
 

 

CITY OF MADISON 
Madison, Wisconsin 

 
 

COMMUNICATION TO THOSE CHARGED  
WITH GOVERNANCE AND MANAGEMENT 

 
As of and for the Year Ended December 31, 2018 

 
 
 
 



 

 

CITY OF MADISON 
 

TABLE OF CONTENTS 
 

 
 Page No. 
 
Required Communication of Internal Control Related Matters Identified in the 
  Audit to Those Charged with Governance 1 
 
 Internal Control Over Financial Reporting 2 
 
Other Communications to Those Charged with Governance 
 
 Two Way Communication Regarding Your Audit 3 – 4 
 
Communication of Other Control Deficiencies, Recommendations and Informational Points  
  to Management that are not Material Weaknesses or Significant Deficiencies 5 – 10 
 
Required Communications by the Auditor to Those Charged with Governance 11 – 15 
 
 Management Representations 
 
 



 

 

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

 
 
 
 
 



1 

To the Honorable Mayor, Common Council, and Management 
City of Madison 
Madison, Wisconsin 

In planning and performing our audit of the financial statements of the City of Madison as of and for the year 
ended December 31, 2018, in accordance with auditing standards generally accepted in the United States of 
America, we considered its internal control over financial reporting (internal control) as a basis for designing our 
auditing 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 its internal control. 
Accordingly, we do not express an opinion on the effectiveness of its internal control. 

A separate Report on Internal Control was issued to the Water Utility Board, Transit and Parking Commission, 
and Community Development Authority. The information contained in those reports is not included with this 
report. 

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 material weaknesses or significant 
deficiencies and, therefore, material weaknesses or significant deficiencies may exist that were not identified. 
However, as discussed below, we identified a deficiency in internal control that we consider to be a material 
weakness and another deficiency that we consider to be a significant deficiency. 

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. We consider the following 
deficiency in the City’s internal control to be a material weakness. 

 Internal Control Over Financial Reporting 

The City’s written response to the material weakness and significant deficiency identified in our audit has not 
been subjected to the auditing procedures applied in the audit of the financial statements and, accordingly, we 
express no opinion on it. 

This communication is intended solely for the information and use of management, the city council, and others 
within the organization and is not intended to be, and should not be, used by anyone other than these specified 
parties.  

Madison, Wisconsin 
June 19, 2019 

Baker Tilly Virchow Krause, LLP trading as Baker Tilly is a member of the global network of Baker Tilly International Ltd., the members 
of which are separate and independent legal entities. © 2018 Baker Tilly Virchow Krause, LLP
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Auditing standards require that we perform procedures to obtain an understanding of your government 
and its internal control environment as part of the annual audit. This includes an analysis of significant 
transaction cycles and an analysis of the year-end financial reporting process and preparation of your 
financial statements. 
 
 
INTERNAL CONTROL OVER FINANCIAL REPORTING  
 
Properly designed systems of internal control provides your organization with the ability to process and 
record monthly and year end transactions and prepare annual financial reports. 
 
Our audit includes a review and evaluation of the City’s internal controls relating to financial reporting. 
Common attributes of a properly designed system of internal control for financial reporting are as follows: 

 There is adequate staffing to prepare financial reports throughout and at the end of the 
year. 

 Material misstatements are identified and corrected during the normal course of duties. 

 Complete and accurate financial statements including footnotes are prepared. 

 Complete and accurate schedules of expenditures of federal and state awards are 
prepared. 

 Financial reports are independently reviewed for completeness and accuracy. 
 
Our evaluation of the City’s internal controls relating to financial reporting has identified control 
deficiencies that are considered material weaknesses surrounding the preparation of complete and 
accurate financial statements and footnotes, adjusting journal entries identified by the auditors, and an 
independent review of financial reports.  
 
For purpose of the 2018 financial audit, management has not prepared a complete set of financial 
statements that are in conformity with generally accepted accounting principles and material adjustments 
were identified during the audit process. Management should consider what resources and changes are 
necessary to address and resolve the control deficiencies identified. 
 
 Management Response 
 
Finance staff are currently working on the 2018 CAFR build using software procured earlier in the year. 
We anticipate rolling forward the 2018 CAFR to begin mapping for 2019. The City’s first electronic version 
of the entity-wide financial statements with reconciliations to the fund statements, cash flow financial 
statements, footnotes, and other supporting schedules are planned for completion by April of 2019, with 
the remaining CAFR reports finalized by late June of next year. 
 
Additionally, City management formally reviews the fund financial statements prior to external audit 
teams’ arrival.  During these formal reviews, we highlight and discuss significant account variations 
between years, to help identify material misstatements.  In 2018, City management implemented a formal 
month-end close process citywide, to further assist staff with projections, timely account analysis, and 
transactional completion for financial statement purposes.   
 
In 2019, accounting supervisors will begin to sample high dollar transactions quarterly, to ensure account 
propriety, accurate recording within the general ledger, and to promptly identify any required journal 
entries and/or reclassifications prior to year-end close and external audit team arrival. 
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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, or noncompliance 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 the design of controls relevant to an audit of financial 
statements and the federal and state awards 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 the Uniform Guidance, the State Single Audit Guidelines, and Government 
Auditing Standards, 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. 

 
d. Your financial statements contain components, as defined by auditing standards generally 

accepted in the United States of America, some of which we also audit. 
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TWO WAY COMMUNICATION REGARDING YOUR AUDIT (cont.) 

 
e. In connection with our audit, we intend to place reliance on the audit of the financial statements of 

the Olbrich Botanical Society and Olbrich Botanical Society Foundation, a component unit of the 
City of Madison, as of December 31, 2019 and for the year then ended completed by BDO USA, 
LLP. In addition, we intend to place reliance on the audit of the financial statements of the 
Madison Public Library Foundation, a component unit of the City of Madison, as of December 31, 
2019 and for the year then ended completed by SVA Certified Public Accountants, S.C. We also 
intend to place reliance on the audit of the financial statements of the Madison Parks Foundation, 
a component unit of the City of Madison, as of December 31, 2019, and for the year then ended 
completed by Johnson Block and Company, Inc. All necessary conditions have been met to allow 
us to make reference to the component auditors. 

 
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 city council 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 the City 
concerning: 
 

a. The City’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. We will perform preliminary audit 
work during the months of October-December, and sometimes early January. Our final fieldwork is 
scheduled during the spring to best coincide with your readiness and report deadlines. After fieldwork, 
we wrap up our audit procedures at our office and may 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. 
 
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.  



 

 

COMMUNICATION OF OTHER CONTROL DEFICIENCIES, RECOMMENDATIONS AND 
INFORMATIONAL POINTS TO MANAGEMENT THAT ARE NOT MATERIAL  

WEAKNESSES OR SIGNIFICANT DEFICIENCIES 
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CURRENT YEAR POINT 

 
BUSINESS IMPROVEMENT DISTRICT (BID) 

 
As required by state statute, the BID has not made available to the public an annual report describing the 
current status of the BID, including expenditures and revenues for 2018. 
 
 Management Response 
 
The BID held an annual meeting on July 24, 2018. The meeting was publicly noticed. 

 A slideshow presentation presented the 2018 budget.  

 A handout showcased the 2017 actuals and 2018 budget.  
 
The slideshow was converted to a PDF and then was hosted and continues to be hosted on the BID 
website at https://visitdowntownmadison.com/about 
 
The handout did not get posted and therefore was not made available to the public.  
 
Future rectification of this weakness includes: 

 Providing the prior year actuals, present year to date numbers and planned next year budget as a 
part of the visual slide presentation at the Annual Meeting. 

 Printing and distributing copies of these three budgets at the Annual Meeting.  

 Both the slideshow and the printed budget analysis will be posted within 30 days of the annual 
meeting at https://visitdowntownmadison.com/about. 

 Acknowledgement of these three budgets in the BID Board meeting agenda and minutes 
following the Annual Meeting.  

 
 
PRIOR YEAR’S POINTS 

 
ENTITY-WIDE CONTROLS 

 
A formal fraud risk evaluation process should be in place. This is a control process that should exist and 
be performed by either a newly created audit committee or the Finance Committee. 
 
 Status (12/31/18) 
 
The City has hired Baker Tilly to facilitate a risk assessment in 2019. 
 
 Management Response 
 
In 2019, the City is taking initial steps to improve its internal audit unit. For the remainder of fiscal year 
2019, much time and work effort will be spent conducting a thorough risk analysis assessment allowing 
management to better focus the annual internal audit work plan for future fiscal periods. 
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INFORMATIONAL POINTS 

 
INTERPRETING YOUR FINANCIAL STATEMENTS POST-GASB NO. 75 
 
During the current year, your government implemented GASB Statement No. 75, which required 
employers providing other post-employment benefits (OPEBs) to report the OPEB liability in their 
government-wide and proprietary fund financial statements. This standard is intended to parallel GASB 
Statements No. 68 and 73 for pensions, which together provide for more overall consistency and 
comprehensive guidance for pensions and other post-employment benefits. 
 
Previously, your government only reported an OPEB liability to the extent that annual contributions fell 
short of the actuarially estimated annual OPEB cost. In addition, the actuarially estimated annual OPEB 
cost included a mechanism to recognize the initial OPEB liability at the implementation of GASB 
Statement No. 45 over an extended period of years. Under the new standard your government is required 
to report the total OPEB liability as determined by the actuary. There are also OPEB-related deferred 
outflows and/or inflows due to the timing of benefit payments and to allow for smoothing of activity.  
 
As of the December 31, 2018 measurement date used for your financial statements, the actuarially 
determined OPEB liability for your health insurance plan is $65,829,282 and is reported as a noncurrent 
liability.  
 
OPEB activity under GASB Statement No. 75 is reported in the government-wide financial statements 
and proprietary fund financial statements, similar to long-term debt. The implementation of this new 
standard does not require changes to how you pay for or fund your OPEB benefits. 
 
The accounting and reporting for other post-employment benefits has become more complex with the 
implementation of GASB Statement No. 75. We are available to answer questions on how this new 
accounting standard affects your financial statements. 
 

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 which may impact you in the next year: 
 

 GASB 83 provides accounting and financial reporting for asset retirement obligations, effective for 
reporting periods beginning on or after June 15, 2018 

 GASB 84 improves guidance regarding the identification of fiduciary activities and how they 
should be reported, effective for reporting periods beginning on or after December 15, 2018 

 GASB 88 improves certain disclosures related to debt, including direct borrowings and 
placements, effective for reporting periods beginning on or after June 15, 2018 

 GASB 90 clarifies accounting and financial reporting for majority equity interests, effective for 
reporting periods beginning on or after December 15, 2018  

 
Other GASB pronouncements on the horizon, while the implementation dates is in the near term these 
are anticipated to have significant impacts on many government financial statements: 
 

 GASB 87 improves accounting and financial reporting for leases, effective for reporting periods 
beginning on or after December 15, 2019 

 GASB 89 provides guidance for accounting for interest cost incurred before the end of a 
constriction period, effective for reporting periods beginning on or after December 15, 2019 
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INFORMATIONAL POINTS (cont.) 

 
Looking even further ahead, the Technical Agenda, below, outlines significant areas GASB is currently 
working on: 
 

 Conceptual Framework 

 Disclosure 

 Recognition 

 Major Projects 

 Financial Reporting Model 

 Revenue and Expense Recognition 

 Public-Private Partnerships  

 Practice Issues 

 Conduit Debt 

 Deferred Compensation Plans 

 Secured Overnight Financing Rate 

 Subscription-Based IT arrangements 

 Implementation Guidance 

 Pre-Agenda Research 

 Going Concern 

 Compensated Absences 

 Prior-Period Adjustments, Accounting Changes and Error Corrections 
 
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. 
 

UPCOMING LEASE STANDARD 
 
In June 2017, the Governmental Accounting Standards Board (GASB) issued new guidance to establish 
a single model for lease accounting based on the foundational principle that leases are financings of the 
right to use an underlying asset. This standard is effective for fiscal years ending on or after 
December 31, 2020. Statement No. 87, Leases, requires recognition of certain lease assets and liabilities 
for leases that were previously classified as operating leases and recognize as inflows of resources or 
outflow of resources based on the payment provisions of the contract. 
 
Under the new standard, a lease is defined as a contract that conveys control of the right to use another 
entity’s nonfinancial asset (underlying asset) as specified in the contract for a period of time in an 
exchange or exchange-like transaction. Control is defined by 1) the right to obtain the present service 
capacity from the use of the underlying asset and 2) the right to determine the nature and manner of use 
of the underlying asset. Any contract that meets this definition should be accounted for under the lease 
guidance, unless specifically excluded in this statement. Leases include contracts that, although not 
explicitly identified as leases, meet the above definition of a lease. 
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INFORMATIONAL POINTS (cont.) 

 
UPCOMING LEASE STANDARD (cont.) 

 
There are some exemptions outlined in the standard including, intangible assets, service concession 
arrangements and supply contracts. 
 
We recommend the City review this standard and start planning how this will affect your financial 
reporting. An inventory of all contracts that might meet the definition of a lease should be started. The 
contract listing should include key terms of the contracts such as: 

 Description of contract 

 Underlying asset  

 Contract term  

 Options for extensions and terminations  

 Service components, if any 

 Dollar amount of lease  
 
In addition, the City should begin to establish a lease policy to address the treatment of common lease 
types, including a dollar threshold for each lease. We are available to discuss this further and help you 
develop an action plan.  
 

NEW REPORTING REQUIREMENTS FOR FIDUCIARY ACTIVITIES 
 
In January 2017, the Governmental Accounting Standards Board (GASB) issued new guidance to 
address how governments report fiduciary activities which is effective for fiscal years ending on or after 
December 31, 2019. Statement No. 84, Fiduciary Activities, supersedes reporting of agency funds and 
replaces it with a newly coined custodial fund, and requires several additional reporting requirements for 
fiduciary funds. 
 
Under current guidance, Statement 34 requires that governments report fiduciary activities in fiduciary 
funds, but that statement does not provide a clear definition of what constitutes a fiduciary activity. GASB 
sought to reduce inconsistencies in reporting and provide a clear foundation for future reporting. 
 
The new guidance will impact a significant amount of local governments. Many local governments have 
activities that may be considered fiduciary, including: 

 Student activity funds of a school district 

 Tax collection funds 

 Circuit court fund of a municipality or county 

 Jail inmate accounts 

 Nursing home patient accounts 

 Cemetery trust funds 

 Postemployment benefit plans   
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INFORMATIONAL POINTS (cont.) 

 
NEW REPORTING REQUIREMENTS FOR FIDUCIARY ACTIVITIES (cont.) 

 
Under the recently issued Statement 84, governments will need to apply specific criteria to determine if a 
fiduciary activity exists. The criteria focuses on determining if a government is controlling the assets of the 
potential fiduciary activity and determining who the beneficiaries are. A few of the major changes that will 
impact many governments include: 
 

 Pension/OPEB Plans as Fiduciary Component Units: Pension and other postemployment benefit 
(OPEB) plans will need to be evaluated to determine if they meet the fiduciary component unit 
criteria.  

 Other Fiduciary Activities: There are various other types of assets that a government controls 
which will need to be evaluated under the new standard. Part of this evaluation will include 
identification of the beneficiary of the funds, consideration of how the assets are derived and the 
extent of administrative or direct financial involvement with the assets. 

 
The following is a summary of two significant changes in the reporting requirements: 
 

 The standard requires that governments recognize a liability to the beneficiaries in a fiduciary 
fund only when an event has occurred that compels the government to disburse fiduciary 
resources. 

 Presentation of additions and deductions on the statement of changes in fiduciary net position for 
all fiduciary funds, including custodial funds 

 
The time to start assessing your government’s fiduciary activities is now. We have an archived webinar to 
explain the requirements, which can be found at https://bakertilly.com/insights/fiduciary-activities-
changes-affecting-existing-agency-funds/. Along with the presentation, there is a fiduciary activities tool 
for you to download. These resources will give you an understanding of the new criteria and requirements 
and help you identify the fiduciary reporting changes that will impact your financial statements. Also, be 
on the lookout for the Implementation Guide to be issued by GASB in 2019.  
 

DEPARTMENTAL CONTROLS 
 
As part of our annual audit process, we focus our efforts on the primary accounting systems, internal 
controls, and procedures used by the City. This is in keeping with our goal to provide an audit opinion 
which states that the financial statements of the City are correct in all material respects. 
 
In some cases, the primary system of accounting procedures and controls of the City are supported by 
smaller systems which are decentralized, and reside within a department or location. In many cases, those 
systems are as simple as handling cash collections and remitting those collections to the city treasurer. 
(For example, this would be the case in a typical municipal swimming pool.) In other cases, the department 
may send invoices or statements of amounts due, and track collections of those amounts in a standalone 
accounts receivable system. (For example, this would be the case in a typical municipal court.) 
 
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. That is because you are able to divide certain tasks over 
the people available to achieve a higher degree of segregation of duties. For those tasks that are 
decentralized, it is usually very 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. 
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INFORMATIONAL POINTS (cont.) 

 
DEPARTMENTAL CONTROLS (cont.) 

 
As auditors, we are required to communicate with you on a variety of topics. Since there is now more 
emphasis on internal controls and management’s responsibilities, we believe it is appropriate to make 
sure that you are informed about the lack of segregation of duties that may occur at departments or 
locations that handle cash or do miscellaneous billing. Examples in the City that fit this situation may 
include the following:
 
  Attorney 
  Engineering 
  Fire Department 
  Fleet Services 
  Library 
  Madison Metro Transit 
  Monona Terrace 
  Municipal Court 

 
Parking Utility 
Parks 
Planning, Community, and Economic Development 
Senior Center 
Streets Division 
Swimming pool 
Traffic Engineering 
 

As you might expect, similar situations are common in most governments. 
 
As auditors, we are required to focus on the financial statements at a highly summarized level and our 
audit procedures support our opinion on those financial statements. Departments or locations that handle 
relatively smaller amounts of money are not the primary focus of our audit. Yet, because of the lack of 
segregation of duties, the opportunity for loss is higher there than in centralized functions that have more 
controls. 
 
Because management is responsible for designing and implementing controls and procedures to detect 
and prevent fraud, we believe that 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 the departments 
mentioned above. 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. As always, the costs of controls and 
staffing must be weighed against the perceived benefits of safeguarding your assets. 
 
Without adding staff or splitting up the duties, your own day-to-day contact and knowledge of the 
operation are also important mitigating factors. 
 



 

 

REQUIRED COMMUNICATIONS BY THE AUDITOR TO THOSE CHARGED WITH GOVERNANCE 
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To the Honorable Mayor, Common Council, and Management 
City of Madison 
Madison, Wisconsin 
 
 
Thank you for using Baker Tilly Virchow Krause, LLP as your auditor. 
 
We have completed our audit of the financial statements of the City of Madison for the year ended 
December 31, 2018 and have issued our report thereon dated June 19, 2019. This letter presents 
communications required by our professional standards. 
 

OUR RESPONSIBILITY UNDER AUDITING STANDARDS GENERALLY ACCEPTED IN THE UNITED STATES OF AMERICA, 
GOVERNMENT AUDITING STANDARDS, THE UNIFORM GUIDANCE, AND THE STATE SINGLE AUDIT GUIDELINES 

 
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), and the State Single Audit Guidelines. 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 city council of their responsibilities. 
 
We considered the City of Madison’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 the City of Madison’s 
internal control over financial reporting. We also considered 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 the Uniform Guidance and 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 the City of Madison’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. Also, in accordance with the Uniform Guidance and the State 
Single Audit Guidelines, we examined, on a test basis, evidence about the City of Madison’s compliance with 
the types of compliance requirements described in the OMB Compliance Supplement and the 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 the City of Madison’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 
the City of Madison’s compliance with those requirements. 
 
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. 
 
Baker Tilly Virchow Krause, LLP trading as Baker Tilly is a member of the global network of Baker Tilly International Ltd., the members 
of which are separate and independent legal entities. © 2018 Baker Tilly Virchow Krause, LLP
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 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 
communication to those charged with governance dated June 20, 2018. 
 
 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 City of Madison are described in Note I to 
the financial statements. As described in Note 1, the City of Madison changed accounting policies related to 
Other Postemployment Benefits Other than Pensions (OPEB) by implementing GASB Statement No. 75, 
Accounting and Financial Reporting for Postemployment Benefits Other than Pensions. The City also changed 
its accounting policy related to loans receivable. Accordingly, the accounting changes have been retroactively 
applied to prior periods as if the policy has always been used. We noted no transactions entered into by the City 
of Madison 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 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 sensitive estimates affecting the financial statements were: 
 

1. The estimate of the self-insurance claims liability, which is based on a historical claims analysis and 
report prepared by the insurance actuaries. 

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

3. The estimate of allowance for doubtful loans receivables, ambulance receivables and municipal 
court receivables is based on historical revenues, historical loss levels, and an analysis of individual 
account collections. 

4. Management’s estimate of the net pension asset and related deferred outflows and inflows of 
resources is based on actuarial information obtained from the Wisconsin Retirement System. 

 
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. 
 
 DIFFICULTIES ENCOUNTERED IN PERFORMING THE AUDIT 
 
We encountered no significant difficulties in dealing with management in performing our audit. 
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 CORRECTED AND UNCORRECTED MISSTATEMENTS 
 
Professional standards require us to accumulate all known and likely misstatement identified during the audit, 
other than those that are trivial, and communicate them to the appropriate level of management. 
 
The following is a summary of material financial statement misstatements (audit adjustments): 

   Amount 

 Adjust allowance for doubtful accounts  $ 1,550,000
 Adjust library contributions  419,873
 Adjust debt proceeds and advance   800,000
 
There were two uncorrected financial statement misstatements in the current year: 

 
 Governmental activities capital contributions are understated and beginning net position is overstated 

by $2,340,716. 
 
 Capital projects fund revenues are overstated by $222,631, expenditures are overstated by 

$527,693, and net position is understated by $305,062. 
 
Management has determined that their effects are immaterial, both individually and in the aggregate, to the 
financial statements taken as a whole. 
 
In addition, we prepare certain GASB No. 34 conversion entries which are summarized in the “Reconciliation of 
the Balance Sheet of Governmental Funds to the Statement of Net Position” and the “Reconciliation of the 
Statement of Revenues, Expenditures, and Changes in Fund Balances of Governmental Funds to the 
Statement of Activities” in the financial statements. 
 
 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 auditors’ 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 City of Madison that, 
in our professional judgment, may reasonably be thought to bear on our independence. 
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 INDEPENDENCE (cont.) 
 
Relating to our audit of the financial statements of the City of Madison for the year ended December 31, 2018, 
Baker Tilly Virchow Krause, LLP hereby confirms that we are, in our professional judgment, independent with 
respect to the City in accordance with the Code of Professional Conduct issued by the American Institute of 
Certified Public Accountants, and provided no services to the City other than audit services provided in 
connection with the audit of the current year’s financial statements and nonaudit services which in our judgment 
do not impair our independence.  

 Financial statement preparation 

 Adjusting journal entries 

 Compiled regulatory reports 

 Risk assessment 

 Municipal advisory services 

 CaseWare assistance 
 
None of these nonaudit services constitute an audit under generally accepted auditing standards, including 
Government Auditing Standards. 
 
 OTHER AUDIT FINDINGS OR ISSUES 
 
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 City of Madison’s auditors. However, these 
discussions occurred in the normal course of our professional relationship and our responses were not a 
condition to our retention. 
 
 OTHER MATTERS 
 
We applied certain limited procedures to the required supplementary information (RSI) that supplements the 
basic financial statements. Our procedures consisted of inquiries of management regarding the methods of 
preparing the information and comparing the information for consistency with management’s responses to our 
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the basic 
financial statements. We did not audit the RSI and do not express an opinion or provide any assurance on 
the RSI. 
 
We were engaged to report on the supplementary information which accompanies the financial statements but 
is not RSI. With respect to the supplementary information accompanying the financial statements, we made 
certain inquiries of management and evaluated the form, content, and methods of preparing the information to 
determine that the information complies with accounting principles generally accepted in the United States of 
America, the method of preparing it has not changed from the prior period, and the information is appropriate 
and complete in relation to our audit of the financial statements. We compared and reconciled the 
supplementary information to the underlying accounting records used to prepare the financial statements or to 
the financial statements themselves. 
 
We were not engaged to report on other information which accompanies the financial statements but are not 
RSI. We did not audit or perform other procedures on this other information and we do not express an opinion 
or provide any assurance on it.  
 

RESTRICTION ON USE 
 
This report is intended solely for the information and use of the mayor, common council, and management and 
is not intended to be, and should not be, used by anyone other than the specified parties. 
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We welcome the opportunity to discuss the information included in this letter and any other matters. Thank you 
for allowing us to serve you. 

 
Madison, Wisconsin 
June 19, 2019 
 
 



 

  

MANAGEMENT REPRESENTATIONS 

 




















