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We affimn that:

We are certified public accountants licensed to practice in Michigan.

We further affirm the following material, “no” responses have been disclosed in the financial statements, including the notes, or in the
Management Letter (report of comments and recommendations).
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Check each applicable box below. {See instructions for further detail.)

All required component units/funds/agencies of the local unit are included in the financial statements and/or disclosed in the
reporting entity notes to the financial statements as necessary.

There are no accumulated deficits in one or more of this unit's unreserved fund balances/unrestricted net assets
(P.A. 275 of 1980) or the local unit has not exceeded its budget for expenditures.

The local unit is in compliance with the Uniform Chart of Accounts issued by the Department of Treasury.
The local unit has adopted a budget for all required funds.

A public hearing on the budget was held in accordance with State statute.

The local unit has not violated the Municipal Finance Act, an order issued under the Emergency Municipal Loan Act, or
other guidance as issued by the Local Audit and Finance Division.

The local unit has not been delinquent in distributing tax revenues that were collected for another taxing unit.
The local unit only holds depositsfinvestments that comply with statutory requirements.

The local unit has no illegal or unauthorized expenditures that came to our attention as defined in the Bulfetin for
Audits of Local Units of Government in Michigan, as revised (see Appendix H of Bulletin).

There are no indications of defalcation, fraud or embezzlement, which came to our attention during the course of our audit
that have not been previously communicated to the Local Audit and Finance Division (LAFD). If there is such activity that has
not been communicated, please submit a separate report under separate cover,

The local unit is free of repeated comments from previous years.
The audit opinion is UNQUALIFIED.

The local unit has complied with GASB 34 or GASB 34 as medified by MCGAA Statement #7 and other generally
accepted accounting principles (GAAP).

The board or council approves all invoices prior to payment as required by charter or statute.
To our knowledge, bank reconciliations that were reviewed were performed timely.

If a local unit of government (authorities and commissions included) is operating within the boundaries of the audiled entity and is not
included in this or any other audit report, nor do they obtain a stand-alone audit, please enclose the name(s), address(es), and a
description(s) of the authority and/or commission.

1, the undersigned, cartify that this statement is complete and accurate in all respects.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
TOWNSHIP OF WATERSMEET
(Unaudited)

Year ended March 31, 2007
Management’s Discussion and Analysis

This section of the Township of Watersmeet’s (Township) annual financial report presents our
discussion and analysis of the Township’s financial performance during the year ended March 31,
2007. It is to be read in conjunction with the Township’s financial statements, which immediately
follow. This is a requirement of the Govemmental Accounting Standards Board Statement No. 34
(GASB 34) Basic Financial Statements — and Management Discussion and Analysis — for State and
Local Government and is intended to provide the financial results for the fiscal year ending March
31, 2007.

Government-wide Financial Statements

The Government-wide financial statements appear first in the financial report. These financial
statements include the statement of net assets and the statement of activities. They report
information about the Township as a whole. The statements are prepared using the accrual basis of
accounting which is the accounting used by most private sector businesses. The statement of net
assets includes all of the Township’s assets and liabilities except fiduciary funds. All current year
revenues and expenses are reported in the statement of activities. These are new statements that
have not been required or provided in past years but are now required based on government
auditing and accounting standards The two statements report the governmental activities of the
Township that include all services performed by the Township. These activities are funded mostly
by State revenue sharing, property taxes and charges for services.

The statement of net assets, as stated previously, shows the Township’s assets and liabilities. The
corresponding balance between the amounts calculates the net assets or deficit of the Township.
This statement measures the financial strength of the Township; the greater the net asset figure, the
healthier the Township generally is. This shows if the Township will be able to fund their current
obligations and shows what they have available for future use.

The statement of activities shows the current year change in net assets on revenue less expense
basis. It generally shows the operating results for a given year of the Township. Any excess of
revenues over expenditures results in a surplus for the year that in turn increases the net assets (or
reduces a deficit) available to fund future needs of the Township. Any deficiency of revenues over
expenditures results in a deficit for the year that in tum reduces the net assets (or increases a deficit)
of the Township.



MANAGEMENT’S DISCUSSION AND ANALYSIS
TOWNSHIP OF WATERSMEET
{Unaudited)

Fund Financial Statements

The Township, like other state and local governments, uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. A fund is a grouping of related
accounts used to maintain control over resources that have been segregated for specific activities or
objectives. In the basic financial statements, the emphasis of the fund financial statements 1s on
major funds. All of the funds of the Township can be divided into three categories: governmental
funds, proprietary funds, and fiduciary funds.

Governmental Funds

Governmental Funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on near-term
inflows and outflows of spendable resources, as well as on balances of spendable resources
available at the end of the fiscal year. This information may be useful in evaluating the Township’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. In
order to provide the reader with information to better understand the long-term impact of the
government’s near-term financing decisions, a reconciliation between the government-wide
financial statements is included as part of the basic financial statements.

The Township maintains one governmental fund, which is the general fund. The Township adopts
an annual budget for the general fund. To demonstrate compliance with their adopted budget, a
budgetary comparison statement has been provided and is included in the “Required Supplemental
Information” section of this report.

General fund data, comparison of actnal costs to budgeted amounts per cost center is presented in
the “Other Financial Information’ section of this report.



MANAGEMENT’S DISCUSSION AND ANALYSIS
TOWNSHIP OF WATERSMEET
{(Unaudited)
Proprietary Funds
Proprietary Funds provide services for which the Township charges customers a fee. The
Township has two proprietary fund types- enterprise funds. The enterprise funds of the Township
are used to report the same functions as the business-type activities in the government-wide
financial statements. The Water and Sewer Funds is presented in both the government-wide
financial statements and the fund financial statements and is considered a major fund. Enterprise
funds are used to account for operations very similar to business enterprises, where the intent of the
governing body is that the cost of providing goods or services to the general public on a continuing
basis be financed or recovered primarily through user charges.

Fiduciary Funds

Fiduciary funds are used to account for resources held for the benefits of parties outside the
government. The fiduciary fund for the Township is the Tax Collection Fund. Fiduciary funds are
not included in the government-wide financial statements because the resources of those funds are
not available to support the Township’s own programs. This fund is presented separately in the
fund financial statements section of the basic financial statements.

Notes to Financial Statements

Notes to the financial statements are included in the financial statements, and provide additional
information that is essential for a full understanding of the data provide in the government-wide and
the fund financial statements.

Government-wide Financial Statements-Condensed Financial Information

Statement of Net Assets

The following is a condensed statement of net assets with a detailed analysis of the statement below

as of March 31, 2007 and 2006.
March 31, 2007

Governmental Business-Type

ASSETS Activities Activities Total
Current Assets:

Cash and equivalents $605,541 $129,468 $735,009

Other assets 78,035 53,444 131,479
Non-current Assets

Restricted cash 59,851 59,851

Capital Assets, net 955,904 1,046,763 2,002,667
TOTAL ASSETS $1,639,480 $1,289,526 $2,929,006




MANAGEMENT’S DISCUSSION AND ANALYSIS
TOWNSHIP OF WATERSMEET
(Unaudited)

March 31, 2007

Govemmental Business-Type
LIABILITIES Activities Activities Total
Current Liabilities $128,291 $79,523 $207,814
Non-current Liabilities 81,779 282,000 363,779
TOTAL LIABILITIES 210,070 361,523 571,593
NET ASSETS
Investment in capital 884,858 688,849 1,573,707
assets net of related debt
Restricted 59,851 59,851
Unrestricted 544,552 179,303 723,855
TOTAL NET ASSETS 1,429,410 928,003 2,357,413
TOTAL LIABILITIES $1,639,480 $1,289,526 $2,929,006
AND NET ASSETS

For governmental activities, net assets increased by $146,553 during the fiscal year. For business-
type activities, net assets decreased by $5,820 durnng the year.
March 31, 2006

Govemmental Business-Type

ASSETS Activities Activities Total
Current Assets:

Cash and equivalents $556,857 $119,912 $676,769

Other assets 69,008 73,679 142,687
Non-current Assets

Restricted cash 51,323 51,323

Capital Assets, net 912,973 989,170 1,902,143
TOTAL ASSETS $1,538,838 $1,234,084 $2,772,922
LIABILITIES
Current Liabilities $157,118 $12,261 $169,379
Non-current Liabilities 98,863 288,000 386,863
TOTAL LIABILITIES 255,981 300,261 556,242
NET ASSETS
Investment in capital 816,002 695,170 1,511,172
assets net of related debt
Restricted 51,323 51,323
Unrestricted 466,855 187,330 654,185
TOTAL NET ASSETS 1,282,857 933,823 2,216,680
TOTAL LIABILITIES $1,538,838 $1,234,084 $2,772,922

AND NET ASSETS




MANAGEMENT’S DISCUSSION AND ANALYSIS
TOWNSHIP OF WATERSMEET
(Unaudited)

Statement of Activities

The results of operations for Watersmeet Township as a whole are reported in the statement of
activities. This statement reports the changes in net assets for both governmental and business-type
activities. The following is a condensed statement of activities for the years ended March 31, 2007

and 2006.

REVENUES
Program Revenues:
Charges for services

Operating grants/contributions

General Revenue:
Property taxes
State and federal grants
Other

Total Revenue

EXPENSES:

Program Expenses:
Governmental activities
Business-type activities

Total Expenses

Increase (Decrease) in Net
Assets

Net Assets, Beginning of Year
Net Assets, End of Year

March 31, 2007

Governmental Business-Type
Activities Activities Total
$107,262 $141,914 $249.176
186,000 3,500 189,500
451,786 451,786
144,773 144,773
163,431 3,120 166,551
$1,053,252 $148,534 $1,201,786
$906,699 $906,699
$154,354 154,354
$906,699 $154,354 $1,061,053
$146,553 ($5,820) $140,733
1,282,857 933,823 2,216,680
$1,429.410 $928,003 $2,357,413




MANAGEMENT’S DISCUSSION AND ANALYSIS

TOWNSHIP OF WATERSMEET
(Unaudited)
March 31, 2006
Governmental Business-Type

REVENUES Activities Activities Total
Program Revenue:

Charges for services $141,121 $130,453 $271,574

Operating grants/contributions 126,778 59,500 186,278
General Revenue:

Property taxes 469,128 469,128

State and federal grants 179,437 179,437

Other 76,902 2,250 79,152
Transfers from other funds
Total Revenue $993,366 $192,203 $1,185,569
Program Expenses:

Governmental activities $813,384 $813,384

Business-type activities $172,989 172,989
Total Expenses $813,384 $172.989 $986,373
Increase (Decrease) in Net $179,982 $19,214 $199,196
Assels
Net Assets, Beginning of Year 1,102,875 914,609 2,017,484
Net Assets, End of Year $1,282,857 $933,823 $2,216,680

Governmental Activities

Property taxes, tax administration fees and other tax revenues comprise $520,243 or approximately
49 percent of total governmental revenues, whereas, gaming revenues and donations amounted to
$329,375 (31%). The Township reported $144,773 (14%) in state and federal grant revenues and
$38,805 for services provided

The Township expended $906,699 on governmental programs and services



MANAGEMENT’S DISCUSSION AND ANALYSIS
TOWNSHIP OF WATERSMEET
(Unaudited)

Business-Type Activities

Business-type activities decreased the Township’s net assets by $5,820. Charges for services
rendered were $154,354. Additional revenues of interest income and grant revenues of $3,120 and
$3,500, respectively, were received to offset the reported expenditures.

Financial Analysis of Governmental Funds

As previously noted, the Township uses fund accounting to ensure and demonstrate compliance
with finance-related requirement.

Governmental Funds

The focus of the Township’s governmental fund is to provide information on near-term inflows,
outflows, and balances of spendable resources. This information is useful in assessing the
Township’s financing requirements. In particular, unreserved fund balance may serve as a useful
measure of a government’s net resources available for spending at the end of the year. The
Township’s general find balance sheet reported an unreserved fund balances of $562,785, which is
available for spending at the government’s discretion.

Proprietary Fund

The Township’s proprietary fund provides the same type of information found in the government-
wide financial statements, but in more detail.

Unrestricted net assets of the Water and Sewer Funds as of March 31, 2007 were $33,334 and
$145,969, respectively.

Capital Assets and Debt Administration

The Township’s investment in capital assets, net of accumulated depreciation for its governmental
and business-type activities as of March 31, 2007 was $2,002,667.

Major capital expenditures for governmental funds were for Township’s infrastructure right of way
improvements on County Roads, which required a local match of $32,811; snowmobile and truck
purchases amounting to $34,555; equipment purchases of $8,599; and building improvements of
$31,495. The Business-type funds noted major improvements undertaken to the present utility
systein amounting to $105,095.



MANAGEMENT’S DISCUSSION AND ANALYSIS
TOWNSHIP OF WATERSMEET
(Unaudited)

The Township had $377,279 of long-term liabilities at March 31, 2007 of which $13,500 is
reclassified as a short term liability. This amount consists (see Note L, to Financial Statements) of
$288,000 in revenue bond payable; USDA Rural Development note payable outstanding of
$71,046; and accrued vacation and sick leave benefits of $18,233.

The Township has issued $950,000 in Water Supply and Sewage Disposal System Revenue Bonds
in 2007 in financing utility system improvements. The Bonds will be repaid over a twenty year
period at an interest rate of 2.125% per annum. No loan proceeds were received during the audit
period.

Other Economic Factors and Next Years Budget
Economic Factors

Currently, the State of Michigan is experiencing a severe budgetary crisis. As such, it is anticipated
that future state cuts will likely translate into strategic reductions of Township expenses to maintain
a sound budget. Despite the poor outlook of the state’s budget, the Township will continue to strive
to provide good social and cultural conditions that support healthy families and maintain a safe and

clean community in which to live.

Request for Information

This financial report is designed to provide a general overview of the Township’s finances for all
those with an interest. Questions conceming any of the information provided in this report or
requests for additional information should be addressed to:

Township Supervisor
Township of Watersmeet
PO Box 306
Watersmeet, M1 49969



Roger J. Kolehmainen CPA PC
1445 East Cloverland Drive
Ironwood, MI 49938
(906) 932-3600

INDEPENDENT AUDITOR'S REPORT

Supervisor and Members of the Board
Township of Watersmeet
Watersmeet, Michigan

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, and the aggregate remaining fund information of the Township of
Watersmeet as of and for the year ended March 31, 2007, which collectively comprise the
Township’s basic financial statements as listed in the table of contents. These financial statements
are the responsibility of the Township's management. Our responsibility is to express an opinion on
these statements based on our audit.

We conducted the audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement. An audit 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 the audit
provides a reasonable basis in our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, and the
aggregate remaining fund information of the Township of Watersmeet as of March 31, 2007, and
the respective changes in financial position and cash flows, where applicable, thereof for the year
then ended, in conformity with accounting principles generally accepted in the United States of
America.

In accordance with Governmental Auditing Standards, we have also issued our report dated July 12,
2007, on our consideration of Township of Watersmeet's internal control over financial reporting
and our tests of its compliance with certain provisions of laws, regulations, contracts and grants 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
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 read in conjunction with this report

in considering the results of our audit.
10



The management’s discussion and analysis and budgetary comparison information on pages 2
through 9 are not a required part of the basic financial statements but are supplemental 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 supplemental information. However,
_ we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the Township of Watersmeet’s basic financial statements. The accompanying
“Qther Financial Information” is presented for purposes of additional analysis and is 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, is fairly stated in
all material respects in relation to the financial statements taken as a whole.

SAY o O P
Roger J. Kolehmainen PC
Certified Public Accountant
Ironwood, Michigan

July 12, 2007

11



TOWNSHIP OF WATERSMEET

STATEMENT OF NET ASSETS
March 31, 2007
Governmental Business — Totals
Activities Type Activities
ASSETS
Current Assets:
Cash and cash equivalents $605,541 $129,468 $735,009
Accounts receivable-net 26,820 26,634 53,454
Delinquent taxes receivable 42,598 42,598
Due from other funds 1,868 24,485 26,353
Deferred charges 6,749 2,325 9,074
TOTAL CURRENT ASSETS $683,576 $182.912 $866,488
NON-CURRENT ASSETS
Restricted cash 59,851 59,851
Capital assets 1,451,657 2,110,174 3,561,831
Accumulated depreciation (495,753) (1,063,411) (1,559,164)
TOTAL NON-CURRENT ASSETS 955,904 1,106,614 2,062,518
TOTAL ASSETS $1,639,480 $1,289,526 $2,929,006
LIABILITIES
Current Liabilities:
Accounts payable $73,379 $2,139 $75,518
Accrued wages/leave benefits 4,927 4,927
Accounts payable-construction 69,914 69,914
Accrued interest payable 1,470 1,470
Due to other funds 24,485 24,485
Deferred revenues 18,000 18,000
Current maturity on long-term debt 7,500 6,000 13,500
TOTAL CURRENT LIABILITIES $128,291 §79,523 $207,814
NON-CURRENT LIABILITIES
Note payable 71,046 71,046
Bonds payable 288,000 288,000
Accrued compensated absences 18,233 18,233
Current maturity on long-term debt (7,500) {6,000) (13,500)
TOTAL NON-CURRENT LIABILITIES 81,779 282,000 363,779
TOTAL LIABILITES $210,070 $361,523 $571,593
NET ASSETS
Investment in capital assets, net of related debt $884,858 $688,849 $1,573,707
Reserved 59,851 59,851
Unreserved 544,552 179,303 723,855
TOTAL NET ASSETS $1,429410 $928,003 $2,357,413
TOTAL LIABILITIES & NET ASSETS $1,639,480 $1,289,526 £2,929,006

The accompanying notes are an integral part of the financial statements.
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Functions/Programs

Governmental Activities
(General government
Public safety
Public works
Recreation and culture
Other
Total Governmental Activities

Business-type Activities
Water

Sewer

Total Business — type Activities

Total

Changes in Net Assets

Net (Expense) Revenue
General Revenues:
Property taxes

State and Federal shared revenues

Investment income
Gaming revenues
Other income

Total General Revenues

Changes in Net Assets

Net Assets at Beginming of Year

Net Assets at End of Year

The accompanying notes are an integral part of the financial statements.

TOWNSHIP OF WATERSMEET
STATEMENT OF ACTIVITIES
Year Ended March 31, 2007

Program Net (Expense)
Expenses Revenues Revenue
$360,520 $73,757 ($286,763)
215,971 130,003 (85,968)
224214 89,502 (134,712)
41,866 (41,866)
64,128 (64,128)
$906,699 $293,262 ($613,437)
$52,762 $51,955 (807)
101,592 89,959 (11,633)
$154,354 $141.914 (512,440)
$1,061,053 $435,176 ($625,877)
Govermnmental Business —

Activities Type Activities Total
($613,437) ($12,440) ($625,877)
451,786 451,786
144,773 3,500 148,273
20,609 3,120 23,729
139,631 139,631
3,191 3,191
$759,990 $6,620 $766,610

$146,553 ($5,820) $140,733
1,282,857 033,823 2,216,680
$1,429,410 $928,003 $2,357.413

13



TOWNSHIP OF WATERSMEET

BALANCE SHEET
GENERAL FUND
March 31, 2007
ASSETS
Cash and cash equivalents
Accounts receivable-net
Delinquent taxes receivable
Due from other funds
Deferred charges
TOTAL ASSETS
LIABILITIES
Current Liabilities
Accounts payable
Accrued wages/leave benefits
Due to other funds
Deferred revenues
TOTAL LIABILITIES
FUND EQUITY
Unreserved

TOTAL LIABILITIES AND FUND BALANCES

The accompanying notes are an integral part of the financial statements.
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$605,541
26,820
42,598
1,868
6,749

$683,576

$73,379
4,927
24,485
18,000

$120,791

562,785

$683,576




RECONCILIATION OF THE GENERAL FUND BALANCE SHEET
WITH THE STATEMENT OF NET ASSETS

TOWNSHIP OF WATERSMEET
March 31, 2007

Total fund equity of govermnmental activities $562,785

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

Additions:
Capital assets used in governmental activities are not financial
Resources and therefore are not reported as assets in
Governmental funds.

Cost of capital assets 1,451,657
Accumulated depreciation (495,753) 955,904
Reductions:

Long-term liabilities are not due and payable in the current
Period and therefore not reported as liabilities in the funds.

Note payable (71,046)
Accumulated absences (18,233) (89,279)
Total net assets of governmental activities $1,429410

The accompanying notes are an integral part of the financial statements.
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TOWNSHIP OF WATERSMEET
STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCE
GENERAL FUND
Year ended March 31, 2007

REVENUES:
Taxes $520,243
Licenses and permits 24,003
Rentals 5,300
Federal shared revenues 36,968
State shared revenues 107,805
Class IIT gaming revenues 325,631
Charges for services 6,626
Interest 20,609
Other revenue 6,067
$1,053,252
EXPENDITURES
Legislative $68,986
General government 294,485
Public safety 195,037
Public works 286,829
Recreation and culture 27,038
Other 64,128
Debt service 30,000
$966,503
EXCESS OF REVENUES (EXPENDITURES) 86,749
OTHER FINANCING SOURCES (USES)
Transfers to/from other funds
EXCESS OF REVENUES EXPENDITURES) AND OTHER 386,749
FINANCING USES
Fund Balance at 3/31/2006 476,036
FUND BALANCE MARCH 31, 2007 $562,785

The accompanying notes are an integral part of the financial statements

16



TOWNSHIP OF WATERSMEET

RECONCILIATION OF THE GENERAL FUND STATEMENT OF REVENUES,

EXPENDITURES, AND CHANGES IN FUND BALANCE

WITH THE STATEMENT OF ACTIVITIES

March 31, 2007

Net change in fund balances — Total Governmental Funds

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

Governmental funds report capital outlays as expenditures while
governmental activities report depreciation expense to allocate those
expenditures over the life of the assets:

Capital asset purchases capitalized
Depreciation expense

Some expenses reported in the Statement of Activities such as compensated
absences do not require the use of current financial resources and therefore
are not reported as expenditures in governmental funds:

Repayment of bond principal

Compensated absences earned not paid

Change in Net Assets of Governmental Activities

The accompanying notes are an integral part of the financial statements
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$86,749

107,460

(64,529)

25,925
(9,052)

$146,553




TOWNSHIP OF WATERSMEET

STATEMENT OF NET ASSETS-PROPRIETARY FUNDS
March 31, 2007

ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Accounts receivable-net
Due from other funds
Deferred charges
Total Current Assets

RESTRICTED ASSETS:
Cash
Total Restricted Assets

NONCURRENT ASSETS:
Property, plant and equipment
Accumulated depreciation
Total Non-Current Assets
TOTAL ASSETS

LIABILITIES AND NET ASSETS
CURRENT LIABILITIES:
Accounts payable
Accounts payable-construction
Accrued interest payable
Current maturity on long-term debt
Total Current Liabilities
LONG TERM LIABILITIES
Revenue bonds payable
Less current maturity on long-term debt
Total Long-term Liabilities
TOTAL LIABILITIES
NET ASSETS
Investment in capital assets, net of related
debt
Reserved
Unreserved
TOTAL NET ASSETS

TOTAL LIABILITIES & NET ASSETS

Business type Activities- Enterprise Funds

Water Sewer Totals
Fund Funds
$16,429 $113,039 $129,468
8,427 18,207 26,634
8,194 16,291 24,485
902 1,423 2,325
33,952 148,960 182,912
16,648 43,203 59,851
16,648 43,203 59,851
614,988 1,495,186 2,110,174
(301,677) (761,734) (1,063,411)
313,311 733,452 1,046,763
$363,911 $925,615 $1,289,526
5618 $1,521 $2,139
69,914 69,914
1,470 1,470
6,000 6,000
70,532 8,991 79,523
288,000 288,000
(6,000) (6,000)
282,000 282,000
70,532 290,991 361,523
243,397 445,452 688,849
16,648 43,203 59,851
33,334 145,969 179,303
293,379 634,624 928.003
$363,911 $925,615 $£1,289,52¢6

The accompanying notes are an integral part of the financial statements.
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TOWNSHIP OF WATERSMEET
STATEMENT OF REVENUE, EXPENSES, AND CHANGES IN
NET ASSETS - PROPRIETARY FUNDS TYPE

Year ended March 31, 2007

Water Sewer Total

Fund Funds
Operating revenues:
Charges for services $51,955 $89.959 $141.914

Total Operating Revenues 51,955 89,959 141,914
Operating expenses:
Personnel services 11,947 24,859 36,806
Purchase of services 17,348 11,442 28,790
Materials and supplies 11,410 9,397 20,807
Provision for depreciation 12,057 37,948 50,005
Total Operating Expenses 52,762 83,646 136,408
Operating income (loss) (807) 6,313 5,506

Non-operating revenues (expenses)
Interest income 1,120 2,000 3,120
State grant proceeds 3,500 3,500
Debt service — interest and fees (17,946) (17,946)

4,620 (15,946) (11,326)
Change in Net Assets 3,813 (9,633) (5,820)
Net Assets - March 31, 2006 289,566 644,257 933,823
NET ASSETS - MARCH 31, 2007 $293,379 $634,624 $928,003

The accompanying notes are an integral part of the financial statements,
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TOWNSHIP OF WATERSMEET

STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS TYPES
Year ended March 31, 2007
Water Sewer Totals
Furd  Fund
CASH FLOWS FROM OPERATING ACTIVITIES:
Receipts from customers $53,608 $85,649 $139,257
Payments to employees and suppliers for goods and services (29,879) (36,285) (66,164)
Net Cash Provided (Used) by Operating Activities 23,729 49,364 73,093
CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES:
Grants received 3,500 3,500
Purchase of capital assets (106,346) (1,251) (107,597)
Contractor’s payable 69,914 69,914
Principal paid on bonds payable (6,000) (6,000)
Interest paid on bonds payable (17,946) (17,946)
Net Cash Provided (Used) for Capital and Related Financing Activities  (32,932) (25,197) (58,129)
CASH FLOWS FROM INVESTING ACTIVITIES:
Interest received on investments 1,120 2,000 3,120
Net Cash Provided (Used) by Investing Activities 1,120 2,000 3,120
Net Increase (Decrease) in Cash  (8,083) 26,167 18,084
Cash and Cash Equivalents, March 31, 2006 41,160 130,075 171,235
CASH AND CASH EQUIVALENTS, March 31, 2007 $33,077 $156,242  $189,319
RECONCILIATION OF OPERATING INCOME (LOSS) TO NET CASH
PROVIDED BY OPERATING ACTIVITIES:
Operating income (loss) ($807) $6,313 $5,506
Adjustments to reconcile income (10ss) to net cash
provided (used) by operating activities:
Depreciation/amortization 12,057 37,948 50,005
Change in assets and liabilities:
Accounts receivable (1,847) (4,310) (6,157)
Due from other funds 16,934 10,170 27,104
Deferred charges {6) (706) (712)
Accounts payable (2,602) 11 (2,591)
Accrued interest payable (62) (62)
Net Cash Provided by Operating Activities £23,729 $49,364 $73,093

Noncash investing, capital and financing activities: None
The accompanying notes are an integral part of the financial statements
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TOWNSHIP OF WATERSMEET
FIDUCIARY FUND
STATEMENT OF FIDUCIARY NET ASSETS
Year ended March 31, 2007

ASSETS
Cash and cash equivalents $5,663
TOTAL ASSETS $5,663
LIABILITIES
Due to other funds $1,868
Due to others 3,795

TOTAL LIABILITIES $5,663

The accompanying notes are an integral part of the financial statements
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TOWNSHIP OF WATERSMEET
NOTES TO FINANCIAL STATEMENTS
March 31, 2007

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General Statement

The Township of Watersmeet operates under an elected Board of Trustees, which includes a
supervisor, clerk and treasurer. The Township provides to its residents, services in many areas
including public safety, highways and streets, sanitation, culture and recreation, planning and
zoning, and general administrative services.

The Township complies with generally accepted accounting principles (GAAP). GAAP
includes all relevant Govemmental Accounting Standards Board (GASB) pronouncements. In the
government-wide financial statements and the fund financial statements for the proprietary funds.
Financial Accounting Standards Board (FASB) pronouncements and Accounting Principles Board
(APB) opinions issued on or before November 30, 1989, have been applied unless those
pronouncements conflict with or contradict GASB pronouncements, in which case, GASB prevails.
For enterprise funds, GASB Statement Nos. 20 and 34 provide the Township the option of electing
to apply FASB pronouncements issued after November 30, 1989. The Township has elected not to
apply those pronouncements. The accounting and reporting framework and the more significant
accounting policies are discussed in subsequent subsections of this Note.

Reporting Entity

In conformity with generally accepted accounting principles, other autonomously operated
govemmental organizations are not considered to be part of the Township financial-reporting entity.
The criteria established for determining the various governmental organizations to be included as
component units in the Township’s financial statements include oversight responsibility, scope of
public service and special financing relationships.

On this basis, the financial statements of the local school district and volunteer fire association
are not included as component units in the financial statements of the Township. Educational
services are provided to citizens through the local school district, which is a separate governmental
entity. The Watersmeet Township Volunteer Firefighters” Association is organized as a separate
nonprofit entity.

Basis of Presentation

The Statement of Net Assets and Statement of Activities display information about the
reporting as a whole. They include all funds of the reporting entity except for fiduciary funds. The
statements distinguish between governmental and business-type activities. Governmental activities
generally are financed through taxes, intergovernmental revenues, and other nonexchange revenues.
Business-type activities are financed in whole or in part by fees charged to external parties for
goods and services.
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TOWNSHIP OF WATERSMEET
NOTES TO FINANCIAL STATEMENTS
March 31, 2007

Fund Financial Statements;

Fund financial statements of the reporting entity are organized into funds, each of which is
considered to be separate accounting entities. Each fund is accounted for by providing a separate
set of self-balancing accounts that constitute its assets, liabilities, fund equity, revenues, and
expenditure/expenses. Funds are organized into three major categories: governmental, proprietary,
and fiduciary. An empbhasis is place on major funds within the governmental and proprietary
categories. A fund is considered major if it is the primary operating fund of the Township or meets
the following critena:

a. Total assets, liabilities, revenues, or expenditures/expenses of that individual
governmental or enterprise fund are at least 10 percent of the corresponding total for all
funds in that category or type; and

b. Total assets, liabilities, revenues, or expenditures/expenses of the individual
governmental fund or enterprise fund are at least 5 percent of the corresponding total for
all governmental and enterprise funds combined.

The funds of the financial reporting entity are described below:

General Fund - is the primary operating fund of the Township and always classified as a
major fund. This fund is used to account for all financial resources except those legally or
administratively required to be accounted for in another fund. There are no non-major funds.

Proprietary Fund Types

Enterprise Funds — Water Supply and Sewage Disposal System Funds are used to account
for operations of the water and the sewage systems in a manner similar to private business
enterprises, where the intent of the Township is that the expenses, including depreciation, of
providing services to the general public on a continuing basis be financed or recovered primarily
through user charges.

Fiduciary Fund Type (Not included in government-wide statements)
Agency Funds — The Tax Collection Fund is used to account for assets held by the

Township in a trustee capacity or as an agent for other governments and/or other funds. This fund
is custodial in nature and does not involve measurement of results of operations.
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TOWNSHIP OF WATERSMEET
NOTES TO FINANCIAL STATEMENTS
March 31, 2007

MAJOR AND NONMAJOR FUNDS

The governmental and enterprise funds of the Township are classified as major funds as
follows:

Fund Brief Description
MAJOR FUNDS
I. General See above for description.
2. Water Account for revenues and expenses of providing
Water services to the public.
3. Sewer Account for revenues and expenses of providing

Sewer services to the public.

Measurement Focus

On the government-wide Statement of Net Assets and the Statement of Activities, both
governmental and business-like activities are presented using the economic resources measurement
focus as defined in item b. below.

In the fund financial statements, the “current financial resources” measurement focus or the
“economic resources” measurement focus is used as appropriate:

a. All governmental funds utilize a “current financial resources” measurement focus. Only
current financial assets and liabilities are generally included on their balance sheets. Their
operating statements present sources and uses of available spendable financial resources
during a given period. These funds use fund balance as their measure of available
spendable financial resources at the end of the period.

b. The proprietary funds utilize an “economic resources” measurement focus. The
accounting objectives of this measurement focus are the determination of operating income,
changes in net assets (or cost recovery), financial position, and cash flows. All assets and
liabilities (whether current or noncurrent) associated with their activities are reported.
Proprietary fund equity is classified as net assets.
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TOWNSHIP OF WATERSMEET
NOTES TO FINANCIAL STATEMENTS
March 31, 2007

Basis of Accounting

In the government-wide Statement of Net Assets and Statement of Activities, both
governmental and business-like activities are presented using the accrual basis of accounting.
Under the accrual basis of accounting, revenues are recognized when earned and expenses are
recorded when the liability is incurred or economic asset used. Revenues, expenses, gains, losses,
assets, and liabilities resulting from exchange and exchange-like transactions are recognized when
the exchange takes place.

In the fund financial statements, governmental funds and agency funds are presented on the
modified accrual basis of accounting. Under the modified accrual basis of accounting, revenues are
recognized when “measurable and available.” Measurable means knowing or being able to
reasonably estimate the amount. Available means collectible within the current period or within
sixty days after year end except for State Shared Revenues collected after sixty days which are
carmarked for the period under audit. Expenditures (including capital outlay) are recorded when
the related fund liability is incurred, except for general obligation bond principal and interest which
are reported when due.

All proprietary funds utilize the accrual basis of accounting. Under the accrual basis of
accounting, revenues are recognized when earned and expenses are recorded when the liability is
incurred or economic assets used.

ASSETS, LIABILITIES, AND EQUITY
Cash and Investments

For the purpose of the Statement of Net Assets, “cash, including time deposits” includes all
demand, savings accounts, and certificates of deposits of the Township. For the purpose of the
proprietary fund Statement of Cash Flows, “cash and cash equivalents” include all demand and

savings accounts, and certificates of deposit or short-term investments with an original maturity of
three months or less.
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TOWNSHIP OF WATERSMEET
NOTES TO FINANCIAL STATEMENTS
March 31, 2007

Interfund Receivables and Payables

During the course of operations, numerous transactions occur between individual funds that
may result in amounts owed between funds. Those related to goods and services type transactions
are classified as “due to and from other funds.” Short-term interfund loans are reported as
“interfund receivables and payables.” Long-term interfund loans (noncurrent portion) are reported
as “advances from and to other funds.” Interfund receivables and payables between funds within
governmental activities are eliminated in the government-wide financial statements. Exceptions to
this general rule are charges between the government’s water and sewer functions and various other
functions of the government. Elimination of these charges would distort the direct costs and
program revenues reported for the various functions concerned. See Note G for details of interfund
transactions, including receivables and payable at year-end.

Receivables

In the government-wide statements, receivables consist of all revenues earned at year-end
and not yet received. Allowances for uncollectible accounts receivable are based upon historical
trends and the periodic aging of accounts receivable. Major receivable balances for the
governmental activities include sales and use taxes and refunds. Business-type activities report
utilities eamings as their major receivables.

In the fund financial statements, material receivables in governmental funds include service
revenue accruals since they are usually both measurable and available. Interest and investment
earnings are recorded when accrued. Proprietary fund material receivables consist of all revenues
carned at year-end and not yet received. Utility accounts receivable compose the majority of
proprietary fund receivables. No allowances for uncollectible accounts receivable are recognized
since any delinquencies can be placed upon the tax roll.

Inventories

Inventories of Governmental Fund and Proprietary Fund types are considered to be
immaterial and are not recognized. All purchases of supplies are expensed upon purchase.
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TOWNSHIP OF WATERSMEET
NOTES TO FINANCIAL STATEMENTS
March 31, 2007

Fixed Assets

The accounting treatment over property, plant and equipment (fixed assets) depends on
whether the assets are used in governmental fund operations or proprietary fund operations and
whether they are reported in the government-wide or fund financial statements.

Government-wide Statements

In the government-wide financial statements, fixed assets are accounted for as capital assets.
Capital assets are defined by the government as assets with initial individual costs of $9,000 and
$1,000 for capital betterments and equipment additions. All fixed assets are valued at historical
costs or estimated cost, except for donated fixed assets which are recorded at their estimated fair
value at the date of donation. Capital assets for proprietary funds are recognized on assets costing
over $250 and with a useful life of over three years. Infrastructure improvements have been
capitalized as of April 1, 2004 when such capital improvements exceeded $5,000.

Depreciation of all exhaustible fixed assets is recorded as an allocated expense in the
Statement of Activities, with accumulated depreciation reflected in the Statement of Net Assets for
governmental funds. Depreciation has been provided over the useful lives using the straight-line
method of depreciation. The estimated useful lives for each major class of depreciable fixed assets
are as follows:

Land Not depreciated
Buildings and improvements 25-50 Years
Utility Systems 40 Years
Office furniture and fixtures 5-10 Years

Fire equipment 20 Years

Other equipment 10 Years
Infrastructure (ROW) 20 Years

Fund Financial Statements

In the fund financial statements, fixed assets used in governmental fund operations are
accounted for as capital outlay expenditures of the governmental fund upon acquisition. Fixed
assets used in proprietary fund operations are accounted for the same as in the government-wide
statements.
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TOWNSHIP OF WATERSMEET
NOTES TO FINANCIAL STATEMENTS
March 31, 2007

Reserved Assets

Reserved assets include cash and investments that are restricted as to their use. The primary
restricted assets are related to cash accounts established to be used for capital projects and debt
retirement.

Long-term Debt and Compensated Absences

The accounting treatment of long-term debt depends on whether the assets are used in
governmental fund operations of proprietary fund operations and whether they are reported in the
government-wide or fund financial statements.

All long-term debt to be repaid from governmental and business-type resources is reported
as liabilities in the government-wide statements. The long-term debt consists primarily of revenue
bonds payable; note payable to USDA Rural Development and accrued compensated absences.
Long-term debt for governmental funds is not reported as liabilities in the fund financial statements.
The debt proceeds are reported as other financing sources and payment of principle and interest
reported as expenditures. The accounting for proprietary fund is the same in the fund statements as
it is in the govermment-wide statements.

Township employees covered by a union agreement are entitled to compensate annual,
personal and sick pay based upon their length of employment. See Note K.

Equity Classifications
Government-wide Statements

Equity is classified as net assets and displayed in three components:

o Invested in capital assets, net of related debt — Consists of capital assets including restricted
capital assets, net of accumulated depreciation and reduced by the outstanding balances of
any bonds, mortgages, notes, or other borrowings that are attributable to the acquisition,
construction, or improvement of those assets.
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TOWNSHIP OF WATERSMEET
NOTES TO FINANCIAL STATEMENTS
March 31, 2007

* Restricted net assets — Consists of net assets with constraints placed on the use either by (1)
external groups such as creditors, grantors, contributors, or laws or regulations of other
governments; or (2) law through constitutional provisions or enabling legislation.

¢ Unrestricted net assets — All other net assets that do no meet the definition of “restricted” or
“invested in capital assets, net of related debt.”

Fund Statement

Governmental fund equity is classified as fund balance. Fund balance is further classified
as reserved and unreserved. Proprietary fund equity is classified the same as in the government-
wide statements.

Scope of Reporting Entity

In accordance with the provisions of the Governmental Accounting Board's Statement No.
14 "The Financial Reporting Entity," the general purpose financial statements of the Township
contain all the Township funds and components units that are controlled by or dependent on the
Township's executive or legislative branches.

Property Taxes

Property taxes attach as an enforceable lien on property as of December 31. Taxes are levied
on the ensuing December 1. The Township bills and collects its own property taxes and also
collects current rolls for the County and School District. The Township records delinquent real
property taxes as revenue upon levy; since the County will sell tax notes and remits monies to the
various units of government shortly after year end.
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TOWNSHIP OF WATERSMEET
NOTES TO FINANCIAL STATEMENTS
March 31, 2007

Budgets

The Township follows these procedures in establishing the budgetary data reflected in the
financial statements:

1. Prior to April 1, the proposed budget for each budgetary fund is submitted to the

Township Board for consideration. The operating budget includes proposed expenditures

and the means of financing them.

2. A public hearing is held at the annual T ownship B oard m eeting to o btain t axpayers

comments.

3. Public hearings are held to obtain taxpayer comments.

4. The budgets are adopted prior to the fiscal year by the majority vote of the Township

Board.

5. The budgets are adopted on the modified accrual basis of accounting.

6. Any revisions to the budgeted amounts must be approved by a majority vote ofthe

Township Board.

7. Budget appropriations lapse at the end of each fiscal year.

8. Budgeted amounts presented in the financial statements are as originally adopted and

amended by the Township Board.

Budgets are not required for the operations of the Proprietary Fund types.
Statement of Cash Flows

For the purposes of the Statement of Cash Flows, the Proprietary Fund Type consider all
highly liquid investments (including restricted assets) with a maturity of three months or less when
purchased to be cash equivalents.
Use of Estimates

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

Interest Expense

Interest on bonded indebtedness is recorded as expenditure as accrued.
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TOWNSHIP OF WATERSMEET
NOTES TO FINANCIAL STATEMENTS
March 31, 2007

Interest Receivables

Interest on investments is recorded as revenue in the year the interest is earned and is
available to pay liabilities of the current period.
Due to and Due from Other Funds

Interfund receivables and payables arise from interfund transactions and are recorded by all
funds affected in the period in which transactions are executed.

Operating Revenues and Expenses

Operating revenues and expenses for proprietary funds are those that result from providing
services and producing and delivering goods, and/or services. It also includes are revenue and
expenses not related to capital and related financing, noncapital financing, or mvesting activities.

Expenditures/Expenses

In government-wide financial statements, expenses are classified by function for
governmental and business-type activities.

In the fund financial statements, expenditures are classified as follows:

Governmental Funds — By Character: Current (further classified by function)
Debt Service

Proprietary Fund — By Operating and Non-operating

In the fund financial statements, governmental funds report expenditures of financial resources.
Proprietary funds report expenses relating to use of economic resources,
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TOWNSHIP OF WATERSMEET
NOTES TO FINANCIAL STATEMENTS
March 31, 2007

NOTE B - CASH

Statutes authorize the Township to deposit cash in financial institutions covered by federal
depository insurance and to invest in obligations of the United States Treasury, agencies and
instrumentalities; commercial paper rated at the time of purchase within the three highest
classifications established by not less than two standard rating services: United States
government or agency obligation repurchases agreements; bankers' acceptances of United
States banks; certain mutual funds and certain common stocks. All accounts are in the
name of the Township and on deposit with one bank. They are recorded in the Township
records at cost. Interest is recorded when the interest is accrued.

Following is a summary of the carrying amount of cash for all funds as of March 31, 2007:

Cash deposited in banks insured by federal depository  $100,000

insurance

Cash on hand 11,167
Funds in excess of insurance limits (uncollaterized) 730,134
Less outstanding items (40,778)
Total $800,523

The restricted assets consist of cash accounts restricted as follows:

Sewer Disposal System Fund:

Bond Reserve Account $38.,539
Replacement Fund 4,664
Total  $43,203
Water Utility Fund:
Capital Reserve Account 16,648

Totals  $59,851
NOTE C - RECEIVABLES

Accounts receivable and related allowances for uncollectible as of March 31, 2007 are as follows:

Fund Receivable  Allowance Net
General Fund $69.418 $ $69.418
Water Fund $ 8,427 $ $ 8,427
Sewer Fund $18,207 $ $18,207
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TOWNSHIP OF WATERSMEET
NOTES TO FINANCIAL STATEMENTS
March 31, 2007

General Fund - generally consists of delinquent real property tax monies; tax administrative
fees; state shared revenues; and miscellaneous charges.

Proprietary Funds - customer unpaid balances and $3,500 in sewer grant reimbursements.
Trade accounts receivable were comprised of the following at March 31, 2007.

Customer billing for the month ended March 2007 $11,168
Delinquent billings 11,967
Total $23,135

Delinquent account balances are placed on tax rolls and can be a lien against real property.
Receivables are considered to be fully collectible and accordingly, there is no allowance for
doubtful accounts.

NOTE D - SUMMARY OF TAX ROLL

Following is a summary of the 2006 property tax roll:

Taxes
Returned Net
Levy Delinguent Collected
Real/Personal
Property taxes:
County $1,465,850 $114,062 $1,351,788
School 2,219,905 114,446 2,105,459
Township 448,747 43,097 405,650
Intermediate School District 429,752 22,597 407,155
State Education Tax 782,481 40,548 741,933
Totals: $5,346,735 $334,750 $5,011,985
Taxable valuation:
Homestead $32,755,053
Non-homestead 97,661,901

$130,416,954

Costs incurred for administrative costs in assessing and collecting property taxes have not
been evaluated in ensuring that fees charged other taxing units are reasonable.
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TOWNSHIP OF WATERSMEET
NOTES TO FINANCIAL STATEMENTS
March 31, 2007

NOTE E - DELINQUENT TAX RECEIVABLE

The County of Gogebic purchases the delinquent real property taxes of the Township for the
2006 levied. The County intends to sell tax notes, the proceeds of which will be used to pay the
Township for these delinquent taxes shortly after year end. The delinquent real property taxes are
recorded as current year tax revenues.

NOTEF - PUBLIC ACT 275 OF 1980 DISCLLOSURE
The Township had no deficits in any funds as of March 31, 2007, which would require
specific disclosure.

NOTE G - INTERFUND RECEIVABLES AND PAYABLE
The amounts of interfund receivables and payable at March 31, 2007, are as follows:

Interfund Interfund
Funds Receivable Funds Pavable
Water Fund- General Fund-
General Fund $8,194 Water Fund $8,194
Sewer Fund- Sewer Fund 16,291
General Fund 16,291 Tax Fund-
General Fund- General Fund 1,868
Tax Fund 1,868
Totals $26,353 Totals $26,353

NOTE H - CAPITAL ASSETS
A summary of changes in general fixed assets follow:

Governmental Activities Balance at Balance at
Capital Assets not Depreciated March 31,2006  Additions Deletions  March 31. 2007
Land $11,883 $ $ $11,883
Capital Assets being Depreciated

Buildings and improvements 576,384 31,495 607,879
Fire equipment 475,976 11,552 487,528
Office furniture and equipment 45416 31,602 77,018
Infrastructure-roads 234,538 32811 267,349
Subtotals $1,332,314 $107,460 § $1,439,774
Less Accumulated Depreciation (431,224) (64,529) (495,753)
Net Capital Assets Being $901,090 $42,931 $944 021
Depreciated

Net $912,973 $42,931 $ $955,904
Depreciation expense was charged to programs of the primary government as follows:

General Government $14,828 Public Safety $32,486

Public Works $15,524 Recreation/Parks $1,691
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TOWNSHIP OF WATERSMEET
NOTES TO FINANCIAL STATEMENTS
March 31, 2007

NOTE I - ENTERPRISE FUNDS — CAPITAL ASSETS

A summary of proprietary fund type property, plant and equipment at March 31, 2007
follows:

Water Supply Fund:
Business-Type Activities Balance at Balance at
Capital Assets not Depreciated March 31,2006 Additions Deletions March 31, 2007
Land and land rights $3,387 $ $ $3,387
Capital Assets being Depreciated
Wells, houses and appurtenances 143,854 143,854
Water storage tank 29,517 29,517
Water mains 280,609 280,609
Office equipment 1,251 1,251
Construction in progress 51,275 105,095 156,370
Subtotals $505,255 $106,346 % $611,601
Less Accumulated Depreciation (289,620) {12,057) (301,677)
Net Capital Assets Being Depreciated $215,635 $94,289 $309,924
Net $219,022 $94,289 § $313,311

Depreciation is computed using the straight-line method.

Sewage Disposal System Funds:
Business-Type Activities Balance at Balance at
March 31,2006  Additions Deletions March 31, 2007

Capital assets not depreciated

Land $800 $ $ $800
Capital Assets being Depreciated
Sewer collection mains 160,986 160,986
Waste water treatment facilities 1,322,305 1,322,305
Office equipment 9,844 1,251 11,095
Subtotals $1,493,135 $1,251 $ $1,494,386
Less Accumulated Depreciation (723,787) (37,948) (761,735)
$769,348 {$36,697) $732,651
Net $770,148 ($36,697) $ $733,451

Depreciation is computed using the straight-line method.
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NOTES TO FINANCIAL STATEMENTS
March 31, 2007

NOTE J - ACCOUNTS PAYABLE

The General Fund’s accounts payable were for normal expenditures; ambulance service
contractual commitments and potential payback on a tax tribunal court case as discussed in Note Q.

The Proprietary Fund account payable balances were for normal expenditures at year-end
with the exception of engineering fees pertaining to an improved water system,

NOTEK - COMPENSATED ABSENCES

Employees are covered under a collective bargaining agreement. An employee shall be
entitled to five days of vacation after 1 year of complete service. After three years of completed
employment, the employee earns 10 vacation days. After five years of completed service, the
employee shall be entitled to 15 days. After 15 years of service, the employee will receive 1 day per
year, with a maximum of 20 days per year. Furthermore, each employee shall be entitled to 2
personal days per year. Four employees had eamed $7,233 in accrued benefits as of March 31,
2007 and are recognized in the Statement of Net Assets as accrued compensated absences. In
addition, Township employees are entitled to compensate sick pay based upon length of
employment. Compensated absences accumulate at 5 ' hours for each month of service and are
accrued when they are earned. Unused sick leave may be accumulated for a maximum of 45 days.
If an employee has 10 years of more of service and retires, the employee will be paid at 100% of
their prevailing rate of pay for all unused sick leave. Otherwise, no payment will be made for
unused sick leave upon termination of employment. Four employees had eamed $11,000 in
accrued sick benefits as of March 31, 2007 and are reflected in the Statement of Net Assets as
accrued compensated absences.

NOTE L - LONG-TERM DEBT

A summary of the changes in long-term debt for the year ended March 31, 2007, is as
follows:

Balance at Additions Reductions Balance at
March 31, 2006 March 31,2007
Notes payable $96,971 $ $25,925 $71,046
Revenue bond payable 294,000 6,000 288,000
Compensated absences 9,181 9,052 18,233
$400,152 $9,052 $31,925 $377,279

36



TOWNSHIP OF WATERSMEET
NOTES TO FINANCIAL STATEMENTS
March 31, 2007

Notes pavable

On April 11, 2003, the Township borrowed $140,000 from USDA Rural Development to
finance the purchase of a fire truck. The note bears an interest rate of 4.5% and is being amortized
over a 15-year period. During the year ended March 31, 2007, the Township paid principal
payments in excess of the USDA payment schedule.

Debt service charges until maturity are:

Year Principal Interest Total
2008 $7.500 $3,197 $10,697
2009 7,500 2,860 10,360
2010 8,500 2,522 11,022
2011 9,500 2,140 11,640
2012 10,000 1,712 11,712
2013 10,000 1,262 11,262
2014 11,000 812 11,812
2015 7,046 317 7,363
2016
2017
2018

$71,046 $14,822 $85,868

Water Supply and Sewage Disposal System Junior Lien Revenue Bond

On March 1, 1988, the Township issued $336,000 in Water Supply and Sewage Disposal
System Junior Lien Revenue Bond to finance the cost of acquiring and constructing the sewage
system. The bond consists of one single fully-registered nonconvertible bond of $336,000 and was
purchased by Rural Economic and Community Development (formerly Farmers Home
Administration). The bond bear an interest rate of 6 1/8 % per annum, which is payable semi-
annually on March 1 and September 1, and principal is payable each March 1 until maturity in the
year 2028. Principal and interest are payable from the net revenues derived from operations of the
sewage system.

37



TOWNSHIP OF WATERSMEET
NOTES TO FINANCIAL STATEMENTS
March 31, 2007

At March 31, 2007, the bond principal and interest payments were current. The principal
balance outstanding of

Year ending March 31, Principal Interest Total
2008 $6,000 $17,640 $23,640
2009 7,000 17,273 24,273
2010 7,000 16,844 23,844
2011 8,000 16,415 24,415
2012 8,000 15,925 23,925
2013 9,000 15,435 24 435
2014 9,000 14,884 23,884
2015 10,000 14,333 24333
2016 11,000 13,720 24,720
2017 12,000 13,046 25,046
2018 13,000 12,311 25311
2019 14,000 11,515 25,515
2020 15,000 10,658 25,658
2021 16,000 9,739 25,739
2022 17,000 8,759 25,759
2023 18,000 7,718 25,718
2024 19,000 6,615 25,615
2025 20,000 5,451 25,451
2026 22,000 4,226 26,226
2027 22,000 2,879 24,879
2028 25,000 1,531 26,531

Totals $288.,000 $236,917 $524 917

On March 29, 2007, the Township issued $950,000 in Water Supply and Sewage Disposal
System Junior Lien Revenue Bond to finance the cost of acquiring and constructing of additions,
extensions, replacements and improvements to the Water Supply and Sewage Disposal System.
The bond consists of one single fully-registered nonconvertible bond of $950,000 and was
purchased by State of Michigan, Department of Environmental Quality. The bond bear an interest
rate of 2.125 % per annum, which is payable semi-annually on October 1 and April 1, and principal
is payable each October 1 until maturity in the year 2027. Principal and interest are payable from
the net revenues derived from operations of the utility system. No bond proceeds nor advances
were received as of March 31, 2007.
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NOTE M - SEGMENT INFORMATION FOR ENTERPRISE FUNDS

The Township provides water and sewage services through two enterprise funds. Segment
information as of March 31, 2007, follows:

Water Supply Fund  Sewage System Fund Totals
Operating revenues $51,955 $89,959 $141,914
Total operating expenses $40,705 $45,698 $86,403
less depreciation
Depreciation expense $12,057 $37,948 $50,005
Operating income(loss) (3807) $6,313 $5,506
Operating transfers
Non-operating income $4,620 {$15,946) ($11,326)
and expenses
Increase {decrease) in $106,346 $1,251 $107,597
capital assets
Long term debt $288,000 $288,000
Unrestricted net assets $33,334 $145,969 $179,303

NOTE N - PENSION PLAN

All employees and elected officials of the Township are eligible to be covered by a
simplified employee pension plan administered by American Express Financial Advisors, Inc. The
plan is a defined contribution plan covering all employees who are at least 21 years old and who
have performed services for the Township and have received more than $450 in compensation.
Certain employees of the Township, such as Board Members and Union Employees, have been
allowed to participate in the Plan. There are neither written plan amendments nor employee
waivers on file to exclude other employees from participation.

The Township contributes ten percent of each employee’s annual wages after adjustments
on Board Members and Union Employees. The SEP Pension Plan allows for contributions to be
based upon W-2 wages with no adjustments. Employees do not make contributions to the Plan.
All participants are fully vested immediately.

The Township made contributions to the Plan of $18,239 for the year ended March 31,
2007, whereas, the Township’s payroll costs for the same time period amounted to $288,810.
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NOTE O - RISK MANAGEMENT

The Township is exposed to various risks of losses related to torts; theft or, damage to and
destruction of assets; errors and omissions; injuries to employees; and natural disasters. The
Township has obtained coverage from commercial insurance companies. The Township has
comprehensive general liability coverage of $3,000,000 per occurrence and a $5,000,000 aggregate
limit, with no deductible amount, and wrongful acts coverage with a $4,000,000 aggregate limit,
with no deductible amount.

All risk management activities are accounted for in the General Fund and Enterprise Funds
of the Township. Expenditures and claims are recognized when it is probable that a loss has
occurred and the amount of the loss can be reasonable estimated. In determining claims, events that
might create claims, but for which none have been reported, are considered.

Management estimates that the amount of actual or potential claims against the Township
as of March 31, 2007, will not materially affect the financial condition of the Township with the
exception as discussed in Note Q. Therefore, the financial statements contain no additional
provisions for estimated claims besides as disclosed in Note Q. Settled claims resulting from these
risks have not exceeded commercial insurance coverage in any of the past four years.

NOTE P — STATE CONSTRUCTION CODE ACT INFORMATION

During the year ended March 31, 2007, the Township collected construction code service
fees of $16,840 and spent $26,528 for enforcing the code. Because the fee structure is not intended
to recover the full cost of enforcement and the Township has the ability to track the full costs and
revenues, a separate fund has not been created to account for these monies. In prior years, the
Township spent more for enforcing the code than it collected in fees.

NOTE Q - TAX TRIBUNAL AND PROPERTY USE CASES

The Township has cases pending before the Michigan Tax Tribunal for alleged excessive
tax valuations. These cases are being held in abeyance and the state tax commission has been
added as a party respondent. One tax appeal case proposed settlement was presented recently to the
Township Board for acceptance. The Petitioner, in conjunction with the Michigan Tax Tribunal,
has proposed lower assessment factors based upon the income approach for personal property for
the tax years 2003 through 2007. The Township in calculation their respective amount payable for
the tax years 2003 — 2006 determined that $10,709 would be payable if the Board was to accept the
proposed settlement. The Township Board is determining if there is sufficient support from other
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taxing units and sufficient basis to challenge the settlement as presented in minimizing the potential
payback. Since the settlement amount can readily be determined, the General Fund, Balance Sheet
and Statement of Net Assets Financial Reports have been adjusted in reflecting the potential
payback amount of $10,709 ($3,029 for 2006 tax levy) pending future Board action.

The Township is also involved in a zoning lawsuit and a vendor claim for unpaid disposal
services. The Township does not believe an adverse outcome is likely and has therefore not made
an estimate of the amount of potential loss.

NOTE R - COMMITMENT

During the year ended March 31, 2002, the Township signed a 5 year contract for police
services to be furnished by Lac Vieux Desert. The contract provides the Township make annual
payments to Lac Vieux Desert of $88,000 a year. It is expected that the Township will finance
these payments with Class III gaming revenues to be received from the Lac Vieux Desert Band of
Indians.

During the year ended March 31, 2007, the Township was billed and paid $106,000 for
services per agreement and extra items as billed.

NOTE S — DEFERRED REVENUES
The Township has received advance payments ($18,000) from Lac Vieux Desert for Police

Services as discussed above. Upon incurring cost by the Township, the monies will be reclassified
as revenues used to defray the reported expenditures.

41



REQUIRED
SUPPLEMENTAL

INFORMATION

42



TOWNSHIP OF WATERSMEET
STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCE- BUDGET TO ACTUAL
GENERAL FUND

Year ended March 31, 2007
Budgeted Amounts
Variance
Actual Favorable
Original Final Amounts (Unfavorable)
REVENUES
Taxes $476,261 $476,261 $447 443 ($28,818)
Other taxes 37,300 37,300 4,343 (32,957)
Tax administrative fees 60,500 60,500 68,457 7,957
Licenses and permits 29,000 29,000 24,003 (4,997)
Rentals 4,000 4,000 5,300 1,300
Federal shared revenues 44,000 44,000 36,968 {7,032)
State shared revenues 114,280 114,280 107,805 (6,475)
Class III gaming revenues 84,000 84,000 325,631 241,631
Charges for services 10,650 10,650 6,626 (4,024)
Interest 5,000 5,000 20,609 15,609
Other revenue 5,833 5,833 6,067 234
$870,824 $870,824 £1,053,252 $182,428
EXPENDITURES
Legislative $59,050 $61,250 $68,986 (37.736)
General government 344,972 332772 294,485 38,287
Public safety 204,609 204,609 195,037 9,572
Public works 269,650 283,608 286,829 (3,221)
Recreation and culture 37,650 33,692 27,038 6,654
Other 81,821 81,821 64,128 17,693
Debt service 31,000 31,000 30,000 1,000
$1,028,752 $1,028,752 $966,503 $62,249
EXCESS OF REVENUES (157,928) (157,928) 86,749 244 677
(EXPENDITURES)
OTHER FINANCING SOURCES (USES)
Transfers to/from other funds
EXCESS OF REVENUES ($157,928) ($157,928) $86,749 $£244,677
EXPENDITURES) AND OTHER
FINANCING USES
Fund Balance at 3/31/2006 476,034 476,034 476,034
FUND BALANCE MARCH 31, 2007 $318,106 $318,106 $562,783 $244.677

The accompanying notes are an integral part of the financial statements,
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TOWNSHIP OF WATERSMEET
MAJOR GOVERNMENTAL FUND-GENERAL FUND
STATEMENT OF EXPENDITURES
BUDGET AND ACTUAL
For the year ended March 31, 2007

BUDGETED AMOUNTS
ORIGINAL FINAL ACTUAL VARIANCE

LEGISLATIVE
Township Board:
Salaries:

Trustees $6,480

Secretary 19,683
Pension 2,466
Office supplies 6,043
Contractual services 1,425
Leasing costs 883
Transportation 262
Printing and publishing 2,249
Memberships 15,506
Charge backs 7,680
Equipment purchases 6,309
TOTAL LEGISLATIVE 59,050 61,250 68,986 (7,736)
GENERAL
GOVERNMENT
Supervisor:
Salary 14,670
Pension 1,467
Office supplies 129
Transportation 90
Training 2,175
TOTAL SUPERVISOR 18,290 18,290 18,531 (241)
Election:
Wages 2,681
Office supplies 43
Transportation 24
TOTAL ELECTION 6,100 6,100 2,748 3,352

The accompanying notes are an integral part of the financial statements.
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TOWNSHIP OF WATERSMEET
MAJOR GOVERNMENTAL FUND-GENERAL FUND
STATEMENT OF EXPENDITURES
BUDGET AND ACTUAL
For the year ended March 31, 2007

BUDGETED AMOUNTS

ORIGINAL  FINAL ACTUAL  VARIANCE
Assessor:
Wages 24,678
Office supplies 2,554
Contractual services 5,519
Transportation 3,892
Memberships 150
Training 679
Miscellaneous 336
TOTAL ASSESSOR 38,460 38,460 37,808 652
AUDIT FEES 7,500 7,500 4,600 2,900
Clerk:
Salary 18,630
Deputy clerk 5,255
Fringe benefits 1,890
Supplies 2,184
Transportation 310
Training 100
TOTAL CLERK 28,096 28,096 28,369 (273)
Board of Review:
Salaries 1,035
Transportation 255
BOARD OF REVIEW 1,800 1,800 1,290 510
Treasurer:
Salary 20,430
Deputy treasurer 1,251
Pension 2,043
Office supplies 5,559
Transportation 769
TOTAL TREASURER 37,576 37,576 30,052 7,524

The accompanying notes are an integral part of the financial statements
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MAJOR GOVERNMENTAL FUND-GENERAL FUND

Township Properties:
Wages

Pension

Supplies

Utilities

Repair & maintenance
Transportation
Equipment purchases
Capital improvements
TOTAL TOWNSHIP
PROPERTIES

LEGAL FEES

Cemetery:

Wages

Pension

Supplies

Repairs

TOTAL CEMETERY

Community Development:

Wages

Printing & publications
Community promotions
Miscellaneous

TOTAL COMMUNITY
DEVELOPMENT

TOTAL GENERAL
GOVERNMENT

TOWNSHIP OF WATERSMEET

STATEMENT OF EXPENDITURES

BUDGET AND ACTUAL

For the year ended March 31, 2007

BUDGETED AMOUNTS

ORIGINAL FINAL

ACTUAL

23,508
2,351
7,866

20,416
8,296
3,956
2,290

23,003

VARIANCE

124,510 102,310

16,000 16,000

91,686

12,938

5,933
593
332
219

10,624

3,062

10,440 10,440

7,077

5,625
13,099
38,561
2,101

3,363

56,200 66,200

344,972 332,772
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TOWNSHIP OF WATERSMEET
MAJOR GOVERNMENTAL FUND-GENERAL FUND
STATEMENT OF EXPENDITURES

BUDGET AND ACTUAL
For the year ended March 31, 2007
BUDGETED AMOUNTS
ORIGINAL FINAL ACTUAL YARIANCE
PUBLIC SAFETY
POLICE PROTECTION 110,000 110,000 106,000 4,000
Fire Department:
Wages 8,315
Supplies 494
Transportation 1,318
Insurance 3,912
Repairs and maintenance 1,820
Public utilities 4,251
Training 1,371
Equipment purchase 11,552
FIRE DEPARTMENT 42,009 42,009 33,033 8,976
HEALTH & WELFARE 10,000 10,000 15,500 (5,500)
Building inspector:
Wages 21,840
Supplies 642
Transportation 3,846
Training 200
BUILDING INSPECTOR 23,500 23,500 26,528 (3,028)
Zoning Board:
Wages 10,533
Office supplies 98
Transportation 816
Publications 470
Training 647
Miscellaneous 1,412
ZONING BOARD 19,100 19,100 13,976 5,124
TOTAL PUBLIC 204,609 204,609 195,037 9,572
SAFETY

The accompanying notes are an integral part of the financial statements
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TOWNSHIP OF WATERSMEET
MAJOR GOVERNMENTAL FUND-GENERAL FUND
STATEMENT OF EXPENDITURES

BUDGET AND ACTUAL
For the year ended March 31, 2007
BUDGETED AMOUNTS
ORIGINAL  FINAL ACTUAL  VARIANCE
PUBLIC WORKS
Highway and streets repair 52
Street improvements 32,811
Highways & Streets 33,750 33,750 32,863 887
Street Lighting 19,000 19,000 13,638 5,362
ANS Project 20,000 23,958 17,130 6,828
Solid Waste:
Wages 31,938
Pension 3,114
Disposal fees 151,861
Supplies 302
Public utilities 2,226
Repairs and maintenance 2,262
Capital improvements 31,495
Solid Waste 196,900 206,900 223,198 (16,298)
TOTAL PUBLIC 269,650 283,608 286,829 (3,221)
WORKS
RECREATION &
CULTURE
Parks:
Wages 14,422
Pension 1,377
Supplies 1,234
Utilities 742
Repairs & maintenance 9,263
TOTAL RECREATION 37,650 33,692 27,038 6,654
& CULTURE

The accompanying notes are an integral part of the financial statements
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OTHER

Payrol] taxes

Fringe benefits
Contribution
Insurance and bonds
TOTAL OTHER

DEBT SERVICE
Principal

Interest and fees
TOTAL DEBT
SERVICE

TOTAL
EXPENDITURES

TOWNSHIP OF WATERSMEET
MAJOR GOVERNMENTAL FUND-GENERAL FUND
STATEMENT OF EXPENDITURES

BUDGET AND ACTUAL
For the year ended March 31, 2007
BUDGETED AMOUNTS
ORIGINAL FINAL ACTUAL VARIANCE
18,291 18,291 15,966 2,325
19,830 19,830 19,360 470
4,200 4200 2,977 1,223
39,500 39,500 25,825 13,675
81,821 81,821 64,128 17,693
25,925
4,075
31,000 31,000 30,000 1,000
$1,028,752 $1,028,752 $966,503 $62,249

The accompanying notes are an integral part of the financial statements
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REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL
REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Supervisor and Members of the Board
Township of Watersmeet
Watersmeet, Michigan

We have audited the financial statements of the governmental activities, the business-type
activities, each m ajor fund, and the aggregate remaining fund information of the Township of
Watersmeet as of and for the year ended March 31, 2007, which collectively comprise the
Township of Watersmeet basic financial statements and have issued our report thercon dated July
12, 2007. We conducted the 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.

Compliance

As part of obtaining reasonable assurance about whether Township of Watersmeet's
financial statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts and grants, noncompliance with w hich could
have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance that are required to be reported under Government Auditing Standards.

Internal Control over Financial Reporting

In planning and performing the audit, we considered the Township of Watersmeet’s internal
control over financial reporting in order to determine our auditing procedures for the purpose of
expressing an opinion on the financial statements and not to provide an opinion on the internal
control over financial reporting. Our consideration of the internal control over financial reporting
would not necessarily disclose all matters in the internal control over financial reporting that
might be mnaterial weaknesses. A material weakness is a reportable condition in which the design
or operation of one or more of the intemal control components does not reduce to a relatively low
level the risk that misstatements caused by error or fraud in amounts that would be material in
relation to the financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. However, we
noted certain matters involving the intemnal control over financial reporting and its operation that
we consider to be a reportable condition. Reportable conditions are described as follows:
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2005-1 Property Ledger

The Township has not implemented physical inventorying procedures in assuring the accuracy of
assets being reported upon besides smaller capital items acquired in prior years. The Township
lacks a formal, updated, comprehensive listing of all assets owned by the Township.

Without performing a physical inventory, the Township has no assurances as their actual holdings
or if they are adequately insured against various types of losses.

2005-2 Inadequate controls over Water and Sewer Billings

The Township has assigned the billing, collecting, posting and depositing of water and sewer
receipts to one employee without providing proper oversight. A complete set of billing reports
were unavailable for review for the period under audit. The billing software program utilized
during majority of the audit period was replaced prior to year end, making it more time consuming
to determine customer’s year end balances. Finally, we noted utility collections being held up to
one month before being deposited.

We recommend that additional copies of billing and collection reports be provided to the
Township Treasurer for safekeeping. The Water and Sewer billing clerk should be instructed to
prepare weekly deposits and reconciled collections with computer generated receipting reports on
a timely basis. Differences should be investigated by the Township Treasurer should the billing
clerk be unable to timely determine and resolve any differences. The utilization of the
Township’s Treasurer or delegate, be assigned to review the collection and billing process to
ensure that procedures are being complied with.

2006-1 Pension Plan Variances

Upon reviewing the adopted Simplified Employee Pension Plan as adopted by the Township
Board, we noted discrepancies in the coverage and actual pension contribution payments.

The SEP plan was to extend to all employees eamning $450 or more; employed for three years or
more and who has attained the age of 21. Actual practice by the Township is to extend coverage
to Board Members and employees covered under a collective bargaining agreement. There
appears that other employees may be eligible but are not included.

Also, according to the SEP plan, employer’s contributions on behalf of eligible employees were to
be based upon 10% of the employees W-2 wages. Actual practice, allows for deductions for
union employees receiving extra compensation for not participating in the health insurance plan
offered by the Township. Also, Board Members attending additional meetings were not
incorporated in the calculation of pension benefits. Finally, actual pension payments were
previously being remitted monthly, then quarterly, with no established time frames.
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The Township Board may want to evaluate the current pension plan to determine if it meets their
intention and funding limits. Furthermore, plan amendments or possibly establishing a different
pension plan may be necessary to exclude employees without being discriminatory. No additional
liabilities have been recognized in the financial statements for employees not covered presently
pending the Board’s final decision.

2006-2 Unsupported Expenditures

In reviewing selected payments for adequate support, it was noted that various paid invoices could
not be located. While the payments appear to be properly classified and legal, all payments issued
to vendors should have appropriate documentation attached with evidence of payment.

The invoice files appear to be available to all employees and/or Board Members in a common
area. Should invoices not be filed originally and/or misfiled upon subsequent review, there is no
apparent oversight to maintaining a proper filing system.

The Township Clerk may want to provide oversight as to who has access to files under his
control. Files should be streamlined in eliminating duplicate vendor files and outdated invoices.

Qur consideration of the internal control over financial reporting would not necessartly
disclose all matters in the intemal control that might be material weaknesses. A material
weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements in amounts that
would be material in relation to the financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned
functions. We noted the above items involving the intemal control over financial reporting and its
operations that we consider to be material weaknesses. In addition, we noted other matters
involving internal control over financial reporting that have been reported in a separate letter to
management of the Township of Watersmeet dated July 12, 2007.

This report is intended solely for the use of management and should not be used for any
other purpose. This restriction is not intended to limit the distribution of this report, which, upon
acceptance by the Members of the Board, is a matter of public record.

\ '
Roger J. Kolehmainen PC
Certified Public Accountant

July 12, 2007
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Roger J. Kolehmainen CPA PC
1445 East Cloverland Drive
Ironwood, M1 49938
(906) 932-3600

MANAGEMENT LETTER

Township Supervisor and
Members of the Board
Township of Watersmeet

Watersmeet, MI

We have audited the general purpose financial statements of the Township of Watersmeet, as of and
for the year ended, March 31, 2007, and have issued our report dated July 12, 2007.

In planning and performing the audit of the financial statements, we considered its internal control
structure in order to determine our auditing procedures for the purpose of expressing any opinion on
the financial statements and not to provide assurance on the internal control structure.

During the course of our audit, certain matters have come to our attention which we feel should be
addressed by management. These matters are not considered to be material weaknesses under
standards established by the American Institute of Certified Public Accountants. However, they are
areas in which management may improve its accounting and reporting system.

The following are items that have been discussed during the course of our audit with appropriate
officials of the Township.

1. The Township had cash and investments on deposit that exceed the FDIC insurance
coverage should a loss be experienced. The Treasurer should be instructed to research
terms with other local banking institutions in reducing the risk element. The Tax Fund
should allow for a additional authorized signature to reduce insurance cost in not
increasing fidelity bond coverage.

2. In adopting the General Fund budget, the beginning Fund Balance was reported as
additional revenues and appear to be incomplete. The budget should be adopted reflecting
revenues less expenditure, with the difference to be added or deducted against the Fund
Balance being carried forwarded

3. Official Board Minutes are not being maintained in a separate bound Minute Board and
signed by appropriate officials.

4, Unused checks were not safeguarded against unauthorized use or possible loss.



5. Miscellaneous items
The Township will need to implement corrective actions to ensure that:

e Salary and hourly personnel prepare timesheets to document time and attendance.
The employee should sign his time sheet to confirm accuracy.

e Leave records should be obtained quarterly and reviewed to verify the accuracy of
such records.

¢ Need to incorporate safe in the safeguarding of important papers, files, records,
checks against various types of theft or losses

e Receipt books should be maintained and accounted for by Treasurer

o Disbursements to vendors should be based upon original invoice submitted. Our
review noted overpayments which were subsequently refunded or credited.

« Tax administrative fee being charged to various units of govemment should allow for
the recovery of actual costs. Will need to analyze the actual cost of collecting versus
reimbursement.

e Ambulance contract provides for monies to be set aside on an annual basis. No such
cash account had been established by year end.

We appreciate the opportunity to present these items to you and would be available to assist in
providing guidance in implementing any or all of the above items.

This letter does not affect our report of the general purpose financial statements dated July 12, 2007.
This report is intended solely for use of management.

W S, e e
lgg}k%%&lehmainen PC

Certified Public Accountant\

July 12, 2007



