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In planning and performing our audit of the financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the City of Lowell, Massachusetts as
of and for the fiscal year ended June 30, 2014, 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 City’s internal control.

However, during our audit we became aware of several matters that are opportunities for strengthening internal
controls and operating efficiency. The memorandum that accompanies this letter summarizes our comments and
suggestions regarding those matters.

We will review the status of these comments during our next audit engagement. We have already discussed
these comments and suggestions with various City personnel, and 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.

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

Rrwirs + Audlinam | LLC

January 30, 2015
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Prior Year Comments - Resolved



The following comments were resolved during the current year. Please see the June 30, 2013 Management
Letter for the complete original comments.

CENTRALIZATION OF CHAPTER 30B PROCUREMENT PRACTICES
ASSESSOR’S MEETING MINUTES

SCHOOL DEPARTMENT I-9 DOCUMENTATION



Prior Year Comments - Unresolved



INDIVIDUAL FUND CASH RECONCILIATIONS

Prior Year Comment

In previous management letters we noted that certain bank accounts associated with specific general ledger
accounts are not individually reconciled each month. An example of this would be a trust fund that has a specific
bank account assigned to it to record cash activity (i.e. not part of pooled cash). In situations like this, the bank
account should be equal to the trust fund balance reported on the general ledger.

Current Status

No action to resolve this comment was taken during 2014.

Continuing Recommendation

We continue to recommend that additional procedures be implemented to reconcile cash by fund and by account.
By adding this procedure to the reconciliation process, cash transfers will occur in a timely manner and the
potential for reporting an inaccurate cash balance for a City activity will be minimized.

FIXED ASSETS

Prior Year Comment

In previous management letters we noted that the City has worked to compile a detailed listing of all assets
owned. Maintaining this list requires the recognition of additions, deletions, disposals and transfers of fixed
assets. At this time the City has implemented procedures to account for yearly fixed asset additions however,
procedures still need to be implemented to properly account for deletions, disposals or transfers. In order to
maintain a complete and accurate fixed asset listing the City needs to work on developing procedures to facilitate
accurate fixed asset reporting.

Current Status
No action to resolve this comment was taken during 2014.

Continuing Recommendation

We recommend that management implement the use of fixed asset tracking software to facilitate the accounting
for fixed assets. We also continue to recommend that management develop and implement procedures to track
deletions, disposals and transfers of fixed assets.



OLD OUTSTANDING RECEIVABLES

Prior Year Comment

In previous management letters we noted that the Collector’s Office is carrying many types of receivable balances
that are greater than five years old. For receivables that cannot be liened the likelihood of collection at this time is
significantly diminished.

Although the balances are deferred, they cause the reconciliation process to be more difficult.

Current Status

Significant progress has been made in this area. During 2013 the City undertook a project to cleanup old
balances related to parking tickets. All receivable balances prior to 2007 were written off, and all current balances

were outsourced to an outside management company for maintenance.

The Collector is continuing to work to analyze receivable accounts. We noted that currently boat and motor
vehicle excise receivables are being carried back to the year 1999.

Continuing Recommendation

We continue to recommend that the Collector’s Office determine which receivable balances should be considered
uncollectible, are not eligible to be liened and should ultimately be written off.

ACCOUNTS NOT MAINTAINED BY TREASURER AND ACCOUNT SIGNORS

Prior Year Comment

In previous years through a confirmation letter process with local banks, it came to our attention that there were
various unauthorized bank accounts existing under the City’s tax identification number. In addition, there were
several accounts that had the previous treasurer as an authorized signer.

Current Status

During the current year we noted several accounts that were not maintained by the City as well as various
accounts that listed a previous treasurer as an authorized signer. Also, now that the City has a new Treasurer, all
accounts should be reviewed to determine if the banks have the most up to date information regarding allowable

signors.

Continuing Recommendation

We continue to recommend that the City investigate these unauthorized accounts and have them either closed or
brought under the Treasurer’s control. Furthermore, all accounts that are under the City’s control should have the
current Treasurer as the authorized signer.



CURRENT YEAR COMMENTS



OLD OUTSTANDING CHECKS

Current Year Comment

We noted that the bank reconciliation for the vendor and payroll accounts report outstanding checks greater than
three months old as reconciling items. In most instances, checks not cashed timely after the issue date indicates
that the checks were either reissued, lost or are being held. As part of internal controls over cash disbursements
and expenditures, the aging of outstanding checks should be monitored to ensure they are true outstanding
checks.

Recommendation

We recommend the Treasurer’s Office investigate the existing outstanding checks greater than three months old
and take appropriate action to remove such checks from the reconciliation. We also recommend that procedures
be implemented to investigate such outstanding checks on a monthly basis.

TAX FORECLOSURES

Current Year Comment

The City did not have procedures in place to reconcile the general ledger balance for tax foreclosures to the
Collector’s foreclosure records during 2014. As a result, we noted that none of the current year activity was
recorded in the general ledger, which required a year-end adjustment of $328,000. Reconciling both the activity
and the ending balance of tax foreclosures is an integral internal control procedure over an important revenue
source of the City.

Recommendation

We recommend that the City implement procedures to reconcile the foreclosure balances and activity from the
general ledger to the Collector’s records on at least a quarterly basis.

BOAT EXCISE TAXES

Current Year Comment

Massachusetts General Law, Chapter 60B, mandates the collection and assessment of boat excise taxes, for
each year, on each vessel in the City that it is docked, moored, or principally situated. Boat excise tax bills were
not processed by the Assessor’s Office for years 2013 and 2014. Although the total commitment for these bills is
inconsequential to the City, these estimated revenues have been included as a budgeted funding source for the
General Fund for each year and are required to be assessed in accordance with Massachusetts General Law.
This ultimately reduces the City’s free cash balance as the bills are not being sent out and therefore not collected.

Recommendation

We recommend that the Assessor’ Office process the 2013 and 2014 bills for boat excise taxes. Furthermore, we
recommend that all commitments for taxes be processed in a timely manner, consistent with Massachusetts
General Laws.



INFORMATIONAL COMMENTS



OTHER POSTEMPLOYMENT BENEFIT ACTUARIAL VALUATION

Comment

The City has met the requirements for the implementation of GASB Statement #45, Accounting and Financial
Reporting for Postemployment Benefits Other than Pensions, and must acknowledge the requirements necessary
to stay in compliance with the GASB and obtain the information necessary to complete the City’s annual audit.
For financial reporting purposes, an actuarial valuation is required by the City at least biennially. Consequently,
the City is required to have a new actuarial valuation dated July 1, 2014, in order to remain compliant with GASB
Statement #45 for 2015 and 2016.

In May 2014, the GASB issued an exposure draft for a new GASB Statement that will replace Statement #45.
This new GASB will require the City to recognize the entire unfunded OPEB liability on the Statement of Net
Position and to report an OPEB expense in the Statement of Activities which would be calculated by an Actuary
through a comprehensive measurement process. There will also be additional note disclosures and trend
schedules included in the required supplementary information. This statement is currently scheduled to be
finalized by June of 2015 and will be effective for fiscal year 2018. Compliance with the new requirements will
require a more in-depth analysis of the changes in the unfunded OPEB liability from year to year and will require
update procedures to be performed in years when a full actuarial valuation is not completed.

Recommendation

We recommend that the City become familiar with the upcoming reporting requirements and work with their
actuary to remain compliant with GASB Statement #45 and to prepare for the upcoming reporting changes.

FUTURE GOVERNMENT ACCOUNTING STANDARDS BOARD (GASB) STATEMENTS FOR PENSIONS AND
OPEB

Comment

The GASB has issued new pronouncements that will significantly affect the accounting and reporting
requirements for Pensions and Other Postemployment Benefits (OPEB). These new standards will start to phase
in during fiscal year 2015 and will substantially impact your financial statements and will also affect the
requirements for accumulating the necessary data to meet the reporting requirements.

The new standards that have been issued and their effective dates are as follows:

e The GASB issued Statement #67, Financial Reporting for Pension Plans, an amendment of GASB
Statement No. 25, which is required to be implemented in 2015.

e The GASB issued Statement #68, Accounting and Financial Reporting for Pensions, an amendment of
GASB Statement No. 27, which is required to be implemented in 2015.

As discussed in the previous comment, the GASB has also issued 2 exposure drafts which will similarly affect
accounting and financial reporting for OPEB Plans. The GASB is encouraging earlier application of these
standards.



To briefly summarize these new standards —

» GASB #67 and #68 will substantially change the reporting for pension liabilities and expenses. Changes
in the pension liability will be immediately recognized as pension expense or reported as deferred
outflows/inflows of resources depending on the nature of the changes. Substantial changes to methods
and assumptions used to determine actuarial information for GAAP reporting purposes will be required.
Current actuarial methods may continue to be used to determine funding amounts. Employers will report
in their financial statements a net pension liability (asset) determined annually as of the fiscal year end.
Net pension liability (asset) equals the total pension liability for the plan net of the plan net position.
Pension liability is the actuarial present value of projected benefits attributed to past service, and plan net
position is the accumulated plan assets net of any financial statement liabilities of the plan.

» Similar standards will be issued related to unfunded OPEB liabilities.

As a result of the new standards, the City should expect to record significant pension and OPEB liabilities in
the future and should begin planning to be prepared to implement the new standards.
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