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Audit Scope

This audit covered the period beginning January 1, 2006 and ending December 31,
2006.

Audit Coverage

Our audit was planned and conducted using a risk-based approach in these general
areas:

e Accountability for public resources

e Compliance with state laws and regulations and City policies
¢ Financial statements

e Federal compliance

We did not examine every portion of the City’s financial activities during the audit.
The areas examined were those representing the highest risk of noncompliance,
misappropriation or misuse of public resources.

Accountability for Public Resources/Legal Compliance

We evaluated the City’s accountability and compliance with certain state laws and
regulations and its own policies in the following areas:

e Cash receipting o Constituent Referral — Concerns

e Payroll regarding storm & surface water

e Disbursements management fees.

e Bid Compliance e Constituent Referral — Concerns

e Municipal Court about procedures for ferry parking

e Police Department receipts.

e Utilities e Constituent Referral — Concerns

o Petty Cash & Imprest Funds regarding adequacy of note

e Open public meetings ci.lsc'lc.)s.ure that details contingent
liabilities.

e Insurance coverage

e Conflict of interest e Constituent Referral — Concerns

about the process for awarding
contracts, posting of expenses, &
use of restricted funds.
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Financial Statements

- The State Auditor’s Office performs an audit of the City’s financial statements as
required by state law (RCW 43.09.260). The audit emphasis is to determine that the
amounts reported on the financial statements are timely, accurate, and complete in all
material aspects. Professional audit standards and federal regulations require that we
plan and perform the audit to obtain reasonable assurance about whether material fraud,
noncompliance, and financial statement misstatements occurred. We audit on a test
basis and our audit cannot be relied on to identify every instance of fraud,
noncompliance or misstatement to the financial statements. We examined the City’s
balances and financial activity related to:

o Cash and cash equivalents e Transfers
e (Capital assets e Long-term debt
e Revenues o Journal entries
e Expenditures o Subsequent events
e (oing concern e Overall presentation of the financial
statements
Single Audit

We reviewed to ensure internal controls were adequate to detect or prevent a material
noncompliance with federal requirements and tested for compliance in the following

major programs:
e CFDA# 97.056 — Port Security e CFDA# 11.419 — Coastal Zone
Grant Program Management (Pritchard Park)
Audit Reports
Accountability Reports

We will issue the City’s report showing the results of our accountability audit. This
report summarizes the results of the accountability audit for January 1, 2006 through
December 31, 2006.

Independent Auditor’s Financial Statement Opinion

Our opinion on the City’s Financial Statements is included in this report. We found the
City’s financial:statements were stated fairly in accordance with generally accepted
accounting principles. An unqualified opinion will be issued.
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Single Audit Report
This report is the result of the federally required single audit. We found the City’s
internal controls were adequate to detect and prevent material noncompliance with
federal requirements.

Audit Rec_ommendations

We have reported recommendations in the attached management letter and list of exit
items.

Future Audit Considerations

We will be sending an e-mail to Karl Shaw regarding an on-line customer service
survey. This email will be from “State Auditor’s Office <WA-
StateAuditor@sao.wa.gov>". Please take a few minutes to complete this survey. Your
feedback is important to our on-going commitment to continually develop and improve
our audit processes. :

Your next audit is scheduled to be conducted in 2008 and will include the following
audit categories:

e Accountability for Public Resources
e Legal Compliance
¢ Financial Statement

If the City has federal expenditures that exceed $500,000 for any year, please notify our
office so we can schedule your audit to meet the federal single audit requirements.




Washington State Auditor
Brian Sonntag

October 17", 2007

Elray Konkel, Finance Director
City of Bainbridge Island

280 Madison Avenue North
Bainbridge Island, WA 98110-1812

Management Letter

In planning and performing our Financial/Single/Accountability audit of the City for the period
1/1/06, through 12/31/06, we noted some areas in which the City’s financial statement
preparation could be improved. While this item is not significant enough at this time to include
in our reports, we believe our recommendations will assist you in improving the City’s financial
statement presentation.

We will review the status of these comments during our next audit. We have already discussed
these comments and made suggestions for improvements to City officials and personnel. We
would be pleased to discuss them in further detail at your convenience. If you have any
questions, please contact George Amburn at (360) 895-6133.

We would also like to take this opportunity to extend our appreciation to your staff for the
cooperation and assistance given during the course of the audit.

Sincerely,

George Amburn
Audit Manager

Attachment

Insurance Building, PO Box 40021 » Olympia, Washington 98504-0021 < (360) 902-0370 « (866) 902-3900 « TDD Relay (800) 833-6388
FAX (360) 753-0646 « http://www.sao.wa.gov




Management Letter
City of Bainbridge Island
1/1/2006-12/31/2006

Financial Statement P‘regaration:'

During our audit, we noted a deficiency in the internal controls over financial statement
preparation.

Our initial review of the City’s Notes to the Financial Statements and Management Discussion
and Analysis required numerous corrections that could have been avoided had a careful review
of the two documents and the Budgeting, Accounting and Reporting Standards Manual been
completed before submission to the auditor.

During our review of the Statement of Activities reconciliation, we found the depreciation amount
initially used was understated by $389,837.

Finally, our audit of the Cash Flow Statement found a $515,000 inter-fund loan that was
incorrectly included in the calculations of the statement.

We recommend the City establish and follow an internal control process that includes a detailed
review by an independent and knowledgeable person to ensure the accurate preparation of the
financial statements and related schedules.




Audit Exceptions

City of Bainbridge Island
Port Orchard
Audit Period Ending: 12/31/2006

EX.1- Cash Receipting Weakness-Front Desk:Exception

Reporting Lével(s): Exit Item

Type: Accountability

Category: Cash Receipting

Prepared By: dwm, 7/12/2007

Reviewed By: GHA, 9/20/2007

Exception:

During our prior audit we noted the following cash receipting weaknesses at the City's front
counter:

e All cashiers at City Hall work out of one cash drawer

e (Cash receipts are not secured in the locked bags until the end of the day (the bags are kept
open until the employee leaves for the day and can be accessed by the other cashiers)

¢ The locked cash bags are kept in a vault which is readily accessible by many City employees

During the current audit we noted that these conditions still exist at the City. We repeat
our recommendation from the prior year that these control deficiencies be addressed by
the City.
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Audit Exceptions

City of Bainbridge Island
Port Orchard
Audit Period Ending: 12/31/2006

EX.2- Timely Review of Court Audit Reports

Reporting Level(s):  Exit item

Type: Accountability
Category: Courts
Prepared By: dwm, 7/11/2007
Reviewed By: GHA, 9/20/2007
Exception:

Exception:

During the previous audit we recommended that court audit reports be reviewed in a timely
manner by the court administrator.

During the current audit we found that reports had been reviewed through July of 2006.
Recommendation:

We repeat our recommendation that court audit reports be completed and reviewed in a timely
manner.
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Audlt Exceptions

; Clty of Bainbridge Island
Port Orchard
Aud|t Period Ending: 12/31/2006

EX.3- Leave Slips

Reporting Level(s):  Exit ltem

Type: Accountability
Category: Payroll/Personnel
Prepared By: dwm, 6/27/2007
Reviewed By: GHA, 9/20/2007
Exception:

During our testing of payrol! for employees in the Finance Department, we noted on a couple of
occassions where leave was reported on timesheets but was not supported by approved leave
slips.

We verbally recommended to the City that they try to ensure that all leave reported on
timesheets be supported by an approved leave slip per the City's own policy.

Notes:
Repeat verbal recommendation from previous year.
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Audit Exceptions

City of Bainbridge Island
Port Orchard
Audit Period Ending: 12/31/2006

EX.4- Suspension and Debarment

Reporting Level(s):  Exit ltem

Type: Single Audit
Category: :
Prepared By: dwm, 7/11/2007
Reviewed By: BJT, 7/26/2007
Exception:

While reviewing federal compliance with procurement, suspension, and debarment procedures
for the Port Security Grant Program (CFDA #97.056) we noted that City did not obtain
certification from the equipment contractors stating that they were not suspended or debarred
from federally funded work. The City was also unable to show that they consulted the EPLS
website to determine whether the parties providing the Flir Imaging or Blue Ray Sonar
equipment were suspended or debarred.

The purpose of the certification is to prevent grantees from awarding federal assistance to
vendors, subrecipients and other program participants that have been suspended or debarred
from participating in federal programs. Federal regulations require the City to obtain these
certifications and to have adequate procedures in place to restrict sub-awards and contracts with
contractors that are debared, suspended or otherwise excluded from participation in federal
assistance programs. We checked the federal website for excluded parties and found that none
of the contractors used were debarred or suspended.

Recommendation:

We recommend that the City establish and follow the necessary procedures to ensure compliance
with the federal excluded parties requirement.

Notes:
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“Audit Exceptions

~ City of Bainbridge Island
Port Orchard
Audit Period Ending: 12/31/2006

EX.8- Trust Account Summary funds held more than 180 days
h"‘aad“i‘hsufficient supporting documentation.

Reporting Level(s):  Exit item

Type: Accountability
Category:

Prepared By: dwm, 8/7/2007
Reviewed By: BJT, 10/15/2007
Exception:

Description of Condition: ‘
During.our audit we noted items from the trust summary report held more than 180 days

that were not listed on the accounts payable report. Appearance bail was not paid out for Terry
Evans Camelin for $93.30 and James Dean Rapada for $201. Accerding to the CDK screen

and the Court Clerk these represent overpayments to the defendents accounts by Alliance One,
the courts collection company. The court cannot keep payments that are not due to them.
Recommendation: '

The court should remit funds not due to them.

Note
Note
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