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Snege A Sten, LA,
INDEPENDENT AUDITORS" REPORT

To the Board of Trustees of the
Harbor Springs Area Sewage Disposal Authacty:

We have oudited the financial sletements of the Harbor Springs Area Sewage Disposal
Authority as of emd for the years ended December 31, 2007 emd 2006, o5 listed in the table of contents.
These financial stalements are the responsibility of the Authority's management. Qur responsibility
iz to express an opinion on these linomeial statemenis based on our qudit.

We conducted our audit in accerdance with audiling standards generally accepled in
the United States of America. Those sttmdards require thal we plan and perform an audit 10 obiain
reasonable assurance about whether the linancial siatements are free of matericl misstatement. 4n
cudit includes examining, on a test basis, evidence supporling the amaounis and disclosures in the
financial statements. An oudil alse includes Gesessing 1he accounting principles used and significant
estimates made by management, as well as evaludating the overall financial statement prasentation.
We believe that our audit provides a reasonable basis for our epinien.

In our opinicn, the financial statements referred to above present fairly, in all material
respects, the financial posilion of the Harbor Springs Area Sewage Disposal Authority as of
December 31, 2007 and 2008, and 1he results ol its operations and cash Mows lor the years then
ended, in conformity with accounling principles generally aocepted in the United Sictes of America.

The management's discussion and analysis on pages 3 through 6 is not o required part
ol the basic financial statements but is supplemenlary informalion required by accounting principles
generally accepted in the Uniled States of America. We have applied certain limited procedures,
which consisied principally of inquiries of management regarding ihe methods of megsurement and
greseniation of the required supplementary inlormation. However, we did not cudit the inlormetion
and express ne opinion on it.



Baoard of Trustees
June 1], 2008

Our qudit was conducted for the purpose of forming on opinion on the financial
statements. The additional information listed in the lable of contents is presented for purposes of
additional analysis and is not a required part of the financial statements. The information has been
subjected to the quditing procedures applied in the audit of the financial statements and, in our
opinion, is fairly stated in all material respects in relation to the financial stalernents taken as a whole,

st ndlish, £ Misticen Pr



HARBOR SPRINGS AREA SEWAGE DISPOSAL AUTHCRITY
MANAGEMENT'S DISCUSSION AND ANALYSIS
for the years ended December 31, 2007 and 2006

This section of the Harbor Springs Area Sewage Disposal Authority's annual financial report presents
maonagement’s discussion and onalysis of the Autherity's financial performance during the year
ended December 31, 2007 and 2006. It should be read in conjunction with 1he Autherily’s finemcial
statemenis which immedicialy lollow.

FACILITY AND OPERATIONS

The Harbor Springs Area Sewage Disposal Aulhority serves the southern Emmet County area in a
varlely of formats. The Authority is made up of four municipalities, those keing the City of Harbor
Springs, Lilile Traverse Township, Littlefield Township and the Village of Alanson. The Authorityis an
mcorporated intramunicipality founded in 1968 under the provisions of Acl 233, Michigan Public Acts
ol 1933, as cmendsd. Control of the various operations of the Autherity is vesled in the Board of
Trusteas. The board consists of seven members, three from the City of Harbor Springs, iwe from Litile
Traverse Township, and one each [rom Littlefield Township and the Village of Alanson.

The Aulhority operates ond maintains seventy-eight separate wastewaler pumping stations,
approxdmately sixty-live miles of gravity sewers and approximettely thirty-five miles of force mains in
the seven regional and local collection syslems which it owns. It also operates o municipal
waslewater treatment system which serves oll four of the above-mentioned municipalities, The
Authority alse operates and maintains its water distribullon system as required by the Slale of
Michigan.

In addition, the Autherity is under coniract wilh the Springvale-Bear Cresk Sewsr Autherity and West
Trarverse Tovmship te operate and meintain their respeclive municipal wastewater collection systems.
The Authority is also under contract with Little Traverse Township to operate and maintain the
lownship's municipal waler distribution system.

In lolal, the Harbor Springs Area Sewage Disposal Authority operates and maintains twelve separale
systemns with rate structures to provids funds for ihese separate systems.

MISSION STATEMENT AND SOURCES OF REVENUE

The Harbor Springs Area Sewage Disposal Authority was incorporated te comply with 1the Clean
Water Act of 1968 and to help improve lhe water quality of the local lakes, rivers emd streams.

In erder to comply, the aqutherity charges fixed and flow-related rates to Lhe various municipalities to
provide funds to adequately fund the different operations. These funds provide for operations, repair
and replacemenl ol pumps, motor, vehicles, etc. as described in the board-approved repair and
replaocements [und lists.

FINANCIAL STATEMENT OVERVIEW
The Authority’s annual report includes three finaneial statements that provide both long-term and

short-term information choul the Autherity's financial stctus. These statements are presenled using
the accrual basis of aceounting.



HARBOR 5PRINGS AREA SEWAGE DISPOSAL AUTHORITY
MANAGEMENT'S DISCUSSION AND ANALYSIS
for the years ended December 31, 2007 and 2006

FINANCIAL STATEMENT OVERVIEW (Conlinued)

The Statemenls of Net Assets includes all of the Authority's assets and liabilities and provides
information about the nalure and amounis of investments in resources (assels) and the obligations
10 creditors (liabilities). It also provides the basis lor evaluating the Authority's capital structure end
assessing ils liquidity and financial flexdbility.

The Statements of Revenues, Expenses, and Changes in Net Assels includes all of the current year's
revenues and expenses. This statement measures the success of the Authority's aperations over the
past year and can be used 10 delermine whether the Autherity has successfully recovered all of its
cosls through ils user fees and other charges, profitability and credit worthiness.

The tinal linancial siatement is the Statements of Cash Flows. This statemenl reports cash receipts,
cash payments and net changes in cash resulting from operations, invesiing, and financing activities
and provides answers to such questions as where did cash come from, whal was cash used for, and
what was the change in the cash balamee during the reporting period.,

CONDENSED FINANCIAL INFORMATION

The lollowing table represents condensed information regarding the Authority's finoncial position at
December 31, 2007 and 2006:

2007 2006
Currenl assels $ 383873 § 348,58]
Reslricled and designated assets 5,907,308 6,151,536
Capital assets 7,685,641 8,098,336
Other assats 8315 15,844
Teatal assets 513,986,138 B14,614 207
Current linbilities 3 18,114 & 31,411
Current liakilities payable from
resiricled assels 351,292 348,487
Long-lerm liability 24,313 31,795
Long-term liability payable
[rom resiricled assets 4,659,770 5.064,770
Total liabilities B 5053489 § 5476463
Invested in capilal assets b 7,685,641 § BO03B336
Bestricted for debt retirement 1,795 1.645
Urrestricled 1,245,213 1,037,853
Total net assets P 8932649 3 8137834

The largest podion of the Authority’s net assets ot December 31, 2007 (868 percent) reflects its
investment in capital assets. The Authority uses these copilal assats to provide services loits users
and therefors, these assets are not avadlable for fulure spending.

-A- Y3



HARBOR SPRINGS AREA SEWAGE DISPOSAL AUTHORITY
MANAGEMENT'S DISCUSSION AND ANALYSIS
for the years ended December 31, 2007 and 2006

CONDENSED FINANCIAL INFORMATION {Continued)

A small portion {less than | percent) of net assels is restricted for repayment of outstanding bonded
deht.

The remaining 13 percent of net assets is unrestricted and available to be used lor operalions.
However, the Autherity's Board of Directors has designated that a portion of the unrestructed net
assets at December 31, 2007 ($894,189 of Lhe tota) $1,245,213) be designated for future system repair
and replacement and capital itemns.

The following table indicates that operdling expenses exceeded operating revenues, excluding
depreciction for the year. A portion of depreciation expense is flunded annually by separate repair
ond replacement billings. However, it is anticipated thal the Authority will continua 1o show losses in
future years because a majerity of the depreciation expense relates o the sewer plant facility. The
following information does indicate that the rates charged for operations were not sufficient to cover
expenses in 2007, os indicated by the loss from operations of $21,329. Fine tuning of the twelve
separate syslems and the different rates is on annual requirement cmd is necessary 1o mandate that
each municipality is paying its lair share.

__2007 2006
Operating revenues § 867,194 $ 805,143
Operating expenses:
Purmnping J02,424 299,085
Trectment 80,289 86,518
Collection and transmission 62,027 51,797
Administration and general 443 783 368,814
Total operating expenses 848,523 786,124
Operating income (loss) belore depreciation {21,329) 18,949
Depreciation expense 414,387 419,472
Operating loss {435,716} {400,523
Non-opercing revenues
and sxpenses (net) 230,531 151,684
Net loss $(205,185) $(248.829)

Operating revenues for 2007 increased $62,05] over 2006 due 1o increases in rates, user consumplion
eind additional billings for work on the West Traverse System. Operating expenses also increased
$102,329 in 2007 over 2006. Employee wages, benefits and related payroll teoes increased $70.810,
due to an increase in insurance premiums and a full yecr of expenses for an addillonal operater
added in 2006. Maintenance, supplies and electric utililies increased by $31,519. The majority ol
these increases is due to repair and maintenance done on the West Traverse Systern.

¥



HARBOR SPRINGS AREA SEWAGE DISPOSAL AUTHORITY
MANAGEMENT'S DISCUSSION AND ANALYSIS
for the years ended December 31, 2007 and 2006

CAPITAL IMFROVEMENTS AND FUNDING REQUIREMENTS

The Authority begom selting aside lunds for repair and replacement purposss approximately ten
years ago based on a sludy of future replacemenl needs {or iransporiation equipment and operating
equipment and parts, including pumps, meters and control panels. Revenues for this purposs are
billed crnually ond totaled $220,914 in 2007 and $216,582 in 2008, The total amount available lor
repair and replacement at December 31, 2007 and 2008 was $839,587 and $637.866, respectively.
Detailed information about the Authority's capital assets is presented in Note F to the financial
sictemants.

DEBT STRUCTURE

The Authority had three oulstanding bond issues at December 31, 2007 and 2008. In 2002, o new
wastewater reatment facility was linanced with a bond issue totaling approximately $5,400,000. Also,
the Authorily issued bonds in 2004 totating $7 10,000, the proceeds of which were used lo retire existing
bonds. The bond refunding was done 1o take advemtage of lower interest rates for the remainder of
the bond repayment term through 2008.

The Authority's contractual agreements with ils users require them to reimburse the Autherity for all
principal and interest costs associated with the bond issues. Delailed information about the
Authority’s long-lerm debt is presented in Note G 1o the financial statements.

REQUESTS FOR INFORMATION

This financial report is designed lo provide a general overview of the Autherity's {inonces cnd to
demonstrate the Authority's accountability for the money it receives. Questions concerning any of the
information provided in this report or requests for additonal finoncial information should be
addressed to the Manager, Harbor Springs Area Sewage Disposal Authorily, 708 East Hatherwery
Road, Herbor Springs, Michigan 49740,



HARBOR SPRINGS AREA SEWAGE DISPOSAL AUTHORITY
STATEMENTS OF NET ASSETS
December 31, 2007 and 2006

2007 2008
ASSETS
CURRENT ASSETS:
Cash and cash equivalents S 3,177 F 49,197
Certihcates of doposit 86,142 71,122
Accounts receivable 107,544 94,225
[nvenlory 134,037 134,037
Due from Springvale-Bear Cresk Sewage Disposal Authority 19,973 -
Tolcd currenl assets 383,873 348,581
RESTRICTED AND DESIGNATED ASSETS:
Hestricted assets, debit retirarnent 5013118 SABL773
Designated assels 594, 189 689,763
Tolal restricted and designaied assets 5,907.308 B,151,536
CAPITAL ASSETS, nel of accurnulated depraciclion 7,685,641 8,088,336
QTHER ASSETS, bond expenses nel of cccumulaled amortizalion 9,316 15,844
Total assets $ 13986,138 3 14,614,297
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES:
Accounts payable 3 10632 3 4,940
Due to Springwale-Bear Cresk Sewage Disposal Authority - 19,391
Current portion of advances 7.482 7.080
Total curtert labililies 18,114 31411
CURRENT LIABILITIES PAYABLE FROM RESTRICTED ASSETS:
Accrued interest poyable 31,292 33,487
Current portion of long-term debt 320,000 315,000
Total current liabililies payable from restricted nzsets 351,292 348,487
LONG-TERM LIABILITY, Advances, leas current poriion 24,313 31,795
LONG-TERM LIABILITY PAYABLE FROM RESTRICTED ASSETS,
Long-lerm debl, less current portion 4,658,770 5,064,770
Telal liokilites 5.053,489 5,476,463
NET ASSETS:
[nvestmeni in capilal assets 7685641 B,098, 336
Restricted for debi retirement 1.795 L.645
Unrestricted 1,245,213 1,037,853
Total nel aszets 8,932,649 9,137,834
Total liabilities and net assets $ 13086138 ¥ 14.614.29?_

The accomponying notes are a part of the linancial stedements. t%
25D
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HARBOR SPRINGS AREA SEWAGE DISPOSAL AUTHORITY
STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS
for the years ended December 31, 2007 and 2006

2007 2006
COPERATING REVENUES 3 867194 ¥ 805,143
CPERATING EXPENSES:
Pumping 302,424 299,085
Treatment B0, 289 66,518
Cellection and tremsmission 82,027 51,797
Administrelive and general 443,783 368,814
Tolal cperaling expenses 888,523 788,194
Operating income (loss} bafore depreciation {21,329) 18,949
Depreciation expense 414,387 419,472
Cperaling loss {435,716} {400,523)
NON-OPERATING REVENUES (EXPENSES)
Contribution by local governmental units to
defray interest expense on long-term delt 133912 144,740
Repair and replacement income 220914 216,582
Inlerest income 44,933 32,780
Miscellanecus income 2,421 1,795
Inlerest expense {135,873} {147,226}
Repair emd replacement expensses {51,051} {92,580
Amortization of bond expenses {6,528} {7,952)
(Gain cn sals of land and disposal of equipment 21,803 3.555
Total non-aperating revenues (expenses) 230,531 151,684
Net loss {205,185} {248,839)
NET ASSETS, BEGINNING OF YEAR 9,137,834 9,386,673
NET AS5ETS, END OF YEAR $ BUY32B48 F  9,137.834
The accompanying notes are a parl of the fincneicd stedement. (J%
8- L)



HARBOR SPRINGS AREA SEWAGE DISPOSAL AUTHORITY

STATEMENTS OF CASH FLOWS
for the years ended December 31, 2007 and 2006

CASH FLOWS FROM OPERATING ACTIVITIES:
Foan grd sarvices
Fovmenta lor gooda and sarvices
Frymenis 1o employees

Mot cush provided by (used in) cperating octiviies

CASH FLOWS FROM NONCAFTAL FINANCING ACTNTIIES:
Addiiens o repalr cnd replacemeant reserve
Repalr ard replucement sxpansaes
Springvale Boar-Creek Sewoge Disposal Autharity
repalr and roplacarmnant {Bxpanses) roalmbursement
ket incoone

Met cash previded by norcapilal linancing erlivitios

CASH FLOWS FROM CAFITAL AND RELATED FIMANCING ACTIVITIES:
Collactions lrom losa! governmenta far bond retlrement
Coniributlon by local gosemmants to dakroy
interast ond bond leo expence
Purchase of copitol azsels
Rituramant ol athrarnzes
Proxcoeds bom sale of copilal oasats
Ratiramean! of long-tarm daby
Enlarest ared Pond [ae axpanss

Mt coah prcvided by lused In) copital and reboted ioancing octhvitles

CASH FLOWSE FROM INYESTING ACTIVITIES:
Interes eamed
Proceeds from maturies of ceniflcates of deposit
Purchase of centlloaten of deposit

Net cash used in invesling oolivitlas

MET DECREASE IH CTASH AND CASH BEQUIEVALFMNTS

CASH ANE CASH EQUIVALENTS, Beguwning of year
CASH AND CASH EQUIVALENTS, End of year

COMPONENTS OF CASH ANDCASH EQUTVALFNTS:
Unretricted amd undasidgroried
Rezircied lor dald rollrament

Total cadh and cash equivalents

RECONCILIATION OF NET OPERATING EXFENSES TCO
HET CASH FROVIDED BY OPERATING ACTIVITIES:

Opanaiing lose

Adiu=trmants i reconcile cperating loas Lo net cosh provided by opanating activiliss:
Deprec|atlon
{Inerecea) decreass in accounty recigwable
Ircrease w inveniory
Increase idecreasa) in aceounty poyahle
Inrravse in accrued and withheld paymoll Ioxes
Lncrwecte in Sus 10 Springyale-Becr Croet Sewnga Elapoaal Authariny

Nel eoah prowidsd by (used 1) operoting activiibes

NON CASH CAPTTAL AMD FINANCTHG ATTIVITY.
Gredn oo sede of band

The accompanying notes are a part of the financial statements.

9.
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HARBOR SPRINGS AREA SEWAGE DISPOSAL AUTHORITY
NOTES TO FINANCIAL STATEMENTS
for the years ended December 31, 2007 and 2006

NOTE A - NATURE OF ENTITY:

The Harbor Springs Area Sewage Disposal Authority ithe “Authority”) was created as a
corperate instrumentality in 1968 under provisions of Act 233, Michigan Public Acts of 1955, as
amended. The local governmental unils comprising the Authoritly include the City of Harbor
Springs, the Village of Alemson, cnd Litle Traverse and Litilelield Townships. The Authority
owns and operales a sewage disposal vtility system consisting of a sile, a tregiment plant, o
collection system and a related water system. In addition, the Authority operates sewage
disposal utility systems belonging 1o Springvale-Bear Cresk Sewage Disposal Authority cnd
West Traverse Township and a water syslem belonging te Little Traverse Township under
terms of operating contracts.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

The accounling policies of the Authority conform o accounting principles generally accepted
in the United Siate of America as gpplicable to governmental units. The Autherity accounts
for operations that are financed and operating in a manner similar lo private business
entarprizes - where the intent of the governing body is that ihe costs of providing goods or
services 1o the public on ¢ continuing basis be financed or recovered primarily through ussr
charges. Specific accounting policies are described in the following paragraphs.

R i LEL

The accompanying basic financial statermenis have been prepared in accordemece with criteria
established by the Governmental Accounting Standards Board for determining the various
governmental crganizations to be included in a reporting entity. In accordance with these
guidelines, there are no component units to be included in the financial stalements.

Basis_of Accounling

The accrual basis ol accounting is used to geoount lor the operations of the Authority. The
Authority follows all proncuncements of the Governmental Accounting Standards Board and
those of the Finuncial Accounting Standards Beard issued prior to November 30, 1988.

Inventory

Inventory is valued at the lower of cost or market, Cosl is delermined using the lirst in, lirst out
method.

Operating Revenue

The Authority derives its revenues from charges o local units for sewage and water services.
Rates cre set at a level lo provids for all operating costs, end to provide for an accumulation
of funds for repair and replacement of planl and equipment as explained in Note E. Each
member entily and contracting entity is charged based on the costs of services utilized, as
some enliles do not use the {ull ranga of services offered,

Capital Assets

Property and equipment are recorded at cost. Depreciation is provided for property and
equipment on a straight-line basis over the estimated useful life of the assets.
y

-10-



HARBOR SPRINGS AREA SEWAGE DISPOSAL AUTHORITY
NOTES TO FINANCIAL STATEMENTS
for the years ended December 31, 2007 and 2006

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Capital Assets (Continued)

The following estimated useful lives are used 1o compute depreciation:
Flant and systems 40 years
Transporialion, shop and office equipment 3-20 yeqrs
Garage and other buildings 10-40 years

Bank Deposits vestments

The Authority considered ils deposils and restricted deposits held with initial maturities of
three months or less to be cash equivalents. Invesiments are statad al fair vedue,

Bestricted and Desiqnaled Assets

Assels restricted by provisions of bond resolutions for the payment of bond interest are
recorded as restricted assets while those designated by the Authority's Board of Trustees for
rapair cnd replacement are recorded as designated assets. Any investmenl ecrnings of the
restricted or designated funds are recorded as income and added tothe fund. Disbursements
are made only for the restricted or designated purposes.

Coniributions for Bond Costs

Amounis receivable [rom participating local governmental units to pay the cutstanding bond
principal are recorded os contracts receivable and capital contributions. Payments are due
al designoted dales and amounts over the lives of the bends and are to be applied agains! the
recsivable when received.

In addition to the principal paymenis, governmental units are lo provide for the interest
expense and bond costs incurred on long-lerm debt.  Amounts to defray such costs are
recorded as other income. Any accrued Interest paoyable on bonds is also recorded as an
asset due from the governmental units.

Other Assels

Deferred bond expense is being amorlized over the term of the bonds. The stalements of
revenues, expenseos and changes in net assets reflecis $6,528 and $7,952 for amardization ol
bond expenses in 2007 and 2008, respectivaly.

Use of Eslimates

The preparation of finoncial statements in conformity with accounling principles generally
accepted in the United States of America requires management to make estimates and
assumplions thal affect the reporied amounts of assets and liahilities and disclosure of
contingent ossats and liabilities at the dale of the [inancial statements and the reported
amecunts of revenus and expenses during the period. Actudl results could diller [com those
estimates.



HARBOR SPRINGS AREA SEWAGE DISPOSAL AUTHORITY
NOTES TO FINANCIAL STATEMENTS
for the years ended December 31, 2007 and 2006

NOTE C - DEPQSITS AND INVESTMENTS:

The following is a summary of the Authority's depesits (including cash, cash equivalents and
certificates of deposit) at December 31, 2007 and 2006:

2007 2006
Bank balance $1,045367  §846,706
Insured by Federal Deposit Insurance Corporation 200,000 100,000
Uninsured and uncollateralized balance § 845367  $746,706

Michigan Compiled Laws, Section 129.91, authorizes the Authority 1o make deposits and invest
in the accounts of federally insured banks, credit unicons, omd savings and loan assccialions
which have an office in Michigom. The Authorily is allowed to invest in bonds, securities and
other direct obligations of the United Stales or any agency or instrumentality of the United
States; United States government or federal agency obligations: repurchase agreements;
bankers’ acceptance of United States banks; commercial paper rated within the iwo highest
classifications which mature not more than 270 days after the date of purchase; obligations
of the State of Michigan ar its pelitical subdivisions which are roted as invesiment grade; and
mutual lunds composed of investment vehicles which are legal lor direct investment by local
units of government in Michigan.

The Authorlty’s deposits are in accordomee with statuiory autherity.

NOTE D - RESTRICTED ASSETS:

Under terms ol contractual agreements between the Authority, the City of Harbor Springs,
Village of Alamson, and Littlefield and Lit!le Traverse Townships executed in conjunction with
the sale of various bonds, the participating governmental units have agreed to pay the
Authority all debt service costs associated with the bond issues and the bonds are payable
solely from such payments. These payments are required annually at amounis equal 1o the
bond interes!, principal and service charges payable within the ensuing year. The following
is a summory ol percentages due from each governmental unit for the bond issues
outstanding ol December 31, 2007 and 2006:

Series 2004, Series 2004,
Project No. 1 Project No. 2

_Refupding _ Relunding  Sedes 2002

Litilefield Township - 53.17 23.29
Little Treverse Township 36.16 20.24 27.06
Village of Alanscn - 26.59 10.37
City of Harbor Springs 63.84 - 39.28

Total 10000 10000 100,00

-12-



HARBOR SPRINGS AREA SEWAGE DISPOSAL AUTHORITY
NOTES TO FINANCIAL STATEMENTS
for the years ended December 31, 2007 amd 2006

NOTE D - RESTRICTED ASSETS (Continued):

Under the terms of the agreements, the City. Village and Townships have pledged their full
fadth and credit for paymenl of their respective share of debt service costs. In addilion, each
governmental unil has agreed to include a sufficient canount in its annual property tax levy 1o
make the required payments.

The following is a summary of assets that are restricted for debt retirement at December 31,

2007 and 2006:
2007 2006
Cash g 1,795 b 1,645
Accrued inleresl recsivable 31,554 36,062
Due [rom local governmental
units for bond retirement 4,979,770 9,424,066
Total $5.013,119 $5.461,773

NOTEE - DESIGNATED ASSETS:

The Authority’s repair and replacement reserve was established to accumulate funds for
replkicement of plant and equipment. The fund is to e used for plemt repair or replacements
costing more than an amount established by formula, approximaotely $78,000 at December 31,
2007, and equipment repair or replacemants cosling more than 10,000 or lor specilic capital
itemns or expenses as designaled by the Board of Trustees.

Annual operating revenues specified for repair and replacement and earnings lrom reserve
invesiments are to ba added fo the reserve until il accumulates to live parcent of plant cosl,
exclusive of land cosl. After that only earnings from reserve investmenis are to be added to
the reserve.

The Authority has also designated an investment account, which consists of proceeds from
timber sules and olher miscellonecus proceeds, for specific capital items and expenses as
determined by the Board of Trustees.

The Autherity’s cash and certificates of deposit balances are designated os follows as of
December 31, 2007 cmd 2006:

2007 2008
Repair and replacement and equipment fund $839,587 $637.866
Designated timber funds 94,602 51,897
Tolal 5894, 188 B0689.763

7



HARBOR SPRINGS AREA SEWAGE DISPOSAL AUTHORITY
NOTES TO FINANCIAL STATEMENTS
for the years ended December 31, 2007 and 2008

NOTE F - CAPITAL ASSETS:
Capital asset activity lor the year ended December 31, 2007, is as lollows:

Balonce Ealanca
lomuary 1, 2007  Additions  Daletions December 31, 2007
Undepreciabla capitat assar:
Land 5 36372 3 - 3 2,656 3 337G
Depreclable capitn] assels:
Sewnge ulility planl and
collection system 14,115,356 3.053 - I4, 122,408
Walarwel and distribulion systom 195,668 - - 195,666
{Farage and other buildings 97,870 - - 97 870
Tremsportation. shop and
office equipmeni 380,105 1,235 - 391,400
Total 15,159,358 4,348 2656 15,161,061
Accumulaied deprecialion 7061033 414 387 - 7,475,420
Caplial gssels, net $ 6,098 336 F410039) 3 2656 § 7685641

Total depreciation expense for the years ended December 31, 2007 and 2006 was $414,387
and $419,472, respectively.

NOTE G - LONG-TERM DEET:
The following is a summeary of long-lerm debl transaclions lor the year ended December 31,

2007:
Balimeca Balemee
[onuary |, 2007  Additions Helirementz — December 31, 2007
Series 2002 Waatewater
Treatment Facility Bonds $4,479,770 g - 3 240,000 $4,739,770
Sariea 2004 Projecl No. 1
Refunding Bonds 230,000 - 75,000 155,000
Series 204 Project No. 2
Refunding Bonds 170,000 . 55,000 55,000
$5,379,770 - $ 400,000 $4,979.770
Long-term debt consists of the following ot December 31, 2007 cmd 2008:
2007 2006

$5,664,770 Series 2002 Wastewcter Treatment
Facility Bonds due in annual inslaliments
ol $225,000 to $380,000 plus interest at
2.50 percent; maturing in April, 2023 $4,739,770 $4,979,770

$370,000 Series 2004 Project No. | Refunding
Bonds due in annual installments of $70,000
to 80,000 plus interest of 3.125 to 3.750 percent;
maturing in September, 2008 155,000 230,000

-14-



HARBOR SPRINGS AREA SEWAGE DISPOSAL AUTHORITY
NOTES TO FINANCIAL STATEMENTS
for the years ended Decamber 31, 2007 and 2006

NOTE G - LONG-TERM DEBT (Continued):

2007 2006
$340,000 Series 2004 Project No. 2 Refunding
Bonds due in annual installments of $85,000
plus interest of 3,123 to 3,730 percent; maturing
in January, 2008 $§ 85000 $§ 170,000
4,879,770 5,378,770
Lesz current portion 320.000 315,000
Total £4.659,770 $5,064,770

The annual requirements to amortize all debt cutstonding as of December 31, 2007, inchuding
interest pcyments of $1,022,225 are as follows:

Year Ending
December 31,
2008 £ 442,651
2008 528,838
2010 357.932
2011 361,432
2012 399,744
2013 - 2017 1,797 784
2018 - 2622 1,789,347
2023 364,267
Total $6.001,995

Paymeni of bond principal, interest and service costs are provided under the terms of
contraclual agreements with local governmenteal units as explained in Note D.

NOTE H - ADVANCES:

Under terms of agreements between the Authority amd Littlefield Township, the Township
made a long-term advance in December, 1996 to the Authority’s repair/replacement reserve,
The advemee is to be repad by the Autherity over 135 ysars.

NOTE1 - UNRESTRICTED NET ASSETS:

The Authority, through Boord action, hos designated the use of December 31, 2007 and 2006
unrestricted nst assels as follows:

— 2007 _.2008

Designeted for future repair and replacement $ 839,587 ¥ 637,866
Designated for future capital items and expenses 54,602 51,837
Total designated net assets 894,189 BBY,763
Undesignated and unallocated 351,024 348,690
Total unresiricted net assets $1.245,213 $1,037,853

s Jﬁ



HARBOR SPRINGS AREA SEWAGE DISPOSAL AUTHORITY
NOTES TO FINANCIAL STATEMENTS
for the years ended December 31, 2007 and 2008

NOTE] - PENSION PLAN:

The Authority sponsors the Harbor Springs Area Sewage Disposal Authority Money Purchase
Pension Plan which covers all regular fulltime and part-lime employees. The plan is
adminisiered by the International City Memagement Associalion Retirement Corporaiion.
Employeas are eligible to participate after one year of service and upon reaching the age of
2!, The Authority is required to contribule 8 percent of eligible compensation to the plan.
Employees may dalso contribute to thelr individual accounts. Employer contributions and
earnings of each individual employee fully vest after live years of credited service.
Contributions and earnings not vested wilh employees who leave employment are used 1o
offset the future costs of the plan. The Authority’s contributions lo the plan for the years ended
December 31, 2007 and 2006 was $24,161 and $12,037, respeclively, Employee contributions
to the plan for the years ended December 31, 2007 and 2006 were $23.683 and $20,742,
respectively.

NOTEK - RISK MANAGEMENT:

The Authority is exposed to various risks of loss related to torts, theft of. damage 1o and
destruclion of assets; errors and omissions; injuries to employees and natural disasters.

The Autherily belongs o the Michigan Municipal Liability and Property Pool, a public entity risk
pocl currently operating as a corunon risk management cnd insurance program for various
municipalities throughout the state. The Authority pays an cnnuc] premium for its general
insurance coverage. The pool is self-susiaining through member premiums and reinsures
through commercial companies for 100 percent of its claims.

The Authority also belongs to the Michigen Municipal Worker's Compensation Fund, a public
entity risk pool currently cperating as @ common risk monagemenl and worker's
compensation insurance program for warious municipdlilies throughout the state. The
Autherity perys an annual premium for its worker’s compensalion insurance coverage. The
pool is sell-sustaining through member premiums and reinsures through commercial
companies for claims in excess of $500,000 for each insured event.

The Authority also carries commercial insuremee for all other risks of loss including property
and employee hedlth insurance, Seltled claims from these risks have not exceeded
commercial insurance coverage in any of the past three fiscal years.

NOTEL - SUBSEQUENT EVENTS:

Subsequent to year end the Autherity approved a chemge in thair pension plan to a delined
benefit plem eflective for the 2008 calendar year. The Authority is required to contribute 8
percent of eligible compensatian to the plen. Employees may also be requirad to contribute
to the plan.

The Authority also purchased a sewer cleaning truck in June, 2008 at a cost of approximeotely

$130,000.
¥



Operating ravenues

Pumplrg expenses:
Lakor
Powar
Muintenance
Supplies and
ExXpansen

Total

Treqiment axpanses:
Labor
Malntenorca

Taotal

Cillection ond
fransmizslon expansan
Labor
Malnenance
of malna

Tatal

Adminigtrotive and
general arpanses:
Balremrion
Oiiice supplies
and expansas
Chizide sarvices
Insuranca
Employea banetils
Vacation, hobdays
ard slok leava
Baryroll faxes
Tranaportation
EXpense
Mointenance
kiscellaneous

Total

Tatal oparating

BXDONITS

Cperaiing ncomsa

(lzaa) balgte

axpense allaeetlon

Springvole - Baar Creek
surcharge

Crperoling mcoma

{loms) balore
depreciation

for the years ended December 31, 2007

HARBOR SPRINGS AREA SEWAGE DISPOSAL AUTHORITY
SCHEDULE OF OPERATING INCOME BEFORE DEPRECIATION

(with comparative totals for the year ended December 31, 2008}
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Harbor Harbor Lille Linla
Springs Arec Hembor Harbor Springs Area Traverea Trovearse
Sewage Springs Area Springs Arec Sewago Township Township
Dieposal Sewoge Sawage Dlapoeal Sawage Sewage
Autharity Disposol Dlaposal Authorily Callaclion Colleciion
Treatment Syatam Weat Syatermn Eont Watar Syslam Systam West Syelem Eael
& 215504 5 alE %8 64654 & nmwr s M58 5 30,933
- 11823 6,722 6464 - -
35,680 14.87) 14,083 3.944 2219 2537
19,540 303 350 5224 5444 TE30
14,330 556 2,397 837 445 329
63,550 34,265 28,552 16,564 4,109 fil1]5
49 957 - - - .
0, 104 213 - -
80,071 218 - - -
- - - 6,670 7.560
285 - - - B2 202
285 - . B.752 ] |
28,007 7953 8062 2553 54811 4,643
5873 627 1,577 519 1,242 811
3,024 16 753 a7 S92 432
B675 2328 2,346 781 1,872 1,366
51,509 L3790 4.55] 4.661 10,331 B.212
23,835 €533 E, 780 2135 & M 3,760
26838 2104 L84l . o 1,490 1.3+
2.597 2029 2109 654 L0 1.197
1411 | 430 124 315 230
(33 1 %) {3} {7 i
139817 KA 38,565 12,703 28.9591 22,124
289423 71653 67117 20,257 43,852 40,416
(73919) 4,785 12463} 3540 14,717 19,483)
31014 - - - . .
$ (40.905] 3 4765 5 (2463 S 390 S N7 5 (9489



Wes|

Littlelield Hemleor Springenle- Trervecsa Litthe

Townshlp Alanson Bprings Baar Creek Township Trereeree

Sawnge Sawuge Berwurga Berwage Sawoge Teramship

Collection Collection Collection Dinpeoses) Diepeeal YWater 2006
Syslem Syatem Systam Syalem System System Total Total

2 47.508 £ 9428 % 39,281 3 163,04] ¥ 35an 4 61,298 A 1L 3 85,143

. . - 26,610 5239 13,172 70.130 74.071
4,623 4,176 5,742 14,979 - 16.016 118.875 111.831
2595 2861 5617 14655 7.173 7.193 80216 86.221
3el 759 305 1.017 26 1,728 23,203 26,942
7.600 7.735 11,654 57,961 i2.438 38,109 402,424 299,055
. - - - . . 40,967 $0.010
] ) ) ; . . 30,322 15,508
- - - . . . 80,280 B6.518
B.573 6.515 14.411 . . - 41,728 46,516
329 77 263 5,868 13,169 Il 20,289 5.261
6,002 6,502 14,674 5,868 12,169 14 62,027 51797
5,326 4717 4,641 }3.487 462 4673 90,935 78,840
1.066 975 857 3,048 B2 N7 18,673 17.472
501 160 296 2435 13 731 10,145 18,153
1.583 1,455 1,253 4,220 106 1,441 27,475 27.558
9,403 8,561 7,742 24.902 £95 8.558 182,567 121,149
4,354 4631 3475 11727 294 3.877 75,816 $2.409
1,402 1,303 1.341 4,928 SBB 1.864 28,565 26,704
1,387 1,276 1,095 1606 92 1,262 24,085 21.975
250 28 233 871 37 230 4536 4,285
(6) {63 {5) {16) . {6) {95) .
25,275 23,600 21,629 66,998 2,350 23,555 443,783 BBA4
19,777 37,388 47.967 132,027 27,057 61679 888,523 786,194
7,731 2,040 {8, 686) 33,014 7,416 (3813 {21.329) 16,849
- - . (33.014) - . -
3 LI 3 7040 § I ; . § 7416 3 (3L & {2138 18,949
— —— i — . [ o —— ]
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HARBOR SPRINGS AREA SEWAGE DISPOSAL AUTHORITY
SCHEDULES OF REPAIR AND REPLACEMENT RESERVES
for the years ended December 31, 2007 and 2006

Balance, December 31, 2005

Additions:
Monthly billings
Sale of equipment
Transter from undestignaled assets for sludge removal
Inlerest incoms

Total additions

Reductions:
Repdirs
Capilal acouisilions
Repayment of long-term advances
Tolal reductions

Balance, December 31, 2006

Additions:
tonlhly billings
Transfer from undesignated assels for sludge remeval
Interest income

Tolal addilions

Reduclions:
Repedrs
Capital ccouisitions
Repaymenl of long-term advances
Total reduciions

Balenee, December 31, 2007

Syslem
Repdir and Equipment

Replaocement Replacemsnl Tolal
$ 386111 % 161,574 § 557.685
117.400 99,182 216,582
- 3,555 3,955
10,000 i0.000
14,394 9.257 23,661
141,794 112,004 253,798
BB 767 3,823 92,980
55,604 10,840 66,445
14,578 14,578
158,554 14,663 173,617
378.951 258,915 637.856
120,942 99,972 220,814
18,000 18,000
20,485 14,753 35,248
151,437 114,725 266,162
51,051 - 31,051
3,053 1,285 4,348
9,042 - 9,042
63,146 1,285 64,441
$ 467242 B 372,345 § 839,587



HARBOR SPRINGS AREA SEWAGE DISPOSAL AUTHORITY
SCHEDULES OF SYSTEM REPAIR AND REPLACEMENT RESERVE
for the years ended December 31, 2007 and 2006

Balmnce, December 31, 2005

Addilione:
Monthly billnge
Transter [rom undesignoted
lunds lor studge remaoval
Inlerast Incoma

Total additions

Reductions:

Repalra
Copilal equialicns
Repoyman of leng-lerm advonces

Balance, Decamber 31, 2006

Addlbers:

Maonihdy billings
Transler irom undesignated

funds ior shudge removl
Irarest lncama

Tetol additions

Reductlons:

Repurics
Capital goqulsitions
Fepayment of long-term advances

Tkl redductlons

Balonce, Decamber 31, 2007
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Harksor Harbor Litther
Springs Area Harbor Haobor Springs Aren Tromarga
Sawage Springs Area Epringa Area Bewage Township
Dreposcd Sewnge Sevwnge Disposal Serwnige
Authority Dispasnl Dixpasal Authcrity Collecticn
Treatmanl System West Syalem Easl Water Syslem Systam Wast
- 160,797 5 2058 5 536 ¥ 2,348 § 64,390
41,504 1,712 26,2088 500 11,100
10,000 - . - .
7RI 338 2144 15 554
42.191 12,040 8432 El3 11654
1716 8312 2834 42372
- - - - 23.480
- 14,578 .
209,938 10,392 5,320 122 10,192
31500 1.712 29,802 600 11,100
10.000 - . . .
1124 BB2 3.271 14 B4
5273 12394 33073 Gl 11,784
1.935 17.216 - - 10,400
- 242 - .
1.936 17,216 9,042 - 10,800
£ 60786 3 5.570 3 B2.359 ] 736 5 11,056
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THIVEI 36 Littlalield Harbor
Towmship Tewnship Alanzon Springs
Sewage Sewaga Sawoge Sewoge
Collection Colleclion Collection Cellection
Systam Wast System Syglem Syatem Tedal

3 al4ave 2 2071 5 13216 & 433715 £ 38e11

13,600 2500 2.500 7600 117,400

- - - - 10,000

20351 28 572 741 14,304

15,651 738 8,072 8341 141,74

20453 1.423 a18 134 BE.767

- - . 32,134 55,609

- - - - 14,578

3,670 11,386 20,370 19,503 Jreasl

13632 7500 7500 7.596 120,942

. . . . 10.009

2183 438 802 1,101 20,495

15,821 7838 B0 4,697 151437

5,287 8502 7o - SL051

3,053 - - - 3053

- - 9,042

8440 8,602 2010 - &3, 146

5 46.05) 5 10732 & 2,782k i L U S T



HARBOR SPRINGS AREA SEWAGE DISPOSAL AUTHORITY
SCHEDULE OF INDEBTEDNESS
Dacember 31, 2007

Daleol Chutslanding Total
Dale Amounl  Inlerest Maturdly December Interast
of [ssue of Issue Rate April | al, 2007 Poyable
2002 Wastewoter
Trecaiment Focility
Bonds April 1, 2002 5,664,770 2.90 2008 % 245000 & 115432
' 2.0 2009 250,000 109,244
2.0 2010 255,000 102,932
2.0 2011 265,000 96,432
2.50 2012 270,000 B9, 744
2.0 zZ013 275,000 B2.932
2.50 2014 285,000 75,932
2.50 2015 230,000 68,744
2.50 2016 300,000 61.369
2.0 2017 305,000 53,807
2.50 2018 315,060 46,057
2.50 2019 320,000 38.119
2.50 2020 325,000 30.057
2.50 2021 335,000 21,807
2.50 2022 345,000 13,307
2.50 2023 399,770 4.497
F 4739770 % 1010412

NOTE: Bands are subject to redemplion at par prior to maturity ot the option of the Aulhority,

in the amoun! of 5,000 or any multiple of $5,000.



HARBOR SPRINGS AREA SEWAGE DISPOSAL AUTHORITY
SCHEDULE OF INDEBTEDNESS
December 31, 2007

Date of Cutslanding  Tatal
Cate Amourt  Inlsrest Merturity December  I[nleres|
ol Issue ol Issue Bate  September ] 31, 2oo7 Peryobsler

Revenue Bonds, Project
No. | Refunding Bonds,
Series 2004 Oel. 7, 2004 F370.000 3.125 2008 § 75000 § 5625
3.500 2009 20,000 3,000

$ 155000 § 8625

NOTE: The prier bond issue, Revenue Bonds, Serles1989, wes refincmesd during 2004 with the Project
No.l Refunding Bonds, Series 2004, These bonds are not subjecl 1o redemplion prior to maturity.
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HARBOR SPRINGS AREA SEWAGE DISPOSAL AUTHORITY

SCHEDULE OF INDEBTEDNES S
December 31, 2007
Daleof  Culstanding Total
Dixte Amount Interest  Molurity December Interest
of Issue of Issug Hote January 1 31, 2007 Payable
Revenue Bonds, Project

Na, 2 Belunding Bonds,
Series 2004 Oct. 7, 2004 $340,000 3,125 2008 % - § 1,99
3.500 2009 85,000 1,584
$  B5000 § 3188

NOTE: The prior bond issue, Revenua Bonds Praject No. 2 Refunding Bonds, Series 1988, was

refinanced during 2004 with the Project No. 2 Refunding Bonds, Series 2004. These bonds

are nol subject to redemplion prior to maturity.
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HARBOR SPRINGS AREA SEWAGE DISPOSAL AUTHORITY
SCHEDULE OF ADVANCES
December 31, 2007

Origmal  Bepoymeant  Interast Year Principal Inleresi
Amount Term Rate e Due Cue
Littletield Township $ 92819 15 Yeqrs 5.50% 2008 5 7482 § 1,561
: 2009 7.902 1,140
2010 8,348 594
2011 8.063 223

$ 3L795 § 3618

5. Lé



HARBOR SPRINGS AREA SEWAGE DISPOSAL AUTHORITY

SCHEDULE OF CASH RECEIPTS AND DISBURSEMENTS FRCM QPERATIONS

for the year ended December 31, 2007

Harbor Horbor Litther Lillle
Springs Area Harbar Harbor Springe Area Troveres Traveran
Sewage Springs Aurea Springe Area Sewage Towmship Township
DHeposal Sewage Sewage Dieposat Sewaan Sawnge
Authority Eispozal Dispasal Authoriry Collactisn Collaction
Treatment System Was! Syetem Eaxl Water Systam System Wasl Syutern Eoal
Cosh receipts s 209 E38 b AL 5 G5, 364 2 33,34 g 0915 - 3178
Cash disbursemenia:
Pumping expenses 67 320 34,159 27847 16,375 B.022 9474
Traaimenl expanses A0.071 214 - - - .
Colloelion apd
{romomisslon expenses 285 - 6,752 |
Admiristeative and
general expanses L34.486 37172 57T 12,707 28981 2,182
Repaymeanl for crarage - - . . - -
Total cash disbursements 247,162 71,549 66,524 29 082 43,755 39,377
Tranalers:
[T from desigrated lunds 2.887 35,0000 {3,000} - -
Cartificoles of depoait (20.000) 10,000 10,000 - -
Tatol ranafera (17313 >0 3,000 -
Net chemge in cazh (14,670 10,466 3540 4,272 B, 760 (3.199
Cash, cash equivalents and certlflcales
of deposit, Decomber 31, 2006 (&0, 306) I2.484 148073 (IE.412) 20,538 7690
Cash, cash equivalanls and certificaies
of deposit, Decomber 31, 2007 3 (M % 42950 & 191913 3 (21400 3 27418 & (=00
_ e e —_— —_— s e ——
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Livilefield Harber Springrade- Troverse Litder
Township Alonison Sprirgs Beor Creek Towmship Traverse
Sawagea Sewage Sewage Sawige Sewoge Township
Collection Collecthon Callaciion Dlspomal Dispoaal Water
System System Syatem Syslem Syslem System Tedad
5 47 451 5 Bs23 & 39.084 3 145314 §F  nze9 5 ELIBS B 91.330
7402 7604 11,607 56,758 12432 3761 236,711
GOz 6,592 14,674 5 HER 13,169 4 B2.027
25276 23,000 21.630 £8.885 2354 23599 443,799
. - 18,391 - - 19.39)
39,540 37,196 47,811 150,902 27,955 51,224 202.217
- - - - 713
- - - 7513
7881 (1,270 (8817 (5, 588) k] (23 20060
{1,289} (15, 293) 18,834 (11,777} (4,779 2438 120,319
5 £.992 £ (6363 % 0017 & (17265 § 2.555 ] 238 B 1zz38
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To the Boward of Trustees of the
Harbor Springs Area Sewage Disposal Authority:

We heve compleled our audit of the finemeiad statements of the Harbor Springs Area
Sewage Disposal Authority for the year ended December 31, 2007, end hove issued our repod thereon
dated June 11, 2008. In planning and performing our qudit, of the finencial statements, we considsred
the Authority’s internal control in order to delermine cur auditing proceduras for the purpose of
exXpressing our opinion on the finoncial statements and not to provide assurance on the internal
control.

However, during our audil, we became aware of the following matters that represent an
apportunity for sirenglhening operating controls and efficiencies. This letter does not affect our report
dated June 11, 2008, on the financial statements of Harbor Springs Area Sewage Disposal Authority.
Ohur comments are summorized below.

The following comment was included in last year's letter and is being repected:

Accountin £ res and B in

The Authority’s bockkeeper has the responsibilities of maintaining the checking account,
including preporation of bank reconciliations, end mailing of checks. We would recommend
that the Authority implernent additional procedures to strengthen internal controls, The
Authority’s manager would review all unopened bank statements before the bookkeeper has
accass lo the statements. He would alse review the bank reconciliation on a surprise basis.
The implemeniation of these procedures would help to protect the Authority against any
unautherized dishursements.

The {ollowing comments are being reported for the first lime:

Accounting Procedures and Reporting

The Authority's chart of accounts does not conform with the Michigan Department of
Treasury uniform chart of accounts for local units of government. We recommend the
Autherity lollow the prescribed chart of accounts. We understand that the Authority plans
toimplement the chart of accounts in 2008 when it begins to use its new accounting soltwers,



Board of Trustees
june 11, 2008
Puge 2

H was noted that the Authority ne longer received their bank statements in the mail, but had
to print them ofl from the bank’s website. We would recommend that the Authority request
paper copies of their bemk statements be mailed to the Authority along with cepies of
cancelled checks. We understand thal the Authority is now receiving bank sladements and
copies of cancelled checks, after changing its banking relalionship.

The Board had passed a reseolution several years ago creating a designated repair and
replacemsnt reserve. Once the reserve lund acoumulated to five percent of pland costs,
exclusive of land cost, only eornings were to be added to the fund. The fund has exceeded
the approved percentage and continues to build, We recommend that the Board amend the
resolution il they are gaing 1o continue funding this reserve.

We would like to acknowledge the courlesy and assistance exlended to us by

the

Authority’s personnel during our audit. Should you have any questions with respect o the above

comments, we would be plsased to discuss them with you at your convenience.

Very truly yours,

JMM £ Uidacares, P

Smalinski & Chrislmen, P.C.
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To the Board of Trustees of the

Harbor Springs Areq Sewage Disposal Authority:

In planning and perlorming cur cudil of the financial statements of Harbor Springs
Areda Sewage Disposal Authority (the Authority} as of and {or the year ended December 31, 2007,
in accordamce with auditing standards generally accepted in the United States of America, we
considered the Authority's internal control over financial reporting (internal control) as a basis
for designing our auditing procedures for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion cn the effectiveness of the
Authority’s internal control. Accordingly, we do not express an opinion on the effectiveness of
the Authority’s internal control.

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

A control deficiency exists when the design or operation of a control dees 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 the entity's ability to
initicte, authorize, record, precess, orrepert linancial data reliably in accordance with generally
accepled accounting principles such that there is more than a remote likelihood that a
misstatement of the entity's financial statements that is more than incensequential will not be
prevented or detected by the entity’s internal control.

A material weckness is a significant deficiency., or combination of significant
deficiencies, that results in more than a remote likelihocd that o material misstatement of the
financial statements will not be prevented or detecied by the entity’s internai control. The
material weaknesses listed below are being repeated from our communication dated June 11,
2007 for the December 31, 2006 qudit. We believe the jollowing constitute material weaknesses:



Executive Committee
June 11, 2008
Page 2

The personnel of the Authority have the capability to perform monthly internal accounting
functions cand reports as required by management. However, Authority personnel do not
have the internal expertise to prepare the annual financial statements and related footnotes
in accordance with the method of accounting wtilized in the external cudit report.

Currently, the majority of accounting funchions ot the Authority are perfermed by ene person.
As a result, the internal control system lacks certain checks and balances which are
necessary to ensure that material errors or Iraud do not occur without being detected on o
timely basis. However, the cost of implementing an optimum segregation of duties
environment at the Harbor Springs Area Sewage Disposal Authority is currently prohibitive.
The accounting recerds and supporting information of the Authority are very well organized,
documented, and maintained,

This communication is intended solely for the use of the Board of Trustees and

management of the Harbor Springs Area Sewage Disposal Authority and is not intended to be
and should not be used by anyone other than these specified parties.

Very truly yours,

odish ¢ Cyiters Pr

Smelinski & Christman, P.C.
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