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Uity of @

Office of the City Manager

7500 Maple Avenue

Telephone: 301.881.7100 Takoma Park, MD 20912

Fax: 301.270.8794
Email: BarbaraM@takomagov.org

October 29, 2010

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, 2010.

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.

Clifton Gunderson 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 unqualified 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.

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
currently has a population of 18,027 (U. S. Census 2009 estimate).

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 non-partisan basis. All seven members serve
two-year terms. Six Councilmembers are elected by wards. The Mayor is elected at large. The City
Council’s responsibilities include 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, housing and property
inspections, solid waste and recycling collection, storm drainage maintenance, street maintenance,
snow removal, street lighting, parks and recreation, and police protection.

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. Baltimore and Annapolis are a short
distance away via I-95 and Maryland Route 50, respectively.

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. Total assessed real and
personal property value for Takoma Park was estimated at $1.86 billion during fiscal year 2010. The
City’s assessable base has grown, primarily due to the increase in the assessed value of its real
property. However, the reassessment of real property in 2010 reflected a change from the rapid
growth in property values seen in recent years. According to the 2000 Census, the City had 2,797
single-family owner-occupied homes. Housing values have risen sharply since 2000. According to
the 2000 census, the median value of a single-family home was $189,200. The median sales price of



single-family homes in the Takoma Park area was $450,000 in 2006, according to the Maryland-
National Capital Park and Planning Commission. According to the Washington Post, the median
sales price of homes in the 20912 zip code (which comprises most of the City of Takoma Park) was
$410,000 based on the sale of 123 homes in 2008. Multi-family residential structures house 54% of
Takoma Park’s households.

Real property in the State of Maryland is reassessed on a triennial basis. Fiscal year 2010 was the
third year of the phase in of assessed values established in 2006. All real property in Takoma Park
was reassessed during 2010, with the new values impacting the fiscal year 2011 budget. With the
recent decline in the regional housing market, City has experienced a modest increase in assessed
values and is expected to face difficult choices relative to service delivery in the years to come.

The Metropolitan Washington Council of Governments reported that the region grew by 252,600
persons between 2004 and 2008, with the inner suburbs growing by 2.5%. The region added
131,879 jobs during this period. The 2000 Census showed the median family income for the City of
Takoma Park at $63,434 with a per capita income of $26,437 (in 1999 dollars). In the region,
personal income grew by an average annual rate of 7.7% between 2003 and 2007.

While the Washington, D.C. area has fared better than other parts of the United States, it has been
impacted by the downturn in the economy. The City has experienced a decline in certain revenue
sources as a result, including investment income, State Police Protection aid and Highway User
Revenues. Montgomery County reported a projected unemployment rate of 5.7% for fiscal year
2010. Takoma Park residents are likely among those who have lost their jobs, impacting income tax
receipts. Because it will take some time for the country and the region to recover from the economic
downturn, the City will focus on the continuation and maintenance of core services in the next fiscal
year.

The City is working in partnership with the business associations to increase the health of its
commercial districts—the City’s Old Takoma area in the Takoma Park Historic District and the
much larger Takoma/Langley Crossroads area near the intersection of University Boulevard and
New Hampshire Avenue. Officials and business organizations have identified a number of
improvements that are needed—as well as opportunities worth investigating—to promote long-term
economic health and stability.

In recent years, significant streetscape improvements have taken place in the Old Takoma area. The
business association has a Maryland Main Street designation. The Takoma/Langley Crossroads area
is the planned location for a major station of the “Purple Line,” a light rail transit system under
design by the State of Maryland to cross Montgomery and Prince George’s County. Revitalization
planning efforts for the Crossroads are underway in a collaborative effort of the planning agencies in
both counties and the City of Takoma Park. The area was designated as a Maryland Enterprise Zone
in 2005, providing tax incentives to new and expanding businesses.

LONG-TERM FINANCIAL PLANNING

The renovation of the Public Works facility is anticipated to get underway at the beginning of fiscal
year 2011. The current facility is too small, poorly insulated, and has drainage problems and
inadequate storage. The renovation project will allow Public Works to become more operationally
efficient and functional. Construction costs are estimated to be $3 million and will be partially



financed through the issuance of general obligation bonds, increasing the City’s bonded
indebtedness. To minimize interest costs, the City is planning for a ten-year issuance. It is
anticipated that the timing and structure of the issuance would be such that the first debt service
payment would be made in fiscal year 2011.

The City of Takoma Park Police Employees’ Retirement Plan 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. Since its inception in 2001, the Plan has
experienced a higher than expected rate of disability awards, resulting in a steadily increasing City
contribution rate. During fiscal year 2009, the City modified the existing Plan in an attempt to
address the rate of disability. No applications for disability benefits have been received since the
Plan modification, and the City contribution rate has been relatively stable since enactment of the
change.

Both the City of Takoma Park Police Employees’ Retirement Plan and the State of Maryland
Employees Contributory Pension System, which covers the City’s non-sworn staff, have been
impacted by the downturn in the stock market, resulting in a decline in asset values. This may
impact the City’s future contribution rate to both plans.

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.
Ideally, the City should contribute over $1 million to the Equipment Replacement Reserve on an
annual basis; the high contribution amount is partially attributable to inadequate funding of the
Equipment Replacement Reserve in the past. Inrecent years, the City has made a concerted effort to
more adequately fund the Equipment Replacement Reserve. These efforts should be continued,
while taking into account other City needs and fiscal constraints.

RELEVANT FINANCIAL POLICIES

As noted earlier in this transmittal message, the downturn in the economy has affected the City ina
number of ways. The Federal Reserve’s interest rate cuts have significantly reduced the City’s
investment revenues. The financial difficulties of the State of Maryland have resulted in a reduction
in Highway User Revenues, Police Protection Aid, and grant funding that the City has historically
relied upon to finance park improvements and other community amenities.

In light of these economic difficulties, the City’s focus will be on the continuation and maintenance
of core services rather than expansion of services. The City plans to maintain adequate unreserved
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 2010 were largely focused on three major policy areas:

e Sustainability



e Livable Community
e Engaged, Responsive, and Service-Oriented Government

Major accomplishments related to the aforementioned priorities during fiscal year 2010 included the
following:

e Created an outdoor basketball court on the grounds of the Takoma Park Community Center,
providing a recreational amenity for youth in the community. Project was financed with
Community Development Block Grant funds.

o Completed streetscape improvements along Holton Lane, located in the Takoma/Langley
Crossroads area, using Community Development Block Grant funds.

o Installed various placemaking improvements (benches, banners, trash containers, and
landscaping) along the New Hampshire Avenue corridor. The grant funds for the project
were awarded by the State of Maryland through its Community Legacy Program.

¢ Completed fagade and site improvements at commercial locations along the New Hampshire
Avenue corridor using monies awarded through the Community Legacy Program.

e Completed streetscape improvements along Carroll Avenue in the Main Street Takoma
district.

e Created additional off-street public parking space in the Main Street Takoma district.

e Created additional community gardens and facilitated landscaping projects along the New
Hampshire Avenue corridor.

e Continued to support the arts through sponsorship of the Third Thursday (a popular poetry
reading series), monthly exhibits in the gallery space at the Takoma Park Community Center,
and a winter art sale and studio tour.

e Completed the renovation of the Community Center Auditorium which will provide a venue
for cultural events of interest to the community and a modernized meeting space to address
the City Council’s needs. The project included a number of “green” features in keeping with
the City’s commitment to sustainability.

e Completed the development of construction documents for the renovation of the Public
Works facility and awarded a construction contract. The work will include installation of a
geothermal system and other “green” features.

e Used general obligation bond financing to pay off an unfunded liability/deficit with the State
Retirement and Pension System of Maryland, resulting in a reduction of interest costs and an
earlier payment of the unfunded liability.



