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Notes to the Illustrative 
Combined Financial Statements

(To be used in conjunction with Local Governmental Audit 
and Accounting Manual as of March 1, 1991.)

Addendum
The notes contained in this booklet refer to the 

illustrative combined financial statements printed on 
pages 386 - 392 of the Local Governmental Audit and 
Accounting Manual (March 1, 1991).



NAME OF GOVERNMENT

Illustrative Notes to Financial Statements

December 3 1 , 19X2

(1) Summary of Significant Accounting Policies

The Name of Government accounts for its financial position and results of operations in accordance with 
generally accepted accounting principles applicable to governmental units. Accordingly, the city uses several 
funds and account groups which are described below.

A. Fund Types and Account Groups

A fund or account group is an accounting entity with a self-balancing set of accounts established to record 
the financial position and results of operations of a specific governmental activity. The City maintains the 
following fund types and account groups:

Governmental fund types, that include the General Fund, special revenue funds and the Capital Projects 
Fund, are used to record the general operations of the City;

Proprietary fund types, that are used to account for activities conducted on a fee for service basis in a man
ner similar to commercial enterprises, provide services to the City (internal service funds) and the public 
(enterprise funds);

Fiduciary fund types (trust and agency funds), that are used to account for assets held by the City as an 
agent for private individuals or organizations or in trust;

General fixed assets and general long-term obligation account groups, that are used to account for prop
erty and equipment and long-term obligations of governmental funds. General long-term bonded debt 
was repaid through the General Fund, because it was the City's policy to allocate property tax collections 
first to debt service requirements, then to other purposes.

The combined financial statements include total columns that aggregate the financial statements of the 
various fund types and account groups. The columns are designated "memorandum only" because the 
totals are not comparable to a consolidation in that interfund transactions are not eliminated. Comparative 
information presented for 19X1 contains certain reclassifications to conform to the 19X2 presentation.

B. Reporting Entity

All significant activities and organizations on which the City exercises oversight responsibility have been 
included in the City's general purpose financial statements, for the year ended December 31, 19X2. The 
following criteria regarding manifestation of oversight were considered by the City in its evaluation of City 
organizations and activities:

Financial interdependency—The City is responsible for its debts and is entitled to surpluses. No separate 
agency receives a financial benefit nor imposes a financial burden on the City.

Election of the government authority—The locally elected City Council is exclusively responsible for all 
public decisions and accountable for the decisions it makes.

Designation of management—The City Council appoints the City Manager and the Water Commissioner. 
The City Manager hires other members of City management and the Water Commissioner appoints a 
Water Commission manager who hires other members of the Water Commission management. The 
activities under the purview of management are within the scope of the reporting entity and management 
is accountable to the City Council for the activities being managed.
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Ability to significantly influence operations—The City Council has the statutory authority under the 
provisions of the Revised Statutes to significantly influence operations. This authority includes, but is not 
limited to, adoption of the budget, control over all assets, including facilities and properties, short-term 
borrowing, signing contracts, and developing the programs to be provided.

Accountability of fiscal matters—The responsibility and accountability over all funds is vested in the City 
management.

C. Basis of accounting

Governmental fund types, agency funds and the expendable trust fund use a modified accrual basis of 
accounting. Revenues are recognized when available and measurable. Revenues that are accrued include 
federal and state grants and subventions, property taxes, transient occupancy taxes, sales taxes collected 
by the State on behalf of the City prior to year-end, interest, and certain charges for current services. 
Revenues that are not considered susceptible to accrual include certain licenses, permits, fines, 
forfeitures, penalties and other taxes. Expenditures, other than interest on long-term debt, are recorded 
when the liability is incurred.

Proprietary fund types and the nonexpendable trust fund are accounted for on the accrual basis. The 
Water and Wastewater Enterprise Funds bill for services on a staggered, bimonthly basis. This billing 
method does not capture all amounts receivable by the City at the end of each fiscal year. The unbilled 
amounts and the variance between such amounts at December 31, 19X2 and 19X1 are not material and 
have not been recorded.

D. Fixed Assets and Long-Term Liabilities

The accounting and reporting treatment applied to the fixed assets and long-term liabilities associated 
with a fund are determined by its measurement focus. All governmental funds and Expendable Trust 
Funds are accounted for on a spending or "financial flow " measurement focus. This means that only 
current assets and current liabilities are generally included on their balance sheets. Their reported fund 
balance (net current assets) is considered a measure of "available spendable resources." Governmental 
fund operating statements present increases (revenues and other financing sources) and decreases 
(expenditures and other financing uses) in net current assets. Accordingly, they are said to present a 
summary of sources and uses of "available spendable resources" dining a period.

Fixed assets used in governmental fund type operations (general fixed assets) are accounted for in the 
General Fixed Assets Account Group, rather than in governmental funds. Public domain ("infrastruc
ture") general fixed assets consisting of certain improvements other than buildings, including roads, 
bridges, curbs and gutters, streets and sidewalks, drainage systems, and lighting systems, are capitalized 
along with other general fixed assets. No depreciation has been provided on general fixed assets.

All fixed assets are valued at historical cost or estimated historical cost if actual historical cost is not avail
able. Donated fixed assets are valued at their estimated fair value on the date donated.

Long-term liabilities expected to be financed from governmental funds are accounted for in the General 
Long-Term Debt Account Group, not in the governmental funds.

The two account groups are not "fu n d s." They are concerned only with the measurement of financial 
position. They are not involved with measurement of results of operations.

Noncurrent portions of long-term receivables due to governmental funds are reported on their balance 
sheets, in spite of their spending measurement focus. Special reporting treatments are used to indicate, 
however, that they should not be considered "available spendable resources," because they do not rep
resent net current assets. Recognition of governmental fund type revenues represented by noncurrent 
receivables is deferred until they become current receivables. Noncurrent portions of long-term loans 
receivable are offset by fund balance reserve accounts.
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Special reporting treatments also are applied to governmental fund inventories to indicate that they do 
not represent "available spendable resources," even though they are a component of net current assets. 
Such amounts generally are offset by fund balance reserve accounts.

Because of their spending measurement focus, expenditure recognition for governmental fund types is 
limited to exclude amounts represented by noncurrent liabilities. Because they do not affect net current 
assets, such long-term amounts are not recognized as governmental fund type expenditures or fund 
liabilities. They instead are reported as liabilities in the General Long-Term Debt Account Group.

All proprietary funds and Nonexpendable Trust and Pension Trust Funds are accounted for on a cost of 
services or "capital maintenance" measurement focus. This means that all assets and all liabilities 
(whether current or noncurrent) associated with their activity are included on their balance sheets. Their 
reported fund equity (net total assets) is segregated into contributed capital and retained earnings com
ponents. Proprietary fund type operating statements present increases (revenues) and decreases 
(expenses) in net total assets.

Depreciation of all exhaustible fixed assets used by proprietary funds is charged as an expense against 
their operations. Accumulated depreciation is reported on proprietary fund balance sheets. Deprecia
tion has been provided over the estimated useful lives using the straight line method. The estimated 
useful lives are as follows:

Buildings 25-50 years
Improvements 10-20 years
Equipment 3-10 years

E. Budgets and Budgetary Accounting

The City follows these procedures in establishing the budgetary data reflected in the financial statements:

1. Prior to September 1, the City Manager submits to the City Council a proposed operating budget for 
the fiscal year commencing the following January 1. The operating budget includes proposed 
expenditures and the means of financing them.

2. Public hearings are conducted at locations throughout the City to obtain taxpayer comments.

3. Prior to November 1, the budget is legally enacted through passage of an ordinance.

4. The City Manager is authorized to transfer budgeted amounts between departments within any 
fund; however, any revisions that alter the total expenditures of any fund must be approved by the 
City Council.

5. Formal budgetary integration is employed as a management control device during the year for the 
General Fund, Special Revenue Funds, and Capital Projects Funds. Formal budgetary integration is 
not employed for Debt Service Funds because effective budgetary control is alternatively achieved 
through general obligation bond indenture provisions.

6. Budgets for the General, Special Revenue, and Capital Projects Funds are adopted on a basis consis
tent with generally accepted accounting principles (GAAP).

7. Budgeted amounts are as originally adopted, or as amended by the City Council on June 27, 19X2. 
Individual amendments were not material in relation to the original appropriations which were amended.

F. Encumbrances

Encumbrance accounting, under which purchase orders, contracts, and other commitments for the 
expenditure of monies are recorded to reserve that portion of the applicable appropriation, is employed 
as an extension of formal budgetary integration in the General Fund, Special Revenue Funds, and Capital 
Projects Funds. Encumbrances outstanding at year end are reported as reservations of fund balances 
because they do not constitute expenditures or liabilities.
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G. Investments
Investments are stated at cost or amortized cost, which approximates market.

H. Inventory
Inventory is valued at the lower of cost (first-in, first-out) or market. Inventory in the General and Special 
Revenue Funds consists of expendable supplies held for consumption. The cost is recorded as an expen
diture at the time individual inventory items are purchased. Reported inventories are equally offset by 
a fund balance reserve which indicates that they do not constitute “ available spendable resources" even 
though they are a component of net current assets.

I. Advance to Other Funds
Noncurrent portions of long-term interfund loans receivable (reported in “ Advance to " asset accounts) 
are equally offset by a fund balance reserve account which indicates that they do not constitute “ availa
ble spendable resources" because they are not a component of net current assets. Current portions of 
long-term interfund loans receivable (reported in “ Due from " asset accounts) are considered “ available 
spendable resources."

J. Accumulated Unpaid Vacation, Sick Pay, and Other Employee Benefit Amounts
Accumulated unpaid vacation, sick pay, and other employee benefit amounts are accrued when incurred 
in proprietary funds (using the accrual basis of accounting). Such amounts are not accrued in govern
mental funds (using the modified accrual basis of accounting). At December 31, 19X2, unrecorded 
General and Special Revenue Fund liabilities included approximately $32,000 vacation pay, $17,000 sick 
pay, and $19,000 employee health benefits. These amounts do not exceed normal year's accumulations.

K. Comparative Data
Comparative total data for the prior year have been presented in the accompanying financial statements 
to provide an understanding of changes in the City's financial position and operations. However, com
parative (i.e., presentation of prior year totals by fund type) data have not been presented in each of the 
statements because their inclusion would make the statements unduly complex and difficult to read.

L . Statement of Cash Flows
In 19X2 the City adopted GASB Statement 9, “Reporting Cash Flows of Proprietary and Nonexpendable 
Trust Funds and Governmental Entities That Use Proprietary Fund Accounting". For purposes of 
reporting cash flows all highly liquid investments (including restricted assets) with a maturity of three 
months or less are considered to be cash equivalents.

(2) Cash and Investments
Cash and investments stated at cost consisted of the following:
Cash $ (XXX,XXX)
Certificates of deposit XX,XXX,XXX
Pooled investments XX,XXX,XXX
Cash and investments in deferred compensation plan X,XXX,XXX
The City maintains a cash and investment pool for all funds except those of the Civic Center Lease Trust 
Fund and certain restricted assets of the Parking Authority Enterprise Fund, that are held separately at the 
Bank of America as trustee for the City, and the Deferred Compensation Fund that are held by ICMA Retire
ment Corporation (ICMA). Investment income generally is allocated to the various funds based upon the 
funds' average cash and investment balances.
All cash and time deposits are entirely insured or collateralized. The name of state Government Code 
requires name of state banks and savings and loan associations to secure a City's deposits by pledging 
government securities as collateral. The market value of pledged securities must equal at least 110% of a 
City's deposits. Name of state law also allows financial institutions to secure City deposits by pledging first 
trust deed mortgage notes having a value of 150% of a City's total deposits.
The City may waive collateral requirements for deposits that are fully insured up to $100,000 by the Federal 
Deposit Insurance Corporation (FDIC) or Savings Association Insurance Fund (SAIF).
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The surplus funds of the City may be invested in any of the following list of eligible securities. This list is 
drawn from the approved investments contained in the [name of state] Government Code Sections 53600 
et seq., limited further by the investment policy adopted by City Council.

Maximum

General instruments

Dollar limits term Liquid

Local Agency Investment Fund (LAIF) $10 million Available 
on demand

Yes

U.S. Treasury Bonds, Notes and Bills None 5 years Yes
U.S. Government Agencies
Collateralized investments

None 5 years Yes

Reverse Repurchase Agreements $15 million 6 months By agreement
Time Deposits—Banks and Savings Associations $15 million 1 year No
Financial options
Uncollateralized instruments

$15 million 60 days Yes

Negotiable Certificates of Deposit 30% of total portfolio 5 years Yes
Certain Corporate Medium Term Notes 15% of total portfolio 5 years Yes
Commercial Paper 30% of total portfolio 90 days Yes
Bankers Acceptances 30% of total portfolio 180 days Yes

At year end, the carrying amount of the City's investments was $XXX,XXX,XXX with a market value of
$xxx,xxx,xxx.
The City's investments are shown by type, carrying amount, market value and level of risk assumed in the 
holding of the various securities.

The levels of risk assumed in the various investments are categorized as follows:

Category 1: includes investments that are insured or registered or for which the securities are held by the 
City of its agent in the City's name.

Category 2: includes uninsured and unregistered investments for which the securities are held by the 
bank's or dealer's trust department or agent in the City's name.

Category 3: includes uninsured and unregistered investments for which the securities are held by the bank
or dealer, or by its trust department or agent but not in the City's name.

Total
market

Category Total
cost1 2 3

U.S. Government 
Securities $ $ XX,XXX,XXX $X,XXX,XXX $ XX,XXX,XXX $ XX,XXX,XXX
Bankers' Acceptances — X,XXX,XXX — X,XXX,XXX X,XXX,XXX
Certificates of Deposit X,XXX,XXX XX,XXX,XXX X,XXX,XXX XX,XXX,XXX XX,XXX,XXX
Corporate Term 

Medium Notes X,XXX,XXX X,XXX,XXX X,XXX,XXX
Commercial Paper — XX,XXX,XXX — XX,XXX,XXX XX,XXX,XXX

$X,XXX,XXX $xxx,xxx,xxx $X,XXX,XXX XXX,XXX,XXX XXX,XXX,XXX
Investment in State 

Treasurer's 
investment pool X,XXX,XXX X,XXX,XXX

$xxx,xxx,xxx $xxx,xxx,xxx
Reverse Repurchase Agreement

On December 1, 19X2 the City entered into a reverse repurchase agreement with First Interstate Bank. In 
this agreement the City put up a $X,XXX,XXX U.S. Treasury note with a coupon rate of interest of 6.375% 
as collateral for a loan of $X,XXX,XXX at 6.5% for thirty days. The loan proceeds were used to purchase a 
$X,XXX,XXX Imperial Savings Certificate with an interest rate of 7.1% which matures on January 1, 19X3.
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(3) Property Tax

Property taxes attach as an enforceable lien on property as of January 1. Taxes are levied on March 1 and 
payable in two installments on June 1 and September 1. The City bills and collects its own property taxes 
and also taxes for the County School District. Collections of the county taxes and remittance of them to the 
District are accounted for in the School District Tax Agency Fund. City property tax revenues are recognized 
when levied to the extent that they result in current receivables.

The City is permitted by the Municipal Finance Law of the state to levy taxes up to $5.00 per $100 of assessed 
valuation for general governmental services other than the payment of principal and interest on long-term 
debt and in unlimited amounts for the payment of principal and interest on long-term debt. The combined 
tax rate to finance general governmental services other than the payment of principal and interest on long
term debt for the year ended December 31, 19X2, was $3.74 per $100, which means that the City has a tax 
margin of $1.26 per $100 and could raise up to $XXX,XXX additional a year from the present assessed valua
tion of $XX,XXX,XXX before the limit is reached.

(4) Due from Other Governments

Amounts due from other governments include $XXX,XXX due from the County in connection with the con
struction of the Civic Center, which is expected to cost $X,XXX,XXX, with $X,XXX,XXX to be financed 
through a grant from the County ($XXX,XXX of this amount was paid during 19X8). The $XXX,XXX still due 
from the County is expected to be received when the project is 50 percent complete. Construction is 
expected to be 50 percent complete by April 1, 19X3, and fully complete by November 1, 19X3.

(5) Changes in General Fixed Assets

A summary of changes in general fixed assets follows:

Land
Buildings
Improvements other than buildings 
Equipment
Construction in progress 

Total

Balance
Jan. 1, 19X2
$X,XXX,XXX
X,XXX,XXX 

XXX,XXX 
XXX,XXX 
XXX,XXX

Additions 
$ XX,XXX

XXX,XXX 
XXX,XXX

XX,XXX 
X,XXX,XXX

Deletions
$ -

XXX,XXX
XX,XXX 
XX,XXX

XXX,XXX

Balance
Dec. 31, 19X2
$X,XXX,XXX
X,XXX,XXX 
X,XXX,XXX

XXX,XXX
X,XXX,XXX

$X,XXX,XXX $X,XXX,XXX $X,XXX,XXX $X,XXX,XXX

Construction in progress is composed of the following:

Project
authorization

Civic Center $X,XXX,XXX
Mill Street Bridge XXX,XXX
Improvement District No. 80 XXX,XXX

Total $X,XXX,XXX

Expended to Required
Dec. 31, 19X2 Committed future financing
$X,XXX,XXX $ XXX,XXX None

XXX,XXX XX,XXX None
XXX,XXX XX,XXX None

$X,XXX,XXX $X,XXX,XXX
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A summary of proprietary fund type property, plant, and equipment at December 31, 19X2 follows:

Enterprise Internal Service
Land $ XXX,XXX $ XX,XXX
Buildings XXX,XXX XX,XXX
Improvements other than buildings X,XXX,XX1 XX,XXX
Equipment X,XXX,XXX XX,XXX
Construction in progress XX,XXX —

Total X,XXX,XXX XXX,XXX
Less accumulated depreciation (XXX,XXX) (XX,XXX)

Net $X,XXX,XXX $xxx,xxx

(6) Changes in Long-Term Debt

The following is a summary of bond transactions of the City for the year ended December 3 1 ,  19X2 (in thou-
sands of dollars):

Bonds payable at January 1, 19X2

General
obligation
$x,xxx

Revenue
$X,XXX

Total
$x,xxx

New bonds issued:
19X2 Civic Center XXX — XXX
19X2 Richard Craddock

Memorial Recreation Center XXX — XXX
Bonds retired (XXX) (XX) (XXX)
Bonds payable at December 31, 19X2 $x,xxx $x,xxx $x,xxx

Bonds payable at December 31, 19X2 are comprised of the following individual issues (in thousands of dollars):

General obligation bonds:
$X,XXX,XXX 19W2 Waterworks serial bonds due in annual installments of $XX,XXX through
January 1 ,  19Y6; interest at 4 percent (this issue is being serviced—principal and interest—by the
Water and Sewer Enterprise Fund) $ XXX

$X,XXX,XXX 19W2 Street, Bridge, and Drainage Improvements serial bonds due in annual
installments of $XX,XXX to $XX,XXX through December 1, 19Y2; interest at 3 percent XXX

$XXX,XXX 19X2 Civic Center serial bonds due in annual installments of $XX,XXX through
December 1, 19Z2; interest at 4 percent XXX

$XXX,XXX 19X2 Richard Craddock Memorial Recreation Center serial bonds due in annual
installments of $XX,XXX through December 1, 19Z2; interest at 5 percent XXX

Revenue bonds: $X,XXX

$X,XXX,XXX Water and Sewer serial bonds due in annual installments of $XX,XXX to $XX,XXX
through January 1, 19Z2; interest at 3½ percent $X,XXX

$XXX,XXX 19W8 Water and Sewer serial bonds due in annual installments of $XX,XXX to
$XX,XXX through January 1, 19Z2; interest at 3½ percent XXX

$x,xxx
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The annual requirements to amortize all debt outstanding as of December 31, 19X2, including interest pay
ments of $X, XXX, XXX, are as follows:

Annual Requirements to Amortize Long-Term Debt 
December 31, 19X2

(in thousands of dollars)

Year ending 
December 31

General
obligation Revenue Total

19X3 $ XXX $ XXX $ XXX
19X4 XXX XXX XXX
19X5 XXX XXX XXX
19X6 XXX XXX XXX
19X7 XXX XXX XXX
19X8-Y2 x,xxx XXX x,xxx
19Y3-Y7 XXX XXX x,xxx
19Y8-Z2 XXX

$x,xxx
XXX

$x,xxx
XXX

$x,xxx

$12,572 is available in the Debt Service Funds to serve the general obligation bonds.

There are a number of limitations and restrictions contained in the various bond indentures. The City is in 
compliance with all significant limitations and restrictions.

(7) Other Required Individual Fund Disclosures

Generally accepted accounting principles require disclosure, as part of the Combined Statements— 
Overview, of certain information concerning individual funds including:

A. Segment information for certain individual Enterprise Funds. This requirement is effectively met in this 
report by The Combined Balance Sheet-All Fund Types and Account Groups, The Combined Statement 
of Revenues, Expenses and Changes in Retained Earnings/Fund Balances-All Proprietary Fund Types 
and Similar Trust Funds and the Combined Statement of Changes in Financial Position-All Proprietary 
Fund Types and Similar Trust Funds because the City maintains only one Enterprise Fund.

B. Summary disclosures of debt service requirements to maturity for all types of outstanding debt. This 
requirement is met by Note 6.

C. Summary disclosures of changes in general fixed assets by major asset class. This requirement is met by 
Note 5.

D. Summary disclosures of changes in general long-term debt. This requirement is met by Note 6.

E. Excess of expenditures over appropriations in individual funds. Civic Center Capital Projects Fund 
expenditures of $X,XXX,XXX exceeded appropriations of $X,XXX,XXX. Mill Street Bridge Capital 
Projects Fund expenditures of $XX,XXX exceeded appropriations of $XX,XXX.

F. Individual fund interfund receivable and payable balances. Such balances at December 31, 19X2 were:

Fund
General Fund
Special Revenue Fund: Parks Fund
Capital Projects Fund: Mill Street Bridge Fund 
Enterprise Fund: Water and Sewer Fund 
Internal Service Fund: Central Garage Fund 
Pension Trust Fund: Employees' Retirement System 
Expendable Trust Fund: Endowment Revenues Fund

Interfund Interfund
Receivables Payables

$XX,XXX $XX,XXX
x,xxx
x,xxx

x,xxx
XX,XXX XX,XXX
XX,XXX 

x,xxx
$xx,xxx $xx,xxx
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(8) Pension Plans

The City has historically presented the financial statements of its pension plan in accordance with the 
official pronouncements of the National Council on Governmental Accounting (NCGA) and the Financial 
Accounting Standards Board (FASB).

In preparing the financial statements of the Municipal Pension Fund for Fiscal 19X2, the City has considered 
the Governmental Accounting Standards Board (GASB) Statements 1 and 4. These statements list several 
pronouncements that provide alternate methods of acceptable accounting and reporting principles for public 
employee retirement systems and state and local government employers. Where practicable, the City has 
adopted the disclosure requirements of GASB Statement 5.

A. Municipal Pension Plan

(1) PLAN DESCRIPTION—The City is required by the Home Rule Charter to maintain an actuarially 
sound pension and retirement system (PERS), as a single employer plan, covering all officers and 
employees of the City, and the officers and employees of certain other governmental and quasi- 
governmental organizations. Court decisions have interpreted this requirement to mean that the 
City must make contributions to the Municipal Pension Fund sufficient fo fund:

(a) Accrued normal costs, which are actuarially computed amounts necessary to be contributed to 
the pension fund to provide, in the future, the pension and survivor benefits earned by the work 
force during the year.

(b) Amortization in level installments (which include interest) over periods of 20 and 40 years, of cer
tain unfunded prior service costs as ordered by the Court of Common Pleas of the County in two 
class action suits brought by pension fund beneficiaries.

(c) Interest on the remaining unfunded accrued liability of the pension plans.

In Fiscal 19X2 the city contributed the amounts prescribed in (a) and (b) above plus a scheduled 
amount sufficient to amortize (inclusive of interest) the remaining unfunded accrued liability 
over a 36 year period.

The schedule has been determined on the basis of a formula which produces amounts expected 
to be a level percentage of each year's aggregate payroll. The level percentage of payroll funding 
method is deemed actuarially sound and is in common use by public jurisdictions in the United 
States. Under this method, the unfunded accrued liability of $X.X billion at December 31, 19X1 
will increase to $X.X billion by the year 2005 as unpaid interest on that liability compounds. 
Scheduled payments through the year 2019 will reduce the liability to zero. At January 1, 19X1 
City Pension Plan membership consisted of:

(1) Retirees and beneficiaries currently receiving benefits 
and terminated employees entitled to benefits but not
yet receiving them: 24,758

(2) Current employees 31,970
(3) Total Membership 56,728

The Pension Plan provides retirement benefits as well as death and disability benefits. Retirement 
benefits vest after 10 years of credited service. Employees who retire are entitled to an annual retire
ment benefit, payable monthly for life.

(a) Uniformed Personnel (Police and Fire) who retire at or after age 45 are eligible to receive a service 
pension equal to 2½ % of the employee's average final compensation multiplied by his years of 
credited service, subject to a maximum of 100% of average final compensation.
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(b) Municipal employees who retire at or after age 55 are eligible to receive a service pension equal 
to the sum of: 2½ % of the employee's average final compensation multiplied by his years of 
credited service to a maximum of 20 years; plus 2% o f  the employee's average final compensa
tion multiplied by his years of credited service in excess of 20; limited to 80% of the employee's 
average final compensation.

Average final compensation is defined as follows:

(a) Uniformed Personnel—the highest of the total compensation received during the 12-month 
period that produces the highest figure; or the annual base rate of pay, excluding longevity 
payments, calculated from the final pay period; or the arithmetic average of the total 
compensation received during the five calendar years of employment that produces the 
highest average.

(b) Municipal Employees represented by the American Federation of State, County and Municipal 
Employee Union (AFSCME) and certain court employees—the arithmetic average of the total 
compensation received during the three calendar or anniversary years that produces the 
highest average.

(c) Elected and appointed officials and other positions not represented by a union—the arithmetic 
average of the total compensation received during the three calendar or anniversary years that 
produces the highest average.

Covered employees who participate in the Social Security System, contribute 3 ¾% of his or her 
total compensation up to the taxable wage base and 6% of total compensation above the taxable 
wage base to the Retirement System. Each employee who does not participate in the Social 
Security System contributes 6% of his or her total compensation to the Retirement System.

(2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND PLAN ASSET MATTERS

(a) Basis of Accounting—Pension Plan financial statements are prepared using the accrual basis of 
accounting. Employee and employer contributions are recognized as revenues in the period in 
which employee services are performed.

(b) Method Used to Value Investments—Pension Plan securities are reported at cost; investment 
income is recognized as earned. Gains and losses on sales and exchanges of fixed-income securities 
are recognized on the transaction date. The market value of Pension Fund investments held at 
December 31, 19X2 totalled $X,XXX.X million.

(3) FUNDING STATUS AND PROGRESS

The amount shown below as "pension benefit obligation" is a standardized disclosure measure of the 
present value of pension benefits, adjusted for the effects of projected salary increases, estimated to be 
payable in the future as a result of employee service to date. The measure is the actuarial present value 
of credited projected benefits and is intended to help users assess the Pension Plan's funding status on 
a going-concern basis, assess progress made in accumulating sufficient assets to pay benefits when 
due, and make comparisons among PERS and is independent of the actuarial funding method used to 
determine contributions to the PERS.

The pension benefit obligation was determined as part of an actuarial valuation at January 1, 19X1. 
Significant actuarial assumptions used include (a) a rate of return on the investment of present and 
future assets of 9% per year compounded annually; (b) projected salary increases of 6% per year com
pounded annually, and (c) age 65 assumed retirement age.
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At January 1, 19X1, the unfunded pension benefit obligation was $X,XXX.X million, as follows:

(Amounts 
in Thousands)

Pension Benefit Obligation:
Retirees and beneficiaries currently receiving benefits and terminated 

employees not yet receiving benefits 
Current employees—
Accumulated employee contributions including 
allocated investment income 
Employer-financed vested 
Employer-financed nonvested 
Total pension benefit obligation 

Net assets available for benefits, at cost value

$X,XXX,XXX

XXX,XXX 
XXX,XXX
XXX,XXX 

X,XXX,XXX 
X,XXX,XXX

Unfunded pension benefit obligation $X,XXX,XXX

(4) CONTRIBUTION REQUIRED AND CONTRIBUTIONS MADE

The Pension Plan funding policy provides for periodic employer contributions at actuarially deter
mined rates that, expressed as percentages of annual covered payroll, are sufficient to accumulate 
sufficient assets to pay benefits when due. Level percentage of payroll employer contribution rates are 
based on the unfunded accrued pension liability as determined by using the Entry Age actuarial cost 
method. This method differs from the Projected Unit Credit method that was used to determine the 
unfunded liability at December 3 1 , 19X1. The effect of this change is to increase the unfunded accrued 
liability and Fiscal 1987 contributions by $XXX.X million and $X.X million, respectively.

Contributions totalling $XXX.X million were made in accordance with actuarially determined contri
bution requirements determined through an actuarial valuation performed at January 1 ,  19X1. These 
contributions consisted of (a) $XX.X million normal cost and (b) $XX.X million amortization of the 
unfunded actuarial accrued liability less $X.X million credit for advance payments.

Significant actuarial assumptions used to compute contribution requirements are the same as those 
used to compute the standardized measure of the pension obligation in (3) above.

(5) TEN-YEAR HISTORICAL TREND INFORMATION

Ten-year historical trend information designed to provide information about the Pension Plan's pro
gress made in accumulating sufficient assets to pay benefits when due is presented following the notes 
to the financial statements.

B. School District Pension Plan

School districts in the Commonwealth participate in a State administered pension program established 
under legislative authority, which is a cost-sharing multiple-employer PERS. Under this program, 
contributions are made by each of three parties—The District, the Commonwealth and the employee. All 
the District's full-time employees, part-time employees salaried over eighty days and hourly employees 
working more than five hundred hours per year participate in the program. Currently, each party to the 
program contributes a fixed percentage of employees' gross earnings.

The pension program is wholly administered by the statewide, autonomous Public School Employees 
Retirement Systems (PSERS). The School District has no responsibility or authority for the operation and 
administration of the pension program nor has it any related liability except for the current contribution 
requirements.

There are approximately 200,000 contributing participants in the pension program and approximately 
90,400 members including beneficiaries receiving benefits.
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A brief statement of the terms of the pension plan follows:

(1) PENSION BENEFITS—A participant may retire with a normal retirement allowance at the age of sixty- 
two with one full year of service, age sixty with thirty or more years of service or with thirty-five years 
of service regardless of age. The normal retirement allowance paid monthly for life and then to 
beneficiaries if certain options are exercised, equals 2% of the average of the highest three earning years 
multiplied by the number of years of credited service.

Early retirement is permitted at age fifty-five or older with twenty-five years or more of credited service 
with a reduction of 3% per year of normal retirement benefits.

(2) DEFERRED ALLOWANCE—A participant leaving employment before attaining retirement age but 
completing ten years of service may elect to vest his accumulated contributions and defer receipt of a 
retirement annuity until a later date.

(3) DEATH BENEFITS—When a participant dies in active service after attaining normal retirement age 
and service, the beneficiary is entitled to a death benefit of the present value of the normal retirement 
allowance computed in (1) above. If a participant dies before attaining normal retirement age but after 
ten years of credited service, the beneficiary is entitled to a death benefit as indicated above but reduced 
by an early retirement factor provided by PSERS.

(4) DISABILITY BENEFITS—After five years of credited service a participant who becomes disabled and 
meets the PSERS medical standards is eligible for an annuity which equals 2% o f  the highest three 
years earnings multiplied by the number of years of credited service. The disability determination is 
subject to periodic review.

Both the School District's current-year payroll and its total current-year payroll for all employees 
amount to $XXX.X million.

The School District's and the Commonwealth percentages are equal and were 9.95% in Fiscal 19X2 and 
were decreased to 9.77% on January 1 ,  19X3. The employees rate was 5.25% but on July 2 2 , 1983, a  State 
law was passed which increased the rate to 6.25% for employees hired after that date.

Total contributions made during Fiscal 19X2 amounted to $XXX.X million, of which $XX.X million was 
contributed by the School District and $XX.X million by School District employees. These contri
butions represented 10.02% and 6.15%, respectively, of covered payroll.

The amount of the total pension benefit obligation is based on standardized measurement established 
by GASB Statement 5 that, with some exceptions, must be used by a PERS. The standardized measure
ment is the actuarial present value of credited projected benefits. This pension valuation method 
reflects the present value of estimated pension benefits that will be paid in future years as a result of 
employee services performed to date, and is adjusted for the effects of projected salary increases. A 
standardized measure of the pension benefit obligation was adopted by the GASB to enable readers 
of PERS financial statements to (a) assess the PERS funding status on a going-concern basis, (b) assess 
progress made in accumulating sufficient assets to pay benefits when due, and (c) make comparisons 
among PERS and among employers.

Total unfunded pension benefit obligation of the State PERS as of December 3 1 , 19X2 was as follows:

Total Pension Benefit Obligations
Net Assets Available for Pension Benefits, At Market 
Unfunded Pension Benefit Obligation

(Amounts 
in Billions) 

$XX.X
X.X 

$ X.X

The measurement of the total pension benefit obliga
tion is based on an actuarial valuation as of 
December 31, 19X1. Net assets available to pay 
pension benefits were valued as of the same date.
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The School District's 19X2 required contribution to the State PERS represents 9.95% of the total 
current-year actuarially determined contribution requirements for all employers covered by the 
pension plan.

Ten-year historical trend information is presented in the 19X2 State PERS Comprehensive Annual 
Financial Report. This information is useful in assessing the pension plan's accumulation of sufficient 
assets to pay pension benefits as they become due.

During 19X2 and as of December 3 1 , 19X2, the State PERS held no securities issued by the School Dis
trict or other related parties.

(9) Deferred Compensation Plan

The City offers its employees a deferred compensation plan created in accordance with Internal Revenue Code 
Section 457. The plan, available to all City employees, permits them to defer a portion of their salaries until 
future years. The City does not make any contributions to the plan. The deferred compensation is not available 
to employees until termination, retirement, or unforeseeable emergency. Deferred compensation is available 
to employees' beneficiaries in case of death.

All amounts of compensation deferred under the plan, all property and rights purchased with those amounts, 
and all income attributable to those amounts, property or rights are (until paid or made available to the 
employee or other beneficiary) solely the property and rights of the City (without being restricted to the provi
sions of benefits under the plan), subject only to the claims of the City's general creditors. Participants' rights 
under the plan are equal to those of general creditors of the City in an amount equal to the fair market value 
of the deferred account for each participant.

In management's opinion, the City has no liability for losses under the plan. However, the City does have the 
duty of due care that would be required of an ordinary prudent investor. The City believes it is unlikely that 
it will use the assets to satisfy the claims of general creditors in the future.

All assets of the Plan are held by an independent administrator. It is appropriate to include this entity in the 
City's 19X2 financial statements since the City has title to these assets. The Deferred Compensation Fund is 
reported as an Agency Fund and its assets are presented at market value at September 3 0 ,  19X2.

(10) Intergovernmental Revenues—Debt Service Funds

Under the provisions of state law, the state reimburses the City for a portion of the financing costs of various 
approved projects. Payments totaling $XXX,XXX have been made through December 31, 19X2 including 
$XX,XXX in 19X2 for projects financed by the proceeds of the 19V5 Street, Bridge and Drainage Improvement 
bonds. These amounts must be used to abate a portion of the tax levied for principal and interest payments 
due on the approved project bonds. These reimbursements represent approximately 45 percent of the debt 
service on the 19V5 Street, Bridge and Drainage Improvement bonds and are expected to average approxi
mately $XX,XXX annually until the bonds mature.

(11) Litigation

The City Council and the City are defendants in litigation seeking damages of $XXX,XXX for violation of civil 
rights in a zoning decision. The suit alleges that the defendants conspired to down-zone property and refused 
to accept an application for a building permit by the plaintiff resulting in a violation of his civil rights. Outside 
counsel for the City is of the opinion that the defendants will prevail.

There are several other pending lawsuits in which the City is involved. The City Attorney estimates that the 
potential claims against the City not covered by insurance resulting from such litigation would not materially affect 
the financial statements of the City.
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(12) Commitments

Commitments under lease agreements for facilities and equipment provide for minimum annual rental pay
ments as follows:

Facilities Equipment Total
19X3 $ XX,XXX $ XX,XXX $ XX,XXX
19X4 XX,XXX XX,XXX XX,XXX
19X5 XX,XXX XX,XXX XX,XXX
19X6 XX,XXX XX,XXX XX,XXX
19X7 XX,XXX XX,XXX XX,XXX
Thereafter XXX,XXX — XXX,XXX

Total $xxx,xxx $xxx,xxx $xxx,xxx

19X2 rent expense was $XX,XXX. Commitments under construction contracts are described in Note 4.

(13) Contingent Liabilities

The City participates in a number of federally assisted grant programs, principal of which are the General Revenue 
Sharing, Community Development Block Grant, Comprehensive Employment Training Act, and Local Public 
Works programs. These programs are subject to program compliance audits by the grantors or 
their representatives. The audits of these programs for or including the year ended December 3 1 ,  19X2 have 
not yet been conducted. Accordingly, the City's compliance with applicable grant requirements will be established 
at some future date. The amount, if any, of expenditures which may be disallowed by the granting agencies 
cannot be determined at this time although the City expects such amounts, if any, to be immaterial.

(14) Subsequent Event

On February 1 3 , 19X3, the City Council was officially notified that its application for a construction grant from 
the Environmental Protection Agency (EPA) was approved. Under the grant, the City is to construct a wastewater 
treatment plant at a total cost of approximately $X,XXX,XXX. EPA will finance 75 percent of the total cost, 
approximately $X,XXX,XXX, with the City financing the balance of $XXX,XXX by issuing water and sewer 
revenue bonds. Construction is expected to commence in late 19X3 with completion currently scheduled for 
mid-19X5.
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Unqualified Opinion on General Purpose or 
Component Unit Financial Statements Submitted 

Together With Combining and Individual Fund and
Account Group Financial Statements and Supporting 

Schedules as Supplementary Data*

INDEPENDENT AUDITOR’S REPORT

We have audited the accompanying general purpose** financial statements of City of Example, Any State, as of 
December 3 1 , 19X2, and for the year then ended, as listed in the table of contents. These general purpose** finan
cial statements are the responsibility of City of Example, Any State, management. Our responsibility is to express 
an opinion on these general purpose** financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards. Those standards require that 
we plan and perform the audit to obtain reasonable assurance about whether the general purpose** financial state
ments are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the general purpose** financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating the overall 
general purpose** financial statement presentation. We believe that our audit provides a reasonable basis for our 
opinion.

In our opinion, the general purpose** financial statements referred to above present fairly, in all material respects, 
the financial position of City of Example, Any State, as of December 3 1 ,  19X2, and the results of its operations and 
cash flows of its proprietary and similar trust fund types for the year then ended in conformity with generally 
accepted accounting principles.

Our audit was made for the purpose of forming an opinion on the general purpose** financial statements taken 
as a whole. The combining and individual fund and account group financial statements and schedules listed in the 
table of contents are presented for purposes of additional analysis and are not a required part of the general 
purpose** financial statements of City of Example, Any State. Such information has been subjected to the auditing 
procedures applied in the audit of the general purpose** financial statements and, in our opinion, is fairly 
presented in all material respects in relation to the general purpose** financial statements taken as a whole. 

[Signature]

[Date]

*If a schedule of federal financial assistance is reported on as supplementary data, Government Auditing Standards, issued by 
the Comptroller General of the United States, should be referenced in the second paragraph.

**If the financial statements are for a component unit, the term general purpose financial statements should not be used. In the 
case of a component unit other than the oversight unit, the term component unit financial statements or just financial statements 
should be used.
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Compliance Report Based on an Audit of General
Purpose or Basic Financial Statements Performed in

Accordance With Government Auditing Standards

We have audited the general purpose financial statements of City of Example, Any State, as of and for the year 
ended December 31, 19X2, and have issued our report thereon dated March 15, 19X3.

We conducted our audit in accordance with generally accepted auditing standards and 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 general purpose financial statements are free of material 
misstatement.

Compliance with laws, regulations, contracts, and grants applicable to City of Example, Any State, is the responsi
bility of City of Example, Any State, management. As part of obtaining reasonable assurance about whether the 
general purpose financial statements are free of material misstatement, we performed tests of the City's compliance 
with certain provisions of laws, regulations, contracts, and grants. * However, our objective was not to provide an 
opinion on overall compliance with such provisions.

*Based on assessments of materiality and audit risk, auditors may decide not to perform tests of compliance with certain provi
sions of laws, regulations, contracts, and grants. For example, an auditor may conclude that transactions and balances directly 
affected by laws and regulations are not material to the financial statements taken as a whole. In such circumstances, Govern
ment Auditing Standards, in paragraph 6 on page 5-2, states th at" . .  .the report should contain a statement that the auditor did 
not test for compliance with laws and regulations."  The auditor's report should not include a statement of positive assurance; 
however, the assessments of materiality and audit risk provide a basis for the auditor to conclude that the likelihood of material 
instances of noncompliance is low. Thus, the auditor has a basis for expressing negative assurance about compliance under 
Government Auditing Standards. The following is an illustration of the auditor's report on compliance when, based on assess
ments of materiality and audit risk, the auditor concluded that it was not necessary to perform tests of compliance with laws 
and regulations:

[First two paragraphs are the same as in the above report.]
Compliance with laws, regulations, contracts, and grants applicable to City of Example, Any State, is the responsibility of 
City of Example, Any State, management. As part of our audit, we assessed the risk that noncompliance with certain provi
sions of laws, regulations, contracts, and grants could cause the financial statements to be materially misstated. We con
cluded that the risk of such material misstatement was sufficiently low that it was not necessary to perform tests of the 
City's compliance with such provisions of laws, regulations, contracts, and grants.
However, in connection with our audit, nothing came to our attention that caused us to believe that City of Example, Any 
State, had not complied, in all material respects, with the laws, regulations, contracts, and grants referred to in the preced
ing paragraph.
[Fifth paragraph, signature, and date are the same as in the report illustrated above.]
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The results of our tests indicate that, with respect to the items tested, City of Example, Any State, complied, in all 
material respects, with the provisions referred to in the preceding paragraph.** With respect to items not tested, 
nothing came to our attention that caused us to believe that the City had not complied, in all material respects, with 
those provisions.

This report is intended for the information of the audit committee, management, and [specify legislative or regulatory 
body]. This restriction is not intended to limit the distribution of this report, which is a matter of public record. 

[Signature]

[Date]

**Material instances o f noncompliance are failures to follow requirements or violations of prohibitions, contained in laws, regula
tions, contracts, or grants, that cause the auditor to conclude that the aggregation of the misstatements (that is, the auditor's 
best estimate of the total misstatement) resulting from those failures or violations is material to the financial statements. When 
the auditor's procedures disclose material instances of noncompliance, the auditor should modify the statements of positive 
and negative assurance included in the report. The following is an illustration of the auditor's report on compliance when 
material instances of noncompliance are identified:

[First three paragraphs are the same as in the report illustrated above.]
Material instances of noncompliance are failures to follow requirements or violations of prohibitions, contained in laws, 
regulations, contracts, or grants, that cause us to conclude that the aggregation of the misstatements resulting from those 
failures or violations is material to the general purpose financial statements. The results of our tests of compliance disclosed 
the following material instances of noncompliance, the effects of which have been corrected in the 19X2 general purpose 
financial statements of City of Example, Any State.
[Include paragraphs describing the material instances o f noncompliance noted.]
We considered these material instances of noncompliance in forming our opinion on whether the 19XX general purpose 
financial statements are presented fairly, in all material respects, in conformity with generally accepted accounting 
principles, and this report does not affect our report dated March 1 5 , 19X3 on those general purpose financial statements.
Except as described above, the results of our tests of compliance indicate that, with respect to the items tested, City of Exam
ple, Any State, complied, in all material respects, with the provisions referred to in the third paragraph of this report, and 
with respect to items not tested, nothing came to our attention that caused us to believe that the City had not complied, 
in all material respects, with those provisions.
[Last paragraph, signature, and date are the same as in the above report.]
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Report on the Internal Control Structure in 
Accordance With Government Auditing Standards

We have audited the general purpose financial statements of City of Example, Any State, as of and for the year 
ended December 31, 19X2, and have issued our report thereon dated March 15, 19X3.

We conducted our audit in accordance with generally accepted auditing standards and Government Auditing 
Standards, issued by the Comptroller General of the United States. Those standards require that we plan and per
form the audit to obtain reasonable assurance about whether the general purpose financial statements are free of 
material misstatement.

In planning and performing our audit of the general purpose financial statements of City of Example, Any State, 
for the year ended December 3 1 , 19X2, we considered its internal control structure in order to determine our audit
ing procedures for the purpose of expressing our opinion on the general purpose financial statements and not to 
provide assurance on the internal control structure.

The management of City of Example, Any State, is responsible for establishing and maintaining an internal control 
structure. In fulfilling this responsibility, estimates and judgments by management are required to assess the 
expected benefits and related costs of internal control structure policies and procedures. The objectives of an inter
nal control structure are to provide management with reasonable, but not absolute, assurance that assets are 
safeguarded against loss from unauthorized use or disposition, and that transactions are executed in accordance 
with management's authorization and recorded properly to permit the preparation of general purpose financial 
statements in accordance with generally accepted accounting principles. Because of inherent limitations in any 
internal control structure, errors or irregularities may nevertheless occur and not be detected. Also, projection of 
any evaluation of the structure to future periods is subject to the risk that procedures may become inadequate 
because of changes in conditions or that the effectiveness of the design and operation of policies and procedures 
may deteriorate.

For the purpose of this report, we have classified the significant internal control structure policies and procedures 
in the following categories [identify internal control structure categories].

For all of the internal control structure categories listed above, we obtained an understanding of the design of rele
vant policies and procedures and whether they have been placed in operation, and we assessed control risk.
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We noted certain matters involving the internal control structure and its operation that we consider to be reportable 
conditions under standards established by the American Institute of Certified Public Accountants. Reportable con
ditions involve matters coming to our attention relating to significant deficiencies in the design or operation of the 
internal control structure that, in our judgment, could adversely affect the entity's ability to record, process, 
summarize, and report financial data consistent with the assertions of management in the general purpose finan
cial statements.*

[Include paragraphs to describe the reportable conditions noted. ]

A material weakness is a reportable condition in which the design or operation of the specific internal control struc
ture elements does not reduce to a relatively low level the risk that errors or irregularities in amounts that would 
be material in relation to the general purpose financial statements being audited may occur and not be detected 
within a timely period by employees in the normal course of performing their assigned functions.

Our consideration of the internal control structure would not necessarily disclose all matters in the internal control 
structure that might be reportable conditions and, accordingly, would not necessarily disclose all reportable condi
tions that are also considered to be material weaknesses as defined above. However, we believe none of the report- 
able conditions described above is a material weakness.

We also noted other matters involving the internal control structure and its operation that we have reported to the 
management of City of Example, Any State, in a separate letter dated March 15, 19X3.

This report is intended for the information of the audit committee, management, and [specify legislative or regulatory 
body]. This restriction is not intended to limit the distribution of this report, which is a matter of public record. 

[Signature]

[Date]

*Paragraph  17 of SAS No. 60, Communication o f Internal Control Structure Related Matters Noted in a Financial Statement Audit, 
prohibits the auditor from issuing a written report representing that no reportable conditions were noted during an audit. 
When the auditor notes no reportable conditions during an audit, he or she may issue a report, such as the following, to satisfy 
the requirements of Government Auditing Standards:

[First through sixth paragraphs o f the report are the same as those illustrated in the above example.]
Our consideration of the internal control structure would not necessarily disclose all matters in the internal control struc
ture that might be material weaknesses under the standards established by the American Institute of Certified Public 
Accountants. A material weakness is a reportable condition in which the design or operation of one or more of the specific 
internal control structure elements does not reduce to a relatively low level the risk that errors or irregularities in amounts 
that would be material in relation to the general purpose financial statements being audited may occur and not be detected 
within a timely period by employees in the normal course of performing their assigned functions. We noted no matters 
involving the internal control structure and its operation that we consider to be material weaknesses as defined above, 
However, we noted certain matters involving the internal control structure and its operation that we have reported to the 
management of City of Example, Any State, in a separate communication dated March 15, 19X3.
[Last paragraph of the report is the same as that illustrated in the above example. ]
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Single Audit Opinion on Compliance With
Specific Requirements Applicable to Major

Federal Financial Assistance Programs

We have audited City of Example, Any State, compliance with the requirements governing types of services 
allowed or unallowed; eligibility; matching, level of effort, or earmarking; reporting; [describe any special tests and 
provisions]; claims for advances and reimbursements; and amounts claimed or used for matching that are applica
ble to each of its major federal financial assistance programs, which are identified in the accompanying schedule 
of federal financial assistance, for the year ended December 3 1 ,  19X2. The management of City of Example, Any 
State, is responsible for City of Example, Any State, compliance with those requirements. Our responsibility is to 
express an opinion on compliance with those requirements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards, Government Auditing Standards, 
issued by the Comptroller General of the United States, and Office of Management and Budget Circular A-128, 
"Audits of State and Local Governments." Those standards and OMB Circular A-128 require that we plan and 
perform the audit to obtain reasonable assurance about whether material noncompliance with the requirements 
referred to above occurred. An audit includes examining, on a test basis, evidence about City of Example, Any 
State, compliance with those requirements. We believe that our audit provides a reasonable basis for our opinion.

The results of our audit procedures disclosed immaterial instances of noncompliance with the requirements 
referred to above, which are described in the accompanying schedule of findings and questioned costs. We consid
ered these instances of noncompliance in forming our opinion on compliance, which is expressed in the following 
paragraph.

In our opinion, City of Example, Any State, complied, in all material respects, with the requirements governing 
types of services allowed or unallowed; eligibility; matching, level of effort, or earmarking; reporting; [describe any 
special tests and provisions]; claims for advances and reimbursements; and amounts claimed or used for matching 
that are applicable to each of its major federal financial assistance programs for the year ended December 3 1 , 19X2. 

[Signature]

[Date]
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Single Audit Report on Compliance With 
the General Requirements Applicable to Major 

Federal Financial Assistance Programs

We have applied procedures to test City of Example, Any State, compliance with the following requirements 
applicable to each of its major federal financial assistance programs, which are identified in the schedule of federal 
financial assistance, for the year ended December 31,19X2: [List the general requirements applicable to the entity's major 
federal financial assistance programs (such as political activity, Davis-Bacon Act, civil rights, cash management, relocation 
assistance and real property management, or federal financial reports).]

Our procedures were limited to the applicable procedures described in the Office of Management and Budget's 
Compliance Supplement for Single Audits of State and Local Governments [or describe alternative procedures performed]. Our 
procedures were substantially less in scope than an audit, the objective of which is the expression of an opinion 
on City of Example, Any State, compliance with the requirements listed in the preceding paragraph. Accordingly, 
we do not express such an opinion.

With respect to the items tested, the results of those procedures disclosed no material instances of noncompliance 
with the requirements listed in the first paragraph of this report. With respect to items not tested, nothing came 
to our attention that caused us to believe that City of Example, Any State, had not complied, in all material 
respects, with those requirements. However, the results of our procedures disclosed immaterial instances of non- 
compliance with those requirements, which are described in the accompanying schedule of findings and ques
tioned costs.

This report is intended for the information of the audit committee, management, and [specify legislative or regulatory 
body]. This restriction is not intended to limit the distribution of this report, which is a matter of public record. 

[Signature]

[Date]
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Single Audit Report on Compliance With
Requirements Applicable to Nonmajor Federal

Financial Assistance Program Transactions

In connection with our audit of the 19XX general purpose financial statements of City of Example, Any State, and 
with our study and evaluation of City of Example, Any State, internal control systems used to administer federal 
financial assistance programs, as required by Office of Management and Budget Circular A-128, "Audits of State 
and Local Governments," we selected certain transactions applicable to certain nonmajor federal financial 
assistance programs for the year ended December 31, 19X2.

As required by OMB Circular A-128, we have performed auditing procedures to test compliance with the require
ments governing types of services allowed or unallowed; eligibility; and [describe any special tests and provisions] that 
are applicable to those transactions. Our procedures were substantially less in scope than an audit, the objective 
of which is the expression of an opinion on City of Example, Any State, compliance with these requirements. 
Accordingly, we do not express such an opinion.

With respect to the items tested, the results of those procedures disclosed no material instances of noncompliance 
with the requirements listed in the preceding paragraph. With respect to items not tested, nothing came to our 
attention that caused us to believe that City of Example, Any State, had not complied, in all material respects, with 
those requirements. However, the results of our procedures disclosed immaterial instances of noncompliance with 
those requirements, which are described in the accompanying schedule of findings and questioned costs.

This report is intended for the information of the audit committee, management, and [specify legislative or regulatory 
body]. This restriction is not intended to limit the distribution of this report, which is a matter of public record. 

[Signature]

[Date]
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Report on Internal Controls (Accounting and Administrative)—
Based on a Study and Evaluation Made as a Part of 

an Audit of the General Purpose or Basic Financial Statements 
and the Additional Tests Required by the Single Audit Act

[The concepts of SAS Nos. 55, Consideration of the Internal Control Structure in a Financial Statement Audit, and 63, 
Compliance Auditing Applicable to Governmental Entities and Other Specified Recipients of Governmental Financial 
Assistance, have a considerable effect on considerations auditors should make in reporting on internal control over federal financial 
assistance, as required by the Single Audit Act. The Government Accounting and Auditing Committee is developing guidance 
to amend the following example and paragraphs 21.6 through 21.16 of Audits of State and Local Governmental Units, 
which will, among other things, relate the concepts of this example and those paragraphs with those o f  SAS Nos. 55 and 63. ]

We have audited the general purpose financial statements of City of Example, Any State, for the year ended 
December 31, 19X2, and have issued our report thereon dated March 15, 19X3. As part of our audit, we made a 
study and evaluation of the internal control systems, including applicable internal administrative controls, used 
in administering federal financial assistance programs to the extent we considered necessary to evaluate the 
systems as required by generally accepted auditing standards, Government Auditing Standards, issued by the Comp
troller General of the United States, the Single Audit Act of 1984, and the provisions of Office of Management and 
Budget Circular A-128, “Audits of State and Local Governments." For the purpose of this report, we have classified 
the significant internal accounting and administrative controls used in administering federal financial assistance 
programs in the following categories: [identify control categories]* 

The management of City of Example, Any State, is responsible for establishing and maintaining internal control 
systems used in administering federal financial assistance programs. In fulfilling that responsibility, estimates and 
judgments by management are required to assess the expected benefits and related costs of control procedures. 
The objectives of internal control systems used in administering federal financial assistance programs are to pro
vide management with reasonable, but not absolute, assurance that, with respect to federal financial assistance 
programs, resource use is consistent with laws, regulations, and policies; resources are safeguarded against waste, 
loss, and misuse; and reliable data are obtained, maintained, and fairly disclosed in reports.

*Following are examples of different ways in which accounting controls might be classified. The auditor should modify these 
examples or use other classifications as appropriate for the particular circumstances on which he or she is reporting.
Cycles of the Entities' Activity
• Treasury or financing
• Revenue/receipts
• Purchases/disbursements
• External financial reporting
Financial Statement Captions
• Cash and cash equivalents
• Receivables
• Inventory
• Property and equipment
• Payables and accrued liabilities
• Debt
• Fund balance 
Accounting Applications
• Billings
• Receivables
• Cash receipts
• Purchasing and receiving
• Accounts payable
• Cash disbursements
• Payroll
• Inventory control
• Property and equipment
• General ledger (continued)
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Because of inherent limitations in any system of internal accounting and administrative controls used in 
administering federal financial assistance programs, errors or irregularities may nevertheless occur and not be 
detected. Also, projection of any evaluation of the systems to future periods is subject to the risk that procedures 
may become inadequate because of changes in conditions or that the degree of compliance with the procedures 
may deteriorate.

Our study included all of the applicable control categories listed above. During the year ended December 3 1 , 19X2, 
City of Example, Any State, expended X percent of its total federal financial assistance under major federal financial 
assistance programs. With respect to internal control systems used in administering major federal financial 
assistance programs, our study and evaluation included considering the types of errors and irregularities that 
could occur, determining the internal control procedures that should prevent or detect such errors and irregulari
ties, determining whether the necessary procedures are prescribed and are being followed satisfactorily, and 
evaluating any weaknesses.

With respect to the internal control systems used solely in administering the nonmajor federal financial assistance 
programs of City of Example, Any State, our study and evaluation was limited to a preliminary review of the systems 
to obtain an understanding of the control environment and the flow of transactions through the accounting 
system. Our study and evaluation of the internal control systems used solely in administering the nonmajor federal 
financial assistance programs of City of Example, Any State, did not extend beyond this preliminary review 
phase. **

Controls Used in Administering Federal Programs
Following are general and specific administrative control categories identified by representatives of the federal government 
(refer to chapter 22 of Audits of State and Local Governmental Units).
General Requirements
• Political activity
• Davis-Bacon Act
• Civil rights
• Cash management
• Relocation assistance and real property acquisition
• Federal financial reports
Specific Requirements
• Types of services
• Eligibility
• Matching, level of effort
• Reporting
• Cost allocation
• Special requirements, if any
• Monitoring subrecipients

**If total assistance expended under major federal financial assistance programs is greater than zero but constitutes less than 
50 percent of total federal assistance expended by the government dining the year under audit, the auditor should apply the 
guidance in chapter 21 of Audits o f State and Local Governmental Units in order to satisfy the objectives of the Single Audit Act. 
When such guidance is applied, the fourth through seventh paragraphs of the report on internal controls used to administer 
federal financial assistance programs should be modified as follows:

Our study included all of the applicable control categories listed above. During the year ended December 3 1 , 19X2, City of 
Example, Any State, expended X percent of its total federal financial assistance under major federal financial assistance 
programs and the following nonmajor federal financial assistance programs: [list appropriate nonmajor federal assistance 
programs]. With respect to internal control systems used in administering these major and nonmajor federal financial 
assistance programs, our study and evaluation included considering the types of errors and irregularities that could occur, 
determining the internal control procedures that should prevent or detect such errors and irregularities, determining whether 
the necessary procedures are prescribed and are being followed satisfactorily, and evaluating any weaknesses.
With respect to the internal control systems used solely in administering the other nonmajor federal financial assistance 
programs of City of Example, Any State, our study and evaluation was limited to a preliminary review of the systems to 
obtain an understanding of the control environment and the flow of transactions through the accounting system. Our 
study and evaluation of the internal control systems used solely in administering these nonmajor federal financial 
assistance programs of City of Example, Any State, did not extend beyond this preliminary review phase.
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Our study and evaluation was more limited than would be necessary to express an opinion on the internal control 
systems used in administering the federal financial assistance programs of City of Example, Any State. Accord
ingly, we do not express an opinion on the internal control systems used in administering the federal financial 
assistance programs of City of Example, Any State. Further, we do not express an opinion on the internal control sys
tems used in administering the major federal financial assistance programs of City of Example, Any State.

Also, our audit, made in accordance with the standards mentioned above, would not necessarily disclose material 
weaknesses in the internal control systems used solely in administering nonmajor federal financial assistance 
programs.

Our study and evaluation was more limited than would be necessary to express an opinion on the internal control systems used 
in administering the federal financial assistance programs of City of Example, Any State. Accordingly, we do not express 
an opinion on the internal control systems used in administering the federal financial assistance programs of City of Exam
ple, Any State. Further, we do not express an opinion on the internal control systems used in administering the major fed
eral financial assistance programs of City of Example, Any State.
Also, our audit, made in accordance with the standards mentioned above, would not necessarily disclose material weak
nesses in the internal control systems for which our study and evaluation was limited to a preliminary review of the systems 
as discussed in the fifth paragraph of this report.
If the government had no major federal financial assistance programs during the year under examination, the auditor 
should apply the guidance in chapter 21 of Audits o f State and Local Governmental Units in order to satisfy the objectives of the 
Single Audit Act. When such guidance is applied, the fourth through seventh paragraphs of the auditor's report on internal 
controls used to administer federal financial assistance programs should be modified as follows:

Our study included all of the applicable control categories listed above. During the year ended December 3 1 ,  19X2, City 
of Example, Any State, had no major federal financial assistance programs and expended X percent of its total federal 
financial assistance under the following nonmajor federal financial assistance programs: [list appropriate nonmajor federal 
financial assistance programs]. With respect to internal control systems used in administering these nonmajor federal finan
cial assistance programs, our study and evaluation included considering the types of errors and irregularities that could 
occur, determining the internal control procedures that should prevent or detect such errors and irregularities, determining 
whether the necessary procedures are prescribed and are being followed satisfactorily, and evaluating any weaknesses. 
With respect to the internal control systems used solely in administering the other nonmajor federal financial assistance 
programs of City of Example, Any State, our study and evaluation was limited to a preliminary review of the systems to 
obtain an understanding of the control environment and the flow of transactions through the accounting system. Our 
study and evaluation of the internal control systems used solely in administering these nonmajor federal financial 
assistance programs of City of Example, Any State, did not extend beyond this preliminary review phase.
Our study and evaluation was more limited than would be necessary to express an opinion on the internal control sys
tems used in administering the federal financial assistance programs of City of Example, Any State. Accordingly, we do 
not express an opinion on the internal control systems used in administering the federal financial assistance programs 
of City of Example, Any State.
Also, our audit, made in accordance with the standards mentioned above, would not necessarily disclose material weak
nesses in the internal control systems, for which our study and evaluation was limited to a preliminary review of the 
systems, as discussed in the fifth paragraph of this report.
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However, our study and evaluation and our audit disclosed the following conditions that we believe result in more 
than a relatively low risk that errors or irregularities in amounts that would be material to a federal financial 
assistance program may occur and not be detected within a timely period.*** (A description of the conditions that 
have come to the auditor's attention would follow; if the study and evaluation and the audit disclose no material 
weaknesses in relation to a federal financial assistance program, this sentence should state, "However, our study 
and evaluation and our audit disclosed no condition that we believe to be a material weakness in relation to a fed
eral financial assistance program of City of Example, Any State,' '  and the following paragraph should be omitted.)

These conditions were considered in determining the nature, timing, and extent of the audit tests to be applied in 
(1) our audit of the 19XX general purpose financial statements and (2) our audit and review of City of Example, Any 
State, compliance with laws and regulations noncompliance with which we believe could have a material effect on 
the allowability of program expenditures for each major federal financial assistance program and nonmajor federal 
financial assistance programs. This report does not affect our reports on the general purpose financial statements 
and on City of Example, Any State, compliance with laws and regulations dated March 15, 19X3.

This report is intended solely for the use of management and [specify legislative or regulatory body] and should not 
be used for any other purpose. This restriction is not intended to limit the distribution of this report, which, upon 
acceptance by City of Example, Any State, is a matter of public record.

[Signature]

[Date]

***A ll material weaknesses that have come to the auditor's attention during the audit should be described. Though only mate
rial weaknesses in internal controls need be reported, the auditor may wish to report nonmaterial weaknesses to manage
ment. This may be accomplished in the auditor's letter to management or through some similar method of communication. 
If a letter to management is prepared, the auditor should refer to that communication in this report.
Government Auditing Standards, issued by the Comptroller General of the United States, states that well-developed findings 
concerning material weaknesses in internal controls generally consist of a statement of condition, the criteria, the effect, and 
the cause (see chapter 23 of Audits o f State and Local Governmental Units for further explanation).
It is recognized that the auditor may not be able to fully develop all of these points for each material weakness found, given 
the scope and purpose of the control study. The auditor should attempt to identify the condition, criteria, effect, and cause 
to provide sufficient information to federal, state, and local officials to permit timely and proper corrective action. These 
findings may also serve as a basis for a federal agency's conducting or contracting for additional audit work.
Weaknesses identified relating to controls over nonmajor programs should be reported here or alternatively in a letter to 
management based on whether they are considered to be material or nonmaterial.
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TECHNICAL HOTLINE
The AICPA Technical Information Service answers 

inquiries about specific audit or accounting problems. 
Call Toll Free

(800) 223-4158 (Except New York)
(800) 522-5430 (New York Only)

This service is free to AICPA members.
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