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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

To the Mayor and City Council
City of Everett, Massachusetts

We have audited the financial statements of the governmental activities, each major
fund, and the aggregate remaining fund information of the City of Everett, Massa-
chusetts as of and for the year ended June 30, 2005, which collectively comprise
the City's basic financial statements and have issued our report thereon dated

April 25, 2006. We conducted our audit 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
Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City’s internal control over
financial reporting in order to determine our auditing procedures for the purpose of
expressing our opinions on the financial statements and not to provide an opinion
on the internal control over financial reporting. However, we noted certain matters
involving the internal control over financial reporting and its operation that we con-
sider to be reportable conditions. Reportable conditions involve matters coming

to our attention relating to significant deficiencies in the design or operation of the
internal control over financial reporting that, in our judgment, could adversely affect
the City’s ability to record, process, summarize and report financial data consistent
with the assertions of management in the financial statements. The reportable con-
ditions are described in the accompanying schedule of findings and questioned
costs as items 05-1, 05-2, and 05-3.

A material weakness is a condition in which the design or operation of one or more
of the internal control components does not reduce to a relatively low level the risk
that misstatements in amounts that would be material in relation to the basic finan-
cial statements being audited may occur and not be detected within a timely period
by employees in the normal course of performing their assigned functions. Our
consideration of the internal control over financial reporting would not necessarily
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disclose all matters in the internal control that might be reportable conditions and,
accordingly, would not necessarily disclose all reportable conditions that are also
considered to be material weaknesses. However, we consider the reportable
conditions described above to be material weaknesses. We also noted other
matters involving the internal control over financial reporting which we have
reported to the management of the City in a separate letter dated April 25, 2006.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City’s financial state-
ments are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements, noncom-
pliance 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 non-
compliance or other matters that are required to be reported under Government
Auditing Standards. We also noted certain matters that we reported to manage-
ment of the City of Everett, in a separate letter dated April 25, 2006.

This report is intended solely for the information and use of management, others
within the organization, the Mayor and City Council and federal awarding agencies
and pass-through entities and is not intended to be and should not be used by
anyone other than these specified parties.

424%4%\406‘5? r M r (‘
Andover, Massachusetts
April 25, 2006
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE
TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

To the Mayor and City Council
City of Everett, Massachusetts

Compliance

We have audited the compliance of the City of Everett, Massachusetts with the
types of compliance requirements described in the U.S. Office of Management

and Budget (OMB) Circular A-133 Compliance Supplement that are applicable to
each of its major federal programs for the year ended June 30, 2005. The City's
major federal programs are identified in the summary of auditors’ resuits section

of the accompanying schedule of findings and questioned costs. Compliance with
the requirements of laws, regulations, contracts and grant agreements applicable
to each of its major federal programs is the responsibility of the City's management.
Our responsibility is to express an opinion on the City’s compliance based on our
audit.

We conducted our audit of compliance in accordance with auditing standards gener-
ally accepted in the United States of America; the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller
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’s
compliance with those requirements and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion. Our audit does not provide a legal determination
of the City’s compliance with those requirements.

In January 2005, the Massachusetts State Auditor's Office issued a report on the
Everett School Department, which indicated a number of internal control weak-
nesses, as well as certain questioned costs. The State Auditor’'s report should be
read in conjunction with this report.



As described in items 05-4 in the accompanying schedule of findings and ques-
tioned costs, the City did not comply with subrecipient requirements that are
applicable to its Federal Homeland Security Assistance grant. Compliance with
such requirements is necessary, in our opinion, for the City to comply with require-
ments applicable to those programs.

In our opinion, because of the effects of the noncompliance described in the pre-
ceding paragraph, the City of Everett, Massachusetts did not comply in all material
respects, with the requirements referred to above that are applicable to the Federal
Homeland Security grant.

As described in finding 05-5, the City did not comply with certain requirements
applicable to the National School lunch program. Compliance with such require-
ments is necessary, in our opinion, for the City to comply with requirements
applicable to those programs.

In our opinion, except for the noncompliance described in the preceding paragraph,
the City complied, in all material respects, with the requirements referred to above
that are applicable to its National School Lunch Program, CDBG - Small Cities,

Title 1, Improving Teacher Quality Grant, and SPED 94-142 major federal programs
of the year ended June 30, 2005.

Internal Control Over Compliance

The management of the City is responsible for establishing and maintaining effec-
tive internal control over compliance with the requirements of laws, regulations,
contracts, and grants applicable to federal programs. In planning and performing
our audit, we considered the City’'s internal control over compliance with require-
ments that could have a direct and material effect on a major federal program

in order to determine our auditing procedures for the purpose of expressing our
opinion on compliance and to test and report on the internal control over compli-
ance in accordance with OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily
disclose all matters in the internal control that might be material weaknesses. A
material weakness is a reportable condition in which the design or operation of
one or more of the internal control components does not reduce to a relatively low
level the risk that noncompliance with applicable requirements of laws, regulations,
contracts, and grants caused by error or fraud that would be material in relation

to a major federal program being audited may occur and not be detected within

a timely period by employees in the normal course of performing their assigned
functions. We noted no matters involving the internal control over compliance and
its operation that we consider to be material weaknesses.



Schedule of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, each major
fund, and the aggregate remaining fund information of the City as of and for the year
ended June 30, 2005, and have issued our report thereon dated April 25, 2006. Our
audit was performed for the purpose of forming opinions on the financial statements
that collectively comprise the City’s 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 has been subjected to the auditing pro-
cedures applied in the audit of the basic financial statements and, in our opinion,

is fairly stated, in all material respects, in relation to the basic financial statements
taken as a whole.

This report is intended solely for the information and use of management, others
within the organization, the Mayor and City Council and federal awarding agencies
and pass-through entities and is not intended to be and should not be used by
anyone other than these specified parties.

ez Yok« Cop~( <

Andover, Massachusetts
April 25, 2006



CITY OF EVERETT, MASSACHUSETTS
Schedule of Expenditures of Federal Awards

For the Year Ended June 30, 2005

Depariment of Agriculture
Passed Through Massachusetts Department of Education
School Lunch - Food Distribution
School Lunch - School! Breakfast Program
School Lunch - School Lunch Program
School Lunch - Special Milk Program
Total Department of Agriculture

Department of Education
Passed Through Massachusetts Department of Education
Title |
SPED - 94-142
Title VI Material Support
SPED - Early Childhood
Enhanced Education through Technology
Comprehensive School Reform
LEP Support
Teacher Quality
Total Department of Education

Department of Housing and Urban Development
UDAG
Small Cities
H.O.M.E. Program
Total Department of Housing and Urban Development

Department of Health and Human Services
Emergency Services
Total Department of Health and Human Services

Department of Justice
Governor's Alliance Against Drugs
Byrne Grant
Police Drug Finds
Community Oriented Policing Services
Total Department of Justice

Federal Emergency Management Agency
Fire Prevention
Total Federal Emergency Management Agency

Department of Homeland Security
Homeland Security

Total Department of Homeland Security

Total Federal Assistance

This schedule was prepared on the modified accrual basis of accounting.

Federal
Catalogue
Number

10.550
10.553
10.555
10.556

84.010
84.027
84.151
84.173
84.318
84.332
84.365
84.367

14.221
14.228
14.239

93.127

16.728
16.738
16.585
16.592

83.554

97.067

See Independent Auditors' Report on Schedule of Expenditures of Federal Awards.
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Federal
Expenditures

$ 120,675
201,379
738,046

4,683
1,064,783

1,550,396
1,264,632
798
85,222
56,119
52,774
116,105
328,385
3,454,431

95,948
1,102,906
66,089
1,264,943

37,685
37,685

40,522
116,032
22,616
120,008
299,178

157,500
157,500

727,599
727,599

$ 7,006,119



CITY OF EVERETT, MASSACHUSETTS
Schedule Of Findings
For The Year Ended June 30, 2005

SECTION | - SUMMARY OF AUDITORS’ RESULTS

Financial Statements

Type of auditor's report issued: Unqualified
Internal control over financial reporting:
e Material weakness(es) identified? v _yes no

o Reportable condition(s) identified
that are not considered to be
material weakness(es)? yes _v__none reported

Noncompliance material to financial state-
ments noted? yes _v no

Federal Awards

Internal control over major programs:
Material weakness(es) identified? yes v no

¢ Reportable condition(s) identified
that are not considered to be
material weakness(es)? yes _v__ none reported

Types of auditor's report issued on compliance for major programs:

National School Lunch Cluster Qualified
CDBG - Small Cities Unqualified
Title | Unqualified
SPED - 94-142 Unqualified
Improving Teacher Quality Unqualified
Federal Homeland Security Adverse

Any audit findings disclosed that are required
to be reported in accordance with section

510(a) of Circular A-1337 v _yes no
Identification of major programs:
CFDA Number(s) Name of Federal Program or Cluster
10.550/10.553/10.555/10.556 National School Lunch Cluster
14.228 CDBG - Small Cities
84.010 Title |
84.027 SPED 94-142
84.367 Improving Teacher Quality
97.067 Federal Homeland Security
Dollar threshold used to distinguish
between type A and type B programs: $ 300,000
Auditee qualified as low-risk auditee? yes v no



SECTION Il - FINANCIAL STATEMENT FINDINGS

Finding #
05-1

05-2

Finding/Noncompliance

Simplify and Improve Cash Reconciliation Procedures (Material

Weakness)

During our review of the cash reconciliation, we noted multiple cash
cut-off transactions, which were not handled consistently between the
Treasurer’s office and the City's general ledger. As a result, journal
entries were required to reconcile the general ledger with reconciled
cash. In addition, at the beginning of our fieldwork, the Treasurer was
not able to locate a number of bank statements when requested, and
the trail of transactions between the general ledger and the bank
statements was difficult to follow. Cash reconciliations are an integral
part of ensuring the accuracy of financial reporting, and when not
performed independently, increase the risk of errors or irregularities
occurring without being detected.

Recommendation:

We recommend the City implement formal procedures for requiring
the monthly reconciliation of cash. This overall cash reconciliation
should be in written form and signed by both the Treasurer and City
Auditor. Implementing formal procedures will help ensure that cash is
properly reconciled on a regular basis and will reduce the likelihood of
errors or irregularities occurring without being detected.

Improve Monthly Reconciliations and Accounting Training (Material

Weakness)

The City does not have a formal system of general ledger account
reconciliations in place. Monthly reconciliations are necessary to
prove the accuracy of general ledger records, as well as to provide a
method of checks and balances between the financial departments.
As a result, there is an increased risk that the City’s accounting
records could contain errors.

Recommendation:

We recommend the City establish formal procedures to timely recon-
cile all critical general ledger balances on a regular monthly basis.
This will provide additional assurance of the accuracy of the City’s
internal financial reports, including monthly departmental budget
reports, the balance sheet used for free cash certification, and the
annual Schedule A report.

We further recommend that the City provide the accounting staff with
general, as well as governmental (UMAS) accounting training. The
additional training will likely result in fewer posting errors, and help
ensure that any errors that do occur, are identified and corrected in a
timely manner.



Finding #

05-3

Finding/Noncompliance

We also recommend that the City maintain general ledger activity
schedules of property and excise taxes, water and sewer, better-
ments, and other significant receivables on a regular basis. Activity
schedules will simplify the reconciliation of receivable accounts
between the general ledger and detail records of the Tax Collector,
and other departments.

Revise Chart of Accounts and Maintain Activity Schedule
(Material Weakness)

The City posts all non-general fund activity to fund balance accounts,
rather than posting to revenue and expenditure accounts. As a result,
monitoring current year activity is not possible.

Recommendation:

We recommend the City revise the chart of accounts to include reve-
nue and expenditure accounts for all funds. We further recommend
the City discontinue the practice of posting directly to fund balance
accounts. Implementation of this recommendation will allow the City
to identify current year activity, simplify reconciliations with depart-
ments, and prepare the Schedule A.

Prior to implementing a revised chart of accounts, we recommend
that the City maintain detailed general ledger activity schedules for all
special revenue funds, capital project funds, trust funds, and agency
funds. Activity schedules will simplify the reconciliation of accounts
between the general ledger and detail records of the responsible
departments.



SECTION lii - FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Finding # Program Finding/Noncompliance Cost
05-4 Federal Comply with Subrecipient Reqgulations Undetermined
Homeland
Security The City did not comply with federal sub-
(97.067) recipient monitoring regulations relative to the

pass-through of grant funds to the Metropolitan
Mayors Coalition Regional Emergency Work
Group (MMCREWG). Specifically, the City, in

its capacity as the grant recipient, was required
to: a) Identify (in writing) to the subrecipients the
Federal Award information and applicable compl-
iance requirements; b) Monitor the subrecipient's
use of the grant award through site visits or other
means to provide reasonable assurance that

the subrecipient administers the grant award in
compliance with federal requirements; ¢) Ensure
that required audits are completed within nine
months of the end of the subrecipient’s audit
period.

Recommendation:

We recommend the City develop policies and
procedures designed to ensure full compliance
with federal subrecipient monitoring regulations.

05-5 National Improve Verification Procedures $ -
School Lunch
(10.555) During our testing, we noted that five out of the

nineteen free and reduced school meals applica-
tions selected for testing, were not signed by the
determining official as required by the grant. In
addition, we noted that three of the selections
requiring income verification did not respond:;
however, they continued to receive benefits.

Recommendation:

We recommend a written procedure be imple-
mented for verifying the current free and reduced
price eligibility of households.
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SECTION IV - SCHEDULE OF PRIOR YEAR FINDINGS

FINDINGS RELATED TO BASIC FINANCIAL STATEMENTS

Finding #
04-1

04-2

04-3

04-4

Finding/Noncompliance

Simplify and Improve Cash Reconciliation Procedures (Material

Weakness)

Current Year Status:
This issue was not resolved and has been repeated as current year
finding 05-1.

Improve Monthly Reconciliations and Accounting Training (Material

Weakness)

Current Year Status:
This issue was not resolved and has been repeated as current year
finding 05-2.

Revise Chart of Accounts and Maintain Activity Schedule
(Material Weakness)

Current Year Status:
This issue was not resolved and has been repeated as current year
finding 05-3.

Improve Controls over Education Expenditures

Collaborative Expenditures

Prior Year Issue:
A.) During the course of our work, we became aware that education
related expenditures were being paid by a third party service provider.

The service provider was funding these expenditures with deposits
held from the City. As a result, these expenditures circumvented the
City’s normal internal control procedure, and understated the School's
fiscal year expenditures.

Prior Year Recommendation:

We recommended that all school related expenditures fiow through
the City’s accounting system. In addition, we recommended that
controls be put in place to ensure all transactions are properly
reviewed for appropriateness, classification, and adequate appropria-
tion availability.

Current Year Status:
This issue was satisfactorily resolved.
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Finding #

Finding/Noncompliance

Overexpenditures

Prior Year Issue:

B.) Fiscal year 2004 was the third year in a row that the School
Department overspent the fiscal year appropriation. The School
Department's total fiscal year appropriation of $ 33,000,000 was
over expended by approximately $ 600,000.

Recommendation:

We recommended the City closely monitor the School Department’s
budget on a frequent basis, and work with the School’'s management
to ensure that the annual appropriation is not exceeded in the future,
as prescribed by Massachusetts General Laws.

Current Year Status:

This issue was satisfactorily resolved.

FINDINGS AND QUESTIONED COSTS FOR FEDERAL PROGRAMS

Finding# Program Finding/Noncompliance Cost
04-5 97.067 Comply with Subrecipient Regulations Undetermined
Current Year Status:
This issue was not resolved and has been repeated
as current year finding 05-4.
04-6 84.367 Adhere to Grant Requirements as Stipulated in

the Grant Application Undetermined

Prior Year Issue:

The City did not comply with the budget narrative
included in the grant application, that stated ten
highly-qualified teachers would be hired to reduce
class size. Of the five teachers charged to this
grant that were selected for testing, all were
existing employees prior to the start date of the
grant.

Prior Year Recommendation:

We recommended that the City ensure that stated
objectives included in the grant application be ful-
filled, or the City should submit a revised applica-
tion with new objectives should the original objec-
tives need adjustment. We further recommended
that the City Auditors Office verify that grant
expenditures are in accordance with the grant
agreement prior to charging expenditures to the
grant accounts.
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Finding #

Program

04-7

10.555

Finding/Noncompliance Cost

Current Year Status:
This issue was satisfactorily resolved.

Use Updated Information to Complete Monthly
Head Count Reports $ -

Prior Year Issue:

We noted a variance of 37 students reported on
the March FP6A report when compared to the
detailed list provided by the School Lunch Depart-
ment. The information reported included the
monthly student additions, but did not appear to
include the monthly student deletions.

Prior Year Recommendation:

We recommended that the complete updated list
maintained in the School business office be used
to complete the monthly FPBA, rather than the lists
maintained in the individual cafeterias that only
include monthly additions.

Current Year Status:
This issue was satisfactorily resolved.
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