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To Board of Members 

Quad City Garage Policy Group 
Rock Island, Illinois 

 

In planning and performing our audit of the financial statements of the governmental activities, 

the business-type activities, the aggregate discretely presented component units, each major fund, 

and the aggregate remaining fund information of the Quad City Garage Policy Group (Group) as 

of and for the year ended June 20, 2009, in accordance with auditing standards generally 

accepted in the United States of America, we considered the Group’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 the Governmental Unit’s internal control. Our 

consideration of internal control included procedures to evaluate the design of controls relevant 

to an audit of financial statements and to determine whether they have been implemented, but it 

did not include procedures to test the operating effectiveness of controls, and accordingly, was 

not directed to discovering significant deficiencies in internal control. Accordingly, we do not 

express an opinion on the effectiveness of the Governmental Unit’s internal control. 

 

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

paragraph and would not necessarily identify all deficiencies in internal control that might be 

significant deficiencies or material weaknesses. In addition, because of 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 significant 

deficiencies and other deficiencies that we consider to be material weaknesses.  

 

A control deficiency 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 

misstatements on a timely basis. A significant deficiency is a control deficiency, or a combination 

of control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, 

process, or report financial data reliably in accordance with generally accepted accounting 

principles such that there is more than a remote likelihood that a misstatement of the entity’s 

financial statements that is more than inconsequential will not be prevented or detected by the 

entity’s internal control. We consider the following deficiencies presented in the Schedule of 

Findings attached to this letter to be significant deficiencies in internal control: 2009-01 through 

2009-07. 

 



 

 

A material weakness is a significant deficiency, or a combination of significant deficiencies, that 

results in more than a remote likelihood that a material misstatement of the financial statements 

will not be prevented or detected by the entity’s internal control. We believe the following 

deficiencies presented in the Schedule of Findings attached to this letter to constitute material 

weaknesses: 2009-08 and 2009-09. 

 

In addition, we noted other matters involving the internal control and its operation that we have 

reported to management of the Group in a separate memorandum dated October 27, 2009. 

 

This communication is intended solely for the information and use of management, the Board of 

Members, and others within the organization, and is not intended to be and should not be used by 

anyone other than these specified parties. 

 

 

 

 

 

Chicago, Illinois 

October 27, 2009 
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QUAD CITY GARAGE POLICY GROUP 

Schedule of Findings 

for the year ended June 30, 2009 
 

 

Findings Related to the Financial Statements 

Significant Deficiencies 

2009-01: Incomplete Accruals for Payroll not in Accordance with GAAP 

The Senior Administrative Assistant has been accruing for the effects of leave time used but not yet paid 

as of the end of the fiscal period.  However, no such accrual has been being made for the actual time 

worked but not yet paid as of the end of the fiscal period, as required by Generally Accepted Accounting 

Principles (GAAP).  The matching principle of GAAP requires that expenses be recorded to the same 

period as the corresponding revenue they helped generate.  For example, hours worked help to generate 

revenue.  So, time worked at the end of June, but which won’t be paid until the following July, must be 

shown as an expense in June, by recording both the expense, and a corresponding payable.  We suggested, 

and Management authorized us to make, correcting journal entries of approximately $29,000 to the 

accrued payroll balance as of June 30, 2009. 

Recommendation 

We recommend that the Senior Administrative Assistant be directed to make the additional accruals as 

required by GAAP, including any necessary instruction as to the proper methods and general ledger 

accounts. 

Management’s Response 

Agreed and will be implemented. 

Conclusion 

Implementation of our recommendation should address the risk. 

 

2009-02: Cutoff Treatment not in Accordance with GAAP 

As stated above, GAAP requires that expenses be recorded to the period during which the activity took 

place and the associated revenue was earned.  Thus, part of the recording of expenses is to review them to 

ensure that they are entered to the appropriate period, in compliance with this principle.  The usual cause 

for poor cutoff treatment is the arrival of invoices in a subsequent period.  For example, a fuel load might 

be received on June 29, but the invoice might not be issued until July 1, and not received until July 5.  

The invoice should be entered to June, not July.  Poor cutoff treatment may be due to inattentiveness on 

the recorder’s part, or the arrival of the invoice after the period’s records have already been closed. Our 

audit procedures identified many expenses which did not receive the appropriate cutoff treatment.  This is 

not unusual, especially in light of the latter cause, but the amount (over $32,000) was almost material this 

year, making this is significant weakness.  We proposed, and Management authorized us to make, 

adjustments to correct the treatment of these items. 
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2009-02: Cutoff Treatment not in Accordance with GAAP (concluded) 

Recommendation 

We recommend that they Finance Specialist receive additional training on the appropriate cutoff 

treatment of expenses.  In addition, we recommend that Management track the number of invoices 

arriving after the close of each period, which should properly have been included in that period.  If this is 

a consistent issue, perhaps the close of each period needs to be delayed to accommodate the late arrivals.  

Alternatively, an estimate of the invoices outstanding at the end of the period could be made, and an 

accrual entered to the records to account for the unrecorded expenses.  Any such accrued estimate should 

be reversed in the following period. 

Management’s Response 

Agreed and will be implemented. 

Conclusion 

Implementation of our recommendation should address the risk. 

 

2009-03: Work Order Labor Not Clearing Properly 

Our audit procedures revealed that work order labor is not being consistently recorded, such that the 

clearing account being used carried a debit balance of roughly $22,000 after hours worked but not yet 

paid had been accrued for.  Due to the complexities of the system, a clearing account has been used for 

the work order labor.  As time is entered to work orders, it is recorded as an expense (a debit), and a credit 

to the clearing account.  When payroll is entered all work order time is entered as a lump credit to cash 

and debit to the clearing account.  Thus as soon as the time worked is both recorded and paid, the balance 

in the clearing account should be zero.  This allows for the expense to be entered in detail by the type of 

work, without burdening the payroll department with that volume of data entry.   The balance will not be 

equal to zero at the end of a given period until the hours worked but not yet paid have been accrued for.  

After that accrual through June 30, 2009, however, the clearing account had the above debit balance.  

That indicates that roughly $22,000 of labor had been paid, but not yet recorded as an expense via work 

orders.  This was not a timing difference as work order labor posts to the labor date, not the posting day.  

We suggested an adjusting journal entry to zero the account and record the missing expenses, which 

Management adopted. 

Recommendation 

Management needs to review the balance in the clearing account at the end of each period to ensure that it 

is reasonably close to zero after all accruals for labor have been made.  Any material variances should be 

investigated to ensure that all transactions are being captured and recorded correctly. 

Management’s Response 

Agreed and will be implemented.  

Conclusion 

Implementation of our recommendation should address the risk. 
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2009-04: Administrative Timesheets Not Being Reviewed by Supervisor Enables Possible 
Abuse 

The administrative staff submits timesheets directly to the Payroll and Benefits Coordinator.  No 

supervisor review and authorization is required.  This creates an opportunity for possible abuse in 

reporting actual time worked. 

Recommendation 

Management should change procedures to include supervisor review and authorization of timesheets, 

especially of any overtime, prior to processing by the Payroll and Benefits Coordinator.  The supervisor’s 

authorization must indicated by a visual mark, such as the date and their initials.  The supervisors should 

be tasked with ensuring the timely review of the timesheets so as not to cause delays in the processing of 

payroll. 

Management’s Response 

Agreed and the individual timecard process will be implemented for all hourly employees. 

Conclusion 

If processes are designed and implemented to ensure supervisory authorization is required for all hourly 

and salaried individuals, we feel the risk will be effectively addressed. 

 

2009-05: Lack of Controls over Payroll Check Stock Creates Opportunity for Fraud 

Our audit procedures found that no log of the payroll check stock usage was being maintained.  

Previously the beginning and ending check stock used was recorded to a log and compared for any 

sequence gaps.  This control is no longer in use.  In addition, the file cabinet which houses the check 

stock is kept locked, but the key is stored on top of the file cabinet, under a coaster.  These circumstances 

could easily lead to abuse of the system. 

Recommendation 

Management should emphasize the importance of the check stock log and its proper and constant usage.  

In addition, the key to the filing cabinet where the check stock is stored should be secured, preferably on 

the person of the authorized user(s). 

Management’s Response 

To be reviewed with the Director of Finance and the Director of Maintenance and implemented following 

review. 

Conclusion 

Implementation of our recommendation should address the risk. 
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2009-06: Lack of Segregation of Payroll Duties Creates Opportunity for Fraud 

The Payroll and Benefits Coordinator is able to change payroll hours, rates and employee names; issue 

payroll checks; and process direct deposits.  She also receives the signed checks to be distributed.  This 

lack of segregation of duties creates an opportunity for the Coordinator to issue a payroll check to a non-

existent employee or for a fraudulent amount and remove the associated check before anyone else may 

review the records.   

Recommendation 

Changes to pay rates, and names should be processed by Human Resources (HR) personnel upon 

receiving the appropriate documentation.  Reports of actual payroll issued should be compared to 

preliminary payroll documents for agreement in total hours and dollar amount, by a person independent of 

the payroll function.  Signed checks should be distributed by a person independent of the payroll function, 

as well. 

Management’s Response 

To be reviewed with the Director of Finance and the Director of Maintenance. 

Conclusion 

We believe that the Directors of Finance and Maintenance will design and implement a reasonable 

response to this risk. 

 

2009-07: Lack of Controls over Parts Tracking May Contribute to Inventory Variances 

There are no controls in place to ensure that employees record inventory usage properly if at all.  This 

likely means that parts are being used and not recorded to the appropriate work order, or are being 

recorded incorrectly. 

Recommendation 

If all inventory usage had to be requested through one designated person, it would provide consistency of 

procedures and centralize the responsibility for properly handling.  This likely would help to improve the 

likelihood that all parts usage was recorded properly and in a timely fashion.  This person could be the 

Parts Clerk, but that would require additional oversight on procedures to ensure that no fraud could be 

committed by manipulating the records for both receipts and issuances. 

Management’s Response 

To be reviewed by the Director of Maintenance. 

Conclusion 

We believe that the Director of Maintenance will design and implement a reasonable response to this risk. 
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Material Weaknesses 

2009-08: Check Issuance Procedures Create Opportunity for Theft 

Our audit found that the current check issuance processes are insufficient to prevent theft or fraud.  The 

Director of Maintenance reviews the list of checks to be issued, but no supporting documentation is 

provided at that time.  The electronic signature file is maintained in the Director of Maintenance unlocked 

desk, and the office is occasionally left unattended and the door open.  No record is maintained of the 

sequential check numbers already authorized to be issued.  The signed checks are run by the Finance 

Specialist, and mailed out by her as well.  The Director of Maintenance does receive supporting 

documentation for the checks which were issued, but frequently not until well after the checks have 

already been mailed out.  On at least one occasion, checks were issued and signed which were not 

included on the original approval list, and no documentation could be found showing supervisor review or 

authorization.  These significant deficiencies combine to create a material weakness.  It should be noted 

that these circumstances are very similar to those that existed when the former employee’s fraud was 

perpetrated. 

Recommendation 

The list of checks the Finance Specialist is requesting authorization to issue should be accompanied by all 

supporting documents.  The Director of Finance should review the supporting documents, agreeing all 

line items to be paid with the corresponding invoices for payee, invoice number and amount, as well as 

general reasonableness in appearance and nature.  Only the authorized checks should be issued.  If 

additional checks are required, they should be subject to the same review process first.  The Director of 

Maintenance should create an expectation for the number of checks to be issued based on the authorized 

list.  He should also maintain a log of the checks he has authorized to be issued, recording beginning and 

ending check numbers.  The expectation of total checks to be issued should be added to the previous run’s 

ending check number to form an expectation for the ending check number for this run.  Any variances 

from these expectations should be investigated, resolved and documented.  The Director of Maintenance 

should also compare the total payments authorized to the total payments issued (per both the report and 

the physical checks), treating any variances in the same way.  The electronic signature file should be kept 

in a locked container while not in use, and the key maintained on the Director’s person.  The signed 

checks should be given to someone besides the Finance Specialist for distribution, but only after the 

complete review by the Director of Maintenance.  Any such reviews should be designated by notation on 

the face of relevant documents and reports. 

Management’s Response 

Agreed and will be implemented.   

Conclusion 

Implementation of our recommendation should address the risk.   
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2009-09: Continued Variance Between General Ledger Accounts and Perpetual Inventory 
Records Creates Opportunity for Theft. 

At year end two comparisons are made with regards to inventory – physical inventory to the perpetual 

inventory system, and physical inventory to the associated general ledger accounts.  The difference 

between the physical inventory and the perpetual inventory was fairly small.  However, the difference 

between the physical inventory and the general ledger accounts was almost $50,000.  This value has been 

high for several years now and while it is corrected prior to the issuance of the financial statements, if it 

were not it would represent a material misstatement. 

Recommendation 

Management needs to investigate the cause of these continued discrepancies.  Likely Management will 

need to consult with their accounting and inventory software providers to identify the issue, although it 

seems likely that due to QCGPG’s use of the average cost method, it could involve timing differences 

between the usage of material and the entry of the associated invoices for the purchases. 

Management’s Response 

Agreed and will be implemented.   

Conclusion 

Implementation of our recommendation should address the risk.   

 

Findings of Non-Compliance 

No matters were found. 

 



QUAD CITY GARAGE POLICY GROUP 

Supplemental Memorandum on Internal Control 

for the year ended June 30, 2009 

 

 

 

The following internal control deficiencies were identified during our audit of the Quad 

City Garage Policy Group’s (“Group”) financial statements for the year ended June 30, 

2009. 

 

Access to Records 

The auditor observed that both the Senior Administrative Assistant and Director of 

Maintenance left their offices in the course of their duties for significant periods of time 

without locking their doors.  The auditor also noted that file cabinets are routinely 

unlocked upon arrival, and re-locked upon departure.  These practices combined allow 

for unauthorized accessed to financial records.  

 

Recommendation 

All office staff who maintain financial and otherwise confidential records should ensure 

that their office doors are locked when they will be away from their desks for more than a 

few minutes. 

 

Operating Checking Account Overdrafts 

The auditor observed that the operating checking account is frequently becoming 

overdrawn.  As of June 30, 2009 it had a negative balance of ($11,715).  This practice 

exposes the Group to unnecessary expense due to bank fees.  It is also difficult to 

understand given the cash flow practices of the Group.  CitiBus makes a $50,000 

prepayment at the beginning of each month to help with cash flow, paying any remaining 

balance on their invoice at month end.  MetroLINK transfers cash on an ongoing basis to 

ensure that all expenditures are covered.  The auditor noted at least one instance where 

additional checks were issued after the preliminary check list, and subsequent request for 

funds to cover expenditures, were authorized.  This is at least a contributor to, if not the 

primary cause of, the overdrafts. 

 

Recommendation 

If additional checks are to be issued after the request for funds transfer has been made, an 

additional request for funds should be made to ensure that all expenditures are covered. 



QUAD CITY GARAGE POLICY GROUP 

Supplemental Memorandum on Internal Control 

October 27, 2009 
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Segregation of Duties for Vendor Statements  

Currently, the Financial Specialist, who processes accounts payable, also receives and 

reviews all vendor statements.  This practice allows for aging invoices, and any issues 

they represent, to go unnoticed if the Financial Specialist chooses.  Strong internal 

controls require vendor statements to be directed to someone separate from the payables 

function.  That individual then reviews the statements, and investigates any items that are 

past acceptable payment terms.  The statements should be marked and dated to indicate 

the review has occurred, and then stored for the fiscal year.  All items needing to be 

addressed should be tracked until acceptably resolved. 

 

Recommendation 

The Group should appoint someone who is not the Financial Specialist to review the 

vendor statements.  We would recommend either the Director of Maintenance, or 

possibly the Administrative Assistant.  The individual should receive sufficient training 

to ensure that they can identify and resolve irregularities. 

Logical Access Rights 

A review of the user logins and rights showed that there are unnecessary access levels 

allowed for several individuals. For example, MetroLINK’s Payroll and Benefits 

Coordinator has access to all Human Resource (HR) functions.  MetroLINK’s HR person 

should be handling any changes needed to be made in that module.  MetroLINK’s 

Information Technology (IT) employee has access to the Accounts Payable, General 

Ledger, and Work Order modules, as well as security settings.  IT people are never 

supposed to have access to live data.  Katrina Sersig has two logins – one for her standard 

work, and another for when she is helping in the Parts Department.  There is unnecessary 

overlap in the rights awarded to these two logins.  In addition, her assertion that she needs 

two logins is questionable. 

 

Recommendation 

The Group should review all access rights to ensure that every user has access to only 

those modules, and functions within each module, which are absolutely necessary for the 

individual to perform their duties.  The logins and rights should be reviewed at least 

annually for appropriateness. 
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- 3 - 

 

Receiving Report Includes Parts Ordered 

The receiving reports issued by the FleetNet system include the quantity of items ordered.  

This allows the person receiving the parts to assume that they have received the quantities 

ordered instead of focusing on accurately counting the items actually received. 

 

Recommendation 

The receiving reports should be revised to exclude quantity ordered.  This will ensure that 

the receiving employee must count the items received without a preconceived notion of 

how many there should be, thus ensuring a more accurate count.  This would require that 

someone independent of the receiving of parts routinely check for discrepancies between 

items received and items ordered, investigating any variances. 

 

Inventory Adjustments Not Made at Year End 

Our audit procedures determined that the adjustment to bring the year-end inventory 

account balances into agreement with physical inventory had not yet been made by 

Management, nor had the absence of the adjustment been noted. 

Recommendation 

Management should ensure that the end of period accounting procedures include 

verifying that the general ledger has been adjusted for agreement with the perpetual 

inventory system.  Any significant variances should be investigated, resolved and 

documented. 

. 
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