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INDEPENDENT AUDITORS' REPORT
June 26, 2018

To the Board of Trustees
Charter Township of Royal Oak
Ferndale, Michigan

We have audited the accompanying financial statements of the governmental activities, the aggregate
discretely presented component units, each major fund, and the aggregate remaining fund information
of the Charter Township of Royal Oak (the "Township”), as of and for the year ended December 31,
2017, and the related notes to the financial statements, which collectively comprise the Township’s
basic financial statements as listed in the table of contents.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Independent Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity's internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of
the financial statements.



We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the aggregate discretely presented
component units, each major fund, and the aggregate remaining fund information of the Charter
Township of Royal Oak as of December 31, 2017, and the respective changes in financial position
thereof and the respective budgetary comparisons for the general fund and each major special revenue
fund for the year then ended in accordance with accounting principles generally accepted in the United
States of America.

Restatement of Beginning Net Position

As described in Note 11, beginning fund balance was increased in the general fund and decreased in the
recreation fund by $50,000 to correct an error in an interfund loan recorded in a prior year. Our
opinion is not modified with respect to this matter.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that management’s
discussion and analysis and the pension and postemployment benefit information 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, who 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 this
required supplementary 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 opinions on the financial statements that
collectively comprise the Township’s basic financial statements. The combining fund financial
statements are presented for purposes of additional analysis and are not a required part of the basic
financial statements.



The combining fund financial statements are the responsibility of management and were derived from
and relate 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 information is fairly stated, in all material respects, in relation to the basic financial

statements as a whole.
%’{'A—ﬂ@ L LC
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MANAGEMENT'S DISCUSSION AND ANALYSIS



CHARTER TOWNSHIP OF ROYAL OAK
[ Management's Discussion and Analysis

We offer readers of the Township’s financial statements this narrative overview and analysis as an explanation of the
financial activities of the Township for the year ended December 31, 2017.

Financial Highlights

Total net position $ 3,037,606
Change in total net position 423,104
Fund balances, governmental funds 2,413,223
Change in fund balances, governmental funds 360,839
Unassigned fund balance, general fund 1,200,306
Change in fund balance, general fund 222,827

The Township has experienced financial difficulties for several years as a result of increasing costs and declining
property tax taxes. For the second year the Township added to its general fund balance. At the close of the
year, the Township had zero funds in deficit and added a total of $222,827 to the general fund.

Governmental activities increased the Townships net position by $423,104 during the fiscal year 2017. Although
there was an overall decrease in in revenues, much of this increase was attributed to the continued conservative
spending practices and the renegotiation of contracts.

Fall of 2016, the Township renegotiated its collective bargaining agreement and made changes to the delivery of
services for department of public works. Savings included reduction of OPEB obligation, healthcare expenses and
departmental wages in the amounts of $45,669.

The township also renegotiated its accounting service contract which resulted in a $23,000 reduction.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Township’s basic financial statements. The
Township’s basic financial statements are comprised of 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 Township’s finances, in a manner similar to a private-sector business.

The statement of net position presents information on all of the Township’s assets, deferred outflows of resources,
liabilities, and deferred inflows of resources with the difference reported as net position. Over time, increases or
decreases in net position may serve as a useful indicator of whether the financial position of the Township is improving
or deteriorating.

The statement of activities presents information showing how the government’s net position changed during the most
recent fiscal year. All changes in net position 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).

Both of the government-wide financial statements distinguish functions of the Township 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 Township include legislative, general government, public safety, public works, and recreation and
culture, senior center and community development. The Township had no business-type activities during the year.



CHARTER TOWNSHIP OF ROYAL OAK
[ Management's Discussion and Analysis

The government-wide financial statements include not only the Township itself (known as the primary government),
but also a legally separate Library and Downtown Development Authority, known as component units.

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 Township, 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 Township can be divided into two categories: governmental and fiduciary funds.

Governmental Funds. 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 funds balance sheet
and the governmental funds statement of revenues, expenditures, and changes in fund balances provide a
reconciliation to facilitate this comparison between governmental funds and governmental activities.

The Township maintains numerous individual governmental funds. Information is presented separately in the
governmental funds balance sheet and statement of revenues, expenditures, and changes in fund balances for the
general, fire, police, recreation and disposal system funds, each of which is considered to be a major fund. Data from
the other governmental funds are combined into a single, aggregated presentation. Individual fund data for each of
these nonmajor governmental funds is provided in the form of combining statements elsewhere in this report.

The Township adopts an annual appropriated budget for its general and special revenue funds. Budgetary comparison
statements have been provided herein to demonstrate compliance with those budgets.

Fiduciary Funds. 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 Township’s own programs.

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.

Government-wide Financial Analysis

As noted earlier, net position may serve over time as a useful indicator of a government’s financial position. In the
case of the Charter Township of Royal Oak, assets for all activities exceeded liabilities and deferred inflows of
resources by $3,037,606 at the close of the most recent year.

The majority of the Township's net position is unrestricted ($1,197,144) and can be used to meet the ongoing
obligations to its citizens and creditors. An additional portion of the Township's net position ($1,599,143) represents
resources that are subject to external restrictions on how they may be used. The remaining portion of net position is
invested in capital assets ($241,319) and is not available for future spending.

At the end of the current year, due to conservative fiscal management, the Township is able to report positive
balances in all three categories of net position.



CHARTER TOWNSHIP OF ROYAL OAK

[l Management's Discussion and Analysis

Governmental activities. Governmental activities increased the Township’s net position by $423,104 during 2017.
Despite the $342,317 reduction in revenues, the Township saw an increase in property tax revenues across all funds
due to a 3% increase in property values and an increased millage for the fire and disposal fund. Although there was an
overall increase in property tax revenue, it was offset by $534,887 which was the retirement of a prior police millage.

Net Position
Governmental Activities

2017 2016

Current and other assets $ 3,839,084 S 3,295,486
Capital assets, net 241,319 240,000
Total assets 4,080,403 3,535,486
Deferred outflows of resources - 89,198
Other liabilities 125,575 181,854
Long-term debt 10,598 17,880
Total liabilities 136,173 199,734
Deferred inflows of resources 906,624 810,448
Net position:

Net investment in capital assets 241,319 240,000

Restricted 1,599,143 1,009,966

Unrestricted 1,197,144 1,364,536
Total net position $ 3,037,606 S 2,614,502

10



CHARTER TOWNSHIP OF ROYAL OAK

[l Management's Discussion and Analysis

Changes in Net Position
Governmental Activities

2017 2016

Program revenues:

Charges for services S 131,237 $§ 114,752

Operating grants and contributions 129,012 142,300
General revenues:

Taxes and special assessments 874,611 1,263,783

Other intergovernmental revenues 633,895 607,814

Unrestricted investment earnings 2,414 2,050

Gain on sale of capital assets 17,213 -
Total revenues 1,788,382 2,130,699
Expenses:

Legislative 166,304 189,979

General government 341,477 372,806

Public safety 292,224 335,948

Public works 345,717 381,185

Recreation and culture 138,008 143,690

Senior center 66,749 64,247

Community development 14,799 11,438
Total expenses 1,365,278 1,499,293
Change in net position 423,104 631,406
Net position:

Beginning of year 2,614,502 1,983,096

End of year $ 3,037,606 S 2,614,502

11



CHARTER TOWNSHIP OF ROYAL OAK

[l Management's Discussion and Analysis
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CHARTER TOWNSHIP OF ROYAL OAK
[l Management's Discussion and Analysis
Financial Analysis of the Government’s Funds

As noted earlier, the Township uses fund accounting to ensure and demonstrate compliance with finance related legal
requirements.

Governmental Funds. The focus of the Township’s governmental funds is to provide information on near-term
inflows, outflows, and balances of spendable resources. Such information is useful in assessing the Township’s
financing requirements. In particular, unassigned 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 Township’s governmental funds reported combined ending fund balances
of $2,413,223, an increase of $360,839 in comparison with the prior year. Approximately 50% of this total amount
constitutes unassigned fund balance in the general fund, which is an adequate amount to keep the Township operating
in light of the current economic climate in Michigan and in the case of unforeseen emergencies. The majority of the
remaining fund balance is in special revenue funds for future police and fire operations.

The general fund is the chief operating fund of the Township. At the end of the current year, unassigned fund balance
of the general fund was $1,200,306. This fund balance is used to supplement the budget and keep the Township
operating efficiently when emergencies and unforeseen circumstances require additional funds outside of the current
budget. The fund balance increased by $222,827 in comparison with the prior year.

The Township has a fire fund that is funded by a special assessment at 13.000 mills. This fund had a balance of
$86,821 at the end of this fiscal year; an increase of $49,557 over the prior year. This fund provides fire protection
services for the Township serviced by a contract with Ferndale Fire Department.

The Township police fund had a balance of $1,021,516 at the end of this year; a decrease of $11,893 over the prior
year. The Township Board voted to end the tax levy in 2016 and this fund is currently being used to cover
supplemental service costs for the townships renewed relationship with Michigan State Police including property tax
chargebacks and administrative costs associated with the fund.

The Township recreation fund is funded by a voted 2.500 mill and a special assessment at 1.250 mills. This fund had a
balance of $5,112 at the end of this fiscal year.

The Township has a disposal system fund that is funded by a special assessment at 4.000 mills, which is supplemented
by transfers from the Township's general fund. This fund had a fund balance of $14,506 at the end of the fiscal year;
an increase of $14,332 over the prior year. The increase is due to a change in the special assessment from 3.00 mills
to 4.00 mills.

General Fund Budgetary Highlights

Revenue for the fiscal year ended December 31, 2017, was better than anticipated for the general fund. In total,
revenues outperformed amended budget estimates for the year by $51,765 or 4.7%. This was primarily a result of the
following:

The Michigan Municipal Risk Management Authority paid $20,000 in to the Townships member retention fund
which represents the distribution of net assets from the State Pool Members accounting excess of required
balances.

The Township saw an increase in state shared revenue of approximately $15,000 and an increase in property tax
values resulting in an additional $18,000 in revenue.

13



CHARTER TOWNSHIP OF ROYAL OAK
[ Management's Discussion and Analysis

The Township's general fund expenditures as of December 31, 2017 were under budget in total by $109,409 or 11.47%.
This was primarily a result of the following:

A master plan and road rehabilitation project had budget amounts of $25,000 and $16,000 respectively but the
projects were carried over to 2018.
There were also changes to contracts that resulted in a decreased cost to the Township.

Capital Asset and Debt Administration
Capital Assets. The Township’s investment in capital assets for its governmental activities as of December 31, 2017,
amounted to $241,139 (net of accumulated depreciation). This investment in capital assets includes land, buildings
and improvements, equipment and furniture, and vehicles. The net change in the Township’s capital assets for the
current fiscal year was $1,319.
Long-term Debt. At the end of the current fiscal year, the Township had no outstanding long-term debt.
Economic Factors and Next Year’s Budget and Rates
The following factors were considered in preparing the Township’s budget for the 2018 fiscal year:
We are confident of the budgeted revenue based on historical trends and approved millage.
We are confident that spending will be within the approved budget developed from historical trends and input
from department heads. The Township Board reviews actual performance for adherence to budget parameters on
a monthly basis.
Requests for Information
This financial report is designed to provide a general overview of the Township’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 are welcomed, and should be addressed to the Charter Township of Royal Oak, 21131
Gardenlane, 2nd Floor, Ferndale, Ml 48220.

14
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CHARTER TOWNSHIP OF ROYAL OAK

[ Statement of Net Position
December 31, 2017

Assets
Cash and cash equivalents
Receivables
Capital assets not being depreciated
Capital assets being depreciated, net
Net pension asset

Total assets

Liabilities
Accounts payable
Accrued wages
Long-term debt:
Due within one year
Due in more than one year
Net other postemployment benefit obligation

Total liabilities

Deferred inflows of resources
Deferred pension amounts
Taxes levied for the following year

Total deferred inflows of resources

Net position
Net investment in capital assets
Restricted for:
Public safety
Public works
Recreation and culture
Other purposes
Unrestricted

Total net position

Primary
Government
Governmental Component
Activities Units
S 2,433,604 § 53,352
886,360 136,334
230,000 153,335
11,319 -
519,120
4,080,403 343,021
48,899 14,547
6,808 502
10,598 9,281
- 33,763
69,868 -
136,173 58,093
55,590 -
851,034 119,197
906,624 119,197
241,319 110,291
1,108,337
22,164
5,112
463,530 -
1,197,144 55,440
§ 3,037,606 S 165,731

The accompanying notes are an integral part of these financial statements.



CHARTER TOWNSHIP OF ROYAL OAK

[ statement of Activities

For the Year Ended December 31, 2017

Functions/Programs

Primary government

Governmental activities:
Legislative
General government
Public safety
Public works
Recreation and culture
Senior center
Community development

Total primary government

Component units
Downtown Development Authority
Library

Total component units

Program Revenues

Operating
Charges Grants and Net (Expense)
Expenses for Services Contributions Revenue
166,304 - S - S (166,304)
341,477 99,792 89,308 (152,377)
292,224 - - (292,224)
345,717 - (345,717)
138,008 - 24,918 (113,090)
66,749 31,445 - (35,304)
14,799 - 14,786 (13)
1,365,278 131,237 § 129,012 $  (1,105,029)
51,280 $ - S (51,280)
57,621 7,628 (49,993)
108,901 S 7,628 S (101,273)
continued...
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CHARTER TOWNSHIP OF ROYAL OAK

[ statement of Activities

For the Year Ended December 31, 2017

Functions/Programs

Changes in net position
Net (expense) revenue

General revenues:
Taxes and special assessments
Grants and contributions not

restricted to specific programs

Unrestricted investment earnings
Gain on sale of capital assets

Total general revenues

Change in net position

Net position, beginning of year

Net position, end of year

The accompanying notes are an integral part of these financial statements.
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Primary
Government
Governmental Component
Activities Units
$ (1,105,029) S (101,273)
874,611 122,591
633,895 -
2,414 42
17,213
1,528,133 122,633
423,104 21,360
2,614,502 144,371
S 3,037,606 S 165,731
concluded
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CHARTER TOWNSHIP OF ROYAL OAK

[l Balance Sheet
Governmental Funds
December 31, 2017

Assets
Cash and cash equivalents
Accounts receivable
Taxes receivable
Due from other funds

Total assets

Liabilities
Accounts payable
Accrued wages
Due to other funds

Total liabilities

Deferred inflows of resources
Taxes levied for the following
year

Fund balances
Restricted
Committed
Unassigned

Total fund balances

Total liabilities, deferred inflows of
resources and fund balances

The accompanying notes are an integral part of these financial statements.

General Fire Police
S 1,267,647 S 88,833 S 951,536
14,216 3,132 6,493
262,803 330,667 -
26,571 - 63,823
S 1,571,237 S 422,632 S 1,021,852
S 35,419  § 1,550 S 336
5,925 -
63,823
105,167 1,550 336
265,764 334,261
86,821 1,021,516
1,200,306 -
1,200,306 86,821 1,021,516
) 1,571,237  § 422,632 S 1,021,852

20



Nonmajor

Disposal Governmental

Recreation System Funds Total
S 11,877 S 15,166 S 98,545 § 2,433,604
1,146 917 17,083 42,987
109,592 101,744 38,567 843,373
- - - 90,394
S 122,615 S 117,827  § 154,195 § 3,410,358
S 7,028 S 471§ 4,095 S 48,899
883 - - 6,808
26,571 90,394
7,911 471 30,666 146,101
109,592 102,850 38,567 851,034
5,112 14,506 7,658 1,135,613
- - 77,304 77,304
- - 1,200,306
5,112 14,506 84,962 2,413,223
S 122,615 § 117,827 $ 154,195 § 3,410,358
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CHARTER TOWNSHIP OF ROYAL OAK

B Reconciliation
Fund Balances for Governmental Funds
to Net Position of Governmental Activities
December 31, 2017

Fund balances - total governmental funds S 2,413,223
Amounts reported for governmental activities in the statement of net position are
different because:
Capital assets used in governmental activities are not financial resources and
therefore are not reported in the funds.
Capital assets 594,886
Accumulated depreciation (353,567)
Certain liabilities are not due and payable in the current period and therefore are
not reported in the funds.
Net other postemployment benefit obligation (69,868)
Compensated absences (10,598)
Certain pension-related amounts, such as the net pension asset and deferred
amounts are not due and payable in the current period or do not represent current
financial resources and therefore are not reported in the funds.
Net pension asset 519,120
Deferred outflows related to the net pension asset -
Deferred inflows related to the net pension asset (55,590)
Net position of governmental activities S 3,037,606

The accompanying notes are an integral part of these financial statements.
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CHARTER TOWNSHIP OF ROYAL OAK

. Statement of Revenues, Expenditures and Changes in Fund Balances
Governmental Funds
For the Year Ended December 31, 2017

General Fire Police
Revenues
Taxes and special assessments S 294,983 S 328,871 S (116)
Charges for services 131,237 - -
State shared revenue 519,430
Federal revenue -
Other intergovernmental revenues 114,465 -
Interest revenue 1,141 171 962
Other revenue 89,308
Total revenues 1,150,564 329,042 846
Expenditures
Legislative 184,320
General government 356,862 - -
Public safety - 279,485 12,739
Public works 228,835 - -
Recreation and culture -
Senior center 74,049
Community development -
Capital outlay
Total expenditures 844,066 279,485 12,739
Revenues over (under) expenditures 306,498 49,557 (11,893)
Other financing sources (uses)
Proceeds from sale of capital assets 10,798
Transfers in 244
Transfers out (94,713)
Total other financing sources (uses) (83,671)
Net change in fund balances 222,827 49,557 (11,893)
Fund balances, beginning of year, as restated 977,479 37,264 1,033,409
Fund balances, end of year S 1,200,306 S 86,821 S§ 1,021,516

The accompanying notes are an integral part of these financial statements.
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Nonmajor

Disposal Governmental

Recreation System Funds Total
S 111,325 § 101,192 § 38,356 § 874,611
- - - 131,237
- 519,430
14,786 14,786
- - - 114,465
34 38 68 2,414
24,918 - - 114,226
136,277 101,230 53,210 1,771,169
184,320
356,862
- - 292,224
- 86,898 39,413 355,146
145,994 - - 145,994
- - 74,049
14,799 14,799
14,149 14,149
145,994 86,898 68,361 1,437,543
(9,717) 14,332 (15,151) 333,626
- - 16,415 27,213
13,713 - 81,000 94,957
- (244) (94,957)
13,713 - 97,171 27,213
3,996 14,332 82,020 360,839
1,116 174 2,942 2,052,384
S 5112 § 14,506 S 84,962 S 2,413,223

25
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CHARTER TOWNSHIP OF ROYAL OAK

B Reconciliation
Net Changes in Fund Balances of Governmental Funds

to Change in Net Position of Governmental Activities
For the Year Ended December 31, 2017

Net change in fund balances - total governmental funds S 360,839
Amounts reported for governmental activities in the statement of activities are
different because:
Governmental funds report capital outlays as expenditures. However, in the
statement of activities, the cost of those assets is allocated over their estimated
useful lives and reported as depreciation expense.
Acquisition/construction of capital assets 14,149
Depreciation expense (2,830)
(10,000)

Net book value of capital asset disposals

Some expenses reported in the statement of activities do not require the use of current
financial resources and therefore are not reported as expenditures in the funds.
Change in the accrual for compensated absences 7,282

Some expenses reported in the statement of activities do not require the use of current
financial resources and therefore are not reported as expenditures in the funds.

Change in net other postemployment benefit obligation 3,915
Change in net pension asset and related deferred amounts 49,749
S 423,104

Change in net position of governmental activities

The accompanying notes are an integral part of these financial statements.

27



CHARTER TOWNSHIP OF ROYAL OAK

. Statement of Revenues, Expenditures and Changes in Fund Balance

Budget and Actual - General Fund

For the Year Ended December 31, 2017

Revenues
Taxes and special assessments
Charges for services
State shared revenue
Other intergovernmental revenues
Interest revenue
Other revenue

Total revenues
Expenditures
Legislative
General government
Public works
Senior center
Total expenditures
Revenues over expenditures
Other financing sources (uses)
Proceeds from sale of capital assets

Transfers in
Transfers out

Total other financing uses
Net change in fund balance

Fund balance, beginning of year,
as restated

Fund balance, end of year

The accompanying notes are an integral part of these financial statements.

Over
Original Final (Under)
Budget Budget Actual Budget

323,751 S 292,647 294,983 S 2,336
103,868 124,925 131,237 6,312
505,102 505,102 519,430 14,328
93,333 114,464 114,465 1

- 1,000 1,141 141

10,000 60,661 89,308 28,647
1,036,054 1,098,799 1,150,564 51,765
236,497 195,271 184,320 (10,951)
320,476 388,632 356,862 (31,770)
142,517 288,555 228,835 (59,720)
76,468 81,017 74,049 (6,968)
775,958 953,475 844,066 (109,409)
260,096 145,324 306,498 161,174

10,798 10,798
- 244 244 -
(28,500) (98,500) (94,713) (3,787)
(28,500) (87,458) (83,671) 3,787
231,596 57,866 222,827 164,961
977,479 977,479 977,479

1,209,075 § 1,035,345 1,200,306 S 164,961
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. Statement of Revenues, Expenditures and Changes in Fund Balance
Budget and Actual - Fire Special Revenue Fund
For the Year Ended December 31, 2017

Over
Original Final (Under)
Budget Budget Actual Budget
Revenues
Taxes and special assessments ) 329,495 § 326,125 S 328,871  § 2,746
Interest revenue - 150 171 21
Total revenues 329,495 326,275 329,042 2,767
Expenditures
Public safety 314,129 280,901 279,485 (1,416)
Net change in fund balance 15,366 45,374 49,557 4,183
Fund balance, beginning of year 37,264 37,264 37,264
Fund balance, end of year S 52,630 § 82,638 S 86,821 S 4,183

The accompanying notes are an integral part of these financial statements.
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CHARTER TOWNSHIP OF ROYAL OAK

. Statement of Revenues, Expenditures and Changes in Fund Balance
Budget and Actual - Police Special Revenue Fund
For the Year Ended December 31, 2017

Over
Original Final (Under)
Budget Budget Actual Budget
Revenues
Taxes and special assessments S - S (5,817) $ (116) S 5,701
Interest revenue - 950 962 12
Total revenues - (4,867) 846 5,713
Expenditures
Public safety 69,311 14,943 12,739 (2,204)
Net change in fund balance (69,311) (19,810) (11,893) 7,917
Fund balance, beginning of year 1,033,409 1,033,409 1,033,409
Fund balance, end of year S 964,098 $ 1,013,599 § 1,021,516 S 7,917

The accompanying notes are an integral part of these financial statements.
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CHARTER TOWNSHIP OF ROYAL OAK

. Statement of Revenues, Expenditures and Changes in Fund Balance

Budget and Actual - Recreation Special Revenue Fund
For the Year Ended December 31, 2017

Revenues
Taxes and special assessments
Interest revenue
Other revenue

Total revenues

Expenditures
Recreation and culture

Revenues under expenditures

Other financing sources
Transfers in

Net change in fund balance

Fund balance, beginning of year,
as restated

Fund balance, end of year

Over

Original Final (Under)

Budget Budget Actual Budget
S 110,528 § 109,282 § 111,325 2,043
- - 34 34
15,500 27,957 24,918 (3,039)
126,028 137,239 136,277 (962)
142,267 146,150 145,994 (156)
(16,239) (8,911) 9,717) (806)
16,500 17,500 13,713 (3,787)
261 8,589 3,996 (4,593)

1,116 1,116 1,116

S 1,377  §$ 9,705 S 5,112 (4,593)

The accompanying notes are an integral part of these financial statements.
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. Statement of Revenues, Expenditures and Changes in Fund Balance
Budget and Actual - Disposal System Special Revenue Fund
For the Year Ended December 31, 2017

Over
Original Final (Under)
Budget Budget Actual Budget
Revenues
Taxes and special assessments S 101,383 § 100,388 § 101,192 § 804
Interest revenue - - 38 38
Total revenues 101,383 100,388 101,230 842
Expenditures
Public works 97,008 86,900 86,898 (2)
Net change in fund balance 4,375 13,488 14,332 844
Fund balance, beginning of year 174 174 174
Fund balance, end of year S 4549 S 13,662 S 14,506 §$ 844

The accompanying notes are an integral part of these financial statements.
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CHARTER TOWNSHIP OF ROYAL OAK

. Statement of Fiduciary Assets and Liabilities
Agency Funds

December 31, 2017

Assets

Cash and cash equivalents S 231,118
Liabilities

Due to other governments ) 40,725

Undistributed taxes 190,393
Total liabilities S 231,118

The accompanying notes are an integral part of these financial statements.
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CHARTER TOWNSHIP OF ROYAL OAK

. Combining Statement of Net Position

Component Units
December 31, 2017

Assets
Cash and cash equivalents
Taxes receivable
Capital assets not being depreciated

Total assets

Liabilities
Accounts payable
Accrued wages
Long-term liabilities:
Due within one year
Due in more than one year

Total liabilities

Deferred inflows of resources
Taxes levied for the following year

Net position
Net investment in capital assets

Unrestricted

Total net position

The accompanying notes are an integral part of these financial statements.

Downtown
Development
Authority Library Total
S 21,815 31,537 $ 53,352
76,526 59,808 136,334
153,335 - 153,335
251,676 91,345 343,021
9,761 4,786 14,547
- 502 502
9,281 9,281
33,763 33,763
52,805 5,288 58,093
60,000 59,197 119,197
110,291 - 110,291
28,580 26,860 55,440
S 138,871 26,860 S 165,731




CHARTER TOWNSHIP OF ROYAL OAK

. Combining Statement of Activities
Component Units
For the Year Ended December 31, 2017

Downtown
Development
Authority Library Total
Expenses
Downtown Development Authority ) 51,280 S - S 51,280
Library - 57,621 57,621
Total expenses 51,280 57,621 108,901
Program revenues
Operating grants and contributions - 7,628 7,628
Net program expenses (51,280) (49,993) (101,273)
General revenues
Property taxes 61,714 60,877 122,591
Unrestricted investment earnings - 42 42
Total general revenues 61,714 60,919 122,633
Change in net position 10,434 10,926 21,360
Net position, beginning of year 128,437 15,934 144,371
Net position, end of year S 138,871 S 26,860 S 165,731

The accompanying notes are an integral part of these financial statements.

35



This page intentionally left blank.

36



NOTES TO FINANCIAL STATEMENTS

37



CHARTER TOWNSHIP OF ROYAL OAK

[ \otes to Financial Statements

1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Reporting Entity

The Charter Township of Royal Oak (the “government” or “Township”) is a municipal corporation
governed by an elected supervisor and a six-member board. The accompanying financial statements
present the Township (the primary government) and its component units. The financial data of the
component units are included in the Township’s reporting entity because of the significance of their
operational or financial relationships with the Township.

On April 21, 2014 the Township entered into a Consent Agreement with the State Treasurer. The State of
Michigan determined that a financial emergency exists within the Township under the Local Financial
Stability and Choice Act, 2012 PA 436, MCL 141.1541 to MCL 141.1575 (“ACT 436”). To address the
financial emergency, The Township has selected the consent agreement option section 8 of Act 436. On
November 1, 2017, the Township was released from this agreement.

Discretely Presented Component Units

Downtown Development Authority - The Charter Township of Royal Oak’s Downtown Development
Authority (DDA) is established by MCL 125.1651 et seq. The intended purpose of the DDA is to implement
improvements to the public facilities within the development area to comply with barrier free design
requirements and to develop and implement long range plans designed to halt the deterioration of the
property tax values in the Downtown District. Funding for the DDA is provided from the increased
property tax revenues from any benefited property. The DDA Board consists of a seven-member Board
with representation by the Township Supervisor. A separate audit report is prepared for the DDA and is
available at the Township's office.

Library - The Charter Township of Royal Oaks Library operates under the provisions of Section 10 of the
City, Village, and Township Libraries Act, MCL 397.201 et seq. (“the Libraries Act”). The Library is
governed by a six-member Board.

Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statements of net position and activities) report
information on all of the non-fiduciary activities of the primary government. For the most part, the effect
of interfund activity has been removed from these statements. Governmental activities, which normally
are supported by taxes and intergovernmental revenues, are reported separately from business-type
activities, which rely to a significant extent on fees and charges for support. The Township had no
business-type activities during the year.

The statement of activities demonstrates the degree to which the direct expenses of a given function or
segment is offset by program revenues. Direct expenses are those that are clearly identifiable with a
specific function or segment. Program revenues include 1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given function or
segment and 2) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not properly included among
program revenues are reported instead as general revenues.
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Separate financial statements are provided for governmental funds and fiduciary funds, even though the
latter are excluded from the government-wide financial statements. Major individual governmental funds
are reported as separate columns in the fund financial statements.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting as are the fiduciary fund financial statements, except for
agency funds, which do not have a measurement focus. Revenues are recorded when earned and expenses
are recorded when a liability is incurred, regardless of the timing of related cash flows. Property taxes
are recognized as revenues in the year for which they are levied. Grants and similar items are recognized
as revenue as soon as all eligibility requirements imposed by the grantor have been met.

Governmental fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. Revenues are recognized as soon as they are both
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. For this purpose, the
government considers revenues to be available if they are collected within 60 days of the end of the
current fiscal period. Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. However, debt service expenditures, as well as expenditures related to compensated
absences and claims and judgments, are recorded only when payment is due.

Intergovernmental revenue and interest associated with the current year are all considered to be
susceptible to accrual and so have been recognized as revenues of the current fiscal period. All other
revenue items are considered to be measurable and available only when the government receives cash.

The government reports the following major governmental funds:

The general fund is the government’s primary operating fund. It accounts for all financial resources of
the general government, except those accounted for and reported in another fund.

The fire special revenue fund accounts for the collection of special assessments and expenditures
related to the operation of the fire department.

The police special revenue fund accounts for the collection of special assessments and expenditures
related to the operation of the police department.

The recreation special revenue fund accounts for the collection of taxes and special assessments and
expenditures related to the operation of the recreation department.

The disposal system special revenue fund accounts for the collection of special assessments and
expenditures related to garbage disposal operations.

Additionally, the government reports the following fund types:
Special revenue funds are used to account and report the proceeds of specific revenue sources that

are restricted or committed to expenditures for specific purposes other than debt service or capital
projects.
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The capital projects fund is used to account for and report financial resources that are restricted,
committed, or assigned to expenditure for capital outlays, including the acquisition or construction of
capital facilities and other capital assets.

The agency funds account for assets held for other governments in an agency capacity.

When both restricted and unrestricted resources are available for use, it is the Township's policy to use
restricted resources first, then unrestricted resources as they are needed.

Assets, Liabilities, Deferred Outflows/Inflows of Resources and Equity
Bank Deposits

The government’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.

Receivables and Payables

Activity between funds that are representative of lending/borrowing arrangements outstanding at the end
of the fiscal year are referred to as either “due to/from other funds” (i.e., the current portion of
interfund loans) or “advances to/from other funds” (i.e., the noncurrent portion of interfund loans).

Capital Assets

Capital assets, which include property, plant, and equipment, are reported in the governmental activities
column in the government-wide financial statements. Capital assets are defined by the government as
assets with an initial, individual cost of more than $5,000 for furniture, vehicles and equipment and an
estimated useful life in excess of two years. The threshold for land, land improvements, buildings and
building improvements is $75,000 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. Donated capital assets
are recorded at estimated acquisition value at the date of donation. The costs of normal maintenance
and repairs that do not add to the value of the asset or materially extend assets lives are not capitalized.

Capital assets of the Township are depreciated using the straight-line method over the following
estimated useful lives:

Years
Buildings 37
Building improvements 10
Equipment 5-7
Furniture 5-7
Vehicles 7
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Deferred Outflows of Resources

In addition to assets, the statement of financial position will sometimes report a separate section for
deferred outflows of resources. This separate financial statement element, deferred outflows of
resources, represents a consumption of net position that applies to future periods and so will not be
recognized as an outflow of resources (expense/expenditure) until then. The Township has a deferred
pension outflow amount reported in the statement of net position. A deferred pension outflow results
when there is a change in total pension asset due to benefit changes, differences between expected and
actual experience, changes in actuarial assumptions, or differences between expected and actual
investment returns.

Compensated Absences

It is the Township’s policy to permit employees to accumulate various earned but unused vacation and
sick pay benefits. These vacation and sick benefits are accrued when incurred in the government-wide
financial statements. A liability for these amounts is reported in governmental funds only if they have
matured, for example, as a result of employee resignation or retirements.

Deferred Inflows of Resources

In addition to liabilities, the statement of net position will sometimes report a separate section for
deferred inflows of resources. This separate financial statement element, deferred inflows of resources,
represents an acquisition of net position that applies to future periods and so will not be recognized as an
inflow of resources (revenue) until that time. The government has deferred inflows of resources reported
in the government-wide and governmental fund financial statements for property taxes levied for the
following year. The government also reports deferred pension inflows in the statement of net position. A
deferred pension inflow results when there is a change in total pension asset due to benefit changes,
differences between expected and actual experience, changes in actuarial assumptions, or differences
between expected and actual investment returns. The amounts are deferred and amortized.

Fund Balances

Governmental funds report nonspendable fund balance for amounts that cannot be spent because they
are either (a) not in spendable form or (b) legally or contractually required to be maintained intact.
Restricted fund balance is reported when externally imposed constraints are placed on the use of
resources by grantors, contributors, or laws or regulations of other governments. Committed fund balance
is reported for amounts that can only be used for specific purposes pursuant to constraints imposed by
formal action of the Board of Trustees (the government’s highest level of decision-making authority). A
formal resolution of the Board of Trustees is required to establish, modify, or rescind a fund balance
commitment. The Township reports assigned fund balance for amounts that are constrained by the
government’s intent to be used for specific purposes, but are neither restricted nor committed.
Unassigned fund balance is the residual classification for the general fund or deficit fund balances.

When the government incurs an expenditure for purposes for which various fund balance classifications

can be used, it is the government’s policy to use restricted fund balance first, then committed, assigned,
and finally unassigned fund balance.
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Pensions

For purposes of measuring the net pension asset, deferred outflows of resources and deferred inflows of
resources related to pensions, and pension expense, information about the fiduciary net position of the
plan and additions to/deductions from the plan fiduciary net position have been determined on the same
basis as they are reported by the plan. For this purpose, benefit payments (including refunds of employee
contributions) are recognized when due and payable in accordance with the benefit terms. Investments
are reported at fair value.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenue and expenses during the period. Actual
results could differ from those estimates.

2. BUDGETARY INFORMATION

Annual budgets are adopted for all governmental fund types each year on a basis consistent with
generally accepted accounting principles. The government’s final budget must be prepared and adopted
prior to January 1st of each year.

Reported budgeted amounts are as originally adopted or as amended by the Township Board. The legal
level of budgetary control is the activity level. The government does not utilize encumbrance accounting.

The Township’s expenditures were within budget for all activities.
3. DEPOSITS AND INVESTMENTS

A reconciliation of cash as shown on the Statement of Net Position and Statement of Fiduciary Assets and
Liabilities to deposits as classified for note disclosure purposes is as follows:

Primary Component
Government Units Total

Statement of Net Position

Cash and cash equivalents S 2,433,604 S 53,352 S§ 2,486,956
Statement of Fiduciary Assets and Liabilities

Cash and cash equivalents 231,118 - 231,118

S 2,664,722 S 53,352 $§ 2,718,074

Classification of deposits and investments

Bank deposits (checking and savings accounts) S 2,717,924

Cash on hand 150
Total S 2,718,074

42



CHARTER TOWNSHIP OF ROYAL OAK

[ \otes to Financial Statements
Deposit and investment risk

Interest Rate Risk. State law limits the allowable investments and the maturities of some of the
allowable investments. The Township’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 deposits and
bank accounts with qualified financial 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. The Township’s investment policy does not have specific limits in
excess of state law on investment credit risk. The Township had no investments at year end.

Custodial Credit Risk - Deposits. Custodial credit risk is the risk that in the event of a bank failure, the
Township’s deposits may not be returned. State law does not require and the Township does not have a
policy for deposit custodial credit risk. At year-end, $2,416,874 of the combined bank balance of
$2,688,639 of deposits (total book balance of $2,717,924 was exposed to custodial credit risk as 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 Township 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
Township does not have a policy for investment custodial credit risk. The Township had no investments at
year end.

Concentration of Credit Risk. State law limits allowable investments but does not limit concentration of
credit risk. The Township’s investment policy does not have specific limits in excess of state law on
concentration of credit risk. The Township had no investments at year end.

4. RECEIVABLES

Receivables are as follows:

Primary Component
Government Units
Accounts ) 42,987 S -
Taxes 843,373 136,334
Total S 886,360 S 136,334

No allowance for doubtful accounts was deemed necessary.
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5. CAPITAL ASSETS

Capital assets activity for the year ended December 31, 2017, was as follows:

Beginning Ending
Balance Additions Disposals Balance

Primary government
Governmental activities
Capital assets not being depreciated-

Land S 240,000 S - S (10,000) S 230,000
Capital assets being depreciated:

Buildings and improvements 259,737 - - 259,737

Equipment and furniture 45,000 14,149 59,149

Vehicles 46,000 - - 46,000

350,737 14,149 364,886

Less accumulated depreciation for:

Buildings and improvements (259,737) - - (259,737)

Equipment and furniture (45,000) (2,830) (47,830)

Vehicles (46,000) - (46,000)

(350,737) (2,830) (353,567)

Total capital assets

being depreciated, net 11,319 11,319
Governmental activities

capital assets, net ) 240,000 S 11,319 S (10,000) S 241,319
Component unit
Downtown Development Authority
Capital assets not being depreciated-

Land S 153,335 § $ - S 153,335
6. INTERFUND RECEIVABLES, PAYABLES AND TRANSFERS

The composition of interfund balances as of December 31, 2017, was as follows:

Due from Due to Other

Other Funds Funds
General fund S 26,571 § 63,823
Police 63,823 -
Nonmajor governmental funds 26,571
S 90,394 § 90,394

The above balances generally resulted from a time lag between the dates that interfund goods and
services are provided or reimbursable expenditures occur, transactions are recorded in the accounting

system, and payments between funds are made.
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For the year ended December 31, 2017, interfund transfers consisted of the following:

Transfers in Transfers out

General fund S 244 S 94,713
Recreation 13,713 -
Nonmajor governmental funds 81,000 244

$ 94,957 S 94,957

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; and (2) use unrestricted revenues collected in the general fund to
finance various programs accounted for in other funds in accordance with budgetary authorizations.

7. LONG-TERM DEBT

Long-term debt activity for the primary government for the year ended December 31, 2017 was as

follows:
Beginning Ending Due Within
Balance Additions Deductions Balance One Year
Primary government
Governmental activities
Compensated absences S 17,880 § 10,598 § (17,880) S 10,598 § 10,598

Compensated absences are typically liquidated by the general fund.

Long-term debt activity for the DDA component unit for the year ended December 31, 2017 was as

follows:
Beginning Ending Due Within
Balance Additions Deductions Balance One Year
Component unit
DDA
Installment purchase
agreement S 51,699 § - S (8,655) $ 43,044 S 9,281
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The Authority entered into a long-term installment purchase agreement in year 2010 for the purchase of
land for $100,000 due in monthly installments of $1,000, with interest at a rate of 7.0%, and payable
through February 2022. Annual debt service requirements to maturity are as follows:

Year ending
December 31, Principal Interest
2018 S 9,281 § 2,719
2019 9,952 2,048
2020 10,671 1,329
2021 11,443 557
2022 1,697 14

$ 43,044 S 6,667

8. PROPERTY TAXES

Property taxes are levied on December 1 and are due in February of the following year. The Township
bills and collects its own property taxes along with collecting taxes for various other taxing jurisdictions.
Township tax revenues are recognized in the year following the December 1 levy date when the proceeds
of the levy are budgeted and available for the financing of operations. Taxes are considered delinquent
on March 1, at which time the applicable property is subject to lien and penalty and interest is assessed.

Assessed values, as established annually by the government, are subject to acceptance by the County and
equalized by the State at an estimated 50% of current market value. The taxable value of real and
personal property in the Township totaled $30,338,120. The government’s general operating tax rate for
fiscal year 2017 was 8.7102 mills, with an additional 2.0000 and 2.5000 special-voted mills for the library
and parks and recreation, respectively. In addition, ad valorem special assessment mills totaled 13.0000
for fire services, 1.2500 for parks and recreation, 4.0000 for garbage disposal and 1.5000 for street
lighting.

9. PENSION PLAN
General Information About the Plan

Plan Description. The Township participates in the Municipal Employees’ Retirement System (MERS) of
Michigan, a defined benefit pension plan providing certain retirement, disability and death benefits to
plan members and beneficiaries. MERS is an agent multiple-employer, statewide public employee pension
plan established by the Michigan Legislature under Public Act 135 of 1945 and administered by a nine
member Retirement Board. Public Act 427 of 1984, as amended, establishes and amends the benefit
provisions of the participants in MERS. MERS issues a publicly available financial report that includes
financial statements and required supplementary information. This report may be obtained by accessing
the MERS website at www.mersofmich.com.

Benefits Provided. Pension benefits vary by division/bargaining unit and are calculated as final average
compensation (based on a 5 year period) and multipliers ranging from 2.0% to 2.25%. Participants are
considered to be fully vested in the plan after 6 years. Normal retirement age is 60 with early retirement
at age 50 with 25 years of service, age 55 with 25 years of service, or age 55 with 15 years of service,
depending on division/bargaining unit.
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Employees Covered by Benefit Terms. At December 31, 2016, plan membership consisted of the

following:
Inactive employees or beneficiaries currently receiving benefits 15
Inactive employees entitled to but not yet receiving benefits 1
Active employees 2
Total membership 18

Contributions. The employer is required to contribute amounts at least equal to the actuarially
determined rate, as established by the MERS Retirement Board. The actuarially determined rate is the
estimated amount necessary to finance the cost of benefits earned by employees during the year, with an
additional amount to finance any unfunded accrued liability. The employer may establish contribution
rates to be paid by its covered employees. During the year ended December 31, 2017, the Township or its
employees did not contribute to the plan.

Net pension asset. The Township's net pension asset was measured as of December 31, 2017, and the
total pension liability used to calculate the net pension asset was determined by an actuarial valuation as
of December 31, 2016 (rolled forward to December 31, 2017).

Actuarial assumptions. The total pension asset in the December 31, 2016 actuarial valuation was
determined using the following actuarial assumptions, applied to all periods included in the

measurement:
Inflation 2.50%
Salary Increases 3.75% in the long-term
Investment rate of return 8.0%, net of investment expense and including
inflation

Although no specific price inflation assumptions are needed for the valuation, the 2.5% long-term wage
inflation assumption would be consistent with a price inflation of 3%-4%.

Mortality rates used were based on the RP-2014 Group Annuity Mortality Table of a 50% Male and 50%
Female blend.

The actuarial assumptions used in the December 31, 2016 valuation were based on the results of the most
recent actuarial experience study of 2009-2013, conducted in 2015.
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The long-term expected rate of return on pension plan investments was determined using a model
method in which the best-estimate ranges of expected future real rates of return (expected returns, net
of investment and administrative expenses and inflation) are developed for each major asset class. These
ranges are combined to produce the long-term expected rate of return by weighting the expected future
real rates of return by the target asset allocation percentage and by adding expected inflation. The
target allocation and best estimates of arithmetic real rates of return for each major asset class are
summarized in the following table:

Expected
Long-term Money-

Target Expected Real Weighted Rate

Asset Class Allocation Rate of Return of Return
Global equity 57.50% 5.02% 2.89%
Global fixed income 20.00% 2.18% 0.44%
Real Assets 12.50% 4.23% 0.53%
Diversifying strategies 10.00% 6.56% 0.64%

100.00%

Inflation 3.25%
Administrative expenses netted above 0.25%
Investment rate of return 8.00%

Discount Rate. The discount rate used to measure the total pension liability is 8.00%. The projection of
cash flows used to determine the discount rate assumes that employer and employee contributions will be
made at the rates agreed upon for employees and the actuarially determined rates for employers. Based
on these assumptions, the pension plan’s fiduciary net position was projected to be available to pay all
projected future benefit payments of current active and inactive employees. Therefore, the long-term
expected rate of return on pension plan investments was applied to all periods of projected benefit
payments to determine the total pension asset.
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Changes in Net Pension Asset. The components of the change in the net pension asset are summarized as

follows:
Net Pension
Total Pension Plan Fiduciary Liability
Liability Net Position (Asset)
(a) (b) (@) - (b)
Balances at December 31, 2016 S 2,312,022 $§ 2,636,605 S (324,583)
Changes for the year:
Service cost 5,950 - 5,950
Interest 178,846 - 178,846
Difference between expected and actual
experience 9,090 - 9,090
Net investment income - 341,579 (341,579)
Benefit payments, including refunds of
employee contributions (158,856) (158,856) -
Administrative expense - (5,421) 5,421
Other changes (52,265) - (52,265)
Net changes (17,235) 177,302 (194,537)
Balances at December 31, 2017 S 2,294,787 S 2,813,907 § (519,120)

Changes in actuarial assumptions for the December 31, 2016 actuarial valuation. Based on the 2009-2013
Five-Year Experience Study conducted during 2015, the MERS Retirement Board adopted the following
changes in actuarial assumptions and methods: a) the mortality table was adjusted to reflect longer
lifetimes; b) the assumed annual rate of investment return, net of all expenses, was lowered from 8.25%
to 8.00%; c) asset smoothing was changed from 10 years to 5 years, effective 2016; d) new sources of
unfunded accrued liabilities will be amortized over separate fixed periods, effective 2016; e) other
actuarial assumptions were revised, but had a smaller impact than a) and b) above.

Sensitivity of the Net Pension Asset to Changes in the Discount Rate. The following presents the net
pension asset of the Township, calculated using the discount rate of 8.00%, as well as what the
Township’s net pension asset would be if it were calculated using a discount rate that is 1% lower (7.00%)
or 1% higher (9.00%) than the current rate:

Current
1% Decrease Discount Rate 1% Increase
(7.00%) (8.00%) (9.00%)
Township's net pension liability (asset) S (330,130) S (519,120) S (683,230)

Pension Plan Fiduciary Net Position. Detailed information about the pension plan’s fiduciary net position
is available in the separately issued Plan financial statements.
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Pension Expense and Deferred Outflows of Resources and Deferred Inflows of Resources Related to
Pensions. For the year ended December 31, 2017, the Township recognized pension expense of $49,749.
The Township reported deferred outflows and inflows of resources related to pensions from the following

sources:
Deferred Deferred
Outflows of Inflows of
Resources Resources Total
Net difference between projected and actual
earnings on pension plan investments S - S (55,590) S (55,590)

Amounts reported as pension-related deferred outflows of resources and deferred inflows of resources
will be recognized in pension expense as follows:

Year Ended
December 31, Amount
2018 ) 7,566
2019 7,568
2020 (43,278)
2021 (27,446)
Total S (55,590)

10. OTHER POSTEMPLOYMENT BENEFITS

Plan Description. Upon retirement, the Township provides full healthcare benefits to certain retirees and
their spouse. Coverage ends upon becoming Medicaid eligible, at the age of 65. The plan is closed to new
hires.

Plan Membership. As of December 31, 2017, the Plan had 4 participants (3 retirees currently receiving
benefits and 1 active participants).

Funding Policy. The contribution requirements of Plan members and the Township are established and
may be amended by the Township Board of Trustees. The required contribution is based on projected pay-
as-you go financing requirements. For the year ended December 31, 2017, the Township contributed
$21,310 to the Plan. Retirees receiving benefits are not required to contribute toward healthcare
benefits. Accordingly, retirees made no contributions for the year ended December 31, 2017.
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Annual OPEB Cost and Net OPEB Obligation. The Township’s annual other postemployment benefit
(OPEB) cost (expense) is calculated based on the annual required contribution of the employer (ARC). The
Township has elected to calculate the ARC and related information using the alternative measurement
method permitted by GASB Statement No. 45 for employers in plans with fewer than one hundred total
plan members. The ARC represents a level of funding that, if paid on an ongoing basis, is projected to
cover normal cost each year and amortize any unfunded actuarial liabilities (or funding excess) over a
period not to exceed thirty years. The following table shows the components of the Township's annual

OPEB cost for the year, the amount actually contributed to the Plan, and changes in the Township's net
OPEB obligation:

Annual required contribution ) 18,200
Interest on net OPEB obligation 1,475
Adjustment to annual required contribution (2,280)
Net OPEB cost 17,395
Contributions made (21,310)
Change in net OPEB obligation (3,915)
Net OPEB obligation, beginning of year 73,783
Net OPEB obligation, end of year ) 69,868

The Township’s annual OPEB cost, the percentage of annual OPEB cost contributed to the plan, and the
net OPEB obligation for the current and two preceding years were as follows:

Three-Year Trend Information
Percentage of

Annual
Annual OPEB Actual OPEB Cost Net OPEB
Year Ended Cost Contribution Contributed Obligation
12/31/2015 S 13,515  § 9,224 68.3% S 68,840
12/31/2016 15,513 10,570 68.1% 73,783
12/31/2017 17,395 21,310 122.5% 69,868

Funded Status. The funded status of the Plan as of December 31, 2016, the date of the most recent
actuarial valuation, was as follows:

Actuarial accrued liabilities (a) S 89,053
Actuarial value of plan assets (b) -
Unfunded actuarial accrued liability (a-b) S 89,053
Funded ratio (b/a) 0.0%
Covered payroll (c) S 76,767
Unfunded actuarial accrued liability

as a percentage of covered payroll ([a-b]/c) 116.0%
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The projection of future benefit payments for an ongoing plan involves estimates of the value of reported
amounts and assumptions about the probability of occurrence of events far into the future. Examples
include assumptions about future employment, mortality, and the healthcare cost trend. Amounts
determined regarding the funded status of the plan and the annual required contributions of the
employer are subject to continual revision as actual results are compared with past expectations and new
estimates are made about the future. The schedule of funding progress, presented as required
supplementary information following the notes to the financial statements, presents multiyear trend
information about whether the actuarial value of plan assets is increasing or decreasing over time relative
to the actuarial accrued liabilities for benefits calculations.

Actuarial Methods and Assumptions. Projections of benefits for financial reporting purposes are based on
the substantive plan (the Plan as understood by the employer and Plan members) and include the types of
benefits provided at the time of each valuation and the historical pattern of sharing of benefit costs
between the employer and plan members to that point. The methods and assumptions used include
techniques that are designed to reduce the effects of short-term volatility in actuarial accrued liabilities
and the actuarial value of assets, consistent with the long-term perspective of the calculations.

The following simplifying assumptions were made:

Retirement age for active employees - Based on the historical average retirement age for the covered
group, active plan members were assumed to retire at age 62.

Marital status - Marital status of members at the calculation date was assumed to continue throughout
retirement.

Mortality - Life expectancies were based on mortality tables from the National Center for Health
Statistics. The 2006 United States Life Tables for Males and for Females were used.

Turnover - Non-group-specific age-based turnover data from GASB Statement 45 were used as the
basis for assigning active members a probability of remaining employed until the assumed retirement
age and for developing an expected future working lifetime assumption for purposes of allocating to
periods the present value of total benefits to be paid.

Healthcare cost trend rate - The expected rate of increase in healthcare insurance premiums was
based on projections by the Township’s management. A rate of 5.0 percent was used.

Health insurance premiums - 2016 health insurance premiums for retirees were used as the basis for
calculation of the present value of total benefits to be paid.

Inflation rate - The expected long-term inflation assumption of 3.0 percent was based on projected
changes in the Consumer Price Index for Urban Wage Earners and Clerical Workers (CPI-W) in The 2006
Annual Report of the Board of Trustees of the Federal Old-Age and Survivors Insurance and Disability
Insurance Trust Funds for an intermediate growth scenario.

Payroll growth rate - The expected long-term payroll growth rate was assumed to equal the rate of
inflation.
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11.

12.

Based on the historical and expected returns of the Township’s short-term investment portfolio, a
discount rate of 2.0 percent was used. In addition, a simplified version of the entry age actuarial cost
method was used. The 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, 2016, was 8
years.

RESTATEMENT

Beginning fund balance was increased in the general fund and decreased in the recreation fund by
$50,000 to correct an error in an interfund loan recorded in a prior year.

WATER AND SEWER OPERATIONS

Water and sewer services are provided to Township residents by the Oakland County Water Resources
Commission office who operate and maintain the systems on behalf of the Township. These operations are
included in the Oakland County, Michigan audited financial statements in the Water and Sewer Trust
Enterprise Fund. Summarized financial data as of and for the year ended September 30, 2017 is as
follows:

Assets S 1,486,881
Liabilities 53,123
Total net position S 1,433,758
Revenues S 1,717,342
Expenses 1,293,579
Change in net position 423,763
Net position, beginning of year 1,009,995
Net position, end of year S 1,433,758
EEEEN
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. Required Supplementary Information
MERS Agent Multiple-Employer Defined Benefit Pension Plan

Schedule of Changes in Net Pension Asset and Related Ratios

Year Ended December 31,

2017 2016 2015

Total pension liability

Service cost S 5,950 § 13,233 $ 14,498

Interest 178,846 175,818 180,499

Differences between expected and actual experience 9,090 (32,796) -

Changes of assumptions - 137,827 -

Benefit payments, including refunds of employee contributions (158,856) (134,895) (144,653)

Other changes (52,265) (105,724) (44,734)
Net change in total pension liability (17,235) 53,463 5,610
Total pension liability, beginning of year 2,312,022 2,258,559 2,252,949
Total pension liability, end of year 2,294,787 2,312,022 2,258,559
Plan fiduciary net position

Employee contributions - - 2,295

Net investment income (loss) 341,579 279,454 (38,835)

Benefit payments, including refunds of employee contributions (158,856) (134,895) (144,653)

Administrative expense (5,421) (5,521) (5,778)

Other - (300) (25)
Net change in plan fiduciary net position 177,302 138,738 (186,996)
Plan fiduciary net position, beginning of year 2,636,605 2,497,867 2,684,863
Plan fiduciary net position, end of year 2,813,907 2,636,605 2,497,867
Township's net pension asset S (519,120) $ (324,583) $ (239,308)
Plan fiduciary net position as a percentage

of total pension liability 122.6% 114.0% 110.6%
Covered payroll S 46,629 S 110,340 § 121,854
Township's net pension asset as a percentage

of covered payroll -1113.3% -294.2% -196.4%

Note: GASB 68 became effective in 2015. This schedule is being built prospectively. Ultimately, 10 years of data will
be presented.
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MERS Agent Multiple-Employer Defined Benefit Pension Plan

Schedule of the Net Pension Asset

Plan Net Net Pension
Position as Asset as
Year Ended Percentage of Percentage
December  Total Pension Plan Net Net Pension Total Pension Covered of Covered
31, Liability Position Liability (Asset) Liability Payroll Payroll
2017 S 2,294,787 $§ 2,813,907 S (519,120) 122.6% S 46,629 -1113.3%
2016 2,312,022 2,636,605 (324,583) 114.0% 110,340 -294.2%
2015 2,258,559 2,497,867 (239,308) 110.6% 121,854 -196.4%

Note: GASB 68 became effective in 2015. This schedule is being built prospectively. Ultimately, 10 years of data will
be presented.
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MERS Agent Multiple-Employer Defined Benefit Pension Plan

Schedule of Contributions

Contributions

Year in Relation to Contributions
Ending Actuarially the Actuarially  Contribution as Percentage
December Determined Determined Deficiency Covered of Covered
31, Contribution Contribution (Excess) Payroll Payroll
2017 S - S - S - S 46,629 0.0%
2016 - - - 110,340 0.0%
2015 - - - 121,854 0.0%

Note: GASB 68 became effective in 2015. This schedule is being built prospectively. Ultimately, 10 years of data will
be presented.

Notes to Schedule of Contributions

Notes Actuarially determined contribution rates are calculated as of
December 31, which is 12 months prior to the beginning of the fiscal
year in which contributions are reported.

Methods and assumptions used to determine contribution rates:

Actuarial cost method Entry-age normal
Amortization method Level percent of payroll, closed
Remaining amortization
period 23 years
Asset valuation method Open; 5-year smooth market
Inflation 3.0% to 4.0%
Salary increases 3.75% in the long-term
Investment rate of return 8.00%, net of investment expense and including inflation
Retirement age Age-based table of rates that are specific to the type of eligibility

condition. The Normal Retirement rates were first used for the
December 31, 2015 actuarial valuations. The Early Retirement rates
were first used for the December 31, 2015 valuations.

Mortality Mortality rates used were based on the RP-2014 Group Annuity
Mortality Table of a 50% Male and 50% Female blend.
Other information Changes in liability due to differences between actual and expected

experience, and changes in assumptions, are recognized in pension
expense over the average remaining service lives of all employees.
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12/31/2014 : 82,366 : 82,366 102,446 80.4%
12/31/2015 : 80,847 0.0% 80,847 81,700 99.0%
12/31/2016 : 89,053 0.0% 89,053 76,767 116.0%
~ Schedule of Employer Contributions
2015 S 14,600 63.2%
2016 16,179 65.3%
2017 18,200  117.1%
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Il Combining Balance Sheet
Nonmajor Governmental Funds

December 31, 2017

Assets
Cash and cash equivalents
Accounts receivable
Taxes receivable

Total assets
Liabilities
Accounts payable
Due to other funds

Total liabilities

Deferred inflows of resources

Taxes levied for the following year

Fund balances
Restricted
Committed

Total fund balances

Total liabilities, deferred

inflows of resources and fund balances

Capital

Special Revenue Funds Projects

Street Community Neighborhood Capital

Light Development Stabilization Improvement Total

10,376 S 9,946 S - S 78,223 S 98,545
458 16,625 - 17,083
38,567 - 38,567
49,401 S 26,571 S - S 78,223 S 154,195
3,176 S -8 - S 919 § 4,095
26,571 - - 26,571
3,176 26,571 919 30,666
38,567 38,567
7,658 - 7,658
- 77,304 77,304
7,658 77,304 84,962
49,401 S 26,571 S - S 78,223 $ 154,195
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. Combining Statement of Revenues, Expenditures and
Changes in Fund Balances - Nonmajor Governmental Funds
For the Year Ended December 31, 2017

Capital
Special Revenue Funds Projects
Street Community Neighborhood Capital
Light Development Stabilization Improvement Total
Revenue
Taxes and special assessments S 38,356 S - S - S - S 38,356
Federal revenue - 14,786 - - 14,786
Interest revenue 17 13 - 38 68
Total revenue 38,373 14,799 - 38 53,210
Expenditures
Public works 39,413 - 39,413
Community development - 14,799 - 14,799
Capital outlay - 14,149 14,149
Total expenditures 39,413 14,799 - 14,149 68,361
Revenues under expenditures (1,040) - - (14,111) (15,151)
Other financing sources (uses)
Proceeds from sale of capital assets - 16,415 16,415

Transfers in 6,000 - - 75,000 81,000

Transfers out (244) (244)
Total other financing sources (uses) 6,000 - (244) 91,415 97,171
Net change in fund balances 4,960 - (244) 77,304 82,020
Fund balances, beginning of year 2,698 - 244 - 2,942
Fund balances, end of year S 7,658 § - S - S 77,304 § 84,962
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. Combining Statement of Fiduciary Assets and Liabilities
Agency Funds

December 31, 2017

Tax Trust and
Collection Agency Total

Assets

Cash and cash equivalents S 220,443 S 10,675 § 231,118
Liabilities

Due to other governments ) 30,050 S 10,675 § 40,725

Undistributed taxes 190,393 190,393
Total liabilities ) 220,443 S 10,675 S 231,118
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INDEPENDENT AUDITORS” COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE

June 26, 2018

To the Board of Trustees
Charter Township of Royal Oak

We have audited the financial statements of the governmental activities, the aggregate discretely
presented component units, each major fund, and the aggregate remaining fund information of the
Charter Township of Royal Oak (the “Township”) as of and for the year ended December 31, 2017,
and have issued our report thereon dated June 26, 2018. Professional standards require that we advise
you of the following matters relating to our audit.

Our Responsibility in Relation to the Financial Statement Audit

As communicated in our engagement letter dated May 3, 2018, our responsibility, as described by
professional standards, is to form and express opinions about whether the financial statements that
have been prepared by management with your oversight are fairly presented, in all material respects,
in conformity with accounting principles generally accepted in the United States of America. Our audit
of the financial statements does not relieve you or management of your respective responsibilities.

Our responsibility, as prescribed by professional standards, is to plan and perform our audit to obtain
reasonable, rather than absolute, assurance about whether the financial statements are free of
material misstatement. An audit of financial statements includes consideration of internal control over
financial reporting as a basis for designing audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control
over financial reporting. Accordingly, as part of our audit, we considered the internal control of the
Township solely for the purpose of determining our audit procedures and not to provide any assurance
concerning such internal control.

We are also 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 for the purpose of identifying other matters to
communicate to you.

Our findings regarding internal control over financial reporting, compliance, and other matters noted
during our audit are included in Attachment A to this letter.

Planned Scope and Timing of the Audit

We performed the audit according to the planned scope and timing previously communicated to you in
our engagement letter and in our meeting about planning matters on April 9, 2018.

Compliance with All Ethics Requirements Regarding Independence

The engagement team, others in our firm, as appropriate, and our firm has complied with all relevant
ethical requirements regarding independence.



Qualitative Aspects of the Township’s Significant Accounting Practices

Significant Accounting Policies

Management has the responsibility to select and use appropriate accounting policies. A summary of the
significant accounting policies adopted by the Township is included in Note 1 to the financial
statements.

There have been no initial selections of accounting policies and no changes in significant accounting
policies or their application during the year.

During the year, the Township reported a restatement of beginning fund balance in the general fund
and recreation fund in the amount of $50,000 to correct an error in previously reported interfund
balances that were improperly recorded as transfers in a prior year. The notes to the financial
statements contain a more complete description of this transaction. No matters have come to our
attention that would require us, under professional standards, to inform you about the effect of
significant accounting policies in controversial or emerging areas for which there is a lack of
authoritative guidance or consensus.

Significant Accounting Estimates

Accounting estimates are an integral part of the financial statements prepared by management and are
based on management’s current judgments. Those judgments are normally based on 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 markedly from management’s
current judgments.

The most sensitive accounting estimates affecting the financial statements were:

* Management’s estimate of the useful lives of depreciable capital assets is based on the
length of time it is believed that those assets will provide some economic benefit in the
future.

= Management’s estimate of the accrued compensated absences is based on current hourly
rates and policies regarding payment of sick and vacation banks.

» The assumptions used in the actuarial valuations of the other postemployment benefits
plan are based on historical trends and industry standards.

We evaluated the key factors and assumptions used to develop these estimates and determined that
they are reasonable in relation to the basic financial statements taken as a whole and in relation to the
applicable opinion units. In addition, the financial statements include a net pension asset and other
pension-related amounts, which are dependent on estimates made by the plan. These estimates are
based on historical trends and industry standards, but are not within the control of management.

Significant Difficulties Encountered During the Audit

We encountered no significant difficulties in dealing with management relating to the performance of
the audit.
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Uncorrected and Corrected Misstatements

For purposes of this communication, professional standards require us to accumulate all known and
likely misstatements identified during the audit, other than those that we believe are trivial, and
communicate them to the appropriate level of management. Further, professional standards require us
to also communicate the effect of uncorrected misstatements related to prior periods on the relevant
classes of transactions, account balances or disclosures, and the financial statements as a whole and
each applicable opinion unit. In addition, professional standards require us to communicate to you all
material, corrected misstatements that were brought to the attention of management as a result of
our audit procedures. The material misstatements detected as a result of audit procedures and
corrected by management are described in Attachment A to this letter.

The schedule of adjustments passed is included with management’s written representations in
Attachment C to this letter, and summarizes uncorrected financial statement misstatements whose
effects in the current and prior periods, as determined by management, are immaterial, both
individually and in the aggregate, to the financial statements taken as a whole and each applicable
opinion unit.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a
matter, whether or not resolved to our satisfaction, concerning a financial accounting, reporting, or
auditing matter, which could be significant to the Township’s financial statements or the auditors’
report. No such disagreements arose during the course of the audit.

Representations Requested from Management

We have requested certain written representations from management, which are included in
Attachment C to this letter.

Management’s Consultations with Other Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters. Management informed us that, and to our knowledge, there were no consultations
with other accountants regarding auditing and accounting matters.

Other Significant Matters, Findings, or Issues

In the normal course of our professional association with the Township, we generally discuss a variety
of matters, including the application of accounting principles and auditing standards, operating and
regulatory conditions affecting the entity, and operational plans and strategies that may affect the
risks of material misstatement. None of the matters discussed resulted in a condition to our retention
as the Township’s auditors.

Other Information in Documents Containing Audited Financial Statements

Our responsibility for the supplementary information accompanying the financial statements, as
described by professional standards, is to evaluate the presentation of the supplementary information
in relation to the financial statements as a whole and to report on whether the supplementary
information is fairly stated, in all material respects, in relation to the financial statements as a whole.
We made certain inquiries of management and evaluated the form, content, and methods of preparing
the information to determine that the information complies with accounting principles generally
accepted in the United States of America, the method of preparing it has not changed from the prior
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period, and the information is appropriate and complete in relation to our audit of the financial
statements. We compared and reconciled the supplementary information to the underlying accounting
records used to prepare the financial statements or to the financial statements themselves.

Upcoming Changes in Accounting Standards

Generally accepted accounting principles (GAAP) are continually changing in order to promote the
usability and enhance the applicability of information included in external financial reporting. While it
would not be practical to include an in-depth discussion of every upcoming change in professional
standards, Attachment B to this letter contains a brief overview of recent pronouncements of the
Governmental Accounting Standards Board (GASB) and their related effective dates. Management is
responsible for reviewing these standards, determining their applicability, and implementing them in
future accounting periods.

This information is intended solely for the use of the governing body and management of the Charter
Township of Royal Oak and is not intended to be and should not be used by anyone other than these
specified parties.

Very truly yours,

&@M{fﬂm LLC
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CHARTER TOWNSHIP OF ROYAL OAK

[ Attachment A - Consideration of Internal Control Over Financial Reporting
For the December 31, 2017 Audit

We have audited, in accordance with the auditing standards generally accepted in the United States of
America, the financial statements of the governmental activities, the aggregate discretely presented
component units, each major fund, and the aggregate remaining fund information of the Charter
Township of Royal Oak (the "Township”), as of and for the year ended December 31, 2017, and the related
notes to the financial statements, which collectively comprise the Township’s basic financial statements,
and have issued our report thereon dated June 26, 2018.

In planning and performing our audit of the financial statements, we considered the Township’s internal
control over financial reporting (internal control) to determine the audit procedures that are appropriate in
the circumstances for the purpose of expressing our opinions on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the Township’s internal control. Accordingly, we
do not express an opinion on the effectiveness of the Township’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 material weaknesses or
significant deficiencies and therefore, material weaknesses or significant deficiencies may exist that were
not identified. However, as discussed below, we identified certain deficiencies in internal control over
financial reporting that we consider to be material weaknesses.

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.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less

severe than a material weakness, yet important enough to merit attention by those charged with
governance.
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[ Attachment A - Consideration of Internal Control Over Financial Reporting
For the December 31, 2017 Audit

Material Weakness

Segregation of Duties (repeat)

Criteria: Management is responsible for establishing effective internal controls to safeguard the
Township's assets, and to prevent or detect misstatements to the financial statements. In establishing
appropriate internal controls, careful consideration must be given to the cost of a particular control
and the related benefits to be received. Accordingly, management must make the difficult decision of
what degree of risk it is willing to accept, given the Township’s unique circumstances. ldeally, no single
individual should ever be able to authorize a transaction, record the transaction in the accounting
records, and maintain custody of the assets resulting from the transaction. Effectively, proper
segregation of duties is intended to prevent an individual from committing an act of fraud or abuse and
being able to conceal it.

Condition: As is the case with many organizations of similar size, the Township lacks a sufficient
number of accounting personnel in order to ensure a complete segregation of duties within its
accounting function.

Additionally, Township finance personnel have access to the source database in the financial software.
As a result, inappropriate changes could be made directly to financial data such as account numbers,
account names, transaction amounts and other data through means other than application transactions.

Cause. This condition is a result of the Township’s limited resources, and the small size of its
accounting staff.

The financial accounting software is integral to controls and is not designed to mitigate the risk of one
individual being able to manually adjust the financial database.

Effect: As a result of this condition, the Township is exposed to an increased risk that misstatements or
misappropriations might occur and not be detected by management in a timely manner.

Recommendation: While there are no easy answers to the challenge of balancing the costs and benefits
of internal control and segregation of duties, we would nevertheless encourage management to actively
seek ways to further strengthen its internal control structure by requiring as much independent review,
reconciliation and approval of accounting functions by qualified members of management as possible.

We also recommend the Township implement controls to prevent or restrict access to the source
database in the financial software.
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[ Attachment A - Consideration of Internal Control Over Financial Reporting
For the December 31, 2017 Audit

Material Weakness

Library Controls

Criteria: Management of the Library component unit is responsible for adhering to its internal controls,
to safeguard assets, and to prevent or detect misstatements to the financial statements.

Condition: In 2016, several controls were put in place to verify that all expenditures at the Library
were necessary and reasonable. However, certain expenditures were submitted for approval by Library
personnel during 2017 that lacked the required supporting documentation and/or were not allowable
expenditures for a local government. Procedures implemented by Township personnel, requiring
approval for all expenditures, prevented any of these expenditures from actually being paid.

Cause: It appears there is a lack of understanding of the Township's policies which require supporting
documentation for all expenditures and the types of expenditures that are allowable for local
governments by Library personnel.

Effect: The lack of adequately documenting expenditures and inadequate understanding of allowable
expenditures exposes the Library to an increased risk that misstatements or misappropriations of assets
may occur and not be detected in a timely manner.

Recommendation: We recommend that Library personnel and board members obtain adequate training
or inquire of Township personnel regarding policies, allowable expenditures and adequate

documentation of expenditures.

Material Weakness

Restatement

Criteria: Management is responsible for maintaining its accounting records in accordance with generally
accepted accounting principles (GAAP).

Condition: Beginning fund balance was increased in the general fund and decreased in the recreation
fund by $50,000 to correct an error in previously reported interfund balances that were improperly

recorded as transfers in a prior year.

Cause: Internal controls did not detect all adjustments necessary to properly record year-end balances
in prior years.

Effect: As a result of this condition, a restatement was required to beginning fund balance.

Recommendation: We recommend the Township implement controls to ensure that all transactions are
properly recorded and supported.
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CHARTER TOWNSHIP OF ROYAL OAK

. Attachment B - Upcoming Changes in Accounting Standards / Regulations
For the December 31, 2017 Audit

The following pronouncements of the Governmental Accounting Standards Board (GASB) have been released
recently and may be applicable to the Township in the near future. We encourage management to review
the following information and determine which standard(s) may be applicable to the Township. For the
complete text of these and other GASB standards, visit www.gasb.org and click on the “Standards &
Guidance” tab. If you have questions regarding the applicability, timing, or implementation approach for
any of these standards, please contact your audit team.

GASB 75 B Postemployment Benefits Other than Pensions
Effective 06/15/2018 (your FY 2018)

This standard builds on the requirements of GASB 74 by requiring employers that provide other
postemployment benefits (OPEB) to recognize a net OPEB liability on their statements of net position. It
mirrors the new accounting and financial reporting requirements of GASB 68 for pension benefits.

GASB 83 H Certain Asset Retirement Obligations
Effective 06/15/2019 (your FY 2019)

This standard addresses accounting and financial reporting for certain asset retirement obligations--legally
enforceable liabilities associated with the retirement of a tangible capital asset. We do not expect this
standard to have any significant effect on the Township.

GASB 84 W Fiduciary Activities
Effective 12/15/2019 (your FY 2019)

This standard establishes new criteria for determining how to report fiduciary activities in governmental
financial statements. The focus is on whether the government is controlling the assets, and who the
beneficiaries are. Under this revised standard, certain activities previously reported in agency funds may be
reclassified in future periods. Due to the number of specific factors to consider, we will continue to assess
the degree to which this standard may impact the Township.

GASB 85 B Omnibus 2017
Effective 06/15/2018 (your FY 2018)

This standard includes a variety of small technical revisions to previously issued GASB statements. We do
not expect this standard to have any significant effect on the Township.

GASB 86 H Certain Debt Extinguishment Issues
Effective 06/15/2018 (your FY 2018)

This standard provides guidance for reporting the in-substance defeasance of outstanding debt obligations
using existing resources. Qualifying transactions will remove both the assets placed into trust and the
related debt obligation from the government's statement of net position. We do not expect this standard to
have any significant effect on the Township.
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CHARTER TOWNSHIP OF ROYAL OAK

. Attachment B - Upcoming Changes in Accounting Standards / Regulations
For the December 31, 2017 Audit

GASB 87 W Leases
Effective 12/15/2020 (your FY 2020)

This standard establishes a single model for reporting all leases (including those previously classified as
operating and capital). Lessees will now report offsetting intangible lease assets and lease liabilities equal
to the present value of future lease payments. Lessors will report offsetting lease receivables and deferred
inflows of resources.

GASB 88 H Certain Disclosures Related to Debt
Effective 06/15/2019 (your FY 2019)

This standard provides guidance on note disclosures related to debt, including direct borrowings and direct
placements. It also clarifies which liabilities governments should include when disclosing information

related to debt. We do not expect this standard to have any significant effect on the Township.
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CHARTER TOWNSHIP OF ROYAL OAK

. Attachment C - Management Representations
For the December 31, 2017 Audit

The following pages contain the written representations that we requested from management.
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CHARTER TOWNSHIP OF ROYAL OAK
ADMINISTRATIVE OFFICES
21131 GARDEN LANE, 2ND FLOOR
FERNDALE, MICHIGAN 48220

Donna J. Squalls Trustees
Supervisor Karen Ballard
Gwendolyn Turner OFFICE PHONE (248) 547-9800 Jollie Dixon
Clerk FAX (248) 547-1415 Richard Miles
Cynthia Phillips Kim Tillery

!
EasHEs June 26, 2018

Rehmann Robson
675 Robinson Road
Jackson, MI 49203

This representation letter is provided in connection with your audit of the financial statements of the
governmental activities, the aggregate discretely presented component units, each major fund, and the
aggregate remaining fund information of the Charter Township of Royal Oak (the “Township”), as of
and for the year ended December 31, 2017 and the related notes to the financial statements, for the
purpose of expressing opinions on whether the basic financial statements present fairly, in all material
respects, the financial position, results of operations, and the respective budgetary comparison for the
general fund and each major special revenue fund of the Township in conformity with accounting
principles generally accepted for governments in the United States of America (U.S. GAAP).

Certain representations in this letter are described as being limited to matters that are material. Items
are considered material, regardless of size, if they involve an omission or misstatement of accounting
information that, in the light of surrounding circumstances, makes it probable that the judgment of a
reasonable person relying on the information would be changed or influenced by the omission or
misstatement.

We confirm that, having made such inquiries as we considered necessary for the purpose of appropriately
informing ourselves as of June 26, 2018:

Financial Statements

1. We have fulfilled our responsibilities, as set out in the terms of the audit engagement letter dated
May 3, 2018, for the preparation and fair presentation of the financial statements of the various
opinion units referred to above in accordance with U.S. GAAP. We have reviewed, approved, and
taken responsibility for the financial statements and related notes.

2. We have reviewed and approved the various adjusting journal entries that were proposed by you for
recording in our books and records and reflected in the financial statements.

3. We acknowledge our responsibility for the design, implementation, and maintenance of internal
control relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.

4. We acknowledge our responsibility for the design, implementation, and maintenance of internal
control to prevent and detect fraud.

5. Significant assumptions used by us in making accounting estimates, including those measured at fair
value, are reasonable.

6. Related party relationships and transactions have been appropriately accounted for and disclosed in
accordance with the requirements of U.S. GAAP. For the purposes of this letter, related parties
mean members of the governing body; board members; administrative officials; immediate families
of administrative officials, board members, and members of the governing body; and any companies
affiliated with or owned by such individuals.
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10.

11.

12.
13.

14.
15.
16.

17.
18.
19.

20.
21.

22.

23.

All events subsequent to the date of the financial statements and for which U.S. GAAP requires
adjustment or disclosure have been adjusted or disclosed.

The effects of uncorrected misstatements summarized in the attached schedule and aggregated by
you during the current engagement are immaterial, both individually and in the aggregate, to the
applicable opinion units and to the financial statements as a whole.

The effects of all known actual or possible litigation and claims have been accounted for and
disclosed in accordance with U.S. GAAP.

With regard to items reported at fair value:

a. The underlying assumptions are reasonable and they appropriately reflect management’s intent
and ability to carry out its stated courses of action.

b. The measurement methods and related assumptions used in determining fair value are
appropriate in the circumstances and have been consistently applied.

c. The disclosures related to fair values are complete, adequate, and in conformity with U.S. GAAP.

d. There are no subsequent events that require adjustments to the fair value measurements and
disclosures included in the financial statements.

All component units, as well as joint ventures with an equity interest, are included and other joint
ventures and related organizations are properly disclosed.

All funds and activities are properly classified.

All funds that meet the quantitative criteria in GASB Statement No. 34, Basic Financial Statements—
and Management’s Discussion and Analysis—for State and Local Governments, and GASB Statement
No. 37, Basic Financial Statements—and Management’s Discussion and Analysis—for State and Local
Governments: Omnibus, for presentation as major are identified and presented as such and all other
funds that are presented as major are considered important to financial statement users.

All components of net position and fund balance classifications have been properly reported.

All revenues within the statement of activities have been properly classified as program revenues,
general revenues, contributions to term or permanent endowments, or contributions to permanent
fund principal.

All expenses have been properly classified in or allocated to functions and programs in the statement
of activities, and allocations, if any, have been made on a reasonable basis.

All interfund and intra-entity transactions and balances have been properly classified and reported.
Deposit and investment risks have been properly and fully disclosed.

Capital assets, including infrastructure assets, are properly capitalized, reported, and if applicable,
depreciated.

All required supplementary information is measured and presented within the prescribed guidelines.

We believe that the actuarial assumptions and methods used to measure pension and other
postemployment benefit liabilities and costs for financial accounting purposes are appropriate in the
circumstances.

We are responsible for the fair presentation of the Township’s net pension liability as calculated by
the Municipal Employees’ Retirement System of Michigan (MERS) and related amounts. We provided
MERS with complete and accurate information regarding the Township’s participation in the plan,
and have reviewed the information provided by MERS for inclusion in the Township’s financial
statements.

In connection with the correction of an error in the general fund and recreation fund, the Township
has determined that a restatement of beginning fund balance of the general fund and recreation
fund is sufficient to inform financial statement users, and accordingly, no revised and reissued
financial statements for fiscal year 2016 or any previous fiscal years are necessary. Also, the
Township has evaluated the underlying cause of this error and determined that it does not affect any
other areas of the financial statements.
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Information Provided

24. We have provided you with:

25.

26.

27.

28.

29.

30.

31.

32,

33.

34.

35.

36.

37.

a. Access to all information, of which we are aware that is relevant to the preparation and fair
presentation of the financial statements of the various opinion units referred to above, such as
records, documentation, meeting minutes, and other matters;

b. Additional information that you have requested from us for the purpose of the audit; and

c. Unrestricted access to persons within the entity from whom you determined it necessary to
obtain audit evidence.

All transactions have been recorded in the accounting records and are reflected in the financial

statements.

We have disclosed to you the results of our assessment of the risk that the financial statements may

be materially misstated as a result of fraud.

We have no knowledge of any fraud or suspected fraud that affects the entity and involves:

a. Management;
b. Employees who have significant roles in internal control; or
c. Others where the fraud could have a material effect on the financial statements.

We have no knowledge of any allegations of fraud, or suspected fraud, affecting the entity’s financial

statements communicated by employees, former employees, vendors, regulators, or others.

We are not aware of any pending or threatened litigation and claims whose effects should be

considered when preparing the financial statements and we have not consulted legal counsel

concerning litigation or claims.

We have disclosed to you the identity of the entity’s related parties and all the related party

relationships and transactions of which we are aware.

There have been no communications from regulatory agencies concerning noncompliance with or

deficiencies in accounting, internal control, or financial reporting practices.

The government has no plans or intentions that may materially affect the carrying value or

classification of assets and liabilities.

We have disclosed to you all guarantees, whether written or oral, under which the government is

contingently liable.

We have identified and disclosed to you the laws, regulations, and provisions of contracts and grant

agreements that could have a direct and material effect on financial statement amounts, including

legal and contractual provisions for reporting specific activities in separate funds.

There are no:

a. Violations or possible violations of laws or regulations, or provisions of contracts or grant
agreements whose effects should be considered for disclosure in the financial statements or as
a basis for recording a loss contingency, including applicable budget laws and regulations.

b. Unasserted claims or assessments that our lawyer has advised are probable of assertion and must
be disclosed in accordance with GASB-62, Codification of Accounting and Financial Reporting
Guidance Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements.

c. Other liabilities or gain or loss contingencies that are required to be accrued or disclosed by
GASB-62.

The government has satisfactory title to all owned assets, and there are no liens or encumbrances

on such assets nor has any asset or future revenue been pledged as collateral, except as disclosed to

you.

We have complied with all aspects of grant agreements and other contractual agreements that would

have a material effect on the financial statements in the event of noncompliance.




Rehmann Robson

Page 4 of 4

38. We have disclosed to you all significant estimates and material concentrations known to management
that are required to be disclosed in accordance with GASB-62. Significant estimates are estimates at
the balance sheet date that could change materially within the next year. Concentrations refer to
volumes of business, revenues, available sources of supply, or markets or geographic areas for which
events could occur that would significantly disrupt normal finances within the next year.

Supplementary Information in Relation to the Financial Statements as a Whole

39. With respect to the supplementary information accompanying the financial statements:

a.

We acknowledge our responsibility for the presentation of the supplementary information in
accordance with accounting principles generally accepted in the United States of America.

We believe the supplementary information, including its form and content, is fairly presented in
accordance with accounting principles generally accepted in the United States of America.

The methods of measurement or presentation have not changed from those used in the prior
period.

We believe the significant assumptions or interpretations underlying the measurement or

presentation of the supplementary information, and the basis for our assumptions and
interpretations, are reasonable and appropriate in the circumstances.

Required Supplementary Information

40. With respect to the required supplementary information accompanying the financial statements:

a.

/Wi

We acknowledge our responsibility for the presentation of the required supplementary
information in accordance with accounting principles generally accepted in the United States of
America.

We believe the required supplementary information, including its form and content, is measured
and fairly presented in accordance with accounting principles generally accepted in the United
States of America.

The methods of measurement or presentation have not changed from those used in the prior
period.

We believe the significant assumptions or interpretations underlying the measurement or
presentation of the required supplementary information, and the basis for our assumptions and
interpretations, are reagonable and appropriate in the circumstances.

‘ /g/nw

JessicUThomas, Manager/Superintendent
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Ddana Squalls, Supervisor



CHARTER TOWNSHIP OF ROYAL OAK

[l Schedule of Adjustments Passed (SOAP)
For the December 31, 2017 Audit

In accordance with generally accepted auditing standards, we have prepared the following schedule of proposed audit
adjustments, which we believe are immaterial both individually and in the aggregate. We are providing this schedule
to both management and those charged with governance to receive their assurance that they agree that the amounts
listed below are not material to the financial statements, either individually or in the aggregate, and do not need to
be recorded.

Effect of Passed Adjustment - Over(Under)Statement

Beginning Expenses/
Assets Liabilities Equity Revenues Expenditures
General fund
Unposted judgment levy and
debt service expenditures S - S - S - S (15,000) S (15,000)
Governmental activities
Unposted long-term debt
related to judgment levy - (30,000) 45,000 - 15,000
Total governmental activities S - S (30,000) $ 45,000 $ (15,000) $

Misstatement as a percentage of
total assets - governmental activities 0.0% -0.9% 1.3% -0.4% 0.0%






