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 INDEPENDENT AUDITORS’ REPORT 
 
Michigan Higher Education Facilities Authority October 19, 2005 
Lansing, Michigan 
 

We have audited the accompanying basic financial statements of the Michigan Higher Education Facilities 
Authority, a proprietary component unit of the State of Michigan, as of and for the year ended September 30, 2005, as 
listed in the table of contents.  These financial statements are the responsibility of the Authority's management.  Our 
responsibility is to express an opinion on these financial statements based on our audit. 
 

We conducted our audit in accordance with auditing standards generally accepted in the United States of America 
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller 
General of the United States.  Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements.  An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating the overall financial 
statement presentation.  We believe that our audit provides a reasonable basis for our opinion. 
 

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial 
position of the Michigan Higher Education Facilities Authority as of September 30, 2005, and the changes in its financial 
position and its cash flows for the year then ended in conformity with accounting principles generally accepted in the 
United States of America. 
 

In accordance with Government Auditing Standards, we have also issued a report dated October 19, 2005 on our 
consideration of the Michigan Higher Education Facilities Authority’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 the internal control over financial reporting or 
on compliance.  That report is an integral part of an audit performed in accordance with Government Auditing Standards 
and should be considered in assessing the results of our audit. 
 
 The management’s discussion and analysis on pages iv and v is not a required part of the basic financial 
statements but is supplementary information required by accounting principles generally accepted in the United States of 
America.  We have applied certain limited procedures, which consisted principally of inquiries of management regarding 
the methods of measurement and presentation of the supplementary information.  However, we did not audit the 
information and express no opinion on it. 

 

 





 

 v 

This year the methodology for the allocation of expenses was determined by the Bureau of Bond Finance.  This 
methodology allocates payroll and other indirect expenses on predetermined percentages.  This resulted in 
higher operating expenses for 2005.  Because of this higher cost of operation the Authority had a smaller 
operating profit compared to 2004. 
 
The net assets of the Authority are invested as part of the State Treasurer’s Common Cash Pool.  Interest rates 
were more attractive for 2005 which resulted in an increase in nonoperating revenue from the prior year. 
 
Economic conditions were favorable for the Authority this fiscal year.  The Authority’s clients realized 
attractive interest rates on their loans.  The Authority issued over $37 million in debt this past fiscal year with 
interest rates varying from 2.50% to 5.00%.  One client was a new client for the Authority. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Concluded) 
 
D. Assets, Liabilities, and Net Assets 
 

Cash and Cash Equivalents:  Cash and cash equivalents include deposits with financial institutions 
and other highly liquid short-term investments with original maturities of less than 3 months used for 
cash management rather than investing activities.  As of September 30, 2005, the Authority did not 
have any cash or cash equivalents. 

 
Fees Receivable - Annual service fees due from various higher education institutions throughout 
Michigan are recorded on a monthly basis.  Because of the Authority’s favorable collection 
experience, no allowance for uncollectible accounts is considered necessary. 
 
Use of Estimates - The preparation of financial statements in accordance with accounting principles 
generally accepted in the United States of America requires the use of estimates and assumptions 
regarding certain types of assets, liabilities, revenues, and expenses.  Such estimates primarily relate 
to unsettled transactions and events as of the date of the financial statements.  Accordingly, upon 
settlement, actual results may differ from estimated amounts. 

 
 
NOTE 2 - COMPENSATED ABSENCES 
 
Plan Descriptions 
 

Employees accumulate annual leave (vacation) balances to a maximum ranging from 240 to 316 
hours.  They receive a 100% termination payment upon separation based upon their final rate of pay.  
Employee sick leave balances accumulate without limit.  Termination payments are made only upon 
separation from State service and only to employees hired prior to October 1, 1980.  Payments at retirement 
or death are based on 50% of the employee’s sick leave accumulation times their final rate of pay.  When 
separating for any other reason, employees are paid a percentage of their unused sick leave which increases 
from 0% to 50% depending upon the balance of their sick leave hours. Effective October 2003, employees 
were required to participate in the Banked Leave Time (BLT) program.  Under the BLT, each employees 
biweekly pay is reduced by up to 4 hours of pay. The unpaid time is credited to the employees BLT account 
and can be used for unpaid time off or it can accumulate up to 104 hours a year. Unused accumulated BLT is 
paid as an employer contribution to a 401(k) plan when the employee separates from service.    
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NOTE 2 - COMPENSATED ABSENCES (Concluded) 
 
Accounting Policy 
 

The Authority has accrued liabilities for compensated absences as required by the GASB.  Annual 
leave is valued at 100% of the balance plus the State’s share of social security and retirement contributions. 
Sick leave is valued, as explained, at 0% to 50% plus the State’s share of social security and retirement 
contributions.  Banked leave time is valued at the unused accumulated hours at year end. The pay rates in 
effect as of October 1, 2005 are used.  As of September 30, 2005, the Authority has an annual leave 
compensated absences liability in the amount of $43, a sick leave compensated absences liability in the 
amount of $1,584 and a bank leave time compensated absence liability in the amount of $1,425.  Prior to 
2005, the Authority paid an administrative fee and did not have employees. 
 
 
NOTE 3 - EMPLOYEE BENEFITS 
 

The employer’s share of life, health, optical, dental and long-term disability insurance premiums are 
charged by the State of Michigan to the Authority biweekly based on each employee’s selected coverage. 
 
Defined Benefit Pension Plan 
 

The Authority’s employees hired prior to April 1, 1997 are enrolled in a noncontributory defined 
benefit plan through the State Employees’ Retirement System (the “Plan”) upon meeting certain eligibility 
requirements.  The Plan provides for retiree pension and other postretirement benefits such as, dental, vision, 
and major medical coverage.  The cost of the pension is currently funded, while the costs of the other 
postretirement benefits are on a pay as you go basis.  The costs of these benefits are allocated to the Authority 
as a percentage of payroll. 
 

The Authority’s covered payroll, which was also the total payroll, was approximately $13,000 for the 
year ended September 30, 2005.  The Authority’s actuarially determined contribution requirements, and the 
contributions actually made, was approximately $4,300 representing 33% of annual covered payroll for the 
year ended September 30, 2005.  Prior to 2005, the Authority paid an administrative fee and did not have 
employees. 
 

The State Legislature establishes the extent to which the employer and the employees are required to 
make contributions and establishes the benefit provisions for the Plan.  Additional detail and data regarding 
the Plan description, vesting, and eligibility requirements, actuarial cost methods and assumptions, funding 
requirements, accounting policies and ten year historical trend information is provided in the SOMCAFR and 
the Plan’s detailed financial report issued by the Office of Retirement Systems.  Those reports may be 
obtained by writing the Department of Management and Budget, Office of Retirement Systems, 7150 Harris 
Drive, P.O. Box 30171, Lansing, Michigan 48909 or by calling (517) 322-6262. 
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NOTE 3 - EMPLOYEE BENEFITS (Concluded) 
 
Defined Contribution Pension Plan  
 

The State Employees’ Defined Contribution Retirement Plan (the Plan) was established to provide 
benefits at retirement to employees of the State who were hired after March 31, 1997 and to those members of 
the Statement Employees’ Retirement (defined benefit) System, who elect to transfer to the plan.  The Plan is 
administered by the State Treasurer.  The State is required to contribute 4% of annual covered payroll.  The 
State is also required to match employee contributions up to 3% of annual covered payroll.  Plan provisions 
and contribution requirements are established and may be amended by the Legislature.  The Authority 
transferred approximately $1,500 to the State for its employer contribution.  Employee contributions to the 
Plan were not significant. 
 
Deferred Compensation Plan 
 

Employees may also participate in a Section 457 plan and a 401(k) plan.  Neither the Authority or the 
State makes an employer contribution to these plans.  The assets and liabilities of the Section 457 and 401(k) 
plans are reported in the SOMCAFR and are not reported in the Authority’s balance sheet. 

 
NOTE 4 - UNRECORDED LIMITED OBLIGATION DEBT 
 

The Authority has certain bonds outstanding.  The trustee, fiscal agent, registrar, and paying agent 
functions for the undefeased bonds are performed by an Authority designated trustee.  Because these 
obligations are, in substance, debts of other entities, the liabilities and related assets are not reflected in the 
Authority’s financial statements.  All bonds are limited obligations of the Authority and do not constitute a 
general obligation of the State of Michigan or the Authority. 
 

For bond issues, which have been defeased in-substance, the proceeds of new bonds have been placed 
in irrevocable trust to provide for all future debt service payments on the old bonds.  Economic gains and 
accounting gains and losses upon in-substance defeasance inure to the benefit of the facility for which the 
bonds were issued and accordingly are not reflected in the Authority’s financial statements. 
 

The defeased, undefeased and total outstanding bonds as of September 30, 2005 follows: 
 

 

Defeased 6,845,000$        
Undefeased 393,845,000      

400,690,000$    
 

 
NOTE 5 - TRANSACTIONS WITH OTHER STATE AGENCIES 
 

The Authority is charged by other state agencies and departments for certain accounting, auditing and 
legal services.  These fees were approximately $83,200 for the year ended September 30, 2005.  No amounts 
were due the other state agencies and departments for these charges as of September 30, 2005. 
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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 

 
 
 
Michigan Higher Education Facilities Authority October 19, 2005 
Lansing, Michigan  
 
 

We have audited the basic financial statements of the Michigan Higher Education Facilities 
Authority, a proprietary component unit of the State of Michigan, as of and for the year ended September 30, 
2005, and have issued our report thereon dated October 19, 2005.  We conducted our audit in accordance with 
auditing standards generally accepted in the United States of America and the standards applicable to the 
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the 
United States. 
 
Internal Control over Financial Reporting 
 

In planning and performing our audit, we considered the Michigan Higher Education Facilities 
Authority’s internal control over financial reporting in order to determine our auditing procedures for the 
purpose of expressing our opinion on the financial statements and not to provide an opinion on the internal 
control over financial reporting.  Our consideration of the internal control over financial reporting would not 
necessarily disclose all matters in the internal control over financial reporting that might be material 
weaknesses.  A material weakness is a reportable condition in which the design or operation of one or more of 
the internal control components does not reduce to a relatively low level the risk that misstatements caused by 
error or fraud in amounts that would be material in relation to the financial statements being audited may 
occur and not be detected within a timely period by employees in the normal course of performing their 
assigned functions. We noted no matters involving the internal control over financial reporting and its 
operation that we consider to be material weaknesses. 
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Compliance and Other Matters 
 

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

This report is intended solely for the information and use of the Authority and management and is not 
intended to be and should not be used by anyone other than these specified parties. 

 
 
 

  
 
  Certified Public Accountants 


