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Independent Auditors' Report on Compliance with Requirements
That Could Have a Direct and Material Effect on Each Major
Program and on Internal Control over Compliance and on the
Schedule of Expenditures of Federal Awards in Accordance with
OMB Circular A-133

Honorable President and Members of the Town Council
Town of North Kingstown, Rhode Island
North Kingstown, Rhode Island

Compliance

We have audited the compliance of the Town of North Kingstown, Rhode Island (the
Town) with the types of compliance requirements described in the OMB Circular A-133 Compliance
Supplement that could have a direct and material effect on each of its major federal programs for the
year ended June 30, 2012. The Town's major federal programs are identified in the summary of
auditors' results section of the accompanying schedule of findings and questioned costs. Compliance
with the requirements of laws, regulations, contracts and grants applicable to each of its major federal
programs is the responsibility of the Town's management. Our responsibility is to express an opinion on
the Town's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; and OMB
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Those standards
and OMB Circular A-133 require that we plan and perform the audit to obtain reasonable assurance
about whether noncompliance with the types of compliance requirements referred to above that could
have a direct and material effect on a major federal program occurred. An audit includes examining, on
a test basis, evidence about the Town's compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion. Our audit does not provide a legal determination of the Town's
compliance with those requirements.

In our opinion, the Town complied, in all material respects, with the requirements
referred to above that could have a direct and material effect on each of its major federal programs for
the year ended June 30, 2012.

A Limited Liability Partnership
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Independent Auditors' Report on Compliance with Requirements That Could Have a
Direct and Material Effect on Each Major Program and on Internal Control over
Compliance and on the Schedule of Expenditures of Federal Awards in
Accordance with OMB Circular A-133 (Continued)

Honorable President and Members of the Town Council
Town of North Kingstown, Rhode Island

Internal Control over Compliance

Management of the Town is responsible for establishing and maintaining effective
internal control over compliance with the requirements of laws, regulations, contracts, and grants
applicable to federal programs. In planning and performing our audit, we considered the Town’s
internal control over compliance with the requirements that could have a direct and material effect on a
major federal program to determine the auditing procedures for the purpose of expressing our opinion on
compliance and to test and report on internal control over compliance in accordance with OMB Circular
A-133, but not for the purpose of expressing an opinion on the effectiveness of internal control over
compliance. Accordingly, we do not express an opinion on the effectiveness of the Town’s internal
control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a
control over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal control over
compliance is a deficiency, or combination of deficiencies, in internal control over compliance, such that
there is a reasonable possibility that material noncompliance with a type of compliance requirement of a
federal program will not be prevented, or detected and corrected, on a timely basis.

Our consideration of internal control over compliance was for the limited purpose
described in the preceding paragraph of this section and was not designed to identify all deficiencies in
internal control over compliance that might be deficiencies, significant deficiencies, or material
weaknesses. We did not identify any deficiencies in internal control over compliance that we consider
to be significant deficiencies or material weaknesses, as defined above.



Independent Auditors' Report on Compliance with Requirements That Could Have a
Direct and Material Effect on Each Major Program and on Internal Control over
Compliance and on the Schedule of Expenditures of Federal Awards in
Accordance with OMB Circular A-133 (Continued)

Honorable President and Members of the Town Council
Town of North Kingstown, Rhode Island

Schedule of Expenditures of Federal Awards

We have audited the basic financial statements of the governmental activities, the
business-type activities, the discretely presented component unit, each major fund, and the aggregate
remaining fund information of the Town of North Kingstown, Rhode Island as of and for the year ended
June 30, 2012, and have issued our report thereon dated January 31, 2013. Our audit was performed for
the purpose of forming our opinions on the financial statements that collectively comprise the Town's
basic financial statements. The accompanying schedule of expenditures of federal awards is presented
for purposes of additional analysis as required by OMB Circular A-133 and is not a required part of the
basic financial statements. Such information is the responsibility of management and was derived from
and relates directly to the underlying accounting and other records used to prepare the financial
statements. The information has been subjected to the auditing procedures applied in the audit of the
financial statements and certain other procedures, including comparing and reconciling such information
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. In our opinion, the schedule of expenditures of
federal awards is fairly stated in all material respects in relation to the financial statements as a whole.

The purpose of this report is solely to describe the scope of our testing of compliance
with the types of compliance requirements applicable to each of the Town’s major programs and our
testing of internal control over compliance and the results of our testing, and to provide an opinion on
the Town’s compliance but not to provide an opinion on the effectiveness of the Town’s internal control
over compliance. This report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering the Town’s compliance with requirements applicable to each major
program and its internal control over compliance. Accordingly, this report is not suitable for any other
purpose.

Jfé’ £ & tLP
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TOWN OF NORTH KINGSTOWN, RHODE ISLAND
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2012

Federal
CFDA Pass-Through
Federal Grantor/Pass-Through Grantor/Program Title Number Identifying Number Expenditures
U.S. DEPARTMENT OF AGRICULTURE
Passed through the Rl Department of Education
Child Nutrition Cluster:
School Breakfast Program 10.553 N/A $ 83,247
National School Lunch Program 10.555 N/A 346,787
Special Milk Program for Children 10.556 N/A 3,625
433,659
Emergency Food Assistance Program (Food Commodities) 10.569 N/A 50,182
Fresh Fruit and Vegetable Program 10.582 N/A 17,942
Total U.S. Department Agriculture 501,783
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT:
Passed through the Rl Department of Administration
Community Development Block Grant (CDBG) 14.218 N/A 333,981
Total U.S. Department of Housing and Urban Development 333,981
U.S. DEPARTMENT OF JUSTICE:
Passed through the RI Department of Public Safety
Edward Byrne Memorial Justice Assistance Grant Program 16.738 N/A 31,464
Total U.S. Department of Justice 31,464
U.S. DEPARTMENT OF TRANSPORTATION:
Passed through the Rl Department of Transportation
Highway Planning and Construction - ARRA 20.205 N/A 833,889
Total U.S. Department of Transportation 833,889
ENVIRONMENTAL PROTECTION AGENCY:
Passed through the RI Clean Water Finance Agency
Capitalization Grants for Clean Water State Revolving Funds - ARRA 66.458 N/A 136,767
Total Environmental Protection Agency 136,767
U.S. DEPARTMENT OF ENERGY:
Passed through the RI Office of Energy Resources
Energy Efficiency and Conservation Block Grant - ARRA 81.128 N/A 65,554
Total U.S. Department of Energy 65,554
U.S. DEPARTMENT OF EDUCATION:
Passed through the RI Department of Education
Special Education Cluster - IDEA:
Special Education - Grants to States (IDEA, Part B) 84.027A 2725-13202-201 963,313
Special Education - Grants to States (IDEA Child Opportunity Zone) 84.027A 2720-10501-201 5,000
Special Education - Preschool Grants (IDEA Preschool) 84.173A 2725-13502-201 28,375
Special Education - Grants to States (IDEA, Part B) - ARRA 84.391 4572-10202-101 84,872
Special Education - Preschool Grants (IDEA Preschool) - ARRA 84.392 4572-10802-101 16,540
1,098,100
Title | Grants to Local Education Agencies 84.010 2725-11702-201 613,953
Twenty-First Century Community Learning Centers 84.287 2725-16602-240 166,723
English Language Acquisition State Grants 84.365 2725-16502-201 3,115
Education for Homeless Children and Youth - 2012 84.196A 2725-10202-201 36,828
Education for Homeless Children and Youth - 2011 84.196A 2725-10202-201 645
Education Technology State Grants 84.318X 2725-12202-240 20,919
Improving Teacher Quality State Grants 84.367A 2725-16402-201 203,818
Education Technology State Grants - ARRA 84.386 4572-10702-230 100,033
SFSF Federal Stabilization — Race-To-The-Top Incentive Grants — ARRA:
Race to the Top-Standards and Curriculum 84.395 4572-13502-110 11,131
Race to the Top-Instructional Improvement System 84.395 4572-13502-120 7,923
Race to the Top-Education Effectiveness 84.395 4572-13502-130 25,341
Race to the Top-Instructional Improvement System Set Aside 84.395 4572-13502-160 8,964
Race to the Top-Education Effectiveness Set Aside 84.395 4572-13502-170 177
Race to the Top-Human Capital Set Aside 84.395 4572-13502-180 20,043
73,579
Education Jobs Fund 84.410 4572-13102-101 493,996
Total U.S. Department of Education 2,811,709
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES:
Passed through the RI Department of Health
Health Promotion and Disease Prevention Research Centers - ARRA 93.542 N/A 223,259
Total U.S. Department of Health and Human Services 223,259
U.S. DEPARTMENT OF HOMELAND SECURITY:
Passed through the RI Militia of the State
State Homeland Security Program 97.073 N/A 21,131
Port Security Grant Program 97.056 N/A 40,967
Total U.S. Department of Homeland Security 62,098
Total expenditures of federal awards $ 5,000,504

See notes to schedule of expenditures of federal awards.



TOWN OF NORTH KINGSTOWN, RHODE ISLAND
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2012

Summary of significant accounting policies:

The accompanying schedule of expenditures of federal awards includes the federal grant activity of
the Town of North Kingstown, Rhode Island (the Town) and is presented on the modified accrual
basis of accounting. The information in this schedule is presented in accordance with the
requirements of OMB Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations; therefore, some amounts presented in this schedule may differ from amounts
presented in, or used in the preparation of, the basic financial statements.

Aid-in-kind:

During the year ended June 30, 2012, the Town received aid-in-kind, in the form of miscellaneous
food items, from the United States Department of Agriculture (USDA) passed through the State
of Rhode Island Department of Education. The value of these items received by the Town's
school lunch program totaled $50,182.
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Independent Auditors’ Report on Internal Control over
Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed in
Accordance with Government Auditing Standards

Honorable President and Members of the Town Council
Town of North Kingstown, Rhode Island
North Kingstown, Rhode Island

We have audited the financial statements of the governmental activities, the business-type
activities, the discretely presented component unit, each major fund, and the aggregate remaining fund
information of the Town of North Kingstown, Rhode Island (the Town), as of and for the year ended
June 30, 2012, which collectively comprise the Town’s basic financial statements, and have issued our
report thereon dated January 31, 2013. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control over Financial Reporting

Management of the Town is responsible for establishing and maintaining effective
internal control over financial reporting. In planning and performing our audit, we considered the
Town’s internal control over financial reporting as a basis for designing our auditing procedures for the
purpose of expressing our opinion on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of the Town’s internal control over financial reporting. Accordingly, we do
not express an opinion on the effectiveness of the Town’s internal control over financial reporting.

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.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all deficiencies in
internal control over financial reporting that might be deficiencies, significant deficiencies, or material
weaknesses. We did not identify any deficiencies in internal control over financial reporting that we
consider to be material weaknesses, as defined above. However, we identified certain deficiencies in
internal control over financial reporting, described in the accompanying schedule of findings and
questioned costs as Items 2012-1 through 2012-4, that we consider to be significant deficiencies in
internal control over financial reporting. 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.

A Limited Liability Partnership
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Independent Auditors' Report on Internal Control over Financial Reporting and
on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards (Continued)

Honorable President and Members of the Town Council
Town of North Kingstown, Rhode Island

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Town’s financial statements
are free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit and, accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards.

The Town’s responses to the findings identified in our audit are described in the
accompanying schedule of findings and questioned costs. We did not audit the Town’s responses and,
accordingly, we express no opinion on them.

This report is intended solely for the information and use of the Town of North
Kingstown, Rhode Island, its management, others within the entity, and federal awarding agencies and

pass-through entities and is not intended to be and should not be used by anyone other than these
specified parties.

ijd £ & sep

January 31, 2013



TOWN OF NORTH KINGSTOWN, RHODE ISLAND
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2012

Section | - Summary of Auditors’ Results

Financial Statements

Type of auditors’ report issued: Unqualified
Internal control over financial reporting:
Material weakness(es) identified? yes X no
Significant deficiency(ies) identified not considered
to be material weaknesses? X yes no
Noncompliance material to financial statements noted? yes X no

Federal Awards

Internal control over major programs:

Material weakness(es) identified? yes X no
Significant deficiency(ies) identified not considered
to be material weaknesses? yes X no

Type of auditors’ report issued on compliance for
major programs: Unqualified

Any audit findings disclosed that are required to be
reported in accordance with Circular A-133,
Section .510(a)? yes X No

Identification of major programs:

CFDA Number Name of Federal Program
10.553, 10.555,
10.556 Child Nutrition Cluster
20.205 Highway Planning and Construction
84.173A, 84.027A,
84.391, 84.392 Special Education Cluster
93.542 Health Promotion and Disease Prevention Research Centers

Dollar threshold used to distinguish between
Type A and Type B programs: $300,000

Auditee qualified as low-risk auditee? yes X no




TOWN OF NORTH KINGSTOWN, RHODE ISLAND
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

Section Il — Financial Statement Findings
2012-1 Cash:
Observations:

By its nature, cash is an asset more susceptible to the risk of theft or other misappropriation and
misstatement. The Town’s internal controls related to cash deposits and monthly bank reconciliations
are key controls that serve to reduce the risk of misstatement due to fraud or error. During the
performance of audit procedures, the following was noted:

e Cash collected at different locations within the Town is brought to the Town Hall for deposit to
the bank and recording to the general ledger. Certain School Department deposits, totaling
$15,379, that the School Department asserts were brought to the Town Hall for deposit, did not
get deposited to the bank or recorded to the general ledger. The Town’s system of controls did
not timely identify that the deposits were deposited to the bank. The School Department was
successful in obtaining replacements for the portion of the deposits that were in check format,
and the ultimate loss to the School Department was about $500.

e There were instances when monthly bank reconciliations were not performed timely.

e There is no independent review or sign-off on the bank reconciliation from someone other than
the individual performing the reconciliation. The necessity of a system of checks and balances
such as this ensures that an organization is not dependent solely upon one individual’s work or
performance.

Recommendations:

The more standardized procedures are throughout an organization, the less likelihood there is for errors
to occur. If an organization has many locations that receive cash (checks, cash or credit card payments),
then the procedures for controlling the cash prior to deposit should be standardized to ensure that all
cash collected is deposited timely and recorded accurately.

In order to strengthen the safeguards over cash, we recommend the following:

e Implementation of standardized procedures and forms for the acknowledgement of deposits
brought to the Town Hall for processing, including a sign-off on the listing of receipts
evidencing the transfer of cash from one department to another in order to provide a trail of
accountability. In addition, the monthly bank reconciliation process, to be performed by
someone independent of the deposit process, should include comparing the listing of deposits
sent to the Town Hall that month, received directly from the respective departments, to the actual
deposits to the bank as recorded on the monthly bank statement.

e Bank reconciliations should be performed as soon as possible upon receipt of the monthly bank
statement.

9



TOWN OF NORTH KINGSTOWN, RHODE ISLAND
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

Section Il — Financial Statement Findings (Continued)
2012-1 Cash (Continued):
Recommendations (continued):

e Bank reconciliations should be reviewed within a short time after completion, and signed off to
indicate review and approval, by an individual independent of the individual preparing the
reconciliation.

e Each department manager should review the monthly revenue and expenditure reports for
accuracy and completeness for both revenues and expenditures, as compared to independent
expectations.

Response:

The collections division has already tightened up their internal policies and procedures regarding cash
handling from decentralized locations and is now providing the individual with signed consent that the
correct amount of cash was properly documented/received and was verified by staff.

The timeliness of reconciling the bank statements has been difficult due to staffing shortages during the
end of fiscal year 2012 and beginning of fiscal year 2013. However, we have been able to fill the
accounts receivable manager position, the family medical leave staff person has returned, and we were
fortunate to hire a full-time employee rather than a part-time employee to complement the finance staff.

2012-2 Town Finance Department and School Business Office Communication:
Observations:

The 1992 Integrated Framework on Internal Control issued by the Commission on Sponsoring
Organizations (COSO), and adopted by the Government Accounting Office in 2004 as applicable to
governments at all levels, lists the fundamental and essential objectives of any government’s system of
internal controls.

While most governments have implemented many of the recommended elements of the Control
Environment and Control Activity components of the COSO report, an equally important component is
Information and Communications. This component emphasizes both the quality of information
generated within the government and the effectiveness of communications, whether written or oral,
particularly as they relate to the government’s ability to prepare accurate financial information on a
timely basis. This requires an integrated accounting system and sufficient oral communications among
those charged with the responsibility to maintain accounting records to ensure that the financial
information being generated by the accounting system is accurate.

10



TOWN OF NORTH KINGSTOWN, RHODE ISLAND
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

Section Il — Financial Statement Findings (Continued)
2012-2 Town Finance Department and School Business Office Communication (Continued):
Observations (continued):

Much of the financial information of the School Department requires collaborative effort by both the
Town Finance Department personnel and School Business Office personnel. However, we observed a
lack of timely communication and collaboration among the Town’s Finance Department personnel and
the School Business Office personnel. Collaboration and cooperation between departments is a key
control procedure, based on the significance of the nature and amounts of the transactions to be
recorded.

Specific observations include:

e The School Payroll Fund (payroll clearing account) is an agency fund utilized by the Town as a
clearing account to record and process payroll transactions, including salaries and benefits. Each
time payroll is processed, cash is transferred into the payroll clearing account in an amount
sufficient to cover payroll and benefits. By its nature, the balance in the payroll clearing account
should approximate zero after all transactions are settled.

At June 30, 2012, there is a $228,000 unidentified liability, with an offsetting amount in cash,
remaining in the payroll clearing account, which appears to date back to the fiscal year ended
June 30, 2009.

Because there is no agreement between Town Finance Department personnel and School
Business Office personnel as to what the cash and liability represent and how the balances
should be resolved, the cash balance remains in the bank account unavailable to the Town.

e The Town Finance Department is the central location for recording general ledger entries
affecting the Town-wide nonmajor funds. During the course of the audit, it was noted that
several general journal entries proposed by the School Business Office and provided to the Town
Finance Department for recording in the general ledger were not recorded for months.

Recommendations:

The Town Finance Department and School Business Office personnel should work to establish a system
of communication that allows for the timely recording and resolution of accounting and reporting
matters arising in the normal course of business, including the recording of journal entries and other
standard transactions.

Specifically, the Town Finance Department and School Business Office personnel should collaborate in
researching and resolving the $228,000 balance in the payroll clearing account.

11



TOWN OF NORTH KINGSTOWN, RHODE ISLAND
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

Section Il — Financial Statement Findings (Continued)
2012-2 Town Finance Department and School Business Office Communication (Continued):
Response:

Again, staffing shortages contribute to the timely recording of journal entries. However, a conscious
effort will be made to stay up-to-date on recording journal entries. It is acknowledged by both groups
that communications could be better between the School and the Town. Management of both groups are
committed to working on these issues in the future.

The liability of $228,000 remaining in the School Payroll Fund can and will be transferred to the School
Department upon resolution and pursuant to an appropriate reconciliation. Research will be done to
identify the nature of the liability.

2012-3 Financial Reporting and Close Process:
Observations:

Accounting principles generally accepted in the United States of America (GAAP) mandate that
management of the Town is responsible for the Town’s financial statements and external financial
reporting. Independent auditors are required to assess whether the Town has properly designed controls
placed in operation to prepare financial statements in accordance with GAAP. Based on that
assessment, the number and dollar volume of entries that were required to adjust the Town’s financial
statements to conform to those accounting principles constitutes a significant deficiency in internal
control.

In particular, it was noted that:

e The internal year-end closing process does not include adjusting the funds to the required
financial reporting basis in accordance with GAAP. Funds are maintained during the year, and
were provided to us on a budgetary basis utilizing the modified accrual basis of accounting,
which required a significant dollar volume of audit entries.

e Proprietary funds, by their nature, are accounted for under the full accrual GAAP basis of
accounting, different from governmental funds. The Town does not maintain its proprietary
funds on the full accrual basis, but rather on the budgetary basis utilizing the modified accrual
basis of accounting, including the use of encumbrances and the expensing of items that qualify
for balance sheet treatment under the full accrual basis (capital assets, principal payments on
long-term debt). As a result, a significant dollar volume of audit entries was required.

e Many of the internal year-end closing procedures occurred concurrent with the audit fieldwork.
During the course of audit fieldwork, management provided more than thirty journal entries for
recording, which significantly affected the balances being audited and caused auditor rework.

12



TOWN OF NORTH KINGSTOWN, RHODE ISLAND
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

Section Il — Financial Statement Findings (Continued)
2012-3 Financial Reporting and Close Process (Continued):
Recommendations:

In order to prepare a timely and accurate financial reporting package in accordance with GAAP, we
recommend that the Town:

e Conclude the year-end closing process and record all necessary journal entries prior to the start
of audit fieldwork, in a timeframe that allows sufficient time for audit completion and timely
delivery of the audited financial statements to the State prior to the December 31 reporting
deadline.

e Incorporate recording of closing entries so that all funds are presented in accordance with the
appropriate basis of accounting and GAAP.

Response:

Typically, the final close happens in September, 60 days after the fiscal year-end, to allow for the proper
posting of accruals. The 2012 fiscal year was not closed until October due to staffing shortages and for
allowing certain process to be completed prior to the final close.

The Town has always provided the auditors with trial balances based on the budgetary basis. Town staff
will work with the auditors to properly record and prepare financial statements in accordance with
GAAP to eliminate the large volume of audit entries. Again, the lateness of these entries was in direct
correlation with staffing shortages.

2012-4 Independent Review of Significant Estimates:

Observations:

The concept of internal control includes, among other things, the necessity of a system of checks and
balances so that an organization such as the Town is not dependent solely upon the accuracy of any one
individual’s work or performance and it reduces the likelihood that errors (intentional or unintentional)
will remain undetected.

Management’s estimates, in particular, are particularly susceptible to material misstatement or
manipulation (intentional or unintentional), as they may materially change based on assumptions utilized
to generate the estimates.

It was noted that there is no independent review of the calculation of the estimated pollution remediation
liability related to the landfill clean-up, totaling $1,660,000 at June 30, 2012.

13



TOWN OF NORTH KINGSTOWN, RHODE ISLAND
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

Section Il — Financial Statement Findings (Continued)
2012-4 Independent Review of Significant Estimates (Continued):
Recommendation:

All significant estimates should be reviewed and signed off by an individual independent of the person
who generated the estimate. If applicable, the calculation of the estimate should identify significant
assumptions utilized.

Response:

The Town has been working with a consultant, ATC Lincoln Environmental, on the steps required to
move the landfill closure project along. All estimates provided in the Capital Improvement Project
document are preliminary but well investigated/calculated. A Site Investigation Report for one of the
landfills has been completed and a closure recommendation remediation has been submitted to RI Dept.
of Environmental Management. The Town will work with ATC to further identify the assumptions used
to develop our estimates.

We identified the following control deficiency that we determined does not constitute a significant
deficiency or material weakness:

2012-5 Fund Classification and Use:
Observations:

The third principle of governmental accounting and financial reporting for state and local governments
states that:

Governmental units should establish and maintain those funds required by law and sound financial
administration. Only the minimum number of funds consistent with legal and operating requirements
should be established, however, since unnecessary funds result in inflexibility, undue complexity, and
inefficient financial administration. In addition:

e Governmental Accounting Standards Board Statement No. 54 Fund Balance Reporting and
Governmental Fund Type Definitions (GASB 54), eliminated the use of special revenue funds,
except in certain specific instances, such as to account for and report the proceeds of specific
revenue sources like federal grants. The Town maintains many special revenue funds which may
not qualify as separate special revenue funds for financial reporting purposes.

14



TOWN OF NORTH KINGSTOWN, RHODE ISLAND
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

Section Il — Financial Statement Findings (Continued)
2012-5 Fund Classification and Use (Continued):

e Enterprise funds are used to account for activities for which a fee is charged to external users for
goods or services, such as the fees for water usage charged and recorded as revenue in the water
fund. The Town has historically reported a separate enterprise fund, Water Capital Reserve
Fund, in the Town’s basic financial statements. However, the Water Capital Reserve Fund does
not qualify as a separate enterprise fund as its main source of revenue is a transfer from the
Water Fund, and not user fees.

e The Police Pension Fund is not a legal trust and may not qualify to be presented and reported as
a fiduciary fund for financial reporting purposes.

Recommendations:

Management should begin the process of reviewing the Town’s funds to determine that the reporting in
the basic financial statements is in accordance with governmental accounting and reporting standards.
In particular:

o Internal use of various separate “special revenue” funds for ease of internal and financial record-
keeping and recording is permissible, with consolidating those that do not qualify as a special
revenue fund under GAAP into the General or School Unrestricted Fund for financial reporting
purposes, as applicable.

e Consider consolidation of the Water Capital Reserve Fund into the Water Fund for financial
reporting purposes.

e Research the nature and origin of the balances within the Police Pension Fund, in order to
support the fund type classification and determine if the cash balance in the Police Pension Fund
is actually restricted as to its use.

Response:

The Town will consider the recommendations provided by the auditor; however, some of the funds
recommended during the audit process to be consolidated are reported separately because (1) they are
considered major funds within the category and (2) separately reporting these funds provides the
taxpayers with transparency and certainty that their tax dollars and/or user fees are being properly
handled and accounted for.

Section 111 — Federal Award Findings and Questioned Costs

No matters were reported.
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