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STATE OF INDIANA

AN EQUAL OPPORTUNITY EMPLOYER STATE BOARD OF ACCOUNTS
302 WEST WASHINGTON STREET
ROOM E418
INDIANAPOLLIS, INDIANA 46204-2769

Telephone: (317) 232-2513
Fax: (317) 232-4711
Web Site: www.in.gov/shoa

INDEPENDENT AUDITOR'S REPORT

TO: THE OFFICIALS OF THE MICHIANA AREA COUNCIL OF
GOVERNMENTS, ST. JOSEPH COUNTY, INDIANA

Report on the Financial Statements

We have audited the accompanying financial statements of the Michiana Area Council of
Governments (MACOG), as of and for the year ended June 30, 2015, and the related notes to the financial
statements, which collectively comprise the MACOG's basic financial statements as listed in the Table of
Contents.

Management's Responsibility for the Financial Statements

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

Auditor's Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We con-
ducted 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 ob-
tain 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 assess-
ment 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 MACOG'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 MACOG'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.



INDEPENDENT AUDITOR'S REPORT
(Continued)

Opinion

In our opinion, based on our audit, the financial statements referred to above present fairly, in all
material respects, the respective financial position of the MACOG, as of June 30, 2015, and the respective
changes in financial position and, where applicable, cash flows thereof and for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Emphasis of Matter

As discussed in Note I1.C to the financial statements, the MACOG adopted new accounting guidance,
GASB Statement 68 Accounting and Financial Reporting for Pensions. Our opinion is not modified with
respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Schedule of
the Proportionate Share of the Net Pension Liability and Schedule of Contributions, 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 con-
siders it to be an essential part of financial reporting for placing the basic financial statements in an appro-
priate 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 pro-
vide us with sufficient evidence to express an opinion or provide any assurance.

Management has omitted the Management's Discussion and Analysis, that accounting principles
generally accepted in the United States of America require to be presented to supplement the basic financial
statements. Such missing information, although not a part of the basic financial statements, is required by the
Government 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. Our
opinion on the basic financial statements is not affected by this missing information.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the MACOG basic financial statements. The accompanying Schedule of Expenditures
of Federal Awards (SEFA) as required by the U.S. Office of Management and Budget Circular A-133, Audits
of States, Local Governments, and Non-Profit Organizations (Circular A-133), is presented for purposes of
additional analysis and is not a required part of the basic financial statements.

The SEFA is the responsibility of management and was derived from and relates directly to the under-
lying 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 state-
ments themselves, and other additional procedures in accordance with auditing standards generally accepted
in the United States of America. In our opinion, the SEFA is fairly stated, in all material respects, in relation to
the basic financial statements as a whole.



INDEPENDENT AUDITOR'S REPORT
(Continued)

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated May 11,
2016, on our consideration of the MACOG'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 MACOG's internal control over financial reporting and compli-
ance.

Paul D. Joyce, CPA
State Examiner

May 11, 2016
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

TO: THE OFFICIALS OF THE MICHIANA AREA COUNCIL OF
GOVERNMENTS, ST. JOSEPH COUNTY, INDIANA

We have audited, in accordance with the auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the Michiana Area Council
of Governments (MACOG), as of and for the year ended June 30, 2015, and the related notes to the financial
statements, which collectively comprise the MACOG's basic financial statements and have issued our report
thereon dated May 11, 2016.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered the MACOG's internal
control over financial reporting (internal control) to determine the audit procedures that are appropriate in the
circumstances for the purpose of expressing our opinions on the financial statements, but not for the purpose
of expressing an opinion on the effectiveness of the MACOG's internal control. Accordingly, we do not
express an opinion on the effectiveness of the MACOG's internal control.

A deficiency in internal control exists when the design or operation of a control does not allow man-
agement or employees, in the normal course of performing their assigned functions to prevent, or detect and
correct, misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficien-
cies, in internal control such that there is a reasonable possibility that a material misstatement of the
MACOG's financial statements will not be prevented, or detected and corrected, on a timely basis. A signifi-
cant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than a
material weakness, yet important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of
this section and was not designed to identify all deficiencies in internal control that might be material weak-
nesses or significant deficiencies. Given these limitations, during our audit we did not identify any deficien-
cies in internal control that we consider to be material weaknesses. However, material weaknesses may exist
that have not been identified.



INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS
(Continued)

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the MACOG's financial statements are free
from material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those pro-
visions was not an objective of our audit and, accordingly, we do not express such an opinion. The results of
our tests disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.

Purpose of This Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the MACOG's
internal control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the entity's internal control and compliance. Accordingly, this
communication is not suitable for any other purpose.

Paul D. Joyce, CPA
State Examiner

May 11, 2016
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BASIC FINANCIAL STATEMENTS AND ACCOMPANYING NOTES

The financial statements and accompanying notes were prepared by management of the MACOG.
The financial statements and notes are presented as intended by the MACOG.



MICHIANA AREA COUNCIL OF GOVERNMENTS
STATEMENT OF NET POSITION
June 30, 2015

Assets

Current assets:

Cash and cash equivalents $ 4,258,225
Investments 500,069
Interest receivable 613
Accounts receivable 50,000
Due from federal and state grants 937,532
Prepaid items 100,111

Total current assets 5,846,550

Capital assets:
Capital assets (net of accumulated depreciation) 1,856,538

Total assets 7,703,088

Deferred outflow of resources
Related to pensions 239,866

Liabilities

Current liabilities:

Accounts payable 390,322
Accrued payroll and withholdings payable 30,993
Compensated absences 4,909

Total current liabilities 426,224

Non-current liabilities:
Net pension liability 709,907

Total liabilities 1,136,131

Deferred Inflows of Resources

Related to pensions 91,772
Net position
Invested in capital assets, net of related debt 1,856,538
Unrestricted 4,858,513
Total net position $ 6,715,051

The notes to the financial statements are an integral part of this statement.
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MICHIANA AREA COUNCIL OF GOVERNMENTS

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

As Of And For The Year Ended June 30, 2015

Operating Revenues:
Federal and state grants
Other local governmental grants
Transit fares
Other

Total operating revenues

Operating expenses:
Salaries and wages
Employee pensions and benefits
Contractual services
Legal expense
Conference training
Telephone expense
Materials and supplies
Maintenance and repairs
Memberships and subscriptions
Printing, reproduction, and publication
Mileage and travel
Postage expense
Office rent expense
Furniture and equipment
Advertising expense
Depreciation
Miscellaneous expenses
In-kind Service
Over/under applied fringe benefits and indirect costs

Total operating expenses
Operating income (loss)
Nonoperating revenues (expenses):

Interest and investment revenue
Loss on disposal of assets

Total nonoperating revenues (expenses)
Change in net position

Total net position - beginning - restated

Total net position - ending

$ 3,563,188
930,468
317,149

49,892

4,860,697

794,395
515,721
2,144,375
13,904
18,095
16,379
32,608
99,625
10,454
24,897
25,818
11,496
61,292
5,474
119,724
905,657
28,070
306,834

(38,436)

5,096,382

(235,685)
5,908
(93,812)
(87,904)
(323,589)
7,038,640

$ 6,715,051

The notes to the financial statements are an integral part of this statement.
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MICHIANA AREA COUNCIL OF GOVERNMENTS
STATEMENT OF CASH FLOWS
As Of And For The Year Ended June 30, 2015

Cash flows from operating activities:
Receipts from customers and users
Payments to suppliers and contractors
Payments to employees
Other operating expenses

Net cash provided by operating activities

Cash flows from capital and related financing activities:
Acquisition and construction of capital assets

Cash flows from investing activities:
Interest received

Net increase in cash and cash equivalents

Cash and cash equivalents, July 1

Cash and cash equivalents, June 30

Reconciliation of operating income (loss) to net cash provided by operating activities:
Operating income (loss)

Adjustments to reconcile operating income (loss) to net cash provided by operating activities:

Depreciation expense

(Increase) decrease in assets:
Accounts receivable
Due from federal and state grants
Deferred Outflow of Resources
Prepaid items

Increase (decrease) in liabilities:
Accounts payable
Pension Liability
Deferred Inflow of Resources
Accrued payroll and withholdings payable
Compensated absence payable

Total adjustments

Net cash provided by operating activities

Noncash investing, capital and financing activities:
Disposal of assets

The notes to the financial statements are an integral part of this statement.
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$4,911,963
(2,759,945)
(1,291,809)

38,436

898,645

(304,560)

5,910
599,995
3,658,230

$ 4,258,225

$ (235,685)

905,657

37,527
13,739

(198,309)
19,186

139,914
224,790

(4,990)
776

(3,960)

1,134,330

$ 898,645

$ 545,056
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MICHIANA AREA COUNCIL OF GOVERNMENTS
NOTES TO FINANCIAL STATEMENTS

Summary of Significant Accounting Policies

A. Reporting Entity

The Michiana Area Council of Governments (MACOG) was established April 6, 1970, under the
authority of the Inter-local Cooperation Act of the State of Indiana. MACOG is governed by a board
consisting of members from each participating political subdivision as described in the by-laws.
MACOG fosters a cooperative effort in resolving common inter-local problems such as air pollution,
land use, transportation, and water resources.

The accompanying financial statements present the activities of the MACOG. There are no signifi-
cant component units which require inclusion.

Fund Financial Statements

Business-type activity financial statements consist of the Statement of Net Position; Statement of
Revenues, Expenses, and Changes in Net Position; and the Statement of Cash Flows. Business-
type activities rely to a significant extent on fees and charges for support.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The accounts of the business-type activity are maintained and the financial statements are reported
using the economic resources measurement focus and the accrual basis of accounting. Under the
accrual basis of accounting, revenues are recognized when earned and expenses are recognized
when incurred.

Enterprise funds distinguish operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods
in connection with an enterprise fund's principal ongoing operations. The principal operating reve-
nues of the enterprise funds are grants. Operating expenses for enterprise funds include the cost of
sales and services and administrative costs. All revenues and expenses not meeting this definition
are reported as nonoperating revenues and expenses.

D. Assets, Liabilities and Net Position

1. Deposits and Investments

MACOG'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 acquisi-
tion.

State statute (IC 5-13-9) authorizes MACOG to invest in securities, including but not limited to,
federal government securities, repurchase agreements, and certain money market mutual funds.
Certain other statutory restrictions apply to all investments made by local governmental units.

Nonparticipating certificates of deposit, demand deposits, and similar nonparticipating negotiable
instruments that are not reported as cash and cash equivalents are reported as investments at
cost.

Investment income, including changes in the fair value of investments, is reported as revenue in
the operating statement.
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MICHIANA AREA COUNCIL OF GOVERNMENTS
NOTES TO FINANCIAL STATEMENTS
(Continued)

2. Prepaid Items

Certain payments to vendors reflect costs applicable to future accounting periods and are
recorded as prepaid items.

3. Capital Assets

Capital assets, which include machinery and equipment, and transportation equipment, are
reported in the financial statements.

Capital assets are reported at actual or estimated historical cost based on appraisals or deflated
current replacement cost. Contributed or donated assets are reported at estimated fair value at
the time received.

Capitalization thresholds (the dollar values above which asset acquisitions are added to the
capital asset accounts), depreciation methods, and estimated useful lives of capital assets are as
follows:

Capitalization Depreciation Estimated

Threshold Method Useful Life

Machinery and equipment  $ 500 Straight-line 5-20 years
Transportation equipment 500 Straight-line 3-10 years

For depreciated assets, the cost of normal maintenance and repairs that do not add to the value
of the asset or materially extend asset lives are not capitalized.

4. Compensated Absences

a. Sick Leave - MACOG employees earn sick leave at the rate of 8 days per fiscal year.
Unused sick leave may be accumulated to a maximum of 90 days. Accumulated sick leave
is not paid to employees upon termination.

b. Vacation Leave - MACOG employees earn vacation leave at rates from 5 days to 20 days
per year based upon the number of years of service. Up to 5 unused vacations leave days
may be carried from the previous years to be used within the first 90 days of the new fiscal
year. Unused vacation leave is paid to employees upon termination.

Vacation leave is accrued when incurred.

No liability is reported for sick leave.

-14-



MICHIANA AREA COUNCIL OF GOVERNMENTS
NOTES TO FINANCIAL STATEMENTS
(Continued)

Detailed Notes on All Funds

A. Deposits and Investments

Custodial credit risk is the risk that in the event of a bank failure, the government's deposits may not
be returned to it. Indiana Code 5-13-8-1 allows a political subdivision of the State of Indiana to
deposit public funds in a financial institution only if the financial institution is a depository eligible to
receive state funds and has a principal office or branch that qualifies to receive public funds of the
political subdivision. At June 30, 2015, the bank balances held in financial institutions were entirely
insured by the Federal Depository Insurance Corporation or by the Indiana Public Deposit Insurance
Fund. The bank balances were insured by the Federal Deposit Insurance Corporation or the Public
Deposit Insurance Fund, which covers all public funds held in approved depositories.

Capital Assets

Capital asset activity for the year ended June 30, 2015, was as follows:

Beginning Ending
Balance Increases Decreases Balance
Capital assets, being depreciated:
Machinery and equipment $2,234,884 $ 198,892 $ 282,084 $ 2,151,692
Transportation equipment 4,730,172 105,668 262,972 4,572,868
Totals 6,965,056 304,560 545,056 6,724,560
Less accumulated depreciation for:
Machinery and equipment 2,069,584 342,391 282,084 2,129,891
Transportation equipment 2,344,025 563,266 169,160 2,738,131
Totals 4,413,609 905,657 451,244 4,868,022
Total capital assets, net $2,551,447 $ (601,097) $ 93,812 $ 1,856,538

C. Reporting Change - Prior Period Adjustment

The financial statements for the fiscal year ended June 30, 2014 have been restated in order to
account for a change in accounting related to GASB 68 and the Public Employees’ Retirement Fund
(PERF). The effect of this change will recognize a liability for the MACOG's proportionate share of
the collective net pension liability, deferred outflows, and deferred inflows measured as of a date
(measurement date) no earlier than the end of the employer's prior fiscal year, consistently applied
from period to period. MACOG will use the measurement date of June 30, 2015 to begin reporting
this change.

-15-



MICHIANA AREA COUNCIL OF GOVERNMENTS
NOTES TO FINANCIAL STATEMENTS

(Continued)
The effect of this change is as follows:
Net position, 6-30-14 $ 7,578,962
Adjustments to record PERF:
Net pension liability (485,117)
Deferred ouflows of resources 41,557

Deferred inflows of resources (96,762)

Net position, 6-30-14 as restated $ 7,038,640

Other Information

A. Risk Management

MACOG is exposed to various risks of loss related to torts; theft of, damage to, and destruction of
assets; errors and omissions; job related ilinesses or injuries to employees; and natural disasters.

The risks of torts; theft of, damage to, and destruction of assets; errors and omissions; job related
illnesses or injuries to employees; and natural disasters are covered by commercial insurance from
independent third parties. Settled claims from these risks have not exceeded commercial insurance
coverage for the past three years. There were no significant reductions in insurance by major
category of risk.

Pension Plan

Cost-Sharing Multiple-Employer Defined Benefit Pension Plan -
Public Employees' Retirement Fund

Plan Description

The Public Employees' Retirement Fund (PERF) as part of the implementation of GASB Statement
No. 67 changed from an agent to a cost-sharing, multiple-employer defined benefit plan effective July
1, 2013 based on 35 IAC 21-1-1, 35 IAC 21-1-2 and amended IC 5-10.2-2-11(b). PERF was estab-
lished to provide retirement, disability, and survivor benefits to full-time employees of the State of
Indiana not covered by another plan, those political subdivisions that elect to participate in the retire-
ment plan, and certain INPRS employees. Political subdivisions mean a county, city, town, township,
political body corporate, public school corporation, public library, public utility of a county, city, town,
township, and any department of, or associated with, a county, city, town, or township, which depart-
ment receives revenue independently of, or in addition to, funds obtained from taxation. There are
two (2) tiers to the PERF Plan. The firstis the Public Employees' Defined Benefit Plan (PERF Hybrid
Plan) and the second is the Public Employees' Annuity Savings Account Only Plan (PERF ASA Only
Plan). MACOG participates in the PERF Hybrid Plan. Details of the plan are shown below.

-16-



MICHIANA AREA COUNCIL OF GOVERNMENTS
NOTES TO FINANCIAL STATEMENTS
(Continued)

PERF Hybrid Plan

Plan Description

The PERF Hybrid Plan was established by the Indiana Legislature in 1945 and is governed by the
INPRS Board of Trustees in accordance with Indiana Code (IC) 5-10.2, IC 5-10.3, and IC 5-10.5.
There are two (2) aspects to the PERF Hybrid Plan defined benefit structure. The first portion is the
monthly defined benefit pension that is funded by the employer. The second portion of the PERF
Hybrid Plan benefit structure is the annuity savings account (ASA) that supplements the defined
benefit at retirement.

Contributions

The State of Indiana is obligated by statute to make contributions to the PERF Hybrid Plan or the
PERF ASA Only Plan. Any political subdivision that elects to participate in the PERF Hybrid Plan is
obligated by statute to make contributions to the plan. The required contributions are determined by
the INPRS Board of Trustees based on actuarial investigation and valuation in accordance with IC
5-10.2-2-11. The funding policy provides for periodic employer contributions at actuarially deter-
mined rates that, expressed as percentages of annual covered payroll, are sufficient to fund the
pension benefits when they become due. As PERF is a cost-sharing plan, all risks and costs,
including benefit costs, are shared proportionately by the participating employers. During fiscal year
2014, all participating employers were required to contribute 11.2 percent of covered payroll for
members employed by the State. For political subdivisions, an average contribution rate of 9.7
percent was required from employers during the period of July 1 - December 31, 2013, and an
average contribution rate of 11.0 percent was required for the period of January 1 - June 30, 2014.
From June 30, 2014 - December 31, 2016, the rate required by employers is 11.2 percent of covered
payroll.

The MACOG's contributions to PERF for the years ending June 30, 2013, 2014, and 2015 were
$71,085, $92,266, and $92,686, respectively, and were equal to the annual required contribution.

The PERF Hybrid Plan members contribute three (3) percent of covered payroll to their annuity
savings account, which is not used to fund the defined benefit pension for the PERF Hybrid Plan. For
the PERF Hybrid Plan, the employer may elect to make the contributions on behalf of the member. In
addition, members of the PERF Hybrid Plan may elect to make additional voluntary contributions,
under certain

Retirement Benefits - Defined Benefit Pension

The PERF Hybrid Plan retirement benefit consists of the sum of a defined pension benefit provided
by employer contributions plus the amount credited to the member's annuity savings account.
Pension benefits (non ASA) vest after 10 years of creditable service. The vesting period is eight (8)
years for certain elected officials. Members are immediately vested in their annuity savings account.
At retirement, a member may choose to receive a lump sum payment of the amount credited to the
member's annuity savings account, receive the amount as an annuity, or leave the contributions
invested with INPRS. Vested PERF members leaving a covered position, who wait 30 days after
termination, may withdraw their annuity savings account and will not forfeit creditable service or a full
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MICHIANA AREA COUNCIL OF GOVERNMENTS
NOTES TO FINANCIAL STATEMENTS
(Continued)

retirement benefit. However, if a member is eligible for a full retirement at the time of the withdrawal
request, he/she will have to begin drawing his/her pension benefit in order to withdraw the annuity
savings account. A non-vested member who terminates employment prior to retirement may with-
draw his/her annuity savings account after 30 days, but by doing so, forfeits his/her creditable ser-
vice. A member who returns to covered service and works no less than six (6) months in a covered
position may reclaim his/her forfeited creditable service.

A member who has reached age 65 and has at least 10 years of creditable service is eligible for
normal retirement and, as such, is entitled to 100 percent of the pension benefit component. This
annual pension benefit is equal to 1.1 percent times the average annual compensation times the
number of years of creditable service. The average annual compensation in this calculation uses the
highest 20 calendar quarters of salary in a covered position. All 20 calendar quarters do not need to
be continuous, but they must be in groups of four (4) consecutive calendar quarters. The same
calendar quarter may not be included in two (2) different groups.

A member who has reached age 60 and has at least 15 years of creditable service is eligible for
normal retirement and, as such, is entitled to 100 percent of the pension benefit. A member who is at
least 55 years old and whose age plus number of years of creditable service is at least 85 is entitled
to 100 percent of the benefits as described above.

A member who has reached at least age 50 and has at least 15 years of creditable service is eligible
for early retirement with a reduced pension. A member retiring early receives a percentage of the
normal annual pension benefit. The percentage of the pension benefit at retirement remains the
same for the member's lifetime. For age 59, the early retirement percentage of the normal annual
pension benefit is 89 percent. This amount is reduced five (5) percentage points per year (e.g., age
58 is 84 percent) to age 50 being 44 percent.

The monthly pension benefits for members in pay status may be increased periodically as cost of
living adjustments (COLA). Such increases are not guaranteed by statute and have historically been
provided on an "ad hoc" basis and can only be granted by the Indiana General Assembly. There was
no COLA for the year ended June 30, 2015; however, eligible members received a one-time check
(a.k.a. 13th check) in September 2014. The amount of the one-time check ranged from $150 to
$450, depending upon a member's years of service, and was for a member who retired or was dis-
abled on or before December 1, 2013, and who was entitled to receive a monthly benefit on July 1,
2014.

Disability and Survivor Benefits

The PERF Hybrid Plan also provides disability and survivor benefits. A member who has at least five
(5) years of creditable service and becomes disabled while in active service, on FMLA leave,
receiving workers' compensation benefits, or receiving employer-provided disability insurance
benefits may retire for the duration of the disability, if the member has qualified for social security
disability benefits and has furnished proof of the qualification. The disability benefit is calculated the
same as that for a normal retirement without reduction for early retirement. The minimum benefit is
$180 per month, or the actuarial equivalent.

Upon the death in service of a member with 15 or more years of creditable service as of January 1,
2007, a survivor benefit may be paid to the surviving spouse to whom the member had been married
for two (2) or more years, or surviving dependent children under the age of 18. This payment is
equal to the benefit which would have been payable to a beneficiary if the member had retired at age
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MICHIANA AREA COUNCIL OF GOVERNMENTS
NOTES TO FINANCIAL STATEMENTS
(Continued)

50 or at death, whichever is later, under an effective election of the joint and survivor option available
for retirement benefits. A surviving spouse or surviving dependent children are also entitled to a
survivor benefit upon the death in service after January 1, 2007, of a member who was at least 65
years of age and had at least 10 but not more than 14 years of creditable service.

Retirement Benefits - Annuity Savings Account

Members are required to participate in an Annuity Savings Account (ASA). The ASA consists of the
member's contributions, set by statute at three (3) percent of compensation as defined by IC
5-10.2-3-2 for PERF, plus the interest/earnings or losses credited to the member's account. The
employer may elect to make the contributions on behalf of the member. In addition, under certain
conditions, members may elect to make additional voluntary contributions of up to 10 percent of their
compensation into their annuity savings accounts. A member's contributions and interest credits
belong to the member and do not belong to the State or political subdivision. Investments in the
members' annuity savings accounts are individually directed and controlled by plan participants who
direct the investment of their account balances among the following eight (8) investment options, with
varying degrees of risk and return potential:

Guaranteed Fund - This fund's objective is to provide stability of principal and a competitive interest
rate. The interest rate is set by the INPRS Board of Trustees each year and is guaranteed for the
fiscal year. Market risk is assumed by the Fund.

Large Cap Equity Index Fund - This fund's objective is to seek investment growth/capital appreciation
through passive investment in the stocks of the 500 largest U.S. companies. Market risk is assumed
by the member.

Small/Mid Cap Equity Fund - This fund's objective is to seek investment growth/capital appreciation
through both active and passive investment in stocks of small - and mid-sized U.S. companies.
Market risk is assumed by the member.

International Equity Fund - This fund's objective is to seek investment growth/capital appreciation
through both active and passive investment in stocks of non-U.S. companies in both developed and
emerging markets. Market risk is assumed by the member.

Fixed Income Fund - This fund's objective is to seek total return, consisting of income and capital
appreciation. Market risk is assumed by the member.

Inflation-Linked Fixed Income Fund - This fund's objective is to provide investors inflation protection
and income consistent with investment in inflation-indexed securities. Principal and interest pay-
ments are adjusted in response to changes in inflation. Market risk is assumed by the member.

Target Date Funds - The Funds are designed to seek an appropriate amount of total return,
commensurate with risk, given the specific time horizon of each Fund. The Target Date Funds
provide participants with a one-stop shop for investing. Participants simply choose the Fund most
appropriate for them based on the year in which they plan to withdraw their money (usually their
retirement year). Once a participant selects the appropriate Fund, the underlying asset allocation
automatically adjusts over time. Market risk is assumed by the member.

Money Market Fund - This fund's objective is to provide a market rate of return consistent with the

preservation of capital through a shorter maturity, high quality portfolio. Market risk is assumed by
the member.
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Members may make changes to their investment directions daily and investments are reported at fair
value.

Pension plan fiduciary net position

Detailed information about the pension plan's fiduciary net position is available in the separately
issued stand-alone financial report of the Indiana Public Retirement System. This report may be
obtained by writing the Indiana Public Retirement System, One North Capitol, Suite 001, Indianapolis,
IN 46204, by calling (888) 526-1687, by emailing questions@inprs.in.gov, or by visiting
wWww.in.gov/inprs.

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred Inflows of
Resources Related to Pensions

At June 30, 2015, the MACOG reported a liability of $709,907 for its proportionate share of the net
pension liability. The net pension liability was measured as of June 30, 2015, and the total pension
liability used to calculate the net pension liability was determined by an actuarial valuation as of that
date. The MACOG's proportion of the net pension liability was based on a projection of the long-term
share of contributions to the pension plan relative to the projected contributions actuarially deter-
mined. At June 30, 2015, the MACOG's proportion was .01743 percent, which is a decrease of
.00103 percent from FY 2014.

For the year ended June 30, 2015, the MACOG recognized pension expense of $114,177. At June

30, 2015, the MACOG reported deferred outflows of resources and deferred inflows of resources
related to pensions from the following sources:

Deferred Outflows Deferred Inflows

of Resources of Resources
Differences Between expected and actual
experience $ 30,473 $ 1,468
Net difference between projected and
actual earnings on pension plan investments 119,699 66,764
Change of Assumptions 60,011 -
Changes in proportion and differences
between employer contributions and
proportionate share of contributions 29,683 23,540
Totals $ 239,866 $ 91,772

Amortization of Net deferred outflows of resources and deferred inflows of resources related to
pensions will be recognized in pension expense as follows:
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(Continued)
For Year Ended June 30:
2016 $ 46,972
2017 $ 46,972
2018 $ 24,225
2019 $ 29,925
Total $ 148,094

Actuarial assumptions.

The total pension liability in the June 30, 2015, actuarial valuation was determined using the following
actuarial assumptions, applied to all periods included in the measurement:

Interest rate / investment return 6.75%
Future salary increases 2.50%-4.25%
Inflation 2.25%
Cost of living increases 1.00%

Mortality rates were based on the RP-2014 Total Data Set Mortality Table, with Social Security
Administration generational improvement scale from 2016.

The long-term return expectation for the INPRS defined benefit retirement plans has been
determined by using a building block approach and assumes a time horizon, as defined in the INPRS
Investment Policy Statement. A forecasted rate of inflation serves as the baseline for the return
expectation. Various real return premiums over the baseline inflation rate have been established for
each asset class. The long-term expected nominal rate of return has been determined by calculating
a weighted average of the expected real return premiums for each asset class, adding the projected
inflation rate, and adding the expected return from rebalancing uncorrelated asset classes.

Geometric Basis
Target Asset Long-Term Expected

Allocation Real Rate of Return
Public Equity 22.50% 6.00%
Private Equity 10.00% 7.70%
Fixed Income - Ex Inflation-Linked 22.00% 2.10%
Fixed Income - Inflation-Linked 10.00% 0.50%
Commodities 8.00% 2.50%
Real Estate 7.50% 3.90%
Absolute Return 10.00% 1.80%
Risk Parity 10.00% 4.30%

Total pension liability was calculated using the discount rate of 6.75 percent. The projection of cash
flows used to determine the discount rate assumed the contributions from employers and where
applicable from the members, would at the minimum be made at the actuarially determined required
rates computed in accordance with the current funding policy adopted by the Board, and
contributions required by the State of Indiana (the non-employer contributing entity) would be made
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as stipulated by State statute. Projected inflows from investment earnings were calculated using the
long-term assumed investment rate of return (6.75 percent). Based on those assumptions, each
defined benefit pension plan's fiduciary net position were projected to be available to make all
projected future benefit payments of current plan members. Therefore, the long-term expected rate
of return on pension plan investments was applied to all periods of projected benefits to determine
the total pension liability for each plan.

Net pension liability is sensitive to changes in the discount rate, and to illustrate the potential impact
the following table presents the net pension liability of each defined benefit pension plan calculated
using the discount rate of 6.75 percent, as well as what each plan's net pension liability would be if it
were calculated using a discount rate that is one percentage point lower (5.75%), or one percentage
point higher (7.75%) than the current rate:

1% Decrease  Current Discount 1% Increase
(5.75%) (6.75%) (7.75%)

Net Pension Liability $ 1,047,173 $ 709,907 $ 429,924

-22-



MICHIANA AREA COUNCIL OF GOVERNMENTS
REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF THE PROPORTIONATE SHARE OF THE NET PENSION LIABILITY
Public Employees Retirement Fund
Last 10 Fiscal Years*

2015 2014 2013
MACOG's proportion of the net
pension liability (asset) 0.017430% 0.018460% 0.016900%
MACOG’s proportionate share of
the net pension liability (asset) $ 709,907 $ 485117 $ 578,838
MACOG'’s covered-employee payroll $ 834,899 $ 901,156 $ 811,321
MACOG's proportionate share of the
net pension liability (asset) as a
percentage of its covered-employee payroll 85.03% 53.83% 71.13%
Plan fiduciary net position as a percentage
of the total pension liability 77.30% 84.30% 78.80%

*most recent fiscal years will be shown up to 10 years as they are available
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MICHIANA AREA COUNCIL OF GOVERNMENTS
REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF CONTRIBUTIONS
Public Employees Retirement Fund
Last 10 Fiscal Years*

2015 2014 2013
Contractually required contribution $ 92,686 $ 92,266 $ 71,085
Contributions in relation to the contractually
required contribution $ 92,686 $ 92,266 $ 71,085
Contribution deficiency (excess) $ - $ - $ -
MACOG's covered-employee payroll $ 834,899 $ 901,156 $ 811,321
Contributions as a percentage of covered- 11.10% 10.24% 8.76%

employee payroll

*most recent fiscal years will be shown up to 10 years as they are available
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STATE OF INDIANA

AN EQUAL OPPORTUNITY EMPLOYER STATE BOARD OF ACCOUNTS
302 WEST WASHINGTON STREET
ROOM E418
INDIANAPOLLIS, INDIANA 46204-2769

Telephone: (317) 232-2513
Fax: (317) 232-4711
Web Site: www.in.gov/shoa

INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR THE MAJOR
FEDERAL PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE

TO: THE OFFICIALS OF THE MICHIANA AREA COUNCIL OF
GOVERNMENTS, ST. JOSEPH COUNTY, INDIANA

Report on Compliance for the Major Federal Program

We have audited the Michiana Area Council of Governments (MACOG) compliance with the types of
compliance requirements described in the OMB Compliance Supplement that could have a direct and
material effect on its major federal program for the year ended June 30, 2015. The MACOG's major federal
program is identified in the Summary of Auditor's Results section of the accompanying Schedule of Findings
and Questioned Costs.

Management's Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts, and
grants applicable to its federal program.

Auditor's Responsibility

Our responsibility is to express an opinion on compliance for the MACOG's major federal program
based on our audit of the types of compliance requirements referred to above. We conducted our audit of
compliance in accordance with auditing standards generally accepted in the United States of America; the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local Governments, and
Non-Profit Organizations. Those standards and OMB Circular A-133 require that we plan and perform the
audit to obtain reasonable assurance about whether noncompliance with the types of compliance require-
ments referred to above that could have a direct and material effect on the major federal program occurred.
An audit includes examining, on a test basis, evidence about the MACOG's compliance with those require-
ments and performing such other procedures as we considered necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for the major
federal program. However, our audit does not provide a legal determination of the MACOG's compliance.

Opinion on the Major Federal Program
In our opinion, the MACOG complied in all material respects with the types of compliance require-

ments referred to above that could have a direct and material effect on its major federal program for the year
ended June 30, 2015.
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(Continued)

Report on Internal Control over Compliance

Management of the MACOG is responsible for establishing and maintaining effective internal control
over compliance with types of compliance requirements referred to above. In planning and performing our
audit of compliance, we considered the MACOG's internal control over compliance with the types of require-
ments that could have a direct and material effect on the major federal program to determine the auditing
procedures that are appropriate in the circumstances for the purpose of expressing an opinion on compliance
for the major federal program and to test and report on internal control over compliance in accordance with
OMB Circular A-133, but not for the purpose of expressing an opinion on the effectiveness of internal control
over compliance. Accordingly, we do not express an opinion on the effectiveness of the MACOG's internal
control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a federal
program on a timely basis. A material weakness in internal control over compliance is a deficiency, or com-
bination of deficiencies, in internal control over compliance, such that there is a reasonable possibility that
material noncompliance with a type of compliance requirement of a federal program will not be prevented, or
detected and corrected, on a timely basis. A significant deficiency in internal control over compliance is a de-
ficiency, or a combination of deficiencies, in internal control over compliance with a type of compliance
requirement of a federal program that is less severe than a material weakness in internal control over compli-
ance, yet important enough to merit attention by those charged with governance.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over compliance
that might be material weaknesses or significant deficiencies and, therefore, material weaknesses or signifi-
cant deficiencies may exist that were not identified. We identified certain deficiencies in internal control over
compliance, as described in the accompanying schedule of findings and questioned costs as item 2015-001,
that we consider to be material weaknesses.

The MACOG's response to the internal control over compliance finding identified in our audit is
described in the accompanying Corrective Action Plan. The MACOG's response was not subjected to the
auditing procedures applied in the audit of compliance and, accordingly, we express no opinion on the
response.

The purpose of this report on internal control over compliance is solely to describe the scope of our

testing of internal control over compliance and the results of that testing based on the requirements of OMB
Circular A-133. Accordingly, this report is not suitable for any other purpose.

Paul D. Joyce, CPA
State Examiner

May 11, 2016
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SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS AND ACCOMPANYING NOTE

The Schedule of Expenditures of Federal Awards and accompanying note presented were prepared
by management of the MACOG. The schedule and note are presented as intended by the MACOG.
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MICHIANA AREA COUNCIL OF GOVERNMENTS
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the Year Ended June 30, 2015

Pass-Through

Federal Entity (or Other) Total
Federal Grantor Agency/Pass-Through Entity CFDA Identifying Federal Awards
Cluster Title/Program Title/Project Title Pass-Through Entity or Direct Grant Number Number Expended
U.S. DEPARTMENT OF COMMERCE
Economic Development_Support for Planning Organizations Direct Grant 11.302 06-86-05875 $ 28,112
Total - Department of Commerce 28,112
U.S DEPARTMENT OF TRANSPORTATION
Federal Transit Cluster Direct Grant
Federal Transit_Formula Grants 20.507 IN-90-X646 1,020,478
IN-95-X030 202,046
IN-95-X042 175,635
IN-95-X047 204,817
Total - Federal Transit Cluster 1,602,976
Highway Planning and Construction Cluster
Highway Planning and Construction 20.205
Transportation Planning Activities Indiana Department of Transportation PL - 15806011 688,983
CMAQ-14805118 84,243
HSIP-12802506 24,971
HSIP -14805120 65,252
SPR-15807598 54,115
STP-14805230 134,369
STP-15809174 115,000
Total - Highway Planning and Construction Cluster 1,166,933
Total - Department of Transportation 2,769,909
Total federal awards expended $ 2,798,021

The accompanying note is an integral part of the Schedule of Expenditures of Federal Awards.
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MICHIANA AREA COUNCIL OF GOVERNMENTS
NOTE TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Basis of Presentation

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of the
Michiana Area Council of Governments (primary government) and is presented in conformity with accounting
principles generally accepted in the United States of America which is the basis of accounting used in the
presentation of the financial statements. Accordingly, the amount of federal awards expended is based on
when the activity related to the award occurs. Therefore, some amounts presented in this schedule may differ
from amounts presented in, or used in the preparation of, the basic financial statements.
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MICHIANA AREA COUNCIL OF GOVERNMENTS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Section | - Summary of Auditor's Results
Financial Statements:
Type of auditor's report issued:
Internal control over financial reporting:
Material weaknesses identified?
Significant deficiencies identified?
Noncompliance material to financial statements noted?
Federal Awards:
Internal control over major program:
Material weaknesses identified?
Significant deficiencies identified?

Type of auditor's report issued on compliance for major program:

Any audit findings disclosed that are required to be reported in
accordance with Section .510(a) of OMB Circular A-133?

Identification of Major Program:

Name of Federal Program or Cluster

Federal Transit Cluster

Dollar threshold used to distinguish between Type A and Type B programs:

Auditee qualified as low-risk auditee?

Section Il - Financial Statement Findings

No matters are reportable.

Section Il - Federal Award Findings and Questioned Costs
FINDING 2015-001 - REPORTING

Federal Agency: U.S. Department of Transportation

Federal Program: Federal Transit_Formula Grants

CFDA Number: 20.507

Federal Award Numbers: IN-90-X646, IN-95-X030, IN-95-X042, IN-95-X047
Pass-through Entity: Indiana Departmetn of Transportation
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MICHIANA AREA COUNCIL OF GOVERNMENTS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(Continued)

Condition

An effective internal control system, which would include segregation of duties, was not in place at the
MACOG to ensure compliance with requirements related to the grant agreement and the Reporting compli-
ance requirement.

The Fiscal Accounting Manager prepared and submitted the Quarterly Financial Reports; however,
there was no segregation of duties, such as an oversight, review, or approval process to ensure the reports
were accurate and complete.

Context

This applied only to the Quarterly Financial Reports. The Monthly Reimbursement Request Reports
and Annual Financial Report processes both included documented reviews.

Criteria
OMB Circular A-133, Subpart C, section .300 states in part:
"The auditee shall: . . . (b) Maintain internal control over Federal programs that provides
reasonable assurance that the auditee is managing Federal awards in compliance with laws,
regulations, and the provisions of contracts or grant agreements that could have a material effect
on each of its Federal programs.”

Cause

Management had not developed a system of internal controls that segregated key functions related to
the quarterly reports.

Effect
The failure to establish an effective internal control system could have placed the MACOG at risk of
noncompliance with the grant agreement and the compliance requirement. A lack of segregation of duties
within an internal control system could also allow nhoncompliance with compliance requirements and allow the

misuse and mismanagement of federal funds and assets by not having proper oversight, reviews, and
approvals over the activities of the program.

Questioned Costs
There were no questioned costs identified.
Recommendation

We recommended that the MACOG's management establish controls, including segregation of duties,
related to the grant agreement and the Reporting compliance requirement.

Views of Responsible Officials

For the views of responsible officials, refer to the Corrective Action Plan, which is part of this report.
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AUDITEE PREPARED DOCUMENT

The subsequent document was provided by management of the MACOG. The document is pre-
sented as intended by the MACOG.
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MACOG

CORRECTIVE ACTION PLAN
FINDING 2015-001 - Reporting

Contact Person Responsible for Corrective Action: James Turnwald
Contact Phone Number: 574-287-1829

Description of Corrective Action Plan:
1. The Fiscal Accounting Manager will prepare the FTA Federal Financial Reports (FFR).
2. Prior to submittal to FTA, the Fiscal Accounting Manager will hayé the Fiscal
~ . "Accounting Coordinator review the FFR. The Fiscal Accounting Coordinator will initial a
hard copy of the document to indicate that they have completed their review.
3. Prior to submittal to FTA, the Executive Director will review and approve. The Executive
Director will initial a hard copy of the document to indicate that they have completed

their review and approved.

Anticipated Cqmpletibn Date: April 30,2016

Q, )

,Jﬁles Tumwald Executive Director

| ‘ '; Date

Michiana Area Council of Governments 227 W. Jefferson Blvd., Room 1120 * South Bend, IN 46601-1830
574/287-1829 574/674-8894 : FAX 574/239-4072
E-mail: macogdir@macog.com ‘ -36- Web Site: www.macog.com
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OTHER REPORTS

In addition to this report, other reports may have been issued for the MACOG. All reports can be
found on the Indiana State Board of Accounts' website: http://www.in.gov/sboal/.
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