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Financial Audit

Requirements

City Charter (Article VII-16) requires an independent audit by
a certified public accountant (CPA) at the close of each fiscal
year. The CPA shall be independent from the City or any of its
officers. Upon completion, the results shall be published
immediately.

Financial policies (Accounting, Auditing, and Financial
Planning #2) requires an annual audit by an independent CPA
firm and issuance of the CAFR no later than 6 months
following fiscal year-end.

Financial policies (Accounting, Auditing, and Financial
Planning #3) requires presentation to the Audit and Finance
Committee of the results of the annual audit by the CPA firm
no later than 60 days following the issuance of the CAFR.

Debt agreements, including bonds and loans, also often
require an independent audit.




Thank You!

o Mayor and Council members, for your
continued support of the City’s goal of
excellence in all aspects of financial
management

o City Manager and his Executive team, Chief
Financial Officer, and Department Directors, for
your support of the Controller’s Office and
support of excellence in financial management

o City staff, especially the staff in the Controller’s
Office for their many hours of dedicated service
toward completion of these reports

o Deloitte, for the professional and thorough
manner in which they conducted this audit
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Deloitte & Touche LLP

= 500 West Second Street
Suite 1600
Austin, TX 78701-4671

USA

Tel: +1 512 691 2330
Fax:+1 512 708 1035
www.deloitte.com

March 6, 2020

The Audit and Finance Committee

200 W Cesar Chavez St Ste 200

Austin, Texas 78701

Dear Audit and Finance Committee,

We have performed an audit of the basic financial statements of the City of Austin, Texas (the “City”) as of and for the year ended September 30, 2019, in accordance
with auditing standards generally accepted in the United States of America ("GAAS"”) and Government Auditing Standards ("GAS"”) and have issued our report thereon
dated March 6, 2020.

We are not aware of any relationships, including non-audit services, between Deloitte & Touche LLP ("D&T") and its subsidiaries, the member firms of Deloitte Touche
Tohmatsu Limited, and their respective affiliates and the City that, in our professional judgment, may reasonably be thought to bear on our independence.

We have prepared the following comments to assist you in fulfilling your obligation to oversee the financial reporting and disclosure process for which management of the
City is responsible. This report is intended solely for the information and use of management, the Audit and Finance Committee, and others within the organization and is
not intended to be and should not be used by anyone other than these specified parties.

Yours truly,
\ >cldm&'ﬁu% g

cc: Management of City of Austin, Texas
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Our Responsibility under Generally Accepted Auditing Standards

» Audit of the 2019 Financial Statements
- Audit performed in accordance with GAAS and Government Auditing Standards
- Unmodified Opinion on the financial statements
- Reference to Other auditors for Discretely Presented Component Units
* Other
- Required supplementary information
- Other supplementary information
- Other information in the CAFR
* Our responsibilities
- Described in our contract dated July 1, 2018 and our engagement letter dated September 27, 2019
- Management and Audit and Finance Committee of the City Council’s responsibilities

- See details of our responsibilities in Appendix A

Copyright © 2020 Deloitte Development LLC. All rights reserved. City of Austin Fiscal Year 2019
Results of the Audit of the Financial Statements, Including Control-Related Matters



Significant Accounting Policies & Accounting Estimates

« Significant accounting policies
- Included in Note 1 of the City’s FY 2019 basic financial statements

- Not aware of any significant changes

« Significant Accounting estimates

Other Post Employment Benefits and related balances

Pension Liabilities and related balances

Asset Retirement Obligations — Environmental Liabilities

Deferred Amounts related to Regulated Operations

See assessment in Appendix B
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Uncorrected & Corrected Misstatements

* Uncorrected misstatements

- Audit designed to obtain reasonable assurance about whether the financial statements are free of material misstatement, whether
caused by error or fraud

- See summary of uncorrected misstatements that were determined immaterial at Appendix C

» Corrected misstatements

- Termination of an interest rate swap derivative in association with a debt refunding: Resulted in a decrease in other nonoperating

expenses of $12.4 million and increases in deferred outflows of resources and interest expenses of $11.7 million and $0.7 million,
respectively.

- Treatment of deposits in escrow for an in-progress construction contract: Resulted in a decrease in capital outlay $35 million and an
increase in other assets in the capital projects fund of $35 million.
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Other Items

« Written representations from management included as Appendix D
+ Discussions with other accountants
» Subcontractors
« Control-related matters included as Appendix E
« Status of Other Procedures
- Single Audit Report - in progress
- Passenger Facility Charges (PFCs) Report - in progress

- Texas Commission on Environmental Quality (TCEQ) Agreed Upon Procedures Report
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Appendices

« Appendix A: Our Responsibilities under Generally Accepted Auditing Standards
« Appendix B: Accounting Estimates

« Appendix C: Summary of Uncorrected Misstatements

« Appendix D: Representations from Management

* Appendix E: Matters Related to Internal Control over Financial Reporting
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Appendix A - Our Responsibility Under Generally Accepted Auditing
Standards

Our responsibility under generally accepted auditing standards has been described in our contract dated July 1, 2018 and our engagement letter
dated September 27, 2019, a copy of which has been provided to you. As described in that letter, the objective of a financial statement audit
conducted in accordance with generally accepted auditing standards is to express an opinion on whether each opinion unit in the City’s basic
financial statements and the accompanying supplementary information, in relation to the basic financial statements as a whole are presented
fairly, in all material respects, in accordance with accounting principles generally accepted in the United States of America (“generally accepted
accounting principles)” and perform specified procedures on the required supplementary information for the year ended September 30, 2019.
Our responsibilities under generally accepted auditing standards include forming and expressing an opinion about whether the financial
statements that have been prepared by management with the oversight of the Audit and Finance Committee of the City Council are presented
fairly, in all material respects, in conformity with generally accepted accounting principles. The audit of the financial statements does not relieve
management or the Audit and Finance Committee of the City Council of their responsibilities.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures
selected depend on our judgment, including the assessment of the risks of material misstatement of the financial statements, whether caused by
fraud or error. In making those risk assessments, we considered internal control over financial reporting relevant to the City’s preparation and fair
presentation of the financial statements in order to design audit procedures that were 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, we do not express an opinion on the
effectiveness of the City’s internal control over financial reporting. Our consideration of internal control over financial reporting was not designed
to identify all deficiencies in internal control over financial reporting that might be significant deficiencies or material weaknesses.

We did not audit the financial statements of the discretely presented component units. Those statements were audited by other auditors whose
reports have been furnished to us, and our opinion, insofar as it relates to the amounts included for the discretely presented component units, is
based solely on the reports of the other auditors.

Copyright © 2020 Deloitte Development LLC. All rights reserved. City of Austin Fiscal Year 2019 8
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Appendix A - Our Responsibility (cont.)

When audited financial statements are included in documents containing other unaudited information such as certain information in the City’'s
comprehensive annual financial report ("CAFR"), we read the unaudited information and consider whether it, or the manner of its presentation, is
materially inconsistent with the information in the financial statements audited by us.

We have read the other information in the City’s CAFR and inquired as to the methods of measurement and presentation of such information. We
did not note any material inconsistencies or obtain knowledge of a material misstatement of fact in the other information.

Required supplementary information, although not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board. We applied certain limited procedures to the required supplementary information, which consisted of inquiries of management
about the methods of preparing the information and comparing the information for consistency with management’s responses to our inquiries,
the basic financial statements, and other knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with sufficient evidence to express an opinion or
provide any assurance.

Copyright © 2020 Deloitte Development LLC. All rights reserved. City of Austin Fiscal Year 2019 9
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Appendix B - Accounting Estimates

Overview Qualitative Assessment

Total Other Postemployment benefits (OPEB) Liability and Related Balances

« Management engages an actuary to perform a valuation e Performed data analysis and other audit procedures of the
with the objective of estimating the total OPEB liability underlying data used by the actuary to develop the
(TOL) for the City’s other postemployment benefit plan in assumptions and estimates

accordance with GASB 75.
e Involved Deloitte actuarial specialists in the evaluation of

- With data provided by the City on the plan participants and the City’s actuarial valuation, including the calculations and
with management’s oversight, the actuary makes certain the reasonableness of assumptions
assumptions about the plan participants, discount rate,
mortality, rate of salary increases, inflation rate, and
healthcare costs trends to develop the estimated TOL.

e Reviewed the related disclosures for accuracy and
consistency with the actuarial study and GAAP requirements

e Management’s methodology and resulting amounts were

« This valuation is performed biennially and projected deemed reasonable

forward to the off years as permitted by GAAP. The liability
was measured as of December 31, 2017 and rolled forward
to December 31, 2018.

Copyright © 2020 Deloitte Development LLC. All rights reserved. City of Austin Fiscal Year 2019
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Appendix B - Accounting Estimates (cont.)

Overview Qualitative Assessment

Net Pension liability and related balances for City’s participation in three pension plans

+ Management obtained information from the three pension
plans including actuarial valuations, audited plan financial
statements, and census data.

« After evaluating the information received from the three
plans, management used the information to calculate the
balances that needed to be recorded in the current year
based on a measurement date of December 31, 2018.

« The net pension liability, pension expense, and the related
balances were allocated to the funds using annual
contributions made by each fund during the measurement
period.

« During FY19, there was a change in assumptions for the
Police pension plan resulting in an indefinite funding period
which resulted in a lower discount rate and change in the
net pension liability.

Copyright © 2020 Deloitte Development LLC. All rights reserved.

Agreed the total pension liability and fiduciary net position
as well as certain disclosures from the audited plan financial
statements and actuarial reports to the City’s disclosures

Involved Deloitte actuarial specialists in the evaluation of
the Plans’ actuarial valuations, including testing the
calculations and the reasonableness of assumptions

Tested management’s allocation of the pension balances to
the funds

Either analyzed and tested the census data used by the
Plans’ actuaries or obtained an audited schedule of pension
amounts from the respective Plan

Management’s methodology and resulting amounts were
deemed reasonable

City of Austin Fiscal Year 2019
Results of the Audit of the Financial Statements, Including Control-Related Matters
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Appendix B - Accounting Estimates (cont.)

Overview Qualitative Assessment

Asset Retirement Obligation — Environmental liabilities

+ Management developed the asset retirement obligations
for nuclear assets by applying the latest escalation factors
(specifically energy, waste burial, and public utility
employee inflation rates) to the costs estimated in 2018
which were developed by specialists.

* In FY19 the City implemented GASB Statement No. 83,
Certain Asset Retirement Obligations. This standard
changed the manner of recording of the decommissioning
liability.

Copyright © 2020 Deloitte Development LLC. All rights reserved.

Recalculated management’s application of the latest
escalation factors to the cost estimates

Agreed the escalation factors used to the third-party
sources (if applicable)

Obtained an understanding of the qualifications of the
specialists

e Evaluated with the use of Deloitte specialists, the

assumptions and methodology used in the 2018 study

Evaluated and tested the impact of GASB Statement No. 83
on the liability

Management’s methodology and resulting amounts were
deemed reasonable

City of Austin Fiscal Year 2019
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Appendix B - Accounting Estimates (cont.)

Overview Qualitative Assessment

Deferred amounts related to accounting for regulated operations

« Management considers the rate setting process and
estimates the amount of costs that will be recovered in the
future and costs that have been collected in advance
through calculations that compare debt outstanding to the
net book value of depreciable capital assets purchased with
debt.

« In addition, management evaluates certain costs that have
not been included in the rate setting process. This includes
other key estimates such as nuclear decommissioning,
pensions and other post employment benefits costs, and
unrealized gains and losses on investments and
derivatives.

« Management evaluates certain estimates by projecting
them forward to determine if the amounts will amortize to
zero over time if no other transactions that affected the
deferred amounts occurred.

Copyright © 2020 Deloitte Development LLC. All rights reserved.

Obtained an understanding of changes to management’s
rate setting process and evaluated whether that the City
continued to meet the criteria defined by GAAP

Gained an understanding of the costs that will be recovered
in the future and costs recovered in advance and tested the
completeness of management’s identification of such costs

Tested the amortization period of deferred regulatory costs
model

Tested the components of estimates that were significant to
the calculation, including the forecast model

Considered the consistency of the application of GAAP, as
applicable to the City

Management’s methodology and resulting amounts were
deemed reasonable

City of Austin Fiscal Year 2019
Results of the Audit of the Financial Statements, Including Control-Related Matters
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Appendix C -— Summary of Uncorrected Misstatements
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Appendix E - Matters Related to Internal Control over Financial
Reporting

SECTION I — SIGNIFICANT DEFICIENCIES
We consider the following deficiency in the City’s internal control over financial reporting to be a significant deficiency as of September 30, 2019:
Finding 2019-001: Significant Deficiency in Internal Controls — Accounting for Significant Nonroutine Transactions

« Criteria - Effective controls should be designed and implemented to ensure significant nonroutine transactions are properly accounted for and
reported.

« Condition - Due to the size and diversity of the City’s business operations, the financial accounting and reporting is very complex. In addition
to the traditional governmental services, the City also owns and operates an electric utility, a water/wastewater utility, an airport, and several
other large enterprise operations. City staff are required to possess specific accounting expertise to fulfill the increased accounting and
reporting requirements brought about by the Governmental Accounting Standards Board ("GASB”). City staff must understand the internal
processes of the City and have the ability to analyze business operations and specific transactions to determine the impact on the City’s
financial statements. During our audit of the financial statements, we noted nonroutine transactions with complex technical accounting
requirements, such as the termination of an interest rate swap derivative in association with a debt refunding, and treatment of deposits in
escrow for an in-progress construction contract that were not properly recorded in the fund level financial statements and thus required audit
adjustments.
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Appendix E - Matters Related to Internal Control over Financial
Reporting (cont.)

Finding 2019-001: Significant Deficiency in Internal Controls — Accounting for Significant Nonroutine Transactions (cont.)
« Cause - There is not a formalized process to evaluate and document the accounting considerations for significant nonroutine transactions.

« Effect — The failure to appropriately evaluate and document accounting treatment for unique nonroutine transactions resulted in accounting
errors and adjustments to the financial statements.

« Recommendation = Although management has evidenced thoughtful deliberations on such transactions, efforts should be made to properly
document the evaluation of authoritative literature and the rationale of the accounting treatment adopted for nonroutine transactions.
Additionally, consulting accounting literature, knowledgeable City staff, or external parties such as the GASB hotline is recommended to ensure
proper treatment of unique transactions. Finally, documenting such research and consultations in memos that consider the issue, the
accounting literature, the consulted party and the conclusion is recommended.

« View of Responsible Officials — The Controller’s Office concurs with the auditor’s finding and recommendation. The Controller’s Office will put in
place a process to document the analysis and consultations utilized in determining the appropriate accounting treatment for future unique
nonroutine transactions.
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Appendix E - Matters Related to Internal Control over Financial
Reporting (cont.)

SECTION II — DEFINITIONS
The definitions of a deficiency, a material weakness, and a significant deficiency are as follows:

A deficiency in internal control over financial reporting 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 deficiency in
design exists when (a) a control necessary to meet the control objective is missing, or (b) an existing control is not properly designed so that,
even if the control operates as designed, the control objective would not be met. A deficiency in operation exists when a properly designed
control does not operate as designed or when the person performing the control does not possess the necessary authority or competence to
perform the control effectively.

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

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 entity’s financial statements will not be prevented, or detected and corrected, on a timely basis.
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