TIGARD

City of Tigard

February 23, 2016

Audit Committee
City of Tigard, Oregon

During the fiscal year 2015 audit, our auditors, Talbot, Korvola & Warwick, LLP, became aware of certain
matters that are opportunities for strengthening internal controls and operating efficiency. This letter
includes management’s response to the significant deficiencies noted by Talbot, Korvola & Warwick, LLP in
their letter communicating internal control matters identified during the audit. Management appreciates
these observations and recommendations noted by our external auditors and we see these as opportunities
for improvement in our processes and internal controls. The following areas were noted by our auditors
during the audit of fiscal year ending June 30, 2015 along with management’s response:
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Auditor Finding: During test work, an error in the spreadsheet used to allocate indirect charges was
discovered. While the indirect charges were correct in total, the allocation between funds and function
were incorrect. A review of the journal entry failed to detect the error. In addition, the audit disclosed
an omission in the spreadsheet used to calculate the utility billing accrual, resulting in an understatement
of utility receivables and revenues. We recommend all spreadsheets used to generate financial
information be reviewed at a cellular level and all formulas be rechecked or proven.

Management’s response: Noted areas with spreadsheet miscalculations will be corrected for fiscal year
2016 audit. In addition, a thorough review of audit workpapers using excel formulas and calculations will
occur prior to submitting workpapers to the auditors. Management will also perform a closer review over
the indirect allocation charges in the general ledger to ensure proper allocation among funds and function.

Auditor Finding: Testing over liabilities discovered that certain liabilities pertaining to fiscal year ended
June 30, 2015 had not been accrued and that certain liabilities pertaining to the succeeding year had been
accrued in error. In addition, during our tests over expenditures, we noted fixed asset purchases and an
expense attributable to the prior year that were not previously recorded, thus overstating current year
capital asset additions and expenses. It appears a contributing cause of these errors is a lack of
understanding of proper accrual basis accounting. We recommend that staff be provided additional
understanding of proper accrual basis accounting and that expenditures around the year-end be reviewed
by supervisory personnel for proper recording.

Management’s response: Management sets a closing calendar each year to assist with the general ledger
closing process to ensure deadlines are met in connection with the external audit. Certain transactions
came to management’s attention after our year-end closing and in order to keep our established timeline,
management recorded the transactions into the new fiscal year. Finance allows for two months
subsequent to June 30™ to record transactions into the prior fiscal year. Going forward, Finance will



>

continue to clearly communicate year-end timing deadlines with Departments and emphasize the
importance of recording transactions to the appropriate fiscal year.

Auditor Finding: During the audit we noted a transfer of property from the City to Tigard City Center
Development Agency was not recorded. This omission was discovered by the Assistant Finance Director.
It is our understanding that the transfer occurred during a time when the Assistance Finance Director
position was vacant. Itis important that the finance department be informed when internal transactions
take place and it is important that such transactions be recorded, and reviewed regardless of employment
vacancies.

Management’s response: This property located on Burnham and Ash Street was transferred via city
council action to CCDA during a time when the Assistant Finance Director position was vacant. In addition,
this transaction was unusual in nature in that there was no financial impact to trigger recording the
transaction in the general ledger. For these reasons the transaction was not recorded timely. When this
issue occurred during audit fieldwork, management implemented a process change so that the Assistant
Finance Director receives council agenda items related to property transactions. This additional control
will ensure property transactions are recorded correctly in the general ledger.

Management appreciates the opportunity to respond to the above noted significant deficiencies over
internal controls. We believe the additional checks and controls over our processes will help ensure
transactions are recorded correctly in the general ledger and supporting audit workpapers are accurate.

Respectfully submitted,
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Cara Fitzpatrick, CPA Toby LaFrance
Assistant Finance Director Director of Finance and

Information Services



