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Attached is our budget analysis regarding your departments’ budgets for the upcoming 2019-2020 Fiscal

Year.

Please be prepared to respond to the issues/questions raised in our analysis during your scheduled hearing
on Friday, March 22, 2019 at 10:00 a.m. We would then appreciate a written response to the
issues/questions at your earliest convenience subsequent to your budget hearing. Please forward a copy
of your responses to the Councilmembers and the City Clerk’s Office.

Please contact us if you have any questions.

Thank you for your cooperation in this matter.
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Issues and Questions
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Public Lighting Authority
FY 2019-2020 Budget Analysis by the Legislative Policy Division

Issues and Questions

1. Please explain the current staffing at the PLA. How many full time positions? What is the
staffing plan for the upcoming year?

2. The $10.5 M appropriation is a general fund transfer to the PLA for maintenance costs. How
much was spent in the last two fiscal years? Why is the budget remaining the same as the
current year?

3. Please provide the board approved current year’s operation budget and proposed budget for
the upcoming fiscal year, if available. Please provide the latest org. chart. Public Lighting
Authority-Are any capital projects being considered in the upcoming fiscal year

4. Please provide a complete debt service schedule for the PLA bonds.

5. Reviewing the PLA’s 2018 audited statements (attached) —

* On Page 5, explain the factors that increased the unrestricted/surplus from $13.7 to
$21.8 million. Why should the PLA have an increasing surplus?

* On Page 6, other operating revenue totals $11.1 million. What other operating
revenue would PLA receive besides the $10.5 from PLD?
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INDEPENDENT AUDITOR’S REPORT

November 20, 2018

To the Board of Directors
Public Lighting Authority

Report on the Financial Statements

We have audited the accompanying financial statements of the business-type activities of the Public
Lighting Authority (the “PLA™), a component unit of the City of Detroit, Michigan, as of, and for the
years ended, June 30, 2018 and 2017, as well as the related noles to the financial statements, which
comprise the PLA’s basic financial statements, as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits 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 from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the PLA’s preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the PLA’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

An Independent Member of the BDO Alliance USA



Board of Directors

Public Lighting Authority
November 20, 2018

Page Two

INDEPENDENT AUDITOR'S REPORT (CONTINUED)

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the business-type activities of the PLA as of June 30, 2018 and 2017, and the
changes in financial position and cash flows thereof for the years then ended, in conformity with
accounting principles generally accepted in the United States of America.

Report on Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 3 through 8 be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, which considers it to be an essential part of financial reporting for placing
the basic financial statements in an appropriate operational, economic, or historical context. We have
applied certain limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report, dated November 20,
2018 on our consideration of the PLA’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 1o describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the PLA’s internal control over financial
reporting and compliance.

CERTIFIED PUBLIC ACCOUNTANTS
Detroit, Michigan



PUBLIC LIGHTING AUTHORITY

MANAGEMENT'’S DISCUSSION AND ANALYSIS (UNAUDITED)
June 30, 2018 and 2017

This section of the annual report of the Public Lighting Authority (the “PLA™) presents
management’s discussion and analysis of the PLA’s financial performance during the fiscal years
that ended on June 30, 2018 and 2017. Please read it in conjunction with the PLA’s financial
statements, which follow this section.

FINANCIAL HIGHLIGHTS

The PLA was authorized by the Michigan Legislature in 2012 via the Michigan Lighting
Authority Act (Public Act 392 of 2012, or “Act 392”) to support and develop a plan to improve
public lighting in the City of Detroit (the “City™). Its creation was approved by the Detroit City
Council in early 2013, and the City filed the articles of incorporation on April 5, 2013. The PLA
is overseen by a five-member board that is appointed by the City’s mayor and the Detroit City
Council.

The PLA was authorized by Act 392 and created by the City for the purpose of providing an
equitable and reasonable method and means of financing, operating, and maintaining a street
lighting system in the City. The PLA has made a multi-year, large scale, city-wide investment in
the public lighting infrastructure, including poles, ballasts, circuits, transformers, and distribution
connections. The PLA street lighting system repair activities are funded through the sale of
approximately $185 million in bonds. The bonds will be paid back with $12.5 million per year
the PLA will receive from the City’s utility user tax.

The PLA received a $12.5 million allocation of utility user tax from the City each year to fund
the street light construction for the fiscal years ended June 30, 2018 and 2017. The PLA
incurred approximately $9,116,000 and $3,807,000 in administrative expenses, and
approximately $8,400,000 and $8,500,000 in expenses that primarily went to cover debt service
(i.e.. interest expense and bond costs), during the fiscal years ended June 30, 2018 and 2017,
respectively. The PLA also incurred approximately $3,596,000 and $4,006,000 in expenses to
operate and maintain the street lighting system during the fiscal years ended June 30, 2018 and
2017, respectively.

OVERVIEW OF THE FINANCIAL STATEMENTS

This annual report contains the PLA’s financial statements, which consist of the statements of
net position, the statements of revenue, expenses, and changes in fund net position, and the
statements of cash flows (presented on pages 9 through 14). These financial statements report
information about the PLA as a whole, using accounting methods similar to those used by
private-sector companies and non-profit organizations.



PUBLIC LIGHTING AUTHORITY

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED) (CONTINUED)
June 30, 2018 and 2017

OVERVIEW OF THE FINANCIAL STATEMENTS (CONTINUED)

The statements of net position include all of the PLA’s assets, deferred outflows of resources,
liabilities, and deferred inflows of resources. All of the current period’s revenue and expenses
are accounted for in the statements of revenue, expenses, and changes in fund net position,
regardless of when cash is received or paid.

These financial statements report the PLA’s net position and how it has changed. Net position
represents the difference between the PLA’s total of assets and deferred outflows of resources
and its total of liabilities and deferred inflows of resources, and it represents one way to measure
the PLA’s financial health or position. Over time, increases or decreases in the PLA’s net
position are an indicator of whether its financial health is improving or deteriorating.

The notes to the financial statements. which begin on page 15, explain some of the information
in the financial statements and provide more detailed data.

FINANCIAL ANALYSIS OF THE ORGANIZATION AS A WHOLE

The following represent the most significant highlights for the fiscal year ended June 30, 2018:

» The assets of the PLA exceeded its liabilities at the end of the fiscal year (its net position) by
approximately $34.9 million.

e The PLA’s net position increased by approximately $2.7 million as the result of current-year
operations.

e The PLA decreased its capital assets by approximately $5.9 million, which is primarily due
to depreciation, particularly of the street lighting system.



PUBLIC LIGHTING AUTHORITY

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED) (CONTINUED)
June 30, 2018 and 2017

FINANCIAL ANALYSIS OF THE ORGANIZATION AS A WHOLE (CONTINUED)

Table | reflects a condensed summary of the PLA’s assets, liabilities, and net position as of June
30,2018, 2017, and 2016:

Table 1

Statements of Net Position
June 30, 2018, 2017, and 2016
(in millions of dollars)

2018 2017 2016
Assets:
Cash and cash equivalents:
Unrestricted $§ 100 % 105 §$ 114
Reserved for operation and maintenance 18.4 12.5 7.8
Investments 154 23.6 64.4
Capital assets 176.2 182.1 140.8
Other assets 0.2 0.8 0.4
Total Assets 220.2 229.5 224.8
Liabilities:
Bonds payable 182.4 189.1 189.4
Other liabilities 2.9 8.2 10.5
Total Liabilities 185.3 197.3 199.9
Net Position:
Net investment in capital assets 13.1 18.5 10.2
Unrestricted 21.8 13.7 14.7
Total Net Position $ 349 § 322 § 249

The statements of net position show a net position of approximately $34.9 million and $32.2
million as of June 30, 2018 and 2017, respectively. That reflects an increase of approximately
$2.7 million over the net position balance at the end of the previous fiscal year.



PUBLIC LIGHTING AUTHORITY

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED) (CONTINUED)

June 30, 2018 and 2017

FINANCIAL ANALYSIS OF THE ORGANIZATION AS A WHOLE (CONTINUED)

Table 2 reflects a condensed summary of the PLA’s revenue, expenses, and changes in net
position for the years ended June 30, 2018, 2017, and 2016:

Table 2

Statements of Revenue, Expenses, and Changes in Fund Net Position
For the Years Ended June 30, 2018, 2017, and 2016

(in millions of doliars)

2018 2017 2016
Operating Revenue:
Utility user tax allocation $ 125 $ 125 $ 125
Other operating revenue 1.1 10.9 9.6
Total Operating Revenue 23.6 23.4 22.1
Operating Expenses:
Depreciation 6.2 0.1 0.1
Other operating expenses 6.5 7.7 8.1
Total Operating Expenses 12.7 7.8 8.2
Net Operating Income 10.9 15.6 13.9
Nonoperating Revenue and Expenses:
Nonoperating revenue 0.2 0.2 0.5
Less: Nonoperating expenses (8.4) {8.5) (8.6)
Net Increase in Net Position 2.7 7.3 58
Net Position, Beginning of Year 32.2 24.9 19.1
Net Position, End of Year $ 349 § 322 § 249

The PLA’s operating revenue totaled approximately $23.6 million, an increase of approximately
$200 thousand over the prior fiscal year. This increase is primarily the result of an increase in
the collection of operation and maintenance reimbursements from the City compared to the
previous year.



PUBLIC LIGHTING AUTHORITY

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED) (CONTINUED)
June 30,2018 and 2017

FINANCIAL ANALYSIS OF THE ORGANIZATION AS A WHOLE (CONTINUED)

The PLA incurred administrative expenses of approximately $9.1 million and $3.8 million for
the fiscal years ended June 30, 2018 and 2017, respectively. This increase was primarily due to
depreciation on the street lighting system of approximately $6.1 million for the year ended June
30, 2018. Depreciation on the street lighting system commenced July 1, 2017, once the system
was fully completed. The PLA also incurred nonoperating expenses in the amount of
approximately $8.4 million and $8.5 million for debt service to cover the interest and issuance
costs of the long-term financing for the fiscal years ended June 30, 2018 and 2017, respectively.
The PLA also incurred operating and maintenance expenses for the street lights in the amount of
approximately $3.6 million and $4.0 million for the fiscal years ended June 30, 2018 and 2017,
respectively.

CAPITAL ASSETS AND LONG-TERM LIABILITIES

The PLA has constructed 65,462 street lights as of June 30, 2018, and has finalized a long-term
financing on July 2, 2014 in the amount of approximately $185 million. The PLA has incurred a
construction cost in the amount of approximately $0.4 and $41.4 million for the fiscal years
ended June 30, 2018 and 2017, respectively.

ECONOMIC FACTORS

The PLA is a municipal corporation authorized by the Michigan Legislature via Act 392 and
subsequently the City in February 2013. Act 392 was one bill of a tie-barred package that: (1)
authorized the establishment of lighting authorities {Act 392), (2) amended the City Utility User
Tax Act (Public Act 393 of 2012) to direct $12.5 million from the utility user tax imposed by the
City to the PLA for operational and financing purposes, and (3) amended the City Income Tax
Act (Public Act 394 of 2012) to authorize a city that establishes a lighting authority to assess a
higher income tax rate to hold the city harmless for the $12.5 million revenue loss.

Furthermore, the said $12.5 million revenue source has been utilized to secure $185 million of
bond proceeds that will pay for the capital improvements required to restore the street lighting
system of the City.

To achieve long-term financial sustainability and assure the enduring excellence of the PLA’s
street lighting system and public services, the PLA’s leadership has taken a focused approach to
target financial commitments that maximize the capacity of the PLA to deliver the street lighting
system and public services most needed by the residents of the City of Detroit.



PUBLIC LIGHTING AUTHORITY

MANAGEMENT'’S DISCUSSION AND ANALYSIS (UNAUDITED) (CONTINUED)
June 30, 2018 and 2017

FINANCIAL CONTACT

This financial report is designed to present its users with a general overview of the PLA’s
finances and to demonstrate the PLA’s accountability for the money it receives. If you have any
questions about this report or need additional financial information, contact the Public Lighting
Authority’s Finance Department at 65 Cadillac Square, Suite 3100, Detroit, Michigan 48226.



PUBLIC LIGHTING AUTHORITY

STATEMENTS OF NET POSITION

June 30, 2018 and 2017
Enterprise Funds
2018 2017
Assets:
Current assets:
Cash and cash equivalents (Note B);
Unrestricted $ 9,977,141 10,537,389
Reserved for operation and maintenance 18,441,670 12.486,381
Total Cash and Cash Equivalents 28,418,811 23,023,770
Inventory (Note A) -0- 619,675
Prepaid expenses 172,031 206,108
Total Current Assets 28,590,842 23,849,553
Noncurrent assets:
Investments (Note B) 15,405,638 23,645,375
Capital assets (Note C):
Nondepreciable capital assets -0- 181,514,137
Depreciable capital assets, net 176,162,234 484,712
Total Noncurrent Assets 191,567,872 205,644,224

Total Assets

See notes to financial statements.

$ 220,158,714

$ 229,493,777




PUBLIC LIGHTING AUTHORITY

STATEMENTS OF NET POSITION (CONTINUED)

June 30, 2018 and 2017
Enterprise Funds
2018 2017
Liabilities:
Current liabilities:
Accounts payable on capital acquisitions 5 350,476 $ 1,154,266
Other accounts payable and accrued expenses 57,507 159,590
Accrued interest payable -0- 4,442,175
Advance from City of Detroit 2,524,971 2,514,939
Bonds payable due or expected to be paid
within one year (Note D) 374,458 3,494,458
Total Current Liabilities 3,307,412 11,765,428
Noncurrent liabilities:
Bonds payable due or expected to be paid
in more than one year (Note D) 181,956,460 185,575,918
Total Liabilities 185,263,872 197,341,346
Net Position:
Net investment in capital assets 13,116,597 18,520,495
Unrestricted 21,778,245 13,631,936
Total Net Position $ 34,894,842 $ 32,152,431

See notes to financial statements.

-10-



PUBLIC LIGHTING AUTHORITY

STATEMENTS OF REVENUE, EXPENSES, AND CHANGES IN FUND NET POSITION

For the Years Ended June 30, 2018 and 2017

Enterprise Funds

2018 2017
Operating Revenue:
Utility user tax allocation from
City of Detroit (Note A) $ 12,500,000 $ 12,500,000
Operation and management fees from
City of Detroit (Note A) 10,302,828 10,039,058
Other revenue 835,724 881,653
Total Operating Revenue 23,638,552 23,420,711
Operating Expenses:
Operating and maintenance 3,596,000 4,006,367
Salaries and wages 1,054,549 1,486,828
Payroll taxes 92,128 121,716
Employee benefits 247431 337,787
Professional fees 795,848 566,232
Occupancy 218,402 220,214
Office expenses 46,674 60,587
Insurance 259,084 321,163
Community and public relations 92 480 259,641
Depreciation (Note C) 6,212,352 150,025
Other expenses 06,641 282,930
Total Operating Expenses 12,711,589 7,813,490
Net Operating Income 10,926,963 15,607,221
Nonoperating Revenue:
Investment income 200,876 191,007
Gain on disposition of capital assets 4,664 -0-
Total Nonoperating Revenue $ 205,540 $ 191,007

See notes to financial statements.

B |



PUBLIC LIGHTING AUTHORITY

STATEMENTS OF REVENUE, EXPENSES, AND CHANGES IN FUND NET POSITION
(CONTINUED)

For the Years Ended June 30, 2018 and 2017

Enterprise Funds

2018 2017

Nonoperating Expenses:
Interest expense (Note D) $ 8,385,092 $ 8,509,892
Loss on disposition of capital assets -0- 10,493
Bond costs 5,000 5,000
Total Nonoperating Expenses 8,390,092 8,525,385
Net Increase in Net Position 2,742,411 7,272,843
Net Position, Beginning of Year 32,152,431 24,879,588
Net Position, End of Year $ 34,894,842 $ 32,152,431

See notes to financial statements.

-12-



PUBLIC LIGHTING AUTHORITY
STATEMENTS OF CASH FLOWS

For the Years Ended June 30, 2018 and 2017

Cash Flows from Operating Activities:
Cash received from City of Detroit
Cash received from other sources
Cash paid for employee compensation
Cash paid to suppliers and vendors

Net Cash Provided by
Operating Activities

Cash Flows from Investing Activities:
Cash paid for acquisition of investments
Proceeds received from disposition of investments
Cash received for investment income

Net Cash Provided by
Investing Activities

Cash Flows from Capital Financing Activities:
Cash paid on acquisition of capital assets
Proceeds received from sale of capital assets
Payments on bonds payable
Cash paid for interest
Cash paid for bond costs

Net Cash Provided (Used) by
Capital Financing Activities

Net Increase in Cash and
Cash Equivalents

Cash and Cash Equivalents Balance,
Beginning of Year

Cash and Cash Equivalents
Balance, End of Year

See notes to financial statements.

2135

Enterprise Funds

2018

2017

$ 22,812,860

$ 25,053,997

835.724 881,653
(1,382,417) (1,989,161)
(4,565,151) (6,830,656)
17,701,016 17,115,833

(12,471,149) (12,191,857)
20,710,386 52,996,193
200,876 191,007
8,440,613 40,995,343
(1,202,363) (49.906,939)
27,500 21,800
(6,365,000) -0-
(13,201,725) (4,442,175)
(5,000) (5,000)
(20,746,588) (54,332,314)
5,395,041 3,778,862
23,023,770 19,244,908

3 28,418,811

35 23,023,770




PUBLIC LIGHTING AUTHORITY

STATEMENTS OF CASH FLOWS (CONTINUED)

For the Years Ended June 30, 2018 and 2017

Enterprise Funds

2018 2017

Schedule of Noncash Transactions:
Acquisition of capital assets under accounts payable 5 350,476 3 1,154,266

Reconciliation of Net Operating Income to

Cash Flows from Operating Activities:
Net operating income $ 10,926,963 $ 15,607,221
Adjustments to reconcile net operating income to
net cash provided by operating activities:

Depreciation 6,212,352 150,025
{Increase) decrease in:
Inventory 619,675 (419,797)
Prepaid expenses 34,077 {9,155)
Increase {decrease) in:
Other accounts payable and accrued expenses (102,083} (727,400)
Advance from City of Detroit 10,032 2,514,939
Net Cash Provided by
Operating Activities $ 17,701,016 §$ 17,115,833

See notes to financial statements.
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PUBLIC LIGHTING AUTHORITY
NOTES TO FINANCIAL STATEMENTS

June 30, 2018 and 2017

NOTE A — NATURE OF ORGANIZATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Nature of Activities and Purpose

The Public Lighting Authority (the “PLA™) was authorized by the Michigan Legislature in 2012
via the Michigan Lighting Authority Act (Public Act 392 of 2012) to support and develop a plan
to improve public lighting in the City of Detroit, Michigan (the *City”). Its creation was
approved by the Detroit City Council in early 2013, and the City filed the articles of
incorporation on April 5, 2013. The PLA is overseen by a five-member board that is appointed
by the City’s mayor and the Detroit City Council.

The PLA was established for the purpose of providing an equitable and reasonable method and
means of financing, operating, and maintaining a street lighting system in the City. The PLA has
made a multi-year, large scale, city-wide investment in the public lighting infrastructure,
including poles, ballasts, circuits, transformers, and distribution connections, The PLA street
lighting system repair activities are funded through the sale of bonds. The PLA issued
approximately $185 million of bonds in July 2014 (see Note D). The bonds will be repaid with
$12.5 million per year the PLA will receive from the City’s utility user tax.

For financial reporting purposes, the PLA is a component unit of the City because the members
of the PLA’s Board of Directors are appointed by the City’s mayor and the Detroit City Council.
There are no fiduciary funds or component units included in the accompanying financial
statements.

In addition to the utility user tax received from the City, the PLA receives operation and
management fees, which include administration fees, from the City. There were no amounts due
from the City as of June 30, 2018 or 2017.

Basis of Presentation

The financial statements of the PLA are prepared in accordance with accounting principles

generally accepted in the United States of America for proprietary funds, which are similar to
those for private business enterprises.

Basis of Accounting

The financial statements are prepared on the accrual basis of accounting. Accordingly, revenue
is recorded when earned, and expenses are recorded when incurred.

45



PUBLIC LIGHTING AUTHORITY

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
June 30, 2018 and 2017

NOTE A — NATURE OF ORGANIZATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (CONTINUED)

Operating Revenue and Expenses

The PLA’s operating revenue and expenses consist of revenue earned and expenses incurred
relating to improving and operating public lighting in the City. All other revenue and expenses
are reported as nonoperating revenue and expenses,

Cash Equivalents

For purposes of the statements of cash flows, the PLA considers all short-term securities with
original maturities of three months or less to be cash equivalents,

Inventory

Inventory consists of lighting system materials and supplies; such assets are expensed when the
materials and supplies are used. Inventory is stated at cost using the first-in, first-out method.

Capital Assets

Capital assets are recorded at historical cost. The PLA capitalizes all expenditures for
infrastructure assets (which consist of a street lighting system that was fully completed as of June
30, 2017 and for which depreciation commenced July 1, 2017), office equipment, vehicles, and
furniture and fixtures in excess of $1,000. Depreciation is computed using the straight-line
method over the estimated useful lives of the related assets, as follows:

Street lighting system 30 years
Office equipment 5 years
Furniture and fixtures 7 years
Vehicles 5 years

Expenditures for maintenance and repairs are charged to expense. Renewals or betterments
which extend the life or increase the value of the properties are capitalized.

ST



PUBLIC LIGHTING AUTHORITY

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
June 30,2018 and 2017

NOTE A — NATURE OF ORGANIZATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (CONTINUED)

Investments

The PLA’s investments are stated at fair value. Fair value is defined as the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date (an exit price).

Units of money market funds are valued at quoted market prices, which represent the net asset
value of units held by the PLA as of the end of the year.

Purchases and sales of securities are recorded on a trade-date basis. Interest income is recorded
on the accrual basis.

Fair Value Measurements

The PLA uses fair value measurements in the preparation of its financial statements, which
utilize various inputs, including those that can be readily observable, corroborated, or are
generally unobservable. The PLA utilizes market-based data and valuation techniques that
maximize the use of observable inputs and minimize the use of unobservable inputs.
Additionally, the PLA applies assumptions that market participants would use in pricing an asset
or liability, including assumptions about risk.

The measurement of fair value includes a hierarchy based on the quality of inputs used to
measure fair value. Financial assets and liabilities are categorized into this three-level fair value
hierarchy based on the inputs to the valuation technique. The fair value hierarchy gives the
highest priority to quoted prices in active markets for identical assets and liabilities and the
lowest priority to unobservable inputs,

The various levels of the fair value hierarchy are described as follows:
e Level | — Financial assets and liabilities whose values are based on unadjusted quoted

market prices for identical assets and liabilities in an active market that the PLA has the
ability to access

¢ Level 2 — Financial assets and liabilities whose values are based on quoted prices in markets
that are not active or model inputs that are observable for substantially the full term of the
asset or liability

&% 5



PUBLIC LIGHTING AUTHORITY

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
June 30, 2018 and 2017

NOTE A -— NATURE OF ORGANIZATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (CONTINUED)

Fair Value Measurements (continued)

e Level 3 — Financial assets and liabilities whose values are based on prices or valuation
techniques that require inputs that are both unobservable and significant to the overall fair
value measurement

The use of observable market data, when available, is required in making fair value
measurements. When inputs used to measure fair value fall within different levels of the
hierarchy, the level within which the fair value measurement is categorized is based on the
lowest level input that is significant to the fair value measurement.

NOTE B — CASH DEPOSITS AND INVESTMENTS

Cash Deposits

State of Michigan (the “State™) statutes require that certificates of deposit, savings accounts,
deposit accounts, and depository receipts be made with banks doing business, and having a place
of business in the State that are also members of a federal or national insurance corporation.

Custodial credit risk is the risk that, in the event of a bank failure, the PLA’s deposits may not be
returned to the PLA. The PLA’s management reviews bank balances and transfers funds
accordingly to minimize custodial credit risk to the extent practical.

As of June 30, 2018 and 2017, the PLA’s carrying amount of deposits, its bank balances, and its
bank balances that are not covered by federal depository insurance or another type of insurance,
which are used as working capital, are as follows:

2018 2017
Carrying amount of deposits $ 284183811 $ 23,023,770
Total bank balances $ 28,594,036 $ 24313517

Uninsured and uncollateralized bank balances $ 27,846,311 $ 23,565,692
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PUBLIC LIGHTING AUTHORITY

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
June 30, 2018 and 2017

NOTE B — CASH DEPOSITS AND INVESTMENTS (CONTINUED)

Investments

The PLA’s fair value hierarchy for those assets measured at fair value on a recurring basis as of
June 30, 2018 and 2017 is summarized as follows:

Fair Value Measurements

Quoted
P'rices in
Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs
(Level 1) (Level 2) {Level 3) Tatal
2018
Assets:
fnvestments at fair value:
Money market funds $ 15,405,638 5 -0- $ -0~ $ 15,405,638
2017
Assets:
Investmenis at (air value:
Money market funds $ 23.645.375 $ -0- § -0- $ 23.645.375

Credit risk is the risk that the PLA will not recover its investments due to the inability of the
counterparty to fulfill its obligations. State statutes authorize the PLA to invest in obligations
and certain repurchase agreements of the U.S. Treasury and related governmental agencies,
commercial paper rated prime at the time of purchase and maturing not more than 270 days from
the date of purchase, bankers acceptances and certificates of deposit issued or created by any
state or national bank insured with the applicable federal agency, investment pools authorized by
the Surplus Funds Investment Act, and mutual funds composed entirely of the above
investments.

The PLA’s investment policy further limits its investment options as follows:

e Commercial paper must be rated at the time of purchase at the highest classification
established by two or more standard rating services.

¢ Obligations of the State or any of its political subdivisions must be rated at the time of
purchase as investment grade by at least one standard rating service.

The PLA’s investment policy limits investment maturities to one year from the date of purchase
as a means of managing its exposure to fair value losses arising from increasing interest rates.
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PUBLIC LIGHTING AUTHORITY

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
June 30, 2018 and 2017

NOTE B — CASH DEPOSITS AND INVESTMENTS (CONTINUED)

Investments (continued)

Custodial credit risk is the risk that, in the event of the failure of the counterparty, the PLA will
not be able to recover the value of its investments that are in the possession of an outside party.
The PLA’s long-term policy is to limit the amount it may invest in any one issuer.

Individual investments that represent five percent or more of the PLA’s total investments either
as of June 30, 2018 or as of June 30, 2017, or for which credit risk or interest rate risk
disclosures are required, are as follows:

2018 2017

Investments held by the counterparty's
trust department or agent in the PLA's
name:
Money market funds:
AAAm rating from Standard & Poor's:
BlackRock FedFund, Administrative
Shares (weighted average maturity of
34 days and 37 days for 2018 and
2017, respectively) $ 15,405,638 $ 23,645,375

NOTE C — CAPITAL ASSETS

Nondepreciable capital asset activity for the years ended June 30, 2018 and 2017 is as follows:

Construction
in Progress

Balance, July 1, 2016 5 140,147,579
Acquisitions 41,366,558
Balance, June 30, 2017 181,514,137
Acquisitions 371,073
Transfers to street lighting system (181,885,210)
Balance, June 30, 2018 s -0-
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PUBLIC LIGHTING AUTHORITY

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
June 30,2018 and 2017

NOTE C — CAPITAL ASSETS (CONTINUED)

Depreciable capital asset activity for the years ended June 30, 2018 and 2017 is as follows:

Street
Lighting Offlice Furniture
System Equipment  and Fixtures Vehicles Total
Cost:
Balance, July 1, 2016 $ 0- § 503,687 § 88,543 § 196,468 § 788,698
Acquisitions 50,000 42,206 92,206
Less: Dispositions (87.734) (87.734)
Balance, June
30, 2017 -0- 553,687 88,543 150,940 793,170
Acquisitions 27,500 27,500
Transfers from construction
in progress 181,885,210 181,885,210
Less: Dispositions (54.927) (54.927)
Balance, June
30,2018 § 181,885210 S 553,687 S 88,543 § 123,513 § 182,650,953
Accumulated Depreciation:
Balance, July 1, 2016 5 0- § L3718 21,242 § 55761 § 188,374
BDepreciation expense 101,571 12,700 35.754 150,025
Less: Dispositions (29.941) (29.941)
Balance, June
30,2017 -0- 212,942 33942 61,574 308,458
Depreciation expense 6.062,840 110,738 12,700 26,074 6,212,352
Less: Dispositions (32,091) {32,091)
Bulance, June
30,2018 $ 6062840 S 323680 S 46,642 S 55557 5§ 6,488,719
Net Depreciable Capital Assets:
Balance, June 30, 2017 $ -0- $ 340745 54601 § 89366 § 484,712
Balance. June 30, 2018 § (383230 Y 330007 % 4TI0T °F 67056 & 176,162,233
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PUBLIC LIGHTING AUTHORITY

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
June 30, 2018 and 2017

NOTE D — BONDS PAYABLE

On July 2, 2014, the PLA issued a series of long-term bonds payable totaling $184,960,000. The
terms of the long-term bonds require annual payments of principal and semi-annual payments of
interest. The interest rate is three percent per annum, increasing to four percent per annum in
2017 and five percent per annum in 2019. A portion of the proceeds from this issuance was used
to pay off $60 million in short-term bonds payable issued by the PLA in December 2013. The
terms of the short-term bonds required payments of interest only at the lesser of the London

Inter-Bank Offering Rate (“LIBOR”), adjusted for a margin, or 12 percent per annum.

Interest expense on these bonds payable totaled $8,385,092 and $8,509,892 for the vears ended

June 30, 2018 and 2017, respectively.

Activity related to bonds payable for the years ended June 30, 2018 and 2017 is as follows:

Bonds Payable

Gross Net
Balance. July 1. 2016 $ 178.960,000 $ 10.484,834 $ 189,444,834
Less: Amortization (374,458)
Balance, June 30, 2017 178,960,000 189,070,376
Less:
Repayvments (6,363,000) (6,363,000)
Amortization (374,458)
Balance, June 30, 2018 $ 172,595,000 $ 9735918 $ 182,330,918
Amounts Due Within One Year:
June 30, 2017 $ 3,120,000 $ $ 3.494.458
June 30,2018 b -()- § 374458 3 374,458

The PLA had an obligation to make a payment of principal and interest on July 1, 2018. This

obligation was paid on June 25, 2018.
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PUBLIC LIGHTING AUTHORITY

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2018 and 2017

NOTE D — BONDS PAYABLE (CONTINUED)

Maturities of the long-term bonds payable {excluding the bond premium) are as follows as of

June 30, 2018:
Principal Interest Total
For the Years Ending June 30:
2019 $ 0- 5 4314875 8 4314875
2020 3,375,000 8,545,375 11,920,375
2021 3,545,000 8,372,375 11,917,375
2022 3,725,000 8,190,625 11,915,625
2023 3,910,000 7,999,750 11,909,750
2024-2028 22,680,000 36,785,500 59,465,500
2029-2033 28,945,000 30,362,625 59,307,625
2034-2038 36,940,000 22,166,250 59,106,250
2039-2043 47,150,000 11,704,500 58,854,500
2044-2045 22,325,000 1,129,875 23,454,875

3 172,595,000

$ 139,571,750

$ 312,166,750

NOTE E — LEASES

The PLA has entered into an agreement to lease office space. The lease expires on November
30, 2019. The PLA also holds a lease for office equipment. Future minimum payments under
these leases as of June 30, 2018 are as follows:

For the Years Ending June 30:

2019 $ 161,821
2020 66,042
5 227863

Rental expense under all leases was $159,762 per year for the years ended June 30, 2018 and
2017.

NOTE F — RISK MANAGEMENT
The PLA has insurance policies covering its directors and officers. It also has general liability
insurance and property insurance covering its various assets, as well as inland marine insurance

to cover the PLA in the event of a disaster. Due to the extent of insurance that the PLA
maintains, the risk of loss to the PLA, in management’s opinion, is minimal.
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PUBLIC LIGHTING AUTHORITY

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
June 30, 2018 and 2017

NOTE G — NEW ACCOUNTING PRONOUNCEMENTS

The Governmental Accounting Standards Board (“GASB”) issued Statement of Governmental
Accounting Standards (“SGAS”) No. 87, Leases, in June 2017. SGAS No. 87 requires the
recognition by lessees of assets and liabilities that arise from all lease transactions, except for
leases with a lease term of 12 months or less. The lessee accounting model under SGAS No. 87
will result in all leases with a lease term of more than 12 months being accounted for in
substantially the same manner as the existing accounting for capital leases. SGAS No. 87 also
requires expanded qualitative and quantitative disclosures regarding the amount, timing, and
uncertainty of cash flows arising from leases. SGAS No. 87 applies to the PLA’s financial
statements for the year ending June 30, 2021, with earlier implementation permitted. The PLA’s
management has not determined the impact on its financial statements as a result of
implementing SGAS No. 87.

The GASB issued SGAS No. 88, Certain Disclosures Related to Debt, including Direct
Borrowings and Direct Placements, in March 2018. Under SGAS No. 88, in addition to existing
disclosure requirements related to debt, disclosures will be required regarding the amount of
unused lines of credit and assets pledged as collateral for debt. Also, the disclosure requirements
for certain terms in debt agreements will be expanded, and debt disclosures regarding direct
borrowings and direct placements of debt will be required to be reported separately from debt
disclosures regarding other debt. SGAS No. 88 applies to the PLA’s financial statements for the
year ending June 30, 2019, with earlier implementation permitted. The PLA’s management has
not determined the impact on its financial statements as a result of implementing SGAS No. 88.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL__OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS

November 20, 2018

To the Board of Directors
Public Lighting Authority

We have audited, 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, the financial statements of the
business-type activities of the Public Lighting Authority (the “PLA™), as of, and for the year
ended, June 30, 2018, and the related notes to the financial statements, which comprise the
PLA’s basic financial statements, and have issued our report thereon dated November 20, 2018.

Internal Control over Financial Reporting

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

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

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

Public Lighting Authority
November 20, 2018

Page Two

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL_ _OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS

(CONTINUED)
Compliance and Other Matters

As part of obtaining reasonable assurance about whether the PLA’s financial statements are free
from material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts, and grant agreements, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those 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 Govermment Auditing
Standards.

Purpose of This Report

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