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To the Board of Trustees
Township of Macomb
Macomb County, Michigan

We have compiled the accompanying schedule of Water and Sewer Fund historical and
forecasted financial operations of the Township of Macomb (the “Township”) for the years
ending June 30, 2010 through June 30, 2014, in accordance with attestation standards
established by the American Institute of Certified Public Accountants.

The schedule does not present all significant financial measures that would be presented in fund
financial statements. Accordingly, this forecasted information is not designed for those who are
not informed about the Township’s Water and Sewer Fund financial position and results of
operations.

A compilation is limited to presenting forecasted information that is the representation of
management and does not include evaluation of the support for the assumptions underlying the
forecast. We have not examined the forecasted information and, accordingly, do not express an
opinion or any other form of assurance on the accompanying schedule or assumptions.
Furthermore, there will usually be differences between the forecasted and actual results,
because events and circumstances frequently do not occur as expected, and those differences
may be material. We have no responsibility to update this report for events and circumstances
occurring after the date of this report.

The accompanying forecasted information and this report are intended solely for the information
and use of the Township of Macomb and are not intended to be and should not be used by

anyone other than the Township of Macomb.
7424&/ f M, PLLL

July 7,2010


Charles.Frishcosy
Macomb

Charles.Frishcosy
praxity


Township of Macomb

Executive Summary

PROJECT BACKGROUND

Plante & Moran, PLLC was retained by the Township of Macomb (the “Township”) to compile a five-year
financial forecast for the Water and Sewer Fund (the “Fund”).

PROJECT SCOPE

The analysis and development of the financial forecast will provide the Township with the following:
e Estimation of future financial conditions

e Financial “framework” from which to evaluate the future financial condition of the Township

e Avrational basis for identifying areas of greatest concern and devising fiscal strategy

e An automated tool to facilitate the analysis of financial and operational objectives

To assure a comprehensive evaluation, we collected and evaluated information from a variety of sources.
Information was obtained from the following:

e Collection of information from internal sources within the Township
e Collection and review of operational, financial, capital, and other applicable information

e Discussions with and data collection from expert sources, including governmental representatives and other
relevant sources

The forecast has been developed using the best available information concerning financial trends and conditions.
Changes in economic conditions and regulatory provisions could have a significant impact on the forecast. Based
upon a review of the above information and discussions with the Township’s finance manager, the forecast was
developed using certain key assumptions and should not be evaluated without a thorough understanding of the
assumptions. The assumptions and the accompanying rationale are documented in the assumption section of
this report. These assumptions provide a basis for estimating future years’ revenues and expenditures. The
underlying assumptions used in the estimations are likely to change and the costs projected are likely to differ
from actual amounts.

CHALLENGES AHEAD

This projection forecasts that the Township will face some future challenges that need to be considered when
analyzing the financial condition of the Water and Sewer Fund and its ability to fund annual expenses as well as
capital needs. There are many uncertainties related to the system’s capital needs and the future costs of water
and sewage disposal.

One of the most significant uncertainties relates to the creation of the Oakland-Macomb Chapter 21 Inter-
County Drainage Board. This entity has taken over responsibility for the repair and maintenance of the 21-
mile-long interceptor system that services Macomb County and Oakland County from the Detroit Water and
Sewerage Department (DWSD) and has significant capital improvements planned to the system in the near
future. In addition, Macomb County has independently taken over 2| miles of interceptors in Macomb County
from DWSD and also plans to make capital improvements. As a portion of these costs will most certainly be
passed on to the users of the system, this should be closely monitored and taken into consideration when
developing future water and sewer rates.
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Executive Summary (Continued)

PROJECT SUMMARY

The results of the analysis should be considered within the appropriate context. Essentially, the financial results
for future fiscal years should be viewed only as financial estimates, derived from the best available financial
information at this particular point in time. Considered in this light, the financial plan provides a benchmark from
which to monitor and evaluate ongoing financial trends and results.

For the purpose of the Water and Sewer Fund, operating income and the level of projected unrestricted net
assets are typically used as the barometer to measure likely future financial strength. In general, operating
income is used to determine if current system users are paying for the full cost of operating the water and
sewer system. Unrestricted net assets are used to measure the current financial condition of the Fund. A
decreasing unrestricted net asset balance indicates a situation whereby the Township will have to monitor the
financial situation closely in the coming years to ensure fiscal stability.

The Township’s Water and Sewer Fund had total net assets of approximately $215.9 million and unrestricted
net assets of approximately $42.7 million at June 30, 2009. Total net assets are projected to decrease

approximately $19.8 million and unrestricted net assets are expected to decrease approximately $11.5 million
from fiscal year 2009 through 2014.

The projected decrease in net assets is primarily due to the estimated operating losses in the Fund. Historically,
charges to residents for water and sewer service have not been sufficient to fully cover all of the operating
expenses of the Fund. In previous years, the Fund has been able to accumulate cash reserves despite these
operating losses because approximately $4 million of the operating expenses relate to depreciation of the
Fund’s capital assets, which is a non-cash expense. Additionally, the collection of tap-in fees charged on new
construction projects in the Township, which are non-operating revenue, has provided cash in-flow during
times of significant growth in the Township. During the three-year period of July |, 2005 through June 30,
2008, the Township collected over $5.5 million in tap-in fees, but only $280,000 was collected during the 2009
fiscal year. In light of the slowed real estate market in southeastern Michigan, this projection assumes that this
revenue will be $600,000 in 2010 and $100,000 thereafter. Overall, this projection estimates that the Water
and Sewer Fund will continue to sustain operating losses and will deplete cash reserves by over $2 million per
year without a change to the current rate-setting methodology.

As a result, sound decision making will be required as the Township strives to provide high quality water and
sewer services at a reasonable cost to residents. This financial forecast is intended to be used as a “road map”
of future events and of potential outcomes. It is intended to assist the Township of Macomb in the process of
developing water and sewer rates and financial strategies to ensure ongoing financial stability in the Water and
Sewer Fund.



Township of Macomb

Water and Sewer Fund
Summary of Significant Forecast Assumptions

Summary of Significant Accounting Policies - All forecasted revenues and expenses are reported on the full
accrual basis of accounting. Revenue is recognized when it is earned and expenses are recorded when incurred.

This financial forecast presents, to the best of management’s knowledge and belief, the Township’s expected
financial position and results of operations of its Water and Sewer Fund for the forecast periods. Accordingly,
the forecast reflects management’s judgment as of July 7, 2010, the date of this forecast, of the expected
conditions and its expected course of action. The assumptions disclosed herein are those that management
believes are significant to the forecast. There will usually be differences between forecasted and actual results,
because events or circumstances frequently do not occur as expected, and those differences may be material.
The comparative historical information for the years ended June 30, 2008 and 2009 is extracted from the
Township’s audited financial statements for those years. Those financial statements should be read for additional
information.

e Estimates for subsequent years were developed using compounding inflation building off of the 2009 actual
amounts per the 2009 audited financial statements. Exceptions to this method are noted in the specific
assumptions on the following pages.

e Annual inflation factors through fiscal years 2010-2014 are based upon projections obtained from the
United States Congressional Budget Office (CBO). An inflation factor of 2 percent is used for each year.
The Consumer Price Index (CPIl) rose 4.1 percent in 2008, but decreased .4 percent in 2009 and is
expected to rise |.7 percent in 2010. However, the CBO forecasts the CPl to increase
2.1 percent on average between 201 | and 2014. For this reason, a 2 percent inflation rate was used for the
remaining years.

e Data has been collected and financial estimates have been developed utilizing a number of expert sources
including the Township finance director, various department heads, and other professional sources.
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Water and Sewer Fund
Summary of Significant Forecast Assumptions (Continued)

REVENUE ASSUMPTIONS

Sale of Water Revenue - Volumes are expected to remain consistent with the 2009 level and the customer
water rate is expected to increase by the same percentage rate as the system’s wholesale water rate, as
described below, with the exception of 2010 when the actual rate increase was 1.9 percent.

Sewage Disposal Charges - Volumes are expected to remain consistent with the 2009 level and the customer
sewer rate is expected to increase by the same percentage rate as the system’s wholesale sewer rate, as
described below.

Charges for Services - Revenue is expected to remain flat at the 2009 level.

Interest Income - For the purposes of this projection, the estimated interest income for the fiscal years 2010
through 2014 is calculated as the average cash balance of $35,000,000 multiplied by a | percent rate of return,
given the currently available interest rates.

Capital Contributions - Tap fees are assumed to be $600,000 for 2010 and then $100,000 per year
thereafter, given the declines in construction activity. Developer contributions are expected to be $1,000,000
per year, also in light of reduced construction activity. These developer contributions represent donated capital
assets and do not provide cash flow to the Fund.

EXPENSE ASSUMPTIONS

Most expenses were increased by the inflation factors outlined in the general assumptions section of the
executive summary. Any assumptions that varied significantly from the general assumptions are as follows:

Salary and Wages - Salary and wage expenses have been forecasted to remain consistent with 2009 for years
2010 through 2014. In addition, the level of employees in fiscal year 2009 is assumed to remain consistent

through 2014.

Health Expenses - Health expenses are expected to increase by 10 percent in 2010, 16 percent in 2011, and
then 10 percent in each subsequent year, based on inquiries with Township personnel.

Contributions to the Health Care Fund - Contributions are based on 10 percent of payroll expenses.

Cost of Water - Volumes are expected to remain consistent with the 2009 level and the wholesale rate is
expected to increase by 10.2 percent in 2010, 13.4 percent in 201 I, and 10 percent per year thereafter.

Cost of Sewer - Volumes are expected to remain consistent with the 2009 level and the wholesale rate is
expected to increase by 2 percent in 2010 and 5 percent per year thereafter.

Interest Expense - Expense is based on actual interest payments due on existing outstanding debt as of June
30, 2009.

Capital Outlay - Cash financed capital outlay is estimated to be $500,000 per year.
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Schedule of Water and Sewer Fund
Historical and Forecast of Financial Operations

Actual Future Forecasted Data
6/30/2008 6/30/2009 6/30/2010 6/30/2011 6/30/2012 6/30/2013 6/30/2014
Operating Revenue
Sale of water $ 7,338,459 $ 6,545,112 $ 6,676,014 $ 7,570,600 $ 8,327,660 $ 9,160,426 $ 10,076,469
Sewage disposal charges 6,473,301 6,593,488 6,725,358 7,061,626 7,414,707 7,785,442 8,174,714
Charges for services 759,174 321,307 321,307 321,307 321,307 321,307 321,307
Total operating revenue 14,570,934 13,459,907 13,722,679 14,953,533 16,063,674 17,267,175 18,572,490
Operating Expenses
Cost of water 5,600,612 4,766,368 5,252,538 5,956,378 6,552,015 7,207,217 7,927,939
Cost of sewage disposal 5,910,750 5,900,510 6,018,520 6,319,446 6,635,419 6,967,189 7,315,549
Operating and maintenance 1,718,891 1,101,069 1,177,554 1,201,105 1,225,128 1,249,630 1,274,623
General and administrative 1,964,549 1,436,017 2,094,858 2,172,061 2,229,658 2,292,565 2,361,305
Depreciation 3,802,330 3,913,105 3,991,368 4,071,194 4,152,618 4,235,671 4,320,384
Total operating expenses 18,997,132 17,117,069 18,534,838 19,720,184 20,794,838 21,952,272 23,199,800
Operating Loss (4,426,198) (3,657,162) (4,812,159) (4,766,651) (4,731,164) (4,685,097) (4,627,310)
Nonoperating Revenue (Expense)
Investment income 1,990,255 995,945 350,000 350,000 350,000 350,000 350,000
Contributions to Retiree Health Fund - (662,296) (117,801) (117,801) (117,801) (117,801) (117,801)
Interest expense (812,107) (777,691) (755,838) (718,307) (676,767) (633,025) (539,980)
Loss - Before contributions (3,248,050) (4,101,204) (5,335,798) (5,252,759) (5,175,732) (5,085,923) (4,935,091)
Capital Contributions
Infrastructure donated by developers 3,119,938 4,266,080 1,000,000 1,000,000 1,000,000 1,000,000 1,000,000
Tap fees and frontage charges 1,234,468 281,701 600,000 100,000 100,000 100,000 100,000
Total capital contributions 4,354,406 4,547,781 1,600,000 1,100,000 1,100,000 1,100,000 1,100,000
Change in Net Assets 1,106,356 446,577 (3,735,798) (4,152,759) (4,075,732) (3,985,923) (3,835,091)
Net Assets - Beginning of year 214,328,007 215,434,363 215,880,940 212,145,142 207,992,382 203,916,651 199,930,727
Net Assets - End of year $215,434,363 $ 215,880,940 $212,145,142 $ 207,992,382 $203,916,651 $199,930,727 $196,095,636
Net Assets
Invested in capital assets net of related debt $ 173,124,517 $ 171,377,721 ' $ 169,761,579 $ 168,087,170 $ 166,448,494 $ 164,844,577
Unrestricted 42,756,423 40,767,421 38,230,803 35,829,481 33,482,233 31,251,059
Total Net Assets $ 215,880,940 $212,145,142 $ 207,992,382 $203,916,651 $199,930,727 $196,095,636
Estimated Cash Flows
Beginning cash balance  $ 40,941,854 $ 38,814,939 $ 36,278,321 $ 33,876,999 $ 31,529,751
Change in net assets (3,735,798) (4,152,759) (4,075,732) (3,985,923) (3,835,091)
Add depreciation 3,991,368 4,071,194 4,152,618 4,235,671 4,320,384
Less donated assets (1,000,000) (1,000,000) (1,000,000) (1,000,000) (1,000,000)
Less bond principal (882,485) (955,053) (978,208) (1,096,996) (1,216,467)
Less capital outlay (500,000) (500,000) (500,000) (500,000) (500,000)
Decrease in cash (2,126,915) (2,536,618) (2,401,322) (2,347,248) (2,231,174)
Ending cash balance $ 38,814,939 $ 36,278,321 $ 33,876,999 $ 31,529,751 $ 29,298,577
Outstanding debt -
Principal and interest ~ $ 20,217,343 $ 18,543,982 $ 16,889,007 $ 15,158,986 $ 13,402,539

See Accompanying Summary of Significant
Forecast Assumptions and

Accountant’s Report.




