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Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of
Financial Statements Performed in Accordance with
Government Auditing Standards
Independent Auditor’s Report
Honorable Mayor and Members of the Town Council
Town of Prescott Valley, Arizona
We have audited, in accordance with the auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards issued by the Comptroller General of the United States, the financial statements of the
governmental activities, the business-type activities, each major fund, and the aggregate remaining
fund information of Town of Prescott Valley, Arizona, as of and for the year ended June 30, 2016,
and the related notes to the financial statements, which collectively comprise Town of Prescott
Valley, Arizona’s basic financial statements, and have issued our report thereon dated
November 30, 2016. Our report included an emphasis of matter paragraph as to comparability
because of the implementation of Governmental Accounting Standards Board Statement No.72
Internal Control Over Financial Reporting
In planning and performing our audit of the financial statements, we considered Town of Prescott
Valley, Arizona’s internal control over financial reporting (internal control) to determine the audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinions on
the financial statements, but not for the purpose of expressing an opinion on the effectiveness of
Town of Prescott Valley, Arizona’s internal control. Accordingly, we do not express an opinion
on the effectiveness of Town of Prescott Valley, Arizona’s internal control.
A deficiency in internal control exists when the design or operation of a control 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 material weakness is a deficiency, or
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 significant deficiency is 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.
Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies and therefore, material weaknesses or significant
deficiencies may exist that were not identified. Given these limitations, during our audit we did
not identify any deficiencies in internal control that we consider to be material weaknesses. We
did identify a certain deficiency in internal control, described in the accompanying schedule of
findings and questioned costs as item FS-2016-001 that we consider to be a significant deficiency.
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Compliance and Other Matters
As part of obtaining reasonable assurance about whether Town of Prescott Valley, Arizona’s
financial statements are free from material misstatement, we performed tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with
which could have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required to be reported under Government
Auditing Standards.
Town of Prescott Valley, Arizona’s Response to Findings
Town of Prescott Valley, Arizona’s response to the finding identified in our audit is described in
the accompanying schedule of findings and questioned costs. Town of Prescott Valley, Arizona’s
response was not subjected to the auditing procedures applied in the audit of the financial
statements and, accordingly, we express no opinion on the response.
Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
entity’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the entity’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

Heinfeld, Meech & Co., P.C.
Flagstaff, Arizona
November 30, 2016
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Report on Compliance for Each Major Federal Program;
Report on Internal Control Over Compliance; and
Report on Schedule of Expenditures of Federal Awards
Required by the Uniform Guidance
Independent Auditor’s Report
Honorable Mayor and Members of the Town Council
Town of Prescott Valley, Arizona

Report on Compliance for Each Major Federal Program
We have audited Town of Prescott Valley, Arizona’s compliance with the types of compliance
requirements described in the OMB Compliance Supplement that could have a direct and material
effect on each of Town of Prescott Valley, Arizona’s major federal programs for the year ended
June 30, 2016. Town of Prescott Valley, Arizona’s major federal programs are identified in the
summary of auditor’s results section of the accompanying schedule of findings and questioned
costs.
Management’s Responsibility
Management is responsible for compliance with federal statutes, regulations, and the terms and
conditions of its federal awards applicable to its federal programs.
Auditor’s Responsibility
Our responsibility is to express an opinion on compliance for each of Town of Prescott Valley,
Arizona’s major federal programs based on our audit of the types of compliance requirements
referred to above. We conducted our audit of compliance in accordance with auditing standards
generally accepted in the United States of America; the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United
States; and the audit requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform
Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards
(Uniform Guidance). Those standards and the Uniform Guidance require that we plan and perform
the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a major
federal program occurred. An audit includes examining, on a test basis, evidence about Town of
Prescott Valley, Arizona’s compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances.
We believe that our audit provides a reasonable basis for our opinion on compliance for each major
federal program. However, our audit does not provide a legal determination of Town of Prescott
Valley, Arizona’s compliance.
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Opinion on Each Major Federal Program
In our opinion, Town of Prescott Valley, Arizona complied, in all material respects, with the types
of compliance requirements referred to above that could have a direct and material effect on each
of its major federal programs for the year ended June 30, 2016.
Report on Internal Control Over Compliance
Management of Town of Prescott Valley, Arizona is responsible for establishing and maintaining
effective internal control over compliance with the types of compliance requirements referred to
above. In planning and performing our audit of compliance, we considered Town of Prescott
Valley, Arizona’s internal control over compliance with the types of requirements that could have
a direct and material effect on each major federal program to determine the auditing procedures
that are appropriate in the circumstances for the purpose of expressing an opinion on compliance
for each major federal program and to test and report on internal control over compliance in
accordance with Uniform Guidance, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on
the effectiveness of Town of Prescott Valley, Arizona’s internal control over compliance.
A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent, or detect and correct, noncompliance with a type of
compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance is a deficiency, or combination of deficiencies, in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a type of
compliance requirement of a federal program will not be prevented, or detected and corrected, on
a timely basis. A significant deficiency in internal control over compliance is a deficiency, or a
combination of deficiencies, in internal control over compliance with a type of compliance
requirement of a federal program that is less severe than a material weakness in internal control
over compliance, yet important enough to merit attention by those charged with governance.
Our consideration of internal control over compliance was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control
over compliance that might be material weaknesses or significant deficiencies. We did not identify
any deficiencies in internal control over compliance that we consider to be material weaknesses.
However, material weaknesses may exist that have not been identified.
The purpose of this report on internal control over compliance is solely to describe the scope of
our testing of internal control over compliance and the results of that testing based on the
requirements of the Uniform Guidance. Accordingly, this report is not suitable for any other
purpose.
Report on Schedule of Expenditures of Federal Awards Required by the Uniform Guidance
We have audited the financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of Town of Prescott
Valley, Arizona as of and for the year ended June 30, 2016, and the related notes to the financial
statements, which collectively comprise Town of Prescott Valley, Arizona’s basic financial
statements. We issued our report thereon dated November 30, 2016, which contained unmodified
opinions on those financial statements. Our audit was conducted for the purpose of forming
opinions on the financial statements that collectively comprise the basic financial statements.
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The accompanying schedule of expenditures of federal awards is presented for purposes of
additional analysis as required by the Uniform Guidance and is not a required part of the basic
financial statements. Such information is the responsibility of management and was derived from
and relates directly to the underlying accounting and other records used to prepare the basic
financial statements. The information has been subjected to the auditing procedures applied in the
audit of the financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to
prepare the basic financial statements or to the basic financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the schedule of expenditures of federal awards is fairly stated
in all material respects in relation to the basic financial statements taken as a whole.

Heinfeld, Meech & Co., P.C.
Flagstaff, Arizona
November 30, 2016
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TOWN OF PRESCOTT VALLEY, ARIZONA
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30, 2016
Federal Grantor/Direct
Grantor/Program Title
U.S. Department of Agriculture, Forest Service
Direct grant:
Cooperative Forestry Assistance
Total U.S. Department of Agriculture
U.S. Department of Justice
Direct grant:
Bulletproof Vest Partnership Program
Passed through Governor's Office for Children, Youth and Families:
Violence Against Women Formula Grants
Violence Against Women Formula Grants
Passed through Department of Public Safety:
Crime Victim Assistance
Passed through Arizona Criminal Justice Commission:
Edward Byrne Memorial Justice Assistance Grant Program
Total U.S. Department of Justice
U.S. Department of Homeland Security
Passed through Arizona Department of Homeland Security:
Homeland Security Grant Program
Homeland Security Grant Program
Homeland Security Grant Program
Homeland Security Grant Program
Homeland Security Grant Program
Total U.S. Department of Homeland Security
U.S. Department of Transportation
Passed through Arizona Governor's Office of Highway Safety:
Highway Safety Cluster:
National Priority Safety Programs
State and Community Highway Safety
State and Community Highway Safety
State and Community Highway Safety
State and Community Highway Safety
Total U.S. Department of Transportation
U.S. Department of Housing and Urban Development
Passed through Arizona Department of Housing:
Home Investment Partnerships Program
Home Investment Partnerships Program
Home Investment Partnerships Program
CDBG - State - Administered Small Cities Program:
Community Development Block Grants/State's Program and Non-Entitlement Grants in Hawaii
Total U.S. Department of Housing and Urban Development
U.S. Institute of Museum and Library Services
Passed through Arizona State Library, Archives & Public Records Department:
Grants to States
Total U.S. Institute of Museum and Library Services

CFDA
Number

Grantor's
Number

10.664

14CA-11031600-077

16.607

Bulletproof Vest Partnership

10,217

16.588
16.588

ST-WSG-15-010115-17
ST-WSG-15-010115-17Y2

107,540
98,804

16.575

2015-VA-GX-0032

16.738

DC-16-011

163,502
382,187

97.067
97.067
97.067
97.067
97.067

150514-01
150514-02
150514-03
150514-04
140520-01

6,103
5,265
8,106
20,875
3,398
43,747

20.616
20.600
20.600
20.600
20.600

2015-405d-018
2015-PT-033
2016-AL-033
2016-PT-031
2016-CIOT-014

2,105
3,012
10,885
7,757
2,985
26,744

14.239
14.239
14.239

306-15
310-15
302-16

55,507
275,000
1,425

14.228

CDBG

300,000
631,932

45.310

LSTA

8,770
8,770

Total Expenditures of Federal Awards

$

600
600

2,124

$

See accompanying notes to schedule.
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Expenditures

1,093,980

TOWN OF PRESCOTT VALLEY, ARIZONA
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30, 2016

NOTE 1 – BASIS OF PRESENTATION
The accompanying Schedule of Expenditures of Federal Awards (Schedule) includes the
federal grant activity of Town of Prescott Valley, Arizona under programs of the federal
government for the year ended June 30, 2016. The information in the Schedule is presented in
accordance with the requirements of the Uniform Guidance. Because the Schedule presents
only a selected portion of the operations of the Town, it is not intended to and does not present
the financial position, changes in net position or cash flows of the Town.

NOTE 2 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Expenditures reported on the Schedule are reported on the modified accrual basis of
accounting. Such expenditures are recognized following the cost principles contained in the
applicable Uniform Guidance, wherein certain types of expenditures are not allowable or are
limited as to reimbursement. Any negative amounts shown on the Schedule represent
adjustments or credits made in the normal course of business to amounts reported as
expenditures in prior years. Pass-through entity identifying numbers are presented where
available.

NOTE 3 – CATALOG OF FEDERAL DOMESTIC ASSISTANCE (CFDA) NUMBERS
The program titles and CFDA numbers were obtained from the federal or pass-through grantor
or the 2016 Catalog of Federal Domestic Assistance. When no CFDA number had been
assigned to a program, the two-digit federal agency identifier, a period, and the federal contract
number were used. When there was no federal contract number, the two-digit federal agency
identifier, a period, and the word “unknown” were used.

NOTE 4 – INDIRECT COST RATE
The Town has not elected to use the 10% de minimus cost rate as covered in §200.414 Indirect
(F&A) costs.
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TOWN OF PRESCOTT VALLEY, ARIZONA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2016

Summary of Auditor’s Results:
Financial Statements
Type of auditor’s report issued: Unmodified
Internal control over financial reporting:
 Significant deficiency(ies) identified: Yes
 Material weakness(es) identified: No
Noncompliance material to financial statements noted: No
Federal Awards
Internal control over major programs:
 Significant deficiency(ies) identified: No
 Material weakness(es) identified: No
Type of auditor’s report issued on compliance for major programs: Unmodified
Any audit findings disclosed that are required to be reported in accordance with §200.516 of
Uniform Guidance: No
Identification of major programs:
CFDA Numbers
14.239

Name of Federal Program or Cluster
Home Investment Partnerships Program

Dollar threshold used to distinguish between Type A and Type B programs: $750,000
Auditee qualified as low-risk auditee: Yes
Findings Related to Financial Statements Reported in Accordance with Government
Auditing Standards: Yes
Findings and Questioned Costs Related to Federal Awards: No
Summary Schedule of Prior Audit Findings required to be reported: No
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TOWN OF PRESCOTT VALLEY, ARIZONA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2016

FINDINGS RELATED TO FINANCIAL STATEMENTS REPORTED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS
Finding Number: FS-2016-001
Repeat Finding: No
Type of Finding: Significant Deficiency
Description: Internal Controls Over Revenues

CRITERIA
Management of the Town is responsible for maintaining complete and accurate accounting records
that collectively comprise the Town’s financial statements and present fairly, in all material
respects, the financial position, respective changes in financial position and the respective
budgetary comparison of the Town.
CONDITION
The Town incorrectly recorded, over several fiscal years, revenues related to development impact
fees and utility connection charges in the General Fund.
CAUSE
A change in processes in the Town's Community Development department was not communicated
to management. As a result, revenues were not always appropriately recorded or allocated to the
correct fund.
EFFECT
A prior period adjustment was required to record the revenues from prior years in the correct funds.
CONTEXT
Revenues in the Development Impact Fees, a major governmental fund, Pronghorn Ranch
Community Facilities District, a non-major governmental fund, and the Wastewater and PV Water
System Funds, both major proprietary funds, were understated by a total of $2,799,934, over a
five-year period.
RECOMMENDATION
The Town should perform annual comparisons of expected revenues to actual revenues recorded
to ensure that all revenues are recorded accurately and in the appropriate funds.
VIEWS OF RESPONSIBLE OFFICIALS
See Corrective Action Plan.
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TOWN OF PRESCOTT VALLEY, ARIZONA
CORRECTIVE ACTION PLAN
YEAR ENDED JUNE 30, 2016

FINDINGS RELATED TO FINANCIAL STATEMENTS REPORTED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS
Finding Number: FS-2016-001
Contact Person: William Kauppi
Anticipated Completion Date: Completed February 2016
Planned Corrective Action:
In early 2016 the Finance Division identified an issue regarding the allocation of permit fees when
payment was made via credit card. Every permit transaction going back to fiscal year 2004-05
was reviewed to ensure all affected transactions were identified. Aside from unrelated minor
discrepancies in previous years this issue began in fiscal year 2010-11. The bulk of the issue was
attributed to fiscal year 2013-14 and fiscal year 2014-15 (with those two years accounting for $2.4
million of the $2.8 million restatement).
The problem stemmed from a Community Development change in process for the issuance and
payment of permits. When issuing a permit the fund allocations were applied correctly in the
permitting system. Due to time constraints, the customer was sent to the cashier to pay for the
permit with a summarized sheet that showed the total amount due on the Town’s permit revenue
line instead of being split appropriately into various funds. After the cashier processed the
payment, the summarized sheet would be sent to Finance where the total credit and cash deposits
were checked on a daily basis to ensure they matched the bank deposits. The summarized sheet
matched the accounting records. This issue was not discovered sooner because the Finance
division received only the summarized sheet as a backup, and not the detail allocation from the
permitting system. Additionally, due to a decrease in permit activity from the downturn in the
economy it was not readily recognized until permit activity began to increase.
The Finance Division identified this error and brought the information forward to Heinfeld, Meech
& Co., P.C. in February 2016 to discuss what corrective action should occur. Since then, the
Finance Division worked with Community Development to receive the daily detail data from the
permitting system. The detail permit system data is now reconciled on a daily basis to the
accounting system and a journal entry is processed to move the revenues to the appropriate fund.
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