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Executive summary
We are pleased to discuss with the Budget, Finance and Audit Committee of the County
of Luzerne, Pennsylvania our initial plan for your December 31, 2020 Single Audit. This
document includes information for discussion on:
- Audit Planning:
-

Audit approach
Significant risks and other areas of emphasis
Group audit
Other required communications
Audit timetable

- Audit Committee questions
- Appendices:
-

Client service team
Accounting standards updates
Trending challenges

THIS COMMUNICATION IS INTENDED SOLELY FOR THE INFORMATION AND USE OF THOSE CHARGED WITH GOVERNANCE, AND, IF APPROPRIATE, MANAGEMENT, AND IS NOT INTENDED TO BE
AND SHOULD NOT BE USED BY ANYONE OTHER THAN THESE SPECIFIED PARTIES.
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Audit planning

AUDIT PLANNING

Audit approach
We will perform the financial statement audit in accordance with auditing standards generally accepted in the
United States of America (GAAS) in order to obtain reasonable, rather than absolute, assurance that the
County of Luzerne, Pennsylvania’s financial statements are prepared in accordance with accounting principles
generally accepted in the United States of America and are free from material misstatement, whether due to
fraud or error.
We will communicate significant matters related to the financial statement audit that are, in our professional
judgment, relevant to your responsibilities as the Budget, Finance and Audit Committee, in overseeing the
financial reporting process.
Our financial statement audit for 2020 represents an approach responsive to our risk assessments and the
specific needs of the County. We design our audit and other procedures for the following:
-

Express an opinion on the financial statements of the County
Express an opinion on the County’s compliance with major federal award programs
Prepare and present an Audit Results report to management and the County Council
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AUDIT PLANNING

Audit approach
In addition to the above audit services, we will perform the following other services for the County:
-

Technical assistance with the preparation of the preparation of the financial statements and notes thereto,
including the schedule of expenditures of federal awards
Proposal of general, adjusting or correcting journal entries
Technical assistance with the conversion of fund level financial statements to government-wide financial
statements
Technical assistance with the preparation of the Auditee’s section of the Data Collection Form
Technical assistance with the implementation of new accounting standards

Our audit does not relieve management, the County Council or the Budget, Finance and Audit
Committee of their responsibilities with regard to the financial statements.
Our audit includes consideration of internal controls over financial reporting as a basis for
designing our audit procedures, but not for the purpose of expressing an opinion on the
effectiveness of the County’s internal controls over financial reporting.
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AUDIT PLANNING

Significant risks
A significant risk is an identified and assessed risk of material misstatement that, in the auditor’s professional
judgment, requires special audit consideration. We have identified the following as significant risks:
-

Management override of controls
Improper revenue recognition due to fraud
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AUDIT PLANNING

Other areas of emphasis
We will also focus on other areas that do not meet the definition of a significant risk, but are determined to
require specific awareness and a unique audit response. We have identified the following as other areas of
emphasis:
-

Fair value of investments
Evaluation of the fair value of derivative instruments
Net pension liability and related deferred outflows/inflows of resources and related actuarial valuation assumptions
Net OPEB liability and related deferred outflows/inflows of resources and related actuarial valuation assumptions
Self-insurance worker’s compensation
Adoption and implementation progress of GASB Statement No. 84, Fiduciary Activities
Adoption and implementation progress of GASB Statement No. 88, Certain Disclosures Related to Debt, Including Direct
Borrowing and Direct Placements
Compliance with federal award programs
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AUDIT PLANNING

GASB Statement No. 84, Fiduciary Activities

• Effective for County’s 2020 Financial Statements
• Reassesses “Fiduciary Funds”
• Changes “Agency Funds” to “Custodial Funds”
•
•
•

Historically only showed balance sheet – Assets = Liabilities
Now requires a flows statement
Some Agency Funds might change to governmental funds – “Own Source” or “County determination of
distribution/use of funding”
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AUDIT PLANNING

GASB Statement No. 88, Certain Debt Disclosures, including Direct Borrowings
and Direct Placements
• Effective for County’s December 31, 2020 Financial Statements
• Provides differentiation between Direct and “indirect” debt:
•
•

Direct Borrowings/Placements – 1-to-1 relationship between lender and borrower
Indirect borrowings/placements – many-to-1 relationship between borrower and lender

• Future Maturity disclosure is disaggregated between types of debt
• New requirement to disclosure “Terms specified in the debt agreement related to:
•
•
•

Significant events of default with finance-related consequences
Termination events with finance-related consequences, or
Subjective acceleration clauses

• New disclosures related to outstanding Lines of Credit
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AUDIT PLANNING

Federal Awards Program Audit
Uniform Guidance (2 CFR Part 200)

− Audit of the financial statements in accordance with auditing
− Administrative Requirements (Auditee)
− Audit Requirements (Auditor)

“Major program”

− County Relief Block Grant (CDBG-CV)

Single audit sample sizes

− Determined by higher risk areas, likelihood of fraud, likelihood of error or prior noncompliance

Test of compliance with certain provisions of laws, regulations, contracts and grants, as relates to the major
programs, are performed in the following areas:
−
−
−
−
−
−

Activities allowed or unallowed
Allowable costs
Cash Management
Eligibility
Equipment and real property management
Matching, level of effort, earmarking

−
−
−
−
−
−

Period of performance
Procurement, suspension or debarment
Program income
Reporting
Sub-recipient monitoring
Special tests and provisions
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Group audit
Provide overview of the type of work to be performed on the financial information of the components, including the basis
for the decision to make reference to the audit of component auditors in the auditor’s report on the group financial
statements:

-

Health and Human Services Fund, comprised of:

-

Area Agency on Aging for Luzerne/Wyoming Counties
Luzerne-Wyoming Counties Mental Health and Developmental Services Program
Luzerne-Wyoming Counties Drug and Alcohol Program
Luzerne County Children and Youth Services
Luzerne County Office of Human Services

Luzerne County Office of Community Development
Domestic Relations, a special revenue fund
Pension Trust Fund, a fiduciary fund
Discretely Presented Component Unit:

-

Luzerne County Community College

Provide overview of the nature of the group engagement team’s planned involvement in the work to be performed by the
component auditors on the financial information of significant components:

-

We will provide a letter of instruction to the component auditors
We will make reference to the other auditors in our report on the County
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AUDIT PLANNING

Other required communications
– We did not discuss any significant issues with management in connection with our engagement as
auditors regarding the application of accounting principles and auditing standards.
– We anticipate using specialists for the following audit areas:
–
–
–
–

Valuation of fair value of investments (Auditor Specialist)
Valuation of liabilities and related deferred outflows/inflows of resources associated with Net Pension Liability
(Management Specialist)
Valuation of liabilities and related deferred outflows/inflows of resources associated with Net OPEB Liability
(Management Specialist)
Valuation of claims liabilities, including incurred but not reported liability related to the County’s self-funded workers’
compensation (Management Specialist)

– We are not aware of any circumstances or relationships that may reasonably be thought to bear on our
independence.
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Audit timetable

Following is the planned timing and detailed list of the activities during each stage for our planning discussion.

DEC 2020 – JAN 2021

JAN – FEB 2021

FEB - MAY 2021

JUNE 2021

Define engagement
objectives

Develop audit plan

Perform audit
procedures

Conclude the audit

•Kick-off meeting with
management
•Discuss and determine
relationship
expectations and
protocols
•Interim operational
update meeting
•Planning meetings

•Develop understanding
of significant process
and internal controls
•Develop entity-wide risk
assessments
•Develop detailed audit
plan

•Test internal controls
•Perform interim detail
testing
•Year-end operational
update meeting
•Fieldwork: update
controls
•Fieldwork: perform yearend detail testing
•Year-end closing
meeting
•All management letter
comments discussed

•Budget, Finance and
Audit committee
meeting: discuss audit
results and required
communications
•Finalize audited financial
statements and audit
results document
•Conduct wrap-up event
•Discuss needs and
expectations for next
year
•Set timetable for next
year
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Communication Plan
Frequency of “check-in’s” with Budget, Finance and Audit Committee?

• Informational
requests
made/tracked
through Huddle
• Documents can be
uploaded
• Access?

January – March 2021
• Management closing
books
• Evaluating impact of
new standards

April – June 2021
• Final Fieldwork
• Report drafting

• Component Auditor
communications
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Budget, Finance and Audit
Committee questions

BUDGET, FINANCE AND AUDIT COMMITTEE

Fraud questions, risks and due diligence
1. Do you have any knowledge of any actual fraud or suspicions of fraud affecting the County?
2. What programs and controls the County has implemented to address identified fraud risks or otherwise help
prevent, deter and detect fraud, and how those programs and controls are monitored?
3. What internal and external obstacles (risks) do you see that affect your goals and objectives? What are the risks
that concern you most? Do any locations/entities pose additional risks?
4. Is there a formal risk management process in place? Who is accountable? Is there a risk reporting and monitoring
process in place?
5. Are you aware of any transactions entered into with related parties, and if so, what is your understanding of the
business purpose?
6. Does the committee have a positive working relationship with management and independent auditors? Does the
committee challenge management and independent auditors?
7. Does the committee conduct executive sessions in a manner that offers a “safe haven” to the individual, while at
the same time asking tough and necessary questions, evaluating the answers, and pursuing issues that might
arise to a satisfactory resolution?
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BUDGET, FINANCE AND AUDIT COMMITTEE

Impact of COVID-19
•

Changes in staffing, remote work, limitations
on visitors to your offices?

•

Challenges of remote operations?

•

Changes in processes during remote work?

•

Impact on financial results?
•
•
•
•

CARES Act funding (County Relief Block Grant, other
funding)?
Impact on 2020 Real Estate Tax Revenues?
Impact on other revenues?
Impact on expenses – increases in supplies, PPE,
etc?

•

Did any departments stop or decrease
services?

•

Any missed debt payments or covenants?

•

Any debt restructurings?

•

Any items you think you need additional
assistance with this year?
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Appendices

Client service team

CLIENT SERVICE TEAM

Client service team

Andrea Caladie, CPA

Adam Hartzel, CPA

Bailey Hughes

Kaitlin Mowery, CPA

Joycelynn Young

John W. Compton, Jr., CPA, CGFM

Partner
andrea.caladie@bakertilly.com

Associate
kaitlin.mowery@bakertilly.com

Senior Manager
adam.hartzel@bakertilly.com

Associate
joycelynn.young@bakertilly.com

Senior Associate
bailey.hughes@bakertilly.com

Technical Review Partner
john.compton@bakertilly.com
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Accounting changes relevant to
County of Luzerne, Pennsylvania

ACCOUNTING CHANGES RELEVANT TO COUNTY

Governmental Accounting Standards Board Statements
GASB No.

Description

Impacts
you

Impact
Year

Impacts information

83

Certain Asset Retirement Obligations

2020

84

Fiduciary Activities

2020

Reporting of “fiduciary funds” – Pension Trust
Fund and Agency Funds

87

Leases

2022

Recognition of leases as “right to use an underlying
asset” = capital lease treatment

88

Certain Disclosures Related to Debt, Including
Direct Borrowing and Direct Placements

2020

Debt disclosures segregated by type of debt

89

Accounting for Interest Cost Incurred before
the End of a Construction Period

2021

Interest on debt outstanding during a construction
project becomes a period cost

90

Majority Equity Interests

2020

Ownership of separate organization

91

Conduit Debt Obligations

2022

“Pass-through” debt obligations
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ACCOUNTING CHANGES RELEVANT TO COUNTY

Governmental Accounting Standards Board Statements
Impacts
you

Impact
Year

GASB No.

Description

Impacts information

92

Omnibus 2020

2022

Various “clean-up” type issues related to a
variety of topics, including OPEB, acquisition,
risk financing, fair value measurements, etc.

93

Replacement of Interbank Offered Rates

2022

Replacement of LIBOR in agreements

94

Public-Private and Public-Public Partnerships
(PPP) and Availability Payment Arrangements
(APA)

2023

Contracts or agreements for another entity to
provide public services by conveying control of
the right to operate or use your assets (i.e.,
leasing of the turnpike)

96

Subscription-Based Information Technology
Arrangements

2023

Subscription based IT services, lease tracking,
accounting, other software?

97

Certain Component Unit Criteria, and Accounting
and Financial Reporting for Internal Revenue
Code Section 457 Deferred Compensation Plans

2022

Defined contribution and OPEB plan, including
457 deferred compensation plan inclusion in
employer financial statements.
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Trending challenges and
opportunities
for organizations

TRENDING CHALLENGES AND OPPORTUNITIES

Turning toward recovery
and growth
Many organizations are focusing on the
strategic restart and ramp up of their
operations.
With great uncertainty about what recovery will
look like–or how long it will take–it is essential
for your organization to understand the
scenarios you may face and plan your path
back to growth.
We can help you chart a way forward that will
enhance and maximize your value, minimize
further disruption and keep your workforce safe.
Visit our resource center for timely,
actionable insights.
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TRENDING CHALLENGES AND OPPORTUNITIES

Financial resilience
Challenge

As the effects of the crisis continue, and potentially
deepen for many, financial executives will need to
continue to stress test the financial resilience of their
organizations and establish strategies for improvement
beyond the financial assistance provided by
governments and short-term measures put in place.
Recommendation
Learn more about financial resilience approaches such
as cash flow modeling and optimization, receivables
management strategies, tax planning and turnaround
services.
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TRENDING CHALLENGES AND OPPORTUNITIES

Employee health, safety
and retention
Challenge
Many employers have had to restructure their
workforces in light of the pandemic and mandatory
stay-at-home orders. What happens when the orders
are lifted, business resumes and employees return to
work?
Many factors will need to be considered as
organizations focus on workforce planning.
Recommendation
Learn more about workforce planning, employment
law considerations, training/re-skilling and outsourcing
arrangements that can support your overall workforce
strategy through recovery.
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TRENDING CHALLENGES AND OPPORTUNITIES

Harnessing data and analytics for
strategic insight and decision-making
Challenge
In crisis and recovery, organizations are investing in advanced analytic solutions to help
them not only make better decisions faster and more consistently, but also to improve
operational efficiency and performance. Of all the business analytics available, advanced
analytic solutions should be at the top of your priority list given the impact it can have on
your business.
Recommendation
Learn more about data & analytics strategy and roadmaps, MDM and data process reengineering, AI strategy, data visualization and other digital and analytic capabilities.

TRENDING CHALLENGES AND OPPORTUNITIES

Business model rationalization
and growth strategy
Challenge
The COVID-19 crisis has had a profound impact on how we do
business and get work done. While these changes have been
forced upon us and may be temporary, many organizations
will begin to evaluate permanent changes to their business
models.
How different will your organization look after the eventual
passing of the crisis? How will it need to look in order to begin
recovery? Strategic and tactical choices will need to be
considered.
Recommendation
Learn more about scenario modeling and planning, strategy
refinement, market assessments and other approaches to
support your path forward.
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TRENDING CHALLENGES AND OPPORTUNITIES

Information technology and cybersecurity
Challenge
While return-to-work scenarios are being developed, it is likely that remote workforces will
remain a reality for many organizations in the short- to mid-term. Though many organizations
have been able to adapt on a short-term basis, some will not be prepared for long-term
operation on a remote and virtual basis. Organizations should increase monitoring of invasive
cyber events, given the likely increase in hackers sending out fake emails, website links and
ransomware attacks – and also consider:
― Adequacy of IT controls and security
― Performance of remote infrastructure supporting operations
― Improvements to remote applications for communication, collaboration and workflow
― Alternatives for data entry, work and information flow
Recommendation
Learn more about information technology and cybersecurity, including System & Organization
Controls reporting.
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