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REQUIRED COMMUNICATION OF INTERNAL CONTROL RELATED MATTERS
IDENTIFIED IN THE AUDIT TO THOSE CHARGED WITH GOVERNANCE

Auditing standards require that we perform procedures to obtain an understanding of your government
and its internal control environment as part of the annual audit. This includes an analysis of significant
transaction cycles and an analysis of the year-end financial reporting process and preparation of your
financial statements.

INTERNAL CONTROL OVER FINANCIAL REPORTING
Properly designed systems of internal control provide your organization with the ability to process and
record accurate monthly and year-end transactions and annual financial reports.
Our audit includes a review and evaluation of the internal controls relating to financial reporting. Common
attributes of a properly designed system of internal control for financial reporting are as follows:
>

There is adequate staffing to prepare financial reports throughout the year and at year-end.

>

Material misstatements are identified and corrected during the normal course of duties.

>

Complete and accurate financial statements, including footnotes, are prepared.

>

Financial reports are independently reviewed for completeness and accuracy.

Our evaluation of the internal controls over financial reporting has identified control deficiencies that are
considered material weakness surrounding the preparation of financial statements and footnotes,
adjusting journal entries identified by the auditors, and an independent review of financial reports.
Management has not prepared financial statements that are in conformity with generally accepted
accounting principles. In addition, material misstatements in the general ledger were identified during the
financial audit.
This level of internal control over financial reporting can be a difficult task for governments that operate
with only enough staff to process monthly transactions and reports, and often rely on their auditors to
propose certain year-end audit entries and financial statements

INTERNAL CONTROL ENVIRONMENT
A properly designed system of internal control includes adequate staffing as well as policies and
procedures to properly segregate duties. This includes systems that are designed to limit the access or
control of any one individual to your government’s assets or accounting records, and to achieve a higher
likelihood that errors or irregularities in your accounting processes would be discovered by your staff in a
timely manner.
At this time, due to staffing and financial limitations, the proper internal controls are not in place to
achieve adequate segregation of duties. As a result, errors, irregularities or fraud could occur as part of
the financial reporting process that may not be discovered by someone in your organization. Therefore,
we are reporting a material weakness related to the internal control environment.
There are also certain controls that are not currently in place related to significant transaction cycles. As a
result, there is a risk that erroneous or unauthorized transactions or misstatements could occur without
the knowledge of management or the governing body. Our recommendations for strengthening controls
are listed below.
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INTERNAL CONTROL ENVIRONMENT (cont.)
CONTROLS OVER ACCOUNTS PAYABLE/DISBURSEMENTS


Persons processing accounts payable and those with access to the system should be separate
from those ordering or receiving goods or services.



There should be an appropriate system for review and approval of vendors.



There is evidence that the council reviews check registers; however, there should be evidence to
show that the check sequence has been accounted for by the council and that any gaps between
approved check registers do not exist.

CONTROLS OVER PAYROLL


Persons preparing the payroll should be independent of other personnel duties and restricted
from access to the payroll account.

CONTROLS OVER PROPERTY TAXES


Batch collections should be reconciled from the general ledger to the tax collection system by
someone independent of the process.



Bank reconciliations for the tax account should be performed by someone independent of the tax
collection process.

CONTROLS OVER MONTHLY AND YEAR-END ACCOUNTING


Account reconciliations prepared throughout the year should be performed by someone
independent of processing transactions in the account.



Year-end reconciliations (retainages) should be reviewed and approved by someone other than
the preparer.

CONTROLS OVER ELECTRONIC FUND TRANSFERS


A separate review/approval should be required for all wire transfers.

We recommend that a designated employee review the segregation of duties, risks, and these potential
controls and determine whether additional controls should be implemented. This determination should
take into consideration a cost / benefit analysis.
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INFORMATION TECHNOLOGY SYSTEM INTERNAL CONTROLS


The city lacks various controls surrounding its information technology related to the accounting
functions. These include controls over passwords and proper system back-ups that are
completed and tested on a regularly scheduled basis.



The city’s present software system lacks certain security features that, if operated improperly,
would not allow for the identification of changes made to financial data after the original entry of
such data. This is a control weakness that exists in many database software packages, including
Microsoft Office Access, which is the basis for your software. Many of the system users may not
possess the technical knowledge to operate the system in a manner that would impair the
system’s control integrity. However, it is possible that some users may possess the knowledge to
circumvent the system’s controls. Therefore, we believe that it is reasonably possible that a
material error could occur resulting in a misstatement of the city’s financial statements, and your
controls would not prevent or detect the error. Accordingly, we are required to communicate this
fact to you.
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OTHER COMMUNICATIONS TO THOSE CHARGED WITH GOVERNANCE

TWO WAY COMMUNICATION REGARDING YOUR AUDIT
As part of our audit of your financial statements, we are providing communications to you throughout the
audit process. Auditing requirements provide for two-way communication and are important in assisting
the auditor and you with more information relevant to the audit.
As this past audit is concluded, we use what we have learned to begin the planning process for next
year’s audit. It is important that you understand the following points about the scope and timing of our
next audit:
a. We address the significant risks of material misstatement, whether due to fraud or error, through
our detailed audit procedures.
b. We will obtain an understanding of the five components of internal control sufficient to assess the
risk of material misstatement of the financial statements whether due to error or fraud, and to
design the nature, timing, and extent of further audit procedures. We will obtain a sufficient
understanding by performing risk assessment procedures to evaluate the design of controls
relevant to an audit of financial statements and to determine whether they have been
implemented. We will use such knowledge to:
>
>
>

Identify types of potential misstatements.
Consider factors that affect the risks of material misstatement.
Design tests of controls, when applicable, and substantive procedures.

We will not express an opinion on the effectiveness of internal control over financial reporting or
compliance with laws, regulations, and provisions of contracts or grant programs.
c.

The concept of materiality recognizes that some matters, either individually or in the aggregate,
are important for fair presentation of financial statements in conformity with generally accepted
accounting principles while other matters are not important. In performing the audit, we are
concerned with matters that, either individually or in the aggregate, could be material to the
financial statements. Our responsibility is to plan and perform the audit to obtain reasonable
assurance that material misstatements, whether caused by errors or fraud, are detected.

d. Your financial statements contain components, as defined by auditing standards generally
accepted in the United States of America, which we also audit.
We are very interested in your views regarding certain matters. Those matters are listed here:
a. We typically will communicate with your top level of management unless you tell us otherwise.
b. We understand that the city council has the responsibility to oversee the strategic direction of
your organization, as well as the overall accountability of the entity. Management has the
responsibility for achieving the objectives of the entity.
c.

We need to know your views about your organization’s objectives and strategies, and the related
business risks that may result in material misstatements.

d. Which matters do you consider warrant particular attention during the audit, and are there any
areas where you request additional procedures to be undertaken?
e. Have you had any significant communications with regulators or grantor agencies?
f.

Are there other matters that you believe are relevant to the audit of the financial statements?
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TWO WAY COMMUNICATION REGARDING YOUR AUDIT (cont.)
Also, is there anything that we need to know about the attitudes, awareness, and actions of the city
concerning:
a. The city’s internal control and its importance in the entity, including how those charged with
governance oversee the effectiveness of internal control?
b. The detection or the possibility of fraud?
We also need to know if you have taken actions in response to developments in financial reporting, laws,
accounting standards, governance practices, or other related matters, or in response to previous
communications with us.
With regard to the timing of our audit, here is some general information. If necessary, we may perform
preliminary audit work during the months of October-December, and sometimes early January. Our final
fieldwork is scheduled during the spring to best coincide with your readiness and report deadlines. After
fieldwork, we wrap up our audit procedures at our office and may issue drafts of our report for your
review. Final copies of our report and other communications are issued after approval by your staff. This
is typically 6-12 weeks after final fieldwork, but may vary depending on a number of factors.
Keep in mind that while this communication may assist us with planning the scope and timing of the
audit, it does not change the auditor’s sole responsibility to determine the overall audit strategy and the
audit plan, including the nature, timing, and extent of procedures necessary to obtain sufficient
appropriate audit evidence.
We realize that you may have questions on what this all means, or wish to provide other feedback. We
welcome the opportunity to hear from you.

Page 6

COMMUNICATION OF OTHER CONTROL DEFICIENCIES, RECOMMENDATIONS,
AND INFORMATIONAL POINTS TO MANAGEMENT THAT ARE NOT
MATERIAL WEAKNESSES OR SIGNIFICANT DEFICIENCIES

INFORMATIONAL POINTS
CYBER RISK ASSESSMENT
Cybersecurity is a growing challenge for many governments as threats and vulnerabilities constantly
evolve. Information security is a significant issue for many organizations and is no longer considered to
be strictly an Information Technology (IT) issue. The potential impacts of a security breach can be
financial, operational, and reputational. Cyber risk should be a high priority and evaluated on a regular
basis.
Security breaches can come in a number of forms, which are continually evolving with advances in and
increased use of technology. It is important for governments to assess what types of information they
have that are vulnerable to cyber-attack. Items to consider include processing, collecting, and/or storing
personal information about employees, taxpayers, and/or customers. Social security numbers, bank
accounts, addresses, medical information, birth dates, and credit cards are all common examples of
information existing in systems of governmental entities. In addition, general ledger data and other
supporting files can be compromised. Several instances of ransomware have been reported in
governmental entities like yours during the last year. Ransomware restricts access to your files and
demands a ransom to the malware operator in order to release the restriction. It is important to take
inventory of all the information that flows through your systems in order to properly secure your data.
We recommend performing a cyber risk assessment to align the internal controls and processes with the
organizational objectives, initiatives, resources, and risk appetites with regards to cyber risk. We have
cybersecurity experts on staff that are available to assist with this assessment.
GOVERNMENT FRAUD PREVENTION AND DETECTION: NOW IS THE TIME TO ACT
When it comes to preventing and detecting fraud in government, being proactive is critical. In fact,
government is the second most likely industry to be impacted by fraud. According to the audit standards,
the primary responsibility for the prevention and detection of fraud rests with both those charged with
governance of the entity and management. To get started, your government should conduct a fraud risk
assessment to identify where and how fraud might occur and what individuals may be in a position to
commit fraud. Once you’ve identified your entity’s fraud risk areas, the next step is to develop a fraud risk
assessment and investigation policy.
As you begin your fraud risk assessment or develop tools to prevent and detect fraud, it is important to
keep in mind the following information provided by the Association of Certified fraud Examiners
>

Misappropriation of assets accounts for 80 percent of fraud

>

The primary internal control weaknesses observed are lack of internal controls, lack of
management review, override of existing internal controls and poor tone at the top

>

A tip is the most effective tool to catch a fraudster followed by management review

>

The professional requirements and objectives of a financial audit are different than a forensic
audit. Due to the nature of a financial audit, less than 10 percent of frauds have been discovered
as a result of a financial audit conducted by an independent accounting firm.

If your government has not gone through a fraud risk assessment or does not have a plan to prevent and
detect fraud, we recommend that this be done and then updated on a regular basis. We are available to
assist you with this process.
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INFORMATIONAL POINTS (cont.)
IMPACT FEE SPEND-DOWN REQUIREMENTS
The city currently collects impact fees under Wisconsin State statute 66.0617. Revenues collected from
impact fees are required to be placed in a segregated, interest-bearing account. Impact fee revenues and
interest earned on impact fee revenues may only be expended on capital items for which the impact fees
were imposed.
Statute 66.0617 was first amended by the 2005 Wisconsin Act 203 and later by the 2007 Wisconsin Act
44. These acts modified spend-down requirements as follows:


An impact fee that was collected before January 1, 2003, must be used for the purpose for which
it was collected no later than December 31, 2012. If the fee was not used by that date, it was to
be refunded to the current owner of the property, along with any accumulated interest.



Impact fees that are collected after April 10, 2006 and collected within seven (7) years of the
effective date of the ordinance imposing the fees must be used within ten (10) years of collection
with a possibility of extending the time for an additional three (3) years under extenuating
circumstances or hardship.



An impact fee that is collected after April 10, 2006 and collected more than seven (7) years after
the effective date of the ordinance must be used within a reasonable period of time after they are
collected to pay the capital costs for which they were imposed, or they shall be refunded to the
current property owner, along with any accumulated interest.

We recommend that management review the impact fee ordinance, collections, and eligible costs to
ensure compliance with the spend-down requirements.
NEW RESOURCES FOR STATE AND LOCAL GOVERNMENT BOARDS
In recent years, our clients have told us that the roles of their board members have become increasingly
demanding. Expectations and accountability are at all-time high and the knowledge required to be an
effective board member is substantial. For these reasons, we have compiled a number of resources
dedicated to educating state and local government board members. Go to our website
www.bakertilly.com and click on the State and Local Government page.
Included in the “insights” section at the bottom of the State and Local Government page are four quickhitting, informative videos:
1.
2.
3.
4.

Government financial statements 101
Understanding your government’s fraud risk
Financial ratios and benchmarks
Fund balance and other financial policies

Also included are links to other videos, case studies and news / events that you might find of interest.
We encourage you to subscribe to our complimentary newsletter “Government Connection” to stay
abreast of the latest issues impacting state and local governments. You can do so by clicking on the
“subscribe” button and indicating "State and Local Government" as an area of interest on the subscription
form. Also, if you or your board members have suggested topics to feature on our Board Governance
webpage or Government Connection newsletter, we invite you to submit your ideas in person or online.
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INFORMATIONAL POINTS (cont.)
INTERPRETING YOUR FINANCIAL STATEMENTS POST-GASB NO. 68
Now that your financial statements reflect the new pension requirements of GASB Statement No. 68,
what has changed and how do you interpret this new information? In summary, GASB Statement No. 68
required governmental entities participating in the Wisconsin Retirement System (WRS) to report their
proportionate share of the plan’s activity and net pension asset.
As of the December 31, 2014 measurement date used for your 2015 financial statements, WRS reported
total resources available to provide pension benefits of $92.1 billion. They also reported a total liability for
pensions of $89.7 billion. This resulted in a net pension asset of $2.4 billion. Your government’s
proportionate share of the asset is $316,052 and is reported as a restricted asset. There are also
pension-related deferred outflows or inflows due to timing of contributions and smoothing of activity.
Pension activity under GASB Statement No. 68 is report in the government-wide financial statements and
proprietary fund financial statements, similar to long-term debt. The implementation of this new standard
does not affect how you fund or pay for your pension contributions to the WRS.
The accounting and reporting of pensions has become more complex with the implementation of GASB
Statement No. 68. We are available to answer any questions on how this new accounting standard
affects your financial statements.
REVISIONS TO ACTUARIAL STANDARDS IMPACT IMPLICIT OPEB LIABILITIES
Current guidance for the accounting and financial reporting of other postemployment benefits (OPEBs) by
governmental employers is outlined in GASB No. 45. The most common OPEB is retiree healthcare. This
standard applies to both explicit benefits – those where the employer pays for all or a portion of the
premiums – as well as implicit benefits. An implicit OPEB occurs when retirees are allowed to remain on
the employer’s health care plan at their own cost but pay the same blended premium as current
employees. While the employer is not paying a portion of the retiree premium they may be paying a
higher premium for their active employees than they otherwise would if age adjusted premiums were
calculated for each group. This results in an implicit rate subsidy.
When GASB 45 was drafted it allowed community rated plans, such as the State of Wisconsin ETF Plan
(the “Plan”), to use unadjusted premiums to the extent allowed by actuarial standards. As such,
employers participating in the Plan and not providing explicit retiree benefits have not been required to
calculate or record an implicit OPEB liability. However, revisions to Actuarial Standard of Practice (ASOP)
No. 6 now provide very limited circumstances in which the use of unadjusted premiums by actuaries will
be considered appropriate. In fact, the Plan has indicated that unadjusted premiums will not be able to be
used under the new rules. The revisions to ASOP No. 6 are effective for actuarial studies with a
measurement date on or after March 31, 2015. This will impact financial reporting periods after December
31, 2015. As a participant in the Plan, which has not calculated or recorded an OPEB liability in the past,
you will now need to evaluate the implicit rate subsidy under GASB 45 for your December 31, 2016
financial statements. We are available to assist management with this evaluation.
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CURRENT YEAR POINTS
ADVANCES
Three of the city’s tax incremental financing (TIF) districts are currently relying upon other funds of the
city. While it is not unusual for active TIF districts to rely upon or borrow from other funds during their
earlier years, it also requires careful monitoring through what is called TIF projections. Performing TIF
projections is not something that is within the scope of an audit. The distinction is that an audit looks back
to determine the current status of a TIF, while a projection attempts to estimate the long-term viability of a
TIF, including whether or not it will be able to meet its debt obligations during its life.
We recommend the city continue to update its TIF projections, including the amounts other funds have
advanced or borrowed to the TIFs.
As of December 31, 2015, the following TIF Districts had an advance recorded from other funds:
412 TIF No. 2
413 TIF No. 3
414 TIF No. 4
Total

$ 829,960
198,245
16,150
$1,044,355

These monies were advanced from 410 TIF District No. 1.
It should be noted that the advance total at December 31, 2014 for the TIF’s was $727,358, resulting in a
$316,997 increase over the prior year.
As allowable under TIF statutes, the common council and joint review board, in 2011, approved sharing
increments from TIF District No. 1 (donor district) to TIF District No. 2 (donee district). Transfers were
approved to begin in 2012. As of December 31, 2015, no transfers have been made, but this is something
the city could consider going forward.
Your community’s long-term success is important. As a governing body, your involvement and
understanding of your community’s financial activities will help you make informed decisions regarding
the future of your community.
TIF CAPITAL EXPENDITURES
As of December 31, 2015, 412 TIF No. 2 is at 29.5% of their budgeted capital expenditures per the
project plan. The city will likely be required to have a 30% TIF audit after the 2016 expenditures are
incurred.

PRIOR YEAR POINTS
AMBULANCE ALLOWANCE
The city provides ambulance services to its citizens and has hired a third party to complete the billing
and collection for those services. Many of the outstanding balances are not likely to be fully collected,
based on Medicare or Medicaid disallowances. The city should periodically monitor the allowance for
uncollectible ambulance accounts for reasonableness and make adjustments as needed.
Status (12/31/15)
This recommendation still pertains.
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PRIOR YEAR POINTS (cont.)
BUDGET REQUIREMENTS
Wisconsin state statutes regarding municipal budgeting specify the information that should be
incorporated into the city’s class 1 notice regarding the budget public hearing and the budget document
adopted by the city.
The city’s budget notice should include the following items:
A. Summary budget for the proposed budget, the budget in effect and the percentage changed
between the budget of the current year and the proposed budget. A summary budget would
include:
1.
2.
3.
4.
5.
6.
7.
8.

All expenditures by major expenditure category for general fund.
All revenues by major revenue source for general fund.
Any financing source and use not included in 1. and 2. above.
All beginning and year-end fund balances for all funds.
Total revenues and expenditures for each fund.
Summary totals of revenues and expenditures (all funds).
Local property taxes for each fund and the total for all funds.
List of budget increases and decreases due to new or discontinued activities.

B. The place where the budget, in detail, is available for public inspection.
C. The time and place for holding the public hearing.
The budget document is required to include these items:
A. List all existing indebtedness.
B. Actual revenues and expenditures of the preceding year.
C. Actual revenues and expenditures for not less than the first six months of the current year and
estimated revenues and expenditures for the balance of the year.
D. All anticipated revenue from all sources and all proposed appropriations for the ensuing year
(proposed budget).
E. All anticipated unexpended or unappropriated balances and surpluses for each fund.
We recommend that the city review state statutes pertaining to municipal budgets. When preparing the
city budget, you should include the items mentioned above.
Status (12/31/154)
This recommendation still pertains.
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PRIOR YEAR POINTS (cont.)
UNCOLLATERALIZED DEPOSITS
Governmental Accounting Standards Board (GASB) Statement No. 40 requires disclosures about
deposits and investments. One of the main purposes of GASB Statement No. 40 is to indicate to users of
financial statements the custodial risks involved with an entity’s deposits and investments. These
disclosures are included in the notes to your financial statements.
Here are the current rules.


In-state accounts (deposits are held in an institution in the same state where the government
is located)
1) Up to $250,000 for the combined amount of all time (CDs) and savings deposits (includes
NOW accounts and money market deposit accounts)
2) Up to $250,000 for all demand deposit accounts (defined as “deposits payable on demand
and for which the depository institution does not reserve the right to require advanced notice
of withdrawal”)



Out-of-state accounts (deposits are held in an institution outside of the state where the
government is located)
1) Up to $250,000 for the combined total of all deposit accounts
Status (12/31/15)

As of December 31, 2015, the city had $2,843,974 of uncollateralized deposits with its banks. We
recommend that the city evaluate this to determine if further action is necessary. We also recommend the
city review their collateral agreements with the banks to ensure the safety of its deposits.
DECENTRALIZED CASH COLLECTIONS
Many governments collect cash at numerous decentralized locations that are separate from the primary
system of accounting procedures and controls. The opportunity for theft is often higher at those locations
because one person is frequently involved in most, if not all, aspects of a transaction (i.e. lack of
segregation of duties).
Examples in your government that fit this situation include: library and police department.
Management is responsible for designing and implementing controls and procedures to detect and
prevent fraud. As a result, we recommend that management review its decentralized cash collection
procedures and controls on a periodic basis and make changes as necessary to strengthen the internal
control environment. Reviewing the adequacy of the controls is a responsibility of the governing body.
Below are example procedures and controls to help mitigate the risk of loss at decentralized cash
collection points:


Implement a centralized receipting process with adequate segregation of duties



For cash collections, ensure pre-numbered receipts are being used and all receipts in the
sequence are being reviewed by someone other than the person receipting the cash and receipts
tie to deposits



Perform surprise procedures at decentralized locations (cash counts, walkthrough of processes,
etc.)
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PRIOR YEAR POINTS (cont.)
DECENTRALIZED CASH COLLECTIONS (cont.)


Require regular cash deposits to minimize collection on-hand



Limit the number of separate bank accounts



Segregate duties as much as possible – the person receipting cash should be separate from the
person preparing deposits and the person reconciling bank accounts should be separate from the
cash collection activity



Perform a month-to-month or year-to-year comparison to look for unusual changes in collections



If collecting from a drop box site, consider sending two people to collect the funds, especially
during peak times

As always, the cost of controls and staffing must be weighed against the benefits of safeguarding your
assets.
Status (12/31/15)
This recommendation still pertains.
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REQUIRED COMMUNICATIONS BY THE AUDITOR TO THOSE CHARGED WITH GOVERNANCE

Baker Tilly Virchow Krause, LLP
Ten Terrace Ct, PO Box 7398
Madison, WI 53707-7398
tel 608 249 6622
fax 608 249 8532
bakertilly.com

To the City Council
City of Waterloo
Waterloo, Wisconsin

Thank you for using Baker Tilly Virchow Krause, LLP as your auditor.
We have completed our audit of the financial statements of the City of Waterloo for the year ended
December 31, 2015 and have issued our report thereon dated March 31, 2016. This letter presents
communications required by our professional standards.
OUR RESPONSIBILITY UNDER AUDITING STANDARDS
GENERALLY ACCEPTED IN THE UNITED STATES OF AMERICA
The objective of a financial statement audit is the expression of an opinion on the financial statements. We
conducted the audit in accordance with auditing standards generally accepted in the United States of America.
These standards require that we plan and perform our audit to obtain reasonable, rather than absolute,
assurance about whether the financial statements prepared by management with your oversight are free of
material misstatement, whether caused by error or fraud. Our audit included examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing accounting principles
used and significant estimates made by management, and evaluating the overall financial statement
presentation. Our audit does not relieve management or those charged with governance of their
responsibilities.
As part of the audit we obtained an understanding of the entity and its environment, including internal control,
sufficient to assess the risks of material misstatement of the financial statements and to design the nature,
timing and extent of further audit procedures. The audit was not designed to provide assurance on internal
control or to identify deficiencies in internal control.
OTHER INFORMATION IN DOCUMENTS CONTAINING AUDITED FINANCIAL STATEMENTS
Our responsibility does not extend beyond the audited financial statements identified in this report. We do not
have any obligation to and have not performed any procedures to corroborate other information contained in
client prepared documents, such as official statements related to debt issues.
PLANNED SCOPE AND TIMING OF THE AUDIT
We performed the audit according to the planned scope and timing previously communicated to you during our
meeting with you on June 18, 2015 and in our letter about planning matters dated May 15, 2015.
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To the City Council
City of Waterloo

QUALITATIVE ASPECTS OF THE ENTITY’S SIGNIFICANT ACCOUNTING PRACTICES
Accounting Policies
Management is responsible for the selection and use of appropriate accounting policies. In accordance with the
terms of our engagement letter, we will advise management about the appropriateness of accounting policies
and their application. The significant accounting policies used by the City of Waterloo are described in Note I to
the financial statements. As described in Note 1 to the financial statements, the City of Waterloo changed
accounting policies related to financial reporting for pensions by adopting Statement of Governmental
Accounting Standards (GASB) Statement No. 68, Accounting and Financial Reporting for Pensions – an
Amendment of GASB Statement No. 27 and GASB Statement No. 71, Pension Transition for Contributions
Made Subsequent to the Measurement Date – an Amendment of GASB Statement No. 68 in 2015. Accordingly,
the accounting change has been retrospectively applied to prior periods presented as if the policy has always
been used. We noted no transactions entered into by the City of Waterloo during the year that were both
significant and unusual, and of which, under professional standards, we are required to inform you, or
transactions for which there is a lack of authoritative guidance or consensus.
Accounting Estimates
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 estimate affecting the financial statements was:
Management’s estimate of the allowance for ambulance receivables is based on payment history for
this type of receivable. We evaluated the key factors and assumptions used to develop this estimate in
determining that it is reasonable in relation to the financial statements taken as a whole.
Financial Statement Disclosures
The disclosures in the notes to the financial statements are neutral, consistent, and clear.
DIFFICULTIES ENCOUNTERED IN PERFORMING THE AUDIT
We encountered no significant difficulties in dealing with management in performing 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 trivial, and communicate them to the appropriate level of management.
Management has corrected all such misstatements.
The following is a summary of material financial statement misstatements (audit adjustments):
Amount
Adjustment to grants receivable and unavailable revenue
Record interfund/transfer related to the sewer collection system
Adjustment to fund balance within 220 Active Fire - Operating
Record transfer relating to TIF capital expenses
Record transfer relating to McLain write-off to proper TIF
Record PECFA grant revenue and related expenditures – capital projects

$

150,000
148,055
237,949
109,714
41,000
63,953
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To the City Council
City of Waterloo

CORRECTED AND UNCORRECTED MISSTATEMENTS (cont.)
In addition, we prepared GASB No. 34 conversion entries which are summarized in the “Reconciliation of the
Balance Sheet of Governmental Funds to the Statement of Net Position” and the “Reconciliation of the
Statement of Revenues, Expenditures, and Changes in Fund Balances of Governmental Funds to the
Statement of Activities” in the financial statements.
DISAGREEMENTS WITH MANAGEMENT
For purposes of this letter, professional standards define a disagreement with management as a matter,
whether or not resolved to our satisfaction, concerning a financial accounting, reporting, or auditing matter that
could be significant to the financial statements or the auditors’ report. We are pleased to report that no such
disagreements arose during the course of our audit.
CONSULTATIONS WITH OTHER INDEPENDENT ACCOUNTANTS
In some cases, management may decide to consult with other accountants about auditing and accounting
matters. If a consultation involves application of an accounting principle to the governmental unit’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.
MANAGEMENT REPRESENTATIONS
We have requested certain representations from management that are included in the management
representation letter. This letter follows this required communication.
INDEPENDENCE
We are not aware of any relationships between Baker Tilly Virchow Krause, LLP and the City of Waterloo that,
in our professional judgment, may reasonably be thought to bear on our independence.
Relating to our audit of the financial statements of the City of Waterloo for the year ended December 31, 2015,
Baker Tilly Virchow Krause, LLP hereby confirms that we are, in our professional judgment, independent with
respect to the City of Waterloo in accordance with the Code of Professional Conduct issued by the American
Institute of Certified Public Accountants. We provided no services to the City of Waterloo other than audit
services provided in connection with the audit of the current year’s financial statements and nonaudit services
which in our judgment do not impair our independence, including:





Financial statement preparation
Adjusting journal entries
Compiled TIF financial statements
Civic Systems software

None of these nonaudit services constitute an audit under generally accepted auditing standards, including
Government Auditing Standards.
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To the City Council
City of Waterloo

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 of Waterloo's auditors. However, these
discussions occurred in the normal course of our professional relationship and our responses were not a
condition to our retention.
OTHER MATTERS

We applied certain limited procedures to the required supplementary information (RSI) that supplements 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 the 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, except for the effects on the supplementary information due to the omission of the
Waterloo Honorary Fire Department special revenue fund. 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 and is not intended to be, and
should not be, used by anyone other than the specified parties.
We welcome the opportunity to discuss the information included in this letter and any other matters. Thank you
tor allowing us to work with you.

~T•'lU(vir&,nu/~,LL/
Madison , Wisconsin
March 31, 2016
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MANAGEMENT REPRESENTATIONS

136 North Monroe Street

Waterloo, WI 53594
Phone: 920-478-3025
Fax: 920-418-2021
www.waterloowi.us

March 31,2016
Baker Tilly Virchow Krause, LLP
Ten Terrace Court
P.O. Box 7398
Madison, Wl 53707-7398
Dear Baker Tilly Virchow Krause, LLP:
We are providing this letter in connection with your audit of the financial statements of the City of Waterloo
as of December 31 ,2015 and for the year then ended for the purpose of expressing opinions as to whether the
financial statements present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, the discretely presented component unit, each major fund, and the
aggregate remaining fund information of the City of Waterloo and the respective changes in financial position and
cash flows, where applicable, in conformity with accounting principles generally accepted in the United States of
America. We confirm that we are responsible for the fair presentation of the previously mentioned financial
statements in conformity with accounting principles generally accepted in the United States of America. We are
also responsible for adopting sound accounting policies, establishing and maintaining internal control over financial
reporting, and preventing and detecting fraud.
Certain representations in this letter are described as being limited to matters that are material. ltems are
considered material, regardless of size, if they involve an omission or misstatement of accounting information that,
in the light of surrounding circumstances, makes it probable that the judgment of a reasonable person relying on
the information would be changed or influenced by the omission or misstatement. An omission or misstatement that
is monetarily small in amount could be considered material as a result of qualitative factors.
We confirm, to the best of our knowledge and belief, the following representations made to you during your audit.
Financial Sfafemenfs
1.

We have fulfilled our responsibilities, as set out in the terms of the audit engagement letter.

2. The financialstatements referred to above are fairly presented in conformity with accounting principles generally
accepted in the United States of America. We have engaged you to advise us in fulfilling that responsibility. The
financial statements include all properly classified funds of the primary government and all component units
required by accounting principles generally accepted in the United States of America to be included in the
financial reporting entity.
3. 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.
4. We acknowledge our responsibility for the design, implementation, and maintenance of internal control to prevent
and detect fraud.

5. Significant assumptions we used in making accounting estimates, if any, are reasonable.

6. All events subsequent to the date of the financial statements and for which accounting principles generally
accepted in the United States of America require adjustment or disclosure have been adjusted or disclosed. No
other 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

statements.
7. All materialtransactions have been recorded in the accounting records and are reflected in the financial

statements.
8. All known audit and bookkeeping adjustments have been included in our financial statements, and we are in

agreement with those adjustments.
9. There are no known or possible litigation, claims, and assessments whose effects should be considered when
preparing the financial statements. There are no unasserted claims or assessments that our lawyer has advised
us are probable of assertion and must be disclosed in accordance with accounting principles generally accepted
in the United States of America.
10. Guarantees, whether written or oral, under which the City of Waterloo is contingently liable, if any, have been

properly recorded or disclosed.
lnformation Provided
'11.

We have provided you with:
a. Access to all information, of which we are aware, that is relevant to the preparation and fair presentation of
the financial statements, such as financial records and related data , documentation, and other matters.
b. Additional information that you have requested from us for the purpose of the audit.

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

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

12.\Ne have not completed an assessment of the risk that the financial statements may be materially misstated as
a result of fraud.
13. We have no knowledge of any fraud or suspected fraud that affects the entity and involves:

a. Management,
b. Employees who have significant roles in internal control, or
c. Others where the fraud could have a material effect on the financial statements.
14. We have no knowledge of any allegations of fraud or suspected fraud atfecting the entity received in

communications from employees, former employees, regulators, or others.
'15. We have no knowledge of known instances of noncompliance or suspected noncompliance

with provisions of

laws, regulations, contracts, or grant agreements, or abuse, whose effects should be considered when
preparing financial statements.
16. There are no known related parties or related party relationships and transactions of which we are aware.

Other
17. There have been no communications from regulatory agencies concerning noncompliance with, or deficiencies
in, financial reporting practices.

18. We have a process to track the status of audit findings and recommendations.

19. We have identified to you any previous financial audits, attestation engagements, and other studies related to

the audit objectives and whether related recommendations have been implemented.
20. The City of Waterloo has no plans or intentions that may materially affect the carrying value or classification of
assets, liabilities, or equity.
21. We are responsible for compliance with federal, state, and local laws, regulations, and provisions of contracts

and grant agreements applicable to us, including tax or debt limits, debt contracts, and IRS arbitrage
regulations; and we have identified and disclosed to you allfederal, state, and local laws, regulations and
provisions of contracts and grant agreements that we believe have a direct and material effect on the
determination of financial statement amounts or other financial data significant to the audit objectives, including
legal and contractual provisions for reporting specific activities in separate funds.

22.Tlrcre are no:
a. Violations or possible violations of budget ordinances, federal, state, and local laws or regulations (including

those pertaining to adopting, approving and amending budgets), provisions of contracts and grant
agreements, tax or debt limits, and any related debt covenants whose effects should be considered for
disclosure in the financial statements or as a basis for recording a loss contingency, or for reporting on
noncompliance, except those already disclosed in the financial statement, if any.
b. Other liabilities or gain or loss contingencies that are required to be accrued or disclosed by accounting
principles generally accepted in the United States of America.

c.

Nonspendable, restricted, committed, or assigned fund balances that were not properly authorized and
approved.

d. Rates being charged to customers other than the rates as authorized by the applicable authoritative body.
e. Violations of restrictions placed on revenues as a result of bond resolution covenants such as revenue

distribution or debt service funding.
23. ln regards to the nonattest services performed by you listed below, we have 1)accepted all management
responsibility; 2) designated an individualwith suitable skill, knowledge, or experience to oversee the services;
3) evaluated the adequacy and results of the services performed, and 4) accepted responsibility for the results
of the services.

a. Financial statement preparation
b. Adjusting journal entries

c. Compiled TIF financial statements
d. Civic Systems software
None of these nonattest services constitute an audit under generally accepted auditing standards, including
G ove rn m e n t A u d iti n g Sfandards.
24.

f

he City of Waterloo has satisfactory title to all owned assets, and there are no liens or encumbrances on such

assets nor has any asset been pledged as collateral.
25. The City of Waterloo has complied with all aspects of contractual agreements that would have a material effect

on the financial statement in the event of noncompliance.

units. There are no joint ventures with an equity interest, or
other joint ventures or other related organizations that should be reported.

26. The financial statements include all component

27 .

The financial statements properly classify all funds and activities.

28. All funds that meet the quantitative criteria in GASB Statement No. 34 and No. 37 for presentation as major are
identified and presented as such and all other funds that are presented as major are particularly important to
financial statement users.
29. Components of net position (net investment in capital assets; restricted; and unrestricted) and components of
fund balance (nonspendable, restricted, committed, assigned and unassigned) are properly classified and, if
applicable, approved.
30. The City of Waterloo has no derivative financial instruments such as contracts that could be assigned to
someone else or net settled, interest rate swaps, collars or caps.

31. Provisions for uncollectible receivables, if any, have been properly identified and recorded.
32. Expenses have been appropriately classified in or allocated to functions and programs in the statement of
activities, and allocations have been made on a reasonable basis.
33. Revenues are appropriately classified in the statement of activities
revenues.

within program revenues

and general

34. lnterfund, internal, and intra-entity activity and balances have been appropriately classified and reported.
35. Deposits and investment securities are properly classified as to risk, and investments are properly valued.
Collateralization agreements with financial institutions, if any, have been properly disclosed.
36. Capital assets, including infrastructure and intangible assets, are properly capitalized, reported, and, if
applicable, depreciated/amortized. Any known impairments have been recorded and disclosed.
37. Tax-exempt bonds issued have retained their tax-exempt status.
38. We have appropriately disclosed the City of Waterloo's policy regarding whether to first apply restricted or
unrestricted resources when an expense is incurred for purposes for which both restricted and unrestricted net
position are available and have determined that net position were properly recognized under the policy. We

have also disclosed our policy regarding which resources (that is, restricted, committed, assigned or
unassigned) are considered to be spent first for expenditures for which more than one resource classification is
available.
39. We acknowledge our responsibility for the required supplementary information (RSl). The RSI is measured and
presented within prescribed guidelines and the methods of measurement and presentation have not changed
from those used in the prior period. We have disclosed to you any significant assumptions and interpretations
underlying the measurement and presentation of the RSl.

40. With respect to the supplementary information, (Sl):
a. We acknowledge our responsibility for presenting the Sl in accordance with accounting principles generally
accepted in the United States of America, and we believe the Sl, 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 Sl have not changed from those used in the prior period,
and we have disclosed to you any significant assumptions or interpretations underlying the measurement and

presentation of the supplementary information.

a. lf the Sl is not presented with the audited financial statements, we will make the audited financial statements
readily available to the intended users of the supplementary information no later than the date we issue the
supplementary information and the auditor's report thereon.

41. We agree with the restatement presented in the current yeafs finanoial statements.
42. We assum_e responsibìlity for,,and agree with, the information provided by the Wisconsin Retirement System as
audited by the LegislativeAudit Bureau relating to the net pension asseUliability and related deferred outflows
and defened inflows and have adequately considered the reasonableness of the amounts and disclosures used
in the financial statements and underlying accounting records. We also assume responsiÞility for the eensus
data that has been reported to the plan.

Sincerely,
City of Waterloo

Sþned:
Signed:

f¿r¿rt.,.:7
Te*S(io¿,e

