


MACOMB COUNTY, MICHIGAN
Notes to Basic Financial Statements (continued)
December 31, 2007

Note 1 — Summary of Significant Accounting Policies {continued)

'Cagital Assefs — Capital assets of the primary government, ‘including land, land improvements, buiidings,
equipment and vehicles, are reported in the government-wide financial statements and the applicable
proprietary fund financial statements. Capital assets utilized for governmental activities are only capitalized in
the government-wide financial statements and are fully expended in the governmental funds. Capital assets
of the component units, including infrastructure assets such as roads, bridges and drains, are reported in the
Public Works and Road Commission Component Units. The County capitalizes assets whose initial purchase
price equals or exceeds $5,000 and whose estimated useful life exceeds one year. The Road Commission
capitalizes assets whose initial cost equals or exceeds $1,000 and estimated useful life exceeds one year.
Capital assets are valued at historical cost or estimated historical cost. Donated properties are recorded at

fair market value at the date of donation.

Depreciation of all exhaustible capital assets is allocated against the various functions in the Statement of
Activities with accumulated depreciation reflected in the Statement of Net Assets. Depreciation has been
provided over the following estimated useful lives using the straight-line method: land improvements - 10-20
years, buildings and improvements — 25-50 years, equipment - 3-20 years, vehicles - 5 years and

infrastructure 8-50 years.

Compensated Absences - County employees eam vacation and sick leave benefits based on length of service.
Both fully vest upon completion of a probationary period of six months. Upon separation from service,
employees are paid accumulated vacation and sick pay based upon the nature of separation (death,
retirement or termination). Certain limitations have been placed on the number of hours of vacation and sick
leave that may be accumulated and carried over for payment at separation of service. Unused hours
exceeding these limitations are forfeited. Accumulated unpaid vacation, sick pay and other employee benefit
liabilities have been accrued in the Compensated Absences Internal Service Fund.

Encumbrances - Encumbrance accounting, under which purchase orders, contracts and other commitments for
the expenditure of monies are recorded in order to reserve that portion of the applicable appropriation, is
employed as an extension of formal budgetary integration in the General Fund and Special Revenue Funds.
Encumbrances outstanding at year-end are reported as reserves of fund balances since they do not
constitute expenditures or liabilities. In addition, the encumbrances outstanding at year-end are re-

appropriated and spent under authorization of a new budget.

Property Taxes - The County property tax is levied July 1 of each year based on the taxable value of property as
of the preceding December 31.  Taxes are billed and collected for the County by the local units within the
County and are payable in one installment no later than February 28 of the following year, at which time they
become delinquent and subject to penalty. Taxable value is established annually by the local units, accepted
by the County and equalized by the State of Michigan to approximate 50% of market value (SEV). The
annual increase in taxable value is limited by State statute to the rate of inflation or 5%, whichever is less.
Taxable value reverts to SEV when a property is sold or when SEV drops below taxable value. The taxable
value of real and personal property in Macomb County for the July 1, 2007 levy (calendar 2007 revenue) was
$31,862,669,926. The County operating tax rate for the 2007 levy was 4.20 mills.
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MACOMB COUNTY, MICHIGAN
Notes to Basic Financial Statements (continued)
December 31, 2007

Note 1 — Summary of Significant Accounting Policies (concluded)

Property Taxes (concluded) — The State eliminated State Revenue Sharing in 2004 and enacted Public Act 357 to
provide for a gradual shift in County tax levies from December to July to serve as a substitute funding

mechanism for State Revenue Sharing. The gradual shift takes place over a three year period as follows: in
2005, one-third of the taxes were levied on July 1, and two-thirds on December 1; in 2006, two-thirds of the
taxes were levied on July 1 and one third on December 1 and 100% of the taxes were levied on July 1

beginning in 2007 and each year thereafter.

The County, through its Delinquent Tax Revolving Fund, purchases annually from the municipalities within the
County, at face value, the delinquent real property taxes receivable, as certified to the County as not collected
as of March 1. The Delinquent Tax Revolving Fund is self-supporting at this time. Collection of these
delinquent property taxes will be used to purchase future delinquent real property taxes from municipalities

within the County.

Use of Estimates — The preparation of financial statements, in conformity with generally accepted accounting
principles, requires management to make significant estimates and assumptions that affect the reported
amounts of assets, liabilities_ and disclosures of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenue and expenses during the reporting period. Actual results

could differ from such estimates.

Application of FASB Pronouncements — The County and its component units apply all applicable pronouncements of
the Financial Accounting Standards Board (FASB) issued prior to December 1, 1989 in accounting for their
proprietary operations (excluding internal service funds), unless those pronouncements conflict with guidance
issued by the Governmental Accounting Standards Board on or after that date, as prescribed by GASB
Statement No. 20. Governments also have the option of following private-sector guidance issued subsequent
to December 1, 1989, subject to the same limitation. The County has elected not to do so and follow only
guidance issued by the GASB subsequent December 1, 1989.

New GASB Pronouncements - The County adopted GASB Statement No. 45, “Accounting and Financial Reporting
by Employers for Postemployment Benefits Other Than Pensions” in 2007. Statement No. 45 requires—
employers to recognize the cost of providing retiree health care benefits over the working life of the employee

rather than at the time health care premiums are paid.

Note 2 - Deposits and Investments

Primary Government Deposits and Investments - The County maintains a cash and investment pool that is
available for use by all funds, except the Pension Trust Fund and the Retiree Health Care Trust Fund. In
addition to their participation in the pool, certain funds also maintain separate investment accounts, consisting
primarily of certificates of deposit and money market accounts. Each fund’s portion of the pool as well as any
amounts in separate accounts are reported as “Cash and Pooled Investments”. The Board of Commissioners
adopts a depository resolution, including a list of authorized institutions, each year as recommended by the

County Treasurer.
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MACOMB COUNTY, MICHIGAN
Notes to Basic Financial Statements (continued)
December 31, 2007

Note 2 - Deposits and Investments {continued)

Primary Government Deposits and Investments (continued) —

The provisions of the depository resolution are as follows:

> Certificates of deposit must be with institutions with locations in the State of Michigan, shall not
exceed 75% of the portfolio and the amount with any one institution may not exceed 25% of the total

portfolio.

» Commercial paper must be rated A-1 by Standard & Poors and P-1 by Moodys and may not exceed
75% of the total portfolio.

> Banker’'s acceptances with any one institution may not exceed 20% of the total portfolio.

> Government investment pools may not exceed 50% of the total portfolio.

> The total of deposits and investments with any one institution may not exceed 50% of the

capitalization of that institution.

The deposits and investments of the primary government at December 31 , 2007 are presented below.

Percent Ratings

Amount of Total S&P Moodys
Cash on hand $ 61,790 0.02% Not Rated Not Rated
Bank and money market accounts 26,848,550 . 10.85% Not Rated Not Rated
Certificates of deposit 170,769,870 69.02% Not Rated Not Rated
Subtotal - deposits 197,680,210 79.89%
Commercial paper 44 567,463 18.02% A-1 P-1
US Treasury securities 5,163,420 2.09% © AAA AAA
Subtotal - investments - 49,730,883 20.11%
Total deposits and investments 247,411,093 100.00%
Timing effect of different year ends 1,209,353
Amount reported at December 31, 2007 $ 248,620,446
Amount reported in primary government $ 231,544,093
Amount reported in agency funds 17,076,353
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MACOMB COUNTY, MICHIGAN
Notes to Basic Financial Statements (continued)
December 31, 2007

Note 2 - Deposits and Investments {continued)

Primary Government Deposits and Investments {continued) —

Deposits - The deposits of the primary government are subject to custodial credit risk, which is the risk that the
deposits may not be returned in the event of a bank failure. The custodial credit risk assumed by the County
is measured by categorizing deposits in one of three categories: 1) insured or collateralized with securities
held by the County or its agent in the County’s name, 2) collateralized with securities held by the counter-
party’s trust department or agent in the County’s name and 3) uninsured and uncollateralized.

At year-end, the book value of the deposits of the primary government was $197,680,210, with corresponding
bank balances of 203,311,129. Qualifying deposits are insured by the FDIC up to $100,000. Of the bank
balances of the primary government, $800,000 was insured and the remaining $202,511,129 was uninsured
and uncollateralized. The County believes that it is impractical to insure all deposits given the size of the
portfolio and the limits of insurance established by the FDIC. As a result, the County evaluates each
institution with which it deposits funds and assesses the level of risk associated with each institution and

adjusts its deposits accordingly.

Investments - Investments of the primary government are subject to various types of risks as defined below in
accordance with GASB Statement No. 40: -

> Custodial Credit Risk exists when securities are uninsured, unregistered or held by a counterparty or its
agent but not in the government’s name. All investments of the primary government are held in the
name of the County and are evidenced by a safekeeping receipt and, therefore, are not exposed to

custodial credit risk.

> Credit Risk is a measure of the creditworthiness of the issuers of the instruments being held and
represents the risk that the issuer or other countyparty to an investment will not fulfill its obligations.
Statutes of the State of Michigan authorize the County to invest in the foliowing instruments:
obligations of the U.S. Treasury and its agencies and instrumentalities, commercial paper rated within
the two highest dlassifications established by not less than two standard rating services, bankers’
acceptances, investment pools of the Treasurer of the State of Michigan, and repurchase
agreements. At year-end, all of the commercial paper held by the County was rated A-1 by Standard
& Poors and P-1 by Moody’s Investor Service. In addition, the entire portfolio of investments issued
by the United States Treasury or agencies of the United States were rated AAA by Standard & Poors

and Aaa by Moody's.

> Concentration of Credit Risk is the risk of loss measured by the magnitude of the County’s investment in
a single issuer. As defined by GASB Statement NO. 40, the County is exposed to concentration of
credit risk if more that 5% of its portfolio is invested in instruments issued by a single issuer. At year-
end, the' County held $44,567,463 of commercial paper. Of this amount, instruments issued by
Morgan Stanley totaled $21,560,613, or 8.6% of the total portfolio. No other investments exceeded

the 5% threshold.
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MACOMB COUNTY, MICHIGAN
Notes to Basic Financial Statements {continued)
December 31, 2007

Note 2 - Deposits and Investments (continued)

Primary Government Deposits and Investments (concluded) —

> Interest Rate Risk is the risk that the fair value of the County’s investments will be adversely affected by
changes in market interest rates and is measured primarily by average days to maturity. Although the
County investment policy does not limit investment maturities as a means of limiting its exposure to
interest rate risk, the County manages this risk by purchasing a mix of short and longer term
investments. Information regarding the County’s exposure to interest rate risk is presented below:

Fair Value
Maturities Commercial Percent of
(Years) US Treasury US Agency Paper Total Total
Less than 1 $ 654,005 $ - $ 44,567,463 $ 45221468 90.93%
1-5 3,345,373 - - 3,345,373 6.73%
6-10 1,164,042 - - 1,164,042 - 2.34%
$ 5,163,420 $ - $ 44,567,463 $ 49,730,883 100.00%

Component Unit Deposits and Investments —

Deposits - The deposits of the component units are subject to same custodial credit risk described previously
in relation to the deposits of the primary government. The component units do not participate in the
investment pool of the primary govemment and their portfolios consist entirely of bank accounts and
certificates of deposit. The book value of the deposits of the component units was $95,207,734 at year-end,
with corresponding bank balances of $98,278,031. Of the bank balance, $1,400,000 was insured and the
remaining $96,878,031 was uninsured and uncollateralized.

Retiree Health Care Trust Fund Investments — The investments of the Retiree Health Care Trust Fund {the “Fund”)
are held in a bank-administered trust fund. A summary of the investments of the Retiree Health Care Trust
Fund at December 31, 2007 are presented below:

Percent

Investment Type Amount of Total
Cash and pooled investments $ 1,821,820 1.55%
Equity Mutual Funds 74,176,522 63.45%
Bond Mutual Funds 23,238,786 19.88%
Foreign Stock 16,934,935 14.49%
Common Stock 732,354 0.63%
$ 116,904,417 100.00%
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MACOMB COUNTY, MICHIGAN
Notes to Basic Financial Statements (continued)
December 31, 2007

Note 2 - Deposits and Investments {continued)

Retiree Health Care Trust Fund Deposits and Investments (continued)-

Investments of the Retiree Health Care Trust Fund are subject to various types of risks as defined below in
accordance with GASB Statement No. 40:

» Custodial Credit Risk exists when securities are uninsured, unregistered or held by a counterparty or its
agent but not in the government’'s name. All investments of the Retiree Health Care Trust Fund are
held in trust by a third party institution in the name of the Fund and are, therefore, are not exposed to

custodial credit risk.

» Credit Risk is a measure of the creditworthiness of the issuers of the instruments being held and
represents the risk that the issuer or other counterparty to an investment will not fuifill its obligations.
Statutes of the State of Michigan authorize the Retiree Health Care Trust Fund to invest in the
following instruments: obligations of the U.S. Treasury and its agencies and instrumentalities,
commercial paper rated within the two highest classifications established by not less than two
standard rating services, bankers’ acceptances, investment pools of the Treasurer of the State of
Michigan, repurchase agreements and corporate bonds rated in the top four major grades as
determined by at least two national ratings agencies. At December 31, 2007, the Fund’s investments
in debt securities were rated by Standard & Poors as follows:

Percent of
Quality Rating US Treasury US Agency Corporate Total Total
AAA $ 5,298,443 $ 11,433,483 $ 2,021,774 $ 18,753,700 80.70%
AA - - 1,324,611 1,324,611 570%
A - - 1,673,193 1,673,193 7.20%
BAA - - 1,487,282 1,487,282 6.40%
$ 5,298,443 $ 11,433,483 $ 6,506,860 $ 23,238,786 100.00%

> Concentration of Credit Risk is the risk of loss measured by the magnitude of investments in a single
issuer. As defined by GASB Statement NO. 40, the County is exposed to concentration of credit risk if
more that 5% of its portfolio is invested in instruments issued by a single issuer. Investments in
instruments issued by the US Government, as well as those held in mutual funds and investment
pools are exempt from this requirement. None of the investments in common or foreign stock
exceeded the 5% threshold at December 31, 2007.
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MACOMB COUNTY, MICHIGAN
Notes to Basic Financial Statements (continued)
December 31, 2007

Retiree Health Care Trust Fund Deposits and Investments {concluded)-

> Interest Rate Risk is the risk that the fair value of investments in debt securities will be adversely
affected by changes in market interest rates and is measured primarily by average days to maturity.
The entire portfolio of debt securities of the Retiree Health Care Trust Fund is held in one bond index
mutual fund that consists of a mix of corporate, US Treasury and US Agency securities. Therefore,
the information regarding the Fund’s exposure to interest rate risk is presented for the mutual fund as

a whole:
Maturities Fair Value Percent of
(Years) US Treasury US Agency Corporate Total Total
1-5 $ 2,866,458 $ 6,185514 $ 3,520,211 $ 12572183 54.10%
6-10 1,907,439 4,116,054 2,342,470 8,365,963 36.00%
11 or more 524,546 1,131,915 644,179 2,300,640 9.90%

$ 5,298,443 $ 11,433,483 $ 6,506,860 $ 23,238,786 100.00%

Employees’ Retirement System Deposits and Investments - A summary of the investments of the System at
December 31, 2007 is presented below:

Percent

Investment Type Amount of Total
Cash and pooled investments 3 48,289,678 5.34%
Preferred stock 20,352,968 2.25%
Common stock 355,821,475 39.34%
Foreign stock 30,895,840 3.42%
Limited patnerships 26,854,402 2.97%
Foreign govemment bonds 921,188 0.10%
Cormporate bonds 35,441,234 3.92%
Mutual funds 385,932,797 42.66%
3 904,509,582 100.00%

Deposits - The deposits of the Macomb County Employee’s Retirement System (the “System”) are subject to
custodial credit risk, which is the risk that the deposits may not be returned in the event of a bank failure. The
custodial credit risk assumed by the System is measured by categorizing deposits as previously described.
At year-end, the book value of the deposits of the System was $48,289,678, with corresponding bank
balances of $48,429,598. Qualifying deposits are insured by the FDIC up to $100,000. Of the bank balances
of the System, $200,000 was insured and the remaining $48,229,598 was uninsured and uncollateralized.
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MACOMB COUNTY, MICHIGAN
Notes to Basic Financial Statements (continued)
December 31, 2007

Note 2 - Deposits and Investments (continued)

Employees’ Retirement System Deposits and Investments (continued) -

Investments — The investments of the System are subject to various types of risks as defined below in
accordance with GASB Statement No. 40;

» Custodial Credit Risk exists when securities are uninsured, unregistered or held by a counterparty or its
agent but not in the government’s name. All investments of the System are held in trust by a third
party institution in the name of the System and are, therefore, are not exposed to custodial credit risk.

» Credit Risk is a measure of the creditworthiness of the issuers of the instruments being held and
represents the risk that the issuer or other counterparty to an investment will not fulfill its obligations.
Statutes of the State of Michigan authorize the System to invest in the following instruments:
obligations of the U.S. Treasury and its agencies and instrumentalities, commercial paper rated within
the two highest classifications established by not less than two standard rating services, bankers’
acceptances, investment pools of the Treasurer of the State of Michigan, repurchase agreements,
corporate stocks and corporate bonds rated in the top four major grades as determined by at least
two national ratings agencies. Corporate stock cannot exceed sixty five percent (65%) of the total
portfolio. The System also participates in securities lending transactions (see Note 7).

At December 31, 2007, the System’s investments in debt securities were rated by Standard & Poors

as follows:

Foreign Percent of

Quality Rating Governments Corporate Total Total
AAA $ 921,188 $ 868,310 $ 1,789,498 4.92%
AA - 868,310 868,310 2.39%
A - 9,746,339 9,746,339 26.80%
BBB - 14,672,671 14,672,671 40.35%
BB - 6,840,158 6,840,158 18.81%
B - 2,445,446 2,445,446 6.73%
$ 921,188 $ 35,441,234 $ 36,362,422 100.00%
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MACOMB COUNTY, MICHIGAN
Notes to Basic Financial Statements (continued)

December 31, 2007

Note 2 - Deposits and Investments {concluded)

Employees’ Retirement System Deposits and Investments {concluded) -

» Interest Rate Risk is the risk that the fair value of investments in debt securities will be adversely
affected by changes in market interest rates and is measured primarily by average days to maturity.
A summary of the maturities of the System’s debt securities at December 31, 2007 were as follows:

Fair Value
Maturities Foreign Percent of
(Years) Governments Corporate Total Total
1-5 $ - $ 7,134,333 $ 7,134,333 19.62%
6-10 - 3,382,907 3,382,907 9.30%
11 or more 921,188 24,923,994 25,845,182 71.08%
$ 921,188 $ 35,441,234 $ 36,362,422 100.00%

investments in non-marketable limited partnerships are generally carried at the fair value reported by the
management of the investment partnerships as of December 31. The County believes that the carrying value
of these investments is a reasonable estimate of the fair value as of December 31, 2007. Because these
investments are not readily marketable, the carrying value may differ from the value that would have been
reported had a ready market for these investments existed.  The carrying value of such investments was
$26,854,402 at December 31, 2007 and constituted 2.97% of the investment portfolio of the System.
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MACOMB COUNTY, MICHIGAN
Notes to Basic Financial Statements (continued)
December 31, 2007

Note 3 — Capital Assets

The following is a summary of capital asset activity of the governmental activities of the County for the year
ended December 31, 2007:

Beginning Ending
Balance Increases Decreases Balance
Governmental activities
Capital assets not being depreciated
Land $ 14,154,314 § - $ - $ 14,154,314
Construction in progress 22,894,126 10,548,565 22,468,514 10,974,177
Total capital assets not being depreciated 37,048,440 10,548,565 22,468,514 25,128,491
Capital assets being depreciated
Land improvements 8,195,813 1,572,270 - 9,768,083
Buildings 158,544,107 10,919,924 - 169,464,031
Machinery, equipment andA vehicles ' 50,349,881 17,848,899 2,055,105 66,143,675
Total capital assets being depreciated ’ 217,089,801 30,341,093 2,055,105 245,375,789
Less accumulated depreciation for .
Land improvements C C 2,764,009 375,763 - 3,139,772
Buildings 60,369,018 4,651,053 - 65,020,071
Machinery, equipment and vehicles 35,834,612 5,434,490 1,969,565 39,299,637
Total accumulated depreciation 98,967,639 10,461,306 1,969,565 107,459,380
Total capital assets being depreciated, net 118,122,162 19,879,787 85,540 137,916,409
Govemmental activities capital assets, net $ 155,170,602 $ 30,428,352 $ 22,554,054 $ 163,044,900

The primary government does not have any infrastructure assets. Infrastructure assets of the County are
reported in either the Public Works or Road Commission Discretely Presented Component Units.

Depreciation expense was charged to the functions of the governmental activities as follows:

Govermnmental Internal Service
Governmental activities: Assets Assets Total
Judicial $ 2836812 § - § 2836812
General government 1,575,140 517,037 2,092,177
Health and welfare 2,170,238 - 2,170,238
Recreation and culture 63,204 - 63,204
Public safety 3,298,875 - 3,298,875

$ 9,944,269 § 517,037 $ 10,461,306
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MACOMB COUNTY, MICHIGAN
Notes to Basic Financial Statements (concluded)
December 31, 2007 ’

Note 11- Risk Management {concluded)

Changes in the estimated liabilities for general liability claims for the past two fiscal years were as follows:

Primary Government Road Commission
Year Ended December 31, Year Ended September 30,
2006 2007 2006 2007

Estimated liability - beginning of year $ 2,683,890 $ 4,771,237 $ 1,620,538 $ 1,627,623

Estimated claims incurred, including

changes in estimates 2,338,431 2,342,695 28,823 (1,222,013)
Claims payments (251,084) (2,489,351) (21,738) (29,727)
Estimated liability - end of year $ 4,771,237 $ 4,624,581 $ 1,627,623 $ 375,883

Note 12- Fund Balance Deficit

The Community Mental Health business-type unit reported a deficit in its unrestricted net assets of
$3,404,443 at September 30, 2007, which is composed of a deficit of $3,525,440 in its operating fund and a
surplus of $120,997 in its Substance Abuse Fund. The initial deficit in the operating fund was $3,594,184
and was incurred during the fiscal year ended September 30, 2006 as result of writing off uncollectible
receivables. The Community Mental Heaith Department intends to recover this deficit through interest
earnings in future years that could otherwise be utilized for other purposes and is expected to be eliminated
by 2013. A formal deficit reduction plan has been filed with and approved by the State of Michigan.
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