[Prepared on client’s letterhead]
[Insert date]
[Insert name and address of broker or other third party]
Dear [insert name]:

Our auditors, [insert name and address of audit firm], are conducting an audit of our financial statements as of [insert date] and for the [insert period (e.g., year, quarter)] then ended. Accordingly, please send directly to them a statement of our account(s) with you as of [insert date], indicating the following information:

1. 
Description of securities held by you for our account, including (a) par or principal amount, (b) number of shares, (c) cost, (d) fair value, (e) maturities, if applicable, (f) credit rating, where applicable, and (g) method to determine fair value (Level 1, 2, or 3 in accordance with GASB-72):
	

	

	


2. 
Description of securities out for transfer to our name, including (a) par or principal amount, (b) number of shares, (c) cost, (d) fair value, (e) maturities, if applicable, (f) credit rating, where applicable, and (g) method to determine fair value (Level 1, 2, or 3 in accordance with GASB-72):

	

	

	


3. 
Amounts payable to or due from us, if any:
	

	

	


4. 
A statement of trade activity during the period from [insert date] to [insert date]:
	

	

	


5. For federal securities, please list and indicate the securities which have an implicit or an explicit federal guarantee according to our records. Only bonds, notes and other securities issued by the United States Treasury and no other agency have an explicit guarantee.

	

	

	


6. For insurance securities, please indicate the following are in the names of beneficiaries of the policies which secure liabilities. As such, those insurance securities defease a portion or all of the liabilities due to those beneficiaries.

	

	

	


7. Are there any securities that have been purchased, yet not delivered, as of the balance sheet date? If so, please describe: 

	

	


8. For derivative instruments that either are ineffective at hedging risk or are held for investment, please provide the following:

	Type of Instrument (if an SGIC,* note the presence of any wrap contracts)
	Notional Amount (if SGIC,* also note the amount of the wrap contract)
	Effective Date
	Maturity Date
	Credit Rating
	Terms
	Fair Value
	Method to Determine Fair Value (Level 1, 2, or 3)
	Change in Fair Value during Period
	Investment Income Earned

	
	$
	
	
	
	
	$
	
	
	

	
	$
	
	
	
	
	$
	
	
	

	
	$
	
	
	
	
	$
	
	
	

	
	$
	
	
	
	
	$
	
	
	

	
	$
	
	
	
	
	$
	
	
	


________

*SGIC is an acronym for Synthetic Guaranteed Investment Contract.

As of the date of the fiscal year end, please describe the following for each security:

·  
Amounts of pledged collateral required and the collateral’s value as of the fiscal year end;
· 
Any master netting arrangements;
· 
Any embedded option features;
· 
Any instrument that converted from an effective derivative to an ineffective derivative during the fiscal year;
· 
Any terminations during the fiscal year;
· 
For terminated derivative instruments, any payments made by the financial institution or received by the financial institution from / to the government; and
· 
Amounts of investment earnings that have been realized but not paid as of the fiscal year end.

Please mail your reply directly to our auditors in the enclosed return envelope. Thank you for your anticipated timely cooperation with this request.

Respectfully,

________________________________

(Entity’s Authorized Signature and Title)
ADDITIONAL GUIDANCE AND PRACTICE POINTS
1.     The method used to determine fair value is in accordance with GASB Statement No. 72, Fair Value Measurement and Application. Per GASB-72, Level 1 inputs are quoted prices (unadjusted) for identical assets or liabilities in active markets that a government can access at the measurement date. Level 2 inputs are inputs—other than quoted prices included within Level 1—that are observable for an asset or liability, either directly or indirectly. Level 3 inputs are unobservable inputs for an asset or liability. The fair value hierarchy gives the highest priority to Level 1 inputs and the lowest priority to Level 3 inputs. If a price for an identical asset or liability is not observable, a government should measure fair value using another valuation technique that maximizes the use of relevant observable inputs and minimizes the use of unobservable inputs. If the fair value of an asset or a liability is measured using inputs from more than one level of the fair value hierarchy, the measurement is considered to be based on the lowest priority level input that is significant to the entire measurement. For example, if there are three inputs significant to a certain fair value measurement, two of them are Level 2 inputs, and one is a Level 3 input, the fair value measurement would be categorized in Level 3 of the fair value hierarchy. Assessing the significance of a particular input to the entire measurement requires professional judgment, taking into account factors specific to the asset or liability. 
Per GASB-72, Level 1 inputs are usually for publicly traded investments. Level 2 inputs for particular assets and liabilities include but are not limited to the following:
·      Bond valued by a pricing service that uses matrix pricing. A Level 2 input would be a price or yield of a similar bond. 

·      Pay-fixed, receive-variable interest rate swap based on the London Interbank Offered Rate (LIBOR) swap rate. A Level 2 input would be the LIBOR swap rate if that rate is observable at commonly quoted intervals for substantially the full term of the swap. 

·     Three-year option on exchange-traded shares. A Level 2 input would be the implied volatility for the shares derived through extrapolation to Year 3 if both of the following conditions exist: 

·      Prices for one-year and two-year options on the shares are observable. 

·      The extrapolated implied volatility of a three-year option is corroborated by observable market data for substantially the full term of the option. In that case, the implied volatility could be derived by extrapolating from the implied volatility of the one-year and two-year options on the shares and corroborated by the implied volatility for three-year options on comparable entities' shares, provided that correlation with the one-year and two-year implied volatilities is established. 

·      Valuation multiple. A Level 2 input would be a valuation multiple (for example, a multiple of earnings or revenue or a similar performance measure) derived from observable market data—for example, multiples derived from prices in observed transactions involving comparable (similar) businesses, taking into account operational, market, financial, and nonfinancial factors. 

Per GASB-72, Level 3 inputs for particular assets and liabilities include but are not limited to the following:
·      Long-dated currency swap. A Level 3 input would be an interest rate in a specified currency that is not observable and cannot be corroborated by observable market data at commonly quoted intervals or otherwise for substantially the full term of the currency swap. The interest rates in a currency swap are the swap rates calculated from the respective countries' yield curves. 

·     Three-year option on exchange-traded shares. A Level 3 input would be historical volatility, that is, the volatility for the shares derived from the shares' historical prices. Historical volatility typically does not represent current market participants' expectations about future volatility, even if it is the only information available to price an option. 

·      Interest rate swap. A Level 3 input would be an adjustment to a midmarket consensus (nonbinding) price for a swap developed using data that are not directly observable and cannot otherwise be corroborated by observable market data. 

·      Commercial real estate. A Level 3 input would be a financial forecast (for example, of cash flows or earnings) developed using a government's own data if there is no reasonably available information that indicates that market participants would use different assumptions. 

The auditor should refer to Chapter 9, “Performing Audit Procedures: Substantive Tests,” for further guidance on performing substantive tests in the financial statement audit.


