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Independent Auditor’s Report 
 

        
To the Board of County Road Commissioners 
County of Lake, Michigan 
Baldwin, Michigan 
 
Report on the Financial Statements 
We have audited the accompanying financial statements of the governmental activities, the major fund 
and the aggregate remaining fund information of the Lake County Road Commission, a component unit 
of Lake County, Michigan, as of and for the year ended December 31, 2017, and the related notes to the 
financial statements, which collectively comprise the Road Commission’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. 
 
Auditor’s 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 and 
the standards applicable to financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States. 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. 
 
Summary of Opinions 
Opinion Unit  Type of Opinion 
Governmental Activities Qualified 
Major Fund Unmodified 
Aggregate Remaining Fund Information Unmodified 
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Basis for Qualified Opinion on Governmental Activities 
The Road Commission’s financial statements do not disclose information required by GASB Statement 
No. 74, Financial Reporting for Postemployment Benefit Plans Other Than Pension Plans.  In our 
opinion, disclosure of this information is required by accounting principles generally accepted in the 
United States of America. 
 
Qualified Opinion 
In our opinion, except for the effects of the matter described in the “Basis for Qualified Opinion on 
Governmental Activities” paragraph, the financial statements referred to above present fairly, in all 
material respects, the financial position of the governmental activities of the Lake County Road 
Commission, as of December 31, 2017, and the changes in financial position thereof for the year then 
ended in accordance with accounting principles generally accepted in the United States of America. 
 
Unmodified Opinions 
In our opinion, the financial statements referred to above present fairly, in all material respects, the 
respective financial position of the major fund and the aggregate remaining fund information of the Lake 
County Road Commission, as of December 31, 2017, and the respective changes in financial position for 
the year then ended in accordance with accounting principles generally accepted in the United States of 
America. 
 
Other Matters 
Required Supplementary Information 
Accounting principles generally accepted in the United States of America require that the management’s 
discussion and analysis (pages 4 through 10), budgetary comparison information (pages 35 and 36), 
schedule of funding progress (page 37), schedule of changes in net pension liability and related ratios 
(page 38), schedule of employer’s net pension liability (page 39) and the schedule of employer 
contributions (page 40) 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 the 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 Lake County Road Commission’s basic financial statements.  The other supplementary 
information schedules 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 other supplementary 
information schedules are fairly stated in all material respects in relation to the basic financial statements 
as a whole. 
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Other Reporting Required by Government Auditing Standards 
In accordance with Government Auditing Standards, we have also issued our report dated June 20, 2018 
on our consideration of the Lake County Road Commission’s control over financial reporting and on our 
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and 
other matters.  The purpose of that report is to describe the scope of our testing of internal control over 
financial reporting and compliance and the results of that testing, and not to provide an opinion on 
internal control over financial reporting or on compliance.  That report is an integral part of an audit 
performed in accordance with Government Auditing Standards in considering Lake County Road 
Commission’s internal control over financial reporting and compliance. 
 

 
Saginaw, Michigan 
June 20, 2018 



MANAGEMENT'S DISCUSSION AND ANALYSIS



Lake County Road Commission 
Management’s Discussion and Analysis 
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Our discussion and analysis of Lake County Road Commission’s financial performance 
provides an overview of the Road Commission’s financial activities for the year ended 
December 31, 2017.  The annual report consists of a series of financial statements.  The 
Statements of Net Position and the Statement of Activities provide information about the 
activities of the Road Commission and present a long-term view of the Road Commission’s 
finances.  Fund financial statements tell how these services were financed in the short-term, as 
well as what remains for future spending.  Fund financial statements also report the Road 
Commission’s operations in more detail than the government-wide financial statements. 
 

Overview of the Financial Statements 
This annual report consists of three parts – management’s discussion and analysis (this section), 
the basic financial statements and an additional section that presents the operating fund separated 
by primary, local and county road funds.  The basic financial statements include two types of 
statements that present different views of the Road Commission: 
�

 The first two statements are government-wide financial statements that provide both 
long-term and short-term information about the Road Commission’s overall financial 
status.  These statements report information about the Road Commission as a whole using 
accounting methods similar to those used by private-sector companies.  The Statement of 
Net Position includes all of the Road Commission’s assets, liabilities and deferred 
inflows.  All of the current year’s revenues and expenses are accounted for in the 
Statement of Activities regardless of when cash is received or paid.  The two 
government-wide statements report the Road Commission’s net position and how it has 
changed.  “Net position” is the difference between the assets, liabilities and deferred 
inflows – this is one way to measure the Road Commission’s financial health or position. 

 
 The remaining statements are the fund financial statements that focus on the General 

Operating / Road Fund; reporting the Road Commission’s operations in more detail than 
the government-wide statements.   

 
Note that Lake County’s government-wide financial statements are not herein presented because 
the Road Commission is a component unit of the County.  The County presents their financial 
statements elsewhere and in a manner partially resembling private-sector business in its 
government-wide financial statements in compliance with GASB Statement No. 34. 
 
Government-wide Statements 

The Statement of Net Position presents information on all of the Road Commission’s assets, 
deferred outflows, liabilities and deferred inflows, 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 Road Commission is improving or deteriorating. 
 
The Statement of Activities presents information about how the Road Commission’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 
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flows.  Thus, revenues and expenses are reported in this statement for some items that will only 
result in cash flows in past or future fiscal periods (for instance, depreciation expense associated 
with capital assets). 
 
The operations of the Road Commission are principally supported by gas and weight taxes 
(operating grants).  The governmental activities of the Road Commission include providing 
construction, repair, maintenance and snow removal of roads within Lake County. 
 
The government-wide financial statements include only the Road Commission itself.  The Road 
Commission has no legally separate component units for which the Road Commission is 
financial accountable.  In this report, financial information for the Road Commission is reported 
separately from the financial information presented for Lake County, which reports the Road 
Commission as a component unit. 
 
The government-wide financial statements can be found on pages 11 and 13 of this report. 
 
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 Road Commission, like other units of 
State and local governments, uses fund accounting to ensure and demonstrate compliance with 
finance-related legal requirements.  The activity of the Road Commission is accounted for in a 
governmental fund (General Operating / Road Fund). 
 
Governmental funds 
Governmental funds are used to account for essentially the same function reported in the 
government-wide financial statements.  However, unlike the government-wide financial 
statements, the General Operating / Road 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 the Road Commission’s 
near-term financing requirements. 
 
Because the focus of the General Operating / Road Fund is narrower than that of the 
government-wide financial statements, it is useful to compare the information presented for the 
General Operating / Road Fund 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 General Operating / 
Road Fund Balance Sheet and the General Operating / Road Fund Statement of Revenues, 
Expenditures and Changes in Fund Balance provide a reconciliation to facilitate this comparison 
between the General Operating / Road Fund and the government-wide statements. 
 
The Road Commission maintains one governmental fund (the General Operating / Road Fund).  
Information is presented in the General Operating / Road Fund Balance Sheet and in the General 
Operating / Road Fund Statement of Revenues, Expenditures and Changes in Fund Balance for 
the Road Commission.  The General Operating / Road Fund is a major fund for financial 
reporting purposes as defined by GASB Statement #34.  The Road Commission also maintains 
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the Employee Healthcare Benefit Trust Fund to account for the financial activity of assets held to 
fund postemployment health benefits.  The Road Commission does not maintain proprietary funds. 
 
The Road Commission adopts an annual appropriated budget for its General Operating / Road 
Fund.  A budgetary comparison schedule has been provided herein to demonstrate compliance 
with that budget.  The Schedules of Revenues, Expenditures and Changes in Fund Balance – 
Budget and Actual for the General Operating / Road Fund can be found on pages 35 and 36 of 
this report. 
 
Notes to the financial statements 
The notes provide additional information that is essential to a full understanding of the data 
provided in the Road Commission’s financial statements.  The notes to the financial statements 
can be found on pages 17 through 34 of this report. 
 
Other information 
In addition to the basic financial statements and accompanying notes, this report also presents 
certain required supplementary information.  This is limited to this management discussion and 
analysis, budgetary comparison schedules and schedules of funding progress for the Road 
Commission’s defined benefit pension plan and the postemployment healthcare plan.  The 
schedules of funding progress immediately follow the notes to the financial statements and 
present multiyear trend information about whether the actuarial value of plan assets is increasing 
over time relative to the actuarial accrued liability for benefits. 
 
Government-wide Financial Analysis 
The Road Commission’s net position decreased approximately 1% or $151,653, from 
$10,138,998 to $9,987,345 during the year.  The net position and change in net position are 
summarized as follows: 
    2016   2017  

Current assets $ 2,959,259 $ 2,771,381 
Capital assets, net  13,266,998  14,110,375 
Total assets  16,226,257  16,881,756 
Deferred outflows of resources  1,315,598  1,105,750 
 
Current liabilities  263,369  458,881 
Net pension liability  5,249,868  5,295,414 
Net OPEB obligation  474,441  538,075 
Long-term liabilities  1,415,179  1,707,791 
Total liabilities  7,402,857  8,000,161 
 
Net position: 
Invested in capital assets  12,008,756  12,617,479 
Restricted (deficit)  (1,869,758)  (2,630,134) 
Total net position $ 10,138,998 $ 9,987,345 
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As noted earlier, net position may serve over time as a useful indicator of a government’s 
financial position.  In the case of Lake County Road Commission, assets and deferred outflows 
exceeded liabilities by $9,987,345 at the close of the year.  By far the largest portion of the Lake 
County Road Commission’s net position reflects its investment in capital assets (e.g., land, 
buildings, machinery and equipment), net of accumulated depreciation and corresponding debt 
used to finance the assets. 
 
Governmental Activities 
Following is a summary of changes in net position: 
 
  2016   2017  
Program revenue 
 Charges for services $ 1,945,103 $ 1,188,945 
 Operating grants and contributions  3,689,959  4,984,415 
 Capital grants and contributions  433,000  486,082 
General revenue 
 Interest and rents  5,076  9,853 
 Sundry refunds  27,154  20,631   
 ORV fines  9,486  7,532  
Total revenue  6,109,778  6,697,458  
 
Expenses 
 Public works  5,750,734  6,849,111 
 
Increase (decrease) in net position $ 359,044 $ (151,653) 

 
Activity of the governmental activities decreased the Road Commission’s net position by 
$151,653.  The key elements of this decrease are as follows: 

 Revenue from State transportation funds increased as a result of increased distributions of 
gas taxes. 

 Revenue from capital grants and contributions decreased from the prior year, due to non-
recurring federal revenue for road projects. 

 Public works expenditures increased due mainly to increased maintenance expenses that 
were undertaken as a result of the increased sources of revenue. 
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A summary of activity in the General Operating / Road Fund is as follows: 

 For the Year Ended December 31, 2017  Actual for the 
           Over   Year Ended 
     Final      (Under)   December 31, 
     Budget   Actual   Budget   2016  

Revenues 
 Licenses and permits  $ 32,553 $ 32,968 $ 415 $ 21,396 
 Federal sources   297,444  279,204  (18,240)  346,400 
 State sources   4,390,121  4,255,418  (134,703)  3,386,886 
 Contributions   214,046  214,122  76  406,562 
 Charges for services   902,881  941,855  38,974  1,517,145 
 Interest and rentals   9,142  9,853  711  5,076 
 Proceeds from sale of capital assets   632,653  634,053  1,400  449,014 
 Other revenue   327,147  329,985  2,838  197,934 

Total revenue   6,805,987  6,697,458  (108,529)  6,330,413 
 
Expenditures 
 Primary road maintenance   2,927,363  2,989,432  62,069  2,516,634 
 Local road maintenance   2,059,268  2,029,571  (29,697)  1,657,752 
 State trunkline maintenance   551,638  698,708  147,070  655,260 
 State trunkline non-maintenance   323,998  206,768  (117,230)  962,913 
 Equipment expense (net)   201,424  224,178  22,754  53,647 
 Administrative expense (net)   343,473  342,178  (1,295)  251,518 
 Debt service   501,675  491,365  (10,310)  400,186 
 Capital outlay   762,587  788,486  25,899  823,428 
 Other   -  (3,357)  (3,357)  3,359 

Total expenditures   7,671,426  7,767,329  95,903  7,324,697 
 
Revenue over (under) expenditures   (865,439)  (1,069,871)  (204,432)  (994,284) 
 
Installment purchase proceeds   686,481  686,481  -  971,612 
 
Change in fund balance   (178,958)  (383,390)  (204,432)  (22,672) 
 
Fund balance, beginning of year   2,695,890  2,695,890  -  2,718,562 
 
Fund balance, end of year  $2,516,932 $2,312,500 $ (204,432) $ 2,695,890 
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General Operating / Road Fund Budgetary Highlights 
Prior to the beginning of any year, the Road Commission’s budget is compiled based upon 
certain assumptions and facts available at that time.  During the year, the Road Commission 
Board acts to amend its budget to reflect changes in these original assumptions, facts and/or 
economic conditions that were unknown at the time the original budget was compiled.  In 
addition, by policy, the Board reviews and authorizes large expenditures when requested 
throughout the year. 
 
The final amended revenue budget was $1,142,181 more than the original budget primarily due 
to changes in projections for revenue from federal sources, State sources, Township 
contributions, charges for services related to State trunkline non-maintenance activities and other 
revenue.  Actual revenue recognized during the year was $108,529 less than the final amended 
budget primarily due primarily to revenue from State sources being lower than anticipated in the 
budget. 
 
The final amended expenditure budget was $1,746,620 more than the original budget primarily 
due to changes in projections for primary and local road maintenance, State trunkline non-
maintenance, net equipment expenditures, debt service and capital outlay expenditures.  The 
actual expenditures recognized during the year were more than the final amended budget by 
$95,903 due mainly to greater than anticipated expenditures for road maintenance, State 
trunkline non-maintenance, net equipment expenditures capital outlay and debt service.  There 
were variances in several expenditure line items, as presented on page 36. 
 

Capital Assets and Debt Administration 
Capital Assets 
At year-end, the Road Commission had invested $14,110,375 in net capital assets.  This amount 
represents a net increase of $843,377 or 7% as follows: 

  2016   2017  
Capital assets not being depreciated 
 Land and improvements $ 1,981,780 $ 1,981,780 
 Depletable assets  29,709  29,709 
 Construction in progress  -  127,015 
Subtotal  2,011,489  2,138,504 
 
Capital assets being depreciated        
 Buildings  1,388,479  1,388,479  
 Equipment  6,100,839  6,206,051 
 Infrastructure  19,607,387  20,905,720 
Subtotal  27,096,705  28,500,250 
 
Total capital assets  29,108,194  30,638,754 
Total accumulated depreciation  (15,841,196)  (16,528,379) 

Total net capital assets $ 13,266,998 $ 14,110,375 
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Major capital asset events during the year included the following: 
 
 Road and other equipment, net of disposals $ 232,227 
 Various resurfacing of roads and bridges  1,298,333 
 Total major capital asset events $ 1,530,560 
 
The Road Commission also disposed of road equipment capital assets during the year, with an 
original cost of $1,206,621 and accumulated depreciation of $840,456.  Additional information 
about the Road Commission’s capital assets can be found in note C on page 24. 
 
Long-term debt 
At the year end, the Road Commission’s long-term obligations consisted of outstanding 
installment purchase agreements and accrued compensated absences.  Major long-term debt 
activity for the year included paying scheduled principal and interest payments on installment 
purchase agreements and entering into 4 additional installment purchase agreements for the 
acquisition of equipment.  More detailed information about the Road Commission’s long-term 
liabilities is presented in the notes to the financial statements. 
 

Economic Factors and Next Year’s Budgets and Rates 
The Board of County Road Commissioners considered many factors when setting the 2018 
budget. A key factor that was used in the development of the budget was the number of projects 
to be completed and township contributions to be received toward the projects under the Lake 
County Road Commission cost-share program with townships and others. Another key factor is 
the economy and its effect on tax revenue collected for road maintenance. In 2017, the Road 
Commission derived approximately 53% of its revenue from gas and weight taxes collected. On 
November 10, 2015 the Michigan State Legislature and Governor Snyder signed nine bills into 
law which will raise an additional $1.2 billion in revenue for Michigan roads. Of that total, Lake 
County is expected to receive an additional $1.9 million in revenues by 2021. As the incremental 
revenue increases begin to be realized, the Lake County Road Commission is working to develop 
the best possible approach to utilize the new road funding revenue to provide the best possible 
roadways for the motoring public. The Road Commission adopted a balanced budget for 2018 
that projected the revenue from fuel taxes to increase by approximately $230,000. The additional 
revenues will be dedicated to road improvement projects. The Board realizes, and the reader 
should understand, that even with the new funding that will be coming in future years, there are 
not sufficient funds available to repair and/or rebuild every road and bridge in Lake County’s 
transportation system. Therefore, the Board attempts to spend the public’s money wisely and 
equitably, and in the best interest of the motoring public and the citizens of Lake County. 

 
Requests for Information 

This financial report is designed to provide a general overview of the Road Commission’s 
finances for all those with an interest in the component unit’s finances.  Questions concerning 
any of the information provided in this report or requests for additional financial information 
should be addressed to the Clerk, Lake County Road Commission, 1180 N. Michigan Ave., 
Baldwin, Michigan 49304. 



BASIC FINANCIAL STATEMENTS



General
Operating /

Road Statement of
Fund Adjustments Net Position

ASSETS
Cash and cash equivalents 674,450$                 -$                             674,450$                 
Investments 393,151                   -                               393,151                   
Receivables 1,264,852                -                               1,264,852                
Inventories

Road materials 239,296                   -                               239,296                   
Equipment materials and parts 90,990                     -                               90,990                     

Prepaid items 108,642                   -                               108,642                   
Capital assets, net

Assets not being depreciated -                               2,138,504                2,138,504                
Assets being depreciated -                               11,971,871              11,971,871              

Total assets 2,771,381$             14,110,375            16,881,756             

Deferred outflows of resources 1,105,750                1,105,750                

LIABILITIES 
Accounts payable 151,325$                 5,783                        157,108                   
Accrued liabilities 31,211                     -                               31,211                     
Advances - State trunkline equipment purchases 276,345                   -                               276,345                   
Long-term liabilities

Due within one year -                               486,285                   486,285                   
Due after one year -                               1,215,723                1,215,723                

Net pension liability -                               5,295,414                5,295,414                
Net OPEB obligation -                               538,075                   538,075                   

Total liabilities 458,881                   7,541,280                8,000,161                

FUND BALANCE
Nonspendable

Inventory 330,286                   (330,286)                  -                               
Prepaid items 108,642                   (108,642)                  -                               

Restricted for road system 1,873,572                (1,873,572)               -                               

Total fund balance 2,312,500                (2,312,500)               -                               

Total liabilities and fund balance 2,771,381$             

Net Position:
Net investment in capital assets 12,617,479              12,617,479              
Restricted for road system (2,630,134)               (2,630,134)               

Total net position 9,987,345$             9,987,345$             

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

Lake County Road Commission

General Operating / Road Fund Balance Sheet and Statement of Net Position

December 31, 2017
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Fund balance - General Operating / Road Fund 2,312,500$   

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 General Operating / Road Fund.

Add - assets not being depreciated 2,138,504     
Add - assets being depreciated 28,500,250   
Deduct - accumulated depreciation (16,528,379)   

Certain pension-related amounts such as the net pension liability 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 fund
financial statements

Net pension liability (5,295,414)    
Deferred outflows related to the net pension liability 1,105,750     

The long-term net OPEB obligation is not due and payable in the current
period and therefore is not reported in the General Operating / Road Fund. (538,075)       

Long-term liabilities are not due and payable in the current period and therefore
agreements are not due and payable in the current period and therefore

Installment purchase agreements (1,492,896)    
Accrued interest on installment purchase agreements (5,783)          
Accrued compensated absences (209,112)       

Net position of governmental activities 9,987,345$   

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

Reconciliation of Fund Balances of the General Operating / Road Fund
to Net Position of Governmental Activities

Lake County Road Commission

December 31, 2017
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General
Operating /

Road Statement of
Fund Adjustments Activities

Expenditures/expenses
Public works 4,538,783$          2,272,258$          6,811,041$               
Debt service 491,365               (453,295)              38,070                      
Capital outlay 2,737,181            (2,737,181)           -                               

Total expenditures/expenses 7,767,329            (918,218)              6,849,111                 

Program revenue
Charges for services 1,188,945            -                           1,188,945                 
Operating grants and contributions

State transportation funds 4,682,593            -                           4,682,593                 
Contributions from private sources 301,822               -                           301,822                    

Capital grants and contributions
Federal, state and local sources 486,082               -                           486,082                    

Total program revenue 6,659,442            -                           6,659,442                 

Net program revenue (189,669)                  

General revenue
Interest and rents 9,853                   -                           9,853                        
Sundry refunds 20,631                 -                           20,631                      
Fines - ORV 7,532                   -                           7,532                        

Total general revenue 38,016                 -                           38,016                      

Total revenue 6,697,458            

Other financing sources
Installment purchase proceeds 686,481               (686,481)              -                               

Revenue and other financing sources
over (under) expenditures (383,390)              383,390               -                               
Change in net position -                           (151,653)              (151,653)                  

Fund balance / net position:
Beginning of the year, as restated 2,695,890            7,443,108            10,138,998               

End of the year 2,312,500$         7,674,845$         9,987,345$              

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

For the Year Ended December 31, 2017

Changes in Fund Balance and Statement of Activities
General Operating / Road Fund Revenues, Expenditures and

Lake County Road Commission
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Change in fund balance - General Operating / Road Fund (383,390)$        

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.

Add - capital outlay 1,438,848        
Add - infrastructure purchases 1,298,333        
Deduct - loss on disposal (366,165)          
Deduct - depreciation expense (1,527,639)       

Repayment of principal on long-term debt consumes financial resources
of governmental funds, but reduces long-term liabilities in the Statement
of Net Position. 451,827           

Proceeds from installment purchase agreements are reported as other financing sources
in the Road Fund but increases long-term debt in the Statement of Activities. (686,481)          

The change in the net pension liability and related deferred outflows does not impact
current financial resources and therefore is not reported in the fund financial statements (255,394)          

The change in the net OPEB liability does not require the use of current
financial resources and is therefore not reported as and expenditure in
the General Operating / Road Fund. (63,634)            

The change in accrued interest payable does not require the use of current
financial resources and is therefore not reported as and expenditure in
the General Operating / Road Fund. 1,468               

The change in the accrued compensated absences is reported as an expense
in the Statement of Activities but does not require the use of current financial
resources and therefore is not reported as an expenditure in the General
Operating / Road Fund. (59,426)            

Change in net position of governmental activities (151,653)$        

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

Lake County Road Commission

Reconciliation of Net Change in Fund Balance of the General Operating / Road Fund to
Change in Net Position of Governmental Activities

For the Year Ended December 31, 2017
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Assets
Investments 190,608$           
Receivable - employer -                         

Total assets 190,608$           

Net position - restricted for OPEB 190,608$           

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

December 31, 2017

Lake County Road Commission
Statement of Fiduciary Net Position

Employee Healthcare Benefit Trust Fund
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Additions
Employer contributions -$                       
Unrealized gain (loss) on investments 25,736               

Total additions 25,736               

Deductions
Administrative - investment advisory fees 851                    
Participant benefits -                         

Total deductions 851                    

24,885               

Net position
Beginning of the year 165,723             

End of the year 190,608$           

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

Change in net position

For the Year Ended December 31, 2017

Lake County Road Commission
Statement of Changes in Fiduciary Net Position

Employee Healthcare Benefit Trust Fund
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NOTE A - Summary of Significant Accounting Policies 

The accounting policies adopted by the Lake County Road Commission (the “Road Commission”) 
conform to accounting principles generally accepted in the United States of America (U.S. GAAP) as 
applied to governmental entities, including the following accounting policies specific to Road 
Commissions: allocation of depreciation / depletion and equipment rental; the recording of handling and 
overhead credits; and the recording of equipment retirements with the related gain or loss on disposal of 
equipment.  The following is a summary of the significant policies. 
 
Reporting Entity 
The Lake County Road Commission is a discrete component unit of the County of Lake, Michigan.  The 
Road Commission is considered to be a component unit of the County because it is an entity for which the 
County is considered to be financially accountable.  The Road Commission, as a component unit of the 
County, is required by Public Act 51 of the State of Michigan to have a separate audit performed of its 
operations.  These audited financial statements have been prepared to meet this State requirement.   
 
The Road Commission is used to control the expenditure of revenues from the State distribution of gas 
and weight taxes, reimbursements from the Department of Transportation for work done by the County on 
State trunklines, Federal Transportation funds and contributions from other local units of government for 
work performed by the Road Commission. 
 
The Road Commission is established pursuant to the County Road Law (MCL224.1) and operates under a 
three-member Board of County Road Commissioners that is elected by the citizens of Lake County.  The 
Board of County Road Commissioners establishes policies and reviews operations of the Road 
Commission. 
 
Government-wide and Fund Financial Statements 
The government-wide financial statements (i.e., the Statement of Net Position and the Statement of 
Activities) report information on all of the activities of the special purpose government.  Governmental 
Activities are supported by intergovernmental revenues and charges for services. 
 
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.  Interest, fines and other similar items are reported as 
general revenues. 
 
A combined financial statement is provided for the General Operating / Road Fund Balance Sheet and the 
Statement of Net Position and the General Operating / Road Fund Statement of Revenues, Expenditures 
and Changes in Fund Balances and the Statement of Activities.  The General Operating / Road Fund is 
considered to be a major fund for financial reporting purposes. 
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Measurement Focus, Basis of Accounting and Financial Statement Presentation 
The government-wide financial statements (Statement of Net Position and the Statement of Activities) are 
reported using the economic resources measurement focus and the accrual basis of accounting.  Revenues 
are recorded when earned and expenses are recorded when a liability is incurred, regardless of the timing 
of related cash flows.  Grants and similar items are recognized as revenue when all eligibility 
requirements imposed by the provider have been met. 
 
Governmental fund (General Operating / Road Fund) financial statements (Balance Sheet and Statement 
of Revenues, Expenditures and Changes in Fund Balance) 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 Road Commission 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 not expected to be paid until a subsequent year are 
recorded only when payment is due. 
 
State and Federal revenue, licenses and interest associated with the current fiscal period are all considered 
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 cash is received by the Road 
Commission. 
 
The Road Commission reports the following major governmental fund: 

The General Operating / Road Fund is the primary operating fund.  It accounts for all financial 
resources of the Road Commission, except those required to be accounted for in another fund. 

 
The Road Commission also reports the following fiduciary fund type: 

The Employee Healthcare Benefit Trust Fund accounts for the financial activity of assets held to fund 
postemployment health benefits. 

 
Assets, Liabilities, Deferred Outflows of Resources and Net Position / Equity 

Cash and Cash Equivalents 
Cash and cash equivalents consist of cash on hand, deposits in demand and time deposit accounts, money 
market deposits and certificates of deposits with original maturities of less than 90 days. 
 
Investments 
Investments consist of certificates of deposit with original maturities of 90 or more days and money 
market deposits and are reported at fair value. 
 
Receivables and payables 
All receivables and payables are reported at their gross value and, where appropriate, are reduced by the 
estimated portion that is expected to be uncollectible. 
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Inventory 
Inventory consists of various operating parts, supplies and road material and is stated at cost, as 
determined on the average unit cost method.  Inventory items are charged to road preservation and 
maintenance, equipment repairs and operations as they are used. 
 
Prepaid Items 
Certain payments to vendors reflect costs applicable to future fiscal years and are recorded as prepaid 
items in both the government-wide and fund financial statements. 
 
Capital Assets 
Capital assets consist of property, land improvements, equipment and infrastructure assets (roads, bridges 
and similar items) and are reported in the government-wide financial statements.  No minimum cost is 
used to record road equipment capital assets (those with published Schedule C rates).  Other capital assets 
are defined by the Road Commission as assets with an initial, individual cost of more than $1,000 and an 
estimated life in excess of two years.  Such assets are recorded at historical cost or estimated historical 
cost if purchased or constructed.  The cost of normal maintenance and repairs that do not add to the value 
of the asset or materially extend asset lives are not capitalized.  Donated capital assets are recorded at 
estimated fair market value at the date donated. 
 
Capital asset purchases are recorded as capital outlay expenditures at the time of purchase in the fund 
financial statements and are capitalized on the government-wide statements through an adjustment to the 
governmental fund (General Operating / Road Fund) column.  Infrastructure is reported prospectively 
from 1980, except for right-of-ways, bridges and traffic signals, which are required to be reported 
regardless of the date of purchase.  The Uniform Accounting Procedures Manual for Michigan County 
Road Commissions (the “Manual”) provides for removing roads from capital assets at the time the group 
of individually recorded roads becomes fully depreciated. 
 
The Manual also provide for recording depreciation in the General Operating / Road Fund as a charge to 
various expense accounts and a credit to the depreciation contra expense account.  Accordingly, the 
annual depreciation expense does not affect the available operating fund balance of the General Operating 
/ Road Fund. 
 
The Manual also provides for the net book value of road equipment that is retired to be reported as an 
equipment retirement in the equipment retirement credit account that is offset against capital outlay.  The 
net of any proceeds received for the retirement (sale, abandonment, trade-in, etc.) is reported as a gain or 
loss on disposal of equipment.  Accordingly, the annual depreciation expense does not affect the available 
operating fund balance of the General Operating / Road Fund 
 
Since the year ended December 31, 2004, costs to construct or substantially rehabilitate major networks 
and subsystems of infrastructure assets (roads, bridges, traffic signals and similar items) have been 
capitalized and are reported as infrastructure capital assets in the Statement of Net Position. The Road 
Commission is a phase 3 government and has elected to retroactively report major general infrastructure 
assets that were acquired, constructed or significantly reconstructed in all fiscal years ending after 
December 31, 1980.  Infrastructure capital assets continue to be capitalized prospectively.   
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Depreciation is recorded over the estimated useful lives of the assets, using the sum-of-the-years digits 
method for road equipment and straight-line method for all other capital assets and infrastructure as 
follows: 

 Buildings  30 to 50 years 
 Road equipment  5 to 8 years 
 Other equipment  4 to 10 years 
 Infrastructure – bridges  12 to 50 years 
 Infrastructure – roads  5 to 30 years 
 
Deferred Outflows of Resources  
In addition to assets, the Statement of Net Position will sometimes report a separate section for deferred 
outflows of resources.  This separate financial statement element represents a consumption of net position 
that applies to a future period and so will not be recognized as an outflow of resources (expense / 
expenditure) until then.  The Road Commission has one item that qualifies for reporting in this category, 
which is the deferred outflow of resources related to the defined benefit pension plan.  The deferred 
outflows of resources related to the defined benefit pension plan are reported in the government-wide 
financial statements.  The deferred outflows of resources result from the variance between the plan's 
actual investment earnings compared to the plan's assumed investment earnings, differences between 
actual and expected experience, changes in assumptions and contributions to the defined benefit pension 
plan subsequent to the measurement date. 
 
Advances from the State of Michigan 
The State of Michigan advances funds on a State maintenance agreement it has with the Road 
Commission for specific maintenance performed by the Road Commission during the year and for 
equipment purchases.  These advances are considered current liabilities because they are subject to 
repayment annually, upon results of audit procedures performed by the State of Michigan. 
 
State Trunkline Adjustments 
Adjustments to available operating funds resulting from audits of State Trunkline maintenance 
expenditures are recorded at the time cash settlement is made.  The amount of the adjustments, if any, for 
the current year cannot be reasonably determined.  Based on past experience, the Road Commission 
anticipates that the adjustment could be for a material amount. 
 
Long-term Obligations 
In the government-wide financial statements (Statement of Net Position), long-term debt and other long-
term obligations are reported as liabilities in the applicable governmental activities.  Debt issuance costs 
are reported as expenditures when incurred. 
 
Compensated Absences 
The Road Commission allows employees to accumulate vacation and sick leave in varying amounts, 
depending on time of service and other factors.  Vacation and sick leave payable is reported in the 
General Operating / Road Fund only for matured amounts, for example, as a result of employee 
resignations and retirements.  The remaining portion is accounted for as an adjustment to the fund 
financial statements which results in the government-wide statements including both short and long-term 
portions of this liability. 
 
  



Lake County Road Commission 
Notes to Financial Statements 

 

21 

Fund Equity 
In the financial statements, the General Operating / Road Fund reports the following components of fund 
balance: 

Nonspendable 
Amounts that are not in spendable form or are legally or contractually required to be maintained 
intact are reported as nonspendable fund balance. 

Restricted 
Amounts that are legally restricted by externally imposed constraints that are placed on the use of 
resources by grantors, contributors, or laws or regulations of other governments are reported as 
restricted fund balance. 

Committed 
Amounts that have been formally set aside by the Board of County Road Commissioners for use for 
specific purposes are reported as committed fund balance.  Commitments are made, and can only be 
rescinded by resolution of the Board of County Road Commissioners. 

Assigned 
Amounts that are constrained by the Road Commission’s intent to be used for specific purposes, but 
are neither restricted nor committed are reported as assigned fund balance.  The Board of County 
Road Commissioners has not adopted a policy to authorize anyone the authority to assign fund 
balance on behalf of the Road Commission. 

Unassigned 
Amounts that have not been restricted, committed or assigned to specific purposes are reported as 
unassigned fund balance. 

 
When the Road Commission incurs expenditures for purposes for which various fund balance 
classifications can be used, it is the Road Commission’s policy to use restricted fund balance first, then 
committed fund balance, assigned fund balance and finally unassigned fund balance. 
 
Equipment Rental 
The Michigan Department of Transportation requires that the cost of operating equipment, including 
depreciation, be allocated (charged) to the various activities.  The effect of this allocation is offset to 
equipment expenditures / expenses. 
 
Handling and Overhead Credits 
The Manual requires that the charging of handling and overhead based upon a calculation related to a 
specific project’s cost (particularly projects on the State Trunkline) be reported as an expenditure to the 
project, with a credit to administrative expenditures.  As a result, fund balance is not affected 
 
Estimates 
In preparing financial statements in conformity with U.S GAAP, management is required to make 
estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosures of 
contingent assets and liabilities at the date of the financial statements and the reported amounts of 
revenues and expenditures during the reporting period.  Actual results could differ from those estimates. 
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NOTE B - Stewardship, Compliance and Accountability 

Auditing and Reporting 
The audit was performed in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the United States as described in the Independent Auditors’ Report 
and with the types of compliance requirements described in Public Act 51 of 1951, as amended.  The 
financial statements were prepared in accordance with U.S. GAAP, as described in the Independent 
Auditor’s Report and also with applicable rules of the Michigan State Department of Transportation. 
 
NOTE C - Detailed Notes on Select Financial Statement Captions 

Deposits and Investments 
The carrying amounts of the Road Commission’s deposits and investments at year-end were: 

 General  
 Operating / Trust 
  Road Fund   Fund  
 Deposits with financial institutions: 
 Interest bearing deposits – demand $ 674,450 $ - 
 Certificates of deposit  375,398  - 
 Money market deposits  17,753  190,608 

 Total $ 1,067,601 $ 190,608 
 
The Manual provides that the County Treasurer maintain cash of the Road Commission.  All Road 
Commission receipts are deposited with the Lake County Treasurer’s Office, and in order to make 
disbursements, the Road Commission requests the County Treasurer to transfer the required funds to an 
imprest vendor or payroll checking account.  Investment activities of Road Commission cash are 
performed by the County Treasurer. 
 
Deposit and Investment Risk 
State law limits the allowable investments and the maturities of some of the allowable investments as 
identified in the following list of authorized investments. 

 Bonds, securities, other obligations and repurchase agreements of the United States, or an agency 
or instrumentality of the United States 

 Certificates of deposit, savings accounts, deposit accounts or depository receipts of a qualified 
financial institution  

 Commercial paper rated at the time of purchase within the 2 highest classifications established by 
not less than 2 standard rating services and that matures not more than 270 days after the date of 
purchase 

 Bankers acceptances of United States banks 

 Obligations of the State of Michigan and its political subdivisions that, at the time of purchase are 
rated as investment grade by at least one standard rating service 

 Mutual funds registered under the investment company act of 1940 with the authority to purchase 
only investment vehicles that are legal for direct investment by a public corporation 

 External investment pools as authorized by PA 20 as amended through December 31, 1997 
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Interest Rate Risk 
The Road Commission’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 
The Road Commission’s investment policy does not have specific limits in excess of State law on 
investment credit risk. 
 
Custodial Credit Risk – Deposits 
Custodial credit risk is the risk that in the event of a bank failure, the Road Commission’s deposits may 
not be returned.  State law does not require and the Road Commission does not have a policy for deposit 
custodial credit risk.  At year-end, $724,960 of the Road Commission’s bank balance of $1,224,960 was 
exposed to custodial credit risk because it was uninsured and uncollateralized.  
 
The Road Commission has determined that due to the dollar amounts of cash deposits and the limits of 
FDIC insurance, it is impractical to insure all bank deposits.  As a result, the Road Commission evaluates 
each financial institution and assesses the level of risk associated with each financial institution.  The 
Road Commission’s policy is to conduct business only with financial institutions that have an acceptable 
estimated level of risk as a depository. 
 
Concentration of Credit Risk 
State law limits allowable investments but does not limit concentration of credit risk.  The Road 
Commission’s investment policy does not have specific limits in excess of State law on concentration of 
credit risk.  At year-end, the Road Commission had no investments and was therefore, not exposed to 
concentration of credit risk. 
 
Receivables 
The balance in receivables at year end is comprised of the following: 

 State trunkline maintenance $ 246,663 
 Due on County Road Agreements  107,899 
 Michigan Transportation Fund  597,665 
 Due from other governmental units  312,475 
 Sundry  150 

 Total $ 1,264,852 
  



Lake County Road Commission 
Notes to Financial Statements 

 

24 

Capital Assets 
Capital asset activity for the year was as follows: 

  Beginning          
  Balance, as         Ending 
  Restated   Additions   Deductions   Balance  
Capital assets not being depreciated 
 Land and improvements $ 1,981,780 $ - $ - $ 1,981,780 
 Depletable assets  29,709  -  -  29,709 
 Construction in progress  -  127,015  -  127,015 
 
Total capital assets not being 
 depreciated  2,011,489  127,015  -  2,138,504 
 
Capital assets being depreciated 
 Buildings  1,388,479  -  -  1,388,479 
 Road equipment  5,627,829  1,197,779  (1,206,621)  5,618,987 
 Shop equipment  133,943  13,581  -  147,524 
 Engineering equipment  27,167  -  -  27,167 
 Yard and storage equipment  195,958  88,217  -  284,175 
 Office equipment  115,942  12,256  -  128,198 
 Infrastructure – bridges  3,570,603  398,011  -  3,968,614 
 Infrastructure – roads  16,036,784  900,322  -  16,937,106 
 
Total capital assets being depreciated  27,096,705  2,610,166  (1,206,621)  28,500,250 
 
Less accumulated depreciation 
 Buildings  (800,562)  (22,337)  -  (822,899) 
 Road equipment  (4,251,961)  (607,903)  840,456  (4,019,408) 
 Shop equipment  (133,943)  (3,018)  -  (136,961) 
 Engineering equipment  (27,167)  -  -  (27,167) 
 Yard and storage equipment  (158,664)  (8,250)  -  (166,914) 
 Office equipment  (80,526)  (8,853)  -  (89,379) 
 Infrastructure – bridges  (1,102,114)  (154,431)  -  (1,256,545) 
 Infrastructure – roads  (9,286,259)  (722,847)  -  (10,009,106) 
 
Total accumulated depreciation  (15,841,196)  (1,527,639)  840,456  (16,528,379) 
 
Net capital assets being depreciated  11,255,509  1,082,527  (366,165)  11,971,871 
 
Total net capital assets $ 13,266,998 $ 1,209,542 $ (366,165) $ 14,110,375 
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Long-term Debt 
Long-term liability activity for the year was as follows: 
     Due 
 Beginning    Ending Within 
  Balance    Increases   (Decreases)   Balance    One Year  
Installment purchase agreement $ 1,258,242 $ 686,481 $ (451,827) $ 1,492,896 $ 486,251 
Compensated absences  149,686  123,670  (64,244)  209,112  - 

Total $ 1,407,928 $ 810,151 $ (516,071) $ 1,702,008 $ 486,251 
 
The amount of interest expense included as a direct functional expense in the Statement of Activities for 
the year was $39,538. 
 
Following is a summary of outstanding debt at year-end: 
 

Capital lease payable to Lake Osceola State Bank 
secured by equipment, due in annual 
installments of $43,225, including interest 
at 1.50% through July 2018. $ 42,586 
 

Capital lease payable to Lake Osceola State Bank 
secured by equipment, due in annual 
installments of $43,225, including interest 
at 1.50% through October 2018.  42,586 
 

Capital lease payable to Lake Osceola State Bank 
secured by equipment, due in annual 
installments of $32,601, including interest 
at 1.50% through March 2019.  63,765 
 

Capital lease payable to Lake Osceola State Bank 
secured by equipment, due in annual 
installments of $32,601, including interest 
at 1.50% through March 2019.  63,765 
 

Capital lease payable to Caterpillar Financial Services, 
Corp., secured by equipment, due in monthly 
installments of $1,443, including interest at 2.69% 
through June 2020, with a $79,000 balloon payment.  120,017 
 

Capital lease payable to PACCA Financial, secured 
by equipment, due in one annual installment of 
$279,480, including interest of $15,574 in 
September 2018.  263,906 

Capital lease payable to Caterpillar Financial Services, 
Corp., secured by equipment, due in monthly 
installments of $1,343, including interest at 3.59% 
through January 2022, with a $80,000 balloon payment.  140,525 

Capital lease payable to Caterpillar Financial Services, 
Corp., secured by equipment, due in monthly 
installments of $1,343, including interest at 3.59% 
through January 2022, with a $80,000 balloon payment.  140,525 
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Capital lease payable to Caterpillar Financial Services, 
Corp., secured by equipment, due in monthly 
installments of $907, including interest at 2.89% 
through May 2022, with a $105,000 balloon payment. $ 137,530 

Capital lease payable to Caterpillar Financial Services, 
Corp., secured by equipment, due in monthly 
installments of $388, including interest at 2.69% 
through April 2021, with a $30,000 balloon payment.  42,263 
 

Capital lease payable to Caterpillar Financial Services, 
Corp., secured by equipment, due in monthly 
installments of $752, including interest at 2.69% 
through April 2021, with a $65,000 balloon payment.  88,167 
Capital lease payable to Caterpillar Financial Services, 
Corp., secured by equipment, due in monthly 
installments of $1,106, including interest at 2.69% 
through June 2021, with a $179,000 balloon payment.  207,198 

 

Capital lease payable to Caterpillar Financial Services, 
Corp., secured by equipment, due in monthly 
installments of $1,106, including interest at 2.69% 
through October 2021, with a $92,500 balloon payment.  140,063 

Subtotal  1,492,896 
Compensated absences  209,112 

 Total     $ 1,702,008 
 
The Road Commission’s annual debt service requirements to maturity for installment purchase 
agreements are as follows: 

  Year Ending 
  December 31   Principal   Interest  
  2018  $ 486,251 $ 48,056 
  2019   140,385  27,994 
  2020   154,162  23,684 
  2021   417,874  15,874 
  2022   294,224  7,541 

  Total  $ 1,492,896 $ 123,149 
 
Compensated absences 
In accordance with Board policy and the labor agreement with the Road Commission, employees have a 
vested right upon termination of employment to receive compensation for unused accumulated sick and 
vacation leave under formulas and conditions specified in the contracts.  The dollar amounts of these 
vested rights have been accrued in the government-wide financial statements at year-end. 
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NOTE D – Other Information 

Defined Benefit Pension Plan 

Plan Description 
The Road Commission participates in an agent multiple-employer defined benefit pension plan 
administered by the Municipal Employees' Retirement System of Michigan (MERS) that covers all full-
time employees of the Road Commission.  MERS was established as a State-wide public employee 
pension plan by the Michigan Legislature under PA 135 of 1945 and is administered by a nine-member 
retirement Board.  MERS issues a publicly available financial report which includes the financial 
statements and required supplemental information of this defined benefit plan.  This report can be 
obtained at www.mersofmichigan.com or in writing to MERS at 1134 Municipal Way, Lansing, 
Michigan 48917. 
 
Benefits Provided 
The Plan provides certain retirement, disability, and death benefits to plan members and beneficiaries. PA 
427 of 1984, as amended, established and amends the benefit provisions of the participants in MERS.   

General employees hired before April 1, 2013 
Retirement benefits are calculated as 2.5% of the employee’s final 5-year average salary times the 
employee’s years of service (80% maximum).  Normal retirement age is 60 years, with early 
retirement at 55 with 25 years of service (unreduced), 50 with 25 years of service (reduced) or 55 
with 15 years of service (reduced).  The vesting period is 10 years.  Benefit terms for current retirees 
also provide for annual cost-of-living adjustments to each employee’s retirement allowance 
subsequent to the employee’s retirement date of 2.5% (non-compound). 

General employees hired after April 1, 2013 (“new hires”) 
Retirement benefits are calculated as 2.0% of the employee’s final 5-year average salary times the 
employee’s years of service.  Normal retirement age is 60 years, with early retirement at 55 with 25 
years of service (unreduced), 50 with 25 years of service (reduced) or 55 with 15 years of service 
(reduced).  The vesting period is 10 years.   

 
Employees are eligible for non-duty disability benefits after 10 years of service and for duty-related 
disability benefits upon hire. Disability retirement benefits are determined in the same manner as 
retirement benefits but are payable immediately without an actuarial reduction.  Death benefits may also 
be provided.  An employee who leaves service may withdraw his or her contributions, plus any 
accumulated interest. 
 
Benefit terms, within the parameters established by MERS, are generally established and amended by 
authority of the Board of County Road Commissioners, generally after negotiations of these terms with 
the labor union.  

 
Employees Covered by the Benefit Term 
At the December 31, 2016 measurement date, the following employees were covered by the benefit 
terms: 

Inactive plan members or beneficiaries currently receiving benefits  42 
Inactive plan members entitled to but not yet receiving benefits  3 
Active employees  27 
Total participants covered by MERS  72 
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Contribution Requirements 
Article 9, Section 24 of the State of Michigan constitution requires that financial benefits arising on 
account of employee service rendered in each year be funded during that year.  Accordingly, MERS 
retains an independent actuary to determine the annual contribution.  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 costs 
of benefits earned by plan members 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. 

For the year ended December 31, 2017, the Road Commission’s actuarially determined contribution was a 
combination of a fixed monthly dollar amount of $35,994 for the closed group and 7.98% of covered 
payroll for the open group.  Employees are required to contribute 2% of their annual covered payroll to 
the plan, regardless of group. 
 
Pension Expense and Deferred Outflows of Resources Related to Pensions 
During the year the Road Commission recognized pension expense of $255,398.  At year-end, the Road 
Commission reported deferred outflows of resources related to pensions from the following sources: 
 
 Deferred 
 Outflows of 
  Description   Resources  

Employer contributions to the plan subsequent 
to the measurement date $ 513,769 

Net difference between projected and actual 
earnings on pension plan investments  206,831 

Differences in experience  171,698 
Differences in assumptions  213,452 

Total $ 1,105,750 
 

The amount reported as deferred outflows of resources related to projected and actual earnings on pension 
plan investments, differences in experience and differences in assumptions will be recognized as pension 
expense as follows: 

  Year Ending   Net 
  December 31,   Amount  
  2018  $ 258,347 
  2019   258,347 
  2020   106,933 
  2021   (31,646) 

  Total  $ 591,981 
 
The amount reported as deferred outflows of resources related to employer contributions to the plan made 
subsequent to the measurement date ($513,769) will impact the net pension liability in 2018, as opposed 
to being amortized to pension expense over a period of years. 
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Actuarial Assumptions 
The total pension liability 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% (plus 0.00% to 11.00% for merit and longevity) 
 Investment rate of return 7.75%, net of investment expense and including inflation 
 
Mortality rates were based on the RP-2014 Group Annuity Mortality Table of a 50% Male and 50% 
Female blend for non-disabled plan members and 50% Male and 50% Female blend of the RP-2014 
Disabled Retiree Mortality Tables for disabled plan members.  The actuarial assumptions used in the 
December 31, 2016 valuation were based on the results of the most recent actuarial experience study 
dated in 2015 that covers the period from January 1, 2009 through December 31, 2013.  
 
The long-term expected rate of return on pension plan investments was determined using a model in 
which best-estimate ranges of expected future real rates of return (expected returns, net of pension plan 
investment expense 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: 
  Long-term Expected 
  Expected Money- 
 Target Real Rate Weighted Rate 
  Asset Class   Allocation   of Return   of Return  

Global equity  57.50%  5.02%  2.87% 
Global fixed income  20.00  2.18  0.44 
Real assets  12.50  4.23  0.53 
Diversifying strategies  10.00   6.56  0.66 
  100.00% 
Inflation      2.50 
Administrative expenses netted above      0.75  
Investment rate of return      7.75% 

 
Discount Rate - The discount rate used to measure the total pension liability was 8.00%. The projection 
of cash flows used to determine the discount rate assumes that employee contributions will be made at the 
current contribution rate and that employer contributions will be made at rates equal to the difference 
between actuarially determined contribution rates and the employee rate.  
 
Projected Cash Flows - Based on those assumptions, the pension plan’s fiduciary net position was 
projected to be available to make 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 liability.  
 
Net Pension Liability - The net pension liability reported at year-end was determined using a measure of 
the total pension liability and the pension net position as of December 31, 2016.  The December 31, 2016 
total pension liability was determined by an actuarial valuation performed as of that date. 
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Changes in the net pension liability during the year were as follows: 

  Increase (Decrease)  
 Total Net 
 Pension Plan Net Pension 
  Changes in Net Pension Liability   Liability   Position   Liability  

Beginning balance $ 10,120,173 $ 4,870,305 $ 5,249,868 

Service cost  120,620  -  120,620 
Interest on total pension liability  784,317  -  784,317 
Expected and actual experience  159,478  -  159,478 
Employer contributions  -  466,521  (466,521) 
Employee contributions  -  25,954  (25,954) 
Net investment income  -  537,008  (537,008) 
Benefit payments  (753,032)  (753,032)  - 
Administrative expenses  -  (10,613)  10,613 
Other changes  1  -  1 

Net changes  311,384  265,838  45,546 

Ending balance $ 10,431,557 $ 5,136,143 $ 5,295,414 
 
Sensitivity of the Net Pension Liability to Changes in the Discount Rate - The following presents the 
Road Commission’s net pension liability, calculated using the discount rate of 8.00%, as well as what the 
net pension liability 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: 

   1% Decrease   Assumed   1% Increase 
   in Rate to   Discount Rate   in Rate to 
   7.00%   8.00%   9.00%   
 Net Pension Liability $ 6,380,645 $ 5,295,414 $ 4,370,780 

Pension Plan Fiduciary Net Position - Detailed information about the Plan’s fiduciary net position is 
available in the separately issued financial report.  For the purpose of measuring the net pension liability, 
deferred outflows of resources and deferred inflows or resources related to pension and pension expense, 
information about the Plan’s fiduciary net position and addition to / deduction from fiduciary net position 
have been determined on the same basis as they are reported by the Plan.  The Plan uses the economic 
resources measurement focus and the full accrual basis of accounting.  Investments are stated at fair 
value.  Contribution revenue is recorded as contributions are due pursuant to legal requirements.  Benefit 
payments and refunds of employee contributions are recognized as expense when due and payable in 
accordance with the benefit terms. 
 
Postemployment Benefits Other than Pensions (OPEB) 

Plan Description  
The Road Commission provides postemployment health care to eligible employees and / or their spouses 
who retire from the Road Commission on or after attaining retirement age with at least ten (10) or twenty 
five (25) years of service, depending on position.  This is a single employer defined benefit plan that is 
administered by the Road Commission.  The benefits are provided under the collective bargaining 
agreement for union employees and by resolution of the Board of County Road Commissioners for 
nonunion employees. 
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Funding Policy   
The collective bargaining agreements require the Road Commission to pay the insurance premium / claim 
costs of the retiree and spouse until the retiree reaches age sixty-five (65).  The Road Commission obtains 
healthcare coverage for retirees through private insurers.  Upon eligibility for Medicare, the Road 
Commission pays for group Medicare Advantage coverage.  The Road Commission has no obligation to 
make contributions in advance of when the insurance premiums or claims are due for payment (in other 
words, this may be financed on a “pay-as-you-go” basis). 
 
Annual OPEB Cost and Net OPEB Obligation  
The Road Commission’s annual other postemployment benefit (OPEB) cost (expense) is calculated based 
the annual required contribution of the employer (ARC).  The Road Commission has elected to calculate 
the ARC and related information using the alternative measurement method permitted by GASB 
Statement 45 for employers in plans with fewer than one hundred (100) total plan members.  The ARC 
represents the level of funding that, if paid on an ongoing basis, is projected to cover normal cost each 
year and to amortize any unfunded actuarial liabilities (or funding excess) over a period not to exceed 30 
(thirty) years. 
 
During the year, the Road Commission estimated the cost of providing retiree healthcare benefits through 
an actuarial valuation as of December 31, 2014.  The valuation computes an annual required contribution, 
which 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 over a period not to exceed thirty (30) years.  
This valuation’s computed contribution and actual funding are summarized as follows: 
 
 Annual required contributions (recommended) $ 183,240 
 Interest on the prior year’s net OPEB obligation  22,773 
 Less adjustment to the annual required contributions  (20,104)  
  Annual OPEB cost  185,909 
 Amount contributed 
  Payment of current premiums  (122,275) 
  Advance funding  - 
 Decrease in net OPEB obligation  63,634 
 OPEB obligation (asset) – beginning of year  474,441 

 OPEB obligation (asset) – end of year $ 538,075 
 
 

Three-Year Trend Information 
    Net 
 Fiscal Annual Percentage OPEB 
 Year OPEB of AOC Obligation 
  Ended   Cost (AOC)   Contributed   (Asset)  
 12/31/2015 $ 169,237 31% $ 442,287 
 12/31/2016  185,728 83%  474,441 
 12/31/2017  185,909 66%  538,075 
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Funded Status and Funding Progress 
The funded status of the plan as of December 31, 2014 (the most recent valuation date) was as follows: 

 Actuarial accrued liability (AAL) $ 2,532,897 
 Actuarial value of plan assets  (51,325) 

 Unfunded actuarial accrued liability (UAAL) $ 2,481,572 

 Funded ratio  2.0% 
 Annual covered payroll $ 1,159,089 
 UAAL as a percentage of covered payroll  214.1% 
 
Actuarial valuations of an ongoing plan involve 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 expectation 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. 
 
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 the 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 actuarial 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.  Significant methods and 
assumptions were as follows: 
 
 Actuarial valuation date December 31, 2014 
 Actuarial cost method Alternative measurement method 
 Amortization method Level dollar, closed 
 Remaining amortization period 30 years 
 Investment rate of return 7.0% 
 Healthcare inflation rate NIH National Health Expenditure Projections, 2009-2019 
 
Equipment Expenditure Net Balance 
The Road Commission, in compliance with the Uniform Accounting Procedures Manual for Michigan 
County Road Commissions charges rental on Road Commission equipment used for various construction 
and maintenance projects performed by the Road Commission.  The cost for this rental, which is based on 
a rental rate per hour established by the Michigan Department of Transportation multiplied by rental 
hours, is reported as expenditures in the various maintenance activities.  An expenditure credit is reported 
as an offset against the equipment expenditure activities.  Accordingly, the equipment rental does not 
affect total expenditures or the available operating equity of the Road Commission’s General Operating / 
Road Fund.  The net amount reported equipment expenditures for the year is comprised of the following: 
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 Equipment – 
  Direct $ 1,300,245 
  Indirect  538,689 
  Operating  263,001 
 Less equipment rental  (1,877,757) 

  Total $ 224,178 
 
Administrative Expenditure Net Balance 
On the governmental financial statements, the Road Commission reports an overhead credit as a result of 
administering the State trunkline maintenance contract to offset administrative expenditures.  Purchase 
discounts are also reported as a credit against administrative expenditures.  The balance in administrative 
expenditures during the year was comprised of the following: 

 Administrative expenditures $ 433,448 
 Overhead – State trunkline maintenance  (82,003) 
 Purchase discounts  (9,267) 

 Total $ 342,178 
 
Capital Outlay Expenditure Net Balance 
On the governmental financial statements, the Road Commission reports a depreciation credit to offset 
capital outlay as a result of charging depreciation to various expenditure accounts.  The net book value of 
capital asset retirements are also reported as a credit against capital outlay.  The net amount reported as 
capital outlay during the year is comprised of the following: 

 Capital outlay $ 1,438,848 
 Less depreciation / depletion  (650,362) 

 Total $ 788,486  
 
Risk Management 
The Road Commission is exposed to various risks of loss related to property loss, torts, errors and 
omissions, and employee injuries (worker’s compensation), as well as medical benefits provided to 
employees.  The Road Commission has purchased commercial insurance for healthcare claims. 
 
The Road Commission is a member of the Michigan County Road Commission Self-Insurance Pool 
(Pool). The Michigan County Road Commission Self-insurance Pool program operates as a common risk-
sharing management program for local units of government in Michigan; member premiums are used to 
purchase commercial excess insurance coverage and to pay member claims in excess of deductible 
amounts.  The insurance coverage includes, but is not limited to, general liability, auto, property 
insurance, stop loss protection, errors and omissions, truck line liability and an umbrella policy. The 
amount the Road Commission pays annually is determined by the Administrator of the Pool and is based 
on miles of roads, population and prior claim history of the Road Commission.  The Road Commission’s 
exposure is limited to $1,000 per claim; all other risk is transferred to the Pool.  Settled claims relating to 
the commercial insurance have not exceeded the amount of insurance coverage in any of the past three (3) 
fiscal years. 
 
The Road Commission is a member of the County Road Association Self-Insurance Fund for workers’ 
compensation claims.  As a member of the fund, the Road Commission is fully insured for workers’ 
compensation claims incurred. 
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Contingencies 
At times, the Road Commission is named as a defendant in various litigation involving lawsuits pending 
and notices of intent to file suit.  Management and legal counsel of the Road Commission expect no 
material losses in excess of insurances should an unfavorable outcome prevail.  No provision for any loss 
has been made in the accompanying financial statements. 
 
Under the terms of various Federal and State grants, periodic audits are required and certain costs may be 
questioned as not being appropriate expenditures under the terms of the grants.  Such grants could lead to 
reimbursement to the grantor agencies. However, Road Commission management does not believe such 
disallowances, if any, will be material to the financial position of the Road Commission. 
 
Federal Award Expenditures / Single Audit 
The Michigan Department of Transportation (MDOT) requires that Road Commissions report all Federal 
and State grants pertaining to their County.  During the year, the Road Commission recorded expenditures 
of federal awards in the amount of $279,204.  The amount of Federal aid received and expended by the 
Road Commission was $221,445 for contracted projects and $57,759 for negotiated projects.  Contracted 
projects are defined as projects performed by private contractors paid for and administered by MDOT 
(they are included in MDOT’s single audit).  Negotiated projects are projects where the Road 
Commission administers the grant and either performs the work or contracts it out.  The Road 
Commission would be subject to single audit requirements if $750,000 or more was expended for 
negotiated projects.  The amount of federal award expenditures that were administered by the Road 
Commission was less than $750,000; therefore a single audit was not required. 
 
Restatements / Prior Period Adjustments 
Restatements in the amount of ($422,175) and ($7,251) were necessary to properly account for capital 
assets and accrued interest payable in the Governmental Activities.  The corrections had the following 
effect on the beginning net position: 

 Beginning net position, as previously stated  $ 10,568,424 
 Adjustment for capital assets  (422,175) 
 Adjustment for accrued interest payable   (7,251) 

 Beginning net position, as restated $ 10,138,998 

 

♦  ♦  ♦  ♦  ♦ 
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Over
Original Final (Under)
Budget Budget Actual Budget

Licenses and permits 20,000$            32,553$            32,968$            415$                 

Federal sources
Surface transportation program (STP) 595,000            297,444            279,204            (18,240)            

State sources
Michigan transportation funds

Engineering 10,000              10,000              10,000              -                        
Snow Removal 84,000              85,355              85,355              -                        
Allocation 3,508,672         3,970,494         3,811,551         (158,943)          

Economic development funds
Rural primary (D) 319,000            188,638            206,878            18,240              
Forest road 97,836              135,634            141,634            6,000                

Contributions from local units
Townships 65,000              214,046            214,122            76                     

Charges for services
State trunkline maintenance 541,000            492,517            645,002            152,485            
State trunkline non-maintenance -                        323,998            206,743            (117,255)          
Salvage sales 5,000                6,843                7,108                265                   
Other -                        79,523              83,002              3,479                

Interest and rentals 8,400                9,142                9,853                711                   

Other revenue
Sundry refunds -                        17,549              20,631              3,082                
Proceeds from sale of capital assets -                        632,653            634,053            1,400                
Contributions from private sources 403,898            302,154            301,822            (332)                 
Fines - ORV 6,000                7,444                7,532                88                     

Total revenue 5,663,806$      6,805,987$      6,697,458$      (108,529)$       

For the Year Ended December 31, 2017

Lake County Road Commission

General Operating / Road Fund

Schedule of Revenues, Expenditures and Changes
in Fund Balance - Budget and Actual
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Over
Original Final (Under)
Budget Budget Actual Budget

Primary Road
Preservation / structural improvements 1,030,000$      851,831$         878,473$         26,642$            
Maintenance 1,651,000        2,075,532        2,110,959        35,427              

Local Road
Preservation / structural improvements 659,800           414,754           419,861           5,107                
Maintenance 1,440,000        1,644,514        1,609,710        (34,804)             

Total preservation and maintenance 4,780,800        4,986,631        5,019,003        32,372              

State trunkline maintenance 606,000           551,638           698,708           147,070            
State trunkline non-maintenance -                       323,998           206,768           (117,230)           

Administrative (net) 370,000           343,473           342,178           (1,295)               

Equipment (net) 22,000             201,424           224,178           22,754              

Capital outlay (net) (250,448)          762,587           788,486           25,899              

Debt service 396,454           501,675           491,365           (10,310)             

Other -                       -                       (3,357)              (3,357)               

Total expenditures 5,924,806        7,671,426        7,767,329        95,903              

Revenue over (under) expenditures (261,000)          (865,439)          (1,069,871)       (204,432)           

Other financing sources
Installment purchase proceeds 185,000           686,481           686,481           -                        

Net change in fund balance (76,000)            (178,958)          (383,390)          (204,432)           

Fund balance
Beginning of the year 2,696,144        2,695,890        2,695,890        -                        

End of the year 2,620,144$     2,516,932$     2,312,500$     (204,432)$        

For the Year Ended December 31, 2017

Schedule of Revenues, Expenditures and Changes
in Fund Balance - Budget and Actual

Lake County Road Commission

General Operating / Road Fund
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Actuarial
Accrued
Liability UAAL as

Actuarial (AAL) - Unfunded a % of
Actuarial Value of Simplified AAL Funded Covered Covered
Valuation Assets Entry Age (UAAL) Ratio Payroll Payroll

Date (a) (b) (b-a) (a/b) (c) ((b-a)/c)

12/31/2008 -$                    2,138,576$       2,138,576$      0% 1,237,795$     173%
12/31/2011 51,325            2,532,897         2,481,572       2% 1,116,075      222%
12/31/2014 104,305          1,791,285         1,686,980       6% 1,186,748      142%

Lake County Road Commission
Required Supplementary Information

Postemployment Healthcare (OPEB)

Schedule of Funding Progress
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2008* to
2017 2016 2015 2014*

Total pension liability
Service cost 120,620$      112,907$      115,066$       ---
Interest 784,317       752,766       738,118         ---
Changes of benefit terms -                   -                    -                    ---
Differences between expected and actual experience 159,478       104,172       -                    ---
Changes in assumptions -                   426,906       -                    ---
Benefit payments (753,032)      (689,128)      (659,983)        ---
Other changes 1                  -                    -                    ---

Net change in total pension liability 311,384       707,623       193,201         ---
Total pension liability - beginning 10,120,173  9,412,550    9,219,349      ---
Total pension liability - ending 10,431,557$ 10,120,173$ 9,412,550$    ---

Plan fiduciary net position
Contributions - employer 466,521$      422,319$      312,292$       ---
Contributions - member 25,954         24,545         22,576           ---
Net investment income (loss), net 537,008       (75,096)        322,929         ---
Benefit payments, including refunds of member contributions (753,032)      (689,128)      (659,983)        ---
Administrative expenses (10,613)        (11,097)        (11,800)          ---
Other -                   -                    -                    ---

Net change in fiduciary net position 265,838       (328,457)      (13,986)          ---
Fiduciary net position - beginning 4,870,305    5,198,762    5,212,748      ---
Fiduciary net position - ending 5,136,143$   4,870,305$   5,198,762$    ---

Net pension liability - ending 5,295,414$   5,249,868$   4,213,788$    ---

Fiduciary net position as a percentage of the total pension liability 49.24% 48.12% 55.23% ---

Covered-employee payroll 1,255,078$   1,173,008$   1,186,748$    ---

Net pension liability as percentage of covered-employee payroll 421.92% 447.56% 355.07% ---

*

See Notes to Required Supplementary Information

Lake County Road Commission
Required Supplementary Information

Schedule of Changes in Net Pension Liability and Related Ratios

Last 10 FiscalYears Ended December 31,

GASB Statement No. 68 was implemented as of December 31, 2015. Information from 2008 through 2014 is not available. Additional
years will be presented on this schedule on a prospective basis.
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2008* to
2017 2016 2015 2014*

Total pension liability 10,431,557$ 10,120,173$ 9,412,550$    ---

Plan net position 5,136,143    4,870,305    5,198,762     ---

Net pension liability 5,295,414    5,249,868    4,213,788     ---

Plan net position as a percent of total
pension liability 49.24% 48.12% 55.23% ---

Covered payroll 1,255,078$   1,173,008$   1,186,748$    ---

Net pension liability as a percent of
covered payroll 421.92% 447.56% 355.07% ---

*

Lake County Road Commission
Required Supplementary Information

Schedule of Employer's Net Pension Liability

Last 10 Fiscal Years Ended December 31,

GASB Statement No. 68 was implemented as of December 31, 2015. Information from 2008 through 2014 is not
available.  Additional years will be presented on this schedule on a prospective basis.
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2008* to
2017 2016 2015 2014*

Actuarially determined contribution 413,769$    366,336$    422,319$     ---
Contributions in relation to the actuarially

determined contribution 513,769     466,336     422,319       ---
Contribution deficiency (excess) (100,000)$   (100,000)$   -$                 ---

Covered-employee payroll 1,255,078$ 1,173,008$ 1,186,748$  ---

Contributions as percentage of covered-
employee payroll 40.94% 39.76% 35.59% ---

Lake County Road Commission
Required Supplementary Information

Schedule of Employer Contributions

Last 10 Fiscal Years Ended December 31,
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Budgetary Data
The Road Commission’s procedures for establishing budgetary data are as follows:

*

*

*

*

*

*

Methods and Assumptions Used to Determine Contribution Rates:

Defined Benefit Pension Plan

Valuation date December 31, 2015
Notes

Methods and assumptions used to determine contribution rates:
Actuarial cost method Entry-age normal
Amortization method Level percentage of payroll, closed
Remaining amortization period 23 years
Asset valuation method Open; 10-year smoothed market
Inflation 2.50%
Salary increases 3.75% (plus 0.00% to 11.00% for merit and longevity)
Investment rate of return 7.75% (net of administrative and investment expenses)
Retirement age
Mortality

The budget for the General Operating / Road Fund is adopted on a basis consistent with U.S GAAP. Budget
amounts shown in the financial statements consist of those amounts contained in the formal budget approved
and amended by the Board.

Lake County Road Commission
Notes to Required Supplementary Information

The Finance & Human Resources Manager prepares a proposed operating budget for the calendar year
commencing January 1st, using data submitted by other administrative staff. The proposed operating budget
includes identification of expenditures and resources to finance them.
Prior to December 31st, the proposed budget is presented to the Board of County Road Commissioners. The
budget is reviewed and may be amended by the Board and a public hearing is held regarding the proposed
budget. The budget is then legally enacted through passage of a resolution adopted by the Board of County
Road Commissioners and is placed in the Board minutes.
The Road Commission’s approved budget was adopted at the activity level. This is the legally enacted level
under the State of Michigan Uniform Budgeting and Accounting Act, since the Board of County Road
Commissioners must approve amendments to the budget at the activity level.

The Road Commission adopts a budget for the General Operating / Road Fund by means of an appropriations
act, on a departmental activity basis in summary form. Periodic internal reporting is on a detail basis in
accordance with the State-prescribed uniform chart of accounts consistent with the way the books are
maintained.  The budget is prepared on the modified accrued basis of accounting.
Michigan Public Act 621 of 1978, Section 18(1), as amended, provides that a governmental unit shall not incur
expenditures in excess of the amount appropriated at the legally adopted level. The General Operating / Road
Fund had expenditures that exceeded budgeted appropriations at the activity level, which is the Road
Commission’s legal level of budgetary control. Variances at the legal level of control are as disclosed on the
Budgetary Comparison Schedule.

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

Age-based table of rates that are specific to the type of eligibility 
RP-2014 Group Annuity Mortality Table of a 50% Male and 50% Female
blend for non-disabled plan members and 50% Male and 50% Female
blend of the RP-2014 Disabled Retiree Mortality Tables for disabled plan
members.
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OTHER SUPPLEMENTARY INFORMATION



Primary Local County
Roads Roads Roads Total

Revenues
Licenses and permits -$                    -$                    32,968$              32,968$           

Federal sources
Surface transportation program (STP) 279,204          -                     -                         279,204           

State sources
Michigan transportation funds

Engineering 5,144              4,856             -                         10,000             
Snow removal 43,908            41,447           -                         85,355             
Allocation 1,960,718       1,850,833      -                         3,811,551        

Economic Development Fund
Rural primary (D) 206,878          -                     -                         206,878           
Forest road 119,985          21,649           -                         141,634           

Contributions from local units
Townships 94,927            119,195         -                         214,122           

Charges for services
State trunkline maintenance -                      -                     645,002            645,002           
State trunkline non-maintenance -                      -                     206,743            206,743           
Salvage sales -                      -                     7,108                 7,108               
Other -                      -                     83,002               83,002             

Interest and rentals 1,174              1,452             7,227                 9,853               

Other
Sundry refunds -                      -                     20,631               20,631             
Proceeds from sale of capital assets -                      -                     634,053            634,053           
Contributions from private sources -                      301,822         -                         301,822           
Fines - ORV -                      -                     7,532                 7,532               

Total revenues 2,711,938$     2,341,254$     1,644,266$        6,697,458$      

Lake County Road Commission

General Operating / Road Fund

Schedule of Revenues by Component

For the Year Ended December 31, 2017
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Primary Local County
Roads Roads Roads Total

Expenditures
Preservation / Structural Improvements

Roads 774,201$       109,068$       -$                        883,269$        
Structures 87,218           310,793        -                         398,011          
Other 17,054           -                    -                         17,054            

Maintenance
Roads 1,730,534      1,329,138     -                         3,059,672       
Winter maintenance 351,111         269,831        -                         620,942          
Traffic control 29,314           10,741          -                         40,055            

Total preservation and maintenance 2,989,432      2,029,571     -                         5,019,003       

State trunkline maintenance -                     -                    698,708             698,708          
State trunkline non-maintenance -                     -                    206,768             206,768          

Administrative (net) 203,809         138,369        -                         342,178          

Equipment (net) 85,718           98,528          39,932               224,178          

Capital outlay (net) -                     -                    788,486             788,486          

Debt service
Principal -                     -                    451,827             451,827          
Interest -                     -                    39,538               39,538            

Other -                     -                    (3,357)                (3,357)            

Total expenditures 3,278,959$    2,266,468$    2,221,902$        7,767,329$     

Lake County Road Commission

General Operating / Road Fund

Schedule of Expenditures by Component

For the Year Ended December 31, 2017
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Lake County Road Commission

General Operating / Road Fund

Schedule of Changes in Fund Balance by Component

For the Year Ended December 31, 2017

Primary Local County
Roads Roads Roads Total

Total revenues 2,711,938$    2,341,254$    1,644,266$        6,697,458$       

Total expenditures 3,278,959      2,266,468    2,221,902         7,767,329         

Excess of revenue over
(under) expenditures (567,021)       74,786         (577,636)           (1,069,871)        

Other financing sources (uses)
Optional transfers 142,366         (142,366)      -                        -                        
Installment purchase proceeds -                    -                   686,481            686,481            

Total other financing sources (uses) 142,366         (142,366)      686,481            686,481            

Excess of revenue and other financing sources
(uses) over (under) expenditures (424,655)       (67,580)        108,845            (383,390)           

Fund balance
Beginning of the year 424,655         525,296       1,745,939         2,695,890         

End of the year -$                  457,716$      1,854,784$        2,312,500$       
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Independent Auditor’s Report on Internal Control Over Financial Reporting  
and on Compliance and Other Matters Based on an Audit of Financial Statements 

Performed in Accordance with Government Auditing Standards 
 
 
 
To the Board of County Road Commissioners 
County of Lake, Michigan 
Baldwin, Michigan 
 
We have audited, in accordance with the auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards 
issued by the Comptroller General of the United States, the financial statements of the governmental 
activities, the major fund and the aggregate remaining fund information of the Lake County Road 
Commission, a component unit of Lake County, as of and for the year ended December 31, 2017, and the 
related notes to the financial statements, which collectively comprise the Lake County Road 
Commission’s basic financial statements and have issued our report thereon dated June 20, 2018. 
 
Internal Control Over Financial Reporting 
In planning and performing our audit of the financial statements, we considered the Lake County Road 
Commission’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 Lake 
County Road Commission’s internal control.  Accordingly, we do not express an opinion on the 
effectiveness of the Lake County Road Commission’s internal control.   

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. 

Our consideration of internal control was for the limited purpose described in the first paragraph of this 
section and was not designed to identify all deficiencies in internal control that might be material 
weaknesses or significant deficiencies.  Given these limitations, during our audit we did not identify any 
deficiencies in internal control that we consider to be material weaknesses. However, material weaknesses 
may exist that have not been identified.  We did identify certain deficiencies in internal control, as 
described as findings 2017-1 and 2017-2 in the accompanying schedule of findings and responses that we 
consider to be significant deficiencies. 
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Compliance and Other Matters 
As part of obtaining reasonable assurance about whether the Lake County Road Commission’s financial 
statements are free of material misstatement, we performed tests of its compliance with certain provisions 
of laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct and 
material effect on the determination of financial statement amounts.  However, providing an opinion on 
compliance with those provisions was not an objective of our audit, and accordingly, we do not express 
such an opinion.  The results of our tests disclosed no instances of noncompliance or other matters that 
are required to be reported under Government Auditing Standards. 
 
Road Commission’s Responses to Findings 
The Lake County Road Commission’s written responses to the findings identified in our audit are 
described in the accompanying schedule of findings and responses.  The Road Commission’s responses 
were not subject to the auditing procedures applied in the audit of the financial statements and, 
accordingly, we express no opinion on them. 
 
Purpose of this Report 
The purpose of this report is solely to describe the scope of our testing of internal control and compliance 
and the results of that testing, and not to provide an opinion on the effectiveness of the Road 
Commission’s internal control or on compliance.  This report is an integral part of an audit performed in 
accordance with Government Auditing Standards in considering the Road Commission’s internal control 
and compliance.  Accordingly, this communication is not suitable for any other purpose. 

 
Saginaw, Michigan 
June 20, 2018 



Lake County Road Commission 
Schedule of Findings and Responses 
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Finding 2017-1 – Preparation of Financial Statements in Accordance with U.S. GAAP 
(repeat comment) 

 
Criteria:  The Road Commission is required to prepare financial statements in accordance 

with accounting principles generally accepted in the United States of America 
(U.S. GAAP).  This is a responsibility of the Road Commission’s management.  
The preparation of financial statements in accordance with U.S GAAP requires 
internal controls over both (1) recording, processing, and summarizing accounting 
data (i.e., maintaining internal books and records), and (2) reporting government-
wide and fund financial statements, including the related footnotes (i.e., external 
financial reporting). 

 
Condition:  As is the case with many smaller and medium-sized entities, the Road 

Commission has historically relied on its independent external auditors to assist in 
the preparation of the government-wide financial statements and footnotes as part 
of its external financial reporting process.  Accordingly, the Road Commission’s 
ability to prepare financial statements in accordance with U.S. GAAP is based, in 
part, on its reliance on its external auditors, who cannot by definition be 
considered a part of the government’s internal controls. 

 
Cause:  This condition was caused by the Road Commission’s decision that it is more cost 

effective to outsource the preparation of its annual financial statements to the 
auditors than to incur the time and expense of obtaining the necessary training and 
expertise required for the government to perform this task internally. 

 
Effect:  As a result of this condition, the Road Commission lacks internal controls over 

the preparation of financial statements in accordance with U.S. GAAP, and 
instead relies, in part, on its external auditors for assistance with this task. 

 
View of  
Responsible 
Officials:  The Road Commission has evaluated the cost vs. benefit of establishing internal 

controls over the preparation of financial statements in accordance with U.S. 
GAAP, and determined that it is in the best interests of the Road Commission to 
outsource this task to its external auditors, and to carefully review the draft 
financial statements and notes prior to approving them and accepting 
responsibility for their content and presentation. 

 
 



Lake County Road Commission 
Schedule of Findings and Responses 
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Finding 2017-2 – Lack of Segregation of Incompatible Duties (repeat comment) 
 
Criteria:  An important component of any internal control system is appropriate segregation 

of duties over key accounting functions. 
 
Condition:  The Clerk at the Road Commission performs several accounting functions related 

to cash receipts, cash disbursements and recording of financial activity to the 
general ledger.  To provide a system of checks and balances, these functions are 
generally assigned to different employees to minimize the potential for 
unauthorized transactions. 

 
Cause:  Sufficient resources and staff are not available to adequately segregate these 

functions. Additionally, the benefit of separating these duties does not appear to 
exceed the costs associated with the additional personnel that would be required 
to segregate all incompatible duties. 
 

Effect:  This condition creates opportunities for inaccurate or unauthorized disbursements 
or transfers of Road Commission assets and increases the potential for inaccurate 
reporting of financial activity. 

 
View of  
Responsible 
Officials:  The Road Commission is aware of the weakness in this area and has determined 

that the strong oversight and involvement of the Board of County Road 
Commissioners reduces the risk of unauthorized disbursements and inaccurate 
financial reporting to an acceptably low level. 

 


