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MANAGEMENT’S DISCUSSION AND ANALYSIS

This section of Manistee Intermediate School District (the “District”) annual financial report presents a
discussion and analysis of the District’s financial performance during the fiscal year that ended on

hune 30, 2007. It is to be read in conjunction with the District’s financial statements, which
immediately follow this section,

FINANCIAL HIGHLIGHTS

- The District’s financial status improved due to increased revenues and flat expenses despite
increases in benefits and energy costs. Net assets increased by approximately $391,000 and
fund balances increased by approximately $260,000, excluding the Capital Projects Fund.

OVERVIEW OF THE FINANCIAL STATEMENTS

This annual report consists of three parts — management’s discussion and analysis (this section), the
basic financial statements and required supplementary information. The basic financial statements
include two kinds of statements that present different views of the District:

The first two statements are district-wide .
Sfinancial statements that provide both short- Mf;gl:;: ‘;é}),s
ferm .arzd long-term m.formatlon about the Aunual Financial Report
District’s overall financial status.

- The remaining statements are fund financial

statements that focus on individual parts of T T

the District, reporting the District’s Management's Basic Finsacial Required
. . N .., Discussion and Statements Supplementary
operations in more detail than the district- Analysis Information
wide statements. g .
- T,
|'f‘ -
- The governmental funds statements tell how fx"”
basic services like regular and special > o

education were financed in the short-term as /\

well as what remains for future spending.

District-wide Fund Financial Nofes io
. . Financial Statements Financial
- The proprietary Junds use the accrual basis Statements Statements
of accounting; the same as on the

government-wide statements, therefore the
statements will essentially match the

business-type activities portion of the Summary » Detail
government-wide statements.

- The fiduciary funds provide information about assets held by the district in a trustee or agent
capacity.

The financial statements also include notes that explain some of the information in the statements and
provide more detailed data. The statements are followed by a section of required supplementary
information that further explains and supports the financial statements with a comparison of the
District’s budget for the year. Figure A-l shows how the various parts of this annual report are
arranged and related to one another.
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anxd the related lablity is
ducard payable

Figure A-2 summarized the major features of the District’s financial statements, including the portion
of the District’s activities they cover and the types of information they contain. The remainder of this
overview section of management’s discussion and anelysis highlights the structure and contents of

each of the statements.

DISTRICT-WIDE STATEMENTS

The district-wide statements report information about the District as a whole using accounting methods
similar to those used by private-sector companies. The statements of net assets include all of the
District’s assets and liabilities, excluding fiduciary funds. All of the current year’s revenues and
expenses are accounted for in the statement of activities regardless of when cash is received or paid.

The two district-wide statements report the District’s net assefs and how they have changed. Net
assets — the difference between the District’s assets and liabilities - are one way to measure the
District’s financial health or position.

- Over time, increases or decreases in the District’s net assets are an indicator of whether
its financial position is improving or deteriorating, respectively.

- To assess the overall health of the District, consideration must be given to additional
nonfinancial factors such as changes in the District’s property tax base and the
condition of school buildings and other facilities.




The District’s Activities
The district-wide financial statements include the following:

- Governmental activities - Most of the District’s basic services are included here, such as
regular and special education, vocational education, transportation and administration.
Property taxes and State formula aid finance most of these activities.

- Business-type activities - The Business Cooperative and MISD Net are included here,
Charges to other governmental units finance most of these activities.

FUND FINANCIAL STATEMENTS

The fund financial statements provide more detailed information about the District’s funds, focusing on
its most significant or “major” funds — not the District as a whole. Funds are accounting devices the
District uses to keep track of specific sources of funding and spending on particular programs:

- Some funds are required by State law and by bond covenants.

- The District establishes other funds to control and manage money for particular
purposes (repayment of long-term debt) or to show that it is properly using certain
revenues {like Special Education and Vocational Education).

Most of the District’s activities are accounted for in governmental funds.

- Governmental funds — The District’s basic services are included in governmental funds,
which generally focus on (1) how cash and other financial assets that can readily be
converted to cash flow in and out and (2) the balances left at year-end that are available
for spending. Consequently, the governmental funds statements provide a detailed
short-term view that helps determine whether there are more or fewer financial
resources that can be spent in the near future to finance the District’s programs.
Because this information does not encompass the additional long-term focus of the
district-wide statements, additional information is provided with the governmental
funds statements that explains the relationship (or differences) between them.

it




FINANCIAL ANALYSIS OF THE DISTRICT AS A WHOLE

During the year, the District’s Total net assets increased by $390,819 to a total of $2,400,843. The
District’s Invested in capital assets, ner of related debt net assets increased by approximately $636,000
due to the completion of the Capital Project Fund, Restricted net assets decreased by approximately
$378,000 due to closing out the prior year Capital Projects Fand and Unrestricted net assets increased
by approximately $132,000. The Restricted net assets consist of Special Education, Capital Projects
and Debt Service funds. The Unrestricted net assets may be used to fund the educational services
provided to students and business-type activities.

The District’s improved financial position is the product of several independent factors. During the
year, increased property taxes, grants and responsible spending were significant contributors to this

improvement.

Summary of Net Assets (provides a perspective of the District as a whole).

Current assets

Non-current assets
Total assets

Current ligbilities
Non-current labilities

Total liabilities

Net assets
Invested in capital
assets - net of debt
Restricted
Unrestricted

Total net assets

GOVERNMENTAL BUSINESS-TY PE TOTAL
ACITIVITIES ACTIVITIES
2007 2006 2007 2006 2007 2006
$ 3,587,413 $ 3,092,593 $ 206,799  § 79,271 $ 3,794,212 $ 3,171,864
1,462,248 745,585 4,804 5,405 1,467,052 750,990
5,049,661 3,838,178 211,603 84,676 5,261,264 3,922,854
440,075 637,790 9,914 31,063 449,989 668,853
2,410,432 1,243,977 - - 2,410,432 1243,977
2,850,507 1,881,767 9,914 31,063 2,860,421 1912,830
234,800 {396,967) 4,304 - 239,604 (396,967)
1,310,632 1,690,275 . - 1,310,632 1,690,275
653,722 663,103 196,885 53,613 850,607 716,716
$ 2,199,154 $ 1,956411 $ 201,689 _§ 53,613 $ 2,400,843 _$ 2,010,024

iv




Statement of Activities (provides the results of operations of the District as a whole).

GOVERNMENTAL BUSINESS-TYPE TOTAL
ACITIVITIES ACTIVITIES
2007 2006 2007 2006 2007 2006
Revennes
Program revenues
Charges for services $§ 66405 $ 37,153 $ - b3 - $ 66405 % 32,153
Operating grants and
contributions 1,651,694 2,279317 - - 1,651,694 2,278317
General revenues
Property taxes 1,981200 1,837,925 . . 1,981,200 1,837,925
Grants and state aid 1,167,831 372,836 - - 1,167,831 372,836
Investment earnings 103,938 93278 - - 103,938 93278
Other 35,155 28,928 467391 436,787 502,546 465,715
Total revenues 5006223 4,649,437 467391 436,787 5,473,614 5,086,224
Functions/Program expenses
Instruction 839,135 897,123 - - 839,135 807,123
Support services 3,584,330 3,403,128 - - 3,584,336 3,403,128
Community service 2,099 2,157 - - 2,099 2,157
Food services 10,338 29,216 - - 10,338 25216
Intergovernmental transfers 205,747 40,122 - - 205,747 40,122
Loss oa sale of assets - 23,145 - - - 23,145
Other 28884 4,849 - - 28,884 4,849
Interest on long-term debt 17428 15692 - - 17428 15,692
Depreciation - unatlocated 75,513 39681 - - 75,513 39,681
Business Co-op services - - 238,282 264,786 238282 264,786
Internet services - - 81,033 125226 81,033 125226
Total expenses 4,763 4380 4,455,113 3 18,315 350,012 5,082,795 4,845,125
Increase in net assets 242,743 194,324 148,076 46,775 390,819 241,099
Net assets, beginning of year 1,956,411 1,723,332 53,613 6,838 2,010,024 1,730,170
Residual equity transfer - 38,755 - - - 38,735
Net assets, end of year £ 2,199,154 $1,556411 $ 201685 § 53613 $ 2,400,843 $2,010,024




FINANCIAL ANALYSIS OF THE DISTRICT’S FUNDS

General Fund:

The District’s General Fund is the chief operating fund of the District. Fund balance for the
general fund increased by $20,456 during the year with the increase coming primarily from the
control of expenditures during the year. Revenues increased by approximately $15,000
primarily as a result of an increase in State aid and Federal grants offset against the prior year
building sale. Expenditures increased by approximately $84,000 primarily due to the offset of
grant revenue matching the expenditures. The major sources of general fund revenues are State
aid and property taxes.

Special Education Fund;
Fund balance for the Special Revenue Fund increased by $178,676 during the year. Revenue
increased by approximately $222,000 primarily as a result of increased State revenue and local
grants. Expenditures increased by approximately $186,000 due to increased support service
costs. The major scurces of special education fund revenues are Federal grants, State aid and
taxes.

Career Tech Fund:
The Board made a decision to close the Career Tech Fund at the end of fiscal year June 30,
2007. This decision was based on the fact that the Career Tech Fund was not financially sound
on its own and student interest was at an all time low.

2005 Capital Projects Fund;
Net assets for the 2005 Capital Projects Fund decreased by $624,188 during the year. Interest
of $10,935 was earned and capital outlays of $670,533 were expensed.

2007 Capital Projects Fund:
Net assets for the 2007 Capital Projects Fund increased by $1,077,546 during the year. Bond
and note proceeds were $1,140,000, interest of $16,234 was earned and capital outlays of
$78,688 were expensed.

Proprietary Fund:
Net assets for the Proprietary Fund increased by $148,076 during the year. Revenues increased

by approximately $30,000 primarily as a result of timing of refunds and conservative
budgeting. Expenditures decreased by approximately $70,000 due to additional services
incwrred in the prior year.

General Fund Budgetary Highlights

Qver the course of the year, the District revised the annual operating budget several times. These
budget amendments were:

vi




- Changes made in the third and fourth quarters to account for final enroliment counts, staffing
assignments and changes in grant funding since the original budget was adopted.

While the District’s final budget for the general fund anticipated that revenues and expenditures would
reflect a decrease of $128,947, the actual results for the year showed a surplus of $20,456,

- Actual revenues were $1,162,963 or $104,210 less than expected due to the timing of Federal
grant revenues,

- The actual expenditures and interfund transfers were $1,142,507, or $253,613 below budget,
due to the timing of federal revenues/expenditures, lower than anticipated support services and
final adjustments to other funds.

Special Education Fund Budgetary Highlights

Over the course of the year, the District revised the Special Education Budget several times. These
budget amendments were:

- Changes made in the third and fourth quarters to account for final enrcllment counts, staffing
assignments and changes in grant funding since the original budget was adopted.

- While the District’s final budget for the Special Education Fund anticipated that revenues and
expenditures would reflect a deficit of $175,473, the actual results for the year show a surplus
of $178,676. This was due to an increase in prior year State revenue, lower than anticipated
capital outlay expenditures and utilities and unanticipated staffing adjustments made during the
year.

- Actual revenues were $3,672,183, $161,062 more than expected, due to an increase in
anticipated revemues in State and other sources.

- The actual expenditures were $3,416,573, or $193,021 below budget, due primarily to lower
than expected capital outlay expenditures, utilities and the loss of staffing during the year.

Career Tech Fund Budgetary Highlights

Over the course of the year, the District revised the Career Tech Budget several times. These budget
amendments were:

- Changes made in the third and fourth quarters to account for final enrollment counts, staffing
assignments and changes in grant funding since the original budget was adopted.

- The District’s final budget for the Career Tech Fund anticipated that revenues and expenditures
would reflect a break even year-end result, which is reflected in the financial statements.

- Actual revenues were $200,800, $4,922 less than expected, due to a decrease in student count.

- The actual expenditures were $253,651, or $31,172 below budget, due to closing out the
program.

vii




CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

Depreciable assets for the 2006/07 school year totaled $1,869,670. During the year, the District
invested an additional $1,060,334 in building improvements, new equipment and furniture and a van.

Table A-5
MISD's Capitzl Assets
Governmental A ctivities 2006 Additions Retirements 2007
Building and building inprovements  § 460,738 § 1,008,505 § - 8 1,469,243
Buses and other vehicles 74,669 14,949 - 29,618
Furniture and equipment 267,923 36,880 - 304,803
Total depreciable assets 803,330 1,060,334 - 1,863,664
Less accumulated depreciation (386,400) {75,513 - {461,913}
Construction-in-process 324,224 56,066 (324,224) 56,066
Land 4,431 - - 4,431
Netgovernmenial capital assefs $ 745585 § 1,040,887 $ (324,224} § 1,462,248
Business-Type A ctivitics 2006 Additions Retirements 2007
Equipment $ 6,006 § - 3 - 8 6,006
Less accumulated depreciation {601) {601) . (1,202)
Total capital assets, net $ 5405 S {601y § - & 4,804

The District’s fiscal year 2008 capital budgets will

spend over $1,000,000 for capital improvement

projects related to a fiber project connecting all local districts and the ISD.

Long-term Debt

At year-end, the District had $1,832,052 in general obligation bonds, $525,000 in an installment
purchase agreement and $145,464 in accumulated leave liability. (More detailed information about the
District’s long-term liabilities is presented in Note F to the financial statements.}

MISD's Outstanding Long-Term Debt
2006 Additions Payments 2006

Generzl! obligation debts

{financed with property taxes) $ 1,217,052 § 615000 §$ - § 1,832,052
Note payable - 525,000 - 525,080
Unamortized bond issuance ¢osts {74,500) - 6,208 {68,292}
Accumulated Sick & Vacation 115,627 29,837 - 145,464

Total $ 1,258,179 § 1,169837 § 6,208 5 2434224 vili




FACTORS BEARING ON THE DISTRICT’S FUTURE

At the time, these financial statements were prepared and audited, the District was aware of existing
circumstances that could significantly affect its financial health in the future:

- As student enrollment continues to decline so too will State aid for special education
and general education funds.

- Health insurance costs continue to remain unstable. Staff’s health insurance costs
decreased during the year due to a change in insurance plans.

- A major construction project, laying fiber, will be completed in the 2007-08 school
year. The fiber project will result in connecting all of the local districts and the ISD.

CONTACTING THE DISTRICT'S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers and investors and
creditors with a general overview of the District’s finances and to demonstrate the District’s
accountability for the money it receives. If you have questions about this report or need additional
information, contact the Manistee Intermediate School District Business Office at 1710 Merkey Road,
Manistee, MI, 49660.
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Board of Education
Manistee Intermediate School District

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 Manistee Intermediate School
District (the "School District”) as of and for the year ended June 30, 2007, which collectively comprise the
School District's basic financial statements as listed in the table of contents. These financial statements are
the responsibility of the School District's 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.

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 of the Manistee Intermediate School District as of June 30, 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 October 10, 2007
on our consideration of the School District's internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements, and other matters.
The purpose 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 Governmental Auditing Standards and should be read in assessing the results of our andit.

w 415 Munsan Avensre, Post Office Hox 947
vl Traverse CRy, Michigan 49685-0947
T CPAros §31.946.1752, FAX: 231.946.276¢
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Board of Education
Manistee [ntermediate School District
Page 2

The management’s discussion and analysis on pages i - ix and the budgetary comparison information on
pages 29 - 31, are not a required part of the basic financial statements, but are supplementary information
required by accounting principles generally accepted in the United States of America. We have applied
certain limited procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the 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 School District's basic financial statements. The combining non-major fund financial
statements are presented for purposes of additional analysis and are not a required part of the basic financial
statements. The accompanying Schedules of Expenditures of Federal Awards and Expenditures of Federal
Awards Provided to Subrecipients is presented for purposes of additional analysis as required by U.S. Office
of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Praofit
Organizations, and is also not a required part of the basic financial statements of the School District. The
combining non-major fund financial statements and the Schedules of Expenditures of Federal Awards have
been subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, are fairly stated in all material respects in relation to the basic financial statements taken as a whole.

Thorerncs, Ganttlnd sy Nongersddl

October 10, 2007



Manistee Intermediate School District

STATEMENT OF NET ASSETS

June 30, 2007

ASSETS
Current assets
Cash and cash equivalents
Restricted cash and cash equivalents
Due from other governments
Prepaid expenses
Due from business-type funds

Total current assets

Non-current assets
Capital assets, net of accumulated depreciation

Total assets

LIABILITIES AND NET ASSETS
LIABILITIES
Current liabilities
Accounts payable
Accrued payroll and related liabilities
Accrued expenses
Due fo other governments
Due to governmental funds
Due to agency funds
Current portion of long-term liabilities

Total current Habilities
Non-current portion of long-term obligations
Total liabilities
NET ASSETS
Invested in capital assets, net of related debt
Restricted for
Special education
Capital projects
Debt service
Unrestricted

Total net assets

Totzl liabilities and net assets

Governmental Business-Type
Activities Activities Total

$ 2,756,209 § 201,599 2,957,808
120,335 - 120,335

656,682 5,200 661,882

44,363 - 44,363

9.824 - 9.824

3,587,413 206,799 3,794,212
1,462,248 4.804 1,467,052
$ 5,049,661 § 211603 5.261.264
$ 140,381 % 90 140,471
238,321 - 238,321

11,220 - 11,220

18,543 - 18,543

- 9,824 9,824

7,818 - 7,818

23,792 - 23,792

440,075 9,914 449,989
2,410,432 - 2410432
2,850,507 9914 2.860421
234,800 4,804 239,604
1,185,015 - 1,185,015
16,234 - 16,234

109,383 - 105,383

653,722 196,885 850,607
2.199.154 201,689 2.400.843

3 5.049.661 § 211603 § 5,261,264

-5-

The accompanying notes are an integral part of these financial statements.
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Manistee Intermediate School District

BALANCE SHEET - GOVERNMENTAL FUNDS

June 30, 2007
Major Funds
Special 2007 Capital 2005 Capital Other Total
General Education Projects Projects Governmental Governmental
Fund Fund Fund Fund Funds Funds
ASSETS
Cash and cash equivalents $ 579,172 $1,020,679 § 1,156234 3§ 16 3 108 & 2,756,209
Restricted cash and cash equivalents - - - 120,335 120,333
Due from other governments 185,916 464,954 - 5,812 656,682
Due from other funds 43,356 3,932 - - 12,927 60,215
Prepaid expenses 44.363 - - - 44,363
Total assets 3 852,807 $1.489.565 § 1156234 § 16 § 139,182 § 3.637,804
LIABILITIES AND FUND BALANCES
LIABILITIES
Accounts payable $ 8137 § 76801 § 55318 % - § 125 & 140,381
Accrued payroll and related
ligbilities 27,128 199,374 - - 11,819 238,321
Due to other funds 16,230 13,939 23,370 16 4,654 58,209
Due to other governmental units 2,126 14436 - - 1,981 18.543
Total liabilities 53,621 304,550 78,688 16 18,579 455434
FUND BALANCES
Reserved for special education - 1,185,615 - - 1,185,015
Reserved for capital projects - - 1,077,546 - 1,077,546
Reserved for prepaid expenses 44,363 - - - - 44,363
Reserved for debt service - - - - 120,603 120,603
Unreserved 754,823 - - - - 754 823
Total fund balances 799.186 _1.185.015 1,077,546 - 120,603 3,182,350
Total liabilities and fund
balances $ 852807 §1489565 § 1156234 § 16 § 139,182
Reconciliation of Governmental Fund Balances to District-Wide Governmental Activities Net Assets
Amounts reported for governmental activities in the statement of net assets are different because:
Capital assets used in governmental activities are not financial resources and, therefore, are not
reported as assets in governmental funds. The cost of the assets is $1,924,161 and the
accumulated depreciation is $461,913. 1,462,248
Long-term liabilities, including bonds payable, are not due and payable in the current period and,
therefore, are not reported as liabilities in the funds. Long-term labilities at year-end consist of:
Bonds payable § 2,357,052
Accrued interest on bonds 11,220
Unamortized bond issuance costs (68,292)
Accumulated leave liability 145464 (2,445,444}
Total net assets - governmental activities $ 2199154
The accompanying notes are an integral part of these financial statements. -7-



Manistee Intermediate School District

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

Year Ended June 30, 2007
Major Funds
Special 2007 Capital 2005 Capital Other Total
General ~ Education Projects Projects  Governmental Governrnental
Fund Fund Fund Fund Funds Funds
Revenues
Local revenues $ 315308 $1,703,857 § -3 - % 133402 § 2,152,567
Interest 23,992 48 307 16,234 10,935 4,356 103,824
Intermediate sources 37.850 - - - - 37,850
State revenues 678,258 835,340 - - 12,550 1,526,148
Federal revenues 85,109 972,505 - - 60,094 1,117,708
Other 22.446 112,174 - 2,406 137,026
Total revenues 1162963 3672183 16,234 10,935 212,808 5,075,123
Expenditures
Instruction 82,455 677,830 - - 150,203 910,488
Supporting services 817,003 2,639,976 - - 100,490 3,557,469
Community services 1,001 1,098 - - - 2,099
Food service - - - - 10,338 10,338
Intergovernmental transfers 170,911 34,836 - - - 205,747
Other - - 22,622 851 2,958 26,431
Capital outlay 625 62,833 56,066 669 682 - 789.206
Total expenditures 1,071,995 _3.416.573 78.688 670,533 263,989 5501778
REVENUES OVER (UNDER)
EXPENDITURES 90,968 255610 {62.454) {659.598) (51.181) (426.,655)
Other financing sources {uses)
Operating transfers in - - - 35,410 112,036 147,446
QOperating transfers out {70,512) (76,934) - - - (147,446)
Proceeds from bond issue - - 615,000 - - £15,000
Proceeds from installment
purchase agreement - - 325,000 - - 525000
Total other financing
sources (uses} (70.512y {76,934y _ 1,140.000 35410 112036 __ 1.140.000
REVENUE OVER (UNDER)
EXPENDITURES AND
OTHER FINANCING
SOURCES (USES) 20,456 178,676 1,077,546 (624,188) 60,855 713,345
Fund balance, beginning of year 778.73¢ _1.006339 - 624,188 59,748 2,469.005
Fund belance, end of year $ 799,186 $1.185015 §$ 1077546 % - § 120603 § 3182350
The accompanying notes are an integral part of these financial statements. -8-



Manistee Intermediate School District

RECONCILIATION OF THE GOVERNMENTAL FUNDS STATEMENT OF
REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES WITH
THE DISTRICT-WIDE STATEMENT OF ACTIVITIES

Year Ended June 30, 2067

Total Net Change in Fund Balances - Governmental Funds $ 713,345
Amounts reported for governmental activities in the statement of activities are different because:

Capital outlays to purchase or build capital assets are reported in the governmental funds
as expenditures. However, costs that meet the capitalization policy are shown in the
statement of net assets and allocated over their estimated useful lives as annual depreciation
expenses in the statement of activities. This is the amount by which capital outlays exceeds
depreciation in the period.
Capital outlays § 792,176
Depreciation expense (75,513} 716,663

In the statement of activities, certain operating expenses - accumulated leave liability {sick leave
and compensated time) - are measured by the amounts earned during the year. In the
governmental funds, however, expenditures for these items are measured by the amount of
financial resources used (essentially, the amounts actually paid}. This year, sick leave and
compensated time used was less than the amounts eamed by $29,837. (29,837)

Amortization of bond issuance costs (6,208)

Some of the capital assets acquired this year were financed with bond and installment purchase
agreement proceeds. The amount financed by the bond proceeds is reported in the
governmental funds as a scurce of financing. On the other hand, the bond proceeds are not
revenues in the statement of activities but rather constitute long-term liabilities in the
statement of net assets. {1,140,000)

Interest on long-term debt in the statement of activities differs from the amount reported in the
governmental funds because interest is recorded as an expenditure in the funds when it is
due, and thus requires the use of current financial resources. In the statement of activities,
however, interest expense is recognized as the interest accrues, regardless of when it is due.
The increase in interest reported in the statement of activities is the net result of the Increase

in accrued interest on bonds payable. (11.220)
Changes in Net Assets of Governmental Activities 3 242,743

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



Manistee Intermediate School District
STATEMENT OF NET ASSETS - PROPRIETARY FUNDS

June 30, 2007

Non-Major Enterprise Funds

Business Total
Co-op Proprietary
Fund MISD Net Funds
ASSETS
Current assets
Cash 3 47,124 § 154475 $ 201,599
Due from other governments - 5,200 5,200
Due from governmental funds 962 - 962
Non-current assets
Equipment, net - 4,804 4,804
Total assets hY 48086 $ 164479 § 212565
LIABILITIES AND NET ASSETS
LIABILITIES
Accounts payable $ 90 §$ - 8 90
Due to other funds 3.399 7.387 10,786
Total liabilities 3,489 7.387 10.876
NET ASSETS
Invested in capital assets - 4,804 4,804
Unrestricted 44.597 152 288 196.885
Total liabilities and net assets 3 48086 § 164479 §_ 212565

The accompanying notes are an integral part of these financial statements. -10-



Manistee Intermediate School District

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

Year Ended June 30, 2007

Non-Major Enterprise Funds

Business Total
Co-op Propnetary

Fund MISD Net Funds
Operating revenues $ 261,013 3§ 206378 § 467,391
Operating expenses 238282 81.033 319315
CHANGE IN NET ASSETS 22,731 125,345 148,076
Net assets, beginning of year 21.866 31.747 53.613
Net assets, end of year b 44597 $§ 157092 § 201.689

The accompanying notes are an integral part of these financial statements. -11-



Manistee Intermediate School District

STATEMENT OF CASH FLOWS - PROPRIETARY FUNDS

Year Ended June 30, 2007

CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets
Adjustments to reconcile change in nef assets in net cash
from operating activities

Depreciation expense
Decrease in due from governmental funds
Decrease in accounts payable
Decrease int accrued payroll and related liabilities
Increase in due to other funds

Net cash flows provided by operating activities
CASH AND CASH EQUIVALENTS, beginning of year

CASH AND CASH EQUIVALENTS, end of year

Non-Mazjor Enterprise Funds

Business Total
Co-op Proprietary
Fund MISD Net Funds

$ 22,731 $§ 125345 § 148,076

- 601 601
24,950 48,159 73,109
(3,654) (27,017) (30,671)

(302) - (302)
3,399 7.387 10,786
47,124 154,475 201,599

$ 47.124 $§ 134475 § 201,599

The accompanying notes are an integral part of these financial statements. -12-



Manistee Intermediate School District

STATEMENT OF FIDUCIARY NET ASSETS

ASSETS
Cash and cash equivalents
Due from other funds

Total assets

LIABILITIES
Due to other governmental units
Due to student groups
Accounts payable

Total liabilities

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

June 30, 2007
Agency Funds
SPARC RICC Student
Food Co-op Fund Services Total
30,093 $ - % - % 30,093
- 2510 5.308 7818
30093 § 2510 § 5308 % 37.911
29740 3% 1,187 § - 3 30,937
- - 5,284 5,284
333 1.313 24 - 1,650
30093 3 2510 $ 5308 §$ 37911
-13-



Manistee Intermediate School District

NOTES TO FINANCIAL STATEMENTS

NOTE A - SUMMARY QF SIGNIFICANT ACCOUNTING POLICIES
Introduction

The Manistee Intermediate School District (the "School District”) primarily serves approximately 3,750
students within Manistee and surrounding communities. The School District consists of two facilities,
one education center and one administration center. There are four public school districts, one public
academy, two non-public schools and one community college in the School District's service area. As of
June 30, 2007, the School District employed 26 professional staff and 21 non-professional staff and had
54 students enrolled within its School District.

The accounting policies of the School District conform to generally accepted accounting principles as
applicable to governments. The School District is considered to be a local government unit.

The accounting and reporting framework and the more significant accounting principles and practices of
the School District are discussed in subsequent sections of this Note. The remainder of the notes are
organized to provide explanations, including required disclosures, of the School District’s financial
activities for the fiscal year ended June 30, 2007.

The Financial Reporting Entity

Manistee Intermediate School District's Board of Education (the "Board"} is the basic level of
government which has oversight responsibility and control over all activities related to the public school
education. The Board receives funding from local, State and Federal governmental sources and must
comply with the concomitant requirements of these funding source entities. However, the Board is not
included in any other governmental "reporting entity,” as defined in Governmental Accounting Standards
Board ("GASB"} Statement No. 14, since Board members are elected by the public and have decision-
making authority to levy taxes, the power to designate management, the ability to significantly influence
operations and primary accountability for fiscal matters. In addition, under the criteria of the GASB
pronouncement, student, parent and teacher organizations are not included, except to the extent that the
School District holds assets in the capacity of an agent,

District-Wide and Fund Financial Statements

District-Wide Financial Statements

The statement of net assets and statement of activities display information on all non-fiduciary activities
of the School District. For the most part, the effect of interfund activity has been removed from these
statements. Governmental activities, which normally are supported by taxes and intergovernmental

revenues, are reported separately from business-type activities, which rely to a significant extent on fees
and charges for support.

-14-



NOTES TO FINANCIAL STATEMENTS - Continued

The statement of activities reports the expenses of a given function offset by program revenues directly
connected with the functional program. A function is an assembly of similar activities and may include
portions of a fund or surmmarize more than one fund to capture the expenses and program revenues
associated with a distinct functional activity. Program revenues include: (1) charges for services which
report fees, fines and forfeitures, and other charges to users of the School District's services; (2)
operating grants and contributions which finance annual operating activities including restricted
investment income; and (3) capital grants and contributions which fund the acquisition, construction, or
rehabilitation of capital assets. These revenues are subject to externally imposed restrictions to these
program uses. Taxes and other revenue sources not properly included with program revenues are
reported as general revenues.

Fund Financial Statements

Separate financial statements are provided for governmental funds, proprietary funds and fiduciary funds
even though the latter are excluded from the district-wide financial statements. The balance sheet and
statement of revenues, expenditures and changes in fund balances for the School District's governmental
funds and the statement of net assets, statement or revenues, expenses and changes in net assets and
statement of cash flows for the School District's proprietary funds (i.e., fund financial statements) are
presented after the district-wide statements. These statements display information about each major fund
and non-major funds in the aggregate. Major funds are generally those that represent 10% or more of
governmental fund assets, liabilities, revenues or expenditures and 5% of combined assets, liabilities,
revenues or expenditures.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The financial statements of the School District are prepared in accordance with generally accepted
accounting principles ("GAAP"). The School District's reporting entity applies all relevant
Governmental Accounting Standards Board (*GASB") pronouncements and applicable Financial
Accounting Standards Board ("FASB") pronouncements and Accounting Principles Board ("APB™)
opinions issued on or before November 30, 1989, unless they conflict with GASB pronouncements. The
School District's reporting entity does not apply FASB pronouncements or APB opinions issued after
November 30, 1989,

The district-wide statements report using the economic resource measurement focus and the accrual basis
of accounting generally including the reclassification or elimination of intemal activity (between or
within funds) as are the proprietary fund financial statements. Reimbursements are reported as
reductions to expenses. Revenues are recorded when earned and expenses are recorded when a liability
is incurred, regardless of the timing of related cash flows. Property taxes are recognized in the year for
which they are levied while grants are recognized when grantor eligibility requirements are met.

Governmental fund financial statements report using the current financial resources measurement focus
and the modified accrual basis of accounting. Revenues are recognized when they are both measurable
and available. Available means collectible within the current period or soon enough thereafter to pay

current liabilities. The School District considers revenues to be available if they are collected within 60
days of the end of the fiscal year. Expenditures are recorded when the related fund liability is incurred,

except for general obligation bond principal and interest which are reported as expenditures in the year
due.

-15-



NOTES TO FINANCIAL STATEMENTS - Continued

Major revenue sources susceptible to accrual include property taxes, intergovernmental revenues and
investment income. In general, other revenues are recognized when cash is received.

The proprietary funds use the accrual basis of accounting and are accounted for on a cost-of-services or
"capital maintenance" measurement focus. Under the capital maintenance measurement focus, all assets
and liabilities associated with the fund's activities are included on its balance sheet. Under the accrual
basis, revenues are recognized when earned and expenses are recognized when they are incurred.
Proprietary funds distinguish operating revenues and expenses from non-operating ifems. Operating
revenues and expenses generally result from providing services in connection with a proprietary fund's
principal ongoing operations. Operating expenses include the cost of services, administrative expenses
and depreciation on capital assets. All revenues and expenses not meeting this definition are reported as
non-operating revenues and expenses.

The fiduciary funds use the accrual basis of accounting and the capital maintenance measurement focus.
All assets and liabilities associated with the fund’s activities are included on its balance sheet. Revenues
are recognized when earned and expenses are recognized when they are incurred.

Fund Types and Major Funds

Activities in Major Governmental Funds

The General Fund is the general operating fund of the School District. It is used to account for all
financial resources except those required to be accounted for in another fund.

The Special Education Fund is used to account for the proceeds of specific revenue sources that are
legally restricted to expenditures for special education programs.

The 2005 and 2007 Capital Projects Funds are used to account for financial resources to be used for the
acquisition or construction of major capital facilities.

Activities in Non-Major Governmental Funds

Special Revenue Funds are used to account for the proceeds of specific revenue sources that are
restricted to expenditures for specified purposes. The Special Revenue Funds mainfained by the School
District are the Career Tech Fund and the Food Service Fund. Any operating deficit generated by this
activity is the responsibility of the General Fund.

Debt Service Funds are used to account for the accumulation of resources for, and the payment of, bond
principal, interest, and related costs.

Activities in Non-Major Proprietary Funds
Enterprise funds are used to account for operations that are financed and operated in a manner similar to
private business enterprises where the intent of the goveming body is that the costs of providing goods

and services be accounted primarily through user charges. The enterprise funds maintained by the
School District are the MISD Net and Business Co-op Funds.

-16-



NOTES TO FINANCIAL STATEMENTS - Continued

Fiduciary Funds

Fiduciary Funds are used to account for assets held by the School District in a trustee capacity or as an
agent. Fiduciary Fund net assets and results of operations are not included in the government-wide
statements. Agency Funds are custodial in nature {(assets equal liabilities} and do not involve
measurement of results of operations.

Cash and Equivalents

The School District considers all highly liquid investments (including restricted assets) with an original
maturity of three months or less when purchased to be cash equivalents.

Investments

Investments are reported at fair value which is determined using selected bases. Short-term investments
are reported at cost, which approximates fair value.

Capital Assets

Capital assets are recorded at cost or, if donated, the fair value at the time of donation. Capital assets are
depreciated over their estimated useful lives ranging from 5 to 50 years. The School District generally
capitalizes assets with costs of $5,000 or more as purchase and construction outlays occur. No
depreciation is recorded on land or construction-in-process. Expenditures for major renewals and
betterments that extend the useful lives of the capital assets are capitalized. Expenditures for
maintenance and repairs are charged to current expenditures as incurred. Depreciation is computed using
the straight-line method. When capital assets are disposed, the cost and applicable accumulated
depreciation are removed from the respective accounts and the resulting gain or loss is recorded in
operations.

Estimated useful lives, in years, for depreciable assets are as follows:

Buildings and improvements 20-50 years
Furniture and equipment 5-10 years
Buses and vehicles 5-10 years

Long-term Debt, Deferred Debt Expense and Bond Discounts/Premiums

In the district-wide financial statements, outstanding debt 1s reported as liabilities. Bond issuance costs,
bond discounts or premiums, and the difference between the reacquisition price and the net carrying
value of refunded debt are capitalized and amortized over the terms of the respective bonds using a
method that approximates the effective interest method.

The governmental fund financial statements recognize the proceeds of debt and premiums as other
financing sources of the current period. Issunance costs are reported as expenditures.

-17-



NOTES TO FINANCIAL STATEMENTS - Continued

Fund Equity

The governmental fund financial statements report reserved fund balance for amounts not available for
appropriation or legally restricted for specified purposes.

Program Revenues
Program revenues derive directly from the program itself or from outside parties for the restricted use in
a particular program. On the statement of activities, program revenues reduce the net cost of the various

functions to reflect the amount which is financed from the School District's general revenues.

The School District's most significant program revenues are special education revenues, which are
reported as operating grants and contributions.

Spending Policy

When both restricted and unrestricted resources are available for use, it is the School District's policy to
use restricted resources first, then unrestricted resources as needed.

Encumbrance Accounting

The School District formally records encumbrances in the accounting records during the year as a normal
practice. In accordance with generally accepted accounting principles, outstanding encumbrances at
year-end for which goods or services are received are reclassified as expenditures and accounts payable.
All other encumbrances in the annual budgeted funds are reversed at year-end and are either canceled or
are included as reappropriations of fund balance for the subsequent year.

Allocation of Expenses

The School District reports each function's direct expenses, those that are specifically associated with a
service, program or department and, thus, are clearly identifiable to a particular function.

The School District has elected not to allocate indirect expenses.

Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements, in conformity with generally accepted accounting principles,
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the

reported amounts of revenues and expenses during the reporting period. Actual amounts could differ
from those estimates.

-18-



NOTES TO FINANCIAL STATEMENTS - Continued

NOTE B - BUDGETARY POLICY AND PRACTICE

Excess of Expenditures over Appropriations in Budgeted Funds

Michigan Public Act 621 of 1978 provides that a local unit shall not incur expenditures in excess of the
amounts appropriated. During the year ended June 30, 2007, the School District was out of compliance
with the Act as follows:

Budget Actual Variance
General Fund
Instruction $ 80,248 $ 82,455 $ 2,207
Pupil support 44 689 45,032 343
Special Education Fund
Community services - 1,098 1,098

The final Board adopted Special Education Fund budget assigned $58,136 to Debt Service. This amount
was actually transferred to the QZAB Bond Retirement Fund for the future repayment of bond
obligations.

NOTE C - CASH AND INVESTMENTS
At June 30, 2007, the School District's cash and and cash equivalents include the following:

Cash and
Equivalents

Cash on hand $ 800
Bank deposits 1,568,278
Investment pools 1,539,158

$ 3108236
Custodial Credit Risk - Deposits

All of the School District’s bank deposits are with financial institutions which provide FDIC insurance
coverage. However, in the event of a bank failure, the School District's deposits may not be returned to
it. As of June 30, 2007, $1,390,138 of the School District's bank deposits were uninsured.

Investments
The School District's investment policy permits investments in the following vehicles:

1. Bonds and other obligations of the United States; the principal and interest of which are fully
guaranteed by the United States; or obligations of the State.

2. Certificate of deposits issued by financial institutions organized and authorized to operate in
Michigan.

-19-



NOTES TO FINANCIAL STATEMENTS - Continued

Certain commercial paper.

Securities issued or guaranteed by agencies or instruments of the United States government.
United States government of Federal agency obligation repurchase agreements.

Barniker's acceptance issued by a bank that is 2 member of the FDIC.

Certain mutual funds.

Investment pools, as authorized by the surplus funds investment pool act, Act No. 367 of the
Public Acts of 1982,

e

Investments at June 30, 2007 consisted of the following:

Investment Matunties {in years)

Invesiment Type Fair Value Current 1-5 6-10 More than 10
MILAF $ 1539158 § 1539158 § - § - § -
Interest Rate Risk

The School District attempts to minimize interest rate risk, which is the risk that the market value of
securities in the portfolio will fail due to changes in market interest rates, by: structuring the investment
portfolio so that securities mature to meet cash requirements for ongoing operations, thereby avoiding the
need to sell securities in the open market; and, investing operating funds primarily in short-term
securities, or MILAF and limiting the average maturity.

Credit Risk

State law limits investments in commercial paper and corporate bonds to & prime or better rating issued
by nationally recognized rating organizations. The School District’s investment in the MILAF
investment pool was rated AAAm by Standard and Poor's.

NOTE D - RECEIVABLES, UNCOLLECTIBLE ACCOUNTS AND DEFERRED REVENUE
Property Taxes Receivable, Deferred Revenue and Property Tax Calendar

Property taxes are levied, billed and attached as enforceable liens in July of the School District's fiscal
year. Townships within the School District collect and remit taxes until February 15, at which time the
uncollected real property taxes are turned over to the counties as delinquent. Delinquent real property
taxes are funded by the county and remitted to the School District. Delinquent personal property tax
remains a receivable until collected from the taxpayer by the townships and remitted to the School
District. In the governmental fund financial statements, if delinquent taxes are not paid within 60 days of
year-end, they are recorded as deferred revenue. In the district-wide financial statements, property taxes
receivable and related revenue include all amounts due the Scheol District regardless of when cash is
received. Over time, substantially all property taxes are collected.

During the fiscal year, $0.2848 and $1.8031 per $1,000 of equalized homestead and non-homestead

property value in the School District of $946 million were levied for general operating and special
education purposes, respectively.
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NOTES TO FINANCIAL STATEMENTS - Continued

Intergovernmental Receivables and Deferred Revenue

Intergovernmental receivables are primarily comprised of amounts due from the State and Federal
governments. Revenue is recorded as eamned when eligibility requirements are met. Grant revenues
deferred in the governmental fund financial statements include unearned revenue and revenue received
more than 60 days following year-end {unavailable to pay liabilities of the current period). Deferred
revenue received after 60 days is fully recognized as revenue in the district-wide statements if grantor
eligibility requirements are met.

Amounts due from other governments at June 30, 2007 are as follows:

Governmental Business-Type

Activities Activitics
Due from the State of Michigan State Aid 3 187,285 § -
Due from Federal grants 288,725 -
Other 180.672 5.200
$ 656,682 $ 5.200

NOTE E - INVESTMENTS IN CAPITAL ASSETS
Investments in capital assets consist of the following:

Governmental Activities

June 30, 2006 Additions Retirements  _June 302007

Buildings and improvements 3 460,738 $ 1,008,505 3 - 3 1,469,243
Fumiture and equipment 267,923 36,880 - 304,803
Buses and vehicles 74.669 14,949 - 89618
Total depreciable assets 803,330 1,060,334 - 1,863,664
Less accumulated depreciation (386,400) (75,513) - (461,913)
Construction-in-process 324,224 56,066 (324,224) 56,066
Land 4431 - - 4431

Total capital assets, net i 745.585 § 1,040,887 $ (324224) § 1.462 248

Business-Type Activities

June 30, 2006 Additions Retirements  June 30, 2007

Equipment $ 6,006 § - 3 - 3§ 6,006
Less accumulated depreciation (601) {601} - (1,202)
Total capital assets, net $ 5405 § (601 § - 3 4.804
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NOTES TO FINANCIAL STATEMENTS - Continued

Depreciation expense was charged to the function in the staterent of activities, as follows:

Governmental activities

Unallocated $ 75,513
Business-type activities

Intemet services 601

Total depreciation expense $ 76114

NOTE F - LONG-TERM LIABILITIES

Changes in long-term debt during the year ended June 30, 2007 were as follows:

Beginning New Ending Current
Balance Debt Payments Balance Portion
General obligation bonds $1,217,052 § 615,000 $ - $1,832,052 § 10,000
Instaliment purchase agreement - 525,000 - 525,000 20,000
Unamortized bond issuance costs (74,500) - 6,208 {68,292) (6,208)
Accumulated leave liability* 115,627 29.837 - 145,464 -
Long-term debt $1.258179 $1.169.837 $ 6208 $2434224 § 23.792

*Accumulated leave liability payments represents the net effect of additional vacation days used in
excess of being earned during the year.

Payments on general obligation bonds are made by the Debt Service Funds. The accumulated leave
liability will be liquidated primarily by the Special Education Fund.
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NOTES TO FINANCIAL STATEMENTS - Continued

At Tune 30, 2007, the School District's long-term debt consisted of the following:

1998 School Improvement Bond (Durant); due in annual installments of

$19,487 to $99,695 through May 15, 2013; average interest rate of 4.76%.

This debt will be repaid using revenues provided by the State of Michigan

specifically for this purpose. If the Michigan Legislature fails to appropriate

funds, the School District is not liable for repayment of these bonds. § 237,717

2004 Schoo! Improvement Bonds (QZAB); due in August 2018; no annual
installments; interest rate at zero. 979,335

2007 Honor State Bank Installment Purchase Agreement; due in annual
installments of principal for eighteen years beginning May 1, 2008 with
semi-annual interest thereon at a rate of 4.59%. 525,000

2007 West Shore Bank Schoeol Technology Bond; due in annual
installments of principal for fifteen years beginning May 1, 2008 with semi-

annual interest thereon at a rate of 4.59%. 615.000
Total general obligation bonds payable 2,357,052

Unamortized bond issue costs (68,292)

Accumulated leave liability 145464
Total long-term debt $ 2434224

Total annual requirements to amortize bonds outstanding as of June 30, 2007 are as follows:

Years Ending
June 30, Principal Interest

2008 $ 30,000 $ 58,903
2009 67,406 55,048
2010 182,978 99,177
2011 74,589 48,908
2012 15,759 45,547
2013-2017 311,985 181,601
2017-2027 1.614.335 135.870

$ 23574052 $ 625054
Interest expense for the year ended June 30, 2007 was $11,220.

Accumulated Leave Liability

Employees of the School District accumulate days of compensated sick leave and compensated time
benefits, as specified by the bargaining units' contract. This benefit vests after 5 years of employment.
Upon either resignation or retirement, the employees are compensated at daily rates specified in the
bargaining units' contracts.
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NOTES TO FINANCIAL STATEMENTS - Continued

2004 School Improvement Bonds

The 2004 School Improvement Bonds are "qualified zone academy bonds” ("QZAB"} under Section
1397E(d)(6) of the Internal Revenue Code, allowing holders of the bonds certain income tax credits. The
QZAB bonds are due in August 2018 but require annual deposits of $58,136 into a Sinking Fund
beginning August 2005. The Sinking Fund deposits plus the interest eamed thereon, which is fixed at
2.71%, will be sufficient to pay off the bonds upon maturity. Any spread from the Sinking Fund account
will be paid to the purchaser of the bonds,

NOTE G - RISK MANAGEMENT

The School District is exposed to various risks of loss related to torts; theft of, damage to and destruction
of assets; errors and omissions; injuries to employees; unemployment benefits; and natural disasters, as
well as medical benefits provided to employees. The School District manages its risk exposures and
provides certain employee benefits through & combination of self-insurance, commercial insurance, and
risk management pools.

The School District pays unemployment claims on a reimbursement basis through the Bureau of
Workers' and Unemployment Compensation ("BWUC"). As BWUC pays eligible recipients benefits,
this amount is billed to Manistee Intermediate School District. At June 30, 2007, there were no
significant unbilled claims.

The School District participates in SET-SEG's risk management pocls for worker's compensation claims,
liability insurance and errors and omissions coverages. SET-SEG was established pursuant to laws of
the State of Michigan which authorize local units of government to jointly exercise any power, privilege
or authority which each might exercise separately. The purpose of SET-SEG is to provide cooperative
and comprehensive risk financing and nisk control services. SET-SEG provides risk management,
underwriting, reinsurance and claim review and processing services for all member governments
pursuant to its charter.

The School District makes annual contributions to SET-SEG based on actuarial studies using historical
data and insurance industry statistics. These contributions are primarily paid from the Special Education
Fund. Such contributions as received by SET-SEG are allocated between its General and Member
Retention Funds. Economic resources in SET-SEG's General Fund are expended for reinsurance
coverage, claim payments and certain general and administrative costs, whereas resources in the Member
Retention Fund are used for loss payments and defense costs up to the member's self-insurance retention
limits along with certain other member-specific costs. Any refunds from SET-SEG are deposited in the
School District’'s General Fund.

NOTE H - BALANCES AND TRANSFERS/PAYMENTS WITHIN THE REPORTING ENTITY
Receivables and Payables

QOutstanding balances between funds reported as "due to/from other funds™ include outstanding charges
by one fund to another for services or goods, subsidy commitments outstanding at year end, and other
miscellaneous receivables/payables between funds.
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NOTES TO FINANCIAL STATEMENTS - Continued

At JTune 30, 2007, the School District's interfund balances consisted of the following:

Interfund Interfund
Fund Receivable Payable
Major Governmental Funds
General $ 43,356 $ 16,230
Special Education 31932 13,939
2005 Capital Projects - 16
2007 Capital Projects - 23,370
Other Governmental Funds
Career Tech 8,844 962
Food Service 3,815 3,692
Debt Service 268 -
Non-Major Proprietary Funds
Business Co-Op 962 3,399
MISD Net - 7,387
Fiduciary Funds
RICC 2,510 -
Student Services 5308 -
§ 68995 $§ 68995
Transfers and Payments

Transfers and payments within the reporting entity are substantially for the purposes of subsidizing
operating functions, funding capital projects and asset acquisitions or maintaining debt service on a
routine basis. Resources are accumulated in a fund to support and simplify the administration of various
projects or programs.

The government-wide statement of activities eliminates transfers as reported within the segregated

governmenta] and business-type activities columns. Only transfers between the two columns appear in
this statement.

The following schedule reports transfers and payments within the reporting entity:

Fund Transfer in Fund Transfer out
Other Governmental Funds Major Governmental Funds
Debt Service Fund 58,136
Career Tech Fund 52,851
Food Service Fund 1,049 General Fund 70,512
2005 Capital Projects Fund 35410 Special Education Fund 76.934
$ 147446 $ 147446
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NOTES TO FINANCIAL STATEMENTS - Continued

NOTE I- PENSION PLAN

The School District contributes to the Michigan Public School Employees’ Retirement Systems
("MPSERS"), a cost-sharing multiple-employer defined benefit pension plan administered by the State of
Michigan, Department of Management & Budget ("DMB™). MPSERS provides retirement, disability,
death and post-employment health benefits to plan members and beneficiaries. Member Investment Plan
{("MIP") participants receive enhanced benefits compared to Basic Plan participants. Benefits are
safeguarded by Article IX, Section 24 of the Michigan Constitution. Public Act 300 of 1980, as
amended, assigns authority to establish and amend benefit provisions to the State Legislature, MPSERS
issues a publicly available financial report that includes financial statements and required supplementary
information. That report may be obtained by writing to MPSERS, P.O. Box 30171, Lansing, MI 48909-
7671, or by calling (517) 322-5103 or on the State of Michigan's website at www.Michigan gov.

Funding Policy

Plan members who participate in MIP are required to contribute 3.0% to 4.3% of their annual covered
salary; plan members who participate in the Basic Plan may not contribute to the Plan; and Manistee
Intermediate School District i1s required to contribute at an actuarially determined rate. The rate was
16.34% for the period July I, 2006 to September 30, 2006 and 17.74% for the period October 1, 2006 to
June 30, 2007 of annual covered payroll. The contribution requirements of plan members and Manistee
Intermediate School District are established and may be amended by the State Legislature. The School
District's contributions to MPSERS fer the years ended June 30, 2007, 2006 and 2005 were $354,000,
$353,000 and $328,000, respectively, which is equal to the required contribution for the year.

Post employment benefits

Under the MPSERS Act, all retirees participating in the MPSERS pension plan have the option of
continuing health, dental and vision coverages. Retirees having these coverages contribute an amount
equivalent to the monthly cost for Part B Medicare and 10 percent of the monthly premium amount for
the health, dental and vision coverages. Required contributions for pest-employment health care are
included as part of the School District’s total contribution to the MPSERS plan discussed above,

NOTE J - COMMITMENTS AND CONTINGENCIES
Capital Projects

As of June 30, 2007, the School District has committed to a total project cost of $1,140,000, of which
$78,688 has been expended to date, leaving a remaining construction commitment of $1,061,312. The
2007 Capital Projects Fund balance was $1,077,546 at June 30, 2007. The expected completion date is
September 2007.

Federal and State Grants

In the normal course of operations, the School District receives grant funds from various Federal and
State agencies. The grant programs are subject fo audit by agents of the granting authorities, the purpose
of which is to ensure compliance with conditions precedent to the granting of funds. Any liability for
reimbursement which may arise as the result of these audits is not believed to be material.
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NOTES TO FINANCIAL STATEMENTS - Continued

Collectively Bargained Employment Agreements

The teachers of the School District are organized under the Manistee Intermediate Education
Association. The Board of Education and the Manistee Intermediate Education Association's contract

expired June 30, 2007.

NOTE K - CHARTER SCHOOL CONTRACT

On July 1, 2000, the School District entered into a contract with CASMAN Academy to charter a public
school academy. The Academy was formed as a charter school academy pursuant to the Michigan
School Code of 1976, as amended by Act No. 362 of the Public Acts of 1993 and Act No. 416 of the

Public Acts of 1994,
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COMBINING FINANCIAL STATEMENTS OF
NON-MAJOR GOYVERNMENTAL FUNDS



Manistee Intermediate School District

COMBINING BALANCE SHEET - NON-MAJOR GOVERNMENTAL FUNDS

Tune 30, 2007
Special
Revenue Fund Debt Service Funds
Career Food Debt QZAB Bond Total
Tech Service Service Retirement  Non-Major
Fund Fund Fund Fund Governmental
ASSETS
Cash and cash equivalents  § 108 § - - § - 3 108
Investments - - - 120,335 120,335
Due from other governments 5,812 - - - 5,812
Due from other funds 8.844 3815 268 - 12,927
Total assets $ 14764 3 3815 268 § 120335 % 139,182
LIABILITIES AND FUND BALANCES
LIABILITIES
Accounts payable $ 28 123 - 3 - 3 125
Accrued payroll and
related liabilities 11,819 - - - 11,819
Due to other govermments 1,981 - - - 1,981
Due to other funds 962 3,692 - - 4,634
Total liabilities 14,764 3.815 - - 18,579
FUND BALANCES
Reserved for debt service - - 268 120335 120,603
Total liabilities and
fund balances by 14764 § 3815 268 $§ 120335 § 139,182
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Manistee Intermediate School District

COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES - NON-MAJOR GOVERNMENTAL FUNDS

Year Ended June 30, 2007

Special
Revenye Fund Debt Service Funds
Career Food Debt QZAB Bond Total
Tech Service Service Retirement Non-Major
Fund Fund Fund Fund Governmental
Revenues
Interest $ 1,637 % - 3 - § 2,719 % 4,356
Local revenues 133,402 - - - 133,402
State revenues 12,432 1i8 - - 12,550
Federal revenues 53,329 6,765 - - 60,094
QOther - 2,406 - - 2.406
Total revenues 200,800 9289 - 2718 212,808
Expenditures
Instruction 150,203 - - - 150,203
Supporting services 100,490 - - - 100,490
Food service - 10,338 - - 10,338
Other 2,958 - - - 2958
Total expenditures 253.651 10,338 - - 263,989
REVENUES OVER {(UNDER)
EXPENDITURES {52,851) {1,049) - 2,719 {51,181}
Other financing sources
Operating transfers in 52851 1,049 - 58,136 112,036
REVENUES OVER (UNDER)
EXPENDITURES AND OTHER
FINANCING SOURCES - - - 60,855 60,855
Fund balance, beginning of year - - 268 59,480 59,748
Fund balance, end of year 3 - $ - 3 268 § 120335 $ 120,603
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OTHER SUPPLEMENTARY INFORMATION



Manistee Intermediate School District

CAPITAL PROJECTS FUND

STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES

For the Two Year and Three Hundred Twelve Day Period Ended June 30, 2007

Revenue
Investment income

Expenditures
Capital outlay
Construction costs
Bond costs and fees
Total expenditures
REVENUES UNDER EXPENDITURES
Other financing sources
Bond proceeds
Operating transfer in
Total other financing sources
REVENUES OVER EXPENDITURES

AND OTHER FINANCING
SOURCES

Fund balances, beginning of period

Fund balances, end of period

$

2004 SCHOOL BUILDING AND SITE BOND QUALIFIED ZONE ACADEMY BOND ISSUE

70,722

568,574
86,916

1,085,490

(1,014,768)

979,358
35,410

1,014,768
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Note 1

Note 2

Note 3

Manistee Intermediate School District
NOTES TQO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

June 30, 2007

The Schedule of Expenditures of Federal Awards is prepared using the modified accrual
basis of accounting.

Management has reported that expenditures in this Schedule of Expenditures of Federal
Awards are equal to those amounts reported in the annual or final cost reports.
Unallowed differences, if any, have been disclosed to the auditor.

The financial reports, including claims for advances and reimbursements and amounts
claimed or used for matching are timely, complete, accurate and contain information that
is supported by the books and records from which the basic financial statements have
been prepared. Grant receipts reported on the Schedule of Expenditures of Federal
Awards, as passed through the Michigan Department of Education, reconcile to the Grant
Section Auditor's Report (R7120). Unreconciled differences have been disclosed to the
auditor.
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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

Board of Education
Manistee Intermediate School District

We have audited the financial statements of the governmental activities, the business-type activities, each
major fund and the aggregate remaining fund information of Manistee Intermediate School District ("the
School District™), as of and for the year ended June 30, 2007, which collectively comprise the School
District's basic financial statements and have issued our report thereon dated October 10, 2007. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the School District's internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinions on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the School
District's internal control over financial reporiing. Accordingly, we do not express an opinion on the
effectiveness of the School District's intemnal control over financial reporting.

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

Hember of

415 Munsan Avenize, Post Office Box 947
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Board of Education
Manistee Intermediate School District
Page 2

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 contro] deficiency, or combination of control deficiencies,
that adversely affects the School District's 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 School District's financial statements that is more than
inconsequential will not be prevented or detected by the School District's internal control. We consider the
deficiencies described in the accompanying Schedule of Findings and Questioned Costs to be significant
deficiencies in internal control over financial reporting.

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 School District's internal control. We believe Finding 2007-1 constitutes a material
weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the School District's financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an 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 School District, in a separate letter dated
October 10, 2007.

The School District's response to the findings identified in our audit is described in the accompanying
Schedule of Findings and Questioned Costs. We did not audit the School District's response and,
accordingly, we express no opinion on it.

This report is intended solely for the information and use of the audit committee, management, Board of

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

Dornrniis, Cotttona'y Noppas i

October 10, 2007
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE
TO EACH MAJOR PROGRAM AND INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

Board of Education
Manistee Intermediate Schoel District

Compliance

We have audited the compliance of Manistee Intermediate School District (the "School District™) with the
types of compliance requirements described in the U.S. Office of Management and Budget ("OMB™)
Circular A-133 Compliance Supplement that are applicable to each of its major Federal programs for the
year ended June 30, 2007. The School District's major Federal programs are identified in the summary of
auditor's results section of the accompanying Schedule of Findings and Questioned Costs. Compliance with
the requirements of laws, regulations, contracts and grants applicable to each of its major Federal programs
is the responsibility of the School District's management. Our responsibility is to express an opinion on the
School District's comphiance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance with
the types of compliance requirements referred fo above that could have a direct and material effect on a
major Federal program occurred. An audit includes examining, on a test basis, evidence about the School
District's compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion. Our
audit does not provide a legal determination on the School District's compliance with those requirements.

In our opinion, the School District complied, in all material respects, with the requirements referred to above
that are applicable to each of its major Federal programs for the year ended June 30, 2007,

Internal Control Over Compliance

The management of the School District is responsible for establishing and maintaining effective internal
conirol over compliance with requirements of laws, regulations, contracts and grants applicable to Federal
programs. In planning and performing our audit, we considered the School District's internal control over
compliance with requirements that could have a direct and material effect on a major Federal program in
order to determine our auditing procedures for the purpose of expressing our opinion on compliance, but not
for the purpose of expressing an opinion on the effectiveness of internal control over compliance.

Member of
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Accordingly, we do not express an opinion on the effectiveness of School District internal control over
compliance.

A control deficiency in an entity’s internal control over compliance 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 noncompliance with a type of compliance requirement of a Federal program
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies,
that adversely affects the entity’s ability to administer a Federal program such that there is more than a
remote likelihood that noncompliance with a type of compliance requirement of a Federal program that is
more than inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that material noncompliance with a type of compliance requirement of 2
federal program will not be prevented or detected by the entity’s internal control.

Our consideration of internal control over compliance 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 contro] over
compliance that we consider to be material weaknesses, as defined above.

This report is intended solely for the information and use of the Board of Education, management, Michigan
Department of Education, Federal awarding agencies and pass-through entities and is not intended fo be and
should not be used by anyone other than these specified parties.

October 10, 2007



Manistee Intermediate School District
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
June 30, 2007
PRIOR YEAR
No findings.
CURRENT YEAR
Section 1 - Summary of Auditors' Results

1. The auditor's report represents an unqualified opinion on the basic financial statements
of Manistee Intermediate School District (the "School District™).

2. The auditor's report does not disclose any significant deficiencies in internal control as a result of
the audit of the financial statements.

3. There were no compliance findings disclosed that were material to the School District's financial
statements.

4, The auditor's report does not disclose any significant deficiencies in internal control over major
programs.

5. The report over compliance for the major program was unqualified.

6. There were no audit findings relative to the major program that are required to be reported.

7. The School District's major program was Special Education Cluster (CFDA #84.027 and #84.173).
8. The dollar threshold for distinguishing between Type A and Type B programs was $300,000.

9. Manistee Intermediate School District qualified as a low risk auditee.

47-



SCHEDULE OF FINDINGS AND QUESTIONED COSTS - Continued

Section 2 - Findings in Accordance with Governmental Auditing Standards
Finding Number 2007-1

Criteria: All Michigan governments are required to prepare financial statements in accordance
with generally accepted accounting principles ("GAAP"). This is a responsibility of the School
District's management. The preparation of financial statements in accordance with GAAP requires
internal controls over both (1) recording, processing and summarizing accounting data (i.e.,
maintaining intemal books and records), and (2) reporting govemnment-wide and fund financial
statements, including the related footnotes (i.e., external financial reporting.)

Condition: As is the case with many smaller and medium-sized entities, the School District has
historically relied on its independent external auditors to assist in the preparation of the
government-wide financial statements and footnotes as part of its external financial reporting
process. Accordingly, the School District's ability to prepare financial statements in accordance
with GAAP is based, in part, on its reliance on its external auditors, who cannot by definition be
considered a part of the School District's internal controls.

Cause: This condition was caused by the School District's decision that it is more cost effective to
outsource the preparation of its annual financial statements to auditors than to incur the time and
expense of obtaining the necessary training and expertise required for the School District to
perform this task internally.

Effect: As a result of this condition, the School District lacks internal controls over the
preparation of financial statements in accordance with GAAP and instead relies, in part, on its
external auditors for assistance with this task.

Management's Response: The School District has evaluated the cost vs. benefit of establishing
internal controls over the preparation of financial statements in accordance with GAAP, and
determined that it is in the best interests of the School District to outsource this task to its external
auditors and to carefully review the draft financial statements and notes prior to approving them
and accepting responsibility for their content and presentation.

Section 3 - Findings and Questioned Costs in Accordance with OMB Circular A-133

No findings or questioned costs.

-48-
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AUDIT-RELATED COMMUNICATIONS

To the Board of Education
Manistee Intermediate School District

We have audited the financial statements of Manistee Intermediate School District {(the "School
District”) for the year ended June 30, 2007, and have issued our report thereon dated October 10,
2007. Professional standards require that we provide you with the following information related
to our audit.

Our Responsibility under U.S. Generally Accepted Auditing Standards

As stated in our engagement letter dated June 18, 2007, our responsibility, as described by
professional standards, is to plan and perform our audit to obtain reasonable, but not absolute,
assurance that the financial statements are free of material misstatement and are fairly presented
in accordance with U.S. generally accepted accounting principles. Because an audit is designed
to provide reasonable, but not absolute assurance and because we did not perform a detailed
examination of all transactions, there is a risk that material misstatements may exist and not be
detected by us.

In planning and performing our audit, we considered the School District’s internal control over
financial reporting as a basis for designing our auditing procedures for the purpose of expressing
our opinions on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the School District's internal control over financial reporting. Accordingly, we
do not express an opinion on the effectiveness of the School District's internal contro] over
financial reporting.

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

Member of
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To the Board of Education
Manistee Intermediate School District
Page 2

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 the School District's 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 School
District's financial statements that is more than inconsequential will not be prevented or detected
by the School District's internal control,

We consider the following deficiency to be a significant deficiency in internal control:

Reporting Financial Data

The above definition of a significant deficiency includes any condition that adversely affects the
School District's ability to report financial data in accordance with generally accepted accounting
principles ("GAAP"). As a matter of convenience, the School District has always relied upon its
auditors to prepare financial statements and related notes and supplemental schedules for
extemal reporting in accordance with GAAP. As a consequence, the School District has not
developed the tools and resources necessary to enable its employees to prepare reports in
conformity with GAAP in the normal course of performing their assigned functions. The School
District has committed the resources necessary to meet its internal reporting needs. In this
regard, the School District is not unlike many other schools of its size.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than 3 remote likelithood that a material misstatement of the financial statements
will not be prevented or detected by the School District's intemal control. We believe that the
significant deficiency described above is 2 material weakness.

Significant Accounting Policies

Management has the responsibility for selection and use of appropriate accounting policies. In
accordance with the terms of our engagement letter, we will advise management about the
appropriateness of accounting policies and their application. The significant accounting policies
used by the School District are described in Note A to the financial statements. No new
accounting policies were adopted and the application of existing policies was not changed during
2007. We noted no transactions entered into by the School District during the year that were
both significant and unusual, and of which, under professional standards, we are required to
inform vou, or transactions for which there is a lack of authoritative guidance or consensus.

Accounting Estimates

Accounting estimates are an integral part of the financial statements prepared by management
and are based on management's knowledge and experience about past and current events and
assumptions about future events. Certain accounting estimates are particularly sensitive because
of their significance to the financial statements and because of the possibility that future events
affecting them may differ significantly from those expected. However, none of the estimates in
the current financial statements were thought to be particularly sensitive.



To the Board of Education
Manistee Intermediate School Dastrict
Page 3

Audit Adjustments

For purposes of this letter, professional standards define an audit adjustment as a proposed
correction of the financial statements that, in our judgment, may not have been detected except
through our auditing procedures. An audit adjustment may or may not indicate matters that
could have a significant effect on the School District's financial reporting process (that is, cause
future financial statements to be materially misstated). In our judgment, none of the adjustments
we proposed, whether recorded or unrecorded by the School District, either individually or in the
aggregate, indicate matters that could have a significant effect on the School District's financial
reporting process.

Unrecorded Adjustments

Property tax revenues have been recorded based upon actual tax collections vs. the total
estimated amount due. Both we and the School District's management have evaluated the
valuation and consider any difference to be immaterial.

Recorded payroll expenditures were less than reported on Form 941, Both we and the School
District's management consider this difference to be immaterial.

There Were No Disagreements with Management

For purposes of this letter, professional standards define a disagrecment with management as a
matter, whether or not resolved to our satisfaction, concerning a financial accounting, reporting
or auditing matter that could be significant to the financial statements or the auditor’s reporf. We
are pleased to report that no such disagreements arose during the course of our audit.

Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a "second opinion” on certain situations. Ifa
consultation involves application of an accounting principle to the governmental unit's financial
statements or a determination of the type of auditor's opinion that may be expressed on those
statements, our professional standards require the consulting accountant to check with us to
determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Issues Discussed Prior to Retention of Independent Auditors

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention as the School District's
auditors. However, these discussions occurred in the normal course of our professional
relationship and our responses were not a condition to our retention.

There Were No Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing our audit.
General Comments and Observations



To the Board of Education
Manistee Intermediate School District
Page 4

Agency Funds

During the cutrent year audit, we noted one instance with the agency funds, particularly the
Sunshine Fund, whereby disbursements exceeded receipts, which resulted in a deficit balance in
the Sunshine Fund. We recommend closely monitoring this fund or consider dissolving this fund
in order to mitigate this in the future.

This information is intended solely for the use of Board of Education and management of

Manistee Intermediate School District and is not intended to be and should not be used by
anyone other than these specified parties.

Lo, Coretttorn yp Niiaparidl

October 10, 2007





