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Missouri State Auditor

June 21. 71705

Robert B. Offerman. CPA

Hochschild, Bloom & Company LLP

16100 Chesterfield Parkway West, Suite 125
Chesterfield. MO 63017-4829

RE: Metro West Fire Protection District of St. Louis County

Fiscal Period: One Year Ended December 31. 2004 \/
Dear Mr. Offerman:

In accordance with Sections 105.145 and 321.690 RSMo, we acknowledge receipt of the
audit report of your fire protection district for the above-described fiscal period. We will review
this report for compliance with 15 CSR 40-4 and report to vou whether or not it complies with
these administrative rules.

Thank you for your cooperation in sending this information.

Sincerely,

CLAIRE C. McCASKILL
STATE AUDITOR

v
Judy Buerky
Local Government Analyst

PO. Box 869 « Jefferson City, MO 65102 » (§73) 751-4213 « FAX (573) 751-7984









M s RO WEST FIRE PROTE_TION DISTRIC .
INTERNAL CONTROL AND MANAGEMI
'COMMENT AND RECOMMENDATIONS

Findings for the year ended December 31, 2004:

1.

COMPLIANCE REPORTING POLICY

Finding

The American Institute of Certified Public Accountants (AICPA) Statement on Auditing Stan-
dards No. 99, Consideration of Fraud in a Financial Statement Audit focuses on the auditor’s
consideration of fraud in an audit of financial statements. It is District management’s responsi-
bility to design and implement programs and internal controls to prevent, detect, and deter fraud.
The District leadership sets the proper tone and creates and maintains a culture of honesty and
high ethical standards.

Recommendation

In light of the issuance by the AICPA of SAS 99, we recommend the District’s management con-

sider developing a fraud detection program that provides for the procedures to be followed
should anyone suspect that fraudulent activity is occurring at the District.

Management Response

The District’s management has plans to review and assess the need to develop a policy during
2005.

INVESTMENT POLICY

Finding

We noted the District does not have a written investment policy.
Recommendation

We recommend the District adopt a written investment policy in order to communicate its poli-
cies, reduce risk, and maintain needed liquidity.

Management Response

The District is developing a more formalized policy for documenting and communicating its in-
vestment activity.



M. TRO WEST FIR.. PROTE TION DISTRIC ,
INTEF AL CONTROL AND MANAGEMENT
TOMMENTS AND RECOMMENDATIONS

Findings for the year ended December 31, 2003:
1. BUDGETARY PROCEDURES
A. Finding

The District’s budget is to be presented in the format detailed in Section 67.010, RSMo,
which requires that the annual budget shall present a complete financial plan for the ensuing
budget year, and that the budget shall include four specific pieces of information. These
are:

1) A budget message describing the important features of the budget and major changes
from the preceding year. This is a very general portion of the budget and should ex-
plain how the budget was developed, who was involved in its development, and why
the proposed solutions to acknowledged needs were selected. The goals and objectives
of the District should be stated and related to the budget design. There should be a
rather detailed explanation of what the activities proposed in the budget are designed to
do in regard to the achievement of stated goals and objectives.

2) Estimated revenues to be received from all sources for the budget year, with a compara-
tive statement of actual or estimated revenues from the prior two years, itemized by
year, fund, and source and intended use.

3) Proposed expenditures for the budget year, together with a comparative statement of
actual or estimated expenditures for the prior two years for each department, office,
commission, or other classification itemized by year, fund, function, and object.

4) A schedule detailing the amount required for payment of interest, amortization, and re-
demption charges on the debt of the political subdivision. A general budget summary
and budget transfer summary detail (not a statutory requirement but necessary to de-
termine if expenditures are in line with permitted transfers) which together summarize
the budgetary requirements of the District to meet the full statutory requirement of
budget detail. The budget summary should include information concerning:

a. Assessed valuation

b. Unadjusted and adjusted tax levies

c. Estimated beginning balances by fund

d. Estimated receipts by fund

e. Estimated expenditures by fund

f. Estimated transfers by fund

g. Estimated ending balances by fund

h. Estimated restricted fund balance by fund




METRO WEST » {RE PROTECTION DISTRI_T
INTERNAL CONTROL AND MANAGEMENT
COMMENT AND RECOMMENDATIONS

1. BUDGETARY PROCEDURES (Continued)

Recommendation

We continue to recommend that the Board familiarize themselves with the requirements of
the budgetary statute and develop procedures to insure compliance therewith.

Management Response

The District’s budget was restructured ir ~ )03 to more closely reflect the format detailed in
Section 67.010, RSMo. This process was refined and completed in the preparation of the
“104 budget approved by the Board of Directors.

B. Finding

The District’s Pension Trust Fund consists of both tax collections to fund future retirement
contributions and accumulated plan benefits from contributions made to the defined benefit
plan in prior years. The Board’s current budgeting practice is to adopt a budget only for the
portion of the Pension Trust Fund consisting of tax collections for future contributions. No
budget is adopted for the other half of the fund that consists primarily of investment return
and benefit payments. This practice makes comparisons of budgeted results to act ~ per-
formance meaningless since a budget was adopted for only half of the fund activity and is
compared to total fund activity.

Recommendation

We recommend that the budget include all activity of the fund instead of activity for only a
portion of the fund.

Management Response
The District combined all pension activities in the preparation of the 2004 budget.
C. Finding

During the current year audit, we noted that the District budgeted a deficit fund balance in
the General and Debt Service Funds. This is not in compliance with state statute.

Recommendation
We recommend that the District closely monitor any beginning monies budgeted for in

comparison to the actual results of the audit and amend the budgets accordingly to prevent
this from occurring in the future.



METRO WEST FIR.. PROTECTION DISTRL_T
INTERNAL CONTROL AND MANAGEMENT
COMMENTS AND RECOMMENDATIC

1. BUDGETARY PROCEDURES (Continued)

Management Response

The District is aware that the General Fund’s 2003 budgeted expenditures exceeded reve-
nues. It is exploring various alternatives to correct the deficit.

At the time of the 2003 budget preparation, the debt service expenses were estimated by the
underwriters and included in the budget. The tax levy funds were estimated later in the year
and, therefore, not included in the budget. Future years should not reflect a deficit balance.

2.  FRAUD POLICY

A.

Finding

There have been several well publicized frauds involving large organizations in the last few
years. Because of this publicity, there may be a misperception that fraud affects only large
organizations. However, fraud occurs in organizations of all sizes, and almost any em-
ployee may be capable of perpetrating a fraudulent act "ven the right set of circumstances.

Whereas the highly publicized frauds at large public organizations involved fraudulent fi-
nancial reporting, for smaller organizations, one of the primary fraud risks is the ever-
present risk of misappropriation of assets (theft), particularly fraudulent cash disbursements.
The opportunity to commit and conceal fraud exists where there are assets susceptible to
misappropriation and inadequate controls to prevent or detect the fraud. To address this
risk, we recommend that the District perform a risk assessment to identify, analyze, and
manage the risk of asset misappropriation. Risk assessment, including fraud risk assess-
ment, is one element of internal control. Thus, ideally, the District’s internal control should
include performance of this assessment, even though our annual financial statement audits
include consideration of fraud.

Recommendation

The fraud risk assessment can be informal and performed by a management-level individual
who has extensive knowledge of the District. Ordinarily, the management-level individual
would conduct interviews or lead group discussions with personnel who also have an exten-
sive knowledge of the District, its environment, and its processes. The fraud risk assess-
ment process should consider the District’s vulnerability to misappropriation of assets.

Once areas vulnerable to fraud have been identified, a review of the District’s systems, pro-
cedures, and existing controls relating to the identified areas should be conducted. The Dis-

trict should consider what additional controls need to be implemented to reduce the risk of
fraud.



METRO WEST FIR. PRG1ECTICN DISTRICT
INTERNAL CONTROL AND MANAGEMENT
_COMMENT AND RECOMMENDATIO?

- FRAUD POLICY (Continued)

When assessing the District’s internal control, the relationship between the nature and extent
of fraud controls recommended and the cost of implementing those controls should be con-
sidered.

We would be pleased to provide more information about performing a risk assessment or
assist management in performing one.

Management Response
The District has implemented internal control policies to reduce the risk of fraud. As an on-

going practice, these policies are reviewed annually to determine if additional controls are
required.
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