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Report of Independent Auditors

Board of Trustees, State Building Authority of the State of Michigan
Mr. Doug A. Ringler, CPA, CIA, Auditor General, Office of the Auditor General

Report on the Audit of the Financial Statements
Opinion

We have audited the accompanying financial statements of the State Building Authority of the
State of Michigan (Authority), a blended component unit of the State of Michigan, as of and for
the year ended September 30, 2024, and the related notes to the financial statements, which
collectively comprise the Authority’s basic financial statements as listed in the table of contents.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the State Building Authority of the State of Michigan as of
September 30, 2024, and the changes in financial position and cash flows thereof for the year
then ended in accordance with accounting principles generally accepted in the United States of
America.

Basis for Opinion

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America (GAAS) and the standards applicable to financial audits contained in
Government Auditing Standards issued by the Comptroller General of the United States. Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for
the Audit of the Financial Statements section of our report. We are required to be independent of
the Authority and to meet our other ethical responsibilities, in accordance with the relevant
ethical requirements relating to our audit. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America, and
for 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.

In preparing the financial statements, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about the
Authority’s ability to continue as a going concern for twelve months beyond the financial
statement date, including any currently known information that may raise substantial doubt
shortly thereafter.
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Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance but
is not absolute assurance and therefore is not a guarantee that an audit conducted in accordance
with GAAS and Government Auditing Standards will always detect a material misstatement
when it exists. The risk of not detecting a material misstatement resulting from fraud is higher
than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control. Misstatements are considered material if
there is a substantial likelihood that, individually or in the aggregate, they would influence the
judgment made by a reasonable user based on the financial statements.

In performing an audit in accordance with GAAS and Government Auditing Standards, we:

o Exercise professional judgment and maintain professional skepticism throughout the
audit.

o Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, and design and perform audit procedures responsive to those risks.
Such procedures include examining, on a test basis, evidence regarding the amounts and
disclosures in the financial statements.

o Obtain an understanding of internal control relevant to the audit 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 Authority’s internal control. Accordingly, no such
opinion is expressed.

o [Evaluate the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluate the overall
presentation of the financial statements.

o Conclude whether, in our judgment, there are conditions or events, considered in the
aggregate, that raise substantial doubt about the Authority’s ability to continue as a going
concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit, significant audit findings, and certain internal
control related matters that we identified during the audit.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis and other required supplementary information, as
identified in the table of contents, be presented to supplement the basic financial statements.
Such information is the responsibility of management and, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board, who
considers it to be an essential part of financial reporting for placing the basic financial statements
in an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with GAAS, 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
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basic financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion
or provide any assurance.

Other Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the Authority’s basic financial statements. The other supplementary
information, as identified in the table of contents, is presented for purposes of additional analysis
and is not a required part of the basic financial statements. Such information is the responsibility
of management and was derived from and relates directly to the underlying accounting and other
records used to prepare the basic financial statements. The information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the basic financial statements or to the basic
financial statements themselves, and other additional procedures in accordance with GAAS. In
our opinion, the other supplementary information is fairly stated, in all material respects, in
relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
December 20, 2024, on our consideration of the 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 solely 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 effectiveness of the Authority’s
internal control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards in considering the
Authority’s internal control over financial reporting and compliance.

WW% PLe

Okemos, Michigan
December 20, 2024
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State Building Authority of the State of Michigan
Management’s Discussion and Analysis

September 30, 2024

This section of the annual financial report of the State Building Authority (the “Authority”)
presents our discussion and analysis of the Authority’s financial activities for the fiscal year
ended September 30, 2024. The Authority is a blended component unit of the State of Michigan
(the “State”). Readers are encouraged to consider this information in conjunction with the
accompanying financial statements and notes.

The State Building Authority was organized under P.A. 183 of 1964, as amended. The purpose
of the Authority is to acquire, construct, furnish, equip, and renovate buildings and equipment for
the use of the State, including public universities and community colleges. It is governed by a
five-member Board of Trustees appointed by the Governor, with advice and consent of the
Senate.

The Authority is authorized to issue and sell bonds and notes for acquisition and construction of
facilities and State equipment in an aggregate principal amount outstanding not to exceed $2.7
billion. Not included in this limitation are bonds allocated for debt service reserves, bond
issuance expenses, bond discounts, bond insurance premiums, and certain refunding bonds.

All bonds and commercial paper notes are limited obligations of the Authority and are not
general obligations of the State or the Authority. The debt service on the bonds is payable from
lease revenue paid by the State pursuant to the provisions of the leases.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Authority’s basic
financial statements. The Authority’s financial statements consist of the financial statements and
notes to the financial statements. Because the Authority is a blended component unit of the State
of Michigan, all the statements presented in this discussion focus on the Authority, an individual
part of the government, reporting only on that one component within the State of Michigan.

e  The financial statements and management’s discussion and analysis provide both long and
short-term information about the Authority’s overall financial status.

e  Management’s discussion and analysis provides a narrative overview of the financial
statements from management’s perspective.

e  The basic financial statements provide information about the Authority’s overall financial
status.

e The notes to the financial statements explain some of the information in the financial
statements and provide more detailed data.



State Building Authority of the State of Michigan
Management’s Discussion and Analysis

September 30, 2024

Condensed Financial Information

Fiscal year ended September 30 2024 2023
Total net position (deficit) $ (84,876,017) $ (100,027,546)
Total assets $ 3,348,252.500 $ 3,332,768,468
Deferred outflows of resources $ 27,188,975 $ 33,930,961
Short-term debt $ 28,900,000 $ 54,000,000
Long-term liabilities $ 3,241,161,647 $ 3,268,749,841
Total liabilities $ 3,428,354,102 $ 3,447,367,344
Deferred inflows of resources $ 31,963,390 $ 19,359,631
Revenues:

Operating revenues $ 130,342,594 $ 127,050,983

Nonoperating revenues $ 6,348,728 $ 6,092,338
Total revenues $ 136,691,322 $ 133,143,321
Expenses $ 121,539,793 $ 123,293,262
Change in net position S 15,151,529 $ 9,850,059

Financial statements. The financial statements are designed to provide readers with a broad
overview of the Authority’s finances, in a manner similar to a private sector business.

The statement of net position presents information on all of the Authority’s assets and deferred
outflows of resources and liabilities and deferred inflows of resources, with the difference
reported as net position. Over time, increases or decreases in net position may serve as a useful
indicator of whether the financial position of the Authority 1s improving or deteriorating.

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

The statement of cash flows shows the sources and uses of cash and cash equivalents for the
Authority.

The financial statements can be found on pages 7 through 9 of this report.

Notes to the financial statements. The notes provide additional information that is essential to
a full understanding of the data provided in the financial statements. The notes to the financial
statements can be found on pages 10 through 39 of this report.

Financial Analysis of the Authority

Net position of the Authority increased $15,151,529 to an ending balance of ($84,876,017). The
net position change included two primary factors for the change this year. The first was an
excess of revenue that was used after the October 15, 2024 debt service payment for secondary
market purchases described in the recent events section below. The other primary factor was the
Authority tendered bonds from its 2020 II issuance and bought bonds back at the discount
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State Building Authority of the State of Michigan
Management’s Discussion and Analysis

September 30, 2024

lowering the long-term liabilities. The deficit net position balance is due to expenses incurred in
carrying out the primary operations of the Authority. These expenses will be reimbursed from
the State of Michigan as operating revenues in future periods through rental payments from legal
lease agreements.

Long-Term Debt Activity

The Authority issued $188,655,000 of revenue and revenue refunding bonds in the current year.
Information on long-term debt can be found in Note 5 of the financial statements.

Recent Events

On October 24, 2024, the Authority issued $29,300,000 of commercial paper notes at an interest
rate of 3.27% per annum maturing on January 23, 2025.

Following the October 15, 2024 debt service payments, the Authority elected to buy discounted
bonds on the open market with excess revenues. As a result, the Authority purchased $7,000,000
of the 2021 I bonds for a price of $5,311,495 resulting in a net gain of $1,688,505 to the
Authority.

The Authority paid the arbitrage rebate due for the 2020 Series I and III bonds in the amount of
$429,412.68 in mid-November 2024.
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State Building Authority of the State of Michigan

Statement of Net Position
September 30, 2024

ASSETS
Current assets
Cash and cash equivalents
Accrued interest receivable
Due from other component units
Current portion of due from State of Michigan
Total current assets

Noncurrent assets
Due from State of Michigan, net of current portion

Total assets

DEFERRED OUTFLOWS OF RESOURCES
Losses on debt refunding issues
Deferred outflows related to pensions
Deferred outflows related to OPEB

Total assets and deferred outflows of resources

LIABILITIES
Current liabilities
Accounts payable and other liabilities
Debt issuance costs payable
Due to State of Michigan
Accrued interest payable
Short-term debt
Current portion of long-term debt
Current portion of arbitrage liability
Total current liabilities

Long-term liabilities
Long-term debt, net of current portion
Net pension liability
Net OPEB liability
Arbitrage liability, net of current portion

Total liabilities

DEFERRED INFLOWS OF RESOURCES
Gains on debt refunding issues
Deferred inflows related to pensions
Deferred inflows related to OPEB

Total liabilities and deferred inflows of resources

NET POSITION
Unrestricted (deficit)

The accompanying notes are an integral part of these financial statements.
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157,732,589
621,413
5,545
105,030,800

263,390,347

3,084,862,153

3,348,252,500

26,855,466
74,683
258,826

3,375,441,475

182,400
161,390
5,136
54,679,116
28,900,000
102,835,000
429,413

187,192,455

3,239,991,148
495,431
217,023
458,045

3,428,354,102

31,563,000
18,586
381,804

3,460,317,492

(84,876,017)




State Building Authority of the State of Michigan

Statement of Revenues, Expenses, and Changes in Fund Net Position

Year Ended September 30, 2024

Operating revenues
Operating revenues

130,342,594

Total operating revenues

Operating expenses
Salaries, wages, and other administrative
Interest expense
Arbitrage expense
Other operating expenses

130,342,594

1,318,402
117,610,000
887,458
1,723,933

Total operating expenses

121,539,793

Operating income

Nonoperating revenues
Interest revenue
Other income

8,802,801

6,293,228
55,500

Total nonoperating revenue

6,348,728

Change in net position

Net Position
Beginning of year (deficit)

15,151,529

(100,027,546)

End of year (deficit)

(84,876,017)

The accompanying notes are an integral part of these financial statements.
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State Building Authority of the State of Michigan
Statement of Cash Flows
Year Ended September 30, 2024

Cash flows from operating activities

Cash payments to suppliers for goods and services $ (1,532,769)
Miscellaneous receipts 44,316
Net cash from operating activities (1,488,453)

Cash flows from noncapital financing activities

Proceeds from issuance of short-term debt 64,594,348
Proceeds from issuance of long-term debt 200,576,433
Principal payments on bonds (168,976,599)
Repayments of short-term debt (93,152,051)
Debt issuance costs paid (981,3006)
Interest paid (121,668,492)
Net cash from noncapital financing activities (119,607,667)

Cash flows from investing activities

Payments to State of Michigan for construction costs (85,873,533)

Receipts from State of Michigan for rentals 230,168,589

Interest received 6,279,126
Net cash from investing activities 150,574,182
Net cash from all activities 29,478,062
Cash and cash equivalents at beginning of year 128,254,527
Cash and cash equivalents at end of year $ 157,732,589

Reconciliation of operating income to net cash from operating activities
Operating income $ 8,802,801
Adjustments to reconcile operating income to net cash from
operating activities:

Interest expense 117,610,000
Debt issuance costs 1,723,933
Pension expense (13,690)
OPEB expense (69,854)
Deferred outflows of resources related to pension and OPEB -
contributions subsequent to measurement date (122,720)
Operating revenues (130,342,594)
Other reconciling items 77,908
Net changes in assets and liabilities:
Arbitrage liability 887,458
Accounts payable and other liabilities (41,695)
Net cash from operating activities $ (1,488,453)
Noncash noncapital financing activities
Payment of debt issuance costs with bond proceeds $ 581,237
Interest on short-term debt included in debt balance $ 3,457,703

The accompanying notes are an integral part of these financial statements.
9



Note 1

State Building Authority of the State of Michigan
Notes to Financial Statements

September 30, 2024

Summary of Significant Accounting Policies

Reporting Entity

The accompanying financial statements report the financial position and results of
operations of the State Building Authority (the “Authority”), a blended component unit
of the State of Michigan (the “State”), as of and for the fiscal year ended September 30,
2024. The Authority is classified as an enterprise fund in the Authority’s separate
financial statements. The Authority’s activity is reported as debt service and capital
projects funds within the governmental funds in the State of Michigan Annual
Comprehensive Financial Report (SOMACFR). 1In accordance with accounting
principles generally accepted in the United States of America, there are no other
component units included in this financial report.

The Authority was organized under Act 183, P.A. 1964, as amended, and is governed
by a Board of Trustees consisting of five members appointed by the Governor, with the
advice and consent of the Senate. The mission of the Authority is to construct, acquire,
improve, enlarge, and lease facilities and equipment for use by the State or any of its
agencies, including public institutions of higher education (universities and community
colleges).

The Authority is authorized to issue and sell bonds in an aggregate principal amount
outstanding not to exceed $2.7 billion, excluding advanced refunding bonds. Not
included in this limitation is the principal amount of bonds allocated to capitalized
interest, debt service reserves, bond issuance expenses, including discounts and bond
insurance premiums, and bonds issued to refund outstanding bonds. The Authority is
also authorized to issue and sell commercial paper notes as a short-term funding source
for capital outlay projects prior to bonding. All bonds and commercial paper are
limited obligations of the Authority and are not general obligations of the State or the
Authority. The bonds are payable solely from equipment and facility lease payments,
investment earnings, insurance proceeds, undisbursed bond proceeds retained by the
Authority on a bond issue-specific basis, and any other assets pledged by the Authority
to the bondholders.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation
The Authority’s financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting. Revenues are recorded when
earned and expenses are recorded when a liability is incurred, regardless of the timing
of related cash flows.
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State Building Authority of the State of Michigan
Notes to Financial Statements

September 30, 2024

Enterprise funds distinguish operating revenues and expenses from nonoperating items.
Operating revenues are those revenues that are generated from the primary operations
of the Authority, while operating expenses are those expenses that are essential to the
primary operations of the Authority. The principal operating revenues of the Authority
are charges to the State of Michigan for the service of providing capital projects
financing. Operating expenses for the Authority include interest expense, administrative
expenses, and debt issuance costs.

The Authority follows the accounting rules promulgated by the Governmental
Accounting Standards Board (GASB).

The accompanying financial statements present only the State Building Authority.
Accordingly, they do not purport to, and do not, present fairly the financial position and
the changes in financial position of the State of Michigan or its component units in
conformity with accounting principles generally accepted in the United States of
America.

These notes relate directly to the Authority; the SOMACFR provides more thorough
disclosures of the State’s significant accounting policies.

Cash and Cash Equivalents — For the purposes of the statement of cash flows, the
Authority considers all highly liquid investments with a maturity of three months or
less when purchased to be cash equivalents. The Authority’s cash and cash equivalents
consist of money market funds. Cash on hand at year end is comprised mostly of rental
revenues received through legal leases from the State of Michigan.

Due from State of Michigan — Amounts due from the State of Michigan are comprised
of construction costs the Authority has incurred for capital outlay projects that are
reimbursed through rent obligations under the Authority’s legal leases, net of unearned
income. No allowance for uncollectible amounts has been provided. The Authority’s
legal leases with the State of Michigan and educational institutions do not meet the
criteria under GASB to be classified as leases for financial reporting purposes.

Deferred Outflows and Inflows of Resources — In addition to assets, the statement of
net position will report a separate section for deferred outflows of resources. This
separate financial statement element, deferred outflows of resources, represents a
consumption of net position that applies to a future period(s) and thus, will not be
recognized as an outflow of resources (expense/expenditure) until then. The Authority
has three items that qualify for reporting as deferred outflows of resources. Deferred
outflows of resources consist of deferred outflows related to the net pension liability,
deferred outflows related to other postemployment benefit costs, and deferred outflows
related to losses on bond refunding issues, which result from the difference between the
carrying value of the refunded debt and its reacquisition price.
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