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We have audited the financial statements of the governmental activities, the business-type activities, each major
fund, and the aggregate remaining fund information of the City for the year ended June 30, 2009 and issued our
report thereon dated February 26, 2010. Our opinions on the financial statements and this report, insofar as they
relate to the Quincy Contributory Retirement System, are based solely on the report of other auditors. In planning
and performing our audit of the financial statements of the City of Quincy, Massachusetts (the City) as of and for
the year ended June 30, 2009, 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 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 City’'s internal control. Accordingly, we do not
express an opinion on the effectiveness of the City’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 in internal control that might be significant deficiencies or material
weaknesses. However, as discussed below, we identified certain deficiencies in internal control that we consider
to be material weaknesses.

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.

A material weakness is a significant deficiency, or 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 have identified these findings in the material weakness section of this report.

During our audit we also became aware of several matters that are opportunities for strengthening internal
controls and operating efficiency. The memorandum that accompanies this letter summarizes our comments and
suggestions concerning the material weakness and other matters.

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

Yy

February 26, 2010
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Management Letter Summary

The management letter is divided into four different sections.

The Material Weakness section contains our follow up commentary on prior year findings that were defined as a
significant deficiency, or 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.

The Significant Deficiency section contains our follow up commentary on prior year findings that did not rise to the
level of a material weakness. 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.

The Other Matters section contains our follow up commentary on minor internal control deficiencies.
The Quincy College section relate to the operations of the College.

The City will need to respond to the findings of the management letter with a corrective action plan on how these
findings will be eliminated in the future.



Material Weakness



INADEQUATE DESIGN OF INTERNAL CONTROL OVER THE PREPARATION OF FINANCIAL STATEMENTS
BEING AUDITED

Previous Comment

It is the City’s responsibility to design the internal control procedures that will result in the timely preparation of the
financial statements. The underlying problem is that there are no documented processes that allow City staff to
convert the budgetary ledgers into financial statements that are in compliance with generally accepted accounting
principles (GAAP).

The following matters were noted during our audit of the City for the fiscal year ended June 30, 2008. Overall our
comments in this section relate primarily to control deficiencies that we believe should be regarded as material
weaknesses in internal accounting control.

1. Ineffective oversight of the City’s financial reporting and internal control by those charged with
governance.

2. Restatements of previously issued financial statements to reflect the correction of a material misstatement
for transactions incorrectly recorded during fiscal year 2007.

3. ldentifications by the auditors of material misstatements in the financial statements for the period under
audit that were not initially identified by the City’s internal controls.

4. Management did not have a documented plan on how to present the newly established water and sewer
enterprise funds.

In July of 2008 we performed our audit planning work for the City’s annual audit and, in agreement with
management, we scheduled the year end audit work. We provided the staff with an audit manual that explained
the audit adjustments that were needed to convert the budgetary ledgers into GAAP financial statements. Shortly
after beginning the year end audit work it became clear that these year end adjustments were not ready. We
believe that if the internal control process was documented and if the staff had completed these adjustments in
the past this finding would not be valid. The following is a summary of the most significant issues:

e The Treasurer's cash and investment balances were not properly reconciled.
e The activities for all water and sewer enterprise funds were not segregated for the new presentation.
e Capital assets activity was not prepared.

o GAAP adjustments for workers compensation, compensated absences, other post employment benefits
and other similar adjustments were not prepared.

This year’s closing process was marked by confusion, delays, and problems caused by miscommunication among
the accounting personnel. For instance, some important procedures were not performed on time while others
were performed too early in the process. The result was delay in producing financial reports needed by
management and the auditors. These adjustments should be assigned to specific staff and completed as part of
their daily responsibilities.

Previous Recommendation

In order to strengthen internal control over financial reporting, we recommend that management re-evaluate the



roles and responsibilities of the accounting and finance departments to ensure that the books and records of the
City are being maintained in accordance with internal policy and with legally prescribed external requirements.
The formal design and documentation of a system of internal controls over the preparation of financial statements
with specific deadlines and assignment of responsibilities is needed to eliminate this finding. The Director of
Municipal Finance should be designated as the City’'s staff responsible for the completion of the financial
statements.

We believe that the year-end closing will proceed more quickly and smoothly by developing a logical order for
closing procedures and assigning responsibility for completing the procedures to specific personnel. The closing
procedures should be documented in a checklist that indicates who will perform each procedure and when
completion of each procedure is due and is accomplished.

Status — Partially Resolved

During the year, the City reallocated existing resources within the financial reporting area, and hired a new
Treasurer/Collector with significant experience in Treasury operations. The result culminated in the City’s ability
to close the books on a more timely basis for FY2009. Although the City was able to produce its budgetary basis
financial statements more timely it could not complete the GAAP accruals necessary to convert the financial
statements from the UMAS basis of accounting to GAAP in the same time frame; however, there was marked
improvement in the quality of the GAAP accruals once completed.

Despite the progress made, we note that management went through the closing process without a clearly defined
strategy or a documented methodology to start and complete the task. As noted previously, the lack of such
documentation could result in material misstatements. We consider the material weakness described above to be
valid for FY2009.

INDIRECT COST ALLOCATION

Previous Comment

Prior to FY2008, the City only had one enterprise fund and the indirect costs were set by legislation on a specific
dollar amount with the Quincy College Enterprise fund. Therefore for budgetary purposes there was little need to
have a full blown indirect cost allocation plan.

In FY2008, the City established enterprise funds for both the water and sewer activities. The general fund
provides services and pays for certain fringe benefits for its enterprise operations. It is sound business policy to
complete a cost allocation plan to charge the enterprise funds for their share of these costs. Any cost allocation
plan is designed to consistently estimate each cost center’s share of services provided to it by another cost
center. The department being charged must be receiving a benefit from the services provided in order to be
charged. The charge cannot be disproportionately allocated to one department.

The methodology used in FY2008 to charge overhead costs and fringe benefits to enterprise funds was not
adequately documented. The City used the budget of the water and sewer fund compared to the total City budget
as the basis of all indirect costs being allocated. This resulted in a flat rate of 7.1% for sewer and 5.0% for water.
These rates were used to allocate general fund costs, such as auditing and treasury, to the enterprise funds. The
allocation of these charges to the overhead departments is proper however the City also charged the Police and
Fire departments.

The allocation of 12.1% ($4.5 million) of the police and fire expenses to the water and sewer charges violates
standard cost accounting principles since there is no rational relationship of the value of services provided to the



actual cost. This is a material weakness in the design of the cost allocation plan. The result of this erroneous
allocation is that the fund balances of the enterprise funds are decreased and the general fund is increased.

The City is also using the direct charges to an overhead department as the allocation base. A proper cost
allocation plan would “fully load” an overhead department with all of its costs to calculate the allocation base. For
instance, the City Auditors department is an overhead department and it is proper to allocate a share of its cost to
the enterprise funds. The costs now being charged are based on budgeted expenditures such as salaries and
other direct costs. It does not include the cost of health insurance, pension expense, a utility charge, telephone,
custodial and similar costs. By not fully loading these overhead departments the net result is that the enterprise
funds are being undercharged and the general fund is subsidizing their operations.

The use of the simple allocation method of the percentage of the total expenditure budget may not be the most
accurate methodology to use for the allocation of cost for each department. Some expenditures may be better
allocated using a different basis. For example, the normal allocation basis for building expenses is determined by
the square feet occupied by a department in relation to the total square feet of the building. The City needs to
examine whether the current method provides the best results.

As part of the overall allocation, the City allocated certain charges that are considered direct expenses and not
indirect costs. The most accurate way to charge an enterprise fund is to budget as many direct expenses in that
fund and not rely on an estimated allocation. These expenditures include health insurance, pension, debt service
and shared employees. The City should consider the benefit of budgeting as many direct cost in the enterprise
funds.

A properly designed cost allocation plan would be a City-wide plan that encompasses all departments. The plan
would document the basis for all charges to be allocated and at the same time would fully load the overhead

departments for a more accurate allocation. The City currently does not have such a plan in place.

Previous Recommendation

Indirect costs should be apportioned by a systematic and rational allocation methodology that is documented in a
City-wide cost allocation plan and approved each year.

The plan documentation should identify all fringe benefits and overhead departments that support each enterprise
fund. The plan should document the direct and indirect charges used to calculate the allocable cost of the
overhead department. The plan should document the appropriate base to allocate the specific cost. For
example, the cost of processing payroll is allocated based on the percentage of the number of employees in a
department to total City employees. The plan should identify costs that can use actual direct charges for specific
expenses. This can be used for the employer share of health insurance where the specific premiums and
employees can be determined. The plan should require a year-end reconciliation of the estimate budgeted
allocation to the actual results of operations. A policy should be established to adjust for material variances.

The benefit of implementing these recommendations will be the assurance that the general and enterprise funds
are not subsidizing each others operations and that the City has a documented sound policy that can be used to

balance future budgets.

Status — Partially Resolved

We reviewed the allocation for charges to the water and sewer enterprise funds and found that the police and fire
charges were eliminated and that debt service was budgeted directly in each fund. There was a marked
improvement in the cost allocation plan which provided a reasonable allocation of indirect cost for the enterprise



funds; however, it still fell short of our recommendation that the City-wide cost allocation plan be based on a
methodology that is documented and approved each year.

ENERGY PERFORMANCE CONTRACT AND CAPITAL LEASE

Previous Comment

In May 2007, the City entered into an energy performance contract for approximately $32 million which is being
funded through a capital lease. The underlying concept for this type of project is that the upgrades, repair and
replacement of equipment, buildings and systems will result in energy savings which over time will cover the cost
of the capital lease and maintenance costs. The contract contains provisions that guarantee the savings
performance. The execution of the contract occurred in FY2007; however the majority of work and expenditures
occurred in FY2008.

Honeywell International provided both the capital lease financing and contracting in accordance with the
agreement. The capital lease agreement required the funds to be deposited in an interest bearing escrow
account and had a payment schedule to Honeywell Building Solutions. The actual work performed and the
acceptance of that work by the City did not factor into the payment terms.

Our finding of a material weakness in internal controls over financial reporting relates to the lack of any
accounting for the funds and the required restatement of the FY2007 financial statements. The following findings
are the most serious accounting deficiencies:

e Although the contract was executed in May of 2007, the City did not budget for the $1.4 million scheduled
lease payment due in FY2008. This created a deficit that required a stabilization fund transfer to fund the
appropriation.

o The City paid the lease payment prior to the appropriation order in May 2008; however the cash
transaction was intentionally left off the cash book and the accounting ledgers until the appropriation was
voted. Not recording a transaction when it occurs could be considered fraud in a financial statement.

e The FY2007 financial statements properly recorded the capital lease liability but reported a $32 million
capital asset in error. The City did not record the funds on deposit with the escrow agent, the interest
earnings and the payment to Honeywell Building Solutions. This required a restatement of the fund
based and government-wide financial statements due to the correction of this error.

e In FY2008, the City did not capitalize the costs of the work performed and did not record the activity of the
escrow account. These amounts were proposed as audit adjustments and now properly reflected in the
financial statements.

e The agreement includes a provision for long-term maintenance, with annual payments, that are tied into
the performance guarantee. Although we are aware of performance issues being discussed between the
City and Honeywell, we did not see a provision in the FY2009 budget for the scheduled payment.

Once this contract was signed, the City was responsible to account for this on the ledger and needed to
determine the proper budgetary considerations, ledger reporting and financial statement treatment.

In addition to the accounting deficiencies, we have become aware of other matters of concern. We are not aware

of a plan of action to monitor the performance of contract or one that determines whether the actual value of the
work performed matches the contractual value.
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The contract contains Schedules of Savings and various Measurement and Verification Plans which were devised
to determine if the projected savings did in fact occur. We are not aware of any reports that have been made
available to the City or performed by the City that calculates the savings. We believe that the lack of this
information hinders management’s ability to budget in the future and does not allow them to measure actual
performance against the contractual guarantee.

Previous Recommendation

We recommend that before the City executes a contract of this magnitude and complexity, an internal evaluation
and plan of how the City will monitor the performance of the contract, value the work performed, determine the
budgetary impact of the scheduled expenditures and develop a plan to account for the activity on the ledgers.

We recommend that the City consider the implication of intentionally not recording any activity for the purposes of
not disclosing the transaction.

Status — Partially Resolved

This type of contract does not recur annually and therefore many of our prior findings do not relate to FY2009
activity; however, there are many issues related to the contract that need to be resolved. We are aware that City
management has placed a high priority on resolving any contractual issues related to the lease.

The lease agreement required that an escrow account between the City and Honeywell be established. As of
June 30, 2009, the escrow account contained $1,138,000 of unspent capital lease proceeds and $724,000 in
interest income. The unspent lease proceeds are currently unencumbered and can be used for any capital
purpose originally authorized for this lease. The City should include these funds as part of its capital plan and
draw down the funds in accordance when needed. The interest income cannot be spent on capital purposes and
belongs in the General Fund as a local receipt. Subsequent to year end the City included the interest income as
a local receipt in the FY2010 tax recapitulation sheet.

During FY2009, the City has recorded the necessary activity in MUNIS.

RECONCILIATION OF CASH AND INVESTMENTS

Previous Comment

The Treasurer's and Auditor’s Office is responsible for completing timely reconciliations of the activity and
balances of the cash and investments. We believe this function is the most important element of the overall
internal financial controls of the City. The lack of a complete and timely reconciliation is considered a material
weakness.

Internal control procedures should be designed in a manner that ensures all activity is recorded in the cash book
prepared by the treasurer as the transactions occur. At the same time as the activity is being posted to the cash
book a corresponding posting would be made to the general ledger maintained by the Auditor’'s department. The
cash book balance and the general ledger cash balance should match at all times. At the end of each month the
Treasurer would complete a reconciliation between the cash book and bank statements. The Treasurer and
Auditor would then reconcile the cash book and general ledger.

For the City of Quincy, there is a process that reconciles the Auditor’s general ledger balance with the cash book

on a timely basis each month. This process is not considered a material weakness. The Treasurer's department
does not maintain a sound internal control process to complete the reconciliation between the cash book and the
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bank statements. This is considered a material weakness. As of the date of this letter the June 30, 2008
reconciliation was not finished. Some of the more serious deficiencies include:

e The cash book is maintained on an excel workbook and we believe it is not designed to efficiently allow
for the bank to book reconciliation.

e Transfers between bank accounts are entered in a manner that does not allow for verifying that the
transfer in matches the transfer out.

o We found that the documentation supporting the bank to book reconciliation was insufficient.

e We found a significant number of old reconciling items were carried from month-to-month without
resolution.

e We found that the actual process of completing the reconciliation was not prioritized and therefore was
not performed timely.

e We could not verify that a complete reconciliation was prepared at any time during FY2008.

e As noted earlier, we found that capital lease payments were not posted to the cash book until May 2008
even though the cash was disbursed several months earlier.

e Old outstanding checks are not investigated on a timely basis and not transferred to tailings.

o We are not aware if the City has evaluated the purpose for each bank or investment account.

e There are specific accounts related to trust funds that do not appear to match the corresponding balance
in the Trust.

The lack of a timely reconciliation of the cash book increases the risk that errors will occur and not be detected
and corrected.

Previous Recommendation

We believe the current process to reconcile bank accounts is inadequate to allow management the ability to
review them. The reconciliation does not always specifically describe the reason for the reconciling item, the
format is difficult to follow and some accounts are never reconciled.

We recommend a new reconciliation process be formalized that utilizes the capabilities of the new management
and accounting software being installed (QuickBooks in FY2009). Any outstanding reconciling items other than
the normal deposits in transit, current outstanding checks and other timing differences must be adjusted before

implementation.

At present, the City maintains numerous checking, savings and investment accounts. Many of the accounts were
established for narrow purposes and have few transactions and small balances. We recommend that
management periodically review the functions of all bank accounts to determine whether they are necessary.
Only the minimum number of bank accounts consistent with operating requirements should be established.
Numerous bank accounts result in complexity and inefficient administration. The time needed to record
accounting transactions could be reduced if the Treasurer eliminated or combined bank accounts.

12



We recommend that the Treasurer’s Office complete the task of reconciling the trust fund accounts to the
balances in each respective trust.

Process and procedures should be documented and the Director of Municipal Finance should work with the
Treasurer and Auditor to assign the staffing responsibilities to maintain the cash book and reconcile the balances.

Status — Partially Resolved

The City hired a new Treasurer during FY2009 and, as a result, many positive changes in operations and internal
controls have occurred. We noted that significant progress was made in reducing the number of bank accounts
and in reducing the numerous long-standing reconciling items.

During the 4" quarter of FY2009, the Treasurer’s office purchased and implemented the use of QuickBooks on a
limited basis. To ensure that the QuickBooks application was functioning as designed the Treasurer maintained a
parallel system that involved the use of the legacy spreadsheet reporting model. The intention is to abandon the
spreadsheet model in FY2010; however, as of the date of this letter, that has not occurred.

The majority of the comment from the prior year remains materially unchanged due to the fact that for a majority
of FY2009 the same system existed. Most of the positive changes listed above are expected to be realized
during FY2010.

PREPARATION OF THE SCHEDULE OF FEDERAL AWARDS

Previous Comment

The City is responsible for preparing the Schedule of Expenditures of Federal Awards (SEFA) each year in
accordance with the Single Audit Act and OMB Circular A-133. The SEFA is required to list the amounts of all
federal funds expended by the City and indicate whether it was a direct award or a pass-through award, the pass-
through entity, the correct Catalog of Federal Domestic Assistance Number (CFDA) and the program title. The
City expends approximately $20 million in federal funds each year from a variety of programs. The accounting
ledgers are set up to track the federal funds separate from other funds; however, we found some federal and
state grants recorded in the wrong funds.

The Auditor’s Office could not provide us with a completed SEFA which is a material weakness in internal control
over financial reporting and compliance. The completion of this document is of critical importance as the failure to
properly prepare a SEFA could lead errors in the federal reports and increased granting agency oversight.

Previous Recommendation

We recommend the City devise a plan to prepare the SEFA for inclusion in the federal compliance report in
accordance with the Single Audit Act.

Status - Resolved

The Director of Municipal Finance established a reporting procedure that is linked to the MUNIS. Our audit work
reveals that the City substantially captured all of the federal expenditures for FY2009. We consider this matter
resolved.

13



POLICE AND FIRE DETAIL FUND DEFICITS

Previous Comment

The City maintains an agency fund for both the police and fire private details. These funds are allowed by law
and are designed to act as a conduit between private businesses and the city public safety personnel where the
business pays for 100% of the cost of the detail worked. The business also pays a 10% administration fee that is
general fund revenue. The only way the fund can be in a deficit position is if the business does not pay or if the
fund is charged for an internal detail.

At June 30, 2008 the police detail fund has a cash deficit of ($875,000) and the fire detail fund has a cash deficit
of ($125,000). This deficit has been allowed to grow over the years and the City has taken not action to resolve
the deficit or change procedures. The magnitude of the deficit and inaction by the City has made this finding a
material weakness.

Both the police and fire departments bill the businesses and there is several hundred thousand in uncollected
receivables outstanding at June 30, 2008. The ($1.0) million dollar cash deficit will be reduced as these
outstanding receivables are collected in FY2009; however they are not sufficient to cover the entire deficit. We
estimate that actual deficit will be in the ($400 - $700) thousand dollar range. This deficit must be raised by the
general fund.

Based on our discussion with the police, fire and City staff they all agree there needs to be a new system
established which would include aggressive collection policies.

Previous Recommendation

We recommend the actual deficit for June 30, 2008 be determined and the deficit be covered by the general fund.
A new standard set of procedures need to be developed to define the roles and responsibilities of each
department so that the fund can be constantly monitored to prevent future deficits.

Status — Partially Resolved

During the later part of FY2009 and early FY2010, the City worked to implement a new system of billing and
collection. Full benefits of the new system are expected to be realized during FY2010.

The new system does not address the permanent deficit in these funds. At June 30, 2009 the police detail fund
has a cash deficit of $948,000 which is an increase of $73,000 over the prior year. The fire detail fund has a cash
deficit of $125,000 which is a decrease of $2,000 over the prior year. The magnitude of the deficits and inaction
by the City has made this finding a material weakness. The City can only support $330,000 in collectible
accounts receivable that includes the 10% surcharge which is general fund revenue. Therefore the estimated
permanent deficit would be approximately $775,000. This can only be an estimate because the City was not able
to produce a proper year-end cutoff of payroll, billing and collection activity.

14



Significant Deficiencies
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INTERNAL CONTROL POLICIES AND PROCEDURES MANUAL

Previous Comment

We noted that most departments do not maintain a formal internal control policy and procedures manual
documenting day-to-day processing and controls. The City is at risk if critical tasks cannot be completed due to
an extended or unforeseen absence. A formal internal control policy and procedures manual will assist each
department head in the training of new departmental employees thereby reducing the amount of time required
away from the daily departmental operations.

Previous Recommendation

We recommend that each department head develop an internal control policy and procedures manual that
includes proper reviews and approvals by management. The document should be written with sufficient detail to
allow a new employee the ability to complete the task by reviewing its respective directions. This document
should be updated for any system or policy changes. A master manual of all procedures should be maintained
and stored in a secure location. In addition, all department heads should be familiar with all policies and
procedures within their office and be able to complete all necessary tasks in order to sufficiently train employees.
The City should consider using the MUNIS documentation as a primary source of how all processes should be
documented.

Status - Unresolved

We are not aware of any significant progress on this matter.

ESTABLISH AN INTERNAL AUDIT DIVISION

Previous Comment

The City does not have an internal audit function. We believe that the City has grown to a size and complexity
that warrants consideration of an internal audit function. Internal auditing is an independent appraisal activity
within the City for the review of accounting, financial, and other operations. The overall objective is to carry out a
program of tests of the City’s financial and operational activities and transactions to provide management with
information about the effectiveness (and efficiency) of established accounting and operational policies,
procedures, and controls, and the extent to which they are being followed. In the course of gathering such
information, the reliability of accounting and other data generated within the City may be evaluated. Another
objective is the prevention and detection of fraud through the performance of audit tests and procedures.

Establishment of an internal auditing function could result in substantial benefits to the City in terms of
strengthened internal control and increased efficiency. Some benefits of an internal audit function are as follows:

e Strengthening the City’s internal controls over assets and increasing the reliability of the accounting
records.

e Reducing the time spent by management in the development of City procedures.

e Increased assurance that City policies are being adhered to and that departmental procedures and
controls are being reviewed objectively.
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e Ensuring that each department is accounting and reporting in a consistent manner and that they are
operating in accordance with management’s wishes.

e Making procedural reviews to determine that the various departments are operating efficiently.
e Providing an excellent training ground for future secondary and top management positions.

Previous Recommendation

We recommend that management evaluate the costs and potential benefits of establishing an internal audit
function.

We offer the following items for the internal auditor, once hired, to take into consideration when implementing the
internal audit function:

e Meet with the City Council and senior management to obtain a clear idea of their expectations for the
internal auditor, including an assessment of the most significant risks the City faces and problems the
auditor should address. The internal auditor would also establish expectations of those parties’ support of
the internal audit function and that they will promote the internal audit function, and require cooperation,
throughout the City.

e Obtain and review the City’s written policies and procedures, including those relating to management'’s
responsibilities in managing the City.

o |dentify the departments, locations, processes, and operations (including IT) that will be subject to internal
audits.

o Meet with department heads and operations (including IT) managers to gain an understanding of their
concerns and the risks they face.

¢ Meet with the independent auditors and review their communications to identify internal control issues or
deficiencies they may have identified and to learn their perspective of the risks the City faces.

e Assess the internal and external risks the City faces.

e Develop a charter for internal audit that includes a description of its objectives, authority, independence,
responsibility and scope of work.

e Develop an internal audit plan, based on the risk assessment and requests from the City Council and
management.

e Develop a budget for internal audit, including personnel and travel, if necessary.

e Develop a staff training plan, if applicable.

e Establish a reporting channel and process for following up on recommendations in internal audit reports.
We believe that this blueprint can demonstrate the City’s commitment to the internal audit function, convey the

City’s expectations of the internal auditor and serve as a guide to the auditor in meeting those expectations. The
City can obtain free guidance (such as sample internal audit charters) and information about resources on
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establishing an internal audit function from the Institute of Internal Auditors’ website at www.theiia.org (select the
“guidance” tab).

Status — Partially Resolved

The City has restructured its financial management team and has clearly provided for an audit function separate
from the financial operations. We believe this finding is still valid and is being presented again as an informational
comment that can be used a guide to the new auditor.

FORMALIZE CAPITAL ASSET REPORTING

Previous Comment

The City previously relied on the prior audit firm to maintain its capital assets and only provided the prior auditors
with a listing of additions and deletions. We believe that methodology does not place the responsibility for the
accuracy of the capital assets on management. As part of our audit we found that the assets acquired from the
Honeywell lease was misstated by approximately $32 million. We also found that the amount capitalized for
water and sewer infrastructure was less than the debt issued to construct those assets which required a $21
million restatement of capital assets.

The City has not implemented procedures to account for and audit fixed asset additions, deletions, disposals or
transfers on a timely basis. In order to maintain a complete and accurate fixed asset listing the City needs to work

on developing procedures to facilitate accurate capital asset reporting.

Previous Recommendation

After year end, the City hired a consultant to assist them in implementing a new system to maintain the capital
assets on purchased software. We recommend that management take on the responsibility to develop and
implement procedures to track additions, deletions, disposals and transfers of fixed assets so that the proper
adjustments can be made to the general ledger on a timely basis.

Status — Partially Resolved

Our audit procedures indicate that management has a mechanism in place to capture the material capital
expenditures. As a result, the City was able to provide us with a list of expenditures that the City intended to
capitalize; however, management did not compile the listing until year end. This increases the risk of material
misstatement.

We continue to recommend that management refine the process so that the capital asset reporting process is a
regular and year round process. In the prior year the deficiencies were considered a material weakness.
Although the City now has a process in place to ensure that the financial statements are not material misstated in
this regard, we do believe that the infrequency in making the necessary transaction is in itself a significant
deficiency.

18



Other Matters

19



FINANCIAL CONDITION

Previous Comment

The City’s financial condition has significantly deteriorated over the last several years. If this condition is not
reversed the City’s ability to provide essential core services will be adversely effected.

At June 30, 2008 the City only had $4.2 million in undesignated fund balance in the general fund. Over the past
several years, the City has experienced continued general fund budgetary losses. These actual losses would
have been greater if not for transfers in from other available sources such as special revenue fund accounts
reserved for appropriation, the stabilization fund and an over-allocation of indirect costs to the water and sewer
enterprise funds. The Stabilization Fund is down to $8.0 million and an addition $3 million is needed in FY2009 to
cover the water and sewer enterprise deficits. Based on the review of the FY2009 tax recapitulation report, the
City’s reserves and additional resources have been essentially depleted for a community the size of Quincy.
Considering these facts and the taxing limitations of proposition 2 Y%, the City has had and currently is left with a
structural operating deficit going forward.

A structural deficit is when a fund’s normal recurring revenues are not sufficient to cover the normal recurring
expenditures. The use of reserves to balance a budget should be limited to funding capital expenditures,
unexpected events such as a significant drop in revenue or an emergency expenditure of funds.

The demands of balancing the FY2007 and FY2008 budgets along with limiting the increase in real estate taxes
have led to aggressive revenue projections which fell well short of projections. Revenue shortfalls reduce fund
balance and free cash which undermines the City’s financial position.

The Commonwealth is currently expected to significantly cut local aid in FY2009 and the foreseeable future.
These cutbacks will require adjustments for future budgets to absorb the impact of these cuts.

We feel that the full impact of these financial issues will have a significant effect on the City in FY2009 unless
structural changes are made to increase revenues or decrease expenditures.

Previous Recommendation

The City can address the current financial situation by (1) monitoring the fiscal year 2009 budgetary results on an
ongoing basis and making adjustments, as necessary, to decrease expenditures if revenues fail to meet
projections and to ensure that expenditures do not exceed appropriations except as allowed by law and as
absolutely necessary, (2) by preparing future budgets using reasonable expenditure projections which can be
funded by conservative, recurring revenue streams, (3) consider permanently reducing staffing levels and other
discretionary expenditures, and (4) consider implementing a revenue enhancement program for either increased
charges or new fees.

Some of the areas that the City should look to increase budgetary revenues in the near-term would be in the
collection of outstanding receivables. Although the City has been actively pursuing the outstanding tax title
properties, we noted several outstanding balances that, if acted upon and collected, could improve cash flows and
help the City to meet or exceed revenue projections.

To help secure the City’s financial future and prevent similar situations, the City can implement fund balance and

reserve policies. A fiscal policy should include a plan to rebuild the City’s stabilization fund and to rebuild and
maintain the unreserved fund balance of the general fund. It should stipulate when reserves can be used, and
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define a range of the minimum and the target level that fund balance will be maintained. Rating agencies
recommend a minimum balance of undesignated reserves of 5% of annual expenditures.

Status — Partially Resolved

The City has addressed many areas that led to the financial condition but we believe that there is still a general
fund structural deficit as the City continues to draw down reserves to balance the budget. The general fund
experienced a decrease of over $3,200,000 in FY2009 and ended the year with only a $3,800,000 fund balance.

REVENUE ENHANCEMENTS

Previous Comment

One of the possible solutions to the City’s structural deficit is to increase revenues. Revenue enhancement can
come in the form of increased collections of amounts already due, new fees, new grants and contributions,
increased rates for fees and licenses, payment in lieu of tax agreements, internal control changes to current
operations and other initiatives. We are not aware of a City policy that requires the periodic review of collection
procedures, timing of requests for reimbursements, rate structure for fees, loss of potential revenues due to policy
or controls, or new revenues.

We noted that the unpaid tax lien account at June 30, 2008 was $4,260,000 and this amount does not include
penalties and interest. Dedicating additional resources to the collection process can produce immediate positive
results.

Many communities across the state have implemented trash fees to recover a portion or all of the costs
associated this service. Again, the City may want to evaluate the feasibility of new fees.

Previous Recommendation

Our recommendation for revenue enhancement is meant to suggest that the City may benefit through the
evaluation of potential new or increased revenue sources and an expedited collection processes as a means for
addressing the City’s financial shortfalls. It is not intended to imply that the City must raise fees or create new
fees.

Status — Partially Resolved

We are aware the City is considering revenue enhancements as part of the solution to close the structural deficit.

BUDGETARY INTEGRITY OF APPROPRIATION LINE ITEMS

Previous Comment

The City is allowed, under MGL, Chapter 44, Section 31D, to over-expend the budget for the removal of snow and
ice, as long as the appropriation for each fiscal year is at least equal to the prior year’s appropriation. Any deficits
created from this are raised in the subsequent fiscal year.
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The policy of budgeting the minimum amount for snow and ice removal has become part of the ongoing structural
deficit discussed earlier. The City has consistently postponed dealing with current budget problems, pushing
them off until the next fiscal year. Although the practice of under-budgeting for snow and ice removal is legal, it
does not demonstrate prudent budgeting practices.

Previous Recommendation

The City should establish budget policies to incorporate realistic estimates for the removal of snow and ice in the
initial City Budget. The amount budgeted does not have to be the worst case but could be the rolling average of
the last three or five years of actual expenses.

The benefit would be to raise sufficient funds to cover the expected current expenditures and thus maintain fiscal
stability from year-to-year.

Status — Partially Resolved

We are aware the City is currently evaluating different ways to provide this service as a means of controlling costs
and expects to evaluate future appropriation in light of the results.

REQUIRE EMPLOYEES TO TAKE VACATIONS

Previous Comment

City employees are not required to take an annual, uninterrupted, one-week or longer vacations. Requiring
annual vacations is an important internal control function designed to help an employer to detect errors,
inefficiencies and irregularities; to provide management with a means of cross-training employees; and to help
prevent employee burnout and the resulting inefficiencies. Additionally, it is important to require another person to
perform the absent employee’s duties while he or she is on vacation.

Previous Recommendation

We recommend that the City consider implementing a policy requiring all employees to take an annual,
uninterrupted vacation and that the policy be enforced.

Status — Unresolved

STUDENT ACTIVITY FUNDS

Previous Finding

Massachusetts General Laws allow for the Schools to maintain student activity funds but places certain
requirements on how they are to be managed and accounted for. The School and City have only partially
implemented the legal requirements. The prior auditor recommended a separate audit of these funds be
conducted.
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Previous Recommendation

The status remains unchanged. By not fully implementing the provisions the School and City is in violation of the
law. From a practical standpoint, we have found that when these funds are subjected to the requirements of the
law it is likely that funds are being held and spent on purposes outside the scope of the law. We have also found
that many times the account detail does not reconcile to the actual cash balances. We recommend that the
School comply with all provisions of the law, establish procedures on how each account is maintained, reconcile
the detail accounts with the actual cash balances and provide the Auditor’s Office with a full accounting of the
activity and the reconciliations.

Status - Unresolved

FRAUD RISK ASSESSMENT

Previous Comment

The opportunity to commit and conceal fraud exists where there are assets susceptible to misappropriation and
inadequate controls to prevent or detect the fraud. To address this risk, we recommend that the City perform a
risk assessment to identify, analyze and manage the risk of asset misappropriation. Risk assessment, including
fraud risk assessment, is one element of internal control. Thus, ideally, the City’s internal control should include
performance of this assessment, even though our annual financial statement audits include consideration of
fraud.

The fraud risk assessment can be informal and performed by a management-level individual who has extensive
knowledge of the City that might be used in the assessment. Ordinarily, the management-level individual would
conduct interviews or lead group discussions with personnel who have extensive knowledge of the City, its
environment and its processes. The fraud risk assessment process should consider the City’s vulnerability to
misappropriation of assets.

When conducting the self-assessment, questions such as the following can be considered:

e What individuals have the opportunity to misappropriate assets? These are individuals who have access
to assets susceptible to theft and to records that can be falsified or manipulated to conceal the theft.

e Are there any known pressures that would motivate employees with the opportunity to misappropriate
assets? Pressures may relate to financial stress or dissatisfaction. In assessing whether these pressures
may exist, the assessor should consider whether there is any information that indicates potential financial
stress or dissatisfaction of employees with access to assets susceptible to misappropriation.

e What assets of the City are susceptible to misappropriation?

e Are there any known internal control weaknesses that would allow misappropriation of assets to occur
and remain undetected?

e How could assets be stolen? Assets can be stolen in many ways besides merely removing them from the

premises. For example, cash can be stolen by writing checks to fictitious employees or vendors and
cashing them for personal use.
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e How could potential misappropriation of assets be concealed? Because many frauds create accounting
anomalies, the perpetrator must hide the fraud by running through an adjustment to another account.
Generally, fraud perpetrators may use accounts that are not closely monitored.

Previous Recommendation

We recommend that management develop and implement a fraud risk assessment program to identify, analyze
and manage the risk of asset misappropriation.

Status - Unresolved

DEVELOP WRITTEN DISASTER RECOVERY PROCEDURES

Previous Comment

The City does not have a well defined, written disaster recovery plan. We strongly encourage management to
develop and monitor the plan on a regular basis in the future. The time to make contingency plans is before
disaster strikes, so that all personnel will be aware of their responsibilities in the event of an emergency situation
that precludes the use of the existing facilities.

Previous Recommendation

We recommend that management develop a disaster recovery plan for all departments that includes, but is not
limited to, the following matters:

e Location of, and access to, off-site storage.

e Alisting of all data files that would have to be obtained from the off-site storage location.

o |dentification of a backup location (name and telephone number) with similar or compatible equipment for
emergency processing. (Management should make arrangements for such backup with another
organization, a computer vendor or a service center. The agreement should be in writing.)

¢ Responsibilities of various personnel in an emergency.

e Priority of critical applications and reporting requirements during the emergency period.

Status - Unresolved
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TAILINGS

Previous Comment

The City has a substantial number of unclaimed checks (tailings) within the bank accounts maintained by the
Treasurer. A large portion of these checks are several years old and we are not aware of any established
procedures that have attempted to resolve the reason for these checks that remain outstanding. The balance is
not reconciled to the amount carried on the general ledger. The lack of controls and procedures places the City at
risk that funds could be misappropriated.

Within Chapter 46, Section 108 of the Acts of 2003 “An Act Providing Relief and Flexibility to Municipal Officials”
is a section that improved the law regulating abandoned property. This section was written with the intention to
make it easier for Treasurer’s to process uncashed checks which have been deemed abandoned to either return
the funds to the owner or to the City’s general fund.

Previous Recommendation

We recommend that the Treasurer’s office implement Chapter 46, Section 108 of the Acts of 2003 for tailings. As
part of the implementation plan, the Treasurer should continually monitor and investigate all outstanding checks
greater than three months old. These balances must be periodically reconciled to the general ledger.

Status — Partially Resolved

In FY2009, the Treasurer’s Office has begun work to complete a full reconciliation of tailings account. The final
resolution of these tailings is expected to be completed during FY2010.

CREDIT BALANCES IN RECEIVABLE LEDGERS

Previous Comment

The Collector’s detail real estate and personal property tax receivable ledgers included a significant amount of
credit balances in receivables. These balances can come from a variety of different transactions including
mispostings of receipts, overpayments and abatements not recorded properly. Historically these balances have
not been investigated and many have remained for years.

By not adjusting these amounts the total receivable previously reported was understated and the potential liability
for refunds was understated. The lack of following proper reconciliation procedures increases the possibility for

misstatement either through error or a misappropriation of funds.

Previous Recommendation

We recommend that Collector analyze the components of the credit balances to determine if the amounts were
created due to mispostings or overpayments. All mispostings need to be corrected in the detailed ledgers. The
remaining amounts should be either refunded to the taxpayer or considered abandoned property where it would
be treated similar to the tailings above.

Status - Resolved
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INFORMATION TECHNOLOGY AUDITOR

Previous Comment

We believe that an IT auditor could play a vital role in ensuring that appropriate financial and operational controls
are included in future IT systems, such as MUNIS. The IT auditor could provide a valuable internal control
function by periodically testing systems controls to determine that they are effective and have not been
circumvented.

Previous Recommendation

We recommend that the City consider establishing an IT auditor position within the internal audit division or
outsource this function to a qualified independent consultant. The role and responsibilities of the IT auditor should
be formally defined and communicated to IT management as well as other affected user departments. The IT
auditor should meet regularly with IT department representatives, user personnel and relevant contractors during
developmental projects to ensure that proper financial controls and audit trails are included in each new or
modified system. These meetings would allow the IT auditor to ensure that applicable, cost beneficial controls are
included in each system. The meetings would also help the IT auditor develop auditing approaches by increasing
his or her understanding of the controls being adopted. We recommend that the IT auditor establish a formal,
ongoing program of tests to be conducted.

Status — Unresolved

REVIEW DORMANT BALANCES AND CARRY FORWARD ENCUMBRANCES

Previous Comment

In the normal course of our audit procedures we reviewed the activity and balances in the City’s special revenue
and capital project funds. It appears that there are a significant number of funds with little or no activity and some
with substantial balances. Experience has taught us that many of these funds are the remainder of a project or
grant that was completed. We are not aware whether any City finance staff periodically reviews these balances
and provides a report to the Mayor and City Council.

We reviewed the encumbrances carried forward to FY2009 and found a significant number of encumbrances are
over one year old. We also reviewed the status of these open purchase orders in December 2008 and found a
significant number not used. Annual appropriation can have encumbrances carried over for one year and if they
are not used, must be closed to fund balance. In addition, the purpose of an encumbrance is to hold open the
appropriation for a limited amount of time to pay for goods or services where the invoices were not received at the
time of the last fiscal year warrants. They should not be used as multi-year blanket appropriations.

Previous Recommendation

We recommend that the Director of Municipal Finance have his staff perform a review of all special revenue,
capital projects and trust funds. A report should be completed that identifies the purpose of the fund; the balance
remaining; the activity for the last three fiscal years if it appears inactive; the proposed disposition of the funds;
and if the fund is in a deficit position how it will be funded.
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We recommend that the Director of Municipal Finance close any encumbrance carried forward from FY2007 and
prior unless there was a Council vote to create a multi-year appropriation. He should also review any open
purchase orders from the FY2008 appropriations and close any that are no longer valid. A policy should be
established on what will be allowed to be encumbered and the approved list should be made available to the
Mayor’s Office and City Council at the end of each fiscal year.

Status — Partially Resolved

We noted that subsequent to year-end the City reviewed all outstanding encumbrances and required a significant
number of purchase orders to lapse. The remainder of our previous year’'s recommendation is valid.

MUNIS SOFTWARE TRAINING

Previous Comment

Some of the City’s key financial departments lack the necessary understanding to properly operate the new
MUNIS financial management system. As a result, many of the efficiencies of this more sophisticated and
modern system have not been achieved.

Previous Recommendation

We recommend that key personnel in the Treasurer/Collector and Assessors Offices obtain additional training in
the use of the new MUNIS system. This will facilitate the re-establishment of accurate and timely financial
records, and reconciling procedures.

Status - Unresolved

SETTLING OF INTERDEPARTMENTAL CHARGES
Comment

While auditing the books and records relative to Quincy College, we became aware of instances in which the
College was being charged for their share of payroll and related items for employees working on behalf of the
College but were under the payroll structures of the school department. While the College initiated the timely
transactions to settle the charges, the transaction itself resulted in physical checks being produced and then
forwarded to the School Department for redeposit into a City bank account.

We noted 3 checks, totaling $156,000, that are listed as outstanding on the City bank accounts designated for use
by the College. The checks were issued on 6/30/2008; 8/18/2008; and 2/9/2009. The check issued on 6/30/2008
was voided and reissued during the time of the audit.

The current method of settling interdepartmental charges is time consuming, prone to error and misstatement,
and generally ineffective.

MUNIS is constructed in a manner that will allow for the settling of interdepartmental charges to be handled

electronically on ledger concurrently with a wire or EFT transaction between bank accounts in the Treasurer’'s
office.
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Recommendation

We recommend that the Treasurer’s Office, the Director of Municipal Finance, the School Department and any
other department that generates an interdepartmental chargeback to investigate the most logical manner to effect
the necessary changes in MUNIS in a manner that eliminates the need for a check to be written.
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Update to Prior Year Material Weakness
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The following comments and recommendations were reported as material weaknesses in prior year Management
Letters addressed to the City of Quincy, Massachusetts. Because of the significance of the matters involved, the
comments are being repeated currently, with updated language inserted that explains the progress made by the
College during Fiscal 2009 to resolve the matters.

QUINCY COLLEGE CASH ACCOUNTS

Original Comment

In fiscal 2007 and continuing through fiscal 2008, the City and the Quincy College cash accounts remained
unreconciled until several months after year-end. While the College was able to reconcile Jenzabar to the bank
statements, a full scale reconciliation between the College, MUNIS and the Treasurer did not occur. This resulted
in a major breakdown in internal controls and created a situation whereby errors or irregularities, which could be
material to the College, could have occurred and not been detected.

Prior Year Recommendation

It was recommended that the College and City Personnel take steps to reconcile cash with the City Treasurer and
City Auditor on a monthly basis. This should be completed within four weeks of each month-end and should be
documented on a form, signed by the College’s Vice President of Finance, the City Treasurer, and the City
Auditor.

The City is the official custodian and recording entity of cash transactions affecting the College. Also the College
and the City are in current discussions that may result in the College becoming an entity that is separate from,
and unaffiliated with, the City. Our understanding of current separation discussions indicates differing views on
the part of management of the City and of the College concerning the final disposition of the College cash
accounts maintained by the City. To eliminate confusion and unintended consequences at the time of separation
we feel that it is imperative that monthly reconciliations between the College, the City Treasurer and the City’s
Director of Municipal Finance be documented and formally accepted by the respective parties.

Current Status

Management has made progress in addressing prior year material weakness by completing monthly
reconciliations between the City Treasurer and the College. These reconciliations are now documented monthly
and procedures have been put in place to ensure timely future reconciliations between both offices.

While reviewing the year end cash reconciliation we noted that the reconciliation between MUNIS and Jenzabar
was not documented in a manner that would allow an independent, financially aware person, to readily
understand the nature of the reconciling items, specifically relating to the final payroll warrant of the fiscal year.

Subsequent to field work, management identified the impact of the final payroll accrual on cash and also revised
the reconciliation format so that the triangulated reconciliation between Jenzabar, MUNIS and the City Treasurer
is more transparent. Because of the improvements made we no longer consider this matter to be a material
weakness.

Management Response

Management agrees and continues to work with the City Treasurers office on more transparent formatting to allow
independent parties reviewing work papers a better understanding of the triangular reconciliation process.
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STUDENT ACCOUNTS RECEIVABLE

Original Comment

The College’s policy requires students to pay for new courses at registration. Enrollment Services had not
utilizing the student accounts receivable ledger to check on the students’ old outstanding account balances.
Some students had receivables on their account due to changes in financial aid awards, bounced checks, and
errors in payments or charges. It was noted that the Business Office placed holds on these accounts so that the
student could not graduate or receive any other services until the balance was cleared.

Prior Year Recommendation

It was recommended that the College maintain the student accounts receivable ledger so that Enrollment
Services could use it to monitor and collect various outstanding receivable balances without having to send the
student to the Business Office to research the balance.

It was also recommended that the College hire a full-time person for the following reasons:
e reconcile the student accounts activity on a daily basis;

e review procedures for applying charges, payments, and corrections to student accounts to ensure the
accuracy of student accounts and receivables;

e evaluate computer controls over transactions;
e implementing timely reconciliations of student accounts receivable.

It was also recommended that the College identify the accounts in Jenzabar that do not agree with reports
generated from the AS400 computer system. The receivable balance in Jenzabar should be adjusted to an
amount that closely resembles what will actually be collected in future years.

Current Status

During the course of fiscal year 2009, the College worked with its financial systems consultant to analyze the
history of the student accounts receivable module so that the College could develop a reasonable sense of what
accounts were actually collectible. The College was able to agree on a balance of the module that was either
uncollectible, erroneous, or of no further financial consequence to the College and a corresponding amount was
written off. Measures were also put in place to ensure that they accounts receivable module would post correctly
to the general ledger. Our audit work indicated no variance between the receivable module and the general
ledger.

We consider this matter to be resolved.
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COMPUTER SYSTEM REPORTS

Original Comment

In prior years it was noted that the College did not possess an accounting system that would allow for the
production of a computerized balance sheet and income statement with which to track financial operations. In
order to prepare financial statements that were ready for the audit the accounting staff needed to rely on the
knowledge of the IT personnel to generate necessary reports. It was also noted that several versions of the trial
balances needed to be generated for the audit as the first attempts did not balance. Preparing and reviewing
interim financial results is a key management control in ensuring that the College operates within its approved
budget; however it was apparent that the accounting personnel was unable to produce such reports.

Prior Year Recommendations

It was recommended that the College produce a computerized budget vs. actual report during the year, so that
they can track their financial performance. A further recommendation indicated that the accounting records be
converted to a system of capable of providing critical general ledger and financial statements reports.

We have learned that the Director has been involved with researching and recommending certain upgrades to the
existing software application. We recommended that the College make the necessary efforts to match the current
and future needs of the College with currently available technologies. The accounting system should be designed
to allow for full integration of the major operating and financial reporting areas of the College. The system should
also be designed to minimize the need for external software to produce financial statement reports.

Current Status

Through discussions with management we have been informed that a contract has been awarded to a vendor and
that the conversion to a new accounting system is starting to occur. We were also informed that the system
should be operational by December 2010. In the interim, the College is still relying on the use of spreadsheet
software to develop internal financial statements. However, we note that the College was able produce its year
end financial statements in a quicker fashion than the prior year and was also able to generate auditable general
ledger reports in coherent fashion.

We consider this matter to be resolved.

33



Update to Prior Year Significant
Deficiencies

34



The following comments and recommendations were reported as significant deficiencies in the prior year
Management Letter addressed to the City of Quincy, Massachusetts. Because of the significance of the matters
involved, the comments are being repeated currently, with updated language inserted that explains the progress
made by the College during Fiscal 2009 to resolve the matters.

IMPROVE RECORDING OF AND DOCUMENTATION OF JOURNAL ENTRIES

Original Comment

It was noted that the College had not recorded necessary journal entries on a routine basis and that there was a
lack of sufficient supporting data for any journal entries that were booked. Reviews of posted journal entries
indicated that they were recorded to balance cash accounts with related bank statements. This created a
situation in which errors or irregularities, which could be material to the College financial statements, could occur
but not be detected.

Prior Year Recommendation

It was recommended that documentation policies be developed in a manner that will allow independent,
financially aware persons to understand the need for the entry. In conjunction with the upgrade to a new
accounting system we further recommend that the College ensure that the system include audit trails are easily
maintained and produced for independent review.

Current Status

We consider this matter to be resolved.
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FRAUD RISK ASSESSMENT

Previous Comment

The opportunity to commit and conceal fraud exists where there are assets susceptible to misappropriation and
inadequate controls to prevent or detect the fraud. To address this risk, we recommend that the College perform
a risk assessment to identify, analyze, and manage the risk of asset misappropriation. Risk assessment,
including fraud risk assessment, is one element of internal control. Thus, ideally, the College’s internal control
should include performance of this assessment, even though our annual financial statement audits include
consideration of fraud.

The fraud risk assessment can be informal and performed by a management-level individual who has extensive
knowledge of the College that might be used in the assessment. Ordinarily, the management-level individual
would conduct interviews or lead group discussions with personnel who have extensive knowledge of the College
its environment, and its processes. The fraud risk assessment process should consider the Colleges vulnerability
to misappropriation of assets. When conducting the self-assessment, questions such as the following can be
considered:

¢ What individuals have the opportunity to misappropriate assets? These are individuals who have access
to assets susceptible to theft and to records that can be falsified or manipulated to conceal the theft.

e Are there any known pressures that would motivate employees with the opportunity to misappropriate
assets? Pressures may relate to financial stress or dissatisfaction. In assessing whether these
pressures may exist, the assessor should consider whether there is any information that indicates
potential financial stress or dissatisfaction of employees with access to assets susceptible to
misappropriation.

e What assets of the College are susceptible to misappropriation?

e Are there any known internal control weaknesses that would allow misappropriation of assets to occur
and remain undetected?

e How could assets be stolen? Assets can be stolen in many ways besides merely removing them from the
premises. For example, cash can be stolen by writing checks to fictitious employees or vendors and
cashing them for personal use.

o How could potential misappropriation of assets be concealed? Because many frauds create accounting
anomalies, the perpetrator must hide the fraud by running through an adjustment to another account.

Generally, fraud perpetrators may use accounts that are not closely monitored.

Previous Recommendation

We recommend that management develop and implement a fraud risk assessment program to identify, analyze,
and manage the risk of asset misappropriation.

Current Status

Management intends to have a plan in place by the end of fiscal 2010.
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Management Response

Management agrees and has begun work in internal assessment of possible asset misappropriation in Fall 2009.
Specifically, internal controls and practices of the Enroliment department are being reviewed for both compliance
with data integrity and internal controls. In addition, enhanced internal audit procedures around assets are being
reviewed and developed along with possible changes in security measures and procedures around assets.

SEGREGATE PAYROLL DUTIES TO STRENGTHEN INTERNAL CONTROLS

Previous Comment

Our review of the College payroll system indicates that the process of hiring, payroll processing, and benefits
administration falls under the control of the Executive Director of Human Resources. While it is common for one
department to control hiring and employee benefits it not a desirable control element to have the same
department in charge of all 3 areas. In the current operating environment, the payroll is disbursed and reviewed
by the City of Quincy, prior to entry into MUNIS, and further reviewed by the College business office prior to
posting to Jenzabar. However, as the College proceeds down the path to independence and charts a growth
strategy that could result in an increase in staff there may be a need for more complex human resources
structure.

Previous Recommendation

We recommend that the College explore scenarios in which the payroll processing function be established
separately from the existing structure.

Current Status
Management is currently undergoing an organizational review and will address this at the appropriate time.

Management Response

Management understands the need for internal control around payroll functions, even when current best practices
within the Human Resource and Payroll professions indicate that the payroll function is best served by being part
of the Human Resource department. Given that, the College has made the payroll function a joint reporting
position, reporting to the Executive Director of Human Resources and the Chief Financial Officer.

ESTABLISH A FULL SCALE TREASURY FUNCTION

Previous Comment

The College currently operates as a department of the City of Quincy. A benefit of such a relationship is that
there is a treasury mechanism in place to handle areas such as cash disbursements, maintaining and establishing
banking relationships, development of investment strategies, and negotiation and maintenance of debt
agreements and debt facilities.

Under current conditions, the College will be left without a treasury mechanism upon separation from the City.
Implementing a treasury function is something that requires extensive thought, analysis, and planning and is not
an area that is easily implemented. Management needs to consider whether the current organizational structure
will need to be adjusted so as to avoid possible segregation of duty matters.
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Previous Recommendation

During the ongoing discussions, with consultants hired by the College to assist in the separation efforts, we
encourage management to engage the consultants to include the financial operations of the College in the
separation assessment. The ultimate goal should include the establishment of a defined timetable to ensure a
timely and smooth transition from the current financial operations model to the new model.

Current Status

Management is currently undergoing an organizational review and will address this at the appropriate time.

Management Response

Management agrees and as part of the separation activities is developing a treasury function within the CFO
position. Cash flow models are being developed so that once the College is separate, there will be accurate
history of cash needs and flows. Management is currently working with the Treasurer’s Office now to look for
ways to maximize cash flow. As the College gets closer to separation, banking relationships will be developed
along with investment, debt and cash policies.
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