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NOTICE OF MEETING
AND
AGENDA

COMMITTEE-OF-THE-WHOLE

Mayor Robert E. Novitke has called a meeting of the City Council, meeting as a Committee-of-the-Whole,
for Monday, January 14, 2019, at 7:00 p.m. The meeting will be held in the Conference Room of the
Municipal Building, 20025 Mack Plaza, Grosse Pointe Woods, MI 48236 and is accessible through the
Municipal Court doors. Inaccordance with Public Act 267, the meeting is open to the public and the agenda
items are as follows:

1. Call to Order
2. Roll Call

3. Acceptance of Agenda

4.  Audit Presentation A. Comprehensive Annual Financial Report for
Fiscal Year end 06/30/18
B. City of Grosse Pointe Woods Municipal Court
Financial Report 06/30/18

5. New Business/Public Comment

6.  Adjournment

Bruce Smith
City Administrator

IN ACCORDANCE WITH PUBLIC ACT 267 (OPEN MEETINGS ACT)
POSTED AND COPIES GIVEN TO NEWSPAPERS

The City of Grosse Pointe Woods will provide necessary, reasonable auxiliary aids and services, such as signers for the hearing impaired, or audio
tapes of printed materials being considered at the meeting to individuals with disabilities. All such requests must be made at least five days prior
to a meeting. Individuals with disabilities requiring auxiliary aids or services should contact the City of Grosse Pointe Woods by writing or call
the City Clerk’s office, 20025 Mack Plaza, Grosse Pointe Woods, M1 48236 (313) 343-2440, Telecommunications Device for the Deaf (TDD) 313
343-9249, or e-mail the City Clerk at cityclk@gpwmi.us.

CC:

Council -7 Rec. Secretary File
Berschback Email Group Behrens
Smith Media - Email

Hathaway Post -8



Plante & Moran, PLLC

p a n t 6 1098 Woodward Avenue
Detroit, Ml 48226-1906

Tel: 313.496.7200

moran Fax: 313.496.7201

plantemoran.com

December 14, 2018

To the Honorable Judge Theodore A. Metry
City of Grosse Pointe Woods, Municipal Court

We have audited the financial statement of the City of Grosse Pointe Woods, Municipal Court (the
“Court”) as of and for the year ended June 30, 2018 and have issued our report thereon dated
December 14, 2018. Professional standards require that we provide you with the following
information related to our audit, which is divided into the following sections:

Section | - Internal Control Related Matters ldentified in an Audit
Section |l - Required Communications with Those Charged with Governance

Section | includes any deficiencies we observed in the Court’'s accounting principles or internal
control that we believe are significant. Current auditing standards require us to formally
communicate annually matters we note about the Court’s accounting policies and internal control.

Section Il includes information that current auditing standards require independent auditors to
communicate to those individuals charged with governance. We will report this information
annually to you.

We would like to take this opportunity to thank the Court's staff for the cooperation and courtesy
extended to us during our audit. Their assistance and professionalism are invaluable.

This report is intended solely for the use of the Honorable Judge Theodore A. Metry and
management of the Court and is not intended to be and should not be used by anyone other than
these specified parties.

We welcome any questions you may have regarding the following communications, and we would
be willing to discuss any of these or other questions that you might have at your convenience.

Very truly yours,

Plante & Moran, PLLC

V2

William E. Brickey
Partner

: DPRAXITY’

Empoworing Businass Globally



Section | - Internal Control Related Matters ldentified in an Audit

In planning and performing our audit of the financial statement of the City of Grosse Pointe Woods
as of and for the year ended June 30, 2018, in accordance with auditing standards generally
accepted in the United States of America, we considered the Court's internal control over financial
reporting (internal control) as a basis for designing audit procedures that are appropriate in the
circumstances for the purpose of expressing our opinion on the financial statement, but not for
the purpose of expressing an opinion on the effectiveness of the Court's internal control.
Accordingly, we do not express an opinion on the effectiveness of the Court's internal control.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses and, therefore, material weaknesses or significant
deficiencies may exist that were not identified. However, as discussed below, we identified a
certain deficiency in internal control that we consider to be a material weakness.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis.

A material weakness is a deficiency, or a combination of deficiencies, in internal control such that
there is a reasonable possibility that a material misstatement of the entity's financial statement
will not be prevented, or detected and corrected, on a timely basis.

We consider the following deficiency in the Court’s internal contro! to be a material weakness:

e Segregation of Duties: During our testing, we identified that the Court’s internal controls
lacked a proper segregation of duties. The court administrator has system security access to
delete case files, dismiss/close cases, edit/issue receipts, and make financial adjustments in
the system. The Court should consider implementing a formal review process of these
activities. This lack of segregation of duties could lead to incorrect reporting.



Section Il - Required Communications with Those Charged with Governance

Our Responsibility Under U.S. Generally Accepted Auditing Standards

As stated in our engagement letter dated July 20, 2018, our responsibility, as described by
professional standards, is to express an opinion about whether the financial statement prepared
by management with your oversight is fairly presented, in all material respects, in conformity with
U.S. generally accepted accounting principles. Our audit of the financial statement does not
relieve you or management of your responsibilities. Our responsibility is to plan and perform the
audit to obtain reasonable, but not absolute, assurance that the financial statement is free of
material misstatement.

As part of our audit, we considered the internal control of the Court. Such considerations were
solely for the purpose of determining our audit procedures and not to provide any assurance
concerning such internal control.

We are responsible for communicating significant matters related to the audit that are, in our
professional judgment, relevant to your responsibilities in overseeing the financial reporting
process. However, we are not required to design procedures specifically to identify such matters.

Planned Scope and Timing of the Audit

We performed the audit according to the planned scope and timing previously communicated to
you in our meeting about planning matters on July 20, 2018.

Significant Audit Findings

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. In
accordance with the terms of our engagement letter, we will advise management about the
appropriateness of accounting policies and their application. The significant accounting policies
used by the Court are described in Note 1 to the financial statement. No new accounting policies
were adopted, and the application of existing policies was not changed during 2018.

We noted no transactions entered into by the Court during the year for which there is a lack of
authoritative guidance or consensus.

There are no significant transactions that have been recognized in the financial statement in a
different period than when the transaction occurred.

Accounting estimates are an integral part of the financial statement prepared by management
and are based on management's knowledge and experience about past and current events and
assumptions about future events. Certain accounting estimates are particularly sensitive because
of their significance to the financial statement and because of the possibility that future events
affecting it may differ significantly from those expected. There were no significant balances,
amounts, or disclosures in the financial statement based on sensitive management estimates.

The disclosures in the financial statement are neutral, consistent, and clear.



Section Il - Required Communications with Those Charged with Governance
(Continued)

Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and
completing our audit.

Disagreements with Management

For the purpose of this letter, professional standards define a disagreement with management as
a financial accounting, reporting, or auditing matter, whether or not resolved to our satisfaction,
that could be significant to the financial statement or the auditor’s report. We are pleased to report
that no such disagreements arose during the course of our audit.

Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified
during the audit, other than those that are trivial, and communicate them to the appropriate level
of management. We did not detect any misstatements as a result of audit procedures.

Significant Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, business conditions affecting the Court, and business plans and strategies
that may affect the risks of material misstatement, with management each year prior to our
retention as the Court’s auditors. However, these discussions occurred in the normal course of
our professional relationship, and our responses were not a condition of our retention.

Management Representations

We have requested certain representations from management that are included in the
management representation letter dated December 14, 2018.

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a “second opinion” on certain situations. If a consultation
involves application of an accounting principle to the Court's financial statement or a
determination of the type of auditor's opinion that may be expressed on that statement, our
professional standards require the consulting accountant to check with us to determine that the
consultant has all the relevant facts. To our knowledge, there were no such consultations with

other accountants.












To the the Honorable Judge Theodare A. Metry
City of Grosse Painte Woods, Municipal Court

Required Supplemental Information

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis, as identified in the table of contents, be presented to supplement the basic financial
statement. Such information, although not a part of the basic financial statement, is required by the Governmental
Accounting Standards Board, which considers it to be an essential part of financial reporting for placing the basic
financial statement in an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplemental information in accordance with auditing standards generally accepted in
the United States of America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management's responses to our inguiries, the
basic financial statement, and other knowledge we obtained during our audit of the basic financial statement. We
do not express an opinion or provide any assurance on the information because the limited procedures do not
provide us with sufficient evidence to express an opinion or provide any assurance.

7%4&/ f M, PLLL

December 14, 2018


















Section | - Internal Control Related Matters Identified in an Audit

In planning and performing our audit of the financial statements of the City as of and for the year
ended June 30, 2018, in accordance with auditing standards generally accepted in the United
States of America, we considered the City's internal control over financial reporting (internal
control) as a basis for designing audit procedures that are appropriate in the circumstances for
the purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the City's internal control. Accordingly, we do not
express an opinion on the effectiveness of the City's internal control.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses and, therefore, material weaknesses or significant
deficiencies may exist that were not identified.

However, as discussed below, we identified certain a deficiency in internal control that we
consider to be a material weakness.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis.

A material weakness is a deficiency, or a combination of deficiencies, in internal control such that
there is a reasonable possibility that a material misstatement of the entity’s financial statements
will not be prevented, or detected and corrected, on a timely basis.

We consider the following deficiencies in the City’s internal control to be material weaknesses:

¢ During the audit, we identified various journal entries that were needed to adjust the year-end
balances to be in conformity with generally accepted accounting principles. These journal
entries were related to net pension liability, net other postemployment benefit (OPEB) liability,
deferred inflows/outflows, employee compensation, debt, capital assets, revenue, and
expenses. Failure to properly identify and record year-end journal entries could lead to
materially inaccurate financial reporting.

« During the audit, we identified material journal entries related to the City's share of certain
transactions incurred by the Milk River drainage district. Failure to properly identify and record
assets and liabilities related to contractual agreements could lead to materially inaccurate
financial reporting.



Section Il - Required Communications with Those Charged with Governance

Our Responsibility Under U.S. Generally Accepted Auditing Standards

As stated in our engagement letter dated July 20, 2018, our responsibility, as described by
professional standards, is to express an opinion about whether the financial statements prepared
by management with your oversight are fairly presented, in all material respects, in conformity
with U.S. generally accepted accounting principles. Our audit of the financial statements does not
relieve you or management of your responsibilities. Our responsibility is to plan and perform the
audit to obtain reasonable, but not absolute, assurance that the financial statements are free of
material misstatement.

As part of our audit, we considered the internal control of the City. Such considerations were
solely for the purpose of determining our audit procedures and not to provide any assurance
concerning such internal control.

We are responsible for communicating significant matters related to the audit that are, in our
professional judgment, relevant to your responsibilities in overseeing the financial reporting
process. However, we are not required to design procedures specifically to identify such matters.

Planned Scope and Timing of the Audit

We performed the audit according to the planned scope and timing previously communicated to
you in our meeting about planning matters on July 20, 2018.

Signlificant Audit Findings

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. In
accordance with the terms of our engagement letter, we will advise management about the
appropriateness of accounting policies and their application. The significant accounting policies
used by the City are described in Note 1 to the financial statements.

No new accounting policies were adopted, and the application of existing policies was not
changed during 2018, except for GASB Statement No. 75, Accounting and Financial Reporting
for Postemployment Benefits Other than Pensions, which records a liability related to other
postemployment benefits in the financial statements. Accordingly, the accounting change has
been retrospectively applied to prior periods presented as if the policy had always been used.

We noted no transactions entered into by the City during the year for which there is a lack of
authoritative guidance or consensus. There are no significant transactions that have been
recognized in the financial statements in a different period than when the transaction occurred.

Accounting estimates are an integral part of the financial statements prepared by management
and are based on management’s knowledge and experience about past and current events and
assumptions about future events. Certain accounting estimates are particularly sensitive because
of their significance to the financial statements and because of the possibility that future events
affecting them may differ significantly from those expected.

The most sensitive estimates affecting the financial statements include the liability and expense
associated with pension and OPEB, the liability associated with estimated property tax refunds,
unbilled water and sewer charges, the estimated true-up for water purchased from the Great
Lakes Water Authority, and incurred but not reported liabilities related to self-insurance.



Section Il - Required Communications with Those Charged with Governance
(Continued)

Management’s estimates of the pension and OPEB liability and expense are based on discount
rates, rate of return, and other assumptions, which are used by an actuary to calculate the total
net pension liability and net OPEB liability. While the actuary uses assumptions to calculate the
total pension and OPEB liabilities, it is management’'s responsibility to assess whether the
assumptions made are reasonable. We evaluated the key assumptions used to calculate the total
pension liability and the total OPEB liability in determining that they are reasonable in relation to
the financial statements taken as a whole.

In the current year, pension valuations were prepared in accordance with GASB 67/68. The total
pension liability increased $21,032,965, a 34.9 percent increase, and the supplemental annuity
plan liability increased by $785,829, a 24.6 percent increase, over the prior year. The mortality
assumptions were properly updated this year for these GASB valuations, which increased the
total pension liability. However, the mortality assumptions being used in the funding valuation did
not contain similar updates. Per our discussion with the actuary, this has caused an additional
increase in the liability due to the implications this has on the plan's depletion date projections,
where contributions are being projected on one set of mortality tables, yet benefit payments are
being projected on another. The end result is that the employee retirement system’s discount rate
decreased from 6.33 percent last year to 5.12 percent this year, thereby decreasing the ratio of
net plan position as a percentage of the total pension liability from 62.4 percent to 46.5 percent.
Similarly, the Supplemental Annuity Plan’s discount rate decreased from 7.71 percent last year
to 6.73 percent this year, thereby decreasing the ratio of net plan position as a percent of the total
pension liability from 50.5 percent to 44.1 percent.

Management’s estimate of property tax refunds is calculated by the known contested taxable
values and the City's assessor and lawyer’s estimates, which are based on historical data.

At year end, due to the timing of the billing cycles for water and sewer, it is necessary to record
an estimate for the amount unbilled to customers. The amount is recorded as a receivable in the
Water and Sewer Fund.

At year end, the City determined that the Great Lakes Water Authority had underbilled it for water
used during the year and recorded an estimated liability in the Water and Sewer Fund. The City
estimated the amount using its internal billing registers.

The estimates of the incurred but not reported amounts related to the City’s self-insured workers’
compensation and health insurance obligations are disclosed in Note 14 to the financial
statements. Management'’s estimate of the various incurred but not reported amounts is based
on historical information regarding claims.

We evaluated the key factors and assumptions used to develop the estimates in determining that
they are reasonable in relation to the financial statements taken as a whole.

The disclosures in the financial statements are neutral, consistent, and clear.
Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and
completing our audit.



Section Il - Required Communications with Those Charged with Governance
(Continued)

Disagreements with Management

For the purpose of this letter, professional standards define a disagreement with management as
a financial accounting, reporting, or auditing matter, whether or not resolved to our satisfaction,
that could be significant to the financial statements or the auditor's report. We are pleased to
report that no such disagreements arose during the course of our audit.

Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified
during the audit, other than those that are trivial, and communicate them to the appropriate level
of management. The following adjustments detected as a result of audit procedures were
corrected by management: journal entries related to the net pension liability, net other
postemployment benefit (OPEB) liability, deferred inflows/outflows, employee compensation,
debt, capital assets, revenue, and expenses.

Significant Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, business conditions affecting the City, and business plans and strategies that
may affect the risks of material misstatement, with management each year prior to our retention
as the City’s auditors. However, these discussions occurred in the normal course of our
professional relationship, and our responses were not a condition of our retention.

Management Representations

We have requested certain representations from management that are included in the
management representation letter dated December 10, 2018.

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a “second opinion” on certain situations. If a consultation
involves application of an accounting principle to the City's financial statements or a determination
of the type of auditor's opinion that may be expressed on those statements, our professional
standards require the consulting accountant to check with us to determine that the consultant has
all the relevant facts. To our knowledge, there were no such consultations with other accountants.

Other Information in Documents Containing Audited Financial Statements

Our responsibility for other information in documents containing the City's financial statements
and report does not extend beyond the financial statements. We do not have an obligation to
determine whether or not such other information is properly stated. However, we read the
introductory section and statistical section, and nothing came to our attention that caused us to
believe that such information, or its manner of presentation, is materially inconsistent with the
information or manner of its presentation appearing in the financial statements.



Section lll - Legisiative and Informational ltems

Legacy Costs

Legacy costs and the challenge of funding them continues to be a topic of discussion. GASB
pronouncements of late have placed even more focus on the net long-term liability arising from
these benefit promises by requiring governmental financial statements to now reflect the net
pension/OPEB Hlability. For many governments, these net liabilities are significant. In addition,
PA202 of 2017 has brought further focus on the funding level of these plans.

The following are the funding levels per the funding valuations reported in the financial statements
for both pension (Pension Plan and Pension Plan Supplemental Annuity, respectively) and OPEB:

As of December 31 Pension Plans OPEB
2018 46.50% - 44.06% 1.94%
2017 62.36% - 50.47% 0.93%

Maintaining or even improving the funded status of the plans is dependent upon a number of
factors, including the government's contribution policies, its amortization policy for funding the
unfunded actuarial accrued liability, its benefit levels, and the ability to make future changes to
the plan.

That said, the challenge here is significant. We are happy to assist you in thinking through
alternative ways to manage this liability.

Legacy Cost Reporting

Public Act 630 of 2016

On December 31, 2016, the governor signed Public Act 530 of 2016, which amends Public Act
314 of 1965, also known as Public Employee Retirement System Investment Act (PERSIA). This
act was effective on March 29, 2017.

Under the prior act, communities were required to publish a summary annual report setting forth
key information related to pension and retiree healthcare plans. The amendment requires that
this summary annual report also be submitted to the Michigan Department of Treasury within 30
days of publication.

In addition, for any system (either pension or retiree health care) that is not funded at a level of at
least 60 percent, the community must now post a report to its website indicating steps that are
being undertaken to address the liability. In addition, this report must be submitted to the
Department of Treasury within a reasonable time frame.

The legislation calls for the Department of Treasury to accumulate all of the reports and publish
a summary of funding levels throughout the state.

Public Act 202 of 2017

On January 5, 2018, the Michigan Department of Treasury released initial reporting requirements
under Public Act 202 of 2017 (the “Act”), which was a primary component of the Act. These
reporting requirements apply to all local units of government that offer or provide defined benefit
pension and/or defined benefit OPEB retirement benefits.












Section lll - Legislative and Informational items
(Continued)

While we strongly recommend reviewing the link provided above for an in-depth look at the
changes, highlighted below are the more significant changes:

* PPT reimbursement calculations are changing, as follows:

o}

The requirements for recalculation of prior year taxable value have changed. Going
forward, prior year property tax values for commercial and industrial personal property will
only be modified for municipality boundary changes, as well as to exclude any that were
classified in the municipality where they are currently located as utility personal property
or real property after 2012.

The calculation of PPT reimbursements that are based on the acquisition cost of eligible
personal property for two years has been delayed until 2021.

Reimbursement for 100 percent of the calculated qualified loss going forward will be
received in either October or February.

Each year any remaining balance of the local community stabilization share fund revenue
for the calendar year will be distributed to counties, cities, townships, villages, and
community colleges. The allocation will be based on each municipality’s share of the total
reimbursement based on the acquisition cost of all eligible personal property and qualified
loss. These reimbursement payments will be a separate payment that will be reimbursed
in May. This allows time for any errors in that year's PPT reimbursement calculation to be
identified and corrected.

There are also changes to the tax increment finance authority (TIFA) PPT reimbursement
calculation; please refer to the link above for more details.

Fire protection service payments will begin being distributed by LCSA to municipalities in

2018. The payment distributions will occur by November 30 each year. Each municipality is
to continue to complete and submit the required questionnaire to LARA in order to qualify.

Timing of PPT reimbursements: Beginning in 2018, PPT reimbursement payment dates are

different than prior years.

o}

Tax Increment Finance Authorities (TIFAs) - For a TIFA that previously received payments
in November, reimbursements will be issued on October 20 of each year. Corrections for
the underpayment of a 2017 PPT reimbursement or a current year reimbursement will be
issued on May 20 of each year.

Municipalities, excluding school districts, 1SDs, and TIFAs - For a municipality that
previously received payments in November, reimbursements for essential services, small
taxpayer exemption loss, and qualified loss up to 100 percent will be issued on October
20 of each year. For municipalities that previously received payments in February,
reimbursements for essential services, small taxpayer exemption loss, and qualified loss
up to 100 percent will continue to be issued on February 20 of each year. Corrections for
the underpayment of a 2017 PPT reimbursement or a current year reimbursement will be
issued on May 20 of each year, as will the portion of qualified loss exceeding 100 percent
reimbursement.
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Section Il - Legislative and Informational Items
{Continued)

The table below provides a schedule of payment dates for all municipalities:

Date of
Description of PPT Reimbursement Reimbursement
Advance for 2017 underpayment of $500,000 or more October 20, 2018
Payment of calculated current year PPT reimbursements up to | October 20
100 percent of the calculated losses for county-allocated (each year)

millage to municipalities that do not levy millage 100 percent in
December and TIFAs

Payment of calculated current year PPT reimbursements up to | February 20

100 percent of the calculated losses for townships, county (each following year)
extra-voted millage, and to municipalities that levy millage 100
percent in December

Payment of 2017 underpayment that was not advanced, May 20

current year underpayment, and prorated qualified loss in (each following year)
excess of 100 percent

¢ Changes to the requirement to restrict revenue - To date, the previous LCSA Act had only
required a municipality to use the reimbursement amount received for debt millage to pay for
debt and to use the essential service reimbursement to pay for the cost of essential services.
The newly signed amendment now also requires that each municipality allocate and record
the payments received in the same manner as the millage levied, up to 100 percent
reimbursement. In addition, for county road millages levied under Section 20b of 1909 PA
283, MCL 224.20b, a formula to allocate a portion of the PPT reimbursement to each city and
village must be decided on by March 31 by the cities, villages, and road commission. If this
does not occur, a formula for allocating payments will be determined by the Department of
Treasury.

As a reminder, the LCSA reimbursements should not be reported on the financial statements with
property taxes; instead, they should be included with other intergovernmental revenue from the
State (state-shared revenue, grants, and other). The State has created a new account number
for the revenue, 573, and titled it “Local Community Stabilization Share Appropriation.” As always,
communities should follow the State's guidance related to the Uniform Chart of Accounts.

Upcoming Accounting Standards Requiring Preparation

GASB Statement No 83 - Asset Retirement Obligations

This new pronouncement, which is effective for years beginning after June 15, 2018, will require
governments to recognize a liability today for any anticipated obligations that are established
through law, regulation, contract, or court judgment related to the future retirement of certain
capital assets. One of the first challenges with this standard is identifying the population of assets
that might potentially be associated with legally enforceable retirement obligations. Once
identified, governments may need some lead time to estimate the cost of these future obligations.
Therefore, we encourage you to start brainstorming about what capital assets may need to be
considered under this standard.

11



Section lll - Legislative and Informational items
(Continued)

GASB Statement No. 84 - Fiduciary Activities

GASB 84 provides criteria for state and local governments to use to identify whether an activity is
fiduciary and should be reported as a fiduciary fund type in its financial statements. In addition,
once identified as a fiduciary activity, Statement 84 also provides specific reporting requirements.

This statement has the potential to significantly impact what governments report currently as a
fiduciary activity. Upon adoption, we anticipate that some governments’ fiduciary activities will
need to move to governmental funds, while other activities that never before were considered
fiduciary will now be reported as such. It is also possible that certain pension and OPEB fiduciary
funds will no longer be reported in a local unit's financial statements.

Although this standard will not be effective for another year, given its potential to have a major
impact on many governments, not only to its external financial statements, but also to its
accounting system requirements and budget document, we encourage you to start analyzing the
impact of this standard now. The first step to implementation is identifying the type of activities
that should be analyzed and then running those activities through the lens of this standard.

GASB Statement No. 87 - Leases

This new accounting pronouncement related to leases will be effective beginning with the City's
fiscal year 2020. This statement requires recognition of certain lease assets and liabilities for
leases that previously were classified as operating leases and recognized as inflows of resources
or outflows of resources based on the payment provisions of the contract. It establishes a single
model for lease accounting based on the foundational principle that leases are financings of the
right to use an underlying asset. Under this statement, a lessee is required to recognize a lease
liability and an intangible right-to-use lease asset, and a lessor is required to recognize a lease
receivable and a deferred inflow of resources.

We recommend the City begin accumulating information related to all significant lease
agreements now in order to more efficiently implement this new standard once it becomes
effective.

Plante & Moran, PLLC will be providing trainings and other resources to our clients over the
coming months in order to help prepare for the implementation of all these new standards. In the
interim, please reach out to your engagement team for assistance in getting started.
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To the Honorable Mayor December 10, 2018
and City Council
City of Grosse Pointe Woods, Michigan

information required by the United States Securities and Exchange Commission depicting
necessary disclosures in regard to the refunding of the 2013 Water and Sewer Revenue Bonds,
the 2015 Road Construction Bonds and the 2017 Road Construction Bonds.

This document consists of management's representations concerning the finances of the City of
Grosse Pointe Woods. Consequently, Administration assumes full responsibility for the
completeness and reliability of all the information presented in this report. To provide a reasonable
basis for making these presentations, City Administration has established a comprehensive
internal control framework that is designed both to protect the government's assets from loss,
theft, or misuse and to compile sufficient reliable information for the preparation of the City's
financial statements in conformity with generally accepted accounting principles. Because the
cost of internal controls should not outweigh their benefits, the City’s comprehensive framework
of internal controls has been designed to provide reasonable rather than absolute assurance that
the financial statements will be free from material misstatement. To ensure that the City’s system
of internal controls is providing the security needed, the City's auditors are routinely consulted
before any changes are made to the system and are requested to advise management of any
improvements that would benefit operations. As Administration, we assert that, to the best of our
knowledge and belief, this financial report is complete and reliable in all material respects.

Reporting Entity

This report includes all funds for which the City's elected officials have operational and financial
authority. This authority implies that the elected and administrative officials are legally responsible
for establishing and implementing the fiscal policies and overseeing the financial management of
the City. Where required, actual results of individual government funds are shown with its
original/amended budgetary appropriations. This required disclosure allows the reader to
compare the effectiveness of the administration to stay within the spending guidelines (budget)
established by the City Council during the budget process and to disclose other variations that
may occur during the course of the fiscal year.

Legal Requirement
This report has been prepared pursuant to and in compliance with Michigan Department of

Treasury regulations, which, in part, require that an annual independent audit of the City's
financial records of accounts and transactions be performed. The opinion by the City's



To the Honorable Mayor December 10, 2018
and City Council
City of Grosse Pointe Woods, Michigan

independent auditor, Plante & Moran, PLLC, dated December 11, 2018, on the basic financial
statements and individual fund statements and schedules is included in the financial section of
this report. There is not a separately issued Single Audit Report for the Federal Grant Fund under
the 2 CFR 200 regulations because the total federal grant expenditures were less than the
threshold of $750,000, which is the minimum expenditure limit needed to be subject to the
regulations of the Single Audit Act. Through the Wayne County Community Development Block
Grant (CDBG) Program, the City is designated as a sub-grantee and coordinates its program.

Consistent with previous years, the intent and responsibility of Administration is to effectively
adhere to the fiscal policies and initiatives established by the City Council while remaining cost-
efficient and responsive to the needs of the residents. Many of the financial policies and
procedures established by the City Council are detailed in the City’s annual budget. In
accordance with the City Charter, the City Administrator and the Treasurer/Comptroller will have
presented their budgetary estimates of revenues and expenditures of all the City’s funds
(excluding Trust & Agency Funds and selected Special Revenue Funds) to the Mayor and City
Council no later than the first meeting in April. These estimates are then forwarded to the City’s
Finance Committee, which performs a thorough review of the operational, financial, and capital
components of the budget. Upon completing this budget review along with recommendations, the
budget is presented back to the Mayor and City Council for additional review and comments. The
proposed budget document is formally approved by the Mayor and City Council no later than the
third Monday in May. Throughout the course of the fiscal year, the Finance Committee may review
any significant changes to the original budget document as recommended by the City
Administrator and/or the Treasurer/Comptroller. Per the City Charter, the Mayor and City Council
must formally approve any proposed adjustments to the budget. This process allows the City to
remain flexible to changes in the revenue and expenditure patterns that occur throughout the year
as well as keeping the elected officials updated on the financial condition of the City. Following
the passage of the budget, a summary of the completed document is made available to all
residents, and a budget summary published in the local newspaper and in the annual City
calendar.

Fiscal Policies/Major Initiatives

One of the most elemental functions of our City is to establish practices to guide us through good
times and challenging times. Clearly, the last decade has been challenging but through costs
cutting initiatives and better efficiencies we have been able to build a strong cash reserve.



To the Honorable Mayor December 10, 2018
and City Council
City of Grosse Pointe Woods, Michigan

Currently, we have an unassigned fund balance of 42 percent of actual expenses. Our cash
reserves are acceptable based upon the GFOA recommendation of a 10-15 percent fund balance.
We are ever cognizant of the delicate balancing that is required to maintain adequate operational
reserves while maintaining essential city services and funding infrastructure improvements. City
administration continues to look for efficiencies, expanding community partnerships and
alternative sources of revenue to keep our City financially strong and maintain our desirability as
one of the premier communities in southeast Michigan to live, work and play.

The City's long-term financial stability is the result of a strong and continuous commitment to
fundamental principles of fiscal integrity. The City’s current administration has taken many steps
over the last several years toward improved budgeting, cost containment, and improved
efficiency, which has helped in dealing with the current economic conditions. The City has
developed a cautious but proactive strategy to evaluating the needs of our community. Excess
reserve funds have been budgeted throughout the course of fiscal year 2017 — 2018 to accomplish
numerous projects that include:

» City contractors began the final phase of construction on the restoration and/or re-
surfacing of local streets where funding was available through the issuance of the 2015
Unlimited Tax General Obligation Bond approved by voters in 2014. The final bond
issuance of $2.875 million was expended throughout the year on the following streets
throughout the City: Anita from Mack to Charlevoix; N. Oxford from Fairway to
Morningside; Wedgewood from Vernier to the city limits; Oxford from Jackson to Mack;
Huntington from Mack to Holiday; Maple Lane from Wedgewood to Wedgewood:;
Stanhope from Mack and Chester; S. Renaud from the Milk River to N. Renaud. The final
phase of construction will be completed in the spring 2019.

¢ In 2014, the City of Grosse Pointe Woods in collaboration with the Village of Grosse Pointe
Shores received a CGAP (Competitive Grant Assistance Program) grant through the
Michigan Department of Treasury. The purpose of this grant program is to provide
incentive-based grants to stimulate smaller, more efficient local government and
encourage mergers, consolidations, and cooperation between two or more qualified
jurisdictions. Additionally, these grant funds are to offset the costs associated with
mergers, inter-local agreements, and cooperative efforts for cities, villages, townships,
counties, authorities, school districts, intermediate school districts, public community
colleges, and public universities that elect to combine government operations.
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in March 2018, the City started renovations of our Public Safety Department to
accommodate the partnership and transition of Grosse Pointe Shores dispatch and
prisoner housing to the Grosse Pointe Woods Public Safety facility. Updates include: the
demolition, replacement and expansion of the prisoner cell block area with a state-of-the-
art facility, the re-design of the Public Safety garage, which includes a secure area for the
movement and transportation of individuals in police custody, and the re-design and
upgrade of our existing dispatch center to accommodate the consolidation. The E-911
system was purchased through the grant to update aging equipment and facilitate the
merger.

e Numerous public parking lots throughout the city were re-surfaced during fiscal year 2017-
2018. Parking fund reserves were allocated during the fiscal year to fully fund the public
parking lots located throughout the City and general fund reserve dollars were utilized for
lots not accessible to the general public. Parking lot re-surfacing included the following
locations:  City Hall employee lot, the Community Center public parking lot, the
Department of Public Works employee and public parking lot, the Ghesquiere Park
Jackson lot, the Ghesquiere Park Bramcaster lot, the Broadstone lot and the north and
south Ridgemont lots.

e Throughout fiscal year 2017-2018 City Council, administration and engineers finalized the
evaluation of infrastructure updates on several sites and at Lake Front Park. Discussions
regarding the issuance of debt were held throughout the year between elected officials,
city administration, city auditors and city financial advisors. A $2.5 million, 15-year capital
improvement bond was approved to fund infrastructure updates. Roof replacement and
repairs, as well as heating and cooling system improvements, will take place at City Hall,
the Department of Public Safety, the Department of Public Works and Lake Front Park.
These improvements, scheduled to begin in fiscal year 2018-2019, will move us forward
into the future and ensure our facilities provide a clean and enjoyable environment to visit.
Fiscal year 2018-2019 is going to be a busy time for staff and we will be working to
minimize inconveniences that our visitors are exposed to during this trying time.

e City Council, administration and engineers deliberated over additional local street repairs
that were not included in the 2015 road bond. In May 2018, City Council approved a local
road project totaling $2.46 million to be allocated from the city’s fund balance in general
fund and the water and sewer fund. The following local streets are scheduled for repair
and/or re-surfacing: Anita from Mack to the west city limits; Brys from Mack to Helen:
Lochmoor from Sunningdale Park to Fairway; Re-construction of Stanhope from Chester
to west city limit; Joint repair of Cook Road from Mack to Wedgewood. The City is
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committed to continuing the local street repair and maintenance program that has been in
place since 2015.

* The City has realized a large growth in our General Fund balance in fiscal year 2017-
2018. Actual revenues exceeded actual expenditures by $1.6 million.

+ City administration continues to look for funding opportunities, cost containment initiatives,
community partnerships and potential grant funds to fund and maintain the high level of
public services provided to our community. Significant amenities the City provides include
Lake Front Park, where you can spend the day with your family poolside, host a picnic or
special event, or take a stroll on the boardwalk that overlooks Lake St. Clair. In addition,
the Community Center offers programs for all ages, where members of the community
can participate.

o Through the generosity of local businesses, city vendors and our residents, the City
continues to support community events including Music on the Lawn, Fall Fest and
Winterfest. The ability to organize and support these wonderful events support the sense
of community that Grosse Pointe Woods residents enjoy.

Additionally, maintaining a strong cash reserve is paramount in order to continue with our
Water/Sewer bond rating of AA allowing for the City to make the costs of borrowing lower and
allow us to better invest in our city. Just as importantly, we need to build our savings so that we
can pay our bills in the event of a fiscal emergency or natural disaster. Lastly, increasing our
reserves would demonstrate to businesses, governmental organizations, and ratings agencies
that we have prudent, disciplined fiscal practices and that we are good stewards of our taxpayers’
money. This stability is good for business and good for the people of Grosse Pointe Woods.

City Council, administration and engineers, evaluated sections of the City’s aged water mains
with a recommendation made to the Construction Committee to begin replacement of city water
mains. The replacement of our water and sewer infrastructure is critical in order to ensure the
integrity of the system. At fiscal year-end 2018 City Council approved the project and bids were
being finalized for the replacement of 5,195 feet of an eight (8”) inch 65 year-old water main that
will cost approximately $1.5 million. The mains included in the project are below Fairholme Road
from Mack to Fairford, and include the cul-de-sacs to the south including Marford Court, Baltree
Court, Ghesquiere Court and Berns Court.

Work has also continued throughout the fiscal year to the City's water and sewer lines through
grant funds received from the State of Michigan through the Storm Water Management and
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Wastewater (SAW) program. This grant of $1.1 million has provided the financial resources to our
water and sewer system which has enabled staff to investigate the condition of storm sewer and
trunk lines. These images will assist city administration in the development of a long-term plan
for repair and replacement of our storm sewer infrastructure.

Economic Conditions

The City has struggled over the last decade as a result of a low inflation rate multiplier used to
calculate taxable value on all properties. Low inflation rates significantly impact property tax
revenue and the funding of essential City services. In tax year 2017, the inflation rate factor was
0.09 percent, an upward trend that hasn't been seen since 2007.

Continued re-development and re-investment within the City will add value in 2019. The City is
pleased to see one major re-investment in our community at the University Liggett School. The
John and Marlene Boll Campus Center added 30,200 square feet of building space that includes
a new gymnasium, complete with collegiate floor and a community gathering space for students
and alumni. Re-investment is key to maintaining the health and welfare of established

communities.

In accordance with the City Charter, the City may levy up to 20 mills. The Headlee Act, which
amended the State Constitution in regard to property tax relief, has forced the City to roll back its
20 mills to 13.9732 mills.

The general fund balance has an unassigned balance of $5.31 million and $538,746 assigned to
the Cable Fund.

Administrative Summary

The City’s strengths continue to be strong financial management, sound finances, and low debt
levels. Because of this, the City's Water and Sewer Fund enjoys an outstanding bond rating of
“AA” and the City's overall rating is “AA+" from Standard & Poor’s. This outstanding bond rating
allows the City to borrow at the lowest possible interest rate, saving taxpayers thousands of dollars

in future costs.
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The Government Finance Officers Association (GFOA) of the United States and Canada awarded
the Certificate of Achievement for Excellence in Financial Reporting to the City for its
Comprehensive Annual Financial Report (CAFR) for the fiscal year ended June 30, 2017. This is
the 45" consecutive year that the City of Grosse Pointe Woods received this prestigious award.
In fact, our City is the longest-standing recipient in GFOA’s history.

In 2017, GFOA awarded the City with a Popular Annual Financial Reporting Award (PAFR). This
is the fifth consecutive year the City has received this award which is presented to local
governments that successfully extract information from their Comprehensive Annual Financial
Report (CAFR) and produce a high-quality report specifically designed to be readily accessible
and easily understandable to the general public and others who do not have a background in

public finance.

The City continues to maintain our well respected status and is proud to be labeled as one of the
most desired areas to live in southeast Michigan. The challenge to the City is to continue to
provide a multitude of public services, while complying with increased state regulations for
accountability and transparency. Administration also remains confident that City Council and the
employees possess the capability, foresight, and resolve necessary to successfully meet these

challenges.
Sincerely,
A &W\gp y (VAP e g [ O A oL
Bruce J. Smith ' Cathrene A. Behrens
City Administrator Treasurer/Comptroller
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Other Matters
Required Supplemental Information

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis and the required supplemental information, as identified in the table of contents, be
presented to supplement the basic financial statements. Such information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board, which considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required supplemental
information in accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and comparing the
information for consistency with management's responses to our inquiries, the basic financial statements, and
other knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or
provide any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the City of Grosse Pointe Woods, Michigan's basic financial statements. The other supplemental
information, as identified in the table of contents, as well as the introductory section and the statistical section are
presented for the purpose of additional analysis and are not a required part of the basic financial statements.

The other supplemental information is the responsibility of management and was derived from and relates directly
to the underlying accounting and other records used to prepare the basic financial statements. Such information
has been subjected to the auditing procedures applied in the audit of the basic financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying accounting
and other records used to prepare the basic financial statements or to the basic financial statements themselves,
and other additional procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the other supplemental information is fairly stated in all material respects in relation to the
basic financial statements as a whole.

The introductory section and the statistical section have not been subjected to the auditing procedures applied in
the audit of the basic financial statements and, accordingly, we do not express an opinion or provide any

assurance on them.
7414.& f 77[44,4«/, PLLt

December 10, 2018
































































































































































































































































































Statistical Section

This part of the comprehensive annual financial report presents detailed information as a context for
understanding what the information in the financial statements, note disclosures, and required
supplementary information says about the City's overall financial health

The statistical section is organized into the following main categories:

Financial trends
These schedules contain trend information to help the reader understand how the
government's financial performance and well-being have changed over time.

Revenue capacity
These schedules contain information to help the reader assess the government's most
significant local revenue source, the property tax.

Debt capacity
These schedules present information to help the reader assess the affordability of the
government's current level of outstanding debt and the government's ability to issue additional
debt in the future.

Demographic and economic information
These schedules help the reader understand the environment within which the government's
financial activities take place.

Operating information
These schedules contain service and infrastructure data to help the reader understand how the
information in the government's financial report relates to the services the government provides

Continuing Disclosure

Continuing disclosure information contained herein complies with Rule 15¢2-12, a federal regulation
promulgated by the Securities and Exchange Commission, designed to improve disclosure practices in
the municipal bond market. Municipal bonds issued after July 3, 1995 are subject to this mandatory
requirement.

Continuing disclosure requires certain annual financial information and operating data, including

audited financial statements for the preceding fiscal year. This information is generally consistent with
the information contained or cross-referenced in the official statement relating to the bonds.
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