


The Florida Legislature

COMMITTEE MEETING AGENDA
JOINT LEGISLATIVE AUDITING COMMITTEE

Senator Jeff Brandes, Chair
Representative Jason Fischer, Vice Chair

MEETING DATE: Thursday, February 7, 2019

TIME: 1:30 p.m. to 3:30 p.m.

PLACE: Room 110, Senate Office Building

MEMBERS:
Senator Dennis Baxley Representative Michael Caruso
Senator Tom Lee Representative Chip LaMarca
Senator Bill Montford Representative Sharon Pritchett
Senator Kevin Rader Representative Bob Rommel

Representative Jackie Toledo
Representative Patricia Williams

1. Consideration of a request for an Auditor General operational audit of issues relating to the City of
Melbourne received from Representative Fine

2. Consideration of a request for an Auditor General operational audit of the Citrus County Hospital
Board received from Representative Massullo

3. Presentation of the Auditor General’s follow-up audit of the City of Starke, Report Number 2019-003

4. The Committee is expected to consider taking action against local governmental entities that have failed
to file an annual financial report and/or annual financial audit (if required) in accordance with ss.
218.32(1) and 218.39, F.S.

5. The Committee is expected to consider taking action against local governmental entities that have failed
to provide the Auditor General with significant items missing from audit reports submitted in accordance

with s. 218.39, F.S.

6. Presentation of the Auditor General’s performance audit of the Local Government Financial Reporting
System, Report Number 2019-028

7. Consideration of the Department of the Lottery’s audit for the 2018-19 fiscal year
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District Office

2539 Palm Bay Road NE
Suite 5

Palm Bay, FL 32905
(321) 409-2017

(321) 409-2019 (Fax)

Randy Fine

Florida House of Representatives
State Representative, District 53

December 7, 2018
Hon. Jeff Brandes
Chair, Joint Legislative Auditing Committee

111 W. Madison Street
Tallahassee, FL 32399-1400

Dear Sen. Brandes,

Tallahassee Office:

The Capitol

402 South Monroe Street
Tallahassee, FL 32399-1300

(850) 717-5053
Randy.Fine@myfloridahouse.gov

Legislative Aide
Anna Budko
Anna.Budko@myfloridahouse.gov

I request that the Joint Legislative Auditing Committee authorize a targeted operational audit by the
Auditor General of the City of Melbourne, a portion of which | represent, focused on questionable
spending of taxpayer monies on non-profits and/or community redevelopment agencies. Specifically,
I’d like to probe the internal controls, statutory compliance, and results of the City’s involvement in the
Honor America charity, Melbourne CRA, and Olde Eau Gallie Riverfront CRA as explained further.

Based on numerous documents which have been brought to my attention, | have grave concerns
regarding the activities of the City both in respect to the Honor America relationship as well as the

Community Redevelopment Agencies (“CRAs”) operating within Brevard County.

The first area of my audit request relates to distributions of public funds from the City of Melbourne to a
non-profit charity currently suspended by the State of Florida from soliciting contributions: Honor

America.

I have been shown documents by Melbourne City Councilman Paul Alfrey that indicate the following:

1) As shown in Document A, a current City of Melbourne Councilwoman, Betty Moore, who was
simultaneously President of this charity, in February of 2015 made a Council motion for the City
to provide $15,000 to her charity in order to qualify for a matching $15,000 private grant for the
purchase of a new, $30,000 roof for the building being used by the charity. Councilwoman
Moore not only made the motion for the funds to be distributed to her charity, but voted for it.

2) It appears there was no verification by the City that such a private donor ever existed, and it

appears that none, in fact, did.

3) Asshown in Document B, rather than get a new roof, after receiving approval for the funds, the

charity only procured a minor repair.

Chairman, Brevard County Delegation
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4) In order to justify receipt of the full $15,000 tax dollars instead of the much-lower cost of the
roof repairs, the charity engaged in a complicated and fraudulent invoicing scheme in which
Councilwoman/President Moore provided inflated invoices to the City and then arranged for the
roofing contractor to kick-back half of the taxpayer funds to Honor America. Two such
fraudulent invoices are attached as Documents C and D; discussion of the kickback scheme is
included in Honor America board meeting minutes attached as Exhibit E.

5) lronically, West Melbourne City Councilman John Tice, who worked for Honor America as its
Executive Director, intercepted this kick-back and had the roofing contractor rewrite the check to
his own non-profit, Brevard Hall of Fame. In late March, now former-Councilman Tice was
arrested for fraud in connection with this embezzlement of taxpayer funds.

While the arrest of former Councilman Tice deals with the alleged illegal embezzlement of the taxpayer
funds, I believe it is necessary to audit the conditions under which taxpayer funds could be directed to a
charity operated by an elected official without any of the necessary controls in place to verify the private
donor or the work being conducted. It is my view that had appropriate controls been in place,
Councilman Tice would never have been able to steal the funds.

I request that the JLAC direct the Auditor General to perform a targeted operational audit, which focuses
on this, and any other transactions, from the City of Melbourne to Honor America and determine
whether appropriate controls were in place for the request, authorization, approval, and verification of
the appropriate spending of such funds.

The second component of my audit request, made after being brought to my attention by Melbourne
Councilman Tim Thomas, relates to CRA expenditures deemed illegal by the Brevard County Attorney.

In late 2017, then-County Attorney of Brevard County, Scott Knox, issued a series of opinions (see
exhibits F and G) to the Brevard County Board of County Commissioners stating that, in his
professional opinion, several CRAs have misappropriated City and County TIF revenue. Following an
opinion by Mr. Knox that the Town of Palm Shores CRA had illegally been paying its mayor out of its
CRA funds (exhibit F; see also exhibit H, opinion of the Brevard County Clerk of Courts’ Office), that
CRA was voluntarily terminated. However, he has identified more unlawful expenditures throughout
the County; unlike the Town of Palm Shores CRA, these CRAs have refused accountability for these
expenditures.

In particular, two CRAs operating within the City of Melbourne, Melbourne CRA and Olde Eau Gallie
Riverfront CRA, have appropriated CRA funds in order to fund festival activities. The Melbourne CRA
and Olde Eau Gallie Riverfront CRA have accomplished this by funneling the funds through a 3" party
organization, which adds another layer of problematic behavior (see exhibit I).
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However, due to the nature of these expenditures, an operational audit is needed to determine how much
revenue has been misappropriated, and the source of those funds (i.e. County TIF, City TIF, or
intergovernmental transfer) (see exhibits J, K). Furthermore, given that the expenditures on festivals
were only brought to light after inquiries from a County Commissioner, it seems entirely possible (if not
likely) that other questionable expenditures have taken place. While these CRAs have conducted
standard annual audits, these audits typically do not examine compliance requirements specific to CRAs
under Chapter 163, Part 111, Florida Statutes.

For example, as mentioned above, the Town of Palm Shores CRA had been paying its Mayor an
employee salary out of the CRA trust fund for years; while there is little doubt that the auditors were
aware of this fact, they likely did not realize this was expressly forbidden under Florida Statute. This
illustrates the need to have operational audits, conducted by experts familiar with the unique
compliance issues of CRAs, which are designed to examine statutory adherence particularized to these
agencies.

It should be noted that Brevard County does have some authority to take action regarding the
expenditures of County TIF funds as to the Olde Eau Gallie Riverfront CRA. Unfortunately, Brevard
County has failed to do so, despite their own County Attorney detailing the unlawful nature of their
dealings. Regarding the Melbourne CRA, because this CRA predates the County Charter, the County
lacks authority to take action.

For the reasons outlined above, | am very concerned that revenues are being spent in an unlawful
fashion by certain CRAs within Brevard County. Without action by JLAC, however, these CRAs will
continue to conduct their business in the shadows, with little fear of being held accountable, by hiding
behind the complex statutory structure of their agencies and the predictable ignorance of those who audit
them. As such, I request that the Auditor General’s operational audit scope also include the practices of
Melbourne CRA and Olde Eau Gallie Riverfront CRA.

Sincerely,

I 09

Randy Fine
State Representative, District 53





































































RE: Use of CRA funds for “Four Points” approach “promotion” of CRAs
September 20, 2017
Page 9

out and effectuate the purposes and provisions of this part*—gives citles the leeway to expend
funds for special events such as those you have inquired about. However, that provision limits
“necessary or convenient” to carrying out the “purposes and provisions” of community
redevelopment statutes contalning three provisions restricting the expenditure of CRA trust
funds to “redevelopment” and “related activities,” as defined In the statute—which Includes
policing innovations, but not special events, parades, festivals or block parties.

The fact that CRA trust funds are deemed to be a grant given to a not for profit entity
sponsoring a special event does not change the foregoing analysis.

Phone {321) 633-2080 o Fax (321) G33-2096
Website: www.BrevardCounty.us
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Clerk of the Circuit Court, Brevard County, Florida

Administration, P.O. Box 999, Titusville, Florida 32781-0999
Telephone: (321) 637-5413 - www.brevardclerk.us

Scott Ellis, Clerk

TO: The Honorable Scott Ellis, Clerk of the Circuit Court
FROM: Rebecca E. Lober, Esq., Staff Counsel to the Clerk
Tyler Winik, Deputy Clerk, Legal Affairs & Special Projects
RE: Opinion 17-02: Town of Palm Shores Community Redevelopment Agency
DATE: June 19, 2017
QUESTION:

You have substantially asked whether Carol McCormack, the mayor of the Town of Palm
Shores (“Palm Shores”), who also serves as a member of the Town of Palm Shores Community
Redevelopment Agency (the “CRA”), may be compensated by the CRA for acting, in addition to
her role as commissioner, the CRA’s executive director.

ANSWER:

Pursuant to section, 163.356(3)(a), Florida Statutes, “[a] commissioner shall receive no
compensation for services, but is entitled to the necessary expenses, including travel expenses,
incurred in the discharge of duties.” There is no allowance for a commissioner to receive any
other type of compensation from the CRA. As a result, it is the opinion of this office that a
commissioner of a CRA may not draw compensation except for the explicit reasons listed in the
governing statutes.

EXPANDED ANSWER:

In June 2004, Palm Shores passed an ordinance with the required findings that a CRA
was necessary and created the same. See Ordinance 2004-06, Town of Palm Shores. See Exhibit
“A.” In May 2004, Palm Shores adopted Resolution 2004-05, declaring that the town council of
Palm Shores “shall serve as the Board Of [sic] Commissioners of the Palm Shores community
Redevelopment Agency.” See Exhibit “B”; see also § 163.357, Fla. Stat. (“As an alternative to
the appointment of not fewer than five or more than seven members of the agency, the governing
body may, at the time of the adoption of a resolution...declare itself to be an agency...”).

The Mayor

In her official role, Mayor Carol McCormack (the “Mayor”) serves as a member of the
town council. See § 2.08, Code of Ordinances, Town of Palm Shores, Florida (The mayor “shall



be a voting member of the council, the presiding officer of the council, the chief executive
officer and the titular and administrative head of the Town.”); see also Exhibit “C.” In lieu of a
town manager, the Mayor also serves as the administrator of the town’s government, different
than most, if not all, municipalities in the county. See § 1.05, Code of Ordinances, Town of
Palm Shores, Florida (“The form of government provided by this charter shall be known as the
. “strong mayor government”... The Mayor shall execute the laws and administer the government
of the Town.”); see also Exhibit “D.” As a member of the town council, the Mayor is
automatically a CRA commissioner. See Exhibit “B,” supra.

On information and belief, the Mayor, as a commissioner, has drawn compensation from
the CRA while also acting as its executive director. See § 163.356(3)(c), Fla. Stat. (“An agency
may employ an executive director...”). According to a letter dated June 12, 2017, Ms. Jane
Antonsen indicates that in 2010 or 2011, the Mayor, Ms. Antonsen, and Mr. Doug Robertson met
to discuss that approximately 30 to 35% of the Mayor’s salary was to be apportioned “to the
CRA since the majority of her time was devoted to handling CRA issues. Over time, this
percentage has decreased.”! June 12, 2017, Letter from J. Antonsen. See Exhibit “E.”

Statutory Construction

There appears to be no case law from Florida’s appellate courts on the legality of a
commissioner deriving compensation from a CRA. As such, a trial court would likely consider
this a case of first impression, and apply principles of statutory construction to the question
presented above. “The primary rule of statutory construction is “to give effect to legislative
intent, which is the polestar that guides the court in statutory construction.” Raymond James
Financial Services, Inc. v. Phillips, 126 So. 3d 186, 190 (Fla. 2013) (citing Gomez v. Vill. of
Pinecrest, 41 So. 3d 180, 185 (Fla. 2010)). “In answering a statutory interpretation question,
[the] Court must begin with the actual language used in the statute because legislative intent is
determined first and foremost from the statute’s text.” Phillips, 126 So. 3d at 190 (citing Heart
of Adoptions, Inc. v. J.A., 963 So. 2d 189, 198 (Fla. 2007) (quoting Borden v. E.-European Ins.
Co., 921 So. 2d 587, 595 (Fla. 2006))), internal quotations omitted.

Section 163.356(3)(a), Florida Statutes, says that “[a] commissioner shall receive no
compensation for services, but is entitled to the necessary expenses, including travel expenses,
incurred in the discharge of duties.” A plain reading of the statute indicates that a commissioner
is barred from receiving any compensation except that which is listed. See id. “Under the
principle of statutory construction, expressio unius est exclusio alterius, the mention of one thing
implies the exclusion of another.” Moonlit Waters Apartments, Inc. v. Cauley, 666 So. 2d 898,
900 (Fla. 1996) (citing Bergh v. Stephens, 175 So. 2d 787 (Fla. 1st DCA 1965)). By prohibiting
all but the specified types of compensation to CRA commissioners (i.e. necessary expenses, such
as travel expenses), the Legislature has forbade any other type of compensation.

In the question presented, the Mayor has been compensated by the CRA since 2012 for

! Ms. Antonsen’s letter indicates, but this office has yet to verify, that the monies paid to the
Mayor from the CRA were simply apportioned from the CRA based on the percentage of the
Mayor’s time involved with executive director duties.









































































































2 Citrus County Hospital Bd.
Audit Request: Rep. Massullo



Florida House of Representatives
Representative Ralph Massullo, MD

District 34
District Office: Tallahassee Office:
4067 N Lecanto Hwy, 1301 The Capitol
Beverly Hills, FL 34465 402 South Monroe Street
(352) 527-4510 Tallahassee, FL 32399

(850) 717-5034

Senator Jeff Brandes, Chairman
Joint Legislative Audit Committee
876 Claude Pepper Building

111 W Madison Street
Tallahassee, FL 32399

December 3, 2018
Chairman Brandes,

Please let this letter serve as my request for consideration of an Operational Audit by the JLAC of the Citrus
County Hospital Board. This request comes after an official letter of request for the audit from the Citrus
County Board of County Commission dated April 17,2018. In my opinion, an Operational Audit would help
bring the operations of the board into the Sunshine and ease the many concerns of constituents and local
government officials. Majority Leader Simpson and I have discussed on several occasions this matter and look
forward to discussing this further with you during the upcoming committee week. During our last
conversations, he also was in favor of proceeding with this audit request.

We both look forward to seeing you in the not too distant future.

Haw
yespe

est of the week.

cc: Wilton Simpson, Senate Majority Leader

Committees:
Health & Human Services Committee - Health Quality Subcommittee — Tourism & Gaming
Natural Resources & Public Lands Subcommittee — PreK-12 Innovation Subcommittee






























3 City of Starke
Report No. 2019-003























































































Report No. 2019-003
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CITY OF STARKE

Prior Audit Follow Up
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Operational Audit

Sherrill F. Norman, CPA
Auditor General




City Commissioners, Chief of Police, City Clerk, and City Manager

During the period October 2014 through February 2016, Jeff Johnson served as Chief of Police,
Ricky Thompson served as City Clerk, Tom Earnharth served as City Manager from 2-16-15,2 and
the following individuals served as City of Starke Commissioners:

Daniel Nugent, Mayor from 10-20-15

Carolyn Spooner, Vice Mayor from 10-20-15, Mayor through 10-7-14
Travis Woods, Mayor 10-8-14, through 10-19-15

Tommy Chastain, Vice Mayor 10-8-14, through 10-19-15

Wilbur Waters, Vice Mayor through 10-7-14

a City Manager position vacant 10-1-14, through 2-15-15.

The team leader was Jillian M. Litchfield, and the audit was supervised by Randy R. Arend, CPA.

Please address inquiries regarding this report to Michael J. Gomez, CPA, Audit Manager, by e-mail at
mikegomez@aud.state.fl.us or by telephone at (850) 412-2881.

This report and other reports prepared by the Auditor General are available at:

www.FLAuditor.gov

Printed copies of our reports may be requested by contacting us at:

State of Florida Auditor General
Claude Pepper Building, Suite G74 « 111 West Madison Street ¢ Tallahassee, FL 32399-1450 ¢ (850) 412-2722




CITY OF STARKE
Prior Audit Follow Up

SUMMARY

This operational audit of the City of Starke (City) focused on the progress that the City had made, or was
in the process of making, in addressing the findings and recommendations in our operational audit report
No. 2015-009. Our audit disclosed that the City had corrected 8 findings (Nos. 1, 5, 12, 16, 18, 22, 28,
and 29), partially corrected 14 findings (Nos. 2, 3,4, 6, 7, 8, 9, 15, 17, 19, 20, 24, 26, and 35), and had
not corrected 13 findings (Nos. 10, 11, 13, 14, 21, 23, 25, 27, 30, 31, 32, 33, and 34).

BACKGROUND

The City of Starke (City), located in Bradford County, is a Florida municipality originally incorporated as
the Town of Starke in 1870 and then reincorporated as the City by the Florida Legislature through the
enactment of Chapter 13426, Laws of Florida, 1927. The City operates under a Mayor-Commissioner
form of government and is governed by an elected five-member City Commission. The five
Commissioners annually elect one Commissioner to serve as Mayor and one to serve as Vice Mayor.
The City also has an elected City Clerk and Chief of Police. The City provides law enforcement, fire
control, electric, gas, water, sewer, and other general governmental services. The estimated population
of the City was 5,442 in 2015 and 5,520 in 2017."

We conducted an operational audit of the City for the period October 2010 through September 2013, and
selected actions taken prior and subsequent thereto, and issued our report No. 2015-009 in August 2014.
In accordance with State law,? we performed follow-up procedures, as deemed necessary, to determine
the City’s progress in addressing the findings and recommendations contained within that report.

FINDINGS AND RECOMMENDATIONS

GENERAL MANAGEMENT CONTROLS AND OVERSIGHT

Finding 1: Organizational Structure

Previously Reported

Contrary to the Code of Ordinances (Code), the City Commission (Commission) did not employ a City
Manager, resulting in those job responsibilities being performed by other personnel, some of which were
incompatible and could have contributed to other deficiencies.

We recommended that the City hire individuals to fill employee positions in accordance with City
ordinances or revise its ordinances to establish an organizational structure based on the intent of the

' Florida Population Estimates for Counties and Municipalities, April 2015 and April 2017, Florida Legislative Office of Economic
and Demographic Research.

2 Section 11.45(2)(j), Florida Statutes.

Report No. 2019-003
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Commission. Should the Commission establish a new structure, it should ensure a proper separation of
duties and assignment of responsibilities and accountability.

Results of Follow-Up Procedures

The City corrected this finding. Our examination of City records disclosed that, effective
February 16, 2015, the City employed a City Manager to perform the City Manager responsibilities
specified in the Code, which eliminated the incompatible duties previously performed by the City Clerk
and Operations Manager.

Finding 2: Separation of Duties

Previously Reported

The City had not provided for an adequate separation of duties, or established adequate compensating
controls, in several areas of its business functions.

We recommended that the City ensure that adequate compensating controls are implemented to help
mitigate circumstances in which adequate separation of duties is not practical.

Results of Follow-Up Procedures

The City partially corrected this finding. Based on our examination of City records and discussions
with City personnel, we determined that the City adopted policies and procedures, effective July 2015,
for utility fee collections and implemented compensating controls over bank reconciliation and electronic
funds transfer (EFT) processes to mitigate the inadequate separation of duties in these areas. However,
as of May 2016, certain duties continued to be inadequately separated for the payroll function as one
employee was responsible for recording in the accounting records payroll data from source documents,
posting changes in rates of pay, adding new employees to the payroll system, and preparing payroll
checks. Although the City Clerk reviewed the payroll checks for mathematical accuracy, improper
changes could be made to payroll data or rates of pay without being timely detected. In response to our
inquiries, City personnel indicated that the inadequately separated duties resulted from limited staff.

Recommendation: We recommend that the City continue efforts to implement adequate
compensating controls, such as independent oversight and monitoring of payroll processing, to
mitigate circumstances in which adequate separation of duties with existing employees is not
practical.

Finding 3: Written Policies and Procedures

Previously Reported

The City had not established written policies and procedures necessary to assure the efficient and
consistent conduct of accounting and other business-related functions and the proper safeguarding of
assets.

We recommended that the Clerk provide procedural rules for purchasing to the Commission for its
approval as required by the Code. We also recommended that the City establish comprehensive, written
policies and procedures that are consistent with applicable laws and other guidelines. In doing so, we

Report No. 2019-003
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recommended that the City ensure that the written policies and procedures address the instances of
noncompliance and internal control deficiencies discussed in our report No. 2015-009.

Results of Follow-Up Procedures

The City partially corrected this finding. Our examination of City records for the audit period disclosed
that during the period April 2015 through June 2016 policies and procedures were adopted regarding
revenues and cash receipts, cash management, credit cards and charge accounts, utility account
adjustments, and capital assets. However, written policies and procedures were not developed to
address other business-related functions, such as Commission minutes, budgets, and contract
administration.

Additionally, the Code?® requires the City Clerk to establish, and submit for approval by the Commission,
procedural rules for purchasing goods and services. Although the City had written purchasing policies
and bidding procedures, the Commission had not approved the bidding procedures as of October 2017.
According to the City Clerk, City personnel were establishing the various policies and procedures as time
and resources were available and the policies and procedures will be presented to the Commission for
approval when complete.

Notwithstanding the City’s limited staff and resources, comprehensive, written policies and procedures
are necessary to assist in training new employees and help prevent instances of noncompliance or
inadequate internal controls, such as those discussed in this report.

Recommendation: We continue to recommend that the City continue efforts to establish
comprehensive, written policies and procedures to assist in training new employees and help
prevent instances of noncompliance and inadequate internal controls. In doing so, the City
should ensure that the policies and procedures address the remaining areas of noncompliance
and internal control deficiencies discussed in this report.

Finding 4: City Commission Minutes

Previously Reported

Minutes of City Commission workshop meetings were not timely reviewed and approved.

We recommended that the City develop guidelines for review and approval of Commission minutes, and
enhance its procedures to ensure that minutes for all Commission meetings are recorded, approved, and
available for public inspection.

Results of Follow-Up Procedures

The City partially corrected this finding. Our examination of City records for the audit period and
discussions with City personnel disclosed that the City did not have written policies or procedures
providing guidelines for timely recording, reviewing, and approving Commission meeting minutes. Our
examination of Commission meeting minutes for the audit period disclosed that the minutes were timely
recorded and approved; however, the minutes were not always timely made available for public
inspection. Commission meeting minutes for the 60 meetings held during the audit period were recorded

3 Section 2-326, City of Starke Code of Ordinances.
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and approved by the Commission 7 to 64 days after the respective meetings. However, the meeting
minutes for 17 meetings were not posted to the City Web site until May 26, 2016, subsequent to our
inquiries, and the postings were 69 to 506 or an average of 276 days after the meeting dates. According
to City personnel, the minutes were not timely posted to the Web site due to oversight and that
appropriate posting procedures will be developed.

Recommendation: We continue to recommend that the City develop guidelines for review and
approval of Commission minutes, and enhance procedures to ensure that minutes for all
Commission meetings are timely made available for public inspection.

PETTY CASH, CHANGE FUNDS, AND BANK ACCOUNTS

Finding 5: Petty Cash and Change Funds

Previously Reported

The City’s petty cash and change funds were not adequately safeguarded and accounted for, and the
City did not always document the public purpose served by petty cash expenditures.

We recommended that the City establish procedures to ensure that all petty cash and change fund
balances are recorded in the accounting records and periodically reconciled to amounts on hand. We
also recommended that the City strengthen its procedures to require documentation that expenditures
serve an authorized public purpose, are reasonable and necessary, and benefit the City. Such
documentation should be present in the City’s records prior to payment. Finally, we recommended that
the City ensure the location, amount, and purpose of each petty cash and change fund is approved by
the Commission.

Results of Follow-Up Procedures

The City corrected this finding. Our examination of City policies and procedures and Commission
meeting minutes disclosed that the Commission adopted policies and procedures on June 16, 2015,
specifying the locations, amounts, and purposes of each petty cash and change fund. The funds
included:

e Two $400 change funds for the City Hall cashiers.

e Two $300 petty cash funds, one for City Hall emergency purchases and one for Police Department
emergency purchases.

e $200 in rolled coins for the cashiers’ use when additional change was needed.

We also determined that the City maintained the petty cash and change funds in accordance with the
adopted policies and procedures by performing a surprise count of the petty cash and change funds in
May 2016. We compared our counts to amounts recorded in the accounting records and found no
differences.

In addition, to determine whether petty cash and change fund disbursements were appropriate, we
examined City records supporting 7 selected disbursements totaling $1,138 of the 20 recorded
disbursements during the period August 2015 through February 2016. We found that the
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reimbursements were timely, served an authorized public purpose, were reasonable and necessary, and
benefited the City.

Finding 6: Bank Accounts and Reconciliations

Previously Reported

The City maintained an excessive number of bank accounts, and bank account reconciliations were not
adequately prepared.

We recommended that the City enhance its procedures to ensure accurate independent reconciliations
of bank accounts to the general ledger including supervisory review and the date the reconciliations were
completed. We also recommended the City continue efforts to reduce the number of bank accounts.

Results of Follow-Up Procedures

The City partially corrected this finding. Our examination of 30 of the 153 bank account reconciliations
for the months of October 2015 through February 2016 disclosed that City personnel timely prepared
(within 1 month after the bank statement ending date) the reconciliations and the reconciliations
contained evidence of supervisory review and approval.

In addition, our examination of City records disclosed that the number of City bank accounts was reduced
in October 2017 from 44 to 29. However, the number of accounts maintained was still excessive as many
of the 29 accounts had little or no activity during the audit period and, according to City personnel, the
accounts were maintained mainly to provide separate accountability depending on the sources or uses
of the moneys. Notwithstanding, separate accountability can be accomplished through use of source
and use-specific accounting codes or subsidiary records. Maintaining an excessive number of bank
accounts results in additional record keeping responsibilities and increases the risk that errors could
occur and not be timely detected. In response to our inquiries in October 2017, City personnel indicated
they were evaluating whether the Code required separate bank accounts for certain restricted funds and
that the number of bank accounts would be reduced accordingly when the evaluation was completed.

Recommendation: We continue to recommend that the City reduce the number of bank
accounts.

Finding 7: Banking Agreements and Signature Cards

Previously Reported

Some banks used as depositories were not approved by the Commission, contrary to the City Charter;
banking agreements and signature cards were not maintained for all banks and accounts; and payroll
checks were only signed by the City Clerk, contrary to the City Charter.

We recommended that the City maintain current banking agreements for all banks and signature cards
for all bank accounts, ensure annual approval by the Commission of public depositories, and require that
the City Clerk and Mayor sign all payroll warrants.

Report No. 2019-003
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Results of Follow-Up Procedures

The City partially corrected this finding. Our examination of City records disclosed that the
Commission approved the City’s use of public depositories at its March 3, 2015, Commission meeting in
accordance with the City Charter. Our examination also disclosed that, in April 2016, current banking
agreements and signature cards were available for all bank accounts. However, our observation of
payroll warrants issued in October 2015 disclosed that the City Clerk and Mayor did not separately sign
payroll warrants as the City Clerk manually stamped the warrants with a signature stamp for both the City
Clerk and Mayor. Payroll warrants signed by the City Clerk and Mayor or an independent review and
approval of the payroll warrant signing process would reduce the risk of fraud and errors associated with
the process.

Recommendation: We continue to recommend that the City require the City Clerk and Mayor to

each sign all payroll warrants or that the payroll warrant signing process be independently
reviewed and approved.

Finding 8: Controls Over Electronic Funds Transfers

Previously Reported

The City had not developed written procedures for EFTs, contrary to law, and the City’s EFT agreement
with the financial institution from which EFTs were made did not sufficiently limit EFTs or address all bank
accounts used for EFTs.

We recommended that the City establish written policies and procedures for authorizing and processing
EFTs pursuant to State law. We also recommended that the City ensure its EFT agreement addresses
all accounts from which EFTs are made, requires approval of a City employee other than the employee
initiating the transfer, specifies the locations where City funds can be transferred, and specifies the dollar
limits for transferred funds.

Results of Follow-Up Procedures

The City partially corrected this finding. On April 7, 2015, the Commission adopted policies and
procedures for the authorization and processing of EFTs, as required by State law.* Additionally, in
May 2016, the City updated its written agreement with the financial institution from which EFTs were
made to specify and authorize the accounts from which EFTs could be made and establish single EFT
dollar limits, which were generally $75,000 or $125,000. However, the written agreement did not require
documented, secondary approval of EFT authorizations or specify the destination accounts that can
receive EFTs. Inresponse to our inquiries, City personnel indicated that the EFT agreement lacked these
provisions because of oversights.

Our examination of City records supporting the 32 EFTs totaling $1.2 million during October 2015 did not
disclose any EFTs for unauthorized purposes. However, without a written agreement requiring
documented, secondary approval of EFT authorizations and specifying the destination accounts that can

4 Section 668.006, Florida Statutes, requires agencies to adopt control processes and procedures to ensure adequate integrity,
security, confidentiality, and auditability of business transaction conducted using electronic commerce.
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receive EFTs, the risk increases that unauthorized EFTs could occur without timely detection and
appropriate resolution.
Recommendation: We continue to recommend that the EFT agreement be amended to require

documented, secondary approval of EFT authorizations and specify the destination accounts that
can receive EFTs.

COLLECTIONS, RECEIVABLES, AND UTILITY FUNDS

Finding 9: Cash Collections

Previously Reported

Certain cash collections were not recorded at the initial point of collection, and checks were not
restrictively endorsed immediately upon receipt.

We recommended the City establish procedures that require the use of prenumbered receipts for
payments made in person, all mail collections be recorded at the initial point of collection, and checks be
restrictively endorsed immediately upon receipt.

Results of Follow-Up Procedures

The City partially corrected this finding. Our examination of City records supporting the 53 daily cash
summary reports for October 2015, which included 72 receipts (other than utility deposits) totaling
$41,681, disclosed that prenumbered receipts were used for payments made in person. However,
although we requested, City records were not provided to evidence the use of mail logs, receipts, or other
records to document the initial point of collection for City Hall and the Police Department mail collections.
Additionally, according to City personnel, they did not restrictively endorse checks received in mail
collections immediately upon receipt.

In response to our inquiries in October 2017, City personnel indicated that they were evaluating the
collection procedures to implement appropriate controls. When collections are not documented at the
initial point of receipt and checks are not restrictively endorsed immediately upon receipt, the risk
increases that errors, fraud, or theft may occur without timely detection.

Recommendation: We continue to recommend that the City establish procedures that require
all mail collections be recorded at the initial point of collection and checks restrictively endorsed
immediately upon receipt.

Finding 10: Uncollected Local Business Taxes

Previously Reported

The City did not actively pursue collection of delinquent business tax receipts or enforce late payment
penalties.

We recommended that the City implement procedures to ensure compliance with the Code and collection
of revenues due to the City for business tax receipts.
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Results of Follow-Up Procedures

The City did not correct this finding. The Code® provides, with limited exceptions, that no person shall
engage in, own or manage businesses, occupations, professions or services without first having properly
applied for and obtained a local business tax receipt (i.e., business license), which range in cost from
$25 to $1,500 depending on the type of occupation. The Code also provides that:

e |ocal business tax receipts be issued beginning August 1, and expire on September 30 of the
next year. Local business tax receipts that are not renewed by September 30 are delinquent and
subject to a delinquency penalty of 10 percent for the month of October, plus an additional 5
percent for each subsequent month until paid, although the total delinquency penalty may not
exceed 25 percent.®

* Any person who does not pay for the required local business tax receipt and obtain the receipt
within 150 days after initial notice will be subject to additional actions and costs incurred as a
result of collection efforts and a penalty of $250.7

As part of our audit, we examined City records and identified 696 business tax receipts totaling $62,192
that were issued for the 2015-16 fiscal year. We noted that local business taxes totaling $4,501 for
80 businesses were due October 1, 2015, but had not been paid as of April 19, 2016. As of July 5, 2016,
local business taxes totaling $2,812 for 51 of these businesses still had not been paid. The late fees and
penalties for the 2015-16 fiscal year totaled $1,125 and $20,000, respectively, for 80 licenses associated
with payments that were 150 or more days past due.

According to City personnel, the City notified businesses of delinquent business taxes beginning in
April 2016, but did not actively pursue the collection of the 25 percent delinquency penalty and did not
enforce the $250 penalty. However, the delinquent amount was added to the next year’s annual renewal
billing statement for the businesses. In response to our inquiries, City personnel indicated that they did
not pursue collection of the penalties because they did not want to discourage businesses from operating
in the City.

Prompt notifications to businesses with delinquent business tax receipts followed by the timely
identification and referral for further collection efforts could reduce the amount of uncollectible business
tax receipts and related penalties.

Recommendation: We continue to recommend that the City implement procedures to ensure
compliance with the Code and collection of revenues due to the City for business tax receipts.

Finding 11: Utility Deposits

Previously Reported

The City did not periodically reconcile its utility deposits subsidiary ledger, general ledger, and bank
account balance.

5 Section 26-31, City of Starke Code of Ordinances.
6 Section 26-37, City of Starke Code of Ordinances.
7 Section 26-38, City of Starke Code of Ordinances.
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We recommended that the City implement procedures to ensure that customer deposit liability accounts
are periodically reconciled to the customer deposits subsidiary ledger and the customer deposits bank
account balance.

Results of Follow-Up Procedures

The City did not correct this finding. Our examination of City records disclosed that the City
maintained a bank account for the residential and commercial utility deposits and recorded deposits as
both cash and customer deposits payable in its accounting records. We also noted that the City
maintained a customer deposits subsidiary ledger. However, City records and discussions with City
personnel indicated that the City did not have procedures for periodically reconciling the customer
deposits payable liability account to the customer deposits subsidiary ledger and to the residential and
commercial utility deposits bank account balance. In response to our inquiries, City personnel indicated
that the reconciliations were not performed because a limited number of staff were available to analyze
the large number of transactions involved.

Our examination of District records for the period October 2015 through February 2016 disclosed that:
e According to the customer deposits subsidiary ledger, customer deposits increased by $24,813,
from $890,455 to $915,268.

e The customer deposits payable liability account in the general ledger increased by $27,270, from
$890,455 to $917,725.

e The residential and commercial utility deposits bank account balance increased by $26,961, from
$960,476 to $987,437.
While the amounts of these increases varied by less than $2,500, without periodic reconciliations there
is an increased risk that, should fraud or errors occur, the City may not promptly detect and resolve such
occurrences.

Recommendation: We continue to recommend that the City implement procedures to ensure

that customer deposits payable liability accounts are periodically reconciled to the customer
deposits subsidiary ledger and the customer deposits bank account balance.

Finding 12: Electricity Billing True-Up Calculations

Previously Reported

City procedures for preparing and reviewing quarterly electricity billing true-up calculations needed
improvement.

We recommended that the City enhance its true-up calculation and review procedures to ensure that
errors are timely detected and corrected, and actual costs of producing electricity are correctly charged
to customers.

Results of Follow-Up Procedures

The City corrected this finding. Our recalculations of the City’s true-up worksheets for the 3-month
period ended October 2015 indicated that the calculations were accurate and amounts used in the
calculations agreed to the supporting documentation. The City’s electricity costs for the 3-month period
totaled $1,366,617 and the electricity costs recovered through customer billings totaled $1,282,735,

Report No. 2019-003
July 2018 Page 9



resulting in a shortage of $83,882 to be recovered through a rate adjustment in customer billings over
the next 3 months.

Finding 13: Utility Cutoff, Adjustment, and Water and Sewer Extension Cost Procedures

Previously Reported

The City did not always follow its procedures for determining uncollected utility accounts, disconnecting
services, and granting refunds to customers for unexpended deposits related to water and sewer
extensions. The City also did not have documented procedures for reviewing, calculating, and approving
utility account adjustments.

We recommended that the City enforce its procedures for providing limited payment extensions and
disconnecting electric service as required by City ordinance and resolution. We also recommended that
the City ensure that all disconnection report records are retained and that a procedure is developed for
tracking the number of payment extensions provided. In addition, we recommended that the City develop
formal procedures for the review and approval of utility account adjustments, and ensure that the City
ordinance is followed for water and sewer extensions, including refunds of extension costs, if any.

Results of Follow-Up Procedures

The City did not correct this finding. Our discussions with City personnel and examination of City
records supporting utility disconnection, adjustment, and water and sewer extension cost procedures
disclosed that procedures continued to need improvement.

Utility Disconnections. City resolutions® provide that:

e Utility bills are to be mailed to customers on the 1st of the month.

¢ A customer shall be allowed to extend the time for payment of utility bills twice per calendar year
for up to 7 days.

e Utilities are to be disconnected if bills are not paid by the 29th of the month.

According to City personnel, time extensions for unpaid bills may be authorized by the Finance Director
based on customer extension requests and are authorized when paid by financial assistance grants.

Our examination of City records disclosed that, in March 2015, the City began tracking the number of
extensions granted to utility customers. However, City personnel did not always comply with the
resolution requirements by disconnecting utilities for accounts that remained delinquent after the 29th of
the month. For example, the March 2, 2015, list of uncollected accounts disclosed 277 accounts
(211 residential accounts and 66 commercial accounts) subject to disconnection. As of that date,
15 accounts were pending payment from a financial assistance grant and the City had disconnected the
utilities for 17 other accounts. However, of the remaining 245 accounts:

® 66 customers paid their late fees by March 2, 2015, without utility disconnections.

e The Finance Director formally extended the due dates of 26 accounts based on customer
extension requests.

8 Resolution No. 2014-26, superseded by Resolution No. 2016-08.
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e 153 accounts were extended without a customer extension request, including:
o 125 accounts (87 residential and 38 commercial) that were up to 13 days late.

o 22 accounts (12 residential and 10 commercial) that were 40 days late, effectively granting
each customer a second consecutive extension by default.

o 6 accounts (5 residential and 1 commercial) that were 70 or more days late and, therefore,
exceeded the maximum two allowable extensions per year.
In response to our inquiries, City personnel indicated that the manual process for monitoring payments
and utility disconnections is labor intensive and that the City has limited staff and resources. Additionally,
City personnel indicated and that utilities were not disconnected for some accounts because the amount
owed was less than the customer deposit.

For collection efforts to be effective, such efforts must be both timely and progressively strengthened as
accounts become more delinquent. Without effective efforts, such as appropriate payment arrangements
or utility disconnections, there is an increased risk that account balances will continue to increase and
not be collected.

Utility Account Adjustments. In March 2015, the City adopted procedures for the review and approval of
customer utility account adjustments for certain occurrences, such as billing error corrections (e.g.,
incorrect meter readings), checks returned for insufficient funds, and increased water and sewer charges
caused from water leaks. The procedures also require that all adjustments have supporting
documentation and be signed to evidence approval by the City Clerk, City Manager, or Finance Director
before the adjustment is made.

To determine whether the newly adopted procedures were being followed, we examined City records
supporting the 17 adjustments to customer utility accounts, totaling $1,860, made during the months of
January and February 2016 and found that a $960 adjustment lacked documentation evidencing the
basis for the utility account adjustment and 5 adjustments, totaling $248, lacked the signature of either
the City Clerk, City Manager, or Finance Director to evidence approval of the adjustments, contrary to
City procedures. In response to our inquiry, City personnel indicated that documentation for adjustments
and necessary approval as evidenced by required signatures was not available due to oversights. Absent
required documentation for adjustments and approvals, improper adjustments could be made and not
timely detected and corrected.

Water_and Sewer Extension Costs. City ordinances® provide that a City water and sewer system
extension or expansion project may be constructed by the City upon written request of the individual
property owner, provided that such property owner:

e Deposits with the City the total estimated cost of such project.
® The service request is in the form of the written petition presented to the Commission.

e The parties desiring construction agree, in writing, to pay on demand any expenses actually
incurred by the City in excess of the estimates.

The ordinances also provide that the City refund to contributing parties, in proportion to the contribution
of each party, the portions of the deposits unexpended upon completion of the project.

9 Section 102-32, City of Starke Code of Ordinances.
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Our discussions with City personnel and examination of Commission minutes and other City records
disclosed for the one water line extension during the period October 2014 through February 2016 that:

* |n August 2015, the Commission approved one water line extension to a customer’s residence at
an estimated cost of $6,915. The customer entered into a payment agreement with the City to
make monthly payments until the balance was paid in full for the cost of installing the water line
extension. Because the water line could support five residential water lines, Commission minutes
indicated that each additional water line would cost $1,383, and the original customer would be
reimbursed a pro rata share of $6,915 as additional customers were connected.

¢ In May 2016, another customer connected to the water line. However, rather than assessing the
customer one-fifth of the water line costs of $1,383, the customer was assessed $1,693, or an
additional $310, because the City incorrectly calculated the amount. The incorrect calculation
resulted in a credit to the original customer’s account of $2,743 instead of $1,383, or an additional
$1,360, composed of the additional $310 incorrectly assessed and the $1,050 connection fee
paid by the new customer. Although the Commission approved the water line extension
agreement, and City ordinances provide for refunding portions of unexpended deposits upon
completion of a project, the Code does not provide for arrangements for constructing a water line
extension and subsequently reimbursing a customer or crediting their account based on future
connections.

In response to our inquiries, City management indicated that the calculation errors occurred because the
calculations are complex and are made infrequently. Additionally, City personnel indicated that the City
has historically entered into water line extension arrangements and that they were unaware that such
arrangements were contrary to City ordinances. As of October 2017, the City had not attempted to
recover the $1,360 improperly credited to the customer’s account or to refund the $310 improperly
assessed to the other customer.

Recommendation: We continue to recommend that the City enforce procedures for providing
limited payment extensions and disconnecting utility services as required by City ordinances and
resolution. The City should also ensure that procedures for the review and approval of utility
account adjustments are followed and that the City ordinance is followed for water and sewer
extensions, including proper refunds of extension costs, if any. In addition, the City should take
appropriate actions to recover the $1,360 improperly credited and refund the $310 overcharged.

Finding 14: Enterprise Fund Financial Condition

Previously Reported

The City did not maintain detailed separate accountability for each of its utilities. In addition, the City
Commission did not, of record, address recommendations received from a contracted electric utility rate
study and did not obtain a rate study for the gas utility system.

We recommended that the City maintain separate accountability for each utility in its accounting records,
consider implementing the rate-related recommendations from the electric system rate study, and obtain
a rate study for its gas utility.

Results of Follow-Up Procedures

The City did not correct this finding. Our discussions with City personnel and examination of City
records as of October 2017 disclosed that the revenues and expenses of each electric, gas, water, and
sewer utility activity were separately accounted for and reported in the City’s government-wide statement
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of activities for the 2012-13 through 2015-16 fiscal years. The utility systems operating activity for the
2013-14 through 2015-16 fiscal years is summarized in Table 1.

Table 1
City of Starke Enterprise Fund Operating and Net Income
For the 2013-14, 2014-15, and 2015-16 Fiscal Years
(In Thousands)
2013-14 2014-15 2015-16
Operating Revenues $11,200 S$11,300 $11,400
Operating Expenses (10,500) (10,300) (10,600)
Total Operatinglncome S 700 S 1,000 S 800

Net Nonoperating Expenses,
Transfers, and Capital Grants (600) 2,300 (500)

Netlncome §$ 100 S 3,300 $ 300

Source: City’s Audited Financial Reports.

Notwithstanding, the City reported utility activities in a single enterprise fund and did not separately
account for each utility’s assets, liabilities, and net position in its accounting records. In addition, while
the City utility systems reported net income for the 2013-14 through 2015-16 fiscal years, the City did not
implement the rate-related recommendations from the July 2012 electric system rate study and did not
obtain a rate study for the gas utility.

In response to our inquiries, City personnel indicated that the rate recommendations were not
implemented because the City increased water and sewer rates and did not want to overburden
customers by also increasing the electric rate. Additionally, the City did not obtain a gas utility study
because of limited staff and resources necessary to gather the data needed for the study.

Maintaining separate accountability of the assets, liabilities, and net position for each utility in the
accounting records would enhance the City’s ability to determine the extent to which fees and charges
are sufficient to cover the cost of providing utility services, including future capital replacement costs, and
would assist in rate setting each fiscal year to ensure that each activity’s inflows are sufficient to cover
outflows. Additionally, when utility rates are not timely and thoroughly reviewed and revised, the City
may not have sufficient revenues in future fiscal years to pay expenses and maintain required reserves.

Recommendation: We continue to recommend that the City maintain separate accountability of
the assets, liabilities, and net position for each utility in the accounting records, consider
implementing the rate-related recommendations from the electric system rate study, and obtain
a rate study for the gas utility.

Finding 15: Enterprise Fund Working Capital

Previously Reported

The City Commission has not established a policy indicating minimum target levels of working capital
funds to be maintained for the Enterprise Fund.
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We recommended that the Commission, by formal resolution, establish a policy indicating minimum target
levels of working capital funds that should be maintained for its Enterprise Fund and continue efforts to
increase working capital on hand.

Results of Follow-Up Procedures

The City partially corrected this finding. Our discussions with City personnel and examination of City
records indicated that, for the 2015-16 fiscal year, the Enterprise Fund working capital increased to
$4,583,349, or $3,333,222 more than the 45 days of expenses recommended by the Government
Finance Officers Association (GFOA) best practices.'® The majority of the increase in working capital
was from a one-time land sale for $1,929,635 in the 2014-15 fiscal year. However, the City did not, by
formal resolution, establish a policy with minimum target levels of working capital funds to be maintained
for its Enterprise Fund, as recommended by GFOA. In response to our inquiries, City personnel indicated
that a policy had not been established due to an oversight.

Establishing minimum working capital requirements would help ensure that the City has sufficient fees to
operate the fund, assist in determining appropriate utility services rates, and provide a basis for
determining available funds that may be used for other lawful City purposes.

Recommendation: We continue to recommend that the City, by formal resolution, establish a

policy with the minimum target levels of working capital funds that should be maintained for the
Enterprise Fund.

BUDGETARY CONTROLS

Finding 16: Budget Preparation

Previously Reported

The City’s 2011-12 and 2012-13 fiscal years’ budgets were not prepared at the required level of detall,
and did not consider the effect of available fund balances from prior fiscal years, contrary to law.

We recommended that the City ensure that future annual budgets are adopted at the proper level of detail
and include all balances brought forward from prior fiscal years.

Results of Follow-Up Procedures

The City corrected this finding. Our examination of City records indicated that the approved budgets
for the 2014-15 and 2015-16 fiscal years presented budgeted revenues and expenditures for each fund
by organizational unit at the required level of detail and included balances brought forward from the prior
fiscal year.

0 GFOA Government Finance Officers Association Best Practice, Working Capital Targets for Enterprise Funds.

Report No. 2019-003
Page 14 July 2018



Finding 17: Budget Amendments

Previously Reported

The City’s budget amendments were not advertised and approved in the manner required by law, and
certain General Fund expenditure functions were overexpended for the 2010-11 and 2012-13 fiscal
years.

We recommended that the City ensure that budget amendments are approved through resolution when
needed, but no later than 60 days following the end of the fiscal year, to ensure that expenditures are
limited to budgeted amounts as required by law.

Results of Follow-Up Procedures

The City partially corrected this finding. Our discussions with City personnel and examination of City
records for the 2013-14 and 2014-15 fiscal years disclosed that:

¢ Since State law'" requires budget amendments to be approved in the same manner as the original
budget, the Commission was required to approve amendments by resolution. However, contrary
to State law, the Commission approved budget amendments by motion. In response to our
inquiries, City personnel indicated that they continued to approve budget amendments by motion
due to an oversight.

e Certain General Fund, Impact Fee Trust Fund, and Transportation Trust Fund expenditure
categories were overexpended as show in Table 2.

Table 2
Comparison of Final Budget to Actual Amounts

2013-14 Fiscal Year 2014-15 Fiscal Year
Final Actual Final Actual
Budget Expenditures Difference Budget Expenditures Difference

General Fund:

Public Safety $2,511,600 $2,638,021 $(126,421) - - -

Debt Service - 19,612 (19,612) - - -
Impact Fee Trust Fund:

Public Safety 27 32,097 (32,070) - - -
Transportation Trust Fund:

Transportation - - - $307,822 $321,132 S(13,310)

Source: City’s Audited Financial Reports.

Although the City approved budget amendments in November 2014 and November 2015, which
were within 60 days following the respective fiscal year-end, the budget amendments did not
eliminate the overexpenditures. In response to our inquiries, City personnel indicated that budget
amendments were not prepared for expenditures exceeding budgets because of confusion over
who was responsible for preparing the budget amendments.

Without properly amending the budget to meet changing financial circumstances, there is an increased
risk that expenditures may exceed available resources.

" Section 166.241(4), Florida Statutes.
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Recommendation: We continue to recommend that the City ensure budget amendments are
approved through resolution and that expenditures are limited to budgeted amounts as required
by law.

TRANSPARENCY REQUIREMENTS

Finding 18: Annual Financial Report and Budget Transparency

Previously Reported

The City did not timely post required budget information and did not include a link to its annual financial
reports on its Web site, contrary to State law.'

We recommended that the City enhance procedures to ensure that tentative and final adopted budgets,
and budget amendments, are timely posted on its Web site, and include a link to the Florida Department
of Financial Services (DFS) Web site to view the City’s annual financial report. We also recommended
that the City consider including other financial information on its Web site, such as its audit reports, to
improve financial transparency.

Results of Follow-Up Procedures

The City corrected this finding. Our examination of the City’s Web site in May 2016 indicated that the
Web site included links to relevant financial information, including audit reports, tentative and final
budgets, and budget amendments. The City’s Web site was also updated in October 2017 to include a
link to the DFS Local Government Financial Reporting Web site.

PERSONNEL AND PAYROLL ADMINISTRATION

Finding 19: Compensation for Elected Officials and Employee Bonuses

Previously Reported

The salaries of elected City officials were not in accordance with applicable ordinances and the salary
increases for elected officials were not properly authorized. In addition, City records did not evidence the
specific authority for, or public purpose of, providing safety pay bonuses to City employees other than
firefighters.

We recommended that the City amend or adopt its ordinances to ratify the salary increases provided to
the elected officials from October 2006 through February 2013, or return the salaries to their previous
levels. We also recommended that the City ensure that compensation for elected City officials is in
accordance with applicable ordinances and that the authority for safety pay bonuses for City employees
is properly documented, or the practice should be discontinued. Additionally, we recommended that the
Commission consult with legal counsel regarding salaries paid in excess of that authorized by ordinances.

12 Sections 166.241(3) and 218.32(1), Florida Statutes.
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Results of Follow-Up Procedures

The City partially corrected this finding. Our examination of City records and discussions with City
personnel disclosed that the City consulted with its legal counsel regarding salaries previously paid in
excess of that authorized by City ordinances and, on September 9, 2014, the Commission adopted
Ordinance No. 2014-0713, retroactive to October 1, 2006, which authorized the City to increase the
salary of each City official, elected or otherwise, as long as the adjustments were for inflation or other
economic trends impacting compensation value, calculated and applied consistently with the percentage
increase to all City employees, and made at the same time as other employee salary increases.

We also noted that in preparing the 2015-16 fiscal year budget, the Commission approved a
$500 performance bonus for City employees based on meeting a minimum score on the annual
performance evaluation. According to City personnel, all City employees met the minimum score on the
annual performance evaluation and were paid the performance bonus. However, the City also paid
performance bonuses totaling $3,500 to elected City officials, who do not receive annual performance
evaluations and were not otherwise eligible for the bonus as provided in the new City ordinance. Insofar
as the City Charter requires that the salaries and compensation of all City officers be fixed by
ordinances, and Ordinance No. 2014-0713 did not provide for City officials to receive performance
bonuses, the bonuses paid to the elected City officials were contrary to law. In response to our inquiries,
City personnel indicated that elected City officials were inadvertently paid the performance bonuses due
to an oversight.

Additionally, the City adopted a safety pay policy on April 7, 2015, which provided 8 hours of extra pay
for City employees, other than firefighters, who work a complete fiscal year without receiving workers’
compensation benefits. The City subsequently paid safety pay bonuses in April 2015 to applicable
employees who worked the 2014 calendar year and did not receive workers’ compensation benefits.
However, our review of the City’s safety pay policy indicated that it is not in accordance with State law, ™
which requires, in part, that any ordinance designed to implement a bonus scheme must base the bonus
award on work performance and describe the performance standards and evaluation process by which
the bonus will be awarded. As the safety pay policy provides a bonus for not reporting a workplace injury,
rather than work performance, the policy is contrary to State law.

Recommendation: We continue to recommend that the City ensure that compensation for
elected City officials is in accordance with applicable ordinances, and that elected City officials
reimburse the City for the incorrectly paid performance bonuses totaling $3,500. We also
continue to recommend that the City document the authority for safety pay bonuses for City
employees or revise Ordinance No. 2014-0713 to eliminate the safety pay bonus provisions for
City employees.

'3 City Charter, Article IV, Section 23.
14 Section 215.425(3), Florida Statutes.
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Finding 20: Hiring Practices

Previously Reported

The City Commission had not, of record, approved position descriptions to be used as a basis for
establishing minimum qualifications for candidates for employment, and the City did not document the
authorization to hire two of ten new employees tested.

We recommended that the City adopt position descriptions that specify minimum education and
experience requirements. Also, to provide for effective and efficient personnel administration, we
recommended that the City ensure employment applications, position descriptions, and personnel action
forms are utilized during the hiring process and maintained in the personnel files.

Results of Follow-Up Procedures

The City partially corrected this finding. Our examination of City records and discussions with City
personnel indicated that, during the audit period, employment applications and personnel action forms
were utilized for new hires and maintained in the personnel files. We also noted that City records
evidenced that the City generally used position descriptions specifying minimum education and
experience requirements in developing advertisements for job vacancies; however, the Commission did
not adopt the position descriptions. In response to our inquiries, City personnel indicated that a
classification and pay plan would be completed and adopted as time and resources were available.

Commission-adopted position descriptions would provide additional assurance that applicants meet
employment qualifications consistent with Commission intent.

Recommendation: We continue to recommend that the City adopt position descriptions that
specify minimum education and experience requirements.

Finding 21: Employee Classification and Pay Plans

Previously Reported

Contrary to the City’s Personnel Rules and Regulations Manual (Manual), the City Commission had not
adopted a classification plan and pay plan to specify job requirements and salary rates for authorized
City positions.

We recommended that the Commission adopt a classification plan and a pay plan to ensure that
personnel administration and payroll costs are properly managed.

Results of Follow-Up Procedures

The City did not correct this finding. Our discussions with City personnel and examination of City
records for the audit period indicated that the City had not adopted a classification plan or pay plan,
contrary to Section 8 of the Manual. In response to our inquiries in October 2017, City personnel indicated
that a classification plan and pay plan would be completed and adopted as time and resources were
available.

Establishment of a classification and pay plan would establish minimum requirements for new hires and
document required experience, education, and certifications, as applicable, for current employees to
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advance to other City positions, and would provide a consistent and systematic framework for City
positions and the associated pay rates.

Recommendation: We continue to recommend that the City adopt a classification plan and a
pay plan to ensure that personnel administration and payroll costs are properly managed.

Finding 22: Performance Evaluations

Previously Reported

Contrary to the Manual, employee personnel evaluations were not completed of record.

We recommended that the City continue efforts to ensure that employee performance evaluations are
timely completed and maintained in personnel files as required by the Manual.

Results of Follow-Up Procedures

The City corrected this finding. As of September 30, 2015, the City had 62 employees in the
Administration and Finance, Operations, and Police Departments who were required to undergo annual
employee performance evaluations. Our examination of 15 selected employee personnel files indicated
that the annual performance evaluations had been conducted as of September 30, 2015.

Finding 23: Overtime Payment Monitoring

Previously Reported

The City’s monitoring of employee overtime could be improved.

We recommended that the City enhance management controls by performing overtime and staffing
analyses to ensure the most cost efficient and effective use of human resources. We also recommended
that the City evaluate whether its practices are consistent with the Commission’s intent and United States
Department of Labor on-call guidelines, and amend the Manual as necessary.

Results of Follow-Up Procedures

The City did not correct this finding. Our examination of City records and discussions with City
personnel indicated that, as of October 2017, the City had not performed formal overtime and staffing
analyses to ensure the most cost efficient and effective use of human resources. According to the City
Clerk, he and the Finance Director discussed plans for addressing overtime usage and determined that
it was more cost effective to pay for overtime than to hire additional employees. However, although we
requested, City personnel did not provide documentation evidencing the determination. Excluding
firefighters, the City paid overtime pay of $163,467 to 42 employees, $193,897 to 48 employees, and
$233,422 to 55 employees, during the 2014, 2015, and 2016 calendar years, respectively. As shown in
Tables 3, 4, and 5, our examination of payroll records for these overtime payments disclosed:

¢ 9 employees with total overtime payments ranging from 26 to 62 percent of their base salaries for

the 2014 calendar year. The overtime payments to these 9 employees was 50 percent of the
total Citywide overtime paid (excluding payments to firefighters) for the 2014 calendar year.
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8 employees with total overtime payments ranging from 25 to 74 percent of their base salaries for
the 2015 calendar year. The overtime payments to these 8 employees was 49 percent of the
total Citywide overtime paid (excluding payments to firefighters) for the 2015 calendar year.

10 employees with total overtime payments ranging from 27 to 86 percent of their base salaries
for the 2016 calendar year. The overtime payments to these 10 employees was 55 percent of
the total Citywide overtime paid (excluding payments to firefighters) for the 2016 calendar year.

7 of the 9 employees receiving the largest amount of overtime payments as a percentage base
pay during the 2014 calendar year also earned the largest amount of overtime payments as a
percentage of base pay during the 2015 calendar year.

6 employees earned the largest amount of overtime payments as a percentage of base pay during
the 2014, 2015, and 2016 calendar years.

Table 3

Employees With the Largest Amount of Overtime Pay as a Percentage of Base Salary
For the 2014 Calendar Year

Total Total Total Overtime Pay
Overtime Overtime Base Total Percentage of
Employee Position Hours Pay Salary Wages Base Salary
Wastewater Plant Supervisor? 882.0 S 20,465 $ 33,172 S 53,637 62%
Wastewater Plan Operator® 103.0 2,023 4,928 6,951 41%
Wastewater Plan Operator © 574.0 10,471 26,039 36,510 40%
Public Works Laborer ¢ 529.5 7,580 21,135 28,715 36%
Gas Laborer® 506.0 8,926 26,063 34,989 34%
Gas Crew Supervisor 511.0 7,128 21,380 28,508 33%
Public Works Laborerf 443.0 6,741 22,360 29,101 30%
Electric Lineman 8 421.0 11,157 38,752 49,909 29%
Public Works Supervisor 399.0 7,479 28,408 35,887 26%
Total Overtime Payments $ 81,970
Total Citywide Overtime Payments
(Excluding Payments to Firefighters) $163,467
Percentage of Citywide Overtime
Payments 50%

ab.cdeandg These positions were held by individuals who received overtime payments during the 2014,
2015, and 2016 calendar years.

f This position was held by an individual who received overtime payments during the 2014 and

2015 calendar years.
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Table 4
Employees With the Largest Amount of Overtime Pay as a Percentage of Base Salary

For the 2015 Calendar Year

Total Total Total Overtime Pay
Overtime Overtime Base Total Percentage of
Employee Position Hours Pay Salary Wages Base Salary
Wastewater Plan Operator® 1,080.0 S 22,565 S 30,415 S 52,980 74%
Wastewater Plant Supervisor? 854.0 20,832 35,516 56,348 59%
Public Works Laborer 616.5 9,303 22,618 31,921 41%
Public Works Laborerf 564.5 9,356 24,879 34,235 38%
Wastewater Plant Supervisor 201.0 3,618 9,978 13,596 36%
Gas Laborer® 479.0 9,853 32,594 42,447 30%
Wastewater Plan Operator © 433.0 8,602 29,579 38,181 29%
Electric Linemané 367.0 11,500 46,152 57,652 25%
Total Overtime Payments $ 95,629
Total Citywide Overtime Payments
(Excluding Payments to Firefighters) $193,897
Percentage of Citywide Overtime
Payments 49%

ab.cdeandg These positions were held by individuals who received overtime payments during the 2014,
2015, and 2016 calendar years.

f This position was held by an individual who received overtime payments during the 2014 and
2015 calendar years.

Table 5
Employees With the Largest Amount of Overtime Pay as a Percentage of Base Salary
For the 2016 Calendar Year

Total Total Total Overtime Pay
Overtime Overtime Base Total Percentage of
Employee Position Hours Pay Salary Wages Base Salary
Wastewater Plan Operator® 1,187.0 S 26,161 S 30,591 S 56,752 86%
Wastewater Plant Supervisor? 766.0 19,109 35,226 54,335 54%
Electric Linemané 552.5 18,903 48,549 67,452 39%
Waste Water Plan Operator ¢ 510.0 10,672 29,381 40,052 36%
Electric Lineman 297.5 5,033 14,960 19,993 34%
Gas Laborer® 438.0 9,332 27,922 37,254 33%
Electric Lineman 472.5 9,594 28,884 38,479 33%
Electric Lineman 429.0 13,707 45,438 59,146 30%
Electric Lineman 412.0 10,111 34,189 44,300 30%
Public Works Laborer ¢ 388.0 6,583 24,335 30,918 27%
Total Overtime Payments $129,205
Total Citywide Overtime Payments
(Excluding Payments to Firefighters) $233,422
Percentage of Citywide Overtime
Payments 55%

ab.cdeandg These positions were held by individuals who received overtime payments during the 2014,
2015, and 2016 calendar years.
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When overtime is not effectively monitored, the risk increases that errors, waste, or fraud may occur and
not be timely detected. Properly developed policies or procedures establish guidance requiring
department heads and supervisory staff to review and consider the reasonableness of reported overtime
and the related charges.

Additionally, as of June 2016, the City had not evaluated whether its practices for employees who are
on-call were consistent with the Commission’s intent and United States Department of Labor on-call
guidelines, and had not developed written procedures or guidelines regarding on-call requirements or
limitations. Our examination of City records for the 2014, 2015, and 2016 calendar years indicated that
the City continued to allow certain employees to report overtime hours when they were on-call, generally
for 9 hours per week (1 hour per day during the workweek and 2 hours per day on weekends), as well as
actual time worked if called in. In response to our inquiries in October 2017, City personnel indicated
that the new City Manager revised the practice of paying on-call hours at overtime rates to paying on-call
hours at base hourly rates effective May 1, 2017, and was in the process of evaluating the City’s overtime
practices and on-call guidelines.

Recommendation: We continue to recommend that the City perform overtime and staffing
analyses to ensure the most cost efficient and effective use of human resources. Also, the City
should evaluate whether its practices are consistent with the Commission’s intent and United
States Department of Labor on-call guidelines, and amend the Manual as necessary.

PROCUREMENT AND EXPENDITURES

Finding 24: Credit Cards

Previously Reported

The City Commission did not, of record, approve the issuance of credit cards for use by City employees
and did not adopt guidance as to the assignment and proper use of City credit cards, and the City needed
to enhance controls over the use of credit cards.

We recommended that the City determine whether credit cards should be used and, if so, determine by
whom and establish written policies and procedures governing credit card control and use. We also
recommended that such policies and procedures require all employees utilizing credit card privileges to
sign a written agreement evidencing their understanding of, and agreement with, the City’s credit card
policies and procedures. Additionally, we recommended that the City enhance controls to provide for the
retention of detailed billing statements and receipts for all charges on City-issued credit cards and to
provide for timely payments in full to avoid incurring additional fees and charges.

Results of Follow-Up Procedures

The City partially corrected this finding. Our examination of City records and discussions with City
personnel disclosed that on November 17, 2015, the Commission adopted a credit card policy that
established guidelines for the use of City credit cards; however, the policy did not require a written
agreement signed by the cardholder to evidence the cardholder’s understanding of, and agreement with,
the City’s credit card policy. Without a written agreement between the City and cardholder, there is an
increased risk that the credit cards may be used for unauthorized purchases.
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During the period October 2015 through February 2016, City-issued credit cards were used for
96 transactions totaling $12,153. To determine if credit cards were appropriately used, we examined
30 credit card charges totaling $7,070 and related monthly credit card statements and found that:

¢ One transaction totaling $383 was not supported by an original receipt or other documentation.
Subsequent to our inquiries, City personnel contacted the vendor, obtained a copy of the receipt,
and documented that the purchase was reasonable and served a valid public purpose. Absent
supporting receipts for charges incurred and paid with City credit cards, City records do not
demonstrate that such charges were reasonable and served a public purpose at the time the City
paid the credit card statement. City personnel indicated that documentation supporting the
purchase was not obtained prior to payment of the applicable credit card statement due to an
oversight.

e The November 2015 credit card statement included $35 in late fees and $40 in finance charges
(total of $75) because City staff did not timely pay balances in full. Failure to timely pay bills in
full results in additional fees and charges, which is an inefficient use of the City’s resources.
According to City personnel, the payment was not timely made because supporting
documentation for all purchases was not available at the payment due date.

Recommendation: We continue to recommend that the City enhance its credit card policy to
require all employees utilizing City credit cards to sign an agreement evidencing their
understanding of, and agreement with, the City’s credit card policies and procedures.
Additionally, the City should continue efforts to ensure the submittal and retention of receipts for
all City-issued credit card charges and to provide timely payments in full to avoid incurring
additional fees and charges.

Finding 25: Purchasing and Disbursement Processing

Previously Reported

City records did not always evidence adequate supporting documentation for purchases and
disbursements, including properly approved purchase orders, invoices detailing the cost of goods and
services, and evidence that goods and services were received.

We recommended that City personnel ensure that requisitions and purchase orders are used to
document the approval of purchases, and a competitive selection process is used, as required by the
City’s purchasing policies. We also recommended that the City ensure that all expenditures are
supported by vendor invoices, documentation of receipt, and evidence of review and approval for
accuracy and completeness prior to payment.

Results of Follow-Up Procedures

The City did not correct this finding. To determine whether purchases and disbursements complied
with the City’s Purchasing Policies and Bidding Procedures (purchasing policies), and were supported
with adequate documentation, we examined City records supporting 20 expenditures totaling $214,391
from the population of 17,762 expenditures totaling $21 million during the audit period. We noted that:

e 2 expenditures totaling $6,126 ($3,776 for tree trimming services and $2,350 for traffic signal
repair services) were not supported by a requisition, purchase order, or other documentation
evidencing preapproval. Additionally, although we requested, City records were not provided to
evidence that these purchases were of an emergency nature and thereby not subject to
preapproval. Purchase orders and requisitions serve to document management’s authorization
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to acquire goods or services, including the prices, quantities, and specifications, and authorize
vendors to provide the goods or services to the City.

e 10 expenditures totaling $181,316 were not supported by evidence of receipt, such as an
employee signature and date evidencing that the goods and services were received, inspected,
and approved. The expenditures included $95,000 for a sewer truck; $57,260 for a loader
backhoe; $18,980 for police equipment; $6,814 for electrical services; and $3,262 for pocket
appointment calendars. Absent evidence that goods and services are received, there is an
increased risk for improper expenditures. In response to our inquiries, City personnel indicated
that the failure to document receipt of goods or services was due to oversights.

e The City’s purchasing policies require that purchases from $1,000 to $15,000 be made only after
informal bids (written or verbal quotes) are received from at least three vendors, recorded on the
required form, and attached to the requisition. However, we noted 10 expenditures for items
costing from $1,000 to $15,000, and totaling $40,605, that were not supported by informal bids
from at least three vendors. The expenditures included $13,820 for police vehicle equipment,
$5,760 for water tower lighting materials, $3,875 for utility pole tags, $3,776 for tree trimming
services, $3,316 for police rifle conversion kits, $3,262 for pocket appointment calendars,
$2,601 for an ice machine, $2,350 for traffic light repair services, and $1,845 for vehicle
emergency lights. Failure to procure goods or services using a competitive selection process
increases the risk that goods or services may not be obtained at the lowest cost consistent with
acceptable quality.

Recommendation: We continue to recommend that City personnel ensure that requisitions and
purchase orders are used to document the approval of purchases, and that a competitive
selection process be used, as required by the City’s purchasing policies. The City should also
ensure that all expenditures are supported by vendor invoices, documentation of receipt, and
evidence of review and approval for accuracy and completeness prior to payment.

CONTRACTUAL SERVICES

Finding 26: Auditing Services

Previously Reported

The City did not require that invoices for auditing services be provided in sufficient detail to demonstrate
compliance with the terms of the contract, and $64,822 of noncontract auditing services were requested
and provided without apparent authority. In addition, the City overpaid $2,567 for auditing services.

We recommended that the City ensure compliance with the auditor selection and contract requirements
prescribed in State law.’™ We also recommended that the City either document the necessity for the
$2,567 paid in excess of the contract for the 2008-09 and 2009-10 fiscal years or request a refund from
the audit firm. Additionally, we recommended that the City establish contract monitoring procedures to
ensure that payments do not exceed contract amounts.

Results of Follow-Up Procedures

The City partially corrected this finding. In November 2015, the City contracted with a firm to obtain
an annual financial audit prepared by an independent certified public accountant (CPA) for the City’s
2014-15 fiscal year financial statements. The contract provided for a fixed fee of $65,000, and supporting

15 Section 218.391, Florida Statutes.
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documentation for the two payments made to the CPA firm evidenced that the City Clerk reviewed and
approved the invoices prior to payment and that the total amount paid agreed with the contracted fee.

Notwithstanding, the City did not, of record, request or receive a refund of the $2,567 paid in excess of
the contract for the 2008-09 and 2009-10 fiscal years or document the necessity for the $2,567 paid in
excess of the contract. In June 2016, the City Clerk indicated that the City contacted the former CPA
firm to recover the $2,567 overpayment, and the CPA firm responded that the City Clerk employed at
that time verbally requested the additional work performed, which was billed and paid accordingly.
Although we requested, we were not provided documentation of the Clerk’s request and the CPA firm’s
response.

Recommendation: We recommend that the City ensure that amounts paid for auditing services
agree with contracted fees and, if additional services are required, document in City records the
authorization for, and satisfactory receipt of, those services. In addition, the City should consult
with legal counsel as to whether the City should take further action to collect the $2,567 paid to
the former CPA in excess of the contracted amount.

Finding 27: Engineering Services

Previously Reported

The City did not authorize individual projects under its engineering services agreement in accordance
with agreement terms and revised the arrangement for payments to be made on a retainer basis without
entering into a revised agreement. Also, contrary to law, the agreement did not include a provision
prohibiting contingent fees.

We recommended that the City ensure that engineering agreements are written and that each project
authorized utilizing engineering services has, in writing, a mutually agreed upon scope of work,
completion date, fee amount, and method of payment. We also recommended that the City include the
prohibition against contingent fees clause in its agreements for engineering services, as required by law.

Results of Follow-Up Procedures

The City did not correct this finding. Our examination of City records and discussions with City
personnel indicated that the City entered into a written agreement with an engineering firm on
March 29, 2014. The agreement provided that compensation for the engineering services would be
based on a lump sum fee, hourly rate, or other amount as agreed upon in advance, and that services
would not be rendered until the City Manager provides authorization and a description of the work to be
performed and the services to be provided.

To determine whether engineering services were obtained in accordance with the agreement, from the
population of 46 payments to the engineering firm totaling $163,135 during the audit period, we examined
City records supporting 20 payments totaling $127,455 for 16 engineering projects. We noted that
expenditures totaling $104,575 for 14 engineering projects were not supported by written authorizations
describing the work to be performed and the services to be provided, or a lump sum fee, hourly rate, or
other amount agreed upon in advance. According to City personnel, the City Manager employed at the
time verbally authorized the engineering projects rather than authorizing them in writing. Absent a written
agreement specifying the nature of the services to be performed or documentation specifying terms for
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specific projects and the amount of compensation to be provided, the City cannot be assured that
payments made to contractors are in compliance with the intent of the Commission and that the City
received the services to which it was entitled.

Additionally, although we did not note any contingent fees in the 20 payments examined, the City did not
include the prohibition against contingent fees clause in the engineering services agreement, contrary to
State law.'® In response to our inquiries, City personnel indicated that the prohibition against contingent
fees clause was not included in the agreement due to an oversight.

Recommendation: We continue to recommend the City ensure that engineering authorizations
are documented and that a mutually agreed upon scope of work and fee amount be established
in writing for each project authorized utilizing engineering services. The City should also include
the prohibition against contingent fees clause in its agreements for engineering services, as
required by law.

Finding 28: Legal Services

Previously Reported

The City did not, of record, enter into a signed and dated (executed) written agreement for legal services,
and the City Commission did not timely approve a renewal agreement for such services.

We recommended that the City ensure that signed copies of agreements are obtained and maintained in
the City’s records, and ensure timely Commission approval of agreement renewals and new agreements
upon expiration.

Results of Follow-Up Procedures

The City corrected this finding. The City entered into a 1-year contract with a firm for legal services
on December 2, 2014, as authorized by the Commission. The contract stipulated that the City pay a sum
of $3,500 per month for the first 25 hours of legal services and $150 per hour thereafter. On
January 19, 2015, the Commission approved the renewal of the contract for a 2-year period. The City
maintained signed copies of both contracts.

Finding 29: Insurance Services

Previously Reported

The City did not competitively select its health insurance provider, contrary to law, and did not
competitively procure commercial property, liability, and automobile coverage, contrary to the City’s
Purchasing Policies and Bidding Procedures for purchases greater than $15,000 and good business
practices.

We recommended that the City enter into fixed-price agreements for future insurance broker services
and periodically competitively procure insurance products to ensure that necessary coverage is obtained
at the lowest cost consistent with acceptable quality.

16 Section 287.055(6), Florida Statutes, requires contracts for engineering services to contain a prohibition against the payment
of contingent fees or other consideration resulting from the award of the contract.
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Results of Follow-Up Procedures

The City corrected this finding. Our examination of City records and discussions with City personnel
indicated that the City competitively procured health, commercial property, liability, and automobile
insurance coverages. The City advertised a request for proposals for health insurance coverage on
July 30, 2015, and August 6, 2015, and subsequently selected a new provider on August 25, 2015. The
services were effective October 6, 2015, for participation for at least 2 years. Additionally, the City
requested formal quotes from three insurance providers for commercial property, liability, and automobile
insurance coverages on May 18, 2015, and subsequently selected a new provider on June 16, 2015, for
coverage effective for the 2015-16 fiscal year.

Finding 30: Other Professional Services

Previously Reported

City procedures for obtaining certain other professional services, and the review of related invoices, could
be enhanced.

We recommended that the City strengthen procurement procedures for other professional services to
ensure contracts are properly approved and specify a contract period and that vendor invoices are
complete, in accordance with contract terms and conditions, and properly reviewed and approved prior
to payment.

Results of Follow-Up Procedures

The City did not correct this finding. According to City personnel, the City contracted with four
individuals for other professional services during the audit period. Our examination of the contracts for
two of the individuals, a building official consultant with a contract dated March 2014 and a zoning
administrator consultant with contracts dated November 2013 and January 2015, disclosed that the
consultants were to function as the City’s building official and zoning administrator, respectively. The
building official contract provided for monthly payments of $1,667 and the zoning administrator’'s two
contracts provided for an hourly rate of $25 and monthly payments of $500, respectively. Payments were
subject to services being rendered as requested by City personnel and upon submittal of daily billing
records documenting dates and hours worked. During the audit period, the City paid $28,333 and $6,800
for building official and zoning administrator consulting services, respectively.

We also noted that the City did not have building official or zoning administrator job descriptions and the
contracts did not specify the duties to be performed or a minimum number of days or hours to be worked.
Additionally, although the minutes for the January 5, 2015, Commission meeting indicated that the zoning
administrator contract was discussed, Commission minutes did not evidence that the zoning
administrator contract or the building official contract had been approved.

Our examination of City records supporting payments to each consultant, including two payments totaling
$3,334 to the building official consultant for the months of December 2015 and January 2016, and two
payments totaling $1,500 to the zoning administrator consultant for the months of July, August, and
September 2015, disclosed that the contractors’ invoices referenced the contracts with the City and the
month billed. However, daily billing records were not provided with the invoices and the invoices did not
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provide the dates, number of hours worked, or the specific services performed. In response to our
inquiries, City management indicated that the reference to daily billing records was inadvertently retained
in the contract document language when the contracts were revised to pay the consultants on monthly
basis rather than an hourly basis and that City personnel had inadequate training and knowledge for
administering professional services contracts and monitoring contract payments.

Absent a written agreement specifying the nature of the services to be performed or documentation
specifying terms for specific projects and the amount of compensation to be provided, the City cannot be
assured that payments made to contractors are consistent with the Commission’s intent or that the City
received the services to which it was entitled. Additionally, without effective procedures for monitoring
other professional services contracts and invoices, the risk of improper payments being made without
timely detection increases.

Recommendation: We continue to recommend that the City strengthen procurement
procedures for other professional services to require that contracts be properly approved and
specify the duties to be performed and ensure that consultants submit invoices in sufficient detail
to evidence the dates, number of hours worked, and specific services performed.

Finding 31: Employee/Independent Contractor Status

Previously Reported

The City had not established procedures to document the basis for classifying individuals as independent
contractors rather than City employees, and our review disclosed four individuals the City classified as
independent contractors that perhaps should have been more appropriately classified as employees
based on Internal Revenue Service (IRS) guidelines.

We recommended that the City establish procedures to document the relevant facts and circumstances
upon which workers are classified as independent contractors rather than employees. We also
recommended the City contact the IRS to determine whether these four individuals should be classified
as employees rather than independent contractors and, if appropriate, amend its payroll reporting and
remit any required payroll taxes and retirement contributions for the employees to the appropriate Federal
and State agencies.

Results of Follow-Up Procedures

The City did not correct this finding. As of October 2017, City personnel had not established
procedures to document the relevant facts and circumstances upon which workers are classified as
independent contractors rather than employees. Additionally, City personnel did not contact the IRS to
determine whether those individuals previously classified as independent contractors should have been
classified as employees and, as a result, did not determine whether it was necessary to amend its payroll
reporting or remit any required payroll taxes and retirement contributions for the employees to the
appropriate Federal and State agencies.

According to City personnel, the City engaged four independent contractors during the audit period, and
paid:

e $52,500 to the City Attorney.
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e $33,860 to a mechanic.
e $28,333 to a building official.
e $6,800 to a zoning administrator.

City personnel also indicated that the mechanic, building official, and zoning administrator personally
performed the services. The City provided work space and office equipment to the building official and
zoning administrator and provided work space and equipment, including City vehicles, tools, and
supplies, for the mechanic. However, although we requested, City records were not provided to
document the relevant facts and circumstances upon which City personnel classified the three individuals
as independent contractors rather than employees.

Additionally, the City did not contact the IRS to determine whether the individuals should be classified as
employees rather than independent contractors or amend its payroll reporting and remit any required
payroll taxes and retirement contributions for the employees to the appropriate Federal and State
agencies. In response to our inquiries, City management indicated that procedures had not been
developed to assist in the classification of individuals as employees or independent contractors because
City personnel lacked knowledge and training in making such determinations and that the IRS had not
been contacted for a determination due to an oversight.

Without adequate and sufficient information of record to evidence the relevant facts and circumstances
for classifying individuals as employees or independent contractors, there is an increased risk that the
City may be subject to additional payroll taxes and penalties for individuals classified as independent
contractors who should have been classified as employees.

Recommendation: We continue to recommend that the City establish procedures to document
the relevant facts and circumstances upon which workers are classified as independent
contractors rather than employees. The City should also contact the IRS for assistance in
determining whether certain individuals should be classified as employees rather than
independent contractors, and if appropriate, amend payroll reporting and remit any required
payroll taxes and retirement contributions for the employees to the appropriate Federal and State
agencies.

VEHICLE USAGE

Finding 32: Vehicle Taxable Fringe Benefit

Previously Reported

The City needed to enhance its written policies and procedures to ensure compliance with the Internal
Revenue Code'” regarding the reporting of personal use of unmarked police vehicles in employees’ gross
compensation reported to the IRS.

7 United States Treasury Regulation (Regulation) 1.61-21(a)(2) provides that an employee’s gross income includes the fair
market value of any fringe benefit not specifically excluded from gross income by another provision of the Internal Revenue
Code (IRC). Section 132(a)(3) of the IRC provides that gross income will not include the value of any fringe benefit that qualifies
as a working condition fringe benefit. Regulation 1.132-5(h) further provides that the use of a qualified nonpersonal use vehicle
is a working condition fringe benefit provided the use of the vehicle conforms to the requirements of Regulation 1.274-5(k).
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We recommended that the City enhance its written policies and procedures to ensure compliance with
applicable provisions of the Internal Revenue Code (IRC).

Results of Follow-Up Procedures

The City did not correct this finding. The City revised Procedure 1.102 of the Police Department
Procedures Manual (Police Manual) on June 13, 2016, to restrict personal use of police vehicles to the
geographical boundaries of the City of Starke and to limit the personal use of assigned police vehicles to
that incidental to law enforcement purposes. The City’s land area is only 6.8 square miles (approximately
2.6 miles by 2.6 miles). However, City records disclosed that over the 12-month period from
October 2015 through September 2016 police vehicles were apparently used for personal use in addition
to City purposes as approximately 7,701 gallons of fuel were used, ranging from 695 to 1,439 gallons for
each of the City’s seven unmarked vehicles, or about 58 to 120 gallons per month. While the City’s
revised procedure provided for officers living outside the 20-mile radius from City limits jurisdictional lines
to pay $3 per day to maintain their vehicle take-home privileges, the three officers living outside the
20-mile radius were not assessed the $3 per day charge and the equivalent benefit for personal use of
the vehicles was not reported in the employees’ gross compensation reported to the IRS.

In response to our inquiries in October 2017, City personnel indicated that the $3 per day charge was not
assessed and the equivalent benefit for personal use of the vehicles was not included in the employees’
gross compensation reported to the IRS because of a lack of communication between departments.
Without appropriately assessing employees or reporting employee gross compensation to the IRS, the
City did not comply with Police Manual procedures or the IRC.

Recommendation: We continue to recommend that the City enhance procedures to ensure
compliance with applicable provisions of the Police Manual and IRC.

PuBLIC WATER SYSTEM

Finding 33: Diesel Generator Usage Records

Previously Reported

The City had not developed standardized procedures for documenting the preventative maintenance and
periodic testing of diesel generators for the City’s water and sewer system, contrary to Florida Department
of Environmental Protection (FDEP) rules."®

We recommended that the City enhance procedures to ensure that diesel generator tests are conducted
as required and that test and maintenance reports are timely and accurately prepared and maintained to

'8 FDEP Rule 62-555.320(14), Florida Administrative Code (FAC), provides that each community water system serving, or
designed to serve, 350 or more persons or 150 or more service connections must provide standby power using one or more
auxiliary power sources (i.e., generators or engines) for operation of that portion of the system’s water source, treatment and
pumping facilities necessary to deliver drinking water meeting all applicable standards at a rate at least equal to the average
daily water demand for the system. FDEP Rule 62-555.350(2), FAC, provides that suppliers of water must keep all necessary
pubic water system components in operation and must maintain such components in good operating condition so the
components function as intended. This rule also requires that preventative maintenance on electrical and mechanical
equipment, including exercising of auxiliary power sources, be performed in accordance with the equipment manufacturer’'s
recommendations or in accordance with a written preventative maintenance program established by the supplier or water;
however, in no case shall auxiliary power sources be run under load less frequently than monthly.
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evidence that proper preventative maintenance is performed and diesel generators are periodically tested
at required intervals.

Results of Follow-Up Procedures

The City did not correct this finding. As of October 2017, the City had not developed standardized
procedures for documenting the preventive maintenance and periodic testing of diesel generators for the
City’s water and sewer systems, which served approximately 2,600 service connections during the audit
period. Our examination of diesel generator test and maintenance reports for the audit period indicated
that the reports did not evidence periodic testing or that preventative maintenance was performed at the
required intervals (i.e., at least monthly). For the City’s three diesel generators, the generator test and
maintenance report for the Southwest Water Treatment Plant generator contained no entries from
May 29, 2015, until May 12, 2016 (349 days), and the generator test and maintenance report for the
Wastewater Treatment Plant generator contained no entries from May 29, 2015, until June 7, 2016
(375 days). In addition, City personnel did not maintain a generator test and maintenance report for the
Water Tower for the audit period. In response to our inquiries, City personnel indicated that the test and
maintenance reports were not properly maintained because of a lack of supervisory oversight.

Failure to property maintain and test the diesel generators could result in the generators not functioning
properly during electrical power outages and the inability of the City to deliver water to customers and
treat sewage waste during those outages.

Recommendation: We continue to recommend that the City enhance procedures to ensure that
diesel generator tests are conducted as required and to require test and maintenance reports be
timely and accurately prepared and maintained to evidence the performance of proper
preventative maintenance and required periodic testing of diesel generators.

CAPITAL ASSETS

Finding 34: Tangible Personal Property Inventory

Previously Reported

The City did not timely reconcile the results of its 2011-12 fiscal year tangible personal property (TPP)
inventory to the property records.

We recommended that the City ensure that the results of physical inventories of TPP are promptly
reconciled to the City’s property records.

Results of Follow-Up Procedures

The City did not correct this finding. As of October 2017, City records were not available evidencing
that physical inventories of TPP were performed or that the results reconciled to City property records for
the fiscal years ended September 30, 2013, through September 30, 2016. Table 6 shows the
City-reported TPP amounts for those four fiscal years.
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Table 6
Tangible Personal Property

(In Thousands)

Fiscal Year Ended Amount
September 30, 2013 $6,700
September 30, 2014 6,900
September 30, 2015 7,300
September 30, 2016 7,900

Source: City’s Audited Financial Reports.

In response to our inquiries, City personnel indicated that they did not perform physical inventories of
TPP due to lack of available staff and resources. Effective controls over TPP include periodic
comparisons of detailed property records with inventory counts of existing assets, and appropriate actions
to resolve any differences.

Recommendation: We continue to recommend that the City ensure physical inventories of TPP

are conducted annually and that the inventory results are promptly reconciled to the City’s
property records.

Finding 35: Motor Vehicles

Previously Reported

The City had not developed written policies and procedures governing the acquisition, assignment,
control, use, and disposition of motor vehicles, and providing for the timely renewal of vehicle
registrations.

We recommended that the City develop comprehensive written policies and procedures over the use of
and accounting for City-owned motor vehicles to ensure adequate accountability for those assets. We
also recommended that the City develop procedures for the timely renewals of vehicle registrations.

Results of Follow-Up Procedures

The City partially corrected this finding. Our examination of City records indicated that vehicle
registrations for undercover police vehicles were renewed timely and, in March 2016, the Commission
approved written policies and procedures governing the assignment, control, and use of motor vehicles.
However, the procedures did not require accounting for City-owned vehicles in the City’s property
records. For example, City personnel provided us with a listing as of February 2016 of City-owned
vehicles and trailers that was maintained for insurance purposes showing 71 vehicles and 11 trailers;
however, only 42 vehicles and 2 trailers were listed in the City’s property records.

As discussed in Finding 34, City personnel did not periodically compare and reconcile detailed property
records with existing assets or take actions to resolve the differences to properly maintain property
records. Absent properly maintained property records, accountability for motor vehicles is diminished.

Recommendation: We recommend that the City enhance written policies and procedures to

ensure that property records include all City-owned motor vehicles and provide adequate
accountability for these assets.
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ADDITIONAL MATTER

On June 8, 2018, the Florida Commission on Ethics found probable cause to believe the City Clerk
misused his position by interfering with the supervision of another official's subordinate employee and by
obtaining inappropriate benefits for the employee. A public hearing will be held and the resulting findings
or stipulated agreement will be forwarded to the Commission on Ethics for final action.

OBJECTIVES, SCOPE, AND METHODOLOGY

Pursuant to Section 11.45(3)(a), Florida Statutes, we conducted an operational audit of the City of Starke
(City) and issued our report No. 2015-009 in August 2014. Pursuant to Section 11.45(2)(j), Florida
Statutes, no later than 18 months after the release of a report on the audit of a local government, we
must perform appropriate follow-up procedures as we deem necessary to determine the audited entity’s
progress in addressing the findings and recommendations contained within our previous report. The
objectives of this follow-up audit were to determine the progress the City had made, or was in the process
of making, in addressing the findings and recommendations in our report No. 2015-009.

We conducted this follow-up audit from April 2016 to August 2016, and from July 2017 to November 2017,
in accordance with applicable generally accepted government auditing standards. Those standards
require that we plan and perform the follow-up audit to obtain sufficient, appropriate evidence to provide
a reasonable basis for our findings and conclusions based on our audit objectives. We believe that the
evidence obtained provides a reasonable basis for our findings and conclusions based on our audit
objectives.

This audit was designed to identify, for those programs, activities, or functions included within the scope
of the follow-up audit, weaknesses in management’s internal controls; instances of noncompliance with
applicable laws, rules, regulations, contracts, grant agreements, and other guidelines; and instances of
inefficient or ineffective operational policies, procedures, or practices. The focus of this audit was to
identify problems so that they may be corrected in such a way as to improve government accountability
and efficiency and the stewardship of management. Professional judgment has been used in determining
significance and audit risk and in selecting the particular transactions, legal compliance matters, records,
and controls considered.

As described in more detail below, for those programs, activities, and functions included within the scope
of our follow-up audit, our audit work included, but was not limited to, communicating to management
and those charged with governance the scope, objectives, timing, overall methodology, and reporting of
our audit; obtaining an understanding of the program, activity, or function; exercising professional
judgment in considering significance and audit risk in the design and execution of the research,
interviews, tests, analyses, and other procedures included in the audit methodology; obtaining
reasonable assurance of the overall sufficiency and appropriateness of the evidence gathered in support
of our audit findings and conclusions; and reporting on the results of the audit as required by governing
laws and auditing standards.

Our audit included transactions, as well as events and conditions, occurring during the audit period of
October 2014 through February 2016, and selected City actions taken prior and subsequent thereto. Our
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audit included the examination of pertinent City records and transactions, inquiry of City personnel,
observation of procedures in practice, and additional follow-up procedures as appropriate. Unless
otherwise indicated in this report, records and transactions were not selected with the intent of projecting
the results, although we have presented for perspective, where practicable, information concerning the
relevant population value or size and quantifications relative to the items selected for examination.

Specifically, we:

For the City Manager hired in February 2015, determined whether the job responsibilities and
position description were consistent with the Code of Ordinances (Code) and examined City
records supporting the City Manager’s education and experience to determine whether he met
the qualifications for the position as described in the position description and the Code.

Examined City records and interviewed City personnel to determine whether the payroll and
personnel processing, utility fee collections, accounting records and bank account reconciliations,
and electronic funds transfer duties had been adequately separated. We also assessed whether
compensating controls had been implemented to mitigate any incompatible duties noted.

Evaluated City policies and procedures for business-related functions during the audit period to
determine whether the written policies and procedures provided adequate and sufficient controls
over Commission meeting minutes, budgets, revenues and cash receipts, cash management,
credit card and charge accounts, utility account adjustments, capital assets, and contract
administration.

Examined City records to determine whether proper notice was given for Commission meetings,
minutes were prepared for all meetings, and meeting minutes were timely approved by the
Commission and made available for public inspection.

Evaluated City policies, procedures, and records maintained to support petty cash transactions
and related balances. Specifically, we:

o Examined City policies and procedures and Commission meeting minutes to determine
whether the Commission approved the location, amount, and purpose of each petty cash and
change fund.

o Performed a surprise count of each petty cash and change fund and reconciled our counts to
City records.

o Reviewed documentation for 7 selected disbursements totaling $1,138 of the 20 recorded
petty cash and change fund disbursements during the period August 2015 through
February 2016 to determine whether the disbursements were adequately supported, served
an authorized public purpose, and were reasonable and necessary.

Examined City records and held discussions with appropriate personnel to gain an understanding
of City controls over bank accounts. Specifically, we:

o Determined whether the City evaluated the necessity of each bank account and eliminated
redundant or unnecessary accounts.

o Examined City records supporting 30 selected bank account reconciliations for the period
October 2015 through February 2016 to determine whether the bank account balances were
timely reconciled to the general ledger and the reconciliations contained evidence of
supervisory approval.

o Compared banking agreements with a list of City bank accounts, as of April 2016, to determine
whether the accounts were supported by current banking agreements. We also inquired with
City staff and examined City records, to determine whether the banking agreements were
routinely reviewed and signature cards were timely updated.
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o Examined Commission meeting minutes to determine whether public depositories were
designated and approved by the Commission.

e Examined City records to determine whether policies and procedures over the authorization and
processing of electronic funds transfers (EFTs) had been established and implemented by City
personnel. Specifically, we examined the banking agreement to determine whether it specified
and authorized the accounts from which EFTs could be made and established single EFT dollar
limits. In addition, we examined the agreement to determine whether it required secondary
approval of EFTs and specified the destination accounts that can receive EFTs. We also
examined City records supporting the 32 October 2015 EFTs totaling $1,224,870 to determine
whether the EFTs were adequately supported and properly authorized.

e Examined City records and inquired of City personnel to determine whether the City established
appropriate policies and procedures over cash collections. Specifically, we examined City records
supporting the 53 daily cash summary reports for the month of October 2015, composed of
72 receipts (other than utility deposits) totaling $41,681, to determine whether the City properly
used prenumbered receipts for payments made in person, recorded mail collections at the initial
point of collection, and restrictively endorsed checks immediately upon receipt.

e Examined the Code governing the administration of local business tax receipts and late payment
penalties and evaluated the City’s business tax receipts collection procedures, including the City’s
procedures for assessing penalties on past due accounts, to determine whether the procedures
complied with the Code. From the population of 696 business tax receipts issued for the 2015-
16 fiscal year, with associated collections totaling $62,192, we reviewed City records and
evaluated whether appropriate actions were taken to collect the local business tax receipts,
related fees, and related penalties totaling $4,501, $1,125, and $20,000, respectively, for the 80
delinquent accounts as of April 19, 2016. Also, we determined whether the City Clerk filed the
required annual report with the City Commission showing all business tax receipts issued for the
2014-15 fiscal year.

e Examined City records to determine whether City personnel periodically reconciled the utility
deposits subsidiary ledger, general ledger, and utility deposit bank account balances for the
period October 2015 through February 2016.

e FEvaluated City procedures over electricity billing true-up calculations and recalculated the
amounts on the October 2015 true-up worksheets to determine whether the amounts were
accurate.

e Evaluated the City’'s procedures for timeliness, review, and approval of utility account
adjustments, payment extensions, utility disconnections, and extension cost refunds to determine
whether the procedures were in accordance with City ordinances and resolutions. Specifically,
we:

o Evaluated City records supporting the 277 uncollected accounts as of March 2, 2015, to
determine whether City staff followed procedures in granting payment extensions or
discontinuing utility services.

o Evaluated whether the 17 utility account adjustments for the months of January and
February 2016 totaling $1,860 were properly documented and approved.

o For the one water line extension during the audit period, we evaluated whether the project
was undertaken pursuant to a Commission-approved written request from the individual
property owner, whether the amount of costs to be paid by the customer and City were
specified, and whether the Commission approved any refunds.

e Evaluated the City’s Enterprise Fund financial condition. We also inquired of City personnel and
examined City accounting records, including budget documentation and audited financial
statements, to determine whether the City used separate enterprise funds to account for electric,
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gas, water, and sewer utility activities. We also determined whether the City obtained a rate study
or otherwise assessed whether the gas rates were adequate to cover the costs of providing gas
service, assessed electric rates and the power cost adjustment in accordance with the
recommendations of the previously obtained electric system rate study, and installed demand
meters for customers who had the largest utility use to collect commercial demand rate data for
future analysis.

e FEvaluated City policies and procedures as of July 2016 to determine whether the City had
established a minimum target level of working capital funds to be maintained in the Enterprise
Fund and examined City records to determine whether the City maintained working capital in the
Enterprise Fund for the 2013-14, 2014-15, and 2015-16 fiscal years at more than the minimum
target level recommended by the Government Finance Officers Association.

e Examined the City’s 2014-15 and 2015-16 fiscal year budgets to determine whether the budgets
were prepared at the required level of detail and prior year fund balances were brought forward
and included in the approved budgets.

e Compared the City’s 2013-14 and 2014-15 year-end budget amounts with actual expenditures to
determine whether expenditures were limited to budgeted amounts. We also examined City
minutes of Commission meetings to determine whether budget amendments were approved in
the same manner as the original budget.

e Examined City records to determine whether the City’'s 2014-15 and 2015-16 tentative and final
adopted budgets and budget amendments were timely posted on the City’s Web site and whether
other financial information, such as audit reports, was also made available. Additionally, we
examined the City’s Web site to determine whether the Web site contained a link to the
Department of Financial Services’ Web site to view the City’s annual financial report.

e Examined City records to determine whether the City amended or adopted ordinances to ratify
the salary increases provided to elected officials during the period October 2006 through
February 2013 or returned the salaries to their previous levels. We also examined City records
to determine whether compensation for elected City officials was in accordance with applicable
ordinances and whether the authority for safety pay bonuses for employees other than firefighters
was properly documented and the bonuses were paid in accordance with Commission authority.

¢ |nquired of City personnel and examined City records to determine whether employee position
descriptions were adopted. We also examined personnel records for the 11 new hires during the
audit period to determine whether the position descriptions specified the minimum education and
experience requirements and whether employment applications and personnel action forms were
used during the hiring process and maintained in the personnel files.

¢ Inquired of the City Clerk and examined City records to determine whether the Commission
adopted an employee classification plan and a pay plan as required by the City’s Personnel Rules
and Regulations Manual.

e Examined City records to determine whether annual performance evaluations for employees in
the Administrative and Finance, Operations, and Police Departments were timely performed for
the 2014-15 fiscal year.

¢ Inquired of the City Clerk and examined City payroll records supporting overtime pay totaling
$163,467 for 42 employees for the 2014 calendar year, $193,897 for 48 employees for the
2015 calendar year, and $233,422 for 55 employees for the 2016 calendar year, to determine
whether overtime and staffing analyses were performed and whether overtime payments were in
accordance with United States Department of Labor on-call guidelines and the City’s Personnel
Rules and Regulations Manual.

e Examined City records to determine whether the Commission adopted policies and procedures
governing the control and use of credit cards and charge accounts. Specifically, from the

Report No. 2019-003
Page 36 July 2018



population of 96 credit card transactions totaling $12,153 during the period October 2015 through
February 2016, we examined documentation supporting 30 credit card charges totaling $7,070 to
determine whether documentation adequately demonstrated that the charges were authorized,
were reasonable, accomplished a public purpose, and timely paid to avoid additional fees and
surcharges.

e Examined City records supporting 20 selected expenditures totaling $214,391, from the
population of 17,762 expenditures totaling $21 million during the audit period, to determine
whether the expenditures served a public purpose, were authorized or preapproved, evidenced
receipt of the goods or services by an appropriate party, and were supported by informal bids,
where applicable.

e Evaluated the City’'s contract for auditing services and payment documentation for the
2013-14 and 2014-15 fiscal years to determine whether payments complied with contract terms.
Also, for amounts paid in excess of the contract for the 2008-09 and 2009-10 fiscal years, we
inquired of the City Clerk and examined applicable City records to determine whether a refund
was obtained or the necessity of the additional payments was documented.

e From the population of 46 payments totaling $163,135 for engineering services during the audit
period, examined 20 selected payments composed of payments for 16 engineering projects
totaling $127,455 to determine whether payments were in accordance with contract terms and
conditions and supported by written authorizations describing the work to be performed and fees
to be paid.

e Examined Commission meeting minutes and contract documents to determine whether the City
entered into a written agreement for legal services.

e Examined City records to determine whether insurance products were competitively procured and
insurance broker services were obtained through fixed-price agreements, if applicable.

e |nquired of City personnel and examined City records to determine whether the City had
established procedures to document the basis for classifying individuals as independent
contractors rather than employees and evaluated whether the three individuals employed as
independent contractors (not including the City Attorney) were correctly classified. We also
determined whether the City contacted the Internal Revenue Service to request assistance in
determining whether the individuals classified as independent contractors and discussed in our
report No. 2015-009 should be classified as employees rather than independent contractors.

e Examined contract documents for two independent contractors who were paid $28,333 and
$6,800, respectively, during the audit period, and the related invoices and supporting
documentation for four payments totaling $4,834 made pursuant to these contracts to determine
whether:

o The contracts were properly approved and specified a contract period.

o Contractor invoices were complete and in accordance with the contract terms and conditions
and properly reviewed and approved prior to payment.

e Evaluated City procedures over personal use of police vehicles, inquired of the Police Chief, and
examined City records to determine whether City policies and procedures addressed reporting
personal use of unmarked police vehicles in employees’ gross compensation in compliance with
the Internal Revenue Code.

¢ |nquired of City personnel to determine whether the City developed standardized procedures for
documenting the preventative maintenance and periodic testing of diesel generators for the City’s
water and sewer system. We also examined City records supporting the City generator test and
maintenance reports for the three diesel generators for the audit period to determine whether
preventative maintenance and periodic testing was performed as required by Florida Department
of Environmental Protection rules.
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Inquired of the City Clerk and examined City records supporting tangible personal property (TPP)
to determine whether the City performed a physical inventory of TPP for the fiscal years ended
September 30, 2013, through September 30, 2016, and reconciled the results of the physical
inventory to the TPP records.

Inquired of City personnel and examined City records to determine whether the City had adopted
policies and procedures governing the acquisition, assignment, control, use, and disposition of
motor vehicles, and timely renewal of vehicle registrations. We also examined TPP records and
other City records to determine whether City procedures provided for complete and accurate
accountability over City-owned motor vehicles.

Communicated on an interim basis with applicable officials to ensure the timely resolution of
issues involving controls and noncompliance.

Performed various other auditing procedures, including analytical procedures, as necessary, to
accomplish the objectives of the audit.

Prepared and submitted for management response the findings and recommendations that are
included in this report and which describe the matters requiring corrective actions. Management’s
response is included in this report under the heading MANAGEMENT’S RESPONSE.

AUTHORITY

Pursuant to the provisions of Section 11.45(2)(j), Florida Statutes, | have directed that this report be
prepared to present the results of our follow-up procedures designed to determine the City’s progress in
addressing the findings and recommendations included in our operational audit of the City of Starke,
report No. 2015 009.

Sherrill

F. Norman, CPA

Auditor General
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MANAGEMENT’S RESPONSE

City of Starke

June 29, 2018

Janice Mortimer Ms. Sherrill F. Norman, CPA
R Auditor General
Claude Denson Pepper Building, Suite G74
COMMISSIONERS: . !
To:lmy Chasta; 111 West Madison Street
Janice Mortimer Tallahassee, Florida 32399-1450
Danny Nugent
Wilbur Waters
Travis Woods Dear Ms. Norman:
Enclosed is a list of our responses to the preliminary and tentative audit findings
CITY CLERK . : . : ;
Rlcky Thompson and recommendations that may be included in your report on the operational audit
of the City of Starke, Prior Audit Follow Up.
POLICE CHIEF If you have any questions, please contact Ricky Thompson at (904) 964-5027 or
Jeff Johnson rthompson@cityofstarke.org.
CITY MANAGER .
Bob Milner Sincerely, /\/”
/ %ﬁ'
Rigky Thompson
City Clerk

P.O. Drawer C, 209 N. Thompson Street, Starke, FL 32091
(904) 964-5027 | (904) 964-3998
www.cityofstarke.org
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City of Starke
State Audit Follow-up Responses

Finding 1: Agreed.

Finding 2: The City will continue its efforts to implement adequate compensating controls throughout
the payroll process.

Finding 3: The City will continue its efforts to establish comprehensive, written policies and procedures
to assist in training new employees and help prevent instances of nancompliance and inadequate
internal controls.

Finding 4: The City has developed a process where Commission minutes are approved at the next
Commission meeting and posted on the City’s website after approval.

Finding 5: Agreed.
Finding 6: The City is working towards reducing the number of bank accounts.

Finding 7: The City will develop procedures where the payroll warrant signing process is independently
reviewed and approved.

Finding 8: The City will review its EFT agreement and consider the recommendations to be added to the
agreement.

Finding 9: The City will continue its efforts to establish procedures that require all mail collections be
recorded at the initial point of collection and checks restrictively endorsed upon receipt.

Finding 10: The City will implement written procedures to ensure compliance with the City Code and
collection of revenues due to the City for business tax receipts.

Finding 11: The City will establish written procedures to ensure that customer deposit liability accounts
are periodically reconciled to the customer deposits subsidiary ledger and the customer deposits bank
account balance.

Finding12: Agreed.

Finding 13: The City has been working to enforce procedures for providing limited payment extensions
and disconnecting utility services as required by City ordinance and resolution. The City will also
develop written procedures for review and approval of utility adjustments and ensure that the City
ordinance is followed for water and sewer extensions, including refunds of extension cost, if any. The
City will take appropriate actions to recover amounts improperly credited and refund amounts
overcharged.

Finding 14: The City does account for fixed assets and long-term liabilities separately for each utility.
The City will consider the rate-related recommendations from the electric system rate study and obtain
a rate study for the gas utility.

Finding 15: The City will work towards establishing a policy indicating minimum target levels of working
capital for its Enterprise Fund and will revisit the policy periodically for increases to the minimum
working capital.

Finding 16: Agreed.
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City of Starke
State Audit Follow-up Responses

Finding 17: The City will ensure that budget amendments are approved by resolution when necessary
and that expenditures are limited to budgeted amounts as required by law.

Finding 18: Agreed.

Finding 19: The City will ensure that compensation for elected City officials is in accordance with
applicable ordinances and will consult with legal counsel regarding the propriety of performance
bonuses paid to elected City officials. The City will document the authority for safety pay bonuses for
City employees or revise Ordinance No. 2014-0713 to eliminate the safety pay bonus provisions for City
employees after consulting with legal counsel.

Finding 20: The City will adopt position descriptions that specify minimum education and experience
requirements.

Finding 21: The City will adopt a classification plan and a pay plan to ensure that personnel
administration and payroll costs are properly managed.

Finding 22: Agreed.

Finding 23: The City will perform overtime and staffing analyses to ensure the most cost efficient and
effective use of human resources. The City will evaluate whether its practices are consistent with the
Commission’s intent and United States Department of Labor on-call guidelines and amend the Manual
as necessary.

Finding 24: The City will enhance its credit card policy to require all employees utilizing City credit cards
to sign an agreement evidencing their understanding of, and agreement with, the City’s credit card
policies and procedures. The City will continue efforts to ensure the submittal and retention of receipts
for all City-issued credit card charges and to provide timely payments in full to avoid incurring additional
fees and charges.

Finding 25: City personnel will work to ensure that requisitions and purchase orders are used to
document the approval of purchases, and that a competitive selection process be used, as required by
the City's purchasing policies. The City will also ensure that all expenditures are supported by vendor
invoices, documentation of receipt, and evidence of review and approval for accuracy and completeness
prior to payment.

Finding 26: The City will ensure that amounts paid for auditing services agree with contracted fees and,
if additional services are required, document in City records the authorization for, and satisfactory
receipt of, those services. The City will consult with legal counsel as to whether the City should take
further action to collect the amount paid in excess of the contracted amount.

Finding 27: The City will ensure that all authorized projects utilizing engineering services are in writing,
with a mutually agreed upon scope of work, completion date, and fee amount. The City will also include
the prohibition against contingent fees clause in its agreements for engineering services.

Finding 28: Agreed.

Finding 29: Agreed.
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City of Starke
State Audit Follow-up Responses

Finding 30: The City will strengthen its procurement procedures for other professional services to
require that contracts be properly approved and specify the duties to be performed and ensure that
consultants submit invoices in sufficient detail to evidence the dates, number of hours worked, and
specific services performed.

Finding 31: The City will establish procedures to document the relevant facts and circumstances upon
which workers are classified as independent contractors rather than employees. The City will consult
with the IRS for assistance in determining whether certain individuals should be classified as employees
rather than independent contractors, and if appropriate, amend payroll reporting and remit any
required payroll taxes and retirement contributions for the employees to the appropriate Federal and
State agencies.

Finding 32: The City will enhance its written policies and procedures to ensure compliance with
applicable provisions of the Police Manual and Internal Revenue Code.

Finding 33: The City will enhance its procedures to ensure that diesel generator tests are conducted as
required and that test and maintenance reports are timely and accurately prepared and maintained to
evidence that proper preventative maintenance is performed and diesel generators are periodically
tested at required intervals.

Finding 34: The City will ensure that physical inventories of TPP are conducted annually and that the
inventory results are promptly reconciled to the property records.

Finding 35: The City will enhance written policies and procedures concerning the use of and accounting
for City-owned motor vehicles to ensure adequate accountability for those assets.
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4 Local Governmental Entities
(Failed to File AFR and/or Audit Report)

























































Notification from the Auditor General

From: DEREK NOONAN

To: Mayfield, Debbie; Sullivan. Jennifer

Cc: Dubose, Kathy; White, Deborah

Subject: 2016-17 FY Section 11.45(7)(a) FS, Notification
Date: Thursday, October 04, 2018 3:10:40 PM
Attachments: Attachments A and B for JLAC.xIsb

Pursuant to Section 11.45(7)(a), Florida Statutes, this e-mail is to notify you of the
local governmental entities that, as of October 2, 2018, were not in compliance with
the Section 218.39, Florida Statutes, audit report submission requirement for the
2016-17 fiscal year. A separate notification regarding district school boards, charter
schools, and charter technical career centers that failed to provide for an audit for the
2016-17 fiscal year was made to you in an e-mail dated May 25, 2018.

The attachments include a listing of 69 local governmental entities required to obtain
an audit (Attachment A) and a listing of 21 entities that may have been required to
obtain an audit (Attachment B).

If you have any questions regarding this matter or require additional information,
please do not hesitate to contact me.

Derek H. Noonan, Audit Supervisor
Auditor General, State of Florida
111 West Madison Street, Rm 401-P
Tallahassee, FL. 32399-1450

Office (850) 412-2864

FAX (850) 488-6975

Note: In the event your response contains information that may be considered sensitive or confidential
pursuant to Federal or State law, please do not send that information via e-mail. Please contact me to make
alternative arrangements to provide the information.


mailto:DEREKNOONAN@AUD.STATE.FL.US
mailto:Mayfield.Debbie@flsenate.gov
mailto:Jennifer.Sullivan@myfloridahouse.gov
mailto:DUBOSE.KATHY@leg.state.fl.us
mailto:WHITE.DEBORAH@leg.state.fl.us

Attachment A

		Local Governmental Entities						Attachment A

		2016-17 Fiscal Year Audit Reports

		Required - Not Received





				COUNTIES		Entity ID		Note

		1		Baker County		C00200		A

		2		Dixie County		C01500		A

		3		Flagler County		C01700		B

		4		Gilchrist County		C02000		B

		5		Jefferson  County		C03200		B



				MUNICIPALITIES

		1		Altha, Town of		M00400		B

		2		Apalachicola, City of		M00600		B

		3		Biscayne Park, Villages of		M03100		A

		4		Callahan, Town of		M04700		B

		5		Cross City, Town of		M07700		A

		6		DeFuniak Springs, City of		M08700		B

		7		Glen Ridge, Town of		M12000		B

		8		Gretna, City of		M13200		B

		9		Hampton, City of		M13900		B

		10		Hastings, Town of		M14000		B

		11		Lake Park, Town of		M19600		B

		12		Loxahatchee Groves, Town of		M21550		B

		13		Manalapan, Town of		M22300		B

		14		Mangonia Park, Town of		M22400		A

		15		New Port Richey, City of		M25300		B

		16		Noma, Town of		M25700		A

		17		Opa-locka, City of		M27400		A

		18		Pahokee, City of		M28200		B

		19		Pembroke Park, Town of		M29600		A

		20		Ponce de Leon, Town of		M30900		B

		21		Sebastian, City of		M33100		A

		22		Springfield, City of		M33100		B

		23		Starke, City of		M35200		B

		24		Vernon, City of		M37000		B

		25		Wildwood, City of		M38700		B

		26		Yankeetown, Town of		M39600		B

		27		Zephyrhills, City of		M39700		B



				INDEPENDENT SPECIAL DISTRICTS

		1		Amelia Island Mosquito Control District		D01500		A

		2		Beach Community Development District		D04875		A

		3		Belmont Lakes Community Development District		D05060		A

		4		Big Bend Water Authority		D05190		A

		5		Campbellton-Graceville Hospital		D09400		A

		6		Champion's Reserve Community Development District		D11955		B

		7		Clearwater Cay Community Development District		D16490		B

		8		Collier Soil and Water Conservation District		D17700		A

		9		CrossCreek Community Development District		D19875		B

		10		Dorcas Fire District		D22900		B

		11		Eastpoint Water and Sewer District		D25500		A

		12		Florida Green Finance Authority		D27685		B

		13		Golden Lakes Community Development District		D31200		A

		14		Green Corridor Property Assessment Clean Energy (PACE) District		D31785		A

		15		Hamilton County Development Authority		D32700		B

		16		Heritage Plantation Community Development District		D34173		A

		17		Hillsborough County Public Transportation Commission		D36100		A

		18		Hollywood Beach Community Development District I		D36870		A

		19		Majorca Isles Community Development District		D48250		B

		20		Monterra Community Development District		D52685		A

		21		Nature Coast Regional Water Authority		D53620		A

		22		Northeast Florida Regional Transportation Commission		D56350		A

		23		Pembroke Harbor Community Development District		D63950		A

		24		South Dade Soil and Water Conservation District		D74000		B

		25		Three Rivers Regional Library System		D82250		B

		26		Wyld Palms Community Development District		D89840		B



				DEPENDENT SPECIAL DISTRICTS

		1		Apalachicola Community Redevelopment Agency		D01900		B

		2		City of Sebastian Community Redevelopment Agency		D15803		A

		3		Community Redevelopement Agency of the Town of Lake Park		D18355		B

		4		Leon County Educational Facilities Authority		D46600		B

		5		Millers Creek Special District		D52055		B

		6		New Port Richey Community Redevelopment Agency		D53800		B

		7		Opa-locka Community Redevelopment Agency		D58570		B

		8		Springfield Community Redevelopment Agency		D76030		B

		9		Starke Community Redevelopment Agency		D78000		B

		10		Wildwood Community Redevelopment Agency		D89400		B

		11		Zephyrhills Community Redevelopment Agency		D90300		B



		69		Total Counties, Municipalities and Special Districts



		NOTES

		A		Based on previous audit reports or other financial reports filed by the entity, the entity was required to provide for an audit for the 2016-17 fiscal year.  Although we mailed a letter to each entity requesting confirmation that an audit was performed or was in progress, these entities did not respond to our letter.









		B		As of October 2, 2018, we had not received an audit report for the 2016-17 fiscal year; however, the entity confirmed that an audit was in progress.























































































































Attachment B

		Local Governmental Entities						Attachment B

		2016-17 Fiscal Year Audit Reports

		May Have Been Required - Not Received





						Entity 		Last Fiscal Year

				MUNICIPALITIES		ID		Audit Received

		1		Belleair Shore		M02800		2015-16

		2		Carryville, Town of		M05300		2012-13

		3		Esto, Town of		M10100		2014-15



				INDEPENDENT SPECIAL DISTRICTS

		1		Baker Fire District		D03200		2015-16

		2		Entrada Community Development District (Pinellas County)		D25955		A

		3		Estuary Community Development District, The		D26650		2015-16

		4		Hastings Drainage District		D33400		A

		5		Martin Soil and Water Conservation District		D50100		A

		6		Pine Tree Water Control District (Palm Beach County)		D64700		2015-16

		7		Santa Rosa Bay Bridge Authority		D70900		A

		8		Sunbridge Community Development District I (Dissolved 11/2/17)		D78740		A

		9		Volusia Soil and Water Conservation District		D86500		2014-15

		10		Yellow River Soil and Water Conservation District		D90100		2013-14



				DEPENDENT SPECIAL DISTRICTS

		1		Ali-Baba Neighborhood Improvement District		D00800		2013-14

		2		Atlantis Safe Neighborhood Improvement District		D02500		2015-16

		3		Century Community Redevelopment Agency (Established 9/11/17)		D11905		A

		4		East-West Neighborhood Improvement District		D25300		2013-14

		5		Niles Garden Neighborhood Improvement District		D54200		2013-14

		6		Pasco County Health Facilities Authority		D62900		A

		7		Tarawood Special Depaendent Tax District		D81300		A

		8		West Atlantic Avenue Neighborhood Improvement District		D87400		2014-15



		21		Total Municipalities and Special Districts



		NOTE

		A		No reports received for the 2011-12 through 2015-16 fiscal years.






























































































Local Governmental Entities
2016-17 Fiscal Year Audit Reports
Required - Not Received

Attachment A

COUNTIES Entity ID Note
1|Baker County €C00200 A
2|Dixie County C01500 A
3|Flagler County C01700 B
4|Gilchrist County €02000 B
5|Jefferson County C03200 B

MUNICIPALITIES
1|Altha, Town of M00400 B
2|Apalachicola, City of M00600 B
3|Biscayne Park, Villages of M03100 A
4|Callahan, Town of MO04700 B
5|Cross City, Town of MQO7700 A
6|DeFuniak Springs, City of M08700 B
7|Glen Ridge, Town of M12000 B
8|Gretna, City of M13200 B
9|Hampton, City of M13900 B

10([Hastings, Town of M14000 B
11|Lake Park, Town of M19600 B
12|Loxahatchee Groves, Town of M21550 B
13|Manalapan, Town of M22300 B
14(Mangonia Park, Town of M22400 A
15|New Port Richey, City of M25300 B
16|Noma, Town of M25700 A
17|Opa-locka, City of M27400 A
18[Pahokee, City of M28200 B
19|Pembroke Park, Town of M29600 A
20(Ponce de Leon, Town of M30900 B
21(Sebastian, City of M33100 A
22|Springfield, City of M33100 B
23|Starke, City of M35200 B
24|Vernon, City of M37000 B
25|Wildwood, City of M38700 B
26|Yankeetown, Town of M39600 B
27|Zephyrhills, City of M39700 B

INDEPENDENT SPECIAL DISTRICTS
1|{Amelia Island Mosquito Control District D01500 A
2|Beach Community Development District D04875 A
3|Belmont Lakes Community Development District D05060 A
4|Big Bend Water Authority D05190 A
5|Campbellton-Graceville Hospital D09400 A
6|Champion’s Reserve Community Development District D11955 B
7|Clearwater Cay Community Development District D16490 B
8|Collier Soil and Water Conservation District D17700 A
9|CrossCreek Community Development District D19875 B

10|Dorcas Fire District D22900 B
11|Eastpoint Water and Sewer District D25500 A
12|Florida Green Finance Authority D27685 B




Local Governmental Entities
2016-17 Fiscal Year Audit Reports
Required - Not Received

Attachment A

13|Golden Lakes Community Development District D31200 A
14|Green Corridor Property Assessment Clean Energy (PACE) District D31785 A
15|Hamilton County Development Authority D32700 B
16|Heritage Plantation Community Development District D34173 A
17|Hillsborough County Public Transportation Commission D36100 A
18|Hollywood Beach Community Development District | D36870 A
19|Majorca Isles Community Development District D48250 B
20|Monterra Community Development District D52685 A
21|Nature Coast Regional Water Authority D53620 A
22|Northeast Florida Regional Transportation Commission D56350 A
23|Pembroke Harbor Community Development District D63950 A
24|South Dade Soil and Water Conservation District D74000 B
25|Three Rivers Regional Library System D82250 B
26|Wyld Palms Community Development District D89840 B
DEPENDENT SPECIAL DISTRICTS
1|Apalachicola Community Redevelopment Agency D01900 B
2|City of Sebastian Community Redevelopment Agency D15803 A
3|Community Redevelopement Agency of the Town of Lake Park D18355 B
4|Leon County Educational Facilities Authority D46600 B
5|Millers Creek Special District D52055 B
6|New Port Richey Community Redevelopment Agency D53800 B
7|0Opa-locka Community Redevelopment Agency D58570 B
8|Springfield Community Redevelopment Agency D76030 B
9|Starke Community Redevelopment Agency D78000 B
10|Wildwood Community Redevelopment Agency D89400 B
11|Zephyrhills Community Redevelopment Agency D90300 B

69

Total Counties, Municipalities and Special Districts

NOTES

A Based on previous audit reports or other financial reports filed by the
entity, the entity was required to provide for an audit for the 2016-17
fiscal year. Although we mailed a letter to each entity requesting
confirmation that an audit was performed or was in progress, these

entities did not respond to our letter.

As of October 2, 2018, we had not received an audit report for the 2016-
17 fiscal year; however, the entity confirmed that an audit was in

progress.




Local Governmental Entities Attachment B
2016-17 Fiscal Year Audit Reports
May Have Been Required - Not Received

Entity Last Fiscal Year

MUNICIPALITIES ID Audit Received
1|Belleair Shore M02800 2015-16
2|Carryville, Town of MO05300 2012-13
3|Esto, Town of M10100 2014-15

INDEPENDENT SPECIAL DISTRICTS

1|Baker Fire District D03200 2015-16
2|Entrada Community Development District (Pinellas County) D25955 A
3|Estuary Community Development District, The D26650 2015-16
4|Hastings Drainage District D33400 A
5|Martin Soil and Water Conservation District D50100 A
6|Pine Tree Water Control District (Palm Beach County) D64700 2015-16
7|Santa Rosa Bay Bridge Authority D70900 A
8|Sunbridge Community Development District | (Dissolved 11/2/17) D78740 A
9|Volusia Soil and Water Conservation District D86500 2014-15
10|Yellow River Soil and Water Conservation District D90100 2013-14

DEPENDENT SPECIAL DISTRICTS

1|Ali-Baba Neighborhood Improvement District D00800 2013-14
2|Atlantis Safe Neighborhood Improvement District D02500 2015-16
3|Century Community Redevelopment Agency (Established 9/11/17) D11905 A
4|East-West Neighborhood Improvement District D25300 2013-14
5|Niles Garden Neighborhood Improvement District D54200 2013-14
6|Pasco County Health Facilities Authority D62900 A
7|Tarawood Special Depaendent Tax District D81300 A
8|West Atlantic Avenue Neighborhood Improvement District D87400 2014-15

21 Total Municipalities and Special Districts

NOTE
A No reports received for the 2011-12 through 2015-16 fiscal years.
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5 Local Governmental Entities
(Significant Items Missing)






Auditor General Notification

From: DEREK NOONAN

To: Mayfield, Debbie; Sullivan. Jennifer

Cc: White, Deborah; Dubose, Kathy

Subject: 2016-17 FY Section 11.45(7)(b) and (d), FS, Notification
Date: Tuesday, October 30, 2018 8:04:36 AM

Attachments: 2017 Missing Items Letter to JLAC.docx

Pursuant to Section 11.45(7)(b), Florida Statutes, this e-mail is to notify you of the 17 local
governmental entities that did not provide us, within 45 days after the date of our request,
the significant items omitted from their 2016-17 fiscal year audit reports or from their audit
report transmittal correspondence. The entities are listed on the attached and include 1
county constitutional officer, 8 municipalities, and 8 special districts The attachment also
describes the audit report and correspondence items omitted.

In addition, pursuant to Section 11.45(7)(d), Florida Statutes, this e-mail is to notify you that
the City of Bonifay was cited for noncompliance with Section 218.415, Florida Statutes, and
did not provide us evidence of corrective action within 45 days of our August 27, 2018,
request.

To date, none of the entities have provided us the requested information. Please advise if
you or your staff have any questions regarding this information.

Derek H. Noonan, Audit Supervisor
Auditor General, State of Florida
111 West Madison Street, Rm 401-P
Tallahassee, FL. 32399-1450

Office (850) 412-2864

FAX (850) 488-6975

Note: In the event your response contains information that may be considered sensitive or confidential
pursuant to Federal or State law, please do not send that information via e-mail. Please contact me to make
alternative arrangements to provide the information.


mailto:DEREKNOONAN@AUD.STATE.FL.US
mailto:Mayfield.Debbie@flsenate.gov
mailto:Jennifer.Sullivan@myfloridahouse.gov
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LIST OF LOCAL GOVERNMENTAL ENTITIES 

THAT HAVE NOT PROVIDED SIGNIFICANT ITEMS 

OMITTED FROM 2016-17 FISCAL YEAR AUDIT REPORTS OR

FROM AUDIT REPORT TRANSMITTAL CORRESPONDANCE

AS OF OCTOBER 22, 2018



LIST OF LOCAL GOVERNMENTAL ENTITIES 

THAT HAVE NOT PROVIDED SIGNIFICANT ITEMS

OMITTED FROM 2016-17 FISCAL YEAR AUDIT REPORTS OR

FROM AUDIT RPEORT TRANSMITTAL CORRESPONDANCE

AS OF OCTOBER 22, 2018



		

		ITEM(S)
OMITTED

		DATE ITEM(S)
REQUESTED BY AUDITOR GENERAL



		COUNTY

		

		



		Broward County Clerk of the Courts

		A

		7/25/18



		[bookmark: _GoBack]

		

		



		MUNICIPALITIES

		

		



		Avon Park, City of

		B

		8/24/18



		Bal Harbour Village, Town of

		B

		8/24/18



		Bonifay, City of

		C, D

		8/24/18



		Crescent City, City of

		E, F, G

		5/15/18



		Howey-in-the-Hills, Town of

		H, I

		8/24/18



		McIntosh, Town of

		B

		8/24/18



		St. Lucie Village, Town of

		I

		8/24/18



		

		

		



		SPECIAL DISTRICTS

		

		



		Anthem Park Community Development District

		B

		7/25/18



		Boyette Park Community Development District

		J, K

		7/25/18



		Captiva Erosion Prevention District

		L

		5/15/18



		City-County Public Works Authority

		C

		7/25/18



		DG Farms Community Development District

		B

		7/25/18



		Mirada Community Development District (Pasco County)

		B

		8/24/18



		New River Public Library Cooperative

		M, N

		8/24/18



		Troup-Indiantown Water Control District

		B

		8/24/18





LOCAL GOVERNMENTAL ENTITIES 

ITEMS OMITTED FROM 2014-15 FISCAL YEAR AUDIT REPORTS 

REQUESTED BUT NOT RECEIVED



LIST OF LOCAL GOVERNMENTAL ENTITIES 

THAT HAVE NOT PROVIDED SIGNIFICANT ITEMS 

OMITTED FROM 2016-17 FISCAL YEAR AUDIT REPORTS OR

FROM AUDIT REPORT TRANSMITTAL CORRESPONDANCE 

AS OF OCTOBER 22, 2018





		Item(s) Omitted:



		(A)

		An accountant’s examination report with a determination of the entity’s compliance with Section 218.415, Florida Statutes regarding the investment of public funds was excluded from the audit report although required by Sections 10.556(10)(a), and 10.557(3)(c), Rules of the Auditor General.



		(B)

		The date the audit report was delivered to the local governmental entity was not included in correspondence accompanying the audit report submitted to the Auditor General, although required by Section 10.558(3), Rules of the Auditor General.



		(C)

		A written statement of explanation or rebuttal concerning the findings in the management letter was excluded from the audit report, although required by Sections 10.557(3)(l) and 10.558(1), Rules of the Auditor General.



		(D)

		Reference number(s) were not assigned to each finding and recommendation included in the management letter, although required by Section 10.557(4)(b)7., Rules of the Auditor General, to allow for easy referencing during follow-up.



		(E)

		A schedule of the entity’s changes in the net pension liability showing beginning and ending balances of the total pension liability, the plan’s fiduciary net position, and the net pension liability was excluded from the audit report’s required supplementary information, although required for entities presenting pension trust funds by Section Pe5.128a of the Codification of Government Accounting and Financial Reporting Standards.



		(F)

		A schedule showing the entity’s total pension liability, the pension plan’s fiduciary net position, the entity’s net pension liability, the plan’s fiduciary net position as a percentage of total pension liability, the entity’s covered payroll, and the net pension liability as a percentage of covered payroll was excluded from the audit report’s required supplementary information, although required for entities presenting pension trust funds by Section Pe5.128b of the Codification of Government Accounting and Financial Reporting Standards.



		(G)

		A schedule showing the annual money-weighted rate of return on the pension plan’s investments was excluded from the audit report’s required supplementary information, although required for entities presenting pension trust funds by Section Pe5.128d of the Codification of Government Accounting and Financial Reporting Standards.








		(H)

		A statement as to whether corrective actions have been taken to address findings and recommendations made in the preceding audit report was excluded from the management letter accompanying the audit report, although required by Section 10.554(1)(i)1., Rules of the Auditor General.



		(I)

		Uncorrected audit findings that were also included in the first and second preceding fiscal year audit reports were not identified in the audit report, although required by Section 10.554(1)(i)1., Rules of the Auditor General.



		(J)

		A schedule accompanying the balance sheet that reconciles total government fund balances to the net position of government activities reported on the Statement of Net Position was excluded from the audit report, although required by Sections 2200.160, and .164 of the Codification of Government Accounting and Financial Reporting Standards.



		(K)

		A schedule accompanying the statement of revenues, expenditures, and changes in fund balance that reconciles the total change in fund balances to the change in the net position of government activities reported on the Statement of Activities was excluded from the audit report, although required by Sections 2200.160, and .169 of the Codification of Government Accounting and Financial Reporting Standards.



		(L)

		An independent auditor’s report that provides an opinion on the Schedule of Expenditures of Federal Awards was excluded from the audit report, although required for entities receiving Federal Single Audits by Uniform Guidance 2 CFR 200.515a., and Section 10.557(3)(d), Rules of the Auditor General.



		(M)

		A schedule showing the entity’s proportion (percentage) of the collective net pension liability, their proportionate share (amount) of the net pension liability, the entity’s covered payroll, and the plan’s fiduciary net position as a percentage of the total liability was excluded from the audit report’s required supplementary information, although required for entities with defined benefit cost-sharing pension plans by P20.181a. of the Codification of Governmental Accounting and Financial Reporting Standards.








		(N)

		A schedule showing the entity’s required employer contribution, the amount actually contributed, the difference between the required and the actual contribution, the entity’s covered payroll, and the contribution recognized by the pension plan in relation to the required amount as a percentage of covered payroll was excluded from the audit report’s required supplementary information, although required for entities with defined benefit cost-sharing pension plans by P20.181b. of the Codification of Governmental Accounting and Financial Reporting Standards.



		

		

Note:  All references to Rules of the Auditor General are to rules in effect for the 2016‑17 fiscal year.



		

		



		

		








LIST OF LOCAL GOVERNMENTAL ENTITIES
THAT HAVE NOT PROVIDED SIGNIFICANT ITEMS

OMITTED FROM 2016-17 FISCAL YEAR AUDIT REPORTS OR
FROM AUDIT REPORT TRANSMITTAL CORRESPONDANCE
AS OF OCTOBER 22, 2018

COUNTY
Broward County Clerk of the Courts

MUNICIPALITIES
Avon Park, City of
Bal Harbour Village, Town of

Bonifay, City of

Crescent City, City of
Howey-in-the-Hills, Town of
Mclntosh, Town of

St. Lucie Village, Town of

SPECIAL DISTRICTS
Anthem Park Community Development District

Boyette Park Community Development District
Captiva Erosion Prevention District
City-County Public Works Authority

DG Farms Community Development District

Mirada Community Development District (Pasco
County)

New River Public Library Cooperative
Troup-Indiantown Water Control District

ITEM(S)

OMITTED

A

w

J, K

W W O r

DATE ITEM(S)

REQUESTED

BY AUDITOR
GENERAL

7/25/18

8/24/18
8/24/18
8/24/18
5/15/18
8/24/18
8/24/18
8/24/18

7/25/18
7/25/18
5/15/18
7/25/18
7/25/18
8/24/18

8/24/18
8/24/18



LIST OF LOCAL GOVERNMENTAL ENTITIES
THAT HAVE NOT PROVIDED SIGNIFICANT ITEMS
OMITTED FROM 2016-17 FISCAL YEAR AUDIT REPORTS OR
FROM AUDIT REPORT TRANSMITTAL CORRESPONDANCE
AS OF OCTOBER 22, 2018

Item(s) Omitted:

(A)

(B)

(©)

(D)

(E)

(F)

(G)

An accountant’'s examination report with a determination of the entity’s
compliance with Section 218.415, Florida Statutes regarding the
investment of public funds was excluded from the audit report although
required by Sections 10.556(10)(a), and 10.557(3)(c), Rules of the
Auditor General.

The date the audit report was delivered to the local governmental entity
was not included in correspondence accompanying the audit report
submitted to the Auditor General, although required by Section
10.558(3), Rules of the Auditor General.

A written statement of explanation or rebuttal concerning the findings in
the management letter was excluded from the audit report, although
required by Sections 10.557(3)(I) and 10.558(1), Rules of the Auditor
General.

Reference number(s) were not assigned to each finding and
recommendation included in the management letter, although required
by Section 10.557(4)(b)7., Rules of the Auditor General, to allow for easy
referencing during follow-up.

A schedule of the entity’s changes in the net pension liability showing
beginning and ending balances of the total pension liability, the plan’s
fiduciary net position, and the net pension liability was excluded from the
audit report’s required supplementary information, although required for
entities presenting pension trust funds by Section Pe5.128a of the
Codification of Government Accounting and Financial Reporting
Standards.

A schedule showing the entity’s total pension liability, the pension plan’s
fiduciary net position, the entity’s net pension liability, the plan’s fiduciary
net position as a percentage of total pension liability, the entity’s covered
payroll, and the net pension liability as a percentage of covered payroll
was excluded from the audit report’s required supplementary information,
although required for entities presenting pension trust funds by Section
Pe5.128b of the Codification of Government Accounting and Financial
Reporting Standards.

A schedule showing the annual money-weighted rate of return on the
pension plan’s investments was excluded from the audit report’s required
supplementary information, although required for entities presenting
pension trust funds by Section Peb5.128d of the Codification of
Government Accounting and Financial Reporting Standards.



(H)

(1

()

(K)

(L)

(M)

LIST OF LOCAL GOVERNMENTAL ENTITIES
THAT HAVE NOT PROVIDED SIGNIFICANT ITEMS
OMITTED FROM 2016-17 FISCAL YEAR AUDIT REPORTS OR
FROM AUDIT RPEORT TRANSMITTAL CORRESPONDANCE
AS OF OCTOBER 22, 2018

A statement as to whether corrective actions have been taken to address
findings and recommendations made in the preceding audit report was
excluded from the management letter accompanying the audit report,
although required by Section 10.554(1)(i)1., Rules of the Auditor General.

Uncorrected audit findings that were also included in the first and second
preceding fiscal year audit reports were not identified in the audit report,
although required by Section 10.554(1)(i)1., Rules of the Auditor General.

A schedule accompanying the balance sheet that reconciles total
government fund balances to the net position of government activities
reported on the Statement of Net Position was excluded from the audit
report, although required by Sections 2200.160, and .164 of the
Codification of Government Accounting and Financial Reporting
Standards.

A schedule accompanying the statement of revenues, expenditures, and
changes in fund balance that reconciles the total change in fund balances
to the change in the net position of government activities reported on the
Statement of Activities was excluded from the audit report, although
required by Sections 2200.160, and .169 of the Codification of
Government Accounting and Financial Reporting Standards.

An independent auditor’s report that provides an opinion on the Schedule
of Expenditures of Federal Awards was excluded from the audit report,
although required for entities receiving Federal Single Audits by Uniform
Guidance 2 CFR 200.515a., and Section 10.557(3)(d), Rules of the
Auditor General.

A schedule showing the entity’s proportion (percentage) of the collective
net pension liability, their proportionate share (amount) of the net pension
liability, the entity’s covered payroll, and the plan’s fiduciary net position
as a percentage of the total liability was excluded from the audit report’s
required supplementary information, although required for entities with
defined benefit cost-sharing pension plans by P20.181a. of the
Codification of Governmental Accounting and Financial Reporting
Standards.



(N)

LIST OF LOCAL GOVERNMENTAL ENTITIES
THAT HAVE NOT PROVIDED SIGNIFICANT ITEMS
OMITTED FROM 2016-17 FISCAL YEAR AUDIT REPORTS OR
FROM AUDIT RPEORT TRANSMITTAL CORRESPONDANCE
AS OF OCTOBER 22, 2018

A schedule showing the entity’s required employer contribution, the
amount actually contributed, the difference between the required and the
actual contribution, the entity’s covered payroll, and the contribution
recognized by the pension plan in relation to the required amount as a
percentage of covered payroll was excluded from the audit report’s
required supplementary information, although required for entities with
defined benefit cost-sharing pension plans by P20.181b. of the
Codification of Governmental Accounting and Financial Reporting
Standards.

Note: All references to Rules of the Auditor General are to rules in effect for the
2016-17 fiscal year.
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Performance Audit

Sherrill F. Norman, CPA
Auditor General




The team leader was Shane L. Herman, CPA, and the audit was supervised by Derek H. Noonan, CPA.

Please address inquiries regarding this report to Michael J. Gomez, CPA, Audit Manager, by e-mail at
mikegomez@aud.state.fl.us or by telephone at (850) 412-2881.

This report and other reports prepared by the Auditor General are available at:
FLAuditor.gov
Printed copies of our reports may be requested by contacting us at:

State of Florida Auditor General
Claude Pepper Building, Suite G74 « 111 West Madison Street ¢ Tallahassee, FL 32399-1450 ¢ (850) 412-2722



file://aud.state.fl.us/wdrive/LG/LGFRS/2016/PA/Section%20Review/mikegomez@aud.state.fl.us
http://www.myflorida.com/audgen

LOCAL GOVERNMENT FINANCIAL REPORTING SYSTEM

SUMMARY

Pursuant to Section 11.45(2)(g), Florida Statutes, this performance audit of the local government financial
reporting system focused on determining the accuracy, efficiency, and effectiveness of the system in
achieving its goals; how the reporting system can be improved; and how program costs can be reduced.
Our audit also included a follow-up on selected findings noted in our report Nos. 2009-014, 2011-196,
and 2015-037. Our audit disclosed the following:

Finding 1: State law could be enhanced to require local governments to establish policies and
procedures requiring audit committee members to have a basic understanding of governmental financial
reporting and auditing. State law could also be enhanced to require that at least one audit committee
member, or a person consulted by the audit committee, have an understanding of generally accepted
accounting principles and experience preparing or auditing governmental entity financial statements.

Finding 2: Community redevelopment agencies (CRAs) could improve procedures to ensure that
annual trust fund audit reports include all information required by State law. In addition, the Legislature
could consider amending State law to require auditors of CRA trust funds to determine and report whether
the CRAs complied with State laws governing the use and disposition of CRA trust fund moneys.

Finding 3: Statutory requirements for annual audits of the local government escrow accounts
maintained to accumulate financial resources for the proper closing and long-term care of landfills could
be clarified to ensure that the audits are properly and consistently conducted in accordance with
Legislative intent.

Finding 4: Statutory requirements for annual statements of county compliance for court-related
functions could be clarified to ensure that the statements are properly and consistently prepared in
accordance with Legislative intent.

Finding 5: The Executive Office of the Governor (EOG) did not always promptly make state of financial
emergency determinations for local governmental entities that met a specified condition in State law or
notify the Legislative Auditing Committee of local governmental entities that did not timely respond to
EOG information requests.

Finding 6: The Department of Financial Services (DFS) did not always timely assign annual financial
report (AFR) verification responsibilities to DFS personnel nor was AFR information always timely
verified. We also identified 80 local governmental entities required to submit 2014-15 fiscal year audit
reports to the DFS that did not submit the reports, and DFS records did not always evidence attempts to
obtain the reports from those entities. In addition, our comparison of the 2014-15 fiscal year verified
report totals generated from the DFS Web-based Local Government Electronic Reporting system to the
related AFR data for 10 entities disclosed that the verified report excluded revenues totaling $14.3 million
and expenditures totaling $14 million that were reported in the individual entity AFRs. Further, DFS
records did not evidence electronic or paper copies of the December 2016 verified report provided to
statutorily specified parties nor the basis for the data included in the report.
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BACKGROUND

For purposes of State law,! the local government financial reporting system means any statutory
provision related to local government? financial reporting. There are numerous statutory provisions
related to local government financial reporting established in State law, for example:

Section 29.0085, Florida Statutes, requires each county to annually submit to the State Chief
Financial Officer (CFO) a statement of revenues and expenditures in the form and manner
prescribed by the CFO. State law also requires that, by January 31 of each year, each county
submit to the CFO a statement of compliance from its independent certified public accountant
engaged to conduct its annual financial audit indicating that the certified statement of expenditures
was in accordance with State law.

Section 163.387(8), Florida Statutes, requires community redevelopment agencies to obtain an
annual audit of the community redevelopment trust funds.

Section 218.32(1), Florida Statutes, requires local governmental entities to submit to the
Department of Financial Services (DFS) an annual financial report (AFR) and, if the local
governmental entities meet the audit threshold specified in State law, a copy of their audit report.

Section 218.32(2), Florida Statutes, requires the DFS to annually file, by December 1, a verified
report with certain statutorily specified entities showing the total revenues, expenditures, and
outstanding long-term debt of each local governmental entity, regional planning council, local
government finance commission, and municipal power corporation entity that is required to submit
an AFR.

Section 218.39, Florida Statutes, requires an annual financial audit of accounts and records be
completed within 9 months after the end of the fiscal year for counties, district school boards,
charter schools, and charter technical career centers and certain municipalities and special
districts.

Section 403.7125(2), Florida Statutes, requires local governments that own or operate a landfill
to obtain an audit of the interest-bearing escrow account maintained to ensure the availability of
financial resources for the proper closure and long-term care of the landfill.
The local government financial reporting system provisions included in the scope of this audit are
described in the FINDINGS AND RECOMMENDATIONS and OBJECTIVES, SCOPE, AND
METHODOLOGY sections of this report.

FINDINGS AND RECOMMENDATIONS

Finding 1: Audit Committees

Financial audits of local governmental entities performed by independent certified public accountants
(CPAs) pursuant to State law?® provide:

Assurance of the reliability and completeness of local government financial statements.

1 Section 11.45(2)(g), Florida Statutes.

2 The term “local government” refers to local governmental entities as defined in Section 218.31(1), Florida Statutes (i.e.,
counties, municipalities, and special districts).

3 Section 218.39, Florida Statutes.
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A means for evaluating the effectiveness of local government internal control over financial
reporting.

A determination of the extent to which local governments complied with applicable laws, rules,

regulations, contracts, and grant agreements, nhoncompliance with which could have a direct and

material effect on local government financial statement amounts.
Pursuant to State law, a local governmental entity must select a financial auditor by establishing an audit
committee to assist in the selection of the auditor. The audit committee responsibilities include publicly
announcing the need for audit services and using requests for proposals. By effectively carrying out its
functions and responsibilities, an audit committee helps to ensure that management properly develops
and adheres to a sound system of internal controls; that procedures are in place to objectively assess
management’s practices; and that the independent auditors, through their own review, objectively assess
the government’s financial reporting practices.

According to the Government Finance Officers Association (GFOA),* an audit committee is a practical
means for a governing body to provide much needed independent review and oversight of the
government financial reporting processes, internal controls, and independent auditors. The GFOA
recommends that the audit committee be established by charter, enabling resolution, or other appropriate
legal means. In addition, GFOA best practices include recommendations that each audit committee
member have a basic understanding of governmental financial reporting and auditing and that at least
one audit committee member, or a person consulted by the audit committee, have an understanding of
generally accepted accounting principles (GAAP) and financial statements. While the GFOA did not
explain what constitutes a basic understanding of governmental financial reporting and auditing or an
understanding of GAAP and financial statements, entity-defined education and experience requirements
for committee members could help ensure the members possessed the qualifications to fulfill their
responsibilities.

As part of our audit, we sent surveys regarding audit committees to the 1,311 local governmental entities
that, as of September 15, 2017, had submitted a 2015-16 fiscal year audit report to us. We received
survey responses from 394 entities. The survey responses indicated that:

e 158 (40 percent) of the 394 entities did not have an ordinance, resolution, or written policies and
procedures addressing the audit committee required by State law. Appropriately established audit
committees with defined responsibilities and committee member qualifications would help ensure
that financial auditors are properly selected in accordance with State law.

236 entities had ordinances, resolutions, or written policies and procedures addressing the audit
committee. However, 137 (58 percent) of those entities’ ordinances, resolutions, or written
policies and procedures did not incorporate the GFOA-recommended audit committee best
practices requiring each audit committee member to have a basic understanding of governmental
financial reporting and auditing and at least one audit committee member, or a person consulted
by the audit committee, to have an understanding of GAAP and financial statements.

Recommendation: We recommend that the Legislature consider revising State law to require
local governmental entities to establish ordinances, resolutions, or policies and procedures to
define audit committee responsibilities and audit committee member qualifications consistent
with applicable GFOA best practices.

4 GFOA Best Practice, Audit Committees (October 2008).
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Finding 22 Community Redevelopment Agency Trust Fund Audits

State law® authorizes the creation of community redevelopment agencies (CRAs) by counties and
municipalities for the purpose of redeveloping slums and blighted areas and areas that are injurious to
the public health, safety, morals, and welfare of residents and for which there is a shortage of housing
affordable to residents of low and moderate income, including the elderly. State law also provides
requirements that address CRA powers, funding, expenditure restrictions, and reporting and audit
requirements.

A CRA is funded through tax increment financing whereby, generally, the CRA annually receives
95 percent of the difference between the amount of ad valorem taxes levied by each taxing authority
(exclusive of amounts derived from debt service millage) on taxable properties within the designated
community redevelopment area and the amount of taxes that would have been produced by the millage
rates levied by the taxing authorities prior to the effective date of the ordinance providing for the funding.
State law® requires CRAs to provide for an audit of their trust fund each fiscal year and a report of such
audit be prepared by an independent CPA or firm. As such, State law clearly contemplates an audit and
resulting audit report with the scope and opinion focused on the CRA trust funds.

State law also requires the audit report to describe:

The amount and source of deposits into, and the amount and purpose of withdrawals from, the
trust fund during the fiscal year.

The amount of principal and interest paid during the fiscal year on any indebtedness to which
increment revenues are pledged and the remaining amount of such indebtedness.
Therefore, it is important for CRA personnel to understand these reporting requirements and that all
applicable reporting requirements be addressed in the CRA contracts with CPAs.

Our examination of audit reports prepared pursuant to State law’ disclosed that CRA trust funds are
reported in a variety of ways. For example, in county and municipality audit reports, CRA trust funds are
typically presented in the financial statements as a single column identified solely as the CRA trust fund
or included in a column presenting the aggregate of the CRA trust fund and other county or municipality
funds. Alternatively, CRA trust funds may be presented in financial statements that are included in an
audit report separate from the audit report of the authorizing county or municipality.

To determine whether CRAs appropriately provided for audits of the CRA trust funds and the audit reports
included the required information, we examined the audit reports related to 60 CRAs selected from the
population of 220 CRAs listed on the February 2017 Department of Economic Opportunity’s “Official List
of Special Districts.” We reviewed the applicable 2014-15 fiscal year audit reports and noted that the
activities of 59 CRAs were included in the respective county or municipality financial audit report and that
1 CRA provided for a separate audit report. We also found that:

6 (10 percent) of the 59 county and municipality audit reports reported the CRA trust funds as
nonmajor funds, which were aggregated and presented in a single column along with the local

5 Chapter 163, Part Ill, Florida Statutes, also known as the “Community Redevelopment Act of 1969.”
6 Section 163.387(8), Florida Statutes.
7 Section 218.39, Florida Statutes.
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government’s other nonmajor funds and did not provide a separate opinion on the CRA trust fund.
This presentation did not comply with State law as the scope of the audits and related audit
opinions did not focus on the CRA trust funds. As such, the audit reports did not provide a means
for evaluating the adequacy of internal controls over CRA trust fund activities or the extent to
which such activities were administered in accordance with applicable laws, rules, and governing
policies.

4 (7 percent) of the 59 audit reports, including 3 of the 6 audit reports that aggregated CRA
activities with other nonmajor funds and 1 other audit report that reported a CRA as a discretely
presented component unit within its primary government’s financial statements, did not describe
the amount and source of deposits into, and the amount and purpose of withdrawals from, the
trust fund during the fiscal year. Absent such descriptions, the audit reports did not comply with
State law and do not provide essential information necessary for audit report users’ evaluation of
CRA trust fund activities.

These instances of noncompliance with State law may have occurred because the CRAs and their

auditors were not aware of or misunderstood the statutorily required information that must be included in

the audit reports.

In addition, our operational audits of CRAs® have disclosed uses of CRA trust fund moneys that did not
always appear to be in accordance with approved CRA plans or were otherwise used for purposes
contrary to State law and undocumented statutory compliance regarding the disposition of unexpended
CRA trust fund moneys. However, State law does not require auditors of CRA trust funds to determine
and report whether CRAs complied with State laws governing the use and disposition of CRA trust fund
moneys.

Requiring the CRA trust fund audit to include a determination of compliance with laws governing the use
and disposition of CRA trust fund moneys would improve accountability for CRA resources and provide
additional transparency for those taxing authorities required to remit tax increment revenues to a CRA.
A similar finding was noted in our report No. 2015-037, Finding No. 5.

Recommendation: CRAs should enhance procedures to ensure that annual trust fund audit
reports include all the information required by State law. Such enhancements could include
appropriate training to ensure CRA personnel understand the statutory audit report requirements
and that CRA contracts with auditors address those requirements. Additionally, the Legislature
should consider amending State law to require that auditors of CRA trust funds determine and
report whether CRAs complied with State laws governing the use and disposition of CRA trust
fund moneys.

Finding 3: Landfill Escrow Account Audits

State law® requires every local government that owns or operates a landfill to establish a fee, or a
surcharge on existing fees or other appropriate revenue-producing mechanism, to ensure the availability
of financial resources for the proper closure of the landfill.1® The revenue is to be deposited in an

8 Examples of our operational audits of CRAs include the City of Hollywood CRA Operational Audit (report Nos. 2015-183 and
2013-093) and the Delray Beach CRA Operational Audit (report Nos. 2016-028 and 2014-013).

9 Section 403.7125(2), Florida Statutes.

10 As an alternative, pursuant to Section 403.7125(3), Florida Statutes, a local government may utilize surety bonds, certificates
of deposit, securities, letters of credit, or other documents showing that the local government has sufficient financial resources
to provide for proper closure of the landfill.
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interest-bearing escrow account to be held and administered by the local government and the local
government must obtain an audit of the account conducted by an independent CPA. Florida Department
of Environmental Protection (DEP) rules! require the local governments to:

File with the DEP no later than March 31 of the following year:
0 A signed duplicate original of the escrow agreement.

o The audit report that references DEP rules!? and the escrow agreement and includes a list,
by date, of all deposits and withdrawals made.

Identify where funds are on deposit.
Provide the landfill management escrow account balance as of the end of the fiscal year.
Itemize, by facility, amounts restricted for closing and long-term care.

Our review of DEP records and discussions with DEP personnel regarding landfill management escrow
accounts disclosed that there were 76 local government landfill facilities for which an escrow account
audit for the 2015-16 fiscal year was required to be obtained. We also found that the DEP received
55 escrow account audit reports for the 2015-16 fiscal year addressing 75 of the landfill facilities.*®* Our
review of the 55 audit reports and consideration of the provisions of State law governing the audit
requirement disclosed that the usefulness of the required audits could be enhanced by additional
provisions in State law requiring:

CPAs, as part of their audit responsibilities, to opine on the accuracy of local government reported
escrow account balances and to determine whether the accounts contained sufficient financial
resources for the proper closure of the landfill. In 43 of the 55 audit reports we reviewed, the
CPAs opined on the accuracy of local government reported escrow account balances on the
schedules of escrow account activities; however, for the 12 other reports, the CPAs did not opine
on the account balances nor include schedules of escrow account activities in the reports. In
addition, none of the 55 audit reports indicated whether the local governments complied with State
law by ensuring the escrow accounts had sufficient financial resources for proper closure of the
landfills.

CPAs to follow specified professional standards, such as the American Institute of Certified Public
Accountants (AICPA) auditing standards or generally accepted government auditing standards
(GAGAS), while conducting the audits. We found that CPAs sometimes referenced use of
different auditing standards. Specifically:

o In 43 audit reports, CPAs referenced use of AICPA auditing standards?* for audits of single
financial statements and specific elements, accounts, or items of a financial statement, and
opined on the schedule of escrow account activities.

0 In 12 audit reports, CPAs referenced use of GAGAS for audits of local governmental entity
financial statements and included a footnote to the financial statements to address the escrow
account audit requirement.

11 DEP Rule 62-701.630, Florida Administrative Code (FAC).
12 DEP Rule 62-701.630(5), FAC.

13 An escrow account audit report had not been received for 1 landfill facility and several audit reports encompassed more than
one landfill facility.

14 AICPA Professional Standards AU-C Section 805.
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Specifying the professional standards for CPAs to use for the escrow account audits would
provide consistency in the audit methodology and reporting and, therefore, make the results
presented in the audit reports more comparable for report users.

DEP personnel to verify that the audit reports include required information in accordance with
DEP rules. We noted that the reports did not always include information required by DEP rules.*®
Specifically:

0 38 audit reports did not reference the escrow agreement.
0 20 audit reports did not include a statement as to where the escrow funds are deposited.

o 17 of the 37 applicable audit reports for escrow accounts with either deposits or withdrawals
did not include a list, by date, of all the deposits and withdrawals.

0 10 audit reports did not include an itemization, by facility, of amounts restricted for landfill
closing and long-term care.

Penalties or other consequences be assessed for landfill owners and operators who do not timely

submit the audit reports to the DEP or submit audit reports that lack required information. Such

assessments would help discourage untimely and incomplete reports.
Absent statutory provisions delineating the CPA responsibilities for auditing local government escrow
accounts, there is an increased risk for CPAs to misunderstand the legislative intent for these audits,
apply excessive or insufficient audit procedures, and include excessive information in, or exclude
necessary information from, the audit reports. As a result, the local governments may experience
significant audit cost variances for these services. In addition, without a statutory requirement for DEP
personnel to verify that the audit reports include required information and without the assessment of
penalties or other consequences for landfill owners and operators when audit reports are not timely
submitted or when audit reports lack required information, there is an increased risk that report users will
lack the information necessary to properly evaluate local government landfill owner and operator efforts
to provide sufficient financial resources for landfill closures.

Recommendation: We recommend that the Legislature consider revising State law governing
local government escrow account audits to require:

e CPAs to opine on the accuracy of local-government-reported escrow account balances
and disclose in the audit reports whether the local governments complied with State law
by ensuring that the escrow accounts had sufficient financial resources for proper closure
of the landfills.

e CPAs to follow specified professional standards, such as AICPA auditing standards or
GAGAS, when conducting the audits.

e DEP personnel to verify that the audit reports include required information in accordance
with DEP rules.

e Penalties or other consequences be assessed for landfill owners and operators who do
not timely submit audit reports to the DEP or submit audit reports that lack required
information.

15 Department of Environmental Protection Rule 62-701.630(5)(c), FAC.
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Finding 4: Statements of County Compliance

As required by the State Constitution,® and implemented by State law,’ counties are required to fund
the cost of communications services, existing radio systems, existing multiagency criminal justice
information systems, and the cost of construction or lease, maintenance, utilities, and security of facilities
for the circuit and county courts, public defenders’ offices, state attorneys’ offices, guardian ad litem
offices, and the offices of the clerks of the circuit and county courts performing court-related functions.
Additionally, counties are required to pay reasonable and necessary salaries, costs, and expenses of the
State Courts System to meet local requirements specified in State law.

To provide oversight over county expenditures for court-related functions, State law*® requires each
county to annually submit to the State Chief Financial Officer (CFO) a statement of revenues and
expenditures in the form and manner prescribed by the CFO. To help implement this requirement, the
Department of Financial Services (DFS) adopted rules?® that require counties to submit to the CFO a
statement of county-funded court-related functions report (functions report) that lists respective county
revenues and expenditures. Additionally, State law requires that, by January 31 of each year, each
county submit to the CFO a statement of compliance from its independent CPA engaged to conduct its
annual financial audit indicating that the certified statement of expenditures (in the functions report) was
in accordance with State law. Any discrepancies noted by the CPA are to be included in the statement
of compliance furnished by the county to the CFO, and DFS rules? require the statement of compliance
to accompany the functions report. To further verify statutory compliance, State law?! requires the DFS
to determine whether for the fiscal year the counties expended 1.5 percent more for certain court-related
functions than the amount expended in the prior fiscal year.

Our review of the 67 counties’ CPA statements of compliance submitted to the CFO for the 2015-16 fiscal
year and consideration of the provisions of State law governing the functions reports and statements of
compliance disclosed that additional statutory provisions could enhance the assurances provided by the
reports and statements. Specifically:

Specifying in State law the professional standards for CPAs to follow, such as the AICPA
examination attestation standards or AICPA auditing standards, when conducting the audits
would provide consistency in the audit methodology and reporting and, therefore, make the costs
of the audits and the results presented in the audit reports more comparable. For the 67 CPA
statements of compliance we found that the CPAs:

0 Referenced use of AICPA examination attestation standards?? in 27 statements.
o Referenced use of AICPA auditing standards? in 23 statements.

16 Article V, Section 14 of the State Constitution.

17 Section 29.008, Florida Statutes.

18 Section 29.0085, Florida Statutes.

19 DFS Rule 691-69.002, FAC.

20 DFS Rule 691-69.002(2), FAC.

21 Section 29.008(4)(a), Florida Statutes.

22 AICPA Professional Standards AT Section 101.

23 AICPA Professional Standards AU-C Section 805.
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o Referenced use of AICPA agreed-upon procedures attestation standards?* in 14 statements.
o Did not reference use of any professional standards in 3 statements.

Requiring DFS personnel to verify that the CPA statements of compliance were prepared in
accordance with the requirements in State law, DFS rules, and applicable professional standards.
We found that:

o Contrary to DFS rules, 18 statements of compliance were not accompanied by a functions
report. Absent the functions report, users of the 18 statements of compliance may not have
access to the expenditure amounts and other expenditure information that, according to the
CPAs, were in accordance with State law.

o Contrary to AICPA agreed-upon procedures attestation standards,? the 14 statements of
compliance referencing use of those standards only indicated that the CPA performed tests
of county compliance with State law?® and did not specify the exact nature of the tests. CPAs
who adhere to AICPA agreed-upon procedures attestation standards, are prohibited from
using terms of uncertain meaning, such as “test,” to describe the procedures performed.?’

Requiring penalties or other consequences be assessed for counties who do not submit CPA
statements of compliance to the DFS or submit statements that do not comply with State law,
DFS rules, or applicable professional standard requirements.
In addition, the law could be clarified as to what provisions of law are the subject of the CPAs
determination of compliance. We noted that CPAs did not always audit county compliance with the same
statutory requirements. For example, regarding whether the counties complied with the requirement to
expend 1.5 percent more court-related function expenditures than expended in the prior fiscal year, we
found that the CPAs who audited:

45 counties did not indicate in the statements of compliance that they had determined county
compliance with that requirement.

18 counties determined that the counties did not comply with that requirement.
4 counties determined that the counties complied with that requirement.

Since State law requires the DFS, not the CPAs, to make this determination, CPA determination efforts
for the 22 county audits appear unnecessary and duplicative of DFS procedures.

Without clearly prescribing what provisions of law are to be addressed in the CPAs’ determinations of
compliance, and identifying the professional standards to follow, there is an increased risk of substandard
engagements, inconsistencies in audit procedures, and audit cost variances. In addition, without a
statutory requirement for DFS personnel to verify that CPA statements of compliance are properly
prepared and establishing penalties or other consequences to be assessed for counties when the
statements are not submitted or submitted statements do not comply with the requirements in State law,
DFS rules, and applicable professional standards, there is an increased risk that statements of
compliance users will lack necessary information to properly evaluate whether counties complied with
county court-related funding requirements.

24 AICPA Professional Standards AT Section 201.
25 AICPA Professional Standards AT Section 201.31i.
26 Sections 29.008 and 29.0085, Florida Statutes.
27 AICPA Professional Standards AT Section 210.16.
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Recommendation: The Legislature should consider revising State law governing CPA
statements of compliance to:

e Require CPAs to follow specified professional standards, such as AICPA examination
attestation standards or AICPA auditing standards, when conducting the audits.

e Require DFS personnel to document verification that the CPA statements of compliance
were prepared in compliance with State law, DFS rules, and applicable professional
standards.

e Require penalties or other consequences be assessed for counties that do not submit CPA
statements of compliance to the DFS or submit statements that do not comply with the
requirements in State law, DFS rules, or applicable professional standards.

e Clarify what provisions of law should be addressed in the CPAs’ determinations of
compliance so that the CPAs’ determinations are not duplicative of the compliance
determinations the DFS is required to make.

Finding 5: State of Financial Emergency

State law?® requires that local governmental entities be subject to review and oversight by the Governor
when one or more of the conditions specified in State law have occurred or will occur if action is not taken
by the State to assist the local governmental entity. For example, one such condition is the failure to
make bond debt service or other long-term debt payments when due as a result of a lack of funds.

Upon being notified of a specified condition, the Executive Office of the Governor (EOG) must contact
the entity to determine what actions had been taken to resolve or prevent the specified condition. Within
45 days after the date of the request, the entity must provide the EOG with the requested information. If
the information is not provided within 45 days of the request, the EOG must notify the Legislative Auditing
Committee (LAC).?° The LAC has authority to direct the Department of Revenue and the DFS to withhold,
until the entity complies with State law, any funds payable to such entity not pledged for bond debt service
satisfaction.

During the period October 2015 through December 2016, the EOG received notifications for 64 local
governmental entities that had either met a specified condition or would meet a specified condition unless
action was taken to assist the entity. To determine whether the EOG promptly took appropriate action,
we examined EOG records supporting naotifications for 32 of the 64 entities and found that the EOG:

Received notifications for 6 community development districts (CDDs) that had defaulted on debt
payments due to a lack of funds. Although the EOG received the requested information from the
6 CDDs within the 45-day time frame, the EOG did not make state of financial emergency
determinations for the 6 entities until after our inquiries, 186 to 196 days after the EOG received
the notifications. In response to our inquiries about the delays, EOG personnel indicated that
they needed extra time to research the specifics related to the debt defaults and that the EOG
determined none of the 6 entities were in a state of financial emergency. Notwithstanding, delays
in determining whether an entity is in a state of financial emergency could result in the entity not
timely receiving needed assistance from the State.

28 Section 218.503(1), Florida Statutes.
29 Section 218.503(3), Florida Statutes.
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Did not promptly notify the LAC that 3 of the entities failed to provide requested information within
the 45-day time frame. Specifically:

0 In February 2016, the EOG requested information from an entity regarding a 2012-13 fiscal
year condition and the entity did not respond to the request; however, the EOG did not notify
the LAC that the entity did not respond. In August 2016, the EOG sent another information
request to the same entity regarding a 2013-14 fiscal year condition and the entity responded.
EOG personnel indicated that the response to the 2013-14 fiscal year information request
clarified matters and alleviated EOG concerns for both years.

o For another entity, EOG personnel indicated that the LAC was not promptly notified because
the EOG sent out a second information request to the entity. However, the EOG sent the
second information request 210 days after the initial information request, which was 165 days
after the 45-day time frame had elapsed.

0 Subsequent to our inquiry in April 2017, the EOG notified the LAC that 1 entity did not fulfill
an information request; however, the LAC notification was 356 days after the EOG'’s initial
information request.

In response to our inquiries regarding the delayed LAC notifications, EOG personnel indicated
that State law*° did not specify a time frame for notifying the LAC. Notwithstanding the lack of a
statutorily specified time frame, without prompt notifications, the LAC’s ability to timely contact
entities to help facilitate compliance with EOG information requests and timely direct that funds
be withheld until the entity complies with State law is diminished.

Recommendation: The EOG should take appropriate steps to ensure that prompt state of
financial emergency determinations are made for local governmental entities that meet a
specified condition in State law and that the LAC is promptly notified of entities that do not comply
with the EOG’s request for information within 45 days.

Finding 6: Annual Financial Report Verifications and Verified Report

State law3! requires local governmental entities to submit to the DFS an annual financial report (AFR)
and, if the local governmental entities meet the audit threshold specified in State law,3? a copy of their
audit report. The submission of the AFR and audit report are to occur within 45 days after the completion
of the audit report but no later than 9 months after the end of the fiscal year (typically by June 30). For
those local governmental entities not subject to the audit requirement, other prescribed information® is
also to be submitted to the DFS with the AFR by June 30.

In addition, State law3* requires the DFS to annually file, by December 1, a verified report®® with the
Governor, the Legislature, the Auditor General, and the Special District Accountability Program of the
Department of Economic Opportunity that shows the total revenues, expenditures, and outstanding
long-term debt of each local governmental entity, regional planning council, local government finance

30 Section 218.503(3), Florida Statutes.
31 Section 218.32(1), Florida Statutes.
32 Section 218.39(1), Florida Statutes.

33 The other prescribed information includes, for example, additional account details that provide useful information for making
financial condition assessments.

34 Section 218.32(2), Florida Statutes.

35 Section 218.31(9), Florida Statutes, defines verified report as a report that has received such test or tests by the DFS to
accurately and reliably present the data that have been submitted by the local governmental entities for inclusion in the report.
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commission, and municipal power corporation required to submit an AFR. For the 2016 year, the DFS
complied with this requirement on November 30, 2016, by e-mailing to the statutorily specified parties an
electronic link that enabled the recipients to produce a verified report in real-time showing the revenues,
expenditures, and long-term debt in total for each entity along with the underlying detailed information.

The information reported in the AFRs includes local government revenue, expenditures, long-term debt,
and other data that can be useful for performing financial analyses. Consequently, it is important for the
DFS to maintain a copy of the verified report and records that support report preparation, including the
dates DFS personnel verified each AFR and any subsequent AFR revision information used to compile
the verified report.

To facilitate local governmental entity submittal of AFR data and help the DFS track and compile the data
and prepare and file the verified report, the DFS developed a Web-based system referred to as LOGER
(Local Government Electronic Reporting). DFS rules® require entities to complete and electronically
submit AFRs to the DFS through LOGER. Local governmental entity personnel enter in LOGER data,
such as revenues, expenditures, and long-term debt, from their accounting records. DFS personnel verify
an entity’s data entered in LOGER by comparing the data to the financial statements included in the
submitted audit report, or with other prescribed information from those entities not subject to the audit
requirement and contact the entities for clarification when the comparisons yield significant differences.

According to DFS personnel, LOGER does not identify whether an audit report was required. If an entity
does not submit an audit report with the AFR, DFS personnel check the Auditor General Web site for the
audit report. If the audit report is not available on the Auditor General Web site, DFS personnel send the
entity an e-mail, prior to the filing deadline, requesting the report. If the audit report is not submitted by
the filing deadline, DFS personnel will send up to two additional e-mails requesting the report. After any
concerns are satisfactorily resolved, DFS personnel certify in LOGER that the AFR data has been
verified, which allows the AFR data to be included in the verified report. AFR data received by DFS but
not yet verified is not included in the verified report. Consequently, to ensure the completeness of the
verified report, it is essential that DFS personnel timely verify all the AFRs.

To determine the timeliness of the DFS AFR verification process, we obtained a report from LOGER for
the 2014-15 fiscal year showing the AFR and audit report submittal dates as well as whether the entities’
AFRs had been verified as of March 22, 2017 (approximately 9 months after the 2014-15 fiscal year AFR
submittal deadline and nearly 3 months after the December 2016 verified report). Our examination of
the LOGER report disclosed that DFS personnel had verified 2,003 entity AFRs as of March 22, 2017.
However, we also found that:

Although 34 entities submitted the required AFR and audit report and 23 entities (not required to
submit an audit report) submitted the required AFR and other prescribed information to DFS prior
to December 1, 2016, as of March 22, 2017, DFS personnel had not verified the information and,
consequently, the information was not considered in the verified report totals.

We noted that the DFS did not always timely assign verification responsibilities to DFS personnel,
which contributed to the delayed data verifications. Our examination of DFS records supporting
the 770 AFRs assigned for verification during the period July 1, 2016, through March 22, 2017,

36 Section 218.32(2), Florida Statutes.
37 DFS Rule 691-51.003, FAC.
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disclosed that the DFS assigned verification responsibilities for 489 AFRs 31 to 428 days
(average of 66 days) after the AFR data was received. In response to our inquiries, DFS
personnel indicated that verification assignments were not always timely made, and information
was not always timely verified due, in part, to employee turnover and because LOGER did not
readily identify unsubmitted audit reports and other prescribed information.

80 entities submitted AFR data to the DFS by the June 30, 2016, deadline but had not submitted
the required audit report as of March 22, 2017; therefore, the entities could not have been included
in the December 1, 2016, verified report.

Although we requested copies of the DFS e-mails requesting audit reports from the 80 entities,
according to DFS personnel, the e-mails could not be provided as they were not retained in DFS
records. Inresponse to our inquiries, DFS personnel indicated that the original e-mails to request
the audit reports were dated May 22, 2017, which was nearly 11 months after the audit report due
date. As such, DFS records did not demonstrate that timely efforts were made to obtain the
required audit reports. Without the timely receipt of audit reports, AFR data cannot be timely
verified for inclusion in the verified report.
As part of our audit, on October 11, 2017, we generated a verified report from LOGER showing the total
revenues, expenditures, and debt for the 2,130 entities for the 2014-15 fiscal year. We then compared
totals from the verified report to the detailed AFR data for 10 entities. As shown in Table 1, our
comparison disclosed that, for 4 of the 10 entities, the revenue totals from the verified report did not agree
with the revenue totals reported in the entity AFRs and, for 3 of those 4 entities, the expenditure totals
did not agree.

Table 1
Differences Between AFR and Verified Report Amounts as of October 11, 2017

(in Thousands)

Total Total
Revenues Total Expenditures Total
per Verified Revenues Percentage per Verified Expenditures Percentage

Report per AFR Difference Difference Report per AFR Difference Difference
Entity 1 $15,900 $20,600 $4,700 22.8% $43,400 $48,100 $4,700 9.8%
Entity 2 673 988 315 31.9% 703 703 = NA
Entity 3 115,900 125,200 9,300 7.4% 97,500 106,700 9,200 8.7%
Entity 4 790 807 17 2.2% 805 822 17 2.1%
Total $14,300 $14,000

Source: DFS records

Our further review disclosed that the underreported revenues and expenditures totals in the verified report
occurred because certain AFR revenue and expenditure data accounts were excluded from the verified
report. In response to our inquiries, DFS personnel indicated that DFS records do not identify which AFR
revenue and expenditure data accounts are included in the verified report. Therefore, although we
requested, a determination of how the data was compiled and why certain AFR revenue and expenditure
data accounts were excluded from the verified report could not be provided. Subsequent to our inquiries,
DFS personnel matched all AFR revenue and expenditure data accounts against those accounts used
in compiling the verified report and identified 12 AFR revenue data accounts and 4 AFR expenditure data
accounts that, since at least the 2009 calendar year, had been inadvertently excluded from the verified
report. The excluded AFR data accounts included, for example, proprietary fund Federal, State, and
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other grants and donations revenue accounts and other nonoperating disbursements expenditure
accounts. Excluding the 12 AFR revenue and 4 AFR expenditure data accounts from the verified report
caused certain reporting entities information to be misstated, reducing the reliance report users could
place on the reported entity revenue and expenditure totals.

As previously noted, the DFS sent an e-mail to the statutorily specified entities providing them an
electronic link to the LOGER Web site. Once at the LOGER Web site, a real-time verified report showing
the revenues, expenditures, and long-term debt in total for each entity, as well as the underlying detailed
information, could be requested. However, since LOGER was updated whenever new AFR data was
entered and verified, the verified report information was also updated. DFS personnel indicated that
neither LOGER nor other DFS records identified the dates that AFRs were verified or when subsequent
AFR revisions were verified, and no electronic or paper copies of the verified reports were maintained in
DFS records. As a result, DFS records did not support the data that would have been included in the
December 2016 verified report. Without records supporting the data included in the verified report, DFS
cannot demonstrate the accuracy and completeness of the reported information that users rely on for
decision making.

Recommendation: To enhance the timeliness of AFR verification and promote the accuracy and
reliability of the verified report, the DFS should:

e Improve LOGER functionality to identify those entities required to provide audit reports
and the AFRs that are ready for verification upon receipt of either an audit report or other
prescribed information.

e Assign AFRs to DFS personnel for verification as soon as practical.

e Make prompt and appropriate attempts to obtain required audit reports and retain
documentation, such as e-mails, evidencing such attempts.

e Ensure all applicable AFR data accounts are included in the verified report by establishing
procedures to require periodic documented comparisons of AFR data accounts to those
used in the verified report.

e Maintain a copy of the December verified report and the records that support report
preparation, including, but not limited to, the dates that DFS personnel verified the AFR
and subsequent AFR revision information.

PRIOR AUDIT FOLLOW-UP

Except as discussed in the preceding paragraphs, the Executive Office of the Governor, the Department
of Financial Services, and the Department of Management Services had taken corrective actions for
selected findings included in our report Nos. 2009-014, 2011-196, and 2015-037.

OBJECTIVES, SCOPE, AND METHODOLOGY

The Auditor General conducts performance audits of governmental entities to provide the Legislature,
Florida’s citizens, public entity management, and other stakeholders unbiased, timely, and relevant
information for use in promoting government accountability and stewardship and improving government
operations.
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The purpose of this performance audit was to determine the accuracy, efficiency, and effectiveness of
the local government financial reporting system in achieving its goals and to the make recommendations
to local governments, the Governor, and the Legislature as to how the reporting system can be improved
and how program costs can be reduced. The local government financial reporting system should provide
for the timely, accurate, uniform, and cost-effective accumulation of financial and other information that
can be used by the members of the Legislature and other appropriate officials to accomplish the following
goals:

Enhance citizen participation in local government;
Improve the financial condition of local governments;
Provide essential government services in an efficient and effective manner; and

Improve decision making on the part of the Legislature, State agencies, and local government
officials on matters relating to local government.
We conducted this performance audit from February 2017 through January 2018 in accordance with
generally accepted government auditing standards. Those standards require that we plan and perform
the audit to obtain sufficient, appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objectives. We believe that the evidence obtained provides a reasonable
basis for our findings and conclusions based on our audit objectives.

The overall objectives of this Local Government Financial Reporting System performance audit were:

To evaluate management’s performance in establishing and maintaining internal controls,
including controls designed to prevent and detect fraud, waste, and abuse, and in administering
assigned responsibilities in accordance with applicable laws, rules, regulations, contracts, grant
agreements, and other guidelines.

To examine internal controls designed and placed in operation to promote and encourage the
achievement of management’s control objectives in the categories of compliance, economic and
efficient operations, reliability of records and reports, and the safeguarding of assets, and identify
weaknesses in those controls.

To determine whether management had corrected, or was in the process of correcting, selected
deficiencies disclosed in our report Nos. 2009-014, 2011-196, and 2015-037.

To identify statutory and fiscal changes that may be recommended to the Legislature pursuant to

Section 11.45(7)(h), Florida Statutes.
This audit was designed to identify, for those programs, activities, or functions included within the scope
of the audit, deficiencies in management’s internal controls, instances of noncompliance with applicable
governing laws, rules, or contracts, and instances of inefficient or ineffective operational policies,
procedures, or practices. The focus of this audit was to identify problems so that they may be corrected
in such a way as to improve government accountability and efficiency and the stewardship of
management. Professional judgment has been used in determining significance and audit risk and in
selecting the particular transactions, legal compliance matters, records, and controls considered.

As described in more detail below, for those programs, activities, and functions included within the scope
of our audit, our audit work included, but was not limited to, communicating to management and those
charged with governance the scope, objectives, timing, overall methodology, and reporting of our audit;
obtaining an understanding of the program, activity, or function; exercising professional judgment in
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considering significance and audit risk in the design and execution of the research, interviews, tests,
analyses, and other procedures included in the audit methodology; obtaining reasonable assurance of
the overall sufficiency and appropriateness of the evidence gathered in support of our audit findings and
conclusions; and reporting on the results of the audit as required by governing laws and auditing
standards.

Our audit included the selection and examination of transactions and records. Unless otherwise indicated
in this report, these transactions and records were not selected with the intent of statistically projecting
the results, although we have presented for perspective, where practicable, information concerning
relevant population value or size and quantifications relative to the items selected for examination.

An audit by its nature, does not include a review of all records and actions of agency management, staff,
and vendors, and as a consequence, cannot be relied upon to identify all instances of noncompliance,
fraud, waste, abuse, or inefficiency.

In conducting our audit, we:

From the population of 220 community redevelopment agencies (CRAS) reported as active by the
Florida Department of Economic Opportunity (DEO) as of February 14, 2017, selected 60 CRAs
for the 2014-15 fiscal year to determine whether the CRAs met the reporting requirements of
Section 163.387(8), Florida Statutes.

Reviewed applicable laws, policies, and procedures, and interviewed Executive Office of the
Governor (EOG) personnel to gain an understanding of and evaluate the EOG’s processes for:

o Determining whether local governmental entities were in a state of financial emergency.
0 Tracking and monitoring entities determined to be in a state of financial emergency.

o0 Providing assistance to entities in a state of financial emergency.

0 Removing entities from financial emergency status.

From the population of 30 local governmental entities reported as being in financial emergency
status as of March 21, 2017, determined whether all 30 entities filed an annual audit report, if
required by Section 218.39, Florida Statutes, and whether the entities continued to meet specified
conditions as defined by Section 218.503(1), Florida Statutes.

From the population of 77 notifications for 64 local government entities that, during the period
October 2015 through December 2016, had either met a specified condition or would meet a
specified condition unless action was taken to assist the entity, examined records supporting
32 selected entities to determine whether the EOG timely:

o0 Contacted the local governmental entity to obtain information needed to determine whether
the entity required State assistance pursuant to Section 218.503(3), Florida Statutes.

0 Notified the Legislative Auditing Committee (LAC) if the entity did not respond to the EOG
information request within the 45-day period prescribed by Section 218.503(3), Florida
Statutes.

o0 Determined whether the entity was in a state of financial emergency.

Reviewed applicable laws, policies, and procedures, and interviewed Department of Financial
Services (DFS) personnel to gain an understanding of and evaluate DFS processes for
maintaining a list of entities required to file an annual financial report (AFR) pursuant to Section
218.32(1), Florida Statutes, and a record of entities that filed the AFR; verifying reported AFR
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data; and reporting noncompliance to the DEO and LAC pursuant to Section 218.32, Florida
Statutes.

Compared the notifications the DFS provided to the DEO and LAC pursuant to
Section 218.32(1)(f), Florida Statutes, for local governmental entities that had not filed a complete
AFR to DFS records of AFR submission dates to determine whether the noncompliance
notifications were complete and accurate. Specifically, we:

0 Determined whether all 400 entities shown on DFS records as either not submitting a
2014-15 fiscal year AFR or submitting the AFR after the prescribed deadline (June 30, 2016,
which is 9 months after the 2014-15 fiscal year end) were included on the DEO and LAC
notifications.

o Determined whether all entities on the DEO and LAC notifications either did not submit an
AFR or did not timely submit an AFR according to DFS records.

Compared the DFS record of 2,074 special districts as of March 20, 2017, to the DEO official list
of special districts to determine whether the DFS record of special districts was accurate and
complete for determining special districts required to file an AFR. Also, we determined whether
the status (active, inactive, or dissolved) of special districts per DFS records were consistent with
the status shown on the DEO official list.

Determined whether the DFS prepared a verified AFR report for the 2014-15 fiscal year and
provided the report to the EOG, the Legislature, and the DEO by December 1, 2016, as required
by Section 218.32(2), Florida Statutes.

Examined DFS records to determine whether DFS personnel, as of March 22, 2017, had timely
verified the 2014-15 fiscal year AFRs received for which an audit report or other prescribed
information, as applicable, had also been received.

From the population of 1,720 local governmental entities (primary governments and component
units) 2014-15 fiscal year AFRs verified to audit reports by DFS personnel as of March 22, 2017,
selected 30 AFRs to compare to the respective audit reports to determine the effectiveness of the
DFS verification procedures.

From the population of 2,130 entities (including component units) for which 2014-15 fiscal year
AFR data was verified by DFS personnel as of October 11, 2017, selected 10 entities to determine
whether revenue, expenditure, and debt totals per LOGER agreed with the supporting AFR data.

Reviewed applicable laws, policies, and procedures, and interviewed Department of Management
Services (DMS) personnel to gain an understanding of and evaluate DMS processes for
gathering, cataloging, and maintaining information on all public employee retirement plans in the
State. Additionally, we reviewed applicable laws, policies, and procedures, and interviewed DMS
personnel to gain an understanding of and evaluate the process for distributing excise taxes on
property insurance premiums to police and firefighter pension funds.

For the 26 local governmental entities during the period October 2015 through August 2016 (i.e.,
22 special districts created during that period and 4 entities created before that period, including
2 special districts and 2 municipalities) that switched to the Florida Retirement System (FRS)
examined applicable DMS records and determined:

o For the 22 special districts, whether the DMS timely contacted the entities to obtain data on
all public employee retirement systems or plans as soon as possible after the creation of the
entity to effectively monitor the local government compliance with the actuarial report and
impact statement submittal requirements in accordance with Section 112.63, Florida Statutes.

o For the 4 other local governmental entities, whether the DMS timely verified that the entities’
pension plans were still in effect and, therefore, continued to be subject to Section 112.63,
Florida Statutes.
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For the 617 actuarial valuation reports and 265 actuarial impact statements received from October
2015 through December 2016, compared the date the actuarial impact statement was received
to the date of acknowledgement for entities that submitted the reports and statements to
determine whether the DMS timely acknowledged receipt of the reports and statements in
accordance with Section 112.63(4), Florida Statutes.

From the population of 358 local government police and fire pension funds (168 police pension
funds and 190 fire pension funds) that were approved for the distribution of premium taxes for the
2015 calendar year, selected 23 police pension funds and 27 fire pension funds to determine
whether the DMS obtained, reviewed, and accepted an actuarial valuation within the 3 years
preceding the date of approval for the 2015 calendar year premium taxes distribution in
accordance with Sections 175.121 and 185.10, Florida Statutes.

Reviewed the provisions of Section 29.008 and 29.0085, Florida Statutes, and
DFS Rule 691-69.002, FAC, and evaluated the usefulness of the statement of compliance
required by Section 29.0085(2)(a), Florida Statutes.

Evaluated the procedures and processes used by the DFS to implement the provisions of
Section 29.0085(2)(a), Florida Statutes.

Examined all 67 county 2015-16 fiscal year statements of compliance submitted by independent
certified public accountants (CPAs) to the DFS pursuant to Section 29.0085(2)(a), Florida
Statutes, to determine whether the CPAs demonstrated a clear understanding of their reporting
responsibilities under State law and consistently prepared the statements in accordance with
applicable reporting requirements.

+ Reviewed the provisions of Section 403.7125, Florida Statutes, and Department of Environmental
Protection (DEP) Rule 62-701.630(5), FAC, to gain an understanding about the escrow account
audit required by Section 403.7125(2)(b), Florida Statutes.

* Reviewed 2015-16 fiscal year audit reports submitted by independent CPAs to the DEP pursuant
to Section 403.7125(2)(b), Florida Statutes, to determine whether the CPAs demonstrated a clear
understanding of their audit and reporting responsibilities under State law and consistently
prepared the audit reports in accordance with applicable reporting requirements.

 Reviewed Section 218.391, Florida Statutes, and evaluated the potential need for additional
statutory provisions to address audit committee responsibilities and audit committee member
gualifications.

* To determine whether local governments were effectively using audit committees, surveyed local
governments that filed 2015-16 fiscal year audit reports with the Auditor General as of
September 15, 2017. We evaluated the survey results to determine whether the local
governmental entities, in accordance with Government Finance Officers Association (GFOA) best
practices:

0 Had an ordinance, resolution, or written policies and procedures addressing the audit
committee.

0 Required audit committees to include, or utilize, individuals with the GFOA-recommended
minimum qualifications.

Communicated on an interim basis with applicable officials to ensure the timely resolution of
issues involving controls and noncompliance.

Performed various other auditing procedures, including analytical procedures, as necessary, to
accomplish the objectives of the audit.
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Prepared and submitted for management response the findings and recommendations that are
included in this report and which describe the matters requiring corrective actions. Management
responses are included in this report under the heading MANAGEMENT RESPONSES.

AUTHORITY

Pursuant to the provisions of Section 11.45(2)(g), Florida Statutes, | have directed that this report be
prepared to present the results of our performance audit.

Sherrill F. Norman, CPA
Auditor General
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MANAGEMENT RESPONSES

STATE OF FLORIDA

Office of the Governor

THE CAPITOL
TALLAHASSELE. FLORIDA 32399-0001

www.flgov.com
RICK SCOTT 850-488-7146

¥ : J - 1 " .
GOVERNOR 850-487-0801 fax

September 18, 2018

Sherrill F. Norman, CPA

Auditor General, State of Florida

Claude Denson Pepper Building, Suite G74
111 West Madison Street

Tallahassee, FL 32399-1450

Dear Ms. Norman:

Please accept our written response from the Executive Office of the Governor to address
preliminary & tentative findings that may be included in a report following your performance
audit of the Executive Office of the Governor, Local Government Financial Reporting System.

Our enclosed response contains management actions that have been completed and
management actions expected to be taken as a result of the audit. This fulfills the requirements
of our agency to timely respond, as required by Section 11.45(4)(d), Florida Statutes.

We appreciate the assistance from you and your staff in improving our operations. Please
contact me at (850) 717-9222 should you have any questions or concerns regarding our
response.

Dawn Hanson
Director of Administration

Enclosure

cc: Brad Piepenbrink, Chief of Staff
Diane Moulton, Director of Executive Staff
Cynthia Kelly, State Budget Director
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Executive Office of the Governor
Response to Preliminary & Tentative Audit Findings and Recommendations for
the Auditor General’s Performance Audit of the Local Government Financial
Reporting System

Finding No. 5:

The Executive Office of the Governor did not always promptly make state of financial
emergency determinations for local governmental entities that met a specified condition
in State law or notify the Legislative Auditing Committee (LAC) of local governmental
entities that did not timely respond to EOG information requests.

Recommendation:

The Executive Office of the Governor should take appropriate steps to ensure that
prompt state of financial emergency determinations are made for local governmental
entities that meet a specified condition in State law and that the LAC is promptly notified
of entities that do not comply with the EOG’s request for information within 45 days.

Executive Office of the Governor Response:
We concur with the finding and recommendation.

Corrective Action as of September 18, 2018:

We have implemented a process to ensure that prompt state of financial emergency
determinations are made for local governmental entities that meet a specified condition
in State law. We have also implemented a process to ensure that the LAC is promptly
notified of entities that do not comply with the EOG’s request for information within 45
days.

We have a Governor's Fellow that is assisting the Director of Audits with reviewing our
financial emergency processes and updating our procedures. VWe also have an OPS
position assighed to process financial emergency documents and information. We are
currently updating our financial emergency procedures to reflect the changes that have
been implemented to improve our financial emergency processes. We expect to
complete our procedure updates by December 31, 2018.

1of1
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CHIEF FINANCIAL OFFICER

JIMMY PATRONIS
STATE OF FLORIDA

September 25, 2018

Sherrill F. Norman

Auditor General

111 West Madison Street
Tallahassee, Florida 32399-1450

Dear Ms. Norman:
Pursuant to Section 11.45(4)(d), Florida Statutes, the enclosed response is provided for the
preliminary and tentative audit findings included in the Auditor General’s audit of the Local

Government Financial Reporting System.

If you have any questions concerning this response, please contact David Harper, Inspector
General, at (850) 413-3112.

Sincerely, .

Chief Financial Officer

JP/eps
Enclosure
¢: David Harper, Inspector General

DEPARTMENT OF FINANCIAL SERVICES
THE CAPITOL, TALLAHASSEE, FLORIDA 32399-0301 = (850)413-2850 FAX (850)413-2950
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DEPARTMENT OF FINANCIAL SERVICES
LOCAL GOVERNMENT FINANCIAL REPORTING SYSTEM
PERFORMANCE AUDIT

RESPONSE TO PRELIMINARY AND TENTATIVE AUDIT FINDINGS

| Finding No. 6: Annual Financial Report Verifications and Verified Report

The Department of Financial Services (DFS) did not always timely assign annual financial
report (AFR) verification responsibilities to DFS personnel nor was AFR information
always timely verified. We also identified 80 local governmental entities required to submit
2014-15 fiscal year audit reports to the DFS that did not submit the reports, and DFS
records did not always evidence attempts to obtain the reports from those entities. In
addition, our comparison of the 2014-15 fiscal year verified report totals generated from
the DFS Web-based Local Government Electronic Reporting system to the related AFR
data for 10 entities disclosed that the verified report excluded revenues totaling $14.3
million and expenditures totaling $14 million that were reported in the individual entity
AFRs. Further, DFS records did not evidence electronic or paper copies of the December
2016 verified report provided to statutorily specified parties nor the basis for the data
included in the report.

Recommendation: To enhance the timeliness of AFR verification and promote the
accuracy and reliability of the verified report, the DFS should:
» Improve LOGER functionality to identify those entities required to provide audit
reports and the AFRs that are ready for verification upon receipt of either an audit
report or other prescribed information.

 Assigh AFRs to DFS personnel for verification as soon as practical.

« Make prompt and appropriate attempts to obtain required audit reports and retain
documentation, such as e-mails, evidencing such attempts.

« Ensure all applicable AFR data accounts are included in the verified report by
establishing procedures to require periodic documented comparisons of AFR data
accounts to those used in the verified report.

» Maintain a copy of the December verified report and the records that support report
preparation, including, but not limited to, the dates that DF S personnel verified the
AFR and subsequent AFR revision information.

Response: DFS concurs with the finding. DFS is working with our Office of Information
Technology to enhance LOGER functionality and is in the process of developing our
Business Requirements Document for these enhancements. Additionally, DFS has
included funding for LOGER enhancements in the Legislative Budget Request.

DFS is in the process of making procedural changes to timely assign AFRs to DFS
personnel for timely verification. In addition, these procedural changes will include
documenting DFS’s timely attempts to obtain required audit reports, and to save and
maintain an electronic copy of the December certified report and records that support
report preparation.
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7 Department of Lottery
Audit for 2018-19 FY



24.123 Annual audit of financial records and reports.—

(1) The Legislative Auditing Committee shall contract with a
certified public accountant licensed pursuant to chapter 473 for an
annual financial audit of the department. The certified public accountant
shall have no financial interest in any vendor with whom the department
is under contract. The certified public accountant shall present an audit
report no later than 7 months after the end of the fiscal year and shall
make recommendations to enhance the earning capability of the state
lottery and to improve the efficiency of department operations. The
certified public accountant shall also perform a study and evaluation of
internal accounting controls and shall express an opinion on those
controls in effect during the audit period. The cost of the annual financial
audit shall be paid by the department.

(2) The Auditor General may at any time conduct an audit of any
phase of the operations of the state lottery and shall receive a copy of
the yearly independent financial audit and any security report prepared
pursuant to s. 24.108.

(3) A copy of any audit performed pursuant to this section shall
be submitted to the secretary, the Governor, the President of the
Senate, the Speaker of the House of Representatives, and members of
the Legislative Auditing Committee.
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