515 West Washington P. 0. Box 1845 lonesboro, AR 72403

September 23, 2008

Kevin Baldridge, CPA
Auditor Legislative Audit
P.O. Box 1914

Jonesboro, AR 72403-1314

Dear Mr. Baldridge:

This letter is our official response to the 2007 Legislative Audit findings. | have asked the Finance Director to
respond in more detail once the final version of your audit is made available to us. We are aware of many of the
management and accounting issues noted in your audit, and we are aggressively working to address them.

Many of the same issues from the 2006 audit were repeated in the 2007 audit. Haowever, we have already
addressed most of these 2008, the result of which will not be reflected in your 2007 findings. Please know that
we are committed to addressing all of the issues in your repart.

Below is a list of the 2007 audit findings. Our official response fotlows each in blue type.

2007 Audit Findings by the Arkansas Division of Legislative Audit

SIGNIFICANT FINDINGS — FINANCE DIRECTOR/TREASURER:

2007-1 To ensure the proper safeguarding of assets, financial accounting duties relating to initiating, receipting,
depositing, disbursing, and recording cash transactions should be distributed among appropriate
employees. The Treasurer’s office did not segregate these duties to sufficiently reduce the risks of fraud
or error and properly safeguard the City’s assets, because of limited financial resources. We recommend
that the financial accounting duties in each office be segregated among employees to the extent
possible.

We intend to segregate duties refating to the initiating, receipting, depositing, disbursing and recording cash
transactions to the extent possible with current staffing levels. Given the current levels of staffing, there wili be
times when an employee has to receipt and deposit cash. However, we implemented procedures after the 2006
audit to ensure that at least one other employee reviews the transactions. Furthermore, the City Accountant
reviews and initials all cash deposits. We have also added personnel to assist in receipting cash received in the
mail. Those cash receipts are now under dual control and receipts are tracked in a mail receipt log. Other
actions taken in this regard are detailed in attachment #1 & #2.
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2007-2 Effective application security requires that users only be assigned the data access necessary for their job.
Security access again appears excessive for same Finance Application user accounts as Department
Heads and Managers given purchase order approval or commit authority have the ability to approve or
commit payment for any departments’ purchase orders.

This condition exists because the application does not include functionality to restrict users with
purchase order payment approval authority 10 only their respective department’s purchase orders.
Failure to properly assign access permissions increases the risk of accidental or intentional unauthorized
transactions or data manipuiation.

We recommend the City Finance Application Security Administrator review and revise security accounts
defined in the Springbrook Application for Department Heads and Managers to restrict access to only
their appropriate departments.

We intend designate a Security Administrator to review and revise security accounts defined in the Springbrook
Application for Department Heads and Managers to restrict access to only their appropriate departments, £ach
position within the department will be reviewed to determine the level of access to which sections of the
software are needed.

2007-3 Arkansas Code required monthly Bank reconciliations. Timely and accurate bank recanciliations were
again not prepared for the consolidated bank account primarily due to a large number of errors in the
accounting recards which made the procedure tedious and laborious. lliness of key accounting staff
contributed to the deficiency. Timely reconciliations are essential in order to endure proper accounting
of receipts and disbursements and safeguarding of city assets.

We recommend that procedures be implemented to ensure timely and accurate bank reconciliations.

We intend to comply with A.C.A. 14-58-108 “Reconciliation of Bank Accounts” and have all accounts reconciled
monthly. The City Accountant has been designated to reconcile all city bank accounts monthly and a summary
report of bank reconciliations is given each month to the Finance Committee. {See Attachment #3)
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2007-4 Arkansas Code requires City management to maintain financial records.

The City's financial records again contained omissions/errors that were considered material:

1.} The financial records for the General Fund contained misstatements in cash of $435,011 due
primarily to posting errors and omissions and afso contained receipt and disbursement
misstatements of $148,582 and $2,317,122, respectively, due to omitted entries,
classification errors and posting errors:

2.} The financial records for the Street Fund contained misstatements in disbursements of
$600,250 due to classification errors.

The effect of these omissions and misstatements constitutes a significant control deficiency in the
process of preparing financial records. City management should implement procedures to ensure that
all assets, receipts and disbursements are properly accounted for and recorded.

We are aware of the posting errors and we are in the process of making the necessary changes to ensure all
fund balances are reported accurately. In addition to the procedures referred to in attachments #1 and #2, we
are working to correct errors to the fund balances caused primarily due to turnover and lack of training on how
ta close out revenue and expense accounts on the Springbrook system. Rather than making manual entries to
restate those balances in dozens of accounts, we plan to use the balances and adjustments from the 2006 and
2007 legislative audit to make the necessary correcting entries to the Fund balances. Furthermore, we have
implemented and continue to add task to our month-end reporting process whereby detail reports of Funds,
Budgets and Financial Reports are reviewed and research conducted to correct errors and determine significant
changes in account halances.

2007-5 Documentation is necessary for validation of the adjusting journal entries to the financial records. The
City again failed to maintain complete supporting documentation for adjusting journal entries. The
deficiency was primarily due to carelessness of accounting staff and a lack of supervision by the
Treasure/Finance Director. Without adequate documentation, erroneous or invalid entries could be
made to the financial records.

We recommend procedures be implemented to ensure that only authorized individuals make
adjustments to the financial records and all adjustments and documentation be reviewed and approved
by the Treasurer/Finonce Director and maintained for audit purposes.

We are aware of the tack of documentation of adjusting journa! entries and have implemented a process
whereby the City Accountant and/or the Finance Director must review and approve any ma nuzl entries to the
general ledger. Official copies of all adjustments are now maintained in the City Accountant’s office. A review
of these items has been added to the end of month review process and a copy of the adjustments will be
included with the EOM repart schedules.
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2007-6 'n order to ensure the proper safeguarding of assets, two or more signatures should be required for all
cash disbursements including fund transfers. Again, numerous transfers between accounts were made
with only the signature of the ity accountant. Failure by the Treasurer/Finance Director to establish
and maintain proper controls over cash disbursements could make the City's assets vulnerable to
misappropriation.

We recommend the Treasurer/Finance Director establish and maintain controls to ensure that o
minimum of two signatures be required to disburse funds including transfers between occounts.

We intend to estahlish and maintain controls to ensure that a minimum of two signatures be required to
disburse funds including transfers between accounts. All banking activity is now reviewed by the Depository
Board made up of the Mayor, City Clerk, Finance Director and the City Collector. Once again all transfers
between bank accounts or Funds on the books, must be reviewed and approved by the Finance Director.

Title Date
Mayor 09-23-08
finance Director 09-23-08

OTHER FINDINGS — FINANCE DIRECTOR/TREASURER:

1. Again, the City has no formal documented and approved disaster recovery or business continuity plan.
We are aware that there is no continuity plan. This item was discussed and at the council meeting and research
was completed to find a vendor but there was no agreement reached or decision made on which company to
hire. The new Finance Director will research this again and make a recommendation to the Finance Cammittee.
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2. Financial statements again were not published for 2007,
We are aware that financials were not published in 2007 due to staff turnover and lack of cross training in the
past. The 2007 financials were published in the Jonesboro Sun on Sunday July 27, 2008 which alone with the
volume of clean-up work in the Finance department delayed the publication of the financial statements for the
first six months of 2008. Since the report was late, the Finance Director decided to publish financials through
August 31, 2008. In the future, we intend to comply with A.C.A. 14-59-116 and publish financial statements by
required in the code.

We intend to comply {nat to comply) with the above findings (except as stated above).

Title Date
Mavor 09-23-08
Finance Director 09-23-08
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FINDINGS - MAYOR:

1. To ensure the proper safeguarding of assets, financial accounting duties relating to initiating,
receipting, depositing, disbursing, and recording cash transactions should be distributed among
appropriate employees. The Mayor’s office did not segregate these duties sufficiently to reduce the
risks of fraud or error and properly safeguard the City’s assets, because of limited financial
resources. We recommended that the financial accounting duties in each office be segregated
among employees to the extent possible.

We intend to segregate duties relating to the initiating, receipting, depositing, disbursing and recording cash
transactions 10 the extent possibie with current staffing levels. Given the current levels of staffing, there will be
times when an employee has to receipt and deposit cash.

Title Sienature _ Date
Mayor ( 09-23-08
Finance Director - 09-23-08
OTHER FINDINGS - MAYOR: NONE

I intend to comply (not to comply) with the above findings {except as stated above). __

Title Date
Mayor - 09-23-08
Finance Director _ 09-23-08
Signatur
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In our study and evaluaticn of internal accounting controls, cash management practices and code and
constitutional compliance, we nated the following:

1. General fund expenditures exceeded budget by $239,313.
2. Three funds in the Aggregate exceeded the final amended budget:

Budget Actual Qver Budget
Federal Funds 688,867 712,812 (23,945)

Community Development Block Grant 235,341 1,024,557 (789,216)
JETS 1,328,807 1,330,315 {1,508}

We recommend that the aforementioned supplemental findings be corrected in the near future. The items
discussed, if not corrected, may be included in the formal Report an internal Control Over Financial Reporting,
Complionce and Other Muatters, and Other Issues based on an audit of financial statements performed in
accordance with Government Auditing Standards in future cudits. Thank you for your cooperation in the
correction of the supplemental findings.

We are aware of various expenditures exceeded the authorized budget and these items were addressed in the
2007 Clean-ip Ordinance that was pasted on July 15, 2008. (See attachment #5) The same condition exists for
2008 and the Finance Director has prepared a “clean up” ordinance to be considered at the next regular council

meeting. All amendments to the budget and line item changes were dacumented and signatures obtain by the
department heads. All changes which exceed the Mayaor statutory authority will be submitted to the council for
approval and reviewed to ensure compilance with A.C.A. 14-58-203.

Title 7 Nignasere ﬂ Date

Mayor z 09-23-08

Finance Director 09-23-08
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INTERNAL CONTROL FINDINGS:

in our study and evaluation of internal accounting controls, cash management practices and code and
constitutional compliance, we noted the following:

1. Noted several errors with fixed assets:

A. Forum equipment purchases are not posted to the City’s fixed asset listing.

B. City records were not properly updated to remove an excavator that was destroyed.

C. Lease purchase payments were included in fixed asset purchase line items,

D. Egquipment purchased in the Sanitation Fund was not added to the Fixed Asset List until 2008.
E. Fixed asset purchases were not easily determined in the Capital Improvement Fund.

Voided receipt forms were not maintained at the Humane Sheiter,

Camping receipts sometimes collected by non-employees.

Several invoices over $2,000 were not initialed by the Mavyor.

Checks OQ/S in the Sales Tax Construction Fund had not been reviewed periodically for propriety.
Interest Revenue is not receipted but posted by journal entry by city accountant.

Permits and animal control fees were not always settled intact and timely.

Direct: Deposits and its related transfers were not always posted to the ledger in the Federal Grant.

© N O E W

We recommend that the aforementioned supplemental findings be corrected in the near future. The items
discussed, if not corrected, may be included in the formal Report on internal Control Over Financial Reporting,
Complionce and Other Matters, and Other Issues bosed on an audit of financial statements performed in
accordance with Government Auditing Stondards in future audits. Thank you for your cocperation in the
correction of the supplemental findings.

The fixed asset issues were carrected during the audit. items 2, 3 and 7 will be discussed in the next
Department Head meeting and we will address these issues. The invoices over $2,000 were all signed off on by
the Mayors designee or department head. items 5, 6 and 8 have already been corrected.

Title Date
Mayor _ 09-23-08
Finance Director - 09-23-08
Signatu
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* ATTACHMENT #1
Response to 2007 Audit Findings

.3 () )

 ARKANSAS

All Receipts of city funds will be reviewed by the Finance Director and/or at ieast one
Staff Accountant. For these Receipts, | have asked the City Accountant (Kortney White)
to do the following:

1. Bank Deposit and Collections Receipts. The Finance Director or City
Accountant will review all receipts and bank deposit slips before the deposits are
made at the bank. If | am not available, Kortney will be contacted to sign and
review so the deposits can be made in a timely manner. A copy of the approval
signatures will be maintained by City Collector in whatever manner that is
sufficient.

2. Cash Receipts Journal. (j.e. GL Distribution Report in Springbrook) After the
deposit is made, KORTNEY will review Cash Receipts journal and make sure 1)
Receipts/revenues are booked to the appropriate general ledger {GL} account; 2)
Receipts/revenues are booked to the appropriate Cash Fund, 3) The total
Received amount s reconciled to the total increases of cash balances in our
bank account and to the GL(our bocks) on a daily basis.

3. Reconcile the GL Funds Report back to Bank Statements. Any variances will
be documented and appropriate adjustments will be made to the GL in order to
record adjustments needed or errors that may have cause the two reports to
differ. Outstanding checks will be monitored to ensure they clear our bank
account before becoming “stale dated”.

In addition to this daily review, “the cash Receipts Journal shall be reconciled monthly to
total bank as indicated on the monthly bank statement” (Arkansas Code 14-59-108 &
14-59-110} by the City Accountant. '




ATTACHMENT #2
Response to 2007 Audit Findings

ANKANSAS

All disbursement of city funds will be reviewed by the Finance Director and/or at least
one Staff Accountant. For these disbursements, | have asked the Financial Accountant
(H. J. Hwang) to do the following:

1. Computer Check Proof list from Springbrook. Before checks are cut and the
invoices committed in Springbrook, the Finance Director and the City Accountant
will review, initial approval and date this report. If | am not available, H. J. should
be contacted to sign and review. A copy of the approval signatures will be
maintained by the Accounts Payable Manager and kept in the finance
department.

2. Cash Disbursements Journal. (i.e. GL Distribution Report in Springbrook) After
checks are cut, H. J. will review this detail listing of all bills paid to ensure 1)
Expenditures are booked to the appropriate general ledger {GL} account; 2)
Expenditures are taken from the appropriate Cash Fund, 3) Expenditures do not
exceed Appropriations or Council approved Budget limits; and make sure the
total disbursed amount is reconciled to the total reductions of cash balances
in our bank account and to the GL (our books).

3. Reconcile the GL Summary Report by Fund back to the GL Distribution
Report. Any variances will be documented and appropriate adjustments will be
made to the GL in order to record credits, discounts or errors that may have
cause the two reports to differ.

In addition to this daily review, “the cash disbursements Journai shall be reconciled
monthly to total bank as indicated on the monthly bank statement” (Arkansas Code 14-
59-111) by the City Accountant.
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ATTAC HMENT # 4

CITY OF JONESBORO, ARKANSAS - #13113¥
Statement Of Recelpts, Disbursement and Changes In Fund Balances - UNAUDITED
For the Year Ended December 31, 2007

CAPITAL OTHER FUNDS
GENERAL STREET MPROVEMENT IN THE
FUND FUND FUND AGGREGATE

BECEIPTS

LOCAL PERMITS AND FEES 4,608,238 . 230,030
FINES AND FORFEITURE

STATE TURNBACK 2 2,644,165

TY TAX 904,648
FRANCHISE TAX - 3
INTEREST . 201,474 x
MISCELLANEOUS 558,340 1661673
SALES TAX 1,199,968 5.397.437
SANITATION PEES ’ 0 [ 784,697
PROCEEDS FROM INSURANCE SETTLEMENT . 148,644 14,466
OTHER FEDERAL AND STATE AID 559,198 0 2.983,599
TOTAL RECEIPTS 4 33 2 - §,651 240 - $ 11422330 55,089,248

gnaunsmms

ENERAL GOYERNMENT 23,404, $ 1415147 24,620,054

LAW EIFDRGEMENT e 4 7:420 7.670.682

5?55"»9«&5” . 5,247,952 1,003.029 g,gig.om.
AND 5TR 0 917,634

SANITATION EETS C

RECREATION AND CULTURE

SOCIAL SERVICES .
Eo”N‘T’Q'.'Ju"#SS" rE)MngJssn mg}clss 878,048 o “’-“2-73

CAPITAL OUTLAY 2,518,772 : 0 4,787,346
TOTAL DISBURSEMENTS - “§ 3ab,71z.938 43,733,373 8,538,630
Excess (Deficlancy) of - i

Diher Finanoing Sources (Usss) (4304.588) 14,126,850] (9,249,884
TRANSFER N e 1,003,287 0 17,587 7,129,634
TRANSFER OUT 0 [] . 0 (7,053,267) {7,093,267)
Total Othar Financkig Sources (Uses) 7,083,207 ° {7.075.680) (36,367)
Net Change in Fund Balance 788,581 {4,125.850) (8,423,361) $ (9,213,227)
Beginning Fund Balances 10,064,888 16,879,110 13,509,873 $ 43,835,417
Ending Fund Batances 10,653,447 12,563,260 7008837 & 04622390

DEBY UBLIGATIONS AS OF DECEMBER 31, 2007

BANC OF AMERICA LEASING AND CAPITAL, LLC
CRATGHEAD COUNTY SOLID WASTE DISPOSAL AUTHORITY
SUN TRUSY LEASING GORPORATION 140.287
DAIMLER CHRYSLER SERVICES, N.A. 220,000,

TOTAL DEBT GRLIGATIONS AS OF DECEMEER 31, 2007 . . 3 __Nh7E5084

$ 372,777
3.200,000

EMPLOYEE CAFETERIA RARND . s 28,040
NON UNIFORM EMPLOYEE PENSION PUND £l . #,308,388
POLICE PENSION FUND 3 @ ) 11.512.584

TOTAL AMOUNT RESTRICTED FOR SPECIFIC PURPOSE $ 17,850,210

NOTE {1). Thess sre Unsudited Snanciat statements and ax such may change after the 2007 Annual Audit which wis start In June,

NOTE (2): Capltal ir In 2007 included the following major peojects: Lawsen Roed Extension Project; City Dreinage Projects; Construction of Fire Station #3; Construction of
Rre Stetion #7; Construction of Anmal Contro) Fachity; and Otd Land Closure/Methene .

NOTE {3} The Nondniform Employee Pension Fund ond the Pofios Pension Fund balsnces are not inciided in the G d Fund bal h , the contributions to these peansions are
funded cut of the Genaral Fund. .

GENERAL NOTE: All financial stalaments for the City of Bre public and pre opan for public inspection during business hours of &30 8.m. though 5:00 p.m., Mond:

ay
through Friday, City Hall, in Joneshom, Arkansas. If the record is in active use of n starsge and, thorefore, not availedie at the time a citigen asks to examine it, the custodian shall centify
this fact In writing to the agplicant and set 8 Oate and hour Within three (3) business days at which time the record will be available for inspection and copy. .




City of Jonesboro
Legislative File Number ORD-08:05% {version 1)

AN ORDINANCE AMENDING THE 2007 BUDGET ORDINANCE FOR THE CITY OF
JONESBORD, ARKANSAS

BE IT ORDAINED BY THE CITY COUNCIL OF THE CITY OF JONESBORO, ARKANSAS
THAT:

SECTION 1: Budget Ordinance #07;048, adopted January 2, 2007, as amended during 2007, is
further amended by the increase in budgeted expenditures as detaiked in the attached Schedule A

SECTION 2: This ordinance being necessary for the financial continuity of the City of Jonesboro,
Atkansas is hereby declared to be an emergency and shall take effect from and after its passage and
approval

PASSED AND ADOPTED this 15" day of July, 2008.




City of Joneshoro, Arkansas
Budget Clean-Up Ordinance for 2007

Expenditures

Line |Fund 2007 Springbrook Budget 2007 Actual Over (Under)
# [Number Depariment / Fund Appropriations Expenditures| Budget Appropriations
1 [01-100 Finance s 503,654 483,478 | % (20,177)
2 J01-101 Police 7,277,044 8,410,626 1,133,582
3 j01-102 Fire 5,328,641 6,208,444 £79,803
4 {01-104 Inspections 309,651 308,272 {1,379)
5 |01-105 Animal Gontrol 275,568 240,968 {34,598)
6 {01-108 City Clerk 234,254 218,412 (15,843)
7 [01-107 City Attomey 188,698 191,266 2,568
8 |01-108 Planning 324,317 305,223 (19,094)
9 101110 Information Systems 960,372 905,734 {54,638)
10 101-113 Human Resource 275,418 218,575 {56,843)
11 |01-115 Building Maintenance 704,838 571,637 {133,201)
12 |01-130 Qutside Agency 860,900 878,045 17,145
13 [01-131 Mayor's Office 387,241 458,880 71,639
14 |01-132 Council 184,565 153,733 (30,832}
15 |01-134 General Administration 3,231,860 3,479,786 247,926
16 General Earmarked Fund 1,537,000 1,757,420 220,420
17 102-100 Street 4,036,029 4.191,135 155,106
13 102-101 Engineering 748,145 693,188 (54,957)
19 103-100 Sanitation (all departments) 4,706,003 4 540,867 (165,136)
20 [05-100 Parks 1,306,551 1,334,676 28,125
21 |106-100 E-811 684,325 970,055 {14,270}
22 |07-100 Capital Improvement 10,733,120 12,731,245 1,998,125
23 {0B-100 Advertising & Promotion 229,125 185,425 {43,700}
24 109-100 Federa! Fund 2,087,377 688,868 (1,398,509}
25 |10-100 CDBG 111,634 116,690 5,056
26 110-101 MPQ 135,658 118,651 (17,007}
27 113-100 Transit (JETS) 1,060,759 1,328,807 268,048
28 117-100 Perpetual Care 0 16,086 16,086
29 120-100 Federal Forfeiture Fund 0 6,600 6,600
Totals ;| § 48,722,745 2,990,045

Less 2007 Adopted Budget Appropriation 48,679,957
Discrepancies| $ 42,788

9/29/2008




