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1. INTRODUCTION AND OVERVIEW

ntroduction EDRAFT

In the summer of 2010, the Town of Stoughton, via its Committee on Finance and Taxation
issued a comprehensive Request for Proposal (RFP) to conduct an “operational audit™ of various
areas of the Town. Malloy, Lynch, Bienvenue, LLP (MLB) responded to this RFP and within our
response provided the Committee a framework on how it could meet its goals and objectives,
within the amount budgeted. Based upon our further discussions, the broad objectives presented
in the RI'P were narrowed, a time budget was developed and specific tasks were identified for our
work to commence. These tasks included:

» General finance office review (including review of accounting ledgers, appropriations and
special revenue funds)

* Review processing procedures of purchasing and accounts payable function (includes bidding
and procurement)

» Review processing procedures of revenue/receipts and accounts receivable function
(including review of status of Tax Increment Financing Agreements)

» Review hiring and payroll procedures and the payroll function (including HR function)
Review existing financial reports

s Review administrative operations of the following departments:

School Department

Department of Public Works

Library

Police Department

Fire Department

Cedar Hill Enterprise Fund (Golf Course)

OO0 ¢ 00O

Select a sample of employee payroll transactions for detail testing procedures

Select a sample of contracts for detail procurement related testing procedures

Select a sample of disbursements for detail expenditure testing procedures

Present a report of our findings on performing the above procedures, considering various
regulatory and statutory requirements, utilization of IT, personnel efficiency and best
practices,

MLB has completed its work on the above tasks and herein is presenting our report of conditions,
along with our comments and recommendations related thereto in the accompanying pages.

Part II of our report describes, in summary, the procedures generally used by Town departments
in the processing of administrative information. This information is presented for the purpose of

context and discussion when considering our subsequent comments.

Part III of our report describes additional work performed by MLB on specific areas requested to
be covered by our work.
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Introduction (continued) D R AF T

Part [V of our report provides the Town with a list of our comments and recommendations based
upon the work we performed. In summary, our comments include:

« 5 town-wide comments relative to administration and finance

e 10 general financial management comments and considerations

¢ Results of our test of procedures, including a potential recovery of approximately
$20,000 for overpayments to an insurance provider

¢ 36 specific departmental and/or functional comments and recommendations

Part V of our report consists of several appendices, including summarized financial information
which provide additional detail and context te the body of our report.

A report of this type is critical by nature because its purpose is to identify areas where compliance
could be improved and other improvements could be made. Accordingly, we have not
commented on the many positive attributes of the Town’s financial and administration systems,
its staff or their efforts. It is important to understand that it is generally not practical to achieve
ideal internal contrel, nor 100% compliance with every law or regulation in the complex
governmental finance and administration environment, although adopting, maintaining and
monitoring a process and systems suited to the needs of your organization should be expected.
Practical considerations, cost-benefit considerations, budget and available resources are all
important factors in weighing the advantages and disadvantages of our comments and
recommendations over the present practice and procedure.

Furthermore, it is important to emphasize that the objective of our work was to evaluate an
organization and its processes, and not its individual employees. In our experience, all
organizations and its employees are in need of continuous improvement. Our recommendations
are directed at prompting discussion and consideration of ways to help your organization make
those improvements.
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Overview of the Town of Stoughton, Massachusetts

The Town of Stoughton, Massachusetts (Norfolk County) is a residential suburb located 19 miles
south of Boston. The primary services of the Town include: public safety, including police, fire
protection and ambulance; public works, including rubbish disposal, recreational services,
including library and the Cedar Hills golf course; K — 12 education; human services including
elderly and veterans services and public health services; and water and sewer service; as well as
general government administrative services.

The Town operates under a Town Charter and is governed by a voter elected five-member Board
of Selectman, who appoints a Town Manager. Town voters elect town meeting representatives
on a precinct basis to form its representative town meeting. Voters also elect a five-member
School Committee, who operate as the “Head of Department” for the public schools and appoint a
School Superintendent.

In addition, voters elect representatives of the Stoughton Housing Authority, the Redevelopment
Authority and the Southeastern Regional School District.

In April of 2010, Moody’s Investor Services affirmed its long-term rating of A-1 to the Town’s
outstanding general obligation bonds. The ‘A’ rating indicates the Towns long-term obligations
are “considered upper-medium grade and are subject to low credit risk.” The ‘1’ modifier,
indicates the issues are ranked in the higher end of its generic category, while a ‘2’ modifier
indicates the mid-range and a ‘3’ indicates the lower-end of the generic category. According to
Moody’s “The Al rating reflects a narrowed but stabilizing financial poesition, a favorably located
and large tax base, and a manageable debt position.” Furthermore, Moody’s reports “the Towns
wealth levels approximate Commonwealth averages, as does the equalized value per capita of
$146,137, but all indicators exceed national medians with satisfactory margins.”

However, Moody’s also anticipates “the town’s $3.9 billion tax base valuation will continue to
soften over the near-term reflecting ongoing weakness in the regional housing and commercial
markets, but may stabilize in the long term given the town’s proximity to Boston.”

On a local level and similar to its neighbors, the Town enjoys a diverse tax base and a diverse mix
of manufacturing, services, retail and commercial trades. In part because of this diverse tax base,
the Town has opted to utilize a split-tax rate where a portion of the tax burden is shifted from
residential to commercial and industrial property owners. In fiscal year 2010 the residential tax
rate of $12.46 translated to an average single-family tax bill of $3,744, which is 14.7% less than
the state-wide average single-family tax bill. The fiscal year 2010 commercial, industrial and
personal property tax rate was $21.68.
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II. ADMINISTRATIVE PROCESS/PROCEDURES

Through review of existing documentation, interviews with town staff, walk-through of
procedures and tests of procedures MLB documented and evaluated certain Town procedures
focusing on compliance with statutory and regulatory compliance, best practices, efficiencies and
the use of information technology. The key administrative functions included:

1. Procurement/purchasing
2. Revenue/collection procedure, and
3. Human resources/payroll processing.

The following software systems/applications are generally used by the Town in processing and
maintaining data;

e KVS Financial Management System (FMS), utilized to maintain a complete town-wide
accounting ledger;

e KVS FMS, utilized to process warrants/accounts payable, and more recently purchase
requisitions (integrated with ledger);

e KVS FMS, utilized to maintain tax billing and collection records (integrated with ledger);
Budget Sense, utilized by the school department to maintain detail of the school departments
accounting budget and to process school department payroll and vendor checks;

e Patriot Properties Software, used by the Assessing Department to maintain assessors field
cards and assessment data;

Continental Utility Billing Solutions for water/sewer meter reading, billing and collection;

¢ Automatic Data Processing (ADP), a third party payroll service provider used to process
town payroll.

e Additionally, each department may have software or third party providers who provide
services specific to that department’s activity, for example Coastal Medical Billing for
ambulance billing.

«  Various versions of Microsoft Office products

Fiscal Year 2010 appears to have been a year of transition with regard to several administrative
procedures of the Town. In our conversations with Town personnel and our walk-through of
procedures, we noted distinct differences when evaluating and reviewing current procedures vs.
the practices and procedures that had been in place at the beginning of fiscal year 2010 and
previously. In previous years, administrative practices appear to have been highly decentralized,
particularly with regard to procurement and human resource/payroll administration, with each
department being largely responsible for its own administration and with some reporting to Town
financial offices. Procedures currently in place indicate a movement to consolidating
administrative functions and reporting at the town financial offices.
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In our review of the Town’s administrative procedures we evaluated the Town’s current
documented policies and procedures and conducted interviews and walk-through of procedures
with the following departments and/or offices:

Police Department

Fire Department

Cedar Hills Golf Course
School Department

Library

Assessing Department
Accounting Department
Treasurer/Collectors Office
Town Managers Office
Department of Public Works

Based upon these procedures, following is a brief write-up of Town standard procedure for the
above mentioned administrative functions.

Procurement/purchasing

Pursuant to the Town’s charter, the Town Manager is the designated Chief Procurement Officer
for the Town, According to the charter, duties may be delegated to authorized representatives.
The Town’s purchasing procedures manual requires certain positions to complete the
Massachusetts” Inspector General’s Public Contracting Overview seminar.

Beginning in July of calendar year 2010, the Town began to revise established procurement and
purchasing procedures, essentially centralizing all procurements through the Town Auditor and
Town Manager’s offices. Each department head is required to submit a purchase requisition
electronically through the KVS accounting system, prior to incurring any expenditure. Generally,
all purchases are required to have requisitions, with some limited exceptions for such payments
as: debt service, utilities, tax refunds, and health claims. The Town Auditor reviews each
requisition for reasonableness of the appropriation account being charged, and for each
requisition’s compliance with appropriate procurement laws (bids, quotes, etc). All purchase
order requisitions in excess of $3,000 must be reviewed and approved by the Town Manager.
Both the Town Auditor and the Town Manager approve the purchase order requisition
electronically through the KVS system. After a purchase order requisition is approved, a 3 copy
purchase order is generaled by the Town Auditor’s office. A copy is mailed to the vendor, a copy
is provided to the department and the final copy is maintained on file in the auditor’s office.

Invoices for goods and services are generally received directly by each department. Each
department head is required to review each invoice to the approved purchase order. Manual
vouchers are then prepared listing the invoices and accounts to be charged. The department head
is required to sign the voucher, and submit all original invoices to the Town Auditor’s office on
Tuesday afternoon. Vouchers are reviewed and processed by the accounts payable clerk. A
budget expenditure report is also generated to insure appropriations have not been exceeded. On
Wednesday a detailed warrant is generated to be dated Thursday. All warrants are required to be
signed by a majority of the Board of Selectmen, Town Auditor, and Town Manager.
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Checks for the vendor warrant are generated and signed electronically by the Town Auditor’s
office, and mailed by the Treasurer’s office after the warrant has been approved.

School department procurement and purchasing procedures are decentralized from the Town.
The school department utilizes a separate accounting system Budget Sense. Currently, the
Superintendent serves as Chief Procurement Officer for the school department. Purchase
requisitions for the school department are not performed through the computerized accounting
system. A manual requisition form is completed and forwarded to the school department’s
Financial Coordinator for review and approval. Requisitions for the administration office are
approved directly by the Superintendent. After the purchase order requisition is approved, the
school department’s accounts payable clerk generates a 3 copy purchase order. One copy is
mailed to the vendor, to the nitial requisitioner and the final copy is maintained on file in the
financial office.

Generally, invoices from vendors are mailed to the financial office. Personnel receiving goods or
services are required to sign the requestor’s copy of the purchase order acknowledging receipt of
the goods or services. This copy is forwarded to the financial office for review to the invoice,
office copy and Budget Sense. A detailed listing (warrant) is generated, which is required to be
signed by the Superintendent, and a majority of the School Committee. The signed warrant and
the original bills are then submitied to the Town Auditor. The Town Auditor must post school
department activity via journal entry into the town’s KVS accounting system. Checks for school
department expenditures are generated at the finance office and submitted to the Town Treasurer
to be disbursed after the warrant has been approved at the Town level.

Revenue/Collection procedure

The Town’s treasury function operates under the combined position of the Town
Treasurer/Collector. Generally, all departmental receipts of the Town, excluding wire transmittal
of state funds are collected at the various town departments and reported on a weekly basis to the
Town Treasurer. FEach department completes a manual “schedule of departmental turnover”
which indicates the breakout of monies received. This is provided to treasury personnel, who in-
turn manually date-stamp the turnover, verify the amounts being turned over, and give a receipt to
the department. A separate copy of the departmental turnover is provided to the Town Auditor
from the department for input into the accounting system and use for reconciliation between the
Treasurer on a monthly basis. Certain departments deposit directly into treasurer maintained
bank accounts (including third party ambulance servicer, deputy collector, and food service). For
these departments, deposit slips are provided with the departmental turnover, documenting the
monies being turned over. The treasurer generally deposits funds on a daily basis, and maintains
electronic cashbooks for recording activity, These cashbooks are utilized in preparing bank
statement reconciliations and reconciling cash activity with the Town Auditor. The Treasurer
indicated there are certain trust fund accounts which are solely in the custody of the school
department.

At the departmental level, cash and checks are received for the deparimental charges, fees, tax,
etc. Certain departments, such as Cedar Hills, collector’s office, library, school lunch, utilize
cash registers for the collections recording. Any payments made by check are required to be
made payable to the Town of Stoughton. Generally, pre-numbered receipts are not utilized.

6 of40



TOWN OF STOUGHTON, MASSACHUSETTS
Report on Results of Operational Audit

November, 2010
=DRAFT

In some instances, receipts are issued but are not pre-numbered (Cedar Hill). The Collector’s
office does not issue receipts, but rather the taxpayer’s copy of the bill is stamped “paid” and is
utilized as the receipt to the individual.

The Town Collector’s office generally collects payments associated with rcal estate taxes,
personal property taxes, motor vehicle excise and water and sewer charges. These payments are
posted directly by the Town Collector’s office to the taxpayers’ accounts. Real estate tax,
personal property tax, and motor vehicle excise accounts are maintained by the Town Collector’s
office on the KVS system, amounts do not directly post to the Town Auditor’s general ledger.
Rather, daily activity is batched electronically and must be electronically accepted by the Town
Auditor. This provides the Town Auditor a control system which allows daily batches to be
reviewed prior to being electronically accepted and imported to the general ledger for posting.
Water and sewer accounts are maintained in another non-integrated computerized software,
Continental Utility Solutions. The collector’s office has access to the water department’s separate
computerized billing system, for posting payments as processed and abatements as approved.
Reporting of these receipts is through the departmental turnover process. The Town Auditor and
Collector reconcile receivables generally on a quarterly basis.

Human resources/payroll processing

Currently, the Town does not maintain a separate human resources department, which would
typically be responsible for maintaining employment records, inclusive of step and grade
documentation, withholdings and compensated absence information. Currently, town employee
benefit records are maintained by the Treasurer's office and school department employees’
benefit records are maintained at the school department’s finance office. In addition, the Town
operates two distinct payroll systems for the town employees and the schoo! department
employees. The Town utilizes a third party payroll service, Automatic Data Processing (ADP)
for the gencration of payroll registers and checks. The school department generates payroll
registers and checks internally through the Budget Sense system.

The Town’s payroll cycle is bi-weekly. Town employees’ payroll is currently being processed
through the Town Treasurer’s office. Payroll vouchers are submitted to the Treasurer’s office on
Wednesday, generally for the period beginning on Sunday and ending on Saturday. Payroll is to
be paid on the following Thursday. Departments generally, submit applicable overtime hours up
through Tuesday. The Library submits hours through Saturday, which includes scheduled hours
for hourly employees who are not subject to any compensated absence accruals (i.e. sick,
vacation). Recently, the Town has implemented a policy which requires an approved Personnel
Action Form for all town employees to be on file to support the wage and benefits being
provided. This form generally indicates hire date, step/grade status and other contractual rates
(i.e. longevity, stipends, etc). This form is required to be signed by the department head, Town
Auditor, Town Treasurer, and Town Manager. This form is to be utilized as the source document
authorizing any changes to be made within the payroll system.

Each departmental payroll voucher is required to be signed by the department head. Payroll
information from the voucher is reviewed, footed and input into ADP by the payroll clerk. Once
complete, the information is transmitted to ADP for processing. Subsequently, payroll checks,
payroll registers are delivered from ADP to the Treasurer’s office.
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The payroll clerk reviews these registers to information originally transmitted, and also to the
payroll warrant created by the Town Auditor’s office from a copy of the payroll voucher to insure
all amounts reconcile. The payroll warrant is required to be signed by a majority of the Board of
Selectmen, the Town Auditor and the Town Manager. Timesheets and attendance records are
maintained at the departmental level and are not forwarded to the Treasurer’'s office.
Furthermore, compensated absences are currently not maintained in the ADP system. Each
department head is required to maintain an accounting at the departmental level for their
employees’ compensated absences as applicable.

School department employees’ payroll is processed internally at the school department’s finance
office.  Annually, teachers sign a contract acknowledging their respective step/grade in
accordance with union contract. Other salaried individuals have their own contracts. Payroll for
salaried personnel is salary by exception. Time cards are utilized for hourly employees.
Updating the required pay rates, withholding etc, for school personnel is performed in the Budget
Sense system by the Financial Coordinator as necessary. Compensated absences are maintained
for school personnel within the Budget Sense system.

Once payroll has been entered, a payroll journal report is generated. This report is reviewed by
the Financial Coordinator for accuracy. The payroll checks are then generated as well as a
warrant summary. The warrant summary is submitted to the Superintendent and the school
committee for approval, The checks and the warrant are submitted to the Town Treasurer’s
Office for review and are disbursed upon approval of the warrant by the Selectmen.

IlI. OTHER MLB PROCEDURES

In addition to interviewing Town personnel; general inquiry and cobservation in order to gain an
understanding of the Town’s administrative procedures, MLB completed additional procedures in
performance of our work. This additional work helped to support, or verify our understanding of
the flow of information and the various practices used by Town personnel, or was performed to
gather additional information on matters we were asked to consider. These procedures included
the following:

Review of financial books and records and of financial reports

As a basis for better understanding the Town, its operational structure and financial status, we
completed a financial review. Documentation of this review is included in the appendices at
appendix A. Performing this review was a key procedure in gaining a base-line understanding of
Town financial operations and in accomplishing some of the goals established by the Commitiee
on Finance and Taxation.

The financial review consisted of a thorough multi-year review of the Town’s accounting records
beginning with budgetary documents and including a review of the tax rate recap used in setting
the Town’s tax rate; a review of the Town's chart of accounts; actual detailed general ledger of
accounts; consideration of fund and account utilization and structure; a review of in house year-
end financial reports used for certification of free cash; encumbrances and continued
appropriations; as well as a review of issued annual audited financial statements and reports,
Schedule A, and School Department End of Year Reports.
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From this data, we performed a 3-year trend analysis of budget and actual data. It is important to
note the goal of this review was to obtain information with regard to the advisory engagement at
hand, not to perform an audit of the data contained therein. We do not express an opinion on any
of the financial reports noted above.

As a result of our financial review, we have derived several comments and suggestions, which are
identified in Part IV of this report. Notwithstanding these comments, however, we are pleased to
report the foundation of the Town’s accounting and finance functions are solid.

The core finance functions of Accounting, Assessing, Treasury and Collections are directed by
long-term, experienced employees who are well respected in their respective fields and appear to
be fulfilling the statutory and regulatory duties associated with their offices.

The Town Auditor maintains a complete general ledger of accounts in accordance with relevant
provisions of Massachusetts General Laws and Massachusetts Department of Revenue
regulations and guidance. Key internal controls and accounting functions are in place and appear
to be operating effectively. A review of the Towns general ledger indicates an appropriate level
of accounts. Various ‘funds’ are utilized in the ledger and appear to be properly authorized,
either by a provision of MGL, or through Town Meeting Authorization. Required financial
reports appear to have been filed and annual audits of financial statements are performed.

The Town Treasurer/Collector maintains, as required, a ‘Treasurers Cash Book’ of bank account
activity and reconciles activity on an ongoing, periodic basis throughout the year. With regard to
collecting and depositing departmental/town receipts, the Treasurer utilizes an acceptable system
of ‘turnovers’ and procedures generally in compliance with provisions of MGL and DOR
regulations. The Treasurer is active in cash management and in administering the Town’s
outstanding indebtedness.  Additionally, the Treasurer/Collector office is fulfilling the
responsibility for administering the Town’s payroll process. On the Collector side, the
Treasurer/Collector administers the Town’s tax collection process. Again, administration of this
process appears to be in accordance with MGL and DOR regulation. In addition, to being
compliant with laws and regulation, the Treasurer/Collector also appears to be effective in
collecting town revenues. Collection rates on real estate, personal property and motor vehicle
excise are very good to excellent and uncollected balances appear to be leined on a timely basis
and appropriate collection methods extended. Substantial reconciliation of outstanding accounts
receivable are reconciled with the Town Auditor on a periodic basis.

The Assessors office also meets its statutory and regulatory requirements. The Assessing office
is carrying out several processes and procedures to ensure town property is assessed at “full fair
and cash value” as contemplated under MGL. The Assessing office provides for maintaining the
Town’s ‘tax maps’ and provides assessing field cards on each parcel. Interim year adjustments
and a triennial certification plan are in place and follow acceptable valuation methods. Sales and
market data are monitored and maintained by the Assessing office and the Town’s inventory of
property appears to be properly coded in accordance with DOR regulations. Reporting of
property information is readily available through the Patriot Properties software used by the
department. The Assessing office is also responsible for the Town’s “overlay account” providing
for abatements and for following cases through the Appetlate Tax Board, if needed.
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Annually, the Assessing office plays a key role in ¢stablishing the Town’s tax rate and its

subsequent approval through the DOR. Various reports required in this regard appear to have
been timely filed and accurately prepared.

Tests of Transactions

In addition to the financial review, MLB personnel also performed specific tests of transactions.
Our summary test work papers are included at appendix B. The results and conclusions of these
tests of transactions are documented at Appendix C.

In consultation with the Committee on Finance and Taxation, we picked a selective sample of 50
payroll transactions, (10 each from Fire, Police, School, DPW, and Library). For cach of these
transactions we tested the following:

1. Payroll of the period selected (per payroll register) agreed to the warrant/voucher
authorized

2. Department property authorized the payroll

Examined source documents (time cards/sheets/shift logs, etc.) to verify time worked and

department head approval of additional time

Payroll charge was properly authorized via the warrant process

Traced warrant total to payroll register total for each department

Verify Personal Action Form is authorized and on file (Supt. Authorization for schools)

Trace step, grade, and pay rate(s) from PAF to the applicable bargaining agreement

Recalculate base (regular) pay and verify to bargaining agreement

Recalculate overtime pay (also see #3)

0. Recalculate aggregate gross pay to include other pays (i.e. shift differential, overtime,

etc..) and verify (also see #3)

11. Recalculate employee benefit withholdings and verify to documentation on file (i.e.

retirement, health and dental, etc...)

e e A

MLB staff reviewed the Town’s provider information report for vendors who received greater
than $5,000 for fiscal year 2010. In reviewing this report, MLB picked a selective sample of 13
vendors who qualified to require written contracts and potentially required a formal procurement
process. A general review of the contract and services provided were performed and the
following procurement attributes were tested/considered:

1. Valid purchase order issued and authorized by Town Manager, School Superintendent
and Town Auditor
2. Purchase order issued in a timely manner (2 weeks)
o Purchase order was approved prior to the purchase of the goods/services
3. If applicable, documentation exists on receiving 3 written quotes for purchases between
$5,000 and $24,999
4. 1f applicable, sealed bids or proposals were received for purchases over $25,000
5. Notate any process for exceptions
6. Contract on file with Town Auditor
o Review additional bid documents for completeness
7. If applicable, review change orders for proper approval
8. If applicable, for multi-year contracts payment must be subject to available appropriation
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. Trace the appropriation to Town Meeting authorization

10. Trace the amount and appropriation charged from invoice to subsidiary and general
ledgers and determine propriety

11. Invoices/bill schedules were authorized for payment by Department Head, Clerk of the
Works, if applicable (also considered Architect and Engineering authorizations)

12. Determine if contract payment activity is being properly monitored within the terms of
the contract by the Town Manager (or Superintendent) and Town Auditor

13, Determine if contract activity and provisions are being sufficiently monitored.

14. If applicable, verify prevailing wage rate provisions are being applied and verified by the
contract monitor and/or Department responsible for overseeing the contract.

MLB selected from approved warrants 50 cash disbursements and reviewed each for the
following attributes:

Warrant was properly signed and authorized

Traced and agreed amount reported on the warrant to the original invoice
Invoice (or voucher) has proper approval by Department Head

Appropriation account charged was reasonable {or the goods/services provided
Invoice was paid timely and recorded in the proper period

Uk =

Verifying of Position Control Information

As part of our work related to human resources and payroll processing MLB spent a good amount
of time reviewing employee classification issues as well as budgetary approval issues concerning
departmental staffing and salary appropriations. As a result of this work, we have comments
relative to position control in Part IV of our report. A listing of municipal and school employees,
their position, their bargaining unit and, step/grade information is included at Appendices D
through G.

As part of our test of the data identified in the town-side position control information, we
requested and reviewed from the Treasurer’s office a reconciliation of 5 employees reported W-2
wages for calendar year 2009 to the base wage appropriate for the listed step and grade. There
were no exceptions noted.

TIF procedures

In addition to reviewing revenue and receipt procedures and inquiring of specific revenue
transactions recording in the Town’s general ledger, MLB also undertook a cursory review of
Town Tax Increment Financing agreements. This work included:

e Obtaining and reviewing each TIF agreement

e Reviewing TIF payment calculations provided by the Assessing office
e Reviewing and the process for billing and collection of TIF agreements
e Reviewing the disposition of TIF payments in the general ledger.
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