
 

 

November 16, 2007 

To the Board of Trustees 
Acme Township 
6042 Acme Road 
Williamsburg, MI 49690 

Dear Board Members: 

We recently completed our audit of the basic financial statements of Acme Township for the 
year ended June 30, 2007.  We would like to take this opportunity to bring to the board’s 
attention the following areas for improvement in the accounting system, as well as several items 
of more global concern that will affect the Township in the near future.  We have also 
summarized significant legislative developments that may impact the Township. 

This information is presented in the following reports: 

I. SAS 112 letter 

II. New Auditing Standards 

III. Legislative Update 

IV. Required Communications - SAS 61 letter 

We would like to thank officials Wayne Kladder, Dorothy Dunville, and Bill Boltres, as well as all 
of the Acme Township personnel for their assistance during the audit.  We appreciate the 
opportunity to serve as your auditors.  If there are any questions about your financial report or 
the above comments and recommendations, we would be happy to discuss them at your 
convenience. 

Very truly yours, 

Plante & Moran, PLLC 

 
Sharon Vargo, CPA 
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In planning and performing our audit of the financial statements of Acme Township as of and for 
the year ended June 30, 2007, in accordance with auditing standards generally accepted in the 
United States of America, we considered the Township's internal control over financial reporting 
(internal control) as a basis for designing our auditing procedures for the purpose of expressing 
our opinion on the financial statements, but not for the purpose of expressing an opinion on the 
effectiveness of the 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 would not necessarily identify all deficiencies in internal control that might be 
significant deficiencies or material weaknesses. However, as discussed below, we identified a 
certain deficiency in internal control that we consider to be a significant deficiency. 

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 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 deficiency to be a significant deficiency in internal control:  

Audit Adjustments 

We identified and posted several adjustments during the audit.  While several adjustments were 
insignificant, one was for a significant amount.   

In 2003, the Township entered into a contract with Grand Traverse County and four other 
townships to construct a septage treatment facility.  The Township’s participation rate was set at 
6.3 percent.  At the same time, the County issued debt of $6.5 million, of which the Township 
guaranteed $409,500 of that total.  In 2004, the County issued additional debt of $1.5 million, of 
which the Township guaranteed $94,500.  The first principal payment on these bonds was paid 
in November 2005 with unspent bond proceeds and revenues from operations held at the 
County.  The Township was not required to make a direct payment at that time.  However, in 
November 2006, all five townships jointly borrowed $100,000 ($6,300 for Acme Township) 
from Grand Traverse County to pay for the second debt payment.  The Township did not 
record this activity on its general ledger or in the financial statements because there has not 
been any cash outlay directly from the Township.  This resulted in a significant audit adjustment 
at year end to the Water/Sewer Fund.    

We recommend the Township consult with its auditors or other accounting specialists whenever 
it enters into any complex transaction related to guaranteeing debt or involvement in any joint 
project where funding will be provided by the Township. 
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New Auditing Standards 

Major and comprehensive changes were made to the audit standards with which independent 
auditors are required to comply.  These new auditing standards require significant changes in 
how audits are done and how the results of the auditor's work are communicated to clients, 
bringing auditing rules into closer alignment with the standards imposed on audits of public 
companies under Sarbanes-Oxley.   

As a result, auditors are required to comply with very specific rules related to the form, content, 
and extent of audit documentation, including more thorough documentation of auditing 
procedures and results.  Other new guidelines affect the audit evidence that must be obtained 
before an auditor can consider an audit complete. 

Another new rule requires auditors to more formally communicate matters they observe about 
their clients' accounting procedures and internal controls.  Auditors are now required to inform 
clients about any "significant deficiencies and control deficiencies" in accounting procedures or 
internal controls that come to their attention.  Significant deficiency is a defined term that 
includes any flaw creating more than a remote risk of errors in financial statements that could 
reasonably matter to a user of the statements.  Auditors must now communicate these matters 
in writing to all individuals involved in overseeing strategic direction and accountability for 
operations, in addition to management. 

The remainder of the new audit standards will become effective for audits of financial statements 
dated December 31, 2007 and later.  These new rules, which are known collectively as the new 
Risk Assessment Standards, significantly change the procedures auditors must perform in all 
financial statement audits.  Under these new rules, auditors will be required to: 

 More thoroughly examine and evaluate clients' accounting processes and controls, 
including the overall control environment, key controls over significant transactions, and 
the quality of internal oversight of the financial reporting process 

 More thoroughly assess and document conditions in clients' systems and processes that 
create risks of material misstatement in their financial statements, and perform additional 
testing in response to these risks 

 Design and perform more analytical tests of accounting and financial data 

 Apply more stringent standards in identifying, assessing, and communicating internal 
control deficiencies 

 Communicate more information about the results of the auditor's work to individuals 
involved in overseeing strategic direction and accountability for operations 

As a practical effect of these new rules, auditors will need to make more detailed and specific 
requests for information from clients, particularly about processes and controls, and clients will 
need to do more work to be well prepared for their audits.  The new rules will also require 
increased audit testing and more thorough auditing procedures, and will increase the amount of 
related documentation that auditors must prepare and maintain. 
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The primary objective of these new rules is to strengthen and enhance the independent audit of 
financial statements, including more thorough evaluation and information about your internal 
accounting and financial reporting processes and controls.  We believe that these new rules, and 
the additional communications you will receive from us about the results of our audit work, will 
enhance the value you receive from your financial statement audit. 

Legislative Update 

New Cable Franchise Legislation 

The governor signed cable franchise legislation (House Bill 6456) into law effective January 1, 
2007.  The new law (Public Act 480 of 2006) creates the “Uniform Video Services Local 
Franchise Act,” (the “Act”) which provides a statewide framework for franchising agreements 
instead of individual community agreements.  This Act requires video service providers to obtain 
a local franchise, good for 10 years, from the franchising entity (the local unit of government).  
As part of the local franchise, the provider is required to pay an annual video service provider 
fee, not to exceed 5 percent of gross revenue, as well as an annual fee for the costs of the PEG 
access facilities, not to exceed 2 percent of gross revenue.  The Act allows providers to 
terminate the current franchise contracts before their expiration date in order to enter into this 
new local franchise agreement under the statewide framework. 

Local units of government will be impacted in the following ways: 

• Under the Act, no additional fees or charges other than those stipulated under the Act may 
be written into the local franchise agreements. 

• To the extent existing cable franchise agreements provided more funding than provided for 
under the new Act, municipalities will see reduced fees from these new local franchise 
agreements. 

• A credit, based on annual maintenance fees paid for use of public rights of way, to video 
service providers is allowed under the Act.  This credit could eliminate or significantly 
reduce any revenue the local unit might receive under the bill’s franchise fee. 

• Audits of the video service providers’ calculation of gross revenue are limited to once every 
two years. 

It is expected that local governments will receive their first payment under the new Act 
beginning in May 2007 or shortly thereafter.  We strongly encourage you to review this payment 
compared to payments previously received and follow up with your provider as required. 

Subsequent to the passage of the Act, amendments have been proposed in both the House and 
the Senate (House Bill 5047 and Senate Bill 636) to clarify language about the ability of local 
governments to receive PEG fees.  
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Personal Property Tax 

Over the last seven years, the State’s personal property tax laws and regulations have changed 
substantially.  In 2000, the State Tax Commission updated the general business depreciation 
tables that are used to calculate personal property taxes, resulting in an approximate drop in 
property tax revenue of 10 percent.  In addition,   the State Tax Commission also approved new 
personal property tax tables for utilities which made drastic changes to transmission and 
distribution property of utilities (resulting in approximately 30 percent revenue loss to local units 
of government).  Also, the Michigan Supreme Court in WPW Acquisition Co v. City of Troy ruled 
that the Proposal A cap prevents assessors from increasing the taxable value of commercial 
rental property above the rate of inflation using the occupancy methodology even when 
reductions in taxable value were previously granted due to a decrease in occupancy.   

The new Michigan business tax also provides more personal property tax relief to business 
taxpayers (see details below).  Even with this most recent relief provided in June 2007 through 
the MBT, further reductions to personal property tax remain part of the State’s tax structure 
discussions.  Personal property taxes are a significant revenue source to many local 
governments.  For the Township, personal property tax represents 4.5 percent of its tax base.  If 
the State’s new business tax structure provides personal property tax relief, the question is will 
local governments be held harmless by the State and to what extent?  The governor’s tax plan as 
introduced proposes to change the property tax system to mitigate the impact of the WPW 
case.  A similar attempt to make this correction occurred in 2005 and 2006 with no success. 

Revenue Sharing 

The future of the State’s revenue-sharing program continues to be directly tied to the condition 
of the State’s budget.  Reductions to statutory revenue sharing started in 2001 as shortfalls began 
occurring in the State’s budget.  The State’s budget shortfalls continue to be significant.  The 
State was approximately $1.8 billion short of the revenue needed to cover basic services for the 
State’s upcoming fiscal year 2007/2008 budget. The legislature and the governor acted on 
October 1 to increase the income tax rate (from 3.9 percent to 4.35 percent, raising more than 
$750 million) and to enact a new 6 percent tax on certain services (raising approximately $700 
million per year). As part of the continuation budget that was also passed on October 1, there 
are still approximately $400 million of “to-be-determined” cuts that remain to be agreed upon 
and announced for the fiscal year 2007/2008 budget.  It is not completely clear whether the 
State’s fiscal year 2006/2007 budget has been completely balanced as well. The outcome of 
other matters will also impact revenue sharing and those matters include: 

• Future of County Participation in Statutory Revenue Sharing - In 2004, the State 
terminated payment of statutory revenue sharing to counties (which was approximately 
$182 million) but allowed counties to move their operating tax levy to July from December.  
Counties are required to deposit the additional monies from the earlier levy into a “reserve 
fund” which is to be used by the counties to replace lost statutory revenue sharing in future 
years.  The question that remains is when the reserve funds established by counties are 
depleted, will counties come back into the “revenue-sharing formula” and to what extent?  
Will the size of the statutory pot grow to accommodate counties or will there be a shift of 
the same monies from cities, villages, and townships to the counties? 
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• Statutory Revenue Sharing Formula Expires in 2007 - Legislative action is required on 
this Act for appropriations to continue into 2008 and beyond.   

• Changes to Michigan’s Tax Structure - The Michigan single business tax has been 
eliminated effective December 31, 2007, which will result in the loss of $1.9 billion from the 
State’s budget in 2008.  In June 2007, a replacement for the single business tax - called the 
new Michigan business tax - was approved by the legislature.  More details on this new tax 
structure are included below.  In the overview, the plan creates a new tax structure for 
Michigan businesses, provides further personal property tax relief to business taxpayers, and 
is forecasted by the State to generate about the same revenue ($1.9 billion) as the single 
business tax.  Technical corrections on this recently passed law are still pending and the law 
is lengthy and complex.  The true financial impact on the State’s budget is hard to predict.  
Further changes to Michigan’s tax structure were made on October 1 as described above to 
partially close the structural budget deficit that exists.   

As introduced, the governor’s budget for fiscal year 2007/2008 includes a revenue-sharing 
increase of $27 million to be distributed using the three-part formula currently contained in the 
revenue-sharing act (taxable value per capita, population/unit type, and yield equalization) with 
an additional $14.5 million for public safety funding.  While specific details have not yet been 
announced, communities would only be eligible for the increase if they can demonstrate service 
sharing with other local governments.  Many observers have indicated that it is likely that 
revenue sharing for fiscal year 2007/2008 will more than likely be tied to fiscal year 2006/2007 
funding levels. 

It is unclear what the outcome will be regarding the short-term and long-term funding of 
statutory revenue sharing.  Decisions still remain on the ultimate funding level for revenue 
sharing for the State’s fiscal years 2006/2007 and 2007/2008.  Local governments may need to 
react with budget amendments when these final decisions are made by the State. 

With the appropriation reductions to revenue sharing since 2001 (including more than 
$550 million in fiscal year 2006/2007 over amounts calculated by the statutory formula), a 
number of townships are no longer receiving any statutory revenue sharing. To accomplish the 
appropriation reductions mandated in the State’s budget, the State is required to reduce the 
statutory portion of a local unit’s revenue sharing (remember that the constitutional portion 
cannot be adjusted). Many townships no longer have any statutory revenue sharing remaining as 
a result. For those communities, because sales tax collections have increased since 2001, their 
revenue sharing is actually increasing because they are now only receiving constitutional revenue 
sharing.  
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       November 16, 2007 

To the Board of Trustees 
Acme Township 
 

We have recently completed our audit of the financial statements of Acme Township for the 
year ended June 30, 2007.  The purpose of this communication is to provide you with additional 
information regarding the scope and results of our audit that may assist you with your oversight 
responsibilities of the financial reporting process for which management is responsible.  This 
report is intended solely for the use of the audit committee, the board of trustees, and others 
within the Township. 

Auditor's Responsibility Under Auditing Standards Generally Accepted in the United 
States of America 

We conducted our audit of the financial statements of Acme Township in accordance with 
auditing standards generally accepted in the United States of America. The following paragraphs 
explain our responsibilities under those standards. 

Management has the responsibility for adopting sound accounting policies, for maintaining an 
adequate and effective system of accounts, for the safeguarding of assets, and for devising an 
internal control structure that will, among other things, help assure the proper recording of 
transactions.  The transactions that should be reflected in the accounts and in the financial 
statements are matters within the direct knowledge and control of management.  Our 
knowledge of such transactions is limited to that acquired through our audit.  Accordingly, the 
fairness of representations made through the financial statements is an implicit and integral part 
of management's responsibility.  We may make suggestions as to the form or content of the 
financial statements or even draft them, in whole or in part, based on management's accounts 
and records.  However, our responsibility for the financial statements is confined to the 
expression of an opinion on them.  The financial statements remain the representations of 
management. 

The concept of materiality is inherent in the work of an independent auditor.  An auditor places 
greater emphasis on those items that have, on a relative basis, more importance to the financial 
statements and greater possibilities of material error than with those items of lesser importance 
or those in which the possibility of material error is remote.  For this purpose, materiality has 
been defined as "the magnitude of an omission or misstatement of accounting information that, 
in light of surrounding circumstances, makes it probable that the judgment of a reasonable 
person relying on the information would have been changed or influenced by the omission or 
misstatement." 
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An independent auditor's objective in an audit is to obtain sufficient competent evidential matter 
to provide a reasonable basis for forming an opinion on the financial statements.  In doing so, the 
auditor must work within economic limits; the opinion, to be economically useful, must be 
formed within a reasonable length of time and at reasonable cost.  That is why an auditor's work 
is based on selected tests rather than an attempt to verify all transactions.  Since evidence is 
examined on a test basis only, an audit provides only reasonable assurance, rather than absolute 
assurance, that financial statements are free of material misstatement.  Thus, there is a risk that 
audited financial statements may contain undiscovered material errors or fraud.  The existence 
of that risk is implicit in the phrase in the audit report, "in our opinion." 

Significant Accounting Policies 

Auditing standards call for us to inform you regarding the initial selection of, and change in, 
significant accounting policies or their application.  In addition, we are expected to inform you 
about the methods used to account for significant unusual transactions and the effect of 
significant accounting policies in controversial or emerging areas for which there is a lack of 
authoritative guidance or consensus.  There were no significant unusual transactions or 
controversial or significant emerging areas for which new accounting policies were needed. 

Management’s Judgments and Accounting Estimates 

Accounting estimates are an integral part of the financial statements prepared by management 
and are based on management's current judgments.  Auditing standards call for us to report to 
you about accounting estimates that are particularly sensitive because of their significance to the 
financial statements or because of the possibility that future events affecting them may differ 
markedly from management's current judgments.  Further, we are expected to report to you 
about the process used by management in formulating particularly sensitive accounting estimates 
and about the basis for our conclusions regarding the reasonableness of those estimates.  We 
noted no matters related to sensitive accounting estimates. 

Audit Adjustments 

Auditing standards call for us to report to you significant audit adjustments that, in our judgment, 
may not have been detected except through the auditing procedures we performed.  We 
identified one significant journal entry during the audit related to recording the septage 
treatment plant, further discussed in Part I of this communication, as a significant deficiency. 

Auditing standards also require us to inform the audit committee about uncorrected possible 
financial statement adjustments identified by us during the current engagement and pertaining to 
the latest period presented, which were determined by management to be immaterial, both 
individually and in the aggregate, to the financial statements taken as a whole.  A summary of the 
unrecorded possible financial statement adjustments is included as an attachment to this letter.  
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Other Information in Documents Containing Audited Financial Statements 

When our audit report and the audited financial statements are included in a client document, 
we have a responsibility to read that document and consider whether anything therein is 
inconsistent with the information in the audited financial statements. It is our understanding that 
the audited financial statements are currently not expected to be included in any other 
document.  As indicated above, the purpose is solely to consider whether the information is 
inconsistent with the audited financial statements.  We will not audit any of the information 
outside the financial statements and cannot provide you with any assurance as to its accuracy. 

Disagreements with Management 

In the process of conducting an audit, various matters will be discussed with management.  In 
that process, significant differences of opinion may arise regarding the scope of the audit, the 
application of accounting principles, disclosures to be included in the Township's financial 
statements, or the wording of our report.  In the interest of keeping you informed of all 
significant matters, such differences are required to be reported to you even though they are 
satisfactorily resolved.  There were no disagreements with management over the application of 
accounting principles or the basis for management's judgments about accounting estimates.  
Additionally, there were no disagreements regarding the scope of the audit, disclosures to be 
included in the financial statements, or the wording of the auditor's report. 

Consultation with Other Accountants 

When management consults with other accountants about significant accounting and auditing 
matters, auditing standards require that we present our views on those matters to you.  To our 
knowledge, there were no such consultations with other accountants. 

We welcome any questions you may have regarding the foregoing comments and we would be 
happy to discuss any of these or other questions that you might have at your convenience. 

       Very truly yours, 

       Plante & Moran, PLLC 

        
       Sharon Vargo, CPA 
       Partner 
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Client: Acme Township
Opinion Unit Government-wide Activities
Y/E: June 30, 2007

Increases (Decreases)

Ref. # Description of Misstatement Assets Liabilities Net Assets Revenue Expenses

Known Misstatements:

A1 Accrued compensated absences 13,209$              13,209$              
A2

Estimate Adjustments:

B1 None
B2

Implied Adjustments:
C1 None
C2

-$                    -                      -$                    -$                    -                      

Combined effect -$                 13,209$           -$                 -$                 13,209$           

SUMMARY OF UNRECORDED POSSIBLE ADJUSTMENTS

 










































































































