Michigan Department of Treasury

496 (02/06)

Auditing Procedures Report

Issued under P.A. 2 of 1968, as amended and P.A. 71 of 1919, as amended.

Local Unit of Government Type Local Unit Name County
[CCounty Ccity [Ctwp [Ovillage  [K]Other | Shelby Area District Library Oceana
Fiscal Year End Opinlon Date Date Audit Report Submitted to State
2/28/07 7/27/07 7/30/07

We affirm that;

We are certified public accountants licensed to practice in Michigan.

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

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

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

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

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

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

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

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

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

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

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

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

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

I, the undersigned, certify that this statement is complete and accurate in all respects.

We have enclosed the following: Enclosed | Not Required (enter a brief justification)

Financial Statements Izl

The letter of Comments and Recommendations Etj

Other (Describe) |:| No othe ritems required
Certified Public Accountant (Firm Name) Telephone Number
BRICKLEY DELONG, PLC 231-726-5800
Street Address City State Zip
316 MORRIS AVENUEA MUSKEGON MI 49443

Authorjziffg CPA Sjgnatur Printed Name License Number
M . %, , (PA TIMOTHY D. ARTER 10253

Juﬁwy fLc



Shelby Area District Library
Oceana County, Michigan

REPORT ON FINANCIAL STATEMENTS
(with required supplementary information)

February 28, 2007



Shelby Area District Library

TABLE OF CONTENTS

Management’s Discussion and AnalySiS...............coooiiiiiiiiiiii e 1-1v

Independent Auditors™ REPOTL............ooooiiiiiii e

Basic Financial Statements
Balance Sheet—Statement of NSt ASSCES ...
Statement of Revenues, Expenditures and Changes
m Fund Balance—Statement of ACLIVILICS ...............oooi i

Notes 10 FINancial StateImMENTs .....oooommi e

Required Supplementary Information
Budgetary Comparison Schedule—General Fund ...



Shelby Area District Library

Management’s Discussion and Analysis

Brief Discussion of the Basic Financial Statements

This annual report consists of three parts: management’s discussion and analysis, the basic
financial statements, and required supplementary information. The basic financial statements
include information that presents two different views of the Library.

» The first column of the financial statements includes information about the Library’s
General Fund under the modified accrual method of accounting. These financial
statements focus on current resources and provide a detailed view of the Library’s
sources and uses of funds.

» The “Adjustments” columns of the financial statements represents adjustments necessary
to convert the modified accrual statements to the government-wide financial statements
under the full accrual method of accounting required for the year ended February 28,
2007.

» The last columns provide both long term and short term information about the Library’s
overall financial status. The “Statement of Net Assets” and the “Statement of Activities”
provide information about the activities of the Library as a whole, and present a longer
term view of the Library’s finances.

The financial statements also include nofes which explain some of the information in the
financial statements and provide more detailed data. The statements are followed by a section of
required supplementary information that further explains and supports the information in the
financial statements.

Condensed Financial Information
A. Statement of Net Assets

The Statement of Net Assets presents information on all of the Library's assets and liabilities,
with the difference between the two reported as net assets. Over time, increases or decreases
in net assets may serve as an indicator of whether the financial position of the Library is
improving or deteriorating. As of February 28, 2007, the Library's net assets totaled
$821,903. Current assets totaled $202,092 and consisted of cash and receivables. Capital
assets of $633,831 include the Library's collection of materials less accumulated
depreciation. Increases in current assets mirror the increase in unrestricted net assets.

Condensed Statement of Net Assets

2007 2006

Current assets $ 202,092 $ 163,819

Capital assets 633,831 631,783

Total assets 835,923 795,602

Current liabilities 14,020 9,210
Net assets

Invested in capital assets 633,831 631,783

Unrestricted 188,072 154,609

Total net assets $ 821,903 $ 786,392




Shelby Area District Library

Management’s Discussion and Analysis

B. Statement of Activities

The information that follows reports key financial information in a condensed format.
Amounts and totals reported are for all Library activities, including general operations, gifts
received, and net assets, in order to give a complete picture.

The Library’s net assets increased by $35,511 during the 2007 fiscal year. The majority of
the Library’s support comes from property taxes, penal fines paid by Oceana County, library
service contracts with local communities and support from the State of Michigan. These
sources combined together increased by $2,577 with cuts in support from the State of
Michigan being offset by growth in property tax revenue. Contributions increased due to an
unexpected gift of $10,000 from an individual. Total expenses increased $20,869 during the
2007 fiscal year. Salaries and wages and the corresponding fringe benefits increased by
about 5% due to cost of living raises and an increase in benefit costs. Repairs and
maintenance increased by $9,332 as the Library painted the exterior and portions of the
interior of the building and also made some electrical improvements and repairs to the
exterior overhang. Depreciation expense represented 18% of total expenses.

Condensed Statement of Activities

2007 2006
General revenues
Property taxes $ 114,649  $ 107,029
Intergovernmental revenues 153,154 158,197
Fines and foreitures 2,734 2,620
Investment earnings 2,194 1,428
Contributions 37,814 23,680
Other 7,303 6,576
Total revenues 317,848 299,530
Expenses:
Salaries and wages 142,331 135,594
Fringe benefits 20,215 18,715
Repairs and maintenance 14,289 6,457
Utilities 10,734 8,384
Depreciation 49,075 49,172
Other expenses 45,693 43,186
Total expenses 282,337 261,508
Change in net assets 35511 38,022
Net assets - Beginning 786,392 748,370

Net assets - Ending $ 821,903 § 786,392
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Shelby Area District Library

Management’s Discussion and Analysis

Analysis of Financial Statements

The Shelby Area District Library operates a General Fund, which serves as the Library’s primary
operating fund in which all transactions for day to day operation are recorded.

The fund balance of the General Fund increased $33,311 which is very similar to the increase in
net assets. The ending fund balance of $197,130 is equal to about nine months of expenditures.

The largest expenses of the Library are salaries and wages and related fringes, since the Library
is a service organization which requires staff to provide the services. The fringe benefits include
payroll taxes paid for all employees as well as retirement for all full-time and permanent part-
time Library employees. At present the Library employs 12 people. The second largest expense
for the Library is capital outlay for collection materials, which includes books, magazines, and
audio-visuals materials. The third largest expense is normally utilities, although repairs and
maintenance was higher this year because the Library painted the exterior and portions of the
interior of the building and also made some electrical improvements and repairs to the exterior
overhang.

Library Budget Highlights

The following is a summary of the significant budget amendments for year ending February 28,
2007:

» Local intergovernmental revenues budget was increased from $124,500 to $140,500
due to higher than expected payments from local communities.

» The repairs and maintenance budget was increased from $10,000 to $16,500 as the
Library undertook repairs not included in the original budget as mentioned earlier in
this document.

» The capital outlay budget was increased from $33,200 to $40,200 as the Library
was financially able to purchase additional library materials that were not originally
budgeted.

Significant budget to actual comparison highlights were as follows:

» Contributions exceeded budgeted revenues by $15,193 due to an unexpected gift of
$10,000 from an individual.

Capital Assets

The only significant change in the library’s capital assets was the acquisition of books and
materials in the amount of $38,755 and computers, a new scanner and shelving in the amount of
$12,368. Books and materials removed from the collections were $24,765 and furniture, fixtures
and equipment disposed of were $4,269. All disposals were all fully depreciated.

il



Shelby Area District Library

Management’s Discussion and Analysis

Long-Term Debt
At the end of the fiscal year, the Library had total debt outstanding of $9,058 consisting entirely
of compensated absences.

Anticipated Budget Factors and Currently Known Facts for 2008

The Library expects revenues in the next fiscal year to be fairly consistent with fiscal year 2007.
Penal fines, which represent the second largest source of revenues and state aid funding, continue
to be unstable so the 2008 budget for those revenues was reduced. The Library did not budget
revenue sharing dollars in 2008 due to expectations that the Single Business Tax would be
eliminated. Increased taxable values from the Library District and Grant and Benona Townships'
contract appropriations should have a positive impact on our current revenue budget and help
relieve concern about penal fine income. Donations, Memorial gifts, Endowment Fund
distributions and Friends of the Library donations should be consistent with previous years.

Expenditures are expected to increase slightly in fiscal year 2008. The Library’s personnel
budget lines include a cost-of-living increase as is common practice for annual wage/salary
increases. Several staff changes are being made regarding the library director’s work schedule
and hiring a staff person to handle bookkeeping, banking and payroll procedures. The library
director is working a reduced hour schedule as a move toward retirement and is delegating some
duties to existing staff members. These staff changes did not require changing total budgeted
personnel costs due to the reduction in the library director’s salary which meant those dollars
saved could then be used for the wages paid to the new staff hired for the financial
responsibilities. The Library has planned significant maintenance and building and grounds
expenditures in fiscal 2008. They include extensive renovation of two public restrooms, the
purchase and installation of a new exterior sign and reupholstering many chairs that were
purchased in the 1960s. The budget line item for contracted repairs and maintenance was
increased and a contingency line item was added to the expense budget to cover costs for these
planned projects. The materials budget for books and audiovisual items was increased again this
year and projections indicate that the need and demand for these materials will continue to occur
for some time. Plans are to purchase English-Spanish language software which is shown in the
increased budget for computer software expenditures. Expenditures for services are significantly
lower due to the change in bookkeeping and banking procedures. These functions are now being
handled by a library staff person and are no longer a contracted service as was the case for many
years. The Rothbury Branch coordinator expense line is reduced as that position is now handled
by the library director as part of her regular duties. The Library will continue to have a
conservative approach to spending, but expects to continue to have less pressure on fund balance
as building maintenance and improvement costs should decrease after this year’s major projects
are completed.

Contacting the Library’s Financial Management

This financial report is designed to provide a general overview of the Library’s finances for all
those interested in them. Questions may be directed to Library Director, Sally Diepen at Shelby
Area District Library, 189 Maple Street, Shelby, M1 49455.
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BRICKLEY DELONG

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS’ REPORT

Tuly 27, 2007

Board of Directors
Shelby Area District Library
Shelby, Michigan

We have audited the accompanying financial statements of the Shelby Area District Library as of and for the year
ended February 28, 2007, which collectively comprise the Library's basic financial statements as listed in the table
of contents. These financial statements are the responsibility of the Shelby Area District Library's management.
Our responsibility is to express an opinion 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.
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 opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the Shelby Area District Library as of February 28, 2007 and the changes in financial position for the
year then ended in conformity with accounting principles generally accepted in the United States of America.

The management's discussion and analysis and budgetary comparison information on pages i - iv and 12 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 required
supplementary information. However, we did not audit the information and express no opinion on it.

@%@)Q.,O PLc

316 Morris Ave., Suite 500 ® P.O. Box 999 ¢ Muskegon, MI 49443 907 S. State St. * P.O. Box 331 * Hart, MI 49420
PHONE (231) 726-5800 * FAX (231) 722-0260 PHONE (231) 873-1040 * FAX (231) 873-0602



Shelby Area District Library
BALANCE SHEET—STATEMENT OF NET ASSETS
February 28, 2007

Balance Sheet - Statement of
Modified Net Assets -
accrual Adjustments Full accrual
CURRENT ASSETS
Cash and investments $ 171,552 $ - $ 171,552
Receivables
Property taxes 17,118 - 17,118
Other 2,745 - 2,745
Due from other governmental units 10,677 - 10,677
Total current assets 202,092 - 202,092
NONCURRENT ASSETS
Capital assets, net
Depreciable - 633,831 633,831
Total assets $ 202,092 633,831 835,923
CURRENT LIABILITIES
Accounts payable $ 4,962 - 4,962
Compensated absences - 9,058 9,058
Total current liabilities 4,962 9,058 14,020
FUND BALANCE
Unreserved 197,130 (197,130) -
Total liabilities and fund balance $ 202,092
NET ASSETS
Invested in capital assets 633,831 633,831
Unrestricted 188,072 188,072
Total net assets $ 821,903 $ 821,903

The accompanying notes are an integral part of this statement.



Shelby Area District Library
STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE—STATEMENT OF ACTIVITIES
For the year ended February 28, 2007

Revenues and

Expenditures - Statement of
Modified Activities -
accrual Adjustments Full accrual
REVENUES
Property taxes $ 114,649 $ - $ 114,649
Intergovernmental revenues
State 9,812 - 9,812
Local 143,342 - 143,342
Fines and forfeitures 2,734 - 2,734
Investment carnings 2,194 - 2,194
Contributions 28,191 9,623 37,814
Other 7,303 - 7,303
Total revenues 308,225 9,623 317,848
EXPENDITURES
Current
Salaries and wages 142,483 (152) 142,331
Fringe benefits 20,215 - 20,215
Magazine and newspaper subscriptions 3,385 - 3,385
Operating supplies 3,672 - 3,672
Office supplies 4,298 - 4,298
Insurance and bonds 5,677 - 5,677
Repairs and maintenance 14,289 - 14,289
Utilities 10,734 - 10,734
Professional services 7.826 - 7.826
Contracted services 3,037 - 3,037
Memberships and dues 5,852 - 5,852
Telephone 1,345 - 1,345
Postage 2,700 - 2,700
Printing 1,054 - 1,054
Other 6,847 - 6,847
Capital outlay 41,500 (41,500) -
Depreciation - 49,075 49,075
Total expenditures 274,914 7,423 282,337
Change in fund balance—net assets 33,311 2,200 35,511
Fund balance—net assets at March 1, 2006 163,819 622,573 786,392
Fund balance—net assets at February 28, 2007 $ 197,130 $ 624,773 $ 821,903

The accompanying notes are an integral part of this statement.



Shelby Area District Library
NOTES TO FINANCIAL STATEMENTS
February 28, 2007

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Shelby Area District Library (Library) have been prepared in conformity with
accounting principles generally accepted in the United States of America (GAAP) as applied to government
units. The Governmental Accounting Standards Board (GASB) is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles. The more significant of the Library’s
accounting policies are described below.

Reporting Entity

The Library was established by a district library agreement between the Village of Shelby and Shelby
Township pursuant to the District Library Establishment Act of the State of Michigan. The Library is
governed by a six member Library Board. The Village of Shelby appoints three members and the Shelby
Township Board appoints three. The Library is administered by a Library Director appointed by the Board.
The Library is primarily funded through property taxes, Township contributions, fines, fees, state aid and local
penal fines received from the County.

Generally accepted accounting principles require that if the Library has certain oversight responsibilities over
other organizations, those organizations should be included in the Library's financial statements. Since no
organizations met this criteria, none are included in the financial statements.

Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of changes in net
assets) report information on all of the nonfiduciary activities of the Library. The Library only has
governmental activities, which normally are supported by taxes and intergovernmental revenues. Separate
financial statements are provided for governmental funds. Major individual governmental funds are reported as
separate columns in the fund financial statements. Since the Library has only one governmental fund, no
separate columns have been provided.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurement focus and
the accrual basis of accounting. Revenues are recorded when earned and expenses are recorded when a liability
is incurred, regardless of the timing of related cash flows. Grants and similar items are recognized as revenue
as soon as all eligibility requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources measurement focus
and the modified accrual basis of accounting. Revenues are recognized as soon as they are both measurable
and available. Revenues are considered to be available when they are collectible within the current period or
soon enough thereafter to pay liabilities of the current period. For this purpose, the Library considers revenues
to be available if they are collected within 60 days of the end of the current fiscal period. Expenditures
generally are recorded when a liability is incurred, as under accrual accounting. However, compensated
absences and claims and judgments, are recorded only when payment is due.

Property taxes, unrestricted state aid, intergovernmental grants, and interest associated with the current fiscal
period are all considered to be susceptible to accrual and so they have been recognized as revenues of the
current fiscal period. All other revenue items are considered to be measurable and available only when cash is
received by the Library.



Shelby Area District Library
NOTES TO FINANCIAL STATEMENTS—CONTINUED
February 28, 2007

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued

Measurement Focus, Basis of Accounting and Financial Statement Presentation—Continued
The Library reports the following major governmental fund:

The General Fund is the Library's only operating fund. It accounts for all financial resources of the
Library.

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

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

Assets, Liabilities and Net Assets or Equity

Deposits and Investments
The Library's cash and cash equivalents are considered to be cash on hand, demand deposits and short-term
investments with original maturities of three months or less from the date of acquisition.

The Library reports its investments in accordance with GASB Statement No. 31, Accounting and Financial
Reporting for Certain Investments and for External Investment Pools. Under this standard, certain
investments are valued at fair value as determined by quoted market prices or by estimated fair values when
quoted market prices are not available. The standard also provides that certain investments are valued at cost
(or amortized cost) when they are of short-term duration, the rate of return is fixed, and the Library intends to
hold the investment until maturity.

The Library has adopted an investment policy in compliance with State of Michigan statutes. Those statutes
authorize the Library to invest in obligations of the United States, certificates of deposit, prime commercial
paper, securities guaranteed by United States agencies or instrumentalities, United States government or federal
agency obligation repurchase agreements, bankers acceptances, state-approved investment pools and certain
mutual funds.

Receivables and Payables
All property tax receivables are shown net of an allowance for uncollectibles.

Shelby Township processes property taxes. The Library does not collect taxes for any other taxing units.
Taxes are levied on each December 1 on the taxable valuation of property (as defined by state statutes) located
in the Local Governmental Unit as of the preceding December 31. Uncollectible real property taxes as of the
following March 1 are turned over by the Library to the County for collection. The County advances the
Library all these delinquent real property taxes. The delinquent personal property taxes remain the
responsibility of the Library. The Library recognizes all available revenue from the current tax levy. Available
means collected within the current period or expected to be collected soon enough thereafter to be used to pay
liabilities of the current period (60 days).

The 2006 state taxable value for real/personal property of the Library totaled approximately $77,927,000. The ad
valorem taxes levied consisted of 1.4606 mills for the Library's general operations. These amounts are recognized in
the General Fund.



Shelby Area District Library
NOTES TO FINANCIAL STATEMENTS—CONTINUED
February 28, 2007

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued

Capital Assets

Capital assets, which include buildings, library material and equipment are defined by the government as assets
with an initial, individual cost of more than $1,000 and an estimated useful life in excess of two year with
exception of library books, periodicals, etc. which are all recorded as capital assets. Such assets are recorded
at historical cost or estimated historical cost if purchased or constructed. Donated capital assets are recorded at
estimated fair market value at the date of donation.

The cost of normal maintenance and repairs that do not add to the value of the asset or materially extend assets
lives are not capitalized.

Buildings, library material and equipment is depreciated using the straight-line method over the following
estimated useful lives:

Assets Years
Buildings and improvements 10-50
Equipment 5
Library books, periodicals, etc. 5-10
Furniture and fixtures 10

Compensated Absences

Library employees are granted vacation and sick leave in varying amounts based on length of service.
Accumulated vacation leave must be taken no later than one year after it is earned. Upon termination,
employees are paid for unused vacation at their current rates. Sick leave pay does not vest with the employee
and is payable only in the event of absences due to illness. All vacation pay is accrued when incurred in the
government-wide financial statements. A liability for these amounts is reported in governmental funds only if
they have matured, for example, as a result of employee resignations and retirements.

Fund Balance and Net Assets
Reservations and restrictions represent amounts that are not appropriable or legally segregated for a specific

purpose.

Use of Estimates
The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect certain reported amounts and disclosures.



Shelby Area District Library
NOTES TO FINANCIAL STATEMENTS—CONTINUED
February 28, 2007

NOTE B—STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Budgetary Information
Annual budgets, as required by state statutes, are adopted on a basis consistent with generally accepted
accounting principles. All annual appropriations lapse at fiscal year end.

The Library follows these procedures in establishing the budgetary information provided in the financial
statements:

a. Prior to the first day of February, the Library Director submits to the Library Board a
proposed operating budget for the year commencing the following March 1. The operating
budget includes proposed expenditures and the means of financing them.

b. Public hearings are conducted to obtain taxpayer comments.

¢. Not later than the first Tuesday in February, the budget is legally enacted through passage of a
resolution.

d. Supplemental appropriations, when required to provide for additional expenditures, are
matched by additional anticipated revenues or an appropriation of available fund balance and
must be approved by the Library Board. All appropriations lapse at year end.

The appropriated budget is prepared by fund and individual revenue and expenditure line item. The legal level
of budgetary control is the fund level. The Library Board made several supplemental budgetary appropriations
throughout the year.

NOTE C—DEPOSITS AND INVESTMENTS

Interest rate risk. The Library does not have a formal investment policy that limits investment maturities as a
means of managing its exposure to fair value losses arising from increasing interest rates.

Credit risk. State law limits investments in commercial paper and corporate bonds to the two highest
classifications issued by nationally recognized statistical rating organizations. The Library has no investment
policy that would further limit its investment choices.

Concentration of credit risk. The Library does not have a concentration of credit risk policy. Concentration
of credit risk is the risk of loss attributed to the magnitude of the Library investment in a single issuer, by
diversifying the investment portfolio so that the impact of potential losses from any one type of security or
issuer will be minimized.

Custodial credit risk — deposits. In the case of deposits, this is the risk that in the event of a bank failure, the
Library’s deposits may not be returned to it. As of February 28, 2007, $3,986 of the Library’s bank balance of
$175,212 was exposed to custodial credit risk because it was uninsured and uncollateralized.



Shelby Area District Library
NOTES TO FINANCIAL STATEMENTS—CONTINUED
February 28, 2007
NOTE C—DEPOSITS AND INVESTMENTS—Continued
Custodial credit risk — investments. The Library does not have a custodial credit risk policy for investments.
This is the risk that, in the event of the failure of the counterparty, the Library will not be able to recover the

value of its investments or collateral securities that are in the possession of an outside party.

Foreign currency risk. The Library is not authorized to invest in investments which have this type of risk.

NOTE D—CAPITAL ASSETS

Capital asset activity for the year ended February 28, 2007 was as follows:

Balance Balance
March 1, February 28,
2006 Additions Deductions 2007

Capital assets, being depreciated:
Library books, videos, audios, ctc. $ 570,145 $ 38,755 §$ 24,765 $ 584,135

Buildings and improvements 705,264 - - 705,264
Furniture, fixures and equipment 83,130 12,368 4,269 91,229
Total capital assets, being depreciated 1,358,539 51,123 29,034 1,380,628

Less accumulated depreciation:

Library books, videos, audios, etc. 428,398 27,310 24,765 430,943
Buildings and improvements 258,886 11,204 - 270,090
Furniture, fixtures and equipment 39,472 10,561 4,269 45,764
Total accumulated depreciation 726,756 49,075 29,034 746,797
Capital assets, net $ 631,783 $ 2,048 § - $ 633,831

NOTE E—LONG-TERM DEBT

Summary of Changes in Long-Term Liabilities
The following is a summary of long-term liabilities activity for the Library for the year ended February 28, 2007.

Balance Balance
March 1, February 28, Due within
2006 Additions  Reductions 2007 ong year

Compensated absences  $ 9210 $ 10049 $ 10201 $ 9,058 $ 9,058




Shelby Area District Library
NOTES TO FINANCIAL STATEMENTS—CONTINUED
February 28, 2007

NOTE F—OTHER INFORMATION

Risk Management

The Library is exposed to various risks of loss related to torts; theft of, damage to and destruction of assets;
errors and omissions; and natural disasters for which the Library carries commercial insurance. Liabilities in
excess of insurance are reported when it is probable that a loss has occurred and the amount of the loss can be
reasonably estimated. There have been no losses in excess of insurance in the prior three years.

NOTE G—DEFERRED COMPENSATION PLAN

The Library offers all of its full-time employees a deferred compensation plan created in accordance with
Internal Revenue Code Section 457. The Plan permits the full-time employees to defer a portion of their salary
until future years. The Library contributed approximately $3,600 for the year ended February 28, 2007, which
represents 3.5 percent of covered wages. The deferred compensation is not available until termination,
retirement, death, or unforesecable emergency.

The Plan has created a trust for the exclusive benefit of the Plan’s participant and beneficiaries under rules
provided in Internal Revenue Code Section 401(f).

NOTE H—RECONCILIATION OF FUND FINANCIAL STATEMENTS TO GOVERNMENT-WIDE
FINANCIAL STATEMENTS

Total fund balance - governmental funds $ 197,130

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

Capital assets used in governmental activities are not current
financial resources and are not reported in the governmental

fund.
Cost of capital assets $ 1,380,628
Accumulated depreciation (746,797) 633,831

Compensated absences in the governemental activities are not
due and payable in the current period and are not reported in
the governmental funds. (9,058)

Net assets of governmental activities in the
Statement of Net Assets $ 821,903



Shelby Area District Library
NOTES TO FINANCIAL STATEMENTS—CONTINUED
February 28, 2007

NOTE H—RECONCILIATION OF FUND FINANCIAL STATEMENTS TO GOVERNMENT-WIDE
FINANCIAL STATEMENTS—Continued

Net change in fund balances - total governmental funds $ 33,311

Amounts reported for government activities in the
Statement of Activities are different because:

Governmental funds report outlays for capital assets as
expenditures; in the Statement of Activities, these costs are
depreciated over their estimated useful lives.
Depreciation expense $ (49,075)
Capital outlay 41,500 (7,575)

Contributions of capital assets are recorded as revenues in the
Statement of Activities, but not in the governmental funds. 9,623

Compensated absences are reported on the accrual method in
the Statement of Activities and reported as expenditures when
financial resources are used in the govermental funds. 152

Change in net assets of governmental activities $ 35511
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REQUIRED SUPPLEMENTARY INFORMATION



REVENUES
Property taxes
Intergovernmental revenues
State
Local
Fines and forfeitures
Investment earnings
Contributions
Other

Total revenues

EXPENDITURES
Current
Salaries and wages
Fringe benefits

Magazine and newspaper subscriptions

Operating supplies
Office supplies
Insurance and bonds
Repairs and maintenance
Utilities
Professional services
Contracted services
Memberships and dues
Telephone
Postage
Printing
Other

Capital outlay

Total expenditures
Net change in fund balance

Fund balance at March 1, 2006

Fund balance at February 28, 2007

Shelby Area District Library
Required Supplementary Information
BUDGETARY COMPARISON SCHEDULE

General Fund

For the year ended February 28, 2007

Original

budget

$ 108,000

11,100
124,500
2,600
1,200
13,000
6,600

267,000

143,000
22,100
3,500
3,100
3,600
6,000
10,000
9,000
7,000
4,000
7,000
2,000
3,200
1,300
9,000

33,200
267,000

12

$

Final

budget Actual
108,000 114,649
11,100 9,812
140,500 143,342
2,600 2,734
1,200 2,194
13,000 28,191
6,600 7,303
283,000 308,225
143,000 142,483
22,100 20,215
3,500 3,385
4,100 3,672
3,600 4,298
6,000 5,677
16,500 14,289
9,000 10,734
7,500 7,826
4,000 3,037
7,000 5,852
2,000 1,345
3,200 2,700
1,300 1,054
10,000 6,847
40,200 41,500
283,000 274,914
- 33,311

_ 163819

197,130

$

Variance with
final budget -
positive

(negative)

6,649

(1,288)
2,842
134
994
15,191
703

25,225

517
1,885
115
428
(698)
323
2211
(1,734)
(326)
963
1,148
633
500
246
3,153

(1,300)

8,086

33,311



BRICKLEY DELONG

CERTIFIED PUBLIC ACCOUNTANTS

Tuly 27, 2007

Board of Directors
Shelby Area District Library
Shelby, Michigan

In planning and performing our audit of the financial statements of the Shelby Area District Library as of and for
the year ended February 28, 2007, in accordance with auditing standards generally accepted in the United States
of America, we considered the Shelby Area District Library'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 on the effectiveness of the Shelby Area District
Library's internal control. Accordingly, we do not express an opinion on the effectiveness of the Shelby Area
District Library's internal control.

A control deficiency exists when the design or operation of a control does not allow management or employees, in
the normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis. A
significant deficiency is a control deficiency, or a combination of control deficiencies, that adversely affects the
entity'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 entity's
financial statements 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 a 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 entity's internal control.

Our consideration of internal control was for the limited purpose described in the first paragraph and would not
necessarily identify all deficiencies in internal control that might be significant deficiencies or material
weaknesses. We did not identify any deficiencies in internal control that we consider to be material weaknesses,
as defined above. However, we identified and we have attached deficiencies in internal control that we consider
to be significant deficiencies.

This communication is intended solely for the information and use of management, the Library Board of
Directors, and others within the Organization and is not intended to be and should not be used by anyone other
than these specified parties.
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SIGNIFICANT DEFICIENCIES

Recommendation 1: The internal controls surrounding the preparation of formal vear end financial statements
should be improved.

Small organizations with limited resources and personnel inherently have difficulty in establishing and
maintaining effective internal accounting controls related to the preparation and review of the formal year end
financial statements.

The Organization should review its procedures surrounding the preparation of year end financial statements to
include the appointment of an individual with the requisite technical skills and experience to review the formal
year end financial statements and accompanying footnotes, in relation to required disclosures in accordance with
generally accepted accounting principles.

Recommendation 2: Receivables and pavables should be recorded on the Library’s system at vear end.

During our detailed testing of account balances, we noted that both accounts receivable and accounts payable
were not adjusted to detail at year end.

The performance of a reconciliation at year end would increase the opportunity for accounts receivable and
accounts payable activity to be properly recorded in the general ledger.



