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To the Honorable Mayor and  
Members of the City Council  
City of Waterloo, Iowa 
Waterloo, Iowa 
 

In connection with our audit of the financial statements of the City of Waterloo, Iowa as of and for the year ended 
June 30, 2009, we identified deficiencies in internal control over financial reporting (control deficiencies). 

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 financial statement misstatements on a 
timely basis. A deficiency in design exists when a control necessary to meet the control objective is missing, or when 
an existing control is not properly designed so that even if the control operates as designed, the control objective is 
not always met. A deficiency in operation exists when a properly designed control does not operate as designed or 
when the person performing the control does not possess the necessary authority or qualifications to perform the 
control effectively. 

A significant deficiency is a control deficiency, or a combination of control deficiencies, that adversely affects the 
entity’s ability to authorize, initiate, record, process or report financial data reliably in accordance with accounting 
principles generally accepted in the United States of America 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. 

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. 

We have separately communicated, to you and the Mayor and City Council, identified deficiencies that we 
determined to be significant deficiencies or material weaknesses.   

Following are descriptions of other identified control deficiencies that we determined did not constitute significant 
deficiencies or material weaknesses: 

Financial reporting: During the audit, we identified amounts of capital assets that were not recorded 
appropriately in the City’s financial statements. Adjustments were subsequently made by the City to properly 
include these amounts in the financial statements. In addition, certain transactions were not adjusted timely 
within certain funds subsequent to the City’s fiscal year-end. We recommend the City implement procedures to 
ensure all transactions are properly accounted for and recorded in the City’s financial statements and recorded 
within a reasonable time subsequent to the City’s fiscal year-end.  

Authorization of journal entries: Nonstandard journal entries can be made to the general ledger by all finance 
personnel. The Chief Financial Officer only reviews and approves the majority, but not all, entries made by the 
Financial Analyst – Banking (the employee in finance responsible for reconciling the bank accounts) before they 
are posted. There is not a formal review process in place over all nonstandard journal entries made at the time 
they are prepared and before being posted. Budget to actual reports are sent monthly to department heads who 
review the activity in the accounts they are responsible for. However, we recommend the City consider 
implementing a process whereby journal entries are approved by a Supervisory personnel prior to being posted 
to the general ledger.  
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Highway Planning grant Davis Bacon testing: During our Davis Bacon testing for the Highway Planning grant, 
a major program, we noted the City does collect the required payroll certification reports from contractors prior to 
payment and is therefore in compliance. However, the OMB Circular A-133 also requires that these payroll 
certification reports are collected on a weekly basis and there was no documented evidence of the dates each of 
the reports was received to ensure they were collected timely. We recommend the City include the date received 
on the certified payroll reports to document their timely receipt. 

In addition to the control deficiencies noted above, we also offer the following constructive suggestions below to be 
considered as part of the ongoing process of modifying and improving the City’s practices and procedures: 

Policy and procedures: The City currently does not have an ethics policy in place. We recommend the City 
review their policies and consider implementing an ethics policy. 

Capital assets: The capital asset listing is maintained on several excel spreadsheets rather than on a capital 
asset software package. Maintaining the capital asset listings in excel requires management to review 
depreciation expense calculations on a regular basis rather than relying on a capital asset software package to 
calculate depreciation expense. We recommend that management consider purchasing capital asset software to 
track capital assets and related depreciation expense. 

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

 
Davenport, Iowa 
December 17, 2009 


