
 
 
 
 
 
 
 
 
 
 
 
 
 

Economic Development Corporation 
of the 

City of Sault Ste. Marie, Michigan 

 
BASIC FINANCIAL STATEMENTS 

 
June 30, 2017 

 



 

 

TABLE OF CONTENTS 
 

 Page 
 
INDEPENDENT AUDITOR’S REPORT ........................................................................................................... 1 
 
MANAGEMENT’S DISCUSSION AND ANALYSIS ........................................................................................ 3 
 
BASIC FINANCIAL STATEMENTS: 
 
 Statement of Net Position .................................................................................................................................. 7 
 
 Statement of Activities ...................................................................................................................................... 8 
 
 Balance Sheet .................................................................................................................................................... 9 
 
Reconciliation of Governmental Funds 
  Balance Sheet and Statement of Net Position ............................................................................................ 10 
 
Statement of Revenues, Expenditures and 
  Changes in Fund Balance .......................................................................................................................... 11 
 
Reconciliation of Governmental Funds 
  Statement of Revenues, Expenditures, and Changes in 
  Fund Balance to the Statement of Activities.............................................................................................. 12 
 
NOTES TO FINANCIAL STATEMENTS ........................................................................................................ 13 
 
REQUIRED SUPPLEMENTAL INFORMATION: 
 
Employment Retirement and Benefit Systems: 
 Schedule of Changes in the MERS Net Pension Liability and Related Ratios ................................................. 24 
 
 Schedule of MERS Employer’s Contributions .................................................................................................. 25 
 
Budgetary Comparison Schedule ............................................................................................................................ 26 
 
REPORT ON COMPLIANCE: 
 
 Independent Auditor’s Report on Internal Control Over Financial  
  Reporting and on Compliance and Other Matters Based on an  
   Audit of Financial Statements Performed in Accordance  
   with Government Auditing Standards ................................................................................................. 27 
 
 Schedule of Findings and Responses ............................................................................................................... 29 
 
 



.. 

----- ANDERSON, TACKMAN & COMPANY, PLC 
... • CERTIFIED PUBLIC ACCOUNTANTS 

KINROSS OFFICE 

SUE A. BOWLBY, CPA, PRINCIPAL 

KENNETH A. TALSMA, CPA, PRINCIPAL 

AMBER N. MACK, CPA, PRINCIPAL 

PHILLIP J. WOLF, CPA 

16978 S. RILEY AVENUE 

KINCHELOE, MICHIGAN 49788 

MEMBER AICPA 

DIVISION FOR CPA FIRMS 

MEMBER MACPA 

OFFICES IN 

MICHIGAN & WISCONSIN 

(906) 495-5952 / FAX 495-7312

E-mail: antack@antack.com 

 

1 

 
 
 
 
 
 
 
 
 

INDEPENDENT AUDITOR’S REPORT 
 
 
 
Board of Directors 
The Economic Development Corporation 
     of the City of Sault Ste. Marie 
Sault Ste. Marie, Michigan  49783 
 
 
Report on the Financial Statements 
 
We have audited the accompanying financial statements of the governmental activities and major fund of the 
Economic Development Corporation of the City of Sault Ste. Marie, Michigan, (a component unit of the City of Sault 
Ste. Marie, Michigan), as of and for the year ended June 30, 2017, and the related notes to the financial statements, 
which collectively comprise the Corporation’s basic financial statements as listed in the table of contents. 
 
Management’s Responsibility for the Financial Statements 
 
Management is responsible for the preparation and fair presentation of these financial statements in accordance 
with accounting principles generally accepted in the United States of America; this includes the design, 
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial 
statements that are free from material misstatement, whether due to fraud or error. 
 
Auditor’s Responsibility 
 
Our responsibility is to express opinions on these financial statements based on our audit.  We 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 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 entity’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 entity’s internal control.  Accordingly, we express no 
such opinion.  An audit also includes evaluating the appropriateness of accounting policies used and the 
reasonableness of significant accounting estimates made by management, as well as evaluating the overall 
presentation of the financial statements. 
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit 
opinions. 
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Economic Development Corporation  
     of the City of Sault Ste. Marie 

Opinions 

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective 
financial position of the governmental activities and major fund of the Economic Development Corporation of the 
City of Sault Ste. Marie, Michigan, as of June 30, 2017, and the respective changes in financial position, thereof for 
the year then ended in accordance with accounting principles generally accepted in the United States of America. 

Other Matters 

Required Supplementary Information 

Accounting principles generally accepted in the United States of America require that the management’s discussion 
and analysis, employees retirement and benefit systems and budgetary comparison schedule on pages 3 through 6, 
pages 24 through 25 and page 26 be presented to supplement the basic financial statements.  Such information, 
although not a part of the basic financial statements, is required by the Governmental Accounting Standards Board, 
who 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 inquires of management about the methods of preparing the information and 
comparing the information for consistency with management’s responses to our inquires, 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 December 6, 2017, on 
our consideration of the Economic Development Corporation of the City of Sault Ste. Marie, Michigan’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 in considering the Economic Development 
Corporation of the City of Sault Ste. Marie, Michigan’s internal control over financial reporting and compliance. 

Anderson, Tackman & Company, PLC 
Certified Public Accountants 
Kincheloe, Michigan 

December 6, 2017 



 

 

Management’s Discussion and Analysis 
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This section of the Corporation’s annual financial report presents our discussion and analysis of the Corporation’s 
financial performance during the fiscal year ended June 30, 2017.  Please read it in conjunction with the 
Corporation’s financial statements, which follow this section. 
 
FINANCIAL HIGHLIGHTS 
 
The assets and deferred outflows of the Corporation exceeded its liabilities and deferred inflows at the close of this 
fiscal year by $443,021 representing a decrease of $4,096 over the previous fiscal year. 
 
Of the total net position, $380,704 is unrestricted and may be used to meet the Corporation’s ongoing obligations to 
citizens and creditors. 
 
OVERVIEW OF THE FINANCIAL STATEMENTS 
 
This annual report consists of three parts - management’s discussion and analysis (this section), the basic financial 
statements, and supplementary information.  The basic financial statements include both short-term and long-term 
views of the Economic Development Corporation. 
 
 Figure A-1 
 Components of the City of Sault Ste. Marie 
 Economic Development Corporation 
 Financial Report 
 
 

 The financial statements provide both long-term 
and short-term information about the overall 
financial status of the Economic Development 
Corporation, including long term financing that 
is used to finance capital improvements such as 
facility restoration and development of new 
programs. 
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FINANCIAL ANALYSIS OF THE ECONOMIC DEVELOPMENT CORPORATION 
 
The financial statements also include notes that explain some of the information in the financial statements and 
provide more detailed data.  The statements are followed by a section of supplementary information that further 
explains and supports the information in the financial statements.  Table A-1 shows how the sections of this annual 
report are arranged and relate to one another.  
 

Table A-1 
Economic Development Corporation of the City of Sault Ste. Marie 

Net Position 
 
      Total  
      Percentage  
   Corporate Activities   Change  
   2016   2017   2016-2017  
 
 Current Assets $ 597,214 $ 485,420  (18.7 )% 
 Capital Assets  20,000  62,317  211.6 % 
 
  Total Assets  617,214  547,737  (11.3 )% 
 
 Deferred Outflows 
  of Resources  27,960  15,028  (46.3 )% 
 
 Current Liabilities  96,785  26,639  (72.5 )% 
 Noncurrent Liabilities  101,292  91,724  (9.4 )% 
 
  Total Liabilities  198,077  118,363  (40.2 )% 
 
 Deferred Inflows 
  of Resources  -  1,381  100.0 % 
 
 Net Position: 
  Net Investment in Capital Assets  20,000  62,317  211.6 % 
  Unrestricted  427,117  380,704  10.9 % 
 
   Total Net Position $ 447,117 $ 443,021  0.9 % 
 
Net position of the Economic Development Corporation decreased 0.9% to $443,021 and 85.9% of net position are 
unrestricted. 



Economic Development Corporation of the City of Sault Ste. Marie 

Management’s Discussion and Analysis 
June 30, 2017 
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FINANCIAL ANALYSIS OF THE ECONOMIC DEVELOPMENT CORPORATION  (Continued) 
 

Table A-2 
Economic Development Corporation of the City of Sault Ste. Marie 

Changes in Net Position 
 
      Total  
      Percentage  
   Corporate Activities   Change  
   2016   2017   2016-2017  
 Revenues 
  Rental Income $ 83,189 $ 107,662  29.4 % 
  City Appropriations  110,000  119,500  8.6 % 
  Investment Earnings & Other  36,714  89,363  143.4 % 
 
   Total Revenues  229,903  316,525  37.7 % 
 
 Expenses 
  Economic Development  268,432  320,621  19.4 % 
 

   Total Expenses  268,432  320,621  19.4 % 
 

 Change in Net Position  (38,539 )  (4,096 )  89.4 % 
 

 Beginning Net Position  485,646   447,117  (7.9 )% 
 

 Ending Net Position $ 447,117  $ 443,021  0.9 % 
 
Total revenues increased 37%, most of which is attributable to increased city appropriations and TIFA distribution.  
Total expenses increased by 19.4% due primarily to an increase in repairs and maintenance expense. 
 
CAPITAL ASSETS 
 
At the end of 2017, the Economic Development Corporation had increased investment in capital assets by $42,317. 
 

Table A-3 
Economic Development Corporation of the City of Sault Ste. Marie 

Capital Assets 
 

      Total  
      Percentage  
   Corporate Activities   Change  
   2016   2017   2012-2013  
 
 Land $ 20,000 $ 20,000   - % 
 Equipment  -  42,317   100.0 % 
 
   Totals $ 20,000 $ 62,317   211.6 % 



Economic Development Corporation of the City of Sault Ste. Marie 

Management’s Discussion and Analysis 
June 30, 2017 
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DEBT OBLIGATIONS 
 
Changes in corporate debt for fiscal 2017 are as follows: 
 
      Total  
      Percentage  
   Corporate Activities   Change  
   2016   2017   2012-2013  
 
 Accrued Sick and Vacation $ 4,678 $ 7,916   69.3 % 
 Net Pension Liability  96,614  83,308   (13.8 )% 
 
 Total Debt Obligations $ 101,292 $ 91,224   (9.9 )% 
 
ECONOMIC FACTORS AND NEXT YEAR’S BUDGET AND RATES 
 
Expect revenues and expenditures to remain fairly stable for the 2017-2018 fiscal year. 
 
CONTACTING THE CORPORATION’S FINANCIAL MANAGEMENT 
 
This financial report is designed to provide our citizens, investors, and creditors with a general overview of the 
Corporation’s finances and to demonstrate the Corporation’s accountability for the money it receives.  If you have 
questions about this report or need additional financial information, contact the Economic Development 
Corporation administrative office at 2345 Meridian Street, Sault Ste. Marie, MI.  49783. 
 



 

 

Basic Financial Statements 
 



Governmental
Activities

ASSETS:
Cash and Equivalents 485,010$                       
Accounts Receivable 410                                
Capital Assets Not Depreciated 20,000                           
Capital Assets (Net of Accumulated Depreciation) 42,317                           

Total Assets 547,737                         

DEFERRED OUTFLOWS OF RESOURCES
  Pension Related Items 15,028                           

     Total Assets and Deferred Outflows of Resources 562,765                         

LIABILITIES:
Accounts Payable and Other Liabilities 26,639                           
Compensated Absences - Due in more than one year 7,916                             
Net Pension Liability - Due in more than one year 83,808                           

Total Liabilities 118,363                         

DEFERRED INFLOWS OF RESOURCES
  Pension Related Items 1,381                             

      Total Liabilities and Deferred Inflows of Resources 119,744                         

NET POSITION:
Net Investment in Capital Assets 62,317                           
Unrestricted 380,704                         

Total Net Position 443,021$                       

Economic Development Corporation of the City of Sault Ste. Marie
Statement of Net Position

June 30, 2017

See accompanying notes to financial statements. 7



Governmental
Activities

Program Expenses
Economic Development 320,621$                   

Total Program Expenses 320,621                     

Program Revenues
Rental Income 107,662                     
Other Income 86,769                       

Total Program Revenues 194,431                     

Net Program Expenses 126,190                     

General Revenues and Transfers
City Appropriations 119,500                     
Investment Earnings and Other 2,594                         

Total General Revenues and Transfers 122,094                     
  

Change in Net Position (4,096)                        

Net Position, Beginning of Year 447,117                     

Net Position, End of Year 443,021$                   

Economic Development Corporation of the City of Sault Ste. Marie
Statement of Activities

For the Year Ended June 30, 2017

See accompanying notes to financial statements. 8



Governmental
Fund Type

General Operating
Fund

ASSETS
Cash and Equivalents 485,010$                   
Accounts Receivable 410                            

Total Assets 485,420$                   

LIABILITIES AND FUND BALANCE
Accounts Payable 25,939$                     
Deferred Rent 700                            

Total Liabilities 26,639                       

Fund Balance:
Unassigned 458,781                     

Total Fund Balance 458,781                     
  

Total Liabilities and Fund Balance 485,420$                   

Economic Development Corporation of the City of Sault Ste. Marie
Balance Sheet
June 30, 2017

See accompanying notes to financial statements. 9



Economic Development Corporation of the City of Sault Ste. Marie 

Reconciliation of the Balance Sheet 
to the Statement of Net Position 

For the Year Ended June 30, 2017 
 
 

See accompanying notes to financial statements.  10 

Total Governmental Fund Balance $ 458,781 
 
Amounts reported for governmental activities in the statement 
of net position are different because: 
 
 Capital assets used in governmental activities are not financial 
 resources and therefore are not reported in the funds.  62,317 
 
  Some liabilities are not due and payable in the current period 
 and therefore, are not reported in the funds. 
 
  Compensated absences  (7,916 ) 
  Net pension liability (83,808 ) 
  Net deferred inflows and outflows of resources.  13,647 
 
Net Position of Governmental Activities $ 443,021 
 



Governmental
Fund Type

General Operating
Fund

Revenues
   Rental Revenue 107,662$                   
   Interest 2,594                         
   Other Income 86,769                       

Total Revenues 197,025                     

Expenditures
    Economic Development 358,173                     

Total Expenditures 358,173                     

Excess of Revenues Over (Under) Expenditures (161,148)                    

Other Financing Sources
   City Appropriations 119,500                     

Total Other Financing Sources 119,500                     

Excess Revenues and Other Financing Sources
Over (Under) Expenditures (41,648)                      

Fund Balance - July 1, 2016 500,429                     

Fund Balance - June 30, 2017 458,781$                   

Economic Development Corporation of the City of Sault Ste. Marie
Statement of Revenues, Expenditures

and Changes in Fund Balance
For the Year Ended June 30, 2017

See accompanying notes to financial statements. 11



Economic Development Corporation of the City of Sault Ste. Marie 

Reconciliation of the Statement of Revenues, 
Expenditures and Changes in Fund Balance of 

Governmental Funds to the Statement of Activities 
For the Year Ended June 30, 2017 
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Net Change in Fund Balance – Total Governmental Funds $ (41,648) 
 
Amounts reported for governmental activities in the statements are different 
 Because: 
 
 Governmental funds report capital outlays as expenditures.  However, in 
 the statement of activities, the cost of those assets is allocated over 
 their estimated useful lives as depreciation expense.  This is the amount 
 by which capital outlay $44,544 exceeded depreciation ($2,227) in the 
 current period.  42,317 
 
 Net change in pension obligation and related deferred inflows 
  and outflows of resources (1,527 ) 
 
 Net Change in compensated absences  (3,238 ) 
 
Change in Net Position of Governmental Activities $ (4,096 ) 
 



 

 

Notes to Financial Statements 
 



Economic Development Corporation of the City of Sault Ste. Marie 

Notes to Financial Statements 
June 30, 2017 
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NOTE 1 -  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: 
 
The accounting policies of the Economic Development Corporation of the City of Sault Ste. Marie, Michigan (the 
“Corporation”) conform to U.S. generally accepted accounting principles as applicable to governmental units.  The 
following is a summary of the significant accounting policies: 
 
The Economic Development Corporation of the City of Sault Ste. Marie, Michigan, is a component – unit of the 
City of Sault Ste. Marie, Michigan. 
 
Reporting Entity 

 
 The Economic Development Corporation of the City of Sault Ste. Marie, Michigan is a nonprofit corporation 

established under the Michigan Economic Development Corporations Act, Act No. 338; Michigan Public Acts of 
1974, as amended through October 16, 1978.  The Act states that a corporation falls under the deductions for 
charitable purposes sections under IRC 170(c)(1), which means donations, received are deductible to individuals. 
 
Government-Wide and Fund Financial Statements 
 
The government-wide financial statements (i.e., the statement of net position and the statement of activities) report 
information on the non-fiduciary activities of the Corporation.  Governmental activities, which normally are 
supported by taxes and intergovernmental revenues, are reported separately from business-type activities, which 
rely to a significant extent on fees and charges for support.  The Corporation had no business-type activities during 
the year ended 2017. 
 
Measurement Focus and Basis of Accounting, and Financial Statement Presentation 
 
The government-wide 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.  Grants and similar items are recognized as revenue as soon 
as all eligibility requirements imposed by the provider have been met. 
 
Governmental fund financial statements are reported using the current financial resources measurement focus and 
the modified accrual basis of accounting.  Revenues are recognized as soon as they are both measurable and 
available.  Revenues are considered to be available when they are collectible within the current period or soon 
enough thereafter to pay liabilities of the current period.  For this purpose, the Corporation considers revenues to be 
available if they are collected within 60 days of the end of the current fiscal period.  Expenditures generally are 
recorded when a liability is incurred, as under accrual accounting.  However, expenditures related to compensated 
absences are recorded only when payment is due. 
 
Interest associated with the current fiscal period is considered to be susceptible to accrual and has been recognized 
as revenue of the current fiscal period.  All other revenue items are considered to be measurable and available only 
when cash is received by the Corporation. 
 
The Corporation reports the General Fund as a major governmental fund.  The General Fund is the Corporation’s 
only operating fund.  It accounts for all financial resources of the Corporation. 
 
When both restricted and unrestricted resources are available for use, it is the Corporation’s policy to use restricted 
resources first, then unrestricted resources as they are needed. 



Economic Development Corporation of the City of Sault Ste. Marie 

Notes to Financial Statements 
June 30, 2017 
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NOTE 1 -  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:  (Continued) 
 
Assets, Liabilities, Deferred Outflows/ Inflows of Resources and Net Position/Fund Balance 
 

Cash and Equivalents 
 

The Corporation’s cash and equivalents are considered to be cash on hand and demand deposits and short-term 
investments with original maturities of three months or less from the date of acquisition. 
 
Capital Assets 
 
Capital assets, which include property, vehicles, and equipment, are reported in the operating fund of the basic 
financial statements.  Capital assets are defined by Economic Development Corporation of the City of Sault Ste. 
Marie as assets with a cost of at least $5,000 and an estimated useful life in excess of one year.  Such assets are 
recorded at historical cost or estimated historical cost of purchase or construction.  Donated capital assets are 
recorded at estimated fair market value at the date of donation. 
 
Depreciation 
 
Depreciation is computed on the straight-line method for all assets.  The depreciation rates are designed to amortize 
the cost of the assets over their estimated useful lives as follows: 
 
 Building 30 to 50 years 
 Improvements 5 to 20 years 
 Vehicles 4 to 10 years 
 Equipment 4 to 10 years 
  
Compensated Absences 
 
The Corporation accrues vested or accumulated sick and vacation leave when earned by the employee.  The liability 
for these amounts (the amount not expected to be liquidated with expendable available financial resources) is 
reported in governmental funds only if they have matured, for example, as a result of employee resignations and 
retirement. 
 
Deferred Outflows of Resources 
 
In addition to assets, the statement of net position will sometimes 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 so will not be recognized as an outflow of resources 
(expense/expenditure) until that time.  The Corporation has pension related items that qualify for reporting in this 
category. 
 
Deferred Inflows of Resources 
 
In addition to liabilities, the statement of net position and governmental funds balance sheet will sometimes report a 
separate section for deferred inflows of resources.  This separate financial statement element, deferred inflows of 
resources, represents an acquisition of net position that applies to a future period(s) and so will not be recognized as 
an inflow of resources (revenue) until that time.  The Corporation has pension related items that qualify for 
reporting in this category. 



Economic Development Corporation of the City of Sault Ste. Marie 

Notes to Financial Statements 
June 30, 2017 
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NOTE 1 -  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:  (Continued) 
 
Pensions 
 
For purposes of measuring Net Pension Liability, deferred outflows of resources and deferred inflows of resources 
related to pension, and pension expense, information about the fiduciary net position of the Municipal Employees 
Retirement System (“MERS”) of Michigan and additions to/deductions from Plan fiduciary net position have been 
determined on the same basis as they are reported by the plan. For this purpose, benefit payments (including refunds 
of employee contributions) are recognized when due and payable in accordance with the benefit terms. Investments 
are reported at fair value. 
 
Fund Balance Classification 
 
The governmental fund financial statements present fund balances based on classifications that comprise a 
hierarchy that is based primarily on the extent to which the Corporation is bound to honor constraints on the 
specific purposes for which amounts in the respective governmental funds can be spent.  The classifications used in 
the governmental fund financial statements are as follows: 
 

 Nonspendable:  This classification includes amounts that cannot be spent because they are either (a) not in 
spendable form or (b) are legally or contractually required to be maintained intact.  The Corporation 
currently has no nonspendable fund balance. 

 
 Restricted:  This classification includes amounts for which constraints have been placed on the use of the 

resources either (a) externally imposed by creditors (such as through a debt covenant), grantors, 
contributors, or laws or regulations of other governments, or (b) imposed by law through constitutional 
provisions or enabling legislation.  The Corporation has no restricted fund balance. 

 
 Committed:  This classification includes amounts that can be used only for specific purposes pursuant to 

constraints imposed by formal action of the Corporation.  These amounts cannot be used for any other 
purpose unless the Corporation removes or changes the specified use by taking the same type of action that 
was employed when the funds were initially committed.  This classification also includes contractual 
obligations to the extent that existing resources have been specifically committed for use in satisfying those 
contractual requirements.  The Corporation has no committed fund balance. 

 
 Assigned:  This classification includes amounts that are constrained by the Corporation’s intent to be used 

for a specific purpose but are neither restricted nor committed.  This intent can be expressed by the 
Corporation through the budgetary process.  This classification also includes the remaining positive fund 
balance for all governmental funds except for the General Fund.  The Corporation has no assigned fund 
balance. 

 
 Unassigned:  This classification includes the residual fund balance for the General Fund. 

 
The Corporation would typically use Restricted fund balances first, followed by Committed resources, and then 
Assigned resources, as appropriate opportunities arise, but reserves the right to selectively spend Unassigned 
resources first to defer the use of these other classified funds. 
 



Economic Development Corporation of the City of Sault Ste. Marie 
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NOTE 1 -  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:  (Continued) 
 
Income Taxes 
 
The Corporation is a nonprofit corporation established under the Michigan Economic Development Corporation 
Act, Act No. 338, Michigan Public Acts of 1974 and, as such, is considered an instrumentality of the City.  
Accordingly, the Corporation is included under the City’s political subdivision and is not required to pay Federal or 
State income taxes under 170(c)(1). 
 
Use of Estimates 
 
The preparation of financial statements in conformity with accounting principles generally accepted in the United 
States of America requires management to make estimates and assumptions that affect the reported amounts of 
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the 
reported amounts of revenue and expenses during the reporting period.  Actual results could differ from those 
estimates. 
 
NOTE 2 -  STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY: 
 
Budgetary Information 
 
The Corporation adopts an annual budget each year for expenditures applicable to the General Fund.  The operating 
budget includes proposed expenditures and the means of financing them and is stated on a basis consistent with 
generally accepted accounting principles (GAAP).  Budgets lapse at fiscal year end. 
 
Excess of Expenditures over Appropriations in Budgeted Funds 
 
Michigan Public Act 621 of 1978 provides that a local unit shall not incur expenditures in excess of the amounts 
appropriated. During the year ended June 30, 2017, the Corporation incurred certain expenditures which were in 
excess of the amounts appropriated as reflected in the budgetary comparison schedule as follows: 
 
   Total   Amount of   Budget 
   Appropriations   Expenditures   Variance  
 
 General Fund: 
  Economic Development $ 232,800 $ 358,173 $ (125,373 ) 
 
NOTE 3 -  CASH AND EQUIVALENTS: 
 
  Bank Deposits (Checking Accounts, Savings Accounts, 
   and Certificates of Deposit) $ 485,010 
 
   Total $ 485,010 
 
Interest rate risk.  The Corporation does not have a formal investment policy that limits investment maturities as a 
means of managing its exposure to fair value losses arising from increasing interest rates. 
 



Economic Development Corporation of the City of Sault Ste. Marie 

Notes to Financial Statements 
June 30, 2017 
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NOTE 3 -  CASH AND EQUIVALENTS:  (Continued) 
 
Credit risk.  State law limits investments in commercial paper, corporate bonds, and mutual bond funds to the top 
two ratings issued by nationally recognized statistical rating organizations.  The Corporation has no investment 
policy that would further limit its investment choices. 
 
Custodial deposit credit risk.  Custodial deposit credit risk is the risk that in the event of a bank failure, the 
Corporation’s deposits may not be returned.  State law does not require and the Corporation does not have a policy 
for deposit custodial credit risk.  As of June 30, 2017, $0 of the Corporation’s bank balance of $485,010 was 
exposed to credit risk because it was uninsured and uncollateralized. 
 
Fair value measurement.  The Corporation categorizes its fair value measurements within the fair value hierarchy 
established by generally accepted accounting principles.  The hierarchy is based on the valuation inputs used to 
measure the fair value of the asset. Level 1 inputs are quoted prices in active markets for identical assets; Level 2 
inputs are significant other observable inputs; Level 3 inputs are significant unobservable inputs.  Investments that 
are measured at fair value using the net asset value per share (or equivalent) as a practical expedient are not 
classified in the fair value hierarchy below. 
 
In instances where inputs used to measure fair value fall into different levels in the above fair value hierarchy, fair 
value measurements in their entirety are categorized based on the lowest level input that is significant to the 
measurements required judgement and considers factors specific to each asset or liability. 
 
The Corporation evaluates each financial institution with which it deposits Corporation funds and assesses the level 
of risk of each institution; only those institutions with an acceptable estimated risk level are used as depositories. 
 
These deposits are in various financial institutions in varying amounts.  All accounts are in the name of the EDC.  
They are recorded in EDC records at cost.  Interest is recorded when the deposits mature or it’s credited to the 
applicable account. 
 
Statutory Authority: 
 
An act (PA 152) to amend 1943 PA 20, entitled “An act relative to the investment of funds of public corporations 
of the state; and to validate certain investments,” by amending section 1 (MCL 129.91), as amended by 2009 PA 
21. 
 
Except as provided in section 5, the governing body by resolution may authorize its investment officer to invest the 
funds of that public corporation in one or more of the following: 
 

a. Bonds, securities, and other obligations of the United States or an agency or instrumentality of the United 
States. 

 

b. Certificates of deposit, savings accounts, or depository receipts of a financial institution, but only if the 
financial institution complies with subsection (2); certificates of deposit obtained through a financial institution 
as provided in subsection (5); or deposit accounts of a financial institution as provided in subsection (6). 

 

c. Commercial paper rated at the time of purchase within the two highest classifications established by not less 
than two standard rating services and matures not more than 270 days after the date of purchase. 



Economic Development Corporation of the City of Sault Ste. Marie 
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NOTE 3 -  CASH AND EQUIVALENTS:  (Continued) 
 

d. Repurchase agreements consisting of instruments listed in subdivision (a). 
 

e. Bankers’ acceptances of United States banks. 
 

f. Obligations of this state or any of its political subdivisions that at the time of purchase are rated as investment 
grade by not less than one standard rating service. 

 

g. Mutual funds registered under the investment company act of 1940, 15 USC 80a-1 to 80a-64, with authority to 
purchase only investment vehicles that are legal for direct investment by a public corporation.  However, a 
mutual fund is not disqualified as a permissible investment solely by reason of any of the following: 

(i) The purchase of securities on a when-issued or delayed delivery basis. 
(ii) The ability to lend portfolio securities as long as the mutual fund receives collateral at all times 

equal to at least 100% of the value of the securities loaned. 
(iii) The limited ability to borrow and pledge a like portion of the portfolio’s assets for temporary or 

emergency purposes. 
 

h. Obligations described in subdivisions (a) through (g) if purchased through an interlocal agreement under the 
urban cooperation act of 1967, 1967 (Ex Sess) PA 7, MCL 124.501 to 124.512. 

 

i. Investment pools organized under the surplus funds investment pool act, 1982 PA 367, MCL 129.111 to 
129.118. 

 
j. The investment pools organized under the local government investment pool act, 1985 PA 121, MCL 129.141 

to 129.150. 
 

NOTE 4 -  CAPITAL ASSETS: 
 

A summary of capital assets follows: 
 

   Beginning         Ending 
   Balance   Additions   Deductions   Balance  
Capital assets not being depreciated: 
 Land  $ 20,000  $ -  $ -  $ 20,000 
 

Capital assets being depreciated: 
 Vehicles  18,889   -   -   18,889 
 Equipment  26,763   44,544   (9,772 )  61,535 
 

   Subtotal  45,652   44,544   (9,772 )  80,424 
  

Less accumulated depreciation: 
 Vehicles  (18,889 )  -   -   (18,889 ) 
 Equipment  (26,763 )  (2,227 )  9,772   (19,218 ) 
 

   Subtotal  (45,652 )  (2,227 )  9,772    (38,107 ) 
 

Net Capital Assets Being Depreciated  -   42,317   -   42,317 
 

Capital assets – Net of Depreciation $ 20,000  $ 42,317  $  -  $ 62,317 
 

Depreciation expense was charged to economic development in the amount of $2,227. 
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NOTE 5 -  COMPENSATED ABSENCES: 
 
All permanent employees of the Corporation receive sick and vacation benefits in accordance with the terms of their 
respective employment agreements.  All employees are allowed to accumulate any unused sick and vacation hours 
up to specified limits.  Upon termination of employment, the employee is entitled to compensation for the 
accumulated annual leave hours.  This amount is reflected as a liability in the Statement of Net Position.  
Accumulated compensated absences activity was as follows for the year ended June 30, 2017: 
 
                   Due 
  Beginning         Ending   Within 
  Balance   Additions   Deductions   Balance   One Year  
Accrued Compensated 
 Absences $ 4,678 $ 3,238 $ - $ 7,916  - 
 
NOTE 6 - EMPLOYEE RETIREMENT AND BENEFIT: 
 
Description of Plan and Plan Assets 
 
The Economic Development Corporation of the City of Sault Ste. Marie’s defined benefit pension plan provides 
retirement, death and disability benefits to plan members and beneficiaries through the City.  The City participates 
in the Municipal Employees Retirement System of Michigan (MERS), an agent multiple-employer plan 
administered by the MERS Retirement Board.  Act No. 427 of the Public Acts of 1984, as amended establishes and 
amends the benefit provisions of the participants in MERS.  The Municipal Employees Retirement System of 
Michigan issues a publicly available financial report that includes financial statements and required supplementary 
information for MERS.  That report may be obtained by writing to the System at: 1134 Municipal Way, Lansing, 
Michigan. 
 
General Information about the Pension Plan 
 
Plan Description.  The employer’s defined benefit pension plan provides certain retirement, disability and death 
benefits to plan members and beneficiaries.  The employer participates in the Municipal Employees Retirement 
System (MERS) of Michigan.  MERS is an agent multiple-employer, statewide public employee pension plan 
established by the Michigan Legislature under Public Act 135 of 1945 and administered by a nine-member 
Retirement Board.  MERS issues a publicly available financial report that includes financial statements and 
required supplementary information.  This report may be obtained accessing the MERS website at 
www.mersofmich.com. 
 
Contributions 
 
The employer is required to contribute amounts at least equal to the actuarially determined rate, as established by 
the MERS Retirement Board.  The actuarially determined rate is the estimated amount necessary to finance the cost 
of benefits earned by employees during the year, with an additional amount to finance any unfunded accrued 
liability.  The employer may establish contribution rates to be paid by its covered employees.  Employer 
contributions range from 1.34% to 2.91% based on annual payroll for open divisions. 
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NOTE 6 - EMPLOYEE RETIREMENT AND BENEFIT: (Continued) 
 
Net Pension Liability 
 
The employer's Net Pension Liability was measured as of December 31, 2016, and the total pension liability used to 
calculate the Net Pension Liability was determined by an annual actuarial valuation as of that date. 
 
Actuarial Assumptions 
 
The total pension liability in the December 31, 2016 annual actuarial valuation was determined using the following 
actuarial assumptions, applied to all periods included in the measurement: 
 

 Inflation: 3%-4% 
 

 Salary increases: 4.5% in the long-term (2% and 3% for calendar years 2015 and 2016, respectively) plus a 
percentage based on age-related scale to reflect merit, longevity, and promotional pay increases. 

 
 Investment rate of return: 8.0%, net of investment expense, including inflation 

 
Although no specific price inflation assumptions are needed for the valuation, the 4.5% long-term wage inflation 
assumption would be consistent with a price inflation of 3%-4%. 
 
Mortality rates were adjusted to reflect longer lifetimes.  For disabled retirees, the regular mortality table is used 
with a 10-year set forward in ages to reflect the higher expected mortality rates of disabled members. 
 
The actuarial assumptions and methods are adopted by the MERS Retirement Board, and are reviewed every five 
years in an Experience Study.  The most recent study was completed in 2015, and this December 31, 2016 
valuation report reflects certain changes.  
 
The long-term expected rate of return on pension plan investments was determined using a model method in which 
the best-estimate ranges of expected future real rates of return (expected returns, net of investment and 
administrative expenses and inflation) are developed for each major asset class.  These ranges are combined to 
produce the long-term expected rate of return by weighting the expected future real rates of return by the target 
asset allocation percentage and by adding expected inflation.  The target allocation and best estimates of arithmetic 
real rates of return for each major asset class are summarized in the following table: 
 
  Long-Term Expected 
Asset Class Target Allocation Real Rate of Return 

Global Equity 57.5% 5.02% 

Global Fixed Income 20.0% 2.18% 

Real Assets 12.5% 4.23% 

Diversifying Strategies 10.0% 6.56% 
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NOTE 6 - EMPLOYEE RETIREMENT AND BENEFIT: (Continued) 
 
Discount Rate 
 
The discount rate used to measure the total pension liability is 8.0% for 2016 and thereafter.  The projection of cash 
flows used to determine the discount rate assumes that employer and employee contributions well be made at the 
rates agreed upon for employees and the actuarially determined rates for employers.  Based on these assumptions, 
the pension plan’s fiduciary net position was projected to be available to pay all projected future benefit payments 
of current active and inactive employees.  Therefore, the long-term expected rate of return on pension plan 
investments was applied to all periods of projected benefit payments to determine the total pension liability. 
 
Changes in the Net Pension Liability or Asset: 
 

Net Pension

Total Pension Plan Fiduciary Liability or
Liability Net Position Asset

Balances at December 31, 2015 269,703$            173,089$            96,614$              

Service cost 3,301                  -                         3,301                  
Interest on total pension liability 19,182                -                         19,182                
Changes in benefits -                         -                         -                         
Difference between expected and actual experience (1,885)                -                         (1,885)                
Changes in assumptions -                         -                         -                         
Employer contributions -                         4,647                  (4,647)                
Employee contributions -                         3,112                  (3,112)                
Net investment income -                         17,593                (17,593)              
Benefit payments, including employee refunds (16,249)              (16,249)              -                         
Administrative expense -                         (348)                   348                     
Other changes (23,452)              (15,052)              (8,400)                

Net changes (19,103)              (6,297)                (12,806)              

Balances as of December 31, 2016 250,600$            166,792$            83,808$              

Increases (Decreases)

 
Sensitivity of the Net Pension Liability to changes in the discount rate 
 
The following presents the net pension liability of the Authority, calculated using the discount rate of 8.00%, as 
well as what the Authority’s net pension liability would be if it were calculated using a discount rate that is 1-
percentage-point lower (7.00%) or 1-percentage-point higher (9.00%) than the current rate: 
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NOTE 6 - EMPLOYEE RETIREMENT AND BENEFIT: (Continued) 
 

 1% Decrease Current Discount Rate 1% Increase 

 (7.00%) (8.00%) (9.00%) 

     Net pension liability $109,311 $83,808 $62,078 

 
Note: The current discount rate shown for GASB 68 purposes is higher than the MERS assumed rate of return.  
This is because for GASB purposes, the discount rate must be gross of administrative expenses, whereas for 
funding purposes, it is net of administrative expenses. 
 
Pension Plan Fiduciary Net Position 
 
Detailed information about the pension plan’s fiduciary net position is available in the separately issued MERS 
financial report. 
 
Pension Expense and Deferred Outflows of Resources and Deferred Inflows of Resources Related to Pensions 
 
For the year ended June 30, 2017, the Corporation recognized pension expense of $19,182.  At June 30, 2017, the 
Corporation reported deferred outflows of resources and deferred inflows of resources related to pensions from the 
following sources: 
 

Deferred Deferred
Outflows of Inflows of 
Resources Resources

Difference between expected and actual experience -$                         1,381$                  
Changes in assumptions 5,983                    -                           
Net difference between projected and actual earnings

on pension plan investments 6,641                    -                           
Contributions subsequent to the measurement date 2,404                    -                           

Total 15,028$                1,381$                  

 
 
Amounts reported as deferred outflows of resources and deferred inflows of resources related to pensions will be 
recorded in pension expense as follows: 
 

     Deferred   Deferred 
     Outflows of   Inflows of 
  Year Ended June 30:   Resources   Resources  
 

  2018  $ 5,866 $ 498 
  2019   5,865  498 
  2020   2,365  385 
  2021   (1,472 )  - 
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NOTE 7 -  COMMITMENTS AND CONTINGENCIES: 
 
The Corporation is exposed to various risks of loss related to property loss, torts, errors and omissions, employee 
injuries (workers’ compensation) as well as medical benefits provided to employees.  The Corporation is covered 
under commercial insurance purchased by the City for general liability, property and casualty and health claims and 
participates in the MASB/SETSEG (risk pool) for claims relating to employee injuries/workers’ compensation.  
Settled claims relating to the commercial insurance have not exceeded the amount of insurance coverage in any of 
the past three fiscal years. 
 



 

 

Required Supplementary Information 



2016 2015 2014
Total pension liability

Service cost 3,301$           3,661$           1,196$           
Interest 19,182           20,071           6,385             
Difference between expected and actual experience (1,885)            72                  -                     
Changes in actuarial assumptions -                     13,106           -                     
Benefit payments, including refund of member contributions (16,249)          (17,323)          (5,629)            
Other Changes (23,452)          168,556         -                     

Net change in total pension liability (19,103)          188,143         1,952             

Total pension liability - beginning 269,703         81,560           79,608           

Total pension liability - ending 250,600$       269,703$       81,560$         

Plan fiduciary net position
Contributions - employer 4,647$           4,853$           1,411$           
Contributions - employee 3,112             2,259             1,020             
Net investment income 17,593           (2,694)            3,753             
Benefit payments, including refunds of member contributions (16,249)          (17,323)          (5,629)            
Administrative expense (348)               (400)               (137)               
Other (15,052)          125,613         -                     

Net change in plan fiduciary net position (6,297)            112,308         418                

Plan fiduciary net position - beginning 173,089         60,781           60,363           

Plan fiduciary net position - ending 166,792$       173,089$       60,781$         

Corporation's net pension liability - ending 83,808$         96,614$         20,779$         

Plan fiduciary net position as a 
percentage of the total pension liability 67% 64% 75%

Covered - employee payroll 31,661$         34,677$         11,240$         

Corporation's net pension liability as a 
percentage of covered-employee payroll 265% 279% 185%

Economic Development Corporation of the City of Sault Ste. Marie, Michgian
Schedule of Changes in the MERS Net Pension Liability and Related Ratios

For the Year Ended June 30, 2017

Actuarial Date as of December 31
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2016 2015 2014

Actuarially determined contribution 4,647$           4,853$           1,415$           

Contributions in relation to the actuarially determined contribution 4,647             4,853             1,415             

Contribution deficiency (excess) -$                   -$                   -$                   

Covered - employee payroll 31,661$         34,677$         11,240$         

Contributions as a percentage of covered-employee payroll 15% 14% 13%

Notes to Schedule:

fiscal  year in which contributions are reported.

Actuarial cost method

Amortization method

Remaining amortization period

Asset valuation method

Inflation

Salary increases

Investment rate of return

Retirement age

Mortality

8.00%

60

Mortality rates were based on the  RP 2014 Group Annuity Mortality
Table of 50% Male and 50% Femaile blend.

5-years smoothed market

3.0 - 4.0%

2.0%, average, including inflation

Entry age

Level percentage of payroll, open

22 years

Economic Development Corporation of the City of Sault Ste. Marie, Michigan
Schedule of MERS Employer's Contributions

For the Year Ended June 30, 2017

Actuarial Date as of December 31

Actuarially determined contribution rates are calculated as of December 31st, two years prior to the end of the

Methods and assumptions used to determine contribution rates:
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Variance with
Final Budget

Budgeted Amounts Actual Amounts Positive
Original Final (Budgetary Basis) (Negative)

Budgetary fund balance, June 30, 2016 500,429$        500,429$      500,429$        -$                   

Resources (inflows):
City Appropriations 119,500          119,500        119,500          -                     
Rent 97,440            97,440          107,662          10,222           
Other Income 80,800            80,800          86,769            5,969             
Interest Income 880                 880               2,594              1,714             

Amounts available for appropriation 799,049          799,049        816,954          17,905           

Charges to appropriation (outflows):
Economic Development

Salaries and Wages 117,500          117,500        108,562          8,938             
Fringes 45,000            45,000          26,319            18,681           
Utilities 38,100            38,100          34,340            3,760             

Travel and Entertainment 4,000              4,000            1,637              2,363             
Supplies 1,600              1,600            12,746            (11,146)          
Contracted Services 2,750              2,750            69,678            (66,928)          
Printing and Advertising 2,500              2,500            29,238            (26,738)          
Dues and Subscriptions 1,000              1,000            4,670              (3,670)            
Repairs & Maintenance 7,000              7,000            52,736            (45,736)          
Miscellaneous 11,350            13,350          18,247            (4,897)            

Total charges to appropriations 230,800          232,800        358,173          (125,373)        

Budgetary fund balance, June 30, 2017 568,249$        566,249$      458,781$        (107,468)$      

Economic Development Corporation of the City of Sault Ste. Marie
Budgetary Comparison Schedule

General Fund
For the Year Ended June 30, 2017
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL  
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN 

AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE 
WITH GOVERNMENT AUDITING STANDARDS 

Board of Directors 
The Economic Development Corporation 
     of the City of Sault Ste. Marie 
Sault Ste. Marie, Michigan  49783 

We have audited, in accordance with the auditing standards generally accepted in the United States of America and 
the standards applicable to financial audits contained in Government Auditing Standards issued by the Comptroller 
General of the United States, the financial statements of the governmental activities and major fund of the 
Economic Development Corporation of the City of Sault Ste. Marie, Michigan, (a component unit of the City of 
Sault Ste. Marie, Michigan), as of and for the year ended June 30, 2017, and the related notes to the financial 
statements, which collectively comprise the Economic Development Corporation of the City of Sault Ste. Marie, 
Michigan’s basic financial statements and have issued our report thereon dated December 6, 2017. 

Internal Control Over Financial Reporting 

In planning and performing our audit of the financial statements, we considered the Economic Development 
Corporation of the City of Sault Ste. Marie, Michigan’s internal control over financial reporting (internal control) to 
determine the audit procedures that are appropriate in the circumstances for the purpose of expressing our opinions 
on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the Economic 
Development Corporation of the City of Sault Ste. Marie, Michigan’s internal control.  Accordingly, we do not 
express an opinion on the effectiveness of the Economic Development Corporation of the City of Sault Ste. Marie, 
Michigan’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 entity’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. 
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Members of the Board 
Economic Development Corporation 
   of the City of Sault Ste. Marie 
Page 2 

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 and therefore, material weaknesses or significant deficiencies may exist that were not identified.  Given 
these limitations, during our audit we did not identify any deficiencies in internal control that we consider to be 
material weaknesses.  We did identify certain deficiencies in internal control, described in the accompanying 
schedule of findings and responses that we consider to be significant deficiencies listed as 2017-001 and 2017-002. 

Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the Economic Development Corporation of the City of Sault 
Ste. Marie, Michigan’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 one instance of noncompliance or other matters that is required to be 
reported under Government Auditing Standards and which is described in the accompanying schedule of findings 
and responses as item 2017-002. 

Economic Development Corporation of the City of Sault Ste. Marie, Michigan’s Response to Findings 

The Economic Development Corporation of the City of Sault Ste. Marie, Michigan’s responses to the findings 
identified in our audit is described in the accompanying schedule of findings and responses.  The Economic 
Development Corporation of the City of Sault Ste. Marie, Michigan’s responses were not subjected to the auditing 
procedures applied in the audit of the financial statements and, accordingly, we express no opinion on them. 

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

Anderson, Tackman & Company, PLC 
Certified Public Accountants 
Kincheloe, Michigan 

December 6, 2017 
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29 

Internal Control over Financial Reporting 
 
Significant Deficiency 
 
Preparation of the Financial Statements in Accordance 
with Generally Accepted Accounting Principles Finding 2017-001 
 
Condition:  As part of the audit process, the EDC, like some other governments, has historically relied on the 
independent auditors to assist in the preparation of the Government-wide and fund financial statements, as well as 
the related notes to the financial statements, as part of its external financial reporting process.  Management feels it 
is more cost effective to outsource the preparation of the annual financial statements to the independent auditors 
than to incur the time and expense of having the employees and/or management obtain the necessary training and 
expertise required to perform this task internally. 
 
Criteria:  Governmental entities are required to issue financial statements that are prepared in accordance with 
GAAP.  Statement on Auditing Standards No. 115 (SAS 115), Communicating Internal Control Related Matters 
Identified in an Audit, emphasizes that responsibility for the financial statements in accordance with GAAP requires 
internal controls over both (1) recording, processing, and summarizing accounting data (i.e., maintaining internal 
accounting records), and (2) reporting government-wide and fund financial statements, including the related note 
disclosures (i.e., external financial reporting). 
 
Effect:  The EDC relies, in part, on the independent auditors for assistance with the preparation of annual financial 
statements and related notes to the financial statements in accordance with GAAP.  This reliance makes the 
independent auditors effectively part of the EDC’s internal controls.  By definition, independent auditors should not 
be part of the EDC’s internal controls. 
 
Cause:  Change in application of auditing standards. 
 
Recommendation:  We recommend that the EDC consider providing applicable employees with training that would 
allow them to attain the qualification required to fully understand the GAAP financial statements preparation 
process.  Should the Board choose not to address this issue, management and the Board of should realize that an 
increased risk is present. 
 
Management’s Response – Corrective Action:  Historically it has been the practice for the independent auditors of 
the EDC to assist in the preparation of the government-wide and fund financial statements, as well as the related 
notes to the financial statements.  The Board needs to evaluate the cost benefit of establishing internal controls over 
the preparation of financial statements in accordance with GAAP or outsourcing this task to its external auditors in 
determining the best interests of the EDC. 
 

 Contact Person(s) Responsible for Correction: 
Jeffrey Holt, Executive Director 
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Significant Deficiencies – Noncompliance with State Statutes 
 
Excess Expenditures Over Appropriations Finding 2017-002 
 
Condition:  Our examination of procedures used by the Corporation to adopt and maintain operating budgets for the 
Corporation’s budgetary funds revealed the following instance of noncompliance with the provisions of Public Act 
621 of 1978, Section 18(1), as amended, the Uniform Budgeting and Accounting Act. 
 
The Corporation’s 2016/2017 General Appropriations Act (budget) provided for expenditures of the General Fund 
to be controlled to the activity level.  During the fiscal year ended June 30, 3017, expenditures were incurred in 
excess of amounts appropriated in the amended budgets for the General Fund. 
 
Criteria:  The expenditures of funds in excess of appropriations are contrary to the provisions of Public Act 621 of 
1978, as amended. 
 
During the year ended June 30, 2017, the Corporation incurred expenditures in certain budgetary funds, which were 
in excess of the amount appropriated as follows: 
 
   Total   Amount of   Budget 
   Appropriations   Expenditures   Variance  
 
 General Fund: 
  Economic Development $ 232,800 $ 358,173 $ (125,373 ) 
 
Effect:  The Corporation has not complied with various State Statutes. 
 
Cause:  Failure to amend the budget for the General Fund during the year. 
 
Recommendation:  We recommend that the Corporation and personnel responsible for administering the activities 
of the various funds of the Corporation, develop budgetary control procedures for the General Fund, which will 
assure that expenditures do not exceed amounts authorized in the General Appropriations Act, or amendments 
thereof. 
 
Management’s Response – Corrective Action Plan:  Management has agreed to correct the problem by monitoring 
the budgets more closely and performing budget amendments on a timely basis. 
 

 Contact Person(s) Responsible for Correction: 
Jeffrey Holt, Executive Director 
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COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE 
 
 
 

 
Board of Directors 
Economic Development Corporation 
    of the City Sault Ste. Marie, Michigan 
Sault Ste. Marie, Michigan 49783 
 
 
We have audited the financial statements of the governmental activities and major fund of the Economic 
Development Corporation of the Sault Ste. Marie, Michigan (a component unit of the City of Sault Ste. Marie, 
Michigan) for the year ended June 30, 2017, and have issued our report thereon dated December 6, 2017.  
Professional standards require that we provide you with information about our responsibilities under generally 
accepted auditing standards and, if applicable, Government Auditing Standards, as well as certain information 
related to the planned scope and timing of our audit.  Professional standards also require that we communicate to 
you the following information related to our audit. 
 
Our Responsibility under U.S. Generally Accepted Auditing Standards and Government Auditing Standards 
 
As stated in our engagement letter dated September 22, 2017 our responsibility, as described by professional 
standards, is to express opinions about whether the financial statements prepared by management with your 
oversight are fairly presented, in all material respects, in conformity with U.S. generally accepted accounting 
principles.  Our audit of the financial statements does not relieve you or management of your responsibilities. 
 
As part of our audit, we considered the internal control of the Corporation.  Such considerations were solely for the 
purpose of determining our audit procedures and not to provide any assurance concerning such internal control. 
 
As part of obtaining reasonable assurance about whether the financial statements are free of material misstatement, 
we performed tests of the Corporation’s compliance with certain provisions of laws, regulations, contracts, and 
grants.  However, the objective of our tests was not to provide an opinion on compliance with such provisions. 
 
Generally accepted accounting principles provide for certain required supplementary information (RSI) to 
supplement the basic financial statements.  Our responsibility with respect to the management’s discussion and 
analysis, which supplement(s) the basic financial statements, is to apply certain limited procedures in accordance 
with generally accepted auditing standards.  However, the RSI will not be audited and, because the limited 
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance, we will not 
express an opinion or provide any assurance on the RSI. 
 



Economic Development Corporation 
  of Sault Ste. Marie 
Page 2 
 
 
Planned Scope and Timing of the Audit 
 
We performed the audit according to the planned scope and timing previously communicated to you in our 
correspondence about planning matters on September 22, 2017. 
 
Significant Audit Findings 
 
Qualitative Aspects of Accounting Practices 
 
Management is responsible for the selection and use of appropriate accounting policies.  In accordance with the 
terms of our engagement letter, we will advise management about the appropriateness of accounting policies and 
their application.  The significant accounting policies used by the Economic Development Corporation of the Sault 
Ste. Marie, Michigan (a component unit of the City of Sault Ste. Marie, Michigan) are described in Note 1 to the 
financial statements.  One new accounting policy was adopted regarding the implementation of GASB Statement 63 
and the application of existing policies was not changed during the year.  We noted no transactions entered into by 
the governmental unit during the year for which there is a lack of authoritative guidance or consensus.  All 
significant transactions that have been recognized in the financial statements in the proper period. 
 
Accounting estimates are an integral part of the financial statements prepared by management and are based on 
management’s knowledge and experience about past and current events and assumptions about future events.  
Certain accounting estimates are particularly sensitive because of their significance to the financial statements and 
because of the possibility that future events affecting them may differ significantly from those expected.  The most 
sensitive estimates affecting the financial statements were: 
 

 Management’s estimate of the depreciation expense is based on estimated lives.  We evaluated the key 
factors and assumptions used to develop the estimate to determine that it is reasonable in relation to the 
financial statements taken as a whole. 

 
 Management’s estimate of the accrued compensated absences is based on current hourly rates and policies 

regarding payment of sick and vacation banks. 
 

 Management’s estimate of the allowance for uncollectible accounts receivable is based on past experience 
and future expectations for collection of various account balances and has been determined to be zero. 

 
The financial statements disclosures are neutral, consistent and clear. 
 
Difficulties Encountered in Performing the Audit 
 
We encountered no significant difficulties in dealing with management in performing and completing our audit. 
 
Corrected and Uncorrected Misstatements 
 
Professional standards require us to accumulate all known and likely misstatements identified during the audit, 
other than those that are clearly trivial, and communicate them to the appropriate level of management.  
Management has corrected all such misstatements.  In addition, none of the misstatements detected as a result of 
audit procedures and corrected by management were material, either individually or in the aggregate, to the 
financial statements taken as a whole. 
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Disagreement with Management 
 
For purposes of this letter, a disagreement with management is a financial accounting, reporting, or auditing matter, 
whether or not resolved to our satisfaction, that could be significant to the financial statements or the auditor's 
report.  We are pleased to report that no such disagreements arose during the course of our audit. 
 
Management Representations 
 
We have requested certain representations from management that are included in the management representation 
letter dated December 6, 2017. 
 
Management Consultations with Other Independent Accountants 
 
In some cases, management may decide to consult with other accountants about auditing and accounting matters, 
similar to obtaining a "second opinion" on certain situations.  If a consultation involves application of an 
accounting principle to the governmental unit’s financial statements or a determination of the type of auditor's 
opinion that may be expressed on those statements, our professional standards require the consulting accountant to 
check with us to determine that the consultant has all the relevant facts.  To our knowledge, there were no such 
consultations with other accountants. 
 
Other Audit Findings or Issues 
 
We generally discuss a variety of matters, including the application of accounting principles and auditing standards, 
with management each year prior to retention as the governmental unit’s auditors.  However, these discussions 
occurred in the normal course of our professional relationship and our responses were not a condition to our 
retention. 
 
Comments and Recommendations 
 
The following is a summary of our observations with suggestions for improvements we believe should be brought 
to your attention.  We noted no material matters involving the internal control over financial reporting and 
compliance, as reported in a separate letter in accordance with Government Auditing Standards of the basic 
financial statement audit report. 
 
Receipts 
 
It was noted during the testing of controls over receipts that receipt numbers were not entered into the receipts 
journal on QuickBooks.  It is recommended that each receipt number is entered into the journal when cash is 
receipted into the system. 
 
Deferred Income 
 
During testing of controls, it was noted that the EDC was not properly recording the liability of deferred income on 
QuickBooks. We recommend that there be training on QuickBooks to help ensure proper record keeping and 
recording. 
 
 



Economic Development Corporation 
  of Sault Ste. Marie 
Page 4 

Conclusion 

This letter is intended solely for the information and use of the Board of Directors, management, federal awarding 
agencies, pass through entities and others within the organization and is not intended to be and should not be used 
by anyone other then these specified parties. 

We would like to express our appreciation, as well as that of our staff for the excellent cooperation we received 
while performing the audit.  If we can be of any further assistance, please contact us. 

Anderson, Tackman & Company, PLC 
Certified Public Accountants 
Kincheloe, Michigan 

December 6, 2017 
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