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INDEPENDENT AUBPITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

City Council and School Committee
City of Sanford, Maine

We have audited, in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptrolier General of the United States, the financial statements of the governmental
activities, each major fund, and the aggregate remaining fund information of the City of Sanford, Maine
as of and for the year ended June 30, 2013, and the related notes to the financial statements, which
collectively comprise the City of Sanford, Maine’s basic financial statements and have issued our report
thereon dated March 20, 2014.

Enternal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the City of Sanford,
Maine's internal control over financial reporting (internal control} to determine the audit procedures
that are appropriate in the circumstances for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the City of Sanford,
Maine’s internal control. Accordingly, we do not express an opinion on the effectiveness of the City of
Sanford, Maine's internal control.

Cur consideration of internal control was for the limited purpose described in the preceding paragraph
and was not designed to identify all deficiencies in internal control that might be material weaknesses
or significant deficiencies and therefore, material weaknesses or significant deficiencies may exist that
were not identified. However, as described in the accempanying schedule of findings and gquestioned
costs, we identified certain deficiencies in internal control that we consider to be matetial weaknesses
and significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficlency, or a
cembination of deficiencies, in internal contrel such that there is a reasonable possibility that a material
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a
timely basis. We consider the deficiency (2013-001) described in the accompanying schedule of findings
and questioned costs to he a material weakness.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less
severe than a material weakness, yet important enough to merit attention by those charged with
governance. We consider the deficiencies (2013-002 through 2013-003) described in the accompanying
schedule of findings and questioned costs to be significant deficiencies.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAIL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORIVIED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS, CONTINUED

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Sanford, Maine's financial
statements are free from material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have
a direct and material effect on the determination of financial statement amounts. However, providing
an opinion on compliance with those provisions was not an objective of our audit and, accordingly, we
do not express such an opinion. The results of our tests disclosed no instances of noncompliance or
other matters that are required to be reported under Government Auditing Standards.

We noted certaln matters that we reporied to management of the City of Sanford, Maine, in a separate
letter dated March 20, 2014.

City of Sanford, Maine’s Responses to Findings

The City of Sanford, Maine’s responses to the findings identified -in our audit are described in the
accompanying schedule of findings and questioned costs. The City of Sanford, Maine’s responses were
not subjected to the auditing procedures applied in the audit of the financial statements and,
accordingly, we express no opinion on them.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal contrel and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
entity’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the entity’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

March 20, 2014
South Portland, Maine
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR EACH MAIOR PROGRAM AND ON INTERNAL
CONTROL OVER COMPLIANCE REQUIRED BY OMB CIRCULAR A-133

City Council and School Committee
City of Sanford, Maine

Report on Compliance for Each Major Federal Program

We have audited the City of Sanford, Maine’s compliance with the types of compliance requirements
described in the OMB Circular A-133 Compliance Supplement that could have a direct and material
effect on each of the City of Sanford, Maine’s major federal programs for the year ended June 30, 2013.
The City of Sanford, Maine's major federal programs are identified in the summary of auditor's results
section of the accoempanying schedule of findings and questioned costs.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts, and
grants applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of the City of Sanford, Maine’s major
federal programs based on our audit of the types of compliance requirements referred to above. We
conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptrolier General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether
noncompliance with the types of compliance requirements referred to above that could have a direct
and material effect on a major federal program occurred. An audit includes examining, on a test basis,
evidence about the City of Sanford, Maine's compliance with those requirements and performing such
other procedures as we considered necessary in the circumstances.

We believe that our audit provides a reascnable basis for our opinion on compliance for each major
federal program. However, our audit does not provide a legal determination of the City of Sanford,
Maine's compliance.

Opinion on Each Major Federal Program
In our opinion, the City of Sanford, Maine complied, in all material respects, with the types of

requirements referred to above that could have a direct and material effect on each of its major federal
programs for the year ended June 30, 2013.




INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM AND ON INTERNAL
CONTROL OVER COMPLIANCE REQUIRED BY OIviB CIRCULAR A-133, CONTINUED

Report on Internal Control over Compliance

Management of the City of Sanford, Maine is responsible for establishing and maintaining effective
internal contro! over compliance with the types of compliance requirements referred to above. In
planning and performing our audit of compliance, we considered the City of Sanford, Maine's internal
control over compliance with the types of requirements that could have a direct and material effect on
each major federal program to determine the auditing procedures that are appropriate in the
circumstances for the purpose of expressing an opinion on compliance for each major federal program
and to test and report on internal control over compliance in accordance with OMB Circular A-133, but
not for the purpose of expressing an opinion on the effectiveness of internal control over compliance.
Accordingly, we do not express an opinion on the effectiveness of the City of Sanford, Maine’s internal

control over compliance,

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal control over
compliance is a deficiency, or combination of deficiencies, in internal control over compliance, such that
there is a reasonable possibility that material noncompliance with a type of compliance requirement of
a federal program will not be prevented, or detected and corrected, on a timely basis. A significant
deficiency in internal control over compliance is a deficiency, or a combination of deficiencies, in internal
controt over compliance with a type of compliance requirement of a federal program that is less severe
than a material weakness in internal control over compliance, yet important enough to merit attention
by those charged with governance.

Our consideration of the internal contro! over compliance was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses. However,
material weaknesses may exist that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the scope of our
testing of internal control over compliance and the results of that testing on the requirements of OMB
Circular A-133. Accordingly, this report is not suitable for any other purpose.




INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM AND ON INTERNAL
CONTROL OVER COMPLIANCE REQUIRED BY OMB CIRCULAR A-133, CONTINUED

Report on Schedule of Expenditures of Federal Awards Required by OMB Circular A-133

We have audited the financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of the City of Sanford, Maine as of and for the year ended June
30, 2013, and the related notes to the financial statements, which collectively comprise the City of
Sanford, Maine’s basic financial statements. We issued our report thereon dated March 20, 2014, which
contained unmodified opinions on those financial statements. Our audit was conducted for the
purpose of forming opinions on the financial statements that collectively comprise the basic financial
statements. The accompanying schedule of expenditures of federal awards is presented for purposes of
additional analysis as required by OMB Circular A-133 and is not a required part of the basic financial
statements. Such information is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the basic financial statements.
The information has been subjected to the auditing procedures applied in the audit of the financial
statements and certain additional procedures, including comparing and recondiling such information
directly to the underlying accounting and other records used to prepare the basic financial statements
or to the basic financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the schedule of
expenditures of federal awards is fairly stated in all material respects in relation to the basic financial
statements as a whole. '

March 20, 2014
South Portland, Maine
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CITY OF SANFORD, MAINE
Notes to Schedule of Expenditures of Federal Awards
For the Year Ended June 30, 2013

PURPOSE OF THE SCHEDULE

Office of Management and Budget (OMB) Circular A-133, Audits of States, Local Governments and Non-profit
Organizations, requires a Schedule of Expenditures of Federal Awards showing total expenditures for each
federal award program as identified in the Catalog of Federal Domestic Assistance (CFDA).

SIGNIFICANT ACCOUNTING POLICIES

A. Reporting Entity - The accompanying schedule includes all federal award programs of the City of Sanford,
Maine for the fiscal year ended June 30, 2013. The reporting entity is defined in the notes to basic
financial statements of the City of Sanford, Maine.

B. Basis of Presentation - The information in the accompanying Schedule of Expenditures of Federal Awards is
presented in accordance with OMB Circular A-133.

1. Pursuant to OMB Circular A-133, federal awards are defined as assistance provided by a federal
agency, either directly or indirectly, in the form of grants, contracts, cooperative agreements, loans,
loan guarantees, property, interest subsidies, insurance or direct appropriations.

2. Major Programs - OMB Circular A-133 establishes the level of expenditures or expenses to be used in
defining major federal award programs. Major programs for the City of Sanford, Maine are identified
in the summary of auditor’s results in the Schedule of Findings and Questioned Costs.

C. Basis of Accounting - The information presented in the Schedule of Expenditures of Federal Awards is
presented on the modified accrual basis of accounting, which is consistent with the reporting in the City's
fund financial statements.




CITY OF SANFORD, MAINE
Schedule of Findings and Questioned Costs

Year ended June 30, 2013

Section | - Summary of Auditor's Results
Financial Statements
Type of auditor’s report issued: Unmadified
Internal control over financial reporting:

Material weaknesses identified? Yes

Significant deficiencies identified? Yes
Noncompliance material to financial statements noted? No
Federal Awards
Internal Control over major programs:

Material weaknesses identified? No

Significant deficiencies identified?

Type of auditor’s report issued on compliance

None reported

for major programs: Unmodified
Any audit findings disclosed that are required

to be reported in accordance with

Circular A-133, Section .510(a)? No
Identification of major programs:

CEDA Numbers Name of Federal Program or Cluster

10.550, 10.553, 10.555, 10.559 Child Nuirition Cluster

14.228 Community Development Block Grants

84.010 Title |1A — Basic Disadvantaged Program

84.215E Secondary School Counseling Program
Dollar threshold used to distinguish

between Type A and Type B programs: $300,000
Auditee qualified as low-risk auditee? No




CITY OF SANFORD, MAINE
Schedule of Findings and Questioned Costs, Continued

Section H - Findings Required to be Reporied Under Government Auditing Standards

MATERIAL WEAKNESS

2013-001 Reconciliation Between City and School

The City and School Depariment utilize separate accounting software. Since the City and the School
Department have separate accounting software, it is essential that reconciliations of all balance sheet, revenue,
and expenditure accounts be performed between the School’s general ledger and the City's general ledger on a
monthly basis. This reconciliation should be performed as soon after month end as feasible. An essential part
of this process is for the City to receive ail School Department journal entries and postings promptly so that
they can be posted to the City’s accounting software.

As of June 30, 2013, the revenues and expenditures on the School Department’s accounting system did not
reconcile with the revenues and expenditures that were posted on the City's accounting system. When we
arrived for fieldwork on November 11, 2013, the financial information presented had variances in both
revenues and expenditure amounts for both the General Fund and Special Revenue Funds. These variances
were as follows:

e General Fund revenues (includes Adult Education) - $422,222.18

e General Fund expenditures (includes Adult Education) - $430,697.22

¢ Special Revenue Fund revenues - $93,057.89

e Special Revenue Fund expenditures - $1,505.48

Work continued on the reconciliation process through the month of January when it was eventually completed.
We recommend that a reconciliation between the City and School accounting software be performed monthly.
Any variances should be investigated promptly and entries should be posted to the proper system (whether the
City or School) accordingly so that the two accounting systems present the same financial information.

Management’s response/corrective action plan: The School Department recognizes the recommendation of the
guditor that monthly reconcifiations take ploce between the City and the School. Significant account
investigation has token place over the past two years to determine the reasons why the reconciliation is so
cumbersome. One of the accounting software progroms (Grant Tracker) was eliminated from use this past fiscal
vear and each speciaf revenue fund was separated to an individual account. This process has allowed effective
tracking of the grants funds between the City and School Department. All grant and special revenue accounts
are examined monthly and adjusting entries are made with the coordination of the City and School Department
data as it is received. The goal for this process is 15 days dfter the close of month end.

The change in audit firms in each of the past two years has had timing delays with the beginning of the audit and
the budget process, calendar year-end work and ending of the audit. The specific delay issue, as addressed in the
material weakness reference from the auditor, resufted in a delay from November to January because of the
need for clarifying questions. In question was making the appropriate journal entry determination for the
medical insurance premium pass-through account thot developed as a resuft from the change in insurance
carriers and the mandated State retiree health insurance obligation. It was corrected at a meeting with the gudit
firm after consideration of the holiday schedule from both parties.
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CITY OF SANFORD, MAINE
Schedule of Findings and Questioned Costs, Continued

Section If - Findings Required to be Reported Under Government Auditing Standards, Continued

Additionally, an outside accounting firm was hired to consult on the reconciliation process. Several additional
steps were taken to improve the reporting of the payroll accounts and to provide additional detail for both the
City and School Departments’ entries for posting, which allowed for liability account entries. Two new accounts
were established on the City side. This process and corrective action resolved only part of the problem with the
balance sheet accounts. The School Department is considering additional alternatives that will be investigated as
well as moving to the City accounting system and/or changing the current accounting software.

SIGNIFICANT DEFICIENCIES

2013-002 Preparation of Financial Statements

Auditing standards require external auditors to determine whether or not client personnel having responsibility
over the financial reporting process have acquired the expertise to identify all financial reporting matters in
compliance with generally accepted accounting principles. In other words, it requires that the annual financial
statements {including all fund reporting, disclosures and government-wide statements} could be accurately
prepared and understood in-house without the assistance of the external guditor. Additionally, when the
auditing firm does prepare the financial statements, the City or School must assigh a competent management
level individual to oversee this service. Management must review, approve and accept responsibility for the
financial statements and related notes.

Currently, it is common practice for governmental entities to rely on their external auditors to provide the
expertise necessary to prepare the financial statements and the related disclosures. The cost-benefit of doing
otherwise may not be justifiable to management. However, because the City and School Department currently
takes this approach, they are considered to have a control deficiency in the design of controls over the
preparation of the financial statements in accordance with generally accepted accounting principles.

Management’s response/corrective action plan: The City of Sanford has relied on external auditors to provide
the necessary expertise to prepare the finoncigl statements and related disclosures. This is a cost-benefit and
justifiable to management. Management is capable of reviewing, approving and accepting responsibility for the
financial statements and related notes.

2013-002 Expenditure Reporis for School Accounting System

As required by the State of Maine Department of Education, expenditures for School Units are to be reported
by the 11 cost articles, which include regular instruction, special education, school administration, etc.
Groupings of expenditures must be set up within the Schoo! Department’s accounting system to report all
expenditures by these cost articles. When running reports from the School Department’s accounting system,
we noted that the expenditures were $294,802.22 less than the total amount of expenditures reported within
the School Department’s trial balance for the general fund (funds 1000, 1200, and 1300). We recommend the
Schoo! Department review the groupings for its expenditures and ensure that all expenditures within the
general fund are properly grouped within one of the 11 cost articles.

Management’s response/corrective action plan: Management has reviewed the recommendation by the auditor
with regard to groups of expenses in Funds 1000, 1200, and 1300. Internal audits and adjustments will be made
for all of the 11 account groupings as required by Maine Department of Education chart of accounts. A transfer
of accounts request form has been implemented to assure that cost center managers and the business office sign
off before changes'are made in the accounting system.
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CITY OF SANFORD, MAINE
Schedule of Findings and Questioned Costs, Continued

Section Ell - Findings and Questioned Costs for Federal Awards

None
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CITY OF SANFORD, MAINE
Schedule of Findings and Questioned Costis, Continued

Section IV - Status of Prior Year Findings and Questioned Costs

2012-4 Unreasonable Allocation of Administrative Salary

Statement of Condition: The School Department administered grants but did not have a documented method
of allocating salaries.

Effect: Supporting documentation aids in providing assurance that transactions are executed in accordance
with management’s authorization and recorded properly to permit the preparation of financial statements.
Furthermore, without documentation, it is not possible to establish whether costs complied with grant
requirements surrounding allowable activities and allowable costs/cost principles.

Cause: The School Department could not provide documentation supporting the allocation of administrative
salaries to the grant.

Questioned Costs: $11,138

Status: No finding reported in the current year

2012-5 Free and Reduced-Price Meals Provided to Ineligible Children

Statement of Condition: Identification of 62 children who were deemed eligible through “administrative
override”, which was a procedure not in conformity with the procedures established by the USDA and the State
of Maine.

Effect: Sixty-two children who were made eligible for free and reduced-price meals through “administrative
override” may not have been truly eligible. The School Department received reimbursement for those meals
from the State of Maine, and ultimately, the Federal government.

Cause: The School Department used a procedure called “administrative override” which involved a school
administrator, such as a principal, preparing a parental free and reduced-price lunch application form that
included only the child’s name and administrator’s signature. No documentation of estimated household
income or size was provided.

Questioned Costs: $29,256

Status: No finding reported in the current year
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CITY OF SANFORD, MAINE
Schedule of Findings and Quesiioned Costs, Continued

Section IV - Status of Prior Year Findings and Questioned Costs, Continued

2012-6 Hiring of Highly-Qualified Teachers

Statement of Condition: Two of the three teachers selected for iesting were not Highly-Qualified Teachers
according to Federal criteria.

Effect: Two out of three recently-hired teachers examined were not Highly-Qualified Teachers.

Cause: Principals of the two afarementioned teachers reported that they were not Highly-Qualified Teachers at
the date of hire or at the date of the audit. They lacked evidence of subject-matter mastery.

Questioned Costs: N/A

Status: No finding reported in the current year
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