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In planning and performing our audit of the financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the Town of Georgetown,
Massachusetts, as of and for the fiscal year ended June 30, 2010, in accordance with auditing standards
generally accepted in the United States of America, we considered the Town's internal control over financial
reporting (internal control) as a basis for designing our auditing procedures for the purpose of expressing our
opinions on the Town’s financial statements, but not for the purpose 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.

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 a 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 was for the limited purpose described in the first 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. We did not identify any
deficiencies in internal control that we consider to be material weaknesses.

However, during our audit we became aware of other matters that we believe represent opportunities for
strengthening internal controls and operating efficiency. The memorandum that accompanies this letter

summarizes our comments and suggestions concerning other matters.

This communication is intended solely for the information and use of management of the Town of Georgetown,
Massachusetts, and is not intended to be and should not be used by anyone other than these specified parties.

P § E&AL./M_)

March 24, 2011
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Previous Year's Comments



Septic Repair Loans Receivable

Prior Comment

The Town issues loans to finance the cost of repairs for the failed septic systems of homeowners under the Title
V Loan Program financed through the Massachusetts Water Pollution Abatement Trust. While loan
disbursements and receipts have been correctly reported as expenditures and revenue, no receivable has been
recorded for loans given out until the project is complete and a portion of the loan is due to the Town. This
impairs the Town'’s ability to monitor future amounts that should be billed and collected related to these loans.

Status — Resolved

The Town has recorded the Title V Loans-Not Yet Due as fully deferred loans receivable on the Town'’s general
ledger. The Town Accountant reconciles the receivable balance per the general ledger to the detailed receivable
records on a monthly basis.

Fraud Risk Assessment
Prior Comment

The opportunity to commit and conceal fraud exists where there are assets susceptible to misappropriation and
inadequate controls to prevent or detect the fraud. To address this risk, we recommend that the Town perform a
risk assessment to identify, analyze, and manage the risk of asset misappropriation. Risk assessment, including
fraud risk assessment, is one element of internal control. Thus, ideally, the Town'’s internal control should include
performance of this assessment, even though our annual financial statement audits include consideration of
fraud.

The fraud risk assessment can be informal and performed by a management-level individual who has extensive
knowledge of the Town that might be used in the assessment. Ordinarily, the management-level individual would
conduct interviews or lead group discussions with personnel who have extensive knowledge of the Town, its
environment, and its processes. The fraud risk assessment process should consider the Town'’s vulnerability to
misappropriation of assets. When conducting the self-assessment, questions such as the following can be
considered:

0 What individuals have the opportunity to misappropriate assets? These are individuals who have access
to assets susceptible to theft and to records that can be falsified or manipulated to conceal the theft.

o0 Are there any known pressures that would motivate employees with the opportunity to misappropriate
assets? Pressures may relate to financial stress or dissatisfaction. In assessing whether these
pressures may exist, the assessor should consider whether there is any information that indicates
potential financial stress or dissatisfaction of employees with access to assets susceptible to
misappropriation.

0 What assets of the Town are susceptible to misappropriation?



o Are there any known internal control weaknesses that would allow misappropriation of assets to occur
and remain undetected?

0 How could assets be stolen? Assets can be stolen in many ways besides merely removing them from the
premises. For example, cash can be stolen by writing checks to fictitious employees or vendors and
cashing them for personal use.

o0 How could potential misappropriation of assets be concealed? Because many frauds create accounting
anomalies, the perpetrator must hide the fraud by running through an adjustment to another account.
Generally, fraud perpetrators may use accounts that are not closely monitored.

We recommended that management develop and implement a fraud risk assessment program to identify,
analyze, and manage the risk of asset misappropriation

Status — Unresolved

Fixed Asset Account Maintenance
Prior Comment

To comply with the reporting requirements of GASB Statement #34, the Town compiled a historical cost listing of
all assets owned by the various departments of the Town. Maintaining this list requires the Town to account for
additions, deletions, disposals and transfers of fixed assets. Since the initial fixed asset inventory, the Town has
continued to maintain this schedule by annually accounting for significant additions to capital assets, but has not
implemented procedures to account for all capital asset additions, deletions, disposals or transfers. In order to
continue to meet reporting requirements, the Town will need to maintain a fixed asset sub-system to track all
additions, disposals and depreciation of capital assets on an ongoing basis.

We recommended that management implement policies and procedures to ensure the proper accounting for
capital assets and that the Town maintain a fixed asset management sub-system to account for all capital assets

and to ensure proper financial reporting.

Status — Unresolved



Current Year’'s Comments



Board Meeting Minutes

Comment

During our review of the meeting minutes of the Board of Selectman, we noted that minutes for various meetings
during fiscal year 2010 were not available. The minutes for all meetings are an important part of the Town'’s
records and should be prepared in a timely manner and kept in a safe place were they can be readily available

and retained permanently.

Recommendation

We recommend that all minutes be prepared in a timely manner and be kept on file for permanent retention.



Informational Comment



Government Accounting Standards Board (GASB) Statement #54
Comment

In February 2009, the GASB issued Statement #54, Fund Balance Reporting and Government Fund Type
Definitions, which is required to be implemented in fiscal year 2011. The objective of this Statement is to enhance
the usefulness of fund balance information by providing clearer fund balance classifications that can be more
consistently applied and by clarifying the existing governmental fund type definitions. This Statement establishes
fund balance classifications that comprise a hierarchy based primarily on the extent to which a government is
bound to observe constraints imposed upon the use of the resources reported in governmental funds.

The initial distinction that is made in reporting fund balance information is identifying amounts that are considered
nonspendable, such as fund balance associated with inventories. This Statement also provides for additional
classification as restricted, committed, assigned, and unassigned based on the relative strength of the constraints
that control how specific amounts can be spent.

The restricted fund balance category includes amounts that can be spent only for the specific purposes stipulated
by constitution, external resource providers, or through enabling legislation. The committed fund balance
classification includes amounts that can be used only for the specific purposes determined by a formal action of
the government's highest level of decision-making authority. Amounts in the assigned fund balance classification
are intended to be used by the government for specific purposes but do not meet the criteria to be classified as
restricted or committed. In governmental funds other than the general fund, assigned fund balance represents
the remaining amount that is not restricted or committed. Unassigned fund balance is the residual classification
for the government's general fund and includes all spendable amounts not contained in the other classifications.
In other funds, the unassigned classification should be used only to report a deficit balance resulting from
overspending for specific purposes for which amounts had been restricted, committed, or assigned.

Governments are required to disclose information about the processes through which constraints are imposed on
amounts in the committed and assigned classifications.

Governments also are required to classify and report amounts in the appropriate fund balance classifications by
applying their accounting policies that determine whether restricted, committed, assigned, and unassigned
amounts are considered to have been spent. Disclosure of the policies in the notes to the financial statements is
required.

This Statement also provides guidance for classifying stabilization amounts on the face of the balance sheet and
requires disclosure of certain information about stabilization arrangements in the notes to the financial statements.

The definitions of the general fund, special revenue fund types, capital projects fund types, and permanent fund
types are clarified by the provisions in this Statement. Interpretations of certain terms within the definition of the
special revenue fund type have been provided and, for some governments, those interpretations may affect the
activities they choose to report in those funds. The capital projects fund type definition also was clarified for better
alignment with the needs of preparers and users. Definitions of other governmental fund types also have been
modified for clarity and consistency.

Recommendation

As it appears that this GASB Statement will significantly impact the fund balance classifications presently
reported, we recommend that management begin to study and evaluate these changes for financial statement
reporting and disclosure purposes, and to formulate plans to be used in explaining these changes to interested
parties within the Town and to the external users of the Town’s financial statements.
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