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Mary Taylor, cpa

Auditor of State

INDEPENDENT ACCOUNTANTS’ REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
REQUIRED BY GOVERNMENT AUDITING STANDARDS

City of Norwood
Hamilton County

4645 Montgomery Road
Norwood, Ohio 45212

To City Council:

We have audited the financial statements of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information of the City of Norwood, Hamilton County, Ohio
(the City), as of and for the year ended December 31, 2008, which collectively comprise the City’s basic
financial statements and have issued our report thereon dated December 18, 2009. 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 the Comptroller General of the United States’
Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Government’s internal control over financial
reporting as a basis for designing our audit procedures for expressing our opinions on the financial
statements, but not to opine on the effectiveness of the Government's internal control over financial
reporting. Accordingly, we have not opined on the effectiveness of the Government’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 would not necessarily identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses. However, as discussed below,
we identified certain deficiencies in internal control over financial reporting that we consider significant
deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in performing their assigned functions, to prevent or detect misstatements on a timely basis.
A significant deficiency is a control deficiency, or combination of control deficiencies, that adversely
affects the City's ability to initiate, authorize, record, process, or report financial data reliably in
accordance with its applicable accounting basis, such that there is more than a remote likelihood that the
City’s internal control will not prevent or detect a more-than-inconsequential financial statement
misstatement.

Corporate Centre of Blue Ash / 11117 Kenwood Rd. / Blue Ash, OH 45242
Telephone: (513) 361-8550 (800) 368-7419 Fax: (513) 361-8577
www.auditor.state.oh.us
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We consider findings 2008-001, 2008-002, and 2008-004 described in the accompanying schedule of
findings to be significant deficiencies in internal control over financial reporting.

A material weakness is a significant deficiency, or combination of significant deficiencies resulting in more
than a remote likelihood that the City’s internal control will not prevent or detect a material financial
statement misstatement.

Our consideration of the internal control over financial reporting was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in the internal control
that might be significant deficiencies and accordingly, would not necessarily disclose all significant
deficiencies that are also material weaknesses. We believe findings number 2008-001, 2008-002, and
2008-004 are also material weaknesses.

We also noted certain internal control matters that we reported to the City’s management in a separate
letter dated December 18, 2009.

Compliance and Other Matters

As part of reasonably assuring whether the City’s financial statements are free of material misstatement,
we tested its compliance with certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could directly and materially affect 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 an opinion. The results of our tests disclosed instances of
noncompliance or other matters that we must report under Government Auditing Standards which are
described in the accompanying schedule of findings as items 2008-001 through 2008-005.

We also noted certain noncompliance or other matters not requiring inclusion in this report that we
reported to the City’s management in a separate letter dated December 18, 2009.

The City’s responses to the findings identified in our audit are described in the accompanying schedule of
findings. We did not audit the City's responses and, accordingly, we express no opinion on them.

We intend this report solely for the information and use of management and City Council. We intend it for
no one other than these specified parties.

Mary Taylor, CPA
Auditor of State

December 18, 2009



CITY OF NORWOOD
HAMILTON COUNTY

SCHEDULE OF FINDINGS
DECEMBER 31, 2008

FINDINGS RELATED TO THE FINANCIAL STATEMENTS
REQUIRED TO BE REPORTED IN ACCORDANCE WITH GAGAS

FINDING NUMBER 2008-001

Noncompliance/Material Weakness

Ohio Rev. Code, Section 733.43, states that the treasurer of a municipal corporation shall keep an
accurate account of:

(A) All moneys received by him, showing the amount thereof, the time received, from whom, and on what
account received;

(B) All disbursements made by him, showing the amount thereof, the time made, to whom, and on what
account paid.

The City Treasurer did not prepare accurate cash reconciliations during 2008. The following issues were
noted from review of the City’s financial records and bank statements:

. At December 31, 2008 a $263,588 reconciling item was used on the Treasurer’s reconciliation to
balance the book to the bank that had no supporting documentation and the City could provide no
explanation. The Auditor of State audited year-end reconciliations for 2008 determined that the
City’s bank balance is greater than the book balance by $90,781 including the positive payroll
variance.

= At December 31, 2008 the City’'s reconciled payroll account had unidentified bank balances of
$161,361.

= At December 31, 2008 the City reported $18,923 in returned checks dating from January 2007
through December 2008 that had been recorded as revenue on the City’s financial records. This
amount was needed to reduce the book amount in reconciling with the bank. These amounts
represent revenue on the statements that needs to be voided due to the returned checks.

= The City had five accounts in 2008, the Rockwood Exchange account (Balance at December 31,
2008 - $40,574), the Retiree’s Health Care account (Balance at December 31, 2008 — $17,541), the
Cornerstone Escrow account (Balance at December 31, 2008 — $18,023), the Cornerstone TIF
Reserve account (Balance at December 31, 2008 - $1,195,572), and the Linden Pointe Project
account (Balance at December 31, 2008 - $1,174,387) that are not included in the City’s books, or
the monthly reconciliations. The City added balances and financial activity related to these
accounts to the Financial Statements.

Reconciliations are an effective tool to help management determine the completeness of recorded
transactions and verify that all recorded transactions have been deposited with the financial institution.
We recommend that the Treasurer properly reconcile their accounts on a monthly basis and provide the
City Auditor with information related to any bank fees, interest revenue and expenses, or other items that
did not originate in the daily receipt and disbursements activity of the City that is recorded by the City
Auditor. Any variances should be immediately investigated and justified. We also recommend that
Council or an appointee of Council, review and sign off on the reconciliation thereby indicating approval
and promoting timeliness of reconciliations. The condition of the Treasurer’s cash reconciliation allowed
posting errors noted in Finding 2008-002 to go undetected by the City. Failure to accurately prepare and
reconcile the accounting records reduces the accountability over City funds and reduces Council’s ability
to monitor financial activity, increases the risk that errors, theft, or fraud could occur and not be detected
in a timely manner.
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FINDING NUMBER 2008-001
(Continued)

Officials’ Response:
We did not receive a response from officials to the finding.

FINDING NUMBER 2008-002
Noncompliance/Material Weakness

Oho Rev. Code, Section 733.11, states, in part, that the City Auditor shall keep the financial records of
the city and exhibit accurate statements of all moneys received and expended.

Also, when designing the public office’s system of internal control and the specific control activities,
management should consider ensuring that accounting records are properly designed, verifying the
existence and valuation of assets and liabilities and periodically reconcile them to the accounting records,
and performing analytical procedures to determine the reasonableness of financial data.

The City lacks management oversight in the posting of financial activity. There were several instances
where activities were not properly classified:

. In the 2008 financial statements presented for audit, the City incorrectly overstated Income Tax
Receivable to the General Fund by $784,255.

. In the 2008 financial statements, the City incorrectly posted receipts of $30,125 and $2,855 for
Personal Property Taxes to the Debt Service Fund instead of the General Fund on the financial
records.

. In 2008, the City failed to record the expense deductions from the August tax settlement totaling
$416,835; $10,384; $5,844; $88; $59; and $121 on the financial records.

As a result of these errors, financial activities for certain line items and funds were incorrectly reported on
the City’s financial statements. Adjustments were posted to the financial statements and, where
applicable, to the City’s financial records to correct the above errors. We recommend due care be
exercised when posting entries to the financial records and financial statement preparation to prevent
errors and assist in properly reflecting the City’s financial activity in the financial statements. Failure to
accurately post financial activity can lead to material misstatements in financial reporting.

Officials’ Response:

The Auditor’s office has increased oversight of the posting of financial activities to decrease the potential
for posting errors.

FINDING NUMBER 2008-003
Noncompliance

Ohio Rev. Code, Section 5705.41(D)(1), prohibits a subdivision or taxing entity from making any contract
or ordering any expenditure of money unless a certificate signed by the fiscal officer is attached thereto.
The fiscal officer must certify that the amount required to meet any such contract or expenditure has been
lawfully appropriated and is in the treasury, or is in the process of collection to the credit of an appropriate
fund free from any previous encumbrance.
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FINDING NUMBER 2008-003
(Continued)

There are several exceptions to the standard requirement stated above that a fiscal officer’s certificate
must be obtained prior to a subdivision or taxing authority entering into a contract or order involving the
expenditure of money. The main exceptions are: “then and now” certificates, blanket certificates, and
super blanket certificates, which are provided for in sections 5705.41(D)(1) and 5705.41(D)(3),
respectively, of the Ohio Revised Code.

1. “Then and Now” Certificate — If the fiscal officer can certify that both at the time that the contract
or order was made (“then”), and at the time that the fiscal officer is completing the certification
(“now”), that sufficient funds were available or in the process of collection, to the credit of a proper
fund, properly appropriated and free from any previous encumbrance, the City can authorize the
drawing of a warrant for the payment of the amount due. The City has thirty days from the receipt of
the “then and now” certificate to approve payment by ordinance or resolution.

Amounts of less than $3,000 may be paid by the fiscal officer without a resolution or ordinance
upon completion of the “then and now” certificate, provided that the expenditure is otherwise lawful.
This does not eliminate any otherwise applicable requirement for approval of expenditures by the
City.

2. Blanket Certificate — Fiscal officers may prepare “blanket” certificates for a certain sum of money
not in excess of an amount established by resolution or ordinance adopted by a majority of the
members of the legislative authority against any specific line item account over a period not running
beyond the end of the current fiscal year. The blanket certificates may, but need not, be limited to a
specific vendor. Only one blanket certificate may be outstanding at one particular time for any one
particular line item appropriation.

3. Super Blanket Certificate — The City may also make expenditures and contracts for any amount
from a specific line-item appropriation account in a specified fund upon certification of the fiscal
officer for most professional services, fuel, oil, food items, and any other specific recurring and
reasonably predictable operating expense. This certification is not to extend beyond the current
year. More than one super blanket certificate may be outstanding at a particular time for any line
item appropriation.

During 2008, 32% of the transactions tested did not have certification prior to the obligation date and
none of the three exceptions provided above were utilized.

Failure to certify the availability of funds and encumber appropriations can result in overspending funds
and negative cash balances.

Unless the City uses the exceptions noted above, prior certification is not only required by statute but is a
key control in the disbursement process to assure that purchase commitments receive prior approval. To
improve controls over disbursements and to help reduce the possibility of the City’s funds exceeding
budgetary spending limitations, we recommend that the Fiscal Officer certify that funds are or will be
available prior to obligation by the City. When prior certification is not possible, “then and now”
certification should be used.

We recommend the City officials and employees obtain the Fiscal Officer’s certification of the availability
of funds prior to the commitment being incurred. The most convenient certification method is to use
purchase orders that include the certification language 5705.41(D) requires to authorize disbursements.
The Fiscal Officer should sign the certification at the time the City incurs a commitment, and only when
the requirements of 5705.41(D) are satisfied. The Fiscal Officer should post approved purchase orders to
the proper appropriation code to reduce the available appropriation.
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FINDING NUMBER 2008-003
(Continued)

Officials’ Response:

The City has increased its use of Blanket Certificates and is enforcing the practice of issuing certification
prior to obligations being made. Department heads are being held accountable for any obligation made
prior to certification.

FINDING NUMBER 2008-004
Noncompliance/Material Weakness

Ohio Rev. Code Section 5705.09(F) requires the City to establish a special fund for each class of
revenues derived from a source other than a general property tax, which the law requires to be used for a
particular purpose. Upon establishing a fund, estimated receipts should be certified to the County Auditor
as available for expenditure, and anticipated expenditures should be included in the City’s appropriations.

During 2006, the City retired the 2005 Cornerstone Tax Increment Revenue Anticipation Notes of
$10,335,000 and re-issued $12,500,000 in Cornerstone Tax Increment Revenue Bonds. The 2006 debt
proceeds created a $1,195,470 Cornerstone Tax Increment Debt Reserve Account. During 2007, the
City issued $3,550,000 in Linden Pointe Tax Increment Revenue Anticipation Notes. The City did not
establish a separate fund for the Linden Pointe Tax Increment Revenue Anticipation Notes and the
Cornerstone Tax Increment Debt Reserve Account. However, the Cornerstone Tax Increment Equivalent
fund was established by the City pursuant to 5709.43 of the Ohio Revised Code in accordance with their
Tax Incentive Agreement made and entered into with Norwood City School District. The City did not
reflect the Cornerstone Debt Reserve Account or 2007 Linden Pointe debt proceeds on the records of the
City, the budget, or the draft statements. The City should familiarize themselves and comply with the
applicable Ohio Revised Code Sections related to their Tax Increment agreements, and budget and
record all related activity appropriately. These accounts and the related 2008 activity were posted to the
financial statements to reflect the unrecorded activity.

Officials’ Response:

In 2009 the City established the appropriate funds for the management of these projects.
FINDING NUMBER 2008-005

Noncompliance

Ohio Rev. Code Section 5705.39 states that the total appropriations from each fund shall not exceed the
total of the estimated revenue available for expenditure there from, as certified by the budget commission.

The following variances were noted where appropriations exceeded the estimated revenue at December
31, 2008:

Fund Estimated Appropriations | Appropriations in excess

Resources of Estimated Resources
General Fund $21,495,930 $23,358,031 ($1,862,101)
Refuse Collections 1,123,500 1,434,840 (311,340)
Sewage 4,540,959 5,046,440 (505,482)
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FINDING NUMBER 2008-005
(Continued)

Appropriating more resources than the City is expecting for the year, and failure to limit appropriations to
the amount of estimated resources could result in overspending of funds, negative fund balances and
possibly lead to fiscal distress due to overspending. We recommend the City monitor budgetary activity
monthly and make the necessary amendments to their official budgetary documents and system so that
they reflect the actual budgetary situation. All amendments should be reviewed and approved by Council.

Officials’ Response:

In 2009 the Auditor's office created a system which closely monitors appropriations and runs
simultaneous comparisons to the Certificate amounts.
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CITY OF NORWOOD
HAMILTON COUNTY

SCHEDULE OF PRIOR AUDIT FINDINGS

DECEMBER 31, 2008

Not Corrected, Partially
Corrected; Significantly
Different Corrective Action

Finding Fully Taken; or Finding No Longer
Number Corrected? | Valid; Explain
2007-001 ORC 117.38 Not Filing GAAP Statements | Yes
2007-002 ORC 733.43 Treasurer shall keep No Reissued as Finding 2008-001
accurate account of all moneys
2007-003 ORC 733.11 City Auditor shall keep the No Reissued as Finding 2008-002
books of the city and exhibit accurate
statements
2007-004 ORC 5705.10(H) Money paid into a fund No Reissued in 2008
must be used for the purpose of the fund Management Letter.
2007-005 ORC 5705.36(A)(4) Amended certificate No Reissued in 2008
when revenue to be collected will be less Management Letter
than the amount included in an office
certificate
2007-006 ORC 5705.41(D)(1) No expenditure of No Reissued as Finding 2008-003
money unless a certificate signed by the
fiscal officer is attached.
2007-007 OAC 117-2-02 System vs. source Yes
documents for budget
2007-008 ORC 5705.09(F) Establish special fund No Reissued as Finding 2008-004
for each class of revenue
2007-09 OAC 117-2-02 Negative Leave Balances No Reissued in the 2008

Management Letter.
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