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REPORT OF INDEPENDENT CERTIFIED PUBLIC
ACCOUNTANTS ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMEMTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

Honorable Mayor and Members of the City Council
City of Holladay, Utah

We have audited, in accordance with the auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States, the financial
statements of the governmental activities, each major fund, and the aggregate remaining fund
information of the City of Holladay (the City), as of and for the year ended June 30, 2015, and the
related notes to the financial statements, which collectively comprise the City’s basic financial
statements and have issued our report thereon dated November 18, 2015.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the City’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 City’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the City’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. Given these limitations, during our audit, we did
not identify any deficiencies in internal control that we consider to be significant deficiencies.
We did identify a certain deficiencies in internal control, described in the accompanying schedule
of findings and responses that we consider to be material weaknesses (findings 2015-1 and 2015-
2).

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City’s financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and



material effect on the determination of financial statement amounts. 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. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards.

We noted certain matters that we reported to management of the City, in a separate letter dated
November 18, 2015.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the entity’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the entity’s internal
control and compliance. Accordingly, this communication is not suitable for any other purpose.
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CITY OF HOLLADAY, UTAH
Schedule of Findings and Responses
June 30, 2015

FINDINGS RELATING TO THE BASIC FINANCIAL STATEMENTS

The existence of the following material weaknesses has been reported to management and may
represent a conscious decision by management or those charged with governance to accept that
degree of risk because of cost or other considerations. Management is responsible for making
decisions concerning costs and the related benefits. We are responsible to communicate
significant deficiencies and material weaknesses in accordance with professional standards
regardless of management’s decisions.

2015-1

Internal Control Over Financial Reporting — Financial Statement Preparation
Limitations

Condition: As is common in smaller organizations, the City’s accounting department
currently does not perform the functions related to the preparation of its financial
statements, complete with notes, in accordance with accounting principles generally
accepted in the United States of America. Accordingly the City is unable to, and has
not established procedures or internal controls over the preparation of financial
statements.

Therefore, as part of the audit, management requested the auditors to prepare a draft of
the City’s financial statements, including the related notes to the financial statements.
Management reviewed, approved, and accepted responsibility for those financial
statements prior to their issuance; however management has not developed procedures
or controls to 1) evaluate the completeness of the financial statement disclosures or 2)
recognize instances when reclassification of financial statement items may be required
by U.S. generally accepted accounting principles (GAAP).

Criteria: Management is responsible for establishing and maintaining internal
controls, including monitoring, and for the fair presentation in the financial statements
of financial position and results of operations, including the notes to the financial
statements, in conformity GAAP.

Effect: Because controls to 1) evaluate the completeness of financial statement
disclosures and 2) recognize instances when reclassification of financial statement
items may be required are not in place, there is a risk that the auditor prepared
financial statements will not include a required disclosure, or that certain information
in the financial statements might not be properly classified.

Cause of Condition: Management has been relying on the auditor’s controls over 1)
evaluating the completeness of the financial statement disclosures and 2) the
classification of financial statement items, instead of relying on applicable internal
controls over financial reporting.



2015-2

CITY OF HOLLADAY, UTAH
Schedule of Findings and Responses - continued
June 30, 2015

Recommendation: We recommend that Management and those charged with
governance discuss the risks associated with the condition described and compare
those to the costs of additional training and or staff required to mitigate or eliminate
those risks.

Management Response: We have considered the costs and benefits associated with
addressing the risks noted in the above finding and have determined the costs to be
prohibitive. We are comfortable with the risk levels associated with this finding.

Internal Control Over Accounting and Financial Reporting
for Pensions

Condition: As a local government entity within the State of Utah, the City participates
in the Utah Retirement Systems (the Systems) to provide retirement benefits to the
City’s employees. The services provided by the Systems include calculating the
contributions required by user organizations, as well as management of the assets held
within the Systems pension plans.

Effective July 1, 2014, the City adopted the requirements of GASB Statement No. 68,
“Accounting and Financial Reporting for Pensions.” Like other local government
entities in the State, the City does not have the resources needed to make the
calculations and determine the financial statement amounts that are required to be
presented in accordance with GASB Statement No. 68 so management elected to rely
on the information provided by the Systems in order to properly account for the
pensions. As such, the City’s accounting and financial reporting for pensions will be
affected not by its own internal controls over the accounting and financial reporting for
pensions, but by those controls that the Systems uses to determine the net pension
liability, net pension asset, pension expense and related deferred inflows and outflows
of resources.

Criteria: As part of its monitoring efforts to ensure that internal controls over financial
reporting are effective, management of the City should understand that the controls
used by the Systems are suitably designed and effective.

Cause of Condition: Management has chosen to rely on the information provided by
the Systems and over the internal controls over the defined benefit program processes
of the Systems without developing its own internal controls to monitor the
effectiveness of controls used by the System.



CITY OF HOLLADAY, UTAH
Schedule of Findings and Responses - continued
June 30, 2015

Effect: Because the City does not have controls in place to evaluate the internal
controls over the defined benefit program processes of the Systems, there is a risk that
the City’s net pension liability, net pension asset, pension expense and deferred inflows
and outflows, as calculated by the Systems, could be misstated on the City’s financial
statements.

Recommendation: Management should develop an understanding of the Systems’
controls and be able to evaluate their design and effectiveness. Generally the most
efficient way to do that is to obtain a report on controls used by the Systems related to
the defined benefit pension processing system from the Systems’ auditor. Such a
report, which is commonly referred to as a service organization (SOC 1) report,
typically includes a description of the service organization’s relevant processes and
related controls and a service auditor’s opinion on the controls identified therein.
There are two types of reports that service auditors provide on service organizations’
internal controls for the benefit of users:

e A report on the controls placed in operation (a Type 1 report), which describes
the internal controls and provides opinions on the fair presentation of the
description of controls and the suitability of design of such controls.

e A report on the controls placed in operation and tests of operating effectiveness
(a Type 2 report), which provides the same information as a Type 1 report, plus
an opinion on whether the controls operated effectively.

Most service organizations such as the Systems engage a service auditor to report on
their controls and make the resulting report available to their user organizations and the
user organizations’ auditors.

For the audit for the year ended June 30, 2015, we obtained a copy of the Systems’
SOC 1 Type 2 report as prepared by the Systems’ auditors for the period from
September 1, 2014 to February 28, 2015.

As reported in the SOC 1 Type 2, during the audit period, actuarial reports were not
provided to the Systems and therefore the service organization auditor was unable to
perform any tests of the design or operating effectiveness of controls related to the
control objective “Controls provide reasonable assurance that management monitors
the actuary’s activities over the net pension liability for accuracy, completeness and
timeliness”.

Management should obtain this information in order to be fully aware of the risks
associated with relying on the controls of the System and the potential impact they
could have on the City’s financial reporting for pensions.

In addition to obtaining and reviewing the Systems’ SOC 1 Type 2 report on an annual
basis, we recommend the City review the Complimentary User Entity Controls as
outlined in the SOC 1 Type 2 report and ensure that the controls are properly
implemented as part of the City’s processes. Certain controls developed by the
Systems were designed with the assumption that user organizations, like the City,
would implement complimentary controls that would contribute to those objectives



CITY OF HOLLADAY, UTAH
Schedule of Findings and Responses - continued
June 30, 2015

being met. Details about the Complementary User Entity Controls can be found on
page 30 of the Systems’ SOC 1 Type 2 report for the period from September 1, 2014 to
February 28, 2015.

Management Response: We have considered the costs and benefits associated with
addressing the risks noted in the above finding and have determined the costs of
additional procedures outweigh the benefits of implementing additional controls. We
are comfortable with the risk levels associated with this finding, and will continue to
rely on information provided by URS for purposes of accounting and financial
reporting for GASB Statement No 68. We will review our controls coincide with the
Complimentary User Entity Controls as outlined by URS.
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INDEPENDENT AUDITOR’S REPORT IN ACCORDANCE
WITH STATE OF UTAH LEGAL COMPLIANCE AUDIT GUIDE ON:

COMPLIANCE WITH GENERAL STATE COMPLIANCE REQUIREMENTS
COMPLIANCE FOR EACH MAJOR STATE PROGRAM

INTERNAL CONTROL OVER COMPLIANCE

SCHEDULE OF EXPENDITURES OF STATE AWARDS

Honorable Mayor and Members of the City Council
City of Holladay, Utah

Report On Compliance with General State Compliance Requirements and for Each Major
State Program

We have audited the City of Holladay’s compliance with applicable general state and major state
program compliance requirements described in the State of Utah Legal Compliance Audit Guide,
issued by the Office of the Utah State Auditor, that could have a direct and material effect on the
City or each of its major state programs for the year ended June 30, 2015.

General state compliance requirements were tested for the year ended June 30, 2015 in the
following areas:

Budgetary Compliance

Fund Balance

Justice Courts

Utah Retirement Systems

Tax Levy Revenue Recognition
Open and Public Meetings Act

The City received state funding from the following programs classified as major programs for the
year ended June 30, 2015:

B & C Road Funds (Department of Transportation)
Management’s Responsibility

Management is responsible for compliance with the general state requirements referred to above
and the requirements of laws, regulations, contracts, and grants applicable to its state programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on the City’s compliance based on our audit of the
compliance requirements referred to above. We conducted our audit of compliance in accordance
with auditing standards generally accepted in the United States of America; the standards
applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and the State Compliance Audit Guide. Those
standards and the State Compliance Audit Guide require that we plan and perform the audit to



obtain reasonable assurance about whether noncompliance with the compliance requirements
referred to above that could have a direct and material effect on the City or its major state
programs occurred. An audit includes examining, on a test basis, evidence about the City’s
compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance with general
state compliance requirements and for each major state program. However, our audit does not
provide a legal determination of the City’s compliance.

Opinion on General State Compliance Requirements and Each Major State Program

In our opinion, the City of Holladay complied, in all material respects, with the compliance
requirements referred to above that could have a direct and material effect on the City or on each
of its major state programs for the year ended June 30, 2015.

Other Matters

The results of our auditing procedures disclosed instances of noncompliance, which are required
to be reported in accordance with the State Compliance Audit Guide and which are described in
our letter to management dated December 31, 2015 as items 2015-A and 2015-B.

Management’s response to the noncompliance findings in our audit is described in the
accompanying letter to management. The City’s response was not subjected to the auditing
procedures applied in the audit of compliance and, accordingly, we express no opinion on the
response.

REPORT ON INTERNAL CONTROL OVER COMPLIANCE

Management of the City is responsible for establishing and maintaining effective internal control
over compliance with the compliance requirements referred to above. In planning and performing
our audit of compliance, we considered the City’s internal control over compliance with the
compliance requirements that could have a direct and material effect on the City or on its major
state program to determine the auditing procedures that are appropriate in the circumstances for
the purpose of expressing an opinion on compliance with general state compliance requirements
and for each major state program and to test and report on internal control over compliance in
accordance with the State Compliance Audit Guide, but not for the purpose of expressing an
opinion on the effectiveness of internal control over compliance. Accordingly, we do not express
an opinion on the effectiveness of the City’s internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent, or detect and correct, noncompliance with a general state or
major state program compliance requirement on a timely basis. A material weakness in internal
control over compliance is a deficiency, or combination of deficiencies, in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a general
state or major state program compliance requirement will not be prevented, or detected and
corrected, on a timely basis. A significant deficiency in internal control over compliance is a
deficiency, or a combination of deficiencies, in internal control over compliance with a general
state or major state program compliance requirement that is less severe than a material weakness



in internal control over compliance, yet important enough to merit attention by those charged
with governance.

Our consideration of internal control over compliance was for the limited purpose described in
the first paragraph of this section and was not designed to identify all deficiencies in internal
control over compliance that might be material weaknesses or significant deficiencies. We did
not identify any deficiencies in internal control over compliance that we consider to be material
weaknesses. However, material weaknesses may exist that have not been identified.

We noted certain matters involving internal control over compliance which we are submitting for
your consideration. These matters are described in our letter to management dated December 3,
2015 as items 2015-A and 2014-B.

The purpose of this report on internal control over compliance is solely to describe the scope of
our testing of internal control and compliance and the results of that testing based on the
requirements of the State Compliance Audit Guide. Accordingly, this report is not suitable for any
other purpose.

Report on Schedule of Expenditures of State Awards as Required by the State Compliance
Audit Guide

We have audited the financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of the City as of and for the year ended June 30, 2015, and
the related notes to the financial statements, which collectively comprise the City’s basic financial
statements. We issued our report thereon dated November 18, 2015 which contained unmodified
opinions on those financial statements. Our audit was conducted for the purpose of forming
opinions on the financial statements that collectively comprise the basic financial statements. The
accompanying schedule of expenditures of state awards is presented for purposes of additional
analysis as required by the State Compliance Audit Guide and is not a required part of the basic
financial statements. Such information is the responsibility of management and was derived from
and relates directly to the underlying accounting and other records used to prepare the financial
statements. The information has been subjected to the auditing procedures applied in the audit of
the financial statements and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to prepare the
financial statements or to the financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our
opinion, the schedule of expenditures of state awards is fairly stated in all material respects in
relation to the financial statements as a whole.
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Schedule of Expenditures of State Awards
For the Year Ended June 30, 2015

CITY OF HOLLADAY

Award/
Contract # Year of
Grant Name (if applicable) Last Audit Expenditures

UTAH DEPARTMENT OF TRANSPORTATION

B & C Road Funds N/A 2015 $ 911,807

Holladay City - Bicycle Trails Improvement

Project F-LC35(234) 80,000
DEPARTMENT OF PUBLIC SAFETY

Liquor Allotment N/A 2012 27,050
UTAH STATE PARKS

Land and Water Conservation Fund N/A 144,000
OTHER STATE GRANT 2,500

Total grant and contract expenditures $ 1,018,857




Honorable Mayor and Members of the City Council
City of Holladay, Utah

In planning and performing our audit of the financial statements of The City of Holladay (the
City) for the year ended June 30, 2015, we noted certain other matters for your consideration.
This letter summarizes our comments and suggestions regarding those other matters. Also,
included are descriptions of immaterial instances of noncompliance. This letter does not affect
our report dated December 31, 2015, on the financial statements of the City. Also, significant
deficiencies, including those considered to be material weaknesses, if any, are included in our
report dated December 31, 2015, in accordance with Government Auditing Standards.

STATE OF UTAH LEGAL COMPLIANCE
Item 2015-A
Expenditures in Excess of Budget

The City incurred expenditures in excess of approved budget amounts in the following
governmental fund:

Expenditures
in Excess of
Budget
Redevelopment Agency Special Revenue Fund
Debt Service - Interest $ 28,020
Transfers 210,180

Recommendation

The City should closely monitor expenditures, including expenditures related to long term debt
and contracts. The City should amend the budget throughout the year as circumstances change
and additional expenditures become necessary.

Management Response and Action Plan

The City will closely monitor expenditures to ensure they do not exceed budget amounts, in
addition a more comprehensive analysis of revenues and expenditures, will be made and
incorporated into future budgets.

Item 2015-B

Deficit Fund Balance

The RDA Special Revenue fund has a deficit fund balance at June 30, 2015 of $3,571,296.  The
budgets for the upcoming fiscal year do not include the appropriation to reduce the deficit in this
The City, in preparing the budget for the upcoming fiscal year, was unable to budget a reduction



in the deficit in the RDA Special Revenue Fund because the tax increment revenues that are
budgeted must be used to fund debt service on outstanding tax increment bonds and to make
payments to other local government entities and to developers in accordance with

Recommendation

The Utah Code requires that for any fund that has a deficit unassigned/unrestricted fund balance
in the year under audit, the City should include in the subsequent budget year an appropriation to
reduce the deficit by an amount equal to or greater than 5% of the fund’s total actual revenue of
the year under audit.

Management Response and Action Plan

The budgets for the upcoming fiscal year do not include appropriations to reduce the deficit in the
RDA Special Revenue fund. The City is currently unable to budget a reduction in the deficit in
the RDA Special Revenue Fund because the tax increment revenues that are budgeted must be
used to fund debt service on outstanding tax increment bonds and to make payments to other local
government entities and to developers in accordance with development agreements that are in
place. The City is aware of the requirement to eliminate the deficit and will budget to do so as
quickly as possible under the circumstances.
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