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CCIITTYY  CCOOUUNNCCIILL  AAGGEENNDDAA  IITTEEMM  
 

 
December 2, 2011 
 
 
To:   The Honorable Mayor and City Council Members 
  
From:  John Szerlag, City Manager 
  Tom Darling, Interim Director of Financial and Administrative Services 
   
Subject: Submittal of the 2011 Comprehensive Annual Financial Report (CAFR) 
 
 
 
We are pleased to present the Comprehensive Annual Financial Report (CAFR) prepared by City 
staff and reviewed by the City’s auditors, the Rehmann Robson Group, for the period ending June 30, 
2011.   
 
The auditors have issued an unqualified or “clean” opinion on the CAFR.  This is the highest opinion 
that can be issued from an independent auditor. 
 
Hard copies of the CAFR are attached to your agenda materials, and are available for public viewing 
at the City Clerk’s Office, the Library and on the City’s web site. 
 
If you have any questions about the information contained within this document, please contact us. 
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INDEPENDENT AUDITORS’ REPORT 
 
 

December 1, 2011 
 
 
 
To the Honorable Mayor and City Council 
City of Troy, Michigan 
 
 
 
We have audited the accompanying 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 Troy, Michigan (the “City”), as of 
and for the year ended June 30, 2011, which collectively comprise the City’s basic financial 
statements as listed in the table of contents. These financial statements are the responsibility of 
the City’s management. Our responsibility is to express opinions on these financial statements 
based on our audit.  
 
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. Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and the significant estimates made by 
management, as well as evaluating the overall financial statement presentation. We believe that 
our audit provides a reasonable basis for our opinions. 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, 
the respective financial position 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 Troy, Michigan, as of June 30, 2011, and the respective changes 
in financial position and cash flows, where applicable, thereof and the budgetary comparison for 
the general fund, for the year then ended in conformity with accounting principles generally 
accepted in the United States of America. 
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In accordance with Government Auditing Standards, we have also issued our report dated 
December 1, 2011, on our consideration of the City’s internal control over financial reporting 
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and 
grant agreements and other matters. The purpose of that report is to describe the scope of our 
testing of internal control over financial reporting and compliance and the results of that testing, 
and not to provide an opinion on the internal control over financial reporting or on compliance.  
That report is an integral part of an audit performed in accordance with Government Auditing 
Standards and should be considered in assessing the results of our audit. 
 
The Management’s Discussion and Analysis presented on pages 3-10 and the Schedules of 
Funding Progress and Employer’s Contributions on pages 70-72 are not a required part of the 
basic financial statements but are supplementary information required by accounting principles 
generally accepted in the United States of America. We have applied certain limited procedures, 
which consisted principally of inquiries of management regarding the methods of measurement 
and presentation of the required supplementary information.  However, we did not audit the 
information and express no opinion on it. 
 
Our audit was conducted for the purpose of forming opinions on the financial statements that 
collectively comprise the City’s basic financial statements. The introductory section, combining 
and individual fund financial statements and schedules, and statistical tables as listed in the table 
of contents are presented for purposes of additional analysis and are not a required part of the 
basic financial statements.  The accompanying schedule of expenditures of federal awards is 
presented for the purposes of additional analysis as required by U.S. Office of Management and 
Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and 
is also not a required part of the basic financial statements.  The combining and individual fund 
financial statements and schedules and schedule of expenditures of federal awards have been 
subjected to the auditing procedures applied in the audit of the basic financial statements and, in 
our opinion, are fairly stated, in all material respects, in relation to the basic financial statements 
taken as a whole.  The introductory section and statistical tables, as listed in the table of contents, 
have not been subjected to the auditing procedures applied in the audit of the basic financial 
statements and, accordingly, we express no opinion on them. 
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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 

 
December 1, 2011 

 
 
To the Honorable Mayor and City Council 
City of Troy, Michigan 
 
 
We have audited the financial statements of the governmental activities, the business-type 
activities, the discretely presented component units, each major fund, and the aggregate 
remaining fund information of the City of Troy, Michigan (the “City”) as of and for the year 
ended June 30, 2011, which collectively comprise the City’s basic financial statements, and have 
issued our report thereon dated December 1, 2011. 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’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’s internal control over financial reporting.  Accordingly, we do not 
express an opinion on the effectiveness of the City’s internal control over financial reporting. 
 
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.  
 

Our consideration of internal control over financial reporting was for the limited purpose 
described in the first paragraph of this section and was not designed to identify all deficiencies in 
internal control over financial reporting that might be deficiencies, significant deficiencies or 
material weaknesses. We did not identify any deficiencies in internal control over financial 
reporting that we consider to be material weaknesses, as described above. 
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Compliance and Other Matters 
 
As part of obtaining reasonable assurance about whether the City’s financial statements are free 
of material misstatement, we performed tests of its compliance with certain provisions of laws, 
regulations, contracts and grant agreements, noncompliance with which could have a direct and 
material effect on the determination of financial statement amounts. However, providing an 
opinion on compliance with those provisions was not an objective of our audit and, accordingly, 
we do not express such an opinion. The results of our tests disclosed no instances of 
noncompliance or other matters that are required to be reported under Government Auditing 
Standards.  
 
In addition, we noted certain matters that we reported to management of the City of Troy in a 
separate letter dated December 1, 2011. 
 
This report is intended solely for the information and use of the City Council, management, 
others within the organization, and federal awarding agencies and pass-through entities and is not 
intended to be and should not be used by anyone other than these specified parties. 
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH 
REQUIREMENTS THAT COULD HAVE A DIRECT AND MATERIAL EFFECT ON 
EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE 

IN ACCORDANCE WITH OMB CIRCULAR A-133 
 

December 1, 2011 
 
 
 
To the Honorable Mayor and City Council 
City of Troy, Michigan 
 
 
 
Compliance 
 
We have audited the compliance of the City of Troy, Michigan (the City) with the types of 
compliance requirements described in the U.S. Office of Management and Budget (OMB) 
Circular A-133 Compliance Supplement that could have a direct and material effect on each of 
the City’s major federal programs for the year ended June 30, 2011. The City’s major federal 
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 programs is the 
responsibility of the City of Troy, Michigan’s management.  Our responsibility is to express an 
opinion on the City’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; and 
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. 
Those standards and OMB Circular A-133 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 program 
occurred. An audit includes examining, on a test basis, evidence about the City’s compliance 
with those requirements and performing such other procedures as we considered necessary in the 
circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit 
does not provide a legal determination on the City’s compliance with those requirements.  
 
In our opinion, the City complied, in all material respects, with the requirements referred to 
above that could have a direct and material effect on each of its major federal programs for the 
year ended June 30, 2011.  However, the results of our auditing procedures disclosed an instance 
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of noncompliance with those requirements, which is required to be reported in accordance with 
OMB Circular A-133 and which is described in the accompanying schedule of findings and 
questioned costs as item 2011-1. 
 
Internal Control Over Compliance 
 
The management of the City of Troy, Michigan is responsible for establishing and maintaining 
effective internal control over compliance with requirements of laws, regulations, contracts and 
grants applicable to federal programs. In planning and performing our audit, we considered the 
City’s internal control over compliance with requirements that could have a direct and material 
effect on a major federal program in order to determine our auditing procedures for the purpose 
of expressing our opinion on compliance and to test and report on internal control over 
compliance in accordance with OMB Circular A-133, but not for the purpose of expressing an 
opinion on the effectiveness of internal control over compliance.  Accordingly, we do not 
express an opinion on the effectiveness of the City’s internal control over compliance.   
 
A deficiency in internal control over compliance exists when the design or operation of a control 
over compliance does not allow management or employees, in the normal course of performing 
their assigned functions, to prevent, or detect and correct, noncompliance with a type of 
compliance requirement of a federal program on a timely basis. A material weakness in internal 
control over compliance is a deficiency, or combination of deficiencies, in internal control over 
compliance, such that there is a reasonable possibility that material noncompliance with a type of 
compliance requirement of a federal program will not be prevented, or detected and corrected, on 
a timely basis.  
 
Our consideration of internal control over compliance was for the limited purpose described in 
the first paragraph of this section and was not designed to identify all deficiencies in internal 
control over compliance that might be deficiencies, significant deficiencies or material 
weaknesses. We did not identify any deficiencies in internal control over compliance that we 
consider to be material weakness, as defined above. 
 
The City’s response to the finding identified in our audit is described in the accompanying 
schedule of findings and questioned costs. We did not audit the City’s response and, accordingly, 
we express no opinion on the response. 
 
This report is intended solely for the information and use of the City Council, management, 
others in the organization, and federal awarding agencies and pass-through entities and is not 
intended to be and should not be used by anyone other than these specified parties. 
 

  
 
 





THE CITY OF TROY, MICHIGAN 
 

NOTE TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 
FOR THE YEAR ENDED JUNE 30, 2011 
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1. BASIS OF PRESENTATION 
 

The accompanying schedule of expenditures of federal awards (the “Schedule”) includes 
the federal grant activity of the City of Troy, Michigan under programs of the federal 
government for the year ended June 30, 2011. 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.  Because the schedule presents only a 
selected portion of the operations of the City, it is not intended to and does not present the 
financial position, changes in net assets or cash flows of the City.  
 

2.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
Expenditures reported on the Schedule are reported on the modified accrual basis of 
accounting. Such expenditures are recognized following the cost principles contained in 
OMB Circular A-133, Cost Principles for Non-profit Organizations, wherein certain types 
of expenditures are not allowable or are limited as to reimbursement. Negative amounts 
shown on the Schedule represent adjustments or credits made in the normal course of 
business to amounts reported as expenditures in the prior years. Pass-through entity 
identifying numbers are presented where available. 

 
 

* * * * * * 
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
 

FOR THE YEAR ENDED JUNE 30, 2011 
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SECTION I – SUMMARY OF AUDITOR’S RESULTS 
 
Financial Statements 
 
Type of auditor’s report issued: Unqualified 
 
Internal control over financial reporting: 
 Material weakness(es) identified?    yes  X  no 
  
 Significant deficiencies identified?    yes  X  none reported 
 
Noncompliance material to financial 
 statements noted?    yes  X  no 
 
Federal Awards 
 
Internal control over major programs: 
 Material weakness(es) identified?    yes  X  no 
  
 Significant deficiencies identified?    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 Circular A-133, 
 Section 510(a)?  X  yes    no 
 
Identification of Major Programs: 
 
CFDA Number(s) Name of Federal Program or Cluster 
20.205   Highway Planning & Construction 
81.128 Energy Efficiency and Conservation Block 

Grant Program 
 
Dollar threshold used to distinguish  
 between Type A and Type B programs: $300,000 
 
Auditee qualified as low-risk auditee?  Yes 



THE CITY OF TROY, MICHIGAN 
 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
 

FOR THE YEAR ENDED JUNE 30, 2011 
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SECTION II – FINANCIAL STATEMENT FINDINGS 
 
None reported 
 
SECTION III – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 
 
U.S. Department of Energy, Labor & Economic Growth 
 
Energy Efficiency and Conservation Grant CFDA #81.128 
 
2011-1 - Reporting – Immaterial Noncompliance 
 
Criteria: According to the grant agreement between the City of Troy and the U.S. Department 

of Energy, Labor & Economic Growth, Federal Financial Reports, Progress Reports 
and ARRA Section 1512 reports are required to be submitted each quarter to the U.S. 
Department of Energy within 75 days after quarter-end.  

 
Condition: There were four instances where the City submitted their reports late to the U.S. 

Department of Energy. One instance was with the Federal Financial Report, two 
instances were with the Progress Reports and one instance was with the ARRA 
Section 1512 reports. 

 
Cause:  The City had a change in the personnel of who was responsible for submitting the 

reports and they were unaware of the timing of which these reports were required to 
be submitted to the U.S. Department of Energy.  

 
Effect:   As a result of this condition, the City did not fully comply with the reporting 

requirements of the grant. 
 

Recommendation: 
  We recommend that the City carefully review each grant agreement and compliance 

supplement (where applicable) to determine the applicable compliance requirements, 
and develop internal controls to ensure they are met. 

 
View of  
Responsible 
Officials: The City will continue to work towards developing and maintaining internal controls 

over compliance to ensure that they are in compliance with all federal program 
requirements going forward. 
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
 

FOR THE YEAR ENDED JUNE 30, 2011 
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SECTION IV – PRIOR YEAR FINDINGS 
 
None noted 
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COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE 
UNDER SAS NO. 114 

 
December 1, 2011 

 
 
To the Honorable Mayor and Members of the City Council 
City of Troy, Michigan  
 
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 Troy, Michigan (the “City”) for the year 
ended June 30, 2011, and have issued our report thereon dated December 1, 2011.  Professional 
standards require that we provide you with the following information related to our audit. 
 
Our Responsibility Under Auditing Standards Generally Accepted in the United States of 
America and OMB Circular A-133 
 
As stated in our engagement letter dated February 23, 2011, our responsibility, as described by 
professional standards, is to express opinions about whether the financial statements prepared by 
management with your oversight are fairly presented, in all material respects, in conformity with 
accounting principles generally accepted in the United States of America.  Our audit of the 
financial statements does not relieve you or management of your responsibilities.   
 
In planning and performing our audit, we considered the City’s internal control over financial 
reporting in order to determine our auditing procedures for the purpose of expressing our 
opinions on the financial statements and not to provide assurance on the internal control over 
financial reporting. We also considered internal control over compliance with requirements that 
could have a direct and material effect on a major federal program in order to determine our 
auditing procedures for the purpose of expressing our opinion on compliance and to test and 
report on internal control over compliance in accordance with OMB Circular A-133. 
 
As part of obtaining reasonable assurance about whether the City’s financial statements are free 
of material misstatement, we performed tests of its compliance with certain provisions of laws, 
regulations, contracts and grants, 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. Also, in accordance with 
OMB Circular A-133, we examined, on a test basis, evidence about the City’s compliance with 
the types of compliance requirements described in the U.S. Office of Management and Budget 
(OMB) Circular A-133 Compliance Supplement applicable to each of its major federal 
programs for the purpose of expressing an opinion on the City’s compliance with those 
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requirements. While our audit provides a reasonable basis for our opinion, it does not provide a 
legal determination on the City’s compliance with those requirements. 
 
Planned Scope and Timing of the Audit 
 
We performed the audit according to the planned scope and timing previously communicated to 
you in our engagement letter and our meeting about planning matters on September 26, 2011. 
 
Significant Results of the Audit 
 
Qualitative Aspects of Accounting Practices  
 
Management is responsible for the selection and use of appropriate accounting policies.  In 
accordance with the terms of our engagement letter, we will advise management about the 
appropriateness of accounting policies and their application.  The significant accounting policies 
used by the City are described in Note 1 to the financial statements.  Other than the adoption of 
GASB Statement No. 54, which is described in Note 1 of the financial statements, no other new 
accounting policies were adopted and the application of existing policies was not changed during 
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.  There are no significant 
transactions that have been recognized in the financial statements in a different period than when 
the transaction occurred. 
 
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: 

 
� Management’s estimate of the useful lives of depreciable capital assets is based on 

the length of time it is believed that those assets will provide some economic benefit 
in the future. 

 
� Management’s estimate of the accrued compensated absences is based on current 

hourly rates and policies regarding payment of sick and vacation banks.  
 

� Management’s estimate of the allowance for uncollectible receivable balances is 
based on past experience and future expectation for collection of various account 
balances. 
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� Management’s estimate of the insurance claims incurred but not reported is based on 
information provided by the entity’s third party administrators and subsequent claims 
activity. 

 
� The assumptions used in the actuarial valuations of the employee retirement system 

pension plan, incentive plan for volunteer firefighters and the retiree health care trust 
fund plan (other post-employment benefits) are based on historical trends and 
industry standards.  

 
We evaluated the key factors and assumptions used to develop these estimates in determining 
that they are reasonable in relation to the financial statements taken as a whole. 
 
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. Management has corrected all such misstatements.  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 the financial statements taken as a whole. 
 

Disagreements with Management 
 
For purposes of this letter, professional standards define a disagreement with management as 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 attached 
management representation letter dated December 1, 2011. 
 
Management Consultations with Other Independent Accountants 
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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 Entity’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 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. 
 
This information is intended solely for the use of the City Council and management of the City 
and is not intended to be and should not be used by anyone other than these specified parties. 
 

Very truly yours, 

 



CITY OF TROY 
 

Attachment A - Consideration of Internal Control Over Financial Reporting 
 

For the Year Ended June 30, 2011 
 

 
 

-A-1- 

In planning and performing our audit of the financial statements of the City of Troy (the “City”) as 
of and for the year ended June 30, 2011, in accordance with auditing standards generally accepted 
in the United States of America, we considered the City’s internal control over financial reporting 
(internal control) 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’s internal control. Accordingly, we do not express an opinion on the 
effectiveness of the ’s internal control.  
 
A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to prevent, 
or detect and correct misstatements on a timely basis. A material weakness is a deficiency, or 
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.  
 
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 significant 
deficiencies or material weaknesses and, therefore, there can be no assurance that all such 
deficiencies have been identified. We did not identify any deficiencies in internal control that we 
consider to be material weaknesses. 
 
Other Matters 
 
Review and Approval of Journal Entries 
 
Currently, there is no procedure in place at the City for reviewing and approving journal entries 
which are being made by the accountants. Each accountant has the access to post entries into the 
general ledger without adequate review and approval over the journal entry. We recommend that the 
City implement procedures to ensure that journal entries are being reviewed and approved prior to 
posting into the general ledger.  
 
Cash Management 
 
During the fiscal year 2011, the City did not request the reimbursement of funds for expenditures 
related to the Highway Planning and Construction grants with the Michigan Department of 
Transportation. By waiting to request all funds after year-end, the City lost out on potential interest 
revenue which would have been received by having more cash in the bank. All requests for 
reimbursement were done in October 2011, subsequent to year-end. We recommend that the City 
request reimbursement of funds throughout the year as expenses are incurred.  

*  *  *  *  * 
















