
 

 
 
 
 
 
 

 
 
 
 
 
 

LAKE MITCHELL SEWER AUTHORITY 

CADILLAC, MICHIGAN 

JUNE 30, 2017 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
CERTIFIED PUBLIC ACCOUNTANTS  

134 WEST HARRIS STREET CADILLAC, MICHIGAN 49601 PHONE: (231) 775-9789 FAX: (231) 775-9749 
www.bcbcpa.com 

 



LAKE MITCHELL SEWER AUTHORITY 
CADILLAC, MICHIGAN 

 
ANNUAL FINANCIAL REPORT 

YEAR ENDED JUNE 30, 2017 
 

TABLE OF CONTENTS 
 
 
 

 PAGES 
Independent Auditor’s Report  i-ii 
  
Management’s Discussion and Analysis  iii-vi 
  
Basic Financial Statements  

      Statement of Net Position  1 
Statement of Revenues, Expenses and Changes in Net Position 2 
Statement of Cash Flows 3 

            Notes to Financial Statements  4-11 
  

  
  
  

  
  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

oo0oo 



 i

 
CERTIFIED PUBLIC ACCOUNTANTS  

134 WEST HARRIS STREET CADILLAC, MICHIGAN 49601 PHONE: (231) 775-9789 FAX: (231) 775-9749 
www.bcbcpa.com 

 
 

September 20, 2017 
 
 

INDEPENDENT AUDITOR’S REPORT 
 
 

To the Board 
Lake Mitchell Sewer Authority 
Cadillac, Michigan 
 
Report on the Financial Statements 
 
We have audited the accompanying financial statements of Lake Mitchell Sewer Authority, Wexford County, 
Cadillac, Michigan as of and for the year ended June 30, 2017, and the related notes to the financial statements, 
which collectively comprise the Authority’s basic financial statements as listed in the table of contents.   
 
Management’s Responsibility for the Financial Statements 
 
Management is responsible for the preparation and fair presentation of these financial statements in accordance 
with accounting principles generally accepted in the United States of America; this includes the design, 
implementation, and maintenance of internal control relevant to the preparation and fair presentation of 
financial statements that are free from material misstatement, whether due to fraud or error.  
 
Auditor’s Responsibility 
 
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. 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 involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the 
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of 
the financial statements in order to design audit procedures that are appropriate in the circumstances, but not for 
the purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we 
express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and 
the reasonableness of significant accounting estimates made by management, as well as evaluating the overall 
presentation of the financial statements.  
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our 
audit opinions.  
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Opinions 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the respective 
financial position of Lake Mitchell Sewer Authority, Wexford County, Cadillac, Michigan as of June 30, 2017, 
and the respective changes in financial position and, where applicable, cash flows thereof for the year then 
ended in accordance with accounting principles generally accepted in the United States of America. 
 
Other Matters 
 
Required Supplementary Information 
 
Accounting principles generally accepted in the United States of America require that the management’s 
discussion and analysis on pages iii through vi be presented to supplement the basic financial statements. Such 
information, although not a part of the basic financial statements, is required by the Governmental Accounting 
Standards Board, who considers it to be an essential part of financial reporting for placing the basic financial 
statements in an appropriate operational, economic, or historical context. We have applied certain limited 
procedures to the required supplementary information in accordance with auditing standards generally accepted 
in the United States of America, which consisted of inquiries of management about the methods of preparing 
the information and comparing the information for consistency with management’s responses to our inquiries, 
the basic financial statements, and other knowledge we obtained during our audit of the basic financial 
statements. We do not express an opinion or provide any assurance on the information because the limited 
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance. 

 
 BAIRD, COTTER AND BISHOP, P.C. 
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The management of the Lake Mitchell Sewer Authority (“the Authority”) offers this narrative overview 
and analysis of the financial activities of the Authority for the fiscal year ended June 30, 2017, for the 
benefit of the readers of these financial statements. This management’s discussion and analysis is 
intended to assist the reader in focusing on significant financial issues and to provide an overview of the 
Authority’s financial activity. We encourage readers to consider the information presented here in 
conjunction with the financial statements as a whole, which can be found in this report.  
 
Financial Highlights 
 
 The assets of the Authority exceeded its liabilities at the close of the most recent fiscal year by 

$857,504 (net position).  Of this amount, $203,759 represents unrestricted net position, which may 
be used to meet the Authority’s ongoing obligations to citizens and creditors. 
 

 The Authority’s net position increased by $60,072 during the fiscal year. 
 
Overview of the Financial Statements 
 
This discussion and analysis are intended to serve as an introduction to the Authority’s basic financial 
statements.  
 
Basic Financial Statements The financial statements report information of the Authority using 
accounting methods similar to those used by private sector companies.  These statements offer short and 
long-term financial information for the Sewer System activities.  The Statement of Net Position includes 
all of the Authority’s assets, liabilities, and deferred inflows of resources, and provides information 
about the nature and amounts investments in resources (assets) and the obligations to its creditors 
(liabilities).  It also provides the basis for evaluating the capital structure of the Authority and assessing 
its liquidity and financial flexibility. 
 
All of the current year’s revenues and expenses are accounted for in the Statement of Revenues, 
Expenses, and Changes in Net Position.  This statement measures the success of the Authority’s 
operations over the past year. 
 
The Statement of Cash Flows is also required to be presented.  This statement reports cash receipts, cash 
payments, and net changes in cash resulting from operations, investing, and financing activities and 
provides answers to such questions as where did cash come from, what was cash used for, and what was 
the change in the cash balance during the reporting period.   
 
These statements can be found on Pages 1-3 of this report. 
 
Notes to Financial Statements  The notes provide additional information that is necessary to acquire a 
full understanding of the data provided in the government-wide and fund financial statements. The notes 
can be found beginning on Page 4 of this report. 
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Government-Wide Financial Analysis 
 
As noted earlier, net position, over time, may serve as a useful indicator of a government’s financial 
position. In the case of the Lake Mitchell Sewer Authority, assets exceeded liabilities by $857,504 at the 
close of the most recent fiscal year.  
 

Assets 2017 2016
Current and Other Assets 252,071$          126,406$         
Capital Assets 653,745            706,756           

Total Assets 905,816            833,162           

Liabilities 48,312              35,730             

Net Position
Net Investment in Capital Assets 653,745            706,756           
Unrestricted 203,759            90,676             

Total Net Position 857,504$          797,432$         

Lake Mitchell Sewer Authority
Net Position

 
The most significant portion of the Authority’s net position reflects its investment in capital assets (e.g. 
land, buildings, equipment, infrastructure, and others), less any related outstanding debt that was used to 
acquire or construct those assets.  The Authority uses these capital assets to provide services to citizens; 
consequently, these assets are not available for future spending.     
 
The remaining balance of $203,759 is unrestricted and may be used to meet the Authority’s ongoing 
obligations to citizens and creditors. 
 
At the end of the current fiscal year, the Authority is able to report positive balances in all categories of 
net position. The same situation held true for the prior fiscal year.  
 
The total net position of the Authority increased $60,072 in this fiscal year, which is an indicator that the 
Authority experienced positive financial growth during the year. As a result, the Authority ended the 
fiscal year in a better condition than when the year started. The reasons for this overall increase are 
discussed in the following section: business-type activities.  
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2017 2016
Revenues

Charges for Services 444,503$         268,889$        
Interest Revenue 0                      14                   
Miscellaneous Revenue 1,259               0                     
Sale of Fixed Assets 6,850               0                     
Contributions from Local Units 80,932             759,480          

Total Revenues 533,544           1,028,383       

Expenses 473,472           239,007          

Change in Net Position 60,072             789,376          

Beginning Net Position 797,432           8,056              

Ending Net Position 857,504$         797,432$        

Lake Mitchell Sewer Authority
Change in Net Position

Business-Type Activities   
 

For the Authority’s business-type activities, the results for the current fiscal year were positive in that 
overall net position increased to reach an ending balance of $857,504. The total increase in net position 
was $60,072 from the prior fiscal year. User fees collected were greater than deprecation and various 
other expenses incurred during the fiscal year, resulting in the increase to net position. 
 

Capital Asset and Debt Administration 
 

Capital Assets   
 

The Authority’s investment in capital assets as of June 30, 2017, amounted to $653,745 (net of 
accumulated depreciation). The Authority has invested in a broad range of capital assets, as detailed 
below: 
 

2017 2016
Land, Buildings and Building Improvements 142,208$          142,208$          
Machinery and Equipment 43,382              43,382              
Vehicles 64,496              94,165              
Investment in Sewer System 2,605,673         2,605,673         

Total Assets 2,855,759         2,885,428         
Less Accumulated Depreciation 2,202,014         2,178,672         

Capital Assets, Net of Depreciation 653,745$          706,756$          

Lake Mitchell Sewer Authority
Capital Assets 
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The Authority did not acquire any new capital assets during the year and sold two trucks that were fully 
depreciated for $6,850. 
 
Additional information regarding the Authority’s capital assets can be found in the Notes to Financial 
Statements section. 
 
Economic Outlook for the Authority 
 
The Authority plans to continue to work with its consultants related to operation of the sewer system and 
future sewer system maintenance and improvements which will be paid for by user fees.  
 
Contacting the Authority’s Finance Department 
 
This financial report is designed to provide the wide variety of users of this document with a general 
overview of the Authority’s finances and demonstrate the Authority’s accountability for the financial 
resources entrusted to it. If you have any questions regarding this report or need additional financial 
information, please direct your requests to the Lake Mitchell Sewer Authority, 4830 E. M-55 Cadillac, 
Michigan 49601. 



ASSETS
CURRENT ASSETS

Cash 78,826$           
Accounts Receivable 172,047           
Prepaid Expense 1,198               

Total Current Assets 252,071           

Land, Buildings and Building Improvements 142,208           
Machinery and Equipment 43,382             
Vehicles 64,496             
Investment in Sewer System 2,605,673        

Total Capital Assets    2,855,759        

Less Accumulated Depreciation 2,202,014        

Net Capital Assets 653,745           

Total Assets 905,816           

LIABILITIES
CURRENT LIABILITIES

Accounts Payable 48,312             

Net Investment in Capital Assets 653,745           
Unrestricted 203,759           

TOTAL NET POSITION 857,504$         

LAKE MITCHELL SEWER AUTHORITY
CADILLAC, MICHIGAN

STATEMENT OF NET POSITION
JUNE 30, 2017

CAPITAL ASSETS

NET POSITION

The accompanying notes are an integral part of these financial statements.
1



OPERATING REVENUES
Charges for Services 444,503$           

OPERATING EXPENSES
Supplies

Office Supplies 1,240                 
Operating Supplies 4,927                 

Other Services and Charges
Professional and Contractual Services and Fees 249,147             
Utilities 88,975               
Insurance 4,571                 
Repairs and Maintenance 68,454               
Depreciation 53,011               
Miscellaneous 3,147                 

Total Operating Expenses 473,472             

Operating Income (Loss) (28,969)             

NONOPERATING REVENUES (EXPENSES)
Miscellaneous Revenue 1,259                 
Contributions from Local Units 80,932               
Sale of Fixed Assets 6,850                 

Total Nonoperating Revenues (Expenses) 89,041               

Change in Net Position 60,072               

NET POSITION - Beginning of Year 797,432             

NET POSITION - End of Year 857,504$           

YEAR ENDED JUNE 30, 2017
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

CADILLAC, MICHIGAN
LAKE MITCHELL SEWER AUTHORITY

The accompanying notes are an integral part of these financial statements.
2



377,546$        
(409,077)        

(31,531)          

Cash Flows from Capital and Related Financing Activities:
Proceeds from Sale of Capital Assets 6,850              
Contributions from Local Units 80,932            

1,259              

Net Cash Provided by (Used for) Capital and Related Financing Activities 89,041            

57,510            

CASH AND CASH EQUIVALENTS - Beginning of Year 21,316            

CASH AND CASH EQUIVALENTS - End of Year 78,826$          

RECONCILIATION OF OPERATING INCOME 
TO NET CASH PROVIDED BY OPERATING ACTIVITIES 

Operating Income (Loss) (28,969)$        

Adjustments to Reconcile Operating Income to
Cash Provided by Operating Activities

Depreciation and Amortization 53,011            
(Increase) Decrease in:

Accounts Receivable (66,957)          
Prepaid Expense (1,198)            

Increase (Decrease) in:
Accounts Payable 12,582            

Total Adjustments (2,562)            

NET CASH PROVIDED BY OPERATING ACTIVITIES (31,531)$        

CADILLAC, MICHIGAN
LAKE MITCHELL SEWER AUTHORITY

Cash Flows from Operating Activities:
Cash Received from Customers

Net Increase (Decrease) in Cash and Cash Equivalents

Miscellaneous Income

Net Cash Provided by (Used for) Operating Activities

YEAR ENDED JUNE 30, 2017

Cash Payments to Suppliers for Goods and Services

STATEMENT OF CASH FLOWS

The accompanying notes are an integral part of these financial statements.
3
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I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 

A. Description of Government-Wide Financial Statements 
 

The government-wide financial statements (i.e., the statement of net position and the statement of 
activities) report the information on all of the nonfiduciary activities of the primary government and its 
component units.  All fiduciary activities are reported only in the fund financial statements.  
Governmental activities, which are normally supported by taxes, intergovernmental revenues, and other 
nonexchange transactions, are reported separately from business-type activities, which rely to a 
significant extent on fees and charges to external customers for support.  Likewise, the primary 
government is reported separately from certain legally separate component units for which the primary 
governmental is financially accountable. 

 
B. Reporting Entity 
 

The Lake Mitchell Sewer Authority, (“the Authority”), is a public municipal authority incorporated 
pursuant to Act 233 of the Public Acts of Michigan of 1955, as amended.  The Authority was 
incorporated in 2015 by Cherry Grove Township, Selma Township, and Clam Lake Township, all 
located in Wexford County.  The Authority was formed for the purpose of acquiring, owning, 
improving, enlarging, extending, and operating a sewage disposal system and related facilities within 
existing and future sewer service districts of the members.  
 

C. Basis of Presentation – Government-Wide Financial Statements 
 

While separate government-wide and fund financial statements are presented, they are interrelated. The 
governmental activities column incorporates data from the governmental funds.  

  
D. Basis of Presentation – Fund Financial Statements 
 

The fund financial statements provide information about the Authority’s funds. Separate statements for 
each fund category – proprietary – are presented. The emphasis of fund financial statements is on major 
enterprise funds. Major individual enterprise funds are reported as separate columns in the fund financial 
statements.  
 
Lake Mitchell Sewer Authority only reports one enterprise fund which is used to account for the sewer 
activities of the Authority. The Authority operates the sewer system for residents of Cherry Grove, 
Selma, and Clam Lake Townships located in the service area.  

 
E. Measurement Focus and Basis of Accounting 
 

The accounting and financial reporting treatment is determined by the applicable measurement focus 
and basis of accounting. Measurement focus indicates the type of resources being measured such as 
current financial resources or economic resources. The basis of accounting indicates the timing of 
transactions or events for recognition in the financial statements.  
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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 timing of related cash flows.  Property taxes are 
recognized as revenues in the year for which they are levied.  Grants and similar items are recognized as 
revenue as soon as all eligibility requirements imposed by the provider have been met. 
 
Proprietary funds are accounted for on the flow of economic resources measurement focus and use the 
accrual basis of accounting.  Under this method, revenues are recorded when earned and expenses are 
recorded at the time liabilities are incurred, regardless of timing of related cash flows.  Proprietary funds 
include a type of fund called enterprise funds. Enterprise funds are used to account for those operations 
that are financed and operated in a manner similar to private business or where the board has decided 
that the determination of revenues earned, costs incurred and/or net income is necessary for management 
accountability. 
 

F. Budgetary Information 
 
Currently the Authority has no outstanding bonds. As such it is not required to prepare an annual budget.  
Formal budgetary control is not imposed under State of Michigan laws on proprietary fund types. 

 
G. Assets, Liabilities, Deferred Outflows/Inflows of Resources, and Net Position/Fund Balance 

 
1. Cash and Cash Equivalents 

 
The Authority's cash and cash equivalents are considered to be cash on hand, demand deposits and 
short-term investments. The Authority considers all highly liquid investments (including certificates 
of deposit) to be cash equivalents.  
 

2. Investments  
 

The investment policy adopted by the Authority states that the Authority is limited to investments 
authorized by Public Act 20 of 1943 (MCL 129.91 et seq), as amended, or as shall be amended in the 
future, and may include the following: 
 

(a) Bonds, securities, and other obligations of the United States or an agency or instrumentality 
of the United States. 

 
(b) Certificates of deposit, savings accounts, deposit accounts, or depository receipts of a 

financial institution.  Authorized depositories shall be designated by the Lake Mitchell Sewer 
Authority Board at the Board's organizational meeting after each regular election of 
members. 

 
(c) Commercial paper rated at the time of purchase within the 2 highest classifications 

established by not less than 2 standard rating services and that matures not more than 270 
days after the date of purchase. 

 



LAKE MITCHELL SEWER AUTHORITY 
CADILLAC, MICHIGAN 

 
NOTES TO FINANCIAL STATEMENTS 

JUNE 30, 2017 
 
 

6 

(d) Investment pools through an interlocal agreement under the Urban Cooperation Act of 1967, 
1967 (ex Sess) PA7, MCL 124.501 to 124.512. 

 
(e) Investment pools organized under the Surplus Funds Investment Pool Act, 1982 PA 367, 

129.11 to 129.118. 
 

3. Inventories and Prepaid Items 
 
Inventories are not significant and are expensed as acquired. 
 
Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as 
prepaid items in both government-wide and fund financial statements, if applicable 

 
4.  Capital Assets 
 

Capital assets of the Authority are recorded at cost.  Capital assets are defined by the government as 
assets with an initial, individual cost of more than $5,000 (amount not rounded) and an estimated 
useful life in excess of one year.  Such assets are recorded at historical cost or estimated historical 
cost if purchased or constructed.  Capital assets donated to the Authority are recorded at their 
acquisition value at the date of donation. 
 
Major outlays for capital assets and improvements are capitalized in proprietary funds as projects are 
constructed.   

 
Property, plant and equipment are depreciated using the straight line method over the following 
estimated useful lives: 
 
Buildings and Building Improvements 10-75 Years
Machinery and Equipment 5-15 Years
Land Improvements 25-50 Years
Infrastructure 20-75 Years

 
5. Unearned Revenue 

 
 Unearned revenue arises when resources are received by the Authority before it has a legal claim to 

them. In subsequent periods, when both revenue recognition criteria are met, or when the 
government has a legal claim to the resources, revenue is recognized. The Authority does not have 
unearned revenue. 
 

6. Deferred Outflows/Inflows of Resources 
 
In addition to assets, the statement of financial position will sometimes report a separate section for 
deferred outflows of resources.  This separate financial statement element, deferred outflows of 
resources, represents a consumption of net position that applies to a future period(s) and so will not 
be recognized as an outflow of resources (expense/expenditure) until then.  The Authority does not 
have any items that fit this criteria. 
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In addition to liabilities, the statement of financial position will sometimes report a separate section 
for deferred inflows of resources.  The separate financial statement element, deferred inflows of 
resources, represents an acquisition of net position that applies to a future period(s) and so will not 
be recognized as an inflow of resources (revenue) until that time. The Authority does not have any 
items that fit this criteria. 
 

7. Net Position Flow Assumption 
 

Sometimes the government will fund outlays for a particular purpose from both restricted (e.g., 
restricted bond or grant proceeds) and unrestricted resources.  In order to calculate the amounts to 
report as restricted – net position and unrestricted – net position in the government-wide and 
proprietary fund financial statements, a flow assumption must be made about the order in which the 
resources are considered to be applied.  It is the government’s policy to consider restricted – net 
position to have been depleted before unrestricted – net position is applied. 
 

8. Fund Balance Flow Assumption 
 

Sometimes the government will fund outlays for a particular purpose both restricted and unrestricted 
resources (the total of committed, assigned, and unassigned fund balance).  In order to calculate the 
amounts to report as restricted, committed, assigned, and unassigned fund balance in the 
governmental fund financial statements a flow assumption must be made about the order in which 
the resources are considered to be applied.  It is the government’s policy to consider restricted fund 
balance to have been depleted before using any of the components of unrestricted fund balance.   
 

9. Use of Estimates 
 

The presentation 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 results could 
differ from those estimates. 
 

H. Revenues and Expenditures/Expenses 
 

1. Proprietary Funds Operating and Nonoperating Revenues and Expenses 
 

Proprietary funds distinguish operating revenues and expenses from nonoperating items.  Operating 
revenues and expenses generally result from providing services and producing and delivering goods 
in connection with a proprietary fund’s principal ongoing operations.  The principal operating 
revenues of the enterprise fund are charges to customers for services.  Operating expenses for the 
enterprise fund include cost of services, administrative expenses, and depreciation on capital assets.  
All revenues and expenses not meeting this definition are reported as nonoperating revenues and 
expenses. 
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II. DETAILED NOTES ON ALL FUNDS 
 

A. Cash Deposits with Financial Institutions and Investments 
 
The Authority’s deposits are all on deposit with Chemical Bank in Cadillac, Michigan. 
 
Custodial credit risk – deposits.  In the case of deposits, this is the risk that in the event of a bank failure, 
the Authority’s deposits may not be returned to it.  As of June 30, 2017, none of the Authority’s bank 
balance of $81,255 was exposed to custodial credit risk because it was uninsured and uncollateralized. 
Although the Township’s investment policy does not specifically address custodial credit risk, the 
Township typically limits its exposure to such risk by controlling who holds the Township’s deposits. 
 
Interest rate risk.  The Authority will minimize Interest Rate Risk, which is the risk that the market 
value of securities in the portfolio will fall 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 
shorter-term securities, liquid asset funds, money market mutual funds, or similar investing pools and 
limiting the average maturity in accordance with the Authority’s cash requirement. 

 
Credit risk. State law limits investments in commercial paper and corporate bonds to a prime or better 
rating issued by nationally recognized statistical rating organizations (NRSOs). 
 
Concentration of credit risk.  The Authority will minimize Concentration of Credit Risk, which is the 
risk of loss attributed to the magnitude of the Authority’s 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.  
 
Foreign currency risk.  The Authority is not authorized to invest in investments which have this type of 
risk; therefore, it is not addressed in the investment policy. 
 
Fair Market Value Disclosure - The Authority is required to disclose amounts within a framework 
established for measuring fair value.  That framework provides a fair value hierarchy that prioritizes the 
inputs to valuation techniques used to measure fair value.  The hierarchy gives the highest priority to 
unadjusted quoted prices in active markets for identical assets or liabilities (Level 1 measurements) and 
the lowest priority to unobservable inputs (Level 3 measurements).  The three levels of the fair value 
hierarchy are described as follows: 

 
Level 1: Quoted prices in active markets for identical securities. 

 
Level 2:  Prices determined using other significant observable inputs.  Observable inputs are 
inputs that reflect the assumptions market participants would use in pricing a security and are 
developed based on market data obtained from sources independent of the reporting entity. These 
may include quoted prices from similar activities, interest rates, prepayment speeds, credit risk, 
and others. Debt securities are valued in accordance with evaluated bid price supplied by the 
pricing service and generally categorized as Level 2 in the hierarchy. Securities that are 
categorized as Level 2 in the hierarchy include, but are not limited to, repurchase agreements, 
U.S. government agency securities, corporate securities, and commercial paper.  
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Level 3:  Prices determined using significant unobservable inputs.  In situations where quoted 
prices or observable inputs are unavailable or deemed less relevant (for example, when there is 
little or no market activity for an investment at the end of the period), unobservable inputs may 
be used.  Unobservable inputs reflect the reporting entity’s own assumptions about the factors 
market participants would use in pricing the security and would be based on the best information 
available under the circumstances. 

 
The asset or liability’s fair value measurement level within the fair value hierarchy is based on the 
lowest level of any input that is significant to the fair value measurement.  Valuation techniques used 
need to maximize the use of observable inputs and minimize the use of unobservable inputs. There are 
two types of valuation techniques most commonly used and vary depending on the level of investment. 
These two techniques are the market approach and income approach. The market approach uses prices 
and other relevant information generated by the market transactions involving identical or similar assets 
and liabilities. The income approach discounts future amounts to a single current amount and the 
discount rate used in the process should reflect current market expectations about risks associated with 
those future cash flows.  
  
The Authority does not have any investments subject to the fair value measurement.  

 
The carrying amount of deposits and investments is as follows: 

 
Total

Deposits 78,826$           

 
The above amounts are reported in the financial statements as follows: 
 

Total
Cash 78,826$           

 
 

B. Receivables 
 
Receivables as of year-end for the Authority were $172,047. By ordinance, the Authority can place 
substantially all of its delinquent receivables on the tax rolls as a lien against real property. As a result, 
its uncollectible accounts are virtually nil. 
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C. Capital Assets 
 

A summary of changes in the Authority’s capital assets follows: 
 

Balance Balance
June 30, June 30, 

2016 Additions Deletions 2017
Capital Assets, being depreciated

Land, Buildings and Building Improvements 142,208$   0$               0$              142,208$         
Machinery and Equipment 43,382       0                 0                43,382             
Vehicles 94,165       0                 29,669       64,496             
Investment in Sewer System 2,605,673  0                 0                2,605,673        

Total Capital Assets, being depreciated 2,885,428  0                 29,669       2,855,759        

Less Accumulated Depreciation for:
Land, Buildings and Building Improvements 138,676     731             0                139,407           
Machinery and Equipment 43,215       167             0                43,382             
Vehicles 94,165       0                 29,669       64,496             
Investment in Sewer System 1,902,616  52,113        0                1,954,729        

Total Accumulated Depreciation 2,178,672  53,011        29,669       2,202,014        

Net Capital Assets 706,756$   (53,011)$     0$              653,745$         

Depreciation expense for the year ended June 30, 2017, amounted to $53,011.  
 

III. OTHER INFORMATION 
 

A. Interest Income and Expense 
 

For the year ended June 30, 2017, interest income on deposits and investments was $0. 
 

B. Risk Management 
 

The Authority is exposed to various risks of loss related to torts; theft of, damage to, and destruction of 
assets; errors and omissions; and natural disasters.  The Authority purchases commercial insurance for 
insuring property and casualty, crime, general liability and errors and omissions.  The Authority pays 
annual premiums to the insurance company for the respective insurance coverage.  The Authority has 
had no settled claims resulting from these risks that exceeded its commercial coverage in any of the past 
three fiscal years.  
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C. Subsequent Events 

 
The Authority’s agreement with the current entity that treats their wastewater expired in May of 2017. 
Subsequent to year-end, the Authority has tentatively agreed with this same entity for a long-term 
treatment contract. 
 
No adjustments were made to the financial statements for the year ended June 30, 2017, related to this 
subsequent event.   
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September 20, 2017 

 
 

COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE  
AT THE CONCLUSION OF THE AUDIT 

 
 
To the Board  
Lake Mitchell Sewer Authority 
Cadillac, Michigan 
 
We have audited the financial statements of Lake Mitchell Sewer Authority for the year ended June 30, 
2017.  Professional standards require that we provide you with information about our responsibilities 
under generally accepted auditing standards, as well as certain information related to the planned scope 
and timing of our audit. We have communicated such information in our letter to you dated August 31, 
2017.  Professional standards also require that we communicate to you the following information related 
to our audit. 

 
Significant Audit Findings  
 
Qualitative Aspects of Accounting Practices 
 
Management is responsible for the selection and use of appropriate accounting policies.  The significant 
accounting policies used by Lake Mitchell Sewer Authority are described in Note I to the financial 
statements.  No new accounting policies were adopted and the application of existing policies was not 
changed during fiscal year 2016-2017.  We noted no transactions entered into by Lake Mitchell Sewer 
Authority during the year for which there is a lack of authoritative guidance or consensus.  All 
significant transactions have been recognized in the financial statements in the proper period. 

 
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. The most sensitive estimates affecting the Lake Mitchell Sewer 
Authority’s financial statements were: 

 
Management’s estimate of the useful lives of depreciable capital assets is based on the 
length of time it is believed that those assets will provide some economic benefit in the 
future. We evaluated the key factors and assumptions used to develop the estimates in 
determining that they are reasonable in relation to the financial statements taken as a 
whole. 
 

The financial statement disclosures are neutral, consistent and clear. 
 



Difficulties Encountered in Performing the Audit 
 
We encountered no significant difficulties in dealing with management in performing and completing 
our audit. 

 
Corrected and Uncorrected Misstatements 
 
Professional standards require us to accumulate all known and likely misstatements identified during the 
audit, other than those that are clearly trivial, and communicate them to the appropriate level of 
management. We detected various material misstatements as a result of our audit procedures that were 
corrected by management. The material adjustments were a result of converting the entity’s records 
from cash basis to accrual basis.  
 
Disagreements with Management 
 
For purposes of this letter, a disagreement with management is a financial accounting, reporting, or 
auditing matter, whether or not resolved to our satisfaction, that could be significant to the financial 
statements or the auditor’s report. We are pleased to report that no such disagreements arose during the 
course of our audit. 

 
Management Representations 
 
We have requested certain representations from management that are included in the management 
representation letter dated September 20, 2017. 

 
Management 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.  If a consultation involves 
application of an accounting principle to Lake Mitchell Sewer Authority’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. 

 
Other Audit Findings or Issues 
 
We generally discuss a variety of matters, including the application of accounting principles and 
auditing standards, with management each year prior to retention as Lake Mitchell Sewer Authority’s 
auditors. However, these discussions occurred in the normal course of our professional relationship and 
our responses were not a condition to our retention. 
 
Other Matters 
 
We applied certain limited procedures to the Management Discussion and Analysis, which is required 
supplementary information (RSI). Our procedures consisted of inquiries of management regarding the 
methods of preparing the information and comparing information for consistency with management’s 
responses to our inquiries, the basic financial statements, and other knowledge we obtained during our 
audit of the basic financial statements. We did not audit the RSI and do not express an opinion or 
provide any assurance on the RSI.  
 



Restrictions on Use 
 
This information is intended solely for the use of the Authority Board and management of Lake Mitchell 
Sewer Authority and is not intended to be, and should not be, used by anyone other than these specified 
parties. 

 
BAIRD, COTTER AND BISHOP, P.C. 
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COMMUNICATION OF MATERIAL WEAKNESSES 

 
 

To the Board 
Lake Mitchell Sewer Authority 
Cadillac, Michigan 
 
In planning and performing our audit of the financial statements of Lake Mitchell Sewer Authority as of 
and for the year ended June 30, 2017, in accordance with auditing standards generally accepted in the 
United States of America, we considered Lake Mitchell Sewer Authority’s internal control over 
financial reporting (internal control) as a basis for designing audit 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 Lake Mitchell Sewer Authority’s internal control.  Accordingly, we do not express 
an opinion on the effectiveness of Lake Mitchell Sewer Authority’s internal control. 
 
Our consideration of internal control was for the limited purpose described in the preceding paragraph of 
this section and was not designed to identify all deficiencies in internal control that might be material 
weaknesses or significant deficiencies and, therefore, material weaknesses or significant deficiencies 
may exist that were not identified. However, as discussed below, we identified certain deficiencies in 
internal control that we consider to be material weaknesses.    
 
A deficiency in internal control 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 and correct, misstatements on a timely basis.  A material weakness is a deficiency, or a 
combination of deficiencies, in internal control, such that there is a reasonable possibility that a material 
misstatement of the entity’s financial statements will not be prevented, or detected and corrected, on a 
timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control 
that is less severe than a material weakness, yet important enough to merit attention by those charged 
with governance. We consider the following deficiencies in internal control to be material weaknesses:  
 
     1) Lack of Segregation of Duties 

 
Criteria:  Management is responsible for establishing and maintaining internal controls 
in order to safeguard the assets of the government.  A key element of internal control is 
the segregation of incompatible duties. 
 
Condition:  The government has several accounting functions that are performed by the 
same individual and are not subject to a documented independent review and approval. 
 
Cause:  This condition is primarily the result of staffing constraints typical of smaller 
governmental units.  Some of the control activities may be occurring on a routine basis, 
but are not being documented. 
 



 

Effect:  As a result of this condition, the government is exposed to an increased risk that 
misstatements (whether caused by error or fraud) may occur and not be prevented or 
detected by management on a timely basis. 
 
Recommendation:  There are, of course, no easy answers to the challenge of balancing 
the costs and benefits of internal controls and the segregation of incompatible duties.  
Recognizing this fact, we encourage the government to mitigate this risk by requiring as 
much independent review, reconciliation, and approval of accounting functions by 
qualified members of management as possible. 
 
View of Responsible Officials:  Management recognizes that this limitation is a natural 
outgrowth of the small number of staff, and applies its judgment in determining how 
best to allocate the government’s resources to provide and appropriate balance between 
sound internal controls and fiscal prudence. 
 

 Corrective Action Plan:  The government is unable to hire additional employees at this 
time to improve the segregation of duties within the accounting function.  We realize 
that segregation of duties is important in order to increase internal control.  
Management oversight has been an alternative means of monitoring internal control 
along with continuing to try and reassign some duties within the accounting department 
to other staff members.  Management will continue to monitor the situation and explore 
cost effective ways to improve this internal control limitation. 

  
2) Lack of Adequate Controls to Produce Full Disclosure GAAP Basis Financial Statements 
 

Criteria:  All Michigan governments are required to prepare financial statements in 
accordance with generally accepted accounting principles (GAAP).  This is the 
responsibility of the government’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 internal books and records), and (2) 
reporting government-wide and fund financial statements, including related footnotes 
(i.e., external financial reporting). 
 
Condition:  As is the case with many smaller and medium-sized entities, the government 
has historically relied on its independent external auditor to assist in the preparation of 
the government-wide financial statements and footnotes as part of its external financial 
reporting process.  Accordingly, the government’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 government’s internal controls. 
 
Cause:  This condition was caused by the government’s decision that it is more cost 
effective to outsource the preparation of its financial statements to the auditors than to 
incur the time and expense of obtaining the necessary training and expertise required for 
the government to perform this task internally. 
 
Effect:  As a result of this condition, the government’s internal controls over the 
preparation of financial statements in accordance with GAAP are incomplete.  Instead, 
the government relies, in part, on its external auditors for assistance with this task. 
 
Recommendation:  Due to the complexity of GAAP financial statements and the costs 
required to obtain knowledge to prepare them, it is recommended that the Authority 
continue to outsource this service.  



 

 
View of Responsible Officials:  The government 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 government to outsource 
this task to its external auditors, and to carefully review the draft financial statements and 
noted prior to approving them and accepting responsibility for their content and 
presentation. 
 
Corrective Action:  The Authority 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 interest of the Authority 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.  The 
persons responsible for the corrective action is the Authority Board. Unless 
circumstances change, the Authority Board will continue to rely on its external auditors 
and realizes this comment will be repeated in subsequent years. 

 
Lake Mitchell Sewer Authority’s responses to the findings identified in our audit are described above. 
Lake Mitchell Sewer Authority’s response was not subjected to the auditing procedures applied in the 
audit of the financial statements and, accordingly, we express no opinion on it. 
 
This communication is intended solely for the information and use of management, the Authority Board, 
and others within Lake Mitchell Sewer Authority, and is not intended to be, and should not be used by 
anyone other than these specified parties. 
 

BAIRD, COTTER AND BISHOP, P.C. 
 




