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Management and Board of Directors 
Vadnais Lake Area Water Management Organization 
Vadnais Heights, Minnesota 
 
We have audited the financial statements of the governmental activities the each major fund of the Vadnais Lake Area Water 
Management Organization (the Organization), Vadnais Heights, Minnesota, for the year ended December 31, 2015. Professional 
standards require that we provide you with information about our responsibilities under generally accepted auditing standards and 
Government Auditing Standards and the Uniform Guidance, as well as certain information related to the planned scope and timing of 
our audit. We have communicated such information in our letter to you dated December 8, 2015. Professional standards require that 
we provide you with the following information related to our audit. 
 
Our Responsibility under Auditing Standards Generally Accepted in the United States of America, Government Auditing 
Standards and the Uniform Guidance 
 
As stated in our engagement letter, our responsibility, as described by professional standards, is to express opinions about whether the 
financial statements prepared by management with your oversight are fairly presented, in all material respects, in conformity with 
accounting principles generally accepted in the United States of America. Our audit of the financial statements does not relieve you or 
management of your responsibilities.  
 
Our responsibility is to plan and perform the audit to obtain reasonable, but not absolute, assurance that the financial statements are 
free of material misstatement. As part of our audit, we considered the internal control over financial reporting (internal control) of the 
Organization. Such considerations were solely for the purpose of determining our audit procedures and not to provide any assurance 
concerning such internal control. We are responsible for communicating significant matters related to the audit that are, in our 
professional judgment, relevant to your responsibilities in overseeing the financial reporting process. However, we are not required to 
design procedures specifically to identify such matters. 
 
Significant Audit Findings 
 
In planning and performing our audit of the financial statements, we considered the Organization's internal control over financial 
reporting (internal control) to determine the audit procedures that are appropriate in the circumstances for the purpose of expressing 
our opinions on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the Organization's 
internal control.  Accordingly, we do not express an opinion on the effectiveness of the Organization's internal control. 
 
A deficiency in internal control exists when the design or operation of a control does not allow management or employees, in the 
normal course of performing their assigned functions, to prevent, or detect and correct, misstatements on a timely basis. A material 
weakness is a deficiency, or a combination of deficiencies, in internal control such that there is a reasonable possibility that a material 
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis.  A significant 
deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than a material weakness, yet 
important enough to merit attention by those charged with governance.  
 
Our consideration of internal control was for the limited purpose described in the first paragraph of this section and was not designed 
to identify all deficiencies in internal control that might be material weaknesses or significant deficiencies and therefore, material 
weaknesses or significant deficiencies may exist that were not identified. Given these limitations, during our audit we did not identify 
any deficiencies in internal control that we consider to be material weaknesses. However, material weaknesses may exist that have not 
been identified.  We did identify certain deficiencies in internal control, described below as items 2015-001 and 2015-002 that we 
consider to be significant deficiencies.  
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2015-001 Limited segregation of duties - cash disbursements and cash receipts  
 

Condition:  During our audit we reviewed procedures over cash disbursements and cash receipts and found the 
Organization to have limited segregation of duties related to these procedures. 

 
Criteria:  There are four general categories of duties: authorization, custody, record keeping and 

reconciliation. In an ideal system, different employees perform each of these four major functions. In 
other words, no one person has control of two or more of these responsibilities. 

 
Cause:  As a result of the limited number of staff, the Organization is not able to completely segregate all 

accounting functions. For both transaction cycles, one person is performing two or more of the major 
functions described above. 

 
Effect:   The existence of this limited segregation of duties increases the risk of fraud and errors. 
 
Recommendation:  While we recognize the current staff is not large enough to eliminate this deficiency, we recommend 

the following compensating controls be implemented by the Organization. For cash disbursements, 
we suggest that the Administrator be removed as an authorized signatory. For cash receipts, we 
suggest that someone other than the Administrator prepare the deposit slip or bring it to the bank. 

 
Management response:  
 
Efforts have been made to increase the internal control available by segregating duties. A part-time Bookkeeper 
reconciles bank statements, prepares checks and monthly financial reports. The Program Manager, Water Resources 
Manager or the Education and outreach Manager open and initial bank statements and credit card statements.  The same 
program staff also reviews and approves invoice payments within their own program areas The Administrator reviews 
payments and reports, makes deposits and can be one of two required signatures on checks. Monthly expenditures within 
budget are authorized by the Technical Commission at their monthly meeting. The Board officers are check signers and 
the Board of Directors must approve any changes to budgeted expenses.  For now, the Organization accepts the degree of 
risk associated with any further segregation of duties.  
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2015-002 Preparation of financial statements 
 

Condition:  We were requested to draft the audited financial statements and related footnote disclosures as part 
of our regular audit services. Ultimately, it is management's responsibility to provide for the 
preparation of your statements and footnotes, and the responsibility of the auditor to determine the 
fairness of presentation of those statements. However, based on recent auditing standards, it is our 
responsibility to inform you that this deficiency could result in a material misstatement to the 
financial statements that could have been prevented or detected by your management. Essentially, 
the auditors cannot be part of your internal control process. 

 
Criteria:  Internal controls should be in place to provide reasonable assurance over financial reporting. 
 
Cause:  From a practical standpoint, we both prepare the statements and determine the fairness of the 

presentation at the same time in connection with our audit. This is not unusual for us to do with 
organizations of your size. 

 
Effect:  The effectiveness of the internal control system relies on enforcement by management. The effect of 

deficiencies in internal controls can result in undetected errors in financial reporting.  
 
Recommendation:  It is your responsibility to make the ultimate decision to accept this degree of risk associated with 

this condition because of cost and other considerations. We have instructed management to review a 
draft of the auditor prepared financials in detail for accuracy; we have answered any questions that 
management might have, and have encouraged research of any accounting guidance in connection 
with the adequacy and appropriateness of classification of disclosures in your statements. We are 
satisfied that the appropriate steps have been taken to provide you with the completed financial 
statements. While the Organization is reviewing the financial statements we recommend a disclosure 
checklist is utilized to ensure all required disclosures are presented and the Organization should 
agree its financial software to the numbers reported in the financial statements. 

 
Management response:  
 
For now, the Organization’s management accepts the degree of risk associated with this condition and thoroughly 
reviews a draft of the financial statements. 
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Compliance and Other Matters 
 
As part of obtaining reasonable assurance about whether the financial statements are free of material misstatement, we performed tests 
of compliance with certain provisions of Minnesota statutes. However, providing an opinion on compliance with those provisions was 
not an objective of our audit, and accordingly, we do not express such an opinion. While our audit provides a reasonable basis for our 
opinion, it does not provide a legal determination on the Organization’s compliance with those requirements. We noted no instances of 
noncompliance with Minnesota statues. 
 
Qualitative Aspects of Accounting Practices 
 
Management is responsible for the selection and use of appropriate accounting policies. The significant accounting policies used by 
the Organization are described in Note 1 to the financial statements. As described in Note 4 to the financial statements, the 
Organization changed accounting policies related to accounting and financial reporting for pensions by adopting Statement of 
Governmental Accounting Standards (GASB) Statements No. 68 and 71 in 2015. Accordingly, the cumulative effect of the accounting 
change as of the beginning of the year is disclosed in note 6. We noted no transactions entered into by the Organization during the 
year for which there is a 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 made relate to estimated historical cost of the capital, 
assets, depreciation on capital assets, and the liability for the Organization’s pensions. 
 

• Management’s estimate of its pension liability is based on several factors including, but not limited to, anticipated investment 
return rate, retirement age for active employees, life expectancy, salary increases and form of annuity payment up retirement.  
 

• Management’s estimate of depreciation is based on estimated useful lives of the assets. Depreciation is calculated using the 
straight-line method. 

 
We 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. The disclosures in the financial statements are neutral, consistent, and clear. Certain financial 
statement disclosures are particularly sensitive because of their significance to financial statement users.  
 
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. In 
addition, none of the misstatements detected as a result of audit procedures and corrected by management were material, either 
individually or in the aggregate, to the opinion unit’s financial statements taken as a whole. 
 
We also assisted in preparing a number of year end accounting entries. These were necessary to adjust the Organization’s records at 
year end to correct ending balances. The Organization should establish more detailed processes and procedures to reduce the total 
number of entries in each category. The Organization will receive better and timelier information if the preparation of year end entries 
is completed internally. 
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Management Representations  
 
We have requested certain representations from management that are included in the management representation letter dated  
March 7, 2016. 
 
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 auditor’s report. 
We are pleased to report that no such disagreements arose during the course of our audit. 
 
Management Consultations with Other Independent Accountants 
 
In some cases, management may decide to consult with other accountants about auditing and accounting matters, similar to obtaining 
a “second opinion” on certain situations. If a consultation involves application of an accounting principle to the Organization’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 Organization’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) (Management’s Discussion and Analysis, the 
Schedules of Employer’s Shares of the Net Pension Liability and the Schedules of Employer’s Contributions and the Schedule of 
Funding Progress for Other Post-Employment Benefits Plan), which is information 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 not engaged to report on the introductory, which accompany the financial statements but are not RSI. We did not audit or 
perform other procedures on this other information and we do not express an opinion or provide any assurance on it. 
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Financial Position and Results of Operations 
 
Our principal observations and recommendations are summarized on the following pages. These recommendations resulted from our 
observations made in connection with our audit of the Organization’s financial statements for the year ended December 31, 2015. 
 

General Fund 
 
The fund balance at December 31, 2015 was $494,464, a decrease of $25,604 in comparison with the prior year. The total 
unassigned fund balance ($270,339) represents 52 percent of the 2015 total expenditures, while total fund balance represents  
71 percent of the 2016 budgeted expenditures.   
 
A table summarizing the General fund balance in relation to budget follows: 
 

General General
Fund Balance Budget Fund

Year December 31 Year Budget

2011 381,076$           2012 512,293$           74.4               %
2012 474,533             2013 715,674             66.3               
2013 526,607             2014 747,151             70.5               
2014 520,068             2015 785,700             66.2               
2015 494,464             2016 694,955             71.2               

Budget
Balance to

of Fund
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The purposes and benefits of a General fund balance are as follows: 
 

• Expenditures are incurred somewhat evenly throughout the year. However revenues are not received evenly. An 
adequate fund balance will provide the cash flow required to finance the General fund expenditures.  
 

• Expenditures not anticipated at the time the annual budget was adopted may need immediate Board of Directors action. 
These would include capital outlay replacement, lawsuits and other items. An adequate fund balance will provide the 
financing needed for such expenditures. 

 
The 2015 General fund operations are summarized as follows: 
 

Final
Budgeted Actual Variance with
Amounts Amounts Final Budget

Revenues 485,700$       495,058$       9,358$           
Expenditures 785,700         520,662         265,038         

Net change in fund balances (300,000)        (25,604)          274,396         

Fund balances, January 1 520,068         520,068         -                     

Fund balances, December 31 220,068$       494,464$       274,396$       
 

Expenditures were under budget mostly due to program and project costs being less than anticipated due to timing of projects. 
 

Future Accounting Standard Changes 
 
The following Governmental Accounting Standards Board (GASB) Statements have been issued and may have an impact on future 
the City financial statements: (1) 

 
GASB Statement No. 72 - Fair Value Measurement and Application 
 
Summary 
 
This statement addresses accounting and financial reporting issues related to fair value measurements. The definition of fair value 
is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market 
participants at the measurement date. This Statement provides guidance for determining a fair value measurement for financial 
reporting purposes. This Statement also provides guidance for applying fair value to certain investments and disclosures related to 
all fair value measurements. 
 
Effective Date and Transition 
 
The requirements of this Statement are effective for financial statements for periods beginning after June 15, 2015. Earlier 
application is encouraged. 
 
How the Changes in This Statement Will Improve Financial Reporting 
 
The requirements of this Statement will enhance comparability of financial statements among governments by requiring 
measurement of certain assets and liabilities at fair value using a consistent and more detailed definition of fair value and accepted 
valuation techniques. This Statement also will enhance fair value application guidance and related disclosures in order to provide 
information to financial statement users about the impact of fair value measurements on a government’s financial position. 
 
GASB Statement No. 73 - Accounting and financial reporting for pension and related assets that are not within the scope of 
GASB Statement No. 68, and amendments to certain provisions of GASB Statements No. 67 and No. 68 
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Future Accounting Standard Changes - Continued 
 
Summary 
 
The objective of this Statement is to improve the usefulness of information about pensions included in the general purpose 
external financial reports of state and local governments for making decisions and assessing accountability. This Statement results 
from a comprehensive review of the effectiveness of existing standards of accounting and financial reporting for all 
postemployment benefits with regard to providing decision-useful information, supporting assessments of accountability and 
interperiod equity, and creating additional transparency.  
 
This Statement establishes requirements for defined benefit pensions that are not within the scope of Statement No. 68, 
Accounting and Financial Reporting for Pensions, as well as for the assets accumulated for purposes of providing those pensions. 
In addition, it establishes requirements for defined contribution pensions that are not within the scope of Statement 68. It also 
amends certain provisions of Statement No. 67, Financial Reporting for Pension Plans, and Statement 68 for pension plans and 
pensions that are within their respective scopes. 
 
The requirements of this Statement extend the approach to accounting and financial reporting established in Statement 68 to all 
pensions, with modifications as necessary to reflect that for accounting and financial reporting purposes, any assets accumulated 
for pensions that are provided through pension plans that are not administered through trusts that meet the criteria specified in 
Statement 68 should not be considered pension plan assets. It also requires that information similar to that required by Statement 
68 be included in notes to financial statements and required supplementary information by all similarly situated employers and 
nonemployer contributing entities.  
 
This Statement also clarifies the application of certain provisions of Statements 67 and 68 with regard to the following issues: 
 

1. Information that is required to be presented as notes to the 10-year schedules of required supplementary information 
about investment-related factors that significantly affect trends in the amounts reported. 
 

2. Accounting and financial reporting for separately financed specific liabilities of individual employers and nonemployer 
contributing entities for defined benefit pensions. 
 

3. Timing of employer recognition of revenue for the support of nonemployer contributing entities not in a special funding 
situation. 

 
Effective Date and Transition 
 
The requirements of this Statement that address accounting and financial reporting by employers and governmental nonemployer 
contributing entities for pensions that are not within the scope of Statement 68 are effective for financial statements for fiscal 
years beginning after June 15, 2016, and the requirements of this Statement that address financial reporting for assets accumulated 
for purposes of providing those pensions are effective for fiscal years beginning after June 15, 2015. The requirements of this 
Statement for pension plans that are within the scope of Statement 67 or for pensions that are within the scope of Statement 68 are 
effective for fiscal years beginning after June 15, 2015. Earlier application is encouraged.  
 
How the Changes in This Statement Will Improve Financial Reporting  
 
The requirements of this Statement will improve financial reporting by establishing a single framework for the presentation of 
information about pensions, which will enhance the comparability of pension-related information reported by employers and 
nonemployer contributing entities. 
 
GASB Statement No. 74 - Financial Reporting for Postemployment Benefit Plans Other than Pension Plans 
 
Summary 
 
The objective of this Statement is to improve the usefulness of information about postemployment benefits other than pensions 
(other postemployment benefits or OPEB) included in the general purpose external financial reports of state and local 
governmental OPEB plans for making decisions and assessing accountability. This Statement results from a comprehensive 
review of the effectiveness of existing standards of accounting and financial reporting for all postemployment benefits (pensions 
and OPEB) with regard to providing decision-useful information, supporting assessments of accountability and 
interperiod equity, and creating additional transparency.  
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Future Accounting Standard Changes - Continued 
 
This Statement replaces Statements No. 43, Financial Reporting for Postemployment Benefit Plans Other Than Pension Plans, as 
amended, and No. 57, OPEB Measurements by Agent Employers and Agent Multiple-Employer Plans. It also includes 
requirements for defined contribution OPEB plans that replace the requirements for those OPEB plans in Statement No. 25, 
Financial Reporting for Defined Benefit Pension Plans and Note Disclosures for Defined Contribution Plans, as amended, 
Statement 43, and Statement No. 50, Pension Disclosures. 
 
Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits Other than Pensions, establishes new 
accounting and financial reporting requirements for governments whose employees are provided with OPEB, as well as for 
certain nonemployer governments that have a legal obligation to provide financial support for OPEB provided to the employees 
of other entities. 
 
The scope of this Statement includes OPEB plans-defined benefit and defined contribution-administered through trusts that meet 
the following criteria: 
 

• Contributions from employers and nonemployer contributing entities to the OPEB plan and earnings on those 
contributions are irrevocable. 
 

• OPEB plan assets are dedicated to providing OPEB to plan members in accordance with the benefit terms. 
 

• OPEB plan assets are legally protected from the creditors of employers, nonemployer contributing entities, and the 
OPEB plan administrator. If the plan is a defined benefit OPEB plan, plan assets also are legally protected from creditors 
of the plan members. 

 
This Statement also includes requirements to address financial reporting for assets accumulated for purposes of providing defined 
benefit OPEB through OPEB plans that are not administered through trusts that meet the specified criteria. 
 
Effective Date and Transition 
 
This Statement is effective for financial statements for fiscal years beginning after June 15, 2016. Earlier application is 
encouraged. 
 
How the Changes in This Statement Will Improve Financial Reporting  
 
The requirements of this Statement will improve financial reporting primarily through enhanced note disclosures and schedules of 
required supplementary information that will be presented by OPEB plans that are administered through trusts that meet the 
specified criteria. The new information will enhance the decision-usefulness of the financial reports of those OPEB plans, their 
value for assessing accountability, and their transparency by providing information about measures of net OPEB liabilities and 
explanations of how and why those liabilities changed from year to year. The net OPEB liability information, including ratios, 
will offer an up-to-date indication of the extent to which the total OPEB liability is covered by the fiduciary net position of the 
OPEB plan. The comparability of the reported information for similar types of OPEB plans will be improved by the changes 
related to the attribution method used to determine the total OPEB liability. The contribution schedule will provide measures to 
evaluate decisions related to the assessment of contribution rates in comparison with actuarially determined rates, if such rates are 
determined. In addition, new information about rates of return on OPEB plan investments will inform financial report users about 
the effects of market conditions on the OPEB plan’s assets over time and provide information for users to assess the relative 
success of the OPEB plan’s investment strategy and the relative contribution that investment earnings provide to the OPEB plan’s 
ability to pay benefits to plan members when they come due. 
 
GASB Statement No. 75 - Accounting and Financial Reporting for Postemployment Benefit Plans Other than Pension 
 
Summary 
 
The primary objective of this Statement is to improve accounting and financial reporting by state and local governments for 
postemployment benefits other than pensions (other postemployment benefits or OPEB). It also improves information provided 
by state and local governmental employers about financial support for OPEB that is provided by other entities. This Statement 
results from a comprehensive review of the effectiveness of existing standards of accounting and financial 
reporting for all postemployment benefits (pensions and OPEB) with regard to providing decision-useful 
information, supporting assessments of accountability and interperiod equity, and creating additional 
transparency.  
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Future Accounting Standard Changes - Continued 
 

This Statement replaces the requirements of Statements No. 45, Accounting and Financial Reporting by Employers for 
Postemployment Benefits Other than Pensions, as amended, and No. 57, OPEB Measurements by Agent Employers and Agent 
Multiple-Employer Plans, for OPEB. Statement No. 74, Financial Reporting for Postemployment Benefit Plans Other than 
Pension Plans, establishes new accounting and financial reporting requirements for OPEB plans.  
 
The scope of this Statement addresses accounting and financial reporting for OPEB that is provided to the employees of state and 
local governmental employers. This Statement establishes standards for recognizing and measuring liabilities, deferred outflows 
of resources, deferred inflows of resources, and expense/expenditures. For defined benefit OPEB, this Statement identifies the 
methods and assumptions that are required to be used to project benefit payments, discount projected benefit payments to their 
actuarial present value, and attribute that present value to periods of employee service. Note disclosure and required 
supplementary information requirements about defined benefit OPEB also are addressed.  
 
In addition, this Statement details the recognition and disclosure requirements for employers with payables to defined benefit 
OPEB plans that are administered through trusts that meet the specified criteria and for employers whose employees are provided 
with defined contribution OPEB. This Statement also addresses certain circumstances in which a nonemployer entity provides 
financial support for OPEB of employees of another entity.  
 
In this Statement, distinctions are made regarding the particular requirements depending upon whether the OPEB plans through 
which the benefits are provided are administered through trusts that meet the following criteria: 
 

• Contributions from employers and nonemployer contributing entities to the OPEB plan and earnings on those 
contributions are irrevocable. 
 

• OPEB plan assets are dedicated to providing OPEB to plan members in accordance with the benefit terms. 
 

• OPEB plan assets are legally protected from the creditors of employers, nonemployer contributing entities, the OPEB 
plan administrator, and the plan members. 

 
Effective Date 
 
This Statement is effective for fiscal years beginning after June 15, 2017. Earlier application is encouraged. 
 
How the Changes in This Statement Will Improve Financial Reporting  
 
The requirements of this Statement will improve the decision-usefulness of information in employer and governmental 
nonemployer contributing entity financial reports and will enhance its value for assessing accountability and interperiod equity by 
requiring recognition of the entire OPEB liability and a more comprehensive measure of OPEB expense. Decision-usefulness and 
accountability also will be enhanced through new note disclosures and required supplementary information, as follows: 
 

• More robust disclosures of assumptions will allow for better informed assessments of the reasonableness of OPEB 
measurements. 
 

• Explanations of how and why the OPEB liability changed from year to year will improve transparency. 
 

• The summary OPEB liability information, including ratios, will offer an indication of the extent to which the total OPEB 
liability is covered by resources held by the OPEB plan, if any. 
 

• For employers that provide benefits through OPEB plans that are administered through trusts that meet the specified 
criteria, the contribution schedules will provide measures to evaluate decisions related to contributions. 
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Future Accounting Standard Changes - Continued 
 

The consistency, comparability, and transparency of the information reported by employers and governmental nonemployer 
contributing entities about OPEB transactions will be improved by requiring: 
 

• The use of a discount rate that considers the availability of the OPEB plan’s fiduciary net position associated with the 
OPEB of current active and inactive employees and the investment horizon of those resources, rather than utilizing only 
the long-term expected rate of return regardless of whether the OPEB plan’s fiduciary net position is projected to be 
sufficient to make projected benefit payments and is expected to be invested using a strategy to achieve that return. 
 

• A single method of attributing the actuarial present value of projected benefit payments to periods of employee service, 
rather than allowing a choice among six methods with additional variations. 
 

• Immediate recognition in OPEB expense, rather than a choice of recognition periods, of the effects of changes of benefit 
terms. 
 

• Recognition of OPEB expense that incorporates deferred outflows of resources and deferred inflows of resources related 
to OPEB over a defined, closed period, rather than a choice between an open or closed period. 

 
GASB Statement No. 76 - The Hierarchy of Generally Accepted Accounting Principles for State and Local Governments 
 
Summary 
 
The objective of this Statement is to identify-in the context of the current governmental financial reporting environment-the 
hierarchy of generally accepted accounting principles (GAAP). The “GAAP hierarchy” consists of the sources of accounting 
principles used to prepare financial statements of state and local governmental entities in conformity with GAAP and the 
framework for selecting those principles. This Statement reduces the GAAP hierarchy to two categories of authoritative GAAP 
and addresses the use of authoritative and nonauthoritative literature in the event that the accounting treatment for a transaction or 
other event is not specified within a source of authoritative GAAP. 
 
This Statement supersedes Statement No. 55, The Hierarchy of Generally Accepted Accounting Principles for State and Local 
Governments.  
 
Effective Date 
 
The requirements of this Statement are effective for financial statements for periods beginning after June 15, 2015, and should be 
applied retroactively. Earlier application is permitted.  
 
How the Changes in This Statement Will Improve Financial Reporting  
 
The requirements in this Statement improve financial reporting by (1) raising the category of GASB Implementation Guides in 
the GAAP hierarchy, thus providing the opportunity for broader public input on implementation guidance; (2) emphasizing the 
importance of analogies to authoritative literature when the accounting treatment for an event is not specified in authoritative 
GAAP; and (3) requiring the consideration of consistency with the GASB Concepts Statements when evaluating accounting 
treatments specified in nonauthoritative literature. As a result, governments will apply financial reporting guidance with less 
variation, which will improve the usefulness of financial statement information for making decisions and assessing accountability 
and enhance the comparability of financial statement information among governments. 
 
GASB Statement No. 77 - Tax Abatement Disclosures 
 
Summary 
 
Financial statements prepared by state and local governments in conformity with generally accepted accounting principles provide 
citizens and taxpayers, legislative and oversight bodies, municipal bond analysts, and others with information they need to 
evaluate the financial health of governments, make decisions, and assess accountability. This information is intended, among 
other things, to assist these users of financial statements in assessing (1) whether a government’s current-year revenues were 
sufficient to pay for current-year services (known as interperiod equity), (2) whether a government complied 
with finance-related legal and contractual obligations, (3) where a government’s financial resources come from 
and how it uses them, and (4) a government’s financial position and economic condition and how they have 
changed over time. 
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Future Accounting Standard Changes - Continued 
 

Financial statement users need information about certain limitations on a government’s ability to raise resources. This includes 
limitations on revenue-raising capacity resulting from government programs that use tax abatements to induce behavior by 
individuals and entities that is beneficial to the government or its citizens. Tax abatements are widely used by state and local 
governments, particularly to encourage economic development. For financial reporting purposes, this Statement defines a tax 
abatement as resulting from an agreement between a government and an individual or entity in which the government promises to 
forgo tax revenues and the individual or entity promises to subsequently take a specific action that contributes to economic 
development or otherwise benefits the government or its citizens. 
 
Although many governments offer tax abatements and provide information to the public about them, they do not always provide 
the information necessary to assess how tax abatements affect their financial position and results of operations, including their 
ability to raise resources in the future. This Statement requires disclosure of tax abatement information about (1) a reporting 
government’s own tax abatement agreements and (2) those that are entered into by other governments and that reduce the 
reporting government’s tax revenues. 
 
This Statement requires governments that enter into tax abatement agreements to disclose the following information about the 
agreements: 
 

• Brief descriptive information, such as the tax being abated, the authority under which tax abatements are provided, 
eligibility criteria, the mechanism by which taxes are abated, provisions for recapturing abated taxes, and the types of 
commitments made by tax abatement recipients. 
 

• The gross dollar amount of taxes abated during the period. 
 

• Commitments made by a government, other than to abate taxes, as part of a tax abatement agreement. 
 
Governments should organize those disclosures by major tax abatement program and may disclose information for individual tax 
abatement agreements within those programs.  
 
Tax abatement agreements of other governments should be organized by the government that entered into the tax abatement 
agreement and the specific tax being abated. Governments may disclose information for individual tax abatement agreements of 
other governments within the specific tax being abated. For those tax abatement agreements, a reporting government should 
disclose: 
 

• The names of the governments that entered into the agreements. 
 

• The specific taxes being abated. 
 

• The gross dollar amount of taxes abated during the period. 
 
Effective Date and Transition 
 
The requirements of this Statement are effective for financial statements for periods beginning after December 15, 2015. Earlier 
application is encouraged. 
 
How the Changes in This Statement Will Improve Financial Reporting  
 
The requirements of this Statement improve financial reporting by giving users of financial statements essential information that 
is not consistently or comprehensively reported to the public at present. Disclosure of information about the nature and magnitude 
of tax abatements will make these transactions more transparent to financial statement users. As a result, users will be better 
equipped to understand (1) how tax abatements affect a government’s future ability to raise resources and meet its financial 
obligations and (2) the impact those abatements have on a government’s financial position and economic condition. 
 
GASB Statement No. 78 - Pension Provided Through Certain Multiple-Employer Defined Benefit Pension Plans 
 
The objective of this Statement is to address a practice issue regarding the scope and applicability of Statement 
No. 68, Accounting and Financial Reporting for Pensions. This issue is associated with pensions provided 
through certain multiple-employer defined benefit pension plans and to state or local governmental employers 
whose employees are provided with such pensions. 
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Future Accounting Standard Changes - Continued 
 

Summary 
 
Prior to the issuance of this Statement, the requirements of Statement 68 applied to the financial statements of all state and local 
governmental employers whose employees are provided with pensions through pension plans that are administered through trusts 
that meet the criteria in paragraph 4 of that Statement. 
 
This Statement amends the scope and applicability of Statement 68 to exclude pensions provided to employees of state or local 
governmental employers through a cost-sharing multiple-employer defined benefit pension plan that (1) is not a state or local 
governmental pension plan, (2) is used to provide defined benefit pensions both to employees of state or local governmental 
employers and to employees of employers that are not state or local governmental employers, and (3) has no predominant state or 
local governmental employer (either individually or collectively with other state or local governmental employers that provide 
pensions through the pension plan). This Statement establishes requirements for recognition and measurement of pension 
expense, expenditures, and liabilities; note disclosures; and required supplementary information for pensions that have the 
characteristics described above. 
 
Effective Date 
 
The requirements of this Statement are effective for reporting periods beginning after December 15, 2015. Earlier application is 
encouraged. 
 
GASB Statement No. 79 - Certain External Investment Pools and Pool Participants 
 
Summary 
 
This Statement addresses accounting and financial reporting for certain external investment pools and pool participants. 
Specifically, it establishes criteria for an external investment pool to qualify for making the election to measure all of its 
investments at amortized cost for financial reporting purposes. An external investment pool qualifies for that reporting if it meets 
all of the applicable criteria established in this Statement. The specific criteria address (1) how the external investment pool 
transacts with participants; (2) requirements for portfolio maturity, quality, diversification, and liquidity; and (3) calculation and 
requirements of a shadow price. Significant noncompliance prevents the external investment pool from measuring all of its 
investments at amortized cost for financial reporting purposes. Professional judgment is required to determine if instances of 
noncompliance with the criteria established by this Statement during the reporting period, individually or in the aggregate, were 
significant. 
 
If an external investment pool does not meet the criteria established by this Statement, that pool should apply the provisions in 
paragraph 16 of Statement No. 31, Accounting and Financial Reporting for Certain Investments and for External Investment 
Pools, as amended. If an external investment pool meets the criteria in this Statement and measures all of its investments at 
amortized cost, the pool’s participants also should measure their investments in that external investment pool at amortized cost for 
financial reporting purposes. If an external investment pool does not meet the criteria in this Statement, the pool’s participants 
should measure their investments in that pool at fair value, as provided in paragraph 11 of Statement 31, as amended. 
 
This Statement establishes additional note disclosure requirements for qualifying external investment pools that measure all of 
their investments at amortized cost for financial reporting purposes and for governments that participate in those pools. Those 
disclosures for both the qualifying external investment pools and their participants include information about any limitations or 
restrictions on participant withdrawals. 
 
Effective Date 
 
The requirements of this Statement are effective for reporting periods beginning after June 15, 2015, except for the provisions in 
paragraphs 18, 19, 23-26, and 40, which are effective for reporting periods beginning after December 15, 2015. 
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Future Accounting Standard Changes - Continued 
 

How the Changes in This Statement Will Improve Financial Reporting  
 
This Statement will enhance comparability of financial statements among governments by establishing specific criteria used to 
determine whether a qualifying external investment pool may elect to use an amortized cost exception to fair value measurement. 
Those criteria will provide qualifying external investment pools and participants in those pools with consistent application of an 
amortized cost-based measurement for financial reporting purposes. That measurement approximates fair value and mirrors the 
operations of external investment pools that transact with participants at a stable net asset value per share. 
 

(1) Note. From GASB Pronouncements Summaries. Copyright 2014 by the Financial Accounting Foundation, 401 Merritt 7, Norwalk, 
CT 06856, USA, and is reproduced with permission 
 
 

* * * * * * 
 
 
Restriction on Use 
 
This communication is intended solely for the information and use of Board of Directors, management and the Minnesota Office of 
the State Auditor and is not intended to be and should not be used by anyone other than these specified parties. 
 
Our audit would not necessarily disclose all weaknesses in the system because it was based on selected tests of the accounting records 
and related data. The comments and recommendations in the report are purely constructive in nature, and should be read in this 
context. 
 
If you have any questions or wish to discuss any of the items contained in this letter, please feel free to contact us at your convenience. 
We wish to thank you for the opportunity to be of service and for the courtesy and cooperation extended to us by your staff.  

 
ABDO, EICK & MEYERS, LLP 
Minneapolis, Minnesota 
March 7, 2016 
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