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OPERATIONAL RESULTS 
 
 ELECTRIC UTILITY OPERATING RESULTS 
 
The electric utility’s operating income decreased in 2013 to $948,000 compared to $1,139,000 in 2012. 
The primary reason for the decrease in operating income is due to an increase in operating expenses, 
particularly with distribution maintenance. 
 

 WATER UTILITY OPERATING RESULTS 
 
The water utility’s operating income decreased in 2013 to $567,000 compared to $647,000 in 2012. 
Water sales decreased by 2% due to a decrease in water consumption compared to consumption during 
the dry weather in 2012.  
 

 WASTEWATER OPERATING RESULTS 
 
The wastewater utility’s operating income decreased in 2013 to $478,000 compared to $555,000 in 2012. 
Revenues decreased 2%, which coincides with the decrease in water sales. Sewer rates have not 
changed since 2007. We understand that the sufficiency of revenues is reviewed as part of the annual 
budget process, but given the usage patterns that could have changed in the last five years we 
recommend management complete a detailed sewer rate review in the near future.  
 
 
CURRENT YEAR COMMENTS 
 
 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 Statements 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 December 31, 2015. 
 
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. 
 
Under the new standards, in financial statements prepared using the economic resources measurement 
focus (accrual basis of accounting), a cost-sharing employer is required to recognize its proportionate 
share of the net pension liability of the Wisconsin Retirement System plan. 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.  
 
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.  
 
We are available to further discuss these changes and the impact on your financial statements.  
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INTERNAL CONTROL COMMENTS 
 
 COMPLETE SEGREGATION OF DUTIES NOT FEASIBLE 
 
A properly designed system of internal control includes adequate staffing as well as policies and 
procedures to properly segregate duties. This includes systems that are designed to limit the access or 
control of any one individual to your government’s assets or accounting records, and to achieve a higher 
likelihood that errors or irregularities in the utility’s accounting processes would be discovered by your 
staff in a timely manner.  
 
At this time, due to staffing and financial limitations, the utility does not have proper internal controls in 
place to achieve ideal segregation of duties. As a result, errors or irregularities could occur as part of the 
financial process that may not be discovered by the utility.  
 
Procedures, designed to improve controls, have been established by management including: 
 

 Authorization of official depository. 
 Review and acceptance of the audit report and management letter. 
 Authorization of capital expenditures. 
 Approval of annual budgets. 
 Cross training of personnel and rotation of duties entailing custody of certain liquid assets. 

 
These procedures are helpful in assuring that management is knowledgeable of and involved with the 
day-to-day system operations. 
 
There are also key controls, which are listed below, that are not currently in place at the utility related to 
significant transaction cycles. These key controls are important in reducing the risk of errors or 
irregularities in the utility’s accounting processes.  

 Review of the year end accrued payroll. 
 Reviews of the monthly receivable reconciliations. 
 Review of new customer account setup. 
 Review of the reconciliation of open work orders to the construction balance in the ledger. 
 Review of the monthly or yearend financial statements. 
 Complete segregation of billing and receipting for miscellaneous services. 

 
Since these key controls are not currently in place, errors or irregularities could occur as part of the 
financial process that may not be discovered by the utility. Our review of internal control disclosed a 
control deficiency in that segregation of duties is not feasible due to the limited number of staff in the 
office. For example, many reconciliations are prepared by a person who is also involved in the day to day 
transactions. Although we do not feel this is a material weakness or significant deficiency we do believe it 
is important that the Committee is aware of this fact. 
 
This situation necessitates an increased amount of management involvement in the day-to-day operation 
of the system. This is not unusual in utilities of your size, but management should continue to be aware of 
this condition and realize that the concentration of duties and responsibilities in a limited number of 
individuals is not desirable from a control point of view. 
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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.  
 

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 utilities committee 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? 
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TWO WAY COMMUNICATION REGARDING YOUR AUDIT (cont.) 

 
Also, is there anything that we need to know about the attitudes, awareness, and actions of the utilities 
concerning: 
 

a. The utilities’ 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 financial audit work during the months of November or December. Our final financial fieldwork 
is scheduled during January to best coincide with your readiness and report deadlines. After fieldwork, we 
wrap up our financial 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 6-10 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. 



  

 

REQUIRED COMMUNICATIONS BY THE AUDITOR TO THOSE CHARGED WITH GOVERNANCE 

  





To Stoughton Utilities Committee 
Stoughton Utilities 
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 QUALITATIVE ASPECTS OF THE ENTITY’S SIGNIFICANT ACCOUNTING PRACTICES 
 
  Accounting Policies 

Management is responsible for the 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 utilities are described in Note 1 to the 
financial statements. As described in Note 1 to the financial statements, the Stoughton Utilities changed 
accounting policies related to deferred outflows of resources and deferred inflows of resources by adopting 
Statement of Governmental Accounting Standards (GASB) Statement No. 65, Items Previously Reported as 
Assets and Liabilities in 2013. We noted no transactions entered into by the Stoughton Utilities 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 were the accrual of compensated 
absences and fair value of the ATC investment. We have reviewed managements’ assumptions and 
methodologies for these estimates. 
 
  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. 
 
 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. Management 
has corrected all such misstatements.   
 
In addition, the one misstatement detected as a result of audit procedures and corrected by management was 
not material to the financial statements taken as a whole. 
 
 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. 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 
 
 










