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REQUIRED COMMUNICATION OF INTERNAL CONTROL RELATED MATTERS 
IDENTIFIED IN THE AUDIT TO THOSE CHARGED WITH GOVERNANCE 

 



REPORT ON INTERNAL CONTROL 

~AKER TILLY 

Baker T illy Virchow Krause, LLP 
Ten Terrace Ct, PO Box 7398 
Madison, W I 53707-7398 
rel608 249 6622 
fax 608 249 8532 
bakerrilly.com 

OVER FINANCIAL REPORTING AND ON COMPLIANCE AND 
OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS 

PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 

Independent Auditors' Report 

To the Board of Commissioners 
Community Development Authority of the City of Madison 
Madison, Wisconsin 

We have audited, 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, the financial statements of the business-type activities, the aggregate 
discretely presented component units, each major fund, and the aggregate remaining fund information for the 
Community Development Authority (CDA) of the City of Madison, Wisconsin, a component unit of the City of 
Madison, Wisconsin, as of and for the year ended December 31, 2013, and the related notes to the financial 
statements, which collectively comprise the GOA's basic financial statements, and have issued our report 
thereon dated June 26, 2014. Our report includes a reference to other auditors who audited the financial 
statements of the aggregate discretely presented component units, as described in our report on the GOA's 
financial statements. The financial statements of the aggregate discretely presented component units were not 
audited in accordance with in Government Auditing Standards. 

Internal Control Over Financial Reporting 

In planning and performing our audit of the financial statements, we considered the GOA's internal control over 
financial reporting (internal control) to determine the audit procedures that are appropriate in the circumstances 
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 GOA's internal controL Accordingly, we do not express an opinion on the 
effectiveness of the GOA's internal controL 

Our consideration of the 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. 
However, as discussed below, we identified a deficiency in internal control over financial reporting that we 
consider to be a material weakness. 

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 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 to those 
charged with governance. 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 statement will not 
be prevented, or detected and corrected on a timely basis. We consider the following deficiency described on 
page 3 to be a material weakness: 

> Internal Control Over Financial Reporting 

~ an i ndeptnde l'l l mem b er of 
BAKER TILLY 
INTERNATIONAL 
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To the Board of Commissioners 
Community Development Authority of the City of Madison 

Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the CDA's financial statements are free of material 
misstatement, we performed tests of its 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 
financial statement amounts. However, providing an opinion on compliance with those provisions was not an 
objective of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no 
instances of noncompliance or other matters that are required to be reported under Government Auditing 
Standards. 

CDA 's Response to Findings 

The CDA's written response to the item identified in our audit was not subjected to the auditing procedures 
applied in the audit of the financial statements and, accordingly, we express no opinion on it. 

Purpose of this Report 

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and 
the results of that testing, and not to provide an opinion on the effectiveness of the entity's internal control or on 
compliance. This report is an integral part of an audit performed in accordance with Government Auditing 
Standards in considering the entity's internal control and compliance. Accordingly, this communication is not 
suitable for any other purpose. 

~· "~ 
Madison, ~::ob;n 
June 26, 2014 
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MATERIAL WEAKNESS – INTERNAL CONTROL OVER FINANCIAL REPORTING 
 
Properly designed systems of internal control provide your organization with the ability to process and 
record monthly and year end transactions and prepare annual financial reports. 
 
Our audit included a review and evaluation of the CDA’s internal controls relating to financial reporting. 
Common attributes of a properly designed system of internal control for financial reporting are as follows: 
 

> There is adequate staffing to prepare financial reports throughout and at the end of the year. 

> Staff is properly trained and knowledgeable to perform all financial reporting functions. 

> Material misstatements are identified and corrected during the normal course of duties. 

> Complete and accurate financial statements including footnotes are prepared. 

> Financial reports are reviewed by an individual who is not the preparer for completeness and 
accuracy. 

 
Our evaluation of the CDA’s internal controls relating to financial reporting has identified control 
deficiencies that are considered material weakness surrounding the preparation of complete and 
accurate financial statements and footnotes, adjusting journal entries to correct misstatements, and an 
independent review by someone other than the preparer.   
 
  Management’s Response 
 
CDA management is aware that to avoid a material weakness related to its year-end financial reporting 
process, we must prepare a complete set of financial statements, conversion entries, and footnote 
disclosures that are free from material misstatement. 
 
Currently, CDA staff prepares individual fund statements, conversion entries, and some footnote 
disclosures. We will continue to make additional efforts to draft the government-wide statements, and to 
prepare additional footnote disclosures, but we expect to rely on the assistance of the external audit firm 
to prepare selected portions of the annual financial statements. 



 

 

OTHER COMMUNICATIONS TO THOSE CHARGED WITH GOVERNANCE 
 

 
 



 

Page 4 

 
TWO WAY COMMUNICATION REGARDING YOUR AUDIT 
 
As part of our audit of your financial statements, we are providing communications to you throughout the 
audit process. Auditing requirements provide for two-way communication and are important in assisting 
the auditor and you with more information relevant to the audit. 
 
As this past audit is concluded, we use what we have learned to begin the planning process for next 
year’s audit. It is important that you understand the following points about the scope and timing of our 
next audit: 
 

a. We address the significant risks of material misstatement, whether due to fraud or error, through 
our detailed audit procedures. 

 
b. We will obtain an understanding of the five components of internal control sufficient to assess the 

risk of material misstatement of the financial statements whether due to error or fraud, and to 
design the nature, timing, and extent of further audit procedures. We will obtain a sufficient 
understanding by performing risk assessment procedures to evaluate the design of controls 
relevant to an audit of financial statements and to determine whether they have been 
implemented. We will use such knowledge to: 

 
> Identify types of potential misstatements. 
> Consider factors that affect the risks of material misstatement. 
> Design tests of controls, when applicable, and substantive procedures. 
 
We will not express an opinion on the effectiveness of internal control over financial reporting or 
compliance with laws, regulations, and provisions of contracts or grant programs. For audits done 
in accordance with Government Auditing Standards, our report will include a paragraph that 
states that the purpose of the report is solely to describe the scope of testing of internal control 
over financial reporting and compliance and the result of that testing and not to provide an 
opinion on the effectiveness of internal control over financial reporting or on compliance and that 
the report is an integral part of an audit performed in accordance with Government Auditing 
Standards in considering internal control over financial reporting and compliance. The paragraph 
will also state that the report is not suitable for any other purpose. 
 

c. The concept of materiality recognizes that some matters, either individually or in the aggregate, 
are important for fair presentation of financial statements in conformity with generally accepted 
accounting principles while other matters are not important. In performing the audit, we are 
concerned with matters that, either individually or in the aggregate, could be material to the 
financial statements. Our responsibility is to plan and perform the audit to obtain reasonable 
assurance that material misstatements, whether caused by errors or fraud, are detected. 

 
d. We address the significant risks or material noncompliance, whether due to fraud or error, 

through our detailed audit procedures. 
 

e. We will obtain an understanding of the five components of internal control sufficient to assess the 
risk of material noncompliance related to the federal and state awards whether due to error or 
fraud, and to design the nature, timing, and extent of further audit procedures. We will obtain a 
sufficient understanding by performing risk assessment procedures to evaluate the design of 
controls relevant to an audit of the federal and state awards and to determine whether they have 
been implemented. We will use such knowledge to: 

 

 Identify types of potential noncompliance. 
 Consider factors that affect the risks of material noncompliance. 
 Design tests of controls, when applicable, and other audit procedures. 

 
Our audit will be performed in accordance with U.S. generally accepted auditing standards, 
Government Auditing Standards, OMB Circular A-133, and the State Single Audit Guidelines. 
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TWO WAY COMMUNICATION REGARDING YOUR AUDIT (cont.) 

 
We will not express an opinion on the effectiveness of internal control over financial reporting or 
compliance with laws, regulations, and provisions of contracts or grant programs. For audits done 
in accordance with Government Auditing Standards, OMB Circular A-133 and the State Single 
Audit Guidelines, our report will include a paragraph that states that the purpose of the report is 
solely to describe (a) the scope of testing of internal control over financial reporting and 
compliance and the result of that testing and not to provide an opinion on the effectiveness of 
internal control over financial reporting or on compliance, (b) the scope of testing internal control 
over compliance for major programs and major program compliance and the result of that testing 
and to provide an opinion on compliance but not to provide an opinion on the effectiveness of 
internal control over compliance and, (c) that the report is an integral part of an audit performed in 
accordance with Government Auditing Standards in considering internal control over financial 
reporting and compliance and OMB Circular A-133 in considering internal control over 
compliance and major program compliance. The paragraph will also state that the report is not 
suitable for any other purpose. 

 
f. The concept of materiality recognizes that some matters, either individually or in the aggregate, 

are important for reporting material noncompliance while other matters are not important. In 
performing the audit, we are concerned with matters that, either individually or in the aggregate, 
could be material to the entity’s federal and state awards. Our responsibility is to plan and 
perform the audit to obtain reasonable assurance that material noncompliance, whether caused 
by error or fraud, is detected. 
 

g. In connection with our audit, we intend to place reliance on the audits of the aggregate discretely 
presented component units of the CDA, as of December 31, 2014 and for the year then ending 
completed by SVA Certified Public Accountants, S.C. All necessary conditions have been met to 
allow us to make reference to the component auditors. 

 
We are very interested in your views regarding certain matters. Those matters are listed here: 
 

a. We typically will communicate with your top level of management unless you tell us otherwise. 

b. We understand that the CDA board has the responsibility to oversee the strategic direction of 
your organization, as well as the overall accountability of the entity. Management has the 
responsibility for achieving the objectives of the entity. 

c. We need to know your views about your organization’s objectives and strategies, and the related 
business risks that may result in material misstatements. 

d. Which matters do you consider warrant particular attention during the audit, and are there any 
areas where you request additional procedures to be undertaken? 

e. Have you had any significant communications with regulators or grantor agencies? 

f. Are there other matters that you believe are relevant to the audit of the financial statements? 
 
Also, is there anything that we need to know about the attitudes, awareness, and actions of the CDA 
concerning: 
 

a. The CDA’s internal control and its importance in the entity, including how those charged with 
governance oversee the effectiveness of internal control? 

b. The detection or the possibility of fraud? 
 
We also need to know if you have taken actions in response to developments in financial reporting, laws, 
accounting standards, governance practices, or other related matters, or in response to previous 
communications with us. 
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TWO WAY COMMUNICATION REGARDING YOUR AUDIT (cont.) 

 
With regard to the timing of our audit, here is some general information. If necessary, we may do 
preliminary audit work during the months of October-December. Our final fieldwork is scheduled during 
the spring to best coincide with your readiness and report deadlines. After fieldwork, we wrap up our audit 
procedures at our office and may issue drafts of our report for your review. Final copies of our report and 
other communications are issued after approval by your staff. This is typically 6-12 weeks after final 
fieldwork, but may vary depending on a number of factors. 
 
Keep in mind that while this communication may assist us with planning the scope and timing of the audit, 
it does not change the auditor’s sole responsibility to determine the overall audit strategy and the audit 
plan, including the nature, timing, and extent of procedures necessary to obtain sufficient appropriate 
audit evidence. 
 
We realize that you may have questions on what this all means, or wish to provide other feedback. We 
welcome the opportunity to hear from you. 



 

 

COMMUNICATION OF OTHER CONTROL DEFICIENCIES, RECOMMENDATIONS 
AND INFORMATIONAL POINTS TO MANAGEMENT THAT ARE NOT 

MATERIAL WEAKNESSES OR SIGNIFICANT DEFICIENCIES 
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FINANCIAL POSITION 
 
The CDA has eleven funds within its financial statements. Three of these funds have negative 
components of net position at December 31, 2013 as shown below: 
 

 
Parkside 

Project Fund  

Triangle 
Housing 

Fund  
CDA  
95-1  

Net investment in capital     
assets (deficit) $ (111,942) $ 2,002,989

 
$ (43,563) 

Restricted 788,354 - - 
Unrestricted (deficit) (199,280) (3,151) 93,105 

     Total Net Position $ 477,132 $ 1,999,838 $ 49,542 
 
We recommend that the CDA establish a long-term financial plan for the CDA to improve its financial 
position and eliminate these deficits. 
 
 
OMB ISSUES GRANT REFORM RULES 
 
The U.S. Office of Management and Budget (OMB) recently issued comprehensive grant reform rules 
titled “Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal 
Awards.” The new requirements consolidate what was previously in eight separate OMB Circulars into a 
new document being referred to as the “super circular” or “omni-circular”.   
 
The grant reform rules are intended to streamline the Federal government’s guidance on administrative 
requirements, cost principles, and audit requirements for federal awards.  The final guidance supersedes 
OMB Circulars A-21, A-50, A-87, A-89, A-102, A-110, A-122, and A-133.   
 
Some of the most significant changes to the administrative requirements include a heightened focus on 
program performance results, use of technology, standardization of grant documents, and coordinated 
oversight.  The cost principles consolidation includes changes to the definitions of direct and indirect 
costs, a provision for a de minimis indirect cost rate of 10%, changes to payroll time and effort reporting 
requirements, and some changes to the allowability of selected cost items. The new rules are expected to 
be implemented by federal agencies, and pushed out to grant recipients, over the upcoming year.   
 
The reform raises the threshold for a single audit to $750,000, and also includes some changes to 
program risk assessments, audit coverage, and reporting of findings. The changes in audit requirements 
will take effect beginning with years ending December 31, 2015. 
 



 

 

REQUIRED COMMUNICATIONS BY THE AUDITOR TO THOSE CHARGED WITH GOVERNANCE 

 



To the Board of Commissioners 
Community Development Authority of the City of Madison 
Madison, Wisconsin 

Thank you for using Baker Tilly Virchow Krause, LLP as your auditor. 

~AKER TILLY 

Baker Tilly Virchow Krause, LLP 
Ten Terrace Ct. PO Box 7398 
Madison, WI 53707-7398 
tel608 249 6622 
fax 608 249 8532 
bakertilly.com 

We have completed our audit of the financial statements of the CDA for the year ended December 31, 2013 and 
have issued our report thereon dated June 26, 2014. This letter presents communications required by our 
professional standards. 

OUR RESPONSIBILITY UNDER AUDITING STANDARDS GENERALLY ACCEPTED IN THE UNITED STATES 

OF AMERICA, GOVERNMENT AUDITING STANDARDS, OMB CIRCULAR A-133 AND THE STATE SINGLE 

AUDIT GUIDELINES 

The objective of a financial statement audit is the expression of an opinion on the financial statements. We 
conducted the audit in accordance with auditing standards generally accepted in the United States of America, 
Government Auditing Standards, OMB Circular A-133, and the State Single Audit Guidelines. These standards 
require that we plan and perform our audit to obtain reasonable, rather than absolute, assurance about whether 
the financial statements prepared by management with your oversight are free of material misstatement, 
whether caused by error or fraud. Our audit included examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements, assessing accounting principles used and significant 
estimates made by management, and evaluating the overall financial statement presentation. Our audit does not 
relieve management or those charged with governance of their responsibilities. 

We considered the CDA's internal control over financial reporting in order to determine our auditing procedures 
for the purpose of expressing our opinions on the financial statements and not to provide assurance on the 
internal control over financial reporting. We also considered internal control over compliance with requirements 
that could have a direct and material effect on a major federal or major state program in order to determine our 
auditing procedures for the purpose of expressing our opinion on compliance and to test and report on internal 
control over compliance in accordance with OMB Circular A-133 and the State Single Audit Guidelines. 

As part of obtaining reasonable assurance about whether the CDA's financial statements are free of material 
misstatement, we performed tests of its compliance with certain provisions of Jaws, regulations, contracts and 
grants, noncompliance with which could have a direct and material effect on the determination of financial 
statement amounts. However, providing an opinion on compliance with those provisions was not an objective of 
our audit. Also, in accordance with OMB Circular A-133 and the State Single Audit Guidelines, we examined, on 
a test basis, evidence about the CDA's compliance with the types of compliance requirements described in the 
U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement and the State Single 
Audit Guidelines applicable to each of its major federal and state programs for the purpose of expressing an 
opinion on the CDA's compliance with those requirements. While our audit provides a reasonable basis for our 
opinion, it does not provide a legal determination on the CDA's compliance with those requirements. 

We will issue a separate document which contains the results of our audit procedures to comply with OMB 
Circular A-133 and the State Single Audit Guidelines. 

~ anindependentmemberol 
BAKER TILLY 
INTERNATIONAL 
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To the Board of Commissioners 
Community Development Authority of the City of Madison 

OTHER INFORMATION IN DOCUMENTS CONTAINING AUDITED FINANCIAL STATEMENTS 

Our responsibility does not extend beyond the audited financial statements identified in this report. We do 
not have any obligation to and have not performed any procedures to corroborate other information 
contained in client prepared documents, such as official statements related to debt issues. 

PLANNED SCOPE AND TIMING OF THE AUDIT 

We performed the audit according to the planned scope and timing previously communicated to you in our prior 
year Communication to Those Charged with Governance and Management dated June 25, 2013. 

QUALITATIVE ASPECTS OF THE ENTITY'S SIGNIFICANT ACCOUNTING PRACTICES 

Accounting Policies 

Management has the responsibility for selection and use of appropriate accounting policies. In accordance with 
the terms of our engagement letter, we will advise management about the appropriateness of accounting 
policies and their application. The significant accounting policies used by the CDA are described in Note I to the 
financial statements. The CDA adopted Governmental Accounting Standards (GASB) Statement No. 61, The 
Financial Reporting Entity: Omnibus- an amendment of GASB Statements No. 14 and No. 34 and Statement 
No. 65, Items Previously Reported as Assets and Liabilities in 2013. However, the effect of the accounting 
changes were not material. We noted no transactions entered into by the CDA during the year that were both 
significant and unusual, and of which, under professional standards, we are required to inform you,.or 
transactions for which there is a lack of authoritative guidance or consensus. 

Accounting Estimates 

Accounting estimates are an integral part of the financial statements prepared by management and are based 
on management's 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 financial 
statements and because of the possibility that future events affecting them may differ significantly from those 
expected. The most sensitive estimate affecting the financial statements was: 

Management's estimate of the allowance for doubtful accounts is based on historical rent revenues, 
historical loss levels, and an analysis of the collectivity of individual accounts. We evaluated the key 
factors and assumptions used to develop the allowance in determining that is it reasonable in relation to 
the financial statements taken as a whole. 

Financial Statement Disclosures 

The disclosures in the financial statements are neutral, consistent, and clear. 

DIFFICULTIES ENCOUNTERED IN PERFORMING THE AUDIT 

We encountered no significant difficulties in dealing with management in performing our audit. 
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To the Board of Commissioners 
Community Development Authority of the City of Madison 

CORRECTED AND UNCORRECTED MISSTATEMENTS 

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

A summary of uncorrected financial statement misstatements follows this required communication. 
Management has determined that their effects are immaterial, both individually and in the aggregate, to the 
financial statements taken as a whole. 

In addition, there were material financial misstatements (audit adjustments) to adjust leases receivable in the 
amount of $524,500 and to reclassify developer contributions in the amount of $601 ,096. 

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 that 
could be significant to the financial statements or the auditor's report. We are pleased to report that no such 
disagreements arose during the course of our audit. 

CONSULTATIONS WITH OTHER INDEPENDENT ACCOUNTANTS 

In some cases , management may decide to consult with other accountants about auditing and accounting 
matters, similar to obtaining a "second opinion" on certain situations. If a consultation involves application of an 
accounting principle to the governmental unit's financial statements or a determination of the type of auditors' 
opinion that may be expressed on those statements, our professional standards require the consulting 
accountant to check with us to determine that the consultant has all the relevant facts. To our knowledge, there 
were no such consultations with other accountants. 

MANAGEMENT REPRESENTATIONS 

We have requested certain representations from management that are included in the management 
representation letter. This letter follows this required communication. 

INDEPENDENCE 

We are not aware of any relationships between Baker Tilly Virchow Krause, LLP and the CDA that, in our 
professional judgment, may reasonably be thought to bear on our independence. 

Relating to our audit of the financial statements for the year ended December 31, 2013, Baker Tilly Virchow 
Krause, LLP hereby confirms that we are, in our professional judgment with respect to the CDA in accordance 
with the Code of Professional Conduct issued by the American Institute of Certified Public Accountants, and 
provided no services to the CDA other than the audit of the current year's financial statements and nonaudit 
services which in our judgment do not impair our independence. 

> Financial statement preparation 
> Truax Park Apartments housing market study 

None of these nonaudit services constitute an audit under generally accepted auditing standards, including 
Government Auditing Standards. 
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To the Board of Commissioners 
Community Development Authority of the City of Madison 

OTHER AUDIT FINDINGS OR ISSUES 

We generally discuss a variety of matters, including the application of accounting principles and auditing 
standards, with management each year prior to retention as the CDA's auditors. However, these discussions 
occurred in the normal course of our professional relationship and our responses were not a condition to our 
retention. 

OTHER MATTERS 

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. 

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

We welcome the opportunity to discuss the information included in this letter and any other matters. Thank you 
for allowing us to seNe you. 

~~· Y~ k'Ac- .. u.,. U:/ .. , ) 

Madison, Wiscon · 
June 26, 2014 
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SUMMARY OF UNCORRECTED FINANCIAL STATEMENT MISSTATEMENTS 



Total Total Change in
Noncurrent Total Assets/ Total Liabilities/ Net Position/ Total Expenses/ Net Position/

Assets Deferred Outflows Deferred Inflows Fund Balances Revenues Expenditures Fund Balances

Business-Type Activities -                (201,030)                  (220,077)               (19,047)               201,030     (317,509)         (116,479)             
Major Enterprise Fund (201,030)   (201,030)                  -                            201,030              201,030     (97,432)           103,598              
Remaining Funds -                -                               (220,077)               (220,077)             -                 (220,077)         (220,077)             

Debit (Credit) to Financial Statement Total

COMMUNITY DEVELOPMENT AUTHORITY OF THE CITY OF MADISON

SUMMARY OF UNCORRECTED FINANCIAL STATEMENT MISSTATEMENTS

December 31, 2013

Financial Statements Effect -
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