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INDEPENDENT AUDITORS' REPORT
June 26, 2013

Board of Commissioners
Bay County
Bay City, Michigan

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-
type activities, the aggregate discretely presented component units, each major fund, and the
aggregate remaining fund information of Bay County, Michigan (the “County”), as of and for the year
ended December 31, 2012, and the related notes to the financial statements, which collectively
comprise the County’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.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We did not
audit the financial statements of the Bay County Housing Fund and the Medical Care Facility, which are
major fund opinion units; the financial statements of the Bay County Road Commission Component Unit,
which represents approximately 62% of the assets and 47% of the revenues of the aggregate discretely
presented component units; and the financial statements of the Bay County Department of Water and
Sewer, which represents approximately 23% of the assets and revenues of the aggregate discretely
presented component units. Those statements were audited by other auditors whose reports have
been furnished to us, and our opinion, insofar as it relates to the amounts included for the Housing
Fund, Medical Care Facility, Road Commission and Department of Water and Sewer, is based on the
reports of the other auditors. 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.

Opinions

In our opinion, based on our audit and the reports of other auditors, the financial statements referred
to above present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of Bay County, Michigan, as of December 31, 2012,
and the respective changes in financial position and, where applicable, cash flows thereof and the
respective budgetary comparison for the General Fund and each major special revenue fund for the
year then ended in conformity 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 and the Schedules of Funding Progress and Employer
Contributions for the pension and other postemployment benefit plans, as listed in the table of
contents, be presented to supplement the basic financial statements. Such information, although not a
part of the basic financial statements, is required by the Governmental Accounting Standards Board,
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 County’s basic financial statements. The combining and individual nonmajor
fund financial statements and schedules are presented for purposes of additional analysis and are not a
required part of the basic financial statements.

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

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued under separate cover, our
report on our consideration of Bay County, Michigan’s internal 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 the County's internal

control over financial reporting and compliance.
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MANAGEMENT'S DISCUSSION AND ANALYSIS



BAY COUNTY, MICHIGAN

I Management's Discussion and Analysis

As management of Bay County, Michigan, we offer readers of the County’s financial statements this narrative overview
and analysis of the financial activities of the County for the fiscal year ended December 31, 2012. We encourage readers
to consider the information presented here in conjunction with the accompanying basic financial statements.

Financial Highlights

B The assets of the County exceeded its liabilities at the close of the most recent fiscal year by $69,698,559 (net
position). Of this amount, $23,193,485 (unrestricted net position) may be used to meet the government’s ongoing
obligations to citizens and creditors.

B The government’s total net position decreased by $3,529,646 during 2012.

B As of the close of the current fiscal year, the County’s governmental funds reported combined ending fund balances
of $20,033,317, an increase of $263,859 in comparison with the prior year.

B At the end of the current fiscal year, the general fund did not have an unassigned fund balance. The assigned fund
balance for the general fund was $7,133,913 or 25.98% of total general fund expenditures. Total fund balance for the
general fund was $12,595,987.

B The County’s total debt decreased $3,050,118 or 10.83% during the current fiscal year.
Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the County’s basic financial statements. The
County’s basic financial statements are comprised of three components: 1) government-wide financial statements, 2)
fund financial statements, and 3) notes to the financial statements. This report also contains other supplementary
information in addition to the basic financial statements themselves.

Government-wide financial statements - The government-wide financial statements are designed to provide readers
with a broad overview of the County’s finances, in a manner similar to a private-sector business.

The statement of net position presents information on all of the County’s assets and liabilities, with the difference
between the two 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 County is improving or deteriorating.

The statement of activities presents information showing how the government’s net position changed during the most
recent fiscal year. All changes in net position are reported as soon as the underlying event giving rise to the change
occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this statement for
some items that will only result in cash flows in future fiscal periods (e.g., uncollected special assessments and accrued
interest expense).

Both of the government-wide financial statements distinguish functions of the County that are principally supported by
taxes and intergovernmental revenues (governmental activities) from other functions that are intended to recover all or
a significant portion of their costs through user fees and charges (business-type activities). The governmental activities
of the County include public safety, community and economic development, health and welfare, public works, general
government, judicial, legislative, and recreation and culture. The business-type activities of the County include the
Medical Care Facility, 100% Tax Payment Fund, Housing, Golf Course, Delinquent Property Tax Foreclosure, and
Commissary Operations.



BAY COUNTY, MICHIGAN

I Management's Discussion and Analysis

The government-wide financial statements include not only the County itself (known as the primary government), but
also a legally separate Road Commission, a legally separate Economic Development Corporation, a legally separate
Department of Water and Sewer, a legally separate Drain Commission, a legally separate Library System, a legally
separate Land Bank and a legally separate Bay Area Narcotics Enforcement Team for which the County is financially
accountable. Financial information for these component units is reported separately from the financial information
presented for the primary government itself. Financial statements for the Road Commission, Bay Area Narcotics
Enforcement, and Department of Water and Sewer were issued separately from the County and other component units.
The Bay County Building Authority, although legally separate, functions for all practical purposes as a department of the
County and; therefore, has been included as an integral part of the primary government.

The government-wide financial statements can be found starting on page 18 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 County, like other state and local governments, uses fund
accounting to ensure and demonstrate compliance with finance-related legal requirements. All of the funds of the
County can be divided into three categories: governmental funds, proprietary funds, and fiduciary funds.

Governmental funds - Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements. However, unlike the government-wide financial
statements, governmental fund financial statements focus on near-term inflows and outflows of spendable resources, as
well as on balances of spendable resources available at the end of the fiscal year. Such information may be useful in
evaluating a government’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is useful
to compare the information presented for governmental funds with similar information presented for governmental
activities in the government-wide financial statements. By doing so, readers may better understand the long-term
impact of the government’s near-term financing decisions. Both the governmental fund balance sheet and the
governmental fund statement of revenues, expenditures, and changes in fund balances provide a reconciliation to
facilitate this comparison between governmental funds and governmental activities .

The County maintains 24 individual governmental funds. Information is presented separately in the governmental funds
balance sheet and in the governmental funds statement of revenues, expenditures, and changes in fund balances for the
General Fund, Mosquito Control Fund, 911 Service Fund, Division on Aging Fund, and Homeland Security Fund, each of
which are considered to be major funds. Data from the other 19 governmental funds are combined into a single,
aggregated presentation. Individual fund data for each of these nonmajor governmental funds is provided in the form of
combining statements elsewhere in this report.

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

The basic governmental fund financial statements can be found starting on page 22 of this report.

Proprietary funds - The County maintains two different types of proprietary funds: enterprise funds and internal service
funds. Enterprise funds are used to report the same functions presented as business-type activities in the government-
wide financial statements. The County uses enterprise funds to account for its Medical Care Facility, 100% Tax Payment
Fund, Housing, Golf Course, Delinquent Property Tax Foreclosure Fund, and Commissary operations. Internal service
funds are an accounting device used to accumulate and allocate costs internally among the County’s various functions.
Bay County uses internal service funds to account for its Workers’ Compensation/Unemployment Compensation/Sick and
Accident Self Insurance Fund and its Health Care Self Insurance Fund. Because these services predominately benefit
governmental rather than business-type functions, they have been included within the governmental activities in the
government-wide financial statements.
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I Management's Discussion and Analysis

Proprietary funds provide the same type of information as the government-wide financial statements, only in more detail.
The proprietary fund financial statements provide separate information for the Medical Care Facility Fund, the 100% Tax
Payment Fund and the Housing Fund, each of which are considered to be major funds. Data from the other proprietary
funds are combined and presented in two separate columns distinguishing between business-type activities and
governmental activities. Individual fund data for each of these non-major enterprise funds and internal service funds are
provided in the form of combining statements elsewhere in this report.

The basic proprietary fund financial statements can be found starting on page 33 of this report.

Fiduciary funds - Fiduciary funds are used to account for resources held for the benefit of parties outside the
government. Fiduciary funds are not reflected in the government-wide financial statements because the resources of
those funds are not available to support the County’s own programs. The accounting used for fiduciary funds is much like
that used for proprietary funds.

The basic fiduciary fund financial statements can be found starting on page 38 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 government-wide and fund financial statements. The notes to the financial statements can be
found starting on page 46 of this report.

Other information - In addition to the basic financial statements and accompanying notes, this report also presents
certain supplementary information. This includes the combining and individual fund financial statements and schedules.
Combining and individual fund statements and schedules can be found starting on page 100 of this report.
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I Management's Discussion and Analysis
Government-wide Financial Analysis

As noted earlier, net position may serve over time as a useful indicator of a government’s financial position. In the case
of Bay County, as the following table demonstrates, assets exceeded liabilities by $69,698,559 at the close of the most
recent fiscal year.

Bay County's Net Position
Governmental Activities Business-type Activities Total
2012 2011 2012 2011 2012 2011
Assets:

Current and other assets ~ $38,917,605  $36,507,762  $26,010,139  $24,488,063  $64,927,744  $60,995,825
Capital assets, net of

accumulated

depreciation 48,850,621 50,373,025 7,353,440 7,798,087 56,204,061 58,171,112

Total assets 87,768,226 86,880,787 33,363,579 32,286,150 121,131,805 119,166,937

Liabilities:

Long-term liabilities 26,076,350 23,963,829 10,146,363 8,238,052 36,222,713 32,201,881
Other liabilities 4,704,006 10,515,580 4,186,026 3,514,989 8,890,032 14,030,569
Total liabilities 30,780,356 34,479,409 14,332,389 11,753,041 45,112,745 46,232,450

Deferred inflows of resources
Taxes levied for a
subsequent period 6,320,501 - - - 6,320,501

Net position:
Invested in capital assets,

net of related debt 35,041,086 34,828,097 7,353,440 7,798,087 42,394,526 42,626,184
Restricted 2,701,646 2,755,049 1,408,902 1,408,902 4,110,548 4,163,951
Unrestricted 12,924,637 14,818,232 10,268,848 11,326,120 23,193,485 26,144,352

Total net position $50,667,369  $52,401,378  $19,031,190  $20,533,109  $69,698,559  $72,934,487

One of the largest portions of the County’s net position, $42,394,526 (60.8%) reflects its investment in capital assets
(e.g., land, buildings, machinery and equipment) less any related debt used to acquire those assets that is still
outstanding. The County uses these capital assets to provide services to citizens; consequently, these assets are not
available for future spending. Although the County’s investment in its capital assets is reported net of related debt, it
should be noted that the resources needed to repay this debt must be provided from other sources, since the capital
assets themselves cannot be used to liquidate these liabilities.

An additional portion of the County’s net position, $4,110,548 (5.9%) represents resources that are subject to external
restrictions on how they may be used. The remaining balance of unrestricted net position, $23,193,485 (33.3%) may be
used to meet the government’s ongoing obligations to citizens and creditors.

At the end of the current fiscal year, the County is able to report positive balances in all three categories of net position,
both for the government as a whole, as well as for its separate governmental and business-type activities.
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Bay County's Change in Net Position

Governmental Activities Business-type Activities Total
2012 2011 2012 2011 2012 2011
Revenue
Program revenue:
Charges for services $10,339,375 $10,415,563  $23,998,913  $22,898,314  $34,338,288  $33,313,877
Operating grants and
contributions 12,515,201 13,828,220 285,489 310,793 12,800,690 14,139,013
Capital grants and
contributions 80,497 1,799,663 54,150 80,497 1,853,813
General revenue:
Property taxes 21,203,689 21,444,988 1,437,577 1,500,994 22,641,266 22,945,982
Unrestricted investment
earnings 505,495 523,735 300,877 244,734 806,372 768,469
Other 238,148 467,658 81,508 84,926 319,656 552,584
Total revenue 44,882,405 48,479,827 26,104,364 25,093,911 70,986,769 73,573,738
Expenses
Public safety 11,783,813 12,716,096 11,783,813 12,716,096
Community and economic
development 272,878 189,260 272,878 189,260
Health and welfare 11,206,727 9,144,114 11,206,727 9,144,114
Public works 4,177 6,510 4,177 6,510
General government 15,617,422 16,085,564 15,617,422 16,085,564
Judical 6,909,233 6,510,162 6,909,233 6,510,162
Legislative 435,233 437,091 435,233 437,091
Recreation and culture 1,373,762 1,432,962 1,373,762 1,432,962
Interest on long-term debt 656,888 734,097 - - 656,888 734,097
Medical care facility - - 24,312,319 21,929,668 24,312,319 21,929,668
100% tax payment 140,155 123,273 140,155 123,273
Golf course 691,609 693,591 691,609 693,591
Delinquent property tax - -
foreclosure 186,296 191,470 186,296 191,470
Commissary 122,168 106,029 122,168 106,029
Housing 803,735 761,335 803,735 761,335
Total expenses 48,260,133 47,255,856 26,256,282 23,805,366 74,516,415 71,061,222
Change in net position
before transfers (3,377,728) 1,223,971 (151,918) 1,288,545 (3,529,646) 2,512,516
Transfers 1,350,000 811,394 (1,350,000) (811,394)
Change in net position (2,027,728) 2,035,365 (1,501,918) 477,151 (3,529,646) 2,512,516
Net position, beginning
of year, as restated 52,695,097 50,366,013 20,533,108 20,055,958 73,228,205 70,421,971
Net position, end of year $50,667,369 $52,401,378 $19,031,190 $20,533,109 $69,698,559 $72,934,487

The County's net position decreased $3,529,646 during the current fiscal year. This decrease is attributable mainly to
Medical Care Facility and Health and Welfare expenses increasing $2,382,651 and $2,062,613, respectively, over 2011.
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I Management's Discussion and Analysis

Governmental activities - Governmental activities decreased the County’s net position during the current year by
$2,027,728 thereby accounting for the majority of the decrease in the net position of the County. Key elements of this
increase are as follows:

B Total operating grants and contributions decreased $1,313,019 in 2012 over 2011. The decrease is due primarily to
Homeland Security grant programs being reduced by $1.043M, as the County is no longer the fiduciary for the
2011/2012 grants. This figure also includes pass-through dollars to other agencies.

B Total capital grants and contributions decreased $1,719,166 in 2012 over 2011. The communications tower built in
2011 accounted for nearly $1.5M in capital assets, plus energy efficient upgrades at many County-owned facilities
were completed in 2011.

B Total health and welfare expenditures increased $2,062,613 in 2012 over 2011 primarily due to increases in transfers
to the Bay County Health Department for operating and an increase in pass-through dollars to Bay Arenac Behavioral
Health.

B The levy of a veteran's millage in late fall of 2011 (.10 mills or approximately $285,000) was received for indigent
veterans to be used under the Bay County Soldiers’ Relief Fund in 2012. As a result of this new millage, the Soldiers'
Relief Fund had increased expenditures in the year 2012 over 2011.

Business-type activities - Business-type activities decreased the County’s net position by $1,501,918. The key element of
this decrease was the increase of $2,382,651 in Medical Care Facility expenses, which is offset by an increase of
$1,100,599 in charges for services from 2011.
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Revenues by Source
Business-Type Activities

Property Taxes $1,437,577
Unrestricted Investment

Earnings $300,877 Other Revenue $81,508

Operating Grants and
Contributions $285,489

Charges for Services
$23,998,913

Financial Analysis of the Government’s Funds

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

Governmental funds - The focus of the County’s governmental funds is to provide information on near-term inflows,
outflows, and balances of spendable resources. Such information is useful in assessing the County’s financing
requirements. In particular, unassigned fund balance may serve as a useful measurement of a government’s net
resources available for spending at the end of the fiscal year.

As of the end of the current fiscal year, the County’s governmental funds reported combined ending fund balances of
$20,033,317, an increase of $263,859 compared to the prior year. Of this amount, 70.65% ($14,154,100) constitutes
committed and assigned fund balance , which is available for spending at the government’s discretion. However, this fund
balance amount is further separated into committed fund balance ($6,485,024) and assigned fund balance (7,669,076).
The underlying distinction between the two is that committed fund balance has been designated by the highest level of
decision making authority and formal action is needed to establish, modify, or rescind a committment. The remainder of
fund balance is restricted to indicate that it is not available for new spending because it has already been committed to:
1) Non-spendable ($225,313), 2) Restricted (55,653,904). Of the $263,859 increase in governmental fund balances, there
was a significant increase in the General Fund of $995,428, and significant decreases in the Mosquito Control fund of
$214,635, the 911 Services fund of $271,084, the Child Care fund of $182,800, and the Gypsy Moth Control fund of
$128,882.

The General Fund is the chief operating fund of the County. At the end of the current fiscal year, the assigned fund
balance of the General Fund was $7,133,913 while total fund balance amounted to $12,595,987. As a measure of the
General Fund's liquidity, it may be useful to compare both assigned fund balance and total fund balance to fund
expenditures. Assigned fund balance represents 25.98% of total General Fund expenditures, while total fund balance
represents 45.88% of that same amount.

Fund balance of the County’s General Fund increased by $995,428 during the current fiscal year. This was primarily due to
several general government projects still in progress at year's end.

The 911 Service Fund decrease of $271,084 was primarily the result of the implementation and transition to the 800 MHz
radio system and the purchase of six sirens positioned throughout the County.

The Mosquito Control Fund decreased $214,635. This decrease was primarily due to early spring aerial spraying and the
purchase of two vehicles to replace older, high-mileage vehicles.

12
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Fund balance of the Division on Aging Fund decreased $74,313. A special millage levy of .30 mills for three years was
approved by voters in the general election of fall 2012.

The Homeland Security Fund accounts for revenues from federal grants administered by the United States of Homeland
Security for building and sustaining national preparedness activities. This fund was established in 2011.

Proprietary funds - The County’s proprietary funds provide the same type of information found in the government-wide
financial statements, but in more detail.

Unrestricted net position of the 100% Tax Payment Fund at the end of the year amounted to $7,438,871, while those for
the Medical Care Facility Fund and Housing Fund amounted to $1,935,374 and $535,295 respectively. The combined
unrestricted net position of the nonmajor enterprise funds and the internal service funds were $359,308 and $0
respectively, at the end of the year. The 100% Tax Payment Fund had a decrease in net position for the year of $24,900,
while the Medical Care Facility had an decrease in net position of $1,066,185 and Housing Fund had a decrease in net
position of $216,861. The combined decrease in net position of the nonmajor enterprise funds was $193,972 and the
combined increase in net position for the internal service funds was $851,364 for the year. Other factors concerning the
finances of these funds have already been addressed in the discussion of the County’s business-type activities.

General Fund Budgetary Highlights. The differences between the original budget and final amended budget for
expenditures resulted in a 1.07% increase ($309,225 increase in expenditures); whereas the difference between the
original budget and final amended budget for revenues resulted in a 0.49% increase ($145,235 increase in revenues);
finally, the original budget for total other financing sources/uses was amended resulting in a 4.01% decrease (528,318
decrease in other financing uses). The original budget shows $91,939 for an increase of fund balance which was affected
by budgetary adjustments. These adjustments ($192,308) resulted in a use of fund balance, including the budgeted use
of reserved fund balance of $26,380. Significant budgetary differences are briefly summarized as follows:

B A $284,865 increase in expenditures for 2011 open purchase orders filled in 2012.

B A $90,821 decrease due to personnel expenditures being properly adjusted primarily due to combining the
Department of Criminal Defense with the Department of Public Defender.

Material actual to budget variances are as follows:

B A negative $225,720 variance in federal grant revenues is mainly the result of reimbursable Friend of the Court and
Prosecutor's cooperative reimbursement expenditures not being incurred to earn the maximum reimbursement
allowable on these grants.

B A negative $356,448 variance in charges for services is the result of the court costs and civic arena revenues
associated with tournament fees and food/merchandise sales, being less than budgeted.

® Judicial expenditures were $228,342 under budget primarily due to the District Court OWI Drug Treatment Grant
reductions and the reassignment of related grant funded personnel that were not replaced.

B General government expenditures were $589,674 under budget primarily as a result of a delay filling or eliminating
vacant personnel positions and several budgeted projects in Information Systems, Buildings and Grounds, and
Administrative Services Department's still in progress.

B For 2012, recreation and culture expenditures were $283,169 under budget primarily due to Pinconning Park capital
improvement actual expenditures being less than budgeted. In addition, the Bay County Civic Arena had expenditure

savings due to lower public utilities and delays in filling some vacant personnel positions.

B The other function expenditures were $319,282 under budget primarily due to risk management expenses being less
than budgeted.
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I Management's Discussion and Analysis

B The remaining actual to budget positive variances are due to the County exercising fiscal responsibility.

Capital Asset and Debt Administration

Capital assets - The County’s investment in capital assets for its governmental and business-type activities as of
December 31, 2012 amounted to $56,204,061 (net of accumulated depreciation). This investment in capital assets
includes land, land improvements, buildings and building improvements, machinery and equipment, office equipment and
furniture, computer software, computer hardware, vehicles, and construction work in progress. The total decrease in the
County’s investment in capital assets for the current fiscal year was 3.38% (a 3.02% decrease for governmental activities
and a 5.70% decrease for business-type activities).

Major capital asset events during the current fiscal year included the following:

B New World software purchased for Central Dispatch over two years was installed at a total cost of $152,650.

B Six new sirens were purchased and installed around the County by 911 Central Dispatch at a cost of $115,912.

B Machinery and equipment in the amount of $122,643 was purchased and put into use by the Bay County Drain

Commission.
Bay County's Capital Assets (net of depreciation)
Governmental Activities Business-type Activities Total
2012 2011 2012 2011 2012 2011

Land $ 1,926,399 S 1,926,399 § 257,559 § 257,559 S 2,183,958 § 2,183,958
Land improvements 621,857 732,915 237,224 277,158 859,081 1,010,073
Buildings and building

additions and improvemen: 41,617,918 42,913,129 6,236,363 6,650,968 47,854,281 49,564,097
Machinery and equipment 2,351,120 2,648,210 243,582 201,070 2,594,702 2,849,280
Office equipment and furnitt 1,302,968 1,293,233 304,787 337,228 1,607,755 1,630,461
Vehicles 525,447 494,350 26,857 41,212 552,304 535,562
Construction work in progres 504,912 364,789 47,068 32,892 551,980 397,681
Total $ 48,850,621 $50,373,025 S 7,353,440 S 7,798,087 S$56,204,061 $58,171,112

Additional information on the County’s capital assets can be found in Note 6 to the financial statements.

14



BAY COUNTY, MICHIGAN

I Management's Discussion and Analysis
Long-term debt - At the end of the current fiscal year, the County had total outstanding debt of $25,102,200. Of this
amount, $20,037,176 is general obligation bonds. The remainder of the County debt is comprised of notes payable, bond

premium, compensated absences, claims, and maintenance agreements payable.

Bay County's Outstanding Debt

Governmental Activities Business-type Activities Total
2012 2011 2012 2011 2012 2011

Primary Government

General obligation bonds  $12,810,000 $15,400,000 S - S - $12,810,000 $15,400,000

Maintenance agreement

payable - 8,550 - - - 8,550

Bond premium 999,535 136,378 999,535 136,378

Compensated absences 2,108,429 2,086,226 231,352 360,106 2,339,781 2,446,332
Component Units

General obligation bonds 7,227,176 8,413,264 - - 7,227,176 8,413,264

Notes payable 384,616 500,937 - - 384,616 500,937

Compensated absences 1,341,092 1,246,857 - - 1,341,092 1,246,857
Total $24,870,848 $27,792,212 S 231,352 S 360,106 $25,102,200 $28,152,318

The County’s total gross long-term debt of $25,102,200 is equivalent to $233 per capita or 0.87% of the County’s taxable
value of property of $2,901,967,896.

The County’s total debt decreased $3,050,118 or 10.83% during the current fiscal year.

The County’s current bond ratings are as follows:
Standard and

Moody's Poor's
Limited tax obligations A1 AA
Insured limited tax obligations Aaa AAA
Unlimited tax obligations unrated unrated
Revenue bonds unrated unrated
Special assessment bonds unrated unrated

Current state statutes (Article 7, Section Il, Michigan Constitution of 1963) limit the amount of general obligation debt a
governmental entity may issue to 10 percent of its total state equalized valuation. The County’s current debt limit and
margin (amounts expressed in thousands) is as follows:

Debt limit S 312,200
Debt margin S 281,587
Percent of limit 90.19%

Additional information on the County’s long-term debt can be found in Note 9 to the financial statements.
Economic Factors and Next Year’s Budget and Rates
The following factors were considered in preparing the County’s budget for the 2013 fiscal year:

B The unemployment rate for the County is currently around 8.5 percent, slightly above the state average of 8.4
percent.
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® Wages continue to be frozen at the 2008 level, although the majority of employees will be paid a 0.75 percent lump
sum of wages, not included in the base, for the final year of the current collective bargaining agreements. The
County is actively working on ways to control spiraling health care costs through increased awareness of generic
prescriptions, removing unnecessary administrative costs, and increasing co-pays on some prescription medications.

Projections from the Bay County Equilization Department showed a reduction in property tax revenue for the General
Fund of 1.4 percent for 2013. Special millage fund's property tax revenues decreased by 0.27 perecent for 2013.

® Limiting of capital expenditures.

®  Actuary recommended pension contributions increased to 4.08 percent of payroll for the General Group, up from 1.19

percent from the prior year's actuarial study.
Requests for Information
This financial report is designed to provide a general overview of the County’s finances for all those with an interest in
Bay County’s finances. Questions concerning any of the information provided in this report or requests for additional

financial information should be addressed to the Finance Office, Bay County Building, 515 Center Avenue, Suite 701, Bay
City, Michigan 48708-5128.
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BAY COUNTY, MICHIGAN

[l Statement of Net Position
December 31, 2012

Primary Government

Governmental  Business-type Component
Activities Activities Total Units
Assets
Cash and cash equivalents 4,760,683 726,699 5,487,382 13,124,253
Investments 18,306,759 15,359,716 33,666,475 3,566,588
Receivables 14,292,865 8,306,536 22,599,401 11,804,676
Net pension asset 1,446,037 21,700 1,467,737 -
Internal balances (1,019,967) 1,019,967 - -
Prepaid items and other assets 1,121,742 550,404 1,672,146 622,801
Inventories 9,486 25,117 34,603 1,091,467
Net OPEB asset - - - 177,723
Capital assets not being depreciated 2,431,311 304,627 2,735,938 52,630,581
Capital assets being depreciated, net 46,419,310 7,048,813 53,468,123 67,099,969
Total assets 87,768,226 33,363,579 121,131,805 150,118,058
Liabilities
Accounts payable and accrued liabilities 4,512,956 2,064,321 6,577,277 2,156,439
Unearned revenue 191,050 2,121,705 2,312,755 5,614,500
Noncurrent liabilities:
Due within one year 2,234,616 17,459 2,252,075 1,154,973
Due in more than one year
Long-term debt 13,683,348 213,893 13,897,241 7,797,911
Net OPEB obligation 10,158,386 9,915,011 20,073,397 6,822,080
Total liabilities 30,780,356 14,332,389 45,112,745 23,545,903
Deferred inflows of resources
Taxes levied for a subsequent period 6,320,501 - 6,320,501
Net position
Invested in capital assets, net of
related debt 35,041,086 7,353,440 42,394,526 114,573,142
Restricted for:
Debt service 65,393 - 65,393 266,605
Home Rehabilitation 1,967,871 - 1,967,871 -
Restricted contributions 594,868 - 594,868
Restricted assets 73,514 1,408,902 1,482,416 -
Unrestricted 12,924,637 10,268,848 23,193,485 11,732,408
Total net position $ 50,667,369 S 19,031,190 $ 69,698,559 S 126,572,155

The accompanying notes are an integral part of these financial statements.
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BAY COUNTY, MICHIGAN

[l Statement of Activities
For the Year Ended December 31, 2012

Program Revenues

Indirect Operating Capital
Expenses Charges Grants and Grants and Net (Expense)
Functions / Programs Expenses Allocation for Services  Contributions Contributions Revenue
Primary government
Governmental activities:
Public safety S 11,712,242 § 71,571 $ 1,872,597 $ 614,154 § 35,752 $ (9,261,310)
Community and economic
development 306,167 (33,289) 179,985 132,642 - 39,749
Health and welfare 11,206,727 - 2,471,488 2,619,731 10,078 (6,105,430)
Public works 4,177 - 6,878 - - 2,701
General government 16,096,532 (479,110) 3,040,771 7,300,190 34,667 (5,241,794)
Judicial 6,612,894 296,339 1,989,484 1,692,692 - (3,227,057)
Legislative 435,233 - 21,470 - - (413,763)
Recreation and culture 1,465,704 (91,942) 756,702 155,792 - (461,268)
Interest on long-term debt 656,888 - - - (656,888)
Total governmental activities 48,496,564 (236,431) 10,339,375 12,515,201 80,497 (25,325,060)
Business-type activities:
Medical Care Facility 24,301,213 11,106 21,600,556 - - (2,711,763)
100% Tax Payment 140,155 - 1,116,682 - - 976,527
Golf Course 599,667 91,942 610,839 - - (80,770)
Delinquent Property Tax
Foreclosure 171,902 14,394 243,539 - - 57,243
Commissary 118,414 3,754 169,573 - 47,405
Housing 770,446 33,289 257,724 285,489 - (260,522)
Total business-type activities 26,101,797 154,485 23,998,913 285,489 - (1,971,880)
Total primary government S 74,598,361 (81,946) S 34,338,288 S 12,800,690 S 80,497 S (27,296,940)
Component units
Road Commission $ 12,265,236 S - § 1,837,494 § 8,013,294 S 2,174,657 S  (239,791)
Economic development 21,546 - - - (21,546)
Library System 6,407,383 43,925 472,091 76,208 108,752 (5,794,257)
Department of Water
and Sewer 5,706,083 - 5,909,124 - - 203,041
Drain Commission 624,210 - 6,200 - 310,675 (307,335)
Bay Area Narcotics
Enforcement Team 629,129 5,358 366,335 383,428 - 115,276
Bay County Landbank 23,705 - - - - (23,705)
Total component units $ 25,677,292 S 49,283 S§ 8,591,244 S 8,472,930 S 2,594,084 S (6,068,317)
continued...
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BAY COUNTY, MICHIGAN

Bl Statement of Activities
For the Year Ended December 31, 2012

Primary Government

Governmental  Business-type Component
Activities Activities Total Units
Changes in net position
Net (expense) revenue S (25,325,060) S (1,971,880) S (27,296,940) S (6,068,317)
General revenues:
Property taxes 21,203,689 1,437,577 22,641,266 5,698,469
Unrestricted investment earnings 505,495 300,877 806,372 372,673
Gain on equipment disposal - - - (18,818)
Other revenue 238,148 81,508 319,656 236,592
Transfers - internal activities 1,350,000 (1,350,000) - -
Total general revenues and transfers 23,297,332 469,962 23,767,294 6,288,916
Change in net position (2,027,728) (1,501,918) (3,529,646) 220,599
Net position, beginning of year, as restated 52,695,097 20,533,108 73,228,205 126,351,556
Net position, end of year S 50,667,369 S 19,031,190 $ 69,698,559 $ 126,572,155
concluded

The accompanying notes are an integral part of these financial statements.
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BAY COUNTY, MICHIGAN

Il Balance Sheet
Governmental Funds
December 31, 2012

Assets
Cash and cash equivalents
Investments
Accounts receivable
Property taxes receivable
Accrued interest receivable
Inventories
Due from other funds
Due from component units
Due from other governmental units
Prepaid items and other assets
Interfund advances

Total assets

Liabilities
Accounts payable
Accrued liabilities
Accrued vacation and sick pay
Due to other funds
Due to component units
Due to other governmental units
Deposits
Interfund advances
Long term advances
Deferred revenue

Total liabilities

Deferred inflows of resources
Unavailable revenue - property taxes
Taxes levied for a subsequent period

Total deferred inflows of resources

Fund balances
Nonspendable
Restricted
Committed
Assigned

Total fund balances

Total liabilities, deferred inflows of resources

and fund balances

Mosquito 911 Division on
General Control Service Aging
S 1 S 59,331 § - S 130,256
13,339,124 138,335 2,674,858 57,706
567,573 - 1,632 161,498
1,491,865 1,218,694 1,895,902 2,164,114
163,405 4,561 41,834 4,428
9,486 - - -
9,066 522,325 333
152,320 - -
1,330,692 64,607 59,032
149,274 16,553 -
50,000 -
$ 17,262,806 S 1,420,921 $§ 5,217,711 $§ 2,577,367
S 729,063 S 2,198 § 72,505 $ 39,686
872,331 19,206 81,067 72,237
82,407 420 3,507 1,921
2,075,456 193 1,085 535
63,133 - -
50,041 -
1,485 -
96,754 - 7,603
3,970,670 22,017 158,164 121,982
696,149 3,781 6,045 4,280
- 1,266,803 1,970,583 2,252,094
696,149 1,270,584 1,976,628 2,256,374
208,760 - 16,553 -
198,962 92,936 2,290,759 199,011
5,054,352 35,384 775,607 -
7,133,913 - - -
12,595,987 128,320 3,082,919 199,011
$ 17,262,806 S 1,420,921 $§ 5,217,711 § 2,577,367

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

Homeland Governmental Governmental
Security Funds Funds

) 156,518 § 486,223 S 832,329

- 867,307 17,077,330

1,927,475 2,658,178

798,374 7,568,949

12,222 226,450

- 9,486

527,707 1,059,431

- - 152,320

1,399,678 706,300 3,560,309

