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As management of the City of Pleasant Ridge, Michigan, (the “City”) we offer readers of the City’s 
financial statements this narrative overview and analysis of the activities of the City for the fiscal year 
ended June 30, 2006. 
 
Financial Highlights 
 

 Total net assets increased $449,706 as a result of this year’s operations. Net assets of our 
governmental activities increased $284,548 or 2.8%. Net assets of our business-type activities 
increased $165,158 or 16.2%. The largest increase in governmental activities was the 
reconstruction of Wellesley Avenue and the alley between Oxford and the south city limits. The 
business-type activity increase is primarily the result of a dry summer where variable costs 
increase with increased water consumption while fixed costs remain constant. 

 Total cost of all of the City’s programs was $4,541,480, compared to $4,583,051 in FY 2005. 
This decrease, although less than one percent, represents a citywide effort to reduce expenses. 

 The City’s net capital assets increased by $474,119. Additions were $935,618 less depreciation of 
$461,499. Major additions during the year included $264,580 for Wellesley Avenue 
Reconstruction, $109,918 for reconstruction of the alley between Oxford and the south city limits, 
$64,579 for the Woodward Avenue streetscape project, $189,645 for improvements and 
equipment at Moberly Park, the Community Center and Wellness Center, and $186,573 for 
construction in progress on the George W. Kuhn Drain Project.   

 The General Fund had an increase of $61,928 in fund balance to $844,888. This increase was the 
result of departments reducing expenditures, including reducing the Police Department by one 
full-time officer. 

 
Overview of the Financial Statements 
 
This discussion and analysis is intended to serve as an introduction to the City’s basic financial 
statements. The City’s basic financial statements comprise three components: 1) government-wide 
financial statements, 2) fund financial statements, and 3) notes to the financial statements. This report also 
contains other supplementary information in addition to the basic financial statements themselves. 
 
Government-wide financial statements. The government-wide financial statements are designed to 
provide readers with a broad overview of the City’s finances, in a manner similar to a private-sector 
business. 
 
The statement of net assets presents information on all of the City’s assets and liabilities, with the 
difference between the two reported as net assets. Over time, increases or decreases in net assets may 
serve as a useful indicator of whether the financial position of the City is improving or deteriorating. 
 
The statement of activities presents information showing how the government’s net assets changed during 
the most recent fiscal year. All changes in net assets are reported as soon as the underlying event giving 
rise to the change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are 
reported in this statement for some items that will only result in cash flows in future fiscal periods 
(e.g., earned but unused vacation leave). 
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Both of the government-wide financial statements distinguish functions of the City that are principally 
supported by taxes and intergovernmental revenues (governmental activities) from other functions that are 
intended to recover all or a significant portion of their costs through user fees and charges (business-type 
activities). The governmental activities of the City include legislative, general government, public safety, 
public works, highways and streets, building and planning, culture and recreation, and other functions. 
The business-type activities of the City include water distribution and sanitary sewer operations. 
 
The government-wide financial statements include not only the City of Pleasant Ridge itself (known as 
the primary government), but also a legally separate downtown development authority known as the 
Pleasant Ridge Downtown Development Authority, for which the City is financially accountable. 
Financial information for this component unit is reported separately from the financial information 
presented for the primary government itself.  
 
Fund financial statements. A Fund is a grouping of related accounts that is used to maintain control 
over resources that have been segregated for specific activities or objectives. The City, like other state and 
local governments, uses fund accounting to ensure and demonstrate compliance with finance-related legal 
requirements. All of the funds of the City can be divided into three categories: governmental funds, 
proprietary funds, and fiduciary funds. 
 

1. Governmental funds are used to account for essentially the same functions reported as 
governmental activities in the government-wide financial statements. However, unlike the 
government-wide financial statements, governmental fund financial statements focus on 
near-term inflows and outflows of spendable resources, as well as on balances of spendable 
resources available at the end of the fiscal year.  Such information may be useful in evaluating a 
government’s near-term financing requirements. 
 
Because the focus of governmental funds is narrower than that of the government-wide financial 
statements, it is useful to compare the information presented for governmental funds with similar 
information presented for governmental activities in the government-wide financial statements. 
By doing so, readers may better understand the long-term impact of the government’s near-term 
financing decisions. Both the governmental fund balance sheet and the governmental fund 
statement of revenues, expenditures, and changes in fund balances provide a reconciliation to 
facilitate this comparison between governmental funds and governmental activities. 

 
The City maintains fifteen individual governmental funds.  Information is presented separately in 
the governmental fund balance sheet and in the governmental fund statement of revenues, 
expenditures, and changes in fund balances for the General fund, I-696 Segregated Capital Asset 
fund, the Local Streets fund, and the Infrastructure Improvements fund which are considered to 
be major funds. Data from the other eleven governmental funds are combined into a single, 
aggregated presentation. Individual fund data for each of these non-major governmental funds is 
provided in the form of combining statements after the Notes to the Financial Statements. 
 
The City adopts an annual appropriated budget for its general and special revenue funds.  
Budgetary comparison statements or schedules have been provided herein to demonstrate 
compliance with those budgets for the General, Segregated Capital Asset, Major Streets and 
Local Streets funds. 
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2. Proprietary funds. The City maintains one type of proprietary fund: Enterprise funds are used to 
report the same functions presented as business-type activities in the government-wide financial 
statements. The City uses an enterprise fund to account for its water and sanitary sewer 
operations.  
 
Proprietary funds provide the same type of information as the government-wide financial 
statements, only in more detail. The water and sewer fund is considered to be a major fund of the 
City. 

 
3. Fiduciary funds. The Fiduciary funds are used to account for resources held for the benefit of 

parties outside the government. Fiduciary funds are not reflected in the government-wide 
financial statements because the resources of those funds are not available to support the City’s 
own programs. The accounting used for fiduciary funds is much like that used for proprietary 
funds.  The City has one agency fund used to account for tax collection. 

 
Notes to the financial statements. The notes provide additional information that is essential to a full 
understanding of the data provided in the government-wide and fund financial statements. 
 
Other information. In addition to the basic financial statements and accompanying notes, this report also 
presents certain required supplementary information. This is limited to a schedule concerning the City’s 
progress in funding its obligation to provide pension benefits to its employees.  
 
The combining statements referred to earlier in connection with non-major governmental funds are 
presented immediately following the required supplementary information.  
 
Government-wide Financial Analysis 
 
As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position. 
In the case of the City of Pleasant Ridge, assets exceeded liabilities by $11,702,994 at the close of the 
most recent fiscal year. 
 
By far the largest portion of the City’s net assets (56%) reflects its investment in capital assets (e.g., land, 
buildings and improvements, vehicles, equipment and infrastructure), less any related debt used to acquire 
those assets that is still outstanding. The City uses these capital assets to provide services to residents; 
consequently, these assets are not available for future spending. Although the City’s investment in its 
capital assets is reported net of related debt, it should be noted that the resources needed to repay this debt 
must be provided from other sources, since the capital assets themselves cannot be used to liquidate these 
liabilities.   
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City of Pleasant Ridge’s Net Assets 

 
 

Governmental Activities Business Type Activities Total
2006 2005 2006 2005 2006 2005

Current and other assets 5,377,427$        5,251,478$      548,821$         511,673$          5,926,248$       5,763,151$       

Capital assets, net 8,495,747          8,221,439        2,178,390        1,978,579         10,674,137       10,200,018       

Total assets 13,873,174        13,472,917      2,727,211        2,490,252         16,600,385       15,963,169       

Current liabilities 674,141             440,689           207,344           122,111            881,485            562,800            

Noncurrent liabilities 2,678,863          2,796,606        1,337,043        1,350,475         4,015,906         4,147,081         

Total liabilities 3,353,004          3,237,295        1,544,387        1,472,586         4,897,391         4,709,881         

Net assets:

Invested in capital assets, 

net of related debt 5,818,884          5,420,746        777,867           567,937            6,596,751         5,988,683         

Restricted assets 3,869,918          4,122,850        -                      -                        3,869,918         4,122,850         

Unrestricted 831,368             692,026           404,957           449,729            1,236,325         1,141,755         

Total net assets 10,520,170$      10,235,622$    1,182,824$      1,017,666$       11,702,994$     11,253,288$     

 
 
An additional portion of the City’s net assets, $4,007,068 or 34%, represents resources that are subject to 
external or code restrictions on how they may be used. The remaining balance of unrestricted net assets, 
$1,099,175 or 9%, may be used to meet the government’s ongoing obligations to citizens and creditors. 
 
At the end of the current fiscal year, the City is able to report positive balances in all three categories of 
net assets, both for the government as a whole, as well as for its separate governmental and business-type 
activities. 
 
The City’s net assets increased by $449,706 during the current fiscal year. This was due predominantly to 
the results of Governmental activities as described below. 
 
Governmental activities. Governmental activities increased the City’s net assets by $284,548 from $10.2 
million to $10.5 million. This accounts for 63% of the City’s change in total net assets. Key elements of 
this are as follows: 
 

• Wellesley Avenue reconstruction  $264,580 
• Alley between Oxford and south city limits 109,918 
• Woodward Avenue Streetscape  64,579 
• Improvement and equipment at Moberly Park 

Community Center, Pool/Wellness Center 186,573 
• Smaller additions increased this more, but depreciation reduced the net increase to $284,548. 
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City of Pleasant Ridge’s Changes in Net Assets 
 

 
Governmental Activities Business Type Activities Total

2006 2005 2006 2005 2006 2005

Revenue:

Program revenues:

Charges for services 702,197$           735,411$         1,006,797$      882,369$          1,708,994$       1,617,780$       
Operating grants 
   and contributions 188,503             198,449           -                      -                        188,503            198,449            
Capital grants and 
   contributions 228,526             112,348           29,035             -                        257,561            112,348            

General revenues:

Property taxes 2,247,383          2,155,666        -                      -                        2,247,383         2,155,666         

State shared revenue 269,757             272,792           -                      -                        269,757            272,792            

Other 303,672             580,013           15,316             41,948              318,988            621,961            

Total revenues 3,940,038          4,054,679        1,051,148        924,317            4,991,186         4,978,996         

Expenses:

Legislative 16,772               12,493             -                      -                        16,772              12,493              

General government 609,262             613,037           -                      -                        609,262            613,037            

Public safety 969,480             1,016,791        -                      -                        969,480            1,016,791         

Public works 674,880             593,132           -                      -                        674,880            593,132            

Highways and streets 565,195             315,507           -                      -                        565,195            315,507            

Building and planning 133,680             116,946           -                      -                        133,680            116,946            

Culture and recreation 403,221             605,377           -                      -                        403,221            605,377            
Other functions 169,494             147,817           -                      -                        169,494            147,817            
Interest on 
  long-term debt 113,506             154,222           -                      -                        113,506            154,222            

Water supply and 
   sewage disposal 
   system -                         -                      885,990           1,007,729         885,990            1,007,729         

Total expenses 3,655,490          3,575,322        885,990           1,007,729         4,541,480         4,583,051         

Increase in net assets 284,548             479,357           165,158           (83,412)             449,706            395,945            

Net assets-beginning 10,235,622        9,756,265        1,017,666        1,101,078         11,253,288       10,857,343       

Net assets-ending 10,520,170$      10,235,622$    1,182,824$      1,017,666$       11,702,994$     11,253,288$     
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Expenses and Program Revenues – Governmental Activities 
 
 

 
 
 

 
Revenues by Source – Governmental Activities 
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Business-type Activities. Business-type activities increased the City’s net assets by $165,158, adding to 
the City’s total increase in net assets. The key elements of this increase are as follows: 
 

• Increased sales of water due to very dry summer. 
• Addition of capital grant revenue in 2006. 
• Decreased maintenance expenses. 

 
 

Expenses and Program Revenues - Business-Type Activities 
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Revenues by Sources – Business-Type Activities 
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Financial Analysis of the Government’s Funds 
 
As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with 
finance-related legal requirements. 
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Governmental funds. The focus of the City’s governmental funds is to provide information on near-term 
inflows, outflows, and balances of spendable resources. Such information is useful in assessing the City’s 
financing requirements. In particular, unreserved fund balance may serve as a useful measure of a 
government’s net resources available for spending at the end of the fiscal year. 
 
As of the end of the current fiscal year, the City’s governmental funds reported combined ending fund 
balances of $4,912,723, a decrease of $117,935 in comparison with the prior year. Approximately 28% of 
this total amount, $1,361,375, constitutes unreserved fund balance, which is available for spending at the 
government’s discretion. The remainder of fund balance is reserved to indicate that it is not available for 
new spending because it has already been committed to other purposes. 
 
Major Governmental Funds: 
 
The General Fund is the chief operating fund of the City. At the end of the current fiscal year, unreserved 
fund balance of the general fund was $830,906, while total fund balance was $844,888. As a measure of 
the general fund’s liquidity, it may be useful to compare both unreserved fund balance and total fund 
balance to total fund expenditures. Unreserved fund balance represents approximately 33% of total 
general fund expenditures. 
 
The fund balance of the City’s general fund increased by $61,928 during the current fiscal year. This was 
primarily due to only hiring one full-time police officer to replace two that retired. 
 
Proprietary fund. The City’s proprietary fund provides the same type of information found in the 
government wide financial statements, but in more detail. 
 
Unrestricted net assets of the Water and Sewer Fund at the end of the year amounted to $404,957. The 
increase in net assets for the fund was $165,158. This was the result of a dry summer where more water 
was sold. Rates are established on an average year which causes a profit in dry years and a loss in wet 
years because while variable costs increase with sales volumes, fixed costs do not. 
 
General Fund Budgetary Highlights 
 
The final budget was amended to increase budgeted revenues by $131,200 and to increase budgeted 
expenditures by the same amount. This can be briefly summarized as follows: 
 

• Increases in salary and benefits to reflect a salary increase granted after adoption of the budget. 
• Increase in Elections salaries and supplies for Special Election. 
• Increase in various supply and maintenance accounts in the General Government category. 
• Increase in Police to pay accrued benefits to two retiring officers. 
• Increased Inspector’s fees due to increased electrical, mechanical and building permits. 
• Revenue accounts increased to reflect actual results being achieved including: 

o Interest on taxes $17,700 
o Building related permits 25,000 
o District Court fines 15,000 
o Interest income 33,300 
o Insurance recoveries and lawsuits 33,100 
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General Fund revenues were less than budgeted because: 
 

• Estimated building, mechanical, and electrical permits in the amended budget were overly 
optimistic. 

• Only a portion of the Administrative Service Charges was transferred for Major Street, Local 
Street, and Water and Sewer Funds. 

• Less postage was sold. 
 
General Fund expenditures were less than budgeted because: 
 

• Mayor and Commissioners did not accept their salaries. 
• Individual departments spent less for office supplies. 
• Less postage was purchased. 
• Oakland County Assessment Services billed were less. 
• The Police Department only hired one officer to replace the two that retired. 
• The Police Department purchased less operating supplies. 
• The City Treasurer spent less for printing. 
• Less was spent on the Public Works contract. 
• Several small Recreation capital projects such as resurfacing the tennis courts were deferred. 
• Maintenance on the Recreation Center was less than anticipated. 
• Purchase of park tables in the Community Pool/Wellness Center area were purchased from that 

fund rather than the General Fund. 
 
Capital Asset and Debt Administration 
 
Capital assets. The City’s investment in capital assets for its governmental and business-type activities as 
of June 30, 2006, amounted to $10,674,137 (net of accumulated depreciation). This investment in capital 
assets includes land, buildings, improvements, equipment, vehicles, and roads, highways, and other 
infrastructure. The total net increase in the City’s investment in capital assets for the current fiscal year 
was $474,119 or 5% which represents an increase in governmental activities of $274,308 or 3%, and an 
increase in business-type activities of $199,811 or 10%. 
 
Governmental activity capital asset additions totaled $691,324 and included renovation of Moberly Park 
adjacent to the Community Pool/Wellness Center, improvements at the Recreation and Wellness Center, 
and renovation of the alley between Oxford and the south city limits. 
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City of Pleasant Ridge’s Capital Assets 
(net of depreciation) 

 

 
Additional information on the City’s capital assets can be found in the notes to the financial statements. 

 
Long-term debt. At the end of the current fiscal year, the City had total debt outstanding of $4,264,864. 
Debt consists of general obligation bonds (community center loan, pool/fitness center loan, city hall 
addition loan, and the DPW building improvement note payable) accrued compensated absences, and 
drain bonds. 
 

City of Pleasant Ridge’s Outstanding Debt 

 
The City’s total debt decreased by $130,127 during the current fiscal year. Governmental long-term debt 
decreased by $120,010. There was a net decrease in business-type debt outstanding related to George W. 
Kuhn Drain Bonds of $10,117. 
 
Additional information on the City’s long-term debt can be found in the notes to the financial statements. 

Governmental Business-Type
Activities Activities Total

Land 1,746,700$         -$                          1,746,700$     
Construction in process 269,096              1,601,545             1,870,641       
Land improvements 465,557              -                            465,557          
Buildings and 
   improvements 3,022,535           -                            3,022,535       
Vehicles 19,847                19,847            
Equipment 182,985              86,949                  269,934          
Infrastructure 2,789,027           -                            2,789,027       
Water and sewer system -                          489,896                489,896          

Total 8,495,747$         2,178,390$           10,674,137$   

Governmental Business-Type
Activities Activities Total

Community Center Loan 84,602$                 -$                           84,602$              
Pool/Fitness Facility Loan 2,475,000              -                             2,475,000           
City Hall Addition Loan 16,500                   -                             16,500                
DPW Building Note Payable 100,761                 -                             100,761              
Accrued Compensated Absences 187,476                 187,476              
George W. Kuhn Drain Bonds -                            1,400,525               1,400,525           

2,864,339$            1,400,525$             4,264,864$         
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Economic Factors and Next Year’s Budgets and Rates 
 
The following factors were considered in preparing the City’s budget for the 2006-07 fiscal year: 
 

• State Shared Revenue is expected to remain at the same level as fiscal year 2006. 
• Other revenue sources are expected to experience a slight overall decrease. 
• The City will continue to employ only five full-time and one part–time police officers. 
• The General Fund will pick up two-thirds of the personnel costs of the Recreation Assistant based 

on the results of the time spent in fiscal year 2006. 
• Recreation capital outlay includes replacement picnic tables and improvements at the dog run, 

tennis courts, and senior activity center totaling $22,800. 
• Capital outlay also includes $15,000 to upgrade the City Hall’s computer network and a new 

copier lease. 
• The Water and Sewer Fund plans to replace the reading equipment of all water meters at a cost of 

$160,000 using a $20 per quarter charge for two years to defray the cost. 
• The Downtown Development Authority is budgeting $83,844 for projects including a new park 

fountain, façade improvement grants, residential street signage, and Woodward Avenue median 
maintenance. 

 
Requests for Information 
 
This financial report is designed to provide a general overview of the City of Pleasant Ridge’s finances 
for all those with an interest in the government’s finances. Questions concerning any of the information 
provided in this report or requests for additional financial information should be addressed to the City 
Treasurer, 23925 Woodward Avenue, City of Pleasant Ridge, Pleasant Ridge, Michigan 48069-1199. 
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I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 

A. Reporting Entity 
 
The City of Pleasant Ridge, Michigan (the “City” or “government”) is a municipal corporation 
governed by an elected mayor and a four member City Commission. A full-time City Manager is 
appointed by this body to carry out the policies that are established. The accompanying financial 
statements present the City (the primary government) and its component unit, an entity for which 
the government is considered to be financially accountable. The discretely presented component 
unit is reported in a separate column in the government-wide financial statements to emphasize 
that it is legally separate from the government. 
 
Discretely presented component unit 
 
Downtown Development Authority. The members of the governing board of the Pleasant Ridge 
Downtown Development Authority are appointed by the City Commission. The City Commission 
approves the Downtown Development Authority’s annual budget and any required budget 
modifications. The City Commission also has the ability to significantly influence operations of 
the Downtown Development Authority. 

 
B. Basis of Presentation - Government-Wide and Fund Financial Statements 
 

Government-wide financial statements. The statements of net assets and activities report 
information on all of the non-fiduciary activities of the primary government (the City) and its 
component unit. For the most part, eliminations have been made to remove the effect of double-
counting interfund activities. These statements distinguish between the City’s governmental and 
business-type activities. Governmental activities generally are financed through taxes, 
intergovernmental revenues and other nonexchange transactions. Business-type activities rely to a 
significant extent on fees and charges for services. Likewise, the primary government is reported 
separately from certain legally separate component units for which the primary government is 
financially accountable. 
 
The statement of activities demonstrates the degree to which direct expenses are offset by 
program revenues for the business-type activities of the City and for each function of the City’s 
governmental activities. Direct expenses are those that are specifically associated with a program 
or function and, therefore, are clearly identifiable with a particular function or segment. Program 
revenues include (1) fees, fines and charges paid by the recipients of goods or services offered by 
the programs and (2) grants and contributions that are restricted to meeting the operational or 
capital requirements of a particular program. Revenues that are not classified as program 
revenues, including taxes and other items, are presented as general revenues. 
 
Fund financial statements. The fund financial statements report in separate statements, 
information for governmental, proprietary and fiduciary funds. The emphasis of fund financial 
statements is on major governmental and enterprise funds, each displayed in a separate column. 
All remaining governmental and enterprise funds are aggregated and reported as nonmajor funds. 
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C. Measurement Focus, Basis of Accounting, and Financial Statement Presentation 
 

Government-wide, proprietary and fiduciary fund financial statements. The government-wide, 
proprietary and fiduciary fund financial statements are reported using the economic resources 
measurement focus and the accrual basis of accounting, except for agency funds, which do not 
have a measurement focus. Revenues are recorded when earned and expenses are recorded at the 
time liabilities are incurred, regardless of the timing of related cash flows. 
 
Proprietary funds distinguish operating revenues and expenses from non-operating 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 revenue of the City’s enterprise fund is charges to customers for sales and 
services. Operating expenses for the enterprise fund include the cost of sales and services, 
administrative expenses, and depreciation on capital assets. All revenues and expenses not 
meeting this definition are reported as non-operating revenues and expenses. 
 
Non-exchange transactions, in which the City gives (or receives) value without directly receiving 
(or giving) equal value in exchange, include property taxes, grants, entitlements and donations. 
On an accrual basis, revenue from property taxes is recognized in the fiscal year for which the 
taxes are levied. Revenue from grants, entitlements and donations is recognized in the fiscal year 
in which all eligibility requirements imposed by the provider have been satisfied. 
 
Governmental fund financial statements. Governmental fund financial statements are reported 
using the current financial resources measurement focus and the modified accrual basis of 
accounting. Under this method, revenues are recognized when measurable and available. 
Revenues are considered to be available when they are collectible within the current period or 
soon enough thereafter to pay liabilities of the current period. The City considers all revenues 
reported in the governmental funds to be available if they are collected within ninety days after 
year-end, with the exception of property tax revenues that are available if collected within sixty 
days of year-end. Property taxes, franchise taxes, intergovernmental revenues, licenses and 
interest are considered to be susceptible to accrual. 
 
Expenditures generally are recorded when the related fund liability is incurred, except for 
principal and interest on general long-term debt, compensated absences, and claims and 
judgments, which are recognized as expenditures to the extent they have matured. General capital 
asset acquisitions are reported as expenditures in governmental funds. Proceeds of general long-
term debt and acquisitions under capital leases, if any, are reported as other financing sources. 
 
The City reports the following major governmental funds: 
 

General fund.  This is the City’s primary operating fund. It accounts for all financial 
resources of the general government, except for those required to be accounted for in another 
fund. 
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I-696 segregated capital asset fund.  This fund was established in 1986 to account for the 
funds received from the State of Michigan in connection with condemnation proceedings 
instituted by the State to acquire City-owned property for the construction of interstate 
highway 696. 
 
Local Streets Fund.  This fund provides for the maintenance of all major street surfaces 
which constitute 60 % of city mileage, in such a manner that they are structurally sound, 
reliable and safe.   
 
Infrastructure Improvements fund.  This fund accounts for the monies received from the 
Infrastructure Millage, earnings on the funds received, designed interest earnings transfers 
from S.C.A. fund, and the transfer of funds to the Road funds, General fund or Water and 
Sewer fund for ultimate disposition. 
 

The City reports the following major proprietary fund: 
 
Water and sewer fund.  This fund accounts for the activities of the City’s water distribution, 
water treatment, sewage disposal and sewage treatment systems. 
 

Additionally, the City reports the following fund types: 
 

Special revenue funds.  These funds account for revenue sources that are legally restricted to 
expenditures for specific purposes not including major capital projects. 
 
Capital projects funds.  These funds account for the acquisition of capital assets or 
construction of major capital projects not being financed by proprietary funds. 
 
Debt service funds.  These funds account for the accumulation of resources for, and the 
payment of, general long-term debt principal, interest and related costs.  
 
Agency fund.  This fund accounts for assets held for other governments in an agency capacity.  

 
Both the government-wide and proprietary fund financial statements of the City follow private-
sector standards of accounting and financial reporting issued prior to December 1, 1989, unless 
those standards conflict with guidance of the Governmental Accounting Standards Board. 
Governments also have the option of following subsequent private-sector guidance for their 
business-type activities and enterprise funds, subject to this same limitation. The City has elected 
not to follow subsequent private-sector guidance. 
 
As a general rule the effect of interfund activity has been eliminated from the government-wide 
financial statements. Exceptions to this general rule are payment-in-lieu of taxes and other 
charges between the government’s water and sewer function and various other functions of the 
government. Eliminations of these charges would distort the direct costs and program revenues 
reported for the various functions concerned. 
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Under the terms of grant agreements, the City funds certain programs by a combination of 
specific cost-reimbursement grants, and general revenues. Thus, when program expenses are 
incurred, there are both restricted and unrestricted net assets available to finance the program. It is 
the City’s policy to first apply cost-reimbursement grant resources to such programs, followed by 
general revenues. 

 
D. Assets, Liabilities and Equity 
 

Deposits and investments 
 
The City’s cash and cash equivalents are considered to be cash on hand, demand deposits and 
short-term investments with original maturities of three months or less from the date of 
acquisition. 
 
State statutes authorize the government to deposit in the accounts of federally insured banks, 
credit unions, and savings and loan associations, and to invest in obligations of the U.S. Treasury, 
certain commercial paper, repurchase agreements, bankers acceptances, and mutual funds 
composed of otherwise legal investments. 
 
Investments are stated at fair value. Short-term investments are reported at cost, which 
approximates fair value. Securities traded on a national or international exchange are valued at 
the last reported sales price at current exchange rates. Mortgages are valued on the basis of future 
principal and interest payments, and are discounted at prevailing interest rates for similar 
instruments. Investments that do not have established market values are reported at estimated fair 
value. Cash deposits are reported at carrying amounts, which reasonably approximates fair value. 
 
Receivables and payables 
 
All trade and delinquent property tax receivables are shown net of an allowance for 
uncollectibles, as applicable. 
 
All outstanding balances between funds are reported as due to/from other funds. Any residual 
balances outstanding between the governmental and business-type activities are reported in the 
government-wide financial statements as internal balances. 
 
Prepaid items and other assets 
 
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. 
 
Capital assets 
 
Capital assets, which include property, plant, equipment, and infrastructure assets (e.g., roads, 
bridges, sidewalks, and similar items), are reported in the applicable governmental or 
business-type activities columns in the government-wide financial statements. The government 
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defines capital assets as assets with an initial, individual cost of more than $5,000 and an 
estimated useful life in excess of two years. Such assets are recorded at historical cost or 
estimated historical cost if purchased or constructed. 
 
In the case of the initial capitalization of general infrastructure assets (i.e. those reported by the 
governmental activities) the government chose to include all such items regardless of their 
acquisition date or amount. The government was able to estimate the historical cost for the initial 
reporting of these assets through backtrending (i.e. estimating the current replacement cost of the 
infrastructure to be capitalized and using an appropriate price-level index to deflate the cost to the 
acquisition year or estimated acquisition year.)  Actual historical cost was used as available. As 
the government constructs or acquires additional capital assets each period, including 
infrastructure assets, they are capitalized and reported at historical cost. The reported value 
excludes normal maintenance and repairs which are essentially amounts spent in relation to 
capital assets that do not increase the capacity or efficiency of the item or extend its useful life 
beyond the original estimate. In the case of donations, the government values these capital assts at 
the estimated fair value of the item at the date of its donation. 
 
Major outlays for capital assets and improvements are capitalized as projects are constructed. 
Interest incurred during the construction phase of capital assets of business-type activities, if any, 
is included as part of the capitalized value of the assets constructed. No such interest expense was 
incurred during the current fiscal year.  
 
Capital assets of the primary government are depreciated using the straight-line method over the 
following estimated useful lives: 
 

Assets  Year 
Land improvements 15 
Buildings 50 
Building improvements 15 
Vehicles 3 
Equipment 3-15 
Streets and alleys 12-20 
Water and wastewater system 25 

 
Compensated absences 
 
It is the government’s policy to permit employees to accumulate earned but unused sick and 
compensatory time benefits, subject to certain limitations. All sick time pay is accrued at 100 
percent of earned and unused leave hours in the government-wide and proprietary fund financial 
statements. A liability for these amounts is reported in governmental funds only if they have 
matured, for example, as a result of employee resignations or retirements. 
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Long-term obligations 
 
In the government-wide financial statements, and proprietary fund types in the fund financial 
statements, long-term debt and other long-term obligations are reported as liabilities in the 
applicable governmental activities, business-type activities, or proprietary fund type statement of 
net assets. Bond premiums and discounts, as well as issuance costs, are deferred and amortized 
over the life of the bonds using the effective interest method. Bonds payable are reported net of 
the applicable bond premium or discount. Bond issuance costs are reported as deferred charges 
and amortized over the term of the related debt. 
 
In the fund financial statements, governmental fund types recognize bond premiums and 
discounts, as well as bond issuance costs, during the current period. The face amount of debt 
issued is reported as other financing sources. Premiums received on debt issuances are reported as 
other financing sources while discounts on debt issuances are reported as other financing uses. 
Issuance costs, whether or not withheld from the actual debt proceeds received, are reported as 
debt service expenditures. 
 
Fund equity 
 
In the fund financial statements, governmental funds report reservations of fund balance for 
amounts that are not available for appropriation or are legally restricted by outside parties for a 
specific purpose. Fund balance designations represent tentative management plans that are subject 
to change. 
 
 

II. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY 
 
A. Budgetary Information 

 
Annual budgets are adopted on a basis consistent with generally accepted accounting principles 
for the general and special revenue funds. All annual appropriations lapse at year-end. The legal 
level of budgetary control is the activity level for the general fund and the fund level for special 
revenue funds. 
 
The City Commission requires the City Manager to submit an estimate of revenues and 
anticipated expenditures for the succeeding fiscal year on or before April 10 of each year. The 
City Manager is then authorized to assign and transfer budget amounts within each fund to the 
extent that the net total fund appropriation (which the City defines as gross authorized 
expenditures less related revenues that are specifically designated to fund those activities) is not 
exceeded. City Commission approval is required for any budgetary changes that result in an 
increase to net appropriations. 
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Formal budgetary integration is employed as a management control during the year. 
Supplemental appropriations were approved by the City Commission in the form of budget 
amendment resolutions or as part of special authorizing motions for grants, bonds or notes, the 
total of which was not significant in relation to the original budget appropriation valuations.  
 

B. Excess of Expenditures Over Appropriations 
 
State statutes provide that a local unit shall not incur expenditures in excess of the amount 
appropriated.  
 
During the year ended June 30, 2006, the City incurred expenditures in excess of the amounts 
appropriated as follows: 
 

  Final 
  Budget   Actual   Variance  
General Fund: 
 Building and Planning $ 129,123 $ 133,517 $ 4,394 
 
Special Revenue Funds: 
 I-696 Segregated Capital Asset  151,301  180,619  29,318 
 Solid Waste  324,062  326,422  2,360 
 Library  35,402  35,683  281 
 Pool/Fitness Center  169,002  173,605  4,603 
 Historic Commission  1,935  5,747  3,812 

 
 

III. DETAILED NOTES ON ALL FUNDS AND ACCOUNT GROUPS 
 

A. Deposits and Investments    
 

A reconciliation of cash and investments as shown on the Statement of Net Assets and Statement 
of Fiduciary Net Assets follows: 
 

   Primary  Component 
  Government  Unit   Total  
Statement of Net Assets 
 Cash and cash equivalent $ 2,388,688 $ 93,646 $ 2,482,334 
 Investments  3,020,669  -  3,020,669 
 
Statement of Fiduciary Net Assets 
 Cash and cash equivalent  -  -  - 
 
Total $ 5,409,357 $ 93,646 $ 5,503,003 
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These balances are disclosed in the notes as follows: 
 

Bank deposits (checking accounts, savings accounts and CDs) $ 4,098,660 
Cash on hand  1,260 
Investments in mutual funds and similar vehicles  1,403,083 
 
Total $ 5,503,003 
 

Investments 
 
The City is authorized by the City Commission, in accordance with State law, to invest surplus 
funds in the following: 
 

♦ Bonds, securities, other obligations and repurchase agreements of the United States, or an 
agency or instrumentality of the United States. 

 
♦ Certificates of deposit, savings accounts, deposit accounts or depository receipts of a 

qualified financial institution. 
 

♦ Commercial paper rated at the time of purchase within the two highest classifications 
established by not less than two standard rating services and that matures not more than 
270 days after the date of purchase. 

 
♦ Banker’s acceptances of United States banks. 

 
♦ Obligations of the State of Michigan and its political subdivisions that, at the time of 

purchase, are rated as investment grade by at least one standard rating service. 
 

♦ Mutual funds registered under the Investment Company Act of 1940 with the authority to 
purchase only investment vehicles that are legal for direct investment by a public 
corporation. 

 
♦ External investment pools as authorized by Public Act 20 as amended through 

December 31, 1997. 
 
The City chooses to disclose its investments by specifically identifying each. As of year-end, the 
City had the following investments: 

 
Investments  Maturity   Value   Rating  
 
Comerica J Fund N/A $ 1,403,083 N/A 
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Investment and deposit risk 
 
Interest Rate Risk.  State law limits the allowable investments and the maturities of some of the 
allowable investments as identified in the list of investments above. The City’s investment policy 
does not have specific limits in excess of State law on investment maturities as a means of 
managing its exposure to fair value losses arising from increasing interest rates. 
 
Credit Risk.  State law limits investments to specific government securities, certificates of deposit 
and bank accounts with qualified institutions, commercial paper with specific maximum 
maturities and ratings when purchased, bankers acceptances of specific financial institutions, 
qualified mutual funds and qualified external investment pools as identified in the list of 
authorized investments above. The City’s investment policy does not have specific limits in 
excess of state law on investment credit risk. The investment listed above is not subject to credit 
ratings. 
 
Custodial Credit Risk – Deposits.  Custodial credit risk is the risk that in the event of a bank 
failure, the City’s deposits may not be returned. State law does not require and the City does not 
have a policy for deposit custodial credit risk. As of year-end, $3,786,678 of the $4,161,618 bank 
balance was exposed to custodial credit risk because it was uninsured and uncollateralized. 
 
Custodial Credit Risk – Investments.  For an investment, custodial credit risk is the risk that in the 
event of the failure of the counterparty, the City will not be able to recover the value of its 
investments or collateral securities that are in the possession of an outside party. State law does 
not require and the City does not have a policy for investment custodial credit risk. The City's 
investments include $1,403,083 of investments in short-term investment pools that are registered 
with the Securities Exchange Commission (the “SEC”). The investment pools operate in 
accordance with appropriate state laws and regulations. The reported value of the pool is the same 
as the fair value of the pool shares. The short-term investments are not required to be classified 
according to credit risk since they are not evidenced by securities that exist in physical or book 
entry form.  
 
Concentration of Credit Risk.  State law limits allowable investments but does not limit 
concentration of credit risk as identified in the list of authorized investments above. The City’s 
investment policy does not have specific limits in excess of State law on concentration of credit 
risk. All investments held at year-end are reported above. 
 

B. Receivables 
 
Receivables in the governmental activities are 61.7 percent due from other governments, 19.8 
percent accounts receivables, 4.2 percent taxes and special assessments and 14.3 percent accrued 
interest. Business-type activities receivables are 80.9 percent due from customers, 0.3 percent 
accrued interest and 18.8 percent due from other governments. 
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Governmental funds report deferred revenue in connection with receivables for revenues that are 
not considered to be available to liquidate liabilities of the current period. Governmental funds 
also defer revenue recognition in connection with resources that have been received, but not yet 
earned. At the end of the current fiscal year, deferred revenue of $7,933 was unavailable in the 
governmental funds as a result of personal property taxes not yet received. 
 

C. Capital Assets 
 

Capital assets activity for the year ended June 30, 2006 was as follows: 
 
Primary government 
 

   
Beginning 
Balance 

 
 Transfers 

 
 Increases   

Decrease
s   

Ending 
Balance 

Governmental activities                
Capital assets, not being  
  depreciated -      

Land  $ 1,746,700 $ - $ - $ -  $ 1,746,700
Construction in 
progress   64,577 (64,577) 269,096 -   269,096

 
Total capital assets not  
   being depreciated   1,811,277 (64,577) 269,096 -   2,015,796
 
Capital assets, being  
   depreciated:      

Land improvements   762,575 - 297,952 -   1,060,527
Buildings and building  
   improvements   3,525,398 64,577 33,162 -   3,623,137
Vehicles   91,638 - 17,114 (19,150)   89,602
Equipment   585,126 - - -   585,126
Infrastructure   6,389,587 - 74,000 (207,800)   6,255,787

Total capital assets being  
  depreciated   11,354,324 64,577 422,228 (226,950)   11,614,179
Less accumulated 
depreciation for      

Land improvements   (523,284) - (71,686) -   (594,970)
Buildings and building  
   improvements   (486,480) - (114,122) -   (600,602)
Vehicles   (74,764) - (14,141) 19,150   (69,755)
Equipment   (385,444) - (16,697) -   (402,141)
Infrastructure   (3,474,190) - (200,370) 207,800   (3,466,760)

Total accumulated  
  depreciation   (4,944,162) - (417,016) 226,950   (5,134,228)
Total capital assets being  
  depreciated, net   6,410,162 64,577 5,212 -   6,479,951
Governmental activities  
  capital assets, net  $ 8,221,439 $ - $ 274,308 $ -  $ 8,495,747
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Beginning 
Balance Increases Decreases   

Ending 
Balance 

Business-type activities             
Capital assets, not being  
  depreciated -     

Construction in progress  $ 1,414,971 $ 186,574 $ -  $ 1,601,545
 
Capital assets, being  
   depreciated:     

Water and sewer system   1,255,715 57,720 -   1,313,435
Water meters   247,764 - -   247,764
Vehicles and misc.    
    equipment   8,039 - -   8,039

Total capital assets being  
  depreciated   1,511,518 57,720 -   1,569,238
             
Less accumulated 
depreciation for     

Water and sewer system   (795,573) (27,966) -   (823,539)
Water meters   (144,298) (16,517) -   (160,815)
Vehicles and misc.  
    equipment   (8,039) - -   (8,039)

Total accumulated  
  depreciation   (947,910) (44,483) -   (992,393)
Total capital assets being  
  depreciated, net   563,608 13,237 -   576,845
Business-type activities  
  capital assets, net  $ 1,978,579 $ 199,811 $ -  $ 2,178,390

 
 
Depreciation expense was charged to functions/programs of the primary government as follows: 
 

Governmental activities 
 General government $ 44,783 
 Public safety  18,825 
 Public works  12,062 
 Highways and streets  192,921 
 Culture and recreation  148,425 
 
Total depreciation expense - governmental activities $ 417,016 
 
Business-type activities 
 Water and sewer $ 44,483 

 
The City has an active construction project as of June 30, 2006. The City is a participating 
community in the George W. Kuhn drain project along with thirteen other local municipalities. 
The total cost of the project is currently estimated at approximately $136,000,000 with the City’s 
share of total project costs at approximately $1,700,000. 
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As of June 30, 2006 the City’s financial activity as it relates to this project is as follows: 
 

  Remaining 
Project  Spent-to-Date  Commitment 
George W. Kuhn Drain $ 1,601,545 $ 124,683 

 
The project is being financed through the sale of drain bonds through the Oakland County Drain 
Commission and draw downs from the State of Michigan revolving fund. Future commitments 
related to construction in progress cannot readily be determined at this time due to the project 
management being conducted at Oakland County, Michigan. 
 

D. Interfund Receivables, Payables and Transfers 
 
The amounts of interfund receivables, payables and transfers are as follows as of June 30, 2006: 

 
     Due to 
  Due From   Other 
 Other Funds  Funds  
 
General Fund $ 82,089 $ - 
 
Special Revenue Funds 
 I-696 Segregated Capital Asset Fund  -  81,318 
 Local Streets Fund  258,927  - 
 Infrastructure Improvements Fund  -  258,927 
 
Enterprise Funds  
 Water & Sewer Fund  -  771 
 
  $ 341,016 $ 341,016 
 

Also, there is an advance of $2,663 from the primary government to the component unit that was 
made to fund the DDA's commitment/match for a Streetscape project grant. 
 
For the year then ended, interfund transfers consisted of the following: 
 

  Transfers In  
      Non-major 
Transfers out   General  Governmental   Total  
General Fund $ - $ 13,354 $ 13,354 
I-696 segregated capita asset fund  81,318  99,301  180,619 
Non-major governmental funds  -  459,974  459,974 
 
Total $ 81,318 $ 572,629 $ 653,947 
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Transfers are used to: (1) move revenues from the fund that is required to collect them to 
the fund that is required or allowed to expend them; (2) move receipts restricted to or 
allowed for debt service from the funds collecting the receipts to the debt service fund as 
debt service payments become due; and (3) use unrestricted revenues collected in the 
general fund to finance various programs accounted for in other funds in accordance with 
budgetary authorizations. 
 

E. Long-term Debt 
 
General obligation bonds. The government issues general obligation bonds to provide funds for 
the acquisition and construction of major capital facilities. General obligation bonds have been 
issued for governmental activities.  
 
George W. Kuhn project bonds and revolving fund obligations.  The City is a participating 
community in the George W. Kuhn drain project. The project is administered by the Oakland 
County Drain Commission, and financed through the sale of drain bonds, draw downs from the 
State of Michigan revolving fund, Federal and State of Michigan grants and contributions from 
Oakland County, Michigan. The City along with thirteen other local communities is obligated for 
the payment of principal and interest of the outstanding debt. It is currently anticipated that the 
City’s total obligation at the end of construction will be approximately $1,726,228 or 1.271% of 
the projects total cost of $135,816,457. Due to the current construction of the project, the sale of 
bonds and draw downs from the State of Michigan revolving fund are being incurred on an as 
needed basis and thus an accurate schedule of principal and interest payments cannot be 
determined at this time. Accordingly, it is not included in the following schedule of annual debt 
service requirements. 
 

  Interest   Maturity  
Purpose   Rate   Date   Amount  
Governmental activities 
 Community Center Loan 5.21% 2007 $ 84,602 
 Building Addition Loan 5.22% 2009  16,500 
 DPW Building Note Payable 3.69% 2015  100,761 
 Pool/Fitness Center Loan 3.00% - 5.00% 2028  2,475,000 
 
    $ 2,676,863 
Business-type activities 
 George W. Kuhn drain 2.0% - 5.0% Various $ 1,400,523 
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Annual debt service requirements to maturity for general obligation bonds are as follows: 
 

  Governmental Activities  
  Principal   Interest  
2007 $ 150,840 $ 111,297 
2008  66,594  103,658 
2009  63,662  100,446 
2010  60,745  97,476 
2011  86,141  95,518 
2012-2016  473,881  432,393 
2017-2021  575,000  333,684 
2022-2026  800,000  193,121 
2027-2028  400,000  26,249 
 
Total $ 2,676,863 $ 1,493,842 

 
Changes in Long-Term Debt.  Long-term liability activity for the year ended June 30, 2006, was 
as follows: 
 

 
Beginning
Balance Additions Reductions

Ending 
Balance   

Due Within 
One Year 

Primary Government 
Governmental activities 
Community center loan $ 167,592 $ - $ (82,990) $ 84,602 $ 85,117
Building addition loan 23,100 - (6,600) 16,500 6,600
DPW Building note 
payable 110,000 - (9,239) 100,761 9,638
Pool/Fitness center loan 2,500,000 - (25,000) 2,475,000 50,000
Accrued compensated  
  absences 183,658 3,818 - 187,476 34,121

 $ 2,984,350 $ 3,818 $ (123,829) $ 2,864,339 $ 185,476
 

Business-type activities 
George W. Kuhn drain $ 1,410,641 $ 51,673 $ (61,791) $ 1,400,523 $ 63,480

 
For the governmental activities, compensated absences are generally liquidated by the general 
fund. 
 

F. State Construction Code Act Compliance 
 
Public Act 245 of 1999 amended the State Construction Act to require Michigan municipal 
governments to establish fees that bear a reasonable relationship to the cost of operating their 
building departments. The City’s fee structure is not intended to fully recover its costs, and 
accordingly, the operations of the City’s building department are accounted for in the General 
Fund. 
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For the year ended June 30, 2006, the City’s revenue and expenditures related to its building 
department were as follows: 
 

Revenues   Amount  
 Building Permits $ 48,880 
 Electrical Permits  9,580 
 Plumbing/Heating Permits  9,235 
 Other revenue  2,309 
 
Total revenue $ 70,004 
 
Expenditures  
 Salaries and wages $ 113,933 
 Benefits  12,924 
 Operating supplies  460 
 
Total expenditures $ 127,317 

 
G. Segment Information – Enterprise Funds 

 
The Water and Sewer Fund, is an individual fund that accounts entirely for the government’s 
water and wastewater activities. This fund is a segment and is reported as a major fund in the 
fund financial statements; therefore, segment disclosures herein are not required. 
 
 

IV. OTHER INFORMATION 
 

A. Risk Management 
 
The City is exposed to various risks of loss related to torts, theft of, damage to, and destruction of 
assets; errors and omissions, injuries and illnesses of employees; and natural disasters. The City 
carries commercial insurance to cover any potential claims associated with these risks and has 
had no claims that exceeded coverage during the past three years. 
 

B. Property Taxes 
 
The government’s property taxes are levied each July 1 on the taxable valuation of property 
located in the City as of the preceding December 31, the lien date. Property taxes are payable 
without penalty and interest if paid in full by July 31st or if elected by the taxpayer, paid using an 
eight monthly installment method from July through February. As of March 1 of the succeeding 
year, unpaid real property taxes are sold to and collected by Oakland County. Assessed values, as 
established annually by the government and subject to acceptance by the County, are equalized 
by the State at an estimated 50% of current market value. The taxable value of real and personal 
property in the City for the 2005 levy was $117,241,420. The government’s general operating tax 
rate for fiscal 2005-06 was 11.7853 mills with an additional 1.7675 for refuse collection, 2.4886 
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for infrastructure, 0.4811 for library services, 1.3124 for pool and fitness center operations and 
1.2276 mills for pool and fitness center debt. 
 
Property taxes for the DDA (Downtown Development Authority) are derived from tax increment 
financing agreements with the various applicable taxing authorities. Under these arrangements, 
the DDA receives the property taxes levied on the increment of current taxable values over the 
base year values on those properties located within the established tax increment financing 
district. 
 
Property taxes are recognized in the fiscal year in which they are levied. 
 

C. Committed and Contingent Liabilities 
 
Amounts received or receivable from grantor agencies are subject to audit and potential 
adjustment by grantor agencies, principally the federal government. Any disallowed claims, 
including amounts already collected, may constitute a liability of the applicable funds. The 
amount, if any, of expenditures which may be disallowed by the grantor cannot be determined at 
this time although the government expects such amounts, if any, to be immaterial.  
 
The City has construction commitments and open change orders totaling approximately $224,000 
for the Wellesley Avenue Project. It is anticipated that these commitments and open change 
orders will be executed and completed in the subsequent fiscal year. 
 
The government is a defendant in various lawsuits. Although the outcome of these lawsuits is not 
presently determinable, it is the opinion of the government’s counsel that resolution of these 
matters will not have a material adverse effect on the financial condition of the government. 
 

D. Joint Venture 
 
Southeastern Oakland County Resource Recovery Authority (SOCRRA) 
 
The City is a member of the Southeastern Oakland County Resource Recovery Authority (the 
“Authority”), which consists of twelve municipalities in Oakland County and provides refuse 
disposal services for the benefit of member municipalities. The City appoints one member of the 
joint venture's governing board, which approves the annual budget. The participating 
communities provide funding for its operations. During the year ended June 30, 2006, the 
Authority reported a reduction in net assets in the amount of $769,224 resulting in ending net 
assets in the amount of $5,522,441. During the year ended June 30, 2006, the City expended 
$69,130 in payments made to the Authority. Complete financial statements for the Southeastern 
Oakland Resource Recovery Authority can be obtained from the administrative offices at 3910 
Webster Road, Royal Oak, Michigan 48073. 
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Southeastern Oakland County Water Authority (SOCWA) 
 
The City is a member of the Southeastern Oakland County Water Authority (the “Authority”), 
which provides a water supply system primarily to eleven municipalities in Oakland County. The 
City appoints one member of the joint venture's governing board, which approves the annual 
budget. The participating communities provide funding for its operations. During the year ended 
June 30, 2006, the Authority reported an increase in net assets in the amount of $567,382 
resulting in ending net assets in the amount of $12,166,801. During the year ended June 30, 2006, 
the City expended $151,314 in payments made to the Authority. Complete financial statements 
for the Southeastern Oakland Resource Recovery Authority can be obtained from the 
administrative offices at 3910 Webster Road, Royal Oak, Michigan 48073. 
 

E. Retirement Benefits  
 
Defined Benefit Pension Plan 
 
Plan description 
 
The City’s defined benefit pension plan provides retirement and disability benefits, annual cost-
of-living adjustments, and death benefits to plan members and beneficiaries. The City participates 
in the Municipal Employees Retirement System of Michigan (MERS), an agent multiple-
employer plan operated and administered by the MERS Retirement Board. Public Act No. 220 of 
the Public Acts of 1996, as amended, establishes and amends the benefit provisions of the 
participants in MERS. The Municipal Employees Retirement System of Michigan issues a 
publicly available financial report that includes financial statements and required supplementary 
information for MERS. That report may be obtained by writing to the Municipal Employees 
Retirement System of Michigan, 447 N. Canal Road, Lansing, Michigan 48917 or by calling 800-
767-6377. 
 
All full-time City employees are eligible to participate in the MERS. City employees who retire 
at or after age 60 with eight years of credited service, age 55 with 15 years service or age 50 with 
25 years of service, are entitled to an annual retirement benefit, payable monthly for life. The 
normal retirement benefit is equal to 2.5% up to a maximum of 80% of final average 
compensation. MERS also provides death and disability benefits. These benefits are established 
by state statute. 
 
Funding Policy 
 
The City is required to contribute at an actuarially determined rate; the current rate is as follows: 
 

General 0% 
Police and Fire 13.87% 
General Non-Union 13.19% 
City Manager 24.11% 
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Employees are currently not required to contribute to the Plan. The contribution requirements of 
the City are established and may be amended by the Retirement Board of MERS. The 
contribution requirements of plan members, if any, are established and may be amended by the 
City depending on the MERS contribution program adopted by the City. 
 
Annual Pension Cost 
 
For the year ended June 30, 2006, the City’s annual pension cost of $102,210 was equal to the 
City’s required and actual contributions. The required contribution was determined as part of the 
December 31, 2003 actuarial valuation using the entry age actuarial cost method. The actuarial 
assumptions included (a) a rate of return on the investment of present and future assets of 8.0%, 
(b) projected salary increases of 4.5% per year compounded annually, attributable to inflation, 
and (c) additional projected salary increases of 0.0% to 4.16% per year, depending on age, 
attributable to seniority/merit.  
 
The actuarial value of MERS assets was determined on the basis of a valuation method that 
assumes the fund earns the expected rate of return, and includes an adjustment to reflect market 
value. The City’s unfunded actuarial accrued liability is being amortized as a level percentage of 
projected payroll on an open basis. The remaining amortization period at December 31, 2005, the 
date of the latest available actuarial valuation, was 30 years. 

 
Schedule of Employer Contributions 

Fiscal 
Year  

Ending 

 

 

Annual 
Pension Cost 

(APC)   

Percentage of 
APC 

Contributed 
Net Pension 
Obligation 

6/30/02  $ 40,818 100% $ 0 
6/30/03   43,405 100% 0 
6/30/04   75,825 100% 0 
6/30/05   100,455 100% 0 
6/30/06   102,210 100% 0 

 
 

F. I-696 Segregated Capital Asset Special Revenue Fund 
 
The I-696 Segregated Capital Asset Fund (“SCAF”) was established in 1986 to account for the 
funds received from the State of Michigan in connection with condemnation proceedings 
instituted by the State to acquire City-owned property.  The property is located along the City’s 
northern boundary and was acquired by the State for right-of-way for the I-696 highway. The 
property consisted of unimproved land used by the City for recreation purposes. 
 
The State had remitted in prior years, its “good faith offer” of $1,022,000 to the City together 
with related interest. During fiscal year 1995, the City of Pleasant Ridge and the State signed a 
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settlement agreement ending the condemnation proceedings. The City received $4,250,000 as 
final compensation covering unpaid principal and interest and any other costs or claims which the 
City had against the Department of Transportation arising out of the condemnation proceedings. 
Out of the proceeds, $700,000 was earmarked under the settlement agreement for the repair and 
improvement of local roads that the City claimed were damaged by the I-696 project. In addition, 
the City was obligated, under a binding agreement, to pay one-third of the amount received, or 
$1,416,667, to attorneys representing the City in the matter. The attorneys accepted $1,250,000 in 
full settlement for their services. 
 
The funds that were received, after the above deductions, are restricted for use by the City Code 
primarily for capital acquisitions as described in Chapter Two, Article II, Division Nine, Sections 
2-131 through 2-139. The restricted principal amount is $3,242,872, which is reflected as 
reserved fund balance in the special revenue funds. 
 
 

* * * * * 
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Defined Benefit Pension Plan 
 

Trend Information 
 

Schedule of Funding Progress 
            

Actuarial 
Valuation 

Date   

Actuarial 
Value of 
Assets 

(a)   

Actuarial 
Accrued 
Liability 
(AAL) 

Attained 
Age#  

(b) 

Unfunded 
AAL 

(UAAL) 
(b - a) 

Funded 
Ratio %
(a / b) 

Covered 
Payroll 

(c)  

UAAL as 
a % of 

Covered 
Payroll 

((b-a) / c) 

12/31/01  $ 2,549,981  $ 2,926,263 $ 376,282 87% $ 498,462  75% 
12/31/02   2,469,503   3,041,853 572,350 81% 523,352  109% 
12/31/03   2,517,831   3,259,096 741,265 77% 588,952  126% 
12/31/04   2,591,780   3,559,624 967,844 73% 677,849  143% 
12/31/05   2,621,153   3,779,317 1,158,164 69% 536,996  216% 
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October 27, 2006 
 
 
To the Honorable Mayor and City Commission 

City of Pleasant Ridge, Michigan 
 
 
In planning and performing our audit of the basic financial statements of the City of Pleasant Ridge, 
Michigan, for the year ended June 30, 2006, we considered the City’s internal control structure to 
determine our auditing procedures for the purpose of expressing an opinion on the basic financial 
statements and not to provide assurance on the internal control structure. 
 
However, during our audit, we became aware of matters that are opportunities for strengthening internal 
controls and operating efficiency.  The memorandum that accompanies this letter summarizes our 
comments and suggestions regarding those matters.  This letter does not affect our report dated 
October 27, 2006, on the basic financial statements of the City of Pleasant Ridge, Michigan. 
 
We will review the status of these comments during our next audit engagement.  We have already 
discussed many of these comments and suggestions with various City personnel, and we will be pleased 
to discuss them in further detail at your convenience, to perform any additional study of these matters, or 
to assist the City in implementing the recommendations. 
 
We would like to thank the staff and management of the City of Pleasant Ridge, Michigan for their 
assistance and cooperation in completing the audit. 
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A.) YEAR-END CLOSING ENTRIES 
 

During our audit procedures we noted that several adjusting journal entries were required 
to arrive at a reasonably adjusted trial balance ready for audit. These adjustments were in 
the areas of receivables, prepaids, capital assets, accounts payable and long-term debt. 
 
Recommendation 
We would recommend that the City consider developing year end closing checklists and 
procedures. We believe that this would assist the City in strengthening its internal 
controls over year end closing entries and producing accurate financial data. 
 
 

B.) ACH POLICY (from prior year) 
 
The State of Michigan enacted Public Act 738, which requires governmental entities to adopt by 
board resolution, a policy for ACH (Automated Clearing House) electronic transactions. During 
our procedures, we noted no such policy has been adopted. 
 
Recommendation 
We recommend that the City consider adopting an ACH policy in accordance with Public Act 
738. 

 
 
C.) POSTEMPLOYMENT BENEFITS PLANS OTHER THAN PENSIONS 
 

In April 2004 the Governmental Accounting Standards Board issued Statement No. 45 
Accounting and Financial Reporting by Employers for Postemployment Benefits Other Than 
Pension Plans. 

 
The standard will take effect in the 2009-2010 fiscal year and requires the City to obtain an 
actuarial valuation of its postemployment benefits other than pension plans, establish a separate 
trust or equivalent for these benefits and begin funding this long-term obligation based on the 
actuarially determined required contribution amount. 
 
 
Recommendation 
 
We would recommend that the City consider the future financial impact on the City by obtaining 
an actuarial study or have management prepare an estimation of what the required contributions 
will be as compared to the current “pay as you go” method that the City currently employs. 
 
There are many things that the City can do to mitigate the financial impact with proper planning 
and an early action plan. This includes beginning to pre-fund this liability which will ultimately 
reduce the actuarially required contributions at the time of implementation. In addition, the City 
may consider eliminating or offering an alternative benefit such as a defined contribution plan in 
lieu of a defined benefit plan for postemployment benefits other than pensions to new employees. 
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