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We have reviewed the Independent Auditor’s Report of the Village of Milan, Erie County,
prepared by Kevin L. Penn, Inc., for the audit period January 1, 2006 through December 31, 2007.
Based upon this review, we have accepted these reports in lieu of the audit required by Section
117.11, Revised Code. The Auditor of State did not audit the accompanying financial statements
and, accordingly, we are unable to express, and do not express an opinion on them.

The financial statements in the attached report are presented in accordance with a regulatory basis
of accounting prescribed or permitted by the Auditor of State. Due to a February 2, 2005
interpretation from the American Institute of Certified Public Accountants (AICPA),
modifications were required to the Independent Auditor’s Report on your financial statements.
While the Auditor of State does not legally require your government to prepare financial
statements pursuant to Generally Accepted Accounting Principles (GAAP), the AICPA
interpretation requires auditors to formally acknowledge that you did not prepare your financial
statements in accordance with GAAP. The attached report includes an opinion relating to GAAP
presentation and measurement requirements, but does not imply the statements are misstated under
the non-GAAP regulatory basis. The Independent Auditor’s Report also includes an opinion on
the financial statements using the regulatory format the Auditor of State permits.

Our review was made in reference to the applicable sections of legislative criteria, as reflected by
the Ohio Constitution, and the Revised Code, policies, procedures and guidelines of the Auditor of
State, regulations and grant requirements. The Village of Milan is responsible for compliance
with these laws and regulations.
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Caetified Public Accountant
11811 Shaker Baulevard, Suite421
Clevdand, Ohio 44120
(216)421-1000
Fax:(216)421-1001

Email: klpenncpa@aol.com

I ndependent Auditor's Report

Village of Milan

Erie County

11 South Main Street
Milan, Ohio 44846-1450

| have audited the accompanying financid statements of the Village of Milan (the Village), as of and for the
year ended December 31, 2006 and 2007. These financid statements are the responghility of the Village's
management. My responsibility isto express an opinion on thesefinancia statements based on my audit.

| conducted our audit in accordance with auditing Sandards generdly accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller Generd of the United Sates. Those standards require that | plan and peform the audit to
obtain reasonabl e assurance about whether the financid statements are free of materia misstatement. An audit
includes examining, on a test bads, evidence supporting the amounts and disclosures in the financid
Satements. An audit d o includes assessing the accounting principles used and sianificant estimates made by
management, as well as evaluating the overdl financiad statement presentation. | bdieve that my audit
provides areasonable basis for my opinion.

As discussed in Note 1, the Village has prepared these financia statements using accounting practices
the Auditor of State prescribes or permits. These practices differ from accounting principles generdly
accepted in the United States of America. Although | cannot ressonably determine the effects on the
financid statements of the variances between these regul atory accounting practices and accounting principles
generally accepted in the United States of America, | presumethey are materid.

Revisions to GAAP would require the Village to reformat its financid statement presentation and make
other changes effective for the year ended December 31, 2006 and 2007. Ingtead of the combined funds the
accompanying financid statements present for 2006 and 2007, the revison requires presenting entity wide
gatements and aso to present larger (i.e. maor) funds separady for 2006 and 2007. While the Village does
not follow GAAP, generdly accepted auditing standards require us to include the following paragraph if the
gatements do not substantidly conform to the new GAAP presentation requirements. The Auditor of State
permits, but does not require governmerts to reformat their statements. The Village has dected not to
reformat its statements. Since the Village does not use GAAP to messureitsfinancid statement amounts, the
following paragraph does not imply the amounts reported are materially misstated under the accounting
basis the Auditor of State permits. My opinion on the fair presentation of the amounts reported pursuant
to itsnon-GAAP basisisin the second following paragraph.

In my opinion, because of the effects of the matter discussed in the preceding two paragraphs, the financid
datements referred to above do not present farly, in conformity with accounting principles generally
accepted in the United States of America, the financid position of the Village as of December 31, 2006
and 2007, or its changesin financia podtion and cash flows for the year then ended.



Also, in my opinion, the finandd statements referred to above present fairly, in dl materid respects, the
combined fund cash baances of Village of Milan, Erie County, Ohio, as of December 31, 2006 and 2007 and

its combined cash receipts and disbursements and reserves for encumbrances for the year then ended on the
basis of accounting described in Note 1.

The aforementioned revision to cenerdly accepted accounting principles dso requires the Villaoe to include
Management's Discussion and Anaysis for the year ended December 31, 2006 and 2007. The Village has
not presented Management's Discussion and Andys's, which accounting principles generally accepted In
the United States of Americahas determined is necessary to supplement, athough not required to be part of
thefinancia statements.

In accordance with Government Auditing Standards, | have dso issued my report dated May 5, 2008, on my
condderation of the Village's internd control over finencid reporting and my tests of its compliance with
certain provisons of laws, regulations, contracts and grant agreements and other matters. That report
describes the scope of our testing of internal controls over financid reporting and compliance and the
results of testing. It does not opine on the interna control over financia reporting or on compliance. That
report is an integra part of an audit performed in accordance with Governmentd Auditing Standards. Y ou
should read it in conjunction with thisreport in ng theresults of my audit.

Kevin L. Penn, Inc.

May 5, 2008



Village of Milan

Erie County

Combined Statement of Cash Receipts, Disbursements
and Changes in Fund Cash Balances
All Governmental Fund Types

For the Year Ended December 31, 2006

Governmental Fund Types Totals
Special Capital (Memorandum
General Revenue Projects Only)
Cash Receipts:
Property Tax and Other Local Taxes $ 315,887 $ 98,380 $ 40,279 $ 454,546
Intergovernmental Receipts 137,441 84,115 6,458 228,014
Fines, Licenses, and Penalties 107,055 205 107,260
Earnings on Investments 110,700 8,332 119,032
Other Revenue 12,719 6,655 19,374
Total Cash Receipts 683,802 197,687 46,737 928,226
Cash Disbursements:
Current:
Security of Persons and Property 261,177 26,625 287,802
Leisure Time Activities 9,184 9,184
Community Environment 5,227 5,227
Transportation 103,074 136,138 239,212
General Government 130,900 1,573 132,473
Debt Service:
Principal Payments 3,000 3,000
Interest Payments 3,720 3,720
Capital Outlay 2,935 488 225,815 229,238
Total Cash Disbursements 512,497 164,824 232,535 909,856
Total Receipts Over/(Under) Disbursements 171,305 32,863 (185,798) 18,370
Other Financing Receipts/(Disbursements)
Transfers-In 15,000 72,657 262 87,919
Transfers-Out (134,709) (134,709)
Advances-Out (50,000) (50,000)
Total Other Financing Receipts/(Disbursements) 72,657 262 (96,790)
(169,709)
Excess of Cash Receipts and Other Financing
Receipts Over/(Under) Cash Disbursements
and Other Financing Disbursements 1,596 105,520 (185,536) (78,420)
Fund Cash Balance - January 1, 2006 414,151 338,071 298,175 1,050,397
Fund Cash Balance - December 31, 2006 $ 415,747 $ 443,591 $ 112,639 $ 971,977
Reserves for Encumbrances, December 31, 2006 $ - $ 75 $ 8,290 $ 8,365

The notes to the financial statements are an integral part of this statement.



Village of Milan

Erie County

Combined Statement of Cash Receipts, Disbursements
and Changes in Fund Cash Balances - Enterprise Funds

For the Year Ended December 31, 2006

Operating Cash Receipts

Charges for Services $1,571,878
Other Revenue 57,206
Total Operating Cash Receipts 1,629,084

Operating Cash Disbursements:

Personal Services 359,443
Transportation 4,430
Contractual Services 90,561
Supplies and Materials 701,280
Capital Outlay 224,242
Total Operating Cash Disbursements T 1,379,956
Operating Income 249,128

Non-Operating Cash Receipts
Other Financing Sources 3,730

Total Non-Operating Cash Receipts 3,730

Non-Operating Cash Disbursements

Debt Service - Principal 181,361

Debt Service - Interest and Fiscal Charges 88,638

Other Financing Uses 3,470
Total Non-Operating Cash Disbursements W

Excess of Receipts Under Disbursements

Before Interfund Transfers and Advances (20,611)
Transfers-In 121,790
Transfers-Out (75,000)
Advances-In 50,000

Net Disbursements Over Receipts T 76179

Fund Cash Balance - January 1, 2006 1,845,543

Fund Cash Balance - December 31, 2006 W

Reserves for Encumbrances, December 31, 2006 $ 29,720

The notes to the financial statements are an integral part of this statement.



Village of Milan

Erie County

Combined Statement of Cash Receipts, Disbursements
and Changes in Fund Cash Balances
All Governmental Fund Types

For the Year Ended December 31, 2007

Governmental Fund Types Totals
Special Capital (Memorandum
General Revenue Projects Only)
Cash Receipts:
Property Tax and Other Local Taxes $ 325,783 $ 92,512 $ 41,453 $ 459,748
Intergovernmental Receipts 194,678 92,107 6,965 293,750
Fines, Licenses, and Penalties 77,158 35 77,193
Earnings on Investments 120,169 9,045 129,214
Other Revenue 12,225 2,611 14,836
Total Cash Receipts 730,013 196,310 48,418 974,741
Cash Disbursements:
Current:
Security of Persons and Property 290,953 25,921 316,874
Leisure Time Activities 5,787 5,787
Community Environment 4,072 4,072
Transportation 110,604 183,180 293,784
General Government 148,719 1,584 150,303
Debt Service:
Principal Payments 3,000 3,000
Interest Payments 3,540 3,540
Capital Outlay 14,805 8,998 35,913 59,716
Total Cash Disbursements 574,940 219,683 42,453 837,076
Total Receipts Over/(Under) Disbursements 155,073 (23,373) 5,965 137,665
Other Financing Receipts/(Disbursements)
Transfers-In 77,729 77,729
Transfers-Out (124,588) (124,588)
Total Other Financing Receipts/(Disbursements) (124,588) 77,729 - (46,859)
Excess of Cash Receipts and Other Financing
Receipts Over/(Under) Cash Disbursements
and Other Financing Disbursements 30,485 54,356 5,965 90,806
Fund Cash Balance - January 1, 2007 415,747 443,591 112,639 971,977
Fund Cash Balance - December 31, 2007 $ 446,232 $ 497,947 $ 118,604 $ 1,062,783
Reserves for Encumbrances, December 31, 2007 $ 32421 $ - $ 5,700 $ 38,121

The notes to the financial statements are an integral part of this statement.



Village of Milan
Erie County
Combined Statement of Cash Receipts, Disbursements

and Changes in Fund Cash Balances - Enterprise
Funds
For the Year Ended December 31, 2007

Operating Cash Receipts

Charges for Services $ 1,544,945
Other Revenue 59,104

Total Operating Cash Receipts 1,604,049

Operating Cash Disbursements:

Personal Services 384,925
Transportation 5,867
Contructual Services 94,561
Supplies and Materials 690,054
Capital Outlay 137,862
Total Operating Cash Disbursements w

Operating Income 290,780

Non-Operating Cash Receipts

Total Non-Operating Cash Receipts -

Non-Operating Cash Disbursements

Debt Service - Principal 187,636
Debt Service - Interest and Fiscal Charges 81,236
Other Financing Uses 2,955

Total Non-Operating Cash Disbursements 271,827

Excess of Receipts Under Disbursements

Before Interfund Transfers and Advances 18,953
Transfers-In 121,859
Transfers-Out (75,000)
Other Financing Sources 3,235
Net Disbursements Over Receipts W
Fund Cash Balance - January 1, 2007 1,921,722
Fund Cash Balance - December 31, 2007 $ 1,990,769
Reserves for Encumbrances, December 31, 2007 $ 8,200

The notes to the financial statements are an integral part of this statement.
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VILLAGE OF MILAN
ERIE COUNTY

NOTESTO THE FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Description of the Entity

The Village of Milan, Erie County, (the Village) is a body corporate and politic
established to exercise the rights and privileges conveyed to it by the constitution
and laws of the State of Ohio. The Village is directed by a publicly-elected six-
member Council. The Village provides water and sewer utilities, electric utilities, park
operations, and police services. The Village contracts with Milan Township to provide fire
protection services

The Village's management believes these financia statements present al activities for
which the Village is financially accountable.

Ohio Municipal Electric Generation Agency Joint Venture 1 (JV1)

The Village is a participant with twenty-one subdivisons within the State of Ohio in a joint
venture to provide a source of supplemental capacity to the participants. On dissolution of the
joint venture, the net assets of the JV1 will be shared by the participants on a percentage
basis. The V1 is managed by AMP-Ohio who acts as the joint venture's agent. The Village's net
investment and its share of the operating results of JV1 ownership share of the project is .71
percent. Complete financid statements for V1 can be obtained from AMP-Ohio at 2600 Airport
Drive, Columbus, Ohio 43219 or from the Village's Administrator.

OhioMunicipal Electric Generation Agency Joint Venture 2 (JV2)

The Village of Milan isaNon-Financing Participant and an Owner Participant with an ownership
percentage of .55 percent and shares participation with thirty-five other subdivisions within the
State of Ohio in the Ohio Municipal Electric Generation Agency (OMEGA JV2). Owner
Participants own undivided interests, as tenants in common, in the OMEGA JV2 Project in the
amount of their respective Project Shares. Purchaser Participants agree to purchase the output
associated with their respective Project shares, ownership of which is held in trust for such
Purchaser Participants. Pursuant to the OMEGA JV2 Agreement, the participants jointly
undertook as ether Financing Participants or Non-Financing Participants and as either Owner
Participants or Purchaser Paticipants, the acquisition, construction, and equipping of OMEGA
V2, including such portions of OMEGA JV2 as have been acquired, constructed or
equipped by AMP-Ohio and to pay or incur the costs of the same in accordance with the V2
Agreement. OMEGA JV2 was created to provide additiona sources of rdiable, reasonably
priced eectric power and energy when prices are high or during times of generation shortages or
transmission constraints, and to improve the reliability and economic status of the participants
respective municipal electric utility system.
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VILLAGE OF MILAN
ERIE COUNTY

NOTESTO THE FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Description of the Entity (continued)

Ohio Municipal Electric Generation Agency Joint Venture 2 (JV2)

The Project consists of 138.65 MW of distributed generation of which 134.081MW is the
participants entitlement and 4.569MW are held in reserve. On dissolution of OMEGA JV2, the
net assets will be shared by the participants on a percentage of ownership basis. OMEGA V2 is
managed by AMP-Ohio, which acts as the joint venture's agent. During 2001, AMP-Ohio issued
$50,260,000 of 20 year fixed rate bonds on behdf of the Financing Participants of OMEGA JV2.
The net proceeds of the bond issue of $45,904,712 were contributed to OMEGA JV2. The
Village's net investment in OMEGA JV2 was $216,296 at December 31, 2007. Complete
financia statements for OMEGA JV2 may be obtained from AMP-Ohio or from the State
Auditor's website at www.auditor.state.oh.us.

Ohio Municipal Electric Generation Agency Joint Venture5 (JV 5)

The Village of Milan is a Financing Participant with an ownership percentage of .39 %, and
shares participation with forty-one other subdivisions within the State of Ohio in the Ohio
Municipal Electric Generation Agency Joint Venture 5 (OMEGA JV5). Financing
Participants own undivided interests, as tenants in common, without right of partition in the
OMEGA JV5 Project.

Pursuant to the OMEGA Joint Venture JV5 Agreement (Agreement), the participants jointly
undertook as Financing Participants, the acquisition, construction, and equipping of OMEGA
JV5, including such portions of OMEGA JV5 as have been acquired, constructed or
equipped by AMP-Ohio.

OMEGA JV5 was created to construct a 42 Megawatt (MW) run-of-the-river hydroel ectric
plant (including 40MW of backup generation) and associated transmission facilities (on the
Ohio River near the Bellville, West Virginia Locks and Dam) and sells electricity from its
operations to OMEGA JV5 Participants.

Pursuant to the Agreement each participant has an obligation to pay its share of debt service
on the Beneficia Interest Certificates (Certificates) from the revenues of its electric system,
subject only to the prior payment of Operating & Maintenance Expenses (O& M) of each
participant’ s System, and shall be on a parity with any outstanding and future senior e ectric
system revenue bonds, notes or other indebtedness payable from any revenues of the System.
On dissolution of OMEGA JV5, the net assets will be shared by the financing participants on
a percentage of ownership basis. Under the terms of the Agreement each participant is to fix,
charge and collect rates, fees and charges at |east sufficient in order to maintain a debt
coverage ratio equal to 110% of the sum of OMEGA JV5 debt service and any other
outstanding senior lien electric system revenue obligations. As of December 31, 2007 and
2006, Milan has met their debt coverage obligation.

8



VILLAGE OF MILAN
ERIE COUNTY

NOTESTO THE FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006
(Continued)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Description of the Entity (continued)

Ohio Municipal Electric Generation Agency Joint Venture5 (JV 5)

The Agreement provides that the failure of any JV5 participant to make any payment due by
the due date thereof constitutes adefault. Inthe event of adefault, OMEGA JV5 may take
certain actions including the termination of a defaulting JV5 Participant’s entitlement to
Project Power. Each Participant may purchase a pro rata share of the defaulting JV5
Participant’ s entitlement to Project Power, which together with the share of the other non-
defaulting JV5 Participants, is equal to the defaulting JV5 Participant’s ownership share of
the Project, in kilowatts (“ Step Up Power”) provided that the sum of any such increases shall
not exceed, without consent of the non-defaulting JV5 Participant, an accumulated maximum
kilowatts equal to 25% of such non-defaulting JV5 Participant’ s ownership share of the
project prior to any such increases.

OMEGA JV5 is managed by AMP-Ohio, which acts asthe joint venture’' s agent. During
1993 and 2001 AMP-Ohio issued $153,415,000 and $13,899,981 respectively of 30 year
fixed rate Beneficia Interest Certificates (Certificates) on behalf of the Financing
Participants of OMEGA JV5. The 2001 Certificates accrete to a value of $56,125,000 on
February 15, 2030. The net proceeds of the bond issues were used to construct the OMEGA
JV5 Project. On February 17, 2004 the 1993 Certificates were refunded by issuing 2004
Beneficial Interest Refunding Certificates in the amount of $116,910,000, which resulted in a
savings to the membership of $34,951,833 from the periods 2005 through 2024.

The Village' s net investment to date in OMEGA JV5 was $34,903 at December 31, 2007 and

$42,132 at December 31, 2006. Complete financia statements for OMEGA JV5 may be
obtained from AMP-Ohio or from the State Auditor’ s website at www.auditor.state.oh.us.

B. Basisof Accounting

These financial statements follow the basis of accounting prescribed or permitted by the
Auditor of State, which is similar to the cash receipts and disbursements basis of
accounting. Receipts are recognized when received in cash rather than when earned, and
disbursements are recognized when paid rather than when a liability is incurred.
Budgetary presentations report budgetary expenditures when a commitment is made (i.e.,
when an encumbrance is approved).

These statements include adequate disclosure of materia matters, as prescribed or
permitted by the Auditor of State.



VILLAGE OF MILAN
ERIE COUNTY

NOTESTO THE FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006
(Continued)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

C. Cash and Investments

Investments are reported as assets. Accordingly, purchases of investments are not
recorded as disbursements, and sales of investments are not recorded as receipts. Gains or
losses at the time of sale are recorded as receipts or disbursements, respectively.

Money market mutual funds (including STAR Ohio) are recorded at share values
reported by the mutual fund.

D. Fund Accounting

The Village uses fund accounting to segregate cash and investments that are restricted as to
use. The Village classifiesits funds into the following types:

1. General Fund

The General Fund is the general operating fund. It is used to account for all financia
resources except those required to be accounted for in another fund.

2. Special Revenue Fund

These funds are used to account for proceeds from specific sources (other than from trusts
or for capital projects) that are restricted to expenditure for specific purposes. The Village
had the following significant Special Revenue Funds:

Street Construction, Maintenance, and Repair Fund - This fund receives gasoline tax
and motor vehicle tax money for constructing, maintaining and repairing Village
streets.

3. Capital Project Funds

These funds are used to account for receipts that are restricted for the acquisition or
construction of major capital projects (except those financed through enterprise funds). The
Village had the following significant capital project funds:

Utility Building Fund - This fund receives transfers from the general fund to be used for
the construction of anew utility building.

Capital Project Issue Il Fund - This fund receives Issue || monies to be used for
various projects within the Village.

10



VILLAGE OF MILAN
ERIE COUNTY

NOTESTO THE FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006
(Continued)

4. Enterprise Funds (continued)

These funds account for operations that are similar to private business enterprises where

management intends that the significant costs of providing certain goods or services will be
recovered through user charges. The Village had the following significant Enterprise Funds:

Water Fund - This fund receives charges for services from residents to cover the cost of
providing this utility.

Sewer Fund - This fund receives charges for services from residents to cover the cost of
providing this utility.

Electric Fund - This fund receives charges for services from residents to cover the cost
of providing this utility.

E. Budgetary Process

The Ohio Revised Code requires that each fund be budgeted annually.

1

Appropriations

Budgetary expenditures (that is, disbursements and encumbrances) may not exceed
appropriations at the fund, function or object level of control, and appropriations may not
exceed estimated resources. The Council must annually approve appropriation measures
and subsequent amendments. The County Budget Village must also approve the annual
appropriation measure. Unencumbered appropriations lapse at year end.

Estimated Resour ces

Estimated resources include estimates of cash to be received (budgeted receipts) plus
unencumbered cash as of January 1. The County Budget Village must aso approve
estimated resources.

Encumbrances
The Ohio Revised Code requires the Village to reserve (encumber) appropriations
when commitments are made. Encumbrances outstanding at year end are carried
over, and need not be reappropriated.

A summary of 2007 and 2006 budgetary activity appearsin Note 6.

11



2.

VILLAGE OF MILAN
ERIE COUNTY

NOTESTO THE FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006
(Continued)

F. Property, Plant, and Equipment

Acquisitions of property, plant, and equipment are recorded as disbursements when paid.
These items are not refl ected as assets on the accompanying financial statements.

G. Accumulated Leave

In certain circumstances, such as upon leaving employment, employees are entitled to
cash payments for unused leave. Unpaid leave is not reflected as a liability under the
Village's basis of accounting.

DEPOSITSAND INVESTMENTS

The Village maintains a cash and investment pool. The baance of this pool is digolayed on the
"Combined Statement of Cash, Investments, and Fund Cash Baances, Governmental Fund Type -
(Generd Fund), As of December 31, 2006 and 2007."

Legd Requirements
Sate satutes classfy monies hed by the Village into three categories.

Active depodts are public deposits necessary to meet current demends on the treasury. Such monies
must be maintained dther as cash in the Village Treasury, in commercid accounts payable or
withdrawable on demand, including negotiable order of withdrawa (NOW) accounts, or in money
market deposit accounts.

Inactive depogts are public depodits that the Board of Trustees has identified as not required for use
within the current two year period of designation of depositories. Inactive deposits must either be
evidenced by certificates of deposit maturing not later than the end of the current period of
designation of depositories, or by savings or depodt accounts including, but not limited to, passbook
accounts.

Interim deposgits are deposits of interim monies. Interim monies are those monies which are not
needed for immediate use but which will be needed before the end of the current period of
designation of depositories. Interim deposits must be evidenced by time certificates of deposit
maturing not more than one year from the date of deposit, or by savings or deposit accounts
including passhook accounts.

Interim monies may beinvested in the following securities:

1. United States treasury notes, bills, bonds, or any other obligation or security issued
by the United States treasury or any other obligation guaranteed as to principa and
interest by the United States,

2. Bonds, notes, debentures, or any other obligations or securities issued by any
federal government agency or instrumentality, including but not limited to, the federa
national federa home loan bank, federal farm credit bank, federal home loan mortgage
corporation, government national mortgage association, and student |oan marketing
association. All federal agency securities shall be direct issuances of federal
government agencies or instrumentalities.

12



2.

VILLAGE OF MILAN
ERIE COUNTY

NOTESTO THE FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006
(Continued)

DEPOSITSAND INVESTMENTS (continued)

3. Written repurchase agreements in the securities listed above provided that the
market value of the securities subject to the repurchase agreement must exceed the
principal value of the agreement by at least two percent and be marked to market daily,
and that the term of the agreement must not exceed thirty days;

4. Bonds and other obligations of the State of Ohio;

5. No-load money market mutual funds consisting exclusively of obligations described
indivision (1) or (2) of this section and repurchase agreements secured by such
obligations, provided that investments in securities described in this division are made
only through eligible institutions;

6. The State Treasurer's investment pool (STAR Ohio);

The Village may aso invest any monies not reguired to be used for aperiod of sx monthsor morein
thefollowing:

1. Bonds of the State of Ohio;

2. Bonds of any municipal corporation, village, county, Village, or other political
subdivision of this State, as to which there is no default of principal, interest or
coupons, and

3. Obligations of the Village.

Investmentsin stripped principd or interest oblioations, reverse repurchase agreements and derivetives
are prohibited. The issuance of taxable notes for the purpose of arbitrage, the use of leverage and short
ling are dso prohibited. An invesment must mature within five years from the date of purchase
unless matched to a oecific obligetion or debt of the Village, and be purchased within the expectation
that it will be held to maturity. Investments may only be made through specified deders and
inditutions. Payment for investments may be made only upon ddlivery of the securities representing
the investments to the treasurer or, if the securities are not representing the investments to the
treasurer or, if the securities are not represented by a certificate, upon receipt of confirmation of
transfer from the custodian.

Protection of the Village's deposits is provided by the Federal Deposit Insurance Corporation, by

eligible securities pledged by the financial institution as security for repayment, by surety

company bonds deposited with the Clerk by the financid ingtitution, or by a sngle collaterd pool

?ﬁtablisﬁe? by the financia ingtitution to secure the repayment of all public monies deposited with
e ingtitution.

The following information dassfies depodsts and investments by categories of risk as defined by

GASB Statement No.3, "Deposits with Fnancia Ingtitutions, Investments and Reverse Repurchase
Agreements’.

At year-end, the Village had $160 in undeposited cash on hand which isincluded as part of
"Pooled Cash and Cash Investments'. Thisamount is uninsured and uncollateralized.
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VILLAGE OF MILAN
ERIE COUNTY

NOTESTO THE FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006
(Continued)

DEPOSITSAND INVESTMENTS (continued)

Deposits. At year-end, the carrying amount of the Village's deposits was $843,090 for 2007
and $791,772 for 2006 and the bank balance was $945,231 for 2007 and $868,703 for 2006.
Of the bank balance, $100,000 was covered by federal depository insurance for 2007 and
2006, and $845,231 for 2007 and $768,703 for 2006 was covered by collateral held by third
party trustees pursuant to Section 135.181, Revised Code, in collateral pools securing all
public funds on deposit with specific depository institutions.

Investments. Statutory provisions require that the Village hold all securities acquired by the
Village or deposit them with a qualified trustee pursuant to Section 135.18, Revised Code.
Securities acquired under a repurchase agreement must be deposited with such atrustee
unless the counterparty is a designated depository of the Village for the current period of
designation of depositories, in which case the securities may be held in trust by the
depository. At the end of each day, the Village withdraws surplus funds from the account
and invests the moniesin an overnight repurchase agreement. The Village does not purchase
any specific security in this manner, but the investment is collateralized by pledged securities
held by athird party in the name of the bank.

The Village hasinvested funds in the State Treasury Asset Reserve of Ohio (STAROhI0),
during 2007 and 2006. STARONhiIo isan investment pool managed by the State Treasurer's
Office which alows governments within the state to pool their funds for investment
pUrposes.

STAROhio is not registered with the SEC as an investment company, but does operatein a
manner consistent with Rule 2a7 of the Investment Company Act of 1940. Investmentsin
STARONhio are valued at STAROhi0's share price which is the price the investment could be
sold for on December 31, 2007 and 2006. At year end, the carrying amount of the Village's
deposits with Star Ohio was $2,210,302 for 2007 and $2,101,767 for 2006 and the market
value was $2,210,302 for 2007 and $2,101,767 for 2006.

GASB Statement 3 "Deposits with Financia Institutions, Investments and Reverse
Repurchase Agreements' requires that local governments disclose the carrying amounts and
market value of investments, classified by risk. Category 1 includes investmentsthat are
insured or registered, or securities held by the Village or its agent in Village name. Category
2 includes uninsured and unregistered, with securities held by the counter-party trust
department or agent in the Village. Category 3 includes uninsured and unregistered, with
securities held by the counterparty, or by its trust department or agent but not in the Village.
STAR Ohioisunclassified investments since they are not evidenced by securities that exist
in physical or book entry form. Since STAR Ohio isthe only investments, the categories
described above do not apply.
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VILLAGE OF MILAN
ERIE COUNTY

NOTESTO THE FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006
(Continued)

PROPERTY TAX

Real property taxes become alien on January 1 preceding the October 1 date for which rates
are adopted by Village Council. The State Board of Tax Equalization adjusts these rates for
inflation. Property taxes are aso reduced for applicable homestead and rollback deductions.
Homestead and rollback amounts are then paid by the State, and are reflected in the
accompanying financial statements as Intergovernmental Receipts. Payments are due to the
County by December 31. If the property owner elects to make semiannual payments, the first
half is due December 31. The second half payment is due the following June 20.

Public utilities are also taxed on personal and real property located within the Village.
Tangible personal property tax is assessed by the property owners, who must file alist of such
property to the County by each April 30.

The County is responsible for assessing property, and for billing, collecting, and distributing all
property taxes on behalf of the Village.

LOCAL INCOME TAX
The Village levies amunicipal income tax of one percent on substantially all earned income
arising from employment, residency, or business activities within the Village as well as
certain income of residents earned outside of the Village.
Employers within the Village withhold income tax on employee compensation and remit the
tax to the Village either monthly or quarterly, as required. Corporations and other individual
taxpayers pay estimated taxes quarterly and file a declaration annually.

RISK MANAGEMENT

Commercia Insurance

The Village has obtained commercial insurance for the following risks:

e Comprehensive property and general liability.
e Vehicles.
* Errorsand omissions.

The Village also provides health insurance coverage to full time employees through a
private carrier.
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VILLAGE OF MILAN

ERIE COUNTY

NOTESTO THE FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006
(Continued)

6. BUDGETARY ACTIVITY

Budgetary activity for the years ending December 31, 2007 and 2006 follows:

2006 Budgeted vs. Actual Receipts

Budgeted Actual
Fund Type: Receipts Receipts Variance
$
General $ 1,734,758 698,802 $(1,035,956)
Special Revenue 392,088 270,344 (121,744)
Capital Projects 332,755 46,999 (285,756)
Enterprise 3,251,653 1,804,604 (1,447,049)
$
Total $ 5,711,254 2,820,749 $(2,890,505)
2006 Budgeted vs Actual Budgetary Basis Expenditures
Appropriation Budgetary
Fund Type: Authority Expenditures Variance
General $ 707,255 $ 697,206 $ 10,049
Special Revenue 278,185 164,899 113,286
Capital Projects 233,580 240,825 (7,245)
Enterprise 2,285,229 1,758,145 527,084
Total $ 3,504,249 $ 2,861,075 $ 643,174
2007 Budgeted vs. Actual Receipts
Budgeted Actual
Fund Type: Receipts Receipts Variance
General $ 1,874,542 $ 730,013 $(1,144,529)
Special Revenue 500,972 274,039 (226,933)
Capital Projects 358,675 48,418 (310,257)
Enterprise 3,336,929 1,729,143 1,607,786)
Total 6,071,118 $ 2,781,613 (3,289,505)
2007 Budgeted vs Actual Budgetary Basis Expenditures
Appropriation Budgetary
Fund Type: Authority Expenditures Variance
General $ 781,735 $ 731,949 $ 49,786
Special Revenue 278,185 219,683 58,502
Capital Projects 233,580 48,153 185,427
Enterprise 2,285,229 1,668,296 616,933
Total $ 3,578,729 $ 2,668,081 $ 910,648
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VILLAGE OF MILAN
ERIE COUNTY

NOTESTO THE FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006
(Continued)
DEBT

Debt outstanding at December 31, 2007 was as follows:

Ohio Water Development Authority Loan $ 803139 7.03%

Sewage System Improvement Notes 30,000 3.25%

AMP- Ohio Loan 318,213 3.50%

L ockwood Road Project Bond 56.000 6.00%
Total $1,207,352

The Ohio Water Development Authority (OWDA) loan relates to a water system
improvement project. The loan agreement was entered into during August 1992. The
original loan amount was $1,287,380. The loan will be repaid in semiannual installments of
$55,385, including interest over 20 years. The Village was advised in July 2003 that the
OWDA was reducing the interest rate from 7.30 to 7.00 percent. Theloan is collateralized
by water and sewer receipts. The Village has agreed to set utility rates sufficient to cover
OWDA debt service requirements.

The Sewage System Improvement note is a bond anticipation debt and consists of $100,000
of sewerage system improvement debt for sewerage system improvements. Interest rate on
bond anticipation debt is 3.25% annum.

The American Municipal Power-Ohio, Inc. (AMP-Ohio) loan relates to an electrical
substation and distribution line construction project. The loan was entered into during
January 1997, in the amount of $700,000. In fiscal year 2001, and additional loan of
$472,000 was entered into to finance the construction of an electric service building and
enter into OMEGA JV2 (Distributive Generation Project), ajoint venture organized by AMP
Ohio. Theloanswill be repaid in monthly installments over 10 years. Interest rates on the
loans are adjusted annually.

The aggregate amounts of long-term debt maturities for the five years following 2007 are as
follows:

Year Principal Interest Total
2008 $ 179,584 $ 65,821 $ 245,405
2009 154,598 59,668 214,266
2010 160,891 54,182 215,073
2011 100,187 49,093 149,280
2012 72,848 44,322 117,170

Thereafter 539,244 157,721 696,966
Total $ 1,207,352 $ 430,807 $ 1,638,160
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VILLAGE OF MILAN
ERIE COUNTY

NOTESTO THE FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006
(Continued)

DEBT (continued)

Infiscd year 2002, the Village entered into an agreement for the purchase of property for the
condruction of abuilding to house dl Village Offices and the Village Police Station. The Village
signed apromissory notein the amount of $190,000 for the purchase of property with astated rate of
interest a 4.5 percent. Thenoteisto bepaidin equa monthly ingalments commencing June 10,
2002. On May 10, 2007, therate of the note was adjusted to the minimum applicable federd rate. The
Village will then make equa monthly payments on the remaining ba ance such that the entire
outstanding principa baancewill be pad in full on May 10, 2012.

The aggregate amounts of payments for the five years following 2007 are as follows:

Year Principal Interest Total
2008 $ 19,782 $ 3,847 $ 23,629
2009 20,691 2,938 23,629
2010 21,642 1,988 23,630
2011 22,636 994 23,630
2012 9,736 110 9,846
Total $ 94,487 $ 9,877 $ 104,364
PENS ON PLAN

The Village's law enforcement officers belong to the Ohio Police and Fire Pension Funds
(OP&F). Other full-time employees belong to the Ohio Public Employees Retirement
System (OPERS). OP&F and OPERS are cost-sharing, multiple-employer plans. These
plans provide retirement benefits, including postretirement healthcare, and survivor and
disability benefits to participants as prescribed by the Ohio Revised Code.

Ohio Public Employees Retirement System
All Village full-time empl oyees participate in the Ohio Public Employees Retirement System
(OPERS). OPERS adminigtersthree separate pension plans, as described below:

e The Traditional Pension Plan (TP) - a cost-sharing multiple-employer defined benefit
pension plan;

e The Member-Directed Plan (MD) - a defined contribution plan in which the member
invests both member and employer contributions (employer contributions vest over
five years at 20 percent per year). Under the Member-Directed Plan, members
accumul ate retirement assets equal to the value of member and (vested) employer
contributions plus any investment earnings;
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VILLAGE OF MILAN
ERIE COUNTY

NOTESTO THE FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006
(Continued)

PENSION PLAN (continued)

The Combined Plan (CO) - a cost-sharing multiple-employer defined benefit pension
plan. Under the Combined Plan employer contributions are invested by the retirement
system to provide a formularetirement benefit similar in nature to the Traditional
Pension Plan benefit. Member contributions, the investment of which is self-directed by
the members, accumulate retirement assets in a manner similar to the Member-Directed
Plan.

Ohio Public Employees Retirement System

PERS provides retirement, disability, survivor, and death benefits and annual cost of
living adjustments to members of both the Traditional Pension and the Combined plans.
Members of the Member-Directed Plan do not qualify for ancillary benefits. Village to
establish and amend benefits is provided by State statute per Chapter 145 of the Ohio
Revised Code. OPERS issues a stand-alone financia report. Interested parties may
obtain a copy by making a written request to 277 East Town Street, Columbus, Ohio
43215-4642 or by calling (614) 222-6701 or 1-800-222-7377.

The Ohio Revised Code provides statutory Village for member and employer
contributions. For 2006, member and employer contribution rates were consistent across
al three plans (TP, MD, and CO). Plan members are required to contribute 8.5 percent
of their annual covered salary to fund pension obligations. The employer pension
contribution rate for the Village was 13.70 percent for 2006 and 13.85 percent for 2007 of
covered payroll. The Village's required contributions to OPERS for the fiscal years
ended December 31, 2007, 2006, and 2005 were $60,755, $57,497, and $51,662
respectively.

POST-EMPLOYMENT BENEFITS

Ohio Public Employees Retirement System

The Ohio Public Employees Retirement System (OPERS) provides post-retirement health
care coverage to age and service retirees with ten or more years of qualifying Ohio service
credit. Health care coverage for disability recipients and primary survivor recipientsis
available with both the Traditional and the Combined Plan; however, health care benefits are
not statutorily guaranteed. Members of the Member-Directed Plan do not qualify for
ancillary benefits, including post-employment health care coverage. The health care
coverage provided by the retirement system is considered an Other Post-Employment
Benefit (OPEB) as described in GASB Statement No. 12. A portion of each employer's
contribution to OPERS is set aside for the funding of post-retirement health care.
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NOTESTO THE FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006
(Continued)
POST-EMPLOYMENT BENEFITS (continued)

Ohio Public Employees Retirement System

The Ohio Revised Code provides statutory Village for employer contributions. The
employer pension contribution rate for the Village was 13.70 percent for 2006 and 13.85 percent
for 2007 of covered payroll, 4.5% for 2006 and 5% for 2007 was the portion that was used
to fund health care.

Benefits are advance-funded using the entry age normal actuarid cost method of vauation.
Significant actuarid assumptions, based on OPERS latest actuarid review performed as of
December 31, 2003, include arate of return on investments of 8 percent, an annua increase in active
employee tota payroll of 4 percent compounded annudly (assuming no change in the number of
active employees) and an additiond increase in tota payroll of between .50 percent and 6.30
percent based on additiona annud pay increases.

Hedlth care costs were assumed to increase at the projected wage inflation rate plus an additional
factor ranging from 1 percent to 6 percent for the next 8 years. In subsequent years (9 and
beyond) hedth care costs were assumed to increase a 4 percent (the projected wage inflation
rate).

All investments are carried a market. For actuaria vauation purposes, a smoothed market
gpproach is used. Assats are adjusted to reflect 25 percent of unredized market appreciation or
depreciation on investment assets.

At December 31, 2007, the number of active contributing participantsin the Traditiond Pension and
Combined Pans totaled 376,109. The actua contribution and the actuaridly required contribution
amounts are the same. OPERS net assets available for payment of benefits at December 31, 2003
(the latest information available) were $10.5 billion. The actuaridly accrued ligbility and the
unfunded actuaria accrued liability were $26.9 billion and $16.4 billion, respectively.

On September 9, 2006 the OPERS Retirement Board adopted a Hedth Care Presarvation Plan
(HCPP) with an effective date of January 1, 2007. The HCPP restructures OPERS hedlth care
coverage to improve the financid solvency of the fund in response to skyrocketing hedlth care
cosis.

Under the HCPP, retirees digible for hedth care coverage will receive a graded monthly alocation
based on their years of sarvice a retirement. The Plan incorporates a cafeteria gpproach, offering a
broad range of hedth care options that dlow benefit recipients to use their monthly alocation to
purchase hedth care coverage customized to meet their individua needs. If the monthly alocation
exceeds the cost of the options selected, the excess is depodited into a Retiree Medicd Account that
can be usad to fund future hedth care expenses.
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NOTESTO THE FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 2006

(Continued)

11. INTERFUND TRANSFERS
The following transfers are made annually within the Enterprise Fund:

$ 35,000 From the Electric Fund to the Electric Replacement Fund
20,000 From the Water Fund to the Water Replacement Fund
20,000 From the Sewer Fund to the Sewer Replacement Fund

$ 75,000
10. CONTINGENT LIABILITIES

Management believes there are no pending clams or lawsuits.



KevinL.
enn, Inc.

Certified Public Accountant
11811 Sheker Boulevard, SLite 421
Clevdand, Ohio 44120
(216)421-1000
Fax:(216)421-1001
Email: klpenncpa@aol.com

| ndependent Auditor's Report on Internal Control over Financial Reporting and on
Compliance and Other Matters Required by Government Auditing Standards

Village of Milan

Erie County

115 East Main Street
Milan, Ohio 44851-1201

| have audited the financial statements of Village of Milan as of and for the years ended December 31,
2006 and 2007, and have issued my report thereon dated May 5, 2008. | conducted my audit in
accordance with generally accepted auditing standards in the United States of America and the standards
applicable to financial audits contained in Gover nment Auditing Standards, issued by the Comptroller
Generd of the United States. My report on the financial statements disclosed that, as described in Note 1
to the financial statements, the Village preparesits financial statements on a prescribed basis of
accounting that demonstrates compliance with the cash basis and budget laws of Ohio, whichisa
comprehensive basis of accounting other than generally accepted accounting principlesin the United
States of America.

Internal Control Over Financial Reporting

In planning and performing my audit, | considered Village of Milan’sinternal control over financia
reporting as a basis for designing my auditing procedures for the purpose of expressing my opinions on
the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Village of Milan'sinternal control over financial reporting. Accordingly, | do not express an opinion on
the effective ness of the Village of Milan'sinterna control over financial reporting.

A control deficiency exists when the design or operation of control does not allow management of
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on atimely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects Village of Milan's ability to initiate, authorize, record, process,
or report financial datareliably in accordance with a comprehensive basis of accounting other than
generally accepted accounting principles such that there is more than aremote likelihood that a
misstatement of Village of Milan’sfinancial statements that is more than inconsequentia will not be
prevented or detected by Village of Milan’ sinterna control.

A materia weaknessis asignificant deficiency, or combination of significant deficiencies, that resultsin
more than aremote likelihood that a material misstatement of the financial statementswill not be
prevented or detected by Village of Milan’ sinterna control.

My consideration of interna control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficienciesin internal control that
might be significant deficiencies or material weaknesses. | did not identify any deficiencies in internal
control over financial reporting that | consider to be material weaknesses, as defined above.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether Village of Milan's's financia statements are free of
material misstatement, | performed tests of its compliance with certain provisions of laws, regulations,
contracts and grants, noncompliance with which could have adirect and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of my audit and, accordingly, | do not express such an opinion. The results of my tests disclosed no
instances of honcompliance or other matters that are required to be reported under Government Auditing
Standards.

| noted certain matters that | reported to management of Village of Milan in a separate |etter dated May 5,
2008.

Thisreport isintended solely for the information and use of management, and is not intended to be and should
not be used by anyone other than these specified parties.

Kevin L. Penn, Inc.

May 5, 2008
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Village of Milan
Erie County

Schedule of Prior Audit Findings
December 31, 2006 and 2007

2005-1
Finding Summary:

Ohio Revised Code § 5705.41(8) states that no subdivision or taxing unit is to expend
money unless it has been appropriated. For fiscal year 2004, budgetary expenditures
exceeded appropriations in five funds. For fiscal year 2005, budgetary expenditures

exceeded appropriationsin five funds. Several instances of budgetary expenditures

exceeding gppropriations were aso noted during the fiscal year at the lega level of control.
The failure to limit expenditures to appropriated amounts may result in the Village
expending funds in excess of available resources. The Village should periodically compare
expenditures and encumbrances to appropriations to determine if a modification to

appropriationsis necessary.
Fully Corrected?
No. Will bereported in the management letter.

Current Status:

There werefour instances noted, whereby, expenditures exceeded appropriations.

2005-2
Finding Summary:

Ohio Revised Code Section 5735.28 states that wherever amunicipa corporation is on the
line of the state highway system as designated by the director of transportation as an
extension or continuance of the state highway system, seven and on-half percent of the
amount paid to any municipal corporation pursuant to Ohio Revised Code Section 4501.04,
Ohio Revised Code Section 5735.23, and Ohio Revised Code Section 5735.27 shall be used
by it for specified purposes related to maintenance and repair of such highways. The
remaining ninety-two and one-half percent of funds are to be used for purposes related to
maintenance and repair of streets within the Village. The errors were noted in the recording
of revenues under the above Revised Code sections:

During the 2005 fiscal year gas tax receipts in the amount of $19,356 were improperly credited to

the Genera Fund. Of the amount, $17,905 should have been credited to the Street Fund and
$1,451 should have been recorded to the State Highway Fund.
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Village of Milan
Erie County

Schedule of Prior Audit Findings
December 31, 2006 and 2007

2005-2 (continued)

During the 2004 fiscal year gas tax receiptsin the amount of $23,838 were improperly credited to the
Genera Fund. Of the amount, $22,050 should have been credited to the Street Fund and $1,788
should have been recorded to the State Highway Fund. In addition, during the 2004 fiscal year
permissive tax receipts in the amount of $431 was improperly credited to the General Fund.

Fully Corrected?

Yes.

Current Status:

Has been corrected.

2005-3

Finding Summary:

The Village did not properly certify the availability of funds prior to purchase commitment for 53
percent of expenditures selected for examination and there was no evidence that the Village foll owed
the aforementioned exceptions. Failure to properly certify the availability of funds can result in
overspending funds and negative cash fund balances.

Fully Corrected?

Yes.

Current Status:

The Village has made significant improvement, regarding the certification of the availability of funds.
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