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Certified Public Accountants and Business Consultants

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 Portland, Maine

We have audited the financial statements of the governmental activities, the business-type activities,
the discretely presented component unit, each major fund and the aggregate remaining fund
information of the City of Portland, Maine (the City) as of and for the year ended June 30, 2010, which
collectively comprise the City of Portland, Maine’s basic financial statements and have issued our report
thereon dated November 3, 2010. 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 of Portland, Maine’s internal control over
financial reporting as a basis for designing our auditing procedures 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 Portland, Maine’s internal control over financial reporting. Accordingly, we
do not express an opinion on the effectiveness of the City of Portland, Maine’s internal control over
financial reporting.

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 deficiency, or a
combination of deficiencies, in internal control such that there is a reasonable possibility that a material
misstatement of the City’s financial statements will not be prevented, or detected and corrected on a
timely basis.

Our consideration of the internal control over financial reporting 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 financial reporting that might be deficiencies, significant deficiencies, or material weaknesses. We
did not identify any deficiencies in internal control over financial reporting that we consider to be
material weaknesses, as defined above. However, we identified a certain deficiency in internal control
over financial reporting, described in the accompanying schedule of findings and questioned costs as
item #2010-1 that we consider to be a significant deficiency in internal control over financial reporting.
A significant deficiency is a deficiency, or 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.




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, CONTINUED

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Portland, Maine's financial
statements are free of 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 that
are required to be reported under Government Auditing Standards.

We noted certain matters that we have reported to the management of the City of Portland, Maine in a
separate letter dated November 3, 2010.

The City of Portland, Maine's response to the finding identified in our audit is described in the
accompanying schedule of findings and questioned costs. We did not audit the City of Portland, Maine’s
response and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of the City Council, School Committee,

management, others within the entity, 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.

o Worson. Ot

November 3, 2010
South Portland, Maine
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH
MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE IN
ACCORDANCE WITH OMB CIRCULAR A-133

City Council and School Committee
City of Portland, Maine

Compliance

We have audited the compliance of the City of Portland, Maine 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, 2010.
The City of Portland, Maine’s major federal programs are identified in the summary of auditor's results
section of the accompanying schedule of findings and questioned costs. Compliance with the
requirements of laws, regulations, contracts, and grants applicable to each of its major federal
programs is the responsibility of the City of Portland, Maine’s management. Our responsibility is to
express an opinion on the City of Portland, Maine’s compliance based on our audit.

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 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 of Portland, 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 reasonable basis for our opinion. Our audit does not provide a legal determination on the City of
Portland Maine’s compliance with those requirements.

As described in item #2010-2 in the accompanying schedule of findings and questioned costs, the City of
Portland, Maine did not comply with requirements regarding reporting that are applicable to its U.S.
Department of Housing and Urban Development, CDBG Recovery Act (CFDA #14.253).

As described in item #2010-3 in the accompanying schedule of findings and questioned costs, the City of
Portland, Maine did not comply with requirements regarding cash management that are applicable to
its U.S. Department of Housing and Urban Development, CDBG Recovery Act (CFDA #14.253).

As described in item #2010-4 in the accompanying schedule of findings and questioned costs, the City of
Portland, Maine did not comply with requirements regarding cash management that are applicable to
its U.S. Department of Education, Special Education Grants to States including Recovery Act (CFDA
#84.027, 84.173, 84.391, 84.392).



REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH
MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE IN
ACCORDANCE WITH OMB CIRCULAR A-133, CONTINUED

As described in item #2010-5 in the accompanying schedule of findings and questioned costs, the City of
Portland, Maine did not comply with requirements regarding special tests and provisions (highly
qualified teachers) that are applicable to its U.S. Department of Education, Title 1A including Recovery
Act (CFDA #84.010, 84.389).

In our opinion, except for the noncompliance described in the preceding paragraphs, the City of
Portland, Maine complied, in all material respects, with the requirements referred to above that are

applicable to its major federal programs for the year ended June 30, 2010.

Internal Control Over Compliance

The management of the City of Portland is responsible for establishing and maintaining effective
internal control over compliance with 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 the requirements 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 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
Portland, Maine’s internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control over
compliance that might be significant deficiencies or material weaknesses and therefore, there can be no
assurance that all deficiencies, significant deficiencies, or material weaknesses have been identified.
However, as discussed below, we identified a deficiency in internal control over compliance that we
consider to be a significant deficiency.

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. We do not
consider the deficiency in internal control over compliance described in the accompanying schedule of
findings and questioned costs as item #2010-6 to be a material weakness.

A significant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control 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. We consider the deficiency in internal
control over compliance described in the accompanying schedule of findings and questioned costs as
item #2010-6 to be a significant deficiency.



REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH
MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE IN
ACCORDANCE WITH OMB CIRCULAR A-133, CONTINUED

The City of Portland, Maine’s responses to the findings identified in our audit are described in the
accompanying schedule of findings and questioned costs. We did not audit the City of Portland, Maine’s

responses and, accordingly, we express no opinion on them.

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, business-type activities, the
discretely presented component unit, each major fund and the aggregate remaining fund information of
the City of Portland, Maine as of and for the year ended June 30, 2010 and have issued our report
thereon dated November 3, 2010, which contained unqualified opinions on those financial statements.
Our audit was performed for the purpose of forming opinions on the financial statements as a whole.
The schedule of expenditures of federal awards is presented for purposes of additional analysis as
required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments,
and Non-Profit Organizations, and is not a required part of the 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 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 reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted
in the United States of America. In our opinion, the information is fairly stated in all material respects in
relation to the financial statements as a whole.

This report is intended solely for the information and use of the City Council, School Committee,

management, others within the entity, 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.

zﬁm /&fk«a Oreetlezts

November 3, 2010
South Portland, Maine
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CITY OF PORTLAND, MAINE
Notes to Schedule of Expenditures of Federal Awards
June 30, 2010

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 Portland,
Maine for the fiscal year ended June 30, 2010. The reporting entity is defined in the Notes to Financial
Statements of the City of Portland, 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 - 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 Portland, 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.
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CITY OF PORTLAND, MAINE
Schedule of Findings and Questioned Costs

June 30, 2010
Section I - Summary of Auditor's Results
Financial Statements
Type of auditor’s report issued: Unqualified
Internal control over financial reporting:
Material weaknesses identified? no
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? yes
Type of auditor’s report issued on compliance
for major programs: Qualified
Any audit findings disclosed that are required
to be reported in accordance with
Circular A-133, Section .510(a)? yes
Identification of major programs:
CFDA Numbers Name of Federal Program or Cluster
14.218,14.253 Community Dev. Block Grants - Including ARRA
20.106 Airport Improvement Program - Including ARRA
66.458 EPA Clean Water
93.703 Portland Community Health Center
84.027,84.173, 84.391, 84.392  Special Education Cluster - Including ARRA
84.010, 84.389 Title 1A - Including ARRA
84.394 ARRA GPA Stabilization
10.553 - 10.555 School Lunch Cluster
Dollar threshold used to distinguish
between Type A and Type B programs: $1,311,205
Auditee qualified as low-risk auditee? no
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CITY OF PORTLAND, MAINE
Schedule of Findings and Questioned Costs, Continued

Section II - Findings Required to be Reported Under Government Auditing Standards
SIGNIFICANT DEFICIENCY

#2010-1 School Department Accounting System Reconciliation

School Department Accounting System Reconciliation (updated from 2009)

The City’s accounting system historically, and currently, posts all School activity in a condensed account format.
The Department of Public Schools historically did not maintain a separate self-balancing double entry fund
accounting system. The system, up until the 2008-2009 fiscal year, only maintained expenditure data, and did
so primarily to ensure budgetary compliance. Beginning in the 2008-2009 fiscal year, the School Department
created additional accounts and funds in their accounting system to accommodate a full, self-balancing double
entry fund accounting system. This new chart of accounts included revenue accounts and balance sheet
accounts for most funds. The fact remains however, that the City’s system is relied on for proper financial
accounting in compliance with generally accepted accounting principles and the School system is treated as a
subsidiary ledger only, for internal use as well as State Department of Education reporting. As a result, it is
imperative that these two systems are fully reconciled on a monthly basis and any differences be promptly
adjusted.

During the 2009-2010 year, reconciliations, although not always done timely, were performed for the general
fund, the lunch fund and the adult education fund. The grant fund was also attempted, but was not fully
reconciled at the time of the audit. We commend the School Department for these efforts. Finally, it was noted
that the activity of certain capital funds are not being recorded in the School Department’s accounting system.
Although there is some question as to whether or not this is necessary, to the extent that the State Department
of Education requires the information on quarterly and year end reports, the School Department will need to
make accommodations to ensure this activity is posted to their accounting system.

We recommend that beginning in 2010-2011, the School Department performs reconciliations of all funds in a
timely manner and posts any necessary correcting entries as soon as they are identified. The City and the School
Department should work together to determine what transactions are causing difficulties in the reconciliation
process, in an effort to continue to eliminate differences and provide for a less cumbersome reconciliation
process. A resolution as to the need for posting of capital funds should be sought with the State Department of
Education.

Management’s response:

A new position, Staff Accountant, was recently created. The person who will fill that position is a CPA and has
public accounting experience. New procedures will be implemented that require, among other things,
performance of the duties outlined below.

1. The Staff Accountant will perform cash reconciliations monthly, making sure the School Department’s
cash account is reconciled fully to the City’s School Department cash account. The Staff Accountant will
prepare any necessary correcting entries. Each month the Comptroller will review and approve the
monthly cash reconciliation and any necessary correcting entries prepared by the Staff Accountant, and
the approved correcting entries will be posted monthly.
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CITY OF PORTLAND, MAINE
Schedule of Findings and Questioned Costs, Continued

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

2. The Staff Accountant will perform reconciliations of all funds monthly, making sure the School
Department’s system reconciles fully with the City’s system. The Staff Accountant will prepare any
necessary correcting entries. Each month the Comptroller will review and approve those monthly
reconciliations and any necessary correcting entries prepared by the Staff Accountant, and the approved
correcting entries will be posted monthly.

3. Monthly, each grant accountant will perform reconciliations of the grant funds for which the grant
accountant is responsible, making sure each grant fund subledger reconciles fully with the School
Department’s general ledger. Each grant accountant will prepare any necessary correcting entries. Each
month the Staff Accountant will review and approve those monthly reconciliations and any necessary
correcting entries, and the approved correcting entries will be posted monthly.

The Staff Accountant will review and approve all journal entries prepared by other Finance Department staff,
and all approved journal entries will be posted timely. The Comptroller will review and approve any journal entry
prepared by the Staff Accountant, and those approved journal entries will be posted timely.

It is unclear whether the School Department needs to post the activity of certain capital funds (namely, the CIP
and the Ocean Avenue School construction), as the City conducts and posts all those activities. The School
Department has sought from the State Department of Education a resolution regarding its need to post that
activity to its accounting system. The State Department of Education has not yet reached a determination. If the
State Department of Education concludes that, despite the fact the City conducts all the activity and posts all the
activity in the City’s accounting system, the School Department also needs to post that activity or post the
activity in summary form, the School Department will do so.
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CITY OF PORTLAND, MAINE
Schedule of Findings and Questioned Costs, Continued

Section Il - Findings and Questioned Costs for Federal Awards

NONCOMPLIANCE — FEDERAL AWARDS

#2010-2 - U.S. Department of Housing and Urban Development, for the period July 1, 2009 through June 30,
2010, CFDA #14.253, CDBG Recovery Act

Statement of Condition: Form 1512 reporting was prepared for each quarter of the program, but the fourth
quarter report did not agree with the balances reported in the general ledger.

Criteria: The U.S. Department of Housing and Urban Development requires that quarterly 1512 Reports be filed
on a cash basis of accounting. The fourth quarter report included encumbrances, which overstated
expenditures.

Effect: The U.S. Department of Housing and Urban Development may not be able to correctly monitor the
financial status of the program.

Cause: City personnel were not initially aware of the basis of accounting for preparing these reports.

Recommendation: We recommend that the reports be revised and submitted on the correct basis of
accounting. In addition, we recommend the City implement a process to ensure accurate reporting.

Questioned Costs: None

Management's response:

Staff turnover and absences in the last quarter of the fiscal year created some work load issues. City personnel
responsible for report preparation now understand that encumbrances cannot be included in the quarterly 1512
reports. Future report preparation will be reviewed by the Principal Financial Officer for the department to
ensure compliance with grant reporting requirements.
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CITY OF PORTLAND, MAINE
Schedule of Findings and Questioned Costs, Continued

Section il - Findings and Questioned Costs for Federal Awards, Continued

#2010-3 - U.S. Department of Housing and Urban Development, for the period July 1, 2009 through June 30,
2010, CFDA #14.253, CDBG Recovery Act

Statement of Condition: The CDBG Recovery Act grant had excess cash balances on hand for excessive periods
of time.

Criteria: Draw downs of federal funds must be made as close as possible to the time of making distributions.
Time should be minimized between the transfer from the U.S. Treasury and the disbursement of funds by the
recipient.

Effect: Excess cash on hand could result in the payment of federal funds being delayed or denied.

Cause: The City drew down funds in advance, anticipating expenditures. The funds were not completely spent
for several months, resulting in excess cash on hand.

Recommendation: Request for payments, which is accomplished by completing form 270, should be timed
when an invoice had been received and/or paid, resulting in these payments being reimbursements for
expenditures already made rather than advances.

Questioned Costs: None

Management’s response:

As in the above finding, cash requests included encumbrances. City personnel responsible for cash requests now
understand that funds can only be requested for cash that has been disbursed. Future cash requests will be
reviewed before processing by the Principal Financial Officer for the department to ensure compliance with cash
management requirements.

19



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

Section Il - Findings and Questioned Costs for Federal Awards, Continued

#2010-4 - U.S. Department of Education, for the Period July 1, 2009 through June 30, 2010, CFDA #84.027;
84.173; 84.391; 84.392 Special Education Cluster (includes ARRA funds)

Statement of Condition: The aforementioned programs had excess cash balances on hand for excessive periods
of time.

Criteria: Circular A-102 (Common Rule) requires the draw downs of funds be made as close as possible to the
time of making ultimate distributions. Time should be minimized between the transfer of funds and the
ultimate disbursement of funds by the recipient.

Effect: Excess cash on hand could result in the payment of federal funds being delayed or denied.

Cause: Allowable cost expenditures under the aforementioned grants from July 1, 2009 through lune 30, 2010
were not sufficient to prevent cash overflows, as defined by the State of Maine, for certain months. For
example, at the end of June, 2010, the department had a cash balance in #84.391A (Special Education — Local
Entitlement ARRA) of $224,336. The department had a cash balance in #84.027 (Special Education — Local
Entitlement) of $164,323.

Recommendation: Request for draw downs, which are accomplished in the application, should be timed such
that they are received in the later periods of the grant resulting in these payments being reimbursements for
expenditures already made rather than advances.

Questioned Costs: None

Management’s response:
In the mentioned grant areas, we will begin making request for draw downs for expenditures on a
reimbursement basis, rather than on an advance payment basis.
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CITY OF PORTLAND, MAINE
Schedule of Findings and Questioned Costs, Continued

Section Il - Findings and Questioned Costs for Federal Awards, Continued

#2010-5 - U.S. Department of Education, for the Period July 1, 2009 through June 30, 2010, CFDA #84.010;
84.389; Title 1A (includes ARRA funds)

Statement of Condition: The School Department was found to have teachers that were not in compliance with
program requirements relating to highly qualified teachers. Out of a total sample of 40 tested, two were found
not to be in compliance with the highly qualified teacher requirements.

Criteria: Teachers of core academic subjects, whether or not they work in a program supported with Title |, Part
A funds, should meet highly qualified requirements.

Effect: Noncompliance could result in the payment of federal funds being denied.
Cause: Unknown.

Recommendation: The School Department should set goals to achieve compliance in this area.

Questioned Costs: None

Management’s response:

The School Department has recently designated a staff person who is familiar with the highly qualified teacher
requirements. We have developed a plan to get all teachers at Title 1A schools to meet the Federal highly
qualified teacher requirements.
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CITY OF PORTLAND, MAINE
Schedule of Findings and Questioned Costs, Continued

Section Il - Findings and Questioned Costs for Federal Awards, Continued
SIGNIFICANT DEFICIENCY — FEDERAL AWARDS

#2010-6 Title 1A Program

One of the federally funded programs tested at the Department of Public Schools was the Title 1A program. The
objective of this program is to improve teaching and learning of children who are at risk of not meeting
challenging academic standards and who reside in areas with high concentrations of children from low-income
families. We noted several areas relating to this program in which improvements could be made, as follows:

e The application for the program, which is part of an overall “No Child Left Behind” application, and is
due in August of each year, was not filed until December 8, 2009. Every effort should be made to file
this application in a timely manner.

e The application for the program, which is part of an overall “No Child Left Behind” application, includes
a request for disbursement of funds schedule. This schedule is used by the State of Maine in
determining when checks should be disbursed to the School Department to reimburse for expenditures
made in the program. In the case of the Title 1A basic disadvantaged program and the Title 1A basic
disadvantaged program ARRA, no funds were requested until July and August of 2010 even though the
planned program expenditures were for September 2009 through June of 2010. This resulted in over $4
million being owed to the City of Portland for these two programs as of June 30, 2010.

e The performance report, which is part of an overall “No Child Left Behind” performance report,
reported expenditures amounts and carryover amounts that had not been reconciled to the related
grant summary reports derived from the fund accounting system of the department.

e The School Department was found to have teachers that were not in compliance with Title 1A program
requirements relating to highly qualified teachers. Out of a total sample of 40 tested, two were found
not to be in compliance with the highly qualified teacher requirements. The School Department should
set goals to achieve compliance in this area.

Management’s response:

With respect to the application deadline, the School Department will continue to work on meeting deadlines. To
help with that, the State has assigned us new NCLB consultants. We have an agreement with the State
Department of Education to submit financial information on time and follow-up with a narrative later. We also
changed the fiscal year for this fund to mirror the School Department’s fiscal year, which will help with
compliance.

With added accounting capacity for the new fiscal year, we hope to receive disbursements on a more regular
schedule.

The expenditures and carryover amounts will be reconciled to the related grant summary reports derived from

the fund accounting system of the Finance Department monthly, as discussed above. Those reconciliations will
be reviewed and approved by the Staff Accountant.

The School Department has recently designated a staff person who is familiar with the highly qualified teacher

requirements. We have developed a plan to get all teachers at Title 1A schools to meet the Federal highly
qualified teacher requirements.
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CITY OF PORTLAND, MAINE
Status of Prior Year Findings and Questioned Costs Under Government Auditing Standards
June 30, 2010

SIGNIFICANT DEFICIENCY

#2009-1 School Department Accounting System Reconciliation

Historically, the Department of Public Schools did not maintain a separate self-balancing double entry fund
accounting system. The system, up until 2008-2009, only maintained expenditure data, and did so primarily to
ensure budgetary compliance. The City’s system posts all School expenditures to a more condensed account
format, as well as maintaining revenue accounts and any balance sheet accounts required. Beginning in the
2008-2009 fiscal year, the School Department set up additional accounts and funds in their accounting system
to accommodate a full, self-balancing double entry fund accounting system. Short of full consolidation into one
centralized accounting system, we feel this step is a major milestone toward improving overall internal controls.
However, the fact remains that the City’s system is relied on for proper financial accounting in compliance with
generally accepted accounting principles and the School system is treated as a subsidiary ledger only, for
internal use as well as State Department of Education reporting. As a result, it is imperative that these two
systems are fully reconciled on a monthly basis and any differences be promptly adjusted. Currently, these
reconciliations are extremely cumbersome. During the year, at various times, they were attempted for the
general fund, the lunch fund and the adult education fund. However, reconciling differences identified are
numerous and corrections are not always made. Additionally, it is our understanding that during 2008-2009 the
grant funds have not been reconciled.

We recommend that beginning in 2009-2010, the School Department and City work together to determine
what transactions are causing difficulties in the reconciliation process. Whenever possible, the posting of
transactions should be consistent — both with respect to when a transaction is posted (timing) and how it is
posted. A consistent system should be implemented as to how transactions initiated by the School Department
are communicated to the City and how transactions initiated by the City are communicated to the School
Department. If new accounts or funds are established by the School Department, information should be
provided to the City as to the fund purpose and type (i.e. part of the general fund, a special revenue, or capital
project).

Status: Some improvements have been implemented during 2009-2010. See current year comment #2010-1.
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CITY OF PORTLAND, MAINE
Status of Prior Year Findings and Questioned Costs for Federal Awards
June 30, 2010

#2009-2 - Department of Transportation, for the period July 1, 2008 through June 30, 2009, CFDA #20.814,
Fireboat Construction

Statement of Condition: Required quarterly reports had not been filed.

Criteria: The Department of Transportation requires that quarterly Financial Status Reports be filed along with a
Final Status Report, which is due upon full disbursement of grant funds.

Effect: The Department of Transportation may not be able to correctly monitor the financial status of the
program.

Cause: City personnel were not aware that these reports were required.

Questioned Costs: None

Recommendation: We recommend the City develop a system to track reporting requirements for grants
including due dates of any required reports to ensure compliance with the requirements of the grant.

Status: This grant was completed during the fiscal year ended June 30, 2009 and all required reports have since
been filed.
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