Memo

To: Mayor, Council and Staff
From: Laura Koenig, Clerk/Deputy Finance Director
Date: June 22, 2007

Re: Financial Report

The May financial report is attached for your review. Staff will be providing a detailed
analysis of revenue expectations and funding needs for the balance of the year in July.

The 2006 Annual Report is provided for your review. The annual audit is scheduled to
startin late July. Staff is reviewing and addressing the issues raised during the last audit.
The Auditors Office has issued a letter regarding the new audit standards which will have
an impact on the way they conduct their audits in the future (copy attached)
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Date: March 30, 2007
To: Washington State Local Governments
Subject: New Audit Standards

We periodically find ourselves dealing with new accounting and auditing standards that have significant
ramifications for our audit clients, such as the GASB 34 implementation a few years ago. We find
ourselves in that situation again with Statement on Auditing Standards (SAS) 112, a new standard
prescribed by the American Institute of Certified Public Accountants (AICPA), one of the standard-setting
bodies for auditing. We wanted to take this opportunity to communicate with you about how this new
standard may affect your audit.

SAS 112, Communicating Internal Control Related Matters Identified in an Audit, is effective for audits
of periods ending on or after December 15, 2006, which will include most audits of 2006 financial
statements. This audit standard provides guidance on identifying and communicating control deficiencies
related to financial statement reporting. It requires auditors to report serious deficiencies in internal
controls over financial reporting, which we have done in the past. However, the new standard sets a
lower threshold for the types of deficiencies that are reported. The following are examples of indicators
of control deficiencies: S

¢ Material misstatements identified by the auditor that were not prevented or detected by the entity’s
internal controls (even if subsequently corrected by management).
e Restatement of previously issued financial statements to correct a material misstatement.
» Ineffective oversight or quality control measures over financial reporting by those charged with
governance of the entity. _ _
* Insufficient knowledge or application of generally accepted accounting principles.
* Deficiencies in controls over non-routine transactions or the financial statement preparation
process. )
SAS 112 is a result of Sarbanes-Oxley concepts being adopted by standard-setting bodies and is an
attempt to reinforce management’s responsibility for ensuring sufficient internal controls over financial
reporting and the auditor’s responsibility to report deficiencies in those controls that come to our
attention.  You can assist by emphasizing the importance of establishing and following internal controls



over financial reporting that provide reasonable assurance the financial statements are fairly presented in
all material respects.

If you have questions or need further guidance, please contact your local Audit Manager or reference the
AICPA website at: www.aicpa.org . From the menu on the lefi select: Professional Resources !
Accounting and Auditing | Audit and Attest Standards. Choose the blue box that says, “Authoritative
Standards for Non-Issuers” and then “Statements on Auditing Standards (SASs)”.

Sincerely,
Chuck Pfeil
Director of Local Audit
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