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Introduction

Since June 2, 2005, the Audit and Finance Committee has met several times, initially
with the charge of providing input to the City's budget for 2005-06. That role has
expanded considerably based on meetings with the Mayor, City Auditors, Finance
Director and City Manager. The City’s auditors, Kern, Shores and Company, provided
the Committee valuable information regarding their 2003-2004 audit findings. The City
Finance Director has provided valuable background information. Most recently the City
Manager has been a major resource.

Considering that this is an important subject that has been receiving a lot of attention both
in and outside of City Hall, the Committee deemed it appropriate to provide the council
and community with a brief Status Report of findings and progress to date. In addition
this committee will continue its work to assist the city in these remedial efforts.

A. Fiscal Year (FY) 2004 AUDIT (July 1. 2003-June 30, 2004)

In the July 20" meeting of the Audit and Finance Committee, the final independent
auditor’s report for FY 2004 and the City’s response to the audit findings were reviewed.
The purpose of the Audit and Finance Committee Status Report is to provide an overview
of the City’s commitment to resolve the audit findings agreed to during this meeting.

The FY 2004 audit report included an adverse opinion due to the omission of the Thunder
Creek Golf Course Authority and the McAlester Regional Health Center Authority. The
audit report included a gualified opinion due to the City’s failure to maintain complete
capital asset records. In addition, the audit report contained Reportable Conditions —
which, for the purpose of the Audit and Finance Committee Status report are classified as
Procedural and Systemic. The systemic findings involve the upgrade of the current
financial system and the implementation of capital assets identification and tracking

system.

The following summarizes what these findings mean and the City’s response to address
each of these areas:

Adverse Opinion — The City has committed to include the financial activities of the
Thunder Creek Golf Course Authority and the McAlester Regional Health Center
Authority in the City’s Annual Report. The McAlester Regional Health Center Authonty
has had an annual audit routinely, but the audit was not included in the City’s audit for
several years. However, it will be included in the FY 2005 Annual Audit Report and has
been published on the City’s website. Inclusion of the Thunder Creek Golf Course
Authority is pending determination of legal status and review of available records. In
about 1999, the Authority dissolved and the last audit was performed. No records are



available at this time and the status of ownership of the golf course is unclear. Therefore,
no audit is available or can be completed at this time.

Committee Analysis

The McAlester Regional Health Center Authority data has been included. When
the status of Thunder Creek is determined and the golf course financial data is
either included or excluded because the City clearly owns, or no longer owns
Thunder Creek, then the City’s auditors should be able to eliminate the Adverse
Opinion related to the Thunder Creek Golf Course audit.

Qualified Opinion — The City has committed to identifying and tracking capital assets
going forward. The City of McAlester has always maintained an asset inventory of
capital assets. Some capital assets though included in inventory have not been
depreciated over time and contribute to the findings of the audit. Buildings and high cost
items have been depreciated and all significant assets (i.e. vehicles, computer equipment,
etc.) have been tracked through inventory. Any items that are no longer used are
surplused and auctioned annually. Recommended depreciation of fixed assets excluding
infrastructure will be initiated once Accounting Policies and Procedures, which are
currently under development, are adopted and the process defined. The draft Accounting
Policies and Procedures will be presented to the Audit and Finance Committee to review
and amend as needed prior to adoption.

The other contributing factor to the finding is that, current government accounting
standards also require governmental entities to retroactively record all major
infrastructure assets (roads, bridges, water and sewer lines, etc). The minimum
requirement is to report major infrastructure assets acquired after June 30, 1980. Smaller
cities and towns across the state and nation are experiencing great difficulty in
implementing this requirement and McAlester is no exception. An implementation time
frame has not yet been determined.

Committee Analysis

The Committee will work with the City to determine how best to meet this
requirement. The City will likely continue to receive a qualified opinion in this area
until the requirement is met.

Procedural Findings — The procedural issues pertain to day-to-day operations and the
corrections to these findings involve changes to or implementing new operating
procedures. These procedural changes have been or are in the process of being
implemented. The following example is provided to illustrate a procedural issue:

The City and Authorities have no formal policies or procedures established for the
maintenance of annual and sick leave records in total or reconciling the departmental
totals to the total leave calculated for the City as a whole.






