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Minnehaha Creek Watershed District
Report on Internal Control
Schedule of Findings and Responses

2008-1 Financial Statement Preparation

Criteria: Management is responsible for establishing and maintaining effective internal controls.
These controls include the responsibility for preparation, or oversight of the preparation of the
financial statements in accordance with generally accepted accounting principles.

Condition: Statement on Auditing Standards (SAS) No. 112 specifies that an organization
may not rely exclusively on its auditors to perform the financial statement process. In our
viewpoint, SAS 112 will result in many, if not most, small to mid-size organizations
receiving a finding regarding financial statement preparation.

Like many similarly sized organizations, the District has requested assistance from us, the
auditors, with drafting financial statements and related notes. This is a common practice and
an allowable nonaudit service under the AICPA Ethics Interpretation 101-3. However, other
than relying on the auditors, the District staff does not perform sufficient procedures to detect
if there were misstatements or omission of disclosures to the financial statements.

Cause: The District has not established procedures to detect misstatements or omissions of
disclosures in the draft financial statements prepared by the auditors.

Effect: By not having such controls, there is an increased risk that errors or omissions in
draft financial statements prepared by the auditors would not be detected by District
management.

Recommendation: We recommend the District remain aware of this matter. Any change
would need to be viewed from a cost/benefit perspective. Options for the District include:

1. Remain aware of the situation, however due to the increased cost, make the choice to
make no changes to current procedures.
2. Implement internal procedures as determined practical. Such procedures could
include:
a. Complete a disclosure checklist to ensure propriety and completeness of
disclosures.
b. Trace various trial balance accounts to the draft financial statements to ensure all
accounts are included in the financial statements.
c. Review GASB 34 conversion entries to ensure that the draft government-wide
financial statements are free of misstatement.
3. Hiring additional internal or 3" party resources to assist with the financial statement
process.

Management Response: The District is aware of SAS 112, but a cost/benefit analysis of the
issue does not support the allocation of additional employees or resources at this time.
Certain other safeguards are successfully maintained (Board oversight and review of the draft
financial statements) which provide satisfactory mitigation of the issue.
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HLB Tautges Redpath, Ltd.

Certified Public Accountants and Consultants

REPORT ON COMPLIANCE WITH MINNESOTA LEGAL COMPLIANCE
AUDIT GUIDE FOR LOCAL GOVERNMENT

To the Honorable Managers of the
Minnehaha Creek Watershed District
Deephaven, Minnesota

We have audited the basic financial statements of the Minnehaha Creek Watershed District,
as of and for the year ended December 31, 2008 and have issued our report thereon dated
June 8, 2009.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the provisions of the Minnesota Legal Compliance Audit Guide
Jor Local Government promulgated by the State Auditor pursuant to Minnesota Statutes
Section 6.65. Accordingly, the audit included such tests of the accounting records and such
other auditing procedures as we considered necessary in the circumstances.

The Minnesota Legal Compliance Audit Guide for Local Government covers six categories

of compliance to be tested: contracting and bidding, deposits and investments, conflicts of

interest, public indebtedness, claims and disbursements, and miscellaneous provisions. Our
study included all of the above listed categories.

The results of our tests indicate that for the items tested, the Minnehaha Creek Watershed
District complied with the material terms and conditions of applicable legal provisions.

This report is intended solely for the information and use of management, the Minnehaha
Creek Watershed District’s Board of Managers and others within the Organization, and is not
intended to be, and should not be, used by anyone other than these specified parties.

Nt Taudpe, Rudged, S

HLB TAUTGES REDPATH, LTD.
White Bear Lake, Minnesota

June 8, 2009

4810 White Bear Parkway = White Bear Lake, Minnesota 55110 651 426 7000 651 426 5004 Fax www.hlbtr.com
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HLB Tautges Redpath, Ltd.

Certified Public Accountants and Consultants

COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE

To the Board of Managers
Minnehaha Creek Watershed District
Deephaven, Minnesota

We have audited the financial statements of the governmental activities and each major
fund of Minnehaha Creek Watershed District as of and for the year ended December 31, 2008,
and have issued our report thereon dated June 8, 2009. Professional standards require that we
provide you with the following information related to our audit.

Our Responsibility under U.S. Generally Accepted Auditing Standards

As stated in our engagement letter dated September 8, 2008, our responsibility, as
described by professional standards, is to express opinions about whether the financial
statements prepared by management with your oversight are fairly presented, in all material
respects, in conformity with U.S. generally accepted accounting principles. Our audit of the
financial statements does not relieve you or management of your responsibilities.

As part of our audit, we considered the internal control of the Minnehaha Creek Watershed
District. Such considerations were solely for the purpose of determining our audit procedures
and not to provide any assurance concerning such internal control.

Planned Scope and Timing of the Audit

We performed the audit according to the planned scope and timing previously
communicated to you in our engagement letter and the Auditor’s Communications Letter dated
January 16, 2009.

Significant Audit Results
Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies.
The significant accounting policies used by the Minnehaha Creek Watershed District are
described in Note 1 to the financial statements. No new accounting policies were adopted and the
application of existing policies was not changed during 2008. We noted no transactions entered
into by the governmental unit during the year for which there is a lack of authoritative guidance
or consensus. There are no significant transactions that have been recognized in the financial
statements in a different period than when the transaction occurred.
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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 Minnehaha
Creek Watershed District does not have any significant sensitive estimates affecting the financial
Statements.

The disclosures in the financial statements are neutral, consistent, and clear. Certain
financial statement disclosures can be particularly sensitive because of their significance to
financial statement users. The Minnehaha Creek Watershed District does not have any
particularly sensitive disclosures in its financial statements.

Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing and
completing 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. An immaterial misstatement was not recorded related to an
estimated amount of uncollectible taxes in the amount of $8,800. Also, prepaid insurance of
$7,994 was not recorded. Management has determined that their effects are immaterial, both
individually and in the aggregate, to the financial statement taken as a whole. In addition, 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 financial accounting, reporting, or auditing matter, whether or not resolved to our
satisfaction, 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.

Management Representations ,
We have requested certain representations from management that are included in the
management representation letter dated June 8, 2009.
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Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing
and accounting matters, similar to obtaining a “second opinion” on certain situations. If a
consultation involves application of an accounting principle to the governmental unit’s financial
statements or a determination of the type of auditor’s 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.

Other Audit Findings or Issues

The District Administrators expense reports do not have documented approval. The
Treasurer reviews all payments and invoices before they go to the board. We recommend that
the treasurer signs the expense report at that time to document approval.

The District has three Holiday Gas Station credit cards. During the summer months, the
District keeps the cards locked in the cars, so people can easily pay for gas. There is the
potential of the car being broken in to and the credit cards stolen. By not having secure controls
on the credit cards, there is an increased risk for misuse. We recommend the District put
procedures in place to tighten controls on the gas cards.

We generally discuss a variety of matters, including the application of accounting
principles and auditing standards, with management each year prior to retention as the District’s
auditors. However, these discussions occurred in the normal course of our professional
relationship and our responses were not a condition to our retention.

This information is intended solely for the information and use of management, the

Minnehaha Creek Watershed District’s Board of Managers and others within the District, and is
not intended to be, and should not be, used by anyone other than these specified parties.

HAB 7au{/ﬁ, M&K,#J.

HLB TAUTGES REDPATH, LTD.
White Bear Lake, Minnesota

June 8, 2009





