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EXHIBIT A – Form of Engagement Letter
[The draft form of engagement letter may be substituted or amended.  Any changes are subject to review by the General Counsel of the Indiana Bond Bank]


[bookmark: _GoBack]May ___, 2016


Ron Mangus
Executive Director
Indiana Bond Bank
10 W. Market Street, Suite 2980
Indianapolis, IN 46204

Re:	Indiana Bond Bank Accounting Services


Dear Mr. Mangus,

We are pleased to submit this engagement letter to you regarding our services as accountants to the Indiana Bond Bank.  Subject to the terms and conditions of this engagement letter, we propose to serve as accountants to the Indiana Bond Bank (the “Bond Bank”).

Scope of Services

Our scope of services will include the following:

1. General Outline of Accounting Policies and Procedures

The Bond Bank is accounted for as an Enterprise Fund.  Revenue and expenses are recognized on the accrual basis.  Revenues are recognized in the accounting period in which they are earned and become measurable; expenses are recognized in the period incurred.  The financial statements are prepared in accordance with generally accepted accounting principles as set forth by the Governmental Accounting Standards Board.  

Accounting for the above is done on a general ledger with multiple divisions, including a division for each bond issue.  The bond issues are grouped by programs.  The financial statements generated from the general ledger provide a detailed breakdown of the various bond issues within each program along with a total for that program.  Accounting procedures are maintained for the following types of programs during the fiscal year:



Advance Funding Program

Tax-anticipation warrants are issued to provide cash-flow financing during the periods of time prior to the semi-annual distribution of property taxes from the county auditor each June and December.  Through the Advance Funding Program, the Bond Bank purchases tax-anticipation warrants of schools, counties, cities, towns, libraries and other special taxing districts.
Each year, the Bond Bank has assisted over 40 participants annually through the issuance of approximately $100 million of notes in each of the past five years.

Special Program

Bonds are issued to assist qualified entities with various long-term cash flow financing needs, including expansion of water and sewer systems and county hospitals.

Common School Fund Program

Bonds are issued to purchase outstanding advancements made from the State’s constitutionally established Common School Fund to finance technology or construction costs.  The proceeds replenish the fund’s balance, allowing the Indiana Department of Education to provide additional financial assistance for Indiana school corporations.

School Severance Program

Bonds issued to assist qualified entities with financing for contractual retirement or severance liabilities.

Year End Warrant Assistance Program

Notes issued to assist Indiana political subdivisions with financing for continued cash flow deficits at year end.  These notes are issued to refund outstanding amounts from the Advance Funding and Midyear Programs.

Prepaid Gas Funding Program

Bonds are issued to allow qualified entities a mechanism for financing the prepayment of supplies of natural gas to be delivered over time.  

Fuel Budgeting Program

This program offers municipalities a means to reduce price volatility in gasoline and diesel fuel through the use of commodity hedges.

Qualified School Construction Program

Tax credit bonds were issued to provide funds at below market interest rate for construction projects.

Interim Loan Program

The Bond Bank issues notes to provide interim financing for entities participating in the United States Department of Agriculture – Rural Development programs.

New Programs

The Bond Bank may from time to time create new programs to address the financing needs of Qualified Entities.  



2. Reviewing New Bond issues and Preparing Opening Entries
The following documents are referenced to prepare the opening entry of a new bond issue and confirm the amounts posted to the trust statements:

Trust Indenture

Official Statement

Examination of Arithmetical Accuracy 

Sources and Uses of Proceeds 

Investment Agreements

Beginning Trust Statements

Other Pertinent Information in the Bond Transcript

Create New Division – A new division is set up on the general ledger and formatted to the proper program on the financial statements.  The opening entry is prepared from a review of the above information and posted to the general ledger.  

Summarize Cost of Issuance – A schedule is prepared summarizing the costs of issuance of the bond.

Create Amortization Schedules – Amortizations schedules are prepared for the costs of issuance, discount on long-term bonds, and discount on investments on QEs.  

3. Transactions

Each bond issue receives a series of trust statements as prescribed in the trust indentures.  On a regular basis, the activity occurring in the trust statements is reviewed and prepared in journal entry form.  The transactions are posted to the general ledger on a quarterly basis by the respective divisions.  Amortization schedules and other detail is referred to 
when posting the transactions.  A quarterly trial balance and detailed general ledger is printed for each division after the transactions are posted.

Cash and investment reconciliations are completed quarterly for each division.  The cash and investment reconciliations are reconciled to the trial balances.  

Semi-annually, the balance in the general ledger for each investment in obligations of the qualified entities and the outstanding bonds and notes payable is reconciled to the amortization schedules.  Any discrepancies in payments or other postings are discussed with the various trustees throughout the year. 

4. Adjusting Entries

Accrued Interest Receivable – Accrued interest receivable is calculated on short and long-term investments (the debt service reserve is the most common).  Accrued interest receivable is also calculated on the investments in obligations of QEs for each bond issue.  A schedule is prepared to calculate the QEs accrued interest from the date of the last payment for each bond issue.  

Accrued Interest Payable – Accrued interest payable is calculated on bonds and notes payable from date of last payment.  

Discount on Investment in QEs – The discount on investment in QEs is recorded to income for the period in which is occurs.

Discount on Long-term Bonds – The discount on long-term bonds is recorded in the period for which it occurs.

Premium and Discount on Long-term Investments – The premiums and discounts on long-term investments are recorded in the periods for which they occur.  
Deferred Revenue – Deferred revenue is set up and recognized ratably each period if applicable to the bond issue.

QE Contra – If remaining funds in a bond issue revert to the QE, a contra account is established and adjusted accordingly.




5. Operating Fund
Obtain detail of the Indiana Bond Bank’s operating account and prepare for the audit.  Prepare supporting documentation for the accounts and make adjustments if required.  The Operating Fund is maintained on a cash basis during the year and accrual entries are posted at the fiscal year end.  Following are some of the procedures performed:

		Cash – Verify bank reconciliation agrees to trial balance.
			
		Investments – Obtain trust statements and reconcile to general ledger.

Accrued Interest Receivable – Calculate accrued interest receivable and post adjustment.

Fixed Assets – Maintain depreciation schedule and post depreciation expense at year-end.

Accounts Payable – Develop accounts payable list at year-end and post adjustment.

Income & Expense Accounts – Analyze income and expense accounts for the year.

6. Reconciling Year-End Trial Balances to Detail

The following procedures are performed at the end of the fiscal year for each bond issue to verify the general ledger balances are accurate:

Cash – The cash reconciliations are prepared and tied to the general ledger balances.

Investments – A summary of the investments held in the trust accounts is prepared and reconciled to the general ledger.

Accrued Interest Receivable – A summary of accrued interest receivable schedules is prepared and reconciled to the general ledger.

Investments in QEs – The ending QE balances in the general ledger are confirmed to the QE amortization schedules.

Accrued Interest Payable – The balance is reconciled to the accrued interest payable calculation.

Bonds Payable – Confirm balance agrees to amortization schedule.

Interest Income – Reconciliation is prepared detailing all interest income received during the year for each bond issue.  The reconciliation reflects the beginning and ending accrued interest receivable balance and itemization of interest expense of each bond issue. 

Interest Expense – A reconciliation of accrued interest payable and the interest payments made during the year is prepared to reconcile the interest expense of each bond issue. 

Interfund Balances- Interfund balances are reconciled between the various programs and the operating fund.  

Other Accounts – All other accounts are reconciled to supporting schedules.  

7. Year- End Financial Statements
The following financial statements are compiled at year-end:

		Balance Sheet

		Statement of Revenues and Expenses

The Balance Sheet and Statement of Revenues and Expenses prepared by program and in aggregate.  Supporting schedules are included in the financial statements detailing the various bond issues within each program.

The Statement of Cash Flows and Detail for the Note Disclosures is also prepared for the year-end audit.


8. Statement of Cash Flows
When the statement of cash flows is completed, schedules are prepared supporting the following amounts:

		Purchases of Investments
		
		Purchases of Obligations QEs

		Maturities of Investments

		Maturities of Obligations of QEs

		Proceeds from Debt Issuances

		Debt Issuance Costs Paid

		Repayment of Bonds and Notes Payable


9. Detail for the Note Disclosures
The following information is prepared at year-end to assist the auditors in preparing the Notes to the Financial Statements.

Cash Equivalents – A schedule is prepared for cash equivalents, classifying each security as a money market fund, U.S. Government Agency Obligations, repurchase agreements and investment agreements with banks. 

Investments - A schedule is prepared for investments classifying each security as U.S. Government Agency Obligations, investment agreements with banks and investment agreements with insurance companies.

In addition to determining the appropriate classification of the investments, provide the market value.  

Investments in Obligations of QEs – A schedule is prepared summarizing each QE investment by program.

Long-term Debt – A schedule of five-year maturities on all bond issues is prepared.  The statutory debt limit is scheduled out for the debt note.  The debt reserve balances are scheduled out of the debt note.  A schedule of all outstanding bonds and notes payable is prepared at the year-end.


10. Client Assistance Schedules Prepared for the Auditors

The following schedules are prepared at the request of the auditors each year:

Investment in QEs – Detail amounts due from each QE as of the fiscal year end.  The schedule contains information related to all QEs and is used for the preparation of accounts receivable confirmations.

Progression of Long-term Debt – An aggregate schedule of Bonds Payable reflecting year-end balances new bond issues and maturities during the year.

Progression of Discount on Investment in QEs – An aggregate schedule of the unamortized balance of discount on investment in QEs.  The schedule reconciles the new bond issues and amortization recognized during the year.  

Progression of Discount on Long-term Investments- An aggregate reconciliation of new discounts, amortizations, and year-end balances.

Progression of Long-term Debt Premiums and Discount – An aggregate schedule of the unamortized balance of premiums and discounts on long-term debt.  The schedule includes amortization during the year and amounts from new bond issues.  

Progression of Accrued Interest Payable – A reconciliation of the year-end accrued interest payable balances and interest expense.  

Progression of Deferred Revenue – An aggregate reconciliation of the changes in deferred revenue. 

Analysis of Changes in Net Income for each Bond Issue


11. GASB 34 Compliance
The following is a representation of the types of schedules that are prepared at the request of the Auditor of State each year:

		Breakdown of Revenues
		
		Debt Service Requirements to Maturity

		Capital Assets

		Changes in Long-Term Obligations

		Changes in Short-Term Obligations

		Restatements and Reclassifications

		Summary of Long-Term Debt

		Future Minimum Lease Payments


12. Accounting Issues
Implement New GASB Pronouncements

All adjusting entries necessary to implement GASB pronouncements

Record Defeasance of Debt

Adjust Arbitrage Liability

Record Maturities of Bonds Called

Recommendations on Accounting for New Programs

Assistance with the preparation of the MD&A



13. Contact with Auditors

Assist in planning stages of audit

Assist during audit in answering questions and preparing additional information as requested

Attend Audit Committee Meetings

14. Contact with Trustees

Discuss various issues with trustees during the year
Qualifications

The accountant who will have oversight responsibility for the engagement must be a Certified Public Accountant.

Compensation for Accountants

[Compensation will be agreed upon by the parties following the response to the Request for Information].




Term

This agreement will commence on July 1, 2016 and will extend through the completion of the audit of the accounting period ending June 30, 2018.  Either party may rescind this agreement upon thirty (30) day’s written notice.




Client Responsibilities

In order for ________________________________ to remain independent, the Bond Bank agrees to perform all of the following functions in connection with other services that we provide that may include payroll and payroll tax preparation, operating fund bookkeeping or similar non-attest functions; including making all management decisions and perform all management functions; designating an individual from management to oversee the services, evaluate the results or the services, and accept the responsibility for the services performed.  

Additional Services

From time to time, the Bond Bank may request that ____________________________perform additional services not contemplated by this engagement letter.  When this occurs, ____________________ will provide a separate engagement letter that will outline the scope and estimated costs of the additional services to be performed.  

If the foregoing terms are acceptable to you, please so indicate by signing and returning a signed copy of this letter, retaining the original for your files.  We look forward to working with you.

Sincerely,






ACKNOWLEDGED AND AGREED TO
This _______day of _________, 2016




______________________________
Ron Mangus, Executive Director


________________
Date

