of costs, such as depreciation and amortization, are not recognized in the
governmental activities.

The major governmental funds are:

e General Fund is the City’s primary operating fund. It is used to account for all
financial resources except for those required to be accounted for in another fund.

e The Capital Projects Fund accounts for financial resources used for the
acquisition or construction of major capital facilities.

Fiduciary Fund

The City has one fiduciary fund. The Pension Trust Fund is used to account for pension
assets held by the City in a trustee capacity. This fund is accounted for and reported in a
manner similar to proprietary funds, since capital maintenance is critical.
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