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BACKGROUND 
 
In December 2006, the American Institute of Certified Public Accountants’ (AICPA) Auditing Standards 
Board (ASB) issued Statement on Auditing Standards (SAS) No. 114, The Auditor’s Communication with 
Those Charged with Governance.  This statement emphasizes the importance of effective communication 
to the audit and provides a framework for the auditor's communication with those charged with 
governance and identifies specific matters to be communicated with them.  
  
The principal purposes of this communication are the following: 
 

• Communicate clearly the responsibilities of the auditor in relation to the financial statement audit 
and an overview of the scope and timing of the audit.  

• Obtain from those charged with governance information relevant to the audit.  

• Provide those charged with governance with timely observations arising from the audit that are 
relevant to their responsibilities in overseeing the financial reporting process.  

 
The standard defines “those charged with governance” as the person(s) with responsibility for overseeing the 
strategic direction of the entity and obligations related to the accountability of the entity.  This includes 
overseeing the financial reporting process.  
 
The AICPA ASB established standards and provided guidance to auditors of non-public entities on 
communicating matters related to an entity’s internal control over financial reporting observed during a 
financial statement audit.  The standards provide guidance on evaluating deficiencies and require the 
written communication of significant deficiencies and material weaknesses to those charged with 
governance.  The standards incorporate the definitions of the terms: (1) “deficiency in internal control;” 
(2) “significant deficiency;” and (3) “material weakness.”   
 
The standard requires the auditor to conclude “whether prudent officials, having knowledge of the same 
facts and circumstances, would agree with the auditor’s classification of the deficiency.” 
 
The auditor is prohibited from issuing a written communication stating that no significant deficiencies 
were noted because of the potential for a reader misinterpreting the limited assurance associated with such 
a statement. 
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PLANNED SCOPE AND TIMING 
 
As previously discussed with management during our planning process, our audit plan represented an 
approach responsive to the assessment of risk for Baden Academy Charter School.  Specifically, we designed 
our audit to express an opinion on the financial statements of Baden Academy Charter School.  Due to federal 
funding in the current year, an audit in accordance with the audit requirements of Title 2 U.S. Code of Federal 
Regulations (CFR) Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements 
for Federal Awards (Uniform Guidance) was required. 
 
Fieldwork commenced in September 2025 upon receipt of the School’s unadjusted trial balance and 
continued with substantive tests over management’s preliminary balances and review of the financial 
statements.   
 
 
AREAS OF EMPHASIS 
 
Key issues and risk areas we identified and addressed as part of our audit included the following: 
 

• Collectability of district revenues 

• Completeness of accounts payable and accrued liabilities 

• Completeness and valuation of fixed assets 

• Estimated net pension and OPEB liability 

• Federal Awards 
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VISUAL AIDS 
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CURRENT YEAR FINDINGS AND OBSERVATIONS 
 
Audit standards require the auditor to communicate to management and those charged with governance 
deficiencies in internal control that the auditor believes are significant deficiencies or material weaknesses.  
The auditor’s evaluation of the significance of a deficiency in internal control depends on the potential for 
misstatement, not on whether a misstatement actually has occurred. 
 
I. Deficiencies in Internal Control 

• Defined:  a deficiency in the design or operation of a control that does not allow management or 
employees, in the normal course of performing their assigned functions, to prevent or detect and 
correct misstatements on a timely basis.   

A deficiency in design exists when:  

(1) a control necessary to meet the control objective is missing; or  

(2) 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:  

(1) a properly designed control does not operate as designed; or 

(2) the person performing the control does not possess the necessary authority or 
competence to perform the control effectively.  

 

II. Significant Deficiencies 

• Defined: a deficiency, or a combination of deficiencies, in internal control that is less severe than 
a material weakness, yet important enough to merit attention by those charged with governance.   
 

III. Material Weaknesses 

• Defined:  a deficiency, or a combination of deficiencies, in internal control, such that there is a 
reasonable possibility that a material misstatement of the entity’s financial statements will not be 
prevented, or detected and corrected on a timely basis. 

A reasonable possibility exists when the likelihood of the event is either reasonably possible or 
probable as those terms are used in the Financial Accounting Standards Board Accounting 
Standards Codification glossary. 

 

We did not identify any deficiencies we determined to be material weaknesses during the course of our audit.   
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 Required Communication Comments 
Our Responsibility under U.S. Generally Accepted Auditing 
Standards  
As stated in our engagement letter, our responsibility, as described by 
professional standards, is to plan and perform our audit to obtain 
reasonable, but not absolute, assurance that the financial statements 
prepared by management with the oversight of those charged with 
governance are free of material misstatement and are fairly presented 
in accordance with the U.S. generally accepted accounting standards.  
Because an audit is designed to provide reasonable, but not absolute, 
assurance and because we did not perform a detailed examination of 
all transactions, there is a risk that material misstatements may exist 
and not be detected by us. 

In planning and performing our audit, we considered the School’s 
internal control over financial reporting in order to determine our 
auditing procedures for the purpose of expressing our opinion on the 
financial statements and not to provide assurance on the effectiveness 
of internal control over financial reporting.  

Our audit of the financial statements does not relieve management or 
those charged with governance of their responsibilities. 

 

 

We plan to issue an unmodified 
opinion on the School’s financial 
statements for the fiscal year ended  
June 30, 2025. 

 

We were not required, nor do we 
express an opinion on the 
effectiveness of the School’s 
internal control. 

Significant Accounting Policies 

Management is responsible for the selection and use of appropriate 
accounting policies.  In accordance with the terms of our engagement 
letter, we may advise management about the appropriateness of 
accounting policies and their application.   

 

Significant accounting policies are 
described in Note 2 to the financial 
statements. 

Our Judgments about the Quality of the School’s Accounting 
Principles 
We discuss our judgments about the quality, not just the acceptability 
of the accounting policies as applied in the School’s financial 
reporting, including the consistency of the accounting policies and 
their application and the clarity and completeness of the financial 
statements and related disclosures. 

 

 

We did not identify the application 
of either overly-aggressive or 
overly-conservative accounting 
policies during our audit. 

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.   

 

We have provided our views in the 
following section titled “Accounting 
Policies, Judgments and Estimates” 
on page 9. 
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 Required Communication Comments 
The Adoption of, or Changes in the Accounting Policies 
We determined that the Board of Directors is informed about the 
initial selection of, and any changes in, significant accounting 
principles or their application when the accounting principle or its 
application, including alternative methods of applying the accounting 
principle, has a material effect on the financial statements. 

We noted no issues regarding the 
adoption of, or changes in 
accounting policies, and no 
transactions entered into by Baden 
Academy Charter School 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 Issues Discussed with Management 
We report to the Board of Directors all significant changes in 
accounting treatments within GAAP for policies and practices related 
to material items (including recognition, measurement, presentation 
and disclosure alternatives) that have been discussed with 
management during the current audit period.   

No significant changes in 
accounting treatments and all 
accounting policies selected were in 
accordance with current generally 
accepted accounting principles.     

Audit Adjustments 
For purposes of this letter, professional standards define an audit 
adjustment as a proposed correction of the financial statements that, in 
our judgment, may not have been detected except through our 
auditing procedures.  An audit adjustment may or may not indicate 
matters that could have a significant effect on the financial reporting 
process (that is, cause future financial statements to be materially 
misstated). 

We did not identify any material 
audit adjustments as part of our 
procedures. 

 

Fraud and Illegal Acts 
We report to the Board of Directors fraud and illegal acts involving 
senior management and fraud and illegal acts (whether caused by 
senior management or other employees) that cause a material 
misstatement of the financial statements. 

No fraud or illegal acts came to our 
attention during the course of our 
audit.  Refer to “Consideration of 
Fraud in a Financial Statement 
Audit” section beginning on page 10 
for more information about our 
procedures related to fraud. 

Material Weaknesses and Significant Deficiencies in Internal 
Control 
We are required to communicate all material weaknesses and 
significant deficiencies in internal control, which may have been 
identified during the course of our audit. 

 

See “Current Year Findings & 
Observations” section beginning on 
page 5.   
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 Required Communication Comments 
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 auditor’s report.   

 

We are pleased to report that no 
such disagreements arose during the 
course of our audit. 

Difficulties Encountered in Performing the Audit 
Unexpected difficulties are sometimes encountered during an audit.  If 
significant, such matters, including the eventual resolution, would be 
communicated to governance. 

We encountered no significant 
difficulties that increased the 
amount of time required for us to 
complete our audit procedures. 

Consultation with Other Accountants 
In some cases, management may decide to consult with other 
accountants about auditing and accounting matters, similar to 
obtaining a “second opinion” on certain situations.  If a consultation 
involves application of an accounting principle to the financial 
statements or a determination of the type of auditor’s 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.   

 

We were not made aware of any 
consultations with other 
accountants.   

Major Issues Discussed with Management Prior to Retention 
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 School’s auditors.   

Discussions occurred in the normal 
course of our professional 
relationship.  We do not believe our 
responses were a condition to our 
retention. 

Representations Requested from Management 
During an audit, management makes many representations to the 
auditor, both oral and written, in response to specific inquiries or 
through the financial statements.  Such representations from 
management are part of the audit evidence the independent auditor 
obtains, but they are not a substitute for the application of those 
auditing procedures necessary to afford a reasonable basis for an 
opinion regarding the financial statements under audit. 

 

We obtained written representation 
from management regarding various 
issues. 

 

See Appendix A. 

Independence 
We wish to affirm the following to the Board of Directors of the 
School. 

We are independent with all 
respects to Baden Academy Charter 
School.   
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ACCOUNTING POLICIES, JUDGMENTS AND ESTIMATES 
 
We are required to communicate our judgments about the quality, not just the acceptability, of the School’s 
accounting principles as applied in its financial reporting.  We also are required to communicate critical 
accounting policies and sensitive accounting estimates.  The table below summarizes these communications. 
 

Area Accounting Policy 
Critical 
Policy? Judgments and Sensitive Estimates 

Revenue recognition Governmental fund 
financial statements are 
reported using the current 
financial resources 
measurement focus and 
the modified accrual 
basis of accounting.  
Revenues are recognized 
as soon as they are both 
measurable and available.   

 
 

 
Grant revenues are recognized as soon 
as all eligibility requirements imposed 
by the provider have been met.  All other 
revenues are recognized when services 
are performed, or goods are provided, by 
the School.   

Use of estimates The preparation of 
financial statements in 
conformity with 
accounting principles 
generally accepted in the 
United States of America 
requires management to 
make estimates and 
assumptions that affect 
certain reported amounts 
and disclosures. 

 
 

The significant estimates in the School’s 
financial statements are the net pension 
liability, net OPEB liability and 
depreciation. 

Capital assets All capital assets are 
capitalized at cost and 
updated for additions and 
retirements during the 
year.  Improvements are 
capitalized if they are 
deemed to add to the value 
of the asset or materially 
extend its useful life. 

 

 
 

Capital assets are depreciated over their 
estimated useful lives which are subject to 
estimate. 

 

 

 



 
2025 AUDIT RESULTS AND COMMUNICATIONS 

 

   
   

10 

CONSIDERATION OF FRAUD IN A FINANCIAL STATEMENT AUDIT 
 
In October 2002, the Auditing Standards Board (ASB) of the AICPA issued Statement on Auditing Standards 
(“SAS”) No. 99, Consideration of Fraud in a Financial Statement Audit.  SAS 99 was issued to heighten the 
awareness of auditors to the potential for fraud when planning and executing audits.  SAS 99 also emphasizes 
the need for increased professional skepticism throughout the audit engagements.  SAS 99 does not change 
our responsibilities as auditors.  Under SAS 99, we are responsible for planning and performing the audit to 
obtain reasonable assurance about whether the financial statements are free of material misstatement, whether 
caused by error or by fraud.  
 
ENGAGEMENT TEAM DISCUSSION 
 
SAS 99 requires auditors to perform certain procedures to obtain information that is used to identify risks of 
material misstatement due to fraud.  These procedures include: 
 

• Inquiring of management and others within the organization about the risks of fraud.  Inquiries are 
required to be made of management, the Board of Directors, internal audit or other operational and 
financial personnel within the organization, focusing on such areas as the individual’s knowledge of 
fraud and understanding about specific risks of fraud in the organization.  Further, inquiries are made 
regarding the oversight activities of the Board of Directors regarding management’s assessment of 
the risks of fraud, whether programs and controls have been established at the organization to 
mitigate the risk of fraud, how multiple locations within an organization are monitored for fraud, and 
how management communicates to employees its views on business practices and ethical behavior. 

• Inquiring about matters raised from the Board of Directors procedures for complaints regarding 
accounting, internal accounting controls, or auditing matters. 

• Considering unusual or unexpected relationships that have been identified in performing analytical 
procedures in planning the audit; 

• Considering whether fraud risk factors exist; and 

• Considering other information gathered throughout the audit. 

 
IDENTIFYING, ASSESSING AND RESPONDING TO FRAUD RISKS 
 
As a result of the information gathered from the procedures above, we identify and assess specific fraud risks.  
The auditor’s response to the assessment of the risks of material misstatement of the financial statements due 
to fraud is influenced by the nature and significance of the risks identified and the organization’s programs 
and controls that address these identified risks.  The auditor’s response to fraud risks might include a change 
in the timing or nature of audit procedures, or the auditor might decide that the extent of testing needs to be 
expanded in certain areas. 
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CONSIDERATION OF FRAUD IN A FINANCIAL STATEMENT AUDIT 
(CONTINUED) 
 

The following summarizes fraud risks we identified during the audit and our procedures and findings in 
response to the risks. 

 
Identified Fraud Risks Summary of Procedures and Related Findings 

Improper revenue recognition 
       (presumed fraud risk for all audits) 

We tested a significant portion of revenue through 
examination of subsequent receipts sent from various 
School districts.  We did not identify any instances of 
fraud. 

Existence of Subjective Estimates 
       (Mandatory Procedure) 

We reviewed the methodology used by management 
in making subjective estimates.  We also 
substantively tested accruals and allowances for 
proprietary.  We identified no instances of fraud. 

Examination of Journal Entries 
       (Mandatory Procedure) 

We scanned journal entries of the School.  We 
performed directional tests to assure the 
completeness of journal entries recorded in the 
general ledger and in the physical records.  We 
identified no instances of fraud. 

 
MANDATORY PROCEDURES TO ADDRESS THE RISK OF MANAGEMENT 
OVERRIDE 
 
Fraudulent financial reporting often involves management override of controls that otherwise appear to be 
operating effectively.  SAS 99 includes the following mandatory procedures to address the risk of 
management override of controls: 
 

• Examining journal entries and other adjustments for evidence of possible material misstatement due 
to fraud; 

• Reviewing accounting estimates for biases that could result in material misstatement due to fraud, 
including a retrospective review of significant prior year estimates; 

• Evaluating the business rationale of significant unusual transactions; and 

• Agreeing and tracing general ledger balances to worksheets and reconciliations. 
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CONSIDERATION OF FRAUD IN A FINANCIAL STATEMENT AUDIT 
(CONTINUED) 
 
 

OTHER PROCEDURES TO ADDRESS THE RISK OF FRAUD 
 
We conducted fraud inquiries with various members of the School management and other personnel.  The 
responses from School personnel were consistent. 
 
It is believed that the School has controls and systems in place to prevent a fraud from occurring.  The 
personnel responded they: 

 
• do not believe the School is vulnerable to fraud; 

• do not have knowledge of any fraud or concerns that fraud might exist; 

• were aware of an appropriate method and personnel level to contact if fraud were suspected; 

• were not aware of any unusual activity recorded via manual or top-side journal entry (for those 
involved in the journal entry process); and 

• did not have any suspicions of fraud that they believed we should consider during our audit. 
 

EVALUATING AUDIT EVIDENCE 
 
We assess the risk of material misstatement due to fraud throughout the audit.  We are mindful of conditions 
that may be identified during fieldwork that change or support a judgment regarding the assessment of fraud 
risks, such as discrepancies in the accounting records, conflicting or missing evidential matter, and/or 
problematic or unusual relationships between the auditor (including internal audit) and management.  No 
such matters were noted during our audit. 
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SUMMARY OF UNADJUSTED AUDIT DIFFERENCES 
 
During the course of our audit, we accumulate differences between amounts recorded by the School and 
amounts that we believe are required to be recorded under generally accepted accounting principles.  During 
the course of our audit, we identified and proposed two audit adjustments for adjusting the accrued payroll 
and pension expense.  For the government-wide financial statements, the adjustments would result in 
increases to accrued payroll and salary expenses of $11,067 and reductions to fund balance and pension 
expenses of $57,041.  These adjustments were considered immaterial and passed on by management.   

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
2025 AUDIT RESULTS AND COMMUNICATIONS 

 

   
   

14 

 APPENDIX A – MANAGEMENT’S WRITTEN REPRESENTATIONS 
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