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City of Lynchburg 

Procurement Division 

900 Church Street 

Lynchburg, VA 24504 

Phone: (434) 455-3970 

Fax: (434) 845-0711 

 

Addendum for Proposal 

Financial and Compliance Auditing Services 

2019-042 

 

 

Date: 3/14/2019 

 

From: Matt Marsteller, Contract Specialist 

 

RE: Addendum No. 1 

 

 

This Addendum becomes a part of the proposal documents and modifies the Request for Proposal as noted below.  

Acknowledge receipt of this Addendum in the space provided on the Proposal Title Page.  Failure to do so may 

subject bidder to disqualification. 

 

1. What are the biggest concerns of the City? How might you look at your audit firm to help you 

address those concerns?   

Answer: The City is not looking for assistance from our audit firm to address the City’s concerns.  The 

City expects our audit firm to assist us in implementing new GASB standards. 

 

2. Is the audit being put out to bid on a normal cycle?  Answer: Yes.  How long have your current 

auditors been servicing the City? Answer: Since 2004 Can the current firm propose? Answer: Yes 

3. Have there been any disagreements with the current auditors regarding accounting treatment, 

journal entries, findings or other matters?  

Answer: No 

 

4. What are the current audit fees for the scope of services? Answer: $234,300   What have they been 

the past three years? Answer: $225,500; $216,800; $208,500. 

   

5. Has the current auditor ever billed over their fixed fee and if so what was the reason?  

Answer: No 

 

6. Has the current auditor provided any additional services outside the original audit contract?  

Answer: Yes 

 

7. Section X notes the audit calendar; however, what are the desired audit fieldwork schedule for 

interim and final fieldwork?  
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Answer:  City: Interim – May 28 to May 31; Audit Field Work – August 26 to September 13;  

Schools: Interim – 2 days around the second week of May; Audit Field Work – 1 week on site in mid-

August 

 

8. For the interim and final fieldwork phase for each of the entities noted above, how many audit 

managers, seniors, and staff are typically in the field and for how long?   

Answer: City - 1 manager/senior and 3 to 4 staff. Schools – 1 manager/senior and 1 to 2 staff. 

 

9. We understand the number of major programs in a given year can fluctuate, how many major 

programs should be contemplated in the budget for the uniform grant guidance audit?  

Answer: 6 

 

10. Our expectation is that the grants are administered at the various departments of the City; our 

question is whether each of the departments operate automatously or whether is there a central 

grant oversight agency?  

Answer: The City does not have a grant oversight committee.  The City requires that all grants be reviewed 

by the Grant Accountant in the Finance department. The Grant Accountant works with the Grant 

Administrators across the City to ensure the grants are properly budgeted and recorded.  The Grant 

Administrators provide the grant information to the Grant Accountant.  All grants are appropriated by City 

Council. 

 

11. If there is no central grants oversight dept. how are the coordination of the audit efforts 

administered by the City?  

Answer: See answer to #10. 

 

12. Have there been many passed or posted adjustments resulting from the audit process in recent 

years? Is it possible to obtain the required communication correspondences?   

Answer: There have not been any posted adjustments in recent years.  There have been passed 

adjustments in recent years.  These are included in the Audit Committee Letters (ACL) for City and 

Schools.  FY 2018, FY 2017, and FY 2016 are attached for the City and Schools. 

 

13. Section V. indicates the scope of services and items D, E, F, is also for an AUP report, is it possible 

to get a copy of these reports?  

Answer: Yes. Attached. 

 

14. Who takes the lead in the implementation of new GASB’S?  

Answer: The Assistant Director of Financial Services along with Finance Team members. 

 

15. Have you experienced turnover in key roles within the organization?  

Answer: No. 

 

16. Has your auditors provided a management letter in the past 3 years?  If so, can that document be 

made available? Answer: Yes. Management letters for FY 2018 and FY 2017 are attached. A 

Management letter was not issued in FY 2016. 

 

17. Are there any matters that require consideration in assessing the scope of this project over the 
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proposed term?    

Answer: No. 

 

18. Page 4 indicates auditor will format and provide review of financial statements, is the City/Schools 

responsible for drafting the exhibits, footnotes, RSI and schedules maintained in the reports?  

Answer: The City prepares all items for the City. The Auditor prepares the items for the Schools and 

provides them to the City. 

 

19. Is the Single Audit a joint County/Schools single audit or two separate audits?   

Answer: The Single Audit is a joint audit for the City and the Schools. 

 

20. Do you have any major IT upgrades planned?  

Answer: No. 

 

21. Is an AUP for Inmate Canteen funds in accordance with APA standards a part of this RFP?  

Answer: No. 

 

22. Do you have any new Revenue Bond issuances planned?  

Answer: The City will be closing on a Stormwater VRA loan in the next few months. The exact date has 

not been determined. The City has been approved for a Sewer VRA loan. The loan closing date has not 

been determined. 

 

23. Does the 30 page limit include resumes and requested CPE? Could they instead be included as 

appendices outside of the page limit? 

Answer: The 30 page limit is all inclusive. Resumes and requested continuing professional education 

information shall count toward the 30 page limit. Any appendices to the proposal shall count toward the 

30 page limit.  

 

 

 

 

READ TERMS AND CONDITIONS AND SIGN 

In compliance with the above PROPOSAL, and subject to all the conditions hereof, the undersigned offers and agrees to 

comply with any or all of the terms and conditions contained herein, or as mutually agreed upon by subsequent 

negotiations.  This form shall become part of the final file. 

 

Company Name:     Address: _________________________________Date:   

Authorized Signature:       Title:      

Print Name:     Telephone No.:   E-mail:______________________ 

 

 



 

Your Success is Our Focus 
 

319 McClanahan Street, S.W. • Roanoke, Virginia 24014-1711 • 540-345-0936 • Fax: 540-342-6181 • www.BEcpas.com 

REQUIRED COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE 
 
 
 
To the Members of the School Board  
  and the Superintendent of  
    Lynchburg City Schools 
Lynchburg, Virginia 
 

As part of our audit of the City of Lynchburg, Virginia we have audited the financial statements 
of Lynchburg City Schools (the “Schools”) for the year ended June 30, 2016.  Professional standards 
require that we provide you with information about our responsibilities under generally accepted 
auditing standards, Government Auditing Standards, and OMB Circular A-133, 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 May 31, 2016.  Professional standards also require that we 
communicate to you the following information related to our audit. 

 
Significant Audit Findings 
 
Qualitative Aspects of Accounting Practices 
 

Management is responsible for the selection and use of appropriate accounting policies.  The 
significant accounting policies used by the Schools are described in Note 1 to the financial statements.  
We noted no transactions entered into by the governmental unit 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 affecting the financial 
statements were: 

 
• The useful lives of capital assets and the allowance for uncollectible accounts are based on 

management’s knowledge and judgment, which is based on history.   

• The other post-employment benefits liability is based on an actuarial study provided by the 
Schools external actuarial firm.   

• The self-insurance liability is based on information from an external third party consultant 
and subsequent claims information provided by the third-party administrator. 

• The net pension liability is based on an actuarial study provided by actuaries engaged by the 
Virginia Retirement System. 



 

 

Significant Audit Findings (Continued) 
 
We evaluated the key factors and assumptions used to develop these estimates in determining 

that the estimates are reasonable in relation to the financial statements taken as a whole. 
 
Certain financial statement disclosures are particularly sensitive because of their significance to 

financial statement users.  The most sensitive disclosures affecting the financial statements were: 
 
• Capital assets, commitments, leases, health insurance claims incurred but not reported, other 

post-employment liabilities, and pension plans. 
 

The financial statement disclosures are neutral, consistent, and clear. 
 
Difficulties Encountered in Performing the Audit 
 

We encountered no significant difficulties in dealing with management in performing and 
completing our audit. 

 
Corrected and Uncorrected Misstatements 
 
 Professional standards require 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.  Adjustments related to GASB 68 resulted from a collaborative process with management 
for 2016.  Management has determined that the effects of the following unrecorded misstatement is 
immaterial to the financial statements taken as a whole: 
 

• General and administrative expenses and opening net position were understated by 
approximately $156,000 due to an overstatement in the amounts included in deferred 
outflows for 2015 pension contributions.  

 
Disagreements with Management 
 

For purposes of this letter, a disagreement with management is 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 Representations 
 

We have requested certain representations from management that are included in the 
management representation letter dated ______, 2016, a copy of which is attached. 

 
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 governmental unit’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. 



  

Significant Audit Findings (Continued) 
 
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 governmental unit’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), as 
listed in the table of contents, 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 engaged to report on other supplementary information, which accompany the financial 

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

 
We were not engaged to report on the introductory and statistical sections, which accompany 

the financial statements but are not RSI.  We did not perform other procedures on this other information 
and we do not express an opinion or provide any assurance on it. 

 
Restriction on Use 
 

This information is intended solely for the use of the Board and management of the Schools and 
is not intended to be, and should not be, used by anyone other than these specified parties. 

 
 
 
 CERTIFIED PUBLIC ACCOUNTANTS 
 
Roanoke, Virginia 
______, 2016 
 
Attachment 
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REQUIRED COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE 
 
 
 
To the Members of the School Board and the 
   Superintendent of Lynchburg City Schools 
Lynchburg, Virginia 
 

As part of our audit of the City of Lynchburg, Virginia we have audited the financial statements 
of Lynchburg City Schools (the “Schools”) for the year ended June 30, 2017.  Professional standards 
require that we provide you with information about our responsibilities under generally accepted 
auditing standards, 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 May 9, 2017.  Professional standards also require that we 
communicate to you the following information related to our audit. 

 
Significant Audit Findings 
 
Qualitative Aspects of Accounting Practices 
 

Management is responsible for the selection and use of appropriate accounting policies.  The 
significant accounting policies used by the Schools are described in Note 1 to the financial statements.  
We noted no transactions entered into by the governmental unit 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 affecting the financial 
statements were: 

 
• The useful lives of capital assets and the allowance for uncollectible accounts are based on 

management’s knowledge and judgment, which is based on history.   

• The other post-employment benefits liability is based on an actuarial study provided by the 
Schools’ external actuarial firm.   

• The self-insurance liability is based on information from an external third-party consultant 
and subsequent claims information provided by the third-party administrator. 

• The net pension liability is based on an actuarial study provided by actuaries engaged by the 
Virginia Retirement System. 



 

 

Significant Audit Findings (Continued) 
 
We evaluated the key factors and assumptions used to develop these estimates in determining 

that the estimates are reasonable in relation to the financial statements taken as a whole. 
 
Certain financial statement disclosures are particularly sensitive because of their significance to 

financial statement users.  The most sensitive disclosures affecting the financial statements were: 
 
• Capital assets, commitments, leases, health insurance claims incurred but not reported, other 

post-employment liabilities, and pension plans. 
 

The financial statement disclosures are neutral, consistent, and clear. 
 
Difficulties Encountered in Performing the Audit 
 

We encountered no significant difficulties in dealing with management in performing and 
completing our audit. 

 
Corrected and Uncorrected Misstatements 
 
 Professional standards require 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.  Adjustments related to GASB 68 resulted from a collaborative process with management 
for 2017.  Management has determined that the effects of the following unrecorded misstatements are 
immaterial to the financial statements taken as a whole: 
 

• General and administrative expenses and opening net position were understated by 
approximately $229,000 due to an overstatement in the amounts included in deferred 
outflows for 2016 pension contributions.  

 
• During continued review of lag reports provided by the Schools’ health insurance  

third-party administrator we noted additional claims totaling $181,000 in excess of the 
current liability reported.  

 
Disagreements with Management 
 

For purposes of this letter, a disagreement with management is 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 Representations 
 

We have requested certain representations from management that are included in the 
management representation letter dated November 15, 2017, a copy of which is attached. 

 
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 governmental unit’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. 



  

Significant Audit Findings (Continued) 
 
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 governmental unit’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), as 
listed in the table of contents, 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 engaged to report on other supplementary information, which accompany the financial 

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

 
We were not engaged to report on the introductory and statistical sections, which accompany 

the financial statements but are not RSI.  We did not perform other procedures on this other information 
and we do not express an opinion or provide any assurance on it. 

 
Restriction on Use 
 

This information is intended solely for the use of the Board and management of the Schools and 
is not intended to be, and should not be, used by anyone other than these specified parties. 

 
 
 
 CERTIFIED PUBLIC ACCOUNTANTS 
 
Roanoke, Virginia 
November 15, 2017 
 
Attachment 
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REQUIRED COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE 
 
 
 
Honorable Members of the City Council 
   and the City Manager 
City of Lynchburg, Virginia 
 
We have audited the financial statements of the governmental activities, the business-type activities, the 
aggregate discretely presented component units, each major fund, and the aggregate remaining fund 
information of City of Lynchburg, Virginia, collectively hereafter referred to as the “City” for the year 
ended June 30, 2018.  Professional standards require that we provide you with information about our 
responsibilities under generally accepted auditing standards, 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 June 20, 2018.  Professional 
standards also require that we communicate to you the following information related to our audit. 
 
Significant Audit Findings 
 
Qualitative Aspects of Accounting Practices 

 
Management is responsible for the selection and use of appropriate accounting policies.  The significant 
accounting policies used by the City are described in Note 1 to the financial statements.  As described in 
Note 25 to the financial statements, the City adopted a new accounting standard in 2018: GASB 
Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits Other Than 
Pensions.  The cumulative effect of the accounting change has been reported as of the beginning of the 
year.  We noted no transactions entered into by the governmental unit 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 estimate(s) affecting the financial statements 
were:  
 

• The useful lives of the capital assets is based on management’s experience, historical 
experience, and understanding of those assets.   

• Health insurance claims incurred but not reported and the workers’ compensation liabilities as 
of June 30, 2018, are based on data provided by the plan administrators.   

• The allowance for uncollectible ambulance accounts receivable is based on management’s 
evaluation of the balance and their review and evaluation of aged uncollectible accounts.  The 
allowances for all other uncollectible accounts are based on management’s knowledge of the 
nature of the receivable and historical experience. 



 

 

Significant Audit Findings (Continued) 
 
Qualitative Aspects of Accounting Practices (Continued) 
 

• The liability for local other post-employment benefits is based on actuarial calculations and a 
variety of assumptions as disclosed in the notes to the financial statements.  

• The net pension liability and the net OPEB liability for state administered plans are based on 
actuarial studies provided by actuaries engaged by the Virginia Retirement System. 

 
We evaluated the key factors and assumptions used to develop these estimates in determining that it is 
reasonable in relation to the financial statements taken as a whole. 
 
Certain financial statement disclosures are particularly sensitive because of their significance to 
financial statement users. The most sensitive disclosure(s) affecting the financial statements include 
those related to:  
 

• Capital assets, long-term debt, commitments and contingencies, the liability for landfill closure 
and post-closure care costs, pension, and other post-employment liabilities. 

 
The financial statement disclosures are neutral, consistent, and clear. 
 
Difficulties Encountered in Performing the Audit  
 
We encountered no significant difficulties in dealing with management in performing and completing 
our audit. 
 
Corrected and Uncorrected Misstatements  
 
Professional standards require us to accumulate all known and likely misstatements identified during the 
audit, other than those that are clearly trivial, and communicate them to the appropriate level of 
management.  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 each opinion unit’s 
financial statements taken as a whole.   
 
In prior years, the City changed its policy related to the capitalization of internal engineering costs.  The 
change resulted in an uncorrected misstatement that reduces net position of the governmental and 
business-type activities by approximately $1,089,000 and $2,001,000, respectively.  The effects of this 
misstatement are reduced each year by an insignificant amount of overstated depreciation. 
 
Disagreements with Management  
 
For purposes of this letter, a disagreement with management is 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 Representations  
 
We have requested certain representations from management that are included in the management 
representation letter dated November 30, 2018, a copy of which is attached. 
  



  

Significant Audit Findings (Continued) 
 
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 City of Lynchburg’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 City of Lynchburg’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) as listed in the 
table of contents, 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 engaged to report on the supplementary information listed in the table of contents, which 
accompany the financial statements but are not RSI.  With respect to this supplementary information, 
we made certain inquiries of management and evaluated the form, content, and methods of preparing the 
information to determine that the information complies with accounting principles generally accepted in 
the United States of America, the method of preparing it has not changed from the prior period, and the 
information is appropriate and complete in relation to our audit of the financial statements. We 
compared and reconciled the supplementary information to the underlying accounting records used to 
prepare the financial statements or to the financial statements themselves.  
 
We were not engaged to report on the introductory and statistical sections, which accompany the 
financial statements but are not RSI.  Such information has not been subjected to the auditing 
procedures applied in the audit of the basic financial statements, and accordingly, we do not express an 
opinion or provide any assurance on it.  
 
Cybersecurity Risk Management  

In today’s environment of increasingly frequent cyber-attacks, ensuring the adequacy of cybersecurity is 
a critical aspect of board oversight. In addition to significant business disruption, substantial response 
cost, negative publicity, and reputational harm, cybersecurity breaches can result in litigation, and 
leaders may face potential liability if they failed to implement adequate steps to protect the organization.  

Evidence suggests there may be a gap between the magnitude of exposure presented by cyber-risks and 
steps many corporate boards have taken to address these risks. Organizational leaders should be asking 
themselves what they can, and should, be doing to effectively oversee cyber-risk management.  

Brown Edwards can assist you in evaluating your response to these risks, and advising you as you 
mitigate them. Ask our team how our resources can be part of your cybersecurity solution. 
  



 

Restriction on Use 
 
This information is intended solely for the information and use of City Council and management of the 
City of Lynchburg and is not intended to be, and should not be, used by anyone other than these 
specified parties. 
 
 
 

CERTIFIED PUBLIC ACCOUNTANTS 
 
Roanoke, Virginia 
November 30, 2018 
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REQUIRED COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE 
 
 
To the Members of the School Board and the 
   Superintendent of Lynchburg City Schools 
Lynchburg, Virginia 
 
As part of our audit of the City of Lynchburg, Virginia we have audited the financial statements of 
Lynchburg City Schools (the “Schools”), a component unit of the City of Lynchburg, Virginia, for the 
year ended June 30, 2018.  Professional standards require that we provide you with information about 
our responsibilities under generally accepted auditing standards, 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 June 20, 2018.  Professional 
standards also require that we communicate to you the following information related to our audit. 
 
Significant Audit Findings 
 
Qualitative Aspects of Accounting Practices 
 
Management is responsible for the selection and use of appropriate accounting policies.  The significant 
accounting policies used by the Schools are described in Note 1 to the financial statements.  As 
described in Note 25 to the financial statements, the Schools adopted a new accounting standard in 2018: 
GASB Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits Other Than 
Pensions.  The cumulative effect of the accounting change has been reported as of the beginning of the 
year.  We noted no transactions entered into by the governmental unit 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 affecting the financial statements were: 
 

• The useful lives of capital assets and the allowance for uncollectible accounts are based on 
management’s knowledge and judgment, which is based on history.   

• The local other post-employment benefits liability is based on an actuarial study provided by the 
Schools’ external actuarial firm.   

• The self-insurance liability is based on information from an external third-party consultant and 
subsequent claims information provided by the third-party administrator. 

• The net pension liability and the net OPEB liability for state administered plans are based on 
actuarial studies provided by actuaries engaged by the Virginia Retirement System. 



 

 

Significant Audit Findings (Continued) 
 

Qualitative Aspects of Accounting Practices (Continued)) 
 
We evaluated the key factors and assumptions used to develop these estimates in determining that the 
estimates are reasonable in relation to the financial statements taken as a whole. 
 
Certain financial statement disclosures are particularly sensitive because of their significance to 
financial statement users.  The most sensitive disclosures affecting the financial statements were: 
 

• Capital assets, commitments, leases, health insurance claims incurred but not reported, other 
post-employment liabilities, and pension plans. 

 
The financial statement disclosures are neutral, consistent, and clear. 
 
Difficulties Encountered in Performing the Audit 
 
We encountered no significant difficulties in dealing with management in performing and completing 
our audit. 

 
Corrected and Uncorrected Misstatements 
 
Professional standards require 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.  
Adjustments related to GASBS 68 and 75 resulted from a collaborative process with management for 
2018.  Management has determined that the effects of the following unrecorded misstatements are 
immaterial to the financial statements taken as a whole: 
 

• An overstatement of beginning net position of approximately $196,000, and an accompanying 
overstatement of pension expense in the current year, due to a difference in deferred outflows 
reported by the Schools for contributions subsequent to measurement date, versus that reported 
by VRS, as of June 30, 2017.   

 
Disagreements with Management 
 
For purposes of this letter, a disagreement with management is 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 Representations 
 
We have requested certain representations from management that are included in the management 
representation letter dated November 30, 2018, a copy of which is attached. 

 
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 governmental unit’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. 



 

 

 

Significant Audit Findings (Continued) 
 
Cybersecurity Risk Management 
 
In today’s environment of increasingly frequent cyber-attacks, ensuring the adequacy of cybersecurity is 
a critical aspect of board oversight.  In addition to significant business disruption, substantial response 
cost, negative publicity, and reputational harm, cybersecurity breaches can result in litigation, and 
leaders may face potential liability if they failed to implement adequate steps to protect the organization.  
Evidence suggests there may be a gap between the magnitude of exposure presented by cyber-risks and 
steps many corporate boards have taken to address these risks.  Organizational leaders should be asking 
themselves what they can, and should, be doing to effectively oversee cyber-risk management. 
 
Brown Edwards can assist you in evaluating your response to these risks, and advising you as you 
mitigate them.  Ask our team how our resources can be part of your cybersecurity solution. 
 
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 governmental unit’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), as listed in the 
table of contents, 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 engaged to report on other supplementary information, which accompany the financial 
statements but are not RSI.  With respect to this supplementary information, we made certain inquiries 
of management and evaluated the form, content, and methods of preparing the information to determine 
that the information complies with accounting principles generally accepted in the United States of 
America, the method of preparing it has not changed from the prior period, and the information is 
appropriate and complete in relation to our audit of the financial statements.  We compared and 
reconciled the supplementary information to the underlying accounting records used to prepare the 
financial statements or to the financial statements themselves. 
 
We were not engaged to report on the introductory and statistical sections, which accompany the 
financial statements but are not RSI.  We did not perform other procedures on this other information and 
we do not express an opinion or provide any assurance on it. 
 
Restriction on Use 
 
This information is intended solely for the use of the Board and management of the Schools and is not 
intended to be, and should not be, used by anyone other than these specified parties. 
 
 
 
 CERTIFIED PUBLIC ACCOUNTANTS 
 
Roanoke, Virginia 
November 30, 2018 
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INDEPENDENT AUDITOR’S REPORT 
ON APPLYING AGREED-UPON PROCEDURES 

 
 
 
Honorable Members of City Council 
City of Lynchburg, Virginia 
 
Auditor of Public Accounts 
Commonwealth of Virginia 
 
 We have performed the procedures enumerated below, which were agreed to by the Auditor of 
Public Accounts and the City of Lynchburg, Virginia (the “City”), solely to assist you in evaluating 
management’s assertion about whether the accompanying Comparative Report Transmittal Forms 
comply with the requirements of the Uniform Financial Reporting Manual for the year ended  
June 30, 2018.  The City is responsible for the Comparative Report Transmittal Forms.  The sufficiency 
of these procedures is solely the responsibility of the specified parties of the report.  Consequently, we 
make no representations regarding the sufficiency of the procedures described below either for the 
purpose for which this report has been requested or for any other purpose. 
 

A. We reviewed the requirements for the completion of the forms as set forth in the Uniform 
Financial Reporting Manual (the “Manual”) and identified differences between the City’s 
accounting policies and the requirements of the Manual.  We found that the forms comply 
with the requirements of the Manual. 

 
B. We reconciled the information contained on Form 50 to the City’s Comprehensive Annual 

Financial Report and reviewed reconciling items for compliance with the requirements of 
the Manual.  We found no exceptions as a result of this comparison. 

 
C. We reviewed comments made by the Auditor of Public Accounts during the desk review of 

the City’s forms submitted in the prior year and tested the current year forms for 
incorporation of these comments.  We found that all prior year comments were properly 
resolved. 

 
D. We reviewed the Verify Report and found that it did not have any errors.  We also reviewed 

the Edit Report and found that all errors had been properly resolved or explained to the 
Auditor of Public Accounts. 

 
E. We compared the current and prior year forms and investigated significant differences or 

changes.  We found that none of the differences or changes resulted from improper 
classifications or omissions from the forms. 



 

 

F. We compared the joint activity forms (Forms 110) prepared by other local governments, 
authorities, and auditors to the amounts entered in the transmittals and noted no exceptions. 

 
This agreed-upon procedures engagement was performed in accordance with attestation 

standards established by the American Institute of Certified Public Accountants. We were not engaged 
to, and did not, conduct an examination or review, the objective of which would be the expression of an 
opinion or conclusion, respectively, on management’s assertions.  Accordingly, we do not express such 
an opinion or conclusion.  Had we performed additional procedures, other matters might have come to 
our attention that would have been reported to you. 
 
 This report is intended solely for the use of the Auditor of Public Accounts and the City of 
Lynchburg, Virginia and is not intended to be, and should not be, used by those who have not agreed to 
the procedures and taken responsibility for the sufficiency of the procedures for their purposes.  
However, this report is a matter of public record and its distribution is not limited. 

  CERTIFIED PUBLIC ACCOUNTANTS 
 
Roanoke, Virginia 
November 30, 2018 
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INDEPENDENT ACCOUNTANT’S REPORT ON 
AGREED-UPON PROCEDURES 

 
 
To the Honorable Members of  
  City Council 
City of Lynchburg, Virginia 
 
Virginia Department of Environmental Quality 
 
We have performed the procedures below, which were agreed to by the City of Lynchburg, Virginia (the 
“City”) and the Virginia Department of Environmental Quality based upon the mandates of the 
Environmental Protection Agency and the Virginia Department of Environmental Quality solely to 
assist the City with respect to demonstrating compliance with the local government financial test as 
required to meet the financial assurance requirements, in accordance with Section 20-70-210 of the 
Financial Assurance Regulations for Solid Waste Disposal, Transfer and Treatment Facilities, relating 
to the closure, post-closure care, and corrective action costs of owning and operating a municipal solid 
waste landfill facility, as of June 30, 2018.  The City’s management is responsible for the City’s 
accounting records.  The sufficiency of the procedures is solely the responsibility of the users specified 
below.  Consequently, we make no representation regarding the sufficiency of the procedures described 
below either for the purpose which this report has been requested or for any other purpose. 
 
We conducted a comparison between the data and statements contained in the letter from the Director of 
Financial Services dated November 30, 2018 and the data and statements contained in the City’s audited 
financial statements for the fiscal year ended June 30, 2018.  We recomputed totals and percentages 
used in calculating the conditions of the test.  We found that the data and statements presented in the 
Director of Financial Services’ letter were taken directly from, or appropriately derived from, the 
corresponding data in the draft financial statements.  We found no exceptions as a result of these 
procedures. 
 
This engagement to apply agreed-upon procedures was performed in accordance with attestation 
standards established by the American Institute of Certified Public Accountants.  We were not engaged 
to, and did not perform an audit or review, the objective of which would be the expression of an opinion 
or conclusion, respectively, on the specified elements, accounts, or items.  Accordingly, we do not 
express such an opinion or conclusion.  Had we performed additional procedures, other matters might 
have come to our attention that would have been reported to you. 
 
This report is intended solely for the information and use of the Lynchburg City Council, management, 
and the Virginia Department of Environmental Quality and is not intended to be, and should not be, 
used by anyone other than these specified parties. 
 
 
 
  CERTIFIED PUBLIC ACCOUNTANTS 
 
 
Roanoke, Virginia 
November 30, 2018 
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To the Members of the School Board and the 
   Superintendent of Lynchburg City Schools 
Lynchburg, Virginia 
 
 During the audit of the financial statements of Lynchburg City Schools (the “Schools”) for the 
year ended June 30, 2017, we did not detect any matters that warranted issuance of an internal control or 
management letter.  However, in our communications to those charged with governance, we commonly 
include information on accounting and other matters that we believe is important enough to merit 
consideration by management and those charged with governance.  In this document, we would like to 
make you aware of certain confirmed and potential changes on the horizon that may affect your 
financial reporting and audit in future years.  Should you have any questions on these matters, please 
contact our firm. 
 
 
 
  CERTIFIED PUBLIC ACCOUNTANTS 
 
Roanoke, Virginia 
November 15, 2017 
 
Attachment 
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ACCOUNTING AND OTHER MATTERS 
June 30, 2017 

 
 

 

 In this section, we would like to make you aware of certain confirmed and potential changes that are on 
the horizon that may affect your financial reporting and audit. 
 
GASB STATEMENT NO. 75 
 
 GASB Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits other than 
Pensions improves 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. 
 
 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. 

 
 GASB Statement No. 75 will be effective for the year ending June 30, 2018.  To prepare for 
implementation of this new Statement, management should consult with the entity’s external OPEB actuarial firm 
to ensure timely reporting and compliance with the requirements of this Statement. 
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GASB STATEMENT NO. 81 
 
 GASB Statement No. 81, Irrevocable Split-Interest Agreements will improve accounting and financial 
reporting for irrevocable split-interest agreements by providing recognition and measurement guidance for 
situations in which a government is a beneficiary of the agreement. 
 
 Split-interest agreements are a type of giving agreement used by donors to provide resources to two or 
more beneficiaries, including governments.  Split interest agreements can be created through trusts – or other 
legally enforceable agreements with characteristics that are equivalent to split-interest agreements – in which a 
donor transfers resources to an intermediary to hold and administer for the benefit of a government and at least 
one other beneficiary.  Examples of these types of agreements include charitable lead trusts, charitable remainder 
trusts, and life-interests in real estate.  
 
 This Statement requires that a government that receives resources pursuant to an irrevocable split-interest 
agreement recognize assets, liabilities, and deferred inflows of resources at the inception of the agreement.  
Furthermore, this Statement requires that a government recognize assets representing its beneficial interests in 
irrevocable split-interest agreements that are administered by a third party, if the government controls the present 
service capacity of the beneficial interests.  This Statement requires that a government recognize revenue when 
the resources become applicable to the reporting period. 
 
 GASB Statement No. 81 will be effective for the year ending June 30, 2018.  
 
GASB STATEMENT NO. 82 
 
 The objective of GASB Statement No. 82, Pension Issues – an amendment of GASB Statements No. 67, 
No. 68, and No. 73 is to address certain issues that have been raised with respect to Statements No. 67, Financial 
Reporting for Pension Plans, No. 68, Accounting and Financial Reporting for Pensions, and No. 73, Accounting 
and Financial Reporting for Pensions and Related Assets that are not within the scope of GASB Statement 68, 
and Amendments to Certain Provisions of GASB Statements 67 and 68. Specifically, this Statement addresses 
issues regarding the presentation of payroll-related measures in required supplementary information, the selection 
of assumptions and the treatment of deviations from the guidance in an Actuarial Standard of Practice for 
financial reporting purposes, and the classification of payments made by employers to satisfy employee (plan 
member) contribution requirements.   
 
 The requirements of this Statement are effective for the year ended June 30, 2017, except for the 
requirements of this Statement for the selection of assumptions in a circumstance in which an employer’s pension 
liability is measured as of a date other than the employer’s most recent fiscal year-end. In that circumstance, the 
requirements for the selection of assumptions are effective for that employer in the first reporting period in which 
the measurement date of the pension liability is on or after June 15, 2017. 
 
GASB STATEMENT NO. 83 
 
 GASB Statement No. 83, Certain Asset Retirement Obligations addresses accounting and financial 
reporting for certain asset retirement obligations (AROs). An ARO is a legally enforceable liability associated 
with the retirement of a tangible capital asset.  A government that has legal obligations to perform future asset 
retirement activities related to its tangible capital assets should recognize a liability based on the guidance in this 
Statement. 
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GASB STATEMENT NO. 83 (Continued) 
 

 This Statement establishes criteria for determining the timing and pattern of recognition of a liability and 
a corresponding deferred outflow of resources for AROs. This Statement requires that recognition occur when the 
liability is both incurred and reasonably estimable. The determination of when the liability is incurred should be 
based on the occurrence of external laws, regulations, contracts, or court judgments, together with the occurrence 
of an internal event that obligates a government to perform asset retirement activities. Laws and regulations may 
require governments to take specific actions to retire certain tangible capital assets at the end of the useful lives of 
those capital assets, such as decommissioning nuclear reactors and dismantling and removing sewage treatment 
plants. Other obligations to retire tangible capital assets may arise from contracts or court judgments. Internal 
obligating events include the occurrence of contamination, placing into operation a tangible capital asset that is 
required to be retired, abandoning a tangible capital asset before it is placed into operation, or acquiring a tangible 
capital asset that has an existing ARO. 
 

 This Statement requires the measurement of an ARO to be based on the best estimate of the current value 
of outlays expected to be incurred. The best estimate should include probability weighting of all potential 
outcomes, when such information is available or can be obtained at reasonable cost. If probability weighting is not 
feasible at reasonable cost, the most likely amount should be used. This Statement requires that a deferred outflow 
of resources associated with an ARO be measured at the amount of the corresponding liability upon initial 
measurement. 
 

 This Statement requires the current value of a government's AROs to be adjusted for the effects of general 
inflation or deflation at least annually. In addition, it requires a government to evaluate all relevant factors at least 
annually to determine whether the effects of one or more of the factors are expected to significantly change the 
estimated asset retirement outlays. A government should re-measure an ARO only when the result of the 
evaluation indicates there is a significant change in the estimated outlays. The deferred outflows of resources 
should be reduced and recognized as outflows of resources (for example, as an expense) in a systematic and 
rational manner over the estimated useful life of the tangible capital asset. 
 

 A government may have a minority share (less than 50 percent) of ownership interest in a jointly owned 
tangible capital asset in which a nongovernmental entity is the majority owner and reports its ARO in accordance 
with the guidance of another recognized accounting standards setter. Additionally, a government may have a 
minority share of ownership interest in a jointly owned tangible capital asset in which no joint owner has a 
majority ownership, and a nongovernmental joint owner that has operational responsibility for the jointly owned 
tangible capital asset reports the associated ARO in accordance with the guidance of another recognized 
accounting standards setter. In both situations, the government's minority share of an ARO should be reported 
using the measurement produced by the nongovernmental majority owner or the nongovernmental minority owner 
that has operational responsibility, without adjustment to conform to the liability measurement and recognition 
requirements of this Statement. 
 

 In some cases, governments are legally required to provide funding or other financial assurance for their 
performance of asset retirement activities. This Statement requires disclosure of how those funding and assurance 
requirements are being met by a government, as well as the amount of any assets restricted for payment of the 
government's AROs, if not separately displayed in the financial statements. 
 

 This Statement also requires disclosure of information about the nature of a government's AROs, the 
methods and assumptions used for the estimates of the liabilities, and the estimated remaining useful life of the 
associated tangible capital assets. If an ARO (or portions thereof) has been incurred by a government but is not 
yet recognized because it is not reasonably estimable, the government is required to disclose that fact and the 
reasons therefor. This Statement requires similar disclosures for a government's minority shares of AROs. 
 

 GASB Statement No. 83 will be effective for the year ending June 30, 2019. 
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GASB STATEMENT NO. 84 
 
 The objective of GASB Statement No. 84, Fiduciary Activities is to improve guidance regarding the 
identification of fiduciary activities for accounting and financial reporting purposes and how those activities 
should be reported. 
 
 This Statement establishes criteria for identifying fiduciary activities of all state and local governments. 
The focus of the criteria generally is on (1) whether a government is controlling the assets of the fiduciary activity 
and (2) the beneficiaries with whom a fiduciary relationship exists. Separate criteria are included to identify 
fiduciary component units and postemployment benefit arrangements that are fiduciary activities. 
 
 An activity meeting the criteria should be reported in a fiduciary fund in the basic financial statements. 
Governments with activities meeting the criteria should present a statement of fiduciary net position and a 
statement of changes in fiduciary net position. An exception to that requirement is provided for a business-type 
activity that normally expects to hold custodial assets for three months or less. 
 
 This Statement describes four fiduciary funds that should be reported, if applicable: (1) pension (and other 
employee benefit) trust funds, (2) investment trust funds, (3) private-purpose trust funds, and (4) custodial funds. 
Custodial funds generally should report fiduciary activities that are not held in a trust or equivalent arrangement 
that meets specific criteria. 
 
 A fiduciary component unit, when reported in the fiduciary fund financial statements of a primary 
government, should combine its information with its component units that are fiduciary component units and 
aggregate that combined information with the primary government's fiduciary funds. 
 
 This Statement also provides for recognition of a liability to the beneficiaries in a fiduciary fund when an 
event has occurred that compels the government to disburse fiduciary resources. Events that compel a government 
to disburse fiduciary resources occur when a demand for the resources has been made or when no further action, 
approval, or condition is required to be taken or met by the beneficiary to release the assets. 
 
 GASB Statement No. 84 will be effective for the year ending June 30, 2020. 
 
GASB STATEMENT NO. 85 
 
 The objective of GASB Statement No. 85, Omnibus 2017, is to address practice issues that have been 
identified during implementation and application of certain GASB Statements. This Statement addresses a variety 
of topics including issues related to blending component units, goodwill, fair value measurement and application, 
and postemployment benefits (pensions and other postemployment benefits [OPEB]).  Specifically, this Statement 
addresses the following topics: 
 

• Blending a component unit in circumstances in which the primary government is a business-type 
activity that reports in a single column for financial statement presentation 

• Reporting amounts previously reported as goodwill and “negative” goodwill 

• Classifying real estate held by insurance entities 

• Measuring certain money market investments and participating interest earning investment contracts 
at amortized cost 



LYNCHBURG CITY SCHOOLS 
 

ACCOUNTING AND OTHER MATTERS 
June 30, 2017 

 
 

 

GASB STATEMENT NO. 85 (Continued) 
 

• Timing of the measurement of pension or OPEB liabilities and expenditures recognized in financial 
statements prepared using the current financial resources measurement focus 

• Recognizing on-behalf payments for pensions or OPEB in employer financial statements 

• Presenting payroll-related measures in required supplementary information for purposes of reporting 
by OPEB plans and employers that provide OPEB 

• Classifying employer-paid member contributions for OPEB 

• Simplifying certain aspects of the alternative measurement method for OPEB 

• Accounting and financial reporting for OPEB provided through certain multiple-employer defined 
benefit OPEB plans. 

 
GASB Statement No. 85 will be effective for the year ending June 30, 2018. 

 
GASB STATEMENT NO. 86 
 
 The primary objective of GASB Statement No. 86, Certain Debt Extinguishment Issues is to improve 
consistency in accounting and financial reporting for in-substance defeasance of debt by providing guidance for 
transactions in which cash and other monetary assets acquired with only existing resources—resources other than 
the proceeds of refunding debt—are placed in an irrevocable trust for the sole purpose of extinguishing debt. This 
Statement also improves accounting and financial reporting for prepaid insurance on debt that is extinguished and 
notes to financial statements for debt that is defeased in substance.  
 
In-Substance Defeasance of Debt Using Only Existing Resources 
 
 Statement No. 7, Advance Refundings Resulting in Defeasance of Debt, requires that debt be considered 
defeased in substance when the debtor irrevocably places cash or other monetary assets acquired with refunding 
debt proceeds in a trust to be used solely for satisfying scheduled payments of both principal and interest of the 
defeased debt. The trust also is required to meet certain conditions for the transaction to qualify as an in-substance 
defeasance. This Statement establishes essentially the same requirements for when a government places cash and 
other monetary assets acquired with only existing resources in an irrevocable trust to extinguish the debt. 
However, in financial statements using the economic resources measurement focus, governments should 
recognize any difference between the reacquisition price (the amount required to be placed in the trust) and the net 
carrying amount of the debt defeased in substance using only existing resources as a separately identified gain or 
loss in the period of the defeasance. 
 
 Governments that defease debt using only existing resources should provide a general description of the 
transaction in the notes to financial statements in the period of the defeasance. In all periods following an in-
substance defeasance of debt using only existing resources, the amount of that debt that remains outstanding at 
period-end should be disclosed.  
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GASB STATEMENT NO. 86 (Continued) 
 
Prepaid Insurance Related to Extinguished Debt 
 
 For governments that extinguish debt, whether through a legal extinguishment or through an in-substance 
defeasance, this Statement requires that any remaining prepaid insurance related to the extinguished debt be 
included in the net carrying amount of that debt for the purpose of calculating the difference between the 
reacquisition price and the net carrying amount of the debt.  
 
Additional Disclosure for All In-Substance Defeasance Transactions  
 
 One of the criteria for determining an in-substance defeasance is that the trust holds only monetary assets 
that are essentially risk-free. If the substitution of essentially risk-free monetary assets with monetary assets that 
are not essentially risk-free is not prohibited, governments should disclose that fact in the period in which the debt 
is defeased in substance. In subsequent periods, governments should disclose the amount of debt defeased in 
substance that remains outstanding for which that risk of substitution exists. 
 

GASB Statement No. 86 will be effective for the year ending June 30, 2018. 

 
GASB STATEMENT NO. 87 
 
 The objective of GASB Statement No. 87, Leases, is to better meet the information needs of financial 
statement users by improving accounting and financial reporting for leases by governments. This Statement 
increases the usefulness of governments' financial statements by requiring recognition of certain lease assets and 
liabilities for leases that previously were classified as operating leases and recognized as inflows of resources or 
outflows of resources based on the payment provisions of the contract. It establishes a single model for lease 
accounting based on the foundational principle that leases are financings of the right to use an underlying asset. 
Under this Statement, a lessee is required to recognize a lease liability and an intangible right-to-use lease asset, 
and a lessor is required to recognize a lease receivable and a deferred inflow of resources, thereby enhancing the 
relevance and consistency of information about governments' leasing activities.  
 
Definition of a Lease 
 
 A lease is defined as a contract that conveys control of the right to use another entity's nonfinancial asset 
(the underlying asset) as specified in the contract for a period of time in an exchange or exchange-like transaction. 
Examples of nonfinancial assets include buildings, land, vehicles, and equipment. Any contract that meets this 
definition should be accounted for under the leases guidance, unless specifically excluded in this Statement.  
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GASB STATEMENT NO. 87 (Continued) 
 
Lease Term  
 
 The lease term is defined as the period during which a lessee has a non-cancelable right to use an 
underlying asset, plus the following periods, if applicable:  
 

• Periods covered by a lessee's option to extend the lease if it is reasonably certain, based on all 
relevant factors, that the lessee will exercise that option  

• Periods covered by a lessee's option to terminate the lease if it is reasonably certain, based on all 
relevant factors, that the lessee will not exercise that option  

• Periods covered by a lessor's option to extend the lease if it is reasonably certain, based on all relevant 
factors, that the lessor will exercise that option  

• Periods covered by a lessor's option to terminate the lease if it is reasonably certain, based on all 
relevant factors, that the lessor will not exercise that option.  

 
 A fiscal funding or cancellation clause should affect the lease term only when it is reasonably certain that 
the clause will be exercised. 
 
 Lessees and lessors should reassess the lease term only if one or more of the following occur:  
 

• The lessee or lessor elects to exercise an option even though it was previously determined that it was 
reasonably certain that the lessee or lessor would not exercise that option.  

• The lessee or lessor elects not to exercise an option even though it was previously determined that it 
was reasonably certain that the lessee or lessor would exercise that option.  

• An event specified in the lease contract that requires an extension or termination of the lease takes 
place.  

 
Short-Term Lease 
 
 A short-term lease is defined as a lease that, at the commencement of the lease term, has a maximum 
possible term under the lease contract of 12 months (or less), including any options to extend, regardless of their 
probability of being exercised. Lessees and lessors should recognize short-term lease payments as outflows of 
resources or inflows of resources, respectively, based on the payment provisions of the lease contract.  
 
Lessee Accounting 
 
 A lessee should recognize a lease liability and a lease asset at the commencement of the lease term, unless 
the lease is a short-term lease or it transfers ownership of the underlying asset. The lease liability should be 
measured at the present value of payments expected to be made during the lease term (less any lease incentives). 
The lease asset should be measured at the amount of the initial measurement of the lease liability, plus any 
payments made to the lessor at or before the commencement of the lease term and certain direct costs. 
 
 A lessee should reduce the lease liability as payments are made and recognize an outflow of resources 
(for example, expense) for interest on the liability. The lessee should amortize the lease asset in a systematic and 
rational manner over the shorter of the lease term or the useful life of the underlying asset. The notes to financial 
statements should include a description of leasing arrangements, the amount of lease assets recognized, and a 
schedule of future lease payments to be made. 
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GASB STATEMENT NO. 87 (Continued) 
 
Lessor Accounting 
 
 A lessor should recognize a lease receivable and a deferred inflow of resources at the commencement of 
the lease term, with certain exceptions for leases of assets held as investments, certain regulated leases, short-term 
leases, and leases that transfer ownership of the underlying asset. A lessor should not derecognize the asset 
underlying the lease. The lease receivable should be measured at the present value of lease payments expected to 
be received during the lease term. The deferred inflow of resources should be measured at the value of the lease 
receivable plus any payments received at or before the commencement of the lease term that relate to future 
periods. 
 
 A lessor should recognize interest revenue on the lease receivable and an inflow of resources (for 
example, revenue) from the deferred inflows of resources in a systematic and rational manner over the term of the 
lease. The notes to financial statements should include a description of leasing arrangements and the total amount 
of inflows of resources recognized from leases.  
 
Contracts with Multiple Components and Contract Combinations 
 
 Generally, a government should account for the lease and non-lease components of a lease as separate 
contracts. If a lease involves multiple underlying assets, lessees and lessors in certain cases should account for 
each underlying asset as a separate lease contract. To allocate the contract price to different components, lessees 
and lessors should use contract prices for individual components as long as they do not appear to be unreasonable 
based on professional judgment, or use professional judgment to determine their best estimate if there are no 
stated prices or if stated prices appear to be unreasonable. If determining a best estimate is not practicable, 
multiple components in a lease contract should be accounted for as a single lease unit. Contracts that are entered 
into at or near the same time with the same counterparty and that meet certain criteria should be considered part of 
the same lease contract and should be evaluated in accordance with the guidance for contracts with multiple 
components.  
 
Lease Modifications and Terminations 
 
 An amendment to a lease contract should be considered a lease modification, unless the lessee's right to 
use the underlying asset decreases, in which case it would be a partial or full lease termination. A lease 
termination should be accounted for by reducing the carrying values of the lease liability and lease asset by a 
lessee, or the lease receivable and deferred inflows of resources by the lessor, with any difference being 
recognized as a gain or loss. A lease modification that does not qualify as a separate lease should be accounted for 
by re-measuring the lease liability and adjusting the related lease asset by a lessee and re-measuring the lease 
receivable and adjusting the related deferred inflows of resources by a lessor.  
 
Subleases and Leaseback Transactions 
 
 Subleases should be treated as transactions separate from the original lease. The original lessee that 
becomes the lessor in a sublease should account for the original lease and the sublease as separate transactions, as 
a lessee and lessor, respectively. 
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GASB STATEMENT NO. 87 (Continued) 
 
 A transaction qualifies for sale-leaseback accounting only if it includes a sale. Otherwise, it is a 
borrowing. The sale and lease portions of a transaction should be accounted for as separate sale and lease 
transactions, except that any difference between the carrying value of the capital asset that was sold and the net 
proceeds from the sale should be reported as a deferred inflow of resources or a deferred outflow of resources and 
recognized over the term of the lease. 
 
 A lease-leaseback transaction should be accounted for as a net transaction. The gross amounts of each 
portion of the transaction should be disclosed. 
 
 GASB Statement No. 87 will be effective for the year ending June 30, 2021. 
 
CURRENT GASB PROJECTS 
 
 GASB currently has a variety of projects in process.  Some of these projects are as follows: 

• Conceptual Framework – Recognition.  The project’s objective is to develop recognition criteria for 
whether information should be reported in state and local governmental financial statements and when 
that information should be reported.  This project ultimately will lead to a Concepts Statement on 
recognition of elements of financial statements.  The project is currently in deliberations with an 
exposure draft expected in March 2020, with a final statement in November 2021. 

• Financial Reporting Model.  The objective of this project is to make improvements to the financial 
reporting model, including Statement No. 34, Basic Financial Statements – and Management’s 
Discussion and Analysis – for State and Local Governments, and other reporting model-related 
pronouncements (Statements No. 35, Basic Financial Statements – and Management’s Discussion 
and Analysis – for Public Colleges and Universities, No. 37, Basic Financial Statements – and 
Management’s Discussion and Analysis – for State and Local Governments: Omnibus, No. 41, 
Budgetary Comparison Schedules – Perspective Differences, and No. 46, Net Assets Restricted by 
Enabling Legislation, and Interpretation No. 6, Recognition and Measurement of Certain Liabilities 
and Expenditures in Governmental Fund Financial Statements).  The objective of these 
improvements would be to enhance the effectiveness of the model in providing information that is 
essential for decision-making and enhance the ability to assess a government’s accounting and 
address certain application issues, based upon the results of the pre-agenda research on the financial 
reporting model.  The project is currently in deliberations with an exposure draft expected in March 
2020, with a final statement in November 2021. 

• Revenue and Expense Recognition.  The objective of this project is to develop a comprehensive 
application model for the recognition of revenues and expenses that arise from nonexchange, 
exchange, and exchange-like transactions, including guidance for exchange transactions that has not 
been specifically addressed in the current literature.  The purpose for developing a comprehensive 
model is (1) to improve the information regarding revenues and expenses that users need to make 
decisions and assess accountability, (2) to provide guidance regarding exchange and exchange-like 
transactions that have not been specifically addressed, (3) to evaluate revenue and expense 
recognition in the context of the conceptual framework, and (4) to address application issues 
identified in practice, based upon the results of the pre-agenda research on revenue for exchange and 
exchange-like transactions. The project is currently in deliberations with an exposure draft expected 
in March 2021, with a final statement in June 2022. 
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CURRENT GASB PROJECTS (Continued) 
 

• Capitalization of Interest Cost.  The objective of this project is to reconsider the accounting and 
financial reporting standards for capitalization of interest cost, with the goal of enhancing the 
relevance of capital asset information and potentially simplifying financial reporting. In particular, the 
guidance will be reviewed in light of the definitions of financial statement elements now established 
in the GASB’s conceptual framework.  This project has been added to the current technical agenda, 
with a final statement expected in June 2018. 

• Equity Interest Ownership Issues. This project will address certain issues related to the reporting of 
majority equity ownership in legally separate entities. The project will consider improvements to the 
existing guidance in Statement No. 14, The Financial Reporting Entity, on the presentation of 
ownership interest in a legally separate entity. The project also will consider improvements to the 
recognition and measurement guidance for wholly-owned legally separate entities that are presented 
as component units.  The project is currently in deliberations with a final statement expected in 
November 2018. 
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Your Success is Our Focus 

 

319 McClanahan Street, S.W. • Roanoke, Virginia 24014-7705 • 540-345-0936 • Fax: 540-342-6181 • www.BEcpas.com 

INDEPENDENT AUDITOR’S REPORT ON COMMENTS AND SUGGESTIONS 
 
 
 
To the Honorable Members of City Council 
   and the City Manager 
City of Lynchburg, Virginia 
 
In planning and performing our audit of the financial statements of the governmental activities, the 
business-type activities, each major fund, the aggregate discretely presented units, and the aggregate 
remaining fund information of the City of Lynchburg, Virginia (the “City”), as of and for the year ended 
June 30, 2018, in accordance with auditing standards generally accepted in the United States of 
America, we considered its internal control over financial reporting (internal control) as a basis for 
designing audit procedures that are appropriate in circumstances for the purpose of expressing our 
opinion on the financial statements and to comply with any other applicable standards, such as 
Government Auditing Standards and the Uniform Guidance, 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. 
 
Our consideration of internal control was for the limited purpose described in the first paragraph 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.  In addition, because of inherent limitations in internal control, including the 
possibility of management override of controls, misstatements due to error or fraud may occur and not 
be detected by such controls.  
 
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.   
 
If material weaknesses or significant deficiencies were identified during our procedures they are 
appropriately designated as such in this report.  Additional information on material weaknesses or 
significant deficiencies and compliance and other matters is included in the Independent Auditor’s 
Report on Internal Control over Financial Reporting and on Compliance and Other Matters Based 
on an Audit of Financial Statements Performed in Accordance with Government Auditing Standards 
which should be read in conjunction with this report.   
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Additionally, during our audit, we may have become aware of certain other matters that provide 
opportunities for improving your financial reporting system and/or operating efficiency.  Such 
comments and suggestions regarding these matters, if any, are also included in the attached report, but 
are not designated as a material weakness or significant deficiency.  Since our audit is not designed to 
include a detail review of all systems and procedures, these comments should not be considered as being 
all-inclusive of areas where improvements might be achieved.  We also have included information on 
accounting and other matters that we believe is important enough to merit consideration by management 
and those charged with governance.  It is our hope that our suggestions will be taken in the constructive 
light in which they are offered.   
 
We have already discussed these comments and suggestions with management, and we will be pleased 
to discuss them in further detail at your convenience, to perform any additional study of these matters, 
or to assist you in implementing the recommendations.   
 
 
 
 CERTIFIED PUBLIC ACCOUNTANTS 
 
Lynchburg, Virginia 
November 30, 2018 



CURRENT YEAR COMMENTS AND SUGGESTIONS 
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CONFLICT OF INTEREST STATEMENTS 
 
The State and Local Government Conflict of Interests Act is designed to assure that the judgment of public 
employees is not compromised or affected by inappropriate conflicts.  The Act prohibits local government 
officers or employees from participating in certain transactions in which they or their family members have a 
material financial interest.  As such, constitutional officers are required to submit their conflict of interest 
statements each year by a specified date, which for the fiscal year ending June 30, 2018 was February 1, 2018.  
We noted that two statements were not filed by this due date.  
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NEW GASB PRONOUNCEMENTS 
 
In this section, we would like to make you aware of certain confirmed and potential changes that are on the 
horizon that may affect your financial reporting and audit. 
 
The GASB issued Statement No. 83, Certain Asset Retirement Obligations in November 2016.  This Statement 
addresses accounting and financial reporting for certain asset retirement obligations (AROs).  An ARO is a legally 
enforceable liability associated with the retirement of a tangible capital asset.  A government that has legal 
obligations to perform future asset retirement activities related to its tangible capital assets should recognize a 
liability based on the guidance in this Statement.  
 
This Statement establishes criteria for determining the timing and pattern of recognition of a liability and a 
corresponding deferred outflow of resources for AROs.  This Statement requires that recognition occur when the 
liability is both incurred and reasonably estimable.  The determination of when the liability is incurred should be 
based on the occurrence of external laws, regulations, contracts, or court judgments, together with the occurrence 
of an internal event that obligates a government to perform asset retirement activities.  Laws and regulations may 
require governments to take specific actions to retire certain tangible capital assets at the end of the useful lives of 
those capital assets, such as decommissioning nuclear reactors and dismantling and removing sewage treatment 
plants.  Other obligations to retire tangible capital assets may arise from contracts or court judgments.  Internal 
obligating events include the occurrence of contamination, placing into operation a tangible capital asset that is 
required to be retired, abandoning a tangible capital asset before it is placed into operation, or acquiring a tangible 
capital asset that has an existing ARO. 
 
This Statement requires the measurement of an ARO to be based on the best estimate of the current value of 
outlays expected to be incurred.  The best estimate should include probability weighting of all potential outcomes, 
when such information is available or can be obtained at reasonable cost.  If probability weighting is not feasible 
at reasonable cost, the most likely amount should be used.  This Statement requires that a deferred outflow of 
resources associated with an ARO be measured at the amount of the corresponding liability upon initial 
measurement. 
 
This Statement requires the current value of a government’s AROs to be adjusted for the effects of general 
inflation or deflation at least annually.  In addition, it requires a government to evaluate all relevant factors at least 
annually to determine whether the effects of one or more of the factors are expected to significantly change the 
estimated asset retirement outlays.  A government should remeasure an ARO only when the result of the 
evaluation indicates there is a significant change in the estimated outlays.  The deferred outflows of resources 
should be reduced and recognized as outflows of resources (for example, as an expense) in a systematic and 
rational manner over the estimated useful life of the tangible capital asset. 
 
A government may have a minority share (less than 50 percent) of ownership interest in a jointly owned tangible 
capital asset in which a nongovernmental entity is the majority owner and reports its ARO in accordance with the 
guidance of another recognized accounting standards setter.  Additionally, a government may have a minority 
share of ownership interest in a jointly owned tangible capital asset in which no joint owner has a majority 
ownership, and a nongovernmental joint owner that has operational responsibility for the jointly owned tangible 
capital asset reports the associated ARO in accordance with the guidance of another recognized accounting 
standards setter.  In both situations, the government’s minority share of an ARO should be reported using the 
measurement produced by the nongovernmental majority owner or the nongovernmental minority owner that has 
operational responsibility, without adjustment to conform to the liability measurement and recognition 
requirements of this Statement.  
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In some cases, governments are legally required to provide funding or other financial assurance for their 
performance of asset retirement activities.  This Statement requires disclosure of how those funding and assurance 
requirements are being met by a government, as well as the amount of any assets restricted for payment of the 
government’s AROs, if not separately displayed in the financial statements.  
 
This Statement also requires disclosure of information about the nature of a government’s AROs, the methods and 
assumptions used for the estimates of the liabilities, and the estimated remaining useful life of the associated 
tangible capital assets.  If an ARO (or portions thereof) has been incurred by a government but is not yet 
recognized because it is not reasonably estimable, the government is required to disclose that fact and the reasons 
therefor.  This Statement requires similar disclosures for a government’s minority shares of AROs.  
 
The requirements of this Statement are effective for periods beginning after June 15, 2018. 
 
The GASB issued Statement No. 84, Fiduciary Activities in January 2017.  The objective of this Statement is to 
improve guidance regarding the identification of fiduciary activities for accounting and financial reporting 
purposes and how those activities should be reported. 
 
This Statement establishes criteria for identifying fiduciary activities of all state and local governments.  The 
focus of the criteria generally is on (1) whether a government is controlling the assets of the fiduciary activity and 
(2) the beneficiaries with whom a fiduciary relationship exists.  Separate criteria are included to identify fiduciary 
component units and postemployment benefit arrangements that are fiduciary activities.  
 
An activity meeting the criteria should be reported in a fiduciary fund in the basic financial statements.  
Governments with activities meeting the criteria should present a statement of fiduciary net position and a 
statement of changes in fiduciary net position.  An exception to that requirement is provided for a business-type 
activity that normally expects to hold custodial assets for three months or less.  
 
This Statement describes four fiduciary funds that should be reported, if applicable: (1) pension (and other 
employee benefit) trust funds, (2) investment trust funds, (3) private-purpose trust funds, and (4) custodial funds.  
Custodial funds generally should report fiduciary activities that are not held in a trust or equivalent arrangement 
that meets specific criteria.  
 
A fiduciary component unit, when reported in the fiduciary fund financial statements of a primary government, 
should combine its information with its component units that are fiduciary component units and aggregate that 
combined information with the primary government’s fiduciary funds. 
 
This Statement also provides for recognition of a liability to the beneficiaries in a fiduciary fund when an event 
has occurred that compels the government to disburse fiduciary resources.  Events that compel a government to 
disburse fiduciary resources occur when a demand for the resources has been made or when no further action, 
approval, or condition is required to be taken or met by the beneficiary to release the assets. 
 
The requirements of this Statement are effective for periods beginning after December 15, 2018. 
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The GASB issued Statement No. 87, Leases in June 2017.  The objective of this Statement is to better meet the 
information needs of financial statement users by improving accounting and financial reporting for leases by 
governments.  This Statement increases the usefulness of governments’ financial statements by requiring 
recognition of certain lease assets and liabilities for leases that previously were classified as operating leases and 
recognized as inflows of resources or outflows of resources based on the payment provisions of the contract.  It 
establishes a single model for lease accounting based on the foundational principle that leases are financings of 
the right to use an underlying asset.  Under this Statement, a lessee is required to recognize a lease liability and an 
intangible right-to-use lease asset, and a lessor is required to recognize a lease receivable and a deferred inflow of 
resources, thereby enhancing the relevance and consistency of information about governments’ leasing activities.  
 
Definition of a Lease 
 
A lease is defined as a contract that conveys control of the right to use another entity’s nonfinancial asset (the 
underlying asset) as specified in the contract for a period of time in an exchange or exchange-like transaction.  
Examples of nonfinancial assets include buildings, land, vehicles, and equipment.  Any contract that meets this 
definition should be accounted for under the leases guidance, unless specifically excluded in this Statement.  
 
Lease Term 
 
The lease term is defined as the period during which a lessee has a noncancelable right to use an underlying asset, 
plus the following periods, if applicable:  
 

a. Periods covered by a lessee’s option to extend the lease if it is reasonably certain, based on all relevant 
factors, that the lessee will exercise that option. 

b. Periods covered by a lessee’s option to terminate the lease if it is reasonably certain, based on all relevant 
factors, that the lessee will not exercise that option. 

c. Periods covered by a lessor’s option to extend the lease if it is reasonably certain, based on all relevant 
factors, that the lessor will exercise that option. 

d. Periods covered by a lessor’s option to terminate the lease if it is reasonably certain, based on all relevant 
factors, that the lessor will not exercise that option. 

 
A fiscal funding or cancellation clause should affect the lease term only when it is reasonably certain that the 
clause will be exercised. 
 
Lessees and lessors should reassess the lease term only if one or more of the following occur:  
 

a. The lessee or lessor elects to exercise an option even though it was previously determined that it was 
reasonably certain that the lessee or lessor would not exercise that option. 

b. The lessee or lessor elects not to exercise an option even though it was previously determined that it was 
reasonably certain that the lessee or lessor would exercise that option. 

c. An event specified in the lease contract that requires an extension or termination of the lease takes place. 
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Short-Term Leases 
 
A short-term lease is defined as a lease that, at the commencement of the lease term, has a maximum possible 
term under the lease contract of 12 months (or less), including any options to extend, regardless of their 
probability of being exercised.  Lessees and lessors should recognize short-term lease payments as outflows of 
resources or inflows of resources, respectively, based on the payment provisions of the lease contract.  
 
Lessee Accounting 
 
A lessee should recognize a lease liability and a lease asset at the commencement of the lease term, unless the 
lease is a short-term lease or it transfers ownership of the underlying asset.  The lease liability should be measured 
at the present value of payments expected to be made during the lease term (less any lease incentives).  The lease 
asset should be measured at the amount of the initial measurement of the lease liability, plus any payments made 
to the lessor at or before the commencement of the lease term and certain direct costs. 
 
A lessee should reduce the lease liability as payments are made and recognize an outflow of resources (for 
example, expense) for interest on the liability.  The lessee should amortize the lease asset in a systematic and 
rational manner over the shorter of the lease term or the useful life of the underlying asset.  The notes to financial 
statements should include a description of leasing arrangements, the amount of lease assets recognized, and a 
schedule of future lease payments to be made. 
 
Lessor Accounting 
 
A lessor should recognize a lease receivable and a deferred inflow of resources at the commencement of the lease 
term, with certain exceptions for leases of assets held as investments, certain regulated leases, short-term leases, 
and leases that transfer ownership of the underlying asset.  A lessor should not derecognize the asset underlying 
the lease.  The lease receivable should be measured at the present value of lease payments expected to be received 
during the lease term.  The deferred inflow of resources should be measured at the value of the lease receivable 
plus any payments received at or before the commencement of the lease term that relate to future periods.  
 
A lessor should recognize interest revenue on the lease receivable and an inflow of resources (for example, 
revenue) from the deferred inflows of resources in a systematic and rational manner over the term of the lease.  
The notes to financial statements should include a description of leasing arrangements and the total amount of 
inflows of resources recognized from leases.  
 
Contracts with Multiple Components and Contract Combinations 
 
Generally, a government should account for the lease and nonlease components of a lease as separate contracts.  If 
a lease involves multiple underlying assets, lessees and lessors in certain cases should account for each underlying 
asset as a separate lease contract.  To allocate the contract price to different components, lessees and lessors 
should use contract prices for individual components as long as they do not appear to be unreasonable based on 
professional judgment, or use professional judgment to determine their best estimate if there are no stated prices 
or if stated prices appear to be unreasonable.  If determining a best estimate is not practicable, multiple 
components in a lease contract should be accounted for as a single lease unit.  Contracts that are entered into at or 
near the same time with the same counterparty and that meet certain criteria should be considered part of the same 
lease contract and should be evaluated in accordance with the guidance for contracts with multiple components.  
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Lease Modifications and Terminations 
 
An amendment to a lease contract should be considered a lease modification, unless the lessee’s right to use the 
underlying asset decreases, in which case it would be a partial or full lease termination.  A lease termination 
should be accounted for by reducing the carrying values of the lease liability and lease asset by a lessee, or the 
lease receivable and deferred inflows of resources by the lessor, with any difference being recognized as a gain or 
loss.  A lease modification that does not qualify as a separate lease should be accounted for by remeasuring the 
lease liability and adjusting the related lease asset by a lessee and remeasuring the lease receivable and adjusting 
the related deferred inflows of resources by a lessor.  
 
Subleases and Leaseback Transactions 
 
Subleases should be treated as transactions separate from the original lease.  The original lessee that becomes the 
lessor in a sublease should account for the original lease and the sublease as separate transactions, as a lessee and 
lessor, respectively. 
 
A transaction qualifies for sale-leaseback accounting only if it includes a sale.  Otherwise, it is a borrowing.  The 
sale and lease portions of a transaction should be accounted for as separate sale and lease transactions, except that 
any difference between the carrying value of the capital asset that was sold and the net proceeds from the sale 
should be reported as a deferred inflow of resources or a deferred outflow of resources and recognized over the 
term of the lease. 
 
A lease-leaseback transaction should be accounted for as a net transaction.  The gross amounts of each portion of 
the transaction should be disclosed.  
 
The requirements of this Statement are effective for periods beginning after December 15, 2019. 
 
The GASB issued Statement No. 88, Certain Disclosures Related to Debt, including Direct Borrowings and 
Direct Placements in March 2018.  The primary objective of this Statement is to improve the information that is 
disclosed in notes to government financial statements related to debt, including direct borrowings and direct 
placements.  It also clarifies which liabilities governments should include when disclosing information related to 
debt. 
 
This Statement defines debt for purposes of disclosure in notes to financial statements as a liability that arises 
from a contractual obligation to pay cash (or other assets that may be used in lieu of cash) in one or more 
payments to settle an amount that is fixed at the date the contractual obligation is established. 
 
This Statement requires that additional essential information related to debt be disclosed in notes to financial 
statements, including unused lines of credit; assets pledged as collateral for the debt; and terms specified in debt 
agreements related to significant events of default with finance-related consequences, significant termination 
events with finance-related consequences, and significant subjective acceleration clauses. 
 
For notes to financial statements related to debt, this Statement also requires that existing and additional 
information be provided for direct borrowings and direct placements of debt separately from other debt. 
 
The requirements of this Statement are effective for periods beginning after June 15, 2018. 
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The GASB issued Statement No. 89, Accounting for Interest Cost Incurred before the End of a Construction 
Period in June 2018.  The objectives of this Statement are (1) to enhance the relevance and comparability of 
information about capital assets and the cost of borrowing for a reporting period and (2) to simplify accounting 
for interest cost incurred before the end of a construction period. 
 
This Statement establishes accounting requirements for interest cost incurred before the end of a construction 
period.  Such interest cost includes all interest that previously was accounted for in accordance with the 
requirements of paragraphs 5–22 of Statement No. 62, Codification of Accounting and Financial Reporting 
Guidance Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements, which are superseded by this 
Statement.  This Statement requires that interest cost incurred before the end of a construction period be 
recognized as an expense in the period in which the cost is incurred for financial statements prepared using the 
economic resources measurement focus.  As a result, interest cost incurred before the end of a construction period 
will not be included in the historical cost of a capital asset reported in a business-type activity or enterprise fund. 
 
This Statement also reiterates that in financial statements prepared using the current financial resources 
measurement focus, interest cost incurred before the end of a construction period should be recognized as an 
expenditure on a basis consistent with governmental fund accounting principles. 
 
The requirements of this Statement are effective for periods beginning after December 15, 2019.  The 
requirements of this Statement should be applied prospectively. 
 
The GASB issued Statement No. 90, Majority Equity Interests, an amendment of GASB Statements No. 14 and 
No. 61 in August 2018.  This Statement improves the consistency and comparability of reporting a government’s 
majority equity interest in a legally separate organization and improves the relevance of financial statement 
information for certain component units.  It defines a majority equity interest and specifies that a majority equity 
interest in a legally separate organization should be reported as an investment if a government’s holding of the 
equity interest meets the definition of an investment.  A majority equity interest that meets the definition of an 
investment should be measured using the equity method, unless it is held by a special-purpose government 
engaged only in fiduciary activities, a fiduciary fund, or an endowment (including permanent and term 
endowments) or permanent fund.  Those governments and funds should measure the majority equity interest at 
fair value. 
 
For all other holdings of a majority equity interest in a legally separate organization, a government should report 
the legally separate organization as a component unit, and the government or fund that holds the equity interest 
should report an asset related to the majority equity interest using the equity method.  This Statement establishes 
that ownership of a majority equity interest in a legally separate organization results in the government being 
financially accountable for the legally separate organization and, therefore, the government should report that 
organization as a component unit. 
 
This Statement also requires that a component unit in which a government has a 100 percent equity interest 
account for its assets, deferred outflows of resources, liabilities, and deferred inflows of resources at acquisition 
value at the date the government acquired a 100 percent equity interest in the component unit.  Transactions 
presented in flows statements of the component unit in that circumstance should include only transactions that 
occurred subsequent to the acquisition.  
 
 The requirements of this Statement are effective for periods beginning after December 15, 2018.  The 
requirements should be applied retroactively, except for the provisions related to (1) reporting a majority equity 
interest in a component unit and (2) reporting a component unit if the government acquires a 100 percent 
equity interest.  Those provisions should be applied on a prospective basis.    
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GOVERNMENTAL INDUSTRY UPDATES 
 
SUPREME COURT LEVELS PLAYING FIELD FOR RETAILERS 
 
On June 21, in a 5-4 decision, the Supreme Court overturned precedent in favor of state and local governments in 
a major tax case, South Dakota v. Wayfair.  The court said governments can require remote retailers with no 
physical presence in their state to collect and remit sales taxes.  
 
The ruling follows what local governments viewed as years of congressional inaction on discrepancies between 
the tax treatment of online retailers versus “Main Street,” or brick-and-mortar businesses. 
 
The case produced curious alliances, with Justice Anthony Kennedy writing the majority opinion and being joined 
by Justices Ruth Bader Ginsberg, Samuel Alito, Neil Gorsuch, and Clarence Thomas.  Chief Justice John Roberts 
wrote for the minority and was joined by Justices Stephen Breyer, Sonia Sotomayor, and Elena Kagan. 
 
What the Supreme Court Said 
 
The majority said the requirement of physical presence for tax purposes established in National Bellas Hess v. 
Illinois (1967) and affirmed in Quill v. North Dakota (1992) was both “unsound and incorrect.”  The majority said 
that in today’s growing e-commerce environment, the physical presence test was an unnecessarily strict threshold 
for determining whether a state or local government can require sales tax collection from a retailer. 
 
In addition, while the physical presence test was meant to prevent discrimination between intrastate and interstate 
commerce, it effectively discriminated by creating a tax shelter for businesses that sell goods and services to the 
state’s consumers, but do not maintain a physical presence in the state.  
 
There is one important caveat to the ruling, which is otherwise a significant win for local governments.  The case 
has been remanded to South Dakota courts for further proceedings, meaning that South Dakota’s taxation law is 
still subject to other aspects of Commerce Clause review.  
 
In particular, the South Dakota courts may consider whether the taxation scheme places undue burden on online 
retailers.  The Government Finance Officers Association’s federal liaison center noted that the court emphasized 
that the question of undue burden on businesses has not yet been resolved. 
 
Impact on Local Governments 
 
Forty-five states impose a sales tax.  Only Alaska, Delaware, Montana, New Hampshire, and Oregon do not.  In 
addition, local sales taxes are collected in 38 states.  Sales tax is the second-largest revenue source for counties 
nationwide, and uniform enforcement and collection is a top priority for county governments.  
 
The ruling is expected to result in anywhere from $8 billion to $33.9 billion in additional annual sales tax revenue 
for state and local governments.  The large variation is based on estimates from different survey groups.  For 
instance, the Government Accounting Office estimates state and local governments lose $8 billion to $13.4 billion 
a year in uncollected taxes from online sales, while the International Council of Shopping Centers and the 
National Conference of State Legislatures estimated in 2015 that the difference in treatment of state and local 
governments cost $26 billion. 
 
Some deviation in potential receipts is expected in the near term because not all states have set a date when they 
will implement the Supreme Court ruling.  
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Impact on Local Governments (Continued) 
 
The National League of Cities suggests that, in the future, having a substantial economic presence in a state will 
likely be sufficient grounds for a state and local government to require a retailer to collect and remit sales taxes.  It 
is important to remember that the case is not about imposing new taxes on retailers, but rather about treating 
businesses similarly, allowing state and local governments to collect billions in lost revenue each year. 
 
Moving Forward 
 
Some states have been working on laws similar to South Dakota’s, and more will take up the issue as a result of 
the Wayfair decision.  Local governments can work with their state municipal leagues, county associations, and 
state legislatures to ensure that methods for collecting local sales taxes are included in any proposed legislation. 
 
Twenty-four states have adopted the Streamlined Sales and Use Tax Agreement, which offers a model for how 
states can simplify and centralize their tax collection methods.  More states are expected to adopt the agreement. 
 
The agreement is a cooperative effort of 44 states, the District of Columbia, local governments, and the business 
community to simplify and make more uniform the sales and use tax collection and administration by retailers and 
states.  The agreement minimizes costs and administrative burdens on retailers that collect sales tax and 
encourages “remote sellers” to collect tax in states that have adopted it.   
 
Information on the agreement and which states have adopted it can be found at http://www.streamlinedsalestax.org/.  
 
Conclusion 
 
The recently decided Wayfair case has been remanded for further proceedings not inconsistent with the court’s 
opinion.  While it is worthwhile for local governments to move forward with activities related to encouraging 
state or local action with respect to sales tax collection, tax and legal professionals will need time to digest the 
opinion and consider its application in different scenarios.  
 
Also, to the extent states wish to adopt tax statutes like South Dakota’s, it will bear watching to see whether other 
applications of Commerce Clause review will invalidate all or some of South Dakota’s law. 
 
It is still possible that Congress will take action addressing the issue of online taxation.  Local governments 
should monitor congressional developments and be prepared to make their views known if legislation begins to 
move this fall. 
 
STATE AND LOCAL PENSIONS IN CONTEXT:  HISTORY AND CURRENT TRENDS 
 
Addressing the budgetary effects of current and future pension obligations is high on the list of concerns for local 
government financial officers and elected officials.  While retirement system costs remain a relatively small 
portion of state and local government budgets (on average 4 to 9 percent), more than 40 percent of cities reported 
a rise in costs associated with pensions in the last year.  
 
A recent National League of Cities survey found that the cost of employee/retiree pensions ranks third ‒ after 
infrastructure and public safety needs ‒ as the most negative factor affecting city budgets.  
 
In addition to the growing costs and fees associated with pension funds, local governments face demographic 
challenges in reaching or sustaining full funding because fewer active workers are available to provide 
contributions that support benefit payments to current retirees.  

http://www.streamlinedsalestax.org/
http://nlc.org/sites/default/files/2017-11/FINAL-Pension%20Brief.pdf
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Currently, the U.S. averages 1.53 current state or local government workers to 1 retiree.  However, there is a lot of 
variation, and some states ‒ Nebraska, Texas, and Utah ‒ have more than two active workers per retiree, while 
others have less than one worker per retiree (Alaska, Michigan, and Pennsylvania).  
 
Local governments need to carefully evaluate their investment strategies to address these challenges. 
 
Pension Composition and Investment History 
 
Beginning in the 1970s, state and local pension funds began to take steps to advance-fund their pensions.  Public 
pension plans started shifting funds away from low-risk, fixed-income investments to equities and alternative 
investments.  According to the Urban Institute, pension plans receive most of their annual income from 
investments rather than contributions.  In 2013, 71 percent of total pension plan revenue came from net 
investment earnings, 20 percent came from employer contributions, and 8 percent came from employee 
contributions. 
 
Alternative investments include private equity, hedge funds, real estate, and commodities.  These can be more 
difficult to value than stocks or bonds and generally carry higher fees.  They can be used to diversify investment 
portfolios or achieve higher rates of return, but also come with higher levels of risk.   
 
Many public plans exceeded their investment return targets in the 1990s, and by 2000, most public plans were 
nearly 100 percent funded.  Unfortunately, the last decade of economic upheaval and stock market volatility 
reduced pension assets and rates of return.  This led to higher pension costs for state and local budgets, and 
resulted in pension plans no longer being fully funded. 
 
Alternative Investments and Pension Yields 
 
State-sponsored pension plans, in which many local governments participate rather than maintain their own plans, 
use a wide range of investment strategies.  A 2017 Pew Charitable Trusts survey of investment data for the  
73-largest public funds found that use of alternative investments ranges from zero to more than 50 percent of fund 
portfolios, depending on the fund.  Several public pension funds surveyed are interesting noteworthy for their 
investments and returns.  
 
For example, the Washington Department of Retirement Systems (WDRS) is among the highest-performing 
public funds.  WDRS, one of the earliest adopters of alternative investments, began investing in private equities in 
1981.  In 2014, the WDRS had 36.3 percent of total investments in alternative asset classes, including  
22.3 percent in private equity, 12.4 percent in real estate, and 1.6 percent in other alternatives.  Notably, it does 
not hold any hedge funds.  Because of its holdings, WDRS’s 10-year returns were among the highest in the data 
Pew surveyed, reaching 7.6 percent in 2015.  
 
By comparison, the three funds with the weakest 10-year performance made some of the largest and most recent 
shifts to alternative investments.  Additionally, their hedge fund allocations are significantly more than the hedge 
fund allocations for WDRS.  An independent audit of the South Carolina Retirement System’s (SCRS), one of the 
three funds with the weakest performance, suggests that rapid diversification into alternative investments with 
large hedge fund investment was overly challenging for a new, under-resourced program. 
 
By way of further comparison, some plans, unlike WDRS or SCRS, have consistently achieved relatively high 
returns without a heavy reliance on alternatives.  The two Oklahoma state-sponsored retirement systems in the 
Pew survey are robust examples of this approach.  One of the plans has lower-than-average allocations to 
alternatives while the other holds no alternatives, yet both plans have performed better than the average fund 
performance of 6.6 percent over 10 years.  

http://www.pewtrusts.org/en/research-and-analysis/reports/2017/04/state-public-pension-funds-increase-use-of-complex-investments
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The Oklahoma Teachers Retirement System (OTRS) had a 10-year return of 8.3 percent in 2015 and holds only 
17 percent of its assets in alternatives, well below the average of 25 percent.  Diversifying within its equity 
portfolio, employing low-fee strategies, and cutting operating costs are key features of its overall strategy.  
 
The Oklahoma Public Employees Retirement System (OPERS), on the other hand, holds no alternative 
investments.  OPERS’s investment principles are guided by long investment horizons and a focus on long-term 
results.  The system incorporates diversification passive investment management, except in less-efficient markets 
where it implements a more active strategy. 
 
Long-Term Fiscal Benefit 
 
Local officials should understand the specific pension needs of their communities and how to evaluate the health 
of their individual plans.  In addition, they should understand not only the investment vehicles they choose for 
plans they administer, but also the investment vehicles of their state plans and how their experience compares to 
other states.  In this way they can make better-informed decisions and influence the path forward for their 
investments to meet the challenges pension plan funding poses to local budgets. 
 
KENTUCKY TAKES NEW ROUTE TO WIDER BROADBAND ACCESS  
 
Many Americans, especially those in poor or rural areas, do not have access to high-speed internet services – at a 
time when wireless connectivity is becoming an integral part of everyday life. 
 
FCC Chairman Ajit Pai announced in January that he was seeking an additional $500 million to be used to bring 
down the cost of deployment in high-cost rural areas and that he was seeking reforms in the high-cost program to 
promote efficiency while minimizing potential abuse.  “We need more deployment in sparsely populated rural 
areas if we are going to extend deployment to all Americans,” Pai said. 
 
Groups like the National League of Cities, National Association of Counties, and the National Association of 
Towns and Townships agree that both rural America and poor urban areas suffer from significant gaps in 
accessibility.  These groups, in concert with the National Association of Telecommunications Officers and 
Advisors and others, have long advocated for more funding and better legislative solutions, whether at the FCC, 
in Congress or in various states.  
 
The groups also lobby for the ability of local governments to provide broadband services, much as they do other 
utilities and infrastructure, such as water and sewer, electricity, roads, and bridges. 
 
However, the legislatures in approximately 20 states have chosen to restrict or prohibit elected leaders from acting 
to improve coverage for their businesses and residents.  Kentucky is not one of those states.  
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Kentucky Promotes Public-Private Partnership 
 
The public-private partnership Kentucky has created may serve as a model for governments in other states to 
bring broadband to underserved communities, whether at the state or local level.  KentuckyWired plans to bring 
high-speed access to the entire state, including its most underserved and geographically inaccessible areas.  
 
Kentucky’s abundant limestone and dolomite deposits make burying cable or fiber a challenge.  The Appalachian 
Mountains also present obstacles for stringing wire over poles, making it financially infeasible for most private 
telecommunications companies to provide service. 
 
While residents in some areas may be able to access social media or even stream videos, for much of the state – 
east Kentucky in particular – the broadband infrastructure can’t support high-tech business ventures or 
educational needs that rely on high-speed internet capacity.   
 
KentuckyWired’s goal is to provide the “middle mile” of broadband infrastructure for all 120 counties, without 
becoming an internet service provider.  KentuckyWired expects to give direct broadband access to public schools 
and universities, state agencies, and other public institutions, while leasing access to private interests.  To date, the 
project has built out about 600 miles of fiber and acquired leases for 50,000 of the 59,000 poles it needs for 
attachment. 
 
Progress has been slowed because of delays in obtaining the necessary approvals from local governments and 
telecommunications providers alike.  The slow roll has caused Kentucky taxpayers to assume the added 
contractual costs related to the delays.  However, supporters hope once negotiations for the final portions of the 
project are complete, KentuckyWired will showcase the state as a technological pioneer in the provision of low-
cost broadband services. 
 
KentuckyWired may have its problems and cost overruns, but its potential transformative value is enormous.  If 
successful, it will be a model to address the problem local elected officials face in working with 
telecommunications providers, whose financial interests cannot directly support an infrastructure investment.  A 
well-structured public-private partnership, whether local, regional, or statewide, may provide a solution. 
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319 McClanahan Street, S.W. • Roanoke, Virginia 24014-7705 • 540-345-0936 • Fax: 540-342-6181 • www.BEcpas.com 

INDEPENDENT AUDITOR’S REPORT ON COMMENTS AND SUGGESTIONS 
 
 
 
To the Honorable Members of the  
  School Board and Superintendent of 
    Lynchburg City Schools 
Lynchburg, Virginia 
 
In planning and performing our audit of the financial statements of the governmental activities and each 
major fund of the Lynchburg City Schools (the “Schools”), a component unit of the City of Lynchburg, 
Virginia, as of and for the year ended June 30, 2018, in accordance with auditing standards generally 
accepted in the United States of America, we considered its internal control over financial reporting 
(internal control) as a basis for designing audit procedures that are appropriate in circumstances for the 
purpose of expressing our opinion on the financial statements and to comply with any other applicable 
standards, such as Government Auditing Standards and the Uniform Guidance, but not for the purpose 
of expressing an opinion on the effectiveness of the Schools’ internal control.  Accordingly, we do not 
express an opinion on the effectiveness of the Schools’ internal control. 
 
Our consideration of internal control was for the limited purpose described in the first paragraph 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.  In addition, because of inherent limitations in internal control, including the 
possibility of management override of controls, misstatements due to error or fraud may occur and not 
be detected by such controls.  
 
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.   
 
If material weaknesses or significant deficiencies were identified during our procedures they are 
appropriately designated as such in this report.  Additional information on material weaknesses or 
significant deficiencies and compliance and other matters is included in the Independent Auditor’s 
Report on Internal Control over Financial Reporting and on Compliance and Other Matters Based 
on an Audit of Financial Statements Performed in Accordance with Government Auditing Standards 
which should be read in conjunction with this report.   
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Additionally, during our audit, we may have become aware of certain other matters that provide 
opportunities for improving your financial reporting system and/or operating efficiency.  Such 
comments and suggestions regarding these matters, if any, are also included in the attached report, but 
are not designated as a material weakness or significant deficiency.  Since our audit is not designed to 
include a detail review of all systems and procedures, these comments should not be considered as being 
all-inclusive of areas where improvements might be achieved.  We also have included information on 
accounting and other matters that we believe is important enough to merit consideration by management 
and those charged with governance.  It is our hope that our suggestions will be taken in the constructive 
light in which they are offered.   
 
We have already discussed these comments and suggestions with management, and we will be pleased 
to discuss them in further detail at your convenience, to perform any additional study of these matters, 
or to assist you in implementing the recommendations.   
 
 
 
 CERTIFIED PUBLIC ACCOUNTANTS 
 
Roanoke, Virginia 
November 30, 2018 
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SEGREGATION OF PAYROLL DUTIES (MATERIAL WEAKNESS)  
 
Effective May 1, 2018 the Schools implemented a new payroll software package.  During initial implementation 
of this software, certain duties were not fully segregated, especially in relation to access throughout the payroll 
system.  One individual was provided with exclusive access to various aspects of the payroll function, including, 
but not limited to, the ability to modify pay rates and to approve payroll.   The lack of segregation of these duties 
has increased the exposure of the Schools to various risks including: 
 

• The inability to ensure payroll is processed timely if the individual with this access is unable to perform 
their duties.  

• An increased risk of errors in grant and financial reporting or fraud that may go undetected due to the 
involvement of only one person in these aspects of the payroll process.   
 

Recommendation: 
 
We suggest the Schools implement the following control considerations: 
 

• Cross train another individual within the payroll function to ensure business continuity should duties need 
to be reallocated.   

• Access within the payroll software should be provided to individuals whose assigned functions 
necessitate such access.   

• System access assignments should be compared to other assignments to ensure that duties are segregated 
appropriately.   

• Grant accountants should be provided with the ability to review the classifications of employee payroll to 
various grants for appropriateness.    
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NEW GASB PRONOUNCEMENTS 
 
In this section, we would like to make you aware of certain confirmed and potential changes that are on the 
horizon that may affect your financial reporting and audit. 
 
The GASB issued Statement No. 83, Certain Asset Retirement Obligations in November 2016.  This Statement 
addresses accounting and financial reporting for certain asset retirement obligations (AROs). An ARO is a legally 
enforceable liability associated with the retirement of a tangible capital asset. A government that has legal 
obligations to perform future asset retirement activities related to its tangible capital assets should recognize a 
liability based on the guidance in this Statement.  
 
This Statement establishes criteria for determining the timing and pattern of recognition of a liability and a 
corresponding deferred outflow of resources for AROs. This Statement requires that recognition occur when the 
liability is both incurred and reasonably estimable. The determination of when the liability is incurred should be 
based on the occurrence of external laws, regulations, contracts, or court judgments, together with the occurrence 
of an internal event that obligates a government to perform asset retirement activities. Laws and regulations may 
require governments to take specific actions to retire certain tangible capital assets at the end of the useful lives of 
those capital assets, such as decommissioning nuclear reactors and dismantling and removing sewage treatment 
plants. Other obligations to retire tangible capital assets may arise from contracts or court judgments. Internal 
obligating events include the occurrence of contamination, placing into operation a tangible capital asset that is 
required to be retired, abandoning a tangible capital asset before it is placed into operation, or acquiring a tangible 
capital asset that has an existing ARO. 
 
This Statement requires the measurement of an ARO to be based on the best estimate of the current value of 
outlays expected to be incurred. The best estimate should include probability weighting of all potential outcomes, 
when such information is available or can be obtained at reasonable cost. If probability weighting is not feasible at 
reasonable cost, the most likely amount should be used. This Statement requires that a deferred outflow of 
resources associated with an ARO be measured at the amount of the corresponding liability upon initial 
measurement. 
 
This Statement requires the current value of a government’s AROs to be adjusted for the effects of general 
inflation or deflation at least annually. In addition, it requires a government to evaluate all relevant factors at least 
annually to determine whether the effects of one or more of the factors are expected to significantly change the 
estimated asset retirement outlays. A government should remeasure an ARO only when the result of the 
evaluation indicates there is a significant change in the estimated outlays. The deferred outflows of resources 
should be reduced and recognized as outflows of resources (for example, as an expense) in a systematic and 
rational manner over the estimated useful life of the tangible capital asset. 
 
A government may have a minority share (less than 50 percent) of ownership interest in a jointly owned tangible 
capital asset in which a nongovernmental entity is the majority owner and reports its ARO in accordance with the 
guidance of another recognized accounting standards setter. Additionally, a government may have a minority 
share of ownership interest in a jointly owned tangible capital asset in which no joint owner has a majority 
ownership, and a nongovernmental joint owner that has operational responsibility for the jointly owned tangible 
capital asset reports the associated ARO in accordance with the guidance of another recognized accounting 
standards setter. In both situations, the government’s minority share of an ARO should be reported using the 
measurement produced by the nongovernmental majority owner or the nongovernmental minority owner that has 
operational responsibility, without adjustment to conform to the liability measurement and recognition 
requirements of this Statement.  
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In some cases, governments are legally required to provide funding or other financial assurance for their 
performance of asset retirement activities. This Statement requires disclosure of how those funding and assurance 
requirements are being met by a government, as well as the amount of any assets restricted for payment of the 
government’s AROs, if not separately displayed in the financial statements.  
 
This Statement also requires disclosure of information about the nature of a government’s AROs, the methods and 
assumptions used for the estimates of the liabilities, and the estimated remaining useful life of the associated 
tangible capital assets. If an ARO (or portions thereof) has been incurred by a government but is not yet 
recognized because it is not reasonably estimable, the government is required to disclose that fact and the reasons 
therefor. This Statement requires similar disclosures for a government’s minority shares of AROs.  
 
The requirements of this Statement are effective for periods beginning after June 15, 2018. 
 
The GASB issued Statement No. 84, Fiduciary Activities in January 2017.  The objective of this Statement is to 
improve guidance regarding the identification of fiduciary activities for accounting and financial reporting 
purposes and how those activities should be reported. 
 
This Statement establishes criteria for identifying fiduciary activities of all state and local governments. The focus 
of the criteria generally is on (1) whether a government is controlling the assets of the fiduciary activity and (2) 
the beneficiaries with whom a fiduciary relationship exists. Separate criteria are included to identify fiduciary 
component units and postemployment benefit arrangements that are fiduciary activities.  
 
An activity meeting the criteria should be reported in a fiduciary fund in the basic financial statements. 
Governments with activities meeting the criteria should present a statement of fiduciary net position and a 
statement of changes in fiduciary net position. An exception to that requirement is provided for a business-type 
activity that normally expects to hold custodial assets for three months or less.  
 
This Statement describes four fiduciary funds that should be reported, if applicable: (1) pension (and other 
employee benefit) trust funds, (2) investment trust funds, (3) private-purpose trust funds, and (4) custodial funds. 
Custodial funds generally should report fiduciary activities that are not held in a trust or equivalent arrangement 
that meets specific criteria.  
 
A fiduciary component unit, when reported in the fiduciary fund financial statements of a primary government, 
should combine its information with its component units that are fiduciary component units and aggregate that 
combined information with the primary government’s fiduciary funds. 
 
This Statement also provides for recognition of a liability to the beneficiaries in a fiduciary fund when an event 
has occurred that compels the government to disburse fiduciary resources. Events that compel a government to 
disburse fiduciary resources occur when a demand for the resources has been made or when no further action, 
approval, or condition is required to be taken or met by the beneficiary to release the assets. 
 
The requirements of this Statement are effective for periods beginning after December 15, 2018. 
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The GASB issued Statement No. 87, Leases in June 2017.  The objective of this Statement is to better meet the 
information needs of financial statement users by improving accounting and financial reporting for leases by 
governments. This Statement increases the usefulness of governments’ financial statements by requiring 
recognition of certain lease assets and liabilities for leases that previously were classified as operating leases and 
recognized as inflows of resources or outflows of resources based on the payment provisions of the contract. It 
establishes a single model for lease accounting based on the foundational principle that leases are financings of 
the right to use an underlying asset. Under this Statement, a lessee is required to recognize a lease liability and an 
intangible right-to-use lease asset, and a lessor is required to recognize a lease receivable and a deferred inflow of 
resources, thereby enhancing the relevance and consistency of information about governments’ leasing activities.  
 
Definition of a Lease 
 
A lease is defined as a contract that conveys control of the right to use another entity’s nonfinancial asset (the 
underlying asset) as specified in the contract for a period of time in an exchange or exchange-like transaction. 
Examples of nonfinancial assets include buildings, land, vehicles, and equipment. Any contract that meets this 
definition should be accounted for under the leases guidance, unless specifically excluded in this Statement.  
 
Lease Term 
 
The lease term is defined as the period during which a lessee has a noncancelable right to use an underlying asset, 
plus the following periods, if applicable:  
 

a. Periods covered by a lessee’s option to extend the lease if it is reasonably certain, based on all relevant 
factors, that the lessee will exercise that option. 

b. Periods covered by a lessee’s option to terminate the lease if it is reasonably certain, based on all relevant 
factors, that the lessee will not exercise that option. 

c. Periods covered by a lessor’s option to extend the lease if it is reasonably certain, based on all relevant 
factors, that the lessor will exercise that option. 

d. Periods covered by a lessor’s option to terminate the lease if it is reasonably certain, based on all relevant 
factors, that the lessor will not exercise that option. 

 
A fiscal funding or cancellation clause should affect the lease term only when it is reasonably certain that the 
clause will be exercised. 
 
Lessees and lessors should reassess the lease term only if one or more of the following occur:  
 

a. The lessee or lessor elects to exercise an option even though it was previously determined that it was 
reasonably certain that the lessee or lessor would not exercise that option. 

b. The lessee or lessor elects not to exercise an option even though it was previously determined that it was 
reasonably certain that the lessee or lessor would exercise that option. 

c. An event specified in the lease contract that requires an extension or termination of the lease takes place. 
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Short-Term Leases 
 
A short-term lease is defined as a lease that, at the commencement of the lease term, has a maximum possible 
term under the lease contract of 12 months (or less), including any options to extend, regardless of their 
probability of being exercised. Lessees and lessors should recognize short-term lease payments as outflows of 
resources or inflows of resources, respectively, based on the payment provisions of the lease contract.  
 
Lessee Accounting 
 
A lessee should recognize a lease liability and a lease asset at the commencement of the lease term, unless the 
lease is a short-term lease or it transfers ownership of the underlying asset. The lease liability should be measured 
at the present value of payments expected to be made during the lease term (less any lease incentives). The lease 
asset should be measured at the amount of the initial measurement of the lease liability, plus any payments made 
to the lessor at or before the commencement of the lease term and certain direct costs. 
 
A lessee should reduce the lease liability as payments are made and recognize an outflow of resources (for 
example, expense) for interest on the liability. The lessee should amortize the lease asset in a systematic and 
rational manner over the shorter of the lease term or the useful life of the underlying asset. The notes to financial 
statements should include a description of leasing arrangements, the amount of lease assets recognized, and a 
schedule of future lease payments to be made. 
 
Lessor Accounting 
 
A lessor should recognize a lease receivable and a deferred inflow of resources at the commencement of the lease 
term, with certain exceptions for leases of assets held as investments, certain regulated leases, short-term leases, 
and leases that transfer ownership of the underlying asset. A lessor should not derecognize the asset underlying 
the lease. The lease receivable should be measured at the present value of lease payments expected to be received 
during the lease term. The deferred inflow of resources should be measured at the value of the lease receivable 
plus any payments received at or before the commencement of the lease term that relate to future periods.  
 
A lessor should recognize interest revenue on the lease receivable and an inflow of resources (for example, 
revenue) from the deferred inflows of resources in a systematic and rational manner over the term of the lease. 
The notes to financial statements should include a description of leasing arrangements and the total amount of 
inflows of resources recognized from leases.  
 
Contracts with Multiple Components and Contract Combinations 
 
Generally, a government should account for the lease and nonlease components of a lease as separate contracts. If 
a lease involves multiple underlying assets, lessees and lessors in certain cases should account for each underlying 
asset as a separate lease contract. To allocate the contract price to different components, lessees and lessors should 
use contract prices for individual components as long as they do not appear to be unreasonable based on 
professional judgment, or use professional judgment to determine their best estimate if there are no stated prices 
or if stated prices appear to be unreasonable. If determining a best estimate is not practicable, multiple 
components in a lease contract should be accounted for as a single lease unit. Contracts that are entered into at or 
near the same time with the same counterparty and that meet certain criteria should be considered part of the same 
lease contract and should be evaluated in accordance with the guidance for contracts with multiple components.  
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Lease Modifications and Terminations 
 
An amendment to a lease contract should be considered a lease modification, unless the lessee’s right to use the 
underlying asset decreases, in which case it would be a partial or full lease termination. A lease termination 
should be accounted for by reducing the carrying values of the lease liability and lease asset by a lessee, or the 
lease receivable and deferred inflows of resources by the lessor, with any difference being recognized as a gain or 
loss. A lease modification that does not qualify as a separate lease should be accounted for by remeasuring the 
lease liability and adjusting the related lease asset by a lessee and remeasuring the lease receivable and adjusting 
the related deferred inflows of resources by a lessor.  
 
Subleases and Leaseback Transactions 
 
Subleases should be treated as transactions separate from the original lease. The original lessee that becomes the 
lessor in a sublease should account for the original lease and the sublease as separate transactions, as a lessee and 
lessor, respectively. 
 
A transaction qualifies for sale-leaseback accounting only if it includes a sale. Otherwise, it is a borrowing. The 
sale and lease portions of a transaction should be accounted for as separate sale and lease transactions, except that 
any difference between the carrying value of the capital asset that was sold and the net proceeds from the sale 
should be reported as a deferred inflow of resources or a deferred outflow of resources and recognized over the 
term of the lease. 
 
A lease-leaseback transaction should be accounted for as a net transaction. The gross amounts of each portion of 
the transaction should be disclosed.  
 
The requirements of this Statement are effective for periods beginning after December 15, 2019. 
 
The GASB issued Statement No. 88, Certain Disclosures Related to Debt, including Direct Borrowings and 
Direct Placements in March 2018.  The primary objective of this Statement is to improve the information that is 
disclosed in notes to government financial statements related to debt, including direct borrowings and direct 
placements. It also clarifies which liabilities governments should include when disclosing information related to 
debt. 
 
This Statement defines debt for purposes of disclosure in notes to financial statements as a liability that arises 
from a contractual obligation to pay cash (or other assets that may be used in lieu of cash) in one or more 
payments to settle an amount that is fixed at the date the contractual obligation is established. 
 
This Statement requires that additional essential information related to debt be disclosed in notes to financial 
statements, including unused lines of credit; assets pledged as collateral for the debt; and terms specified in debt 
agreements related to significant events of default with finance-related consequences, significant termination 
events with finance-related consequences, and significant subjective acceleration clauses. 
 
For notes to financial statements related to debt, this Statement also requires that existing and additional 
information be provided for direct borrowings and direct placements of debt separately from other debt. 
 
The requirements of this Statement are effective for periods beginning after June 15, 2018. 
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The GASB issued Statement No. 89, Accounting for Interest Cost Incurred before the End of a Construction 
Period in June 2018.  The objectives of this Statement are (1) to enhance the relevance and comparability of 
information about capital assets and the cost of borrowing for a reporting period and (2) to simplify accounting 
for interest cost incurred before the end of a construction period. 
 
This Statement establishes accounting requirements for interest cost incurred before the end of a construction 
period. Such interest cost includes all interest that previously was accounted for in accordance with the 
requirements of paragraphs 5–22 of Statement No. 62, Codification of Accounting and Financial Reporting 
Guidance Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements, which are superseded by this 
Statement. This Statement requires that interest cost incurred before the end of a construction period be 
recognized as an expense in the period in which the cost is incurred for financial statements prepared using the 
economic resources measurement focus. As a result, interest cost incurred before the end of a construction period 
will not be included in the historical cost of a capital asset reported in a business-type activity or enterprise fund. 
 
This Statement also reiterates that in financial statements prepared using the current financial resources 
measurement focus, interest cost incurred before the end of a construction period should be recognized as an 
expenditure on a basis consistent with governmental fund accounting principles. 
 
The requirements of this Statement are effective for periods beginning after December 15, 2019. The 
requirements of this Statement should be applied prospectively. 
 
The GASB issued Statement No. 90, Major Equity Interests, an amendment of GASB Statements No. 14 and 
No. 61 in August 2018.  This Statement improves the consistency and comparability of reporting a government’s 
majority equity interest in a legally separate organization and improves the relevance of financial statement 
information for certain component units. It defines a majority equity interest and specifies that a majority equity 
interest in a legally separate organization should be reported as an investment if a government’s holding of the 
equity interest meets the definition of an investment. A majority equity interest that meets the definition of an 
investment should be measured using the equity method, unless it is held by a special-purpose government 
engaged only in fiduciary activities, a fiduciary fund, or an endowment (including permanent and term 
endowments) or permanent fund. Those governments and funds should measure the majority equity interest at fair 
value. 
 
For all other holdings of a majority equity interest in a legally separate organization, a government should report 
the legally separate organization as a component unit, and the government or fund that holds the equity interest 
should report an asset related to the majority equity interest using the equity method. This Statement establishes 
that ownership of a majority equity interest in a legally separate organization results in the government being 
financially accountable for the legally separate organization and, therefore, the government should report that 
organization as a component unit. 
 
This Statement also requires that a component unit in which a government has a 100 percent equity interest 
account for its assets, deferred outflows of resources, liabilities, and deferred inflows of resources at acquisition 
value at the date the government acquired a 100 percent equity interest in the component unit. Transactions 
presented in flows statements of the component unit in that circumstance should include only transactions that 
occurred subsequent to the acquisition.  
 
 The requirements of this Statement are effective for periods beginning after December 15, 2018.  The 
requirements should be applied retroactively, except for the provisions related to (1) reporting a majority equity 
interest in a component unit and (2) reporting a component unit if the government acquires a 100 percent 
equity interest. Those provisions should be applied on a prospective basis.   
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GOVERNMENTAL INDUSTRY UPDATES 
 
SUPREME COURT LEVELS PLAYING FIELD FOR RETAILERS 
 
On June 21, in a 5-4 decision, the Supreme Court overturned precedent in favor of state and local governments in 
a major tax case, South Dakota v. Wayfair. The court said governments can require remote retailers with no 
physical presence in their state to collect and remit sales taxes.  
 
The ruling follows what local governments viewed as years of congressional inaction on discrepancies between 
the tax treatment of online retailers versus “Main Street,” or brick-and-mortar businesses. 
 
The case produced curious alliances, with Justice Anthony Kennedy writing the majority opinion and being joined 
by Justices Ruth Bader Ginsberg, Samuel Alito, Neil Gorsuch, and Clarence Thomas. Chief Justice John Roberts 
wrote for the minority and was joined by Justices Stephen Breyer, Sonia Sotomayor, and Elena Kagan. 
 
What the Supreme Court Said 
 
The majority said the requirement of physical presence for tax purposes established in National Bellas Hess v. 
Illinois (1967) and affirmed in Quill v. North Dakota (1992) was both “unsound and incorrect.” The majority said 
that in today’s growing e-commerce environment, the physical presence test was an unnecessarily strict threshold 
for determining whether a state or local government can require sales tax collection from a retailer. 
 
In addition, while the physical presence test was meant to prevent discrimination between intrastate and interstate 
commerce, it effectively discriminated by creating a tax shelter for businesses that sell goods and services to the 
state’s consumers, but do not maintain a physical presence in the state.  
 
There is one important caveat to the ruling, which is otherwise a significant win for local governments. The case 
has been remanded to South Dakota courts for further proceedings, meaning that South Dakota’s taxation law is 
still subject to other aspects of Commerce Clause review.  
 
In particular, the South Dakota courts may consider whether the taxation scheme places undue burden on online 
retailers. The Government Finance Officers Association’s federal liaison center noted that the court emphasized 
that the question of undue burden on businesses has not yet been resolved. 
 
Impact on Local Governments 
 
Forty-five states impose a sales tax. Only Alaska, Delaware, Montana, New Hampshire, and Oregon do not. In 
addition, local sales taxes are collected in 38 states. Sales tax is the second-largest revenue source for counties 
nationwide, and uniform enforcement and collection is a top priority for county governments.  
 
The ruling is expected to result in anywhere from $8 billion to $33.9 billion in additional annual sales tax revenue 
for state and local governments. The large variation is based on estimates from different survey groups. For 
instance, the Government Accounting Office estimates state and local governments lose $8 billion to $13.4 billion 
a year in uncollected taxes from online sales, while the International Council of Shopping Centers and the 
National Conference of State Legislatures estimated in 2015 that the difference in treatment of state and local 
governments cost $26 billion. 
 
Some deviation in potential receipts is expected in the near term because not all states have set a date when they 
will implement the Supreme Court ruling.  
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Impact on Local Governments (Continued) 
 
The National League of Cities suggests that, in the future, having a substantial economic presence in a state will 
likely be sufficient grounds for a state and local government to require a retailer to collect and remit sales taxes. It 
is important to remember that the case is not about imposing new taxes on retailers, but rather about treating 
businesses similarly, allowing state and local governments to collect billions in lost revenue each year. 
 
Moving Forward 
 
Some states have been working on laws similar to South Dakota’s, and more will take up the issue as a result of 
the Wayfair decision. Local governments can work with their state municipal leagues, county associations, and 
state legislatures to ensure that methods for collecting local sales taxes are included in any proposed legislation. 
 
Twenty-four states have adopted the Streamlined Sales and Use Tax Agreement, which offers a model for how 
states can simplify and centralize their tax collection methods. More states are expected to adopt the agreement. 
 
The agreement is a cooperative effort of 44 states, the District of Columbia, local governments, and the business 
community to simplify and make more uniform the sales and use tax collection and administration by retailers and 
states. The agreement minimizes costs and administrative burdens on retailers that collect sales tax and 
encourages “remote sellers” to collect tax in states that have adopted it.   
 
Information on the agreement and which states have adopted it can be found at http://www.streamlinedsalestax.org/.  
 
Conclusion 
 
The recently decided Wayfair case has been remanded for further proceedings not inconsistent with the court’s 
opinion. While it is worthwhile for local governments to move forward with activities related to encouraging state 
or local action with respect to sales tax collection, tax and legal professionals will need time to digest the opinion 
and consider its application in different scenarios.  
 
Also, to the extent states wish to adopt tax statutes like South Dakota’s, it will bear watching to see whether other 
applications of Commerce Clause review will invalidate all or some of South Dakota’s law. 
 
It is still possible that Congress will take action addressing the issue of online taxation. Local governments should 
monitor congressional developments and be prepared to make their views known if legislation begins to move this 
fall. 
 
STATE AND LOCAL PENSIONS IN CONTEXT:  HISTORY AND CURRENT TRENDS 
 
Addressing the budgetary effects of current and future pension obligations is high on the list of concerns for local 
government financial officers and elected officials. While retirement system costs remain a relatively small 
portion of state and local government budgets (on average 4 to 9 percent), more than 40 percent of cities reported 
a rise in costs associated with pensions in the last year.  
 
A recent National League of Cities survey found that the cost of employee/retiree pensions ranks third ‒ after 
infrastructure and public safety needs ‒ as the most negative factor affecting city budgets.  
 
In addition to the growing costs and fees associated with pension funds, local governments face demographic 
challenges in reaching or sustaining full funding because fewer active workers are available to provide 
contributions that support benefit payments to current retirees.  
 

http://www.streamlinedsalestax.org/
http://nlc.org/sites/default/files/2017-11/FINAL-Pension%20Brief.pdf
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Currently, the U.S. averages 1.53 current state or local government workers to 1 retiree. However, there is a lot of 
variation, and some states ‒ Nebraska, Texas, and Utah ‒ have more than two active workers per retiree, while 
others have less than one worker per retiree (Alaska, Michigan, and Pennsylvania).  
 
Local governments need to carefully evaluate their investment strategies to address these challenges. 
 
Pension Composition and Investment History 
 
Beginning in the 1970s, state and local pension funds began to take steps to advance-fund their pensions. Public 
pension plans started shifting funds away from low-risk, fixed-income investments to equities and alternative 
investments. According to the Urban Institute, pension plans receive most of their annual income from 
investments rather than contributions. In 2013, 71 percent of total pension plan revenue came from net investment 
earnings, 20 percent came from employer contributions, and 8 percent came from employee contributions. 
 
Alternative investments include private equity, hedge funds, real estate, and commodities. These can be more 
difficult to value than stocks or bonds and generally carry higher fees. They can be used to diversify investment 
portfolios or achieve higher rates of return, but also come with higher levels of risk.   
 
Many public plans exceeded their investment return targets in the 1990s, and by 2000, most public plans were 
nearly 100 percent funded. Unfortunately, the last decade of economic upheaval and stock market volatility 
reduced pension assets and rates of return. This led to higher pension costs for state and local budgets, and 
resulted in pension plans no longer being fully funded. 
 
Alternative Investments and Pension Yields 
 
State-sponsored pension plans, in which many local governments participate rather than maintain their own plans, 
use a wide range of investment strategies. A 2017 Pew Charitable Trusts survey of investment data for the  
73-largest public funds found that use of alternative investments ranges from zero to more than 50 percent of fund 
portfolios, depending on the fund. Several public pension funds surveyed are interesting noteworthy for their 
investments and returns.  
 
For example, the Washington Department of Retirement Systems (WDRS) is among the highest-performing 
public funds. WDRS, one of the earliest adopters of alternative investments, began investing in private equities in 
1981. In 2014, the WDRS had 36.3 percent of total investments in alternative asset classes, including 22.3 percent 
in private equity, 12.4 percent in real estate, and 1.6 percent in other alternatives. Notably, it does not hold any 
hedge funds. Because of its holdings, WDRS’s 10-year returns were among the highest in the data Pew surveyed, 
reaching 7.6 percent in 2015.  
 
By comparison, the three funds with the weakest 10-year performance made some of the largest and most recent 
shifts to alternative investments. Additionally, their hedge fund allocations are significantly more than the hedge 
fund allocations for WDRS. An independent audit of the South Carolina Retirement System’s (SCRS), one of the 
three funds with the weakest performance, suggests that rapid diversification into alternative investments with 
large hedge fund investment was overly challenging for a new, under-resourced program. 
 
By way of further comparison, some plans, unlike WDRS or SCRS, have consistently achieved relatively high 
returns without a heavy reliance on alternatives. The two Oklahoma state-sponsored retirement systems in the 
Pew survey are robust examples of this approach. One of the plans has lower-than-average allocations to 
alternatives while the other holds no alternatives, yet both plans have performed better than the average fund 
performance of 6.6 percent over 10 years.  
 

http://www.pewtrusts.org/en/research-and-analysis/reports/2017/04/state-public-pension-funds-increase-use-of-complex-investments
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The Oklahoma Teachers Retirement System (OTRS) had a 10-year return of 8.3 percent in 2015 and holds only 
17 percent of its assets in alternatives, well below the average of 25 percent. Diversifying within its equity 
portfolio, employing low-fee strategies, and cutting operating costs are key features of its overall strategy.  
 
The Oklahoma Public Employees Retirement System (OPERS), on the other hand, holds no alternative 
investments. OPERS’s investment principles are guided by long investment horizons and a focus on long-term 
results. The system incorporates diversification passive investment management, except in less-efficient markets 
where it implements a more active strategy. 
 
Long-Term Fiscal Benefit 
 
Local officials should understand the specific pension needs of their communities and how to evaluate the health 
of their individual plans. In addition, they should understand not only the investment vehicles they choose for 
plans they administer, but also the investment vehicles of their state plans and how their experience compares to 
other states. In this way they can make better-informed decisions and influence the path forward for their 
investments to meet the challenges pension plan funding poses to local budgets. 
 
KENTUCKY TAKES NEW ROUTE TO WIDER BROADBAND ACCESS  
 
Many Americans, especially those in poor or rural areas, do not have access to high-speed internet services – at a 
time when wireless connectivity is becoming an integral part of everyday life. 
 
FCC Chairman Ajit Pai announced in January that he was seeking an additional $500 million to be used to bring 
down the cost of deployment in high-cost rural areas and that he was seeking reforms in the high-cost program to 
promote efficiency while minimizing potential abuse. “We need more deployment in sparsely populated rural 
areas if we are going to extend deployment to all Americans,” Pai said. 
 
Groups like the National League of Cities, National Association of Counties, and the National Association of 
Towns and Townships agree that both rural America and poor urban areas suffer from significant gaps in 
accessibility. These groups, in concert with the National Association of Telecommunications Officers and 
Advisors and others, have long advocated for more funding and better legislative solutions, whether at the FCC, 
in Congress or in various states.  
 
The groups also lobby for the ability of local governments to provide broadband services, much as they do other 
utilities and infrastructure, such as water and sewer, electricity, roads, and bridges. 
 
However, the legislatures in approximately 20 states have chosen to restrict or prohibit elected leaders from acting 
to improve coverage for their businesses and residents. Kentucky is not one of those states.  
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Kentucky Promotes Public-Private Partnership 
 
The public-private partnership Kentucky has created may serve as a model for governments in other states to 
bring broadband to underserved communities, whether at the state or local level. KentuckyWired plans to bring 
high-speed access to the entire state, including its most underserved and geographically inaccessible areas.  
 
Kentucky’s abundant limestone and dolomite deposits make burying cable or fiber a challenge. The Appalachian 
Mountains also present obstacles for stringing wire over poles, making it financially infeasible for most private 
telecommunications companies to provide service. 
 
While residents in some areas may be able to access social media or even stream videos, for much of the state – 
east Kentucky in particular – the broadband infrastructure can’t support high-tech business ventures or 
educational needs that rely on high-speed internet capacity.   
 
KentuckyWired’s goal is to provide the “middle mile” of broadband infrastructure for all 120 counties, without 
becoming an internet service provider. KentuckyWired expects to give direct broadband access to public schools 
and universities, state agencies, and other public institutions, while leasing access to private interests. To date, the 
project has built out about 600 miles of fiber and acquired leases for 50,000 of the 59,000 poles it needs for 
attachment. 
 
Progress has been slowed because of delays in obtaining the necessary approvals from local governments and 
telecommunications providers alike. The slow roll has caused Kentucky taxpayers to assume the added 
contractual costs related to the delays. However, supporters hope once negotiations for the final portions of the 
project are complete, KentuckyWired will showcase the state as a technological pioneer in the provision of low-
cost broadband services. 
 
KentuckyWired may have its problems and cost overruns, but its potential transformative value is enormous. If 
successful, it will be a model to address the problem local elected officials face in working with 
telecommunications providers, whose financial interests cannot directly support an infrastructure investment. A 
well-structured public-private partnership, whether local, regional, or statewide, may provide a solution. 
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