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INDEPENDENT AUDITORS' REPORT
December 4, 2014

To the Board of Trustees
Ann Arbor District Library
Ann Arbor, 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 Ann Arbor District Library (the "Library"), as of
and for the year ended June 30, 2014, and the related notes to the financial statements, which
collectively comprise the Library’s basic financial statements as listed in the table of contents.

Management'’s Responsibility for the Financial Statements

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

Independent Auditors’ Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ 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 Library’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 Library’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.

Rehmann is an independent member of Nexia International.
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Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the major fund and the aggregate
remaining fund information of the Ann Arbor District Library, as of June 30, 2014, and the respective
changes in financial position and the budgetary comparison for the general fund 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 management’s
discussion and analysis, 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 Library’s basic financial statements. The combining fund financial statements
are presented for purposes of additional analysis and are not a required part of the basic financial
statements.

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

financial statements as a whole.
%%ﬁm LLC
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[l Management's Discussion and' Analysis

As management of the Ann Arbor District Library (the "Library”), we offer readers of the Library’s financial
statements this narrative overview and analysis of the financial activities of the Library for the fiscal year that

ended June 30, 2014,
Financial Highlights

The assets of the Library exceeded its liabilities at the close of the most recent fiscal year by $30,235,541 (net
position). Of this amount, $7,953,342 (unrestricted net position) may be used to meet the Library’s ongoing
obligations.

The Library’s total net position decreased by $210,341 during the year.

As of the close of the current fiscal year, the Library’s governmental funds reported combined ending fund
balances of $8,545,864, an increase of $354,774 in comparison with the prior year. Approximately 95% or
68,108,304 is available for spending at the Library’s discretion (unassigned fund balance).

At the end of the current fiscal year, unassigned fund balance for the general fund was 58,108,304 or 66%
percent of total general fund expenditures.

Overview of the Financial Statements

This discussion and analysis is intended to provide a basis of understanding the Library’s basic financial statements.
To simplify financial reporting and improve readability, the government-wide financial statements and the fund
statements have been combined to report the statement of net position and governmental funds balance sheet on a
single page and the statement of activities and governmental funds revenues, expenditures and changes in fund
balance on a single page. This report also contains other supplementary information in addition to the basic
financial statements themselves.

Government-wide Financial Statements. The government-wide financial statement portions of this combined
reporting format are designed to provide readers with a broad overview of the Library’s finances, in a manner
similar to the private business sector.

The statement of net position presents information on all of the Library’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 Library is improving or deteriorating.

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

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 fund level financial statement portions of this
combined reporting format are designed to provide readers information on how the Library has complied with
finance-related legal requirements.

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.
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[l /Management's Discussion and Analysis

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.

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 after the basic financial statement section of this report.

Government-Wide Financial Analysis

As noted earlier, net position may serve over time as a useful indicator of a government’s financial position. In the
case of the Library, assets exceeded liabilities by $30,235,541 at the close of the most recent fiscal year.

. Net Position
| Governmental Activities
2014 [[hr2013T T
Current and other assets 9,323,616 9,002,896
Capital assets, net 21,919,628 22,494,725
Total assets 31,243,244 31,497,621
Current liabilities outstanding 777,752 811,806
Other liabilities 229,951 239,933
Total liabilities 1,007,703 1,051,739
Net position:
Net investment in capital assets 21,919,628 22,494,725
Restricted 362,571 362,040
Unrestricted 7,953,342 7,589,117
Total net position 30,235,541 30,445,882
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| Change in Net Position
| Governmental Activities

2014 | 2013
Revenues
Property taxes, net $11,340,444 11,105,111
State penal fines 233,420 256,398
State aid 235,875 160,025
Interest income (loss) 180,715 (72,071)
Copier revenue 30,086 32,411
Grants and memorials 132,280 140,043
Library fines, fees and other 383,588 418,620
Non-resident fees 17,119 15,645
Total revenues 12,553,527 12,056,182
Expenses
Personnel costs 7,731,392 7,688,782
Purchased services 1,164,250 1,023,649
Repairs and maintenance 323,049 275,826
Rent 196,756 185,340
Materials, supplies and expense 2,228,357 2,270,137
Other operating costs 416,667 402,172
Depreciation expense 703,397 726,894
Total expenses 12,763,868 12,572,800
Change in net position (210,341) (516,618)
Net position:
Beginning of year 30,445,882 30,962,500
End of year $30,235,541 530,445,882

As noted earlier, the Library decreased net position during the year ended June 30, 2014 by $210,341. At the fund
level, capital outlay is an expenditure, but in the government-wide reporting model, this capital addition is added
into capital assets. Also, at the government-wide level, depreciation is an expense. For the year ended June 30,
2014, depreciation expense exceeded capitalized capital outlay by $575,097. This was offset by the change in
interest income, causing most of the decrease in net position above.
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Financial Analysis of the Government’s Funds

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

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

As of the end of the current fiscal year, the Library’s governmental funds reported combined ending fund balances
of $8,545,864, an increase of $354,774 in comparison with the prior year. Approximately 95% of this total amount
(58.1 million) constitutes unassigned fund balance, which is available for spending at the Library’s discretion.

The general fund is the chief operating fund of the Library. At the end of the current fiscal year, unassigned fund
balance of the general fund was $8,108,304 while total fund balance was $8,183,293. As a measure of the general
fund’s liquidity, it may be useful to compare both unassigned fund balance and total fund balance to total fund
expenditures. Unassigned fund balance and total fund balance each represent approximately 66% and 67% of total
general fund expenditures.

The fund balance of the Library’s general fund increased by $354,243, during the current fiscal year. The
unassigned fund balance increased by $437,772.

Capital Assets. The Library’s investment in capital assets as of June 30, 2014, amounted to $21,919,628 (net of
accumulated depreciation). This investment in capital assets includes land, buildings, vehicles, and equipment.

I Library's Capital Assets

l (Net of Depreciation)

| 2014 T | 2093
Land $ 2,108,183 § 2,108,183
Buildings 19,000,650 19,486,115
Vehicles 24,031 2,404
Equipment 786,764 898,023
Total capital assets, net $21,919,628 $22,494,725

Additional information on the Library’s capital assets can be found in Note 4 to these financial statements.
General Fund Budgetary Highlights

Differences between the original and final budgets for revenues and expenditures were relatively minor in relation
to the overall budget amounts. Once additional information was known as the year progressed, subsequent budget
amendments recognhized certain additional expenditures.

Actual variances from the final amended budgets were minimal, except for the line item "State aid", where the
actual revenue was larger than the final amended budget, and "Salaries and wages", where the actual expenditures
were less than the final amended budget.
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Factors Bearing on the Library's Future
The following factors were considered in preparing the Library’s budget for the 2014-2015 fiscal years:

Focus on keeping products and services at the same levels as the past few years.
Small increase in wages and benefits that are supported by a slight increase in the tax revenue.
Continued focus on repairs and maintenance at all locations.

Requests for Information

This financial report is designed to provide a general overview of the Library’s finances for all those with an interest
in the government’s finances. Questions concerning any of the information provided in this report or requests for
additional financial information should be addressed to the Associate Director, 343 S. Fifth Avenue, Ann Arbor,

Michigan 48104.
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I Governmental Funds Balance Sheet/Statement of Net Position

June 30, 2014

Assets
Cash and cash equivalents
Investments
Due from other governmental units
Prepaid expenditures/expenses
Capital assets not being depreciated
Capital assets being depreciated

Total assets

Liabilities
Accounts payable - vendors
Accrued payroll and benefits
Long-term liabilities:
Due within one year
Due after one year

Total liabilities

Fund balances
Nonspendable:
Prepaid expenditures
Permanent corpus
Restricted -
Endowments
Assigned -
Subsequent year appropriations
Unassigned

Total fund balances

Total liabilities and fund balances

Net position
Net investment in capital assets
Restricted for endowments - nonexpendable
Restricted for endowments - expendable
Unrestricted

Total net position

Other Total Statement
General Governmental = Governmental of Net
Fund Funds Funds Adjustments Position
S 3,666,617 § 362,571 $ 4,029,188 S S 4,029,188
4,805,064 - 4,805,064 - 4,805,064
417,186 417,186 = 417,186
72,178 72,178 72,178
- - 2,108,183 2,108,183
- - 19,811,445 19,811,445
S 8,961,045 § 362,571 § 9,323,616 21,919,628 31,243,244
S 498,999 § $ 498,999 - 498,999
278,753 278,753 - 278,753
30,000 30,000
- - 199,951 199,951
777,752 - 777,752 229,951 1,007,703
72,178 - 72,178 (72,178)
- 325,000 325,000 (325,000)
37,57 37,571 (37,571)
2,811 2,811 (2,811)
8,108,304 - 8,108,304 5
8,183,293 362,571 8,545,864 (437,560) "
$ 8,961,045 § 362,571 S 9,323,616
21,919,628 21,919,628
325,000 325,000
37,571 37,57
7,953,342 7,953,342

The accompanying notes are an integral part of these financial statements.
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B Reconciliation
Fund Balances of Governmental Funds
to Net Position of Governmental Activities
June 30, 2014

Fund balances - total governmental funds

Amounts reported for governmental activities in the statement of net position
are different because:

Capital assets used in governmental activities are not financial resources
and therefore are not reported in the funds.
Capital assets
Accumulated depreciation
Certain liabilities, including amounts due for compensated absences, are not due
and payable in the current period and therefore are not reported in the funds.
Compensated absences

Net position of governmental activities

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

11
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32,068,968
(10,149,340)

(229,951)

$ 30,235,541
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[l |Statement of Revenues, Expenditures :
and Changes in Fund Balances and Statement of Activities
Governmental Funds
For the Year Ended June 30, 2014

| Other Total i Statement
{  General Governmental | Governmental I of
| Fund Funds Funds | Adjustments | Activities
Revenues
Property taxes, net § 11,340,444 § S 11,340,444 S - § 11,340,444
State penal fines 233,420 - 233,420 - 233,420
State aid 235,875 - 235,875 235,875
Interest income 180,184 531 180,715 180,715
Copier revenue 30,086 30,086 30,086
Grants and memorials 132,280 132,280 132,280
Library fines, fees and other 383,588 383,588 383,588
Non-resident fees 17,119 17,119 17,119
Total revenues 12,552,996 531 12,553,527 12,553,527
Expenditures/expenses
Current:
Personnel costs 7,741,374 7,741,374 (9,982) 7,731,392
Purchased services 1,164,250 1,164,250 - 1,164,250
Repairs and maintenance 323,049 323,049 323,049
Rent 196,756 196,756 196,756
Materials, supplies and expense 2,228,357 2,228,357 2,228,357
Other operating costs 416,667 416,667 416,667
Depreciation expense - - 703,397 703,397
Capital outlay/maintenance expense 128,300 128,300 (128,300) -
Total expenditures/expenses 12,198,753 12,198,753 565,115 12,763,868
Net change in fund balances 354,243 531 354,774 (354,774)
Change in net position (210,341) (210,341)
Fund balance/net position,
beginning of year 7,829,050 362,040 8,191,090 22,254,792 30,445,882
Fund balance/net position,
end of year S 8,183,293 S 362,571 $ 8,545,864 521,689,677 S 30,235,541

The accompanying notes are an integral part of these financial statements.
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I Reconciliation
Net Change in Fund Balances of Governmental Funds
to Change in Net Position of Governmental Activities
For the Year Ended June 30, 2014

Net change in fund balances - total governmental funds S 354,774

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.
Capital outlay 128,300
Depreciation expense (703,397)

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

funds.
Change in the accrual for compensated absences 9,982
Change in net position of governmental activities S (210,341)

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

13
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[l Statement of Revenues, Expenditures and Changes

in Fund Balances - Budget and Actual
General Fund
For the Year Ended June 30, 2014

| Variance
i Budgeted Amounts l 5 With
I Original | Final { Actual | Final Budget
Revenues
Property taxes, net $ 11,368,000 $ 11,368,000 S 11,340,444 § (27,556)
State penal fines 195,000 195,000 233,420 38,420
State aid 80,000 80,000 235,875 155,875
Interest income 100,000 100,000 180,184 80,184
Copier revenue 30,000 30,000 30,086 86
Grants and memorials 90,000 90,000 132,280 42,280
Library fines, fees and other 425,000 425,000 383,588 (41,412)
Non-resident fees 15,000 15,000 17,119 2,119
Total revenues 12,303,000 12,303,000 12,552,996 249,996
Expenditures
Current:
Salaries and wages 5,965,000 5,965,000 5,775,008 189,992
Employee benefits 1,574,000 1,574,000 1,533,659 40,341
Employment taxes 456,000 456,000 432,707 23,293
Purchased services:
Custodial services 175,000 175,000 177,948 (2,948)
Professional services 246,556 246,556 217,354 29,202
Utilities 425,000 418,160 410,924 7,236
Property insurance 88,884 88,884 80,500 8,384
Communications 160,000 300,000 277,524 22,476
Repairs and maintenance 297,000 342,000 323,049 18,951
Rent 206,500 206,500 196,756 9,744
Materials 1,791,000 1,791,000 1,726,812 64,188
Operating supplies and expense 428,000 513,213 501,545 11,668
Library programming 250,000 273,077 273,486 (409)
Seminars, conferences and travel 28,000 28,000 23,607 4,393
Grant and memorial expenses 100,910 100,910 119,574 (18,664)
Capital outlay 111,150 127,700 128,300 (600)
Total expenditures 12,303,000 12,606,000 12,198,753 407,247
Net change in fund balances - (303,000) 354,243 657,243
Fund balance, beginning of year 7,829,050 7,829,050 7,829,050
Fund balance, end of year S 7,829,050 § 7,526,050 S 8,183,293 § 657,243

The accompanying notes are an integral part of these financial statements.
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[l [Notes to Financial Statements

|
I

Al

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Reporting Entity

The Ann Arbor District Library (the “Library”) is a public entity, which enjoys dual tax status as both a
municipality and a 501(c)(3) tax-exempt organization.

Pursuant to Public Act 145 of 1993 (Proposal A), effective July 1, 1996, school districts in Michigan are not
allowed to levy a millage for public libraries. The Library was, therefore, spun off from the Ann Arbor
Public Schools (the “Schools”) to operate as an independent body with its own board of trustees and its
own tax levy. The Library has received voter approval to levy up to 2.0 mills. The Library levied 1.55 mills
for the year ending June 30, 2014. Assets and liabilities of the Library were transferred as of July 1, 1996.
The Library is governed by an elected Board (the “Library Board”) which consists of seven members elected
at large from the Library District.

The Library's borders encompass the City of Ann Arbor (the “City”), the Township of Ann Arbor, and
portions of the Townships of Lodi, Pittsfield, Salem, Scio, Superior, and Webster. Properties in each
governmental unit are assessed as of December 31 and the related property taxes become a lien on July 1
of the following year.

The Library has implemented the Governmental Accounting Standards Board’s Statement No. 14 and 61,
and has determined that no entities should be consolidated into its financial statements as component
units. Therefore, the reporting entity consists of the primary government financial statements only. The
criteria for including a component unit include significant operational or financial relationships with the
Library.

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 non-fiduciary activities of the primary government. For the most
part, the effect of interfund activity has been removed from these statements. Governmental activities,
which normally are supported by taxes and intergovernmental revenues, are reported separately from
business type activities, which rely to a significant extent on fees and charges for support. The Library had
no business-type activities during the year ended June 30, 2014.

Major individual governmental funds are reported as separate columns in the fund financial statements.
Measurement Focus, Basis of Accounting, and Finaricial Statement Presentation

The government-wide financial statements 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. Property taxes are recognized as

revenues in the year for which they are levied. Grants and similar items are recognized as revenue as soon
as all eligibility requirements imposed by the provider have been met.

16
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Governmental fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. Revenues are recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the current period. For this purpose, the
government considers revenues to be available if they are collected within 60 days of the end of the
current fiscal period. Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. However, debt service expenditures, as well as expenditures related to compensated absences
and claims and judgments, are recorded only when payment is due.

Property taxes received, intergovernmental revenue, and interest revenue earned within the current fiscal
period are all considered to be susceptible to accrual and so have been recognized as revenues of the

current fiscal period. All other revenue items are considered to be measurable and available only when
cash is received by the government.

The Library reports the following major governmental fund -

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

Additionally, the Library reports the following fund type -

The permanent funds account for resources that are legally restricted to the extent that only earnings,
and not principal, may be used for purposes that support specific government programs.

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

Assets, liabilities and equity
Deposits and investments

The Library’s cash and cash equivalents are considered to be cash on hand, demand deposits and short-
term investments with original maturities of three months or less from the date of acquisition.

Receivables and payables

Activity between funds that are representative of lending/borrowing arrangements outstanding at the end
of the fiscal year are referred to as either “due to/from other funds” (i.e., the current portion of interfund
loans) or “advances to/from other funds” (i.e., the non current portion of interfund loans). There were no
such interfund loans outstanding at June 30, 2014.

Prepaid items

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as
prepaid items in both government-wide and fund financial statements.

17
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Capital assets

Capital assets, which include property and equipment, are reported in the governmental activities column
in the government-wide financial statements. Capital assets are defined by the government as assets with
an initial, individual cost of more than $1,000 and an estimated useful life in excess of two years. Such
assets are recorded at historical cost or estimated historical cost if purchased or constructed. Donated
capital assets are recorded at estimated fair value at the date of donation. The costs of normal
maintenance and repairs that do not add to the value of the asset or materially extend assets lives are not
capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed. Capital
assets of the primary government are depreciated using the straight-line method over the following
estimated useful lives:

. Years
Buildings and improvements 20-45
Vehicles 4-12
Equipment 5-20

Compensated absences

Compensated absences represent the estimated liability to be paid to employees under the Library’s
compensated absences policy, net of the portion that is estimated to be paid currently. Under the Library’s
policy, employees earn compensated absence time based on time of service with the Library.

Fund equity

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

When the Library incurs an expenditure for purposes for which various fund balance classification can be
used, it is the Library’s policy to use restricted fund balance first, then committed fund balance, assigned
fund balance, and finally unassigned fund balance.

18
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'2.  BUDGETARY INFORMATION

Annual budgets are adopted on a basis consistent with generally accepted accounting principles for the
general fund. All annual appropriations lapse at fiscal year-end.

The general fund is under formal budgetary control. Budgets shown in the financial statements are adopted
on a basis consistent with generally accepted accounting principles (GAAP), and are not significantly
different from the modified accrual basis used to reflect actual results, and consist only of those amounts
contained in the formal budget as originally adopted and as amended by the Library Board. The budget for
the general fund is adopted on a functional basis.

| Total Amount of i Budget
! Appropriations | Expenditures | Variance
Purchased services:

Custodial services S 175,000 § 177,948 S (2,948)
Library programming 273,077 273,486 (409)
Grant and memorial expenses 100,910 119,574 (18,664)
Capital outlay 127,700 128,300 (600)
Total S 676,687 S 699,308 S (22,621)

DEPOSITS AND INVESTMENTS
A reconciliation of cash and investments as shown on the Statement of Net Position follows:

Statement of Net Position

Cash and cash equivalents S 4,029,188
Investments 4,805,064
Total S 8,834,252

These balances are disclosed in the notes as follows:

Petty cash S 2,300
Bank deposits (checking, savings and
certificates of deposit) 4,026,888
Investments 4,805,064
_S 883425
Statutory Authority

State statutes authorize the government to deposit in the accounts of federally insured banks, credit
unions and savings and loan associations and to invest in obligations of the United States, certain
commercial paper, repurchase agreements, banker acceptances and mutual funds composed of otherwise
legal investments.
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Investments

The Library chooses to disclose its investments by specifically identifying each. As of year-end, the Library
had the following investments:

I

Investment | Maturity | FairValue | Rating
Money markets N/A 567,612 N/A
Federated Government Ultrashot N/A 120,317 S&P - AAA
Vanguard GNMA Fund N/A 15,982 S&P - AAA
Grand Rapids MI Bldg Auth 3.100% 10/1/2014 85,524 S&P - AA
Fed Home Loan Bank 1.750% 10/29/2014 150,819 S&P - AAA
Chippewa Valley Michigan Sch Dist 4.250% 5/172016 51,831 S&P - AA-
St. Johns Ml Public Schs 4.350% 5/1/2016 100,311 S&P - AA-
Fed Home Loan Bank Step Up 0.650% 8/26/2016 199,549 S&P - AA+
Jenison MI Public Schs 4.750% 5/1/2017 108,905  Moody's - Aa2
Federal Farm Credit Bank 0.970% 7/24/2017 99,835 S&P - AAA
Federal Farm Credit Bank 2.500% 12/6/2017 52,466 S&P - AAA
St. Clair Cnty Ml 1.6000% 4/1/2018 98,884 S&P - AA
Byron Center Michigan Public Schs 1.800% 5/1/2018 126,441 S&P - AA-
Plainwell MI Cmty Schs 1.650% 5/1/2018 74,668 S&P - AA-
Avondale MI School Dist. 4.000% 5/1/2018 79,730 S&P - AA-
St. Johns Ml Public Schs 5.050% 5/1/2018 157,256 S&P - AA-
Michigan State 2.125% 5/15/2018 100,934 S&P - AA-
Alma Michigan Pub Schc Dist 4.150% 5/1/2019 152,739  Moody's - Aa2
Federal Farm Credit Bank 1.750% 6/12/2019 73,927 S&P - AAA
Federal Farm Credit Bank 1.690% 2/13/2020 221,029 SGP - AAA
Federal Farm Credit Bank 2.330% 6/30/2020 25,006 S&P - AAA
Monroe Cnty Michigan 5.500% 10/1/2020 110,577 S&P - AA-
MI State G.O. Bond 4.140% 11/1/2020 55,075 S&P - AA-
Federal Farm Credit Bank 2.350% 6/21/2021 133,669 S&P - AAA
Fed Home Loan Bank 2.090% 11/9/2021 217,514 S&P - AA+
Federal Farm Credit Bank 2.250% 2/25/2022 49,022 S&P - AAA
Fed Home Loan Bank 2.500% 6/27/2022 97,516 S&P - AAA
Fed Home Loan Bank Step Up 1.000% 9/26/2022 199,840 S&P - AA+
Lansing MI 2.6500% 6/1/2023 192,128 S&P - AA
Federal Farm Credit Bank 3.440% 12/4/2023 25,170 S&P - AAA
University of Michigan 4.926% 4/1/2024 56,998 S&P - AAA
Fed Home Loan Bank 2.600% 11/1/2024 46,925 S&P - AAA
QOakland Cnty Michigan 5.750% 4/1/2025 52,519 S&P - AAA
Fed Home Loan Bank Step Up 1.000% 11/26/2027 296,491 S&P - AA+
Fed Nat'l Mtg Assn Step Up 3.000% 12/27/2027 293,199 S&P - AA+
Fed Home Loan Bank Step Up 3.000% 2/14/2028 120,989 S&P - AA+
Fed Home Loan Bank Step Up 2.125% 4/11/2028 193,667 S&P - AA+

S 4,805,064
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Deposit and investment risk

Interest Rate Risk. State law limits the allowable investments and the maturities of some of the allowable
investments as identified in the list of authorized investments above. The Library’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. Maturity dates of investments are shown
in the investment schedule above.

Credit Risk. State law limits investments to specific government securities, certificates of deposits and
bank accounts with qualified financial institutions, commercial paper with specific maximum maturities
and ratings when purchased, bankers acceptances of specific financial institutions, qualified mutual funds
and qualified external investment pools as identified in the list of authorized investments above. The
Library’s investment policy does not have specific limits in excess of state law on investment credit risk.
The ratings for each investment are identified above for investments held at year-end.

Custodial Credit Risk - Deposits. Custodial credit risk is the risk that in the event of a bank failure, the
Library’s deposits may not be returned. State law does not require and the Library does not have a policy
for deposit custodial credit risk. As of year end, $1,776,888 of the Library’s bank balance of $3,648,297 was
exposed to custodial credit risk because it was uninsured and uncollateralized.

Custodial Credit Risk - Investments. For an investment, custodial credit risk is the risk that, in the event of
the failure of the counterparty, the Library will not be able to recover the value of its investments or
collateral securities that are in the possession of an outside party. State law does not require and the
Library does not have a policy for investment custodial credit risk. Although uninsured and unregistered,
the Library’s investments are not exposed to custodial credit risk since the securities are held by the
counterparty’s trust department or agent in the Library’s name. Also, $703,911 of the investments listed
above are unclassified as to custodial credit risk as the invested amount is part of an investment pool.

Concentration of Credit Risk. State law limits allowable investments but does not limit concentration of
credit risk as identified in the list of authorized investments above. The Library’s investment policy
restricts commercial paper in any one fund to no more than 33% at any time. All investments held at year-
end are reported above.
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14, CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2014, was as follows:

Beginning | | Ending
|  Balance Additions Disposals |  Balance

Capital assets not being depreciated -

Land $ 2,108,183 $ - 8§ - § 2,108,183
Capital assets, being depreciated:

Buildings and improvements 26,000,844 26,795 - 26,027,639

Vehicles 83,256 25,633 - 108,889

Communications equipment 431,035 - - 431,035

Computer equipment 1,336,624 25,320 - 1,361,944

Furniture and equipment 1,260,109 974 - 1,261,083

Other equipment 720,617 49,578 - 770,195
Total capital assets being depreciated 29,832,485 128,300 - 29,960,785
Less accumulated depreciation for:

Buildings and improvements (6,514,729) (512,260) - (7,026,989)

Vehicles (80,852) (4,006) - (84,858)

Communications equipment (419,974) (4,163) 5 (424,137)

Computer equipment (1,158,638) (71,606) - (1,230,244)

Furniture and equipment (786,926) (59,747) - (846,673)

Other equipment (484,824) (51,615) - (536,439)
Total accumulated depreciation (9,445,943) (703,397) - (10,149,340)
Total assets being depreciated, net 20,386,542 (575,097) - 19,811,445
Governmental activities

capital assets, net $ 22,494,725 S {575,097) § - § 21,919,628

5. LONG-TERM DEBT

The following is a summary of long-term debt outstanding of the Library for the year ended June 30, 2014:

I Beginning | Ending | Due Within
| Balance | Additions | Deductions | Balance | One Year
Sick and vacation leave pay $ 239,933 S - S (9,982) S 229,951 § 30,000
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I
|

l6. LEASES

The Library rents building space for one of the branches and archive storage under operating leases. The
rental payments include taxes and shared building expenses. The minimum future rental payments at
June 30 are summarized as follows:

| YearEnded |
June 30, | Amount
2015 $ 47,985

Total rental expense under the above leases for the year ended June 30, 2014 was $196,756.

| 7. TRANSFERS OF ASSETS AND ASSUMPTION OF LIABILITIES AND CONTRACTUAL OBLIGATIONS

Effective July 1, 1996, the Schools transferred all of the assets (the “Premises”) of its library fund to the
Library subject to all the liabilities and contractual obligations, including contingent liabilities, of or
incurred by the former library.

At the time of the separation of the Library from the Schools under the District Library Agreement (“DLA"),
the Library, the Schools and the City executed an Employee Transfer Agreement which outlined many of
the provisions governing the formation of the District Library and the terms and conditions of employment
relations during the transition period. The Employee Transfer Agreement provides that the Library shall
continue to make retirement contributions to MPSERS for Former School Library Employees (“FSLE”), that
is, those employed prior to July 1, 1996. As provided in the Agreement, the Library has continued to make
contributions to MPSERS on behalf of FSLE with the exception of certain identified hourly employees. The
Library has also adopted a 403(b) defined contribution plan which allows for participation by certain
designated employees who are not part of the FSLE group.

! [8._ DEFINED BENEFIT PENSION PLAN _AND POSTEMPLOYMENT BENEFITS
Plan Description

The Library contributes to the Michigan Public School Employees Retirement System (MPSERS), a collection
of several retirement plans administered by the State of Michigan Department of Management and Budget,
Office of Retirement Systems, for certain employees employed by the Library as of July 1, 1996, the time
of the transfer of assets and operations described in Note 7. Employees hired after that date are not
members of these plans. MPSERS provides retirement, survivor and disability benefits to plan members and
beneficiaries. Benefit provisions are established and may be amended by state statute. The Office of
Retirement Systems issues a publicly available financial report that includes financial statements and
required supplementary information for MPSERS. That report may be obtained by writing to Michigan Public
School Employees’ Retirement System, 7150 Harris Drive, P.O. Box 30026, Lansing, Michigan, 48909 or by
calling (517) 322-5103.
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Funding Policy
Defined Benefit Plans

Member contribution rates vary based on date of hire and certain voluntary elections. Member Investment
Plan (“MIP”) members enrolled in MIP prior to January 1, 1990 contribute at a permanently fixed rate of
3.9% of gross wages. Members first hired January 1, 1990 through June 30, 2008 contribute at the following
graduated permanently fixed contribution rates: 3 percent of the first $5,000; 3.6 percent of $5,001
through $15,000; 4.3 percent of all wages over $15,000. Members first hired July 1, 2008 through June 30,
2010 contribute at the following graduated permanently fixed contribution rates: 3.0 percent of the first
$5,000; 3.6 percent of $5,001 through $15,000; 6.4 percent of all wages over $15,000. Basic Plan members
make no contributions. Basic 4% and MIP 7% members contribute 4 percent and 7 percent of pretax salary,
respectively. Based on the option selected at enrollment, these individuals contribute at a fixed rate until
termination of employment or until reaching 30 years of service. At that time, based on the option
selected, employee contributions are no longer required or revert to the contribution requirements under
the MIP plan in which the employee initially enrolled.

The Library is required to contribute the full actuarial funding contribution amount to fund pension
benefits, plus an additional amount to fund retiree healthcare benefits on a cash disbursement basis. The
rates for the year ended June 30, 2014 as a percentage of payroll ranged from 24.32 to 24.79 percent. In
addition, the Library is invoiced monthly an amount that approximates 4.56 percent of covered payroll for
"MPSERS UAAL Stabilization." This additional contribution is offset by monthly State aid payments equal to
the amounts actually billed by the Office of Retirement Services.

Hybrid Plans

Members hired between July 1, 2010 and September 3, 2012 are enrolled in the Pension Plus plan. Members
hired on or after September 4, 2012 are automatically enrolled in this plan unless an election is made to
participate in the defined contribution plan (described below). Participant contributions contain a pension
component as well as a savings component. The pension component is based on the following pretax
contribution rates: 3 percent of the first $5,000; 3.6 percent of $5,001 through $15,000; 6.4 percent of all
wages over $15,000. For the savings component, participants contribute 2 percent of gross pay to a 457
plan. Member contributions for the savings component are matched at a rate of 50 percent by the
employer, up to a maximum of one percent and invested in a 401(k) plan.

Effective February 1, 2013, members that initially enrolled in the defined benefit plan were provided the
option to convert to a defined contribution plan. In these instances, any service credit accumulated under
the defined benefit plan before February 1, 2013 is retained. For service performed after this date, the
converted plan member receives 4 percent employer contributions to a personal 401(k} account.

Voluntary employee contributions are permitted in accordance with IRS guidelines. Employer contributions
for the pension component of the plan vest at 10 years of service. Employer contributions for the savings
component and earnings thereon vest based on the following schedule: 50 percent at 2 years of service, 75
percent at 3 years of service, and 100 percent at 4 years of service. Any voluntary contributions vest with
the employee immediately. If a member participating in the hybrid plan retires with certain age and
service requirements, he or she will receive a monthly pension based on compensation received before
February 1, 2013.
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Defined Contribution Plan

A member first enrolling in MPSERS on or after September 4, 2012 may elect to enroll in the defined
contribution plan. Employer and employee contribution rates and vesting requirements are consistent with
the defined contribution component of the hybrid plan as described above.

Required Contributions

The contribution requirements of plan members and the Library are established by Michigan State statute
and may be amended only by action of the State Legislature. The Library’s contributions to MPSERS under
all plans for the years ended June 30, 2014, 2013, and 2012, were $307,827, $308,822, and $222,152,
respectively, equal to the required contributions for each year.

Other Postemployment Benefits

Retirees enrolled in MPSERS before September 4, 2012 have the option of participating in the Premium
Subsidy plan, a defined benefit postemployment healthcare plan, which is funded by employers on a cash
disbursement basis. The State of Michigan has contracted to provide the comprehensive group medical,
hearing, dental and vision coverage for retirees and beneficiaries. All health care benefits are on a self-
funded basis. A significant portion of the premium is paid by MPSERS with the balance deducted from the
monthly pension. Plan participants contribute 3 percent of covered payroll to the Retiree Healthcare Fund.
At retirement, these individuals receive a subsidy for healthcare premiums that cover up to 80 percent of
cost.

Plan members enrolled on or after September 4, 2012 participate in the Personal Healthcare Fund. This
defined contribution other postemployment benefits plan includes a required 2 percent employee
contribution into a personal tax-deferred account, which is matched by an additional 2 percent employer
contribution. Employees are fully vested in these contributions which can be used, along with earnings
thereon, to pay for postemployment healthcare expenses. Plan members working prior to September 4,
2012 were given the option to convert from the Premium Subsidy plan to the Personal Healthcare Fund
option. Effective February 1, 2013, these members are no longer required to make the 3 percent employee
contribution. Amounts paid into the Retiree Healthcare Fund between September 4, 2012 and February 1,
2013 were credited to each individual’s Personal Healthcare Fund account. Any contributions made prior to
September 4, 2012 are pending a Supreme Court resolution.

The Library’s contributions to MPSERS for other postemployment benefits are not separately identified and
are included in the contribution amounts disclosed above.
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|

[9. DEFINED CONTRIBUTION PLAN

10

Employees hired subsequent to July 1, 1996 are not eligible to participate in the MPSERS as the Library is
no longer operated by the Schools. However, some employees are eligible to participate in the Library’s
403(b) retirement savings plan (the “Plan”), a defined contribution plan which consists of a tax deferred
annuity. Employees are eligible to participate in the Plan as of their start date of employment. The Plan,
called the Ann Arbor Library 403(b) Tax Sheltered Annuity Plan, is administered by the Library and has been
reviewed and approved by the Internal Revenue Service. Plan provisions and contribution requirements are
established and may be amended by the Library Board of Directors.

The Library contributes 10% of the eligible salaried employees’ base pay. There are no employee matching
requirements; however, employees can contribute the maximum amount as required by current IRS
guidelines into any one of six mutual funds with variable degrees of risk. Both employee and employer
contributions are portable, thus in the event an employee terminates employment with the Library, the
Plan benefits travel with the employee. Upon retirement, an eligible employee receives the tax-deferred
contributions plus interest earnings on the contributions. The employer and employee contribution
requirements for the Plan year ended June 30, 2014, were $390,953 and $260,672, respectively.

RISK MANAGEMENT

The Library is exposed to various risks of loss related to property loss, torts, errors and omissions,
employee injuries (workers’ compensation), as well as medical benefits provided to employees. The Library
has purchased commercial insurance for general liability, property casualty, health claims and workers’
compensation. Settled claims relating to the commercial insurance have not exceeded the amount of
insurance coverage in any of the past three fiscal years.

EFFECT OF UPCOMING CHANGES IN ACCOUNTING PRONOUNCEMENTS

The Governmental Accounting Standards Board has issued GASB Statement No. 68, Accounting and
Financial Reporting for Pensions, which will be effective for the District’s fiscal year ending June 30, 2015.
This statement will require the recognition of a “net pension liability” on the statement of net position,
equal to the unfunded portion of the District’s defined benefit pension plan, as defined and calculated in
accordance with the new standard. While the exact amount of this liability is not readily determinable at
this time, management estimates that it may approximate $2,545,000. GASB 68 will require the net
pension liability to be recorded for the year ending June 30, 2015, by restating beginning net position as of
July 1, 2014.
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Nonmajor Permanent Funds
June 30, 2014

Assets
Cash and cash equivalents

Fund balances
Nonspendable -
Permanent fund corpus
Restricted -
Expendable permanent fund

Total fund balances

r Holtrey ’ Keniston ‘
Endowment Endowment Total
S 332,245 § 30,326 $ 362,571
S 300,000 S 25,000 $ 325,000
32,245 5,326 37,571
S 332,245 S 30,326 S 362,571
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and Changes in Fund Balances
Nonmajor Permanent Funds
For the Year Ended June 30, 2014

Holtrey | Keniston
. Endowment | Endowment | Totals

Revenues

Investment income S 500 § 31§ 531
Expenditures
Net change in fund balances 500 3 531
Fund balances - beginning of year 331,745 30,295 362,040
Fund balances - end of year S 332,245 § 30,326 S 362,571

29



This page intentionally left blank.

30



