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Dear Trustees:

Over the last month and a half, members of the Radburn Association’s Board of Trustees have made several public statements expressing their concern about the division within our community, and that they would like to have a dialogue with all members of our community.  I commend you for these statements.  However, statements are not enough.  Actions must follow through on noble sentiment.

On January 3, 2006, I wrote you and expressed my concerns about the oversight of the Radburn Association’s finances.  I expressed my concern, as a Certified Public Accountant and as a resident of Radburn, about material weaknesses in the Radburn Association’s internal controls; weaknesses that leave the Radburn Association and the residents of Radburn vulnerable to mismanagement and fraud.

On January 18, 2006, I appeared before the Radburn Citizens’ Association and publicly offered to use my extensive contacts in the New Jersey Society of Certified Public Accountants (NJSCPA) to assist you in finding a CPA firm that has the expertise to audit the Radburn Association’s financial statements, and that has the resources to perform this audit during tax season.  I made that offer in good faith with three trustees present.

The American Institute of Certified Public Accountants (AICPA) issues standards that govern CPAs.  Those standards are codified as the AICPA Professional Standards.  AICPA Professional Standards AU Section 310, Appointment of the Independent Auditor, states:  

“Consideration of the first standard of field work recognizes that early appointment of the independent auditor has many advantages to both the auditor and his client.  Early appointment enables the auditor to plan his work so that it may be done expeditiously and determine the extent to which it can be done before the balance-sheet date.

Although early appointment is preferable, an independent auditor may accept an engagement near or after the close of the fiscal year.  In such instances, before accepting the engagement, he should ascertain whether circumstances are likely to permit an adequate audit…”

It is now late February.  It is nearly two months since the end of the Radburn Association’s fiscal year. It is nearly two months since I wrote you.    It is a month and a half since I offered to assist you in the important task of finding a CPA firm with the expertise to audit the Radburn Association’s financial statements.  I have yet to hear from you.  Furthermore, I have not even been given the courtesy of an acknowledgement of my offer, nor have I been extended the courtesy of a reply to my letter of January 3rd.  Am I to understand from your silence that the publicly offered olive branch is mere talk and nothing more then public relations?  Am I to believe that after being told of serious financial issues involving this community, including fraud risk factors being present in the operations of the Radburn Association, that the trustees will continue their previous policies of disregarding the legitimate concerns of residents of the community?

I, again, offer to use my extensive contacts in the NJSCPA to assist you in finding a CPA firm to audit the Radburn Association’s financial statements.  I make this offer as a CPA who is a resident of Radburn, as a CPA who is in public practice, as a CPA who is actively involved in the CPA profession, and as a CPA who has extensive contacts in the CPA profession.  

AICPA Professional Standards AU Section 110, Responsibilities and Functions of the Independent Auditor, states: 

 “The financial statements are management’s responsibility.  The auditor’s responsibility is to express an opinion on the financial statements.  Management is responsible for adopting sound accounting policies and for establishing and maintaining internal control that will, among other things, initiate, record, process, and report transactions (as well as events and conditions) consistent with management’s assertions embodied in the financial statements.  The entity’s transaction and related assets, liabilities, and equity are within the direct knowledge and control of management.  The auditor’s knowledge of these matters is limited to that acquired through the audit.  Thus, the fair presentation of financial statements in conformity with generally accepted accounting principals is an implicit and integral part of management’s responsibility.  The independent auditor may make suggestions about the financial statements or draft them in whole or part, based upon information from management during the performance of the audit.  However, the auditor’s responsibility for the financial statements he or she has audited is confined to the expression of his or her opinion on them.”  (Footnotes omitted).

AU Section 110 makes two key points.  The first is that since the auditor may draft the financial statements, there is no need for any delay so as to get the financial statements in shape for the auditor.  In short, the audit can begin immediately.   AU Section 310, quoted previously, goes so far as to recognize benefits to the client for starting the audit prior to the balance sheet date, which was December 31, 2005, in the case of the Radburn Association.

The second key point is that management is responsible for the accounting records and that the financial statements are the responsibility of management.  Therefore, having the Radburn Association Manager involved in soliciting proposals from auditors, screening auditors, interviewing auditors, or having any involvement in the selection of the auditor would give the community the appearance of a conflict of interest.  Such a conflict of interest would negate the usefulness of the audit in terms of healing the divisions in our community.

AICPA Professional Standards AU Section 319, Consideration of Internal Control in a Financial Statement Audit, defines internal control as follows:

  “Internal control is a process---effected by an entity’s board of directors, management, and other personnel---designed to provide reasonable assurance regarding the achievement of objectives in the following categories:  (a) reliability of financial reporting, (b) effectiveness and efficiency of operations, and (c) compliance with applicable laws and regulations.”

AU Section 319 clearly places the responsibility for internal control, reliable financial reporting, and effective and efficient operations on you, the trustees of the Radburn Association.  As the Radburn Association has not had an audit in many years (if ever), I am willing to meet with you, the trustees, to explain the audit process to you.  In addition, I am willing to meet with you and to assist you in understanding the importance of internal control, and how internal control relates to your important role in overseeing the finances of the Radburn Association.

If you choose not to have this conversation with me, it is imperative that you have it with the auditor.  Furthermore, I recommend that you request the auditor report on the Radburn Association’s internal controls as part of the audit.

AICPA Professional Standards AU Section 325, Communication of Internal Control Related Matters Noted in an Audit, states:  

This section provides guidance in identifying and reporting conditions that relate to an entity’s internal control observed during an audit.  It is contemplated that the communication would generally be to the audit committee or to individuals with a level of authority and responsibility equivalent to an audit committee…”

Additionally, AICPA Professional Standards AU Section 316, Consideration of Fraud in a Financial Statement Audit, states:

“Whenever the auditor has determined that there is evidence that fraud may exist, that matter should be brought to the attention of an appropriate level of management.  That is appropriate even if the matter might be considered inconsequential, such as a minor defalcation by an employee at a low level in the entity’s organization.  Fraud involving senior management and fraud (whether caused by senior management or other employees) that causes a material misstatement of the financial statements should be reported directly to the audit committee.  In addition, the auditor should reach an understanding with the audit committee regarding the nature and extent of communications with the committee about misappropriations perpetrated by lower-level employees.”

Furthermore, AICPA Professional Standards AU Section 380, Communication With Audit Committees, states:

This section establishes a requirement for the auditor to determine that certain matters related to the conduct of an audit are communicated to those who have responsibility for the oversight of the financial reporting process.  For purposes of this document, the recipient of the communications is referred to as the audit committee.  The communications required by this section are applicable to (1) entities that either have an audit committee or have otherwise formally designated oversight of the financial reporting process to a group equivalent to an audit committee (such as a finance committee or budget committee)…”  (Footnote omitted.)

“The auditor should determine that the audit committee is informed about the initial selection and changes in significant accounting policies…”

“The auditor should inform the audit committee about adjustments arising from the audit that could, in his judgment, either individually or in the aggregate, have a significant effect on the entity’s financial reporting process…”

“The auditor should inform the audit committee about uncorrected misstatements aggregated by the auditor during the current engagement…”

“…The auditor should discus with the audit committee any disagreements with management, whether or not satisfactorily resolved…”

“The auditor should inform the audit committee of any serious difficulties he encountered in dealing with management related to the performance of the audit.  This may include, among other things, unreasonable delays by management in permitting the commencement of the audit or in providing needed information…”

AU Section 380 also points out that communications with the audit committee are required under AU Sections 325, 316, 317 and 801.

The point that the quotes from AICPA Professional Standards AU Sections 380, 325, and 316 make is that the auditor will report to the audit committee or its equivalent, which in the case of the Radburn Association will be the finance committee.  AU Sections 380, 325, and 316 clearly call for the auditor to report to the audit committee, and not management, on a host of issues related to; the audit, accounting policies, adjustments, uncorrected misstatements, and internal control.  In fact, AU Section 380 requires the auditor to report to the audit committee about management’s conduct during the audit.  AU Section 316 requires the auditor to report management fraud and any fraud involving a material misstatement of the financial statements to the audit committee.

I wish to emphasize the auditor is hired by the audit committee or its equivalent.  The auditor reports to the audit committee or its equivalent.  Management does not hire the auditor.  As explained in AU Section 380, the equivalent of the audit committee is the finance committee of the Board of Trustees of the Radburn Association.

In conclusion, we are all judged by the things we do and the things we fail to do.  Our community is divided.  People in our community have legitimate concerns about the finances of the Radburn Association.  You have a choice.  You can address the concerns of members of our community by having an audit of the Radburn Association’s financial statements conducted in accordance with the generally accepted auditing standards of the United States of America, and making those audited financial statements available to members of our community; or you can perpetuate the air of mistrust and division that is plaguing our community by not having an audit done promptly or by having an audit done with an auditor selected by the Radburn Association Manager and thereby create the appearance of a conflict of interest.

I, again, offer my expertise (pro-bono) to assist you.  I look forward to your prompt response.

Very truly yours,

Gary Konecky, CPA
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