Office of the Washington State Auditor

Pat McCarthy

Entrance Conference: Port of Everett

The Office of the Washington State Auditor’s vision is increased trust in government. Our mission is to provide
citizens with independent and transparent examinations of how state and local governments use public funds, and
develop strategies that make government more efficient and effective.

The purpose of this meeting is to share our planned audit scope so that we are focused on the areas of highest risk.
We value and appreciate your input.

Audit Scope
Based on our planning, we will perform the following audits:

Accountability audit for January 1, 2019 through December 31, 2019

We will examine the management, use and safeguarding of public resources to ensure there is protection from
misuse and misappropriation. In addition, we will evaluate whether there is reasonable assurance for adherence
to applicable state laws, regulations and policies and procedures.

We plan to evaluate the following:

e Financial condition

e Self-Insurance for health and welfare

e Accounts payable and payroll — electronic funds transfers

e Lease agreement compliance

e Payroll — extra compensation, bonus and incentive payments
e Cash receipting — marina receipting procedures

Financial statement audit for January 1, 2019 through December 31, 2019

We will provide an opinion on whether your financial statements are presented fairly, in all material respects, in
accordance with the applicable reporting framework. The audit does not attempt to confirm the accuracy of every
amount, but does search for errors large enough to affect the conclusions and decisions of a financial statement
user.

Federal grant compliance audit for January 1, 2019 through December 31, 2019

This audit is required by federal law when a local government spends $750,000 or more annually in federal
financial assistance. We will provide an opinion on compliance with federal requirements that could have a direct
and material effect on your major federal programs.

We plan to test the following federal programs:

e Sportfishing and Boating Safety Act, CFDA 15.622
e Highway Planning and Construction, CFDA 20.205
¢ Railroad Rehabilitation and Improvement Financing Loan, CFDA 20.316



e National Infrastructure Investments, CFDA 20.933

This report must be submitted, along with the Data Collection Form, to the federal clearinghouse within 30 days
after receipt of the report or nine months after the end of the audit period, whichever is earlier.

Engagement L etter

We have provided an engagement letter that confirms both management and auditor responsibilities, and other
engagement terms and limitations. Additionally the letter identifies the cost of the audit, estimated timeline for
completion and expected communications.

Levels of Reporting

Findings

Findings formally address issues in an audit report. Findings report significant deficiencies and material
weaknesses in internal controls; misappropriation; and material abuse or non-compliance with laws, regulations
or policies. You will be given the opportunity to respond to a finding and this response will be published in the
audit report.

Management Letters

Management letters communicate control deficiencies, non-compliance or abuse that are less significant than a
finding, but still important enough to be formally communicated to the governing body. Management letters are
referenced, but not included, in the audit report.

Exit Items
Exit items address control deficiencies or non-compliance with laws or regulations that have an insignificant
effect on the audit objectives. These issues are informally communicated to management.

Important Information

Confidential Information

Our Office is committed to protecting your confidential or sensitive information. Please notify us when you give
us any documents, records, files, or data containing information that is covered by confidentiality or privacy laws.

Audit Costs
The cost of the audit is estimated to be approximately $81,000, including travel expenses.
Expected Communications

During the course of the audit, we will communicate with Robert Marion, Controller, on the audit status, any
significant changes in our planned audit scope or schedule and preliminary results or recommendations as they
are developed.

Please let us know if, during the audit, any events or concerns come to your attention of which we should be
aware. We will expect Robert to keep us informed of any such matters.



Audit Dispute Process

Please contact the Audit Manager or Assistant Director to discuss any unresolved disagreements or concerns you
have during the performance of our audit. At the conclusion of the audit, we will summarize the results at the exit
conference. We will also discuss any significant difficulties or disagreements encountered during the audit and
their resolution.

Loss Reporting

State agencies and local governments are required to immediately notify our Office in the event of a known or
suspected loss of public resources or other illegal activity. These notifications can be made on our website at
WWW.Sa0.wa.gov/report-a-concern/how-to-report-a-concern/fraud-program/.

Peer Reviews of the Washington State Auditor’s Office

To ensure that our audits satisfy Government Auditing Standards, our Office receives external peer reviews every
three years by the National State Auditors Association (NSAA). The most recent peer review results are available
online at www.sao.wa.gov/about-sao/who-audits-the-auditor/. Our Office received a “pass” rating, which is the
highest level of assurance that an external review team can give on a system of audit quality control.

Emerging Issues

Some of the emerging issues affecting local governments are the following:

e Audit Connection - July 2020
e Office of the Washington State Auditor’s 2019 Annual Report

Working Together to Improve Government

Audit Survey

When your report is released, you will receive an audit survey from us. We value your opinions on our audit
services and hope you provide us feedback.

Local Government Support Team

This team provides support services to local governments through technical assistance, comparative statistics,
training, and tools to help prevent and detect a loss of public funds. Our website and client portal offers many
resources, including a client Help Desk that answers auditing and accounting questions. Additionally this team
assists with the online filing of your financial statements.

The Center for Government Innovation

The Center for Government Innovation of the Office of the Washington State Auditor is designed to offer services
specifically to help you help the residents you serve at no additional cost to your government. What does this
mean? We provide expert advice in areas like Lean, peer-to-peer networking and culture-building to help local
governments find ways to be more efficient, effective and transparent. The Center can help you by providing
assistance in financial management, cybersecurity and more. Check out our best practices and other resources
that help local governments act on accounting standard changes, comply with regulations, and respond to
recommendations in your audit. The Center understands that time is your most precious commodity as a public
servant, and we are here to help you do more with the limited hours you have. If you are interested in learning



how we can help you maximize your effect in government, call us at (360) 725-5621 or email us at
Center@sao.wa.gov.

Audit Team Qualifications

Kelly Collins, CPA, Director of Local Audit — Kelly has been with the Washington State Auditor’s Office since
1992. In her role, she oversees the audit teams which perform the audits for over 2,200 local governments. She
serves on the Washington Finance Officers Association Board and is a member of the Washington Society of
Certified Public Accountants’ Government Auditing and Accounting Committee. Phone: (564) 999-0807 or
Kelly.Collins@sao.wa.gov

Tina Watkins, CPA, Assistant Director of Local Audit — Tina has been with the Washington State Auditor’s
Office since 1994. In her role as Assistant Director, she assists with statewide oversight and management of all
the audits for local government. She served as an Audit Manager for six years prior to becoming an Assistant
Director of Local Audit. Phone: (360) 260-6408 or Tina.Watkins@sao.wa.gov

Kristina Baylor, Program Manager — Kristina has been with the Washington State Auditor’s Office since 2005. She
was promoted to Program Manager in 2015 and in this role, she has overseen our Agency’s audits of Fire Districts,
Emergency Services Agencies, Trauma Care Councils and Conservation Districts. Currently, she oversees the
Agency’s audits of Water and Sewer Districts. Kristina also manages the Agency’s local audit team based in Mill
Creek, which performs financial, single and accountability audit work for local and state governments in the
Snohomish and northern King County areas. Prior to becoming an Agency Program Manager, she served in various
roles including the Audit Manager for the Everett team and as an Assistant Audit Manager on the Bellingham and
Everett teams. Kristina has a Bachelor’s in Business Administration — Finance from Western Washington University.
Phone: (425) 951-0290 or Kristina.Baylor@sao.wa.gov

Erika Davies, Assistant Audit Manager — Erika has been with the State Auditor’s Office since 2013. In her
time with the Office, Erika has led and supervised a variety of different audits including cities, school districts,
community and technical colleges, fire districts, and water/sewer districts, among others. She also serves as the
statewide community and technical college expert. Erika received her Bachelors of Arts in Business
Administration with an Accounting concentration from the University of Washington. Phone: (425) 948-7401 or
Erika.Davies@sao.wa.gov

Tina Hjorten, Audit Lead — Tina has been with the Washington State Auditor’s Office since 2007. During her
time at the office, she has performed, led and supervised several financial, accountability, and federal compliance
audits for a variety of governments. Tina was formerly on Team Cascadia before joining Team Everett in 2015.
Tina has a Bachelor’s in Accounting and Economics from Western Washington University. Phone: (425) 948-
7401 or Tina.Hjorten@sao.wa.gov

Magdalene “Maggie” Wallis, CPA, Audit Staff — Maggie worked for the State Auditor’s Office in 2012 and
has returned to work beginning in 2016. Prior to joining the SAO, Maggie worked as an accountant at a financial

services company. She received a master’s degree in Accounting from Auburn University in 2013. Phone: (425)
948-7401 or Magdalene.Wallis@sao.wa.gov

Sarrah Superville, CFE, Audit Staff — Sarrah has been with the State Auditor’s Office since 2015. During her
time at the office, she has performed and led several financial, accountability, and federal compliance audits for
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a variety of governmental entities, including several Cities and School Districts. In her role as audit staff, Sarrah
performs audit work in accordance with the audit plan to ensure Office quality expectations and standards are
met. She also serves as the local team fraud specialist. Sarrah holds a Bachelor of Arts in Accounting from
Western Washington University. Phone: (425) 948-7401 or Sarrah.Superville@sao.wa.gov

Tiffani Anderson, Audit Intern — Tiffani has been with the Washington State Auditor’s Office since 2019.
She has previous experience with Human Resources activities and Payroll timecard management with a
Hospital entity. She is currently studying in pursuit of a Bachelor’s Degree in Accounting. In her role as audit
staff, Tiffani performs audit work in accordance with the audit plan to ensure Office quality expectations and
standards are met. Phone: (425) 948-7401 or Tiffani.Anderson@sa0.wa.gov
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Special Message from State
Auditor Pat McCarthy

McCarthy’s Corner

Financial accountability has never been
more necessary

Colleagues, the hard work of accountability that you
achieve with regular auditing has never been more

important. Audits give reassurance to taxpayers and
governments alike as we face an economic slump
deeper than anything since the Great Depression.
Especially when public programs like health care
and emergency services are in high demand, this
transparency is essential.

Continued on page 3

BARS Manuals See Flurry of
Significant Accounting and
Reporting Updates

The novel coronavirus pandemic has affected almost every facet of
our lives. It has even touched a variety of accounting and reporting
standards and requirements, including the Budget, Accounting, and
Reporting System (BARS) Manuals. Each year, we update the BARS
Manuals to ensure their prescriptions and instructions remain current
and appropriate to meet the needs of intended users. Earlier this year,
we updated both the cash-basis and GAAP manuals for a variety of
accounting and reporting topics, such as fiduciary activities.

Continued on page 2

®® Havea
peek inside

2 View Recorded Accounting and
Reporting Trainings Online

4 New Resources for Cities Are
Available, with More on the Way

5 State Auditor’s Office Uncovers
$7 Million Misappropriation

6 How and when to seek SAO
approval for a restitution
agreement

7 See how SAO served you
during 2019
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BARS Manuals Reporting Updates -
Continued from page 1

BARS prescription, for the most part, springs from
accounting standards approved by the Governmental
Accounting Standards Board (GASB). On May 7, 2020,
GASB voted to delay implementation of several new
accounting standards, some of which were part of this
year’s BARS update. The decision postpones for 18
months the leases statement and implementation
guide. It also postpones for one year the effective
dates of all other statements and implementation
guides that state and local governments were due

to implement for fiscal years 2019 and later.

For more information on how the GASB decision
affects the BARS Manuals (both GAAP and cash basis)
and your fiscal report for 2019, as well as future reports,
visit the new Accounting Delays page on our website.

This page provides information on what was delayed,
how to account and report for delayed or implemented
standards and requirements, and important links to
BARS pages.

In addition to the delayed accounting and reporting, the
Office has issued BARS Alerts related to COVID-19 federal
stimulus monies and note disclosure information related
to the event. Several communications were also sent to
local governments regarding the May 29, 2020, annual
filing deadline, with the most recent announcing that the
deadline has been extended to Wednesday, July 1, 2020.
For more information on these communications from
SAO, please visit our new COVID-19 accounting and
reporting page.

If you have any questions regarding these updates,
please contact SAO via the HelpDesk for assistance.

View Recorded Accounting and Reporting Trainings Online

Our Office has posted recorded trainings on a variety

of accounting and reporting topics to our Training and
Workshops web page. We invite you to check out these
free trainings!

+ “SAO Recording - OPEB for Cash Basis Governments.”
This webinar addresses the Other Post-Employment
Benefits reporting requirements, resources, and tools
available for Cash Basis local governments.

- “Leases, as of February 2020.” This webinar covers the
changes to governmental lease accounting and reporting
for both GAAP and Cash Basis local governments. Note:
This was recorded prior to the GASB implementation
delay. For more information, visit the new Accounting
Delays page on our website.

+ “SAO Recording - Schedule 06: Bank Reconciliations
for Cash Basis Governments.” This webinar presents the
Schedule 06 reporting requirements, resources, and tools
available for Cash Basis cities, towns, and counties.

2 June 2020 | The Audit Connection




McCarthy’s Corner -
Continued from page 1

| know local governments are taking extraordinary
steps to preserve public health and promote public
welfare. As advocates of good government, we have
been working hard to provide guidance and support
as you navigate this pandemic. That guidance has
centered on clearly documenting your decisions
and actions. You will find more important insights

in this edition of the Audit Connection, and even
more information online at sao.wa.gov.

Public transparency is required when so many tax
dollars are involved. Congress has dedicated more than
$2.5 trillion in emergency funding to fighting the crisis
nationwide. Even more may come. So far, that support
includes $1.3 billion provided to Washington’s local
governments and additional $1.6 billion in funding

to state agencies. Congress is considering even more
aid to state and local governments for the future.

This federal funding is in addition to the $400 million

in supplemental support provided by the state.

Yet, each day, the economic damage from the
pandemic is becoming clearer, from Seattle to Walla
Walla. The revenue our communities rely upon to fund
everything from public hospitals to parks has declined
sharply. The governor recently announced that state
agencies, too, must cut costs and furlough employees
to address budget shortfalls.

Governments in Washington must navigate historic
cross-currents — a sudden influx of emergency federal
funding and a steep drop in local tax revenue. These
intense pressures reveal how valuable our limited
public resources are. Transparency in how governments
use these funds is all the more important.

While | know funds are very tight in these times, the
average cost of an audit by our office is less than

66

Audits give reassurance to
taxpayers and governments
alike as we face an economic

slump deeper than anything
since the Great Depression.
Especially when public programs
like health care and emergency
services are in high demand, this

transparency is essential. ’ ’

one-tenth of 1 percent of a local government’s
budget. The return on that investment into
transparency is immeasurable, in terms of
both public trust and stewardship.

The role of the State Auditor’s Office is to
shine a light on how public money is spent
before the crisis, during the crisis, and through
our future recovery. We will be there, and with
the continued commitment of our colleagues
in public service — with your help -- so will
Washington'’s time-honored record

of accountability.

A

Pat McCarthy
Pat.McCarthy@sao.wa.gov, (564) 999-0801
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