MACOMB COUNTY, MICHIGAN
Notes to Basic Financial Statements
December 31, 2005

Note 1 — Summary of Significant Accounting Policies

The basic financial statements of Macomb County (the County) have been prepared in conformity with
generally accepted accounting principles (GAAP) as applied to governmental units. The Governmental
Accounting Standards Board (GASB) is the accepted standard-setting body for establishing such principles.
All financial statements are for the year ended December 31, 2005, except as follows: the financial
statements of the Child Care, Community Services, Friend of the Court, Health Grants, Veterans’ Services
and certain MSU Extension, Prosecuting Attorney, Senior Citizens and Sheriff Special Revenue Funds, the
Community Mental Health Enterprise Fund, and the Road Commission and Public Works Component Units,
which are reported as of and for the year ended September 30, 2005.

Financial Reporting Entity - Macomb County was incorporated in 1818 and includes an area of 482 square
miles with the county seat located in the city of Mt. Clemens. The County operates under an elected Board of
Commissioners (26 members). The Board of Commissioners is a legislative body that is also responsible for
the administration of the County. The County provides many services to residents, including law
enforcement, administration of justice, community development and enrichment, parks and recreation and

human services.

As defined by generally accepted accounting principles established by the Governmental Accounting
Standards Board, the financial reporting entity consists of the primary government as well as its component
units, which are legally separate organizations for which the elected officials of the primary government are
financially accountable. Financial accountability is defined by GASB Statement No. 14, “The Financial
Reporting Entity”, as appointment of a voting majority of the component unit’s board, and either (a) the ability
of the primary government to impose its will on the component unit, or (b) the possibility that the component
unit will provide a financial benefit to or impose a financial burden on the primary government. The
accompanying financial statements present the financial position and results of operations of Macomb County
(the primary government) and its component units. The component units discussed below are included in the
County’s reporting entity because of the significance of their operational or financial relationships with the
County. In conformity with generally accepted accounting principles, the financial statements of component
units have been included in the financial reporting entity either as blended component units or as discretely

presented component units.

Blended Component Units - Blended component units are legally separate from the County, but are so intertwined
with the County that they are, in substance, the same as the County. They are reported as part of the County

and blended into the appropriate funds.

The Macomb County Criminal Justice Building Authority (MCCJBA) is governed by a three-member
board appointed by the County’s Board of Commissioners. Although legally separate from the County, the
MCCJBA is reported as if it were part of the primary government because its sole purpose is to finance and
construct certain County Buildings.

The Macomb County Building Authority is governed by a seven-member board appointed by the County
Board of Commissioners. Although legally separate from the County, the Building Authority is presented as a
blended component unit because its sole purpose is to finance and construct certain County Buildings.



MACOMB COUNTY, MICHIGAN
Notes to Basic Financial Statements (continued)
December 31, 2005

Note 1 — Summary of Significant Accounting Policies (continued)

Blended Component Units (concluded) - =

The Macomb County Employee’s Retirement System (the “System”) is govemed by a seven-member
board. Although it is legally separate from the County, the System is reported as if it were part of the primary
government because its sole purpose is to administer the Macomb County Employees’ Retirement System.

The Macomb County Retiree Heaith Care Board consists of five members of the Board of Commissioners,
the County Treasurer and the County Finance Director. Aithough legally separate from the County, the Board
is reported as if it were part of the County since its sole purpose is to administer the Macomb County Retiree
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Discretely Presented Component Unils

The Macomb/St. Clair Workforce Development Board (Michigan Works!) is governed by a separate board
appointed by the County Board of Commissioners. Michigan Works! receives federal funds under the Job
Training Partnership Act to operate employment and training programs that lead to unsubsidized employment
for unskilled aduits and youth. lts activities are included in the County’s financial statements as the County is
financially responsible for the entity and the exclusion of such aciivities would be ‘misleading to the County’s
financial statements. Separate independently audited financial statements of Michigan Works! are not

prepared.

The Macomb County Road Commission is governed by a separate board appointed by the County Board
of Commissioners. The Road Commission constructs, operates and maintains primary and iocai roads within
the County. The Road Commission’s activities are included in the County’s financial statements as the
exclusion of such activities would be misleading to the financial statements. Complete financial statements of
the Road Commission can be obtained from the Road Commission administrative offices, 156 Mallow St., P.

O. Box 2347, Mt. Clemens, M, 48046-2347.

The Drainage Districts are governed by separate boards composed of the Public Works Commissioner, the
Chair of the County Board of Commissioners and Chair of the Finance Committee of the Board of
Commissioners. Each Drainage District is a separate legal entity with the power to contract, sue and be sued
and hold, dispose of and manage real property. The primary function of the Drainage Districts is to direct the
construction and maintenance of drains, sewers and water supply systems within the County. The activities
of the Drainage Districts are included in the County’s financial statements as the exclusion of these activities
would be misleading. Separate independently audited financial statements of the Drainage Districts are not

prepared.

The County of Macomb Hospital Finance Authority is governed by a five-member board appointed by the
Macomb County Board of Commissioners. The Authority was created pursuant to Public Act 38 of 1969 for
the purpose of providing hospitals within the County the opportunity to finance capital projects at favorable
interest rates. Public Act 38 allows hospitals to finance capital projects through the Authority, which enjoys
the County’s excellent credit rating. Separate independently audited financial statements of the Hospital

Finance Authority are not prepared.
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MACOMB COUNTY, MICHIGAN
Notes to Basic Financial Statements (continued)
December 31, 2005

Note 1 — Summary of Significant Accounting Policies (continued)

Basic {Government-Wide) and Fund Financial Statements-

The activities of the County are categorized as either governmental or business-type in both the government-
wide and fund financial statements. The majority of the County’s activities are governmental activities and are
supported primarily by property taxes, charges for services and intergovernmental revenues while business-
type activities are supported by fees and charges for services.

For the most part, the effect of interfund activity has been eliminated from these statements. However,
interfund activity between governmental activities and business-type activities has not been eliminated so as

to not distort the direct costs and program revenues of the various functions.

The basic (government-wide) financial statements report information on the County as a whole. These
statements focus on the sustainability of the County as an entity and the change in aggregate financial
position resulting from the activities of the fiscal period and consist of the Statement of Net Assets and the
Statement of Activities.

The Statement of Net Assets presents information on all of the assets and liabilities of the County, with the
difference between the two reported as net assets. Net assets are classified into one of three categories for
accounting and financial reporting purposes:

> Invested in capital assets, net of related debt. This category represents the cost of the County’s capital
assets, net of accumulated depreciation and reduced by any outstanding debt used to acquire those
assets.

> Restricted. Assets are considered restricted when constraints are placed on their use by external
sources such as creditors and grantors, or imposed by statute.

> Unrestricted. Net assets that do not meet the definition of the two preceding categories are considered
unrestricted and can be used for new spending. Designations are often placed on unrestricted net assets
to indicate that internal restrictions have been placed upon their use. However, designations differ from
restrictions in that they may be subsequently removed or modified by management or the Board of
Commissioners. ’

The Statement of Activities demonstrates the degree to which the direct expenses of a given function are
offset by program revenues. Program revenues are segregated into three categories: charges for services,
operating grants and capital grants. Charges for services are those revenues generated from charges to
customers or applicants who purchase, use or directly benefit from the goods and services provided by a
given function or segment. Operating and capital grants are those restricted to meeting the operational or
capital requirements of a particular function or segment. Taxes and other revenues not specifically
associated with a particular program are reported as general revenues in the Statement of Activities.
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MACOMB COUNTY, MICHIGAN
Notes to Basic Financial Statements (continued)
December 31, 2005

Note 1 — Summary of Significant Accounting Policies (continued)

Basic {(Government-Wide] and Fund Financial Statements (continued)- -

Fund financial statements report information at the individual fund level and are, in substance, very similar
to the financial statements presented in the previous financial reporting model. The focus of the fund financial
statements is on the major funds of both governmental and business-type activities. Major individual
governmental and proprietary funds are reported as separate columns in the fund financial statements. Non-
major funds are consolidated into a single column within each fund type in the basic financial statements and
are detailed in the supplementary information. Funds are classified as governmental, proprietary or fiduciary.
financiai statements since these assels are being held 1o
support the activities or obligations of the County.

The County reports the following major governmental funds:

> The General Fund is the chief operating fund of the County. It accounts for all financial resources except
those required to be accounted for in another fund.

» The Revenue Sharing Reserve Fund is required by the State of Michigan and accounts for property tax
collections that serve as a substitute for State revenue sharing payments. This funding mechanism
involves a gradual shift in the collection of County property taxes from December to July of each year.

The County reports the following major enterprise funds:

» The Delinquent Tax Revolving Fund accounts for the County’s annual purchase of delinquent real
property taxes from each of the local taxing jurisdictions in the County and their subsequent collection.
In addition, the operations of the personal property tax collection division of the Treasurer’s Office are

reported here.

» The Community Mental Health Fund accounts for the activities of delivering an array of mental health
services to County residents.

» The Martha T. Berry Medical Care Facility accounts for the activities of delivering long-term nursing care
to County residents.

» The Freedom Hill Park fund accounts for the operations of the Freedom Hill County Park.

Financial information regarding the County’s Internal Service Funds is presented in summary form as part of
the proprietary fund financial statements. Since the principal users of the services of these funds are the
County’s governmental activities, the financial statements of the internal service funds are consolidated into
the governmental activities in the entity-wide financial statements. Surpluses or deficits of the internal service
funds are allocated back to the governmental activities within the government-wide financial statements.
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MACOMB COUNTY, MICHIGAN
Notes to Basic Financial Statements (continued)
December 31, 2005

Note 1 — Summary of Significant Accounting Policies (continued)

Basis of Presentation - Fund Accounting {concluded) - The accounts of the County are organized on the basis of
funds, each of which is considered a separate accounting entity. The operations of each fund are accounted
for with a separate set of self-balancing accounts that comprise its assets, liabilities, fund equity, revenues
and expenditures, or expenses as appropriate. Government resources are allocated to and accounted for in
individual funds based upon the purpose for which they are to be spent and the means by which spending
activities are controlled. The funds of the County are classified into three broad categories: governmental,
proprietary and fiduciary.

Governmental Funds

General Fund - The General Fund is the general operating fund of the County. It is used to account for all
financial resources except those required to be accounted for in other funds.

Special Revenue Funds — Special revenue funds are used to account for the proceeds of specific revenue sources
(other than expendable trusts or major capital projects) that are legally restricted to expenditure for specific
purposes.

Debt Service Funds — Debt service funds are used to account for the accumulation of resources for, and the
payment of, principal, interest and related costs of general long-term debt not being accounted for in
proprietary funds.

Capital Projects Funds - Capital projects funds are used to account for the acquisition, construction or renovation
of major capital facilities other than those accounted for in proprietary funds.

Proprietary Funds

Internal Service Funds ~ Intermnal services funds are used to account for goods and services provided to other
departments and governmental agencies on a cost-reimbursement basis. The County utilizes separate
internal service funds to account for compensated absences, workers’ compensation insurance, liability
insurance and central services such as inventory and telephone.

Enterprise Funds - Enterprise funds are used to account for the activities of the County’s business-type
activities. The operations of these funds are financed primarily through user fees and are intended to recover

the cost of services provided.

Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating
revenues and expenses generally result from providing goods and services in connection with the principal
ongoing operations of any particular proprietary fund. Operating expenses for proprietary funds include cost
of sales and services, administrative expenses and depreciation of capital assets. Revenue not meeting this
definition are reported as non-operating revenues and expenses.
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MACOMB COUNTY, MICHIGAN
Notes to Basic Financial Statements (continued)
December 31, 2005

Note 1 — Summary of Significant Accounting Policies {continued)

Fiduciary Funds

Employees’ Retiement Fund — The Employees’ Retirement Fund is used to account for the accumulation of
resources for pension benefit payments to qualified employees.

Retiree Health Care Trust Fund — The Retiree Health Care Trust Fund is used to account for the accumulation of
resources to provide health care benefits to County retirees.

Agency Funds ~ Trust and agency funds are used to account for assets held by the County in a trustee capacity
or as an agent for individuals, private organizations, other governments andfor other funds. The County
reports the following agency funds: general agency for items such as court fees collected and passed
through to the State of Michigan, payroll and benefits for employee withholdings such as garnishments and

union dues and miscellaneous agency, which is used to account for monies such as library penal fines.

Measurement Focus and Basis of Accounting — Basis of accounting refers to when revenues and expenses are
recognized and reported in the financial statements.

The government-wide financial statements as well as the financial statements of the proprietary funds and
pension trust funds are accounted for using the full accrual basis of accounting. Their revenues are
recognized when they are earned and their expenses are recognized when they are incurred without regard
to the receipt or payment of cash or its equivalent.

The governmental fund financial statements are prepared using the modified accrual basis of accounting.
Revenues of governmental funds are recognized when they become both measurable and available.
“Measurable” means that the amount of the transaction can be determined and “available” means collectible
within the current period or soon enough thereafter to be used to pay liabilities of the current period. For this

purpose, the County considers revenues to be available if they are collected within 60 days of year-end.

Federal grants, state distributions and grants, property taxes and interest eamed are accrued since they are
both measurable and available. Special assessments are recognized as revenues only to the extent that
individual instaliments are due within one year. Licenses and permits, fines and forfeitures and other
revenues are recorded when received in cash because they are generally not measurable until actually
received. Expenditures are generally recognized under the modified accrual basis of accounting when the
related fund liability is incurred, with the exception of principal and interest on general long-term debt, which is
recognized when due. The majority of the funds of the County are accounted for using the modified accrual
basis of accounting. Because the governmental fund financial statements are presented on a different
measurement focus and basis of accounting than the government-wide financial statements, a reconciliation
is provided after each governmental fund financial statement that briefly explains the adjustments necessary
to reconcile the fund financial statements to the government-wide financial statements.
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