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June 21, 2013 
 

COMMUNICATION OF MATERIAL WEAKNESSES 
 
 

To the Township Board 
Crystal Lake Township 
Benzie County 
Frankfort, Michigan 
 

In planning and performing our audit of the financial statements of the governmental activities, 
each major fund information, and the aggregate remaining fund information of Crystal Lake Township 
as of and for the year ended March 31, 2013, in accordance with auditing standards generally accepted 
in the United States of America, we considered Crystal Lake Township’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 financial statements, but not for the purpose of expressing an opinion on the 
effectiveness of Crystal Lake Township’s internal control.  Accordingly, we do not express an opinion 
on the effectiveness of Crystal Lake Township’s internal control. 

 
Our consideration of internal control was for the limited purpose described in the preceding 

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.  In addition, because of the inherent limitations in internal control, 
including the possibility of management override of controls, misstatements due to error or fraud may 
occur and not be detected by such controls.  However, as discussed below, we identified certain 
deficiencies in internal control that we consider to be material weaknesses. 

 
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 deficiencies in Crystal Lake Township’s internal control to be material 
weaknesses: 
 

1) Lack of Adequate Controls to Produce Full Disclosure GAAP Basis Financial Statements 
 

Criteria:  All Michigan governments are required to prepare financial statements in 
accordance with generally accepted accounting principles (GAAP).  This is the responsibility 
of the government’s management.  The preparation of financial statements in accordance 
with GAAP requires internal controls over both (1) recording, processing, and summarizing 
accounting data (i.e., maintaining internal books and records), and (2) reporting government-
wide and fund financial statements, including related footnotes (i.e., external financial 
reporting). 
 



Condition:  As is the case with many smaller and medium-sized entities, the government has 
historically relied on its independent external auditor to assist in the preparation of the 
government-wide financial statements and footnotes as part of its external financial reporting 
process.  Accordingly, the government’s ability to prepare financial statements in accordance 
with GAAP is based, in part, on its reliance on its external auditors, who cannot by definition 
be considered a part of the government’s internal controls. 
 
Cause:  This condition was caused by the government’s decision that it is more cost effective 
to outsource the preparation of its financial statements to the auditors than to incur the time 
and expense of obtaining the necessary training and expertise required for the government to 
perform this task internally. 
 
Effect:  As a result of this condition, the government’s internal controls over the preparation 
of financial statements in accordance with GAAP are incomplete.  Instead, the government 
relies, in part, on its external auditors for assistance with this task. 
 
Recommendation:  Due to the size and minimal activity, we recommend that the government 
continue to outsource financial statement preparation. 
 
View of Responsible Officials:  The government has evaluated the cost vs. benefit of 
establishing internal controls over the preparation of financial statements in accordance with 
GAAP, and determined that it is in the best interests of the government to outsource this task 
to its external auditors, and to carefully review the draft financial statements and notes prior 
to approving them and accepting responsibility for their content and presentation. 

 
2) Segregation of Incompatible Duties and Documented Independent Review 
 

Criteria:  Management is responsible for establishing and maintaining internal controls in 
order to safeguard the assets of the government.  A key element of internal control is the 
segregation of incompatible duties. 
 
Condition:  The government has several accounting functions that are performed by the same 
individual and are not subject to a documented independent review and approval. 
 
Cause:  This condition is primarily the result of staffing constraints typical of smaller 
governmental units.  Some of the control activities detailed above may be occurring on a 
routine basis, but are not being documented. 
 
Effect:  As a result of this condition, the government is exposed to an increased risk that 
misstatements (whether caused by error or fraud) may occur and not be prevented or detected 
by management on a timely basis. 
 
Recommendation:  There are, of course, no easy answers to the challenge of balancing the 
costs and benefits of internal controls and the segregation of incompatible duties.  
Recognizing this fact, we encourage the government to mitigate this risk by requiring as 
much independent review, reconciliation, and approval of accounting functions by qualified 
members of management as possible. 
 
View of Responsible Officials:  Management recognizes that this limitation is a natural 
outgrowth of the small number of staff, and applies its judgment in determining how best to 
allocate the government’s resources to provide and appropriate balance between sound 
internal controls and fiscal prudence. 
 



Crystal Lake Township’s responses to the material weaknesses identified in our audit have not 
been subjected to the audit 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 the Township Board and 
others within the organization, and is not intended to be, and should not be, used by anyone other than 
these specified parties. 

 
BAIRD, COTTER AND BISHOP, P.C. 

 
 

 


