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To the Board of Directors of the
City of Newburgh Industrial Development Agency
Newburgh, New York

We were engaged to audit the financial statements of City of Newburgh Industrial Development Agency
as of and for the year ended December 31, 2007, however, we were unable to express an opinion on them.
As required by auditing standards generally accepted in the United States of America, we considered City
of Newburgh Industrial Development Agency’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 Agency’s internal
control. Accordingly, we do not express an opinion on the effectiveness of the Agency’s internal control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph
and would not necessarily identify all deficiencies or material weaknesses. However, as discussed
below, we identified certain deficiencies in internal control that we consider to be significant
deficiencies.

A control deficiency 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
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that
there is more than a remote likelihood that a misstatement of the entity’s financial statements that is
more than inconsequential will not be prevented or detected by the entity’s internal control. We
consider the deficiencies numbered 2007-01, 2007-02, and 2007-03 described below to be significant
deficiencies in internal control over financial reporting.

A material weakness is a significant deficiency, or a combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements will
not be prevented or detected by the entity’s internal control. We believe all of the significant
deficiencies described above are material weaknesses.
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2007-01 Preparing Financial Statements and Disclosures

Condition: The auditor is currently making adjustments to properly record certain
transactions, and preparing the financial statements for external reporting
purposes.

Criteria: The auditor cannot function as part of the Agency’s internal control system over

financial reporting. The auditor’s preparation of the financial statements and
disclosures would not be reported as a material weakness if the Agency’s had
internal controls in place to prevent, detect, and correct a potential misstatement
in the financial statements or notes.

Cause: Newly revised audit standards state that if the Agency does not implement
procedures to prevent, detect, or correct a potential misstatement in the financial
statements or notes, this deficiency constitutes a significant deficiency or
material weakness in internal control. The Agency relies on the external auditor
to prepare the financial statements and related disclosures, and to assist with
properly recording certain transactions.

Effect: The financial statements could be significantly misstated.

Recommendation: Although the independent auditor cannot be a part of the Agency’s internal
control, relying on the auditor to assist with preparation of the Agency’s financial
statements and help guide management through complex accounting standards is
acceptable under current prescribed standards.

2007-02 Management Oversight and Monitoring

Condition: The auditor found instances where oversight and monitoring by management
were not documented.

Criteria: Effective internal control over financial reporting requires management oversight
and monitoring to establish reasonable assurance that financial reporting is being
reliably and accurately completed. Documentation of this oversight and
monitoring is necessary to insure that this criteria is met.

Cause: These activities are often informal and performed as a part of the overall
management of the entity’s operations. Management’s close involvement in

operations will typically identify inaccuracies in financial data.

Effect: The financial statements could be significantly misstated without adequate
performance of oversight functions, which should be fully documented.
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Recommendation: We recommend that management formally document its review of all elements
of the financial data reflected in financial reporting. This would include but not
be limited to ledger account reconciliations, journal entries, trial balances, and
revenue and expense - budget to actual reports.

2007-03 Limited Segregation of Duties

Condition: The auditor found instances where segregation of duties was limited.
Limitations in control activities may be addressed through additional
management oversight.

Criteria: Segregation of duties relates to how various duties are assigned to different
people within the organization. Generally, the responsibility for authorizing
transactions, recording transactions, and maintaining custody of assets should
be assigned to different people so that no single person is in a position to both
perpetrate and conceal errors, irregularities or fraud.

Cause: Limited resources and personnel available contribute directly to the level of
segregation achieved. Another factor is the organizational structure and the
assignment of responsibilities within that structure.

Effect: The financial statements could be significantly misstated due to errors or
irregularities and fraud or misappropriation could occur and not be detected
without adequate segregation of duties and responsibilities.

Recommendation: =~ We recommend that management review the responsibilities of the
accounting department staff, as well as the duties actually being performed.
This review should focus on segregating the functions of authorizing
transactions, recording transactions, and maintaining custody of assets. As
part of this review, management should consider whether the current staffing
level is sufficient to achieve the desired internal control. It may be necessary
to hire additional staff.

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

Very truly yours,
) 7% g /7414«,4_[“/ c.
NUGENT & HAEUSSLER, P.C.

Nugent & Haeussler, P.C.



