Minutes-Approved10/30/12
Town of Wayland

Audit Committee Minutes

Date: August 6, 2012

Time of Meeting: 6:00 p.m.

Place of Meeting: Wayland Town Building, Selectman’s Meeting Room

Members Present: Tony Boschetto, Gordon Cliff, Chris Cullen, Ben Downs, Chris Riley
Members Absent: None

Call to Order: Meeting was called to order at 6:01 p.m. by Chris Riley.

Minutes: Mr. Riley volunteered to take minutes.

Public Comment:

Donna Bouchard discussed three areas of concern:

1. The proposed School audit,

2. The OPEB account, and

3. The reserve for encumbrances account designated F/B for $500k.

Ms. Bouchard handed out to committee members:
1. A copy of the Town of Wayland Combined Balance Sheet date June 30, 2011 highlighting
liability accounts “Reserve for Encumbrances” and “Designated F/B.”

Shawn Kinney discussed the role and duties of the Audit Committee as it might apply to the
School Committee and the proposed School audit. One of Mr. Kinney’s concerns relates to the
use of the Principal’s discretionary accounts. He provided handouts to support his concerns. He
also distributed a letter from the Town of Wellesley Audit Committee to the Chair of the
Wellesley School Committee discussing the “Review of the School Business Office and Selected
Revenue Programs of the Wellesley Public Schools” by their audit contractor Powers & Sullivan.

Linda Segal welcomed the committee members. She discussed the roles and duties of the
committee.

Election of Chair:
Chris Riley solicited nominations from committee members. Ben Downs nominated Chris Riley.

There being no other nominations, it was moved and seconded to take a vote. Vote: 4in
favor. None opposed. One (Chris Riley) abstained.



Review and discussion of Committee Charge:

Town Administrator Fred Turkington discussed the duties and responsibilities of the Audit
Committee as voted by the Selectmen. Mr. Boschetto passed out an article titled “A New Vision
for Public Sector Audit Committees.” A healthy discussion ensued on this topic.

Review Contract for Audit Services with Melanson Heath & Company, P.C.:

With input from Mr. Turkington and Finance Director Michael DiPietro, the committee reviewed

the:
1.
2.

Calendar for the current audit, and
The scope of work as detailed in the Agreement for Provision of Auditing Services signed
5/20/2011.

Review the FY2011 audit and Management Letter

The committee, Mr. Turkington and Mr. DiPietro discussed the FY 2011 audit and
recommendations including:

1.
2.

The 2011 Management Letter outlining four (4) current year recommendations, and
The Town’s December 13, 2011 response to the Management Letter detailing progress in
conforming to the recommendations.

Discussion with Melanson Heath relative to services provided, scope, status and timetable for 2012

audit

Scott Mclntyre from Melanson Heath along with Messrs. Turkington and DiPietro joined the
committee in a wide ranging discussion. Topics discussed included:

1.
2.

O N

Schedule for the 2012 audit beginning with an initial review in May of 2012,
Scrutiny of school and town revolving accounts, trust fund accounts and year end cutoff
procedures for capital projects,
Comparison to other towns audited by Melanson Heath (In Mr. Mclntyre’s opinion Wayland
compared favorably),
Areas that will continue to be subject to rigorous testing of internal controls include:

a. Cash collections,

b. Purchasing,

c. Related party transactions,
Necessity of forming an internal audit function (Mr. Mcintrye felt this was unnecessary. He
has only suggested this course in special situations, such as a city/town that operated a
municipal airport.)
Timing of audit scope expansion (sooner than later),
OPEB ( Mcintyre praised Wayland as one of few towns that have a net asset position),
Areas of expanded scope per GFOA,
Change in Scope of 2012 audit (no major changes according to Mclintyre)

Request for Background Information

The committee asked Mr. Turkington to forward various reports or links to reports discussed.
Next Meeting Date, Time, and Agenda



1. Date 8/27/12 at7 pm.
2. Purpose-to evaluate Melanson Heath contract and discuss additional areas of focus for this
year’s audit.
a. Invite Paul Grasso and Tom Greenaway to discuss development of the scope of work
for Melanson Heath.
b. Invite Rebecca Chasen from ORC for update and potential follow through with audit.

c. Invite John Bladon to discuss role and responsibility of Audit Committee as voted by
BOS.

Adjournment

A motion was made, seconded, and unanimously voted to adjourn The meeting was adjourned
at 8:35 pm.

Respectfully submitted,
Chris Riley

Documents:
1. D.Bouchard
a. Town of Wayland Combined Balance Sheet for YE 6/30/11.
b. Munis Balance Sheet for 2011 period 13.
2. S.Kinney
a. Letter from Wellesley Audit Committee to Chair of Wellesley School Committee re:
review of School Business Office and selected revenue programs.
b. Quicken spreadsheet of principal’s discretionary account dated 10/21/99-8/6/12.
3. T Boschetto
a. Atrticle titled “A New Vision for Public Sector Audit Committees.”
4. Audit scope of services Melanson Heath.
5. Town response to Melanson Heath management letter 12/11.



AGREEMENT FOR PROVISION OF AUDITING SERVICES

This Agreement is entered into this twentieth day of May, 2011 between the

Town of Wayland, Massachusetts, a body politic and corporate of the Commonwealth of
Massachusetts (the “Town”), with offices at 41 Cochituate Road, Wayland, Massachusetts
01778, and Melanson Heath & Company, P.C., an entity organized under the laws of the
Commonwealth of Massachusetts having a usual place of business at 10 New England Business
Center Drive, Suite 107, Andover, Massachusetts 01810 (the “Contractor”).

In consideration of the mutual agreements by the parties contained herein, the Town and the
Contractor agree as set forth below.

ARTICLE 1. CONTRACT DOCUMENTS

1.1 The contract documents consist of this Agreement and the other documents and
specifications enumerated below or referred to in such other documents or specifications. The
contract documents are all as fully a part of this Agreement as if attached to this Agreement or
repeated herein. The Contract Documents are as follows, with terms used herein having the
meanings assigned to such terms in such Contract Documents:

Request for Proposal for Annual Audit Services dated March 3, 2011, including any
specifications and Contractor's Proposal entitled “Technical Proposal for Audit of Financial
Accounts and Records for the Years Ended June 30, 2011 - 2013” submitted on April 1, 2011

ARTICLE 2. SCOPE OF WORK

2.1. The Contractor shall perform annually an audit of the Town of Wayland financial
statements including presentation of comparative financials as of June 30, 2011; June 30, 2012;
and June 30, 2013 and for the years then ended. The Contractor shall also perform annually an
audit of the financial statements associated with the Town’s operations. Each annual audit shall
be performed in accordance with generally accepted auditing standards and the standards for
financial audits contained in Government Auditing Standards (most recent revision) issued by
the Comptroller General of the United States 2010. The Contractor shall plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement, including examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation,
and issuing a report thereon. The work of the Contractor shall conform to the terms of the
Specifications. The Contractor shall annually provide the Town with thirty (30) copies of the
combined financial statements, together with auditors' reports, which shall be spiral or
otherwise bound.



2.2. The Contractor shall, in connection with each annual audit, perform tests and report on the
Town's compliance with applicable laws, regulations, contracts, and grants.

2.3. The Contractor shall, in connection with each annual audit, review the Town's internal
control structure and assess control risk, report on material weaknesses noted, and inform and
confer with management and the Members of the Board of Selectmen and other boards so
designated regarding recommendations.

2.4. The Contractor shall provide from time to time, during the term of this Agreement, advice
and consultation with respect to accounting matters and shall, at the request of the Town
Administrator, provide brief written responses with respect to appropriate procedures and
appropriate interpretations of the Contractor's reports.

2.5. The Contractor shall, in connection with each annual audit, schedule and participate in
conferences, meetings, and briefings in accordance with the Specifications.

2.6. The Contractor will perform special assignments at the request of the Town Administrator.
Special assignments may include audits or reviews of specified accounts or projects. No such
assignment shall be performed, nor shall the Contractor be entitled to receive compensation
therefore, unless the Town Administrator has authorized the assignment in advance, in writing,
specifying the scope of the activity and the total compensation.

ARTICLE 3. COMPENSATION

3.1. The Contractor's compensation for all services rendered in connection with Paragraphs 2.1
through 2.5 of this Agreement, inclusive of all fees and expenses, shall be as follows:

Fiscal Year Ended Town Audit EQY Compliance Supplement Total

June 30, 2011 $ 29,000 $ 4,500 $ 33,500
June 30, 2012 $ 29,000 $ 4,500 $ 33,500
June 30, 2013 $ 29,000 $ 4,500 $ 33,500

3.2. Compensation for any special assignment shall be based upon a project fee for such
assignment. Prior to the commencement of any special assignment, the Contractor shall
propose to the Town in writing a project budget, including the Contractor's proposed fee
(expressed as a total dollar amount), and all other expenses, together with a proposed work
plan and timetable for executing the assignment. The Town Administrator may approve the
proposal, return the proposal for revisions, or reject the proposal. In no event shall the
Contractor be entitled to compensation or reimbursement for any service or expense unless
undertaken in accordance with a project budget (or amendment thereto) which has been
approved in writing by the Town Administrator.

3.3. Within fourteen (14) days after the execution of this Agreement, and annually thereafter,
the Contractor shall submit to the Town Administrator a schedule for payment, reflecting the



Contractor's best estimate of monthly work flow for the ensuing year. Such schedule shall be
subject to review and approval by the Town Administrator, such approval not to be
unreasonably withheld. Such schedule, when approved by the Town Administrator, shall be
incorporated in this Agreement and used as a basis for payment to the Contractor, provided
that such payment schedule shall be adjusted as reasonably determined by the Town
Administrator in the event that there shall be a change in the work plan or timelines thereunder,
or in the event that the actual level of effort required of the Contractor during any period differs
materially from the anticipated level of effort for such period upon which such schedule was
based.

3.4. The Contractor shall submit to the Town Administrator a monthly invoice setting forth the
amount due for the preceding month (a) for services rendered in connection with Paragraphs
2.1 through 2.5; and (b) for special assignments, if any. Each invoice shall include a detailed
breakdown of each amount and the sum of all prior payments. The Town Administrator shall
review each such invoice and may make such exceptions or adjustments as may be necessary to
bring such invoice into conformity with the terms of this Agreement. Within thirty (30) days
after submission of each such invoice, the Finance Department shall make payment to the
Contractor in the amount approved, subject to Paragraph 3.5.

3.5. The Town shall not be obligated to make any payment to the Contractor hereunder if and
to the extent that the Contractor is in material default of its obligations hereunder; or any part of
such payment is attributable to services which are not performed in accordance with this
Agreement, provided that payment shall be made as to the part thereof attributable to services
which were performed in accordance with this Agreement.

ARTICLE 4. FURTHER RESPONSIBILITIES OF CONTRACTOR

4.1. The Contractor shall perform its services hereunder as expeditiously as is consistent with
the standards of professional skill and care required by Paragraph 4.6. The Contractor shall
adhere to the time lines set forth in the Specifications and each approved work plan. Time is of
the essence of this Agreement. Time lines may be modified by mutual agreement of the parties.
If the Contractor is hindered or delayed in the commencement or progress of the work by any
act or omission of the Town, or unforeseeable causes beyond the control and not caused in
whole or in part by fault or negligence of the Contractor, the Contractor shall be entitled to an
extension of time reasonably needed to complete the work or portion thereof affected by the
delay, provided the Contractor shall give prompt written notice of the delay, stating the causes
and proposing a modification of the affected time lines.

4.2. The Contractor shall defend, indemnify, and hold harmless the Town of Wayland, its
officers and employees from and against any and all claims, demands, actions, including actions
for personal injury or wrongful death, actions for property damage, and any other types of
claims asserted by third persons alleging a violation of law or for any other cause, arising from
or related to the Contractor's performance, acts, or operations relating to this Agreement;
provided, however, that this obligation to defend, indemnify and hold harmless shall not apply,
as to any liability, loss, expense or claim, to the extent the Contractor demonstrates that such
liability, loss, expense or claim (a) is caused by the Town; (b) is attributable to



misrepresentations by the management of the Town in any written communication to the
Contractor on which the Contractor has relied in performing its services; or (c) is a liability, loss,
expense or claim for which the Contractor is prohibited from indemnifying a client under any
standard or ruling of the American Institute of Certified Public Accountants.

4.3. The Contractor shall maintain throughout the duration of this Agreement Errors and
Omissions coverage in an amount not less than $1 million. The Contractor shall provide a
certificate of such insurance issued by a corporation licensed or authorized by the
Commissioner of Insurance to do business in Massachusetts. In the event that the Contractor
represents that it is self-insured, the Contractor shall provide evidence satisfactory to the Town
Administrator which reasonably establishes that the Contractor has assets to support the
amount self-insured. The Town may terminate this Agreement, without affecting any coverage
secured by the Contractor hereunder, if the Town Administrator finds that the Contractor has
failed to establish the existence of or maintain assets to support the amount of self-insurance
claimed.

4.4. The Contractor shall maintain in confidence all business information pertaining to the
Town which becomes available to the Contractor in connection with its services under this
Agreement. All data and information developed by the Contractor in the performance of this
Agreement shall become the property of the Town and shall not be disclosed by the Contractor
without the prior express written approval of the Town Administrator, nor shall the Contractor
make any use of such data or information for any purpose other than the fulfillment of the
Contractor's obligations pursuant to this Agreement. All right, title and interest, including
copyright, to all data, information and other work product generated or created pursuant to this
Agreement, shall be and remain in the Town. Notwithstanding anything herein to the contrary,
the Contractor shall be entitled to retain ownership and control of its working papers to

the extent required by professional standards promulgated by the American Institute of
Certified Public Accountants. In the event the Contractor receives a subpoena or other validly
issued administrative or judicial process requiring the production of materials subject to this
Paragraph 4.4, the Contractor shall promptly notify the Town Administrator so as to provide
the Town an opportunity to prevent production, and shall thereafter be entitled to comply with
such subpoena or process to the extent required by law.

4.5. The parties acknowledge that the services to be performed under this Agreement require a
special relationship of trust, cooperation, and good faith between them. The Contractor
therefore agrees that he shall not accept engagements adverse to the interests of the Town in the
subject matter of this Agreement.

4.6. The Contractor agrees that the performance of services under this Agreement shall conform
to the professional standards promulgated by the American Institute of Certified Public
Accountants and any other generally applied ethical and professional standards established by
appropriate authorities.

ARTICLE 5. NON-DISCRIMINATION



5.1. The Contractor shall not, in connection with the performance of work under this
Agreement, discriminate against any employee or applicant for employment because of race,
color, religion, creed, national origin, ancestry, age, sex, handicap, or disability. The Contractor
shall post in conspicuous places in the Contractor’s offices located within the Commonwealth of
Massachusetts, available for employees and applicants for employment, such notices as are
provided by the Massachusetts Commission Against Discrimination setting forth the provisions
of the Fair Employment Practices law of the Commonwealth.

5.2 The Contractor shall ensure that all employees, including supervisory employees, assigned
to provide services under this Agreement within any facility of the Town shall have been
instructed, prior to such assignment, regarding laws and regulations against harassment and
other forms of discrimination based on sex, race, color, religion, creed, national origin, age,
disability, and sexual orientation. The Contractor shall provide each such employee assigned to
perform work under this contract with a copy of the Town’s personnel policies prohibiting
discriminatory behavior (or with a copy of the Contractor’s own such policies, if substantially to
the same effect). The Contractor shall ensure that its employees do not engage in any form of
behavior which would contribute to a hostile work environment for employees of the Town

or other contractors of the Town, and, shall, upon becoming aware of any such behavior
through notice from the Town or otherwise, take prompt and effective corrective action.

ARTICLE 6. PROJECT MANAGER; ACCOUNT STAFFING

6.1. The Contractor shall, in conformity with the Request for Proposals and the Contractor's
Qualifications Statement, designate a project manager and project staff, and shall

not substitute any individuals therefore unless such individuals meet the requirements stated in
the Request for Proposals. The Contractor shall notify the Town Administrator in writing in
advance of proposed changes in the project manager and project staff, and such changes shall
be subject to the approval of the Town Administrator, provided such approval shall not be
unreasonably withheld. The project manager shall be available and responsible for giving
prompt attention and regard to the requests, inquiries and instructions of the Town
Administrator relating to the fulfillment of this Agreement.

6.2. The Contractor acknowledges that continuity in the staffing of the work to be performed
under this Agreement will contribute significantly to the efficient prosecution of such work.
The Contractor agrees to exercise its best efforts to maintain continuity in the staffing of such
work throughout the term of this Agreement. In the event of any changes in such staffing,
the Contractor shall be responsible for ensuring that newly assigned staff members are fully
briefed, by the Contractor's staff, as to the Town's accounting procedures.

ARTICLE 7. NOTICES

7.1. The Contractor shall provide all notices and invoices in connection with the performance of
this Agreement to the Town Administrator at 41 Cochituate Road, Wayland, MA 01778 or to
such other individual as the Town Administrator may from time to time in writing direct. The
Town Administrator shall provide all notices and claims to the project manager designated by



the Contractor or to such other individual or individuals as the Contractor may set forth in
claim procedures provided to the Town Administrator. All notices shall be in writing.

ARTICLE 8. DEFAULT; TERMINATION
8.1. The occurrence of any of the following events shall be a default under this Agreement:

(a) the Contractor shall file a voluntary petition in bankruptcy or proceedings in bankruptcy
shall be instituted against it and shall not be dismissed within 120 days after filing, or

any court shall take jurisdiction of the Contractor and its assets, pursuant to proceedings
brought under the provisions of any federal reorganization act, or a receiver of the Contractor's
assets shall be appointed, or an assignment shall be made for benefit of creditors, or the
Contractor shall permanently be prevented by any final action of any federal or state authority
from conducting or operating its business;

(b) the Contractor shall fail to perform, keep or observe any term, covenant or condition herein
contained which, because of its character, would immediately jeopardize the Town's interest;

(c) the Contractor shall fail to perform, keep or observe any other term, covenant, or condition
herein contained within thirty (30) days after notice from the Town;

(d) the Contractor abandons in whole or in part its services provided for by this Agreement or
becomes unable to perform its services under this Agreement; or

(e) any other event expressly identified as a default or material breach or a ground for
termination under this Agreement shall occur.

8.2. Upon the occurrence and continuance of a default, the Town may terminate this Agreement
by giving notice to the Contractor, may exercise any other legal or equitable right or remedy
which it may have, or both. In the event of such termination, the Town may, but

need not, procure, upon such terms and in such manner as it may deem appropriate, services
similar to those provided for hereunder without prejudice to any other rights and remedies for
default the Town may have. The Contractor shall be liable to the Town for reasonable additional
costs for such similar services.

8.3. The Town Administrator may terminate this Agreement without cause by delivery of
written notice to the Contractor at least seven (7) days prior to the date of termination. In the
event of termination pursuant to Paragraph 8.2 or this Paragraph 8.3, the Contractor shall
deliver to the Town any and all work or work in progress produced under this Agreement prior
to its termination, and the Town shall, upon receipt of such work, pay the Contractor the
reasonable value of said work less any set-off for damages caused by the Contractor in the event
that the termination was for cause as set forth above.

ARTICLE 9. TERM



9.1. This Agreement shall commence on May 20, 2011, and shall continue through May 31, 2014.

ARTICLE 10. MISCELLANEOUS

10.1. The Contractor's rights, duties and obligations under this Agreement may not be assigned,
transferred, subcontracted or delegated without the express prior written approval of
the Town in its sole discretion.

10.2. The Contractor is engaged under this Agreement as an independent contractor and not as
an agent, employee or partner of the Town.

10.3. No member, director, officer, joint venturer, beneficiary, consultant, volunteer,
participant, employee, agent or representative of the Town shall be personally liable to the
Contractor under any term or provision of this Agreement for the Town's payment obligations
or otherwise, or because of any breach hereof, the Contractor agreeing to look solely to the
assets of the Town for the satisfaction of any liability hereunder. In no event shall the Town be
liable to the Contractor except for payment for services rendered pursuant to and in accordance
with this Agreement, nor shall the Town ever be liable to the Contractor for indirect, incidental,
special or consequential damages.

10.4. This Agreement shall be governed by and construed and enforced in accordance with the
laws of the Commonwealth of Massachusetts.

10.5. This Agreement may be amended only by a written instrument executed by the Town and
the Contractor. ;

10.6. The Contractor shall familiarize its employees assigned to perform services under this
Agreement with the provisions of Massachusetts General laws, Chapter 268A (the

- Massachusetts conflict-of-interest law) and the Town’s Policy & Procedures Manual as said
manual relates to gifts and gratuities from “interested parties.”

IN WITNESS WHEREOF, the Town and the Contractor have executed this Agreement as of the
date and year first written above.

HE TOWN OF WAYLAND, MASSACHUSETTS

Mé%\(

Frederic E. Turkington, Jr., Town Administrator

.’ W
Michael DiPietro, Finance Director/ Town Accountant
As to availability of funds




AN

Mark Lanza, E ., Town Counsel
As to form

FOR MELANSON HEATH & COMPANY, P.C.

S‘(-Z—O’Cf.' C. McIntire
Vice-President
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MELANSON HEATH & COMPANY, PC
CERTIFIED PUBLIC ACCOUNTANTS
MANAGEMENT ADVISOR®

10 New England Business Center Drive © Suite 107
Andover, MA 01810-1096
(978) 749-0005 ® Fax (978) 749-0006
www.melansonheath.com

May 12, 2011

Michael F. DiPietro
Finance Director
Town of Wayland
41 Cochituate Road
Wayland, MA 01778

Dear Mr. DiPietro,

We are pleased to confirm our understanding of the services we are to provide
the Town of Wayland, Massachusetts for the year ended June 30, 2011. We will
audit the financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information, which
collectively comprise the basic financial statements, of the Town as of and for the
year ended June 30, 2011. Accounting standards generally accepted in the
United States provide for certain required supplementary information (RSI), such
as management's discussion and analysis (MD&A), to supplement the Town's
basic financial statements. Such information, although not a required part of the
basic financial statements, is required by the Government Accounting Standards
Board who considers it to be an essential part of the financial reporting for
placing the basic financial statements in an appropriate operational, economic
and historical context. As part of our engagement, we will apply certain limited
procedures to the Town’s RSI in accordance with auditing standards generally
accepted in the United States of America. These limited procedures will consist
of inquiries of management regarding the methods of preparing the information
and comparing the information for consistency with management’s responses to
our inquiries, the basic financial statements, and other knowledge we obtained
during our audit of the basic financial statements. VWe will not express an opinion
or provide any assurance on the information because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide any
assurance. The following RSI is required by generally accepted accounting
principles and will be subjected to certain limited procedures, but will not be

audited:

Additional Offices:
Greenfield, MA © Ellsworth, ME © Nashua, NH » Manchester, NH



» Management's Discussion and Analysis

e Supplementary OPEB information

Supplementary information other than RSI also accompanies the Town's
financial statements. We will subject the following supplementary information to
the auditing procedures applied in our audit of the financial statements and
certain additional procedures, including comparing and reconciling such infor-
mation directly to the underlying accounting and other records used to prepare
the financial statements or to the financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted
in the United States of America and will provide an opinion on it in relation to the
basic financial statements taken as a whole.

e Schedule of Expenditures of Federal Awards

Audit Objectives

The objective of our audit is the expression of opinions as to whether your basic
financial statements are fairly presented, in all material respects, in conformity
with U.S. generally accepted accounting principles and to report on the fairness
of the supplementary information referred to in the second paragraph when
considered in relation to the basic financial statements taken as a whole. The
objective also includes reporting on:

e Internal control related to the financial statements and compliance with
laws, regulations, and the provisions of contracts or grant agreements,
noncompliance with which could have a material effect on the financial
statements in accordance with Government Auditing Standards.

¢ Internal control related to major programs and an opinion (or disclaimer of
opinion) on compliance with laws, regulations, and the provisions of
contracts or grant agreements that could have a direct and material effect
on each major program in accordance with the Single Audit Act
Amendments of 1996 and OMB Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations.

The reports on internal control and compliance will each include a statement that
the report is intended solely for the information and use of management, the
body or individuals charged with governance, others within the entity, specific
legislative or regulatory bodies, federal awarding agencies, and if applicable,
pass-through entities and is not intended to be and should not be used by
anyone other than these specified parties.

Our audit will be conducted in accordance with auditing standards generally
accepted in the United States of America; the standards for financial audits
contained in Government Auditing Standards, issued by the Comptroller General
of the United States; the Single Audit Act Amendments of 1996; and the
provisions of OMB Circular A-133, and will include tests of accounting records, a
determination of major program(s) in accordance with Circular A-133, and other

2



procedures we consider necessary to enable us to express such opinions and to
render the required reports. If our opinions on the financial statements or the
Single Audit compliance opinions are other than unqualified, we will fully discuss
the reasons with you in advance. If, for any reason, we are unable to complete
the audit or are unable to form or have not formed opinions, we may decline to
express opinions or to issue a report as a result of this engagement.

Management Responsibilities

Management is responsible for the basic financial statements and all
accompanying information as well as all representations contained therein.
Management is also responsible for identifying government award programs and
understanding and complying with the compliance requirements, and for the
preparation of the schedule of expenditures of federal awards in accordance with
the requirements of OMB Circular A-133. As part of the audit, we will assist with
the preparation of your financial statements, schedule of expenditures of federal
awards, and related notes. You are responsible for making all management
decisions and performing all management functions reiating to the financiai
statements, schedule of expenditures of federal awards, and related notes and
for accepting full responsibility for such decisions. You will be required to
acknowledge in the management representations letter our assistance with the
preparation of the financial statements and schedule of expenditures of federal
awards and that you have reviewed and approved the financial statements,
schedule of expenditures of federal awards, and related notes prior to their
issuance and have accepted responsibility for them. Further, you are required to
designate an individual with suitable skill, knowledge, or experience to oversee
any nonaudit services we provide and for evaluating the adequacy and results of
those services and accepting responsibility for them. We will prepare the trial
balance for use during the audit. Our preparation of the trial balance will be
limited to formatting information into a working trial balance based on
management’s chart of accounts.

Management is responsible for establishing and maintaining effective internal
controls, including internal controls over compliance, and for evaluating and
monitoring ongoing activities, to help ensure that appropriate goals and
objectives are met and that there is reasonable assurance that government
programs administered in compliance with compliance requirements. You are
also responsible for the selection and application of accounting principles: for the
fair presentation in the financial statements of the respective financial position of
the governmental activities, the business-type activities, each major fund, and the
aggregate remaining fund information of the Town and the respective changes in
financial position and, where applicable, cash flows in conformity with U.S.
generally accepted accounting principles; and for compliance with applicable
laws and regulations and the provisions of contracts and grant agreements.

Management is also responsible for making all financial records and related
information available to us and for ensuring that management and financial
information is reliable and properly recorded. Your responsibilities also include,



identifying significant vendor relationships in which the vendor has the
responsibility for program compliance and for the accuracy and completeness of
that information. Your responsibilities include adjusting the financial statements
to correct material misstatements and for confirming to us in the representation
letter that the effects of any uncorrected misstatements aggregated by us during
the current engagement and pertaining to the latest period presented are
immaterial, both individually and in the aggregate, to the financial statements
taken as a whole.

You are responsible for the design and implementation of programs and controls
to prevent and detect fraud, and for informing us about all known or suspected
fraud or illegal acts affecting the government involving (1) management,
(2) employees who have significant roles in internal control, and (3) others where
the fraud or illegal acts could have a material effect on the financial statements.
Your responsibilities include informing us of your knowledge of any allegations of
fraud or suspected fraud affecting the government received in communications
from employees, former employees, grantors, regulators, or others. In addition,
you are responsible for identifying and ensuring that the entity complies with
applicable laws, regulations, contracts, agreements, and grants. Additionally, as
required by OMB Circular A-133, it is management’s responsibility to follow up
and take corrective action on reported audit findings and to prepare a summary
schedule of prior audit findings and a corrective action plan. The summary
schedule of prior audit findings should be available for our review. You are
responsible for the preparation of the supplementary information in conformity
with U.S. generally accepted accounting principle. You agree to include our
report on the supplementary information in any document that contains and
indicates that we have reported on the supplementary information. You also
agree to include the audited financial statements with any presentation of the
supplementary information that includes our report thereon or make the audited
financial statements readily available to users of the supplementary information
no later than the date the supplementary information is issued with our report

thereon.

Management is responsible for establishment and maintenance of a process for
tracking the status of audit findings and recommendations. Management is also
responsible for identifying for us previous financial audits, attestation engage-
ments, performance audits, or other studies related to the objectives discussed in
the Audit Objectives section of this letter. This responsibility includes relaying to
us corrective actions taken to address significant findings and recommendations
resulting from those audits, attestation engagements, performance audits or
studies. You are also responsible for providing management's views on our
current findings, conclusions, and recommendations, as well as your planned
corrective actions, for the report, and for the timing and format for providing that

information.



Audit Procedures-General

An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements; therefore, our audit will involve
judgment about the number of transactions to be examined and the areas to be
tested. We will plan and perform the audit to obtain reasonable rather than
absolute assurance about whether the financial statements are free of material
misstatement, whether from (1) errors, (2) fraudulent financial reporting,
(3) misappropriation of assets, or (4) violations of laws or governmental
regulations that are attributable to the entity or to acts by management or
employees acting on behalf of the entity. Because the determination of abuse is
subjective, Government Auditing Standards do not expect auditors to provide
reasonable assurance of detecting abuse.

Because an audit is designed to provide reasonable, but not absolute assurance
and because we will not perform a detailed examination of all transactions, there
is a risk that material misstatements or noncompliance may exist and not be
detected by us. In addition, an audit is not designed to detect immaterial
misstatements or violations of laws or governmental regulations that do not have
a direct and material effect on the financial statements or major programs.
However, we will inform you of any material errors and any fraudulent financial
reporting or misappropriation of assets that come to our attention. We will also
inform you of any violations of laws or governmental regulations that come to our
attention, unless clearly inconsequential. We will include such matters in the
reports required for a Single Audit. Our responsibility as auditors is limited to the
period covered by our audit and does not extend to any later periods for which
we are not engaged as auditors.

Our procedures will include tests of documentary evidence supporting the
transactions recorded in the accounts, and may include tests of the physical
existence of inventories, and direct confirmation of receivables and certain other
assets and liabilities by correspondence with selected individuals, funding
sources, creditors, and financial institutions. We will request written representa-
tions from your attorneys as part of the engagement, and they may bill you for
responding to this inquiry. At the conclusion of our audit, we will also require
certain written representations from you about the financial statements and
related matters.

Audit Procedures-Internal Controls

Our audit will include obtaining an understanding of the entity and its
environment, including internal control, sufficient to assess the risks of material
misstatement of the financial statements and to design the nature, timing, and
extent of further audit procedures. Tests of controls may be performed to test the
effectiveness of certain controls that we consider relevant to preventing and
detecting errors and fraud that are material to the financial statements and to
preventing and detecting misstatements resulting from illegal acts and other
noncompliance matters that have a direct and material effect on the financial
statements. Our tests, if performed, will be less in scope than would be neces-

5



sary to render an opinion on internal control and, accordingly, no opinion will be
expressed in our report on internal control issued pursuant to Government
Auditing Standards.

As required by OMB Circular A-133, we will perform tests of controls over
compliance to evaluate the effectiveness of the design and operation of controls
that we consider relevant to preventing or detecting material noncompliance with
compliance requirements applicable to each major federal award program.
However, our tests will be less in scope than would be necessary to render an
opinion on those controls and, accordingly, no opinion will be expressed in our
report on internal control issued pursuant to OMB Circular A-133.

An audit is not designed to provide assurance on internal control or to identify
significant deficiencies. However, during the audit, we will communicate to
management and those charged with governance internal control related matters
that are required to be communicated under AICPA professional standards,
Government Auditing Standards, and OMB Circular A-133.

Audit Procedures-Compliance

As part of obtaining reasonable assurance about whether the financial
statements are free of material misstatement, we will perform tests of the Town's
compliance with applicable laws and regulations and the provisions of contracts
and agreements, including grant agreements. However, the objective of those
procedures will not be to provide an opinion on overall compliance and we will
not express such an opinion in our report on compliance issued pursuant to
Government Auditing Standards.

OMB Circular A-133 requires that we also plan and perform the audit to obtain
reasonable assurance about whether the auditee has complied with applicable
laws and regulations and the provisions of contracts and grant agreements
applicable to major programs. Our procedures will consist of tests of trans-
actions and other applicable procedures described in the OMB Circular A-133
Compliance Supplement for the types of compliance requirements that could
have a direct and material effect on each of the Town’s major programs. The
purpose of those procedures will be to express an opinion on the Town's
compliance with requirements applicable to each of its major programs in our
report on compliance issued pursuant to OMB Circular A-133.

Engagement Administration, Fees and Other

We understand that your employees will prepare all cash, accounts receivable, or
other confirmations we request and will locate any documents selected by us for

testing.
At the conclusion of the engagement, we will complete the appropriate sections
of the Data Collection Form that summarizes our audit findings. We will provide

copies of our reports to the Town; however, it is management’'s responsibility to
submit the reporting package (including financial statements, schedule of



expenditures of federal awards, summary schedule of prior audit findings,
auditors’ reports, and a corrective action plan) along with the Data Collection
Form to the federal audit clearinghouse. We will coordinate with you the
electronic submission and certification. If applicable, we will provide copies of
our report for you to include with the reporting package you will submit to pass-
through entities. The Data Collection Form and the reporting package must be
submitted within the earlier of 30 days after receipt of the auditors’ reports or nine
months after the end of the audit period, unless a longer period is agreed to in
advance by the cognizant or oversight agency for audits.

The audit documentation for this engagement is the property of Melanson Heath
& Company, P.C. and constitutes confidential information. However, pursuant to
authority given by law or regulation, we may be requested to make certain audit
documentation available to a Cognizant or Oversight Agency or its designee, a
federal agency providing direct or indirect funding, or the U.S. Government
Accountability Office for purposes of a quality review of the audit, to resolve audit
findings, or to carry out oversight responsibilities. We will notify you of any such
request. If requested, access to such audit documentation will be provided under
the supervision of Melanson Heath & Company, P.C. personnel. Furthermore,
upon request, we may provide copies of selected audit documentation to the
aforementioned parties. These parties may intend, or decide, to distribute the
copies or information contained therein to others, including other governmental

agencies.

The audit documentation for this engagement will be retained for a minimum of
five years after the report release or for any additional period requested by the
Cognizant or Oversight Agency. If we are aware that a federal awarding agency,
pass-through entity, or auditee is contesting an audit finding, we will contact the
parties contesting the audit finding for guidance prior to destroying the audit

documentation.

Scott C. Mclntire, CPA, is the engagement officer and is responsible for super-
vising the engagement and signing the reports or authorizing another individual
to sign them. Our fee for these services will not exceed $ 29,000 for the
Financial Statement audit, and $ 4,500 for the End-of-Year Report audit.

Should the Town receive or expend stimulus money from the American Recovery
and Reinvestment Act of 2009, additional fees will need to be agreed upon. Our
invoices for these fees will be rendered each month as work progresses and are
payable on presentation. The above fee is based on anticipated cooperation
from your personnel and the assumption that unexpected circumstances will not
be encountered during the audit. If significant additional time is necessary, we
will discuss it with you and arrive at a new fee estimate before we incur the

additional costs.

Government Auditing Standards require that we provide you with a copy of our
most recent external peer review report and any letter of comment, and any
subsequent peer review reports and letters of comment received during the
period of the contract. Our latest peer review report will be provided at your
request. :



We appreciate the opportunity to be of service to the Town and believe this letter
accurately summarizes the significant terms of our engagement. If you have any
questions, please let us know. If you agree with the terms of our engagement as
described in this letter, please sign the enclosed copy and return it to us.

Very truly yours,

Wbl ffeeiril v Guopry P

Melanson Heath & Company, P.C.

RESPONSE!

This letter correctly sets forth the understanding of the Town of Wayland,
Massachusetts.

T .
By: M&m\ _
Title: _ Tston Ao ghtue

Date:  Juowe |, 0P|
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11/02/2011 14:35 TOWN OF WAYLAND

mdipietro BALANCE SHEET FOR 2011 13
FUND:
NET CHANGE ACCOUNT
FUND: 10 GENERAL FUND FOR PERIOD BALANCE
ASSETS
10 10100 CASH .00 80,296,991.29
10 12103 03 PERSONAL PROPERTY .00 707.56
10 12104 04 PERSONAL PROPERTY .00 3,242.14
10 12105 05 PERSONAL PROPERTY .00 516.63
10 12106 06 PERSONAL PROPERTY .00 393.58
10 12107 07 PERSONAL PROPERTY .00 628.48
10 12108 08 PERSONAL PROPERTY .00 1,049.45
10 12109 09 PERSONAL PROPERTY .00 2,852.48
10 12110 10 PERSONAL PROPERTY .00 3,950.23
10 12111 11 PERSONAL PROPERTY .00 5,028.49
10 12209 09 REAL ESTATE .00 17,881.20
10 12210 10 REAL ESTATE .00 83,643.22
10 12211 11 REAL ESTATE .00 620,933.38
10 12306 06 ALLOWANCE FOR ABATEMENT .00 -12,423.58
10 12307 07 ALLOWANCE FOR ABATEMENT .00 -123,497.25
10 12308 08 ALLOWANCE FOR ABATEMENT .00 -18,758.53
10 12309 09 ALLOWANCE FOR ABATEMENT .00 -521,786.09
10 12310 10 ALLOWANCE FOR ABATEMENT .00 -773,442.11
10 12311 11 ALLOWANCE FOR ABATEMENT .00 -1,438,908.51
10 12401 TAX TITLE .00 790,039.41
10 125631 DEFERRED PROPERTY TAXES .00 412,231.73
10 12603 03 MOTOR VEHICLE EXCISE .00 6,677.10
10 12604 04 MOTOR VEHICLE EXCISE .00 5,058.38
10 12605 05 MOTOR VEHICLE EXCISE .00 3,182.23
10 12606 06 MOTOR VEHICLE EXCISE .00 3,084.24
10 12607 07 MOTOR VEHICLE EXCISE .00 3,694.86
10 12608 08 MOTOR VEHICLE EXCISE .00 9,909.01
10 12609 09 MOTOR VEHICLE EXCISE .00 8,756.69
10 12610 10 MOTOR VEHICLE EXCISE .00 14,423.89
10 12611 11 MOTOR VEHICLE EXCISE .00 90,557.56
10 16110 DUE FROM/TO OTHER FUNDS .00 -57,145,333.24
TOTAL ASSETS I T 22,351,283.92
LIABILITIES
10 20100 WARRANTS PAYABLE .00 -1,125,887.10
10 21501 GROUP INS W/H PAYARLE .00 -1,480,518.36
10 21709 UNION DUES SCH .00 14.00
10 25802 GUARANTEED DEPOSITS-BOH .00 -19,139.32
10 25803 GUARANTEED DEPOSITS-CONSERVAT .00 -342,337.04
10 25804 GUARANTEED DEPOSITS-BUILDING .00 -741,538.94
10 25805 GUARANTEED DEPOSITS-PLANNING .00 -164,665.02
10 25850 TRANSFER STATION CAPPING .00 -350,000.00
10 26101 DEFERRED REV-R.E. & P.P. TAX .00 945,718.09
10 26301 DEFERRED REV-M.V. EXCISE .00 -145,343.96

PG 1
glbalsht



11/02/2011 14:35 TOWN OF WAYLAND PG 2
mdipietro BALANCE SHEET FOR 2011 13 glbalsht
FUND:

NET CHANGE ACCOUNT

FUND: 10 GENERAL FUND FOR PERIOD BALANCE
TOTAL LIABILITIES .00 -3,423,697.65

FUND BALANCE

10 32110 FUND BAL RES FOR ENCUMBRANCE -1,045,900.62 -1,045,900.62
10 32401 FUND BAL RES FOR EXPENDITURES .00 -2,010,000.00
10 35901 UNDESIGNATED FUND BALANCE -3,977,193.12 -13,866,308.65
10 35952 FD BAL-RES EXEMPT PREMIUMS .00 =1.505.377.00
10 35953 DESIGNATED F/B .00 -500,000.00
10 38910 BUD FB RES FOR ENC 1,045,900.62 .00
10 39100 REVENUE CONTROL 67,268,454.83 .00
10 39300 EXPENDITURE CONTROL -62,245,361.09 .00
10 39400 ENCUMBRANCE CONTROL -1,045,900.62 .00
TOTAL FUND BALANCE .00 -18,927,586.27
TOTAL LIABILITIES + FUND BALANCE .00 -22,351,283.92

% END OF REPORT - Generated by Michael DiPietro **
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TOWN OF WELLESLEY MASSACHUSETTS

AUDIT COMMITTEE

ToOWN HALL e 525 WASHINGTON STREET @ WELLESLEY, MA ¢ 02482-5992
RuUSTY KELLOGG, CHAIRMAN ALAN KORPt
MIKE YOUNG, VICE-CHAIRMAN ED NELSON
KATY GIBSON, SECRETARY
Suzy Littlefield, Chair September 15, 2011
Wellesley School Committee
40 Kingsbury Street
Wellesley, MA 02481
Dear Suzy,

The final report by Powers & Sullivan on the Review of the School Business Office and Selected Revenue Programs of
the Wellesley Public Schools is enclosed. This review by the Town's independent certified public accountants was
performed at the request of the Audit Committee, with the support of the School Commiftee, and funded by a Reserve
Fund Transfer from the Advisory Committee. The review was in response to the billings and coliections problems with
the food service system. Powers & Sullivan were asked to perform a limited review of the systems and controls related
to significant revolving or revenue accounts to assure that the accounts did not have problems simifar to those
encountered with the food service billings and collections.

The Audit Committee and the School Committee held two joint meetings in April and May to determine the scope and
procedures of the review. An Internal Control Questionnaire was circulated to 18 program areas that collect significant
fees or revenue and the Audit Committee selected six programs for review. The site visits were done by Powers &
Sullivan in June, and on June 29" there was an Audit Committee meeting with members of the School Committee to
receive a copy of the preliminary findings. On September 6™ members of the Audit and School Committees and
Powers & Sullivan met with the Superintendent and the School Business Manager to discuss the findings of the review.

Although the report indicates that within the six programs reviewed there were no major system failures similar to the
problems with the food service billings and collections, there are several observations and comments indicating
insufficient intemnal control practices and policies. Specifically, the buliet points at the end of the Powers & Sullivan
report give examples where important control procedures are not in place.

At our meeting last week we requested that the School Department address the issues raised in the report, and
provide the Audit and School Committees a response describing new internal controls in place and steps to reinforce
existing control procedures. The School Department expressed concern about being able to respond in less than two
months due to other pressing matters associated with the start of the schoo! year, budget preparation and personal
availability. The School Department also indicated that there are plans fo convert several of these programs to an
online payment and collection system and these new systems would have additional controls. We emphasized the
urgency of implementing the essential control procedures as soon as possible even if they serve as interim control
procedures until the new systems are installed and operational. We hope that the School Commitiee concurs with our
sense of urgency in this matter.

Also, at Annual Town Meeting the School Committee indicated they intend to undertake a broader study of the School
Business Office, not only to ensure the proper controls are in piace, but to identify ways to do business more effectively
and efficiently. At our meeting last week the School Department indicated that they plan to issue a Reguest for
Proposal for this study this fall. The Audit Committee supports the need for this study, and members of the Audit

Committee would be available to provide their expertise in preparing the RFP

Sinoe;e;y.
Yot "
Rusty Keilogg,”"Chairman

cc: School Committee
Advisory Committee
Board of Selectmen
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he concept of an audit committee is hardly new.
Examples can be found in both the public and private
‘'sectors going back many years. Likewise, a full decade
has now passed since the GFOA first offered a recommended
practice specifically devoted to the topic. All the same, the
audit committee has become the focus of unprecedented
attention in the wake of the passage of the Sarbanes-Oxley Act.

The Sarbanes-Oxley Act mandated important changes in
the structure and operation of private-sector audit commit-
tees. A little more than a year ago, the GFOA Executive Board
asked its standing Committee on Accounting, Auditing, and
Financial Reporting to examine these developments with a

view toward identifying specific privatesector changes from

which the public sector might also benefit.

The committee studied the provisions of the Sarbanes-
Oxley Act itself, as well as related guidelines promulgated by

ensuring that management is,in fact, meeting its internal con-
trol and financial reporting responsibilities.

There are at least two practical challenges in the way of a
governing body effectively exercising its oversight responsi-
bility for internal control and financial reporting. First, the
topic is unlikely to emerge at all on a typical governing body’s
“radar screen”unless something actually goes wrong.Second,
management may compromise the independence of the
financial statement audit (a key component of financial
reporting) by inserting itself into the process in a way that

impedes regular direct communication between the inde-

pendent auditors and the governing body.

The audit committee is a practical tool for overcoming both
of these potential obstacles. On the one hand, the creation of
an audit commiitee institutionalizes the governing body’s
involvement with internal control and financial reporting,

thereby ensuring that both topics are

the Securities and Exchange Commission
(i.e., Regulation 33-8220). The committee
also considered the recommendations
published in 1998 by a joint “blue ribbon”
committee of the New York Stock Exchange
and the National Association of Securities
Dealers under the title Report and
Recommendations of the Blue Ribbon
Committee on Improving the Effectiveness of
Corporate Audit Committees.

periodically addressed by the gov-
erning body On the other hand, it
enhances the real independence of
the financial statement audit by pro-
viding a practical vehicle for ensur-
ing regular, direct communication
between the independent auditors
and the governing body, apart from
management.

Ultimately,the Committee on Accounting,
Auditing, and Financial Reporting came to
the conclusion that the GFOA’s earlier recommended practice
on audit committees needed to be substantially rewritten to
take full advantage of the newest private-sector develop-
ments. This much expanded and updated version of the rec-
ommended practice was approved by the GFOAs Executive
Board in 2006.This article will examine the new vision of the
publicsector audit committee incorporated in the new rec-
ommended practice. ‘

THE ROLE OF THE AUDIT COMMITTEE

Financial reporting is a core managerial function.
Accordingly, management is primarily responsible for financial
reporting, including the adequacy of internal control over the
financial reporting process. Similarly,it is a core responsibility
of any governing body to exercise oversight of management.
Therefore, the governing body is ultimately responsible for

ernment is no less responsible for the
quality of its internal control and financial reporting than is
the governing body of a much larger government. Moreover,a
well-designed audit committee should facilitate the govern-
ing body’s performance of its oversight role, thereby reducing,
rather than increasing, its burden. Therefore, all governments,
regardless of size or circumstance,should have an audit com-
mittee.

COMMITTEE MEMBERSHIP

Many managers and governing bodies would be delighted
were it only possible to “outsource” their responsibility for
internal control and financial reporting to someone else.
However, it is never possible to transfer or delegate a core
responsibility While others may be able to provide invaluable

assistance to management and the governing body in meet-

ing their responsibilities, such third parties can never actually
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take their place. For this reason, publicly traded companies
are required to draw all of the members of their audit com-
mittee from the governing body. The GFOA recommends that
state and local governments do the same.

While all members of the audit committee should be drawn
from the governing body, not every member of the governing
body necessarily would be an appropriate candidate for the
audit committee. As explained earlier, one of the basic objec-
tives of the audit committee is to provide a venue for the gov-
erning body and the independent auditors to communicate
apart from management.Consequently,if a member of the gov-
erning body also happens to exercise managerial responsibil-
ities that fall within the scope of the financial statement audit,
that individual should not serve on the audit committee.

Some have voiced concern that limiting audit committee
membership to members of the governing body could pre-
vent the audit committee from effectively performing its
assigned tasks for want of technical expertise.The GFOA takes
a different view. Just as lawmakers need not be lawyers, pro-
vided they have access to expert legal advice, so too, audit
committee members need.not be accountants or auditors,
provided they have access to the services of a financial
expert. A basic orientation on the objectives of accounting
and auditing should be sufficient to equip new audit com-
mittee members for the task at hand.
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Federal law requires that at least one of the members of the
audit committee of a publicly traded company be a financial
expert.1f no current member of the governing body qualifies,
the governing body must be expanded to include an individ-
ual who does, so that the necessary financial expertise is pro-
vided without violating the rule that all audit committee

‘members need to be drawn from the governing body. In the

public sector, of course, it typically is not feasible to expand
the governing body to ensure that at least one member is
always a financial expert.Instead, it is sufficient that the audit
committee have access to a financial expert.

The Sarbanes-Oxley Act set specific criteria that must be
met to qualify as a financial expert:

m an understanding of generally accepted accounting prin-
ciples (GAAP) and financial statements,

m experience in the preparation or auditing of the financial
statements of comparable entities,

m experience in the application of GAAP in regard to esti-
mates, accruals, and reserves,

m experience with internal control,and

m an understanding of how the audit committee functions.

These criteria apply equally well to a state or local govern-
ment's audit committee. Governments, however, face a signifi-
cant additional challenge.

Accounting, auditing, and financial reporting standards for -
state and local governments differ significantly from those for
private-sector entities.To date, the Governmental Accounting
Standards Board has issued 49 statements and six interpreta-
tions, along with sundry technical bulletins and extensive
implementation guides.Togéther, these amount to a formida-
ble corpus of specialized authoritative standards unique to
state and local governments. Furthermore, generally accepted
auditing standards (GAAS) often must be applied to state and
local governments in conjunction with other authoritative
guidelines, especially the Government Accountability Office’s
Government Auditing Standards (commonly known simply as
the“Yellow Book™) and the federal Single Audit Act (as imple-
mented through the Office of Management and Budget’s
Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations, and related Compliance Supplement).
Therefore, it is crucial that a potential financial expert’s edu- .
cation and experience be specifically relevant to the govern-
ment sector.



In addition, all individuals serving on the audit committee
need to receive a basic orientation regarding the role of the
audit committee and their personal responsibility as mem-
bers. Even more specifically, they need to be educated on the
need for professional skepticism, meaning essentially that they
should not demand less evidence from someone they know
than from someone they do not know.

~ While an audit committee undoubtedly can profit from

fresh perspectives, continuity is at least as important.
Therefore, a governing body is well advised to stagger mem-
bership terms to ensure that there is always at least one expe-
rienced member who can serve as chair.

How many members should an audit committee have? A
minimum of three seems necessary to ensure meaningful dis-
cussion and deliberation. Conversely, an audit committee
probably should not be so large that members could attend
without actively participating (or not attend at all). As a rule
of thumb then, the committee should be designed with the
reasonable expectation that every member would attend and
participate at every meeting. If that expectation does not
appear reasonable, then the committee is probably too large.

GETTING STARTED

The old axiom “well begun,half done”is nowhere more true
than for audit committees. An important first step is to deter-
mine the size, terms, and membership of the committee
appropriate for the government’s particular circumstances.
This determination should then be documented and formal-
ly approved (e.g., by charter or enabling resolution).

It also is important to determine, document, and formally
approve both the committee’s responsibilities and its authori-
ty. Responsibilities should include:

@ selecting the independent auditor,

m providing independent oversight and review of all aspects
of the financial reporting process, especially internal con-
trol and the independent audit of the financial state-
ments,

m reaching its own conclusion whether the financial state-
ments are fairly presented,and

& providing a public report annually on how it has dis-
charged its responsibilities.

There is always the danger than management could cir-
cumvent whatever controls it has put into place (hence the

Latin proverb “quis custodiet custodes?”= =“who will guard the
guards?”). Therefore, private-sector audit committees are
specifically required to satisfy themselves that appropriate
procedures are in place for the receipt, retention, and treat-
ment of complaints regarding accounting, internal account-
ing controls, or auditing matters (including provision for the
confidential or anonymous submission of concerns).There is
no reason that a publicsector audit committee would not
wish to do the same.

The audit committee’s authority should encompass:

m having access to sufficient.funding to engage the services °
of financial experts, legal counsel, and other appropriate
specialists, as needed,

@ having access to the annual work plan and all reports of
the internal auditors, and

@ having the independent auditor report directly to it rather
than management.

Some argue that internal auditors, no less than independent

" auditors, should report directly to the audit committee rather

than to management. Others counter that such an arrange-
ment could unintentionally distance managers from direct
involvement with internal control, thereby compromising
rather than enhancing its effectiveness. This debate has yet to
be resolved in either the public or the private sectors. In the
interim, internal auditors remain an internal control in their
own right; therefore, the audit committee needs,at a minimum,
to have access to their annual work plan and audit reports so
as to be able to evaluate their effectiveness, even if the internal
auditors do not report directly to the audit committee.

It is only to be expected that an audit committee, over time,
will become aware of ways that its own policies and proce-
dures could be made more effective. The audit committee
should bear this in mind each year as it performs its duties and
should communicate proposed changes to the full governing
body.Also,at a minimum, the audit committee should assess its
own overall effectiveness no less than once every five years.

KEY TASKS

As already explained, the audit committee is responsible for
providing independent oversight and review of a govern-
ment's entire financial reporting process, including both inter-
nal control and the independent audit.In meeting this respon-.
sibility the audit committee must complete a number of spe-
cific tasks:
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. @ determine the appropriate scope of the independent
audit,

determine the appropriate scope of “nonaudit” (i.e., con-
sulting) services to be performed by the independent
auditor,

®m manage the audit procurement process,
- @ select the indépendent auditor, '

® review the financial statements,

review the independent auditor’s report on the financial
statements,

m follow up on corrective action undertaken as a result of
the independent audit,

= revieW the government’s comprehensive framework of
internal control,

& assess the performance of the independent auditors, and

provide an independent forum for internal auditors to
report findings of management abuse or circumvention of

- controls.

Typically, performing these tasks can be expected to require
_ at least quarterly meetings. '
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One of the principal objectives of the audit committee is to
provide for direct ongoing contact between the governing
body (represented by the audit committee) and the independ-
ent auditors, apart from management.Therefore, the legal estab-
lishment of the audit committee should specifically allow the
audit committee to meet privately with the independent audi-
tors. Likewise, the audit committee also should be able to meet
privately with management to assess auditor performance. In
addition, the audit committee should be able to deliberate pri-
vately to arrive at its overall conclusions for each year's report.

At first, the entire notion of private meetings might seem to .
fly in the face of “sunshine” or“open meetings” laws. However,
such legislation routinely provides exceptions for certain
specified situations (e.g.,discussion of pending litigation with
the city attorney and discussion of personnel issues).
Therefore, it is recommended that governments take steps to
provide for a similar exception to allow for limited private
meetings, as just described, in conjunction with the audit
committee’s work. |

STEPHEN . GAUTHIER is director of the GFOA's Technical Services
Center.
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December 13, 2011

Melanson & Heath
10 New England Business Center, Suite 107

Andover, MA 01810

RE: Response to Letter to Management regarding the financial statements
and independent audit of the Town of Wayland, Massachusetts

for Fiscal Year Ended June 30, 2011

We are pleased to provide a statement of progress made and continuing efforts to
conform to the current year recommendations offered by your firm.

1. Establish Additional Receivable Accounts in the General Ledger
The Town has established additional receivable accounts in the Accountant's general
ledger for ambulance, water lien, and betterment billing and collection. The billing and

collection of police outside detail fees will be separated by transferring the collection
function to the Treasurer's office once an additional MUNIS financial system module is

added in FY2012 to strengthen control over these transactions. This procedure will
replace the Excel spreadsheet record-keeping system within the Police Department.

2. Expand Trust Fund Accounting

The recommendation is to create separate funds rather than simply segregating into
separate accounts monies set aside for stabilization, insurance reserves, OPEB
liabilities, cemetery perpetual care, and various trust funds within the MUNIS financial

management system. The Town is in the process of implementing this
recommendation. In addition, the Treasurer is researching the trust fund documents to
confirm expendable and non-expendable portions of each of the individual trust funds.

3. Post Revenue Budgets in the General Ledger

The Town has posted budgeted revenues to the general ledger to monitor actual
revenues compared to budget throughout the fiscal year beginning with FY2012.

4. Improve Capital Projects Funds Year-End Cut-Off Procedures
The Town has implemented a purchase order system for capital projects accounts. The
Finance Director and Town Administrator will reinforce the requirement with all

departments to submit any significant invoices for capital projects prior to the final
warrant. This directive is comparable to and consistent with the directive for general

ledger expenditures.




Melanson & Heath
December 13, 2011
Page 2

Thank you for your comprehensive and informative presentation on December 5. We
appreciate your comments and recommendations to assist us in reaching our goal of

continuously improving financial reporting and municipal operations.

Respectfully submitted,

FOR THE BOARD OF SELECTMEN
A

/Pzﬁ' e M
Frederic E. Turkington, Jr.
Town Administrator

¢: Finance Committee
Michael DiPietro, Finance Director
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To the Board of Selectmen
Town of Wayland, Massachusetts

In planning and performing our audit of the financial statements of the Town of
Wayland, Massachusetts as of and for the year ended June 30, 2011, in accord-
ance with auditing standards generally accepted in the United States of America,
we considered the Town of Wayland’s internal accounting control over financial
reporting (internal control) as a basis for designing our auditing procedures for the
purpose of expressing our opinion on the financial statements, but not for the pur-
pose of expressing an opinion on the effectiveness of the Town’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the Town’s

internal control.

Our consideration of 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 significant deficiencies or material weaknesses and, therefore,
there can be no assurance that all such deficiencies have been identified. In addi-
tion, because of inherent limitations in internal control, including the possibility of
management’s override of controls, misstatements due to error or fraud may occur
and not be detected by such controls. However, as discussed below, we identified a
deficiency (comment 2) in internal control that we consider to be a significant

deficiency.

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 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 statements will not be prevented, or detected and corrected on a
timely basis. We did not identify any deficiencies in internal control that we consider

fo be material weaknesses.

Additional Offices:
Greenfield, MA < Ellsworth, ME = Nashua, NH = Manchester, NH



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 by those charged with governance.

During our audit, we also became aware of other matters that we believe represent
opportunities for strengthening internal controls and operating efficiency. The
recommendations that accompany this letter summarize our comments and sug-
gestions concerning those matters.

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

After you have had an opportunity to consider our comments and recommendations,
we would be pleased to discuss them with you.

Melorson,| Heath t Compersy f-<.

Andover, Massachusetts
November 22, 2011



CURRENT YEAR RECOMMENDATIONS:

1. ESTABLISH ADDITIONAL RECEIVABLE ACCOUNTS IN THE GENERAL
LEDGER

The Town bills and collects for various activities that are not accounted for in
the general ledger. As a result, a lack of segregation of duties exists as one
department handles all aspects of these transactions. The activities that we
identified where this internal control deficiency exist are: ambulance, police

outside detail, water liens, and sewer and street betterments.

We recommend that the Town establish additional receivable accounts in the
Accountant’s general ledger in order to provide the necessary oversight of
these activities. Specifically; ambulance, water lien, and betterment billing
and collection activity should be provided to the Accountant for recording in
the general ledger. We also recommend that the Town separate the billing
and collections function of police outside details by transferring the collection
function to the Treasurer’s office. Implementation of these recommendations
will strengthen controls over these transactions and reduce the risk of error
and irregularities occurring and not being detected on a timely basis.

2. EXPAND TRUST FUND ACCOUNTING

During our audit of the Town'’s trust funds, we noted that the general ledger
maintains only one fund for all trust fund types. As a result, the general
ledger does not segregate the various types of funds (i.e. other Post-
Employment Benefits, Stabilization, or Insurance Reserves). We also noted
that the permanent funds are not segregated into expendable and nonex-
pendable portions. We consider this issue to be a significant deficiency, as
defined at the top of page 2.

We recommend that the Town expand trust fund reporting to include separate
funds for other Post-Employment Benefits, Stabilization, or Insurance
Reserves. We further recommend that the Town expand Permanent funds
between the expendable and non-expendable portions. Recently the Town
reviewed the cemetery perpetual care activities over the last three years and
segregated the non-spendable portion. We recommend the Town continue
this analysis beyond three years. This will result in compliance with generally

3



accepted accounting principles and will improve accountability over
expendable and non-expendable portions of trusts.

. POST REVENUE BUDGETS IN THE GENERAL LEDGER

Budgeted revenues for fiscal year 2011 were not posted to the general

ledger, and, as a result, the Town was unable to use the ledger to monitor
actual revenues compared with the budget throughout the year. Management
does monitor collections, however, by preparing several spreadsheets.

We recommend that the Town incorporate budgeted revenue amounts in the
general ledger in order to utilize the automatic variance analysis function.
This will provide for a more efficient process to analyze monthly revenues and
to identify unexpected trends and variances. It is our understanding that the
revenue budgets were entered into the general ledger for fiscal year 2012.

. IMPROVE CAPITAL PROJECT FUND YEAR-END CUT-OFF
PROCEDURES

Generally accepted accounting principles require that all expenditures be
charged to the fiscal year in which the transactions occur. In our testing of
year-end invoice processing, we found certain capital project invoices for
services provided in fiscal year 2011 that were charged to fiscal year 2012.
As a result, liabilities and expenditures for the capital project funds (non-
general fund) were understated.

We recommend that the Town apply the same year-end cut-off procedures
as used for general fund expenditures to all other funds to ensure that all
expenditures are charged to the appropriate fiscal year. This will result in
more accurate reporting of liabilities, expenditures and related fund balances
and capital assets.
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