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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 pubtic 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 deposits/investments that comply with statutory requirements.

The local unit has no illegal or unauthorized expenditures that came to our attention as defined in the Bulletin 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 modified 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 audited 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.
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CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

INDEPENDENT AUDITOR'S REPORT

To the Board of the Department
of Public Works of St. Clair County
St. Clair, 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 Department of Public
Works of St. Clair County, Michigan, a component unit of St. Clair County, as of December 31, 2007 and
for the year then ended. These financial statements are the responsibility of the Department of Public
Works’ management. Our responsibility is to express opinions on these financial statements based on our
audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

As discussed in Note 1, the financial statements of the Department of Public Works of St. Clair County,
Michigan, are intended to present the financial position, and the changes in financial position and cash
flows, where applicable, of only that portion of the governmental activities, the business-type activities,
each major fund, and the aggregate remaining fund information of the County of St. Clair, Michigan, that
is attributable to the transactions of the Department of Public Works. They do not purport to, and do not,
present fairly the financial position of the County of St. Clair, Michigan, and the changes in its financial
position and its cash flows, where applicable, for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

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 Department of Public Works of St. Clair County,
Michigan as of December 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 Government Auditing Standards, we have also issued our report, dated April 4, 2008
on our consideration of the Department of Public Works of St. Clair County, Michigan’s internal control
over financial reporting and our tests of its compliance with certain provisions of laws, regulations,
contracts, grant agreements and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing, and not
to provide an opinion on the internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards, and should be
considered in assessing the results of our audit.

1979 Holland Avenue, Port Huron, Michigan 48060 (810) 984-3829 Fax (810) 984-8943



The accompanying management’s discussion and analysis on pages 3 - 8 is not a required part of the
basic financial statements but is supplementary information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Department of Public Works of St. Clair County, Michigan’s basic financial statements.
The combining nonmajor fund financial statements and individual statements are presented for purposes
of additional analysis and are not a required part of the basic financial statements. The combining
nonmajor fund financial statements and individual statements have been subjected to the auditing
procedures applied in the audit of the basic financial statement and, in our opinion are fairly presented, in
all material respects, in relation to the basic financial statements taken as a whole.

Certified Public Accountants

April 4, 2008



ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS

MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the St. Clair County Department of Public Works (the “DPW”), we offer readers of
these financial statements this narrative, overview and analysis of the financial activities of the DPW for
the year ended December 31, 2007. This discussion and analysis is designed to assist the reader in
focusing on the significant financial issues and activities and to identify any significant changes in
financial position.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to provide a basis of understanding of the St. Clair County DPW
basic statements. These basic financial statements comprise three components: (1) government-wide
financial statements, (2) fund financial statements and (3) notes to the financial statements.
Supplementary financial information is also provided for additional information purposes.

Government-Wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad overview of the
DPW finances in a manner similar to a private-sector business.

The statement of net assets presents information on all of the DPW assets and liabilities, with the
differences 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 DPW 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 related cash flows. Thus, revenues and expenses are
reported in this statement for some items that will only result in cash flows in future fiscal periods.

Both the government-wide financial statements distinguish functions of the Department of Pubic Works
that are principally supported by 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 DPW are debt service. The
business-type activities of the Department of Pubic Works include water and sewer and soil erosion and
sedimentation enforcement.

The government-wide financial statements can be found on pages 9-10 of this report.

Fund Financial Statements

A fund is a group of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. The DPW, like the Primary Government St. Clair County,
uses fund accounting to ensure and demonstrate compliance with financial related legal requirements.
The funds of the DPW can be divided into two categories: governmental funds and proprietary 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 financial statements focus on near-term inflows and
outflows of spendable resources, as well as on the balances of spendable resources available at the end of
the year. Such information may be useful in evaluating the DPW 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. By doing
s0, readers may better understand the long-term impact of the DPW 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 DPW maintains twenty 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 four debt service funds, all of
which are considered to be major funds. Data from the other governmental funds are combined into a
single, aggregated presentation. Individual fund data for each of these non-major governmental funds is
provided in the form of combining statements elsewhere in this report. Also, individual fund financial
statement data is provided by fund type elsewhere in this report.

The basic fund financial statements can be found on pages 11-16 of this report.

The DPW, because of its relationship with the Road Commission in being able to contract for
administrative and operating personnel, does not require a general fund to the extent that most component
units do. As a result, the DPW Revolving Fund is used as the general fund of the DPW. The DPW
revolving fund is a proprietary fund and is described under the following section.

Proprietary Funds. The Department of Pubic Works maintains two different types of proprietary funds.
Enterprise funds are used to report the same functions presented as business-type activities in the
government-wide financial statements. The DPW uses enterprise funds to account for its Wastewater
Treatment Plant and its Utility Operation and Maintenance Receiving Operations. Internal Service Funds
are an accounting device used to accumulate and allocate costs internally among the DPW various
functions. The DPW uses the DPW revolving fund to accumulate administrative charges for the
enterprise funds and to administer the soil erosion and sedimentation program. Because both these
services predominantly benefit business-type functions or are business-type functions, they have been
included as a business-type function 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 Wastewater
Treatment Plant, Utility Operation and Maintenance Receiving and the DPW Revolving operations.

The basic proprietary fund financial statements can be found on pages 17-19 of this report.

Notes to the Financial 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. The notes to
the financial statements can be found on pages 20-32 of this report.

Other information. In addition to the basic financial statements and accompanying notes, this report
also presents combining statements referred to earlier in connection with non-major governmental fund
financial statements and individual statements. These combining and individual statements can be found
immediately following the notes to financial statements on pages 33-38.
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FINANCIAL HIGHLIGHTS

Government-Wide Financial Analysis

Statement of Net Assets

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position.

The net assets are separated into three major components,

investment in capital assets net of debt,

restricted net assets, which is the accumulation of service fees mandated for equipment replacement, and
unrestricted net assets which may be used to meet the ongoing obligations to citizens and creditors. The
DPW’s combined net assets decreased 2.5% from a year ago.

The table below shows a comparison of the net assets (in thousands of dollars) as of December 31, 2007

and 2006 in a condensed format.

Governmental Business-Type
Activities Activities Total
2007 2006 2007 2006 2007 2006
Current and other unrestricted assets S - S - S 2864 § 28984 S 2864 § 28%4
Restricted assets 35,9063 37,618.7 585.1 666.5 36,491.4 38,285.2
Capital assets - - 17,039.2 17,539.8 17,039.2 17,539.8
Total Assets 35,906.3 37,6187 20,460.7 21,1047 56,367.0 58,723.4
Long-term liabilities 33,007.0 34,183.0 - - 33,007.0 34,183.0
Other liabilities 2,899.3 34357 9342 1,086.6 3,833.5 45223
Total Liabilities 35,906.3 37,618.7 9342 1,086.6 36,840.5 38,705.3
Net Assets
Invested in capital assets-net of debt - - 17,039.1 17,5398 17,039.1 17,539.8
Restricted - - 585.1 641.5 585.1 641.5
Unrestricted - - 1,902.3 1,836.8 1,902.3 1,836.8
Total Net Assets ) - S - S 19,526.5 $ 200181 S 195265 § 200181
2007 NET ASSETS 2006 NET ASSETS
Restricted Restxicted
Net Assets Net Assets
Capital 3:0% Capital 3.2%
Assets Net Assets Net
of Debt ofDebt
87.3% 87.6%

Unrestricted
Net Assets
9.7%

Unrestricted
Net Assets
92%




Statement of Activities

The following schedule compares the revenues and expenses (in thousands of dollars) for the current and
previous fiscal years.

Governmental Business-Type
Activities Activities Total
2007 2006 2007 2006 2007 2006

Program Revenues

Permits, interest, charges for services $  1,223.3 $ 143638 $ 43339 $ 42523 $ 5557.2 $ 5,689.1

Capital grants and contributions - - - - - -
General Revenues

Unrestricted investment income - - 105.0 90.1 105.0 90.1

Total Revenues 1,223.3 1,436.8 4,438.9 4,342.4 5,662.2 5,779.2
Program Expenses

Debt service 1,2233 1,436.8 - - 1,223.3 1,436.8

Water and sewer - - 4,784.7 45214 4,784.7 45214

Soil conservation - - 55.7 150.5 55.7 150.5

Total Expenses 12233 1,436.8 4,840.4 4,671.9 6,063.7 6,108.7
Change in Net Assets - - (40L5) (329.5) (400L5) (329.5)
Transfer to Primary Government - - (90.2) - (90.2) -
Net Assets - Beginning of Year - - 20,018.1 20,347.6 20,018.1 20,347.6
Net Assets - End of Year $ - $ - $ 19,5265 $ 20,018.1 $ 19,5265 $ 20,0181

Governmental activities for the DPW break even. Through the contracts with the various municipalities
that have sold bonds with the DPW (County) under the provisions of Act 185, Public Acts of 1957, as
amended, the municipalities are responsible for all construction and debt service costs. Therefore, any
excess cash during or after completion of construction is available for the municipalities to either continue
construction or apply to the debt service requirements of their contract (capital lease).

The Water and Sewer activity represents the operation of the SDSI Wastewater Treatment Plant in
Algonac and the various segments of the Utility Operation and Maintenance Receiving operations. The
Wastewater Treatment Plant operations, through agreements with the City of Algonac and the Townships
of Clay and Ira, breaks even before depreciation. All operating costs (net of depreciation) are charged
based on a formula that was designed to allocate total operating costs based on usage. The operations of
the Utility Operation and Maintenance Receiving Fund are related to the collection of water and sewer
charges from various participating municipalities that have contracts with the DPW related to the
governmental fund activities described above, the Air Industrial Park and Corporations. The DPW then
submits these collections to the municipalities that have the water and sewer plants that provide the utility
services.



Government Funds Financial Analysis
Governmental Funds

As noted earlier, the DPW uses fund accounting to ensure and demonstrate compliance with financial-
related legal compliance as it relates to financing under Act 185, Public Acts of 1957, as amended.

As a result the DPW maintains 16 separate debt services funds to report the capital lease proceeds from
the various participating municipalities and the payment of the respective debt services on the bonds and
loans.

Payments required for debt service are requested twice a year from the municipalities in correlation with
the debt service payment requirements.

In order to report the receiving of the bond or loan proceeds and respective expenditures for construction
of the water or sewer system, the DPW maintains separate capital projects funds. Once a project is
complete the construction fund is closed and any remaining cash is transferred to the projects debt service
fund. At December 31, 2007, the DPW had two projects that were active.

The governmental funds are reported on pages 11-16 of this report with the major debt service and capital
projects reported separate from all other governmental funds. In the supplement section of the report all
debt service and capital projects funds have been reported separately to provide additional supplementary
information.

Proprietary Funds

As noted earlier, the DPW proprietary funds provide the same information found in the government-wide
financial statements, but in more detail.

The Soil Erosion and Sedimentation Program was turned over to St. Clair County effective September 1,
2007.

As described in the Government Wide Financial Analysis section, the Waste Water Treatment Plant
completed the improvements to the secondary treatment system in the spring of 2004.

The statements of net assets, revenues, expenses and changes in fund net assets and cash flows of the
three proprietary funds are reported on pages 17-20 of this report.

BUDGETARY HIGHLIGHTS

The Debt Services and Capital Projects Funds are not required to report budgets. The Debt Service Funds
are financed exclusively from the municipalities pursuant with a contract associated with the debt service
requirements thus control is provided without the need for a formal budget. Annual formal budgetary
integration is not employed for the Capital Projects Funds because effective budgetary control is achieved
through a total project budget. All construction change orders are reviewed for the effect on the total
construction cost and should costs related to construction exceed the proceeds available, the
municipalities involved with the project pay for the additional costs.



CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets — As of year end, the DPW had $17,039,148 invested in capital assets (net of accumulated
depreciation) as reflected in the following schedule, representing a decrease of 3% or $500,608. There is
no outstanding debt at December 31, 2007 related to the capital assets reported that is the responsibility of
the DPW.

2007 2006
Land $ 705,522 $ 705,522
Site Development 166,400 179,738
Plant 6,433,522 6,645,584
Utility System 9,305,308 9,616,609
Machinery & Equipment 428,396 392,303
Total $17,039,148 $17,539,756

Long-Term Liabilities — At the end of the current year, the DPW had bonds and loans outstanding of
$35,587,054 down from $36,638,044 at December 31, 2007. The debt was issued to finance the
construction of water and sewer systems in various townships, villages and cities in St. Clair County. The
full faith and credit of the respective townships, villages and cities as well as St. Clair County is pledged.

The debt is to be paid through a capital lease agreement between the various townships, villages and cities
and St. Clair County that provides for full payment of the debt and the ownership in the systems reverting
to the townships, villages or cities upon final payment.

The DPW’s credit rating from Standard & Poor’s was an A for 2007 and 2006.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET AND RATES

The future of the department can best be summarized as stable. Ongoing plant maintenance efforts to
replace aging building roofs have continued. Department personnel are continuing collaborative
maintenance efforts with downriver communities to ensure continuous plant operations during power loss
and equipment failure events.

Ongoing enhanced education programs of our soil erosion and sedimentation control and standards was
continued during the year with the majority of communities and townships participating in the program.
Effective September 1, 2007, the Soil Erosion and Sedimentation Program was turned over to the County
of St. Clair.

The 2007 budget provides for modest increases in the cost of products used.

CONTACTING THE DEPARTMENT OF PUBLIC WORKS MANAGEMENT

This financial report is designed to provide a general overview of the Department of Public Works’
finances and to show accountability. Questions concerning any of the information provided in this report
or request for additional financial information should be addressed to the St. Clair County Department of
Public Works, 21 Airport Drive, St. Clair, Michigan 48079.

-8-



BASIC FINANCIAL STATEMENTS



ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS
A Component Unit of St. Clair County, Michigan

STATEMENT OF NET ASSETS
DECEMBER 31, 2007

Primary Government

Governmental Business-Type
Activities Activities Total
Assets:
Cash and cash equivalents - $ 1,719,461 1,719,461
Receivables - 130,582 130,582
Due from other governmental units 89,908 897,110 987,018
Advance to other component units - 89,281 89,281
Restricted Assets -
Prepaid expenses 120,618 - 120,618
Cash and cash equivalents 383,720 585,141 968,861
Contracts receivable 35,312,071 - 35,312,071
Capital assets (net of accumulated depreciation)
Assets not being depreciated - 705,522 705,522
Assets being depreciated - 16,333,626 16,333,626
Total Assets 35,906,317 20,460,723 56,367,040
Liabilities:
Payables and accrued liabilities 89,908 818,742 908,650
Deposits - 115,416 115,416
Current liabilities (payable from restricted assets) -
Bonds and revolving loans payable (current portion) 2,580,000 - 2,580,000
Interest payable 229,355 - 229,355
Non-current liabilities
Bonds payable 32,157,054 - 32,157,054
Revolving loans 850,000 - 850,000
Total Liabilities 35,906,317 934,158 36,840,475
Net Assets:
Investment in capital assets - 17,039,148 17,039,148
Restricted for equipment replacement - 585,141 585,141
Unrestricted - 1,902,276 1,902,276
Total Net Assets - $ 19,526,565 19,526,565

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




ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS

A Component Unit of St. Clair County, Michigan

STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED DECEMBER 31, 2007

Program Revenues Net (Expense) Revenue and Change in Net Assets

Permits and Capital

Primary Government

Charges for Grants and Governmental Business-Type
Functions/Programs Expenses Services Contributions Activities Activities Total
Governmental activities:
Debt service $ 1223305 $ 1223305 $ - $ - - -
Business-Type activities:
Water and sewer 4,784,634 4,239,721 - - 544,913) 544,913)
Soil conservation 55,735 94,129 - - 38,394 38,394
Total proprietary activities 4,840,369 4,333,850 - - 506,519) 506,519)
Total $ 6063674 $ 5557155 $ - - 506,519) 506,519)
General revenues:
Unrestricted investment income - 105,084 105,084
Transfer to primary government - 90,059) 90,059)
- 15,025 15,025
Change in net assets - 491,494) 491,494)
Net assets at beginning of year - 20,018,059 20,018,059
Net assets at end of year $ - 19,526,565 19,526,565

The accompanying notes are an integral part of these financial statements.
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ST .CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS
A Component Unit of St. Clair County, Michigan

BALANCE SHEETS

GOVERNMENTAL FUNDS
DECEMBER 31, 2007

Debt Service

China/E. China Ira Ira Clay
WSS I1I WSS VII WSS XI WSS II-A
Series 1999 2003A Refunding Series 2006 Series 2000
ASSETS
Cash and cash equivalents $ 1433 % 9853 % 53 2,260
Due from other governmental units - - - -
Contracts receivable - capital lease 5,940,000 3,595,000 4,576,454 4,225,000
Total Assets $ 5941433 $ 3604853 $ 4,576,507 4,227,260
LIABILITIES AND FUND BALANCE
Liabilities:
Accounts payable $ - 8 -3 - -
Due to other governmental units 1,433 9,853 53 2,260
Deferred revenue - capital lease 5,940,000 3,595,000 4,576,454 4,225,000
Total Liabilities 5,941,433 3,604,853 4,576,507 4,227,260
Fund Balances:
Unreserved -
Designated - - - -
Total Fund Balances - - - -
Total Liabilities and Fund
Balances $ 5941433 $ 3604853 $ 4,576,507 4,227,260

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

Algonac/Clay Ira Other Total
WSS X WSS XI Governmental Governmental
Series 1998 Series 2006 Funds Funds
2,406 9,521 $ 358,194 $ 383,720
- 89,908 - 89,908
5,150,600 - 12,100,000 35,587,054
5,153,006 99,429 $ 12,458,194 $ 36,060,682
- 89,908 - $ 89,908
2,406 - 250,346 266,351
5,150,600 - 12,100,000 35,587,054
5,153,006 89,908 12,350,346 35,943,313
- 9,521 107,848 117,369
- 9,521 107,848 117,369
5,153,006 99,429 $ 12,458,194 $ 36,060,682
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ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS
A Component Unit of St. Clair County, Michigan

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

FOR THE YEAR ENDED DECEMBER 31, 2007

Fund Balance - Total Governmental Funds

Amounts available in the Capital Projects Funds
that reduce the contract receivable on
the government wide statements

Bond premium and discounts reported as other financing
sources and uses in the fund statements reported on
the government wide statements and amortized

Bond issuance costs reported as debt service costs in the
fund statements reported as prepaid expenses on the
government wide statements and amortized

Recording of prepaid items in the government wide statements reduces
the contracts receivable from the local government units

Liabilities that are not payable in the current period
and therefore not reported in the fund statements

Bonds payable
Accrued interest on bonds payable

Revenues that are deferred in the fund statements
because the amounts are not available

Lease revenue
Accrued interest on capital lease

Net Assets of governmental activities

The accompanying notes are an integral part of the financial statements.
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ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS

A Component Unit of St. Clair County, Michigan

STATEMENTS OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES- GOVERNMENTAL FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2007

Debt Service

China/E. China Ira Ira Clay
WSS 1l WSS VII WSS XI WSS 1I-A
Series 1999 2003A Refunding Series 2006 Series 2000
Revenues:
Intergovernmental -
Local $ - 3 - - -
Contract Revenue -
Principal - capital lease 380,000 250,000 - 325,000
Interest - capital lease 153,250 133,108 63,983 206,431
Interest - 113 - 138
Total Revenues 533,250 383,221 63,983 531,569
Expenditures:
Debt Service -
Principal retirement 380,000 250,000 - 325,000
Interest and fiscal charges 153,250 133,221 63,983 206,569
Professional fees - - - -
Capital Outlay - - - -
Total Expenditures 533,250 383,221 63,983 531,569
Excess of revenues over (under) expenditures - - - -
Other Financing Sources (Uses):
Bond Proceeds - - - -
Excess of revenues and other sources
over (under) expenditures and other uses - - - -
Fund Balances at beginning of year - - - -
Fund Balances at end of year $ - $ - - -

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

Algonac/Clay Ira Other Total
WSS X WSS XI Governmental Governmental
Series 1998 Series 2006 Funds Funds
- $ - $ - $ -
365,000 - 1,135,000 2,455,000
137,890 - 513,468 1,208,130
- 1,838 5,397 7,486
502,890 1,838 1,653,865 3,670,616
365,000 - 1,135,000 2,455,000
137,890 - 514,131 1,209,044
- 2,400 400 2,800
- 1,401,610 - 1,401,610
502,890 1,404,010 1,649,531 5,068,454
- ( 1,402,172) 4,334 ( 1,397,838)
- 1,404,010 - 1,404,010
- 1,838 4,334 6,172
- 7,683 103,514 111,197
- $ 9,521 $ 107,848 $ 117,369
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ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS
A Component Unit of St. Clair County, Michigan

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED DECEMBER 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,
however, in the statement of activities these costs are
reported as due from other governmental units involved
since the capital assets have been sold under a capital lease

Payment of capital lease interest from available cash
reduces due to governmental units in the statement of net assets

Repayment of bond principal reported as expenditures in the
governmental funds, but reduce long-term liabilities in the statement of net assets

Interest reported in the governmental funds as it is paid but in the
statement of activities as it is incurred

Revenues reported in the governmental funds when
received, however in the statement of activities when
earned

Capital lease principle
Capital lease interest

Interest revenues reported in the governmental funds as
revenues, however reduce the contracts receivable in
the statement of activities

The issuance of long-term debt (e.g. bonds and notes) provides current
financial resources to governmental funds, while the repayment of the principal
of long-term debt consumes the current financial resources to governmental funds.
Neither transaction, however, has any effect on net assets.
Bond proceeds
Amortization of bond premium and discount
Amortization of prepaid expense

Recording the amortization of prepaid in the government wide statements reduces the
intergovernmental - local revenue

Change in net assets of governmental activities

The accompanying notes are an integral part of the financial statements.
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ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS
A Component Unit of St. Clair County, Michigan

STATEMENT OF NET ASSETS
PROPRIETARY FUNDS
DECEMBER 31, 2007

SDS | Utility
Waste Water Operation &
Treatment DPW Maintenance
Plant Revolving Receiving Total
ASSETS
Current Assets:
Cash and cash equivalents $ 597,185 $ 646 $ 1,706,771 $ 2,304,602
Accounts receivable - - 130,582 130,582
Due from other governmental units 263,591 - 633,519 897,110
Due from other funds - 8,116 - 8,116
Total Current Assets 860,776 8,762 2,470,872 3,340,410
Property, Plant and Equipment:
Property, plant, utility system, and equipment 27,823,060 - 3,635,771 31,458,831
Less - accumulated depreciation ( 12,963,395) - (. 1,456,288) ( 14,419,683)
Total Property, Plant and Equipment
net of accumulated depreciation 14,859,665 - 2,179,483 17,039,148
Other Assets:
Advance to other component units - - 89,281 89,281
Total Other Assets - - 89,281 89,281
Total Assets 15,720,441 8,762 4,739,636 20,468,839
LIABILITIES
Current Liabilities:
Accounts payable 45,149 - 773,593 818,742
Due to other funds 5,252 - 2,864 8,116
Advances and deposits 115,416 - - 115,416
Total Current Liabilities 165,817 - 776,457 942,274
NET ASSETS
Restricted for-
Equipment replacement 585,141 - - 585,141
Unrestricted 14,969,483 8,762 3,963,179 18,941,424
Total Net Assets $ 15554624 $ 8,762 $ 3963179 $ 19,526,565

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

-17 -



ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS
A Component Unit of St. Clair County, Michigan

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET ASSETS

Operating Revenues:
Charges for services
Licenses and permits
Total Operating Revenues

Operating Expenses:
Personal services (contracted)
Repairs and maintenance

Supplies

Other services

Depreciation

Total Operating Expenses
Operating income (loss)
Non-Operating Revenues (Expenses):

Interest earned
Total Non-Operating Revenues (Expenses)

Transfers:

Transfer to primary government
Change in Net Assets
Net Assets at beginning of year

Net Assets at end of year

PROPRIETARY FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2007

SDS | Utility
Waste Water Operation &
Treatment DPW Maintenance
Plant Revolving Receiving Total
$ 653599 §$ 8,116 $ 3,586,122 $ 4,247,837
- 86,013 - 86,013
653,599 94,129 3,586,122 4,333,850
296,939 49,030 28,521 374,490
17,484 812 48,312 66,608
71,912 635 - 72,547
267,264 3,961 3,468,799 3,740,024
526,942 1,297 58,461 586,700
1,180,541 55,735 3,604,093 4,840,369
( 526,942) 38,394 ( 17,971) ( 506,519)
35,724 646 68,714 105,084
35,724 646 68,714 105,084
- 90,059) - 90,059)
( 491,218) 51,019) 50,743  ( 491,494)
16,045,842 59,781 3,912,436 20,018,059
$ 15,554,624 $ 8,762 $ 3,963,179 $ 19,526,565

The accompanying notes are an integral part of these financial statements.
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ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS
A Component Unit of St. Clair County, Michigan

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2007

SDS | Utility
Waste Water Operation &
Treatment DPW Maintenance
Plant Revolving Receiving Total
Cash Flow From Operating Activities:

Receipts from customers and users $ 660,088 $ 142,785 $ 3,564,278 $ 4,367,151

Cash received from interfund services - 39,069 - 39,069

Cash payments for other component unit services ( 296,944) ( 54,316) ( 30,691) (  381,951)

Cash payments for interfund services ( 19,101) ( 9,549) ( 10,419) ( 39,069)

Cash payments to suppliers and service providers ( 349,573) ( 5535) ( 3,420,084) ( 3,775,192)
Net Cash Provided (Used) by Operating Activities ( 5,530) 112,454 103,084 210,008
Cash Flow From Noncapital Financing Activities:

Cash transferred to primary government - (. 385779) - ( 385779)
Net Cash Used by Noncapital Financing Activities - ( 385779) - ( 385779)
Cash Flow From Capital and Related Financing Activities:

Acquisition and construction of capital assets ( 92,056) - ( 441) ( 92,497)

Sale of equipment - 4,512 - 4,512
Net Cash Provided (Used) by Capital and

Related Financing Activities ( 92,056) 4512 ( 441) ( 87,985)
Cash Flow From Investing Activities:

Interest earned 35,724 646 68,714 105,084
Net Cash Provided by Investing Activities 35,724 646 68,714 105,084
Net Increase (Decrease) in Cash and Cash Equivalents ( 61,862) (  268,167) 171,357 (  158,672)
Cash and Cash Equivalents at beginning of year 659,047 268,813 1,535,414 2,463,274
Cash and Cash Equivalents at end of year $ 597,185 $ 646 $ 1,706,771 $ 2,304,602
Reconciliation of operating income (loss) to net cash provided

by operating activities:

Operating income (loss) for the year $( 526,942) $ 38,394 $( 17,971) $( 506,519)

Adjustments to reconcile operating income (loss)

to net cash provided by operating activities -

Depreciation 526,942 1,297 58,461 586,700
Changes in assets and liabilities -

Receivables - - ( 13,254) ( 13,254)

Due from other governmental units 6,489 - ( 8,590) ( 2,101)

Due from other funds - 29,520 - 29,520

Accounts payable 7,082 ( 13,529) 94,857 88,410

Due to other funds ( 19,101) - ( 10,419) ( 29,520)

Advances and deposits - 56,772 - 56,772

Net Cash Provided (Used) by Operating Activities $( 5530) $ 112454 $ 103,084 $ 210,008

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

-19 -



NOTES TO FINANCIAL STATEMENTS



ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS
A Component Unit of St. Clair County, Michigan

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

The financial statements of the St. Clair County Department of Public Works (DPW), a component
unit of the County of St. Clair, Michigan, have been prepared in conformity with accounting
principles generally accepted in the United States of America as applied to governmental entities.
The more significant accounting policies are described as follows:

A. Description of Department of Public Works Operations —

The St. Clair County Department of Public Works (DPW) is a component unit of St. Clair
County, Michigan, and operates under an appointed Board, which consists of three (3) members,
who establish policies and review operations of the DPW for the County Board of
Commissioners. The DPW has the responsibility of administering the various Public Works
Projects Construction and Debt Service Funds under the provisions of Act 185, Public Acts of
1957, as amended, as well as the DPW Revolving, Utility Operation and Maintenance Receiving,
and Waste Water Treatment Plant Funds. When the DPW is included in the County’s
Comprehensive Annual Report in compliance with GASB Statement 14, the financial statements
are included as a discretely presented component unit.

B. 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 the activities of the Department of Public Works. For the
most part, the effect of interfund activity has been removed from these statements. Governmental
activities, which normally are supported by intergovernmental revenues, are reported 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 are 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 who purchase, use, or directly benefit from the services provided by a given function
or segment and 2) contributions that are restricted to meeting the obligations of a particular
function or segment. Items not properly included among program revenues are reported instead
as general revenues.

Separate financial statements are provided for governmental and proprietary funds. Major
individual governmental funds and major individual enterprise funds are reported as separate
columns in the fund financial statements.

C. Measurement Focus, Basis of Accounting and Financial Statement Presentation —

The government-wide financial statements are reported using the economic resource
measurement focus and the accrual basis of accounting as are the proprietary fund financial
statements. Revenues are recorded when earned and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows. Grant and similar items are recognized as
revenues as soon as all eligibility requirements imposed by the provider have been met.
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ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS

A Component Unit of St. Clair County, Michigan

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (cont’d):

The governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized when
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 considers revenues to be available if they are collected
within 60 days of the end of the year. Expenditures generally are recorded when a liability is
incurred, as under accrual accounting. However, debt service expenditures, expenditures relating
to compensated absences, and claims and judgments are recorded only when payment is due.

The DPW reports the following major governmental funds:

VI.

The debt service fund (WSS 111 Series 1999) was established to account for the debt
service requirements on the environmental quality bonds sold to finance the
construction of Water Supply System No. 11l Water Plant for China and East China
Townships.

The debt service fund (WSS VII 2003A Refunding) was established to account for
the debt service requirements on the bonds sold to refinance the construction of the
1994 extension of Water Supply System VII in Ira Township.

The debt service fund (WSS 1A Series 2000) was established to account for the debt
service requirements on the bonds sold to finance the construction of the Harsens
Island extension of Water Supply System No. I1A.

The debt service fund (WSS X Series 1998) was established to account for the debt
service requirements on the bonds sold to refinance the construction of Water Supply
System No. X in the City of Algonac and Clay Township.

The debt service fund (WSS XI Series 2006) was established to account for the debt
service requirements on the bonds sold to finance the construction of Water Supply
System No. Xl in Ira Township.

The Capital Project Fund (WSS XI Series 2006) was established to account for
construction of Water Supply System No. XI in Ira Township.

The DPW reports the following major proprietary funds:

The revolving fund (general fund) accounts for the administration of the various
DPW projects and Soil Erosion and Sedimentation Enforcement and all financial
resources of the DPW not required to be accounted for in another fund. The DPW is
reporting only eight months of soil erosion and sedimentation activities before they
were transferred to primary government.
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ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS
A Component Unit of St. Clair County, Michigan

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (cont’d):

Il. The Waste Water Treatment Plant fund accounts for the operations of the SDSI
Wastewater Treatment Plant that provides sewage collection and treatment for
residents in Clay and Ira Townships and City of Algonac.

I11.  The utility operations and maintenance receiving fund accounts for the collection and
payment of water and sewer service fees for various governmental units and
corporations and for the water and sewer operations of the St. Clair County Air
Industrial Park.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in 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. Governments also have the option of following subsequent private-
sector guidance for their business-type activities and enterprise funds, subject to this same
limitation. The Department of Public Works has elected not to follow subsequent private-sector
guidance.

D. Assets, Liabilities, and Fund Balance or Net Assets —

Cash and Cash Equivalents — The Department of Public Works’ cash and cash equivalents
represent cash on hand, demand deposits and pooled investment funds recorded at cost, which
approximates fair value.

Capital Assets — Capital assets which include property, plant and equipment are reported in the
applicable governmental or business-type activities columns in the government-wide financial
statements. Capital assets are defined by the DPW as assets with an estimated useful life in
excess of one year and a purchase price greater than $1,000. Such assets are recorded at
historical cost. Donated capital assets are recorded at estimated fair value at date of donation.
The costs of normal maintenance and repairs that do not add to the value of the assets or
materially extend asset lives are not capitalized.

Capital assets are depreciated using the straight-line method over the following useful lives:

Plant 50 years
Sewer mains and extensions 60 years
Machinery and equipment 5—20 years
Site Development 20 — 50 years

Deferred Revenues — In both the government-wide and the fund financial statements revenue
received or recorded before earned is recorded as deferred revenue. In addition, in the fund
statements revenues that are not both measurable and available are recorded as deferred revenues.
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ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS
A Component Unit of St. Clair County, Michigan

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (cont'd):

Administrative and Operational Staffing — The DPW does not have an administrative building
or employees of its own. All administration is contracted through the St. Clair County Road
Commission, a component unit of St. Clair County, Michigan. The employees that operate the
Wastewater Treatment Plant are also employees of the Road Commission. The DPW reimburses
the Road Commission for all wages and fringes at cost as well as indirect costs related to the
services provided.

Long-Term Obligations — In the government-wide financial statements (statement of net assets),
long-term debt and other long-term obligations are reported as liabilities in the applicable
governmental activities. Bond premiums and discounts, as well as issuance costs, are deferred
and amortized over the life of the bonds using the effective interest method. Bonds payable are
reported net of the applicable bond premium or discount. Bond issuance costs are reported as
deferred charges and amortized over the term of the related debt. As permitted by GASB
Statement No. 34, the Department of Public Works has elected to apply the provisions related to
bond premiums, discounts, and issuance costs on a prospective basis.

Fund Equity - In the fund financial statements, governmental funds report reservations of fund
balance for amounts that are not available for appropriation or are legally restricted by outside
parties for use for a specific purpose. Designations of fund balance represent tentative
management plans that are subject to change.

Estimates - In preparing financial statements in conformity with U.S. generally accepted
accounting principles, management is required to make estimates and assumptions that affect the
reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

NOTE 2 - RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL
STATEMENTS:

The governmental fund balance sheet includes a reconciliation between fund balances of
governmental funds and net assets of governmental activities as reported in the government-wide
statement of net assets. This reconciliation is reported on page 13 of the basic financial statements.

The governmental fund statement of revenues, expenditures and changes in fund balances includes a
reconciliation between net changes in fund balances of total governmental funds and changes in net
assets of governmental activities as reported in the government-wide statement of activities. This
reconciliation is reported on page 16 of the basic financial statements.
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ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS
A Component Unit of St. Clair County, Michigan

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NOTE 3 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY:

DPW Project Administration

As administrator of construction projects and debt service funds under the provision of Act 185,
Public Acts of 1957, as amended, the Department of Public Works contracts with financial
consultants and bond council whenever bonds are sold to help assure compliance with the State and
Federal requirements relating to bond sales.

As administrator and operator of the Wastewater Treatment Plant, the Department of Public Works
implements those requirements mandated by the various regulating agencies so that the plant is in
operational compliance.

NOTE 4 - DEPOSITS AND INVESTMENTS:

The following is a summary of the financial statement presentation of Deposits at December 31,
2007:
Financial Reporting — Cash and Equivalents

Total Unrestricted _Restricted
Deposits $ 2688297 $ 1,719,436 $ 968,861

Also included in the caption cash and cash equivalents is $25 in petty cash.
Deposits -

As a component unit of St. Clair County, all the DPW cash and cash equivalents are a part of the
accounts of St. Clair County and maintained at banking institutions insured by federal depository
insurance.

Federal Deposit Insurance Corporation (FDIC) regulations provide that deposits of governmental
units are to be separately insured for the amount of $100,000 for deposits in an insured bank for
savings deposits and $100,000 for demand deposits. Furthermore, if specific deposits are regulated
by statute or bond indenture, these specific deposits are to be separately insured for the amount of
$100,000.

Custodial Credit Risk — Deposits — Custodial credit risk for deposits is the risk that in the event of a bank
failure, the DPW’s deposits may not be returned. As an indication of the level of deposit custodial credit
risk assumed by the DPW, as of December 31, 2007, the book value of the DPW’s deposits was
$2,688,297 with a corresponding bank balance of $2,716,453. Insured deposits were $573,905 with
remaining $2,142,548 uninsured and uncollateralized.

NOTE 5 - CAPITAL LEASES RECEIVABLE:

The DPW (County) has entered into a number of capital lease agreements with various municipalities
within the County. Under the agreements, the DPW (County) issued bonds or obtained loans that
were used for the construction of water and/or sewage disposal systems. The municipalities agreed to
pay the DPW (County) the amount necessary to pay the principal, interest and paying agent fees as
they come due. Upon final payment of the respective bond issue or loans, ownership of the system
will revert to the respective municipality.
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ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS
A Component Unit of St. Clair County, Michigan

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NOTE 5 - CAPITAL LEASES RECEIVABLE - (cont’d):
The future minimum lease payments include other receivables of $4,576,454 for construction in
progress for Water Supply System No. XI. The future payments could not be reasonably measured
because the final draw was not made as of December 31, 2007.

The future minimum lease payments to be received are as follows:

Principal Interest

2008 $ 2,580,000 $ 1,115,421
2009 2,695,000 1,032,303
2010 2,680,000 945,389
2011 2,755,000 850,690
2012 2,695,000 761,096
2013-2016 11,860,000 2,511,619
2017-2021 5,515,600 592,809
2022 230,000 5,290
31,010,600 7,814,617

Other receivables 4,576,454 -
Total $ 35,587,054 $ 7,814,617

The aggregate future capital lease payments necessary for the retirement of the debt principal and
accrued interest payable at December 31, 2007 have been reported net of available cash as a capital
lease receivable.

Principal due $ 35,587,054
Accrued interest 229,355
35,816,409
Less -

Cash available after
current liabilities ( 383,720)
Prepaid expense ( 120,618)
$ 35,312,071

Governmental funds report deferred revenue in connection with receivables that are not considered to
be available. On this basis, the principle amount of $35,587,054 is deferred on the fund statements.
The revenue is recognized on the government-wide statements.
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ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS
A Component Unit of St. Clair County, Michigan

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NOTE 6 - CAPITAL ASSETS:

Capital assets activity for the current year was as follows:

Balance Balance
January 1, December 31,
2007 Additions Deletions 2007
Business-type activities:
Capital assets, not being depreciated —
Land $ 705522 $ - $ - $ 705522
Capital assets being depreciated —
Site Development 288,867 - - 288,867
Plant 10,603,119 - - 10,603,119
Utility System 18,678,054 - - 18,678,054
Machinery and equipment 1,111,707 92,497 20,935 1,183,269
30,681,747 92,497 20,935 30,753,309
Less — accumulated depreciation for —
Site Development 109,129 13,338 - 122,467
Plant 3,957,535 212,062 - 4,169,597
Utility System 9,061,445 311,301 - 9,372,746
Machinery and equipment 719,404 49,999 14,530 754,873
13,847,513 586,700 14,530 14,419,683
Total Capital Assets, being
depreciated, net 16,834,234 (_494,203) 6,405 16,333,626
Business-type activities capital
assets, net $ 17,539,756 $(494,203) $ 6,405 $17,039,148

Depreciation expense was charged to function/programs as follows:

Business-type activities —
Water and Sewer $ 586,700

NOTE 7 - INTERFUND TRANSACTIONS:
Due from and due to other funds reported on the Statement of Net Assets for the proprietary funds
reflect amounts due from or due to a particular proprietary fund by another proprietary fund of the

Department of Public Works. These amounts include any short-term obligations on open accounts
and not current portions of long-term loans.
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ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS
A Component Unit of St. Clair County, Michigan

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NOTE 7 - INTERFUND TRANSACTIONS - (cont’d):
The summary of these balances by fund at December 31, 2007, is listed as follows:

Due From Due To

Fund

DPW Revolving —
Utility Operation and Maintenance Receiving $ 2,864 $ -
SDS | Wastewater Treatment Plant 5,252 -

Utility Operation and Maintenance Receiving —
DPW Revolving - 2,864

SDSI Wastewater Treatment Plant —
DPW Revolving - 5,252

$ 8116  $ 8116

The advance to other component units reported on the Statement of Net Assets for the Proprietary
Funds in the amount of $89,281 at December 31, 2007, represents funds provided the St. Clair
County International Airport Commission, a component unit of St. Clair County for development of
the Air Industrial Park. The advance is to be paid back once revenue from rentals is sufficient to
provide the available funds or specifically from the proceeds derived from the sale of a building in the
Air Industrial Park owned by the International Airport Commission.

NOTE 8 - LONG-TERM DEBT:

The following is a summary of changes in the long-term debt (including current portions) for the year
ended December 31, 2007:

Balance Balance
January 1, December 31,  Due Within
2007 Additions _Reductions 2007 One Year
General Obligation Bonds $ 20,430,000 $ - $ 1,540,000 $18,890,000% 1,630,000
Drinking Water Revolving Loans 15,008,044 1,404,010 745,000 15,667,054 770,000
Revolving Loans 1,200,000 - 170,000 1,030,000 180,000

$ 36,638,044 $1,404,010 $ 2,455,000 $35,587,054 $ 2,580,000

Deferred amounts for:

Issuance costs 91,220 - 9,122 82,098 -
Issuance discounts ( 1,940) -( 194) ( 1,746) -
Issuance premiums 44,740 - 4474 40,266 -

$ 134,020 $ -$ 13402 $ 120618 $ -
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ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS
A Component Unit of St. Clair County, Michigan

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NOTE 8 - LONG-TERM DEBT - (cont’d):

General Obligation Bonds

General Obligation Bonds have been issued by the County to construct several water supply and
sewage disposal systems for various townships, villages and cities in the County. The County in turn
is leasing the systems to the various municipalities who operate, maintain and manage the systems.
The bonds were sold with the full faith and credit of the Townships, Villages, Cities, and County
pursuant to Act 185, Public Acts of Michigan, 1957, as amended. The original amount of the general
obligation bonds issued in prior years was $29,740,000.

The principle and interest on the bonds are to be paid out of money received from the various
municipalities by the Board of Public Works pursuant to the lease agreements. Upon final payment
of the bond issues, ownership of the systems reverts to the Townships, Villages or Cities. General
Obligation Bonds currently outstanding are as follows:

Purpose Interest Rate
Governmental activities 3.375-7.1% $ 10,405,000
Governmental activities —
refunding 2.25-4.9 8,485,000

$ 18,890,000

On July 1, 1989, St. Clair County through the Department of Public Works issued $2,365,000 in SDS
No. Il Refunding General Obligation Bonds to advance refund the 1985 SDS No. Ill General
Obligation Bonds totaling $2,150,000.

On March 1, 1999, St. Clair County through the Department of Public Works issued $1,485,000 in
WSS No. 1A Refunding General Obligation Bonds to partially advance refund the 1991 WSS No. Il
General Obligation Bonds totaling $1,565,000.

On May 28, 2003, St. Clair County through the Department of Public Works issued $4,520,000 and
$2,045,000 in WSS VII Refunding Series 2003A and 2003B Bonds, respectively to advance refund
the 1994 WSSVII General Obligation Bonds and to partially advance refund the 1995 WSSVII
General Obligation Bonds, respectively.

The proceeds from the refunding issues, after payment of issuance costs, were placed in special
escrow accounts and invested in securities of the U.S. Government and its agencies. The maturities
of these investments coincide with the principal and interest payments on the extinguished debts and
are sufficient to pay all principal and interest when due. Accordingly, the trust account assets and
liabilities for the defeased bonds outstanding are not included in the DPW Financial Statements. The
bonds of $165,000, $1,040,000, $4,025,000, and $1,765,000, respectively were considered defeased.

On February 10, 2004, St. Clair County through the Department of Public Works issued $2,740,000
WSSIX 2004 Refunding Bonds to partially advance refund the WSSIX Series 1996 and Series 1998
Bonds in the amounts of $4,700,000 and $850,000 respectively.

On May 18, 2004, St. Clair County through the Department of Public Work issued $470,000 SDSX
2004 Refunding Bonds to advance refund SDXX series 1991B in the amount of $465,000.
- 28 -



ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS
A Component Unit of St. Clair County, Michigan

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NOTE 8 - LONG-TERM DEBT - (cont’d):
Drinking Water Revolving Loans

Department of Environmental Quality Bonds have been sold through the State of Michigan Drinking
Water Revolving Fund to construct water supply systems for three (3) Townships and a City in the
County. The County in turn is leasing the systems to the townships and city that operate, maintain
and manage the systems. The full faith and credit of the Townships, City and County are pledged for
the payments to the Drinking Water Revolving Fund. The original amount of the drinking water
revolving fund loans drawn in prior years was $16,255,600. There were draws of $3,172,444 in 2006
and $1,404,010 in 2007 for the construction of Water Supply System No. XI Series 2006 Bonds. As
of December 31, 2007, the construction of WSS No. XI (Ira Township) was not completed.

The principle and interest on the bonds are to be paid out of money received from the various
municipalities by the Board of Public Works of the County pursuant to the lease agreements. Upon
final payment of the loans, ownerships of the systems revert to the Townships or City. Drinking
Water Revolving Loans outstanding are as follows:

Purpose Interest Rate

Governmental activities 2.125-2.5% $ 15,667,054
State of Michigan Clean Water Revolving Loans

State of Michigan Clean Water Revolving Loans have been obtained to construct sewage disposal
systems of a Village and City in the County. The County in turn is leasing the systems to the
municipalities who operate, maintain and manage the systems. The loans are backed by the full faith
and credit of the Village, City and County pursuant to Act 185, Public Act of Michigan 1957, as
amended. The original amount of the State of Michigan Clean Water Revolving Loans issued in prior
years was $3,236,961.

The principal and interest are to be paid out of money received from the Village and City by the
Board of Public Works pursuant to the lease agreement. Upon final payment of the loans, ownership
of the systems reverts to the Village or City. State of Michigan Clean Water Revolving Loans
currently outstanding are as follows:

Purpose Interest Rate

Governmental activities 2.00% $ 1,030,000
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ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS
A Component Unit of St. Clair County, Michigan

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007
NOTE 8 - LONG-TERM DEBT - (cont’d):

Annual debt service requirements to maturities for general obligation bonds and loans are as follows:

Drinking Water Clean Water

Year Ending General Obligation Bonds Revolving Loans Revolving Loans

December 31 Principal Interest Principal Interest Principal Interest
2008 $1,630,000 $ 777,493 $ 770,000 $ 317,328 $ 180,000 $ 20,600
2009 1,730,000 717,288 785,000 298,015 180,000 17,000
2010 1,695,000 653,723 800,000 278,266 185,000 13,400
2011 1,745,000 582,850 820,000 258,140 190,000 9,700
2012 1,705,000 512,742 845,000 242,454 145,000 5,900
2013-2017 7,160,000 1,620,915 4,550,000 887,704 150,000 3,000

2018-2022 2,995,000 327,528 2,520,600 265,281 - -
2023 230,000 5,290 - -

$18,890,000 $5,197,829 $11,090,600 $2,547,188 $1,030,000 $ 69,600

Purpose Interest Rate
(Percent)

Governmental Activities (G.O. Bonds) -

Water Supply System No. VI Series 1990 Bonds

(Kimball Township) 7.10 $ 110,000
Sewage Disposal System No. X — Series 2000 Bonds

(Village of Capac) 5.00-5.55 605,000
Water Supply System No. IX — Series 2000 Bonds

(Burtchville Township) 4.,50-5.25 1,725,000
Sewage Disposal System No. | — Series 1999 Bonds

(City of Algonac/Clay and Ira Townships) 5.00-5.125 1,130,000
Water Supply System No. 11-A Series 2001 Bonds

(Clay Township) 4.00-5.00 4,225,000
Sewage Disposal System No. | — Series 2003 Bonds

(City of Algonac/Clay and Ira Townships) 3.375-4.60 2,610,000

$10,405,000

Governmental Activities (G.O. Refunding) -

Water Supply System No. I1A — 1999 Refunding Bonds

(Clay Township) 4.15-4.90 $ 900,000
Water Supply System VII — 2003 A Refunding Bonds
(Ira Township) 2.50-4.125 3,595,000
Water Supply System VIl — 2003 B Refunding Bonds
(Ira Township) 2.75-3.80 1,540,000
Sewage Disposal System X — 2004 Refunding Bonds
(Village of Capac) 2.50-3.75 290,000
Water Supply System IX — 2004 Refunding Bonds
(Burtchville Township) 2.25-3.60 2,160,000
$ 8,485,000
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ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS
A Component Unit of St. Clair County, Michigan

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NOTE 8 - LONG-TERM DEBT - (cont’d):
Interest Rate

(Percent)
Governmental Activities (Revolving Loans) —

Water Supply System X Series 1999

(City of Algonac/Clay Township) 25 $ 5,150,600
Water Supply System Il Series 1999

(Charter Townships of East China and China) 2.5 5,940,000
Water Supply System XI Series 2006

(Ira Township) 2.125 4,576,454
Sewage Disposal System X1 Series 1993

(City of Yale) 2.0 855,000
Sewage Disposal System No. X Series 1999

(Village of Capac) 2.0 175,000

$ 16,697,054

NOTE 9 - DEPOSITS:

The deposit balance of $115,416 represents money deposited by Clay and Ira Townships and the City
of Algonac to provide operating cash for the Wastewater Treatment Plant. The deposit balance is
summarized as follows:

Operational Deposits —

Clay Township $ 42,080
Ira Township 30,520
City of Algonac 42,816

$ 115416

NOTE 10 - RISK MANAGEMENT:

The Department of Public Works, through the St. Clair County Road Commission, is a member of the
Michigan County Road Commission Self-Insurance Pool established pursuant to the laws of the State
of Michigan, which authorizes contracts between municipal corporations (inter-local agreements) to
form group self-insurance pools, and to prescribe conditions to the performance of these contracts.

The Michigan County Road Commission Self-Insurance Pool was established for the purpose of
making a self-insurance pooling program, which includes, but is not limited to, general liability
coverages, auto liability coverages, property insurance coverages, stop-loss insurance protection,
claims administration, and risk management and loss control services pursuant to Michigan Public
Act 138 of 1982.

In conjunction with the St. Clair County Road Commission, the Department of Public Works pays an
annual premium to the Pool for property (buildings and grounds) coverage and errors or omissions
liability. The agreement for the formation of the Pool provides that the Pool will be self-sustaining
through member premiums and will purchase both specific and aggregate stop-loss insurance to the
limits determined necessary by the Pool Board.
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ST. CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS
A Component Unit of St. Clair County, Michigan

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NOTE 10 - RISK MANAGEMENT - (cont’d):

The Department of Public Works” commercial insurance for general liability and automobile liability
is covered in conjunction with the primary government, St. Clair County, Michigan, which is a
voluntary member of the Michigan Risk Management Authority.

NOTE 11 - DESIGNATED FUND BALANCE:

In the fund financial statements, designation of fund balance in governmental funds represents
tentative management plans that are subject to change. The designated fund balance in the Capital
Projects Funds represents funds available after current liabilities related to the construction have been
met that would have been received either through bond or loan proceeds, interest on investments or
municipal contributions. The board designates this amount to either be used to complete the
construction project or to be used for debt service on the corresponding bond or loan payable.
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ST .CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS
A Component Unit of St. Clair County, Michigan

COMBINING BALANCE SHEET - NONMAJOR GOVERNMENTAL FUNDS
DECEMBER 31, 2007

Debt Service

Ira Clay Kimball Capac
WSS VIl WSS 1I-A WSS VI SDS X
2003B Refunding 1999 Refunding Series 1990 2004 Refunding
ASSETS
Cash and cash equivalents $ 4398 % 369 $ 1,071 $ 1,100
Contracts receivable - capital lease 1,540,000 900,000 110,000 465,000
Total Assets $ 1544398  $ 900,369 $ 111071 3 466,100
LIABILITIES AND FUND BALANCES
Liabilities:
Due to other
governmental units $ 4398 % 369 $ 1,071 $ 1,100
Deferred revenue 1,540,000 900,000 110,000 465,000
Total Liabilities 1,544,398 900,369 111,071 466,100
Fund Balances:
Unreserved -
Designated - - - -
Total Fund Balances - - - -
Total Liabilities and Fund Balance $ 1544398  $ 900,369 $ 111071 3 466,100
COMBINING STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES - NONMAJOR GOVERNMENTAL FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2007
Revenues:
Contract revenue -
Principal - capital lease $ 160,000 $ 95,000 $ 55,000 $ 105,000
Interest - capital lease 54,415 45,023 9,885 15,845
Interest earned 113 150 150 -
Total Revenues 214,528 140,173 65,035 120,845
Expenditures:
Debt service -
Principal retirement 160,000 95,000 55,000 105,000
Interest and fiscal charges 54,528 45,173 10,035 15,845
Professional fees - - - -
Total Expenditures 214,528 140,173 65,035 120,845

Excess of revenues over
(under) expenditures - - -

Fund Balances at beginning of year - - -

Fund Balances at end of year $ - 3 - 3 - 3
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Capital

Debt Service Project
Capac Yale Burtchville Burtchville Algonac/Clay/lra
SDS X SDS XI WSS IX WSS IX SDS SDS | Clay
Series 2000 Series 1993 Series 2000 2004 Refunding  Series 1999 Series 2003 WSS I1A Total

101,235 7,739 $ 23,168 $ 8,807 $ 1,728 $ 100,731 $ 107,848 $ 358,194
605,000 855,000 1,725,000 2,160,000 1,130,000 2,610,000 - 12,100,000
706,235 862,739 $ 1,748,168 $ 2,168,807 $ 1,131,728 $ 2,710,731 $ 107,848 $ 12,458,194
101,235 7,739 % 23,168 $ 8,807 $ 1,728 $ 100,731 $ - % 250,346
605,000 855,000 1,725,000 2,160,000 1,130,000 2,610,000 - 12,100,000
706,235 862,739 1,748,168 2,168,807 1,131,728 2,710,731 - 12,350,346
- - - - - - 107,848 107,848

- - - - - - 107,848 107,848
706,235 862,739 $ 1,748,168 $ 2,168,807 $ 1,131,728 $ 2,710,731 $ 107,848 $ 12,458,194
30,000 130,000 $ 75000 $ 180,000 $ 200,000 $ 105,000 $ - $ 1,135,000
33,340 19,700 90,400 76,015 62,363 106,482 - 513,468

- - 138 - - 112 4,734 5,397

63,340 149,700 165,538 256,015 262,363 211,594 4,734 1,653,865
30,000 130,000 75,000 180,000 200,000 105,000 - 1,135,000
33,340 19,700 90,538 76,015 62,363 106,594 - 514,131

- - - - - - 400 400

63,340 149,700 165,538 256,015 262,363 211,594 400 1,649,531

- - - - - - 4,334 4,334

- - - - - - 103,514 103,514

- - 3 - 8 - 3 - 3 - $ 107,848 $ 107,848
Concluded
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ST .CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS
A Component Unit of St. Clair County, Michigan

BALANCE SHEETS - DEBT SERVICE FUNDS
DECEMBER 31, 2007

China/E. China Ira Ira Ira
WSS Il WSS VII WSS VII WSS XI
Series 1999 2003A Refunding 2003B Refunding Series 2006
ASSETS
Cash and cash equivalents $ 1433 $ 9853 % 4,398 53
Contracts receivable - capital lease 5,940,000 3,595,000 1,540,000 4,576,454
Total Assets $ 5941433 $ 3604853 $ 1,544,398 4,576,507
LIABILITIES AND FUND BALANCE
Liabilities:
Due to other governmental units $ 1433  $ 9853 % 4,398 53
Deferred revenue 5,940,000 3,595,000 1,540,000 4,576,454
Total Liabilities 5,941,433 3,604,853 1,544,398 4,576,507
Fund Balances:
Unreserved -
Designated - - - -
Total Fund Balances - - - -
Total Liabilities and Fund Balance $ 5941433 $ 3604853 $ 1,544,398 4,576,507
STATEMENTS OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES - DEBT SERVICE FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2007
Revenues:
Contract revenue -
Principal - capital lease $ 380,000 $ 250,000 $ 160,000 -
Interest - capital lease 153,250 133,108 54,415 63,983
Interest - 113 113 -
Total Revenues 533,250 383,221 214,528 63,983
Expenditures:
Debt service -
Principal retirement 380,000 250,000 160,000 -
Interest and fiscal charges 153,250 133,221 54,528 63,983
Total Expenditures 533,250 383,221 214,528 63,983

Excess of revenues over (under) expenditures - - -

Fund Balances at beginning of year - - -

Fund Balances at end of year $ - 3 - 8 -
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Clay Clay Kimball Capac Capac Yale Burtchville

WSS I1I-A WSS 1I-A WSS VI SDS X SDS X SDS XI WSS IX
1999 Refunding Series 2000 Series 1990 2004 Refunding Series 2000 Series 1993 Series 2000
$ 369 $ 2260 $ 1,071 $ 1,100 $ 101,235  $ 7739 % 23,168

900,000 4,225,000 110,000 465,000 605,000 855,000 1,725,000

$ 900,369 $ 4227260 $ 111,071  $ 466,100 $ 706,235 $ 862,739 $ 1,748,168

$ 369 $ 2,260 $ 1,071 $ 1,100 $ 101,235 $ 7739 % 23,168
900,000 4,225,000 110,000 465,000 605,000 855,000 1,725,000
900,369 4,227,260 111,071 466,100 706,235 862,739 1,748,168

$ 900,369 $ 4227260 $ 111,071  $ 466,100 $ 706,235 $ 862,739 $ 1,748,168

$ 95,000 $ 325,000 $ 55,000 $ 105,000 $ 30,000 $ 130,000 $ 75,000

45,023 206,431 9,885 15,845 33,340 19,700 90,400

150 138 150 - - - 138

140,173 531,569 65,035 120,845 63,340 149,700 165,538

95,000 325,000 55,000 105,000 30,000 130,000 75,000

45,173 206,569 10,035 15,845 33,340 19,700 90,538

140,173 531,569 65,035 120,845 63,340 149,700 165,538

3 - $ - $ - $ - $ - $ - $ -
Continued
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ST . CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS

A Component Unit of St. Clair County, Michigan

BALANCE SHEETS - DEBT SERVICE FUNDS

DECEMBER 31, 2007

Burtchville Algonac/Clay/lra  Algonac/Clay/lra  Algonac/Clay
WSS IX SDS SDS | WSS X
2004 Refunding Series 1999 Series 2003 Series 1998 Total
Cash and cash equivalents $ 8,807 $ 1,728 % 100,731 % 2,406 3 266,351
Contracts receivable 2,160,000 1,130,000 2,610,000 5,150,600 35,587,054
Total Assets $ 2,168,807 $ 1,131,728  $ 2,710,731  $ 5,153,006 $ 35,853,405
Liabilities:
Due to other governmental units $ 8,807 $ 1,728 % 100,731  $ 2,406 3 266,351
Deferred revenue 2,160,000 1,130,000 2,610,000 5,150,600 35,587,054
Total Liabilities 2,168,807 1,131,728 2,710,731 5,153,006 35,853,405
Fund Balances:
Unreserved -
Designated - - - - -
Total Fund Balances - - - - -
Total Liabilities and Fund Balance $ 2,168,807 $ 1,131,728  $ 2,710,731  $ 5,153,006 $ 35,853,405
STATEMENTS OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES - DEBT SERVICE FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2007
Revenues:
Contract Revenue -
Principal - capital lease $ 180,000 $ 200,000 $ 105,000 $ 365,000 $ 2,455,000
Interest - capital lease 76,015 62,363 106,482 137,890 1,208,130
Interest - - 112 - 914
Total Revenues 256,015 262,363 211,594 502,890 3,664,044
Expenditures:
Debt Service -
Principal retirement 180,000 200,000 105,000 365,000 2,455,000
Interest and fiscal charges 76,015 62,363 106,594 137,890 1,209,044
Total Expenditures 256,015 262,363 211,594 502,890 3,664,044
Excess of revenues over (under) expenditures - - - - -
Fund Balances at beginning of year - - - - -
Fund Balances at end of year $ - $ - $ - 8 - 8 -
Concluded
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ST . CLAIR COUNTY DEPARTMENT OF PUBLIC WORKS

A Component Unit of St. Clair County, Michigan

BALANCE SHEETS - CAPITAL PROJECTS FUNDS

DECEMBER 31, 2007

Ira

WSS XI Clay
Series 2006 WSS II1A Total
ASSETS
Cash and cash equivalents $ 9521 % 107,848  $ 117,369
Due from other governmental units 89,908 - 89,908
Total Assets $ 99,429 § 107,848  $ 207,277
LIABILITIES AND FUND BALANCE
Liabilities
Accounts payable 89,908 - 89,908
Fund Balances:
Unreserved -
Designated 9,521 107,848 117,369
Total Fund Balances 9,521 107,848 117,369
Total Liabilities and Fund Balance $ 99,429 $ 107,848  $ 207,277
STATEMENTS OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES - CAPITAL PROJECTS FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2007
Revenues:
Intergovernmental -
Local $ - % - -
Interest earned 1,838 4,734 6,572
Total Revenue 1,838 4,734 6,572
Expenditures:
Capital outlay 1,401,610 - 1,401,610
Professional fees 2,400 400 2,800
Refunds - - -
Total Expenditures 1,404,010 400 1,404,410
Excess of revenues over (under)
expenditures ( 1,402,172) 4334 ( 1,397,838)
Other Financing Sources:
Bond/Loan Proceeds 1,404,010 - 1,404,010
Excess of revenues and other sources
over (under) expenditures 1,838 4,334 6,172
Fund Balances at beginning of year 7,683 103,514 111,197
Fund Balances at end of year $ 9521 $ 107,848 $ 117,369
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CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

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

To the Board of Department
of Public Works of St. Clair County
St. Clair, Michigan

We have audited the financial statements of St. Clair County Department of Public Works as of and for
the year ended December 31, 2007, and have issued our report thereon, dated April 4, 2008. 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 of the financial statements of St. Clair County Department of Public
Works as of and for the year ended December 31, 2007, in accordance with auditing standards generally
accepted in the United States of America, we considered the Department’s internal control over financial
reporting (internal control) as a basis for designing our audit procedures for the purpose of expressing our
opinion on the financial statements, but not for the purpose of expressing an opinion on the effectiveness
of the St. Clair County Department of Public Works’ internal control. Accordingly, we do not express an
opinion on the effectiveness of the St. Clair County Department’s internal control.

A control deficiency exists when the design or operation of a control does not allow 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 St. Clair County Department of Public Works’ ability to
initiate, authorize, record, process, or report financial data reliably in accordance with generally accepted
accounting principles such that there is more than a remote likelihood that a misstatement of the St. Clair
County Department of Public Works’ financial statements that is more than inconsequential will not be
prevented or detected by the St. Clair County Department of Public Works’ internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the St. Clair County Department of Public Works’ internal control.

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal control that
might be significant deficiencies or material weaknesses. We did not identify any deficiencies in internal
control over financial reporting that we consideration to be material weaknesses, as defined above.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether St. Clair County Department of Public Works’
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
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 or other
matters that are required to be reported under Government Auditing Standards.

We noted certain matters that we reported to management of the St. Clair County Department of Public
Works in a separate letter dated April 4, 2008.

This report is intended for the information and use of the management and Board of the Department of

Public Works of St. Clair County, Michigan and the Michigan Department of Treasury and is not
intended to be and should not be used by anyone other than these specified parties.

e nn, A U e

Certified Public Accountants

April 4, 2008
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