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To the Members of the Audit Committee
Town of Dewey Beach, Delaware

Dear Ladies and Gentlemen:

In planning and performing our audit of the financial statements of the Town of Dewey Beach, Delaware (the Town) as of and for the year ended March 31, 2023, in accordance with auditing standards generally accepted in the United States of America, we considered the Town’s internal control over financial reporting (internal control) as a basis for designing our auditing procedures for the purpose of expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the Town’s internal control. Accordingly, we do not express an opinion on the effectiveness of the Town’s internal control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph and was not designed to identify all deficiencies in internal control that might be significant deficiencies or material weaknesses and, therefore, there can be no assurance that all deficiencies, significant deficiencies, or material weaknesses have been identified. We did not identify any deficiencies in internal control that we consider to be material weaknesses. However, as discussed below, we identified certain matters involving the internal control and other operational matters that are presented for your consideration. This letter does not affect our report dated August 15, 2023, on the financial statements of the Town. We will review the status of these comments during our next audit engagement. Our comments and recommendations, all of which have been discussed with appropriate members of management, are intended to improve the internal control or result in other operating efficiencies. Our comments are summarized as follows:

Policies and Procedures 

During our process of understanding the internal control environment, we noted that management indicated they are making changes for fiscal year 2024 to certain policies and procedures in the areas of cash receipts. In addition, we noted that the Town is in the process of researching a new consolidated Enterprise Resource Planning (ERP) system. We recommend that management consider the entire environment, including financial statement and accounting processes, that will make the day-to-day functions of the Town work more efficiently. In implementing any new system, it is also crucial to involve the end-users in the process. Without consideration and buy-in from the personnel that will use the system on a daily basis, it is difficult to effectively implement new processes and procedures. User input and feedback will also allow the implementation team to design an effective and efficient solution to the Town’s needs.


Information Technology (IT)

During the course of our audit, we also noted that management is in the process of developing the IT management handbook as well as working on several IT changes as recommended during the Security Risk Assessment. We encourage management to consider the entire environment, including the financial statement processes, as the IT management handbook is developed.

Budget Controls

As noted in the financial statements and reported in the required supplementary information schedules, the Town’s expenditures have exceeded the final budgeted amounts in certain categories. However, overall, the net change in fund balance reported a favorable variance.

According to the GFOA, a government’s budget should not function solely as an estimate for how much money it expects to collect and spend in the upcoming year. Rather, it should function as an operational plan that outlines the organization’s goals and how it plans to achieve those goals. Although the budget process for the Town involves using prior-year numbers and management’s best estimate of anticipated revenue and expenditures, the seasonal aspect of the Town’s activities results in variances throughout the year.

As such, we recommend that the Town consider amending the budget throughout the year based on changes in funding and expenditures in order to prevent spending more than what has been legally appropriated. Automated budget controls can be implemented using the chart of accounts to provide either “hard” (requiring budget amendments) or “soft” controls (providing alerts for approval). As the Town is in the process of researching and implementing a new ERP system, this is a prime opportunity to incorporate these budget process changes. Managing the budgeting process can increase the Town’s ability to respond to changing needs and priorities throughout the year and can provide safeguards and improve accountability.

Fund Balance

As the Town continues its review of the Fund Balance Policy, dated May 14, 2021, we recommend that the Town continue to consider updates to incorporate all components of GASB 54. The final policy should include the Town’s policies on how to apply resources when an expenditure can be funded by both restricted and unrestricted resources, as well as the policy if an expenditure can be funded using sources in different unrestricted categories (committed, assigned and unassigned fund balance). Updating and understanding these policies can also be crucial to implementing budget controls within a new ERP system.



Trial Balance 

During the initial stage of our audit, we received two trial balances: the combined trial balance and the Beach Replenishment Fund. The combined trial balance included both the General Fund and the Beach Replenishment Fund. For the year-end audit, the Town needs to provide three separate trial balances (Government-Wide, General Fund, Beach Replenishment Fund) in order to prepare the following:

	
	Statements
	Measurement Focus

	
	
	

	
	Government Wide Statements
	

	1.
	Statement of Net Position
	Economic-Accrual

	
	Statement of Activities
	Economic-Accrual

	
	
	

	
	Fund Financial Statements
	

	2.
	General Fund-Balance Sheet
	Current-Modified Accrual

	
	General Fund-Statement of Revenue, Expenditure and
Change in Fund Balance
	Current-Modified Accrual

	
	
	

	3.
	Beach Replenishment Fund-Balance Sheet
	Current-Modified Accrual

	
	Beach Replenishment Fund-Statement of Revenue, Expenditure and Change in Fund Balance
	Current-Modified Accrual



The three different trial balances are necessary due to the different measurement focus concepts as noted above. This will also enable the Town to implement and analyze the Fund Balance policy in an efficient and effective manner.

We believe that the implementation of these recommendations will provide the Town with a stronger system of internal control while also making its operations more efficient. We will be happy to discuss the details of these recommendations with you at your convenience. 

This communication is intended solely for the information and use of management, the members of the Audit Committee, others within the organization, and the Town Council and is not intended to be and should not be used by anyone other than these specified parties.

Respectfully,



August 15, 2023
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