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November 28, 2018

The Board of Education
Yonkers City School District
One Larkin Center

Yonkers, New York 10701

We have audited the financial statements of the Yonkers City School District, New York as of and for
the year ended June 30, 2018 and have issued our report thereon dated November 28, 2018.
Professional standards require us to communicate with you regarding audit matters that are, in our
professional judgment, significant and relevant to those charged with governance (“TCWG”) in
overseeing the financial reporting process. This communication is intended to provide you with these
required communications as well as other findings and information regarding our audit.

We are pleased to be of service to you and the Yonkers City School District, New York and appreciate
the opportunity to present our audit findings to you. We are also pleased to discuss other matters which
may be of interest to you and to answer any questions you may have.

This information is intended solely for the information and use of TCWG and management of the Yonkers
City School District, New York and is not intended to be and should not be used by anyone other than
these specified parties.

Very truly yours,

PKF O’Connor Davies, LLP
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Status of the Audit

Audit of Financial Statements

¢ Audit fieldwork is complete.
¢ The financial statements have been reviewed by management and issued.

¢ We have issued an unmodified report on the financial statements.



Required Communications and Other Matters

Required Item Comments

Auditor’s responsibility We have communicated such information in our engagement letter to
under professional you dated July 10, 2018. Generally, these responsibilities include:
standards and planned

scope and timing of the * Forming and expressing an opinion on the financial
audit statements.

* Obtaining reasonable assurance that the financial statements
are free of material misstatements, whether caused by error or
fraud.

* Accumulating and communicating uncorrected misstatements
to Those Charged with Governance (“TCWG”).

* Maintaining professional skepticism.

+  Communicating audit related matters that are, in our
professional judgment, significant to TCWG.

Supplementary information Our responsibility for the supplementary information accompanying
accompanying the financial | the financial statements is to evaluate the presentation of the
statements supplementary information in relation to the financial statements as a
whole and to report on whether the supplementary information is fairly
stated, in all material respects, in relation to the financial statements
as a whole.

With respect to such supplementary information, we made certain
inquiries of members of management and evaluated the form, content
and methods of preparing the information to determine that the
information complies with US GAAP, 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.

Other information in Our responsibility as auditors for other information in documents
documents containing containing the audited financial statements does not extend beyond
audited financial statements | the financial information identified in the audit report, and we are not
required to perform any procedures to determine that such other
information is properly stated.




Required Item Comments

Our responsibilities under In connection with our audit we performed tests of the Entity’s
the Yellow Book compliance with certain provisions of laws, regulations, contracts, and
grants. However, the objective of our tests was not to provide an
opinion on compliance with such provisions.

Our responsibilities In accordance with Uniform Guidance, we examined, on a test basis,
under Uniform Guidance evidence about the Entity’s compliance with the types of compliance
(Federal Single Audit) requirements described in the “U.S. Office of Management and Budget

(OMB) Uniform Guidance Compliance Supplement” applicable to each
of its major federal programs for the purpose of expressing an opinion
on the Entity’s compliance with those requirements. While our audit
provided a reasonable basis for our opinion, it does not provide a legal
determination on the Entity’s compliance with those requirements.

Responsibilities of Management’s responsibilities include:

management and TCWG

» The fair presentation of the financial statements, including the
selection of appropriate accounting policies.

» Establishing and maintaining effective internal control.

+ Complying with laws, regulations, grants and contracts.

* Providing the auditors with all financial records and related
information and a signed representation letter.

TCWG are responsible for communicating with the auditors and
overseeing the financial reporting process.

Both management and TCWG are responsible for:
» Setting the proper tone at the top.
+ Designing and implementing policies and controls to prevent
and detect fraud.

Qualitative aspects of The significant accounting policies are described in Note 1 to the
accounting practices - financial statements. There have been no initial selections of
Accounting Policies accounting policies and no changes in significant accounting policies

or their application during the reporting period that had a significant
impact on the financial statements, except for the adoption of
Governmental Accounting Standards Board Statement No. 75
“Accounting and Financial Reporting for Postemployment Benefits
Other Than Pensions” as disclosed in the notes to financial
statements.

The accounting policies of the Entity conform to U.S. generally
accepted accounting principles as applicable to state and local
governments. The Entity’s reports are based on all applicable GASB
pronouncements.




Required Item Comments

Qualitative aspects of No matters have come to our attention that would require us to inform
accounting practices — you about the methods used to account for significant unusual
Significant Unusual transactions.

Transactions

Qualitative aspects of Accounting estimates made by management are an integral part of the
accounting practices - financial statements and are based on management’s knowledge and
Accounting Estimates and experience about past and current events and assumptions about
Management’s Judgment future events. Actual results could differ from those estimates.

Certain accounting estimates are particularly sensitive because of
their significance to financial statements and their susceptibility to
change. The most sensitive estimates affecting the financial
statements are:

e Actuarial assumptions related to the Other Post Employment
Benefit Obligations (“OPEB”)

e Actuarial assumptions and proportionate share calculations
related to pension obligations

e Asset lives for depreciable capital assets

o Estimates of certain receivable balances and allowances for
uncollectible amounts

e Estimates for certain operating and long-term liabilities

Management believes that the estimates used and assumptions made
are adequate based on the information currently available. We
evaluated the key factors and assumptions used to develop the
estimates in determining that they are reasonable in relation to the
financial statements as a whole.

Qualitative aspects of Certain financial statement disclosures involve significant judgment
accounting practices - and are particularly sensitive because of their significance to financial
Financial Statement statement users. The most sensitive disclosure affecting the financial
Disclosures statements are:

e Other post employment benefit obligations payable

e Pension plan information

¢ Outstanding bonded indebtedness

e Fund balances

The financial statement disclosures are consistent and clear.

Difficulties encountered in We encountered no significant difficulties in dealing with management
performing the audit relating to the performance of our audit.




Required Item Comments

Corrected and uncorrected
misstatements

Professional standards require us to accumulate all known and likely
misstatements identified during the audit, other than those that we
believe are trivial, and communicate them to the appropriate level of
management.

We are required to communicate to you misstatements that remain
uncorrected, including any related to prior periods, and the effect, if
any, that they may have on the opinion in our report, and request their
correction. There are no such financial statement misstatements that
remain uncorrected.

In addition, we are required to communicate to you all material,
corrected misstatements that were brought to the attention of
management as a result of our audit procedures. Appendix 1
summarizes the material misstatements that were corrected by
management.

Disagreements with

For purposes of this communication, a disagreement with

representations

management management is a matter, whether or not resolved to our satisfaction,
concerning financial accounting, reporting, or auditing, which could be
significant to the financial statements or the auditors’ report. No such
disagreements arose during the course of the audit.

Management We have requested certain representations from management that are

included in the management representation letter (see Appendix 2).

Management’s
consultations with other
accountants

In some cases, management may decide to consult with other
accountants about auditing and accounting matters. Management
informed us that, and to our knowledge, there were no such
consultations with other accountants.

Auditor independence

We affirm that PKF O’Connor Davies, LLP is independent with respect
to the Entity in accordance with relevant professional standards.

Significant issues discussed
with management prior to
retention

We generally discuss with management a variety of matters, including
the application of accounting principles and auditing standards,
business conditions affecting the Entity and business plans and
strategies that may affect the risks of material misstatement. None of
the matters discussed and our responses thereto were a condition to
our retention as auditors.




In planning and performing our audit of the financial statements, we considered the Yonkers City School
District, New York’s (the “Entity”) internal control over financial reporting (“internal control”) as a basis
for designing audit procedures that are appropriate in the circumstances for the purpose of expressing
our opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Entity’s internal control. Accordingly, we express no such opinion.

Professional standards require that we communicate to you, in writing, all significant deficiencies and/or
material weaknesses in internal control that we identify in performing our audit. For this purpose,
deficiencies in internal control are categorized as follows:

¢ 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.

¢ A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is
less severe than a material weakness, yet important enough to merit attention by those charged with
governance.

Our consideration of internal control was for the limited purpose described in the first paragraph and was
not designed to identify all deficiencies in internal control that might be deficiencies, 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, as
defined above.

However, we share for your consideration on the following pages other observations about the internal
control and operations.

This communication is intended solely for the information and use of management and others charged
with governance and is not intended to be and should not be used by anyone other than these specified
parties. We will be pleased to discuss these communications and comments in further detail at your
convenience, or to assist you in implementing the recommendations.

Harrison, New York
November 28, 2018



Yonkers City School District, New York

Control Deficiencies

Internal Investment Pool and Internal Balances (Due to/from’s)

Current and historical accounting practice for the City and School District provide that the City’s
General Fund hold all cash for the School District and report any balances as interfund loans (Due
to/from City of Yonkers). Governmental Accounting Standards Board (“GASB”) guidance on the use
of internal investment pools requires that the fund or entity that has equity in the internal investment
pool report that equity as “cash” or “investment in internal investment pool” rather than as “Due from”
the fund or entity that is holding the cash.

In addition, the School District has significant balances in due to/from accounts between funds of the
School District, some of which have accumulated from prior years.

Recommendation

We recommend that the City and School District revise its procedures so that equity in internal
investment pools are properly reflected in accordance with GASB guidance. In addition, the City and
School District should clear all interfund loan balances (Due to/from’s) to the extent possible.
School Lunch Fund

The School Lunch Fund has an end of the year fund balance of $1,069,356, of which $293,391 is
nonspendable and $775,965 is assigned. During the 2018/2019 budget process, $1,087,018 was
utilized to balance the budget or $311,053 in excess of the available amount.

Recommendation

We recommend that the School District closely monitor the budget and project fund balance in order
to prevent utilizing more fund balance than is available.

Special Purpose Fund

The Special Purpose Fund is used to account for assets held by the School District in accordance
with the terms of a trust or scholarship agreement.

Inactive Trusts

Our review of the Special Purpose Fund indicated that for nineteen of these accounts, there was no
activity during the 2017 - 2018 fiscal years, other than interest earnings.

Recommendation

We recommend that the School District examine the status of all inactive accounts and, if applicable,
either transfer the monies into the General Fund or remit payments back to the appropriate depositor.

10



GASB Statement No. 84 — Fiduciary Activities

In January 2017, GASB issued Statement No. 84 “Fiduciary Activities”. 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. Previously issued guidance lacked the
necessary clarity to determine when a government had fiduciary responsibility for a certain activity. This
lack of clarity has resulted in a divergence in practice among financial statement preparers and auditors.

GASB Statement No. 84 establishes criteria for identifying fiduciary activities. The focus of the criteria is
on (a) whether a government controls the assets of the fiduciary activity and (b) the beneficiaries with
whom a fiduciary relationship exists. A government is considered in control of the assets if the
government holds the assets or has the ability to direct the use of the assets in a manner that provides
benefits to the specified or intended recipients. The assets also cannot be derived from the government’s
own source revenues (or from government-mandated or voluntary non-exchange transactions) and must
also have one or more of the following characteristics related to whom the assets will benefit:

Be administered through a trust

The government itself is not the beneficiary

Dedicated to providing benefits in accordance with the benefit terms

Legally protected from the government’s creditors for the benefit of individuals and the

government has no administrative or direct financial involvement with the asset
5) For the benefit of individuals and government has no administrative or direct financial
involvement with the assets

e

An activity meeting the above criteria should be reported in the basic financial statements in one of the
following four fiduciary funds, as applicable:

1) Pension (and other employee benefit) trust funds
2) Investment trust funds

3) Private-purpose trust funds

4) Custodial funds

Custodial funds should report fiduciary activities that are not reported in one of the first three fiduciary
funds noted above. The use of Agency funds has been eliminated with this Statement and replaced
with custodial funds.

Governments with activities meeting the above criteria will present a Statement of Fiduciary Net Position
(i.e., assets, deferred outflows of resources, liabilities, deferred inflows of resources and fiduciary net
position) and a Statement of Changes in Fiduciary Net Position (i.e., additions and deductions) for each
fiduciary fund type. Previous guidance for agency funds only required the presentation of assets and
liabilities, whereas the custodial funds require the same elements as the other fiduciary funds, including
net position.

The provisions of this Statement are effective for fiscal years beginning after December 15, 2018
(i.e., the School District’s financial statements for the year ended June 30, 2020) with earlier
application encouraged.
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GASB Statement No. 87 — Leases

Potentially pervasive changes are coming to lease accounting. Under the provisions of GASB Statement
No. 87, nearly every lease will be considered a capital lease. While local governments and school
districts would most likely be lessees in these kinds of transactions, some might also be involved in
transactions where they are the lessor of these assets.

Under this standard, lessees will now be required to recognize in their entity-wide Statement of Net
Position a lease liability and an intangible right-to-use lease asset when the lease begins. The intangible
asset will be similar to other capital assets by requiring amortization over the life of the lease term, similar
to depreciation of tangible capital assets. Also similar to other capital assets, leases will need to be
assessed for impairment.

Lessors will do the opposite. Lessors will recognize a lease receivable and a deferred inflow of resources
at the start of a lease. The receivable will be reduced and revenue recognized as lease payments are
received each year. The lessor will continue to report the capital asset on its own Statement of Net
Position.

Governments should review this standard early to anticipate what changes might need to be made to
policies, accounting procedures, laws and regulations. The provisions of this Statement are effective
for fiscal years beginning after December 15, 2019 (i.e., the School District’s financial statements
for the year ended June 30, 2021) with earlier application encouraged.

Uniform Guidance Procurement Standards — OMB Extends Procurement Grace
Period for One More Year

The Office of Management and Budget (OMB) has updated guidance for the procurement grace period
available to non-Federal entities under Uniform Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards (Uniform Guidance).

The update, as included in the Federal Register, allows for an additional one-year grace period for
implementation of the procurement standards set forth in the Uniform Guidance (2 CFR 200.317 through
200.326). Including the grace period, the implementation date for the revised procurement standards
will be effective for fiscal years beginning on or after December 26, 2017 (i.e., the School District’s
financial statements for the year ended June 30, 2019). A non-Federal entity that chooses to take
advantage of this grace period must document its choice in its internal records, noting whether it is in
compliance with the previous or revised procurement standards.

The new procurement standards apply to procurement of goods and services directly charged to a
Federal award. The standards do not apply to indirect costs and procurement of goods and services not
charged to a Federal award. The standards have a strong emphasis on procurement methodology to
achieve the goals of increased accountability and competition. The changes are designed to better
mitigate waste, fraud and abuse.
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General Requirements of the New Guidance - The following are the general requirements:

Non-Federal entities (such as not-for-profit entities and local governments) receiving Federal
awards must have their own documented (written) procurement procedures that conform to
reflect Federal law, Uniform Guidance standards, and any State laws and regulations.
Non-Federal entities must maintain oversight to ensure that contractors perform in accordance
with the terms of their contracts or purchase orders.

Non-Federal entities must maintain written conflict-of-interest policies if its employees engage in
the selection, award and administration of contracts. No employee, officer or agent may
participate in the selection, award, or administration of a contract funded by a Federal award if
he or she has an actual or apparent conflict of interest. This also applies to organizational
conflicts of interest if the non-Federal entity is unable or appears to be unable to be impartial in
conducting a procurement action involving a related organization.

Non-Federal entities should focus on greater economy and efficiency to promote cost-effective
use of services during the procurement process, and must avoid using Federal funds for the
acquisition of unnecessary and duplicative items.

Non-Federal entities must document and maintain records sufficient to detail the history of the
procurement steps and activities required to be completed. This includes the rationale for the
type of procurement, selection of contract type, and the basis for the contractor selection and
price.

Five Methods of Procurement - The Uniform Guidance outlines five methods of procurement:

Micro-Purchases: Purchases that individually do not exceed $10,000. To the extent practicable,
micro-purchases must be distributed equitably among qualified suppliers. No bid or quote
process is required.

Small Purchases: Used for purchases up to the Simplified Acquisition threshold, which is
currently $250,000. These include small and informal purchase methods for securing services,
supplies, or other property. Price or rate quotes must be obtained from an adequate number of
qualified sources.

Sealed Bids: Purchases over $250,000. Bids are publically solicited and a fixed price contract
(lump sum or unit price) is awarded to the responsible bidder whose bid, conforming to all
material terms and conditions of the invitation for bids, is the lowest in price. This method is most
commonly used for procurement of construction contracts.

Competitive Proposals: Purchases over $250,000. This method requires formal solicitation
from an adequate number of qualified sources, fixed-price or cost-reimbursement contracts, and
is used when sealed bids are not appropriate. Contracts must be awarded to the responsible firm
whose proposal is most advantageous to the program, with price and other factors considered.
Noncompetitive Proposals: These proposals only apply under unique circumstances.
Examples include when an item is available only from one source, when a public emergency
does not allow time for a competitive proposal process, when the Federal awarding agency
authorizes, or when the competition is deemed inadequate after proper solicitation.
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Changes to Government Auditing Standards

The U.S. Government Accountability Office, in July 2018, issued its 2018 revision to Government
Auditing Standards (i.e. “Yellow Book”). These changes will be the first changes since 2011 and are
designed to ensure the standards continue to meet the needs of the federal, state and local government
communities and the public these bodies serve. The following significant new audit requirement was
added to the 2018 revision:

As part of an audit under Government Auditing Standards, if auditors become aware of waste or abuse
that could be quantitatively or qualitatively material to the financial statements, auditors should perform
additional audit procedures to ascertain the potential effect on the financial statements.

Included in the application guidance are these definitions:

Waste is the act of using or expending resources carelessly, extravagantly, or to no purpose. Waste
involves the taxpayers not receiving reasonable value for money in connection with any government-
funded activities because of an inappropriate act or omission by parties with control over or access to
government resources. Importantly, waste can include activities that do not include abuse and does not
necessarily involve a violation of law. Rather, waste relates primarily to mismanagement, inappropriate
actions, and inadequate oversight.

Abuse is behavior that is deficient or improper when compared with behavior that a prudent person
would consider reasonable and necessary business practice given the facts and circumstances, but
excludes fraud and noncompliance with provisions of laws, regulations, contracts, and grant agreements.
Abuse also includes misuse of authority or position for personal financial interests or those of an
immediate or close family member or business associate. Because the determination of abuse is
subjective, auditors are not required to perform procedures to detect abuse in financial audits. Auditors
may discover that abuse is indicative of fraud or noncompliance with provisions of laws, regulations,
contracts, and grant agreements.

The 2018 revision of Government Auditing Standards is effective for financial audits for periods ending
on or after June 30, 2020. Early implementation is not permitted.

New Rules for Auditor Involvement in Exempt Offering Documents

In July 2017, the Auditing Standards Board released Statement on Auditing Standards No. 133 Auditor
Involvement With Exempt Offering Documents. This addresses the auditor’s responsibilities when the
auditors’ report on the financial statements is included, or incorporated by reference, in an exempt
offering document such as for municipal bond offerings AND the auditor is considered “involved” in the
exempt offering document.

An auditor is considered involved in an exempt offering document if the auditor:

1. assists the entity in preparing information (in addition to the financial statements) that will be
included in the document,

2. reads a draft of the exempt offering document at the entity’s request,

3. auditor issues a comfort or similar letter or an agreed-upon procedures report on information
included in the exempt offering document,

14



5.
6.
7

participates in due diligence discussions with underwriters, placement agents, broker-dealers, or
other financial intermediaries in connections with the exempt offering,

issues any attestation report on information relating to the exempt offering,

provides written agreement for the use of an auditors’ report in the exempt offering,

updates an auditors’ report for inclusion in the exempt offering document

When the auditor is considered involved, the auditor is required to do additional procedures outside the
scope of the audit. These steps include reading the offering document in order to identify material
inconsistencies with the audited financial statements. The auditor must also perform procedures to
review events subsequent to the issuance of the audit report and up to the issuance of the exempt
offering document. Finally, the auditor must obtain written representations from management.

This should be done before the offering document is released.

The provisions of this standard are effective for exempt offering documents initially distributed,
circulated or submitted on or after June 15, 2018.
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Appendix 1

Corrected Misstatements

Debt Service

To book refunding bonds in the current year

460 1000 OD code - refund bond issuance costs 292,896.00

460 9700 OD code- payment to refunded bond escrow 44,812,950.00

460 5700 OD code - refunding bond issued 39,387,000.00

460 5701 OD code - issuance premium 5,718,846.00
Total

45,105,846.00 45,105,846.00




Appendix 2

Management Representation Letter
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Appendix 3

About PKF O’Connor Davies, LLP
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