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Tilghman, Chris Jekubiak, and interested members of the public and press.
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The City Council convened in work session at 4: 34 p.m. in Conference Room 306 of the
Government Office Building.

Audit Discussion

Pam Baker, audit partner with Barbacane, Thornton& Company, LLP, joined Council to discuss
the audit for year ending June 30, 2012. She explained her approach to the presentation would
include a review of the draft followed by time to answer questions from Council, and would attend
the December 10, 2012 legislative session to present the final report to Council and the public.

Ms. Baker began the review with the Independent Auditors report and explained the City' s
budgetary information is included in the audit; however, the City' s budget is not audited.

Ms. Baker stated the City had three ( 3) major events that effected the City' s financial statements.
The events include:

l.  A huge litigation settlement, with a net of$7 million

2.  A major grant of over$ 500,000

3.  Debt re- funding (refinancing)

Citv' s Net Position

Ms. Baker reviewed the City' s financial statements beginning with the City' s Net Position in
Table A- 1 and noted the current assets increased from $24. 9 million to $34.5 million due to

the $ 7 million lawsuit settlement, total assets increased from $182 million to $ 200 million,

and the City' s Net Position increased from $100 million to $ 112 million. She informed the

CounciLthat the City was financially stronger than it was the prior year from a total financial
positions perspective because of the City' s stronger equity.

Sources ofRevenues

Ms. Baker noted that the City' s total revenues increased from $49.2 million to $57. 7 million,
and reminded Council that the $ 7 million net increase was due to the large litigation
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settlement. She pointed out total revenues increased from $31. 6 million to $33. 4 million,

with income coming from property taaces ( 40.2% ) and charges for services ( 36. 1%).

Net Cost of Citv' s Functions

Ms. Baker noted that the City' s total costs for governmental activities decreased from $32. 3
million to $32 million, and business- type activities expenses ( water/ sewer, parking) also
decreased from $14. 9 million to $ 13. 8 million.

Capital Assets

The City' s capital assets, consisting of labor costs and vehicles, buildings, plants, etc.,
increased last year from $ 148 million to $ 149 million.

Citv' s Lon- Term Debt

Ms. Baker noted the City' s long - term debt for the governmental activities decreased from
20 million to $ 19. 4 million, and business-type activities increased from $50. 2 million to

54.2 million (due to larger capital projects in the Water Treatment Plant).

Statements

Ms. Baker reviewed the Statement of Net Position, Statement of Activities, Balance Sheet-

Governmental Funds, Statement of Fund Net Position-Proprietary Funds, Statement of
Revenues, Expenses and Changes in Net Position-Proprietary Funds, Statement of Cash
Flows- Proprietary Funds, Statement of Net Position-Fiduciary Funds, and Statement of
Changes in Net Position-Fiduciary Funds. She explained the General Fund assets totaled

15. 9 million in the Balance Sheet with $3. 2 million in liabilities, resulting in Fund Balances
of$ 12. 7 million.      

In the Statement of Revenue, Expenditures and Changes for Year Ended June 30, 2012, Ms.

Baker explained the General Fund had $29.779 million in total revenues, and expenditures

came in at $ 29. 840 million, implicating that the City came within $60,000 of spending the
income for the current year. She measured this as being very close to " breaking even" for
revenues and expenditures, however, other financing sources and uses include re- financing
debt, totaling $637,000. The City' s Net Change in Fund Balances total $576, 512.

Notes to Financial Statements

Ms. Baker reviewed the Summary of Significant Accounting Policies, Cash and
Investments, Interfund Receivables and Payables, Capital Assets, Long-Term Debt, Pension
Plans, Post-Retirement Health Care Benefits, Deferred Compensation Plan, Service Award

Trust, Outstanding Commitments and Contingent Liabilities, Risk Management, Fund
Balances, Prior Period Restatement, and Subsequent Events.

Ms. Baker stated there were no changes reported in accounting policies this year other than
the implementation of new standards which only changed the wording in some of the
statements. She then briefly explained all of the remaining schedules in the audit report.

SinQle Audit Report

The Internal Control over Financial Reporting disclosed there were no material weaknesses
and no noncompliance material to financial statements noted.
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There were, however, significant deficiencies identified in the audit. Three funds had deficit

balances last year; 1) Grants Fund, 2) Septage Fund, and 3) Mitchell Landing. Mitchell
Landing' s deficit will not go away. If the other two deficit fund balances are taken care of,
then this finding will be removed. The Septage Fund has been eliminated, but the Grants
Fund will be the focus going forward and will soon be taken care of.

Ms. Baker stated there was one financial institution that confirmed the City was under-
collateralized by $302,000.00. The auditing firm notified Internal Services Director Keith
Cordrey who immediately began working with the financial institution. Currently, the City
is in good shape, but there' s no way to know during the course of the year how many times
that occurred because the daily collateral report is not being run.

FircdinQs related to Federal Pro rnms

Ms. Baker recalled last year' s audit resulted in two findings. One had to do with proper

reporting for the CDBG Funds, and the other had to do with sub- recipient monitoring, which
was resolved. The one on reporting was resolved today, but it took six months to do so. She
predicted that to not be a problem next year.

After Ms. Baker reviewed the Management Letter, the following was discussed, based upon
questions from Council:

credit card or p- card use for individuals and/or Department Heads
Septage Fund— City and County, and who owes which entity how much
expenditures in excess of appropriations

Mitchell Landing fund balance is mostly timing
Add " Fire" on page 38 ( because they have LEOPS)
incurring costs for governmental activities project costs that were not
under a formal contract as of June 30, 2012

under-collateralized projects/ corrections in place for the future

outstanding delinquent taxes/ what can be done to improve collections
County has been successful in suing companies that are delinquent
request for breakdown of City assets Land and Art
Surplus

There are forms that should have been completed in the past for HUD

Ms. Stam has now corrected this)

Internal controls and how theft and fraud is handled

Cost of Fireboat versus cost of training and travel

Council reached consensus for the audit to be presented by Ms. Baker at the December 10,
2012 Legislative Session.

Following a ten minute break, Council reconvened at 6: 07 p.m.

Follow-up Discussion— U.S. 50 East/Moore Annexation

Planning & Zoning Director Jack Lenox and Chris Jekubiak joined Council to discuss the U. S. 50
East/Moore Annexation. The pre- annexation agreements for the additional properties included in
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the annexation were previously sent to Council for review. If there were tax breaks stated in the pre-
annexation agreements, Council wanted to honor them.

Mr. Tilghman explained that the pre- annexation agreements are authorized by statute, and all of the
details can be stated in the agreements, including how the property will be developed, how things
will be paid for, etc. Mr. Lenox explained that if the City signed pre- annexation agreements stating
that whenever the City called, the property owners would join in the annexation. In some of the
agreements, it was stated that City taxes wouldn' t be due until annexation occurs. Mr. Lenox stated
that the pre- annexation agreements did not compel the City to annex the properties.

Mrs. Campbell asked for the annexation resolution to contain language stating there will not be
residential development in accordance with the Comprehensive Plan. Ms. Cohen requested a

separate agreement with each of the parcel owners.

After a thirteen minute break, Council reconvened in the work session at 7: 33 p.m.

Council unanimously agreed to amend the annexation agreements to include the properties as being
taxable upon annexation in conformance with the pre-annexation agreement, change the resolution

language to acknowledge the Comprehensive Plan, and to proceed with the PDD portion. Mr.

Jekubiak clarified that effect would be to remove paragraph 8B from the annexation agreement.

Mr. Pick stated the advertising fees would run around $900. 00 total, and the Moore family would
not have to pay in accordance with their agreement. The City will pay the Moore' s portion, which is
around $ 60. 00, and the other properties would each pay their portion. The Moore family will be
asked if they are still interested in the annexation.

The first reading of the PDD ordinance will be held at the meeting in which the public hearing is
scheduled.

Closed Session ( held in accordance with Annotated Code of Maryland Section 10- 508)( a)( 3)( 7)

Land Acquisition)

Mrs. Campbell moved and Mr. Spies seconded to convene in closed session to receive an update

and advice from counsel on possible land acquisition. Council reached unanimous consensus to

authorize City Attorney Mark Tilghman to negotiate the acquisition.

At 8: 05 p.m., on a motion and a second by Mrs. Campbell and Mr. Spies, respectively, and by
unanimous vote, President Cohen adjourned the closed session and returned to open session.

Genera( Discussion/ LTpcomin a enda items

1VIr. Spies suggested the future disposition of the old fire house be placed on an upcoming agenda.

With no further discussion, the work session adjourned at 8. 07 p.m.
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