
  

METRO TRANSIT SYSTEM 
Madison, Wisconsin 

 
COMMUNICATION TO THOSE CHARGED  
WITH GOVERNANCE AND MANAGEMENT 

 
As of and for the Year Ended December 31, 2016 

 
 



  

METRO TRANSIT SYSTEM 
 

TABLE OF CONTENTS 
 

 
 
 Page No. 
 
Required Communication of Internal Control Related Matters Identified in the 
  Audit to Those Charged with Governance 1 
 
Other Communications to Those Charged with Governance  
 
 Two Way Communication Regarding Your Audit 2 – 3 
 
Communication of Other Control Deficiencies, Recommendations and Informational Points  
  to Management that are not Material Weaknesses or Significant Deficiencies 4 – 6 
 
Required Communications by the Auditor to Those Charged with Governance 7 – 10 
 
 Management Representations 
 
 



  

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

 
 





  

 

OTHER COMMUNICATIONS TO THOSE CHARGED WITH GOVERNANCE 
 

 



  

Page 2 

 
TWO WAY COMMUNICATION REGARDING YOUR AUDIT  
 
As part of our audit of your financial statements, we are providing communications to you throughout the 
audit process. Auditing requirements provide for two-way communication and are important in assisting 
the auditor and you with more information relevant to the audit. 
 
As this past audit is concluded, we use what we have learned to begin the planning process for next 
year’s audit. It is important that you understand the following points about the scope and timing of our 
next audit: 
 

a. We address the significant risks of material misstatement, whether due to fraud or error, through 
our detailed audit procedures. 
 

b. We will obtain an understanding of the five components of internal control sufficient to assess the 
risk of material misstatement of the financial statements or material noncompliance related to 
federal and state awards whether due to error or fraud, and to design the nature, timing, and 
extent of further audit procedures.  We will obtain a sufficient understanding by performing risk 
assessment procedures to evaluate and design controls relevant to an audit of financial 
statements and to determine whether they have been implemented  We will use such knowledge 
to: 

 
> Identify types of potential misstatements or noncompliance. 
> Consider factors that affect the risks of material misstatement or material noncompliance. 
> Design tests of controls, when applicable, and substantive procedures. 

 
Our audit will be performed in accordance with U.S. generally accepted auditing standards, 
Government Auditing Standards, OMB’s Uniform Administrative Requirements, Cost Principles, 
and Audit Requirements for Federal Awards (Uniform Guidance), and the State Single Audit 
Guidelines. 

 
We will not express an opinion on the effectiveness of internal control over financial reporting or 
compliance with laws, regulations, and provisions of contracts or grant programs. For audits done 
in accordance with Government Auditing Standards, the Uniform Guidance, and the State Single 
Audit Guidelines, our report will include a paragraph that states that the purpose of the report is 
solely to describe (a) the scope of testing of internal control over financial reporting and 
compliance and the result of that testing and not to provide an opinion on the effectiveness of 
internal control over financial reporting or on compliance, (b) the scope of testing internal control 
over compliance for major programs and major program compliance and the result of that testing 
and to provide an opinion on compliance but not to provide an opinion on the effectiveness of 
internal control over compliance and, (c) that the report is an integral part of an audit performed in 
accordance with Government Auditing Standards in considering internal control over financial 
reporting and compliance and the Uniform Guidance and the State Single Audit Guidelines in 
considering internal control over compliance and major program compliance. The paragraph will 
also state that the report is not suitable for any other purpose. 

 
c. The concept of materiality recognizes that some matters, either individually or in the aggregate, 

are important for fair presentation of financial statements in conformity with generally accepted 
accounting principles or for reporting material noncompliance while other matters are not 
important. In performing the audit, we are concerned with matters that, either individually or in the 
aggregate, could be material to the financial statements or to the entity’s federal and state 
awards. Our responsibility is to plan and perform the audit to obtain reasonable assurance that 
material misstatements or material noncompliance, whether caused by errors or fraud, are 
detected. 

  



  

Page 3 

 
TWO WAY COMMUNICATION REGARDING YOUR AUDIT (cont.) 

 
We are very interested in your views regarding certain matters. Those matters are listed here: 

 
a. We typically will communicate with your top level of management unless you tell us otherwise. 

b. We understand that the Transit and Parking Commission has the responsibility to oversee the 
strategic direction of your organization, as well as the overall accountability of the entity. 
Management has the responsibility for achieving the objectives of the entity. 

c. We need to know your views about your organization’s objectives and strategies, and the related 
business risks that may result in material misstatements. 

d. Which matters do you consider warrant particular attention during the audit, and are there any 
areas where you request additional procedures to be undertaken? 

e. Have you had any significant communications with regulators or grantor agencies? 

f. Are there other matters that you believe are relevant to the audit of the financial statements or the 
federal or state awards? 

 
Also, is there anything that we need to know about the attitudes, awareness, and actions of transit 
concerning: 
 

a. The transit’s internal control and its importance in the entity, including how those charged with 
governance oversee the effectiveness of internal control? 

b. The detection or the possibility of fraud? 
 
We also need to know if you have taken actions in response to developments in financial reporting, laws, 
accounting standards, governance practices, or other related matters, or in response to previous 
communications with us. 
 
With regard to the timing of our audit, here is some general information. Our final financial fieldwork is 
scheduled during the spring to best coincide with your readiness and report deadlines. After fieldwork, we 
wrap up our financial audit procedures at our office and issue drafts of our report for your review. Final 
copies of our report and other communications are issued after approval by your staff. This is typically 
6-12 weeks after final fieldwork, but may vary depending on a number of factors. We typically perform the 
single audit fieldwork for transit related grants concurrently with the financial audit. The single audit 
reporting is combined with the City wide report and is issued by September 30th. 
 
Keep in mind that while this communication may assist us with planning the scope and timing of the audit, 
it does not change the auditor’s sole responsibility to determine the overall audit strategy and the audit 
plan, including the nature, timing, and extent of procedures necessary to obtain sufficient appropriate 
audit evidence. 
 
We realize that you may have questions on what this all means, or wish to provide other feedback. We 
welcome the opportunity to hear from you. 
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CURRENT YEAR OBSERVATIONS AND RECOMMENDATIONS 
 
 CASH HANDLING PROCESS REVIEW  
 
We understand that during 2016 Metro began a detailed review of its cash handling processes in 
conjunction with the City’s internal audit staff.  Management noted that from the initial observations of 
existing processes and procedures there were a number of potential improvements identified from 
reinforcing the importance of current policies for segregations and cross-checks to modifications to the 
frequency, location or implementation of other procedures as well as some enhancements that would 
require investment in improvements to equipment or facilities.  We commend management for 
undertaking this initiative and encourage management to evaluate all the resulting recommendations as 
the project is completed allowing for a balanced approach to efficient, cost effective and robust controls 
around this valuable asset to Metro.   
 
 
PRIOR YEAR OBSERVATIONS AND RECOMMENDATIONS 
 
 DOCUMENTATION OF YEAR END ACCOUNTING PROCEDURES 
 
Over the past several years Metro has experienced several transitions within the financial department 
staff. During the 2008 audit, management posed valid questions related to the accounting for certain 
unique annual transactions such as the partner subsidy calculation or the accruals for vacation and sick 
leave. As these transactions are only calculated at year end, we recommend that management create a 
system of other information that would be helpful from year to year. These can be used during the year 
end process and updated annually as needed based on contractual changes or new accounting 
standards. 
 
  Status 12/31/16 
 
Management was unable to create the system described above in 2016. The intent is for the finance 
department to document these procedures in 2017.  
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INFORMATIONAL / PROFESSIONAL STANDARDS UPDATE 
 

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.  
 

GASB UPDATES 
 

The Government Accounting Standard Board (GASB) has been very active in recent years, issuing new 
standards at a fast pace.  Over the next few years, your government will have many new standards to 
evaluate and implement.  Here are the standards likely to impact you the most in the upcoming year: 
 

 GASB 73 includes accounting and reporting for pension plans that are not reported in a trust 
 GASB 74 and 75 are Other Post Employment Benefit (OPEB) standards that parallel the recent 

pension standards 
 GASB 80 clarifies the presentation requirements for some component units 
 GASB 81 provides guidance for accounting for irrevocable split interest agreements 
 

There are two significant GASB projects drawing to conclusion in 2017. While the implementation dates 
for these are a few years away, both are anticipated to have significant impacts on many government 
financial statements: 
 

 Fiduciary Activities 
 Leases 

 
Looking even further ahead, one of the most significant current GASB projects is the financial reporting 
model reexamination. 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. 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, 
proprietary fund and business-type activity financial statements, fiduciary fund financial statements, 
budgetary comparisons, and other issues. The first of a series of Invitations to Comment was issued in 
December 2016. This Invitation to Comment addresses governmental fund topics. 
 
Through our firm involvement on AICPA committees, Baker Tilly follows these developments closely so 
that we can help you prepare for the changes as they evolve.  This participation also allows us to share 
with GASB the experiences and perspectives of our clients to potentially influence the direction of future 
projects. 
 
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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INFORMATIONAL / PROFESSIONAL STANDARDS UPDATE (cont.) 

 
WISCONSIN RETIREMENT SYSTEM AND GASB NO. 68 

As you begin your second year reporting your pension activity under the requirements of GASB 
Statement No. 68, let’s review how this information affects your financial statements. 
 
Wisconsin Retirement System (WRS) pension information is reported on a one year lag in your financial 
statements, so current year balances are the WRS amounts reported for the plan year ended December 
31, 2015. The following is a summary of the status of the WRS for the current and previous year 
(amounts are in billions). 
 

 Current  
Year 2015 

Previous Year 
2014 

  
Change 

 

      
Total Pension Liability $ 90.1 $   89.7  $  0.4  
Net Assets Available for Benefits   88.5    92.1    (3.6) 
 
Net Pension Liability (Asset) 

 
$  1.6

  
$   (2.4 

 
) 

 
$   4.0

 

 
As noted above, for the current year, WRS reports a net pension liability compared to a net pension asset 
for the previous year. Although 2015 contributions to WRS from employers and employees was 
consistent with the 2014 amounts, net investment income for 2015 decreased from $4.9 billion to a net 
loss of $0.7 billion, a $5.6 billion swing. This decrease in net investment income was primarily due to 
declines in investment returns and market values as a result of the 2015 market closing at its lowest point 
since 2008. In addition, benefit payments increased $0.3 billion or 6.3% from 2014 to 2015 partially as a 
result of an additional 6,200 retirees receiving benefits. Your government’s proportionate share of the 
current year net pension liability is reported in your government-wide financial statements.  

 
It should be noted that since the net pension liability (asset) is heavily dependent upon the market value 
of the net assets available for benefits, increases and decreases in the market can and will significantly 
change the amounts reported on your financial statements in the future. 
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To the Transit and Parking Commission 
City of Madison 
 
 
Thank you for using Baker Tilly Virchow Krause, LLP as your auditor.  
 
We have completed our audit of the financial statements of Metro Transit System of Madison, Wisconsin for the 
year ended December 31, 2016, and have issued our report thereon dated June 19, 2017. This letter presents 
communications required by our professional standards. 

 
OUR RESPONSIBILITY UNDER AUDITING STANDARDS GENERALLY ACCEPTED IN THE UNITED STATES OF  
  AMERICA AND GOVERNMENT AUDITING STANDARDS 
 

The objective of a financial statement audit is the expression of an opinion on the financial statements. We 
conducted the audit in accordance with auditing standards generally accepted in the United States of 
America, Government Auditing Standards, OMB’s Uniform Administrative Requirements, Cost Principles, 
and Audit Requirements for Federal Awards (Uniform Guidance). These standards require that we plan and 
perform our audit to obtain reasonable, rather than absolute, assurance about whether the financial 
statements prepared by management with your oversight are free of material misstatement, whether 
caused by error or fraud. Our audit included examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements, assessing accounting principles used and significant estimates 
made by management, and evaluating the overall financial statement presentation. Our audit does not 
relieve management or the commission of their responsibilities. 
 
We considered Metro Transit System’s internal control over financial reporting to determine the audit 
procedures that are appropriate in the circumstances for the purpose of expressing our opinions on the 
financial statements, but not for the purpose of expressing an opinion on the effectiveness of Metro Transit 
System’s internal control over financial reporting. We will consider the internal control over compliance with 
types of requirements that could have a direct and material effect on a major federal and major state 
program to determine the audit procedures that are appropriate in the circumstances for the purpose of 
expressing an opinion on compliance for a major federal and state program and to test and report on 
internal control over compliance in accordance with Uniform Guidance the State Single Audit Guidelines, 
but not for the purpose of expressing an opinion on the effectiveness of internal control over compliance. 
 
As part of obtaining reasonable assurance about whether Metro Transit System’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 is not an objective of our audit. Also, in accordance with Uniform Guidance and the 
State Single Audit Guidelines, we will examine, on a test basis, evidence about Metro Transit System’s 
compliance with the types of compliance requirements described in the OMB Compliance Supplement and 
State Single Audit Guidelines that could have a direct and material effect on each of its major federal and 
state programs for the purpose of expressing an opinion on Metro Transit System’s compliance with those 
requirements. While our audit provides a reasonable basis for our opinion on compliance, it does not 
provide a legal determination on Metro Transit System’s compliance with those requirements. 
 



To the Transit and Parking Commission 
City of Madison 
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We have issued a separate document which contains the results of our audit procedures to comply with the 
Uniform Guidance and the State Single Audit Guidelines. 
 
 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 you in our 
planning letter. 
 
 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 the utility are described in Note 1 
to the financial statements. No new accounting standards were adopted and the application of existing 
policies was not changed during 2016. We noted no transactions entered into by the utility during the year 
that were both significant and unusual, and of which, under professional standards, we are required to 
inform you, or transactions for which there is a lack of authoritative guidance. 
 
  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 sensitive estimates affecting the financial statements were: 
 

 The estimate of the Other Postemployment Benefits (OPEBs) liability, which is based upon information 
provided by actuaries contracted with by the City. 

 
 The estimate of accrued sick leave which is based on a historical usage analysis completed by the City. 

 
 The estimate of the net pension asset and related deferred outflows / inflows, which is based on 

information from WRS.   
 
We evaluated the key factors and assumptions used to develop all of these estimates in determining that they 
are reasonable in relation to the financial statements taken as a whole. 
 
  Financial Statement Disclosures 

The disclosures in the notes to the financial statements are neutral, consistent, and clear. 
  



To the Transit and Parking Commission 
City of Madison 
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 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 any items identified.  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 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 the Metro Transit System 
that, in our professional judgment, may reasonably be thought to bear on our independence. 
 
Relating to our audit of the financial statements of Metro Transit System for the year ended December 31, 
2016, Baker Tilly Virchow Krause, LLP hereby confirms that we are, in our professional judgment, independent 
with respect to the Metro in accordance with the Code of Professional Conduct issued by the American Institute 
of Certified Public Accountants. We provided no services to the Metro 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. 
 

 NTD report certification 
 Propose journal entries 

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