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REQUIRED COMMUNICATION OF INTERNAL CONTROL RELATED MATTERS
IDENTIFIED IN THE AUDIT TO THOSE CHARGED WITH GOVERNANCE

CAPITAL ASSET REPORTING
The County’s year-end financial statements include capital assets owned by the County. These assets
comprise some of the largest line items on the County’s statement of net position. They represent an
accumulation of historical purchases, construction, and improvements of County property. Due to the
cumulative nature of this account balance, accurate and reliable record keeping is imperative to
substantiating the capital asset amounts in the County’s financial statements.
In previous years, we had recommended the County consider usage of a capital asset software system.
In 2014, the County converted its capital asset records from spreadsheets to a capital asset reporting
system. During the conversion process, a number of errors were identified and corrected; however, they
were not material to the financial statements. It is expected that the new reporting system will help
eliminate these types of errors going forward.
With the conversion to the software system completed, we further recommend that the County begin to
assess the existence of the assets currently reported in the system to ensure that disposals and useful
lives are properly considered. It may be beneficial to obtain assistance from the County departments to
help with this process.
Management’s Response:
After years of manually tracking the County’s assets in an Excel spreadsheet, the implementation of the
Fixed Assets module of the County’s financial system was completed in FY14. Unfortunately, the
conversion of assets from the manual spreadsheet to the system exposed some previously unidentified
errors. Now that the assets have been converted and all new assets are tracked automatically, the
system will ensure consistent, accurate additions and application of depreciation. The County does not
expect that the errors found during the conversion during FY14 will be repeated as they were a direct
result of the one-time conversion of assets.
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COMMUNICATION OF OTHER CONTROL DEFICIENCIES, RECOMMENDATIONS
AND INFORMATIONAL POINTS TO MANAGEMENT THAT ARE NOT
MATERIAL WEAKNESSES OR SIGNIFICANT DEFICIENCIES

INFORMATIONAL POINTS
OMB UNIFORM GUIDANCE FOR FEDERAL AWARDS NOW IN EFFECT
As reported to you in the past, the U.S. Office of Management and Budget (OMB) issued comprehensive
grant reform rules titled “Uniform Administrative Requirements, Cost Principles, and Audit Requirements
for Federal Awards” which affect federal awards issued after December 26, 2014. Therefore, the new
federal awards and funding increments you receive in 2015 will be subject to these rules.
The grant reform is intended to streamline the guidance on administrative requirements, cost principles,
and audit requirements for federal awards. The uniform guidance superseded OMB Circulars A-21, A-50,
A-87, A-89, A-102, A-110, A-122, and A-133.
Some of the most significant changes impacting many governments include payroll reporting,
subrecipient monitoring, procurement, indirect costs, and various changes to the allowability of certain
costs. It is important for management to perform a comprehensive analysis of the new rules to determine
what changes may be necessary to ensure your compliance. Visit our website at
www.bakertilly.com/grantreform for additional resources or call us with your questions.
DECENTRALIZED DEPARTMENT CONTROLS
As part of our annual audit process, we focus our efforts on the primary accounting systems, internal
controls, and procedures used by the County. This is in keeping with our responsibility to provide an audit
opinion which states that the financial statements of the County are correct in all material respects.
In some cases, the primary system of accounting procedures and controls of the County are supported by
smaller systems which are decentralized, and reside within a department or location other than the
finance or treasurer departments. In many cases, those systems are as simple as handling cash
collections and remitting those collections to the County treasurer. In other cases, the department may
have its own bank accounts and is responsible for collecting payments, making deposits and
disbursements, and reconciling those bank accounts.
Generally, the more centralized a function is, the easier it is to design and implement accounting controls
that provide some level of checks and balances since the County is able to divide certain tasks over the
people available to achieve some segregation of duties. For those tasks that are decentralized, it is often
difficult to provide for proper segregation of duties. Therefore, with one person being involved in most or
all aspects of a transaction, you lose the ability to rely on the controls to achieve the safeguarding of
assets and reliability of financial records.
Because management is responsible for designing and implementing controls and procedures to detect
and prevent fraud, we believe it is important for us to communicate this information to you. We have no
knowledge of any fraud that has occurred or is suspected to have occurred within any decentralized
locations. However, your role as the governing body is to assess your risk areas and determine that the
appropriate level of controls and procedures are in place.
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INFORMATIONAL POINTS (cont.)
SEC DEBT COMPLIANCE CONSIDERATIONS
In 2014, the Securities and Exchange Commission (SEC) undertook an initiative known as the
Municipalities Continuing Disclosure Cooperation Initiative (MCDC Initiative). This initiative is a result of
SEC concerns about “potentially widespread violations of the federal securities laws by municipal issuers
and underwriters of municipal securities in connection with certain representations about continuing
disclosures in bond offering documents.”(1) Under the MCDC Initiative, the SEC requested municipal
securities issuers and underwriters to self-report material false certifications of compliance in bond
offering documents.
While the deadline to self-report has passed, we expect the increased scrutiny on municipal securities to
continue. The SEC has indicated that no issuer is too small to be involved in an enforcement action.
Fines and penalties for violations uncovered after the deadline for self-reporting may be significant.
Because your organization issues public debt, we recommend that you take a close look at your policies
and procedures to ensure that you are in compliance with what is required.
In addition to the increased focus on official reporting requirements, issuers should also be aware that the
SEC has been reviewing public statements made by government officials during its investigations.
Following are selections from investigation report release no. 69516, which explain the SEC’s views on
this topic:
“Public officials should be mindful that their public statements, whether written or oral, may affect
the total mix of information available to investors, and should understand that these public
statements, if they are materially misleading or omit material information, can lead to potential
liability under the antifraud provisions of the federal securities laws.”
“Investors may be more likely to rely upon statements from public officials where written
undertakings made pursuant to Rule 15c2-12 have not been fulfilled and required continuing
disclosures are not available through the Municipal Securities Rulemaking Board’s Electronic
Municipal Market Access (“EMMA”) system.”
“In this Report, the term “public official” means elected officials, appointed officials, and
employees, or their functional equivalents, of any State, municipality, political subdivision or any
agency of instrumentality thereof.”
We recommend that your debt policies and procedures incorporate adequate training to ensure that all
public officials understand their specific responsibilities in this area.
(1)

SEC website, Division of Enforcement

Page 4

UPCOMING GASB UPDATES
The following is a schedule of GASB projects:
Task or Event
GASB No. 68 ‒
Accounting and
Financial Reporting for
Pensions

Effective Date
December 31, 2015

Current Agenda
Project: Fair Value
Measurement

Proposed effective
date – June 30, 2016
(Exposure Draft issued
in May 2014)

Current Agenda
Project: Fiduciary
Responsibilities

The GASB Board is
expected to issue an
Exposure Draft in
October 2015

Current Agenda
Project: Leases

The GASB Board is
scheduled to issue an
Exposure Draft in
January 2016

Current Agenda
Project: Other
Postemployment
Benefits Accounting
and Financial
Reporting

Proposed effective
date for plans –
December 31, 2016;
Proposed effective
date for employers –
December 31, 2017;
Proposed effective
dates for pensions not
administered by a trust
– June 30, 2017
(Exposure Drafts
issued in May 2014)

Impact
Your entity belongs to the Illinois Municipal
Retirement Fund (IMRF) and has the Police Pension
plan. IMRF has represented that it will provide the
information necessary for the employers to implement
GASB 68. The Police Pension plan is a single
employer, defined-benefit retirement system.
Management will need to calculate the information
necessary to report the net pension liability / asset for
the Police Pension plan. The net pension liability /
asset will be reported in the government-wide
financial statements. The footnote disclosures will
have significant changes.
The objective of this project is to review and consider
alternatives for the further development of the
definition of fair value, the methods used to measure
fair value and the applicability of fair value guidance to
investments and other items currently reported at fair
value, and the potential disclosures about fair value.
This project is to assess what additional guidance
should be developed regarding the application of the
fiduciary responsibility criteria in deciding whether and
how governments should report fiduciary activities in
their financial reports.
The objective of this project is to re-examine issues
associated with lease accounting, consider
improvements to existing guidance, and provide a
basis for the GASB Board to consider whether the
current guidance is appropriate based on the
definitions of assets and liabilities.
The Board will consider the possibility of modifications
to the existing standards of accounting and financial
reporting for other postemployment benefits (OPEB)
by state and local governmental employers and by the
trustees, administrators, or sponsors of OPEB plans.
GASB has stated that their objectives are to increase
financial reporting transparency and to improve the
usefulness of information to the various users of the
financial statements.
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UPCOMING GASB STATEMENTS (cont.)

Task or Event
Current Agenda
Project: Blending
Requirements for
Certain Business-Type
Activities
Current Agenda
Project: External
Investment Pools
Current Agenda
Project: Irrevocable
Charitable Trusts
Current Agenda
Project: Tax
abatement
Disclosures

Effective Date
The GASB Board is
expected to issue an
Exposure Draft in June
2015
The GASB Board is
expected to issue an
Exposure Draft in June
2015
The GASB Board is
expected to issue an
Exposure Draft in May
2015
Proposed effective date
– December 31, 2016
(Exposure Draft issued
in October 2014)

Impact
The objective of this project would be improve
financial reporting by addressing issues related to
inconsistent presentation of component units in
financial reporting of governments engaged only in
business-type activities.
The objective of this project is to improve financial
reporting by external investment pools and pool
participants that report positions in investment pools.
The objective of this project is to determine what
accounting and financial reporting guidance, if any,
should be established for irrevocable charitable trusts
held for the benefit of governmental entities.
The objective of this project is to determine what
disclosure guidance for governments that have
granted tax abatements, if any, are essential to
financial statement users.

The GASB has two other projects which are on hold. They include the conceptual framework for
recognition and economic condition reporting – financial projections.
The GASB revisits GASB standards ten (10) years after issuance. The GASB is currently revisiting GASB
Statement No. 34, Basic Financial Statements – and Management’s Discussion and Analysis for State
and Local Governments, as well as reporting model-related pronouncements including Statements Nos.
37, 41, and No. 46 and Interpretation No. 6, Recognition and Measurement of Certain Liabilities and
Expenditures in Governmental Fund Financial Statements. The GASB has indicated that they are
revisiting the following major provisions of these standards: management’s discussion and analysis,
government-wide financial statements, fund financial statements, capital asset reporting, budgetary
comparisons, special purpose government reporting, and related notes to financial statements. In
addition, the GASB is revisiting debt extinguishments, which includes a reexamination of GASB
Statement Nos. 7, 23, and 62. We will share updates with you as they become available.
Full lists of projects, as well as many resources, are available on GASB’s website which is located at
www.gasb.org.
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REQUIRED COMMUNICATIONS BY THE AUDITOR TO THOSE CHARGED WITH GOVERNANCE

To the Chair and Members of the
Board of Lake County
Waukegan, Illinois

OTHER INFORMATION IN DOCUMENTS CONTAINING AUDITED FINANCIAL STATEMENTS
Our responsibility does not extend beyond the audited financial statements identified in this report. We do not
have any obligation to and have not performed any procedures to corroborate other information contained in
client prepared documents, such as official statements related to debt issues.
PLANNED SCOPE AND TIMING OF THE AUDIT
We performed the audit according to the planned scope and timing previously communicated to the Financial
and Administrative Committee in our letter about planning matters dated December 15, 2014.
QUALITATIVE ASPECTS OF THE ENTITY’S SIGNIFICANT ACCOUNTING PRACTICES
Accounting Policies
Management is responsible for the selection and use of appropriate accounting policies. In accordance with the
terms of our engagement letter, we will advise management about the appropriateness of accounting policies
and their application. The significant accounting policies used by Lake County, Illinois are described in Note I to
the financial statements.
As described in Note I to the financial statements, the County changed accounting policies related to reporting
certain items previously reporting as assets and liabilities by adopting Statement No. 65, Items Previously
Reporting as Assets and Liabilities in 2014. We noted no transactions entered into by Lake County during the
year that were both significant and unusual, and of which, under professional standards, we are required to
inform you of transactions for which there is a lack of authoritative guidance or consensus.
Accounting Estimates
Accounting estimates are an integral part of the financial statements prepared by management and are based
on management's knowledge and experience about past and current events and assumptions about future
events. Certain accounting estimates are particularly sensitive because of their significance to the financial
statements and because of the possibility that future events affecting them may differ significantly from those
expected. The most significant estimates included in the financial statements are management’s estimates for:


The allowance for uncollectible accounts receivable, which are evaluated in relation to actual collections
in the subsequent year and collections made on a historical basis.



The insurance claims that have been incurred but not reported, which are supported by actuarial
studies using historical trend data and recent claims experience.



The other postemployment benefits obligation, which is supported by an actuarial study using
employment data of the County and expected participation in benefit programs.
Financial Statement Disclosures

The disclosures in the financial statements are neutral, consistent, and clear.
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To the Chair and Members of the
Board of Lake County
Waukegan, Illinois

DIFFICULTIES ENCOUNTERED IN PERFORMING THE AUDIT
We encountered no significant difficulties in dealing with management in performing our audit.
CORRECTED AND UNCORRECTED MISSTATEMENTS
Professional standards require us to accumulate all known and likely misstatements identified during the audit,
other than those that are trivial, and communicate them to the appropriate level of management. Management
has corrected all such misstatements. None of the misstatements detected as a result of audit procedures and
corrected by management were material, either individually or in the aggregate, to the financial statements
taken as a whole.
DISAGREEMENTS WITH MANAGEMENT
For purposes of this letter, professional standards define a disagreement with management as a matter,
whether or not resolved to our satisfaction, concerning a financial accounting, reporting, or auditing matter that
could be significant to the financial statements or the auditor’s report. We are pleased to report that no such
disagreements arose during the course of our audit.
CONSULTATIONS WITH OTHER INDEPENDENT ACCOUNTANTS
In some cases, management may decide to consult with other accountants about auditing and accounting
matters. If a consultation involves application of an accounting principle to the governmental unit’s financial
statements or a determination of the type of auditors’ opinion that may be expressed on those statements, our
professional standards require the consulting accountant to check with us to determine that the consultant has
all the relevant facts. To our knowledge, there were no such consultations with other accountants.
MANAGEMENT REPRESENTATIONS
We have requested certain representations from management that are included in the management
representation letter. This letter follows this required communication.
INDEPENDENCE
We are not aware of any relationships between Baker Tilly Virchow Krause, LLP and Lake County that, in our
professional judgment, may reasonably be thought to bear on our independence.
Relating to our audit of the financial statements of Lake County for the year ended November 30, 2014, Baker
Tilly Virchow Krause, LLP hereby confirms that we are, in our professional judgment, independent with respect
to Lake County in accordance with the Code of Professional Conduct issued by the American Institute of
Certified Public Accountants. We provided no services to Lake County other than audit services provided in
connection with the audit of the current year’s financial statements and the following nonaudit services which, in
our judgment, do not impair our independence:
>

Adjusting journal entries

None of these nonaudit services that constitute an audit under generally accepted auditing standards, including
Government Auditing Standards.
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MANAGEMENT REPRESENTATIONS

