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Report on Matters Identified as a Result of
the Audit of the Basic Financial Statements

Honorable Mayor and Members
of the City Council

City of Cascade

Cascade, Iowa

In planning and performing our audit of the basic financial statements of the governmental activities,
business-type activities, each major fund, and the discretely presented component unit of the City of
Cascade, as of and for the year ended June 30, 2021, 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, we considered
the City's 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 opinions on the
basic 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 over financial reporting.

Our consideration of internal control was for the limited purpose described in the preceding paragraph
and was not designed to identify all deficiencies in internal control that might be material weaknesses or
significant deficiencies and, therefore, material weaknesses or significant deficiencies may exist that
were not identified. In addition, because of inherent limitations in internal control, including the
possibility of management override of controls, misstatements due to error, or fraud may occur and not
be detected by such controls. However, as discussed below, we identified certain deficiencies in internal
control that we consider to be significant deficiencies.

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 over financial reporting, such that there is a reasonable
possibility that a material misstatement of the City's basic financial statements will not be prevented, or
detected and corrected, on a timely basis. A reasonable possibility exists when the likelihood of an event
occurring is either reasonably possible or probable as defined as follows:

e Reasonably possible. The chance of the future event or events occurring is more than remote but
less than likely.

e Probable. The future event or events are likely to occur.

We did not identify any deficiencies in internal control that we consider to be material weaknesses.
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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. The significant deficiency identified is stated within this letter.

The accompanying memorandum also includes financial analysis provided as a basis for discussion. The
matters discussed herein were considered by us during our audit and they do not modify the opinion

expressed in our Independent Auditor's Report dated November 18, 2021, on such statements.

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

:Bugm\(.b\’. Ltd.

Minneapolis, Minnesota
November 18, 2021
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City of Cascade
Significant Deficiency

Lack of Segregation of Accounting Duties

During the year ended June 30, 2021, the City and Utility had a lack of segregation of accounting duties
due to a limited number of office employees. The lack of segregation of accounting duties could
adversely affect City's and Utility's ability to initiate, record, process, and report financial data consistent
with the assertions of management in the basic financial statements. Adequate segregation of accounting
duties is in place when the following four areas of a transaction have been separated: authorization,
custody, recording, and reconciliation. Examples of functions within the City and Utility that
demonstrate this lack of segregation of accounting duties include, but are not limited to, the following:

e (Cash Disbursements — The City Clerk and Utility Manager input purchases into the system, print
the checks, and reconcile the bank accounts. The City Administrator initials the bank
reconciliations for the City.

e (Cash Receipts — The City Clerk and Utility Manager are responsible for collecting receipts,
recording receipts, making bank deposits, and preparing the bank reconciliations. For pool
receipts, there are instances where the pool manager initiates sales, records attendance, and count
the deposits. The City Administrator initials the bank reconciliations for the City.

o Utility Billing Process — The Utility Manager imports the meter readings in customer accounts,
creates, sends and tracks the bills and receives payments. The Utility Clerk also has access to
make adjustments to the billing system.

e Payroll — The City Clerk and Utility Manager are responsible for entering the time and pay rate
information into the payroll system. The City and Utility include payroll deduction
disbursements in the listings provided to City Council and the Board of Trustees. The City Clerk
and Utility Manager are also responsible for the bank reconciliation. The City administrator
initials the payroll registers for the City.

¢ Financial Reporting — The City Clerk and Utility Manager are responsible for month-end and
year-end reconciliations and reporting and have full access to the accounting system including
the ability to make adjustments. We did not note any inappropriate journal entries as part of our
audit.

Management, City Council, and the Board of Trustees are aware of this condition and have taken certain
steps to compensate for the lack of segregation. City management has implemented certain
compensating controls to help mitigate the risk of lack of segregation of accounting duties including
review of bank reconciliations by the City Administrator, Council review of disbursement listings, and
review of payroll reports by the City Administrator. However, due to the number of staff needed to
properly segregate all of the accounting duties, the costs of obtaining desirable segregation of
accounting duties can often exceed benefits which could be derived. However, management, City
Council, and the Board of Trustees must remain aware of this situation and should continually monitor
the accounting system, including changes that occur.
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Required Communication

We have audited the basic financial statements of the governmental activities, each major fund, and
discretely presented component unit of the City as of and for the year ended June 30, 2021. Professional
standards require that we advise you of the following matters related to our audit.

Our Responsibility in Relation to the Basic Financial Statement Audit

As communicated in our engagement letter, our responsibility, as described by professional standards, is
to form and express opinions about whether the financial statements prepared by management with your
oversight are presented fairly, in all material respects, in accordance with accounting principles
generally accepted in the United States of America. Our audit of the financial statements does not
relieve you or management of its respective responsibilities.

Our responsibility, as prescribed by professional standards, is to plan and perform our audit to obtain
reasonable, rather than absolute, assurance about whether the financial statements are free of material
misstatement. An audit of financial statements includes consideration of internal control over
financial reporting as a basis for designing audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness of the City's internal control over
financial reporting. Accordingly, as part of our audit, we considered the internal control of the City
solely for the purpose of determining our audit procedures and not to provide any assurance
concerning such internal control.

We are also responsible for communicating significant matters related to the audit that are, in our
professional judgement, relevant to your responsibilities in overseeing the financial reporting process.
However, we are not required to design procedures for the purpose of identifying other matters to
communicate to you.

Our responsibility for the supplementary information accompanying the financial statements, as
described by professional standards, is to evaluate the presentation of the 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.

Our responsibility with respect to the other information in documents containing the audited financial
statements and auditor's report does not extend beyond the financial information identified in the report.
We have no responsibility for determining whether this other information is properly stated. This other
information was not audited and we do not express an opinion or provide any assurance on it.

Our Responsibility in Relation to Government Auditing Standards

As communicated in our engagement letter, part of obtaining reasonable assurance about whether the
basic financial statements are free of material misstatement, we performed tests of the City 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 basic financial statement amounts.
However, the objective of our tests was not to provide an opinion on compliance with such provisions.

Planned Scope and Timing of the Audit
We conducted our audit consistent with the planned scope and timing we previously communicated to
you.
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Required Communication

Compliance with All Ethics Requirements Regarding Independence
The engagement team, others in our firm, as appropriate, our firm, and our network firms have complied
with all relevant ethical requirements regarding independence.

Qualitative Aspects of Significant Accounting Practices

Significant Accounting Policies

Management has the responsibility to select and use appropriate accounting policies. A summary of the
significant accounting policies adopted by the City is included in notes to the basic financial statements.
There have been no initial selection of accounting policies and no changes to significant accounting
policies or their application during 2021. No matters have come to our attention that would require us,
under professional standards, to inform you about (1) the methods used to account for significant
unusual transactions and (2) the effect of significant accounting policies in controversial or emerging
areas for which there is a lack of authoritative guidance or consensus.

Significant Accounting Estimates

Accounting estimates are an integral part of the basic financial statements prepared by management and
are based on management's current judgements. Those judgements are normally based on 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 basic financial statements and
because of the possibility that future events affecting them may differ markedly from management's
current judgements. The most sensitive estimate affecting the basic financial statements is:

Expense Allocation — The City is currently allocating salaries among Governmental and Enterprise
Funds. The costs are allocated based on management's estimates.

We evaluated the key factors and assumptions used to develop the accounting estimates and determined
that they are reasonable in relation to the basic financial statements taken as a whole and in relation to
the applicable opinion units.

Financial Statement Disclosures

Certain financial statement disclosures involve significant judgment and are particularly sensitive
because of their significance to financial statement users. The financial statement disclosures are neutral,
consistent, and clear.

Significant Difficulties Encountered during the Audit
We encountered no significant difficulties in dealing with management relating to the performance of
the audit.

Uncorrected and Corrected Misstatements

For the purposes of this communication, 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. Further, professional standards require us to
also communicate the effects of uncorrected misstatements related to prior periods on the relevant
classes of transactions, account balances or disclosures, and the basic financial statements as a whole.
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Uncorrected and Corrected Misstatements (Continued)
Management did not identify and we did not notify them of any uncorrected basic financial statement
misstatements.

In addition, professional standards require us to communicate to you all material, corrected
misstatements that were brought to the attention of management as a result of our audit procedures.
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 basic financial statements taken as a whole.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a
matter, whether or not resolved to our satisfaction, concerning a financial accounting, reporting, or
auditing matter, which could be significant to the City's basic financial statements or the auditor's
report. No such disagreements arose during the course of our audit.

Representations Requested from Management
We have requested certain written representations from management, which are included in the
management representation letter.

Management's Consultations with Other Accountants

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

Other Significant Matters, Findings, or Issues

In the normal course of our professional association with the City, we generally discuss a variety of
matters, including the application of accounting principles and auditing standards, operating, and
regulatory conditions affecting the City, and operating plans and strategies that may affect the risks
of material misstatement. None of the matters discussed resulted in a condition to our retention as
the City's auditor.

Other Information in Documents Containing Audited Basic Financial Statements

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

We were not engaged to report on the other information accompanying the financial statements, but are
not RSI. Such information has not been subjected to the auditing procedures applied in the audit of the
financial statements, and accordingly, we do not express an opinion or provide any assurance on it.
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Financial Analysis

The following pages provide graphic representation of select data pertaining to the financial position and
operations of the City for the past five years. Our analysis of each graph is presented to provide a basis
for discussion of past performance. We suggest you review each graph and document if our analysis is
consistent with yours.

General Fund
Receipts exceeded disbursements by $253,813 in 2021, after other financing sources and uses, the
General Fund cash balance increased by $274,502.

The following bar graph highlights the General Fund operations for the past five years. The receipts and
disbursements below do not include other financing sources or uses, such as operating transfers,
proceeds from sale of capital assets, and debt proceeds.

The City's fund balance policy states that the City will have 20% of the next year's budgeted
expenditures in unassigned fund balance. Unassigned fund balance of $560,125 at June 30, 2021,
represents 42.8% or about 5 months of annual disbursements based on 2021 disbursement levels.

‘ General Fund Activity
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General Fund Receipts
|General Fund Receipts
$2,500,000
$2,000,000
$1,500,000
$1,000,000
$500,000
- 2017 2018 2019 2020 2021
@ Taxes and Assessments $579,314 $703,318 $740,124 $776,902 $817,307
B Intergovernmental 47,770 46,213 97,119 448,490 262,292
@ Licenses, Permits, Charges and Fines 358,251 358,929 374,192 423,518 426,908
O Miscellaneous and Investment Income 77,186 58,275 96,996 539,195 55,199

General Fund receipts decreased approximately 28.6%, or $626,399, during 2021. Miscellaneous
revenue decreased $483,996 due to a large amount of donations received for the pool construction

project in 2020. Intergovernmental revenues decreased $186,198 due to decreased state grants received
during 2021 as well as receiving a federal grant for fire department equipment in 2020. Taxes and
assessments revenue increased $40,405 due to an increase in the tax levy.

In addition to the receipts discussed above, the General Fund also received cash in the form of transfers
from other funds totaling $62,240 in 2021.



General Fund Disbursements

City of Cascade
Financial Analysis

| General Fund Disbursements

$1,400,000
$1,200,000 A
$1,000,000 -
$800,000 -
$600,000 A
$400,000 -
$200,000 -
$ 1 2017 2018 2019 2020 2021
B General Government $306,374 $493,387 $297,857 $270,632 $275,212
O Public Safety 262,850 228,231 289,647 262,520 269,310
B Public Works 218,795 237,100 257,240 273,182 278,633
B Community and Economic Development 20,000 20,000 170,000 70,000 149,322
@ Culture and Recreation 197,023 189,033 183,542 181,684 191,591
O Capital Outlay 280,830 96,298 86,966 165,318 143,825

General Fund disbursements increased in 2021, from $1,223,336 in 2020 to $1,307,893 in 2021. This
was an increase of $84,557 or 6.9%. The largest increase occurred in community and economic
development which increased $79,322 due to a fagade reimbursement program in 2021. All other
categories of expenditures were similar to the prior year.

In addition to the expenditures discussed above, the General Fund also expended cash in the form of

transfers to other funds totaling $41,551 in 2021.
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Enterprise Funds
The following graph shows the operating income for the Enterprise Funds for the last five years.

Operating Income - Enterprise Funds
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@ Water $119,422 $129,140 $103,555 $66,016 $20,305
B Sewer 478,539 539,257 527,932 569,056 536,644

In 2021, the Water Fund had an operating income of $20,305, which is a decrease of $45,711 from
2020. The operating income decreased compared to the prior year due to the purchase of a payloader in
2021.

The Sewer Fund's 2021 operating income was $536,644, which is a decrease of $32,412 from 2020.
This decrease in operating income was due to the purchase of a payloader in 2021.

We recommend the City continue to monitor operating costs in the Enterprise Funds to ensure rates are
sufficient to provide continued operating income and to cover debt payment requirements.
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Enterprise Funds (Continued)
The following graph illustrates the total cash and cash equivalents for the Enterprise Funds for the last
five years.

\Enterprise Fund Cash Position
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Cash balances of the Sewer Fund have remained relatively consistent since 2018. Cash balances of the
Water Fund were relatively consistent since from 2017-2020, balance decreased in 2021 due to paying

off the revenue bond early as well as the purchase of a payloader.
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