





GULL LAKE SEWER AND WATER AUTHORITY
NOTES TO FINANCIAL STATEMENTS
For the Years Ended March 31, 2007 and 2006

NOTE F - Changes in Long-term Debt (Continued)

The annual minimum debt service requirements, including interest for long-term debt outstanding
as of March 31, 2007 are as follows:

Years Ending

March 31, Principal Interest Totals
2008 $ 40,500 § 19,889 § 60,389
2009 46,000 18,256 64,256
2010 28,500 15,275 43,775
2011 31,000 13,865 44,865
2012 46,000 12,215 58,215

2013-2017 189,874 31,692 221,566

2018-2022 52,000 2,469 54,469

TOTALS $ 433874 $ 113,661 $ 547,535

For the years ended March 31, 2007 and 2006, the Authority incurred interest costs of $21,909
and $25,456, respectively. The Authority did not capitalize any interest charges during the years
ended March 31, 2007 and 2006.

NOTE G - Retirement Plan

The Authority has a defined contribution retirement plan established under Section 401(a) of the
Internal Revenue Code. The Gull Lake Sewer and Water Authority Group Pension Plan covers
all eligible employees. The Authority has the right to amend or terminate the Plan at any time.
Contributions by the employer are fixed at the discretion of the Authority and individual accounts
are maintained for each participant. Employees may contribute after tax contributions ranging
from 1% to 10% of eligible wages. Employer contributions for the years ended March 31, 2007
and 2006 were approximately 8.0% of covered payroll. Total expense was $12,848 and $12,340
in 2007 and 2006, respectively.

NOTE H - Non-cash Activities

For the years ended March 31, the Authority had the following non-cash activity:

2007 2006
Connection fee contracts added $ 126,352 $ 339,193
Assessment contracts added $ 575,000 $ ---
Sewer constructed and contributed by
developers $ 40,000 $ 480,000
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GULL LAKE SEWER AND WATER AUTHORITY
NOTES TO FINANCIAL STATEMENTS
For the Years Ended March 31, 2007 and 2006

NOTE I - Commitments and Contingencies

The Authority, in the normal operation of its activities, has exposure for damage to residential
and commercial property and personal injury resulting from the operation or construction of its
sewer system. The Authority’s Board has elected to self-insure against this risk. The Authority’s
board believes that funds accumulated and restricted for significant replacements, as disclosed in
Note D, are adequate to cover the associated risk.

The Authority has committed to the construction of the Sherman Lake Area Sewer. Construction
on the project started in fiscal 2007. The Authority has incurred and recorded approximately
$150,000 of construction cost at March 31, 2007. Estimated total project construction costs are
approximately $1,100,000. At March 31, the Authority had received $191,667 in cash and had
recorded a receivable of $383,333 that is payable in equal annual instaliments over the next two
years. Subsequent to March 31, 2007, the Authority incurred $471,000 of debt to finance the
remaining construction costs. The debt is to be repaid from connection fee charges paid by the
unassessed users of the sewer.

In addition to the Sherman Lake project, the Authority is working with municipalities and
developers for several potential projects. Should the Authority determine that it is in the best
interest of the current and future users of the system, capital improvement funds may be invested
in these projects.

16



SUPPLEMENTAL INFORMATION



GULL LAKE SEWER AND WATER AUTHORITY
SCHEDULE OF OPERATING EXPENSES COMPARED TO BUDGET

For the Year Ended March 31, 2007

(Comparative Actual Amounts for the Year Ended March 31, 2006)

Salaries and wages

Fringe benefits:
Social security
Hospitalization
Life insurance
Retirement
Disability

Contracted services:
Insurance/workman’s
compensation
Contracted services
Treatment charges
Chemical treatment
Engineering
Publications/ printing
Audit
Legal
Radio
Dues/education/ sales
Mileage/travel/
entertainment
Authority meetings
Regional committee
membership

Utilities:
Fuel gasoline and diesel
Electric and gas
Telephone

Supplies:
Postage
Office

Field operations

Maintenance and repairs:
General maintenance
Repairs and

maintenance

TOTALS, EXCLUDING
DEPRECIATION

2007
Variance —-

Favorable 2006

Budget Actual (Unfavorable) Actual
§ 230,000 $ 229,646 h) 354 § 225,448
17,440 17,568 (128) 17,247
48,472 44,926 3,546 38,925
450 619 (169) 408
13,000 12,848 152 12,340
700 169 531 694
80,062 76,130 3,932 69,614
16,000 19,070 (3,070) 15,276
31,000 36,813 (5,813) 27,894
380,000 322,502 57,498 341,741
13,500 15,199 (1,699) 12,037
9,700 6,053 3,647 9,389
1,600 1,500 100 1,541
5,500 5,780 (280) 5,095
4,000 5,498 (1,498) 5,000
3,500 1,162 2,338 2,822
3,000 2,645 355 1,420
2,900 2,978 (78) 2,495
2,700 2,700 - 2,600
8,500 --- 8,500 -
481,900 421,900 60,000 427,310
5,000 5,172 (172) 4,950
33,000 42,504 (9,504) 30,096
7,400 5,803 1,597 7,365
45,400 53,479 (8,079) 42,411
4,800 4,875 (75) 3,952
4,500 3,242 1,258 3,645
13,500 15,619 (2,119) 12,356
22,800 23,736 (936) 19,953
5,000 6,025 (1,025) 4,935
--- 9,844 (9,844) 9,404
5,000 15,869 (10,869) 14,339
$ 865,162 $ 820,760 § 44,402 $ 799,075

See Accompanying Independent Auditors’ Report
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GULL LAKE SEWER AND WATER AUTHORITY

SCHEDULE OF PRINCIPAL AND INTEREST PAYMENTS

$265,000 PRAIRIEVILLE TOWNSHIP (LITTLE LONG LAKE) GENERAL
OBLIGATION LIMITED TAX BONDS DATED DECEMBER 27, 2002
For the Years Ended March 31, 2007 and 2006

Years
Ending Principal Interest
March 31, Rate December 1 June 1 December 1 Totals
2008 3.82% $ 20,000 $ 3,054 $ 2,672 $ 25,726
2009 3.94 20,000 2,755 2,361 25,116
2010 4.04 20,000 2,424 2,019 24,443
2011 4.14 20,000 2,069 1,655 23,724
2012 423 19,874 1,687 1,265 22,826
2013 430 20,000 1,287 860 22,147
2014 438 20,000 875 438 21,313
2015 4.45 20,000 445 - 20,445
TOTALS $ 159,874 $ 14,596 S 11,270 $ 185,738

See Accompanying Independent Auditors’ Report
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GULL LAKE SEWER AND WATER AUTHORITY
SCHEDULE OF PRINCIPAL AND INTEREST PAYMENTS
$275,000 VILLAGE OF RICHLAND (BUNKERHILL) GENERAL
OBLIGATION LIMITED TAX BONDS DATED APRIL 1, 1999
For the Years Ended March 31, 2007 and 2006

Years
Ending Principal Interest
March 31, Rate Feb 1 Aug 1 Feb 1 Totals
2008 5.05% § 20,500 h) 1,300 $ 1,300 h) 23,100
2009 5.05 11,500 788 788 13,076
TOTALS $ 32,000 $ 2,088 $ 2,088 $ 36,176

See Accompanying Independent Auditors’ Report
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GULL LAKE SEWER AND WATER AUTHORITY

SCHEDULE OF PRINCIPAL AND INTEREST PAYMENTS
$205,000 VILLAGE OF RICHLAND (32"° STREET) GENERAL
OBLIGATION LIMITED TAX BONDS DATED JUNE 4, 1998

For the Years Ended March 31, 2007 and 2006

Years
Ending Principal Interest
March 31, Rate December 1 June 1 December 1 Totals
2008 5.05% $ - $ 581 $ 581 $ 1,162
2009 5.05 14,500 581 581 15,662
2010 5.05 8,500 215 214 8,929
TOTALS $ 23,000 S 1,377 $ 1,376 $ 25,753

See Accompanying Independent Auditors’ Report
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GULL LAKE SEWER AND WATER AUTHORITY
SCHEDULE OF PRINCIPAL AND INTEREST PAYMENTS
$368,000 TOWNSHIP OF ROSS (GULL ISLAND) GENERAL
OBLIGATION LIMITED TAX BONDS DATED OCTOBER 19, 2004
For the Years Ended March 31, 2007 and 2006

Years
Ending Principal Interest
March 31, Rate December 1 June 1 December 1 Totals
2008 4.75 % $ -— $ 5,201 $ 5,201 $ 10,402
2009 4.75 - 5,201 5,201 10,402
2010 4.75 — 5,201 5,201 10,402
2011 4.75 11,000 5,201 4,940 21,141
2012 4.75 26,000 4,940 4,323 35,263
2013 4.75 26,000 4,323 3,705 34,028
2014 4.75 26,000 3,705 3,088 32,793
2015 4.75 26,000 3,088 2,470 31,558
2016 4.75 26,000 2,470 1,853 30,323
2017 4.75 26,000 1,853 1,235 29,088
2018 4.75 26,000 1,235 618 27,853
2019 475 26,000 618 -- 26,618
TOTALS $ 219,000 $ 43,036 $ 37,835 $ 299,871

See Accompanying Independent Auditors’ Report
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SEBER TANS, pLC

CONSULTANTS & CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Supervisors and
General Manager of Gull Lake Sewer
& Water Authority

In planning and performing our audit of the financial statements Gull Lake Sewer & Water Authority
for the year ended March 31, 2007, in accordance with auditing standards generally accepted in the
United States of America, we considered Gull Lake Sewer & Water Authority’s internal control over
financial reporting (internal control) as a basis for designing our auditing procedures 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 Authority’s internal control. Accordingly, we do not express an opinion on
the effectiveness of the Authority’s internal control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph
and would not necessarily identify all deficiencies in internal control that might be significant
deficiencies or material weaknesses. However, as discussed below, we identified certain deficiencies
in internal control that we consider to be significant deficiencies.

A control deficiency 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
misstatements on a timely basis. A significant deficiency is a control deficiency, or a combination of
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that
there is more than a remote likelihood that a misstatement of the entity’s financial statements that is
more than inconsequential will not be prevented or detected by the entity’s internal control. We
consider the following deficiencies to be significant deficiencies in internal control

Separation of duties

Due to the small size of the Authority's office staff (three personnel), separation of duties is
limited. The Office Manager has access to assets, recording of the assets and reconciliation
functions. The Director initiates and authorizes all significant transactions. As a result, the
risk of loss, error, or irregularities of assets increases. We recommend that the Authority
Supervisors review key financial reports and reconciliations periodically for unusual matters.
In addition, fidelity bonds as discussed below should adequately cover all personnel with
access to accounting records and assets of the Authority.
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To the Board of Supervisors and
General Manager of Gull Lake Sewer
and Water Authority

Page 2

Computer Software, Reporting, Monitoring, and Reconciliation

The Authority’s management has recognized the need to improve its reporting, processing,
and reconciliation procedures to meet the demands of its expanding user base. The current
software system has limitations that are not easily adapted to the Authority’s accounting
needs. We recommend that the Authority’s management review its processing, reporting, and
reconciliation procedures. This review should identify both data reporting needs and
reporting useful in monitoring intemal controls. As part of this process, we recommend that
the Authority research accounting software that is designed to meet the Authority’s
accounting needs.

Collateralizing bank balances in excess of $100,000

The Authority maintains several cash accounts and certificates of deposit at various banks.
The balances with many of these institutions exceed the FDIC insurance limit of $100,000.
Should a bank fail, the Authority may incur a loss if the cash invested at the bank exceeds the
insurance limits. We recommend that the Authority monitor the financial condition of banks
in which it has cash balances greater than the FDIC insurance limit, and that it continue its
efforts to obtain collateral for balances in excess of FDIC insurance limits. The Authority
may request banks to pledge securities for payment of any uninsured losses or it may consider
investing in other insured financial instruments.

This communication is intended solely for the information and use of the Board of Supervisors and
Management of Gull Lake Sewer & Water Authority, and is not intended to be and should not be used
by anyone other than these specified parties.

"/7!/}(4.,?4&

Seber Tans, PLC
September 14, 2007



SEBER TANS, pLC

CONSULTANTS & CERTIFIED PUBLIC ACCOUNTANTS

September 14, 2007

To the Board of Supervisors and Director of
Gull Lake Sewer & Water Authority

We have audited the financial statements of the financial statements (a single enterprise fund) of
Gull Lake Sewer & Water Authority for the year ended March 31, 2007, and have issued our
report thereon dated September 14, 2007. Professional standards require that we provide you with
the following information related to our audit.

Qur Responsibility under U.S. Generally Accepted Auditing Standards

As stated in our engagement letter dated April 25, 2007, our responsibility, as described by
professional standards, is to express opinions about whether the financial statements prepared by
management with your oversight are fairly presented, in all material respects, in conformity with
U.S. generally accepted accounting principles. Our audit of the financial statements does not
relieve you or management of your responsibilities.

Planned Scope and Timing of the Audit

We performed the audit according to the planned scope and timing previously communicated to
you in our meeting about planning matters on April 25, 2007.

Significant Audit Findings
Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. In
accordance with the terms of our engagement letter, we will advise management about the
appropriateness of accounting policies and their application. The significant accounting policies
used by Gull Lake Sewer & Water Authority are described in Note A to the financial statements.
No new accounting policies were adopted and the application of existing policies was not
changed during the year. We noted no transactions entered into by the governmental unit during
the year for which there is a lack of authoritative guidance or consensus. There are no significant
transactions that have been recognized in the financial statements in a different period than when
the transaction occurred.

Accounting estimates are an integral part of the financial statements prepared by management and
are based on management’s knowledge and experience about past and current events and
assumptions about future events. Certain accounting estimates are particularly sensitive because
of their significance to the financial statements and because of the possibility that future events
affecting them may differ significantly from those expected. The most sensitive estimate(s)
affecting the financial statements were:
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To the Board of Supervisors and
Director of Gull Lake Sewer
& Water Authority
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Management’s estimate of the depreciation based on the economic useful lives of the
assets, the current portions of assessments and contracts receivable based on contractual
terms and past history, and the collections of assessments and user bills receivable based
on past history, status of current accounts, and applicable lien laws. We evaluated the
key factors and assumptions used to develop these estimates in determining that it is
reasonable in relation to the financial statements taken as a whole.

The disclosures in the financial statements are neutral, consistent, and clear. Certain financial
statement disclosures are particularly sensitive because of their significance to financial statement
users.

Difficulties Encountered in Performing the Audit

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

Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified
during the audit, other than those that are trivial, and communicate them to the appropriate level
of management. Management has corrected all such misstatements. Some of the misstatements
detected as a result of audit procedures and corrected by management were material, either
individually or in the aggregate, to the financial statements taken as a whole. Mangement
prepares the financial statements primarily on the cash basis. The material adjustments made by
management were to reflect accrual entries and to report the financial statements in the format
required by Government Accounting Standards.

Disagreements with Management

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

Management Representations

We have requested certain representations from management that are included in the management
representation letter dated September 14, 2007.

Management Consultations with Other Independent Accountants

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

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention as the governmental unit’s



To the Board of Supervisors and
Director of Gull Lake Sewer
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Page 3

auditors. However, these discussions occurred in the normal course of our professional
relationship and our responses were not a condition to our retention.

This information is intended solely for the use of the Board of Supervisors, Director, and
management of Gull Lake Sewer & Water Authority and is not intended to be and should not be
used by anyone other than these specified parties.

Very truly yours,

. T, 1L
Seber Tans, PLC “



