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McHenry County was awarded $2,475,900 in an Energy Efficiency & Conservation Block Grant (EECBG) on
November 11, 2009. This funding was obtained through the American Recovery and Reinvestment Act of 2009.
The EECBG program was intended to assist U.S. cities, counties, states, territories, and Indian tribes to develop,
promote, implement, and manage energy efficiency and conservation projects and pro-
grams designed to:

* *

e Reduce fossil fuel emissions; KKK Recoventsov

e Reduce the total energy use of the eligible entities; v k‘

e Improve energy efficiency in the transportation, building, and other appropriate sec- ‘ +*
tors; and

e Create and retain jobs.

Through its partnership with Siemens Building Technologies, the County was able to imple-
ment energy saving projects on different buildings throughout the government’s campus. The
schedule for these projects started in early 2010 and will be concluded near the
middle of 2011. The projects included solar panel installation, daylight harvesting,
occupancy sensors in offices, LED parking lot lighting and controls, retro-
commissioning, Thermo-Lite windows, updated building automation, skylights,
window film installation, boiler replacement, and energy efficiency motor up-
" grades. During a three month period review conducted in 2010 for energy con-
sumption in the Department of Transportation (DOT) garage, the realization of a reduction of 13% in
utility costs was experienced over the same period in 2009 (May, June & July). This $2,511 quarterly
savings was the result of skylights, lighting retrofits, and occupancy sensor installations at DOT.

The solar panels that were installed on the Administration Building’s roof are featured on the front cover of this
report. A Green Kiosk is scheduled to be installed in the lobby of the Administration Building in 2011. This
touch screen kiosk will educate the public on the monetary savings of the grant projects and display schematics of
the building systems that have been upgraded. In addition, a daily report on the energy generated by the solar pan-
els will be available through a query on the kiosk.

Reducing operational energy costs through environmentally sensitive solutions.

In summary, energy savings and upgrades provide the biggest benefit of the work being done through this project
and the significant impact our efforts will have on the environment. Through the implementation of “smart” tech-
nologies and a comprehensive energy reduction program the work accomplished through this project will:

e Save 743,916 kilo-watt hours of electricity per year;

e Save 14,805 Therms per year;

e Reduce the amount of CO2 exhausted into the atmosphere by 1,655,888 lbs. per year, the equivalent to taking
137.6 cars off the road per year.
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BAKER TILLY

Baker Tilly Virchow Krause, LLP
205 N Michigan Ave

Chicago, IL 60601-5927

tel 312 729 8000

fax 312 729 8199

bakertilly.com

INDEPENDENT AUDITORS’ REPORT

To the Honorable Chairman and
Members of the County Board
County of McHenry, lllinois

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the discretely presented component unit, each major fund, and the aggregate remaining fund
information of the County of McHenry, lllinois as of and for the year ended November 30, 2010, which
collectively comprise the County’s basic financial statements as listed in the table of contents. These financial
statements are the responsibility of the County of McHenry, lllinois’ management. Our responsibility is to
express opinions on these financial statements based on our audit. We did not audit the financial statements of
the Public Building Commission’s Debt Service Fund (Blended Component Unit), which represents .07 percent,
.09 percent and .01 percent, respectively, of the assets, fund balances, and revenues of the other governmental
funds. We also did not audit the financial statements of the Conservation District (Discretely Presented
Component Unit), which represent 100 percent of the assets, net assets, and revenues of the discretely
presented component unit. Those financial statements were audited by other auditors whose reports thereon
have been furnished to us, and our opinion, insofar as it relates to the amounts included for the Public Building
Commission’s Debt Service Fund (Blended Component Unit) and the Conservation District (Discretely
Presented Component Unit), is based on the reports of the other auditors. The prior year summarized
comparative information has been derived from the County’s 2009 financial statements and, in our report dated
May 10, 2010, we and other auditors expressed unqualified opinions on the respective financial statements of
the governmental activities, the business-type activities, the discretely presented component unit, each major
fund, and the aggregate remaining fund information.

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 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 and
the reports of other auditors provide a reasonable basis for our opinions. The financial statements of the Public
Building Commission, a blended component unit of the County, reported as a Debt Service Fund of the County,
were not audited in accordance with Government Auditing Standards.

&‘“’) an independent member of |

BAKER TILLY
INTERNATIONAL



To the Honorable Chairman and
Members of the County Board
County of McHenry, lllinois

In our opinion, based on our audit and the reports of other auditors, the financial statements referred to above
present fairly, in all material respects, the respective financial position of the governmental activities, the
business-type activities, the discretely presented component unit, each major fund, and the aggregate
remaining fund information of the County of McHenry, lllinois, as of November 30, 2010, and the respective
changes in financial position and, where applicable, cash flows 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 will issue our report on our consideration of the County
of McHenry, lllinois’ internal control over financial reporting and 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’s discussion and analysis, major fund budgetary comparison schedules, schedules of funding
progress, and related notes, as listed in the table of contents are not a required part of the basic financial
statements, but are supplementary information required by the Governmental Accounting Standards Board. We
and the other auditors 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 County of McHenry, Illinois’ basic financial statements. The combining and individual fund
financial statements and schedules, as listed in the table of contents, are presented for purposes of additional
analysis and are not a required part of the basic financial statements. The combining and individual fund
financial statements and schedules have 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.

The “Letter of Transmittal” and “Statistical Section” listed in the accompanying table of contents are presented
for purposes of additional analysis and are not a required part of the basic financial statements of the County of
McHenry, lllinois. The information has not been subjected to the auditing procedures applied in the audit of the
basic financial statements and, accordingly, we express no opinion on such information.

Bk TJ&% Virchao Krauwses, LLP

Chicago, lllinois
April 29, 2011
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County of McHenry, Illinois
Management’s Discussion and Analysis (MD&A) (Unaudited)
For the Year Ended November 30, 2010

This section of the County of McHenry, Illinois’ (the “County”) comprehensive annual financial report presents
management’s discussion and analysis (MD&A) of the financial activities of the County during the fiscal year
ended November 30, 2010. Please read it in conjunction with the Transmittal Letter, located at the front of this
report, and the basic financial statements, including the accompanying notes to financial statements, which follow
this section.

FINANCIAL HIGHLIGHTS

e Total assets of the County exceeded its liabilities by $400.7 million, as of November 30, 2010. Of this
amount, $217.7 million represents net assets invested in capital assets, net of related debt, $109.4 million
represents net assets restricted for specific activities, and $73.6 million represents unrestricted net assets.
$364.6 million represents net assets for governmental activities and $36.1 million represents net assets for
business-type activities.

e Net assets increased by $15.4 million for governmental activities and increased by $4.5 million for
business-type activities, for the fiscal year ended November 30, 2010.

e The County’s governmental funds reported combined ending fund balances of $156.9 million, as of
November 30, 2010. $40.9 million represents reserved fund balance (legal restrictions on spending and
resources not available for spending) and $116.0 million represents unreserved fund balance (resources
available for spending at the County’s discretion).

e Unreserved fund balance for the General Fund was $47.5 million, as of November 30, 2010, compared to
$44.9 million as of November 30, 2009, which represents an increase of $2.6 million or 5.8%. The
unreserved fund balance represents 61.8% of total General Fund expenditures of $76.8 million for the
fiscal year ended November 30, 2010.

e Governmental activities long-term obligations (excluding compensated absences, deferred debt certificate
issuance premiums, claims and judgments, and other post-employment benefit obligation) totaled $72.7
million, as of November 30, 2010, compared to $73.1 million as of November 30, 2009, which represents
a net decrease of $0.4 million or 0.5%. During the year, debt certificates were issued in the amount of
$11.6 million for the construction of a new County archive facility, the purchase of a new local area
network and storage area network, the expansion of a courtroom, the partial advanced refunding of the
Series 2002 A debt certificates, and the expansion of the County mental health facility. Business-type
activities long-term obligations (excluding compensated absences and other post-employment benefit
obligation) totaled $9.6 million as of November 30, 2010, compared to $10.5 million as of November 30,
2009, which represents a decrease of $0.9 million or 8.6%. The County is $259.2 million below its
authorized debt limit as of November 30, 2010.

OVERVIEW OF THE FINANCIAL STATEMENTS

This section of MD&A is intended to serve as an introduction to the County’s basic financial statements. The
County’s basic financial statements are comprised of three components: (1) government-wide financial
statements, (2) fund financial statements, and (3) notes to financial statements (see figure on following page).
The basic financial statements present two different views of the County through the use of government-wide
financial statements and fund financial statements.

In addition to the basic financial statements, this report contains other supplementary information that will
enhance the reader’s understanding of the financial position of the County.

III



County of McHenry, Illinois
Management’s Discussion and Analysis (MD&A) (Unaudited)
For the Year Ended November 30, 2010

Required Components of the Comprehensive Annual Financial Report

Management's — :
} & i Basic Financial
Discussion and
) Statements
Analysis
[
Government-wide ) : i i
) i Fund Financial Notes to Financial
Financial
Statements Statements
Statements

Basic Financial Statements (BFS)

The BFS include two kinds of statements and notes that present different perspectives of the County’s financial
activities.

The first two statements in the basic financial statements are the Government-wide Financial Statements. They
provide both short and long-term information about the County’s overall financial status, in a manner similar to a
private-sector business.

The next statements are the Fund Financial Statements. These statements focus on the activities of the
individual parts of the County’s government and provide more detail than the government-wide financial
statements. There are three parts to the Fund Financial Statements: 1) the governmental funds statements; 2) the
proprietary fund statements; and 3) the fiduciary fund statements.

The next section of the basic financial statements is the Notes to Financial Statements. The notes to financial
statements include a summary of the County’s significant accounting policies, as well as additional detail on
various items contained in the financial statements.

After the notes are the following sections: Required supplementary information contains the budgetary
comparison schedules for the general fund and major special revenue funds, as well as funding information about
the County’s pension plans and other post-employment benefits. Supplementary information is provided to
show details about the County’s individual non-major governmental funds and internal service funds, all of which
are aggregated in a single column on the basic financial statements. Budgetary information required by State
Statutes also can be found in this part of the comprehensive annual financial report. The Statistical Section
presents detailed information as a context for understanding what the information in the financial statements,
notes to financial statements, and required supplementary information indicate about the County's overall
financial health.

v



County of McHenry, Illinois
Management’s Discussion and Analysis (MD&A) (Unaudited)
For the Year Ended November 30, 2010

Government-wide Financial Statements (GWFS)

The GWEFS are divided into three categories: 1) governmental activities; 2) business-type activities; and 3)
component units. The GWFS contains the statement of net assets and the statement of activities, described below:

The Statement of Net Assets presents information using the accrual basis of accounting, on all of the County’s
assets and liabilities (including capital assets and short-term and long-term 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 County is improving or deteriorating.

The Statement of Activities presents a comparison between direct expenses and program revenues for each of the
County’s functions/programs (hereafter referred to as activities). Direct expenses are those that are specifically
associated with an activity and are clearly identified with that activity. Program revenues are from charges for
services paid by recipients or operating/capital grants and contributions. The comparison of direct expenses with
program revenues identifies the extent to which each activity is self-financing or draws from the general revenues
of the County. General revenues include property taxes, sales taxes, state income taxes, tax transfer stamps, other
taxes, and investment income. The governmental activities of the County include general and administrative,
community development, transportation, public safety, judiciary and court related, and public health and welfare.
The business-type activities of the County include the Valley Hi Nursing Home (public health and welfare) and
the Emergency Telephone 911 operation (public safety). The government-wide financial statements also include
legally separate component units — the Public Building Commission (a blended component unit) for which the
County is financially accountable and the McHenry County Conservation District (a discretely presented
component unit). Financial information for the discretely presented component unit is reported separately from
financial information presented for the primary government itself.

The GWEFS can be found on pages 1 - 4 of this report.
Fund Financial Statements (FFS)

A fund is a fiscal and accounting entity that is used to maintain control over resources that have been segregated
for specific activities or objectives. The County, like other state and local governments, uses fund accounting to
ensure and demonstrate compliance with finance-related legal requirements. All of the funds of the County can
be divided into three categories: governmental funds, proprietary funds, and fiduciary funds.

Governmental FFS are used to account for those functions reported as governmental activities in the
government-wide financial statements. Most of the County’s basic services are accounted for in
governmental funds. These funds focus on how assets can be readily converted into cash, and what funds
remain at year-end that will be available to expend in the next fiscal year. Governmental funds are
reported using an accounting method called modified accrual accounting. This method has a current
financial resources focus. As a result, the governmental fund financial statements give a detailed short-
term view to assist the reader in determining if there are more or less financial resources available to
finance the County’s programs. The relationship between governmental activities (reported in the
Statement of Net Assets and the Statement of Activities) and governmental funds is described in a
reconciliation that is a part of the fund financial statements.




County of McHenry, Illinois
Management’s Discussion and Analysis (MD&A) (Unaudited)
For the Year Ended November 30, 2010

Information is presented separately in the governmental funds balance sheet and in the governmental
funds statement of revenues, expenditures, and changes in fund balances for funds that are considered to
be major funds. Governmental funds considered to be major for fiscal year 2010 are the General Fund,
the Motor Fuel Tax Fund, and the County Mental Health Fund. Data from the other governmental funds
are combined into a single, aggregated presentation. Individual fund data for each of these nonmajor
governmental funds is provided in the form of combining statements in the supplementary information
section.

The governmental FFS can be found on pages 5 - 8 of this report.

Proprietary FFS The County maintains two different types of proprietary funds. Enterprise funds are
used to report the same functions presented as business-type activities in the government-wide financial
statements. The County uses enterprise funds to account for the Valley Hi nursing home and for the
Emergency Telephone 911 system operation. Internal service funds are an accounting device used to
accumulate and allocate costs internally among the County’s various functions. The County uses internal
service funds to account for risk management, employee healthcare, and retiree healthcare benefits.
Services are allocated to governmental activities and business-type activities on the government-wide
financial statements based upon the actual level of services provided to these activities.

Proprietary FFS provide more detailed information than the business-type activities on the government-
wide financial statements. The proprietary fund financial statements provide separate information for
enterprise funds that are considered to be major funds. The Enterprise fund considered to be major for
fiscal year 2010 is the Valley Hi Fund. Data for the other enterprise fund, the 911 Fund, is considered to
be nonmajor. Conversely, all internal service funds are combined into a single, aggregated presentation in
the proprietary fund financial statements. Individual data for the internal service funds is provided in the
form of combining statements in the supplementary information section.

The proprietary FFS can be found on pages 9 - 13 of this report.

Fiduciary FFS Fiduciary funds are used to account for resources held for the benefit of parties outside the
County. Fiduciary funds are not reflected in the government-wide financial statements because the
resources of those funds are not available to support the County’s own programs. The accounting used

for fiduciary funds is much like that used for proprietary funds.

The fiduciary FFS can be found on page 14 of this report.

Notes to Financial Statements

The notes to financial statements provide additional information that is essential to a full understanding of the data
provided in the GWFS and FFS.

The notes to the financial statements can be found on pages 15 - 57 of this report.

Other information

The County adopts an annual appropriation budget for its general, special revenue, debt service, capital projects
and permanent funds. Budgets are adopted on a basis consistent with generally accepted accounting principles and
the budgetary comparison schedules are presented using the same format, language, and classifications as the
legal budget document.

VI



County of McHenry, Illinois
Management’s Discussion and Analysis (MD&A) (Unaudited)
For the Year Ended November 30, 2010

The budgetary comparison schedules present four columns: 1) the original budget as adopted by the County
Board; 2) the final budget as amended by the County Board; 3) the actual resources, charges to appropriations,
and ending balances; and 4) the variance between the final budget and the actual resources and charges.

In addition to the basic financial statements and accompanying notes, this report also presents certain required
supplementary information (RSI), which consists of budgetary comparison schedules for the general fund and
major special revenue funds, as well as funding information about the County’s pension plans and other post-
employment benefits. Following the RSI is the supplementary information section, which includes the combining
statements, individual fund schedules, and budgetary comparison schedules for non-major governmental funds.

The RSI and supplementary information section can be found on pages 58 - 167 of this report.
GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net assets may serve over time as a useful indicator of whether the financial position of the
County is improving or deteriorating.

Total assets of the County exceeded its liabilities by $400.7 million, as of November 30, 2010, as compared to net
assets of $380.7 million as of November 30, 2009; an increase of $20.0 million or 5.3%. Of this amount, $217.7
million represents net assets invested in capital assets, net of related debt. The County uses capital assets to
provide services to citizens; consequently, these assets are not available for future spending. $109.4 million
represents restricted net assets, which are resources that are subject to external restrictions on how they may be
used. Finally, $73.6 million represents unrestricted net assets. $364.6 million represents net assets for
governmental activities and $36.1 million represents net assets for business-type activities.

The following table reflects the condensed Statement of Net Assets as of November 30, 2010:

Statement of Net Assets
November 30, 2010

Governmental Activities Business-Type Activities Totals
2010 2009 2010 2009 2010 2009
Assets
Current assets $ 268,184,289 $ 261,486,808 $ 35,755,651  $ 31,444,026 $ 303,939,940 $ 292,930,834
Capital assets 269,123,910 258,465,791 17,264,277 17,828,880 286,388,187 276,294,671
Other assets 431,239 297,679 137,728 150,248 568,967 447,927
Total assets 537,739,438 520,250,278 53,157,656 49,423,154 590,897,094 569,673,432
Liabilities
Current liabilities 100,193,429 98,373,604 7,952,579 8,145,133 108,146,008 106,518,737
Noncurrent liabilities 72,996,664 72,739,668 9,101,973 9,720,148 82,098,637 82,459,816
Total liabilities 173,190,093 171,113,272 17,054,552 17,865,281 190,244,645 188,978,553
Net Assets
Invested in capital assets,
net of related debt 209,970,975 193,667,253 7,709,277 7,291,886 217,680,252 200,959,139
Restricted 108,727,129 110,628,189 693,237 492,746 109,420,366 111,120,935
Unrestricted 45,851,241 44,841,564 27,700,590 23,773,241 73,551,831 68,614,805
Total net assets $ 364,549,345 $ 349,137,006 $ 36,103,104 $ 31,557,873  § 400,652,449 $ 380,694,879
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For more detailed information on the County’s net assets, please refer to the Statement of Net Assets, found on
pages 1 - 2.

The following table reflects the results of operations for governmental and business-type activities for the fiscal
year ended November 30, 2010:

Changes in Net Assets
For the Fiscal Year Ended November 30, 2010

Governmental Activities Business-Type Activities Totals
2010 2009 2010 2009 2010 2009
Revenues
Program Revenues
Charges for services $ 31,027,556  $ 31,194,233  § 10,921,674 $ 10,857,034 § 41,949,230 $ 42,051,267
Operating grants and
contributions 32,636,359 31,454,008 - - 32,636,359 31,454,008
Capital grants and
contributions 1,206,453 5,778,791 - - 1,206,453 5,778,791
General Revenues
Property taxes 68,390,469 67,859,666 5,919,050 5,994,282 74,309,519 73,853,948
Sales taxes 16,704,187 15,983,268 - - 16,704,187 15,983,268
State income taxes 4,880,880 5,603,268 - - 4,880,880 5,603,268
Tax transfer stamps 1,203,780 1,232,451 - - 1,203,780 1,232,451
Other taxes 1,744,807 1,763,703 - - 1,744,807 1,763,703
Investment income 423,535 584,228 121,309 182,350 544,844 766,578
Gain on sale of capital assets - 44,558 - - - 44,558
Miscellaneous 837,572 565,895 - - 837,572 565,895
Total Revenues 159,055,598 162,064,069 16,962,033 17,033,666 176,017,631 179,097,735
Expenses
General and administrative 34,857,021 32,184,476 - - 34,857,021 32,184,476
Community development 7,364,952 3,027,001 - - 7,364,952 3,027,001
Transportation 17,782,366 18,281,173 - - 17,782,366 18,281,173
Public safety 38,047,322 38,590,241 2,331,714 2,315,535 40,379,036 40,905,776
Judiciary and court realted 13,778,713 13,604,193 - - 13,778,713 13,604,193
Public health and welfare 28,710,653 28,574,453 10,085,088 10,042,346 38,795,741 38,616,799
Interest and fiscal charges 3,102,232 3,182,260 - - 3,102,232 3,182,260
Total expeneses 143,643,259 137,443,797 12,416,802 12,357,881 156,060,061 149,801,678
Changes in net assets 15,412,339 24,620,272 4,545,231 4,675,785 19,957,570 29,296,057
Net assets at beginning year 349,137,006 324,516,734 31,557,873 26,882,088 380,694,879 351,398,822
Net assets at end of year $ 364,549,345 § 349,137,006 $ 36,103,104 § 31,557,873  $ 400,652,449 § 380,694,879

For more detailed information on the operations of governmental and business-type activities, please refer to the
Statement of Activities, found on pages 3 - 4.

Governmental activities:

Net assets for governmental activities increased by $15.4 million during fiscal year 2010. In total, revenues
decreased $3.0 million or 1.9%, from $162.1 million for fiscal year 2009 to $159.1 million for fiscal year 2010.
Noteworthy changes related to revenues were as follows: 1) Operating grants and contributions increased by $1.1
million or 3.5%, 2) Capital grants and contributions decreased by $4.6 million or 79.3%, and 3) State income
taxes decreased by $0.7 million or 12.5%. The reasons for these noteworthy changes are explained as follows:
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e Operating grants and contributions increased from $31.5 million for fiscal year 2009 to $32.6 million for
fiscal year 2010; an increase of $1.1 million or 3.5%. The largest individual increase is for community
development grants, which increased from $1.5 million for fiscal year 2009 to $5.8 million for fiscal year
2010, an increase of $4.3 million or 286.7%. Grant programs in this category include the Community
Development Block Grant (CDBG), Home Investment Partnership Grant (HOME), Neighborhood
Stabilization Program (NSP), and Homelessness Prevention and Rapid Re-housing Program (HPRP).
NSP and HPRP are new programs that had significant activity beginning in fiscal year 2010.

e Capital grants and contributions decreased from $5.8 million for fiscal year 2009 to $1.2 million for fiscal
year 2010; a decrease of $4.6 million or 79.3%. Capital grants and contributions represent donations of
land, highways, and other capital assets, primarily from developers. The amount of revenue in this
category can vary significantly, depending on the number and significance of assets donated to the
County in a given year. There was one major contribution in fiscal year 2009, $3.8 million for the
realignment of Pyott Road, which is the primary cause for the decrease in fiscal year 2010.

e State income taxes decreased from $5.6 million for fiscal year 2009 to $4.9 million for fiscal year 2010; a
decrease of $0.7 million or 12.5%. A critical factor that impacts state income taxes is the unemployment
rate. The unemployment rate for the County was 9.6% in fiscal year 2009 and 2010. However, the
unemployment rate actually peaked during the first five months of 2010, when it averaged 10.9%,
compared to 9.3% for the same period during 2009. The high unemployment rate during the first part of
2010 corresponds with the overall decrease in state income taxes.

The following chart depicts the expenses and related program revenues by function for the County’s
governmental activities for the fiscal year ended November 30, 2010:

Expenses and Program Revenues - Governmental Activities
Fiscal Year Ended November 30, 2010
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See analysis of governmental activities expenses on page XI.

IX



County of McHenry, Illinois
Management’s Discussion and Analysis (MD&A) (Unaudited)
For the Year Ended November 30, 2010

The following chart reflects revenues by source for governmental activities for the fiscal year ended November
30, 2010:

Revenues by Source - Governmental Activities
Fiscal Year Ended November 30, 2010
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As previously mentioned, revenues from governmental activities totaled $159.1 million for the fiscal year ended
November 30, 2010. Taxes ($92.9 million, or 58.4%) represent the largest revenue source. Property taxes and
sales taxes represent the two largest sources of tax revenues. Property taxes totaled $68.4 million or 73.6% of
taxes and sales taxes totaled $16.7 million or 18.0% of taxes, for a combined total of $85.1 million or 91.6% of
taxes. Other tax revenues include state income taxes, tax transfer stamps, and local use taxes.

Operating grants and contributions ($32.6 million, or 20.5%) represents the second largest revenue source.
Operating grants and contributions consist of grants obtained by the following departments: Health Department,
Mental Health Department, Workforce Network, Planning and Development, Facilities Management, and the
Sheriff’s Office. In addition, the Motor Fuel Tax Fund and County Option Motor Fuel Tax Fund receive fees
imposed on gasoline purchases to be used for highway maintenance and improvements.

Charges for services ($31.0 million, or 19.5%) represents the third largest revenue source. Charges for services
are derived mainly from recording fees, jail space rental, Circuit Clerk fees, penalties on delinquent taxes, cable
franchise fees, court security fees, sale of animal control tags, and various fees collected for automation and
document storage within the Recorder’s Office and the Clerk of the Circuit Court Office.

Capital grants and contributions ($1.2 million, or 0.8%) represent donations of land, highways, and other capital
assets, primarily from developers. Significant contributions include $0.2 million for new access and roadway
improvements on Maple Street and Marengo-Huntley Road.
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The following chart reflects expenses by function for governmental activities for the fiscal year ended November
30, 2010:

Expenses by Function - Governmental Activities
Fiscal Year Ended November 30, 2010
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The largest component of governmental activities expenses is public safety, which totaled $38.0 million, or 26.5%
of total governmental activities expenses. Expenses in this category include the operations of the Sheriff,
Coroner, and Emergency Management offices. The Sheriff’s Office represents the largest component of public
safety and activities performed include patrol, detectives, narcotics, County jail, and County garage.

The second largest component of governmental activities expenses is general and administrative, which totaled
$34.9 million, or 24.3% of total governmental activities expenses. Expenses in this category include the
following activities: County Board and administration, finance, accounting, treasury, purchasing, human
resources, information technology, facility operations, elections, vital records, document recording and retrieval,
assessments of real estate, and monitoring and administration of schools throughout the County.

The third largest component of governmental activities expenses is public health and welfare, which totaled $28.7
million, or 20.0% of total governmental activities expenses. The Health Department and the Mental Health
Department represent the largest components of the public health and welfare activity. Also included in this
activity are the operations of the Workforce Network and Veteran’s Assistance.

The fourth largest component of governmental activities expenses is transportation, which totaled $17.8 million,
or 12.4% of total governmental activities expenses. All transportation expenses represent the operations of the
Division of Transportation.

The fifth largest component of governmental activities expenses is judiciary and court related, which totaled $13.8

million, or 9.6% of total governmental activities expenses. Expenses for this activity include the Clerk of the
Circuit Court, Court Administration, Court Services, Public Defender, and the State’s Attorney.
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The sixth largest component of governmental activities expenses is community development, which totaled $7.4
million, or 5.1% of total governmental activities expenses. Expenses in this category increased from $3.0 million
for fiscal year 2009; an increase of $4.4 million or 146.7%. As previously mentioned, community development
includes new grant programs (NSP and HPRP) which had significant activity beginning in fiscal year 2010. All
community development expenses represent the operations of the Planning and Development Department.

The smallest component of governmental activities expenses is interest, which totaled $3.1 million, or 2.1% of
total governmental activities expenses. Interest represents payments on long-term obligations, including debt
certificates and capital leases. See page XV for further discussion of long-term obligations.

Business-type Activities:

For the fiscal year ended November 30, 2010, net assets for business-type activities increased by $4.5 million,
from $31.6 million at November 30, 2009 to $36.1 million at November 30, 2010. Total revenues for business-
type activities totaled $17.0 million in fiscal year 2009 and fiscal year 2010. Total expenses for business-type
activities totaled $12.4 million in fiscal year 2009 and fiscal year 2010. The consistent level of revenues and
expenses for business-type activities between fiscal year 2009 and fiscal year 2010 reflects a lack of significant
changes, capital projects, or other activities that would normally cause a variance.

For more detailed information, please refer to the Statement of Activities on pages 3 — 4.
MAJOR FUNDS FINANCIAL ANALYSIS
Governmental Funds

The General Fund is the primary operating fund of the County. The fund experienced an increase in fund balance
of $3.3 million in fiscal year 2010. Total revenues increased $3.1 million or 3.9%, from $80.5 million for fiscal
year 2009 to $83.6 million for fiscal year 2010. The largest increase in revenue is for property taxes, which
increased $2.4 million or 7.6%, from $31.5 million for fiscal year 2009 to $33.9 million for fiscal year 2010. The
increase in property taxes is due to an increase in the amount of the County’s property tax levy. The general fund
property tax levy increased from $31.6 million for fiscal year 2009 to $34.3 million for fiscal year 2010, an
increase of $2.7 million or 8.5%. Accordingly, the County experienced a collection rate of 98.8% during fiscal
year 2010. Total expenditures increased $1.6 million or 2.1%, from $75.2 million for fiscal year 2009 to $76.8
million for fiscal year 2010. The largest increase in expenditures is for public safety, which increased $1.9
million or 6.6%, from $28.8 million for fiscal year 2009 to $30.7 million for fiscal year 2010. The most
significant increase within public safety is for Sheriff personnel costs, which increased from $23.8 million for
fiscal year 2009 to $25.6 million for fiscal year 2010; an increase of $1.8 million or 7.6%. The majority of the
increase in personnel costs is due to union wage increases and an administrative reorganization, which included
various promotions. For additional information, see general fund budgetary variances section below.

The Motor Fuel Tax Fund accounts for expenditures for highway maintenance and construction, which is funded
by a charge on vehicle fuel purchases. The fund experienced a decrease in fund balance of $3.2 million in fiscal
year 2010. Total revenues increased $0.9 million or 15.0%, from $6.0 million for fiscal year 2009 to $6.9 million
for fiscal year 2010. Total expenditures increased $0.3 million or 4.4%, from $6.8 million for fiscal year 2009 to
$7.1 million for fiscal year 2010. The primary reason for the increase in expenditures is the timing of various
road construction projects. In fiscal year 2010, road construction activity was only slightly greater than in fiscal
year 2009. Significant construction projects in fiscal year 2010 include Walkup Road, Alden Road Bridge, and
Kishwaukee Valley Road Bridge.
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The County Mental Health Fund accounts for expenditures for administering approved mental health programs.
Total fund balance was $7.2 million at November 30, 2009 and November 30, 2010. Total revenues increased
$0.4 million or 3.3%, from $12.3 million for fiscal year 2009 to $12.7 million for fiscal year 2010. Total
expenditures increased $1.3 million or 13.3%, from $9.8 million for fiscal year 2009 to $11.1 million for fiscal
year 2010. The fund also experienced an increase in transfers out, which are used to provide financial support to
other mental health programs, which are primarily supported by grants. Transfers out increased $0.1 million or
6.7%, from $1.5 million in fiscal year 2009 to $1.6 million in fiscal year 2010. The primary reason for the
increase in expenditures and transfers out is variation in the level of support needed by grant-funded programs,
based on grant match requirements and the timing of cash receipts from grantors.

Proprietary Funds

The Valley Hi Fund accounts for the activities of the Valley Hi nursing home. The fund experienced an overall
increase in net assets of $4.6 million for fiscal year 2010. However, when considering only the operating
revenues and expenses of the fund, the fund experience an operating loss of $1.0 million for fiscal year 2010,
compared to an operating loss of $1.2 million for fiscal year 2009. The major reason for the overall increase in
net assets is nonoperating revenues, specifically property taxes. Property tax revenue was $5.9 million for fiscal
year 2010, which was more than sufficient to offset the operating loss. Therefore, the excess property tax revenue
represented an increase to ending net assets. Voters approved a referendum in 2002 authorizing the Valley Hi
fund to levy property taxes.

GENERAL FUND BUDGETARY VARIANCES

Revenue Budget: The revenue budget for the general fund was increased by $0.9 million during fiscal year
2010, through budget amendments approved by the County Board, from the original budget of $82.6 million to
final budget of $83.5 million. One category represented the entire overall increase; grants, contributions, and
intergovernmental. The budgeted revenue in this category was amended when County departments received grant
awards that were not included in the original budget. The Sheriff’s Office received additional grant funding of
$0.6 million and the Health Department received additional grant funding of $0.3 million during fiscal year 2010.

Appropriation Budget: The appropriation budget for the general fund was increased by $2.2 million during
fiscal year 2010, through emergency appropriations approved by the County Board, from the original budget of
$79.5 million to the final budget of $81.7 million. The most significant increase to the appropriation budget was
$0.7 million for open encumbrances that rolled from fiscal year 2009 into fiscal year 2010. The amount of the
encumbrance roll is equal to the amount of fund balance reserved for encumbrances as of November 30, 2009.
Other increases to the appropriation budget include adjustments related to the items noted in the revenue budget
section above: Grants in the Sheriff’s Office for $0.6 million and grants in the Health Department for $0.3
million.

Budget to Actual — Revenue: Total revenues for the general fund were $83.6 million, while the final budget
totaled $83.5 million, which is a variance of $0.1 million. One significant revenue source that had actual revenue
in excess of budgeted revenues was sales taxes. Actual revenues for sales taxes of $9.0 million exceeded the
budgeted revenues of $8.1 million, which is a variance of $0.9 million. The primary reason for the variance is
due to the timing of cash receipts and the County’s use of an extended period of time to meet the availability
criteria for revenue recognition. One significant revenue source that had budgeted revenues in excess of actual
revenue was investment income. Budgeted revenues for investment income was $0.6 million, compared to actual
revenues of $0.1 million, which is a variance of $0.5 million. The decrease in investment income was due to a
decline in interest rates during fiscal year 2010. Since the County’s investments consist primarily of certificates
of deposit, changes in market interest rates can greatly impact the County’s investment income. CDs returned an
average of approximately 0.4% during fiscal year 2010, compared to 1.9% during fiscal year 2009.
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Budget to Actual — Expenditures: Actual expenditures for the general fund totaled $76.8 million, while the
final budget totaled $81.7 million, which is a variance of $4.9 million. The individual activity that had the most
significant variance was general and administrative, which had expenditures of $25.7 million, compared to a final
budget of $27.6 million, which is a variance of $1.9 million. Significant factors related to this variance is health
insurance premiums for general fund employees, for which actual expenditures were $9.6 million, while the final
budgeted amount was $10.0 million, which is a variance of $0.4 million. Because the County is self-insured for
health insurance claims, the budget is based on an estimate of prior years’ experiences, but actual expenditures in
any given year can vary based the actual volume and types of claims filed. Another significant variance was for
open positions and other related personnel budget, for which there was $0.8 million in unspent budget. Finally,
for the purchase of tax transfer stamps from the Illinois Department of Revenue, expenditures totaled $0.8
million, while the final budget totaled $0.9 million, which is a variance of $0.1 million. There was significantly
less tax transfer stamp activity from prior years, due to poor economic conditions and a weak housing market.

CAPITAL ASSETS AND LONG-TERM DEBT ACTIVITY
Capital Assets — As of November 30, 2010, capital assets, net of accumulated depreciation/amortization, totaled

$269.1 million for governmental activities and $17.3 million for business-type activities, for a total of $286.4
million for the County.

Capital Assets
(net of accumulated depreciation/amortization)
November 30, 2010
Governmental Activities Business-Type Activities Totals
2010 2009 2010 2009 2010 2009
Land $ 58,891,305 $ 49,422,077 $ 6,000 $ 6,000 § 58,897,305 § 49,428,077
Construction in Progress 22,587,388 17,626,349 3,000,632 2,676,761 25,588,020 20,303,110
Buildings and Improvements 62,969,903 63,396,218 12,150,442 12,551,880 75,120,345 75,948,098
Land Improvements - - 224,456 238,356 224,456 238,356
Furniture and Fixtures 840,395 909,054 294,565 343,384 1,134,960 1,252,438
Machinery and Equipment 11,400,705 8,763,700 1,217,702 1,420,665 12,618,407 10,184,365
Computer Software 4,059,105 3,772,830 362,860 580,403 4,421,965 4,353,233
Transportation Equipment 1,276,342 982,580 7,620 11,431 1,283,962 994,011
Infrastructure 107,098,767 113,592,983 - - 107,098,767 113,592,983
Total capital assets $ 269,123,910 $ 258,465,791 § 17,264,277  § 17,828,880 § 286,388,187 § 276,294,671

Capital assets, net of accumulated depreciation/amortization, for governmental activities increased from $258.5
million at November 30, 2009 to $269.1 million at November 30, 2010; a net increase of $10.6 million, or 4.1%.
Capital asset additions totaled $20.2 million and depreciation/amortization expense was $9.5 million. Significant
additions include $6.9 million for road and bridge construction projects, of which $1.8 million was for Walkup
Road, $0.8 million was for Rakow Road, $0.7 million was for Alden Road Bridge, and $0.7 million was for
Johnsburg Road. Other significant additions include $5.0 million for right of way acquisitions, $2.2 million for
computer hardware and software purchases, and $1.8 million for energy efficiency building improvements.
During fiscal year 2010, various projects were placed in service and taken out of construction in progress.
Projects placed in service included the Sheriff Starcom radio system for $4.9 million and the new Treasurer’s
Office facility for $1.4 million.
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Capital assets, net of accumulated depreciation/amortization, for business-type activities decreased from $17.8
million at November 30, 2009 to $17.3 million at November 30, 2010; a net decrease of $0.5 million, or 2.8%.
Capital asset additions totaled $0.4 million and depreciation/amortization expense was $0.9 million. The most
significant capital asset addition is $0.3 million for the development of a new software package for the 911
system, which is in construction in progress at November 30, 2010.

For more detailed information on the County’s capital assets, see Note 5 of the Notes to Financial Statements on
pages 31 —33.

Long-term Obligations — As of November 30, 2010, Long-term obligations outstanding (excluding compensated
absences, deferred debt certificate issuance premiums, claims and judgments, and other post-employment benefit
obligation) totaled $72.7 million for governmental activities and $9.6 million for business-type activities, for a
total of $82.3 million.

Long-term Obligations

November 30, 2010
Governmental Activities Business-Type Activities Totals
2010 2009 2010 2009 2010 2009
Capital Leases $ 647,074 § 1,619,735  § -3 11,994 § 647,074 § 1,631,729
Debt Certificates 72,045,000 71,530,000 9,555,000 10,525,000 81,600,000 82,055,000
Total long-term obligations $ 72,692,074 § 73,149,735 $ 9,555,000 § 10,536,994 $ 82,247,074 § 83,686,729

Current year issuances for governmental activities were as follows: Debt certificates in the amount of $11.6
million for the construction of a new County archive facility, the purchase of a new local area network and storage
area network, the expansion of a courtroom, the partial advanced refunding of the Series 2002 A debt certificates,
and the expansion of the County mental health facility.

There were no current year debt issuance for business-type activities.

Per state statute, the County is limited to issuing debt in an amount not to exceed 2.875% of the assessed value of
the taxable property within the County. However, this limitation does not apply to debt issued for the purpose of
building a County court house, jail, or other necessary County buildings and for the accommodation thereof. (50
ILCS 405 - Local Government Debt Limitation Act). As of November 30, 2010, the County’s debt limit was
$300.0 million, while actual outstanding debt subject to the limit was $40.8 million, leaving the County $259.2
million under the debt limit.

The County’s most recent bond rating by Moody’s Investors Service was graded AAA. This highest level rating
reduces the cost of raising capital for County projects, resulting in substantial savings for taxpayers.

For more detailed information on the County’s long-term obligations, see Note 6 of the Notes to Financial
Statements on pages 34 — 44.
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ECONOMIC FACTORS

The major fund financial analysis and the government-wide financial analysis presented earlier in MD&A provide
valuable insights into whether the County’s near-term and overall financial position has improved or deteriorated.
However, there is an even broader context that is necessary for a comprehensive evaluation of the County’s
financial health. Because the County doesn’t exist in a vacuum, many different economic conditions and
circumstances will ultimately affect the County’s future financial position. Considering major economic factors
can provide context for interpreting current financial information, as well as provide a basis for assessing the
likelihood that the County’s current financial position will improve or deteriorate in the future.

One key factor that affects the County’s operating results is population growth. The County’s population has
increased steadily from 183,241 in 1990, to 260,077 in 2000, and to 308,760 in 2010. A growing population
requires the County to expand its operations, in order to provide essential services to the citizens of the County.
Accordingly, the number of County full-time equivalent employees has increased steadily as well, from 913 in
2001 to 1,266 in 2010.

For more detailed statistical information, see the statistical section on pages 168 — 191.
CONTACTING THE COUNTY’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, and investors and creditors with a
general overview of the County’s finances and to demonstrate the County’s accountability for the money it
receives. If you have questions about this report or need additional financial information, contact the County of
McHenry, Illinois, Auditor’s Office, 2200 North Seminary Avenue, Woodstock, Illinois, 60098. This report can
also be found on the County website at: http://www.co.mchenry.il.us/departments/auditor/Pages/annualRpts.aspx
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