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To:    
 

Mayor and Village Council 

Through: 
 
From: 
 

Edward Koconis, AICP, Village Manager 
 
Maria T. Aguilar, Finance Director 
 

Date: 
 

April 11, 2013 

SUBJECT: 
 

PRELIMINARY REPORT OF FY 2011-2012 AUDIT FINDINGS 

 
Background: 
The FY 2011-2012 Comprehensive Annual Financial Report (CAFR) is nearly completed.  The draft 
document is currently undergoing partner review at Cherry Bekaert LLP. 
 
The documents attached to this Council Communication are the draft Independent Auditors’ Report 
on Internal Control over Financial Reporting and on Compliance and Other Matters and the draft 
Independent Auditors’ Management Letter.  Basically, these documents comprise the auditors’ 
findings. 

Analysis: 
With regard to internal control over financial reporting, Cherry Bekaert auditors did not identify any 
deficiencies in internal control over financial reporting that they consider to be material weaknesses as 
defined in the letter. 
 
With regard to compliance, the Cherry Bekaert auditors report that their testing disclosed no instances 
of noncompliance or other matters that are required to be reported under Government Auditing 
Standards. 
 
With regard to the Management Letter, two of the observations reported by the auditors have been 
carried over from the prior year CAFR, and one observation is new. 
 
I am providing these draft documents for Council consideration in making their decision with regard 
to potential functions of the Audit Committee.  I would also like to have the opportunity to explain the 
findings to the Village Council before the final CAFR is presented to them by the audit firm. 
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Budget Impact: 
There is no budget impact. 
 
Staff Impact: 
There is no staff impact 
 
Recommendation: 
No action on the part of the Council is required, requested or recommended. 

 
 



76

Independent�Auditors’�Report�on�Internal�Control�over�Financial��
Reporting�and�on�Compliance�and�Other�Matters�Based�on�an�Audit�

of�Financial�Statements�Performed�in�Accordance�with�
Government�Auditing�Standards�

The Honorable Mayor and Members of the Village Council 
Islamorada, Village of Islands, Florida: 

We have audited the financial statements of the governmental activities, the business-type activities, 
each major fund and the aggregate remaining fund information of Islamorada, Village of Islands, 
Florida (the “Village”), as of and for the year ended September 30, 2012, which collectively comprise 
the Village’s basic financial statements, and have issued our report thereon dated April xx, 2013. We 
conducted our audit in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States. 

Internal�Control�over�Financial�Reporting�
Management of the Village is responsible for establishing and maintaining effective internal control 
over financial reporting. In planning and performing our audit, we considered the Village's internal 
control over financial reporting as a basis for designing our auditing procedures 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 Village's internal control over financial reporting. Accordingly, we do not 
express an opinion on the effectiveness of the Village's internal control over financial reporting. 

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 Village’s financial statements will not be prevented, or detected and 
corrected on a timely basis.   

Our consideration of internal control over financial reporting was for the limited purpose described in 
the first paragraph of this section and was not designed to identify all deficiencies in internal control 
over financial reporting that might be deficiencies, significant deficiencies or material weaknesses. We 
did not identify any deficiencies in internal control over financial reporting that we consider to be 
material weaknesses, as defined above. 
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Compliance�and�Other�Matters�
As part of obtaining reasonable assurance about whether the Village’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, and accordingly, we do not 
express such an opinion.  The results of our tests disclosed no instances of noncompliance or other 
matters that are required to be reported under Government Auditing Standards.  

We noted certain matters that we reported to management in a separate letter dated April xx, 2013. 

This report is intended solely for the information and use of the Mayor, Village Council, management, 
the State of Florida Office of the Auditor General, and applicable federal and State awarding agencies 
and pass-through entities, and is not intended to be and should not be used by anyone other than 
these specified parties. 

Orlando, Florida 
April xx, 2013 

DR
AF
T

ot ot 



78

Independent�Auditors'�Management�Letter�

The Honorable Mayor and Members of the Village Council 
Islamorada, Village of Islands, Florida 

We have audited the financial statements of the governmental activities, the business-type activities, 
each major fund, and the aggregate remaining fund information of the Islamorada, Village of Islands, 
Florida (the “Village”) as of and for the year ended September 30, 2012, and have issued our report 
thereon dated April xx, 2013. 

We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America; the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States; and Chapter 10.550, Rules of the 
Florida Auditor General. We have issued our Independent Auditors’ Report on Internal Control over 
Financial Reporting and on Compliance and Other Matters Based on an Audit of Financial Statements 
Performed in Accordance with Government Auditing Standards.  Disclosures in those reports and 
schedule, which are dated April xx, 2013, should be considered in conjunction with this management 
letter.   

Additionally, our audit was conducted in accordance with Chapter 10.550, Rules of the Auditor 
General, which governs the conduct of local governmental entity audits performed in the State of 
Florida.   This letter includes the following information, which is not included in the aforementioned 
auditors’ reports or schedule: 

Section 10.554(1)(i)1., Rules of the Auditor General, requires that we determine whether or not 
corrective actions have been taken to address findings and recommendations made in the preceding 
annual financial audit report. Except as noted in Appendix A, recommendations made in the preceding 
annual financial audit report have been followed.  

Section 10.554(1)(i)2., Rules of the Auditor General, requires our audit to include a review of the 
provisions of Section 218.415, Florida Statutes, regarding the investment of public funds. In 
connection with our audit, nothing came to our attention that could cause us to believe that the Village 
was in noncompliance with Section 218.415 regarding the investment of public funds. 

Section 10.554(1)(i)3., Rules of the Auditor General, requires that we address in the management 
letter any recommendations to improve the Village’s financial management.  In connection with our 
audit, we did not have any such recommendations. 

Section 10.554(1)(i)4., Rules of the Auditor General, requires that we address violations of provisions 
of contracts or grant agreements, fraud, illegal acts or abuse, that have occurred, or are likely to have 
occurred, that have an effect on the financial statements that is less than material but more than 
inconsequential.  In connection with our audit, we did not have any such findings. 
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Section 10.554(1)(i)5., Rules of the Auditor General, provides that the auditor may, based on 
professional judgment, report the following matters that have an inconsequential effect on financial 
statements, considering both quantitative and qualitative factors: (1) violations of provisions of 
contracts or grant agreements, fraud, illegal acts, or abuse, and (2) deficiencies in internal control that 
are not significant deficiencies. See Appendix A for our recommendations. We did not audit the 
Village’s response to these matters, which is also provided in Appendix A, and, accordingly, we 
express no opinion on them.   

Section 10.554(1)(i)6., Rules of the Auditor General, requires that the name or official title and legal 
authority for the primary government and each component unit of the reporting entity be disclosed in 
the management letter, unless disclosed in the notes to the financial statements. Such disclosure is 
included in the notes to the financial statements. 

Section 10.554(1)(i)7.a., Rules of the Auditor General, requires a statement be included as to whether 
or not the Village has met one or more of the conditions described in Section 218.503(1), Florida 
Statutes, and identification of the specific conditions met.  In connection with our audit, the results of 
our tests did not indicate the Village met any of the specified conditions of a financial emergency 
described in Section 218.503(1), Florida Statutes. However, our audit does not provide a legal 
determination on the Village’s compliance with this requirement.

Section 10.554(1)(i)7.b., Rules of the Auditor General, requires that we determine whether the annual 
financial report for the Village for the fiscal year ended September 30, 2012, filed with the Florida 
Department of Financial Services pursuant to Section 218.32(1)(a), Florida Statutes, is in agreement 
with the annual financial audit report for the fiscal year ended September 30, 2012.  Our comparison 
of the financial report filed with the Florida Department of the Financial Services to the Village’s 2012 
audited financial statements resulted in no material differences.  

Pursuant to Sections 10.554(1)(i)7.c. and 10.556(7), Rules of the Auditor General, we applied 
financial condition assessment procedures as of September 30, 2012.  It is management’s 
responsibility to monitor the Village’s financial condition, and our financial condition assessment was 
based in part on representations made by management and the review of financial information 
provided by same.  

This letter is intended solely for the information and use of the Legislative Auditing Committee, 
members of the Florida Senate and the Florida House of Representatives, the Florida Auditor 
General, Federal and other granting agencies, and applicable management, and is not intended to be 
and should not be used by anyone other than these specified parties. 

Orlando, Florida 
April xx, 2013 
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ISLAMORADA, VILLAGE OF ISLANDS, FLORIDA 
Appendix A – Management Letter Comments 

For the Year Ended September 30, 2012 
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IT Entity Level Controls 

Observation 2012-01: During review of the internal controls over information technology, we noted 
that the Village does not have a formal IT Strategic Plan currently in place.   

Recommendation: We recommend that the Village Steering committee document a formal IT 
Strategic Plan and align strategies with the overall business objectives. This Plan should be reviewed 
and updated at least annually by the Steering Committee as part of their periodic meetings.   

Management Response: The Village’s IT Department concurs that as of the performance of a review 
of the Village’s internal controls over information technology, the Village did not have a formal IT 
Strategic Plan in place. With guidance provided by the IT auditor, a Village Steering Committee 
comprised of IT Department staff and the Village Manager is actively documenting a formal IT 
Strategic Plan and will align strategies with overall objectives. The Steering Committee will review the 
Plan at least annually after it has been finalized. 

Network Security Controls 

Observation 2012-02: During review of the internal controls over information technology, we noted 
that the Village does not have sufficient environmental controls in place for the server rooms. 
Currently the server rooms have a water sprinkler system in place for fire suppression.

Recommendation: We recommend that the Village remove the existing water sprinkler system and 
instead use a clean agent fire suppression system such as FM200 which is rated safe for use on 
computer equipment. Clean agent extinguishers should be located throughout the computer room. 
General purpose extinguishers and water sprinklers should not be used on or near computer 
equipment since the propellant in the extinguisher as well as water can corrode the electronic 
components of the computer system. 

Management Response: The Village’s IT Department concurs that the Village installed a water 
sprinkler system for fire suppression in its server rooms. Staff understands that general purpose 
extinguishers and water sprinklers should not be used on or near computer equipment. When the 
current Village headquarters and administration building and two fire stations were being planned, 
Fire Department management and the IT Director requested in multiple meetings that an F500 clean 
agent fire suppression system be included in the building plans for each floor. Based on a 
recommendation by the value engineer consultant, the Village Manager at the time denied the request 
due to construction budget constraints.   

During FY 2011-2012 the Village solicited bids from fire safety consultants to retrofit the current facility 
to install a “pre-active” fire suppression system.  The concern is that retrofitting is a cost-prohibitive 
option; therefore, no formal bid responses have been submitted.  Village staff will continue to solicit 
bids and will include the cost of a retrofit fire suppression system in the Village’s budget as 
appropriate. 
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ISLAMORADA, VILLAGE OF ISLANDS, FLORIDA 
Appendix A – Management Letter Comments 

For the Year Ended September 30, 2012 
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In future years during the budget preparation process, Village staff from the Fire Department, IT 
Department and Finance Department will evaluate the feasibility and cost of capping off the existing 
water sprinkler systems in the Village’s server rooms and installing a clean agent fire suppression 
system. Staff will present the information to the Village Manager and Village Council for consideration 
and funding approval.   

Portable clean agent extinguishers are and have been located throughout the Village’s server and 
other computer rooms. 

 
Budgetary Controls 
 
Observation 2012-03: In connection with our audit, we noted categories of expenditures that 
exceeded appropriations as disclosed in the footnotes. 

Recommendation: We recommend that the Village closely monitor the budget process at year end. 

Management Response: Management submitted an amended FY 2011-2012 budget at year 
end for Village Council approval to reflect projected actual activity and transfer of budget 
funds where needed to cover anticipated overages.  Because actual activity did not result as 
projected, this created the appearance that expenditures for FY 2011-2012 exceeded 
appropriations even though an addition to fund balance occurred at year end.   In future 
years, management will more closely monitor the status of actual activity for accruals 
reflected in the general ledger before the year-end budget re-appropriation resolution is 
prepared.  Management is also hopeful that audit preparation work can be completed closer 
to year end so that needed adjusting journal entries are not recorded after the budget re-
appropriation resolution is finalized.  Where projections are of a large dollar amount, the 
budget will not be amended such that the result is a budget overage when the projected 
activity does not take place within 90 days of the fiscal year end. DR
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ISLAMORADA, VILLAGE OF ISLANDS, FLORIDA 
Appendix B – Summary of Prior Year Management Letter Comments 

For the Year Ended September 30, 2012 
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Capital Assets 
 
Observation 2011-01: This observation has been corrected for the fiscal year ending September 30, 
2012.

IT Entity Level Controls 

Observation 2011-02: This is still an issue for the fiscal year ending September 30, 2012. See 
observation 2012-01.

Network Security Controls 

Observation 2011-03: This is still an issue for the fiscal year ending September 30, 2012. See 
observation 2012-02.

 year ending Sep year endin
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