City of Portland, Maine
Joint Finance Committee Meeting
Thursday, January 9, 2014
5:30 p.m., Room 209 City Hall

AGENDA

. Approval of Minutes from November 7 meeting.
Audit results for FY2013—Runyon, Kersteen, Ouellette

Update on Elementary Schools “Buildings for Our Future” recommended school
construction projects

Discussion of workplan and schedule for the Committee




Finance Committee
Meeting Minutes
Thursday, November 7, 2013

Attendees: Chair Anton, Vice-chair Duson, Councilor Mavodones, School Finance Committee
Chair Costa, School Finance Committee member Laurie Davis, City Manager Mark Rees, School
Chief Operations Officer Peter Eglinton, other staff and public.

Chair Anton opened the meeting—called to order.

1. Approval of Minutes for October 24 meeting—appr

2. Review and Recommendation on Appropria and Bond Authoriz

Property Acquisition.
Chair Anton recused himself from this item; Vi
Peter Eglinton presented the item, and public
Motion to recommended financi g of $3.155 milli
million in bond proceeds, along
a total of $3,600,333 to acquire, r

in for School

was taken.
and appropriation of $3.155

ter Pro ram.
blic comment and discussion.
ovember 21 was cancelled by consensus of the Committee.




CITY OF PORTLAND, MAINE
MEMORANDUM

TO: Chair Mavodones, Members of the Finance Committee
FROM: Ellen Sanborn, Finance Director @
DATE: January 5, 2014

RE: Year End Results for FY2013

The annual audit for 2013 is completed and your audit firm, Runyon, Kersteen Quellette
will be presenting the results at our January 9 meeting. They will guide you through
specific schedules. Ihave attached copies of the Auditor’s Report and Management
Letter in this package and will bring copies of the printed Comprehensive Annual
Financial Statements (CAFR) to the meeting for you.

In summary, our Unassigned General Fund Balance increased by about $3.4 million.
You will recall that this is a combined balance of City and School. As the attached
Schedule B-3 shows, the School portion of that increase is $162,000, with the remainder
being the City’s portion. Also attached is a worksheet showing the status of our
compliance with our Fund Balance Policy. With a Policy goal of 12.5% Unassigned
Fund Balance, we are at 13% as of June 30, 2013, which includes the Tax Rate
Stabilization amount of $1.55 million.

The Financial Statements show combined amounts for City and Schools and include
some non-budgetary transactions, so my comments may not match exactly what you see
on a statement.

Revenue (pg 36)

General fund revenues in total were over collected by $5.1 million. Keeping in mind
that many of these revenues have expenditure offsets, I estimate about $2.3 million of
that as “real” revenue not tied to expenditures. Excise Tax exceeded estimate by
$480,000, and we received a one-time settlement for interest on pension debt service of
$877,000. Various departments did better in revenue collections and I am hoping that
continues.

Revenues that have expenditure offsets include Social Services for general assistance
costs, Recreation and Facilities for School department maintenance expenditures, and
some Employee Benefits for charge backs to the School Department and Enterprise
Funds.

School revenue is shown on page 82 of the CAFR,




Expenditures (pg 36)

Total expenditures were about $170,000 under expended. The Health & Human Services
amount includes Socijal Services over expenditure of $1.8 million, which has revenue
offset but still reduces the total budget balance. Employee Benefits enjoyed a $1.1
million savings, $975,000 of which was in health insurance.

School expenditures are shown on page 83 of the CAFR.

More detail on individual departments, which is not reflected in the CAFR, can be
provided if you have specific questions about those.




City of Portland, Maine
Unassigned General Fund Balance

Budget
FY2009 FY2010 FY2011 FY2012 FY2013 FY2014
Total GF Budget 238,322,760 240,997,942 244,781,601 248,422 062 255242137 267,170,539
Less DS transfer (10,432,104) _ (10,742,450) (11,732,202) (31,217,262)  {11,930,019) {13,202,254)
Net GF Budget $ 227,890,656 $230,255452 $ 233,040,489 $ 237,204,800 $ 243,312,118 253,968,285
Unassigned Fund Bal (prev FYend)* 21,922,546 21,922,546 23,673,730 25,886,139 29,711,223 33,107,652
Percent of Net GF Budget (Policy Goal = 12.5%) 9.6% 9.5% 10.2% 11.3% 12.2% 13.0%
Unassigned General Fund Bal § 21,922546 § 21922546 $ 23,673,730 $ 26,886,139 $ 29,711,223
Increase (Decrease) 1,751,184 3,212,409 2118,813 2,547,322
Tax Rate Stabilization** 706,271 849,107

Ending Unassigned General Fund Bal

*exhibit 3, "Unreserved, Undesignated” prior to FY2012
**Established in revised Fund Balance Policy began in FY2012

$ 21922546 $ 23,673,730 3

26,886,139 § 29,711,223

$ 33,107,652 %
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B-3
CITY OF PORTLAND, MAINE
SCHOOL DPEPARTMENT
FUND BALANCE STATUS REPORT
For the Year Ended June 30, 2013

TOTAL
GENERALED ADULTED FOOD SERVICE  FUNDS

¥und balances, beginning of year:

Nonspendable Inventory $ - § - $ 48,170 § 48,170

Committed for subsequent years expenditure 128,990 - 324,952 453,942

Unassigned : 2,359,128 140,029 375,917 2,875,074
Total fund balance, beginning of year 2,488,118 140,029 749,039 31,377,186
Revenues and other financing sources in excess of

expenditures and other financing uses 162,942 25,170 (213,934) (25,822)
Fund balance, end of year $ 2,651,060 § 165,199 § 535,105 $ 3,351,364
Fund balances, end of year:

Nonspendable Inventory $ - 5 - % 24,026 $ 24,026

Committed for subsequent years expenditure 155,329 - - 155,329

Unassigned 2,495,731 165,199 511,079 3,172,009
Total fund balance, end of year $ 2651060 & 165,199 % 535105 § 3,351,364 -

Reconciliation of Revenue and Expenditure Status Reports to Change in Fund Balance:
Revenue Status Report, Schedule B-1 $ 87339344 § 1,490,151 § 3,070,141 $ 91,899,636

Expenditure Status Report, Schedule B-2 87,176,402 1,464,981 3,284,075 91,925,458

Net change in fund balance 3 162942 § 25170 §  (213,934) §  (25,82))
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Runyon Kersteen Ouellette ™ Certified Public Accountants and Business Consultants

Independent Auditor's Report

City Council
City of Portland, Maine

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-
type activities, the discretely presented component unit, each major fund, and the aggregate remaining
fund information of the City of Portland, Maine, as of and for the year ended June 30, 2013, and the
related notes to the financial statements, which collectively comprise the City’s basic financial
statements as listed in the table of contents.

Muanagement’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal contral relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We did not
audit the financial statements of the Portland Public Library, a compenent unit of the City of Portland,
Maine, which is presented as a discretely presented component unit. Those statements were audited by
other auditors whose report has been furnished to us, and our opinion, insofar as it relates to the
amounts included for the Portland Public Library, is based solely on the report of the other auditors. We
conducted our audit in accordance with 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 Generat of the United States. Those standards required that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement,

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of
the financial statements.




City Council
City of Portland, Maine
Page 3

The combining and individual fund financial statements and schedules are the responsibility of
management and were derived from and relate directly to the underlying accounting and other records
used to prepare the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic 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, tombining and individual fund financial statements and schedules
are fairly stated, in all material respects, in relation to the basic financial statements as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures applied in
the audit of the basic financial statements, and accordingly, we do not express an opinion or provide any
assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 6,
2013 on our consideration of the City of Portland, Maine’s internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards in considering
the City of Portland, Maine’s internal control over financial reporting and compliance.

December 6, 2013
South Pertland, Maine
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Runyon KBI"StEEﬂ DUB"EUIE ~ Certified Public Accountants and Business Consultants

December 6, 2013

To: City of Portland Finance Committee, acting as Audit Committee
Mark Rees, City Manager, City of Portland, Maine
Ellen Sanborn, Finance Director, City of Portland, Maine

City of Portland Department of Public Schools Finance Committee, acting as Audit Committee
Emmanuel Caulk, Superintendent, Portland Public Schools
Michael Wilson, Chief Financial Officer, Portland Public Schools

In planning and performing our audit of the financial statements of the governmental activities, the
business-type activities, the discretely presented component unit, each major fund, and the aggregate
remaining fund information of the City of Portland, Maine as of and for the vear ended June 30, 2013, in
accordance with auditing standards generally accepted in the United States of America, we considered
the City’s internal control over financial reporting (internal control) as a basis for designing auditing
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 the City’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the City’s internal
control.

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

Our consideration of internal control was for the limited purpose described in the first paragraph and
was not designed to identify all deficiencies in internal control that might be material weaknesses. In
addition, because of inherent limitations in internal control, including the possibility of management
override of controls, misstatements due to error or fraud may occur and not be detected by such
controls. Given these limitations during our audit, we did not identify any deficiencies in internal control’
that we consider materfal weaknesses. However,-material weaknesses may exist that have not been
identified.

During our audit, we became aware of several matters that are opportunities for strengthening internal
controls and operating efficiency. They have been identified as “Other Comments” in the attached
Schedule of Findings and Responses.




City of Poriland, Maine
December 6, 2013
Page 2

This communication is intended solely for the information and use of the City of Portland Finance
Committee and the Department of Public Schools Finance Committee (acting as respective Audit
Committees), management of the City and the Department of Public Schools, and others within the
organization. It is not intended to be and should not be used by anyone other than these specified
parties.

We wish to express our appreciation for the cooperation and assistance we received from the officials
and employees of the City of Porttand, Maine, including the Department of Public Schools, during the
course of our audit. We will review the status of these comments during our next audit engagement.
We have already discussed these issues with various City and School personnel, and we will be pleased
to discuss it in further detail at your convenience, or to assist you in implementing the
recommendations.

Very truly yours,




CITY OF PORTLAND, MAINE
Schedule of Findings and Responses

OTHER COMMENTS

City of Portland

Purchasing Cards

During our review of the purchasing card program for the City of Portland, we made a selection from the list of
all users. From our selection of 40 employees, we noted that 6 employees did not have signed agreements
maintained by the administrative secretary. To ensure proper tracking of purchasing cards, we recommend that
the City review their listing of purchasing cardholders and obtain agreements from the employees who do not
have one filed. This will ensure that each employee with a purchasing card has a signed agreement stating such.

Management’s response: Purchasing card agreements are now kept in a 3 ring binder book. Every time a new
card is issued, we notify the administrative assistant so that when the new card holder comes into the office to
receive his card he/she is signing a Purchasing Card User Agreement, This agreement is filed in the book. Twice a
year, we extract the cardholders' information from the Paymentnet software and compare the cardholders
name to the agreements fifed in the book. This will ensure that we do not miss any agreements.

Pay Rates

As part of the audit, we tested controls over the payroll process at the City of Portland. Our test included
verifying employee wage rates to authorized personnel transaction forms, City policies, and union agreements.
Of the 33 employees selected for testing we found 3 employees (each was a Manager of their respective
department) where the wage rate exceeded the rate specified in the Non-Union personnel policy that was
approved by the City Council. One of the three employees had a special merit increase which put his wage rate
outside the respective Council approved pay plan. Another employee had a personnel transaction form
approved by her supervisor and the human resources director which put her wage rate above the Council
approved pay plan. The final employee had cost of living adjustments which put his wage rate outside of the
Council approved pay plan.

We recommend that the City review its procedures and policies for determining employee wages. Any pay
exceeding the Council approved pay plan should be reviewed and approved by the City Council. We also
recommend that the City adjust their Non-Union pay plan to reflect cost of living adjustments.

Management’s response: The Pay Plan is known by management to be out of date for two reasons:

1. Several years ago, at the direction of the City Council, employees were given an across the board
increase while the pay plan was not similarly increased. Accordingly, a handful of employees’ salaries
exceeded the maximums of the pay plan. The City Council was aware that this was one of the results of
increasing pay without increasing the range.

2. An employee was given an increase that exceeded range maximum in order to retain the employee,

Management has attempted to address this by bringing in a compensation consultant. Council did not adopt the
consuftant’s recommendations. Management plans, in fiscal year 2014-2015, to update the pay structure.

10




CITY OF PORTLAND, MAINE
Schedule of Findings and Responses

Davis Bacon Compliance

As part of our testing of compliance with the Davis Bacon Act concerning the Airport Improvement Program, we
asked the City’s contracted engineer to attest to the fact that compliance with the Davis Bacon Act
requirements was being completed in a timely manner. When we received the response from the engineer, we
noted the review dates evidencing the engineer’s review of compliance were all the same, approximately two
weeks prior to us receiving the letter. The federal requirement for the Davis Bacon Act is that the certified
payrolls be reviewed promptly after completion of the work. When we spoke to the engineer, he provided
clarification in writing stating that the certified payrolls were reviewed within two weeks of receiving them and
in accordance with their firm’s policy, However, there is no formal process for documenting this review;
therefore, the exact date the payrolls were reviewed was unknown. We recommend that the City follow-up
with the engineer in the future to ensure that the Davis Bacon certified payrolls are being reviewed in a timely
fashion.

Management’s response: For all federal contracts requiring Davis Bacon Act compliance the Portland
International Jetport will require its consulting engineers to provide written confirmation indicating the certified
payrolls have been reviewed. The written confirmation shail be submitted to the Jetport within two weeks of
receiving the certified payroll and the confirmation will be attached to each project record copy of the certified
payroll.

Portland Public Schools

School Department - Purchase Order System Considerations

In testing supporting documentation for disbursements at the School Department, we noted that 16 out of the
160 disbursements tested had purchase orders that were created after receipt of the related invoice. Our
testing revealed that this was commonly done for small amounts, such as employee reimbursement for
classroom or meeting supplies, and less commaon for larger items such as student consultation services. We
would suggest that the School Department review its policy with respect to purchase orders, clarifying when
they are required, and whether aiternatives could be considered for small purchases, such as employee
reimbursements. Preparing a purchase order after an invoice has been received defeats the purpose of the
purchase orders, which is having the purchase pre-approved.

Management’s response: The purchasing policy was reviewed and revised, and in June 2013 (after the most of
the tested purchase orders were issued) was distributed to oll School employees involved in the Purchase Order
process. The revised purchasing policy includes clarifying language on when Purchase Orders are required, that
the Purchase Orders are generally required in advance and small dollar items do not need to go through the
Purchase Order process. Although some administrators like the level of detail available from the purchase order
system, we expect the use of after the fact purchase orders and purchase orders for small dollar purchases wilf
decline in 2014.




CITY OF PORTLAND, MAINE
Schedule of Findings and Responses

School Department — Credit Card Controls

The School Department has five active credit cards. Receipts are required to be submitted monthly by the users
and credit card statements are reviewed prior to payment. We tested controls applicable to these credit cards,
selecting a sample of 16 transactions, which represented three months of activity. We noted that one full
month’s worth of transactions were not accompanied by any type of invoices or receipts to support the
charges. The statement was reviewed and approved without any invoices being present, documentation of the
business purpose or documentation of the actual items purchased. As part of the review and approval process,
management should obtain and review all credit card statements and require supporting invoices and receipts
to ensure purchases were reasonable in the context of providing educational services.

Management’s response: The month without receipts was August 2012 and it is not clear why the receipts were
not attached to the credit card statement. The manager who approved the payment is no longer with the School
District. Since August 2012, the Controller or Staff Accountant are responsible for reviewing all monthly credit
card statements and ensuring that alf receipts are attached. If receipts are not included initially, the cardholder
is requested to provide the receipts before payment is made. We do not expect this to be an issue in Fiscal Year
2014 and subsequent years.

School Department — Activity Funds

As part of our annual audit, we selected four schools on a rotational basis and performed certain procedures
with respect to the individual student activity funds. These procedures included gaining an understanding of the
internal control procedures, and performing certain control and substantive testing. During this year’s audit, we
performed tests at the following locations: Deering High School, Casco Bay High School, Portland Arts and
Technical High School {PATHS), and King Middle School. Exceptions noted were as follows:

Deering High School — Qut of a sample of 40 disbursements, we found that 13 did not have an
approved voucher and 6 did not have an invoice to support the disbursement. A properly designed
system of internal control should be in place for processing cash disbursements. Not having an
approved voucher and/or invoice to support disbursements could result in theft or fraud and not be
detected in a timely fashion. We recommend that Deering High School conform to their internal control
processes in the future by only approving and disbursing funds for which an approved voucher and
invoice are readily available.

Casco Bay High School — Out of a selection of 40 disbursements that we chose for testing we found that
3 did not have supporting documentation. We also noted that in one instance the only supporting
documentation was a hand-written note asking for reimbursement without any invoice or other receipt’
to support the amount requested. For the receipting process, one individual is performing all the
procedures, such as taking in funds, entering information into the accounting software, and physically
depositing the funds into the bank. A lack of segregation of duties allows for a greater opportunity for
human error or misappropriation of funds. We recommend a separate individual take in the funds and
prepare the receipt while another individual enter the deposit into the system and take it to the bank.

¥




CITY OF PORTLAND, MAINE
Schedule of Findings and Responses

Management’s response:

Deering High School - We have begun internal audits of activity funds and have provided training to staff
involved with activity funds where necessary. We will emphasize the importance of retaining invoices with
Deering High School administration. During Finance’s next annual review of the Deering High Schoof activity
fund we will review the procedures and filing approach for activity fund disbursements in detail. it should be
noted that during the year Deering High School staff assumed the responsibility for bookkeeping for the Booster
funds and moved from a paper based ledger card system to QuickBooks for tracking and monitoring transactions
in both the Activity Fund and Booster accounts. These important initiatives were carried out by existing staff and
may have contributed to less than normal diligence around filing and retaining invoices in support of Deering
High Schoaol activity fund disbursements.

Casco Bay High School - We will emphasize the importance of retaining invoices with Casco Bay High School
administration. During Finance’s next annual review of the Casco Bay High School activity fund we will review
the procedures and fifing approach for activity fund disbursements in detail. Regarding the lack of segregation
of duties; this recommendation may be hard to implement due to the limited number of office staff at Casco Bay
High School. Many times, there is only one person in the Casco Bay High School office. Finance will review this

_recommendation with Casco Bay High School administrative staff and determine if there is a practical way to
implement the proper control procedures without incurring additional costs.
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