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INVESTMENTS 
 
During fiscal 2016, the county began investing in mortgaged-backed securities and municipal bonds. The 
amount invested at year-end was approximately $14.4 million.  Historically, the county held all of its 
available funds in depository accounts such as checking, saving, and certificates of deposits, with the 
exception of a comparatively small amount invested with Illinois Funds. The transition to investing in 
these types of instruments requires modification to the methodology used to account for their value. 
Some of the items to consider include: 
 

 We recommend a separate general ledger investment asset account be used for the investments 
within each fund holding these instruments. 

 We recommend the investment accounts be adjusted to the market value as reported by the 
county’s broker(s). As changes to the investment values are experienced through realized and 
unrealized gains/losses, investment income/losses, sales and purchases, or any other 
transactions affecting their value, entries should be made to the investment asset account and an 
offsetting entry to an investment income account. 

 The activity should be maintained and accounted for separate from the county’s cash depository 
accounts so as to avoid confusion. 

 The county should familiarize itself with the associated risks for each type of investment held. The 
accounting standard that governs investments is Governmental Accounting Standards Board 
(GASB) Statement No. 40, Deposit and Investment Risk Disclosures. 

 The county should understand the additional financial reporting requirements for each type of 
investment it holds at year-end. 

 The county should consider reporting the performance of the investment portfolio to either an 
existing committee or a similar oversight body. This would allow the county to make sure its 
investment objectives were being met. It would also provide additional controls over the review of 
investment decisions and results.  

We are available to assist with questions as you consider these and other changes to the county’s current 
procedures. 
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DECENTRALIZED CASH COLLECTIONS 
 
Many governments collect cash at numerous decentralized locations that are separate from the primary 
system of accounting procedures and controls. The opportunity for theft is often higher at those locations 
because one person is frequently involved in most, if not all, aspects of a transaction (i.e. lack of 
segregation of duties).  
 
Examples in your County that fit this situation may include the following: 
 

 Human Resources  Recorder 

 Division of Transportation  Sheriff 

 E911  Valley Hi 

 Job Training  Health Department 

 Mental Health  

 
Management is responsible for designing and implementing controls and procedures to detect and 
prevent fraud. As a result, we recommend that management review its decentralized cash collection 
procedures and controls on a periodic basis and make changes as necessary to strengthen the internal 
control environment. Reviewing the adequacy of the controls is a responsibility of the governing body. 
 
Below are example procedures and controls to help mitigate the risk of loss at decentralized cash 
collection points: 
 

 Implement a centralized receipting process with adequate segregation of duties 

 For cash collections, ensure pre-numbered receipts are being used and all receipts in the 
sequence are being reviewed by someone other than the person receipting the cash and receipts 
tie to deposits 

 Perform surprise procedures at decentralized locations (cash counts, walkthrough of processes, 
etc.) 

 Require regular cash deposits to minimize collection on-hand 

 Limit the number of separate bank accounts 

 Segregate duties as much as possible – the person receipting cash should be separate from the 
person preparing deposits and the person reconciling bank accounts should be separate from the 
cash collection activity 

 Perform a month-to-month or year-to-year comparisons to look for unusual changes in collections 

 If collecting from a drop box site, consider sending two people to collect the funds, especially 
during peak times 
 

As always, the cost of controls and staffing must be weighed against the benefits of safeguarding your 
assets.  
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To the Members of the Board  
  of the County of McHenry, Illinois 
 
 
Thank you for using Baker Tilly Virchow Krause, LLP as your auditor. 
 
We have completed our audit of the financial statements of the County of McHenry as of and for the year ended 
November 30, 2016 and have issued our report thereon dated July 25, 2017. 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,  
  AND THE UNIFORM GUIDANCE  
 
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). 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 those 
charged with governance of their responsibilities. 
 
We considered the County of McHenry’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 County of 
McHenry’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 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 program and to test and report on internal control over 
compliance in accordance with the Uniform Guidance, 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 County of McHenry’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, we 
examined, on a test basis, evidence about the County of McHenry’s compliance with the types of 
compliance requirements described in the OMB Compliance Supplement that could have a direct and 
material effect on each of its major federal programs for the purpose of expressing an opinion on the 
County of McHenry’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 County of McHenry’s 
compliance with those requirements. 
 
We will issue a separate document which contains the results of our audit procedures to comply with the 
Uniform Guidance. 



To the Members of the Board  
  of the County of McHenry, Illinois 
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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 statement 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 at our 
meeting about planning matters on January 11, 2017. 

 
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 County of McHenry, Illinois are described 
in Note 1 to the financial statements. As described in Note 1 D. to the financial statements, the County of 
McHenry changed accounting policies related to financial reporting for investments by adopting Statement of 
Governmental Accounting Standards (GASB) Statement No. 72, Fair Value Measurement and Application. 
Accordingly, the accounting change has been applied to the current period presented; no retrospective 
application was necessary. We noted no transactions entered into by the County of McHenry 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: 
 

Management’s estimate of the allowance for doubtful accounts within the Valley Hi enterprise fund is based 
on historical data and an analysis of the collectability of individual accounts. 

 
The estimate of the self-insurance claims liabilities, which are based on a historical claim’s analysis and 
report prepared by the County’s third party administrators. 
 
The estimate of the other post employment benefits liability, which is based on an actuarial study. 
 
The net pension liability and related deferred inflows/outflows of resources reported in relation to IMRF, 
which is supported by actuarial studies using census date of the County’s plan participants.  
 

We have evaluated the key factors and assumptions used in developing the aforementioned 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.



To the Members of the Board  
  of the County of McHenry, Illinois 
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CORRECTED AND UNCORRECTED MISSTATEMENTS 

Professional standards require us to accumulate all known and likely misstatements identified during the audit, 
other than those that are trivial, and communicate them to the appropriate level of management. 
 
In 2016, the net pension liability and expense were understated for the governmental activities, business-type 
activities, and the Valley Hi enterprise fund in the amount of $1,451,808, $137,105, and $137,105, respectively. 
This was due to inconsistencies between the actuarial reports and audited information provided by IMRF and 
the IMFR actuaries for the Regular and SLEP plan fiduciary net position. In 2015, the net pension liability and 
expense were understated for the same reason. The net effect of these differences is that the liabilities are 
understated by $1,451,808, $137,105, and $137,105, and the expenses are understated by $833,743, $8,010, 
and $8,010, for the governmental activities, business-type activities, and the Valley Hi enterprise fund, 
respectively. 
 
In addition, the general fund reported several departmental cash accounts as assets with corresponding 
liabilities rather than revenues and expenditures for both 2015 and 2016. In addition, the general fund reported 
$103,873 of Corporate Property Replacement Taxes that were overpaid by the State of Illinois and not reported 
as a liability for 2015. The net effect of these is liabilities are overstated by $353,782, revenues are understated 
by $267,243, expenditures are understated by $73,776, and fund balance is understated by $264,795. 
 
Management has determined that the effect of all of these items is immaterial to the financial statements taken 
as a whole. 
 

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. 



To the Members of the Board  
  of the County of McHenry, Illinois 
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INDEPENDENCE  

We are not aware of any relationships between Baker Tilly Virchow Krause, LLP and the County of McHenry 
that, in our professional judgment, may reasonably be thought to bear on our independence. 
 
Relating to our audit of the financial statements of the County of McHenry for the year ended November 30, 
2016, Baker Tilly Virchow Krause, LLP hereby confirms that we are, in our professional judgment, independent 
with respect to the County of McHenry in accordance with the Code of Professional Conduct issued by the 
American Institute of Certified Public Accountants, and we provided no services to the County of McHenry 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 

 
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 County of McHenry’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, 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 the 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. 





 

 

MANAGEMENT REPRESENTATIONS 
















