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QOctober 22, 2012

Audit Services Oversite Committee
City of Durham, North Carolina
-—  Durham, North Carolina

Dear Members of the Commitiee:

Professional standards require us to communicate with you regarding matters related to the financial
statement audit that are, in our professional judgment, significant and relevant to your responsibilities in
overseeing the financial reporting process. The following documents various matters with respect to the wrap-
up phase of the audit of the annual financial statements of the City of Durham, North Carolina (herein called
—  the “City”) for the year ended June 30, 2012.

The following communication was prepared as part of our audit, has consequential limitations, and is
intended solely for the information and use of those charged with governance and, if appropriate,

management of the City and is not intended and should not be used by anyone other than those specified
parties.

Sincerely,

UN"\QLX YN

Cherry, Bekaert & Holland, L.L.P.
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Status of Qur Audit

AUDIT OF FINANCIAL STATEMENTS

We have completed our audit of the financial
statements of the City for the year ended June 30,
2012,

Our audit was conducted in accordance with auditing
standards generally accepted in the United Siates of
America and the standards applicable to the financial
audits contained in Government Auditing Standards
issued by the Comptroller General of the United
States. This audit of the financial statements does not
relieve management or those charged with
governance of their responsibilities.

We are responsible for forming and expressing an
opinion about whether the financial sitatements that
have been prepared by management with the
oversight of those charged with governance are
presented fairly, in all material respects, in conformity
with generally accepted accounting principles. We
have issued an unqualified opinion on the
financial statements.

The objective of our audit was to obtain reasonable -
not absoiute - assurance about whether the financial
statements are free from material misstatements. The
scope of the work performed was substantially the
same as that described to you in our pre-engagement
communications.

All records and information requested by Cherry,
Bekaeri & Holland (CB&H) were freely available for
our inspection.
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Management and other personnel provided full
cooperation.

INTERNAL CONTROL. OVER FINANCIAL REPORTING

In planning and performing our audit of the financial
statements of the City for the year ended June 30,
2012 in accordance with auditing standards generally
accepted in the United States of America and the
standards applicable to the financial audits contained
in Government Auditing Siandards, issued by the
Comptroller General of the United States, we
considered the City’s internal centrel over financial
reporting (internal control) as a basis for designing
our auditing 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 City's internal control.
Accordingly, we do not express an opinion on the
effectiveness of the City’s internal control.

Qur consideration of internal control was for the
limited purpose described above and was not
designed to identify all deficiencies in internal control
that might be deficiencies, significant deficiencies or
material weaknesses.
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Status of Our Audit (continued)

COMPLIANCE

Our audit of compliance was conducted in
accordance with OMB Circular A-133, Audits of
States, local Governments, and Non-Profit
Organizations and the Slate Single Audit
Implementation Act.

We planned and periormed the audit to obtain
reasonable assurance about whether noncompliance
with compliance requirements of laws, regulations,
contracts, and federal and State grants which could
have a direct and material effect on the determination
of the financial statement amounts.

In our opinion, the City complied, in all material
aspects, with the compliance requiremenis referred to
above.

INTERNAL CONTROL OVER COMPLIANCE

In planning and performing our audit, we considered
the City's internal control over compliance with
requirements that could have a direct and material
effect on a major federal or State program to
determine the auditing procedures for the purpose of
expressing an opinion on compliance and fo test and
report on internal controf over compliance in
accordance with OMB Circular A-133 and the State
Single Audit Implementation Act, but not for the
purpose of expressing an opinion on the
effectiveness of internal control over compliance.
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Our consideration of intemal control was for the
limited purpose described above and was not
designed 1o identify all deficiencies in internal control
that might be deficiencies, significant deficiencies or
material weaknesses. We did not identify any
deficiencies in internal control over compiiance that
we consider to be a material weakness.
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Results of Qur Audit

We have reviewed the accounting practices, which include policies, estimates and financial statement disclosures,
management has identified o be the most critical and concur with managemeni's assessment. These include:

Primary Areas of Focus Proce.dures Performed
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Required Communications Internal Control Over Financial Reporting

CB&H is required 1o communicate, in writing, to those charged with governance all material weaknesses and significant
_ deficiencies that have been identified in the City’s internal controls over financial reporting. The definitions of material
weakness, significant deficiencies and control deficiencies follow:

— Category | Definition

In conjunction with our audit of the financial statements, we did not identify any material weaknesses.
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Required Communications

Matters Required to be Reported to Those Charged with Governance

Various professional guidance requires independent auditors to communicate with those charged with governance
ceriain matters in relation to an audit. Following is a summary of those required items along with specific discussion
—  peints as they pertain to the City:

Requirement | Discussion Points




Required Communications

Requirement | Discussion Poinis
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Accounting Measurements & Metrics

ASSETS

80%

Assets (% ofTotal Assets)

60%

40%

20%

0%

2012 2011 2010
Cash & Investments 14.8% 17.7% 12.5%
Receivables 5.4% 4.9% 5.6%
Capital Assets 79.5% 77.1% 81.7%
Other Assets 0.3% 0.3% 0.2%

M Cash & Investments
& Receivables
£X Capital Assets

B Other Assets

Statement of Net Assets

The major changes were as follows:
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Total Cash and Restricted Cash decreased by approximately $44 million. Total capital
assets increased by approximately $37 million. These two variances are correlated;

decreases as it is used to finance capital projects.
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Accounting Measurements & Metrics

WORKING CAPITAL

Current Asseis

Current Liabilities

« Measures the financial health of the City.

A ratio > 1 represents an entity that is able to meet its short term obligations and satisfy both
maturing short-term debt and upcoming operational expenses.

400

3.50

3.00

2.50 +

2.00 A m Working Captial
1.50 - : — 3

1.00 [r——

0.50 - A

2012 2011 2010
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Accounting Measurements & Metrics

LIABILITIES
80.0%
| AP and Accruals
B [ong-term Debt
40.0% £ Other Uabilities
0.0% - -
2012 2011
AP and Accruals 7.2% 7.9% 9.3%
Long-term Debt 80.4% 81.9% 80.1%
Other Liagbilities 12.4% 10.2% 10.6%

Statement of Net Assets

The major changes were as follows:

There were minimal new financings during the year. Over all iong term liabilities de-
creased due to the normal pay down and maturities of long term debt.
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Accounting Measurements & Metrics

NET ASSETS
80.0% -
® Invest in Capital Asset, net
of related debt
M Restricted
& Unrestricted
A40.0% -
0.0% -
Invest in Capital Asset, net of related debt 81.4% 80.3%
Restricted 7.4% 3.5%
Unrestricted 11.2% 16.2%
Statement of Net Assets

The major changes were as follows:

« Investment in capital assets, net of related debt, increased during the year. This increase
was function of capital assets increasing due to on going capital projects and debt de-
creasing due to normal pay downs and maturities.
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Accounting Measurements & Metries

REVENUES

Revenues {% of Total Revenues)

40.0%

M Property Taxes

30.0%
& Other Taxes

B Charges for Service
20.0%
# Capital and Operating Grants

i Other Sources 10.0%

0.0% = e
2012 2011 2010
a Property Taxes 33.6% 34.6% 33.1%
Other Taxes 14.6% 145% 13.5%
. Charges for Service 39.5% 36.5% 37.7%
Capital and Operating Grants 11.4% 13.5% 14.2%
Other Sources 0.9% 0.9% 1.5%

Statement of Activities

The major changes were as follows:

» Most revenue sources remained consistent with the prior year with the exception of
Charges for Service. There were two main causes for the $18 miillion increase in charges
for service. 1) Streets and highways increased as a result of more donated streets than
were donated in the prior year. 2} Water and Sewer charges increased as a result of

increased rates and increased number of customers.
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Accounting Measurements & Metrics

EXPENSES

70%

60%

- 50%
— 40%

30% e e EERREE B Governmental

W Business-type
20% e

10% -

0% = . -
: 2012 2011 2010

Governmental 58.30% 60.20% 65.70%
Business-type 41.70% 39.80% 34.30%

Statement of Activities

The major changes were as follows:

« Covernmental expenses remained relatively consistent with the prior year while business-
type increased. The largest increase was in water and sewer. The increase is reasonable
given the increase in the number of customers served.
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Accounting Measurements & Metrics

GENERAL FUND REVENUES

Revenues {% of Total Revenuaes)

80.0%

40.0% =
N Taxes
# Intergovernmental

® Other Sources

0.0% ~

2012 2011 2010

Taxes 77.7% 76.5% 783%
Intergovernmental 14.1% 14.2% 12.4%
Other Sources 8.2% 93% 93%
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Accounting Measurements & Metrics

GENERAL FUND EXPENDITURES

— 60.00%
40.00%
- E Public Safety
B Debt Service
B 20.00% % Other
0.00% = R
m 2012 2011
Public Safety 47.90% 43.50% 37.00%
Debt Service 9.60% 11.40% 19.90%
- Other 42.50% 45.10% 43 100
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Accounting Measurements & Metrics

GENERAL FUND - FUND BALANCE

& Nonspendable
W Restricted

i Committed

B Assigned

8 Unassigned

60.00%

40.00%

20.00%

2012 2011

Nonspendable 2.50% 2.90%
Restricted 47.80% 42.20%
Committed 0.00% 0.00%
Assigned 1.80% 3.20%
Unassigned 47.90% 51.70%
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Accounting Measurements & Metrics

SCHEDULES OF EXPENDITURES OF FEDERAL AWARDS

In thousands (000)

$35,000
$32,709

530,000

$25,000

518,888 $19,034

$20,000 ¥ Federal

_ $16,400 I State

515,000 & Local

$10,000

$5,000

s0
T 2012 2011 2010
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| CITY OF DURHAM

ity Monnger’s Office
101 CITY HALL PLAZA | DURHAM, NC 27701
919.560.4222 | F215.560.4949

wwrw. DurhambCgov

Ociobher 9, 2012

Cherry, Bekaert & Holland, LLP.
2626 Glenwood Avenue, Suite 200
Raleigh, North Carolina 27608

We are providing this letter in connection with your audit of the finandal statements of
the governmental activities, the business-type activities, each major fund, and the
aggregate remaining fund information of the City of Durham, North Carolina, {the “City”},
as of and for the year ended June 30, 2012, 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, each major
fund, and the aggregate remaining fund information of the City, as of June 30, 2012, and
the respective changes in financial position and cash fiows, where applicable, thereof and
the respective budgetary comparison for the General Fund for the year then ended in
conformity with U.S. generally accepted accounting principles. We confirm that we are
responsible for the fair presentation of the previously mentioned financial statements in
conformity with accounting prindiples generally accepted in the United States of America.
We are also responsible for adopting sound accounting policies, establishing and
maintaining effective internal conirel over financial reporiing, and preventing and
detecting fraud.

We confirm, to the best of our knowledge and belief, as of October 9, 2012, the following
representations made to you daring your audit.

1} The finandal statereats referred 1o above are fairly presented in conformity with U.S.
generally accepted accounting principles and include all properly dassified funds and
other finandal information of the primary government and all component units
required by generally accepted accounting principles to be included in the financiai
reporting entity. ’

2} We have made available to you all—

a} Finandial records and related data and all audit or relevant monitoring reports, if
any, received from funding sources.

b} Minutes of the meetings of City Council, and committees or summaries of actions of
recent meetings for which minutes have not yet been prepared.

3} There have been no communications from regulatory agencies concerning
noncompliance with, or deficiencdies in, financial reporting practices, except for the
federal Transit Administration Finandal Management Oversight Review final report
received October 9, 2012 and the Federal Transit Administration FY 2012 procurement
Systern review received October 15, 2012.

4} There are no material transactions that have not been properly recorded in the
accounting records underlying the financial statements or the schedule of expenditures
of federal and State awards.,

5} We acknowledge our responsibility for the design and implementation of programs and
controls to prevent and detect fraud.

6) We have no knowledge of any fraud or suspected fraud affecting the Gty involving:
a) Management,

Durhem ~ Where Greot Things Happen




b) Employees who have significant roles in internal control, or
¢j Others where the fraud could have a material effect on the financial statements.

7] We have no knowledge of any allegations of fraud or suspected fraud affecting the City
- raceived in communications from employees, former employees, analysts, regulators,
or others.

8) We have identified to you any previous financial audits, attestation engagements, or
other studies related to the objectives and whether related recommendations have
been implementad.

9} The City has no plans or intentions that may materially affect the carrying value or
classification of assets, liabHities, or equity.

i0jThe following, if any, have been properly recorded or disclosed in the financial
statements:

a} Related party transactions, including revenues, expenditures/expenses, loans,
transfers, leasing arrangements, and guaraniees, and amounts receivable from or
payable to related parties.

- b} Guarantees, whether written or oral, under which the City is cantingently liable.

cj All accounting estimates that could be material to the financial statements,
including the key factors and significant assumptions underlying those estimates
and measurements. We believe the estimates and measurements are reasonable in
the circumstances, consistently applied, and adeguately disclosed.

11)We are responsible for compliance with the laws, regulations, and provisions of
contracts and grant agreements applicable to us, including tax or debt limmits and debt
contracts; and we have identified and disclosed to you all 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.

12) There are no—

a) Violations or possible violations of budget ordinances, laws and regulations
(including those perfaining 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 2 basis for recording a loss contingency, or for reporting on
noncompliance.

b} Unasserted claims or assessments that our lawyer has advised us are probable of
assertion and must be disclosed in accordance with generally accepted accounting
principles.

¢) Other liabilities or gain or loss contingencies that are required to be accrued or
disclosed by generally accepted accounting principles.

d) Committed or assighed equity that was not properly authorized and approved.

13} The City has satisfactory title to all owned assets, and there are no liens or
encumbrances on such asseis nor has any asset been pledged as collateral, except as
disclosed in the financial statements.

14} The City has complied with all aspects of contractual agreements that would have a
material effect on the financial statements in the event of noncompliance.

15) We have followed all applicable laws and regulations In adopting, approving, and
amending budgets. '
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16} The financial statements include ali component units as well as joint ventures with an
equity interest, and properly disclose all other joint ventures and other related
organizations.

17) The financizl statements properly classify all funds and activities.

18} All funds that meet the guantitative criteria in GASB Statement Nos. 34 and 37 for
presentation as major are identified and presented as such and all other funds that are
preserted as major are particularly important to financial statement users.

19} Net asset components {invested in capital assets, net of related debt; restricted; and
unrestricted) and fund balance classifications {rnon-spendable, restricted, committed,
assigned, and unassigned) are properly designated and, if applicable, approved.

20} All special revenue funds have a specific revenue source as the foundation for the fund
that is restricted or committed fo expenditure for specified purposes other than dabt
service or capital projects.

21} Provisions for uncollectible receivables have been properly identified and recorded.

22) 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.

23] Revenues are appropriately classified in the statement of activities within program
revenues, general revenues, contributions to term or permanent endowments, or
contributions to permanent fund principal.

24) nterfund, internal, and intra-entity activity and balances have been appropriately
classified and reported.

25) Deposits and investment securities are properly classified as to risk, and investments
are properly valued.

25) Capital assets, including infrastructure assets, are properly capitalized, reported, and, if
applicable, depreciated.

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

28] We acknowiedge our responsibility for the required supplementary information (RSI).
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

29) With respect to the introductory section, financial section — governmental funds,
enterprise funds, and internal service funds, accompanying financial schedules, and the
statistical section, as listed in the table of contents of the financial statements
(“supplementary information”), we acknowledge our responsibility for presenting the
supplementary information in accordance with accounting principles generally
accepted in the United States of America, and we believe the supplementary
information, including its form and content, is fairly presented in accordance with
accounting principles generally accepted in the United States of America. The methods
of measurement and presentation of the supplementary information have not changed
from those used in the prior period, and we have disclosed to you any significant
assumptions or interpretations underlying the measurement and presentation of the
supplementary information.

30) Joint ventures, jointly governed organizations, and other related organizations have
been properly disclosed in the financial statements.
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31} Arraingements with financial institutions involving repurchase, reverse repurchase, or
securities lending agreements, compensating balances, or other arrangements
involving restrictions on cash balances and line-of-credit or similar arrangements, have
been properly recorded or disclosed in the financial statements.

32} Recelvables recorded in the financial statements represent valid claims against debtors
for transactions arising on or before the statement of net assets or balance sheet date
and have been appropriately reduced to their estimated net realizable values.

33) Capital assets have been evaluated for impairment as a result of significant and
unexpected decline in service utility. Impairment logss and insurance recoveries have
been properly recerded

34} We believe that all material expenditures that have been deferred to future periods will
be recaverable

35} Provisions, when material, have been made to reduce excess or obsolete inventories to
their estimated net realizable value.

26) With respect to federal and State award programs:

{a} We are responsible for understanding and complying with and have complied with
the requirements of OWMB Circular A-133, Audits of Stotes, Local Governments, and
Non-Profit Organizations, and the State Single Audit Implementation Act including
requirements relating to preparation of the schedule of expenditures of federal and
State awards (SEFSA]L

{b} We have prepared the SEFSA in accordance with OMB Circular A-133 and the State
Single Audit Implementation Act, and have identified and disclosed in the schedule
expenditures made during the audit period for all awards provided by federal and
State agencies in the form of grants, federal and State cost-reimbursement
contracts, loans, loan guarantees, property (Including donated surplus property),
cooperative agreements, interest subsidies, insurance, food commodities, direct
appropriations, and other assistance.

{c} We acknawledge our responsibility for presenting the SEFSA in accordance with the
requirements of OMB Circular A-133 §310.b, and we believe the SEFSA, including its
form and content, is fairly presented in accordance with the Circular. The methods
of measurement and presentation of the SEFSA have not changed from those used
in the prior pericd and we have disclosed to you any significant assumptions and
interpretations underlying the measurement and presentation of the SEFSA.

{(d) We have identified and disclosed to you all of our government programs and related
activities subject to OMB Circular A-133 and the State Single Audit Implementation
Act.

{e} We are responsible for understanding and complying with, and have complied with,
the requirements of laws, regulations, and the provisions of contracts and grant
agreements related to each-of cur federal and State programs and have identified
and disclosed to you the requirements of laws, regulations, and the provisions of
contracts and grant agreements that are considered to have a direct and material
effect on each major program.

{fi We are responsible for establishing and maintaining, and have established and
maintained, effective internal control over compliance requirements applicable io
federal and State programs that provides reasonable assurance that we are
managing our federal and State awards in compliance with laws, regulations, and
the provisions of contracts and grant agreements that could have a material effect
on our federal and State programs. We believe the internat control system is
adequate and is functioning as intended.
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{g)} No chariges have been made in internal control over compliance or other factors
that might significantly affect internal control, including any corrective action we
have taken regarding significant deficiencies in internal control over compliance
(including material weaknesses in internal control over compliance), have occurred
subsequent to the date as of which compliance was audited.

(h} We have made available to you all contracts and grant agreements (including
amendments, if any] and any other correspondence with federal or State agencies or
pass-through entities relevant to federal or State programs and related activities.

{i) We have received no requests from a federal or State agency to audit one or more
specific programs as a major program.

(i) We have complied with the direct and material compliance requirements (except for
noncompliance disclosed to you), including when applicable, those set forth in the
oMB  Circular A-133 Compliance Suppiement and the Audit Manual for
Governmental Auditors in North Carolina, relating to federal and State awards and
have identified and disclosed to you all amounts questioned and all known
noncompliance with the reguirements of federal and State awards.

(k} Amounts claimed or used for matching were detetmined in accordance with
relevant guidelines in OMB Circular A-87, Cost Principles for State, Locol, and Tribaf
Governments, and OMB’'s Unjfform Administrotive Requirements for Grants and
Cooperative Agreements to State and Local Governments.

(I} We have disclosed to you our interpretation of compliance reqguirements that may
have varying interpretations.

{m)We have made available to you all documentation related to compliance with the
direct material compliance requirements, including information related to federal
and State program financlal reports and claims for advances and reimbursements.

fn) We have disclosad to you the nature of any subsequent evenis that provide
additional evidence about conditions that existed at the end of the reporting period
affecting noncompiiance during the reporting period.

[0} There are no such known instances of noncompliance with direct and materiat
compliance requirements that occurred subsequent to the period covered by the
auditor’s report except for the Federal Transit Administration Financial Management
Qversight Review final report received October 9, 2012 and the Federal Transit
Administration FY 2012 procurement System review received October 15, 2012.

[p) Federal and State program financial reports and claims for advances and
reimbursements are supported by the books and records from which the financial
statements have been prepared.

{q) We have charged costs to federal and State awards in accordance with applicable
cost principles.

{r} The copies of federal and Staie program financial reports provided you are true
copies of the reports submitted, or electronically transmitted, to the respective
federal and State agency or pass-through entity, as applicable.

{s) We have monitored subrecipients 1o determine that they have expended pass-
through assistance in accordance with applicable laws and regulations and have met
the requirements of OMB Circular A-133 and the State Single Audit Implementation
Act,

[t} We have taken appropriate action, including issuing management decisions, on a
timely basis after receipt of sub-recipients’ auditors’ reports that identified
noncompliance with Jaws, regulations, or the provisions of contracts or grant
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agreements and have ensured that subredipients have taken the appropriate and
timely corrective action on findings.

{u} We have considered the resulis of subrecipient audits and have made any necessary
adjustments to our books and records.

{v) We are responsible for and have accurately prepared the summary schedule of prior
audit findings to include all findings required to be induded by OMB Circular A-133
and the State Single Audit Implementation Act and we have provided you with all
information on the status of the follow-up on prior audit findings by federal and
gtate awarding agencies and pass-through entities, including all management

ecisions.

{w) We are responsibie for and have accurately prepared the auditee section of the Data
Collection Form as required by OMB Circular A-133.

{x} We are responsibie for preparing and implementing a corrective action plan for each
audit finding.

{y} We have disclosed to you all contracts or other agreements with service
organizations, and we have disclosed to you all communications from the service
organizations relating to noncompliance at the service organizations.

{z) We have comrectly identified all expended American Recovery and Reinvestment Act
grant expenditures on the SEFSA and the Data Collection Form.

37) We have evaluated and dassified any subsequent events as recognized or
nonrecognized through the date of this letter. No events, including instances of
noncompliance, have occurred subseguent {o the balance sheet date and through the date
of this letter that would require adjustment to or disclosure in the aforementioned
finandial statements or in the schedule of findings and questioned costs. '

Very truly yours,
CITY OF DURHAM

a

field, @hy

David B@am& Dikcror
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