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October 1, 2019

Management and the Board of Education
Troy School District
Troy, Ml

We have completed our audit of the financial statements of the governmental activities, each major fund, and
the aggregate remaining fund information of Troy School District as of and for the year ended June 30, 2019,
and have issued our report dated October 1, 2019. We are required to communicate certain matters to you in
accordance with auditing standards generally accepted in the United States of America that are related to internal
control and the audit. The first appendix to this letter sets forth those communications as follows:

I. Auditors’ Communication of Significant Matters with Those Charged with Governance

In addition, we have identified additional matters that are not required to be communicated but we believe are
valuable for management:

II. Matters for Management’s Consideration

We discussed these matters with various personnel in the School District during the audit and with management.
We would also be pleased to meet with you to discuss these matters at your convenience.

These communications are intended solely for the information and use of management, the Board of Education,
and others within the School District, and are not intended to be and should not be used by anyone other than
those specified parties.
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Appendix |
Auditors’ Communication of Significant Matters with Those Charged with Governance

Professional standards require that we provide you with information about our responsibilities under auditing
standards generally accepted in the United States of America, Government Auditing Standards and Title 2 U.S.
Code of Federal Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards (Uniform Guidance), as well as certain information related to the planned
scope and timing of our audit. We have communicated such information in our engagement letter dated June 3,
2019. Professional standards also require that we communicate to you the following information related to our
audit.

Significant Audit Findings

Quialitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by the School District are described in Note 1 of the financial statements. The School
District has adopted the new Governmental Accounting Standards Board Statements as noted in the notes to
the financial statements, effective July 1, 2018.

We noted no transactions entered into by the School District during the year where there is lack of authoritative
guidance or consensus. All significant transactions have been recognized in the financial statements in the
proper period.

Accounting estimates are an integral part of the financial statements prepared by management and are based
on management’s knowledge and experience about past and current events and assumptions about future
events. Certain accounting estimates are particularly sensitive because of their significance to the financial
statements and because of the possibility that future events affecting them may differ significantly from those
expected. The most sensitive estimates affecting the School District’s financial statements were:

o The useful lives of its capital assets. Useful lives are estimated based on the expected length of time
during which the asset is able to deliver a given level of service.

¢ Net pension liability, and related deferred outflows of resources and deferred inflows of resources. The
estimate is based on an actuarial report.

¢ Net OPEB liability, and related deferred outflows of resources and deferred inflows of resources. The
estimate is based on an actuarial report.

We have evaluated the key factors and assumptions used to develop these estimates in determining that they
are reasonable in relation to the financial statements taken as a whole and free from bias.

Disclosures in the financial statements are neutral, consistent, and clear.
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Accounting Standards and Regulatory Updates

Accounting Standards

The Governmental Accounting Standards Board has released the following Statements:

Statement No. 84, Fiduciary Activities improves the guidance regarding the identification of fiduciary activities
for accounting and financial reporting purposes and how those activities should be reported. The criteria
generally are on (1) is the government controlling the assets of the fiduciary activity and (2) the beneficiaries with
whom a fiduciary relationship exists. The four fiduciary funds that should be reported, if applicable are: (1)
pension (and other employee benefit) trust funds, (2) investment trust funds, (3) private-purpose trust funds, and
(4) custodial funds. Custodial funds generally will report fiduciary activities that are not held in a trust or similar
arrangement that meets specific criteria. The requirements of this Statement are effective for the fiscal year
ending June 30, 2020.

Statement No. 87, Leases increases the usefulness of the District’s financial statements by requiring recognition
of certain lease assets and liabilities for leases that previously were classified as operating leases and recognized
as inflows of resources or outflows of resources based on the payment provisions of the contract. It establishes
a single model for lease accounting based on the foundational principle that leases are financings of the right to
use an underlying asset. A lessee will be required to recognize a lease liability and an intangible right-to-use a
lease asset, and a lessor will be required to recognize a lease receivable and a deferred inflow of resources,
thereby enhancing the relevance and consistency of information about the District’s leasing activities. The
requirements of this Statement are effective for the fiscal year ending June 30, 2021.

The School District is evaluating the impact the above pronouncements will have on its financial reporting.

Requlatory and Other Updates

Federal Compliance

The Federal Compliance Supplement is being fully revised for 2019. Included in the revision is a mandate
that the federal awarding agencies limit the requirement to test six of the compliance areas for each program.
These program testing requirements are anticipated to vary on an annual basis. However, auditors will still
need to perform a risk assessment to determine if any additional requirements may need to be tested, or if
some of those requirements will not be necessary to test as it may not be direct and material to the program.
This does not alleviate districts from following all of the compliance requirements as described in the grant
agreement. It simply identifies which ones auditors will be testing.

Budget Assumptions & Early Warning

Each school district that has a general fund balance less than 5% of total unrestricted general revenue for
either of the 2016-2017 or 2017-2018 school fiscal years is required to submit budget assumptions to the
Center for Educational Performance and Information (CEPI).

Uniform Budgeting and Accounting Act (UBAA)

The UBAA establishes budget and accounting requirements for local governments and school districts,
including public school academies. It also establishes oversight requirements for MDE as well as the
Michigan Attorney General. Material violations of the UBAA, including but not limited to General Fund deficits,
should be reported as financial statement findings in the audit report. UBAA states that if it becomes apparent
during the year that the probable revenues will be less than the budgeted revenues, the fiscal officer shall
present recommendations to the legislative body which, if adopted, would prevent expenditures from
exceeding available revenues for the fiscal year. UBAA states that an officer of the school district shall not
incur expenditures against an appropriation account in excess of the amount appropriated by the board.
Noncompliance includes, but is not limited to, over-expending the budget authorized by the board. MDE is
analyzing the General Fund only, and at the total revenues, expenditures and financing sources (uses) levels,
rather than at the line item level. MDE has stated a 0% tolerance for UBAA noncompliance.
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Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing and completing our audit.
Corrected and Uncorrected Misstatements

Professional standards require that the auditor accumulate all known and likely misstatements identified during
the audit, other than those the auditor believes to be trivial. The adjustments identified during the audit have
been communicated to management and management has posted all adjustments, except as noted below.

Management has determined that the effects of the uncorrected misstatements below is immaterial both
individually and in the aggregate, qualitatively and quantitatively, to the financial statements taken as a whole.

¢ The state aid receivable and corresponding revenue was recorded based on the July 2019 State Aid
Status Report and did not account for adjustments in August. This results in due from other governments
and revenues being understated by $82,305.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a financial
accounting, reporting, or auditing matter, whether or not resolved to our satisfaction that could be significant to
the financial statements or the auditors’ report. We are pleased to report we had no such disagreements with
management during the audit.

Management Representations

We have requested certain representations from management that are included in the management
representation letter dated as of the date of the audit report.

Management’s Consultations with Other Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a “second opinion” on certain situations. If a consultation involves application of an
accounting principle to the School District’s financial statements or a determination of the type of auditor’s opinion
that may be expressed on those statements, our professional standards require the consulting accountant to
check with us to determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the School District’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 Reports

Other information that is required to be reported to you is included in the: Independent Auditors’ Report on
Internal Control Over Financial Reporting and on Compliance and Other Matters Based on an Audit of Financial
Statements Performed in Accordance with Government Auditing Standards; Independent Auditors’ Report on
Compliance For Each Major Federal Program; Independent Auditors’ Report on Internal Control Over
Compliance; Independent Auditors’ Report on Schedule of Expenditures of Federal Awards Required by the
Uniform Guidance; and the Schedule of Findings and Questioned Costs. Please read all information included in
that report (those reports) to ensure you are aware of relevant information.
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Report on Required Supplementary Information

With respect to the required supplementary information accompanying the financial statements, which includes
management’s discussion and analysis, schedule of the school district’s proportionate share of the net pension
liability, schedule of the school district's pension contributions, schedule of the school district’s proportionate
share of the net OPEB liability, schedule of the school district’s OPEB contributions, and budgetary comparison
information, we applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of inquiries of
management 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.

Report on Other Supplementary Information

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

Comprehensive Annual Financial Report

The School District's audited financial statements are included in their comprehensive annual financial report.
Our responsibility for the other information contained in the comprehensive annual financial report does not
extend beyond the financial information identified in our audit report. We do not have an obligation to perform
any procedures to corroborate the other information and considered whether such information, or the manner of
its presentation was materially inconsistent with information, or manner of presentation, appearing in the financial
statements. Nothing came to our attention that caused us to believe that such information or its manner of
presentation, was materially inconsistent with the information, or manner of its presentation, appearing in the
financial statements.
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Appendix Il
Matters for Management’s Consideration

In planning and performing our audit of the financial statements of Troy School District as of and for the year
ended June 30, 2019, we considered Troy School District’s internal control over financial reporting (internal
control) as a basis for designing our audit procedures for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the School District’s internal
control. Accordingly, we do not express an opinion on the effectiveness of the School District’s internal control.

However, during our audit we became aware of a matter for management’s consideration that is an opportunity
for strengthening internal controls. This letter does not affect our report dated October 1, 2019, on the financial
statements of Troy School District. Our comment and recommendation regarding this matters is:

Federal Policies and Procedures
2 CFR 200 (Uniform Guidance) requires certain formalized policies and written procedures to be in place at each
School District. We noted several instances where no such policy and/or procedures were in place. Specifically,
the following will need to reevaluated and implemented by the School District:
e Written policy should be in place to determine the allocation of compensation between different programs
and non-program activities (including the documentation of time) (200.430)
o Policy must also cover each type of benefit offered to employees (i.e. vacation, family-related,
sick, military leave, insurance, pensions, unemployment, travel reimbursement)
o Written conflicts of interest standards (200.318c¢ and 200.112)
o Must abstain from selection, award, or administration if real or apparent conflict
o Disclose potential conflict of interest in writing to Federal awarding agency or pass-through
o Threshold for accepting gratuities, favors, or items of monetary value when unsolicited gifts
o Disciplinary action for violations
e Must have a written method for conducting technical evaluations of the proposals received and for
selecting recipients. (200.320d3)
e Bid protest procedures must be in place to cover source evaluations, protests, disputes, and claims.
(200.318k)

It is our understanding management has reviewed the specific requirements under the Uniform Guidance and is
in the process of updating and implementing the prescribed written policies and procedures. Additionally, we
recommend the School District’s current Business Services Manual be updated to incorporate such federal
awards requirements to ensure the School District remains in compliance.
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