RESOLUTION NO.: 26 -2015
INTRODUCED BY: O’Toole

A RESOLUTION TO AUTHORIZE A CONTRACT WITH THE AUDITOR OF
THE STATE OF OHIO FOR FINANCIAL STATEMENT AUDITS FOR THE
YEARS 2013 AND 2014.

WHEREAS, the City is required to have its annual financial statements audited in
accordance with accounting principles generally accepted in the United States and needs this to
be done for the years ending December 31, 2013 and December 31, 2014, which services can be
provided pursuant to the letter agreement from the Auditor of State attached hereto and
incorporated herein as Exhibit A;

NOW, THEREFORE, BE IT RESOLVED by the Council of the City of Richmond
Heights, State of Ohio, that:

Section 1: The Mayor is authorized to execute the letter agreement attached hereto as
Exhibit A with the Auditor of the State of Ohio for the services set forth therein in a total amount
not to exceed $46,863.00, and any additional work which would require an expenditure of funds
above the $46,863.00 shall be approved by this Council.

Section 2: The Director of Finance is authorized and directed to appropriate to a
proper account the funds necessary for the agreement authorized in Section 1 of this Resolution.

Section 3: It is found and determined that all formal actions of this Council
concerning and relating to the adoption of this Resolution were adopted in an open meeting of
this Council, and that all deliberations of this Council and any of its committees that resulted in
such formal action, were in meetings open to the public, in compliance with all legal
requirements, including Section 121.22 of the Ohio Revised Code.

Section 4: This Resolution shall take effect and be in force from and after the earliest
period allowed by law.

PASSED:
David H. Roche, Mayor
APPROVED:
ATTEST:
Betsy Traben Eloise Cotton-Henry
Clerk of Council President of Council
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?‘%‘"ﬂ } Dave Yost - Auditor of State

4

ENGAGEMENT LETTER

March 5, 2015

Mitchell Michalec, Finance Director
City of Richmond Heights

This letter of arrangement between the City of Richmond Heights (the City) and the Auditor of State
describas the objective and scope of the services we will provide, the City's required involvement and
assistance in support of our services, the related fee arrangaments, and other terms and conditions
designed to ensure that our professiong| services satisfy the City's audit requirements.

Summary of Services

We will audit the City's basic financial statements as of and for the years ended December 31, 2014 and
2013, We are pleased to confirm our scceptance and our understanding of this audit engagement by
means of this letter. The cbjective of an audit is to express our opinion concerning whether the basic
financial staterments present fairly, in all material respects, the City's financial position, changes in
financial position, and required budgetary comparisons, in conformity with U5, generally sccepted
accounting principles

We expect to deliver our report an or about September 30, 2015.

We will audit to form an opinion on the basic financial statements, We will alsa opina on whather
supplementary information is fairly presented, in all material respects, in relation ta the basic financial
statements taken as a whole,

We will apply certain limited procedures lo required supplementary information, However, we will not
opine or provide any assurance on this information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any other assurance.

Engagement Team
The angagement will be led by:

. Dan Stuetzer, Chief Auditar, who will be responsible for assuring the overall quality, value, and
timeliness of our services to you;

* Matthew Goldman, Senior Audit Manager, whao will b2 responsible for managing the delivery of our
services to you, and

o Liza White, Audit Manager, who will be responsible for on-site administration of our services to you.

The Auditing Process
The Summary of Services above describes our responsibilities for the City's basic statements and other
financial information.

Laugche Building. 615 Superior Ave.,, NW, Twellth Floor, Cleveland, 0 hio 44113-1801
Fhone: 216-7B7-3665 or 800-626-2297 Fax: 216-7A7-3361
www i hiaawditor gov
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We will conduct our audit in accordance with U.S, generally accepted auditing standards (GAAS) and the
Comptroller General of the United States' standards for financial audits included in Government Auditing
Standards. Those standards require that we plan and perform the sudit to reasonably assure that the
financial statements are free of material misstatement

Because of inherent limitations of an audit, together with the inherent limitations of internal contral, an
unaveidable risk that some material misstatement may not be detected exists, even thaugh the audit is
praperly planned and performed in accordance with GAAS.

We may limit certain procedures to selective testing of data. Therefare we might not detect material errar
and fraud if it exists. It is not cest-afficiant to design procedures to detect immaterial error or immaterial
fraud. Also, because of the characteristics of fraud, including attempts at concealment through collusicn
and forgery, a properly designed and executed audit may not detect a material fraud.

Wie will communicate all instences where we believe fraud may exist fo you. These would include
instances whare we:
* Have persuasive evidence that fraud occurred.
* Determined frawd risks exist and were unable to obfain convincing evidence to datermine that
fraud was unlikely.

Similarly, noncompliance may have occumed. However, eur audit provides no assurance that
noncompliance generally will be detected and only reasonable assurance that we will detect
noncompliance directly and materially affecting the determination of financial statement amounts. We will
inform you regarding material erer or noncompliance that come to our attention.

If wa find indications of abuse, we will expand our tests to determine its financial statement effect.
Government Auditing Standards defines abuse as behavior which while not necessarily a legal violation,
is behavior a prudent person would deem improper or deficient. Because this determination is subjective,
Government Auditing Standards does not expect auditors o provide reasonable assurance of detecting
abuse.

If for any reassn we are unable to complete the audit or are unable to form an opinion, we may disclaim
an opinion on your financial statements. In this unlikely event, we will communicate the reason for
digclaiming an opinion to you, and to those charged with governance, in writing.

Vie will audll assuming that managaﬂent ar'n;l thaa.a l::hargad '|'|'Ilh guvernanoa acknowledga and
understand they are responsible for;
1. Preparing the financial statements and other financial information, including related disclosures
and selecting and applying accounting principlas in accordance with accounting principles
generally accepted in the United States of America.

2. Providing us with:

&, Access to all information of which management is aware that is relevant to preparing and
fairly presenting the financial statements such as records, documentation, and other
matters;

b, Additional information that we may reguest from management fer the audit; and

c.  Unrestricted access o parsons within the City from whom we determine it necessary to
cbtain audit avidenca.
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Inform us of events occurming or facts discovered subsequent to the date of the financial
statements, of which management may become aware, that may affect the financial statements.

4. Praparing supplermantary information in accordance with the applicable critesia.

a  Include our report on the supplementary information in any document that includes the
supplementary information and that indicates that the auditor has reporied on this
supplementary information.

b. Present the supplementary information with the audited financial statements or, if the
supplementary information will not be presented with the audited financial statements, to
make the audited financial statements readily available to the intended users of the
supplementary information no later than the date of issuance by the Cily of the
supplementary information and the auditer's repart thereon.

Reporting fraud and noncompliance of which you are aware to us.

Making svailsble to the auditor draft financial stalements and any accompanying other
information in time to allow the auditor lo somplete the audit in accordance with the proposed
timeline.

Reviewing drafts of the audited financial statements, footnotes, any supplemental information,
auditor's reparts and any findings; and informing us of any edits you believe may be necessary,

Designing and implementing programs and contrals to prevent and detect fraud,

You should not rely on our audit as your primary means of detecting fraud,

Compliance with Laws and Regulations

Our Responsibilities

Az part of reasonably assuring whether the financial statements are free of material misstatement, we will
tast the City's compliance with cerain provisions of laws, regulations, contracts, and grants if
noncompliance might reasonably directly and materially affect the financial statements. However, our
abjective is not 1o opine on overall compliance with these provisions.

Your B bilities:
Management and those charged with govamance are respansible far:

1.

Being knowledgeable of, and complying with, laws, regulations, contracts, and granis applicable
to the City.

Identifying for us other financial audits, attestation engagements, performance audils, intermal
audits, reports from regulators or other studies related to the Organization {if any), and the
corrective aclions taken to address these audits’ significant findings and recommendations,
Tracking the status of prior audit findings.

Taking timely and appropriate steps to remedy fraud, noncompliance, violations of provisions of
laws, regulations, contracts or grant agreements, or abuse we may reporn.
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5. Providing your views and planned corrective action on audit findings we may repart.

Internal Control

Our Responsibilities

Ag a part of our audit, we will obtain an understanding of your Cily and its environment, including its
internal control. sufficient to assess the risks of material misstatement of the financial statements and to
design the nature, timing, and extent of further audit procedures.  An audit is nol designed to provide
assurance on internal control or to identify significant deficiencies.

In assessing risk, we consider intemal contral relevant o the City's preparation and fair presentation of
the financial statements in order to design audit procedures that are approoriate in the circumstances but
not for the purpose of opining on the effectiveness of the City's intermal control. However, we will
communicate te you in writing any significant deficiencies or material weaknessas in internal contral
relevant to the audit of the financial statements that we have identified during the audit.

Design, implement and maintain internal eontrol relevant to compliance and the preparing and fairy
presenting financial statements that are fres from material misstatement, whelher due to fraud or erar.
Appropriate supervisary reviews are necessary to reasonably assure that adepted policies and prescribed
procedures are followed.

Yo Siblity fi rvice nizafions:

Service organizations are enliies to which you have outsourced accounting functions.  Senvice
arfganizations process transactions reflected in your City's financial statements, and therefore fall within
the scope of our audit. While service organizations are responsible for establishing and maintaining their
internal contrad, you are responsible for being aware of the service arganizations your City uses, and for
establishing controls to monitor the service organization's pedormance. Because the complexity of
service organization transaction processing can vary considerably, your monitoring activiies can vary
accordingly.

When transaction processing is complex and the volume of transactions is relatively high, obtaining and
reviewing a service organization auditor's Independent Service Auclilor's Report on Managemant's
Descriplion of a Service Organization’s Syslem and the Suitabilfy of the Design and Operating
Effectiveness of Conirois Report (Type 2 Service Organization Contral Report (SOC 1)) may be the mest
effective method of meeting your responsibility fo monitor a service organization, and may also be the
only efficient means by which we can obtain sufficient avidence regarding their internal contrals. AT
Section B0, Reporting on Confrols at a Service Organization (SSAE No. 18) discusses the
afcrementioned report.  {In some circumstances, we can accept a suitably-designed agreed-upon
procedures report (AUF) in lieu of a SSAE No. 16.) Our staff can discuss SSAE No. 16 and possible
manitoring contrals you might use with you,

You are responsible for informing our staff of the service organizations your
City uses, and for monitoring these service organizations” performance.

Service organizations of which we are aware are:

* Cuyahoga County, which procasses your City's property tax collections:;

» Regional Income Tax Agency, which processes your City's income tax collections; and

= Life Force Management, which processes your City's emergency medical service fee collections.
Pleasa confirm fo us that, ta the best of your knowledge, the above listing is complete.

(01785092 - 1}
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Representations from Managemaent

Your iyl

Upon concluding our engagement, management and, when appropriate, those charged with governance
will pravide to us written representations about the audit that, among other things, will confirm, to the best
of their knowledge and belief:

* Management's responsibility for preparing the financial statements in conformity with generally
accepted accounting principles;

* The availability of original financial records &nd related data, the complatenass and availability
af all minutes of the legislative or other bodies and committes meetings;

» Management's responsibility for the Cily's compliance with laws and regulations;

» The identification and disclosure to the auditor of all laws, regulations. and provisions of
contracts and grant agreements directly and materially affecting the determination of financial
statement amounis and;

*+  The abeence of fraud involving managemant or employees with significant roles in internal
contral.

Additionally, we will request representalions, as applicable, regarding:

+ The inclusion of all component units, and the disclosure of all joint ventures and other related
organizations;

+ The proper classification of funds, net position and fund balances;

» The proper approval of reserves of fund equity;

» Compliance with laws, regulations, and provisions of contracts and grant agreements, including
budget laws or ordinances; compliance with any tax or debt limits, and any debt covenants;

+ Reprasentations relative to GASB-required supplementary information;

* The identification of all federal assistance programs, and compliamce with grant requirements.

+ Ewvents occurming subsequent to the fiscal year end requiring adjustment to or disclosure in the
financial statements.

Management is responsible for adjusting the financial statements to correct misstaternents we may detect
during our audit and far affirming to us in the representalion letter that the effects of any uncomected
misstatements we aggregale during our engagement and pertaining to the latest period the statements
present &re immaterial, both individually and in the aggregate, 1o the opinion units. (Financial statements
inclede the related fostnotes and required and other supplemental infarmation)

Communication

Our Responsibilities

Ag part of this 2ngagement the Auditer of State will communicate certain additional matters (if applicable)
to the appropriste members of management and to those charged with governance, These matters
include:

+ The initial selection of and changes in significant accounting policies and their application;

* The process managemant uses to formulate particularly sensitive accounting estimates and the
basis for their conclusions regarding the reasonableness of thosa estimates;

+  Audit adjustments, whether posted or waived;

+  Any disagreements with management, whether or not satisfactorily resolved, about matters that
individually or in the aggregate could be significant to the financial statements or our opinion;

» Our views about matters that were the subject of management's consultation with other
accountants about auditing and accounting matters;



{01785092 - 1}

EXHIBIT A

City of Richmond Heights
March 5, 2015
Page &

*  Major issues that were discussed with management related to redaining our services, including,
among other matters, any discussiens regarding the application of accounting principles and
auditing standards; and

= Serious difficulties we encountered in dealing with management during the audit.

We will present those charged with governance our Summary of Unadjusted Differences (if any) at the
conclusion of our audit

Terms and Conditions Supporting Fee
As a result of our planning process, the City and the Auditor of State have agreed to an approach
designed to mest the City's objectives for an agreed-upon fee, subject to the following conditions

Ouir Respongibilifies:

In praviding our services, we will consull with the City regarding matters of accounting, financial reperting
ar other significant business issues. Accordingly, our fee includes estimated time necessary for this
consultation. Circumstances may reguire the Auditor of State fo confirm balances with your financial
institution resulting in additional nominal charges which will not require an amendment to this agreamant.
However, should a matter require research, consultation or audit work bewond this estimate, the Auditor
of State and the City will agree to an appropriate revision in services and fee. These revisions will also be
set forth in the form of the attached Amendment to Letter of Arrangamant.

Your orsibilitias:

The City will provide in a imely manner all financial records and related information to us, an initial list of
which has been furnished to you, including timely communication of all significant sccounting and
financial reporting matters, as well as working space and clerical assistance as mutually agreed upon and
&s is normal and reasonable in the circumstances, When and if for any reason the City is unable to
provide these schedules, information and assistance, the Auditor of State and the City will mutually revisa
the fee to reflect additional services, if any, we require to achieve these objectives. These revisions will
be set forth in the form of the attached Amendment fo Lettar of Arrangemeant.

Confidential Informalion:

You should make every attempt to minimize or eliminate the transmission of personal information 1o the
Auditor of State (AOS). All documents you provide fo the A0S in connection with our services including
financial records and reports, payroll records, employee rosters, health and medical records, tax records,
elc. should be redacted of any personal information. Personal infermation includes social security
numnbers, date of birth, drivers' license numbers or financial institution account numbers associated with
an individual. The public office should redact all personal infermation from electronic records before they
are transmitted to the AQS. This information should be fully blacked out in all paper documents prior to
sanding to the AQS. If personal information cannot be redacted from any records or documents; the
pubdlic office must identify these records to the ADS.

If redacting this personal information compromises the audit or the ability to prepare financial statements,
the public office and the AQS will consider these exceptions on 8 case-by-case basis. Additionally, if
redacling this information creates a hardship on the public office in terms of rescurces, recordkeeping or
other issues, the public office and the ADS may collaborate on alternative methads of providing the public
office’s data 1o the ADS without compromising the personal information of individuals served by the public
office. The AQS is willing to work with the public office and it is cur intent to greatly reduce the amount of
personal information submitted to the ADS for awdit or financial statement preparation purposes. It is
impartant that the public office review internal policies to find ways to eliminate as much personal
infarmation from financial records as possible by substituting non-personal information (i.e., change social
security numbers to employee identification numbers).
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Fes
Except far any changes in fees and expenses which may result from the circumstances described above,
we expect our fees and expansas for our audit services will not excesd $48 853,

Pursuant to Ohio Rev. Code Section 117.13, you may charge all of this audit's cost to the general fund or
you may allocate the cost among the general fund and other ligible funds in accordance with Auditar of
State Bulletin 2008-011.

You have also requested the Auditor of State to propose audit adjustments, as nacessary.

The City remains responsible for reviewing these proposed adjustments and making them to their
financial statements. The City mus! be in both fact and appearance, able to make informed judgmeants
while reviewing, evaluating, and appreving this non-audit engagement service. To demonsirate that the
City is fulfiling these responsibilities, the following safeguards will apgly;

1. The City will designate a management-level individual accountable for overseeing this non-sudit
engagement, responsible for the results of this engagement.

2. The City will provide us documentation supporting this individual's knowledge, experience and
capability to perform this rele, This documentation may include education and training related to
the matters covered in this engagement.

3. We will speak with this individual on an as-needed basis to update our progress and to allow the
individual to menitor engagement parformance to ensure it meets management's abjectives,

4. This individual will make any decisions involving management functions related to this non-audit
service and will accept full responsibility for these decisions. Awcordingly, this individual will
review and approve all work products associated with this non-audit service,

5. Finally, this individual will evaluate the adequacy of the Auditer of State's non-audit services.
This individual will initial sur audit documentation to evidence their review.

There will be no fee associated with the above non-audit service.

Reporting

W will issue & written report upon completing our audit of your financial statements. We will address our
report to those charged with governance. We cannol assure you that we will fssue an unmodified
opinion. Circumstances may arisa in which it is necessary for us to modify our opinion, add an emphasis-
of-matter paragraph(s), ar withdraw from the engagement.

Upon complating our audit, we will also issue a written report in accordance with Government Auditing
Standards on internal control over financial reporting and cur tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements and other matiers.
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Access to Our Reports and Working Papers

ALC 805—Alert That Restricts the Use of the Auditor's Written Communication requires our reports to
disclose the following:

Independent Audifor’s Report on infemal Control Over Financial Reporting and on Compliance and Other
Matlers Required by Govemment Auditing Standards:

This report describes only the scope of our tests of internal control over financial reporting and on
compliance and other matters and the results of these tests, and does not opine on the effectiveness
of the City's internal control over financial reporting or on compliance or other matlers, This report is
an integral pan of an audit performed under Govemment Audifing Standards in considering the City's
internal contral aver financial reporting and compliance. Accordingly, this repart is not suitable for any
olher purpose.

AU-C 905 requires us to include this restrictive language in our reports due to concerns that other readers
may not fully understand the purpose of the report, the nature of the procedures applied in its preparation,
the besis or assumptions usad in its preparation, the extent to which the procedures performed are
generally known or understood, and the potential for the report to be misunderstaod, when taken out of
the context for which it was intended.

However, under Revised Code Section 117.26, an audit report becomes a public record under Section
148.43, Revised Code, when we file copies of the report with the public officers enumerated in the
Revised Code. When we file the reports, our working papers become svailable to the public upon
request, subject ta infarmation protected for eriminal investigations, by attormey-client privilege or by local,
state or federal law. AL-C 905 does not affect public access to our reports or working papers.

Under generally accepted audiling standards, we must retain working papers for five years after the
release date of our opinion, However. ADS policy requires we ratain working papers for seven years or
longer, as needed,
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Peer Review Raport

As required by Govermment Auditing Standards, we have attached a copy of our most recent external
quality control review report (Peer Review). The report was ungualified.

Please sign and refurn this letter o indicate your acknowledgement of, and agresment with, the
arrangements for our audit of the financial statements including our respective responsibilities.  If you
have any questions, please call Matthew Goldman at 216-T87-3665.

Very fruly yours,

Dave Yost
Auditer of State of Chio

= -
r : —
Dan Stuetzer, Chief Auditor

Aftachment

oo Members of City Council
Mayor David Roche

ACCEFTED BY DATE

TITLE
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SAMPLE
AMENDMENT #___ TO LETTER OF ARRANGEMENT

[Date]
[ENGAGEMENT LETTER ADDRESSEE]

Dear

The letter of arrangement dated beatween the Auditor of State and the City is hereby amended
ta reflect the following:

Estimated

Description offCauses for Amendment Fee Effect

1

2

3

4
Total this amendment $0.00
Frevious fee estimate
Revised fee estimate 30.00

Please sign the copy of this letter in the space provided and return it to us. If you should have any
questons, please call at )

Very truly yours,

Dave Yost
Auditor of State of Ohio

{Mame), Chief Auditar

cc: [Engagement Letter ec's)

ACCEPTED BY DATE

TITLE

(01785092 - 1}
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National State Auditors Association

March 30, 2012

Mr. Dave Yost, Ohio Auditor of State
Office of Auditer of State

B8 E. Broad Street, Sth Floor
Columbus, Ohio 43215

Dear Auditor of State:

We have reviewed the system of quality control of the Ohio Auditor of State (the office) in effect for the
period March 1, 2011 through February 29, 2012, A system of quality control encompasses the office's
arganizational structure and the policies adopted and procedures established o provide it with
reasonable assurance of conforming with government auditing standards. The design of the system and
compliance with it are the responzibility of the office. Our responsibility is o express an opimon on the
design of the system, and the cffice's compliance with the system based on cur review.

We conducted our review in accordance with the policies and procadures for external peer reviews
established by the Matonal State Auditors Association (NSAAL). In performing our review, we oblained an
understanding of the office’s system of quality control for engagements conducted in accordance with
governmeant auditing standards. In addition, we tested compliance with the office’s quality contral policies
and procedures o the extent we considered appropnate. These tests coverad the application of the
office’s policies and procedures on selected engagements, The engagements selected represented &
reasonable cross-section of the office’s engagements conducted in accordance with government auditing
standards, We balieva that the procedures we performed provide a reasonahble basis for aur opinion.

Qur review was based on selective tests; therefore it would not necessarily disclose all weaknesses in the
system of quality control or all instances of lack of compliance with it. Alsc, there are inherent limitations
in the effectiveness of any system of quality control;, therefore, noncompliance with the system of guality
conftrol may occur and not be detected. Projection of any evaluation of a system of quality control to future
pericds i subject to the risk that the systermn of quality control may become inadeqguate because of
changes in conditions, or because the degree of compliance with the policies or procedures may
deteriorate.

In our apinion, the system of quality control of the Ohio Auditor of Stata in effect for the period March 1,
2011 through February 29, 2012 has been suitably designed and was com plied with during the period to
provide reasonable assurance of conforming with government auditing standards.

ok o

Mark Ruether, CPA

Team Leader

Mational State Auditors Association
External Peer Revi

b La

Joe Christensen, CPA

Concurring Reviewsar

Mationzl State Auditors Association
External Peer Review Team

449 Lewis Hargeil Cincle, Suite 290, Lexingion, Kentucky 40305-53%0, Telephone (839 376-1 147, Fax (£3%) 2780507
444 M. Capired Strecy, MW, Sudie 23, Washingion, DC 20000, Telephone (202) 624-5451, Fan (212} 6245473
W SR
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