TOWN OF MANSFIELD
FINANCE COMMITTEE MEETING
Tuesday, October 13, 2015
Audrey P. Beck Building
Councii Chambers

6:00pm

AGENDA

1. Call to order

2. Approval of the minutes for September 15, 2015

3. Approval of the minutes for September 21, 2015

4. Opportunity for Public Comment

5. Staff Reports

6. Policies &. Procedures Update

7. Fraud Risk Assessment RFP

8. Audit Services — FY 2015/16

9. Communications/Other Business/Future Agenda ltems

10. Adjournment






TOWN OF MANSFIELD Tle P 2
FINANCE COMMITTEE MEETING
MINUTES OF SEPTEMBER 15, 2015

Members Present: Ryan (Chair), Shapiro, Raymond
Other Council Members Present. Marcellino, Moran (6:02), Wassmundt (6:08pm)
Siaff Present: Hart, Trahan

Guests: Ms. Ellen Grant {First Transit), Adminisirator WRTD; Ms. Lisa Seymour, Finance Director
WRTD: Rose Kurcinik, WRTD ‘

1. Meeting called to order at 6:00pm
2. Approval of minutes for August 19, 2015

Shapiro moved and Raymond seconded to approve the minutes of August 19, 2015. Motion
passed unanimousty. '

3. Opportunity for Public Comment — None

4, Staff Reports - Finance Director Trahan provided an update on the RFP for fraud risk
assessment services that went out on 8/4/15. We received 4 responses — Cohn Reznick,
BlumShapiro, Sobel & Co, and Navigani Consulting. Management is reviewing the proposals and
will bring a recommendation to the Finance Committee at ifs October meeting.

5 WRTD Budget and Operations Review — Town Manager Hart introduced Ms. Ellen Grant,
Administrator for WRTD, Lisa Seymour, Finance Director for WRTD and gave a brief overview of
the actions taken by the new Board members. Ms. Seymour and Ms. Grant provided and
explanation of the additional contribution they are requesting from the member towns, as well as
a review of procedural & operational changes they have made. Ms. Seymour and Ms. Grant
answered guestions from the Commitiee regarding the same.

6. Quarterly Financial Statements dated June 30, 2015 — Trahan answered questions from the
Committee regarding various funds in the quarterly financial statement package. The Commitiee
had an in-depth discussion regarding the significant increase in health insurance claims and how
to best rebuild Fund Balance.

Shapiro moved and Raymond seconded to approve the Quarterly Financial Statements dafted
June 30, 2015. Motion passed unanimously.

7. Proposed FY 2014/15 Yearend Transfers — Since there was not sufficient time to review the
proposed transfers, the Commitiee will carry this item over to a Special Meeting of the Finance
Committee.

8. Proposed FY 2014/15 CIP Adjustments and Closeouts - Since there was not sufficient time to
review the proposed adjustments, the Committee will carry this item over to a Special Meeting of
the Finance Committee.



9. Communications/Other business/future agenda items —

= lUpdate on the Fee Waiver changes — impact on families & on program revenues

©>  Update on Fraud Policy, Fraud Tip Line & Whistleblower Policy

= Review of Purchasing Ordinance

= Level at which we propose bonding

= Continue review of the Fiscal Management Policies (Fund Balance complete, need to do
investment, Debt, etc)

c>  Discussion with Mansfield Discovery Depot regarding a preschool subsidy

= Parameters for building permit fee reductions :

10. Adjournment. The meeting adjourned at 7:28 pm.
Shapirc moved and Ryan seconded to adjourn. Motion passed unanimously.

Respectfully Submitted,
Cherie Trahan, Director of Finance




2015 Local Match

Town Reguest DAR iRequest FR [Reguest ADA [Total ReguestiAdd. RequestiDOT Add. Funding
Ashford S 11,315.00 S 11,315.00 1817.6415140000 2/26/15
Chapiin S 3,800.00 S  3,800.00 578.34(575000 by 6/30/15
Columbia S  6,931.00 S 6,931.00 1115.37§528000 by 6/30/15
Coventry S 14,469.00 S 14,469.00 2313.36} $243000 granted
Hampteon S  9,224.00 S 8,224.00 1487.16
Lebanon S 14,000.00 S 14,000.00 2230.74417% local match =
Mansfield S 41,212.00 % 34,718061 S 17,397.00 (S 93,327.00 14499.81] $ 41,310.00
Scotland $  3,385.00 3385 537.03
Willington |$ 17,789.00 17789 2850.39
Windham S 49,805.00 ]S 22,031.00|S 9,557.00|S 81,393.00 12640.86
TOTAL $ 471,93000 | & 56,749.00 | § 26,854.00 1§ 255,633.00 | § 41,310.00
2016 Local Match
Town Request DAR |Request FR |Request ADA |Add. Request [Total Reques{DOT Add. Funding
Ashford $ 11,881.00 2180.01 14,061.01 $144,900
Chaplin S 3,990.00 726.67 4716.67 $77,625
Columbia S 7,278.00 1349.53 8627.53 $82,800
Coventry S 14,700.00 2802.87 17,502.87 $305,325
Hampton $  9,685.00 1764.77 11,449.77
Lebanon $ 14,700.00 2699.06 17,399.06417% local match =
Mansfield $ 45322001} 36,453.00 | S 18,267.00 18633.9 118675.9{ $ 51,905.25
Scetland S 3,554.00 622.86 4176.86
Willington {5 18,678.00 3477.63 22155.63
Windham S 54,393.00 |5 29,657.00]{S5 9,557.00 17647.95 111254.95
TOTAL $ 184,18100 | 5 6611000} % 27824001 % 51,905.25 $330,020.25
2016 Local Match
Mansfield [DAR Fixed Route (ADA Add. Request {STRAWILI ADOTotal Request
Requested §$ 453220015 36453.00)$ 18,267.00]S 18,633.90}$ 3,330.00{$ 122,005.90
RIDERSHIP FY15
Dial A Ride [Storrs Wl TOTAL
4491 103747 108238




Health Insutance Fund
Historical Fund Balance
FY 05/06 - FY 14/15

Fund Balance  Incr/(Dect)

7/1/2005 Beginning Fund Balance $ 288,402
6/30/20G6 Ending Fund Balance - 1,106,054 817,652
6/30/2007 Ending Fund Balance 632,087 (473,967)
6/30/2008 Ending Fund Balance 354,547 (277,540)
6/30/2009 Ending Fund Balance 1,416,594 1,062,047
6/30/2010 Ending Fund Balance 2,954,870 1,538,276
6/30/2011 Ending Fund Balance 3,706,795 751,925
6/30/2012 Ending Fund Balance 3,905,066 198,271
6/30/2013 Ending Fund Balance 3,584,310 (320,756)
6/30/2014 Ending Fund Balance 2,651,105 (933,205)
6/30/2015 Ending Fund Balance 870,603  (1,780,502)
6/30/2016 Projected Fund Balance 1,170,603 300,600
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TOWN OF MANSFIELD
SPECIAL FINANCE COMMITTEE MEETING

MINUTES OF SEPTEMBER 21, 2015

Members Present: Ryan (Chair), Shapiro, Raymond

Other Council Members Present; Marcellino, Moran, Wassmundt

Staff Present; Hart, Trahan
Guests: None
Meeting called fo order at 6:00pm
1. Opportunity for Public Comment - None
2. Proposed FY 2014/15 Yearend Transfers ahd:
discussion of the recent rescnsstons in Sta
$81,087 reduction in PILOT ful

instructed Town Department He:
15/16 CiP fundmg to spending

S f discretionary spending and to limit FY
nhy:{email attached) In addition Mansfield

.F’roposed FY 2014/15:CIP Closeouts and Ad}ustments ~ The Committee reviewed the proposed
CiP adjustments and cioseout in detail. Trahan answered various questions regarding a number

of pro;ects including the Stone il Brldge project, Town Square coniributions, and the School
Building’ Maxntenance account

Shapiro moved and Raymond seconded to approve and to recommend approval by the full
Council, the FY 2014/15 CIP:Closeouts and Adjusiments as detailed in the memo dated 9/10/15
from Finance Director T_rahan Motion passed unanimously.

4. Adjournment. The mee{ing adiourned at 6:54 pm.
Shapiro moved and Raymond seconded to adjourn. Motion passed unanimously.

Respectiully Submitted,
Cherie Trahan, Director of Finance



From: Matthew W, Hart

Sent: Friday, July 10, 2015 4:05 PM

Te: Mansfield Dept. Heads <headhonchos@MANSFIELDCT.ORG>
Cc: Alicia Ducharme <DucharmeAM @mansfieldct.org>

Subject: Guidance on FY 2015/16 Operating Budget and CIP

Pepartment heads:

As we discussed at our July 7 department head meeting, I am concerned about the possibility of a
rescission on state aid late in the new fiscal year (FY 2015/ 16) and want to be prepared for this and
other contingencies. Consequently, we need to be mindful of how we move forward with
discretionary expenditures and capital projects for the new year.

As a general rule, for the first six months of FY 2015/ 16 please try to limit discretionary
expenditures to 50-75% of budget. We understand that there will be some variation between
departments based on seasonal needs and other factors.

For the FY 2015/16 CIP, we should commence the year with priority projects only. By COB on July
24t please send Cherie Trahan, Alicia Ducharme and me an email detailing your plan for new
capital projects for the first 6 months of the fiscal year (through 12/31/15). Funding for previously
budgeted projects is not an issue and do not include these in your proposal.

Cherie and I will review your CIP proposal and respond in a timely manner.

We will review the operating budget and CIP in detail in January 2016 and see where we stand for
the balance of the fiscal year.

Please acknowledge your receipt of this email and let us know if you have questions.

We appreciate your assistance with this important matter,

Matt Hart
Town Manager
Town of Mansfield
860-429-3336

4 South Eagleville Road
Mansfield, CT 06268
Fax: 860-429-68563
www. MansfieldCT gov

.

AH Bty are for afficial Town business only and privacy should Rot be essssned, E-mafls are pablic docussenss galess subject
spiter 8 profecied fy Xade ov Fedeval Laws.

ﬁ Please consider the environment before printing this email.




Town of Mansfield
FY 2014/15 Additional Appropriations

10/14/2014 Additional Appropriation of PILOT grant:

Replacement for Ambulance 607 (Used Vehicle) $ 50,000
Pavement Management System Study 50,000
Street Sign Inventory/Replacement 60,000
Finanical Operations & Control Review 52,500
Total Additional Appropriation § 212500

11/24/2014 Additional Appropriation of PILOT grant:
NextGen Study _ 25,000

3/9/2015 Additional Appropriation of PILOT grant:
Community Playground 132,070

Proposed
9/21/2015 Additional Appropriation of PILOT grant {$328,000) & Building Permit
Revenue ($55,000):

Facilities Deferred Maintenance Account 179,000
Facilities Study 100,000
Transfer to CNR - Cover revenue shortfall 56,000
Transler to CNR - Reserve for WRTD 15/16 Addtl. Contribution 25,000
Fraud Risk Assessment/Tip Line 30,600
Less: amount funded from savings in other line items (1,000}
Total Additional Appropriation 383,000
. Total FY 2014/15 Additional Appropriations $ 752,570



Date:
Re:

TlemPC

Town of Mansfield
Department of Finance

Finance Committee, Town of Mansfield
VCherie Trahan, Directof of Finance
Matthew Hart, Town Manager

October 7, 2015

Policies and Procedures Update

>

Beginning in mid-June all departments and agencies that we serve were trained on the
new Policies and Procedures. Everyone who was trained was asked to read the
agreement and sign a form stating that they understand the procedures and will abide by
them, effective July 1, 2015. Since that date, the Finance Department has been
monitoring all activity coming through the department for compliance with the updated
procedures. We have found that some procedures needed further explanation and
clarification, so Amy Meriwether has been providing ongoing guidance to departments.
Approvals for purchases are being held back until the appropriate documentation from
the departments has been received.

Last month, I provided draft recommended changes to the Mansfield Board of Education
policies as they relate to the Finance Department. These changes are being reviewed by
the Board’s attorney at this time.

In the upcoming month, I will be working on any changes that may need to be made to
Region 19’s policies. The goal is to make sure the policies for all entities do not conflict
with the Finance Department Policies and Procedures.

Andy Howat was hired as our new accountant and began work on Monday, October 3,
2015. He comes to us from a public accounting firm in Tolland and has passed the CPA
exam. In addition to preparing salary budgets for the two Boards of Education, being
responsible for grants management, and various other accounting functions, I have asked
Andy to begin working on draft RFP/RFQ procedures and grants management
procedures..

On November 9, 2015 BlumShapiro will return for follow up testing.

-1




Tlem® 7

Town of Mansfield
Department of Finance

To: Matt Hart, Town Manager

From: Cherie Trahan, Director

Date: September 10, 2015

Re: Fraud Risk Assessment REFP Resuits

As you know, on August 4, 2015 the Town of Mansfield posted a Request for Proposal (RFP) for
a Fraud Risk Assessment. The RFP was posted on the Town’s website, the State of Conn.
Department of Administrative Services Procurement Portal, and was mailed directly to several
Connecticut firms that provide these types of services — BlumShapiro, CohnReznick, and
Forensic Accounting Services, LLC. We received four proposals:

CohnReznick ' $27,560 -
350 Church Street
Hartford, CT 06103

BlumShapiro $35,000

29 South Main Street
West Hartford, CT 06127

Sobel & Co, LLC $45,000
293 Eisenhower Parkway
Livingston, NJ 07039

(Partnering with Weinstein & Anastasio, PC
located in Hamden, CT)

Navigant Consulting, Inc. $285,000 based on a
30 South Wacker Drive, Suite 3100 plended houtly rate of

Chicago, IL. 60606

After reviewing all proposals, I recommend that we accept the low bidder of CohnReznick at a
cost of $27,500. My recomumendation is based on the following comparison:

..‘.11.....



Navigant Consulting, Inc. $285.000:

Navigant Consulting came in with a significantly higher proposal. They are an international
consulting firm with nearly 3,500 consultants, worldwide. They were incorporated in 1996 and
are registered to do business in Connecticut. While their qualifications and experience would
qualify them for our risk assessment, the scope of what they are proposing is much broader than
what we need following the BlumShapiro Operations and Financial Control Review. It doesn’t
appear that they reviewed the report BlumShapiro prepared in order to prepare this proposal, but
instead plan to review the report as one of their first steps in their process.

Sobel & Co, LLC $45.000:

Sobel & Co, LLC is based in New Jersey, however they are partnering with Weinstein &
Anastasio, PC from Hamden, CT for this project. In fact, they merged on September 1, 2015.
The lead on this project, Rebecca Fitzhugh, has 16 years of public accounting experience, is a
CPA, is certified in Financial Forensics by the AICPA, is a Certified Fraud Examiner, and is a
Certified Inspector General Auditor. I believe they are fully qualified to perform this
engagement. Their approach includes gathering statistical data to measure the cost of fraud and
error to the Town, and to determine how well protected the Town is. The review process is
similar to the other proposals however upon the completion of the “Frand Cost and Resilience
Review”, they will provide a detailed report with commentary and individual ratings for each of
the factors they will consider. For the additional cost, I’'m not convinced these ratings will
provide us with any additional useful information.

BhumShapiro $35.000:

BlumShapiro, as you know is the largest regional accounting, tax and business consulting firm
based in New England. We have worked with their governmental accounting division,
consulting division and fraud experts in the past. This project would be handled by Richard
Finkel, Litigation Services and Business Valuation Group. While they are a separate group from
BlumShapiro’s Consulting Group which Jeff Ziplow is part of, being able to access Jeff Ziplow’s
for insight into our processes | believe would be beneficial. Unfortunately, while they submitted
a bid, the courier delivered the bid after the deadline and therefore their bid is disqualified.

CohnReznick $27.500;

CohnReznick is a national firm with their corporate office based in New York, NY. This
engagement would be performed from their Hartford office by Joseph Centofanti. They have
provided internal audit and other consulting services to many municipalities and boards of
eduction in Connecticut, including Coventry, East Haven, Hartford, Wethersfield, and many
others. Joseph Centofanti has over 25 years of experience in financial audit services, operational
audits, internal control evaluation and design, and fraud prevention and investigation. He holds
the following certifications: Certified Fraud Examiner (CFE), Certified in Financial Forensics
from the AICPA, Certified Government Financial Manager. Their work plan is similar in
process to the other proposals. Joe Centofanti performed a fraud investigation for Eastern
Highlands Health District and recommended a number of changes to their cash and invoice
processing a number of years ago. It was a successful process and we recuperated funds from
the former employee.

-1 2




CohnReznick provided the lowest proposal and it comes within the budget for this project. The
next lowest qualified bidder is Sobel & Co at $45,000, $15,000 higher than our budget of
$30,000. Since the forensic audit that CohnReznick did for the Mansfield Board of Education
took longer than anticipated, I contacted Joe Centofanti to confirm what his proposed timeframe
would be for this project. He confirmed that he would have no problem completing the project
in the 2 — 3 month timeframe as I asked. The scope of a fraud risk assessment is more defined
and procedures are more concrete (best practice) than what was dealt with on the forensic audit.
That audit should have been more investigative in nature than what we are asking for in this
project. Lastly, I asked Joe Centofanti for a sample of his work on a similar audit. He provided
a copy of the Town of Southbury’s Internal Audit Report. We can expect a fraud report similar
in format to the Parks & Recreation, Senior Center, Social Services Departments of Southbury’s
internal audit report. I recommend we accept the CohnReznick proposal for a fraud risk
- assessment for a thorough review of all cash procedures, use of Town assets, etc.

Let me know if you would like to discuss further.

Attachments: J. Centofanti Email dated 9/16/15 Re: RFP Question
Town of Southbury, CT Internal Audit Report No. 5

m13....



Cherie Trahan

From:

Sent:

To:

Subject:
Attachments:

Cherie,

Joseph Centofanti <Joseph.Centofanti@CohnReznick.com>
Wednesday, September 16, 2015 10:57 AM

Cherie Trahan

RE: RFP Question

Southbury Report 5.pdf

Here is a sample report that is an internal audit report, which is a little more than a fraud risk assessment, but it contains
departments where a fraud risk assessment or internal control evaluation was performed (Parks and Recreation, Senior
Center, Social Service Department). Other sections have the open finding from previous risk assessment and or related
testing. The report format is set up to describe the condition and then provide a recommendation to address the

condition.

The fraud risk assessment report would just have the Background, Conditions and Recommendations components, like

the departments noted above.,

We would be able to deliver the report in a different format if you had something else in mind.

Please let me know if you have any questions or need anything else.

Joseph Centofanti, CPA, CFE, FCPA, CFF, CGFM

Partner

Tel: 959-200-7002
Fax: 959-200-7300

Joseph.Centolanti@CohnReznick.com

vCard | Big

COHN

TEZNICK
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TOWN CLERK DEPARTMENT TESTING

OBJECTIVE
To analytically test revenues collected and recorded by the Town Clerk’s Department.

BACKGROUND ”

Payments for various fees are collected by the Town Clerk’s Department staff. Monies
are deposited into a separate bank account maintained by the Town Clerk. Periodically
(at least monthly), the monies are then transmitted to the Finance Department.

PROCEDURES

1. We obtained reports from the Town Clerk’s collection software detailing the fees
collected for the period January 1, 2014 through December 31, 2014 and
compared the amounts from the report to the amount recorded in the general
ledger.

2. We reviewed the prior report recommendations and updated the status,

RESULTS OF PROCEDURES PERFORMED

We completed an analytical review of certain revenue accounts using the number of
permits issued compared to the revenue recorded in the general ledger. We were able
to reconcile the total amounts collected from January 1, 2014 through December 31,
2014 for dog licenses, recording fees, marriage licenses and conveyance taxes from the
Town Clerk software to the Town general ledger revenue accounts. (ACCEPTABLE)

STATUS OF RECOMMENDATIONS FROM PRIOR REPORTS:

Below are the recommendations from our prior evaluation that were reviewed by the
testing described and completed above.

20111 TOWN CLERK

CONDITION (IC):

Currently all computers in the office can be used as a “register” to record transactions. For
most fransactions processed, the employees all use the same register at the front counter.

During our review, we noted that there are no unigue separate logins for each Town Clerk
Department employee. All employees process transactions on the same computer using the
same login.

RECOMMENDATION:

We recommend that each Town Clerk Department employee be assigned a unique login 1D
and that the login be used for all transactions processed by that employee.

....18.....




TOWN CLERK DEPARTMENT TESTING

STATUS OF RECOMMENDATIONS FROM PRIOR REPORTS:

RECOMMENDATION:

We also recommend that each employee log off after processing each transaction or when
another employee will be responsible for processing transactions (break, tunches, end of
day, etc.).

STATUS

Implemented.

-1 9__.
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FINANCE DEPARTMENT - PURCHASING

OBJECTIVE

To test compliance with the Town’s currently approved purchasing policy, including bid limits,
documentation, approvais and posting of information to the Town's website.

BACKGROUND

The Town’s purchasing policy has specific requirements for ceriain types of services,
exemption of certain services, procedures for purchase thresholds, and documentation and
approvals. The exemptions as listed in the Town’s purchasing policy are as follows:

Insurances

Payments to Town entities appropriated in Town budget
Utilities

Legal Services

Accounting services

Actuarial services

Insurance broker services

ltems purchased from State or other bid lists

Refunds of overpayments

O NSO D WN -

The policy also contains specific procedures for the procuring of rental equipment as needed
by the Public Works Department.

SCOPE

« Based upon that analysis as described below, we selected 13 purchase orders over
$20,000, 23 purchase orders between $10,001-19,999, and 5 purchase orders below
$10,000 for review.

e«  We reviewed 10 purchase orders for rental equipment.

= We agreed selected awards as posted on the Town’s website to the purchase order.

PROCEDURES

We performed the following procedures:
1. We obtained a listing of purchase orders that were issuted for the calendar year 2014,

2. We performed an analysis of all purchase orders issued overfl$10,000 and classified them into
the categories that are defined in the Town's purchasing policy.

3. We then identified the vendors we had tested in the prior year and removed them from the
population tested for this report. The results of our analysis are presented on EXHIBIT 1.
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FINANCE DEPARTMENT - PURCHASING

PROCEDURES

4.

Based upon the classification completed on EXHIBIT 1, we determined the purchase orders to
be reviewed. Purchases that were exempt from the Town's policy were noted in the
classification on EXHIBIT 1 and not included in the popuiation that we tested. Testing was
performed on State bids as noted below and on any bid waivers.

5. We judgmentally selected 5 purchase orders issued in calendar year 2014 that were for
amount between $1,000 and $9,999 and reviewed the related documentation fo test whether
the purchases made were in compliance with the Town’s purchasing policy.

6. For the purchases orders $10,000 and over that were selected for testing, we requested the
related documentation for the bid or quote, as applicable and reviewed the documentation
provided for compliance with the Town’s purchasing policy.

7. For purchases identified as state bids, we verified that the item was on the state bid list on the
Department of Administrative Services wehsite.

8. We reviewed the process for bidding rental equipment and evaluated compliance with the
Towr's purchasing palicy.

9.  We reviewed the selection process and award process for on call engineering services for
compliance with the Town's purchasing policy.

10.  We selected a sample of awards posted on the Town's website and agreed the award fo the
purchase order issued by the Town.

11.  We performed an analysis of the purchase orders issued for calendar year 2014 and classified
them into categories by amount of purchase order and total value of purchase order for that
category.

RESULTS

The results of our testing were as follows:

Procedures 1-4

Based upon our review and analysis of the 725 purchase orders issued in calendar year 2014 we
classified the purchase orders by type as defined in the Town's purchasing policy. The analysis
presents the number of purchase orders issued by category that were selected for review (over
$10,000 plus 5 purchase orders under $10,000) and the number of purchase orders tested. The
result of the analysis is presented in EXHIBIT 1.
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FINANCE DEPARTMENT - PURCHASING

Procedures 5-8

For bids/purchase orders reviewed between $1,000 and $10,000 we noted the following:

s The quotes were received from the vendors and documented on the purchase order (notes
section) and reviewed as part of the approval of the purchase order by the First
Selectman.

o For one park and recreation purchase order, no documentation of guotes received was
available for review.

CONCLUSION:

The Town’s current bidding policy was properly followed for items selected for testing for
purchase orders issued between $1,000 and $10,000 with one exception. See EXHIBIT 2 for
the detailed results of our testing.

2014-1 RECOMMENDATIONS

We recommend that the Town’s purchasing poficy be followed or that the policy be reviewed
and updated as to the acceptable documentation requirements for this level of purchase.

Consideration can be given {o allow phone quotes for this level of purchase (or another level
such as $5,000) and that quotes be required to be noted on purchase order for review and
approval by the First Selectman.

STATUS

implemented. The Town's updated purchasing policy approved and adopted by the Board of
Selectman on January 15, 2015 addressed this item.

Procedures 5-8

Based on our review of purchase orders from $10,001 — $20,000 we noted the following:

20 of the quotes were submitted in writing.

1 purchase order was a bid waiver.

1 purchase order was a proprietary vendor.

1 purchase order was CRCOG Bid.

3 of the 20 quotes submitted in writing noted in item 1 above, the docurnentation of the
bid results and related approvals were not completed.

6. 14 of the bid/quotes were not reported to Board of Selectman.

B WN -

CONCL.USION:

See EXHIBIT 2 for the detailed results of our testing.
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FINANCE DEPARTMENT - PURCHASING

Procedures 5-8

2014-2 RECOMMENDATIONS

1.  We recommend that the Town’s purchasing policy be followed with respect to requiring
written quotes be obtained and retained from vendors.

2. We recommend that the bid awards be reported to the Board of Selectman.

3. We recommend that proper documentation be obtained and retained for all bids and
awards.

STATUS

1. Implemented.

2. Notimplemented.

3. Implemented.
Based on our review of purchase orders over $20,000 we noted the following:
1 instance where the bid procedures were not followed due to the following:

The one instance relates to Milone and MacBroom where the State requested that the town
expand the Town project to include the Southbury Training School and then reimbursed the
Town for the work.

1. 1 instance where there was no RFP since the purchase order was not bid.

2. 1 5 instances where there was no documentation that the request for proposal was
published in local papers. (counting the equipment bid as 2 instances since 2 PO's
were tested)

3 instances where the RFP was not posted to the Town's website,

8 instances of there being no documentation of the approval of the RFP by the Town
Treasurer

8 instances of there being no documentation of the approval of the RFP by the First
Selectman,

1 instances where the bid opening was not announced,

1 instances where the bid tally sheet was not prepared and maintained.

5 instances where the bid tally sheet was not signed by the department head.

1 instances where adequate documentation as not retained.

1 instances where the bid tally sheet was not posted to the Town website.

3 instances where for purchases from local vendors, there was no documentation of
delinquent tax verification. - ' ' o B

12. 1 instances where the bid was not awarded at a BOS public meeting and documented

in minutes.

13. 1instances where the award was not posted to the Town's website.

14. 6 instances where there was no witness signature on the bid tally sheet.

i

o
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FINANGE DEPARTMENT - PURCHASING

CONCLUSIONS:

In general, the Town is complying with the majority of the requirements of the Town's
purchasing policy, but needs to improve the documentation of certain requirements of the
policy such as approval of the RFP by the First Selectman and Treasurer and review of
delinquent tax status of local vendors.

improvement is also needed on ensuring that the required documentation be properly included
in the bid file, including documentation of required approvals,

See EXHIBIT 2 for the detailed results of our testing.

2014-3 RECOMMENDATIONS

1.

We recommend that a standard bid file and format be developed and implemented to
properly document compliance with the Town’s bid policy. A related checklist should
also be developed that contains a detailed list of the documentation requirements to be
included in the file and procedures to be completed. The checklist should also require
a sign off by the person completing the procedure or completing the required
documentation.

The checklist should document the items noled above such as approval of the RFP's
by the Treasurer and the First Selectman, the delinquent tax check, and the posting of
the proposal and bid results and award to the Town's website, ltems that should be
included in the checklist would be the same item as shown on EXHIBIT 4.

2. We recommend that the bid awards be reported o the Board of Selectman.

3. We recommend that proper documentation be obtained and retained for all bids and
awards.

STATUS

1. Not implemented for items tested. Reviewed documentation from other bids from late
2014 and noted the checklist that was implamented.

2. Implemented for most of the items tested. The 1 instance it was not followed related to
the Milone McBroom/State project discussed above.

3. Implemented.

0. Based on our review of purchase orders for equipment rental we noted the following:

1. 9 instances where the bid was not posted to the Town's website. The bid summary
tally sheets were prepared by the Public Works director, but they were not posted to
the website.

2. The Town properly followed the purchasing policy procedures for obtaining and

selection of the equipment rental bids result for each vendor.
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FINANCE DEPARTMENT - PURCHASING

CONCLUSIONS:

in general, the Town is complying with the majority of the requirements of the Town's
purchasing policy for eguipment rentals, but needs to develop a process to document the
required approvals and needs to follow the policy of posting the equipment rental awards to
the website.

See EXHIBIT 2 for the detailed results of our testing.

2015-1 RECOMMENDATIONS

We recommend that all equipment rental awards summary sheets be posted to the Town's
website by project as required by the Town’s policy.

2014-4 RECOMMENDATIONS

1. We recommend that the Town develop and implement a checklist or other process io
document the First Selectman approval of the award of equipment rental bids over $5,000.

2. We recommend that the intent of the policy be clarified as to whether for equipment rental
purchases over $20,000 a seal bid is required, or some additional level of approval be
required.

3. We recommend that the policy be updated {o address how purchase orders should be
prepared to document compliance with the Town’s purchasing policy. Purchase orders
should be issued by project or documented by project on the purchase order.

STATUS
1. Not implemented.

2. Implements in policy adopted January 15, 2015.

3. Implemented.

Procedure 9 ON CALL ENGINEERING

For on-call engineering, we selected 4 purchase orders to test for Milone and MacBroom.
Three purchase orders were over $20,000 and one purchase order was between $10,001 and
$20,000.

Purchase orders 2331 and 2165

For the Ballantine Park Riverbank project, we selected 2 purchase orders totaling $42,400 for
testing. In the June 19, 2014 minutes, the Board of Selectman waived the bid and awarded
the project to Milone and MacBroom.

o D By e




FINANCE DEPARTMENT - PURCHASING

Purchase order 1441

This purchase order relates fo the Southbury Training Scheol. For this project there was a
Memorandum of Understanding with OPM for the project. Milone and MacBroom was already
engaged to complete another project regarding this school. The State decided that the project
needed to be expanded and that the Town should use Milone and MacBroom to do the work
since they were already engaged and performing services aft the facility. The Slate
subsequently reimbursed the Town for the project. This was included in the instances where
the bid policy was not technically followed.

Purchase order 2381

This purchase order relates {o the Pre-disaster miligation grant and was bid by CRCOG. Two
bids were submitted and Milone and MacBroom was chosen.

2014-5 RECOMMENDATIONS

1. We recommend that the Town's purchasing policy be updated to specifically address
the permissibility and/or the Town's policy on the bidding and awarding of on-call
services. The policy should address the thresholds that this type of bid apply fo vs
requiring sealed bids. The policy should also contain the details on how projects must
be quoted using an on-calf firm, how a firm can be selected and how it should be
documented.

2. If determined to be permissible, then we recommend that the policy address the
current services that are bid in that manner (snowplowing) and any additional services
approved for that type of bid. The policy should also have a process for approving/
prohibiting additional services that can be bid in that manner.

3. As stated in the Board of Selectmen resolution to award the bridge engineering
services to one of the on call engineering service vendors, consideration should be
given to setting a limitation on the size of the project that can be awarded under an on

~ call service bid.

4. We recommend that the current policy be updated to include a statement that only
procedures, terminology and practices expressly allowed in the policy are allowable
and any not expressly aliowed are disallowad. The policy should allow an efficient
process for updating the policy for fems not currently addressed in the policy. This
process should include who has the authority to approve any updates to the policy.

STATUS

1. Implemented in the January 15, 2015 policy.

2. Snowplowing will be formally bid after the current arrangement expires.

w

Implemented in the January 15, 2015 policy

>

Considered during revision of policy completed on January 15, 2015,
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FINANCE DEPARTMENT - PURCHASING

Procedure 10

Based upon our agreeing of awards posted on the Town's websiie o the purchase order
issued, we noted the following:

1. For all 10 items that had known award amounts (not per ton or on call, etc.) we were able
fo agree the award amount to a purchase order.

2. For 9 of the items, the award amounts were not posted to the Town's website. The
public works department had the award summary sheets and printed them for us.

2014-6 RECOMMENDATIONS

We recommend that purchase orders be issued for the award amount. This will allow the
proper accountability from the award to the recording and monitoring in the accounting
system.

STATUS

Implermented.

Procedure 11

We performed analysis on the pur'ch'ase order activity for calendar year 2014 and
classified them into categories by amount of purchase order and total value of purchase
order for that category. .

The analysis provides perspective on the level of activity by purchase order amount that
provides the Board and management information that may be useful when considering
recommendations in this report or other updates to the purchasing policy.

The results of this analysis is presented on EXHIBIT 34,
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FINANCE DEPARTMENT - PURCHASING

Additional Considerations - Bid Policy

Eauipment rental purchase procedures

During our testing, we noted that for equipment rental bids, it did not appear {o have a requirement to
perform a delinquent tax check before awarding the contact.

We recommend that the Board consider whether a delinquent tax check needs fo be performed for
this type of purchase.

STATUS
Revised bid policy adopted as of January 15, 2015,

Structure of Purchasing Policy

Currently the Town's purchasing policy addresses approximately 10 different types of purchases.
tach of the purchases has specific requirements. In many cases the requirements are similar, but
may be described differently. In many cases the difference may be minor.

We recommend that the purchasing policy be reorganized to present the requirements for each type
of purchase on an incremental basis, beginning with the lowest level of requirements and building up
to the highest level of effort and documentation required.

This will ensure the same terminology for each level and type of purchase, and establish clearer lines
for each level.

it has been noted by the Board that a “cheat sheet” of the policy would be helpful in order to manage
and monitor the policy.

EXHIBIT 4 is a very rough example of both the graduated requirements for each type of purchase
discussed above and the "cheat sheet” that may help clarify the requirements of the town's
purchasing policy.

The example is incomplete and does not represent compietely the Town's current policy. 1t is

presented for discussion and consideration by the Town as a tool to update the policy and
cormmmunicate the policy requirements.
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FINANCE DEPARTMENT - PURCHASING

STATUS OF RECOMMENDATIONS FROM PRIOR REPORTS:

Below are the recommendations from our prior reports that were reviewed by the testing
described and completed above.

2012-C RECOMMENDATION:

We recommend the Town develop and implement standard documentation requirements for
the bid process to ensure consistent and complete documentation of the bid process and the
results. The required forms/format should be attached to the policy.

The documentation requirements should include the following:

® Standard required documentation format for purchases from $10,000 to $20,000
e Standard required documentation format for purchases over $20,000 (sealed bids)
° Bid waiver form/documentation

We also recommend that certain documentation be required to be signed by the employees
who obtain the information {quotes) or participate in the process (bid tally sheet).

STATUS:
Mot implemented. Recommendation updated See Recommendation 2014-3.1.

2012 A RECOMMENDATION

Currently, it appears that the Town uses certain vendors and/or local vendors for recurring
purchases. Often these vendors are used for purchases below $10,000, although annual
spending may exceed this amount. In some instances the Town may informally spot the
vendor's prices against other vendors.

We recommend that the Town consider a more thorough analysis of vendors to determine
any other types of goods and services that may be similar to those above. The Town also
may consider bidding these types of service and selecting and approving vendors {approved
vendor fist) to provide those goods or services at the bid amounts.

STATUS

Per review of minutes, the Board of Finance determined that the current procedures
with respect to recurring purchases are adequate.
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FINANCE DEPARMENT - ACCOUNTS PAYABLE

OBJECTIVE
To perform a test of cash dishursement transactions to ensure that they are processed in

accordance with established procedures including the use of purchase orders (when
required), proper approvals, proper account distribution and adequate documentation.

BACKGROUND

Cash disbursements should be properly authorized and approved in accordance with the
Town purchasing policy and procedures. All disbursements should be made based upon
adequate supporting documentation and appropriately charged to the proper account.
SCOPE

We selected 20 cash disbursements for testing.

PROCEDURES

1 We examined supporting documentation

2. We reviewed the gccount to which the disbursement was charged

3 We looked for evidence of approval on the supporting documentation
RESULTS

Based on our testing, the internal confrols over cash disbursements are adequate
{(ACCEPTABLE).

We did not identify any new recommendations for 2015,

STATUS OF RECOMMENDATIONS FROM PREVIOUS REPORTS

No previous comments to be addressed.
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FINANCE DEPARTMENT - PAYROLL

OBJECTIVE

To perform a test of payroll transactions to ensure that payroll rates are properly authorized
and that time worked is properly documented with timesheet or time cards as appropriate.

BACKGROUND

Payroll should be paid based upon authorized rates for actual time worked. Changes in pay
rates should be properly approved and monitored. Current procedures are that annual
increases (if any) are provided in letter format to the employee from the First Selectman. All
other changes are documented on a payroll change form.

SCOPE

We judgmentally selected 20 employees from the payroll register during the period January
1, 2014 through December 31, 2014,

PROCEDURES

For each empioyee selected, we performed the following procedures:

1. Agreed pay rate to authorized rate in personnel file
2. Agreed hours worked to timesheet or time card (public works)
3. Reviewed department head approval of timesheet or time card (public works)
4. Recalculated gross pay
5. Reviewed payroll change reports approved by Selectman'’s office
RESULTS

Based on our testing, the internal controls over payroll are adequate. (ACCEPTABLE)
There are no recommendations as a result of these procedures.

STATUS OF RECOMMENDATIONS FROM PREVIOUS REPORTS:

Mo previous comments to be addressed.
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PARKS AND RECREATION

OBJECTIVE
To test the internal controls over the cash receipts (including cash vs check payments).

BACKGROUND

The Parks and Recreation Department collects fees for various programs offered by the
Town. Registrations can be completed in person or on-line. The Town does not accept
credit cards unless the registration is completed on-line. If a resident wants to pay with a
credit card, they are instructed to register for the program using the terminal in available to
residents at the Parks and Recreation Department. The transactions are processed through
a specialized recreation software program called Rec Trac.

SCOPE

We selected 10 revenue transactions from the general ledger for the period January 1, 2014
through December 31, 2014.

PROCEDURES
1. We agreed the amount collected to the register report.
2. We agreed the amount collected by payment type (cash vs check} to the amount
deposited.
3. We agreed the amount collected by program type to proper recording in the

general ledger.
RESULTS

Based on our festing, the internal controls over the Park and Recreation Department
collections are adequate. (ACCEPTABLE)

2015-2 RECOMMENDATION:

We recommend that all transactions be recorded in Rec Trac, including amounts received
from the basketball booster club or other customers/organizations.

STATUS OF RECOMMENDATIONS FROM PREVIOUS REPORTS:

Below are the recommendations from our prior evaluation that were reviewed by the testing
described and completed above.

2012-29 RECOMMENDATION:

We recommend that the authority to void/reverse transactions should be only with
management or that a void report be produced and approved daily as part of the
reconciliation process by someone other than the employee processing transactions. The
void report should be approved by the Director and retained in the file with the daily register
reports.
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PARKS AND RECREATION

STATUS:

Not implemented.

Currently all employees have the same rights to the Rec Trac software program.

Although it appears that fransactions are not voided, but corrected through the edit report,
a void/iransfer or other exception report should be reviewed and approved by the
Department Head.

It was noted that transactions could not be deleted.

2014-7 RECOMMENDATION

Based upon recent incidents that have occurred relating fo the operations of the Parks
and Recreation Department, we recommend that the Board consider a more in depth
review of the Department's internal controls and operations. This will allow the
identification of current risks, opportunities for minimizing the identified risks and
increasing efficiency of operations.

STATUS:

Review of internal controls and operations performed was completed. See the next
section.
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PARKS AND RECREATION

We performed a review of the internal controls over the cash receipt coliection process for the
Parks and Recreation Department. The review included the following areas:

Recreation programs
Basketball boosters
Pavilion rentals
Summer concerts
Tennis permits

Pool passes

Banner salesf/advertising
Donations

Refunds

©OoNDGAWN =

1. Recreation Programs

Observations/Conditions:

Based upon our review of the current policies and procedures for the collection process
for recreation programs, we noted the following:

-]

The Town does not accept more than $20 in cash from customers. When cash is
received, a pre numbered receipt is provided to the customer. The receipts issued are
not reconciled to the Rec Trac reports.

Many programs pay the instructor based upon the number of registrations and
therefore the instructors will notify the Parks and Recreation Department if the number
attending the class is greater than the number registered.

All Park and Recreation employees have the same level of rights to the Rec Trac
software program.

The Town uses two credit card processors for customer transactions, one for on-line
payments and one for swipe payments completed in the Park and Recreation office.

Three reports are run to balance activity: a cash and check fransactions report, an

online credit card transaction report and a swipe credit card transaction report.

Deposits are made weekly or when total cash and check collections reach $10,000.

The checks are not stamped for deposit only when received. They are stamped at the
time the deposit is prepared to send to the Treasurer's department.
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PARKS AND RECREATION

2015-3 RECOMMENDATION:

We recommend that the pre numbered receipts be reconciled to the Rec Trac register reporis
for the cash amount for each deposit.

2015-4 RECOMMENDATION:

We recommend that the employee processing transactions have rights to only that function
and be restricted from performing management type functions such as the ability to change
the fee amount for programs.

2015-5 RECOMMENDATION:

We recommend that the Town review the need for having 2 different types of credit card
processing methods to see if they can be combined to decrease cost and increase efficiency.

2015-6 RECOMMENDATION:

We recommend that the Town consider producing a fotal report for the daily aclivity in
addition to the 3 separate reporis to ensure accountability for the daily activity.

2015-7 RECOMMENDATION.:

We recommend that all checks received be immediately stamped for deposit only.

2. Basketball Boosters

Obhservations/Conditions:

e The Basketball Booster Club operates the “Little Swishers” basketball program. For
many years (estimated to be 15 years), the Club has worked with the Town on the
basketball program, providing support to the Parks and Recreation program for such
things as purchase of equipment, benches, uniform upgrades and scholarships.

» Currently, the Club operates the Little Swishers basketball program. The program is
listed in the Town’s Park and Recreation program brochure as a Town program, but
the monies collected for the program are not deposited as are the other Town
programs and the monies are not recorded in Rec Trac. Instead, the Parks and
Recreation Department collects the monies for the registration fees and then holds
until the monies are picked up by the Club Treasurer.

fatad

_3 9._.



PARKS AND RECREATION

Observations/Conditions:

e The Club has its own bank account, but it unknown whether the Club has its own tax
identification number or the clubs legal status (type of entity).

= Normalily, Booster Clubs support a particular sports team with monies they generate
through fund raising. They do not normally generate monies by operating Town
programs and receiving the registration fees from the program.

2015-8 RECOMMENDATION:

We recommend that the Town review and obtain further information about the Booster club
and the current arrangement with the Town.

We recommend that if the basketball program is a Town program, that the monies collected
be processed through the Rec Trac software program and be deposited with all other
registration fees.

We recommend, if necessary, that a formal agreement be developed between the Town and
Booster Club that clearly define the operations, responsibilities and liabilities related to cash
receipts and tax reporting.

. Pavilion rentals

Observations/Conditions:

= An application must be completed to reserve the pavilion. The applications are not pre
numbered.

s Pavilion rental reservations are logged on a calendar. The reservation must be
confirmed within 48 hours with a 50% deposit.

+ The pavilion rentals fee amounts are not a standard amount due to the differences in
fees for residents and nonresident, nonprofits and whether they are renting the griil.

~ = The Town’s QOuitside Properties Department must be nofified of the schedule to open
the pavition and grills, etc. :

2015-9 RECOMMENDATION:

We recommend that the pavilion applications be pre numbered and that at least annually, the
sequence of applications approved be reconciled with the amounts recorded as revenue in
the general ledger.

We also recommend that the amounts deposited and recorded in the general ledger be

reconciled to the calendar and the records of the Town’s Outside properties departments for
openings of the pavilion and grill.
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PARKS AND RECREATION

4, Summer concerts

Observations/Conditions:

@ The Town provides free movie nights and concerts during the summer.

@ As a convenience, the Town sells popcorn, soda, water and slushies at the
events for 50 cents.

® The water and soda are purchased (on account) from the local grocery store.

e The monies collected are recorded in Rec Trac and then include in the deposit.

2015-10 RECOMMENDATION;

We recommend that the Town consider (cost benefit) reconciling the amount purchased for
soda and water and the amount deposited for sales of those items. This would require an
inventory of those items being taken at the beginning and end of the event. It would also
require that the monies for soda and water be identified and accounted for separately in Rec
Trac.

5. Tennis permits

Observations/Conditions:

Tennis court permits are issued at a cost of $1. The customer is issued a receipt and the
amount is recorded into Rec Trac as a tofal for the day/period. The amount is deposited
with all other funds collected.

6. Pool passes

Observations/Conditions:

« Cash receipts for pool day passes are collected at the pool and recorded into the cash
register using preprogramed keys.

» Supervisor picks up the cash daily and balances to the cash register tape.

» The cash is then brought to the Parks and Recreation office, recounted by the Parks
and Recreation clerk, recorded info Rec Trac and included in the deposit.

» The current Supervisor has been responsible for the pool receipts since June of 2014.

s A receipt is prepared for each lifeguard who was responsibie for register noting the
amount of cash collected.

e |t appears that the cash register used at the pool does not have a history tape.

e An aftendance sheet is maintained noting the number of each type of pass sold for the
day (adult, child, nonresident).
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PARKS AND RECREATION

6. Pool passes

Observations/Conditions:

-]

-]

@

The attendance sheets prior to the new supervisor taking over cannot be located.
The design of the pool entrance does not easily allow for additional controls to be
implemented (tickets) to improve accountability.

The amounts recorded in Rec Trac for pool passes sold for the past 3 fiscal years was
as follows:

Fiscal year 2013 $1,852
Fiscal year 2014  ° 2,291
Fiscal year 2015 (5/13/15) 9,251

2015-11 RECOMMENDATION:

We recommend that a receipt be provided to the pool Supervisor when the cash is
transmitted to the Parks and Recreation clerk.

7. Banner salesfadvertising

Observations/Conditions:

The Parks and Recreation Department has an agreement with a vendor who sells
banners that are displayed at the Town's recreation fields.

The agreement currently provides that the vendor collects the monies and then
provides a check to the Town for their portion set by the contract.

The vendor does all the work with respect fo sales and production of the banners.

The Park and Recreation Department gets a portion of the fee paid by the vendor to
display their banner at the Town’s recreation field.

There is no verification of the banners displayed at the fields to determine if the Town
has received all the monies they were entitled to.

2015-12 RECOMMENDATION:

A. We recommend that the Town and/or Town Attorney review the contract with the

vendor (service agreement) to determine that it properly protects the interest of the
Town.

B. We also recommend that the Town consider whether the payments should be received

by the Town and then payments made to the vendor.

C. We also recommend that the Town consider a formal policy regarding the review of all

contracts entered into by the Town and who has the authority to or who should
approve the signing of any contract.
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PARKS AND RECREATION

8. Donations

Observations/Conditions:

e Certain lfocal clubs have made contributions to the Town for the use of the various
recreation fields. In addition, donations have been received from local vendors and
local residents.

e The donations are recorded in the Park Improvement fund.
« For fiscal year 2013 donations totaled approximately $7,000 and $6,000 in fiscal year

2014,
9. Refunds

Observations/Conditions:

@

Park and Recreation’s refund policy is included in the program brochure

Refunds are issued when program is cancelled (100% of fee}

FFor other cancellations, refunds are processed less a $15 processing fee

Refunds are processed by the Treasurer's Department

Refunds are approved by the Director or Assistant Director

The refund is processed before formal approval

Refunds are entered into Rec Trac

Currently, the Park and Recreation Department requires the customer to send a letter
requesting refund. There is no formal refund request form in use.

e @& © @ 0 e

9

2015-13 RECOMMENDATION:

We recommend that the Parks and Recreation Department develop and implement a refund
request form to process refunds for program fees. The request form should be formally
approved by the Director or Assistant Director before it is entered into Rec Trac or sent to the
Treasurer’s office o be processed.
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SOCIAL SERVICES DEPARTMENT

Observations/Conditions:

» Donations are received by Social Services for various purposes such as:

Social Service Department
Fuel Bank {separate entity)
Needy Fund (separate entity)
Food Bank (separate entity)
Gift Cards

Back Pack program
Christmas program

NGO WD -

» Requests for assistance are received by the Social Services Department. The
requests are not formally made or documented. The request could be made by
telephone or by visiting the office.

» The request is evaluated by the Social Service Department and then forwarded to the
appropriate entity noted above that can assist.

e The entities process the requests for the amount of assistance that is forwarded
by/recommended by the Town. The information is provided to the separate entity on
an “intake form” with the invoice fo be paid attached (if applicable).

» In some instances, requests for assistance are denied. The denied requests are not
forwarded to the entity which provides the assistance for their evaluation.

= No log or other documentation is maintained by the Social Services Department for the
families that were provided assistance.

2015-14 RECOMMENDATION:

A. We recommend that the Town reevaluate the current process of providing
recommendations to outside entilies on whether assistance should be provided to an
individual or family and how much assistance should be provided.

it is not clear why the Town and Social Service Department would take any
responsibility for the determination of whether to provide assistance to an individual or
family. It would appear that the service the Town should provide is directing the
individuals to the agencies with the resources {o assist them.

B. We recommend that if the Town continues to provide recommendations to the outside
entities, that a formal agreement be drafted and reviewed by the Town Attorney to
define any responsibilities or lack thereof, related to providing the recommendations.

C. We recommend that all requests for assistance be documented on an intake form or

application form and that all forms, including the forms where assistance is not
recommended, be provided fo the outside entity for review and consideration.
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SOCIAL SERVICES DEPARTMENT

2015-14 RECOMMENDATION (continued):

D. We recommend that all requeéﬁs for assistance, (intake form or application form) and
the related Town recommendation, be approved by the Community Service Director.

. We recommend that gift cards received be logged and inventoried. Distribution should
be documented (by recipient) and approved by the Community Services Director. A
form should be developed and implemented to document the recipient and the Director
approval. The same form would be used to verify the inventory balance of gift cards.
The inventory should be completed on a period basis (semi-annually).

—d} By~




v L] e

Senior
Center




SENIOR CENTER

General Cash Receipts

ObservationsiConditions:

» A receipt book is used to document all amount collected at the Senior Center. The types
of fees collected include the following:

Transportation fees

Membership fees

Safe driving course fees (AARP)

Senior dine program/NOW chef program
Donations (memorials) for Senior Center benefit
Programs

Trips

NN~

o One receipt book is used for ali types of fee cash receipts
s The Senior Center does not currently accept credit cards.

2015-15 RECOMMENDATION.:

A. We recommend that a separate pre numbered cash receipt book be used for each type
of fee collected. For each deposit amount and period, the total deposit should be
reconciled to the related receipt numbers. This reconciliation should be formally
documented.

B. The Senior Center should investigate the possibility of accepting credit card payments.
Since the Senior Center is located in the same facility as the Parks and Recreation
Department, it may be possible to set up the Senior Center programs in Rec Trac and
utilize the same credit card processing equipment.

1. Transportation

Observations/Conditions:

s Seniors who ride the bus may make a donation, but it is not required. Donations are
normally $2 for an in town trip and $5 for an out of town trip.

o The monies are provided to the driver of the bus.

» A log is maintained to document the number of pick up and drop offs per day.

e The Senior Center software program has a limited ability to document requests for trips,
but it is not used regularly.

s A log is maintained on the envelope for the fees collected.

o Currently, there is not a way o determine the amount of cash that is collected since the
donations are voluntary.

s Drivers turn monies in at the end of day. It is counted by Senior Center Coordinator and
the driver signs envelope as documentation of agreement with total receipts transmitted.
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SENIOR CENTER

2015-16 RECOMMENDATION:

Best practices would be that bus drivers do not handle cash. Due to the voluntary nature of the
fees collected, there is no formal record to be able to balance cash deposited against.
Implementing a pre purchase/payment system would require a significant amount of staff time
and administration (loss cards, accounting, payment balances, etc.).

We recommend that the Town consider installing a locked “donation box” on the buses for
those who choose to make a donation. The donation box then could be “removed” and brought
to the Office Manager where monies would be counted in the presence of 2 employees. The
amount collected would be counted by the bus driver and the Office Manager. The amount
collected would be entered on a 2 copy form and sighed by both employees. One copy would
go to the Treasurer's office with the deposit and one copy would be filed in the Senior Center
records.

2. Membership fees

Observations/Conditions:

o The Senior Center has about 600 members. Membership fees are based on calendar
year with no prorating.

s Cash receipts are included in an envelope until they are deposited. The envelope listing
the member names. The payment is also entered into the senior center database
software which allows the member to register for programs.

s The payment information entered into the software is not used to balance deposits or tc
run any other reports. :

= The only way the Senior Center becomes aware of a member who has not paid is when
they try to register for a program.

e Registration is done via a scanned card (like a rewards card).

2015-17 RECOMMENDATION:

A. We recommend that procedures be implemented to formally account for the billing and
collection of membership fees.

B. We recommend that Rec Trac be considered to create a "membership program” that can
be used to identify the members that have paid.

C. We recommend that a either Rec Trac or a separate receipt book, or both, be used fo
balance and support the deposit for membership fees.
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SENIOR CENTER

3. 8afe Driving Courses

Observations/Conditions:

» Monies are collected from seniors who sign up for the safe driving course. The course is
provided by AARP and the checks are made out by the seniors directly to the vendor.

e This activity is not recorded through the Town's books and records.

2015-18 RECOMMENDATION:

We recommend that the Town develop a policy regarding the Town collecting monies for
outside vendor programs. The policy should address the policies and procedures for
accounting for and the security of the amount received.

4. Senior dine program/NOW chef program

Observations/Conditions:

» Monies are collected for donation for the NOW chef program and payments for the
Senior Dine program. For both programs, the monies collected are put into a locked bag
and provide to the program provider.

+ This activity is not recorded through the Town’s books and records

2015-18 RECOMMENDATION:

We recommend that the Town develop a policy regarding the Town collecting monies for
outside vendor programs. The policy should address the policies and procedures for
accounting for and the security of the amount received.

5. Donations (memorials) for Senior Center benefit

Observations/Conditions:

» Donations are received from the community for the benefit of the Senior Center. These
amounts are deposited as received.
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SENIOR CENTER

Programs

Observations/Conditions:

e Fees are collected for programs and classes.

s Classes/programs are spot checked against registration information to he sure
participants have paid registration fee. This is not documented.

e Monies are collected and deposited. Senior Center Coordinator balances the cash and
checks to the defails on the envelope, prepares the deposit and receipt voucher and
then brings if to the Treasurer's Department.

« No details of the deposits have been retained in the past. The envelope with the details
of the individual making the payment was implemented April 1, 2015.

e Pre numbered receipts are issued for each payment, but there is no process in place to
balance the cash receipts to the receipts book.

2015-20 RECOMMENDATION:

7.

A. We recommend that responsibilifies for the receipt of cash and the preparation of the
deposit be segregated fo the extent possible. [f possible, an employee should be
designated that has primary responsibility for the cash receipt process and another
employee for the preparation of the deposit and transmittal to the Treasurer's
Department.

B. We recommend that in addition fo the balancing of cash received to the envelope listing
the members from which payments were received, that the cash received be balanced
to the receipt issued for the applicable time period (Receipt XXXX to Receipt XXXX).

This balancing process should be documented and reviewed and approved by the Office
Manager or the Director or an employee not involved in the cash receipt process.

C. We recommend that a different receipt book be used for each type of cash receipt to
allow for the balancing to the receipts issued as described above.

D. We recommend that the Senior Center consider using Rec Trac to register members for
programs.

Trips

Observations/Conditions:

s The Senior Center Coordinator receives payments from members for the trips.

s Members sign up for trips and their payment and name is added to the envelope.

s All checks are held (locked in cabinet) until the day of the trip. This is done in case there
is a cancellation. Then the check can be returned vs a refund check being processed.

e Pre numbered receipts are issued for each payment, but there is no process in place to
balance the cash receipts to the receipts book.
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SENIOR CENTER

7. Trips {continued)
2015-21 RECOMMENDATION:

A. We recommend that in addition to the balancing of cash received to the envelope listing

the members from which payments were received, that the cash received be balanced
to the receipt issued for the applicable time period (Receipt XXXX to Receipt XXXX).

This balancing process should be documented and reviewed and approved by the Office
Manager or the Director or an employee not involved in the cash receipt process.

We recommend that a different receipt book be used for each type of cash receipt to
allow for the balancing to the receipts issued as described above.

8. QOther items

Observations/Conditions:

@

Currently the Senior Center Coordinator prepares the check request for the program
instructors (vendors) to submit to the Treasurer's department for payment.

Currently, the Senior Center does not have a formal refund policy for programs, trips
and membership fees.

Currently, the Senior Center has an unrecorded/informal petty cash fund. The fund
had a balance of approximately $134 as of May 13, 2015. It appears that certain cash
receipts were not deposited and instead held as petty cash. The balance was as high
a $400. There is a manual ledger book that accounts for the activity of the petty cash
fund account (deposits and withdraws).

There has been an effort to spend down the fund. Monies are generally used for
supplies and making copies of the monthly calendar.

2015-22 RECOMMENDATION:

A. We recommend that vendors be required to prepare their own invoice for services
provided. The invoice then should be attached to the check request, approved by
the Department and then submitied for payment.

B. We recommend that the Senior Center develop and implement a comprehensive
refund policy for all programs and activity for which fees are charged.

C. We recommend that the informal petty cash fund, be deposited into the senior
center account and that a formal reimbursable petty cash system be established.
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TAX COLLECTOR

OBJECTIVE
To test the internal controls over the cash receipts (including cash vs check payments).

BACKGROUND

The Tax Office collects property taxes, interest and lien fees. The Town has semi-annual
collections in July and January.

SCOPE
We selected 25 days to test the collections and related deposits.

PROCEDURES

1. We agreed the amount collected from the register report {o the amount deposited,
including cash vs check amounts collected.

2. We agreed the amount collected to the proper transmittal {o the Finance Department.

3. We agreed amounts collected to proper recording in the general ledger.

RESULTS

Based on our testing, the internal controls over cash receipts in the Tax Department are
adequate. Cash vs check payments are properly processed and agreed to the amounts
deposited. (ACCEPTABLE)

STATUS OF RECOMMENDATIONS FRCM PREVIOUS REPORTS:

No previous comments to be addressed.
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DEBIT CARD PURCHASES
OBJECTIVE

To perform a review of the use of the Town debit card and compliance with adopted
procedures.

BACKGROUND

In November 2013, the Town began using a debit card for certain purchases. Purchases
generally relate to IT and the Setectman’s office. There should be appropriate controls
around the use of debit card purchases to prevent abuse.

SCOPE

We determined the population of debit purchases made and determined procedures followed
for these transactions.

PROCEDURES

We requested a log of the debit card transactions from November 2013 — December 2014.
RESULTS

Based on our review, we noted that 56 debit card transactions occurred during this time
period. Of these transactions, 20 related to IT purchases (36%) and 12 related to purchases
from the Selectman’s office (21%).

We determined that Treasurer has control of the debit card and departments request the
debit card in order to make a purchase. Once the purchase is made, the debit card is

returned with the supporting documentation for the purchase either in hardcopy or email
format. (ACCEFPTABLE)
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EMPLOYEE REIMBURSEMENTS

OBJECTIVE

To perform a review of employee reimbursements (mileage and other) and review the
process, forms, and related approval process.

BACKGROUND

Employee reimbursements should be properly supporied and approved.
SCOPE

We selected 4 employees who received reimbursements during calendar year 2014 and
reviewed supporting documentation and approval for the reimbursement.

PROCEDURES

1. We requested a vendor history for calendar year 2014.

2. We narrowed that list down to only include people paid during the year (123 people).

3. We then compared the list of names to a list of town employee names to determine
which employees were reimbursed expenses (27 employees).

4. We judgmentally selected 4 employees to review supporting documentation and
approvals.

RESULTS

Based on our review, we noted there is not a standard form that employees are required to
submit to request reimbursement for business related expenses.

Also, the Town does not require a standard mileage form to be reimbursed for mileage.
We also noted that 2 of the employee reimbursements selected did not have documentation
for business purpose and 1 of the employee reimbursements selected was not approved by a

department head.

2015-23 RECOMMENDATION:

We recommend that a standard form be developed and implemented for employee
reimbursements which should include documentation of the business purpose, employee
sighature, and approval of the reimbursement.

A standard form for mileage reimbursement should also be developed and implemented that

should include the business purpose, employee signature, and approval of the
reimbursement.
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LANDFILL
OBJECTIVE

To agree the amount of billings and collections for landfill from the amount collected at the
fandfill to the amount of revenue recorded in the general ledger.

BACKGROUND

Most of the landfill fees are collected offsite and brought to the finance office for deposit and
recording in the general ledger. For a few accounts, the finance office prepares an invoice
for the amount due and subsequently collects this revenue. These amounts are recorded as
receivables in the general ledger when the invoice is created.

SCOPE

We selected 6 cash receipts from the landfill source records to test the collections and related
deposits.

PROCEDURES

1. We agreed the amount collected from the landfill receipts summary to the amount
deposited, including cash vs check amounts collected.

2. We agreed the amount collected from the landfill receipts to proper recording in the
general ledger.

3. For deposits selected, we reviewed invoices that were created and agreed to proper
recording-in the general ledger.

4. From each deposit summary, we selected 1 series of landfill receipts and ensured that
each receipt in the sequence was accounted for.

RESULTS

Based on our testing, the internal controls over cash receipts from landfill are adequate. We
noted that no cash is being collected for the landfill department.

2015-24 RECOMMENDATION:

We recommend that the invoices being prepared for charges have invoice numbers on them.

STATUS OF RECOMMENDATIONS FROM PREVIOUS REPORTS:

Mo previous comments to be addressed.
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BUILDING DEPARTMENT

OBJECTIVE

To review the accountability of the sequence of the permits issued to ensure all cash receipts
are properly recorded.

BACKGROUND

The Building Department collects fees for various types of permits. A customized register
program is used to process the permits.

SCOPE
We selected all building permits issued for the period 1/1/14 through 12/31/14,

PROCEDURES

1. We created a list starting with 14-001 and going through the largest number noted.

2. We agreed each permit to a code (building, commercial, single family) to ensure a
complete continuous list.

3. For permits not found on list (2), traced to supporting documentation that permit was
voided.

4. We selected 5 months and traced fo a receipt voucher for each month. The fotal was
traced to the deposit in the bank and the general ledger.

RESULTS

Based on our testing, the internal controls over cash receipts from building are adequate. All
permits are being accounted for.

STATUS OF RECOMMENDATIONS FROM PREVIOUS REPORTS:

Mo previous commenis o be addressed.
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BANK RECONCILIATIONS

OBJECTIVE
To review current policies and procedures for preparing bank reconciliations.

BACKGROUND

Bank reconciliations are a critical internal control that should be performed and monitored on
a monthly basis.

SCOPE

We reviewed 2 months from each bank account where bank reconciliations are prepared for
any unusual jitems and documentation of proper review and approval.

PROCEDURES

1. We obtained a list of 29 accounts for the Town.

2. We selected 2 months for the general fund account, payroll account, town clerk account,
park and recreation account, capital project reserve account, and small cities project
expenditure account.

3. We reviewed bank reconciliations to ensure they were reconciled and approved timely.

RESULTS

Based on our testing, bank reconciliations appear to be prepared and approved timely, but
there is no formal documentation of the date of approval.

2015-25 RECOMMENDATION:

We recommend that supervisor approval and the date of approval be formally documented
monthly on all bank reconciliations.
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FRAUD POLICY

OBJECTIVE

To implement a policy that specifically addresses fraud and formally communicate fo
employees and the public the Town’s definitions of fraud and to clearly communicate the
consequences for committing fraud.

BACKGRQUND

Best practices are for organizations to implement a fraud policy in addition to any personnel
policies, code of conduct and conflict of interest policies.

-




Town of Southbury
Fraud Policies and Procedures

PURPOSE AND SCOPE:

This Fraud Policy was created:

To establish policy and procedures for clarifying acts that are considered to be fraudulent, describing
the steps fo be taken when fraud or other related dishonest activities are suspected, and providing
procedures to follow in accounting for missing funds, restitulion and recoveries;

To strengthen the public's confidence in the integrity of municipal government employees by

establishing a formal process for reporting investigating, and resolving cases of fraud and
abuse;

To raise the awareness of municipal officials/employees to integrity-related issues by initiating
integrity-related programs and policies throughout Town Departments; and

To provide guidance and assistance o Town Department heads concering
recommendations for specific integrity related issues that emphasize prevention, detection
and correction of fraud, corruption, and abuse within their organizations.

Definition of Terms:

Fraud is understood to mean a dishonest and deliberate course of action which results in the
obtaining of money, property or an advantage to which the recipient would not normally be

entitled. This would include:
- Theft, misuse, or diversion of money, equipment and/or materials;
- Worker's compensation fraud;
- Intentional failure to report damage;
. Intentional failure to provide product or services that are a part of your job;
. Intentional misrepresentation of Town's or governmental policies;

- Payroll falsification (theft of time)

Abuse entails the exploitation of "loopholes” to the limits of the law, primarily for personal
advantage. For example, an employee abuses a system of travel allowances by intentionally
and unnecessarily scheduling meetings in another Town on a Friday afternoon and on the
following Monday morning in order to claim per diem over a weekend.
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. GENERAL

A,

The Town of Southbury is committed to protecting its assets against the risk of loss or misuse.
Accordingly, it is the policy of the Town of Southbury to identify and promptly investigate any
possibility of fraudulent or related dishonest activities against the Town and, when appropriate,
to pursue legal remedies available under the law.

DEFINITIONS
Fraud - Fraud includes, but is not limited to:

a. Claim for reimbursement of expenses that are not job-related or authorized by the
current bargaining agreement.

b. Forgery or unauthorized alteration of documents (checks, promissory notes, time
sheets, independent contractor agreements, purchase orders, budgets, etc).

c. Misappropriation of Town assets (funds, securities, supplies; furniture, equipment,
etc).

d. Improprieties in the handling or reporting of money transactions. |
e. Authorizing or receiving payment for goods not received or services not performed.

f. Computer-related activity involving unauthorized alteration, destruction, forgery, or
manipulation of data or misappropriation of Town-owned software.

g. Misrepresentation of information on documents.

h. Any apparent violation of Federal, State, or Local laws related to dishonest activities
or fraud.

Employee - in this context, employee refers to any individual or group of individuals who
receive compensation, either full- or part-time, from the Town of Southbury. The term also
includes any volunteer who provides services to the Town through an arrangement with the
Town or a Town organization.

Management - In this context, management refers to any administrator, manager, director,
supervisor, or other individual who manages or supervises funds or other resources.

Southbury Police Department and First Selectman - In this context, Southbury Police
Department and First Selectman refers to the persons who shall investigate credible claims of
fraud.

External Auditor - In this context, External Auditor refers to independent audit professionals
who perform annual audits of the Town's financial statements.

It is the Town’s intent to fully investigate any suspected acts of fraud, misappropriation, or
other similar irregularity. An objective and impartial investigation will be conducted regardless
of the position, title, and length of service or refationship with the Town of any party who might
be or become involved in or becomes the subject of such investigation.
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D. Each department of the Town is responsible for instituting and maintaining a system of internal
conifrol to provide reasonable assurance for the prevention and detection of fraud,
misappropriations, and other irregularities. Management should be familiar with the types of
improprieties that might occur within their area of responsibility and be alert for any indications

of such conduct.

E. The First Selectman, in conjunction with the Town Attorney, the Southbury Police Department
and, if needed, the Controller/Treasurer, have the primary responsibility for the investigation of
all activity as defined in this policy.

F. Throughout the investigation, the First Selectman will inform the Controller/Treasurer and
Board of Finance of pertinent investigative findings.

G. Employees will be granted whistle-blower protection when acting in accordance with this
policy. When informed of a suspected impropriety, neither the Town nor any personh acting on
behalf of the Town shall;

1 Dismiss or threaten to dismiss the employee,
2. Discipline, suspend, or threaten to discipline or suspend the employee,
3 impose any penalty upon the employee, or
4, intimidate or coerce the employee.
Violations of the whistle-blower protection will result in discipline up to and including dismissal.

H. Upon conclusion of the investigation, the results will be reported to the First Selectman, the
Board of Selectmen and Board of Finance

I Thé First Selectman, following review of investigation resulis, shall take appropriate action
regarding employee misconduct. Disciplinary action can include termination, and referral of
the case to the State’s Atforneay for possible prosecution.

J. The Town will pursue every reasonable efforf, including court ordered restitution, to obtain
recovery of Town losses from the offender, or other appropriate sources.

1. PROCEDURES o
A. First Selectman Responsibilities
1. If the First Selectman has reason to suspect that a fraud has occurred, he or she shall

immediately contact the Town Attorney, Southbury Police Department, and/or the
Controller/Treasurer.

2. The alleged fraud or audit investigation shall not be discussed with the media by any person
other than the First Selectman, Resident State Trooper or his designee, or the Town Atforney.

.



Management Responsibilities

1.

«©

10.

Management is responsible for being alert o, and reporting fraudulent or related dishonest
activities in their areas of responsibility.

. Each manager should be familiar with the types of improprieties that might occur in his or

her area and be alert for any indication that improper activity, misappropriation, or dishonest
activily is or was in existence in his or her area.

When an improper activity is detected or suspected, management should determine
whether an error or mistake has occurred or if there may be dishonest or fraudulent
activity.

if management determines a suspected activily may involve fraud or related dishonest
activity, they should contact their immediate supervisor (or contact the Town Attorney or
First Selectman if the supervisor is involved).

Department Heads should inform the First Selectman immediately upon learning of a
credible allegation of fraud (or contact the Town Attorney or Southbury Police Department
if the First Selectman is implicated).

Management should not attempt to conduct individual investigations, interviews, or
interrogations. However, management is responsible for taking appropriate corrective
actions to ensure adeqguate controls exist to prevent reoccurrence of improper actions.

Management should support the Town’s responsibilities and cooperate fully with the First
Selectman, other involved departments, and law enforcement agencies in the detection,
reporiing, and investigation of criminal acts, including the prosecution of offenders.

Management must give full and unrestricted access to all necessary records and
personnel. All Town furniture and contents, including desks and computers, are open to
inspection at any time. There is no assumption of privacy.

In dealing with suspected dishonest or fraudulent activities, great care must be taken.
Therefore, management should not:

a. Make unfounded accusations.

b.  Alert suspected individuals that an investigation is underway.

c. Treat employees unfairly.

d. Make statements that could lead to claims of false accusations or other offenses.

In handling dishonest or fraudulent activities, management has the ;_esponsibitity to:

a. Make no contact (unless requested) with the suspected individual to determine facts or
demand restitution. Under no circumstances should there be any reference to “what
you did", “the crime”, "the fraud”, "the misappropriation”, etc.

b. Avoid discussing the case, facts, suspicions, or allegations with anyone outside the
Town, unless specifically directed to do so by the Town Attorney.
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10.

C.

Avoid discussing the case with anyone inside the Town other than employees who
have a need to know such as the First Selectman, Town Controller/Treasurer or Town
Attorney or law enforcement personnel.

Direct all inquiries from the suspected individual, or his or her representative, to the
Town Attorney. Al inquiries by an atiorney of the suspected individual should be
directed to the Town Altorney. The alleged fraud or audit investigation shall not be
discussed with the media by any person other than the First Selectman, Police Chief or
his designee, and the Town Attorney.

Take appropriate corrective and disciplinary action, up to and including dismissal, after
consulting with the First Selectman and the Town Atforney, in conformance with the
Town's Personnel Policies and Procedures or the appropriate bargaining document.

Employee Responsibilities

1.

A suspected fraudulent incident or practice observed by, or made known fo, an
employee must be reported to the employee’s supervisor for reporting to the proper
management official.

2. When the employee believes the supervisor may be involved in the inappropriate
activity, the employee shall make the report directly to the next higher level of
management or contact the Town Attorney or the Controller/Treasurer.

3. The reporting employees shall refrain from further investigation of the incident,
confrontation with the alleged violator, or further discussion of the incident with anyone,
unless requested by the First Selectman or law enforcement personnel.

EXCEPTIONS

There are no exceptions to this policy unless provided and approved by the First Selectman
and the Town Attorney.

Effective July 1, 20156

First Selectman
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IT POLICIES AND SYSTEM PERMISSIONS

OBJECTIVE

To review certain financial software system permissions for the Fiscal Office employees fo
determine whether employee had rights that are not necessary to complete their job
responsibilifies.

We will also review the Town's current IT policies and provide our recommendations for
additional policies the Town should consider implementing.

BACKGROUND

Access permissions to certain functions may create a lack of segregation of duties or other
internal control weaknesses. Restricting rights to only the actions that are required to
complete their job responsibilities is a best practice.

Strong IT related policies are critical to clearly communicate to employee and third parties the
proper use of Town resources and the protection and security of Town resources.

PROCEDURES

1. We reviewed the financial system (MUNIS) permissions for the following roles:

a. Administrator Role Approximately 190 permissions
b. Accounting Role Approximately 190 permissions
C. New Accounts Payable Role Approximately 65 permissions

Due to the volume of the number of permissions our review was limited to the
permissions related to vendor maintenance. Other observations were noted if they
came to our attention.

2. We reviewed the Town's current IT policies and identified any additional policies that the
Town should consider implementing. The Town currently has the following IT related
policies:

a. Public Internet and Computer Use Policy

b. Policy related to use (personal and official} of Social Media
¢. Employee Internet and E-mail Use Policy
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IT POLICIES AND SYSTEM PERMISSIONS

RESULTS

Based upon our review the financial system (MUNIS) permissions we noted the following:

@

The administrator's permission are held by the Treasurer, Assistance Treasurer and the
iT Director

The accounting role and new accounts payable role are held by the 3 other employees in
the department. Each employee has the same permissions for both roles.

It was noted that no roles had the ability to authorize a new vendor “on the fly”

It was noted the administrator’s role and accounting role were able to maintain vendors.
The new accounts payable function role was only able to update existing vendors
including name, but not address.

[t appears that the accounting role has certain permission to override items related to
accounts payable, purchase orders and requisitions.

The Town would benefit from the implementation of additional IT related policies.

2015-26 RECOMMENDATION:

A. Currently, the same employees are assigned to the accounting role and the new

accounts payable function role. We recommend that the accounts payable clerk be
removed from the accounting role and the other 2 employee be removed from the new
account payable role.

We recommend that all permissions related to vendor maintenance be removed from
the new accounts payable role and the accounting role.

. We recommend that the need for override permissions for the accounting role be

reviewed and removed. Override permission would generally be restricted to
management level employees.

We recormmend that each employee’s job responsibilities be reviewed in detail against
each permission for each role to determine if that function is part of their job
responsibility. If it is determined that it is not part of an employee’s responsibility, then
the permission should be removed.

This may include creating new roles for certain employees to ensure they only have

permissions to the minimum amount of functions necessary to fulfill their job
responsibilities,
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IT POLICIES AND SYSTEM PERMISSIONS

2015-26 RECOMMENDATION:

E. We recommend that the Town considered developing and implementing the following
IT related policies:

1.

Password Policy

A password policy includes advice on proper password management such as:

J never share a computer account
o never use the same password for more than one account
° never tell a password o anyone, including people who claim to be from
customer service or security
° never write down a password
o never communicate a password by telephone, e-mail or instant
messaging
being careful to log off before leaving a computer unattended
° changing passwords whenever there is suspicion they may have been
compromised
® operating system password and application passwords are different
e password should be alpha-numeric

Acceptable Computer Use Policy

An Acceptable Use Policy (AUP), that restricts the ways in which the network,
website or system may be used and sets guide lines as to how it should be
used. Acceptable use policies are an integral part of the framework of
information security policies. An AUP should address what users are, and are
not, allowed to do with the IT systems of an organization. 1t should refer users to
the more comprehensive security policy where relevant. in some cases, AUP
documents are named Infernet and E-mail Policy. These documents, even
though named differently, largely provide policy statements as to what behavior
is acceptable from users of the local network/internet connected via the local
network.

Mobile Device Policy

The purpose of this policy is to define standards, procedures, and restrictions for
end usets who have legitimate business requirements to use a private or Town
provided mobile device that can access the Town’s electronic resources. This
mobile device policy should apply to, but not limited to, all devices and
accompanying media that fit the following device classifications as
Laptop/notebook, Tablet computers such as iPads, Mobile/cellular phones,
Smartphones, PDAs, any mobile device capable of storing Town data and
connecting to an unmanaged network.
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IT POLICIES AND SYSTEM PERMISSIONS

Vendor access to Town network policy

The purpose of this type of policy is to define standards for connecting to the
Town’s network from any remote host, untrusted host, and remote network.
These standards are designed to minimize the potential exposure o the Town
from damages, which may result from unauthorized use of the Town’s
resources. Damages include the loss of sensitive or Town confidential data,
ittellectual property, damage to public image, damage to critical Town’s internal
systems, etc.

IT Asset Management Policy

IT asset management (information technology asset management) is a set of
business practices for optimizing spending and supporting strategic decision
making within the IT environment.

The IT asset management process typically involves gathering a detailed
inventory of an organization's hardware and software and then using that
information to make informed decisions about [T-related purchases and
redistribution.

Computer Malware Policy

This type of pd[—icy address the Towns policy regarding the required use of
antivirus software on all devices that connect to the network. It should address
items such as:

» The required use of antivirus software

¢ The antivirus software must be configured to automatically clean and
remove an infected file or to quarantine the infected file

= The antivirus software must be configured to automatically update itself
on a regular basis.

o Scans for viruses on the device must occur without user intervention on a
regular basis.

-o Al Town computers must use the antivirus sofiware installed and
configured by IT Services. Users are prohibited from disabling or
tampering with the installed antivirus software unless authorized by IT
Services.

e When a computer system is determined to be infected with a virus or
other malicious software that system may be blocked and removed from
the Town’s network until IT has verified that the system is virus-free.

» All e-mail inbound to the Town will be scanned for viruses, malware and
spam. E-mail that poses a risk to the Town is blocked. No security
software is 100% effective, however, so users must exercise appropriate
caution when opening e-mails or attachments.
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External Web sites that are known sources of computer viruses and
malware are blocked. No security software is 100% effective, however,
so users should exercise appropriate caution when accessing external
Web sites. '

All employees must take responsibility to ensure the risks of their deskiop
system of infecting other systems or shared files on a server are
minimized. Despite the best measures, however, systems can still be at
risk due to the rapid proliferation of malicious code via e-mail, shared files
and other methods.

Never open any files or macros attached to an e-mail from an unknown,
suspicious or untrusiworthy source or if you receive an attachment from
someone you know unexpectedly. Delete these attachments immediately.
Delete Spam, chain, and other junk e-mail without forwarding it.

Never download files from unknown or suspicious sources

Remote Access Policy

This policy is a document which outlines and defines acceptable methods of
remotely connecting to the internal network. The remote access policy should
define standards for conneciing fo the Town’s neftwork and security standards
for computers that are allowed to connect to the organizational network.

Disaster Recovery/Business Continuity Plan Policy and Procedures

The Town should have a plan in place (usually referred fo as a "Disasier
Recovery Plan", or "Business Continuity Plan") that outlines how a recovery will
be accomplished. Key components of a disaster recovery plan are as follows:

o o

@~oa

An accurate communication or call list.

Defined roles for each assigned member of the team.

A list of 24-hour supply delivery resources and restaurants at the recovery
site

Software application list .

A current network diagram of the entire network and recovery site
Directions of how {o reach the recovery site.

A list of vendor contacts and insurance documentiation (policy numbers).
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Town of Mansfield
Department of Finance

To: Finance Committee, Town of Mansfield
From: Cherie Trahan, Director of Finance
CC: Matthew Hart, Town Manager

Date: October 7, 2015

Re: Audit Services FY 15/16

We are currently in the fourth year of a three year contract with the option to extend for two
years for audit services with BlumShapiro. We have one more year that we can extend the
contract to provide the audit services for FY 15/16. Attached is the contract fee schedule.

In 2009, we went out to bid for audit services after having Kostin, Ruffkess & Co provide our
audit services for approximately ten years. During this time, we had several different teams and
managers on the account. Three firms submitted proposals, and BlumShapiro was selected at the
preferred audit firm by the selection committee. In 2012 we went back out to bid and
reappointed BlumShapiro with Vanessa Rossitto as the Managing Partner. Ms. Rossitto and her
team have done an excellent job on the financial audit and I would recommend that we continue
with their services for another year under the current contract. This contract was very
competitive compared to the other firm that provided a proposal.

Attached for your information is GFOA’s guidance on audit procurement. They recommend
multiyear agreements of at least five years in duration. This helps to reduce audit costs by
allowing auditors to recover certain “startup” costs over several years.

The GFOA further recommends a full-scale competitive process be undertaken at the end of each
contract. 'However, they also recognize that the competition among audit firms fully qualified to
perform public-sector audits is limited, making mandatory auditor rotation counterproductive. It
is recommended that all qualified firms including the current auditors, assuming past
performance has been satisfactory, be considered in the process. '

If the Committee is in agreement, we will plan to extend our current contract with BlumShapiro
for audit services for FY 15/16 and will issue an RFP next year for audit services for FY 16/17.
Pending your agreement, we will prepare the necessary motions for the Town Council’s approval
at an upcoming meeting.
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Attachment A

AUDIT WORK COST PROPOSAL FORM

Service 2011/2012 2012/2013 2013/2014 2014/2015 2015/2016
Town CAFR
and Related $ 39,000 $ 40,000 $ 41,000 $ 42,000 $ 43,000
Reports
R-19 CAFR
and Related $ 22,000 $ 22,500 $ 23,000 $ 23,500 $ 24,000
Reports
EHHD Audit
and Related $ 6,000 $ 6,200 $ 6,400 $ 6,600 $ 6,800
Reports
ED-001 .
Mansfield | ° 000 $ 4,100 $ 4,200 $ 4,300 $ 4,400
ED-001 $__3,000 §_3.100 53,200 $_3.300 $ _3.400
Region-19
Total for
F ’"(S;{ij;‘f“ $ 74,000 75,900 $ 72,800 $ 79,700 § 81,600
exceed)

om

-

Ry

The fees stated above are quoted on a not-fo-exceed basis, and you will not be billed for
charges incurred in excess of our quote without first discussing the cause with you, exploring
alternative approaches and receiving your approval. Should any unanticipated problems arise,
we will let you know immediately and discuss with you the best course of action. Any out-of-

=

W T T W

pocket expenses incurred in the course of performing our work, such as travei, are included.
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GHFOA Best Practice

Audit Procurement

Background. The Government Finance Officers Association (GFOA) has long
recommended that state and local governmental entities obtain independent audits
of their fipancial statements performed in accordance with the appropriate
professional auditing standards. Properly performed audits play a vital role in the
public sector by helping to preserve the integrity of the public finance functions
and by maintaining citizens’ confidence in their elected leaders.

Recommendation. GFOA makes the following tecommendations regarding the
selection of auditing services:

¥ The scope of the independent audit should encompass not only the fair
pr{_smmuon of the basic financial statements, but also the fair presentation
of the financial statements of individual funds and component units. The
cost of extending Full audit coverage to the financial statements of individual
funds and component units can be justified by the additional degree of
assurance provided. Nevertheless, the selection of the appropriate scope of
the independent audit ultimately remains a matter of professional judgment.
Accordingly, those responsible for securing independent audits should make
their decision concerning the appropriate scope of the audit engagement
based upon their particular government’s specific needs and circumstances,
consistent with applicable legal requirements.

= Governmental entiies should require in their audit contracts that the
auditors of their financial statements conform to the independence standard
promulgated in the Generad Accounting Office’s Government Auditing
Standards even for audit engagements that are pot otherwise subject to
generally accepted government auditing standards,

7 Governmental entities should enter into multivear agreements of at feast five
years in duration when obtaining the services of independent auditors. Such
multiyear agreemenis can take a variety of different forms (e.g., a series of

. single-year contracts), consistent with applicable legal requirements. Such
agreements allow for greater continuity and help to minimize the potential
for disruption in connection with the independent awcdit, Multiyear
Aagreements can also help.to reduce andit costs. by allowing auditors to
fecover certain "startup” costs over several years, rather than over a single
year.

*  Govermgnental entites shouwld undertake a fullscale competitive process for
the selection of independent auditors at the end of the term of each audit
contract, consistent with applicable legal requirements. Ideally, auditos
independence would be enhanced by o policy requiring that the
independent auditor be replaced at the end of the audit contract, as is often
the case in the private sector. Unfortunately, the frequent lack of

Cowiw.glon,org




competition among audit firms fully qualified to perform publicsector audits
contbd make a policy of mandatory anditor rotation counterproductive, In
such cases, it is reconumended that a governmental entity actively seck the
participation of all qualified firms, including the current auditors, assuming
that the past performance of the current auditors has proven satisfactory.
Lxcept in cases where @ multivear agreement has taken the form of a series
of single-year contracts, a contractual provision for the automatic renewal of
the audit contract {e.g., an awtomatic second term for the auditor upon
satisfactory performance) is inconsistent with this recommendation.

#  Professional standards allow independent auditors to pesform certain types
of nonaudit services for their audit chents. Any significant nopaudit services
should always be approved in advance by a governmental entity’s audit
committce. Furthermore, governmental entities should routinely explore the
possibility of alternative service providers before making a decision to
engage their independent auditors to perform significant nonandit sepvices,

= The audit procurement process should be structured so that the principal
factor in the selection of an independent auditor is the awditor’s ability to
perforn a quality audit. In no case should price be allowed to serve as the
sole criterion for the selection of an independent auditor.

References.

CPA Awddit Quality: A Framework for Procuring Audit Services, General Accounting
Office, August 1987.

Awndit Management Handbook, Stephen J. Gauthier, GFOA, 1989,
An Blecrted Gificial's Guide 1o Auditing, Stephen | Gauthier, GFOA, 1992,

Governmenial Accounting, Auditing and Financial Reporting (GAAFR), Stephen J.
Gauthier, GFOA.

Model Audit RFP Diskette, GFOA.

Approved by the GIQOA s Executive Board, October, 2002,
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29 South Main Street Tel 860.561.4000
P.O. Box 272000 Fax 860.521,9241
West Hartford, CT 06127-2000  biumshapirc.com

BlumShapiro

Accounting !Tax lBusiness Consulting

MEMO - COMMUNICATION WiTH THOSE CHARGED WITH GOVERNANCE

To: Finance Committee, Town of Mansfield, Connecticut

From: Vanessa E. Rossitto, CPA, Audit Pariner
Bium Shapiro & Company, P.C.

Date: August 25, 2015

Re: Auditing Standard No 114, The Auditor's Communication with
Those Charged with Governance

The American Institute of Certified Public Accountants (AICPA) issued Statement on Auditing
Standard (SAS) No. 114 entitled "The Auditors Communication with Those Charged with
Governance.” This statement defines who is charged with governance as well as the
information that should be communicated to them. For purposes of our audits we have
conciuded that the members of the Finance Committee are charged with the governance of the
Town.

This standard stresses the importance of two-way communication and requires -certain
communications {o be discussed prior to the audit. Summarized below is the information that
we are required to communicate o those charged with governance.

Objective

The objective of our audit is the expression of opinions as to whether your basic financial
statements are fairly presented, in all material respects, in conformity with accounting principles
generally accepted in the United States of America and (o evaluate the presentation of the
supplementary information in relation to the financial statements as a whole and fo report on
whether the supplementary information is fairly stated, in all material respects, in relation to the
finrancial statements as a whole.

The objective also includes reporting on:

s« Internal control related to the financial s'tatem@nts and compliance with laws, regulations,
contracts and grant agreements, noncompliance with which could have a material effect
on the financial statements in accordance with Government Auditing Standards.

o Internal controf related to major programs and an opinion {or disclaimer of opinion) on
compliance with laws, regulations and the provisions of confracis or grant agreemenis
that could have a direct and material effect on each major program in accordance with
Single Audit Act Amendments of 1996, OMB Circular A-133, Audits of Stafes, Local
Governments, and Non-Profit Organizations, and the Connecticut State Single Audit Act.

Blum, Shapiro & Company, P.C. An independent member of Baker Tilly internationat
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Qur audit will be conducted in accordance with auditing standards generally accepted in the
United States of America; the standards for financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; the Single Audit Act
Amendments of 1996 and the provisions of OMB Circular A-133, Audits of States, Local
Governments and Non-Profit Organizations; and the Connecticut State Single Audit Act and will
include tests of accounting records, a determination of major program(s) in accordance with
OMB Circular A-133 and the Connecticut State Single Audit Act and other procedures we
consider necessary to enable us to express such opinions and to render the required reports. I
our opinions on the financial statements or the Single Audit compliance opinions are other than
unmodified, we will discuss the reasons with you in advance. If, for any reason, we are unable
to complete the audit or are unable to form or have not formed opinions, we may decline to
express opinions or to issue a report.

In connection with our audit of the Town's financial statements, we will also communicate any
recommendations fo improve the Town's internal controls.

Our Responsibility

Our responsibility under the aforementioned standards is to express opinions on the financial
statements that have been prepared by management with the oversight of those charged with
governance. The audit of the financial statements does not relieve management or those
charged with governance of their responsibilities.

An audit is designed to provide reasonable, but not absolute assurance. Because of the
inherent limitations of an audit, combined with the inherent fimitations of internal control, and
because we will not perform an examination of all transactions, there is a risk that material
misstatements or noncompliance may exist and not be detected by us, even though the audit is
properly plannad and performed in accordance with auditing standards generally accepted in
the United States of America.

In addition, an audit is not designed to detect immaterial misstatements or violations of laws or
governmental regulations that do not have a direct and material effect on the financial
statements or major programs. However, we will inform the appropriate level of management of
any material errors or any fraudulent financial reporting or misappropriation of assets that we
discover. We will also inform the appropriate level of management of any violations of laws or
governmental regulations that come to our attention, unless clearly inconsequential, and of any
material abuse that comes to our attention. We will include such matters in the reports required
for a Single Audit.

Our responsibility as auditors is limited to the period covered by our audit and does not extend
to any other periods.

Audit Scope and Materiality
The scope of our audit of the financial statements is designed to provide reasonable assurance
that the Town’s financial statements are free of material misstatements, whether caused by

errors or fraud. Qur consideration of materiality is a matter of professional judgment and is
influenced by our perception of the needs of users of financial statements.
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Audit Approach

The nature, timing and extent of our contemplated procedures for significant accounts are
based on a risk assessment of the likelihood of material misstatements occurring in those
accounts. We contemplate an audit strategy based on reliable effective controls. We plan to
execute audit procedures to substantiate account balances primarily as of or near year-end.

In conducting our audit, we maintain an awareness of the possibility that errors, fraud or illegal
acts (as defined in authoritative professional literature) may have occurred that could have a
material and direct effect on the financial statements. Effective internal controls are designed to
prevent or detect errors, fraud or illegal acts; however, it is possible that they may nevertheless
oCCur.

We will report to those charged with governance and management any such sifuations which
come fo our attention even though they might not be material in relation o the financial
statements taken as a whole.

Independence

There are no relationships between any of our representatives and the Town that in our
professional judgment impair our independence.

Other Services

In addition o the audits of the above entities, we are also performing the following services
and/or issue the following reports:

o Board of Education Form ED0O01 Agreed Upon Procedures
o Testing of Internal Controls

Responsibilities under Auditing Standards Generally Accepted in the United States of
America

Management's responsibilities include:

o Management is responsible for the financial statements and ali accompanying
information, as well as representations containad therein.

o Management is also responsible for identifying government award programs and
understanding and complying with the compliance requirements, and for preparation
of the schedule of expenditures of federal awards and for the preparation of the
schedule of expenditures of state assistance.

o Management is responsible for establishing and maintaining effective internal
controls, including internal controls over compliance. o

o Management is also responsible for the selection and application of accounting
principtes

o Management is responsible for the design and implementation of programs and
controls to prevent and detect fraud and for informing us about all known or
suspected fraud or Hlegal acts affecting the government.
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Auditor's responsibilities include:

o Understanding the internal control structure to evaluate risk

o Performing tests, analysis and reviews of financial statements and underlying
support

o Planning and performing the audit fo obtain reasonable assurance that the financial
statements are free of material misstatement; whether caused by error or fraud

o Evaluating fairness of presentation of financial statements in conformity with the
Accounting Principles Generally Accepted in the United States of America (GAAP) in
all material respects

Audit Areas of Focus and Risks

0o 000000

Cash — existence, overstatement

investments — existence, valuafion

Receivables and revenues - existence

Capital Assets — existence, valuation

Payables, accruals, budget and expenditures ~ understatement, cutoff
Payroll expenditures - cutoff

Debt- completeness

insurance and Self insurance - existence, rights/obligations

Granis — Federal and State Single Audit - compliance

Engagement Timing

O

Our initial planning for the year-end audit will be performed during July 2015. Our focus
will be on documentation of the internal controls as required by auditing standards, fraud
inquiry interviews with management and key personnel, preparation of certain
confirmations some overall analytical procedures and audit fieldwork as applicable to the
federal and state single audits and procedures performed relevant to the tax collector’s
and tax assessor's offices.

Audit Timing:

Commencement of Fieldwork 10/5/15
End of Fieldwork 10/23/15
Issuance of Draft Financial S{alements 11/27/15
Client Approval of Draft Statements 12/4/15
Issuance of Financial Statements 121115
issuance of Management Letter, if applicable 12111715
Post Audit Meeting with Management T™BD
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Engagement Team

An engagement team consisting of the following individuals will be responsible for audit, and
other services, including contact information to reach us:

o Vanessa Rossitto, Audit Pariner
Direct Line: 860-561-6824
Email: vrossitto@blumshapiro.com

o Joe Kask, Concurring Audit Partner
Direct Line: 860-570-8372
Emait: ikask@blumshapiro.com

o Michael Popham, Audit Manager
Direct Line; 860-570-6391
Email: mpopham@blumshapiro.com

Other Communications

At the completion of our audit we wilt communicate in writing the following information related to
our audit:

Management judgments and significant sensitive accounting estimates

Significant accounting policies

The adoption of new accounting principles or changes in accounting principles
Significant audit adjustments (recorded and unrecorded)

Disagreements with management about auditing, accounting or disclosure matters
Difficulties encountered in performing the_audit

Irregularities and illegat acts

Consultation by management with other auditors

Matters affecting independence of auditors

Material weaknesses, significant deficiencies and control deficiencies

00000 0C 000

Knowiledge of Fraud

o If management or those charged with governance has any knowledge of fraud or
potential fraud, this information needs to be communicated to us. As part of the audit
process, we will be meeting with management to discuss fraud risks and any further
issues.

o ltis estimated that U.S. businesses, including municipalities, lose up to 7% of annual
revenue to fraud. Municipalities are especially vulnerable due to the large amounts of
cash collected in the tax collector's office, in addition to decentralized cash collection
points such as transfer stations, golf courses, recreation programs, etc.
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o The Forensic Accounting group of BlumShapiro provides Fraud Risk Assessment

services. The objectives of a Fraud Risk Assessment are fo gather perceptions of fraud
risk and to promote fraud awareness and prevention across the entity. The Fraud Risk
Assessment process starts with the gathering of information on the population of fraud
risks that may apply o the entity. This includes consideration of various types of
possible fraud schemes, scenarios and opportunities to commit fraud. This information
is then used to assess the relative tikelinood and potential significance of identified fraud
risk based on historical information, known fraud schemes and interviews with staff and
management. A report is prepared documenting fraud risk within the entity and setting
forth suggested policies and procedures to help prevent and detect fraud. If you are
interested a Fraud Risk Assessment or would like additionat information, we would be
happy to discuss the details of this service with you.

Industry Developments — Current Year Accounting Standards

-]

GASB Statement No. 88 Accounting and Financial Reporting for Pensions—an
amendment of GASB Statement No. 27. The primary objective of this Statement is to
improve accounting and financial reporting by state and local governments for pensions.
It also improves information provided by siate and local governmental employers about
financial support for pensions that is provided by other entities. This Statement resuits
from a comprehensive review of the effectiveness of existing standards of accounting
and financial reporting for pensions with regard to providing decision-useful information,
supporting assessments of accountability and interperiod equity, and creating additional
transparency.

This Statement replaces the requirements of Statement No. 27, Accounting for Pensions
by State and Local Governmental Employers, as well as the requirements of Statement
No. 50, Pension Disclosures, as they relate fo pensions that are provided through
pension plans administered as trusts or equivalent arrangements (hereafier jointly
referred to as trusts) that meet certain criteria. The requirements of Statements 27 and
50 remain applicable for pensions that are not covered by the scope of this Statement.

GASB Statement No. 71 Pension Transition for Contribuiions Made Subsequent fo
the Measurement Date—an amendment of GASB Statement No. 68. At the
beginning of the period in which the provisions of Statement 68 are adopted, there may
be circumstances in which it is not practical for a government fo determine the amounis
of all applicable deferred inflows of resources and deferred outflows of resources related
to pensions. In such circumstances, the government should recognize a beginning
deferred outflow of resources only for its pension contributions, if any, made subsequent
to the measurement date of the beginning net pension liability but before the start of the
government’s fiscal year. Additionally, in those circumstances, no beginning balances for
other deferred outflows of resources and deferred inflows of resources related to
pensions should be recognized.

The provisions of this Statement should be applied simultaneously with the provisions of
Statement 68.
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Statement No. 69 Government Combinations and Disposals of Government
Operations. This Statement establishes accounting and financial reporting standards
related to government combinations and disposals of government operations. As used in
this Statement, the term government combination includes a variety of {ransactions
referred to as mergers, acquisitions, and transfers of operations.

Government mergers include combinations of legally separate entities without the
exchange of significant consideration. Conversely, government acquisitions are
transactions in which a government acquires another entity, or its operations, in
exchange for significant consideration. This Statement also provides guidance for
transfers of operations that do not constitute entire legally separate entities and in which
no significant consideration is exchangad. This Statement defines the
term operations for purposes of determining the applicability of this Statement.

A disposal of a government’s operations results in the removal of specific activities of a
governmeni. This Statement provides accounting and financial reporting guidance for
disposals of government operations that have been transferred or sold.

This Statement requires disclosures fo be made about government combinations and
disposals of government operations to enable financial statement users fo evaluate the
nature and financial effects of those fransactions.

The requirements of this Statement are effective for government combinations and
disposals of government operations occurring in financial reporting periods beginning
after December 15, 2013 and should be applied on a prospective basis. Earlier
application is encouraged.

Industry Developments — Future Accounting Standards

GASB Statement No. 72 Fair Value Measurement and Application. This Statement
addresses accounting and financial reporting issues related to fair value measurements.
The definition of fair value is the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the
measurement date. This Statement provides guidance for determining a fair value
measurement for financial reporting purposes. This Statement also provides guidance
for applying fair value to certain investments and disclosures related to all fair value
measurements.

Fair value is described as an exit price. Fair value measurements assume a transaction
takes place in a government’s principal market, or a government’'s most advantageous
market in the absence of a principal market. The fair value also should be measured
assuming that general market participants would act in their economic best interest. Fair
value should not be adjusted for fransaction costs.
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This Statement establishes a hierarchy of inputs to valuation techniques used fo
measure fair value. That hierarchy has three levels. Level 1 inputs are gquoted prices
(unadjusted) in active markets for identical assets or liabilities. Level 2 inputs are
inputs—other than quoted prices—included within Level 1 that are observable for the
asset or liability, either directly or indirectly. Finally, Level 3 inputs are unobservable
inputs, such as management's assumption of the default rate among underlying
mortgages of a mortgage-backed security.

This Statement requires disclosures to be made about fair value measurements, the
level of fair value hierarchy, and valuation fechnigues. Governments should organize
these disclosures by type of asset or liability reported at fair value. it also requires
additional disclosures regarding investments in certain entities that calculate net asset
value per share (or its equivalent).

The requirements of this Statement are effective for financial statements for periods
beginning after June 15, 2015, Earlier application is encouraged.

Industry Developments — Federal Single Audit
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Uniform Grant Guidance — The U.S. Office of Management and Budget (OMB) has
recently issued Uniform_Administrative Requirements, Cost Principles _and Audit
Requirements for Federal Awards (Uniform Grant Guidance or Guidance). This
Guidance will supersede what we know foday as Circular A-133. The new Guidance is
an effort to streamiine the existing guidance on administrative requirements, cost
principles and audit requirements for federal awards. This guidance provides a
government-wide framework for grants management which will be complemented by
additional efforts to strengthen program outcomes through innovative and effective use
of grant-making models, performance metrics, and evaluation. This reform of OMB
guidance will reduce administrative burden on non-Federal entities receiving Federal
awards.

The Guidance supersedes and streamlines requirements from OMB Circulars A-21, A-
87, A-110, A-122, A-89, A-102 and A-133 and the guidance in Circular A-50 on Single
Audit Act follow up.

Some of the more significant changes for award recipients relate to time and effort
reporting and indirect costs.

As the effective date of the Circular is December 26, 2014, compliance with the new
requirements will start on this date. Award recipients will have to ensure that their
internal control system over their grants is in compliance with the new requirements by
this date. This also presents a challenge in that many grants will be subject to both the
old cost principles and the new Guidance. Suffice it to say that the education process
will need to start immediately. Award recipients should read the Guidance and its new
requirements now to ensure full compliance.

Areas of Concerns

Q

If you have any concerns that you would like to discuss with Bium Shapiro, we will make
ourselves available either by phone or in person to discuss such concerns.
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