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INTERNAL CONTROL OVER FINANCIAL REPORTING 
 
Auditing standards require that we perform procedures to obtain an understanding of your government 
and its internal control environment as part of the annual audit. This includes an analysis of the village’s 
year-end financial reporting process and preparation of your financial statements. A properly designed 
system of internal control allows for the presentation of year-end financial data and financial statements 
without material errors. At this time, the village does not have internal controls in place that allow for the 
presentation of materially correct year-end financial statements. As a result, we consider this absence of 
controls to be a material weakness in internal control over the village’s financial reporting. 
 
To provide some perspective, establishment of such internal controls can be a difficult task for 
governments. Many governments do rely on their auditors to prepare certain year-end adjusting entries 
and prepare the year-end financial statements. Because the auditors are not involved with the village’s 
day-to-day activities, it is important that management have the skills, knowledge, and experience to 
review the audit adjustments and financial statements prepared by the auditors to ensure completeness, 
accuracy, and consistency with management’s knowledge of transactions impacting the village during the 
year.  
 
 
INTERNAL CONTROL OVER AGENCY FUND ACCOUNTING 
 
The village maintains several agency funds as part of their accounting records. Over the last several 
years, there has been activity recorded in the Fees Refundable to Others fund that should be reported in 
other funds, such as the downtown TIF or the general fund. The village also records income statement 
accounts in this fund, which has resulted in an accumulated balance over the years of approximately 
$35,000. An agency fund should only be maintaining a balance sheet due to the nature of the fund. 
Income statement accounts such as bank fees, interest income, etc. should likely be moved to another 
fund such as the general fund. We recommend the village review prior year transactions to determine 
where the accumulated balance in the Fees Refundable to Others fund should be recorded, and also 
enhance controls surrounding the type of activity recorded in this fund going forward. 
 
 
INTERNAL CONTROL OVER INFORMATION TECHNOLOGY 
 
The present software system used by the village's bookkeeper lacks certain security features that, if 
operated improperly, would not allow for the identification of changes made to financial data after the 
original entry of such data. This is a situation that exists in many database software packages, including 
Microsoft Office Access, which is the basis for your software. Many of the system users may not possess 
the technical knowledge to operate the system in a manner that would impair the system’s control 
integrity. However, it is possible that some users may possess the knowledge to circumvent the system’s 
controls. Therefore, it is our judgment that there is more than a remote possibility that an error could 
occur in amounts that are more than insignificant, and your controls would not detect them. Accordingly, 
we are required to communicate this as a material weakness to you. 
 
 
FINANCIAL STATEMENT RESTATEMENT – CORRECTION OF PRIOR PERIOD ERROR 
 
The village’s control over reviewing the special assessments receivables balance was not operating 
effectively. When recording special assessments, village management should have a process to 
determine the amount of special assessments receivable. The potential effects of this lack of controls is 
collecting the incorrect amount of special assessments. 
 
The village’s internal controls over financial reporting should be designed to prepare financial statements 
in accordance with United States Generally Accepted Accounting Principles (GAAP). Subsequent 
discovery of material financial reporting errors and the required correction of previously issued financial 
statements indicate that there is a material weakness in the village’s financial reporting system.  
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FINANCIAL STATEMENT RESTATEMENT – CORRECTION OF PRIOR PERIOD ERROR (cont.) 

 
As described in Note IV. I. of the village’s 2013 financial statements, a restatement of the prior year 
financial statements was necessary to properly report special assessments receivable at year end for the 
water utility fund. The proper internal controls were not in place at the village to ensure that all activity 
was being reflected in the financial statements. The error resulted in an understatement of the special 
assessment receivable in the amount of $542,927 at April 30, 2012.  
 
 
 



 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

OTHER COMMUNICATIONS TO THOSE CHARGED WITH GOVERNANCE 
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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 (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 according 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. 

 
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 village 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? 
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TWO WAY COMMUNICATION REGARDING YOUR AUDIT (cont.) 

 
e. Have you had any significant communications with regulators? 

 
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 village 
concerning: 
 

a. The village’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. 
 
With regard to the timing of our audit, here is some general information. If necessary, we may do 
preliminary audit work during the summer months. Our final fieldwork is scheduled during the summer or 
early fall to best coincide with your readiness and report deadlines. After fieldwork, we wrap up our audit 
procedures at our office and 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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PRIOR YEAR POINTS 
 

NUMEROUS BANK ACCOUNTS 
 
The village maintains numerous cash accounts with two of the financial institutions it does business with. 
At April 30, 2012, the village maintained ten checking accounts and ten savings accounts with a credit 
union, and twelve accounts with a bank. Maintaining so many accounts results in additional administrative 
time to reconcile each one each month, additional time to prepare a deposit for each one that receives a 
portion of village’s daily collections, weakens internal controls, greatly increases the need for interfunds 
(reported as due to/due from as a result of village funds owing each other money) at year-end, and 
possibly additional banking fees. It is our understanding that the general ledger software system, 
QuickBooks, used by the village’s accountants, may have some system limitations that would create 
additional burdens for reconciling the bank accounts to the financial records if these accounts were 
consolidated. However, we recommend that village management work with the village’s accountants to 
determine if it is feasible to consolidate these bank accounts into one or two that can then be accounted 
for separately within the general ledger system.  
 
 Status (4/30/13) 
 
The village continues to maintain eleven checking accounts and ten savings accounts with the credit 
union, and twelve accounts with a bank. This point is still valid. 

 
FINANCIAL PROJECTION ANALYSIS 

 
The village’s recent development of a tax increment financing district (the Downtown TIF) and the water 
utility enterprise fund have resulted in significant financial activity and financial reporting changes for the 
village. Both of these activities involved the issuance of long-term debt, additional and new revenue 
sources, and major capital activity. Now that most of the development and construction activity has been 
completed, the village should consider preparing long-term financial projections for both of these funds. 
Performing a financial projection would allow the village to determine if, and when, the two funds will have 
sufficient resources to retire the upcoming principal and interest payments on the debt, pay back other 
funds from which advances, or interfund loans, have been made, and whether or not the user rates within 
the water utility fund are sufficient to recover costs (including depreciation and debt costs) of providing 
water to the benefitting properties. In addition, establishment of this type of projection can be an important 
part of the budgetary process going forward.  
 
We recommend that a financial forecast of the Downtown TIF special revenue fund and the Water Utility 
enterprise fund be performed. We have substantial experience with determining the adequacy of water 
rates and financial forecasts. We are available to assist the village if requested.  
 
 Status (4/30/13) 
 
These two projections are currently being completed. This point is resolved. 
 

ALLOWANCE FOR DOUBTFUL ACCOUNT  
 
The village has been reporting $35,550 in this account within the general fund since 2008. It originated 
from an invoice sent by the village to a citizen for tree replacement costs. Based on the length of this 
outstanding receivable, its collection appears unlikely. We recommend the village determine if this 
receivable can be collected, and if not, the allowance and the related receivable should be eliminated 
during the next fiscal year. 
 
 Status (4/30/13) 
 
Collection of this item did not occur during fiscal 2012-13 and the amount, and related allowance, is still 
outstanding. It is our understanding that the village continues to intend to collect, which we continue to 
encourage. This point is still valid. 
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PRIOR YEAR POINTS (cont.) 

 
CAPITALIZATION POLICY  

 
The village has implemented Governmental Accounting Standards Board (GASB) Statement No. 34, 
which requires that all capital assets, including land, buildings, equipment, and infrastructure be included 
in the village’s annual financial statements. Development of a capitalization policy could be a very useful 
tool as the village continues to update its capital asset records. 
 
A capitalization policy should address categories of assets, useful lives, depreciation methodology, 
capitalization thresholds, and maintenance vs. capital expenditures. When finished, a capitalization policy 
can be used as a guide for village personnel when analyzing expenditures for possible capital asset 
additions. We recommend that the village adopt a capitalization policy. 
 
 Status (4/30/13) 
 
We have provided examples to the village so as to facilitate development of this policy. With the recent 
capitalization of roads and the intent to increase capital outlay to meet the capital needs of the village, we 
continue to strongly recommend this policy be developed and adopted by the village board. This point is 
still valid. 
 

CAPITAL ASSET LAND RECORDS 
 
During our audit, we tested the village’s general capital asset records. For the most part, the village 
maintains a detailed spreadsheet of all significant individual capital assets. However, for the majority of 
the land value, the village records include one lump sum for the historical cost of land in the village. There 
is no detailed list of the parcels that comprise the balance. Accounting standards require that detailed lists 
be maintained for all capital assets, including land. We recommend the village analyze this balance and 
prepare a detailed list to support the total currently reported in the land category of capital assets. 
 
   Status (4/30/13) 
 
This point is still valid. 
 

ACCOUNTING MANUAL  
 
We noted the village does not have an accounting procedures manual. 
 
A well devised accounting manual can help to ensure that accounting principles used are proper and that 
records are produced in the form desired for management. A good accounting manual should aid the 
training of employees and allow for delegation to other employees of some accounting functions 
management performs. 
 
We recommend that the village consider developing an accounting procedures manual. Also, in the 
process of the comprehensive review of accounting procedures for the purpose of developing the 
manual, management might discover procedures that can be eliminated or improved to make the system 
more efficient and effective. 
 

 Status (4/30/13) 
 
This point is still valid. 
 



 

Page 8 

 
INFORMATIONAL POINTS 
 

GASB STATEMENT NO. 65: ITEMS PREVIOUSLY REPORTED AS ASSETS AND LIABILITIES  
 
Government Accounting Standards Board (GASB) Statement No. 65 – Items Previously Reported as 
Assets and Liabilities will result in a reclassification of some financial statement line items on the 
Statement of Net Position and Balance Sheet of governments. The new financial statement categories of 
deferred outflows of resources and deferred inflows of resources will become more commonly used upon 
implementation of this standard. In addition to reclassifications to these new categories, the standard will 
also result in a change in the accounting treatment for certain items, including debt issuance costs. This 
standard is effective for periods beginning after December 15, 2012, and was intended to complement 
Statement No. 63 – Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of 
Resources, and Net Position.  
 
Some of the most significant changes of this standard that will impact many governments include:   
 

 Debt issuance costs previously amortized will now be expensed in the period incurred 

 Losses on refunding of debt will now be classified as a deferred outflow of resources, and 
consistent with the change noted previously, the formula for calculating the loss has been 
adjusted to exclude debt issuance costs (prospectively)  

 Regulatory credits recorded by utilities will now be recorded either as a liability or a deferred 
inflow of resources, depending on how the credit will be applied in the future 

 The terminology of deferred revenue is no longer permitted to be used. In addition, the items 
previously recorded as deferred revenue will need to be analyzed to determine if they now will be 
presented as a deferred inflow of resources or a liability 

 The major fund determination formula has been updated to include the new categories 
 
We are available to discuss these changes and the impact on your financial statements. 
 

GASB STATEMENT NO. 68: ACCOUNTING AND FINANCIAL REPORTING FOR PENSIONS 
 
The Governmental Accounting Standards Board (GASB) has issued Statement No. 68, which will change 
the accounting and financial reporting requirements for state and local governments that provide their 
employees with pensions. This Statement replaces the requirements of GASB Statement Nos. 27 and 50 
as they relate to pensions that are provided through pension plans administered as trusts, or equivalent 
arrangements that meet certain criteria. These changes will affect your financial statements for the year 
ended April 30, 2016. 

 
This Statement applies specifically to governments that provide their employees with pensions through 
pension plans in which a government’s contributions to the trust used to administer a pension plan are 
(1) irrevocable, (2) restricted to paying pension benefits, and (3) beyond the reach of creditors.  

 
Government employers that provide their employees with a defined benefit pension are classified in one 
of the following categories for this Statement: 

 
 Single employer – is an employer whose employees are provided with a defined benefit pension 

through a single employer pension plan 

 Agent employer – is an employer whose employees are provided with a defined benefit pension 
through an agent multiple employer pension plan 

 Cost-sharing employer – is an employer whose employees are provided with a defined benefit 
pension through a cost-sharing multiple employer pension plan 
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INFORMATIONAL POINTS (cont.) 
 

GASB STATEMENT NO. 68: ACCOUNTING AND FINANCIAL REPORTING FOR PENSIONS (cont.) 
 
Under the new standards, in financial statements prepared using the economic resources measurement 
focus (accrual basis of accounting), the single or agent employer is required to recognize a liability equal 
to the net pension liability. The net pension liability is defined as the present value of projected benefit 
payments to be provided through the pension plan, to current and inactive employees, that is attributed to 
those employees’ past periods of service (total pension liability), less the amount of the pension plan’s net 
position. A cost-sharing employer is required to recognize its proportionate share of the net pension 
liability of the Illinois Municipal Retirement Fund.  
  
The new Statement contains requirements related to the actuarial cost method and certain other 
assumptions used in the preparation of an actuarial valuation. The Statement also requires that an 
actuarial valuation of the total pension liability be performed at least every two years, with more frequent 
valuations encouraged. In addition, this Statement also requires disclosing certain information in the 
notes to the financial statements, as well as presenting certain required supplementary information (RSI) 
for the ten most recent fiscal years.   
 
For government employers that provide their employees with a defined contribution pension, the new 
standards generally carry forward the existing financial reporting requirements. 
 
We are available to further discuss these changes and the impact on your financial statements. 
 

CUSTODIAL CREDIT 
 
Governmental Accounting Standards Board (GASB) Statement No. 40 requires disclosures about 
deposits and investments. One of the main purposes of GASB Statement No. 40 is to indicate to users of 
financial statements the custodial risks involved with an entity’s deposits and investments. These 
disclosures are included in the notes to your financial statements. 
 
With regard to deposits at banks, the FDIC coverage has changed once again. On January 1, 2013, the 
temporary unlimited coverage for non-interest bearing transaction accounts expired. The rules now also 
distinguish between in-state and out-of-state accounts. Here are the new rules. 
 

 In-state accounts (deposits are held in an institution in the same state where the government is 
located) 

 
1) Up to $250,000 for the combined amount of all time (CDs) and savings deposits (includes 

NOW accounts and money market deposit accounts) 

2) Up to $250,000 for all demand deposit accounts (defined as “deposits payable on demand 
and for which the depository institution does not reserve the right to require advanced notice 
of withdrawal”) 

 Out-of-state accounts (deposits are held in an institution outside of the state where the 
government is located)  

 
1) Up to $250,000 for the combined total of all deposit accounts 

These rules are in effect as of January 1, 2013. You will need to consider whether the new rules affect 
your deposit investment policies or practices. 
 



 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

REQUIRED COMMUNICATIONS BY THE AUDITOR TO THOSE CHARGED WITH GOVERNANCE 

 
 
 
 
 











 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

MANAGEMENT REPRESENTATIONS 

 










