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The Honorahle Mayor and City Council Members
City of Fort Worth
Fort Worth, Texas

Dear Mavor and City Council Members:

in p&mn ing and performing our audit of the financial statements of the City of Fort Worth {the
“City"yas of and for the year ended September 30, 2012 (on which we have issued our report
dated March 19. 2013, which inciuded a reference to other auditors), in accordance with auditing
standards generally dLLthed in the United States of America, we considered the City’s internal
control over financial reporting as a basis for designing audit prou,éums that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
City’s internal control over financial reporting. Accordingly, we do not express an opinion on the
u‘m{ veness of the City’s internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and was not designed to identify all deficiencies in internal
control over financial reporting that might be significant deficiencies or material weaknesses.
However, in connection with our audit. we have identified, and mcluded in the attached
Appendix, certain matters involving the City’s internal control over financial fcg‘mr{m; that we
consider to be significant deficiencies under standards established by the American Institute of
Certified Public Accountants.

We have pf‘é:\f%@miv communicated cerfain matters noted during our audit of the financial
statements of the City for the vear ended September 30, 201 1. which we considered to be material

weaknesses or significant deficiencies. in our report to management and those charged with
governance dated March 20, 2012, As of the date of this fﬁ:p{'}z’f we believe the City has not
remediated certain of these materia % weaknesses or significant deficiencies. We have outlined in
the artached Appendix those previously reported matters which we believe have not vet been
remediated.

We have also identified. and included in the attached Appendix. other deficiencies involving the
City's internal control over financial reporting and other matters as of September 30, 2012 that
we wish 1o bri

our attention.
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Although we have included management’s written response to our comments in the attached
Appendix, such responses have not been subjected to the auditing procedures applied in our audit
and, accordingly. we do not express an opinion or provide any form of assurance on the
appropriateness of the responses or the effectiveness of any corrective actions described therein.

This report is intended solely tor the information and use of management. the City Council,
others within the organization. and federal and state awarding agencies and is not intended 10 be.

and should not be, used by anvone other than these specified parties.

Yours truly,

Delote ¢ Toucha LLP
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APPENDIX

SECTION | — MATERIAL WEAKNESSES OR SIGNIFICANT DEFICIENCIES
IDENTIFIED IN A PREVIOUS AUDIT THAT HAVE NOT YET BEEN
REMEDIATED

‘¢ identified and previously communicated the following deficiencies that were considered to be
a m'itcnai weakness or significant deficiency in the City’s internal control over financial
reporting during our audit of the financial statements of the City for the vear ended September 30,
201 1. As of the date of this report, we believe these deficiencies have not vet been remediated by
the {,,m,

Significant Deficiency: Accounting for Capital Assets (updated from fiscal years 2004-2011)
Criteria — Proper accounting for capital assets requires the maintenance of an accurate, detailed

listing of all expetzditur% that meet the City’s criteria for capitalization — those that are long-lived
and meet the City’s capitalization threshold.

Condition — A significant amount of effort has been made by the City over the past several vears
1o improve the practices used to account for and report the City’s investment in capital assets.

For fiscal years 2008 through 2012, we did not note the level of errors that were noted in previous
vears related to capital assets. Audit adjustments for fiscal yvears 2008 through 2012 related to
capital assets were generally 1solated to specific areas of the accounting process. However, there
are certain matters that remain unresolved. These matters include:

# The need for the City to upgrade its current Excel-based approach to accounting for
capital assets to a more controlled database environment. such as a module 1o the planned
i“RP system

e A lack of consistent apfm;uzmm of the City"s formalized written policies for capital assets

by all departments of the (it

s A lack of proper commaunication between the Financial Management Services
Department and other City departments regarding Construction-in-Progress ("CIP™)
resulting in improper classilication of certain completed projects within CIP and
improper timing of reclassification of CIP to capiial assefs in use. specifically in smaller
enterprise funds for fiscal 2012

Capital

reest asset. As of September 30,
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»has over $4 billion in net book value o ‘§ ”u;ﬁ‘i assets and has over

track and manage CIP costs.
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assets without a significant effort made at vear-end 10 review transactions for the existence of
such errors.

Recommendation ~ The following recommendations should be considered by City management.

+ implement a more sophisticated system of accounting for capital assets. Such a system
should contain automated controls to ensure proper accounting and reconciliation of
capital assets. Consider the émp{'}ﬁance of fully integrating an electronic capital asset
system with the City’s general ledger system and plan appropriate timing for the
implementation of any new capital asset system relative to the City’s overall ERP
implementation time-table.

¢ Implement and provide training on the City’s policy that defines when CIP projects are
considered complete and should be transferred to completed assets.

= Onan overall basis. improve communication between the operating departments and the
Financial Management Services Department related to capital assets.

SECTION i —REMEDIATED MATERIAL WEAKNESSES OR SIGNIFICANT
DEFICIENCIES

In prior vears, we identified the following deficiencies that were considered to be material
weaknesses or significant deficiencies in the City’s internal control over financial reporting, and
which were remediated by the City as of September 30, 2012

Significant Deficiency: Grant Management (updated from fiscol year 2018)

Condition — Numerous errors were noted in the City’s accrual and deferral of grant revenues and
the related receivables, which required adjustments in the ascg;}uming records and in the Schedule
of Expenditures of Federal and State Awards ("SEFA™). Although not material to the City
financial statements as a whole or to the SEFA. these errors required substantial effort 1o research
and correct.

Significant Deficiency: Computer System Access Controls (updated from fiscal years 2006~
2016}

&

Condition and Cause ~ Although improvements continue 1o be made in this area during fiscal
fol
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r 2011, the following deficiencies s stit noted éii?fmf the “?Ci‘?i rmance {*f our g)i‘{}ilééii?éiS
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SECTION Il — OTHER MATTERS

Our observations concerning other matters related to operations, compliance with laws and
regulations. and best practices involving internal control over tinancial reporting that we wish to
bring to your attention are as follows:

Finuncial Management Services Department Staffing
Criteria — The current complexity of governmental accounting and reporting, combined with the

size and activity of the City of Fort Worth, require a Financial Management Services Department
that is statfed and trained to a high level of expertise and competency.

Condition and Context ~ Because of certain material errors and issues in the City’s financial
records, the City’s annual financial reporting was delayed for the 2004 through 2008 fiscal years.
Beginning with the 2007 {iscal vear, the City contracted an outside firm to augment the City
accounting staff i enable the City to address the accounting and reporting issues and to put the
City’s annual reporting back onto a normal timetable. The restoration of a timely reporting
process was accomplished in fiscal 2009, However, this outsourcing of the annual closing and
reporting process has resulted in a lack of development of City staff in the skills necessary to
perform these functions without outside assistance. City staff should have strong analvtical skills
to appropriately record and review financial activity throughout the year and not only at year-end
in preparation for the preparation of the financial statements and the annual audit.

Cause — City personnel in the Financial Management Services Department have suffered a certain
amount of turnover and change to their department such that the current staff have nof been
responsible for the closing and reporting process for several years.

P ffect — Although the accounting and reporting function can certainly be outsourced on a
p@rmag’;em basis, we understand that it is the City’s desire to bring this f‘mf*iii‘m back into the
Financial Management Services Department. Ei'i{)%%’é?i":f* the skills necessary to do s6 have not
been developed among the current City staft. Therefore we do not he E ieve the current Financial
Management Services Department personnel have the background. training, experience and
analvtical skills necessary o accomplish the financial reporting responsibilities without assistance
from an outside consuliant.

1 made
ng. and we further commend the City for its
a*%;a?t« o zz;w?szé &?5 aui?déiﬁ%;’z the Cit £y systems through the ERP svstem implementation,
Additional support should be provided 10 %?és: F zmﬂuéi %zamgzzm -1t %u’xzms E}cg}&:@mx
personnel to ensure that. as the outside ¢ sponsibili
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The standard addresses SCAs in which there is an arrangement between a tran%?@mr {a
government) and an operator {governmental or nongovernmental entity) in which (1) the
transferor conveys to an operator the right and related obhigation to provide services through the
use of infrastructure or another public asset (a “facility”) in exchange for significant consideration
and (2} the operator collects and is compensated by fees from third g}amm The statement also
includes required disclosures about the SCAs. This standard becomes effective for the City in
fiscal vear 2013

GASB 61 The Finunciad Reporting Entity: Ommibus—an amendment of GASB Statements No. 14
and No. 34 was issued in November 2010 to improve financial reporting for a governmental
reporting entity. The standard modifies certain requirements for inclusion of component units,
amends criteria for blending. and clarifies the reporting of equity interests in legally separate
entities. This standard becomes effective for the City in fiscal vear 2013

GASB 62: Codification of Accounting and Financial Reporting Guidance Contained in Pre-
Navember 30, 19859 FASB aund AICPA Pronouncements was issued in December 2010 to
incorporate into the GASB’s authoritative literature certain accounting and financial reporting
guidance that is included in the following pronouncements issued on or before November 30,
1989, which does not conthict with or contradict GASB pronouncements:

1. Financial Accounting Standards Board (FASB) Statements and Interpretations

2. Accounting Principles Board Opinions

3. Accounting Research Bulletins of the American Institute of Certified Public Accountants’
(AICPA)Y Committee on Accounting Procedure.

1is standard becomes effective for the City beginning in fiscal vear 2013,

GASB 63: Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of
Resources. und Net Position was issued in June 2011 to improve financial reporting for a
governmental reporting entity. The standard provides financial reporting guidance for deferred
azz{flm% of resources and deferred inflows of resources. Concepts Statement No. 4. Elements of

Financial Statements. introduced and defined those elements as a consumption of net assets by
the government that is applicable 10 a future reporting period. and an acquisition of net assets by
the government that is a;}ﬁzsms le to a future reporting period, respectively. This standard
becomes effective for the City in fiscal vear 2013,

GASE Statement No. 650 frems E’w}zsf;asxh Reported as Assers and Liobilities was issued iy
March 2012 and «,,sm%sé shes accounting and financial reporting standards that reclassify. as
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service fee rate differs significantly from a current (normal} servicing fee rate. This standard
becomes effective for the City in fiscal vear 2014

GASB Swuatement 67: Financial Reporting for Pension Plans was issued in June 2012, This
Statement replaces the requirements of Statements No. 25, Financial Reporting for Di?fmcd
Benefit Pension Plans and Note Disclosures for Defined Contribution Plans, and No. 50, Pension
Disclosures, as they relate to pension plans that are administered through trusts or equivalent
arrangements that meet certain criteria. Most significantly, this statement requires the net pension
liability to be measured as the total pension liability, less the amount of the pension plan’s
fiduciary net position. Actuarial valuations of the total pension liability are required to be
performed at least every two vears, with more frequent valuations encouraged. This standard
becomes effective for the City in fiscal vear 2014.

GASB Statement No. 68: Accounting and Financial Reporting for Pensions was also issued in
June 2012 and establishes accounting and financial reporting requirements related to pensions for
governments whose employees are provided with pensions through pension plans, as well as for
nonemplover governments that have a legal obligation to contribute to those plans. This statement
requires the recognition of the entire net pension liability and a more comprehensive measure of
pension expense, along with additional required footnote disclosures. This standard becomes
effective for the City in fiscal year 2015,

FASE Statement No. 69: Governnment Combinations and Disposals of Government Operations
was issued in Janoary 2013 and establishes accounting and financial reporting standards related to
government combinations and disposals of government operations. As used in this Statement, the
term governmeni combinations includes a variety of transactions referred to as mergers,
acquisitions, and transfers of operations. This standard becomes effective for the City in fiscal
2015

Recommendation — Review all GASB Statements listed above and their implications to determine
the potential impact on the District’s financial statements.

SECTION IV — DEFINITIONS

The definitions of a deficiency, 2 material weakness, and a significant deficiency that are
established in AU 325, Communicating Internal Control Related Maters Ideniified in an Audit.
are as follows:

wed fzzg%g%{::z‘és;ﬁ 1o pre
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A material weakness 1s a deficiency, or combination of deficiencies. in internal control over
financial reporting, 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.

SECTION V — MANAGEMENT’S RESPONSIBILITY FOR AND THE
OBJECTIVES AND LIMITATIONS OF INTERNAL CONTROL

i'he following comments concerning management’s responsibiiity for internal control over
financial reporting and the objectives and inherent limitations of internal control over financial
reporting are adapted from auditing standards generally accepted in the United States of America.

Management’s Responsibility

The City’s management is responsible for the overall accuracy of the financial statements and
their conformity with generally accepted accounting principles. in this regard, management is

also responsible for establishing and maintaining effective internal control over financial
reporting.

Objectives of Internal Control over Financial Reporting

Internal control over financial reporting is a process affected by those charged with governance,
management. and other personnel and designed to provide reasonable assurance about the
achievement of the entity’s objectives with regard to reliability of financial reporting,
effectiveness and efficiency of operations, and compliance with applicable laws and regulations.
Internal control over the safeguarding of assets against unauthorized acquisition, use, or
disposition may include controls refated to financial reporting and operations obiectives.
Generally, controls that are relevant 1o an audit of financial statements are those that pertain to the
entity’s objective of rehable financial reporting (1.e., the preparation of reliable financial
statements that are {airly presented in conformity wi ith generally accepted accounting principles).

Inherent Limitations of Internal Control over Financial Reporting

e of the inherent limitations of internal conirol over financial reporting, including the

{ collusion or improper management override of controls, material misstatements due
to error of fraud may not be prevented or detected on a timely basis. Also, projections of any
evaluation of the effectiveness of the internal control over financial reporting to future periods are
subject 10 the risk that the controls may bece ome inadequate because of changes in conditions, or
hat the degree of compliance with the policies or procedures may deteriorate.
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