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CERTIFIED PUBLIC ACCOUNTANTS

September 21, 2018

Rebecca Rhynhart, Controller

City of Philadelphia, Office of the Controller
1230 Municipal Services Building

1401 John F. Kennedy Boulevard
Philadelphia, PA 19102

Dear Controller Rhynhart:

We are pleased to provide this examination report of the City of Philadelphia, Office of the
Controller. As requested by your office for an external examination of operating practices,
procedures and standards in the areas of Petty Cash, Personal Property Inventory, Revenue and
Receipts, Purchases and Encumbrances, Personal Services/Payroll, and Other Expenditures and
additional procedures performed to gain an understanding of the internal controls related to these
areas for the fiscal year ended June 30, 2017. A synopsis of the results of our work is provided in
the Independent Accountants’ Examination Report. The lllustrative Schedule of Findings details
specific findings and recommendations regarding adherence to the Standard Accounting
Procedures established by the City of Philadelphia, Office of Finance.

Our consideration of internal control was for the limited purpose of expressing an opinion on
whether the testing areas are presented in accordance with the criteria set forth in the examination
report and was not designed to identify all deficiencies in internal control over reporting on the
testing areas that might be a material weakness. Given these limitations, during our engagement
we did not identify any deficiencies in internal control that we consider to be material weaknesses.
However, material weaknesses may exist that have not been identified.

We discussed our findings and recommendations with you and your staff at an exit conference
and have included management’s written response in the following report. We believe our
recommendations, if implemented, will help you improve the operations of the Controller’s Office.
We would like to acknowledge the assistance and cooperation provided by all Controller’s Office
personnel during the course of our examination.
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CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT ACCOUNTANTS’ EXAMINATION REPORT

Rebecca Rhynhart, Controller

City of Philadelphia, Office of the Controller
1230 Municipal Services Building

1401 John F. Kennedy Boulevard
Philadelphia, PA 19102

Dear Controller Rhynhart:

We have examined the areas of Petty Cash, Personal Property Inventory, Revenue and Receipts,
Purchases and Encumbrances, Personal Services/Payroll, and Other Expenditures (the “testing
areas”) and performed additional procedures to gain an understanding of the internal controls
related to the testing areas for the City of Philadelphia, Office of the Controller for the fiscal year
ended June 30, 2017, pursuant to the requirements of Section 6-400 (c) of the Philadelphia Home
Rule Charter. The City of Philadelphia, Office of the Controller's (the “Controller's Office”)
management is responsible for presenting each of the testing areas in accordance with Standard
Accounting Procedures established by the City of Philadelphia, Office of Finance. Our
responsibility is to express an opinion on the testing areas, based on our examination.

Our examination was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants and applicable standards of Government
Auditing Standards issued by the Comptroller General of the United States. Those standards
require that we plan and perform the examination to obtain reasonable assurance about whether
management’s practices regarding the testing areas are in accordance with Standard Accounting
Procedures (“SAPs”) established by the City of Philadelphia, Office of Finance, in all material
respects. An examination involves performing procedures to obtain evidence about the testing
areas. The nature, timing, and extent of the procedures selected depend on our judgment,
including an assessment of the risks of material misstatement in the testing areas, whether due
to fraud or error. We believe that the evidence we obtained is sufficient and appropriate to provide
a reasonable basis for our opinion.

In accordance with Government Auditing Standards, we are required to report all deficiencies that
are considered to be significant deficiencies or material weaknesses in internal control; fraud and
noncompliance with provisions of laws or regulations that have a material effect on the testing
areas; any other instances that warrant the attention of those charged with governance;
noncompliance with provisions of contracts or grant agreements; and abuse that has a material
effect on the subject matter. We are also required to obtain and report the views of responsible
officials concerning the findings, conclusions, and recommendations, as well as any planned
corrective actions. We performed our examination to express an opinion on whether the testing
areas are presented in accordance with the criteria described above and not for the purpose of
expressing an opinion on the internal control over the testing areas or on compliance and other
matters; accordingly, we express no such opinions. Our examination disclosed certain findings
that are required to be reported under Government Auditing Standards and those findings, along
with the views of management are described in the attached lllustrative Schedule of Findings.
The Controller's Office’s response was not subjected to the procedures applied in the
examination. See Appendix A for Summary of Findings.
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INDEPENDENT ACCOUNTANTS’ EXAMINATION REPORT (CONTINUED)

As a result of our examination, we noted many of the City of Philadelphia’s (the “City”) SAPs,
have not been recently updated and therefore, do not accurately reflect the current Controller’s
Office operations, specifically in consideration to changes in technology and processes
throughout the past several decades. While some of the SAPs have been updated over the past
few years, including SAPs covering Petty Cash, Personal Property Inventory, and Personal
Services/Payroll, the majority of the existing SAPs have not been updated for extensive periods
of time. With the majority of SAPs not reflecting the current processes in place, there is an
increased risk that certain activities may not be consistently performed, or performed at all, which
may result in errors and/or misappropriation of assets. Consistent with Controller's Office reports
on internal control issued in prior years, we recommend that the Controller's Office continue to
communicate this issue with the appropriate City personnel to perform an on-going review,
evaluation, and update of the SAPs. SAPs that are no longer relevant should be revised as
needed to reflect current processes. Furthermore, evaluation of the relevance of the SAPs should
be conducted on a regular basis.

In our opinion, the testing areas have been presented in accordance with Standard Accounting
Procedures established by the City of Philadelphia, Office of Finance, in all material respects.

Management’s response to the findings identified in our examination report was not subjected to
the procedures applied in the examination.

This report is intended solely for the information and use of the City of Philadelphia, Office of the
Controller and is not intended to be and should not be used by anyone other than the specified
parties.
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lllustrative Schedule of Findings

Finding 2017-001

Criteria — SAP 7.1.3.b (Rev 1) - Reconciliation of All Bank Accounts in All City Agencies: The
responsible administrative authority should review the completed reconciliation and all supporting
documentation, paying particular attention to the aging schedule of outstanding checks and any
other unusual items. When the review is completed, the reconciliation form should be signed by
the responsible official.

Condition — Monthly petty cash bank reconciliations have no indication that they were reviewed
and approved by management. Of the twelve petty cash bank reconciliations examined for fiscal
year 2017, we noted none of the bank reconciliations during this period were signed or dated
indicating that they were reviewed and approved by management.

Cause - Petty cash bank reconciliations are prepared monthly by the Controller's Office and
reviewed but were not signed to indicate review by the Administrative Services Director.

Effect — Failure to document the written review and approval of the monthly petty cash bank
reconciliations increases the risk that errors may occur and go undetected or be unresolved in a
timely manner.

Recommendation — Management should ensure that petty cash bank reconciliations are
prepared monthly by staff and approved by management before being submitted to the City’s
Finance Office. In order to establish a continual and consistent process that enables timely
preparation and review of the reconciliations, we recommend that management establishes an
administrative calendar outlining the due dates for preparation, approval, and submission of bank
reconciliations. To be effective, the dates should be consistent month to month. This calendar can
include other administrative responsibilities of the Controller's Office in addition to the
reconciliation due dates, including but not limited to, petty cash request and reimbursement
deadlines.

Management’s Response - We agree with the recommendation and, moving forward, all petty
cash bank reconciliations will indicate approval. Please note: the Controller's Office petty cash
account has a limit of $2,000. Under the previous administration, petty cash bank reconciliations
were prepared by the Administrative Assistant and reviewed, though not signed, and submitted
to Finance by the Administrative Services Director. Since the finding has come to our attention,
we have devised a new policy, ensuring that all petty cash bank reconciliations are prepared
monthly by the Administrative Assistant, reviewed and initialed by the Administrative Services
Director and signed monthly at an executive level approval by the Chief of the Staff, or the First
Deputy in her absence. Additionally, beginning in FY19 an administrative calendar involving petty
cash transactions (bank reconciliations, fund reconciliations, reimbursements) was created which
lists due date preparations, approvals and submission dates.
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lllustrative Schedule of Findings (Continued)

Finding 2017-002

Criteria— SAP 7.1.3.a (Rev 1) — Fund Reconciliation: If there is a bank account used for the fund,
the bank reconciliation and the fund reconciliation should both be prepared as of the date of the
bank statement ending date. Therefore, the custodian must determine in advance the date of the
next bank statement and perform the procedures listed below at the end of the day on that date
(or the last business day before that date).

Condition — Petty cash fund reconciliations were not performed on a consistent basis, as of
month end and were not dated to indicate the dates reviewed and submitted. During fiscal year
2017, we noted only seven petty cash fund reconciliations were completed. Additionally, all petty
cash fund reconciliations completed during fiscal year 2017 were not dated to indicate when they
were reviewed and submitted to the City’s Finance Office.

Cause — The Controller’s Office account had some months of inactivity regarding petty cash,
during which cash fund reconciliations were not completed. There were also some months that
petty cash fund reconciliations were missed.

Effect — Failure to perform and submit petty cash fund reconciliations on a monthly basis
increases the risk that errors may occur and go undetected or be unresolved in a timely manner.

Recommendation — Management should ensure that petty cash fund reconciliations are
prepared on a monthly basis alongside the petty cash bank reconciliation and are reviewed before
being submitted to the City’s Finance Office. A schedule outlining due dates for preparation,
approval, and submission of bank reconciliations should be established and adhered to.

Management’s Response - We agree with the finding and will ensure that all petty cash fund
reconciliations are prepared properly and completely, on a monthly basis. Since this finding has
been brought to our attention, our administration has reconciled the petty cash fund monthly. As
stated above, beginning in FY19 an administrative calendar involving petty cash transactions was
created to ensure monthly reconciliation happens at a consistent time each month, even when
there is no activity in the petty cash account.
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lllustrative Schedule of Findings (Continued)

Finding 2017-003

Criteria — SAP 4.1.2 — Unclaimed Monies: All monies which remain unclaimed by the owner(s)
for one year or more shall be deposited with the Revenue Department together with interest
earnings thereon, if any [and] place a stop payment order with the bank(s) in preparation for
transfer of items to the Unclaimed Monies Fund.

Condition — Long outstanding petty cash checks were not deposited into the city’s Unclaimed
Monies Fund. Checks outstanding more than one-year totaling $277.19 were not transferred into
the City of Philadelphia’s Unclaimed Monies Fund as outlined in Standard Accounting Procedure
(SAP) No. 4.1.2.

Cause - There were two petty cash checks not deposited in the amounts of $13.19 and $264.00.
The $13.19 was a reimbursement to an employee; the employee never deposited the check and
subsequently, left city employment. The $264.00 check was issued in error, as the invoice was
paid through the payment voucher process.

Effect — Failure to issue stop payment orders on checks outstanding for more than one year
unnecessarily complicates and misstates the bank reconciliation process.

Recommendation — We recommend that management place a stop payment order and draw a
transfer check payable to the City of Philadelphia — Unclaimed Monies Fund for checks
outstanding for over one year.

Management’s Response - We agree with the finding and immediately placed a stop payment
order on both checks and drew two new transfer checks payable to the City of Philadelphia-
Unclaimed Monies fund to cover the total amount outstanding. As mentioned in our previous
response, we have established a more detailed policy for reconciliation that will enable our office
to be more vigilant in addressing unclaimed money as required by the SAP. The Chief of Staff, or
First Deputy in her absence, will sign off on all reconciliations. Additionally, the Administrative
Assistant will flag any checks outstanding after 90 days for follow up by the Administrative
Services Director.
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lllustrative Schedule of Findings (Continued)

Finding 2017-004

Criteria - Addendum to SAP E-72-002 — Personal Property Perpetual Inventory: Once a Purchase
Order (PO) is issued, the requesting Department must send a completed Tag Request Form via
email to the Procurement Department Inventory Control Unit.

Condition — ltems maintained on the Controller's Office’s inventory listing are not properly
tagged. Of the eleven items that were physically inspected, we noted that two inventory items did
not have physical tags. One of these items was re-tagged the day we were on-site.

Cause — One of the inventory items tested had been acquired several years ago and the tag may
have fell off or was removed. The other inventory was missing the tag due to management
oversight.

Effect — Failure to properly tag inventory identified on the Controller's Office’s inventory listing
increases the risk that inventory items could be misplaced or stolen and that the inventory listing
is misstated.

Recommendation — Management should ensure that all inventory items are properly tagged
when they are purchased and that tags are physically maintained for the duration that an item is
in use.

Management’s Response - \When brought to our attention, the one inventory item missing a tag
was immediately tagged; the other item was properly disposed of, as it was older. Under the new
administration, all new items above the $750 threshold have been appropriately documented and
tagged. We will regularly check the condition of all tags in our inventory to ensure all items are
properly tagged and will follow the annual inventory update to the Class 400 physical inventory
report as required by the Procurement Department Inventory Control Unit. The Administrative
Services Director will provide a copy of the Class 400 physical inventory report to the Chief of
Staff once complete.
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lllustrative Schedule of Findings (Continued)

Finding 2017-005

Criteria— SAP E-9011 — Daily Timekeeping Source Documents and Attendance Record-Keeping:
A separate, dated, daily written record of attendance must be made each working day for each
employee. Such record shall be approved by a supervisor responsible for the unit performance.

Condition — Documentation supporting time employees worked were not routinely prepared. Of
the eleven employees tested, one employee did not regularly submit timesheets. As a result, we
were unable to test the accuracy of payroll for this employee.

Cause — During the previous administration, the policies and procedures related to employee
timekeeping were not consistently followed related to this finding.

Effect — Failure of employees to submit timesheets increases the risk that employees could be
receiving pay for time not worked.

Recommendation — Management should ensure that all employees track their time for each day
in the pay period and that hours worked by employees reported on each employee’s timesheets
agree to the total hours recorded on the payroll register per employee and in the aggregate for all
employees. As the payroll registers record time worked using days and sixteenths of a day,
whereas employees’ timesheets record time worked using hours and minutes, we also
recommend that time recorded be in one consistent format across both systems; i.e. hours or
minutes. As a result, the information presented between these two sources may not agree to one
another, making it difficult to reconcile and ensure accuracy.

Management’s Response - We agree that all employees should accurately track their time
worked for each day in the pay period. Since taking office in January, we have ensured this occurs
for every exempt employee on timesheets and for every employee using the time clock time
keeping system. Currently, all employees on timesheets, submit timesheets for approval.
Employees who submit timesheets must have a supervisor sign off on them prior to submission.
The Administrative Services Director monitors the submission of timesheets for these employees
and confirms receipt to the Chief of Staff. The employee referenced in the finding has separated
from City service. While we appreciate the recommendation that time worked should be recorded
in a consistent format, our office does not have authority to enact that recommendation, as the
payroll system is city-wide.
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lllustrative Schedule of Findings (Continued)

Finding 2017-006

Criteria— SAP E-9011 — Daily Timekeeping Source Documents and Attendance Record-Keeping:
Leave Requests should cover all absences and compensatory time (except shift days off and
days off in lieu of holidays) noted on the Daily Time Sheet.

Condition — Documentation supporting and authorizing employee leave time was not routinely
prepared. The Controller's Office has substantial discrepancies between the amount of time
incurred by employees and the amount of time approved. Of the eleven employees tested, we
noted the following:

¢ Five employees had discrepancies between the amount of time incurred and approved;

¢ One employee did not have documented approvals for vacation time incurred; and

o Three employees submitted vacation requests to be approved after vacation time was

incurred.

Cause - Most of the discrepancies were due to the office’s use of a call-in line allowed for leave
usage and approval. Many supervisors will create a call-in leave slip but there are some that
accept the call and do not create the leave slip. The other cause was a delay in submitting leave
requests with the leave request system.

Effect — Failure to obtain formal leave requests increases the risk of inaccurate paid leave
balances for employees, including carryover balances and retirement payments. In addition,
unanticipated employee absences could result in the Controller's Office tasks being left
unperformed.

Recommendation — Management should ensure that all paid leave time taken is supported by
the timely submission of documentation and is authorized by supervisors.

Management’s Response - The previous administration allowed employees to call off through
the call-in reporting line. However, once the employee called in, in the previous administration,
there was an inconsistency among supervisors filing leave slips on the employee’s behalf. Since
being made aware of this finding, and in order to remedy it, we changed the policy to clearly
indicate that if an employee uses the call-in system for leave the supervisor will be required to
submit and approve a request for the leave through the leave system. Also, all employees are to
submit time off approvals prior to taking the time off except for the call-in line procedures. Our
office has reiterated this procedure to employees as well as those approving the leave slips and
are monitoring since this finding.
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APPENDIX A: SUMMARY OF FINDINGS

Petty Cash Office of the Controller Finding Reference

Inadequate approval of reconciliations X 2017-001

Inconsistent performance of reconciliations X 2017-002

Missing reconciliations X 2017-002

Long outstanding checks not deposited in Unclaimed Monies Fund X 2017-003
Personal Property and Inventory

Missing tags on department inventory X 2017-004
Personal Services/Payroll

Attendance sheets not used X 2017-005

Improper approval of paid leave X 2017-006
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OFFICE OF THE CITY CONTROLLER REBECCA BHYNHART
12th Floor, Municipal Services Bldg. City Controller
1401 John F. Kennedy Boulevard

Philadelphia, PA 19102
(215) 686-6680

FAX (215) 686-3832
Rebecca.Rhynhart@Phila.gov

September 21, 2018

Mercadien P.C.

Attn: Warren Broudy, CPA (NJ&PA),RMA,CGFM,
PSA,CGMA / Principal

Certified Public Accountants

P.O. Box 7648

Princeton NJ 08543

Re: Response to City of Philadelphia Office of the City Controller Examination Report- Fiscal year 2017
Dear Mr. Broudy,

The attached document contains the City of Philadelphia, Office of the City Controller’s formal
response to the findings raised in the Examination Report with respect to the examination of the areas of
Petty Cash, Personal Property Inventory, Revenue and Receipts, Purchases and Encumbrances, Personal
Services/Payroll and other expenditures from July 1, 2016 to June 30, 2017. Thank you for the opportunity
to discuss the findings in the examination report at the exit conference on June 19, 2018.

Despite being an industry-accepted best practice, the Philadelphia City Controller’s Office has not
had an independent, external audit of its operating practices, procedures and standards in more than
twenty years. During my campaign, | pledged to have an external audit of the operations of the
Controller’s Office, if elected, to ensure the operations of the office were above reproach. My transition
team also recommended that my administration have an independent audit completed.

While the audit looked at operations over a period prior to my taking office, | take the findings
identified in this report very seriously. My team and | are committed to implementing the
recommendations in this report and have provided a detailed response outlining the operational changes
we have already made and those that we intend to make. | would like to note that, since taking office in
January, my administration proactively developed and put into practice several procedural changes to
tackle issues of concern we identified upon taking office. Many of these procedural changes directly
address the findings made in this report.



In addition to the formal responses to your findings in the attached document, we wanted to add
that our team is also performing a comprehensive update to all of the City Controller's Office
administrative policies. Once finalized, we will provide training on the new policies to all staff. We
anticipate the administrative process update to be completed by end of the calendar year.

Lastly, the Examination Report noted that the City of Philadelphia’s (“City”) Standard Accounting
Procedures (SAPs) have not been updated recently and do not reflect accurately the current City
Controller’s Office operations. In response, our office communicated this information to appropriate City
personnel in the Finance Department who are responsible for the upkeep of the SAPs. It is worth pointing
out that the City needing to update its SAPs has been a finding in the Office of the City Controller’s report
on internal control over financial reporting for Fiscal Year 2017 and each of the last 16 reports without
remedy. Finally, in Fiscal Year 2018, the Finance Department contracted with an outside accounting firm
to assist in developing a plan for a comprehensive update of the City’s SAPs.

Thank you for your time and effort in preparing this audit.

Respectfully,

REBECCA RHYNHART
City Controller





