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(D)

CPAs AND SO MUCH MORE.

To the City Council
City of Merrill
Merrill, Wisconsin

We have audited the financial statements of the governmental activities, the business-type activities, each major
fund, and the aggregate remaining fund information of City of Merrill, Wisconsin (the “City") for the year ended
December 31, 2015. The City's financial statements, including our report thereon dated May 18, 2016, are
presented in a separate audit report document. Professional standards require that we provide you with the
following information related to our audit.

Our Responsibilities Under U.S. Generally Accepted Auditing Standards

As stated in our engagement letter, our responsibility, as described by professional standards, is to express
opinions about whether the financial statements are fairly presented, in all material respects, in conformity with
accounting principles generally accepted in the United States of America. Our audit of the financial statements
does not relieve you or management of your responsibilities.

In planning and performing our audit, we considered the City’s internal control over financial reporting in order to
determine our auditing procedures for the purpose of expressing our opinions on the financial statements and not
to provide assurance on the internal control over financial reporting.

As part of obtaining reasonable assurance about whether the City’'s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and
grants. While our audit provides a reasonable basis for our opinion, it does not provide a legal determination on
the City's compliance with those requirements.

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.

Significant Audit Findings

Consideration of Internal Control

In planning and performing our audit of the financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the City as of and for the year ended
December 31, 2015, in accordance with auditing standards generally accepted in the United States of America,
we considered the City's internal control over financial reporting (internal control) as a basis for designing auditing
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 City's internal control.
Accordingly, we do not express an opinion on the effectiveness of the City's internal control. Our report on

internal control over financial reporting and on compliance and other matters is presented on pages 45 — 46 of the
annual report.
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Our consideration of internal control was for the limited purpose described in the preceding paragraph 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.
However, as discussed below, we identified a certain deficiency in internal control that we consider to be a
significant deficiency.

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 City's financial statements
will not be prevented, or detected and corrected, on a timely basis. We did not identify any deficiencies in internal
control over financial reporting that we consider to be material weaknesses.

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. We consider the
following deficiency in the City's internal control to be a significant deficiency:

Finding 2014-001 Preparation of Annual Financial Report
This finding is described in detail in the schedule of findings and responses on page 47 of the annual report.

The City's written response to the significant deficiency identified in our audit has not been subjected to the audit
procedures applied in the audit of the financial statements and, accordingly, we express no opinion on it.

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by the City are described in Note A to the financial statements. As described in Note
D.5 to the financial statements, the City changed accounting policies related to pension accounting by adopting
Statement of Governmental Accounting Standards Board (GASB) No. 68, Accounting and Financial Reporting for
Pensions — An Amendment of GASB Statement No. 27 and Statement No. 71, Pension Transition for
Contributions Made Subsequent to the Measurement Date — An Amendment of GASB Statement No. 68, in 2015.
We noted no transactions entered into by the City during the year for which there is a lack of authoritative
guidance or consensus. To the best of our knowledge, all significant transactions 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 included in the financial statements were:

Depreciable Life of Capital Assets

e Management's estimate of the depreciable life of the capital assets is based upon analysis of the
expected useful life of the capital assets. We evaluated the key factors and assumptions and the
consistency in these factors and assumptions used to develop the depreciable life in determining
that it is reasonable in relation to the financial statements taken as a whole.

Net Pension Asset and related Deferred Qutflows of Resources

e Management's estimate of the net pension asset and related deferred outflows of resources is
based on information received from the Wisconsin Retirement System. We evaluated the key
factors and assumptions used to develop the net pension asset and related deferred outflows of
resources in determining that they are reasonable in relation to the financial statements taken as a
whole.



Accumulated Sick Leave

e Management's estimate of accumulated sick leave is based upon analysis of the employees sick
leave balance. We evaluated the key factors and assumptions and the consistency in these factors
and assumptions used to develop the liability in determining that it is reasonable in relation to the
financial statements taken as a whole.

Unbilled Utility Revenue

e Management's estimate of unbilled utility revenue is based upon a prorated calculation of the billing
registers for the first quarter of 2016. We evaluated key factors and assumptions and the
consistency in these factors and assumptions used to develop the receivable in determining that it
is reasonable in relation to the financial statements taken as a whole.

The financial statement 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. Copies of the audit adjustments are available from

management. The following material misstatement was detected as a result of audit procedures were corrected
by management:

¢ (GASB Statement No. 68 implemented, increasing net pension asset by $1,460,592, deferred outflows by
$1,548,131 and a cumulative adjustment of $2,951,357.

The information to record this adjustment was provided by the Wisconsin Retirement System.
Disagreements 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
auditors’ report. 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 May 18, 2016. The management representation letter follows this communication.

Management Consullations 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 City's financial statements or a determination of the type of auditors' 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 City's auditors. However, these discussions
occurred in the normal course of our professional relationship and, to the best of our knowledge, our responses
were not a condition to our retention.

Other Matters

We applied certain limited procedures to the schedules relating to pensions, which are required supplementary
information (RSI) that supplement the basic financial statements. Our procedures consisted of inquiries of
management regarding 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 did not audit the RSI and do not express an opinion or
provide any assurance on the RSI.

We were engaged to report on the supplementary information, which accompanies the financial statements but is
not RSI. With respect to this supplementary information, we made certain inquiries of management and
evaluated the form, content, and methods of preparing the information to determine that the information complies
with accounting principles generally accepted in the United States of America, the method of preparing it has not
changed from the prior period, and the information is appropriate and complete in relation to our audit of the
financial statements. We compared and reconciled the supplementary information to the underlying accounting
records used to prepare the financial statements or to the financial statements themselves.

Restriction on Use
This information is intended solely for the use of the City Council, and management of City of Merrill and is not

intended to be, and should not be, used by anyone other than these specified parties.

Sincerely,

Aokenod e

Certified Public Accountants
Green Bay, Wisconsin
May 18, 2016



SUMMARY FINANCIAL INFORMATION

1. City Governmental Fund Balances

Presented below is a summary of the various City governmental fund balances on December 31, 2015,
including a comparison to the prior year. This information is provided for assisting management in assessing
financial results for 2015 and for indicating financial resources available at the start of the 2016 budget year.

| 12131115 | 12731114 |
General Fund
Nonspendable
Inventories and prepaid items $ 139,826 $ 142,527
Restricted
Capital improvements - 208,346
Committed for
Nonlapsing reserves 1,097,308 2,283,880
Unassigned 7,808 968,095
Total Fund Balance 1,244,942 3,602,848
Special Revenue Funds
Community development block grant
Restricted for community development 406,325 382,174
Library
Restricted for library endowment 483,340 504,016
Remedial action
Restricted for landfill monitoring 452,907 475,437
Total Special Revenue Funds 1,342,572 1,361,627
Debt Service Fund
Restricted for debt service 710 1,168
Capital Projects Funds
Restricted for TID project plan
TIF No. 3 21,280 393,797
TIF No. 5 13,914 6,168
Unassigned
TIF No. 4 (264,838) (232,328)
TIF No. 6 (715,831) (673,078)
TIF No. 7 (86,833) (56,548)
TIF No. 8 (620,112) (622,709)
TIF No. 9 (103,893) (69,777)
TIF No. 10 (8,491) -
Total Capital Projects Funds (1,764,804) (1,244,475)
Total Governmental Fund Balances 3 823420 $ 3,721,168



General Fund
Overall general fund decreased by $2,357,906 with unassigned fund balance of $7,808. The general fund, as
reported, incorporates both operating and capital components, as summarized below:

[ 1213115 [ 12131114 ]
General Fund

General operations $ 4951803 $ 4,848,476
Nonlapsing reserve 942,419 2,128,996
School resource officer (20,237) (17,385)
County fairgrounds 3,347 -
Capital improvements (4,632,390) (3,357,239)
Total $ 1244942 $ 3,602,848

The decrease occurred because the City constructed the Aquatic Center, spending donations received in
2014 during 2015. The capital improvements represent capital outlay items which will be reimbursed from a
2016 bond issue, restoring portions of the general fund at that time.

We recommend the City evaluate whether to separately report its capital portion of its budget in a separate
fund to minimize the timing impact on funding capital improvements to when the improvements are spent.

The general fund is currently advancing funds to TID capital projects funds with deficit cash positions,
providing the financing source for project plan expenditures. If these advances are not anticipated to be
repaid within a year, or borrowing reimbursements made portions of the general fund balance should be
segregated and shown as not available for appropriation, as they are committed to covering cash deficits of
these funds.



2. Water Utility Operating Results

A comparative summary of the water utility’s operating resuits for the years ending December 31, 2015 and
2014 follows:

[ 2015 | 2014 |

Operating Revenues

Charges for senices $ 1379380 § 1,378,740

Other 109,099 103,572

Total Operating Revenues 1,488,479 1,482,312
Operating Expenses

Operation and maintenance 729,083 822,853

Depreciation 366,574 368,832

Total Operating Expenses 1,095,657 1,191,685
Operating Income 392,822 290,627
Nonoperating Revenues (Expenses)

Interest income 1,833 2,634

Merchandising and jobbing 43 14,798

Interest and fiscal charges (32,475) (34,269)

Total Nonoperating Revenues (Expenses) (30,599) (16,837)
Income before transfers and contributions 362,223 273,790
Capital contributions - 9,004
Transfers out - payment in lieu of taxes (348,498) (354,736)
Change in Net Position $ 13,725 § (71,842)

The City's water utility reported an operating income of $392,822 compared to $290,627 for the prior year. To
further evaluate the operating activities, we have calculated the water utility’s rate of return below.

Rate of Return - The Public Service Commission of Wisconsin (PSC) determines rates charged to customers
of the water utility by calculating a rate of return on the water utility's average net rate base. Presented below
is the calculation of the rates of return for 2015 and 2014 for the water utility based on the format used by the
PSC: The PSC operating income differs from the above operating income by the following items:

¢ The PSC considers the property tax equivalent to be an expense in the year accrued while the
property tax equivalent is considered an expense for financial reporting purposes in the year
transferred to the City.

¢ The PSC no longer allows the water utility to recover depreciation on contributed plant from current
rates; therefore, this depreciation expense is removed from PSC operating income.

| 2015 [ 2014 |
Rate of Return 1.27% -0.17%




2. Water Utility Operating Results (Continued)

An analysis of rate of return follows:

10% — =

8% +— — — - —

4%

2% +—

0% +—

2% ———
2011 2012 2013 2014 2015

Authorized Rate of Return

Rate of Return

Summary Comment: The rate of return generated was lower than the authorized rate of return (2.50%).
The water utility reported a cash and investment balance at the December 31, 2015 of $1,403,644, compared
to a balance of $1,350,999 at December 31, 2014. The water utility generated cash flows from operations of
$758,950 in 2015 compared to $635,740 in 2014 and net cash inflow from all activities of $52,645 in 2015
compared to cash expended from all activities of $235,249 in 2014. A simplified rate increase request of
3.0% was submitted to the Wisconsin Public Service Commission on May 16, 2016 with effective date of
July 1, 2016 that will increase the rate of return and the ability of the utility to maintain and replace capital
plant as needed.



3. Sewer Utility Operating Results

A comparative summary of the sewer utility's operating results for the years ending December 31, 2015 and

2014 follows:

Operating Revenues
Charges for services
Other
Total Operating Revenues

Operating Expenses
Operation and maintenance
Depreciation
Total Operating Expenses

Operating Income

Nonoperating Revenues (Expenses)
Interest income
Interest expense
Other income
Total Nonoperating Revenues (Expenses)

Change in Net Position

generated by operating activities totaled $615,690 compared

2015 | 2014 |

$

1,448,556 $ 1,460,382
126,246 164,518

1,574,802 1,624,900

932,297 799,073

343,073 328,839

1,275,370 1,127,912

289,432 496,988

2,249 2,655
(5,817) (6,391)

- 22,039

(3,568) 18,303

$ 295864 $ 515291

Because the sewer utility is not regulated by the PSC and treatment plants are typically capital intensive with
depreciation expense being a significant component of operating expenses, it is important to consider cash
flows when evaluating the sewer utility operating results. For the year ended December 31, 2015, the cash

to $786,319 for 2014. As of

December 31, 2015, the sewer utility had cash from operations of $187,504, an increase of $55,887 from the
prior year, and restricted cash and investment balance of $948,231. As of December 31, 2015, the future

debt services are as follows:

Year Ended General
December 31 Obligation Interest Total

2016 $ 31,507 $ 5951 § 37.458
2017 32,048 5,059 37,107
2018 32,595 4,155 36,750
2019 33,343 3.234 36,577
2020 33,731 2,290 36,021
2021-2025 25,000 5,310 30,310
2026 10,000 430 10,430

$ 198,224 % 26,429 §$ 224,653




NEW ACOUNTING STANDARD

New Accounting Standards

Fair Value Measurement and Applicatiop

In February 2015, the Governmental Accounting Standards Board (GASB) issued Statement No. 72, Fair Value
Measurement and Application, which addresses accounting and financial reporting issues related to fair value
measurement, primarily for investments. GASB Statement No. 72 defines fair value 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. It also provides guidance on how fair value should be measured, what assets and liabilities
should be measured at fair value, and what information about fair value should be disclosed in the notes to the
financial statements.

This Statement requires a government to use valuation techniques that are appropriate under the circumstances
and for which sufficient data are available to measure fair value. The techniques should be consistent with one or
more of the following approaches: the market approach, the cost approach, or the income approach. It
establishes a hierarchy of inputs to valuation techniques used to measure fair value. That fair value hierarchy has
three levels of inputs based on the objectivity and reliability of the information. Level 1 inputs are quoted prices in
active markets for identical assets or liabilities. Level 2 inputs are observable inputs for similar assets or liabilities.
Finally, Level 3 inputs are unobservable inputs. GASB Statement No. 72 requires additional footnote disclosures
about fair value measurement, the level of fair value hierarchy and valuation techniques used.

The new standard is effective for years beginning after June 15, 2015, although early application is encouraged.
We recommend that the City review the new standard, determine its investments that are subject to fair value
measurement and value those investments according to the valuation techniques and inputs outlined in the
Statement. We are able to assist you in implementing this standard.

This comment is for informational purposes.
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City of Merrill

Kathy Unertl, Finance Director
1004 East 1s1 Street + Merrill, Wisconsin « 54452
Phone: 715.536.5594 « Fax: 715.539.2668

e-mail: Kathy.Unertl@ci.merrill.wi.us

MERRILY

v “-‘lx -
WMEEU sy
2 i

May 18, 2016

Schenck SC

2200 Riverside Drive

P.O. Box 23819

Green Bay, WI 54305-3819

This represenlalion lelter is provided in connection with your audit of the financial stalements of the
City of Merrill, (the city"), which comprise the respeclive financial position of the govemmental
activilies, the business-type aclivities, each major fund, and the aggregate remaining fund information
as of December 31, 2015, and the respeclive changes in the financial position and where applicable,
cash flows for the year then ended, and lhe relaled notes lo the financial statemenls for the purpose of
expressing opinions as lo whether the financial stalemenls are presented [airly, in all malerial respecls,
in accordance with accounting principles generally accepled in the United States of America (U.S.
GAAP).

Certain representalions in this lelter are described as being limiled (o mallers that are malerial. ltems
are considered material, regardless of size, if they involve an omission or misstatement of accounting
information thal, in light of surrounding circumstances, makes it probable that the judgment of a
reasonable person relying on the infarmalion would be changed or influenced by the omission or
misstatemenl. An omission or misstatement that is monetarily small in amount could be considered
malerial as a resull of qualilative factors.

We confirm, (o the best of our knowledge and belief, as of May 18, 2016, the following
representations made to you during your audil.

Financial Statements

1. We have fulfilled our responsibilities, as set out in the terms of the audit engagement letter
dated November 11, 2015, including our responsibility for the preparation and fair presenlation
of the financial stalements in accordance with U.S. GAAP and for preparation of the
supplementary information in accordance with the applicable criteria.

2. The financial statemenls referred to above are fairly presented in conformity with U.S. GAAP and
include all properly classified funds and other financial information of lhe primary government
required by generally accepted accounling principles lo be included in the financial reporting
enlity.

3. Inregards lo accounting estimates:

= The measuremenl processes used by management in delermining accounling eslimates
is appropriale and consistent.

= The assumplions approprialely reflect management’s intent and ability lo carry oul
specific courses of action.

= The disclosures relaled lo accounling eslimales are complete and appropriate.
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10.

11.

= No subsequent event has occurred thal would require adjustment to the accounting estimates or
disclosures included in the financial statements.

We acknowledge our responsibility for the design, implementation, and maintenance of internal
control relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.

We acknowledge our responsibility for the design, implementation, and maintenance of internal
contirol to prevent and detect fraud.

Significant assumptions we used in making accounting estimates, including those measured at fair
value, are reasonable.

Related party relationships and transactions, including revenues, expenditures/expenses, loans,
transfers, leasing arrangements, and guarantees, and amounts receivable from or payable to related
parties have been appropriately accounted for and disclosed in accordance with U.S. GAAP.

Adjustments or disclosures have been made for all events, including instances of noncompliance,
subsequent 1o the date of the financial statements that would require adjustment to or disclosure in
the financial statements.

We are in agreement with the adjusting Joumal entries you have proposed, and they have been
posted to the Cily's accounts.

The effecls of all known actual or possible litigation, claims, and assessments have been accounted
for and disclosed in accordance with U.S. GAAP.

Guaraniees, whether written or oral, under which the City is contingently liable, if any, have been
properly recorded or disclosed.

information Provided

12.

13.

We have provided you with:

a. Access to all informalion, of which we are aware, that is relevant to the preparalien and fair
presentation of the financial stalements, such as records, documentation, and other matters.

b. Additicnal information that you have requested from us for the purpose of the audit.

c. Unrestricted access (o persons within the City from whom you determined it necessary to obtain
audit evidence.

d. Minutes of the meetings of the City Council or summaries of actions of recent meetings for which
minutes have not yet been prepared.

All material transactions have been recorded In the accounting records and are reflected in the
financial statements.

14. We made an assessment of the risk that the financial statements may be materially misstaled as a

result of fraud. We have disclosed the results of our assessment as follows:
a. We have no knowledge of any fraud or suspected fraud that affects the entity and involves:

i. Management,
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ii. Employees who hava significant roles in internal control, or
iit. Others where the fraud could have a material effect on the financial slatements.

b. We have no knowledge of any allegations of fraud or suspected fraud affecting the City’s financial
statementls communicated by employees, former employees, regulators, or others.

15. Except as made known lo you, we have no knowledge of instances of noncompliance or suspected
noncompliance with provisions of laws, regulations, contracls, or grant agreements, or abuse, whose
effects should be considered when preparing financial statements.

16. We have disclosed 1o you all known aclual or possible litigation, claims, and assessments whose
effects should be considered when preparing the financial statements.

17. We have disclosed to you the identity of the City’s relaled parties and all the related party
relationships and transactions of which we are aware.

Govemment - specific

18. There have been no communications from regulatory agencies concerning noncompliance with, or
deficiencies in, financial reporting praclices.

19. We have a process o frack lhe status of audit findings and recommendations.

20. We have idenlified to you any previous audils, atlestation engagements, and other studies related to
the audit objectives and whelher relaled recommendations have been implemented.

21. We have pravided our views on reported findings, conclusions, and recommendations, as well as our
planned corrective actions, for the report.

22. The City has no plans or intentions that may materially affect the carrying value or classification of
assets, liabilities, deferred inflows/outflows of resources, or equity.

23. We are responsible for compliance with the laws, regulations, and provisicns of contracts and grant
agreements applicable to us, including tax or debt limits and debt contracts; and legal and contractual
provisions for reporting specific activities in separate funds.

24. We have identified and disclosed to you all Instances, which have accurred or are likely to have
occurred, of fraud and noncompliance with provisions of laws and regulations that we believe have a
material effect on the financial statements or olher financial data significant to the audit objectives,
and any other inslances that wamant the atiention of those charged with govemnance.

25. We have [dentified and disclosed to you all instances, which have occurred or are likely to have
occurred, of noencompliance with provisions of contracts and granl agreements that we believe have a
material effect on the determination of financial statement amounts or ather financial dala significant
to the audit objectives.

26. We have identified and disclosed to you all instances that have occurred or are likely lo have
occurred, of abuse that could be quantitatively or qualitatively material 1o the financial statements or
other financial data significant to the audit objectives.



Schenck SC
May 18, 2016
Page4d

27.

28.

29,

31.
32

3a.

3s.

36.

37.
38.

39.

40.

41,

There are no violalions or possible violations of budget ordinances, laws and regulations (including
those pertaining to adopting, approving, and amending budgets), provisions of coniracts and grant
agreements, lax or debt limils, and any related debt covenants whose effects should be considered
for disclosure in the financial slalements, or as a basis for recording a loss contingency, or for
reporting on noncempliance.

As part of your audil, you assisted wilh preparation of the financial statements and related notes,
state financial report, and Public Service Commission annual report. We acknowledge our
responsibility as it relates to those nonaudit services, including that we assume all management
responsibilities; oversee the services by designating an individual, preferably within senior
management, who possesses suitable skill, knowledge, or experience; evaluate the adequacy and
results of the services performed; and accepl responsibility for the results of the services. We have
reviewed, approved, and accepled responsibility for those financial statements and related notes,
stale financial report, and Public Service Commission annual report.

The City has satisfactory title to all owned assets, and there are no liens or encumbrances on such
assals nor has any asset been pledged as collateral.

. The Cily has complied with all aspecls of contraclual agreements that would have a material effect on

the financial statements in the event of noncompliance.
We have followed all applicable laws and regulations in adopting, approving, and amending budgets.

The financial statements include all companent unils as well as joint ventures with an equity interest,
and properly disclose all other joint ventures and other related organizations.

The financial stalements properly classify all funds and acltivities, in accordance with GASB
Statement No. 34.

. All funds that meet the quantilative crileria in GASB Stalement Nos. 34 and 37 for presentalion as

major are identified and presenled as such and all other funds that are presenled as major are
particularly important to financial statement users.

Components of net posillon (net Investment in capital assets, restricted, and unrestricted) and
compenents of fund balance (nonspendable, restricted, commitled, assigned and unassigned) are
properly classified and, if applicable, approved.

Investments, derivalive instruments, and land and other real estale held by endowments are properly
valued.

Provisions for uncollectible receivables have been properly idenlified and recorded.

Expenses have been appropriately classlified in or allocated to funclions and programs in the
statement of aclivilies, and allacations have been made on a reasonable basis.

Revenues are appropriately classified in the statement of activities within program revenues or
general revenues.

Interfund, intemal, and intra-entity activity and balances have been appropriately classified and
reported.

Deposits and investment securilies and derivative transactions are propery classified as to risk and
are properly disclosed.
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42,

43,

44,

45,

46.

47.

48.

49.

50

51.

Capital assets, including Infrastructure and intangible assels, are properly capitalized, reported, and,
if applicable, deprecialed.

Jaint ventures, joinlly governed organizations, and other related organizalions have been properly
disclosed in the financial statements.

We have appropriately disclosed the City’s policy regarding whether to first apply restriclted or
unrestricted resources when an expense is incurred for purposes for which both restricled and
unrestricted net position is available and have determined that net position is properly recognized
under the policy.

We are following our eslablished accounting policy regarding which resources (that is, restricted,
commitled, assigned, or unassigned) are considered (o be spent first for expenditures for which more
than one resource classificationis available. That policy delermines the fund balance classifications
for financial reporting purposes.

We acknowledge our responsibility for the required supplementary information (RS!). The RSlis
measured and presented within prescribed guidelines and the metheds of measurement and
presenlation have not changed from those used in the prior period. We have disclosed to you any
significant assumplions and interpretations underlying the measurement and presentation of the RSI.

We acknowledge our responsibility for presenting the nonmajor fund combining statements, individual
fund stalements, (the supplementary information) in accordance with accounting principles generally
accepted in the United States of America, and we believe the supplementary information, including its
form and content, is fairly presented in accordance with accounting principles generally accepted in
the United States of America. The methods of measurement and presentation of the supplementary
information have not changed from those used in the prior period, and we have disclosed 1o you any
significant assumptions or inlerprelations underlying the measurement and presentalion of the
supplementary information.

We agree wilh the findings of specialists in evaluating pension benefits and have adequately
considered the qualifications of the specialist in determining the amounts and disclosures used in the
financial statements and underlying accounting records. We did not give or cause any instructions to
be given to specialists wilh respect to the values or amaounts derived in an attempt to bias their work,
and we are no! otherwise aware of any matters that have had an impact on the independence or
objectivity of the specialists.

The fact that the amount of "uncollateralized” deposils or "uninsured, unregistered securities held by
the counierparty, or by its trust depariment or agent but not in the City's name* during the period
significantly exceeded the amounis in those categories as of the balance sheet was properly
disclosed in the financial statements.

Arrangements with financial institutions involving repurchase, reverse repurchase, or secutities
lending agreements, compensaling balances, or other arrangements involving restrictions on cash
balances and line-of-credit or similar arrangements, have been properly recorded or disclosed in the
financlal statements.

The metheds and significant assumptions used to determine fair values of financial instruments are
as follows: Fair value Is the amgunt at which a financial instrument could be exchanged in a current
transaclion between willing parties, other than in a forced or liquidation sale. The methods and
significant assumptions used result in a measure of fair value appropriate for financial statement
measurement and disclosure purposes.
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52. Receivables recorded in the financial statements represent valid claims against debtors for
transactions arising on or before the balance sheet dale and have been reduced lo their estimated
net realizable value.

§3. Capital assels have been evaluated for impairmenl as a result of significant and unexpected decline
in service ulility. Impairment loss and insurance recoveries have been properly recorded.

54. We believe that the actuarial assumptions and methods used to measure pension liabilities and costs
for financial accounting purposes are appropriate in the circumstances.

55. We have not completed the process of evaluating the impact that will resuit from adopting
Governmental Accounting Standards Board (GASB) Statements No. 72, Fair Value Measurement
and Application, No. 74, Financial Reporting for Post-employment Benefit Plans other than Pension
Plans, No. 75, Accounting and Financlal Reporting for Post-employment Benefits Other Than
Pensions and No. 77, Tax Abalement Disclosures, as discussed in Note D.6. The City is therefore
unable (o disclose the impact that adopling these GASB Statements will have on Its financial pasition
and the resulis of its operations when the Statements are adopted.

56. We have evaluated and classified any subsequent events as recognized or nonrecognized through the
date of this letter. No events, including instances of noncompliance, have occurred subsequent to the
balance sheet date and through the date of this letter that would require adjustment to or disclosure in
the aforementioned financial siatements or in the schedule of findings and questioned costs.

Katherine Unertl
City Admsinistrator Finance Direclor
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