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INDEPENDENT AUDITORS’ 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

To The City Council
City of Eau Claire
Eau Claire, Wisconsin

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 the City of Eau Claire, Wisconsin as of and for the year ended
December 31, 2007, which collectively comprise the City of Eau Claire’'s basic financial
statements and have issued our report thereon dated July 17, 2008. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City of Eau Claire’s internal control over
financial reporting as a basis for designing our auditing procedures for the purpose of expressing
our opinions on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the City of Eau Claire’s internal control over financial reporting. Accordingly, we
do not express an opinion on the effectiveness of the City of Eau Claire's internal control over

financial reporting.

Our consideration of the internal control over financial reporting was for the limited purpose
described in the preceding paragraph and would not necessarily identify all deficiencies in internal
control over financial reporting that might be significant deficiencies or material weaknesses.
However, as discussed below, we identified certain deficiencies in internal control that we
consider to be significant deficiencies.

A control deficiency 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
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the City of Eau Claire’s ability to initiate, authorize,
record, process, or report financial data reliably in accordance with generally accepted accounting
principles such that there is more than a remote likelihood that a misstatement of the City of Eau
Claire’s financial statements that is more than inconsequential will not be prevented or detected by
the City of Eau Claire’s internal control. The deficiency is listed as item 07-1.
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To The City Council
City of Eau Claire

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the City of Eau Claire’s internal control.

Our consideration of the internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies in
the internal control that might be significant deficiencies and, accordingly, would not necessarily
disclose all significant deficiencies that are also considered to be material weaknesses. However,
of the significant deficiencies identified above, we consider item 07-1 to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Eau Claire’s basic financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements, noncompliance with which could
have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The resulis of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards.

We noted certain matters that we reported to management of the City of Eau Claire in a separate
letter dated July 17, 2008.

The City of Eau Claire’s response to the findings identified in our audit are described in the
accompanying schedule of findings and responses. We did not audit the City's response and,
accordingly, we express no opinion on if.

This report is intended solely for the information and use of the city council, management, federal

and state awarding agencies and pass-through entities and is not intended to be, and should not
be, used by anyone other than these specified parties.

\,}W | Ctwann 4 %5&25

July 17, 2008
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE
WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND INTERNAL
CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133
AND THE STATE SINGLE AUDIT GUIDELINES AND THE
SCHEDULE OF EXPENDITURES OF FEDERAL AND STATE AWARDS

To The City Council
City of Eau Claire
Eau Claire, Wisconsin

Compliance

We have audited the compliance of the City of Eau Claire, Wisconsin with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement and the State Single Audit Guidelines that are applicable to each of its
major federal and major state programs for the year ended December 31, 2007. The City of Eau
Claire’s major federal and major state programs are identified in the summary of auditors’ results
section of the accompanying schedule of findings and questioned costs. Compliance with the
requirements of laws, regulations, contracts and grants applicable to each of its major federal and
major state programs is the responsibility of the City of Eau Claire’s management. Our
responsibility is to express an opinion on the City of Eau Claire’'s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted
in the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; OMB
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations,; and the State
Single Audit Guidelines. Those standards, OMB Circular A-133, and the State Single Audit
Guidelines require that we plan and perform the audit to obtain reasonable assurance about
whether noncompliance with the types of compliance requirements referred to above that could
have a direct and material effect on a major federal or major state program occurred. An audit
includes examining, on a test basis, evidence about the City of Eau Claire’s compliance with those
requirements and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit
does not provide a legal determination of the City of Eau Claire’s compliance with those
requirements.

In our opinion, the City of Eau Claire complied, in all material respects, with the requirements
referred to above that are applicable to each of its major federal and major state programs for the
year ended December 31, 2007. However, the results of our auditing procedures disclosed
instances of noncompliance with those requirements that are required to be reported in
accordance with OMB Circular A-133 and which are described in the accompanying schedule of
findings and questioned costs as item 07-2.
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To The City Council
City of Eau Claire

Internal Control Over Compliance

The management of the City of Eau Claire is responsibie for establishing and maintaining effective
internal control over compliance with requirements of laws, regulations, contracts and grants
applicable to federal and state programs. In planning and performing our audit, we considered the
City of Eau Claire’s internal control over compliance with requirements that could have a direct
and material effect on a major federal or major state program in order to determine our auditing
procedures for the purpose of expressing our opinion on compliance, but not for the purpose of
expressing an opinion on the effectiveness of the internal control over compliance. Accordingly,
we do not express an opinion on the effectiveness of the City of Eau Claire’s internal control over
compliance.

A control deficiency in an entity’s internal control over compliance 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 noncompliance with a type of compliance
requirement of a federal or state program on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects the entity's ability to
administer a federal or state program such that there is more than a remote likelihood that
noncompliance with a type of compliance requirement of a federal or state program that is more
than inconsequential will not be prevented or detected by the entity's internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that material noncompliance with a type of compliance
requirement of a federal or state program will not be prevented or detected by the entity's internal
control.

Our consideration of internal control over compliance was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal control
that might be significant deficiencies or material weaknesses. We did not identify any deficiencies
in internal control over compliance that we consider to be material weaknesses, as defined above.

Schedule of Expenditures of Federal and State Awards

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 the City of Eau Claire, Wisconsin as of and for the year ended
December 31, 2007, which collectively comprise the City of Eau Claire’s basic financial
statements and have issued our report thereon dated July 17, 2008. Our audit was performed for
the purpose of forming an opinion on the financial statements that collectively comprise the City of
Eau Claire’s basic financial statements. The accompanying schedule of expenditures of federal
and state awards is presented for purposes of additional analysis as required by OMB Circular A-
133 and the State Single Audit Guidelines and is not a required part of the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit
of the basic financial statements and, in our opinion, is fairly stated, in all material respects, in
relation to the basic financial statements taken as a whole.
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To The City Council
City of Eau Claire

This report is intended solely for the information and use of the city council, management, federal
and state awarding agencies and pass-through entities and is not intended to be, and should not
be, used by anyone other than these specified parties.

\,}M JCarnn ¢ %aﬁgf

September 8, 2008 except for the Schedule of
Expenditures of Federal and State Awards, as to
which the date is July 17, 2008

Page 5



CITY OF EAU CLAIRE

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Year Ended December 31, 2007

SECTION | — SUMMARY OF AUDITORS’ RESULTS

FINANCIAL STATEMENTS
Type of auditors’ report issued: unqualified
Internal control over financial reporting:
e Material weakness(es) identified? X yes no
e Significant deficiencies identified that

are not considered to be material
weaknesses? yes X none reported

Noncompliance material to basic financial
statements noted? yes X No

FEDERAL OR STATE AWARDS
Internal control over major programs:
e Material weakness(es) identified? yes X No
o Significant deficiencies identified that

are not considered to be material
weakness(es)? yes X none reported

Type of auditor’s report issued on compliance for major programs: unqualified

Any audit findings disclosed that are required
to be reported in accordance with section

510(a) of Circular A-1337 X yes No
Federal State
Auditee qualified as low-risk auditee? yes X no yves X no
ldentification of major federal programs:
CFDA Numbers Name of Federal Program or Cluster

14.871 Section 8 Housing Choice Voucher

20.500 Federal Transit — Capital Investment Grants

20.507 Federal Transit — Formula Grant

11.307 Economic Adjustment Assistance

10.557 Supplemental Nutrition Program for Women,

Infants and Children

Page 6



CITY OF EAU CLAIRE

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (cont.)
For the Year Ended December 31, 2007

SECTION | — SUMMARY OF AUDITORS’ RESULTS (cont.)

FEDERAL OR STATE AWARDS (cont.)

Federal State
Dollar threshold used to distinguish between
type A and type B programs: $ 300,000 $ 100,000
Identification of major state programs:
State Number Name of State Program
395.104 Transit Operating Aids
N/A E 911 Program

SECTION Il — FINANCIAL STATEMENT FINDINGS

07-1 Internal Control over Financial Reporting.

Condition: During the 2007 audit, audit procedures found material adjustments to

sewer

capital assets and bonds payable recorded in the water utility. In addition, several other

adjustments were found during the audit which are deemed immaterial, but indi

cate a

weakness in internal control over financial reporting. The current process does not reduce

the risk of material errors in financial reporting to remote, as required by the standar

Criteria: Internal controls should be in place that provide reasonable assurance
reliability of financial reporting.

Effect: Financial reports may be materially misstated.

Recommendation:  The City should consider additional internal controls or
procedures to strengthen the internal controls over financial reporting.

ds.

in the

other

Management’s Response; The City will advance the timing of reversal journal entries to
improve the timeliness of the financial reports, reduce the volume of adjustments needed

at year-end, and eliminate the need for audit adjustments after the start of fieldwork.
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CITY OF EAU CLAIRE

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (cont.)
For the Year Ended December 31, 2007

SECTION lil — FEDERAL AND STATE FINDINGS AND QUESTIONED COSTS

07-2

Program: Section 8 Housing Choice Vouchers
CFDA Number: 14.871
Granting Agency: Department of Housing and Urban Development

Criteria.  The Housing Authority is required to maintain a waiting list from which
individuals are selected for admission to the program. In general, individuals who reach
the top of the waiting list must be provided the opportunity to be admitted to the program.
Timely monitoring and maintenance of the waiting list is essential.

Condition: One individual tested during the audit reached the top of the waiting list but
was not offered the opportunity to be admitted to the program. We noted three other
instances where the waiting list was not properly maintained: 1) an individual not taken
off the list when admitted to the program and 2) two individuals with applications which
could not be located.

Effect. Without proper maintenance of the waiting list, individuals reaching the top of the
waiting list may not be given the opportunity for admittance to the program in a timely
manner.

Cause: When an individual turns down admittance to the program but wants to remain
on the waiting list, the applicant is moved to the bottom of the waiting list. The Housing
Authority staff currently track these individuals manually since the software does not
have the ability to change placement on the waiting list. In the case of the individual
reaching the top of the waiting list and not being offered admittance to the program, the
individual was being manually tracked in this manner. An error was made in this manual
tracking process. The three other applicants noted above had all been on the waiting list
for several years. They were not removed from the waiting list timely, but the cause has
not been determined.

Questioned Costs: None

Recommendation: We recommend that the Housing Authority review processes in place
for tracking of individuals who are returned to the bottom of the waiting list to ensure
they are offered the opportunity to be admitted to the program when they again reach the
top of the list. We also recommend review of applicants that have been on the waiting
list for extensive periods of time to ensure they are still eligible to be on the list.

Management’s Response: The Housing Authority is in the process of reviewing all
procedures regarding admission to the Section 8 Housing Choice Voucher Program. The
system has been restructured for safeguards to maintain complete documentation
regarding seniority status. Current financial information has been requested from the
applicants, and oversight responsibility for the waiting list has been specifically assigned.
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CITY OF EAU CLAIRE

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AND STATE AWARDS
For the Year Ended December 31, 2007

SECTION IV — OTHER ISSUES

1. Does the auditor’s report or the notes to
the financial statements include
disclosure with regard to substantial
doubt as to the auditee’s ability to
continue as a going concern? yes X no

2. Does the audit report show audit issues
(i.e., material non-compliance, non-
material non-compliance, questioned
costs, material weakness, significant
deficiency, management letter comment,
eXCess revenue oOr excess reserve)
related to grants/contracts with funding
agencies that require audits to be in
accordance with the State Single Audit

Guidelines:
Department of Health and Family Services yes X no
Department of Workforce Development yes X no
Department of Natural Resources yes X no
Department of Administration yes X no
Department of Transportation yes X no
Public Service Commission yes X no

3. Was a management letter or other
document conveying audit comments
issued as a result of this audit? X  yes no

4. Name and signature of partner } 8

James R. Murray, CPA, Partner

5. Date of report September 8, 2008
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CITY OF EAU CLAIRE

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AND STATE AWARDS
For the Year Ended December 31, 2007

NOTE 1 — REPORTING ENTITY

This report on Federal and State Awards includes the federal and state awards of the City of Eau
Claire. The reporting entity for the City is based upon criteria established by the Governmental
Accounting Standards Board (GASB).

The City is the primary government according to GASB criteria, while the Eau Claire Housing
Authority (Housing Authority) is a component unit.

Federal and state awards received directly by the Housing Authority are included in this report.

The schedule includes only those programs required to be included in accordance with the State
Single Audit Guidelines.

NOTE 2 — BASIS OF PRESENTATION

The accounting records for some grant programs are maintained on the modified accrual basis of
accounting. Under the modified accrual basis, revenues are recorded when susceptible to accrual,
i.e., both measurable and available. Available means collectible within the current period or soon
enough thereafter to be used to pay liabilities of the current period. Expenditures are recorded
when the liability is incurred. The accounting records for the other grant programs are maintained
on the accrual basis, i.e., when the revenue has been earned and the liability is incurred.

The information in this schedule is presented in accordance with the requirements of OMB
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations and the Stafe
Single Audit Guidelines.

NOTE 3 —~ DIRECT PAYMENT - WISCONSIN MEDICAL ASSISTANCE

The city received the following payments from Wisconsin Medical Assistance through EDS
Federal Corporation in 2007:

Provider Unaudited
Number Amount
City/County Health Department
Reproductive Health 43102500 $ 22,537
Prenatal Care 42141400 40,483
Total $ 63,020
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CITY OF EAU CLAIRE

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AND STATE AWARDS
For the Year Ended December 31, 2007

NOTE 4 —- CARS REPORT DATES

The Schedule of Expenditures of Federal and State Awards includes adjustments through the
following Community Aids Reporting System (CARS) report:

Expected Payment

Agency Number Date
256321 04/01/2008

NOTE 5 — ADJUSTMENTS COLUMN

The adjustment column was used to correct errors in the reporting of the accrued/(deferred)
ending balance of the prior year.
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