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All required component units/fundsfagencies of the local unit are included in the financial statements andfor disclosed in the
reporting entity notes o the financial statements as necessary.
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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 modified by MCGAA Statement #7 and other generally
accepted accounting principles (GAAP}.

The toard 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.
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INDEPENDENT AUDITORS’ REPORT
July 26, 2007

Honorable Mayor and Members of the City Council
City of Carson City, Michigan

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the City of Carson City,
Michigan, as of and for the year ended June 30, 2007, which collectively comprise the City’s basic
financial statements as listed in the table of contents. These financial statements are the responsibility of
the management of the City of Carson City, Michigan. Our responsibility is to express opinions on these
financial statements based on our audit.

We conducted our audit in accordance with auditing standards generaily accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Compiroller 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 evaiuating the overall financial
statement presentation. We believe that our augdit provides a reascnable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund,
and the aggregate remaining fund information for the City of Carson City, Michigan as of June 30, 2007,
and the respective changes in financial position and cash flows, where applicable, thereof and the
respective budgetary comparison for the general fund and each major special revenue fund for the year
then ended in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated July 28, 2007,
on our consideration of the City of Carson City's 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 cf that report is to describe the scope of our testing of internal controt over financial
reporting and compliance and the results of that testing, and not fo 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 on pages 3-8 and the schedules of funding progress and
employer contributions on page 39 are not a required part of the basic financial statements but are
supplementary information required by the Governmental Acceunting Standards Board. We have applied
ceriain ilimited procedures, which consisted principally of inguiries 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.

-1-
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Our audit was conducted for the purpose of forming opinions on the financial statements that coflectively
comprise the City of Carson City's basic financiat statements. The combining and individual nonmajor
fund financial statements and schedules are presented for purposes of additional analysis and are not a
required part of the basic financial statements. The combining and individual nonmajor fund financial
statements and schedules have been subjected to the auditing procedures applied in the audit of basic
financial statements and, in our opinion, are fairly stated, in all material respects, in relation to the basic
financiat statements taken as a whole.

Chadloold Heafpoor LY



Management’s Discussion and Analysis

As management of the City of Carson City, we offer readers of the City of Carson City's financial
statements this narrative overview and analysis of the financial activities of the City for the fiscal year
ended June 30, 2007. We encourage readers to consider the information presented here in conjunction
with additiona! information that is furnished in the financia! statements and notes to the financial
staterments.

Financial Highlights

The City began a storm drain project in cenjunction with Carson City hospital.
Over the last two years. the City spent over 1.6 miliion on water system improvements, including
a new water tower, funded primarily through proceeds from a federai and state funded Drinking
Water Revolving Fund loan. This project was completed during the fiscal year.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the City of Carson City’s financial
statements. The City's basic financial statements comprise three components: 1) government-wide
financial statements, 2} fund financial statements, and 3) notes to the financial statements. This report
also contains other supplementary information in addition to the basic financial statements themselves.

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

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

The statement of activities presents information showing how the government's net assets changed
during the most recent fiscal year. All changes in net assets are reported as soon as the underlying
event giving rise to the change occurs, regardless of the timing of reiated cash flows. Thus, revenues
and expenses are reported in this statement for some iterns that will only result in cash flows in future
fiscal periods (e.g., earned but unused compensated absences, accrued interest, etc.}.

Both of the government-wide financial statements distinguish functions of the City of Carson City that
are principally supported by taxes and intergovernmental revenues {governmental activities) from
other functions that are intended to recover all or a significant portion of their costs through user fees
and charges (business-type activities). The governmental activities of the City inciude general
government administration, public safety, public works including major and local street construction
and maintenance, culture and recreation, capitat outlay, and debt service activities. The husiness-
type activities of the City include sewer and water services.

Fund financial statements. A fund is a grouping of related accounts that is used to maintain control over
resources that have been segregated for specific activities or objectives. The City of Carson City, 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 City can be divided into three categories:
governmental funds, proprietary funds, and fiduciary funds.
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Governmental funds. Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financial statements. However, uniike the
government-wide financial statements, governmental fund financial statements focus on near-term
infiows and outfliows of spendable resources, as well as on balances of spendable resources
available at the end of the fiscal year. Such information may be useful in evaluating a government's
near-term financing requirements.

Because the focus of governmental funds is narrower than that of the governmeni-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. By
doing so, readers may better understand the jong-term impact of the government's near-term
financing decisions. Both the governmental fund balance sheet and the governmental fund statement
of revenues, expenditures, and changes in fund balances provide a reconciliation to facilitate this
comparison between governmental funds and governmental activities.

The City maintains six individual governmental funds. Information is presented separately in the
governmental fund balance sheet and in the governmental fund statement of revenues, expenditures,
and changes in fund balances for the general and library funds.

Data is combined into a single aggregated presentation for the other four governmental funds.
Individual fund data for each of the non-major governmental funds is provided in the form of
combining statements and schedules.

The City adopts an annual appropriated budget for its general and special revenue funds. Budgetary
comparison statements or schedules have been provided herein 1o demonstrate compliance with
those budgets.

Proprietary funds. The City maintains twe different types of proprietary funds. Enterprise funds are
used fo report the same functions presented as business-type activilies in the government-wide
financial statements. The City uses enterprise funds to account for its Sewer and Water operations.
Internal service funds are an accounting device used to accumulate and allocate costs internally
among the City's various functions. The City uses an internal service fund to account for its fleet of
vehicles. Because these services predominantly benefit governmental rather than business-type
functions, they have been included within governmental activities in the government-wide financial
statements.

Proprietary funds provide the same type of information as the government-wide financial statements,
only in more detail. The proprietary fund financial statements provide separate information for the
Sewer and Water operations, both of which are considered to be major funds of the City.

Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit of parties
outside the government. Fiduciary funds are not reflected in the government-wide financiat statement
because the resource of those funds are not avatlabie to the support the City's own programs. The
accounting used for fiduciary funds is much like that used for proprietary funds.

Notes to the financia! statements. The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements.



Other information. !n addition to

the basic financial statements and accompanying notes, this report also

presents certain required supplementary information. This includes this management discussion and
analysis as well as schedules of funding progress and employer contributions related to the City's

pension plan.

Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government's financial position.
in the case of the City of Carson City, assets exceeded liabilities by $8,098,993 at the close of the most

recent fiscal year.

A significant portion of the City’s net assets refl

ects unrestricted net assets which are availabie for future

operation while a significant portion of net assets is invested in capital assets (e.g.. land, buildings,
vehicles, equipment and infrastructure), less any related debt used to acquire those assets that is still
outstanding. The City uses these capital assets to provide services to citizens, consequently, these
assets are nof available for future spending. Although the City investment in its capital assets is reported
net of related debt, it should be noted that the rescurces needed to repay this debt must be provided from
other sources, since the capital assets themselves cannot be used to liquidate these liabilities.

Summary of Net Assets

Business-type

Governmental Activities Activities Totals
2007 2006 2007 2006 2007 2006
Current and other assets $1,658,915 $1,466933 $1,919734 $1,883,323 $3,578,648 $3,350,256
Capitat assels 1672432 1558911 5,002,227 5023234 6674659 6,582,145
Total assets 3331347 3025844 6,921,961 6906657 10,253,308 9,932,401
Long-term liabilities outstanding 311,503 324532 1627578 1,525669 1,941,081 1,850,201
QOther liabilities 197,054 181,270 16,180 270,242 213,234 451,482
Total liabilities 508,557 505,802 1645758 1,795,881 2,154,315 2,301,683
Net assets
Invested in capitat assets, net of
related debt 1,428,432 1,294,911 3,402,227 3,523,888  4,831659 4,818,800
Restricted 901,428 811,456 - 801,428 811,456
Unrestricted 481,930 413675 1,873,976 1,586,787 2,365,908 2,000,462
Total net assets $2 822,790 $2,620,042 $5276,203 $5110,676 $8,008,893 $7,830,718

Net assets of the City increased by $468,275 with both the governmental and business-type aclivities
showing additions to prior balances. The business-type activities increase in net assets of $165,527 was
primarily the result of increased revenues from operations. The governmental activities increase in net
due to a combination of stable fuel tax revenue and no major projects.

assets of $302,748 is primarily
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Summary of Activities

Business-type

Governmental Activities Activities Totals
2007 2006 2007 2006 2007 2006
Revenue
Program reverue
Charges for Services $104,603 $62,455 $724,692 $671,127 $828,295 $733,582
Operating grants and
contributions 209,721 222,123 - - 209,721 222,123
Capital grants and
contributions 169,937 49,363 - 5,981 168,837 55,3564
484,261 333,941 724,692 677,118 1,208,853 1,011,050
General revenue
Property taxes 447 859 419,861 - - 447,958 419,861
Other governmental sources 141,049 148,625 - - 141,049 149,625
QOther 26,851 48,112 71,822 13,142 98,473 61,254
Transfers 35,000 - (35,000) - - -
Total revenue and fransfers 1,134,920 951,539 761,514 690,260 1,896,434 1,641,798
Expenses
Legisiative 70,813 68,762 - - 70,913 68,762
General government 166,538 158,987 - - 168,538 159,987
Public Safety 202,601 187,411 - - 202,601 187,411
Pubtic works 142,161 170,811 - - 142,161 170,811
Culture and recreation 237,638 208,714 - - 237,638 208,714
interest 12,321 13,191 - - 12,321 13,191
Sewer - - 266,350 194,859 268,350 194,859
Water - - 329,637 234,975 329,637 234 975
Total expenses 832,172 808,876 595,987 429,834 1,428,159  1,238,71C
Increase in net assets 302,748 142 663 165,527 260,426 468,275 403,089
Net assets-beginning of year 2,520,042 2,377,379 5,110,678 4,850,250 7,830,718  7,227.82%
Net assets end of year $2.822,790 $2,520,042 $5276203 $5,110,676 $8,098,993 $7,630,718

Governmental Activities. During the year the City invested $202,601 or 24% of governmental activities
expenses in public safety. Culture and recreation, which includes library operaticns was $237,638 or 28%
of governmentai activities expenses while general government, public works and streets and interest on
fang-term debt made up the remaining 48% of governmental activities expenses.

Business-type Activities. Business-type activities increased the City's net assets by $165,527,
accounting for 35% of the total growth in the government's net assets for the current year. By
comparison, business-type activities reported an increase in net assets the previous fiscal year of
$260,426. Key elements of this decrease are as follows:



e Salary costs increased due to more time spent in the water and sewer funds with construction
activity.
» Depreciation increased due to the first year of depreciating the new water tower.

Financial Analysis of the Government’s Funds

As noted eartier, the City uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements.

Governmental funds. The focus of the City's governmental funds is to provide information on near-
term inflows, outflows, and balances of spendable resources. Such information is useful in assessing
the City'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 fiscal year. As of
the end of the current fiscal year, the City's governmental funds reported combined ending fund
palances of $1,156.763, an increase of $156,190 in comparison with the prior year.

The general fund is the chief operating fund of the City. At the end of the current fiscal year,
unreserved fund balance of the general fund was $185,578 which is equal to total fund balance. As a
measure of the general fund’s liquidity, it may be useful to compare unreserved fund balance to total
fund expenditures. Unreserved fund balance represents 28% of total general fund expenditures.

The fund balance of the City’s general fund increased by $54,583 during the current fiscat year.

The library fund has a total fund batance of $300,102, which increased by $8,893 during the year
primarily due to higher than expected property taxes and fees. The balance of this fund is restricted
for use as defined by the City Council.

Proprietary Funds. The City’s proprietary funds provide the same type of information found in the
government wide financiat statements, but in more detail.

Unrestricted net assets of the sewer and water funds at the end of the year amounted to $1,178,325
and $695,651, respectively. The sewer fund had an increase in net assets for the year of $77,412 and
the water fund had an increase of $88,115. Other factors concerning the finances of these two funds
have already been addressed in the discussion of the City's business-type activities.

General Fund Budgetary Highlights

Differences between the original and final amended budgets were primarily due to the legislative
expenditure budget being reduced due fc a decrease in the amount budgeted for contingencies.

Capital Asset and Debt Administration

Capital assets. The City’s investment in capital assets for its governmental and business type activities
as of June 30, 2007, amounted to $8,674,658 (net of accumulated depreciation).

Significant capital purchases during the year consisted primarily of water system and sterm drain
improvements.



The City's Capital Assets {net of depreciation} are summarized as follows:

Capital Assets
Governmental Business-type
Activities Activities Total
Land $ 171,996 $ 14,475 $ 185,471
Buiidings, Equipment and
Infrastructure 1,600,436 4,878,752 5,488,188
Total $1,672,432 $5.002,227 $6,674,659

Additional information on the City of Carson City capital assets can be found in Note 4 of these financial
statements.

Debt. At the end of the current fiscat year, the City had totat debt outstanding of $1,941,081 summarized
as follows:

Debt
Governmental Business-type
Activities Activities Total
Accrued employee benefits $ 68,503 $ 20578 $ 98,081
Notes payable 243,000 - 243,600
DWRF Loan payable - 1,600,000 1,600,000
Total $311,503 $1,629,578 $1,941,081

The City's total debt increased by $90,880 during the year primarily due to additional amounts borrowed
under the Drinking Water Revolving Fund loan agreement.

Additiona! information on the City’s long-term debt can be found in Note 7 of these financial statements.
Economic Factors and Next Year’'s Budgets and Rates
The following factors were considered in preparing the City's budget for the 2007-08 fiscal year:
¢ Increased employee wages costs.
« Fiat performance of the State of Michigan’'s economy will likely result in stagnant or additiona!
decreases in state funding.
Requests for Information
This financial report is designed to provide a general overview of the City's finances for all those with an

interest in the government's finances. Questions concerning any of the information provided in this report

or requests for additional financial informaticn should be addressed to the City Comptroller, 123 East
Main St., Carson City, Michigan, 48811
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CITY OF CARSON CITY
STATEMENT OF NET ASSETS
JUNE 30, 2007

Primary Government

Governmental Business-Type
Activities Activities Tota!
Assets
Cash and cash equivalents $ 988,656 $ 815549 $% 1,805,205
Investments 552,301 1,029,318 1,581,619
Accounts receivable 53,505 74,867 128,372
Due from other governments 59,134 - 58,134
Prepaid items 4,318 - 4,319
Capital assets, net
Land 171,996 14,475 186,471
Buildings, equipment and infrastructure 1,500,436 4,987,752 6,488,188
Total assets 3,331,347 6,921,961 10,253,308
Liabilities
Accounts payable and accrued expenses 16,341 16,180 32,521
Unearned revenue 180,713 - 180,713
Nongcurrent liabilities
Due within one year 22,000 65,000 87,000
Due in more than one year 289,503 1,564,578 1,854,081
Total liabilities 508,657 1,645,758 2,154,315
Net Assets
Invested in capital assets, net of related debt 1,429,432 3,467.227 4,896,659
Restricted for
Library 309,102 - 309,102
Major streets 261,222 - 261,222
Local streets 331,104 - 331,104
Unrestricted 481,930 1,808,976 2,300,908
Total net assets $ 2,822,780 $ 5,276,203 § 8,088,883

The accompanying notes are an integral part of these financial statements.
9-



CITY OF CARSON CITY

STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2007

Functions{Programs
Primary government
Governmentat aclivities
Legislative
General government
Public safety
Public works
Cuiture and recreation
Interest on long-term debt

Total governmental activities

Business-type activities
Sewer
Water

Total business-type activities

Total pritmary government

The accompanying netes are an integral part of these financiai statements.

Program Revenues

Operating Capital

Charges Grants and Grants and  Net (Expense}

Expenses for Services  Contributions Contributions Revenue
$ 70913 §$ - % - 8 - % {70,913}
166,538 42,971 - 1,182 {122 385)
202,601 22,270 10,181 - {170,150)
142,161 25,181 98,338 158,513 139,872
237,638 14,181 101,201 10,242 {112,014)
12,321 - - - (12,321}
832,172 104,603 208,721 169,937 {347.911)
266,350 361,486 - - 95,136
328,837 363,208 - 33,668
585,987 724,692 - - 128,705
$ 1428158 % 829,205 $ 208,721 % 168,937 $ {219,208)
{Continued}
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CITY OF CARSON CITY

STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2007

Changes in net assets
Net (expense) revenue

General revenues
Property laxes
General operating
Library
State shared revenues
Interest earnings
Transfers

Total general revenues and transfers
Change in net assets
Net assets, beginning of year

Net assets, end of year

Primary Government

Governmental Business-type
Activities Activities Total

3 {347,911} & 128,705 $ {219,208)
348,025 - 348,025

98,934 - 99,934

141,049 - 141,049

26,651 71,822 98,473

35,000 {35,000) -

650,659 36,822 687,481

302,748 165,527 468275
2,520,042 5,110,876 7,630,718

$ 2,822 780 § 5276203 $ 8,098,893
{Concluded)

The accompanying notes are an integrat part of these financial statements.
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CITY OF CARSON CITY

GOVERNMENTAL FUNDS
COMBINING BALANCE SHEET

JUNE 30, 2007

Nonmajor
Governmental
General Libra Funds Total

Assets

Cash and cash equivaients $ 269,288 $ 207,832 395,712 872,832

Investments 16,601 104,183 240,272 361,056

Cue from other governments 42 879 - 16,255 59,134

Accounts receivable 53,505 - - 53,505

Prepaid expenditures 4,319 - - 4,319
Totai Assels 3 386,592 ¥ 312,115 852,238 1,350,046
Liabilities and fund balance
Liabilities

Accounts payable and accrued liabilities 3 10,301 $ 3,013 1686 13,470

Deferred revenue 180,713 - - 180,713
Total Liabilities 191,014 3,013 158 164,183
Fund balances

Unreserved

Undesignated 195,578 308,102 - 504,680
Undesignated reported in nonmajor
Special revenue funds - - 652,083 652,083

Totai fund balances 195,578 308,102 652,083 1,156,763
Total liabilities and fund halance $ 386,592 § 312,115 652,239 1,350,946

The accompanying notes are an integral part of these financial statements.
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CITY OF CARSON CITY

RECONCILIATION OF FUND BALANCE ON THE BALANCE SHEET
FOR GOVERNMENTAL FUNDS TO NET ASSETS OF
GOVERNMENTAL ACTIVITIES ON THE STATEMENT OF NET ASSETS

JUNE 30, 2007

Fund balances - total governmental funds $ 1,156,763

Amounts reported for governmentat activities in the statement of net assets
are different because

Capital assets used in governmental activities are not financial resources
and therefore are not reported in the funds.

Add - capital assets {net) 1,625,024
An internal service fund is used by management o charge the costs of centralized
services to individual funds. The assets and liabilities of the internal service fund
is included in the governmental acfivities.

Add - net assets of governmental activities accounted for in the internal service fund 354,401

Certain liabilities, such as notes payabie, are not due and payable in the
current peried and therefore are not reported in the funds.

Deduct - compensated absences payable (68,503}
Deduct - notes payable {243,000)
Deduct - accrued interest on notes payable {1.895)
Net assets of governmental activities $ 2,822,780

The accompanying notes are an integral part of these financial statements.
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CITY OF CARSON CITY

GOVERNMENTAL FUNDS

STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES

FOR THE YEAR ENDED JUNE 30, 2007

Revenues
Taxes and special assessments
[ntergovernmental revenues
Fees and service charges
Reimbursements
Contributions
Interest
Miscellaneaus

Total revenues

Expenditures
Current
Legislative
General government
Public safety
Public works
Recreation and culture
Capital outlay
Debt service
Principal
Interest

Total expenditures
Revenues over (under) expenditures

Other financing sources {uses)
Transfers in
Transfers out

Total other financing sources {uses}

Net changes in fund balances

Fund balances, beginning of year

Fund balances, end of year

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

Nonmajor
Governmental
General Library Funds Total
$ 348,025 % 98,034 $% 1,182 % 449 141
252,128 84,808 99,576 436,612
50,1986 20,307 - 70,503
47 684 - - 47 684
- 6,228 - 6,228
13,770 14,181 25,579 63,530
24,538 - - 24,538
736,341 225,558 126,337 1,088,236
83,913 “ - 83,913
157,567 - - 157 567
170,453 - - 170,453
252,855 - 19,130 272,085
41,870 183,181 - 225,051
- - 24 493 24,493
- 21,000 - 21,000
- 12,484 - 12,484
706,758 216,665 43623 967,046
28,583 8,893 82,714 121,190
25,000 - 17,077 42 077
- - (7,077) {7,077}
25,000 - 10,000 35,000
54,583 8,893 82,714 156,190
140,985 300,209 559,369 1,000,573
$ 195,578 $ 309,102 $ 652,083 % 1,156,763
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CITY OF CARSON CITY
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2007

Net changes in fund balances - total governmental funds $ 156,190

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

Governmental funds report capital outlays as expenditures. However, in the
statement of activities, the cost of those assets are allocated over their estimated
useful lives and reported as depreciafion expense.

Add - capital outlay 195,978
Deduct - depreciation expense {67,081}

Special assessments receivable are long-term in nature and are collectable over several
years. However the current receipts are refiected as revenues on the fund statements.

Deduct - special assessment receipts {1,187}
Bond or note proceeds provide current financial rescurces to governmenta! funds in the period
issued, but issuing notes increases long-term tiabilities in the statement of net assets.
Repayment of bond or note principal is an expenditure in the governmental funds, but the
repayment reduces long-term liabifities in the statement of net assets.

Add - principal payments on notes payable 21,000

Some expenses reported in the statement of activities do not require the use of current
financial resources and therefore are not reported as expenditures in the funds.

Deduct - changes in compensated absences {7,871}
Add - changes in accrued interest 163

An internal service fund is used by management to charge the costs of certain services
to individua! governmental funds. The net assets of this fund are reported with
governmental activities.

Add - income from governmental activities in the internal service fund 5,646

Change in net assets of governmental activities $ 302,748

The accompanying notes are an integrat part of these financial statements.
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CITY OF CARSON CITY

GENERAL FUND

STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL

FOR THE YEAR ENDED JUNE 30, 2007

Variance
Budget Amounts Actual Positive
Original Final Amount {Negative}
Revenues
Taxes and special assessments $ 337,050 % 337,050 3 348,025 $ 10,975
Intergovernmental 141,800 141,800 252 128 110,328
Fees and service charges 50,116 50,141 50,186 55
Reimbursements - - 47684 47 684
Interest 21,000 21,000 13,770 (7,230)
Misceilaneous 11,325 5,300 24,638 18,238
Total revenues 561,291 555,281 736,341 181,050
Expenditures
Current
Legislative 112,228 84,256 83,913 343
General government 157,448 158,454 157,567 887
Public safety 162,644 176,029 170,453 5,578
Public works 110,898 93,601 252,855 (159,354}
Recreation and culture 43074 40,450 41,870 {1,420}
Total expenditures 588,291 552,790 706,758 {163,868)
Revenues over {under) expenditures (25,000} 2,501 29,683 27,082
Other financing sources (uses)
Transfers in 25,000 25,000 25,000 -
Transfers out - - - -
Total other finangcing sources {(uses) 25,000 25,000 25,000 -
Net changes in fund balance - 27,501 54,583 27,082
Fund balance, beginning of year 140,995 140,885 140,995 -
Fund balance, end of year $ 140,985 § 168,496 % 1855678 $ 27,082

The accompanying notes are an integral part of these financial statements.
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CITY OF CARSON CITY

LIBRARY FUND

STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL

FOR THE YEAR ENDED JUNE 30, 2007

Variance
Budget Amounts Actual Positive
Original Final Amount {Negative}
Revenues
Taxes $ 87000 $ 85000 $ 99934 $ 14,934
Intergovernmentat
State shared 8.000 5,000 4,358 {642)
Penal fines 84,000 80,550 80,550 -
Fees and service charges 10,000 14,300 20,307 6,007
Contributions - 5,983 6,228 245
interest 5,500 12,800 14,181 1,281
Total Revenues 184,500 203,733 225,558 21,825
Expenditures
Current
Recreation and culture 178,500 174,782 183,181 {8,399)
Debt service
Principal 28,000 21,000 21,000 -
Interest 8,500 12,485 12,484 1
Total expenditures 213,000 208,267 216,685 (8,388)
Net changes in fund balance {18,500) (4,534) 8,893 13,427
Fund balance, beginning of year 300,208 300,209 300,208 -
Fund balance, end of year $ 281,708 % 205675 $ 309,102 % 13,427

The accompanying notes are an integral part of these financial statements.
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CITY OF CARSON CITY

PROPRIETARY FUNDS
STATEMENT OF NET ASSETS
JUNE 30, 2007
Governmental
Activities
Enterprise Internat
Business-Type Activities Fund Service
Assets Sewer Water Total Eund
Current assets
Cash and cash equivalents $ 381,181 § 424 388 $ 815,548 § 118,724
Investments 768,122 261,196 1,029,318 191,245
Accounts receivable 36,983 37,884 74 8687 -
Totai current assets 1,196,266 723,468 1,918,734 307,869
Capital assets
Land 14,475 - 14,475 3,896
Buildings - 80,576 80,576 58,875
Plant, mains and equipment 2,345,125 3,955,176 6,300,301 409,480
Accumulated depreciation (821,892} (571,233) (1,393,125} {424,923}
Net capital assets 1,537,708 3,464,519 5,002,227 47,408
Total assets 2,733,974 4,187,987 6,921,961 355,377
Liabilities
Current liabilities
Accounts payable and accrued liabilities 2,501 12,451 14,952 976
Current portion of long-term debt - £§5.000 85,000 -
Total current liahilities 2,501 77,451 78,852 976
Leng-term ligbilities
Compensated absences 14,789 14,789 29,578 -
Loans payable - 1,535,000 1,535,000 -
Customer deposits 651 577 1,228 -
Total long-term liabilities 15,440 1,550,366 1,665,806 -
Total liabilities 17,941 1,827,817 1,645,758 976
Net assets
Investment in capital assets net of related debt 1,537,708 1,928,519 3,467,227 47 408
Unrestricted 1,178,325 630,651 1,808,976 306,993
Total net assets $ 2,718,033 $ 2,580,170 $ 5,276,203 % 354,401

The accompanying notes are an integral part of these financial statements.
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CITY OF CARSON CITY

PROPRIETARY FUNDS
STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN NET ASSETS

FOR THE YEAR ENDED JUNE 30, 2007

Governmental
Activities
Enterprise Internal
Business-Type Activities Fund Service
Sewer Water Total Fund

Operating revenue

Charges for services $ 361,486 $ 363206 $ 7248692 $ 65,033
Operating expense

Salaries and wages 105,782 97,292 203,074 9,301

Supplies 30,141 20,222 50,363 14,036

Professional services 15,831 25,568 41,398 973

insurance and bonds 13,161 13,161 26,322 -

Utilities 16,888 28,307 45,186 -

Equipment rentals 28,164 16,007 45171 1,427

Repair and maintenance 1,117 15,826 28,943 23,150

Depreciation 42432 78,646 118,078 23,381

Miscellanecus 1,833 4,266 6,088 -
Total operating expense 266,350 297,285 563,645 72,268
Operating income {loss) 95,138 65,911 161,047 {7,235}
Non-operating revenue (expense)

Interest income 47,498 24,324 71,822 12,881

Interest expense - {32,342} {32,342} -
Total non-operating revenue {(expense) 47,498 (8,018) 38,480 12,881
Income {loss) before transfers 142,634 57,883 200,527 5,646
Transfers

Transfers in - 45,222 45,222 -

Transfers out {65,222} (15,000} (80,222} -
Total transfers (65,222) 30,222 (35,000 -
Changes in net assets 77,412 88,115 165,527 5,646
Net assets, beginning of year 2,638,621 2,472 085 5,110,676 348,755
Net assets, end of year $ 2716033 $ 2560170 $ 5276203 § 354,401

The accompanying notes are an integral part of these financial statements.
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CITY OF CARSON CITY

PROPRIETARY FUNDS
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED JUNE 30, 2007

Governmental
Activities
Enterprise [nternal
Business-Type Activities Fund Service
Sewer Water Tofal Fund
Cash flows from operating activities
Receipts from internat services provided $ - 8 - 3 - % 65,033
Receipts from customers angd users 353291 36381 717,102 -
Payments to employees {104,155} {95,665} {158,820) {9.301}
Payments to suppiiers {118,508} {123,282} {241,791} (38,684}
Net cash provided by {used in) operating activities 130,627 144,564 275,481 16,848
Cash flows from non-capital financing activities
Transfers in - 45222 45,222 -
Transfers out (65,222} {15,000) {80,222) -
Net cash provided by {used in} non-capital
financing activities (85,222) 30,222 {35,000} -
Cash flows from capital and related financing activities
Proceeds of loan - 100,655 100,655 -
Interest expense - {32,342) {32,342} -
Acquisitions of capital assets - {94,984) (94,584) {7,985}
Net cash provided by {used in) capital and related
financing activities - {26,671) {26.671) {7,985}
Cash flows from investing activities
Purchases of investments {30,328) {9,6786) {40,004) {5,508}
Interest income 47 498 24,324 71822 12,881
Net cash provided by (used in} investing activities 17,170 14,648 31,818 8,372
Net increase {decrease) in cash and cash equivalents 82,575 163,063 245838 15,235
Cash and cash equivalents, beginning of year 308,586 261,325 569,911 101,488
Cash and cash equivalents, end of year $ 361,161 % 424388 § 815549 § 116,724
Cash flows from operating activities
Operating income {loss} % 895,136 § 65911 % 161,047 $ {7,235)
Adjustments to reconcile operating income
to net cash provided by (used in) operating activities
Depreciation 42,432 76,646 119,078 23,381
Change in operating assets and liabilities
which provided (used) cash
Accounts receivable {8,195} 805 {7,590 -
Accounts payable and accrued liabilities (423) - {423} 702
Compensated absences 1,627 1,627 3,254 -
Customer deposits 50 75 125 -
Net cash provided by {used in) operating activities $ 130,627 % 144,864 % 275491 § 16,848

The accompanying notes are an integra! part of these financial stateg?nts.



CITY OF CARSON CITY

FIDUCIARY FUNDS
STATEMENT OF NET ASSETS

JUNE 30, 2007

Employees
Retirement Agency
System Fund
Assets
Cash and cash equivalents $ 63,869 22,515
Investments
US government securities funds 78,704 -
Bond funds 138,377 -
Mutual funds 389,107 -
Other 40,042 -
Total assets 710,099 22,515
Liabilities
Accounts payable - 7,811
Due to other governments - 14,704
Total liabilities - 22,515
Net assets
Held in trust for pension benefits 710,698
Total net assets $ 710,089

The accompanying notes are an integral part of these financial statements.
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CITY OF CARSON CITY

EMPLOYEES RETIREMENT SYSTEM
STATEMENT OF CHANGES IN NET ASSETS

FOR THE YEAR ENDED JUNE 30, 2007

Employees
Retirement
System
Additions
Contributions:
Employer $ 30,318
Investment income 66,959
Total Additions 87277
Deductions
Distributions, expenses and benefit payments 5,503
Net increase (decrease) 91,774
Net assets, Beginning of year 618,325
Net assets, end of year 3 710,099

The accompanying notes are an integrai part of these financial statements.
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CITY OF CARSON CITY
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting poficies of the City of Carson City, Michigan {the "City") conform to generaily
accepted accounting principles as applicable to governments. The following is a summary of the
significant policies.

Reporting Entity

As required by generally accepted accounting principles, the financial statements of the reporting
entity include those of the City of Carson City. There are no component units to be included. The
criteria for including a component unit include significant operationat or financiat reiationships with the
City.

Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of
activities) report information on all of the nonfiduciary activities of the primary government. For the
most part, the effect of interfund activity has been removed from these statements. governmental
activities, which normally are supported by taxes and intergovernmental revenues, are reporied
separately from business-type activities, which rely to a significant extent on fees and charges for
support.

The statement of activities demonstrates the degree to which the direct expenses of a given function
or segment is offset by program revenues. Direct expenses are those that are clearly identifiable with
a specific function or segment. Program revenues include (1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given function or
segment and (2) grants and contributions that are restricted to meeting the operational or capital
requirements of & particular function or segment. Taxes and other items not properly included among
program revenues are reported instead as general revenues.

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

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting, as are the proprietary fund and fiduciary fund financial
statements, except for agency funds which do not have a measurement focus. Revenues are
recorded when earned and expenses are recorded when liability is incurred, regardless of the timing
of related cash flows. Property taxes are recognized as revenues in the year for which they are
levied. Grants and similar items are recognized as revenue as scon as all eligibility requirements
imposed by the provider have been met.
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CITY OF CARSON CITY
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2007

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as soon
as they are both measurable and available. Revenues are considered to be available when they are
collectible within the current period or soon enough thereafter to pay liabilities of the current period.
For this purpose, the government censiders revenues to be available if they are coilected within 60
days of the end of the current fiscal period, except for penal fines which are recognized when
received and reimbursement-based grants which use cne year. Expenditures generally are recorded
when a liability is incurred, as under accrual accounting. However, debt service expenditures, as well
as expenditures related to compensated absences and claims and judgments, are recorded only
when payment is due.

Property taxes, state revenue, licenses, and interest associated with the current fiscai pericd are all
considered to be susceptible to accruatl and so have been recognized as revenues of the current
fiscal period. Only the portion of special assessments receivable due within the current fiscal peried is
considered to be susceptibie to accruai as revenue of the current period. All other revenue items are
considered to be measurable and available only when cash is received by the government.

The City reports the following major governmental funds:

The General Fund is the general operating fund of the City. 1t is used to account for all financial
resources, except those required to be accounted for in another fund.

The Library Fund accounts for the operations of the City library. This fund is primarily funded
through a county-wide tax levy and penal fines.

The City reports the following major proprietary funds:

The Sewer Enterprise Fund is used to account for the operations of the City's sewer department
that provides sewer services to most residents of the City on a user charge basis.

The Water Enterprise Fund is used to account for the operations of the City's water department
that provides water services to most residents of the City on a user charge basis.

Additianally, the City reports the following fund types:

The Special Revenue Funds are used to account for the proceeds of specific revenue sources
that are legally restricted to expenditures for specified purposes.

The Debt Service Fund is used to account for the accumulation of resources for, and payment of,
long-term debt principal, interest, and related costs. The City maintains one Debt Service Fund.

The Internal Service Fund is used to account for the financing of goods or services by the City
which are provided to other departments and funds or to other governmental units on a cost
reimbursement basis. The City maintains one internat Service Fund for motor pooi operations.

The Trust and Agency Funds are used to account for assets held in a trustee or agency capacity

on behalf of outside parties, including other governments. These include a pension trust and two
agency funds.
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CITY OF CARSON CITY
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2007

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed by both the government-wide and proprietary fund financial statements to the
extent that those standards do not conflict with or contradict guidance of the Governmental
Accounting Standards Board.

Government resources are aliocated to and accounted for in individual funds based upon the
purposes for which they are to be spent and the means by which spending activities are controlled.

When both restricted and unrestricted resources are available for use, it is the government’s policy to
use restricted resources first, then unrestricted resource as they are needed.

Budgets and Budgetary Accounting

Comparisons to budget are presented for General and Special Revenue Funds. The City follows
these procedures in establishing the budgetary data refiected in the financial statements:

1. Prior to June 1, the City Administrator submits to the City Council a proposed operating budget
for the fiscal year commencing the following July 1. The operating budget is adopted by activity.

2. Public hearings are conducted to obtain taxpayer comments.
3. Prior to July 1, the budget is fegally enacted through passage of a resclution.

4. Formal budgetary integration is empioyed as a management control device during the year for all
funds except Trust and Agency Funds.

5. Budgets for the General and Special Revenue Funds are adopted on a basis consistent with
generally accepted accounting principles {GAAP).

8. Adoption and amendments of ali budgets used by the City are governed by Public Act 621. The
appropriations ordinances are based on the projected expenditures budget of the department
heads of the City. Any amendment to the original budget must meet the requirements of Public
Act 621. The City did amend its budget for the year ended June 3G, 2007. Any revisions that alter
the total expenditures of any fund must be approved by the City Council.

Budgets for expenditures are adopted on an activity basis. Budgeted amounts are as originaily
adopted, or as amended, by the City Council.

Deposits and Investments
The City's cash and cash equivalents are considered o be cash on hand, demand deposits, and

short-term investments with original maturities of three months or less from the date of acquisition. All
investments are recorded at fair value.
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CITY OF CARSON CITY
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2007

Statutory Authority
State statutes authorize the City to investin:

a. Bond, securities, other obligations and repurchase agreements of the United States, or an
agency or instrumentality of the United States.

b. Certificates of deposit, savings accounts, deposit accounts or depository receipts of a
qualified financial institution.

¢. Commercial paper rated at the time of purchase within the two highest classifications
established by not less than two standard rating services and that matures not more than 270
days after the date of purchase.

d. Bankers acceptances of United States banks.

e. Obligations of the State of Michigan and its political subdivisions that, at the time of purchase
are rated as investment grade by at lease one standard rating service.

f  Mutual funds registered under the Investment Company Act of 1940 with the authorily to
purchase only investment vehicles that are legal for direct investment by a public corporation.

g. External investment pools as authorized by Public Act 20 as amended through 12/31/97.
Due to and Due from Other Funds

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

Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets (e.g., roads,
bridges, sidewalks, and similar items), are reported in the governmental and business-type activities
column in the government-wide financial statements.

Capital assets are defined by the government as assets with an initial, individual cost of more than
$2,500 and an estimated useful life in excess of two years. Such assets are valued at cost where
historical records are available and at an estimated historical cost where no historical records exist.
Donated capital assets are valued at their estimated fair market value on the date received. The
amount reported for infrastructure includes only assets added since 2004.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially
extend asset lives are not capitalized. Improvements are capitalized and depreciated over the
remaining useful lives of the related capital assets, as applicabie.

No interest expense has been capitalized on capital assets reported in proprietary funds.
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CITY OF CARSON CITY
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2007

Depreciation on capital assels (including infrastructure), is computed using the straight-line method
over the following estimated useful lives:

Years
Buildings and Systems 5-65
Machinery and Equipment 315
Vehicles 5
tnfrastructure 50

Deferred Reveniue

Governmental funds report deferred revenue in connection with receivables for revenues that are not
considered to be available to liquidate Habilities of the current period or for resources that have been
received, but not yet earned. At the end of the current fiscal year, deferred revenue reported in the
governmental funds consisted of amounts received from private sources to be used for City parks.

Property Taxes

City property taxes are attached as an enforceable tien on property as of July 1. Taxes are levied July
1 and are due without penaity on or before August 31. These summer tax bills include the City's own
property taxes. Real property taxes not collected as of March 1 are turned over to Montcatm County
for collection, which advances the City 100% for the delinquent real taxes. Collection of delinquent
personal property taxes remains the responsibility of the City Comptroller,

Property taxes levied in July of each year are recognized as revenue in that year.
Grants and Other intergovernmental Revenues

Grants and assistance awards made on the basis of entiflement periods are recorded as
intergovernmental receivables and revenue when entitlement occurs. Reimbursement-type grants are
recorded as intergovernmental receivables and revenues when the related expenditure/expenses are
incurred.

Interfund Transactions

Quasi-externa! transactions are accounted for as revenues, expenditures, or expenses. Transactions
that constitute reimbursements to a fund for expenditures/expenses initially made from it that are
properly applicable to another fund, are recorded as expenditures/expenses in the reimbursing fund
and as reductions of expendituresiexpenses in the fund that is reimbursed. All other interfund
transactions, except quasi-external transactions and reimbursements, are reported as transfers.



CITY OF CARSON CITY
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2007

Compensated Absences

Under contracts and employee policy, employee groups and individual employees have a vested right
to receive payments for unused vacation penefits under formulas and conditions specified in the
contracts. Accumulated vacation time of governmental funds is recorded on the statement of net
assets and not on the governmental fund balance sheets because it is not expected to be liquidated
with expendable available financial resources. Amounts accumulated for proprietary funds are
reported on the statements of net assets of the individual enterprise funds.

Long-Term Qbligations

In the government-wide financial statements and proprietary fund types in the fund financial
statemnents, the Jong-term debt and other long-term obligations are reported as liabilities in the
applicable governmentai activities, business-type activities, or proprietary fund type statement of net
assets. For new bond issuances after the implementation of GASE Statement No. 34, bond premiums
and discounts, as well as issuance costs, are deferred and amortized over the life of the bends using
the straight-ine method which approximates the effective interest method. Bonds payable are
reported net of the applicable bond premium or discount. In the fund financial statemenis,
governmental fund types recognize bond premiums and discounts, as well as bond issuance costs,
during the current period. The face amount of debt issued is reported as other financing sources.
Premiums received on debt issuances are reported as other financing sources. lssuance costs,
whether or not withheld from the actual debt proceeds received, are reported as debt service
expenditures.

Pension Trust

The Pension Trust Fund statement of net assets and statement of changes in net assets are
presented as of and for the plan year end of April 30, 2007,

Risk Management

The City is exposed to various risks of loss related to torts; theft of, damage 1o, and destruction of
assets: errors and omissions; injuries to employees; and natural disasters. During the year ended
June 30, 2007, the City carried commercial insurance to cover risks of losses. The City has had no
settied claims resulting from these risks that exceeded their commercial coverage it any of the past
three fiscal years.
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CITY OF CARSON CITY
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2007

2. EXCESS OF EXPENDITURES OVER APPROPRIATIONS IN BUDGETARY FUNDS

PA. 621 of 1678, as amended, provides that a local unit shall not incur expenditures in excess of the
amount appropriated.

In the body of the financial statements, the City's actual expenditures and budgeted expenditures for
the budgetary funds have been shown at the functional level. The approved budgets of the City for
these budgetary funds were adopted at the activity level. During the year ended June 30, 2007, the
City incurred expenditures in certain budgetary funds which were in excess of the amounts
appropriated as follows:

Variance
Budget Actual {Unfavorable}

General Fund
General Government

Election commission $ 2,521 $ 2641 $ {120

Assessor 15,085 15,1186 {21)
Public Works

Department of public works 93,601 252,955 {158,354)
Recreation and Culfure

Parks 40,450 41,870 {1,420)
Special Revenue Funds
Library Fund

Library 174,782 183,181 {8,399)
Major Street Fund

Winter maintenance 2,943 3,007 (64)
Locai Street Fund

Routine maintenance 4532 4 907 (375)

Winter maintenance 2,574 2,637 {63)

3. DEPOSITS AND INVESTMENTS

The captions on the financial statements relating to cash and cash equivaients are as follows:

Business-
Governmental type Fiduciary
Activities Activities Activities Total
Cash and cash equivalents $ 989656 $ 815549 $ 86,384 $1,891589
Investments 552,301 1,029,318 846,230 2,227,849

$1,541,957 $1,844,867 $732,614  $4,119,438

These deposits are in three financial institutions located in Michigan. State policy limits the
Treasurer's investing options to financial institutions jocated in Michigan. All accounts are in the
name of the City and a specific fund or common account. They are recorded in City records at fair
value. The City chooses to disclose its investments by specifically identifying each. As of year-end,
the City had the following deposits and investments.
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CITY OF CARSON CITY
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2007

Investments
Pension Trust Fund Maturity Fair Value Rating Source
Capital World Growth and Income Fund N/A $112,001 3 Morningstar
Income Fund of America N/A 277,106 4 Morningstar
Bond Fund of America N/A 138,377 4 Marningstar
U.8. Government Securities Fund N/A 78,704 2 Meorningstar
CSV Life Insurance N/A 40,042 N/A

The above investments do not include certificates of deposit which are included in the investment
caption on the financial statements as their original maturity date is greater than three months.

Investment and deposit risk

Interest Rate Risk. State law jimits the aliowable investments and the maturities of some of the
ailowable investments as identified in Note 1 of the summary of significant accounting policies. The
City's investment policy does not have specific limits in excess of state law on investment maturities
as a means of managing its exposure to fair value losses arising from increasing interest rates. The
maturity date for each investment is identified above for investments held at year-end.

Credit Risk. State law limits investments to specific government securities, certificates of depesits and
bank accounts with qualified financial institutions, commercial paper with specific maximum maturities
and ratings when purchased, bankers acceptances of specific financial institutions, qualified mutual
funds qualified external investment pools as identified in Note 1 of the summary of significant
accounting policies. The investment policy does not have specific limits in excess of state law on
investment credit risk. The rating for each investment is identified above for investments held at year
end.

Custodial Credit Risk - Deposits. Custodial credit risk is the risk that in the event of a bank failure, the
City's deposits may not be returned. As of year-end, $3,130,166 of the City's bank balance of
$3,430,168 was exposed to custodial credit risk because it was uninsured and uncgllateralized.

Custodial Credit Risk - Investments. For an investment, custodial credit risk is the risk that, in the
event of the failure of the counterparty, the City will not be able to recover the value of its investments
or collateral securities that are in the possession of an outside party. State law does not require and
the City does not have a policy for investment custodial credit risk. Of the above $6846,230 of
investments, $40,042 represents the cash surrender value of life insurance and $606,188 is invested
in mutual funds. Of the above mutual fund investments the City's custodial credit risk exposure
cannot be determined because the mutual funds do not consist of specifically identifiable securities.

Concentration of Credit Risk. State law limits allowable investments but does not limit concentration
of credit risk as identified in Note 1 of the summary of significant accounting policies. The City's
invesiment policy does not have specific limits in excess of state law on concentration of credit risk.
More than 5 percent of the City's investments are in mutual funds which are exempt from
concentration of credit risk disclosure. All investments held at year-end are reported above.
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4, CAPITAL ASSETS

Capital asset activity for the year was as foilows:

Governmental Activities
Capital assets, not being depreciated
Land
Construction in Progress
Total capital assets, not being depreciated
Capital assets, being depreciated
Building and improvements
Furniture and equipment
Motor pool equipment
Motor vehicles
Infrastructure
Total capital assets, being depreciated
Less accumuiated depreciation for:
Building and improvements
Furniture and equipment
Motor pool equipment
Motor vehicles
Infrastructure
Total accumulated depreciation
Net capital assets, being depreciated
Governmental Activities capital assets, net

Business-type Activities
Capital assets, not being depreciated
Land
Construction in Progress
Total capital assets, not being depreciated
Capital assets being depreciated
Buildings and improvements
Mains and equipment
Total capital assets, being depreciated
Less accumulated depreciation for:
Buildings and imprevements
Mains and equipment
Total accumulated depreciation
Net capital assets, being depreciated
Business-type Activities capital assets, net

Balance Balance

July 1, June 30,

2005 Additions Deletions 2007
$ 158,996 $ 13,000 $ - % 171,096
158,996 13,000 - 171,896
1,262,867 - - 1,262,967
628,258 - - 628,258
401,475 7,885 - 408,460
565,796 - - 565,796
143,068 182,978 - 326,046
3,001,564 180,863 - 3,992,527
516,994 13,479 - 630,473
386,803 22,795 - 409,398
342,667 23,381 - 386,048
248,231 23,940 - 272,171
7,154 6,847 - 14,001
1,601,648 890,442 - 1,692,091
1,398,815 100,521 1,500,438
$1,558,911 $ 113,521 $ - $1,872432
$ 14475 % - % - $ 14475
1,555,524 - 1,555,524 -
1,568,999 - 1,655,624 14,475
80,576 - - 80,576
4,548,705 1,653,586 - 6,300,301
4727281 1,653,596 - 8,380,877
17,443 1,947 - 19,380
1,258,604 117,131 - 1,373,735
1,274,047 119,078 - 1,393,125
3,453234 1,534,518 ~ 4087752
$5,023,233 $1,534,518 $1,555,524 $5,002,227
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Depreciation expense was charged to functions/programs of the primary government as follows:

Governmental Activities

General government $ 4,669
Public safety 28,407
Public works 20,398
Culture and recreation 12,587

Capital assets heid by the governments internal service
funds are charged to the various functions based on
their usage of the assets 23,381
Total depreciation expense - governmental activities $ 90,442

Business-type Activities

Sewer $ 42,432
Water 78,646
Total depreciation expense - business- type activities $ 119,078

5. INTERFUND TRANSACTIONS

Transfers in and out for the year ended June 30, 2007 are as follows:

Transfers in
General Non-Major Water
Transfers out: Fund Funds Eund Total
Non-major Funds $ - $ 7,077 $ - $ 7,077
Sewer 15,080 5,000 45,222 65,222
Water 10,000 5,000 - 15,000
$25,000 $17,077 $45,222 $87,299

Transfers are used to allocate administrative costs and move revenues from the fund that is required
to collect them to the fund that is required or allowed to expend them.

6. DEFINED BENEFIT PENSION PLAN
Plan Description
The City contributes to the City of Carson City Pension Plan, a single employer contributory defined
benefit pension pian. All fuil-time employees over the age of 21 are eligible to participate in the Plan

after one year of service.

Membership of the Plan consists of one terminated participant not yet receiving benefits and nine
active plan members at the date of the latest actuarial valuation (May 1, 2002).
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Basis of Accounting

The financial statements of the Plan are prepared using the accrual basis of accounting. Plan
member contributions to the Plan are recognized when due and the employer has made a formal
commitment to provide the contributions. Benefits and refunds are recognized when due and payabie
in accordance with the terms of the Plan.

Method Used to Vaiue Investments
Investments are reported at fair value.
Benefits Provided

Employees who retire at age 65 (normai retirement) with 3 or more years of service or at age 55 with
10 or more years of service are entitled to retirement benefits payable monthiy. Normal retirement
benefits are equal to 1.2% per year of service times the highest 5 year average saiary over the 10
years prior to retirement. Benefits vest 20% per year after three years (100% after seven years). The
accrued retirement benefit is actuarially reduced for each year by which early retirement precedes
normai retirement. The Plan also provides for death benefits.

Contributions

The City has responsibility for making actuarially determined contributions to the Plan. Employees are
not required to contribute to the Plan. The funding objective of the Plan is to establish and receive
contributions, expressed as a percentage of active member payroll, which will remain approximately
level from year to year and will not have to be increased for future generations of citizens. The
contribution rate for normal cost is determined using an “individuat spread gain” actuarial cost method
and, further, follows the “tevel contribution method” as required by Michigan law. The actuariai
assumptions are the same as used to compute the standardized measure of the Net Pension
Obligation. The plan provisions and confribution requirements of plan members and the City are
established and may be amended by City Council. The City is required to contribute at an actuarially
determined rate: the current rate is 12.0% of annual covered payroll.

Annual Pension Cost and Net Pension Obligation
The City’s annual pension cost and net pension obligation for the current year were as follows:

Annual required contribution (equal to annual pension cost) $ 30,318
Contributicns made (30,318)

Increase (decrease) in net pension cbligation -
Net pension obligation beginning of year -

Net pension obligation end of year $ -
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The annual required contribution for the current year was determined as part of the May 1, 2002
actuarial valuation using the entry age actuarial cost method. The actuarial assumptions included (a)
7% pre-retirement and 5% post retirement investment rate of return {net of administrative expenses)
and (b) projected salary increases ranging from 4% per year. Both (a) and (b} included an inflation

component of 0%.
Three-Year Trend information
Fiscal Year Annual Pension Percentage of APC Net Pension
Ending Cost (APC} Contributed QObligation
6/30/05 30,815 100% $ -
£/30/06 28,431 100% -
6130107 30,318 100% -

A separate financia! report of the Plan has not been issued.

7. LONG-TERM DEBT

The following is a summary of the debt transactions of the City for the year ended June 30, 2007.

Due
Balance Balance Within
July 1, June 30, One
2006 Additions Deletions 2007 Year
Gavernmental Activities
$300,000, note to ACI Finance, Series 2000.
Payments due in annual installments of
$17,000 to $33,000 through May 1, 2016,
interest at 4.68% $ 264,000 $ - $(21,000) $ 243000 $22,000
Accrued employee benefits 60,5632 7,871 - 68,503 -
Total Governmental Activities 324,532 7,971 {21,000) 311,503 22,000
' Business-type Activities
Drinking Water Revolving Fund Loan.
Payments due in annual installments of
$865,000 to $95,000 through 2027; interest at
2.125% 1,499,345 100,655 - 1,800,000 65,000
Accrued employee benefits 26,324 3,254 - 29,578 -
Total Business-type Activities 1,625,669 103,809 - 1629578 65,000
Total $1,850,201 $111,880 $(21,000) $1,841,081 _$ 87,000
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The annual requirements to amortize all debt outstanding (excluding accrued employee henefits) as
of June 30, 2007 are as follows:

Year Ended Governmental Activities Business-type Activities
June 30 Principal Interest Principal Interest
2008 $ 22,000 $ 11,372 $ 65000 $ 33,335
2008 23,000 10,343 65,000 31,928
2010 24,000 8,268 70,000 30,494
2011 25,000 8,143 70,000 29,006
2012 26,000 6,873 70,000 27,518
2013-2017 123,000 14,788 375,000 114,378
2018-2022 - - 420,000 72,250
2023-2027 - - 465,000 25,021
Total $ 243,000 $ 60,885 $1,600,000 $ 363,931
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CITY OF CARSON CITY

REQUIRED SUPPLEMENTARY INFORMA TION

SCHEDULE OF FUNDING PROGRESS

Actuarial Actuarial Actuarial Unfunded Percentage of
Valuation Value of Accrued AAL Funded Covered Covered
Date Assets Liability (AAL} {UAAL) Ratio Payroll Payroli
5/1/1994 $ 280,896 § 284,806 § (4,000} 1.42% $ 277,398 -1.44%
5{1/1985 296,274 215,347 80,827 27.31% 222,759 36.33%
51718986 304,041 235778 68,262 22.45% 214,870 3M.77%
5/111997 358,147 262,754 95,393 26.64% 237,511 40.15%
5/1/1998 448 622 292 918 155,704 34.71% 240,222 64.82%
5111989 561,309 440,021 121,288 21.61% 220,810 54.93%
51112000 594,942 496,426 98,516 16.56% 256,773 38.37%
51112002 492,776 415,483 77,293 15.69% 262,085 29.49%

SCHEDULE OF EMPLOYER CONTRIBUTIONS

Year Ended Annual required Actual Percent
April 30 Contribution Contribution Contributed
1998 $ 23,753 3 23,753 100%
1999 23,270 23,270 100%
2000 28,330 28,330 100%
2001 25,279 25,278 100%
2002 27,416 27,416 100%
2003 23,704 23,704 100%
2004 26,840 26,840 100%
2005 30,815 30,815 100%
2006 28,431 28,431 100%
2007 30,318 30,318 100%
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CITY OF CARSON CITY
GENERAL FUND
SCHEDULE OF REVENUES
BUDGET AND ACTUAL

FOR THE YEAR ENDED JUNE 30, 2007

Variance
Budget Amounts Actual Positive
Griginal Final Amount (Negative)
Revenues
Taxes
Property taxes $ 337050 % 337,050 % 348025 $ 10,975
Intergovernmental revenues
Federal grants - - 110,828 110,829
State shared revenues 141,800 141,800 141,289 (501)
Total intergovernmental revenues 141,800 141,800 252 128 110,328
Fees and service charges
Fire contracts 28,218 28216 28,102 {114)
Rent 21,300 21,400 21,323 {77}
Licenses and permits 100 25 108 83
Court costs 500 500 663 183
Total fees and service charges 50,116 50,141 50,196 55
Reimbursements - - 47,684 47,684
Interest 21,000 21,000 13,770 {7,230)
Miscellaneous 11,32% 5,300 24,538 19,238

Total Revenues

$ 561,291 % 555291 § 736,341 § 133,366
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CITY OF CARSON CITY
GENERAL FUND

SCHEDULE OF EXPENDITURES
BUDGET AND ACTUAL

FOR THE YEAR ENDED JUNE 30, 2007

Variance
Budget Amounts Actual Positive
Original Finatl Amount {Negative}
Expenditures
Current
Legislative
City Council $ 112,229 % 84256 $ 83913 § 343
General government
City Administrator 38,996 36,129 36,083 66
Election Commission 3,344 2,521 2,641 {120}
Assessor 16,200 15,005 15,116 (21)
Comptroller 89,856 104,708 103,747 862
Rentai 1,050 - - -
Storm Sewer 2,000 - - -
Master Plan 8,000 - - -
Total general government 157 446 158,454 157,667 887
Public Safely
Police Department 127,514 144 560 140,881 3,689
Fire Department 35,130 31,469 29,562 1,807
Total public safety 162,844 176,029 170,453 5576
Public Works
Department of Public Works 110,888 93,601 252,855 (159,354}
Recreation and cuiture
Parks 43,074 40,450 41,870 {1,420}
Total expenditures $ 586,291 $ 552790 3 706,758 § {154,311)
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NONMAJOR GOVERNMENTAL FUNDS
COMBINING BALANCE SHEET

JUNE 30, 2007

Special Revenue

Major Local Compensated Debt
Street Street Absenges Service Total

Assetls

Cash and cash eguivatents $ 204916 & 131,038 $ 58,757 395,712

Investments 44 810 185 662 - 240,272

Due from other governments 11,696 4 559 16,255
Total Assets 3 261222 § 331,280 § 59,757 652,239
{_iabilities and fund balance
Liabilities

Accounts payable and accrued liabilities $ - % 156 % - 156
Fund balances

Unreserved

Undesignated 261,222 331,104 59,757 652 083

Total liabilities and fund halances $ 261,222 § 331,260 § 58,757 852 239




CITY OF CARSON CITY

NONMAJOR GOVERNMENTAL FUNDS
COMBINING STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES

FOR THE YEAR ENDED JUNE 30, 2007

Special Revenue

Major Local Compensated Debt
Street Street Absences Service Total
Revenues
Special assessments $ - % - 3 - 3% 1,182 % 1,182
State revenues 72,016 27,568 - - 93,576
Interest 11,120 12,824 1,835 - 25,578
Total Revenues 83,130 40,380 1.635 1,182 126,337
Expenditures
Current
(General government - - - -
Public safely - - - - -
Public works 11.586 7.544 - 19,130
Recreation and cultural - - - -
Capitat Outiay 24,493 - - - 24,493
Total Expenditures 36,079 7.544 - - 43,623
Revenues over {under} expenditures 47,051 32,845 1,635 4,182 82,714
Other financing sources (uses)
Transfers in - 7.077 10,000 - 17,077
Transfers out {7,077} - - - (7.077)
Total other financing sources (uses) {7,077) 7.077 10,000 - 10,000
Net changes in fund batances 39,974 39,923 14,635 1,182 §2.714
Fund balances (deficit), beginning of year 221,248 291,181 48,122 {1,182) 558,369
Fund balances, end of year $ 261222 § 331,104 $ 55757 % - % 652,083




CITY OF CARSON CITY

MAJOR STREET FUND
SCHEDULE OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL

FOR THE YEAR ENDED JUNE 30, 2007

Variance
Budget Amounts Actual Positive
Original Final Amount {Negative}
Revenues
State revenue $ 65,000 $ 72,072 § 72,010 $ {62)
Interest 1,700 8,400 11,120 1,720
Total Revenues 66,700 81,472 83,130 1,658
Expenditures
Current
Public works
Routine maintenance 6,827 7,865 7,629 238
Winter maintenance 4,367 2,943 3,007 (64}
State {runk line 13,594 250 950 -
Capital Qutlay
Construction 30,662 24 493 24,493 -
Total expenditures 55,450 36,251 36,079 172
Revenues over (under} expenditures 11,250 45,221 47,051 1,830
Other financing uses
Transfers out {11,250} {7,080} {(7.077) 3
Net changes in fund balance - 38,141 39,874 1,833
Fund balance, beginning of year 221,248 221,248 221,248 -
Fund balance, end of year $ 221,248 $ 259,388 $ 261,222 § 1,833
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LOCAL STREET FUND
SCHEDULE OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL

FOR THE YEAR ENDED JUNE 30, 2007

Variance
Budget Amounts Actual Positive
Original Final Amount {Negative}
Revenues
State revenue $ 26000 % 27,565 $ 27,566 $ 1
Interest 3,000 11,283 12,824 1,541
Total Revenues 29,000 38,848 40,380 1,542
Expenditures
Current
Public works
Routine maintenance 6,828 4532 4907 {375)
Wiinter maintenance 3,048 2574 2637 (83}
Capital Outlay
Construction 30,374 - - -
Total expendifures 40,250 7,106 7,544 {438)
Revenues over {under) expenditures {11,250) 31,742 32,845 1,104
Other financing sources
Transfers in 11,250 7,080 7,077 {3
Net changes in fund batance - 38,822 39,923 1,101
Fund balance, beginning of year 281,181 291,181 291,181 -
Fund balance, end of year $ 201181 $ 330,003 % 331,104 $ 1,101
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COMPENSATED ABSENCES FUND
SCHEDULE OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCE

FOR THE YEAR ENDED JUNE 30, 2007

BUDGET AND ACTUAL

Revenues
Interest

Expenditures
Current
General Government

Revenues over {under) expenditures

Other financing sources
Transfers in

Net changes in fund balance

Fund balance, beginning of year

Fund balance, end of year

Variance
Budget Amounts Actual Positive
Originat Final Amount {Negative}
$ - % 1278 % 1635 % 357
- 1,278 1,635 357
10,000 10,000 10,000 -
10,000 11,278 11,635 357
48,122 48,122 48,122 -
3 58,122 % 50,400 % 58757 % 357
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CITY OF CARSON CITY

ALL AGENCY FUNDS
COMBINING BALANCE SHEET

JUNE 30, 2007

Assets
Cash

Total assets

Liabilities
Accounts payable
Due to other governments

Total Liabilities

Agency Funds

Total

22,515

22,515

7,811
14,704

Imprest Tax
Payroll Trust
Fund Fund
$ 22515 %
3 22515 $
$ 7,811 §
14,704
$ 22515 %

22,515
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(PAs

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

July 26, 2007

Honorable Mayor and Members of the City Council
City of Carson City, Michigan

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund informatien of the City of Carson City,
Michigan, as of and for the year ended June 30, 2007, which collectively comprise the City of Carson
City’s basic financial statements and have issued our report thereon dated July 26, 2007, 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.

Internal Control Over Financial Reporting

in planning and performing our audit, we considered the City of Carson City's internal control over
financial reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinions on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the City of Carson City's internat control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the City of Carson City’s internal control over financial
reperting.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses. However, as discussed below, we
identified certain deficiencies in internal control over financial reporting that we consider to be significant
deficiencies.

A control deficiency exists when the design or operation of a control does not ailow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of control
deficiencies, that adversely affects the City of Carson City's ability to initiate, authorize, record, process,
or report financial data rejiably in accordance with generally accepted accounting principles such that
there is more than a remote likelihood that a misstatement of the City of Carson GCity's financial
statements that is more than inconsequential wilt not be prevented or detected by the City of Carson
City's internal control. We consider the deficiencies described in the accompanying schedule of findings
and responses to be significant deficiencies in internat control over financial reporting.

A material weakness is a significant deficiency, or combination of significant deficiencies, that resulis in

more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the City of Carson City's internal control.
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Our consideration of the internal control over financial reporting was for the {imited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in the internal control
that might be significant deficiencies and, accordingly, would not necessarily disclose all significant
deficiencies that are also considered to be material weaknesses. However, we believe that the significant
deficiencies described above are material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Carson City's financial statements
are free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinicn on compliance
with those provisions was not an objective of our audit, and accerdingly, we do not express such an
opinion. The results of our tests disclosed nc instances of noncempliance or other matters that are
required to be reported under Government Audiling Standards.

We noted certain matters that we repcried tc management of the City of Carson City, in a separate letter
dated July 28, 2007.

The City of Carson City’s responses to the findings identified in our audit are described in the
accompanying schedule of findings and responses. We did not audit the City of Carson City’s responses
and, accordingly, we express no opinion on them.

This repert is intended solely for the information and use of management, City Council, and federal

awarding agencies and pass-through entities and is not intended tc be and should not be used by anyone
other than these specified parties.

Chactold Fowfpion LY
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CITY OF CARSON CITY
SCHEDULE OF FINDINGS AND RESPONSES

FOR THE YEAR ENDED JUNE 30, 2007

Finding 2007-1

New auditing standards emphasize that management is responsible for establishing, maintaining, and
monitoring internat controts, and for the fair presentation in the financial statements of financial
position, results of operations, and cash flows, including the notes to the financial statements in
conformity with U.S. generally accepted accounting principles (GAAP) and that the auditor cannot be
a part of those internal controls.

We noted that the City was not recording entries necessary to prepare fund basis financial statements
on the modified accrua! basis of accounting or to prepare entity-wide financial statements on the
accrual basis of accounting.

Management response: We have determined that the cost of completing GAAP basis financial
statements outweighs the benefit and rely on our auditors to assist us with some of the required
entries and necessary disclosures.

Finding 2007-2
During the course of the audit, we noted that cash balances were being reconciled to a subsidiary

ledger rather than to the general ledger. This resuited in posting of significant entries to correct cash
between funds.

Management response: We have implemented procedures to begin this reconciliation process
effective with the July menth end closing.
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July 28, 2007

To the City Council and Management
City of Carson City

In planning and performing our audit of the financial statements of the City of Carsen City, for the
year ended June 30, 2007, we noted certain matters involving your operations which we wquld
Jike to bring to your attention. These matters were reviewed with management and we will review
these matters during future audits.

FIRE AUXILIARY {repeat comment}

During the current and previous audits we noted that the Carson City Fire Department Auxiliary
was not complying with the disbursement of funds requirements identified within their bylaws.
State law generally requires that the control and signatery authority over all accounts be with the
City Comptroller. We suggest that the City Comptroiler maintain control over the Auxiliary's
disbursement process as well as their depositery account balance as specified in the Auxiliary's
bylaws and State law.

PERSONNEL POLICY MANUAL

We noted the City does not have a comprehensive and current personnel policy manual. Your
manual should include such items as policies on employee honesty, conflicts of interest,
employment expectations, appropriate disciplinary actions etc. We recommend a comprehensive
manual be completed and adopted as soon as possible.

ACTUARIAL STUDY FOR PENSION PLAN

The pension plan has not completed a comprehensive actuarial study since 2002. An actuarial
study is required to determine the funded status of the Plan and the contributions required for
each year. There are also certain financial statement disclosures related to this study which may
not be accurate after 4 years, We further noted the Plan increased the benefit multiplier from
1.0% to 1.2% which will cause a significant increase in the benefit obligations of the Plan. We
recommend an actuarial study be completed as of May 1, 20607 and annually thereafter to closely
monitor the Plan as several key City employees near retirement.

We wouid like to thank the City Staff for their assistance during the annual audit. Their advanced
preparation and availability allowed for an efficient and effective audit process.

This report is intended solely for the information and use of the City Council and Management of
the City of Carson City, and is not intended to be and should not be used by anyone other than

these specified parties.
Sincerely,

Chaclaold Fugfhor LY
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