Agenda
St. Clair Shores City Council Special Meeting

Tuesday January 26, 2010 7:00 p.m.
27600 Jefferson Circle Drive, St. Clair Shores Ml 48081 586-447-3303

There will be a City Council Special Meeting on Tuesday January 26, 2010 at
7:00 p.m. in the Municipal Building, 27600 Jefferson Circle Drive, St. Clair
Shores, Michigan at the request of the call of two Council Members, per the City
Charter (10.046, Sec. 3.6), for the following purpose:

The agenda will be as follows:

1. Call to Order, Roll Call and Pledge of Allegiance

2. Audience Participation on agenda items (2 minute time limif)
[Submit form to City Clerk prior to start of meeting]

3. Review of the Department of Public Works
Audience Participation (5 minute time limit)

MARY\A.
City Clerk

Individuals with disabilities or impairments who plan to attend this meeting need to contact the City Clerk's office
at (586) 447-3303 or (586) 447-3388 (TDD) if auxiliary aides or services are needed. A request for service form is
available at all City departments. Ten (10) business days advance notice is required.

Posted 1/25/2010 3:19 PM
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To: Tim Haney
From: Alan C. Young, MST, CPA
Managing Director
Alan C. Young, & Associates, P.C.
Date: January 26, 2010

Re: Scrap Metal Fraud Detection by CPA Firm

Dear Tim,

As | understand your question, your city incurred a theft of approximately $19,000 from
an illegal sale of scrap metal which was not recorded on the books. You further
indicated that your general fund approximated $50 to $60 million including 10 milﬁo_n in
the Street Fund and you wanted to know was this theft something your extemal auditors
should have discovered. Based on these facts, my answer is no.- EERREIERE

First, the opinion the external auditors provides is “fairly presented” and not absolute
which would require a review every transaction which we all understand would be cost
prohibitive. The “fairly presented” standard looks to materiality as a major factor as to
what is audited. $19,000 on a $50 million budget is not close to being material.

Second — If not booked; how would the auditors know? That is why the audit firms now
issue the SAS 99 questionnaire to get persons affiliated with the engagement to come
forward on smaller sensitive issues which the CPA firm would then look into.

Although | would love to say they should have caught it and maybe you should look at
our firm, the professional truth is that we would never have known nor tested that area
either based on the dollars involved.

| think your CPA firm's approach and findings are consistent with what any CPA firm
would have discovered in the exact same situation. | believe their approach and
findings are in line with the profession.

If you need any further information, please feel free to give me a call.

TimHaney-Scrap Metal Fraud




Plarde & Moran, PLLC
p ante Suite 300

e 19176 Hail Road
Cinton Township, Mi 48038

mor an Tel: 586.416.4900
Fax: 686.416.4901

plantemoran.com

September 22, 2009

To the City Council

City of St. Clair Shores
27600 Jefferson Avenue
St. Clair Shores, M| 48081

Dear Council Members:

We are in the process of planning for the audit of the financial statements of the City of St. Clair
Shores (the “City”) for the year ended June 30, 2009. An important aspect of planning for the
audit is communication with those who have responsibility for overseeing the strategic direction
of the City and obligations related-to the accountability of the City. At the City of St. Clair
Shores, these responsibilities and obligations are held by the City Council, collectively and
individually; therefore, it is important for us to communicate with each of you in your role as a
council member of the City of St. Clair Shores.

As part of this communication process, we have spoken with Robert Hison, the Honorable
Mayor of the City of St. Clair Shores, regarding our responsibilities under generally accepted
auditing standards and the planned scope and timing of our audit. The purpose of this letter is
to provide each of you with a summary of those discussions and to provide you with the
opportunity to communicate with us on matters that may impact our audit.

Our responsibility under Generally Accepted Auditing Standards

Annually, we are required by governmenfal auditing standards to describe to you our “auditor
responsibilities.” Attached please find a letter addressed to the City Council that describes our
responsibilities (Attachment A).

In summary, as stated in our engagement letter addressed to Ken Podolski, our responsibility,
as described by professional standards, is to express an opinion about whether the financial
statements prepared by management with your oversight are fairly presented, in all material
respects, in conformity with U.S. generally accepted accounting principles. Our audit of the
financial statements does not relieve you or management of your responsibilities.

Overview of the planned scope and timing of the audit

Our audit fieldwork will include three phases. The planning and preliminary information
gathering phase and the risk assessment phase occurred during the month of July; the rest of

our audit procedures will be performed during the six week period beginning the week of August
31, 2009.




To the City Council -2- September 21, 2009

To plan an effective audit we must identify areas of the financial statements that we consider
inherently higher in risk based on our knowledge of the governmental industry as a whole and
the City of St. Clair Shores individually. We then design procedures to address those risks. As
a result, we identified the following:

» Significant transactions (in terms of size and/or volume) during the year, including items
such as property tax revenue, state-shared revenue, water/sewer usage fee revenue,
Lake St. Clair Clean Water Initiative activity, vendor contracts, and payroll related items

e Compliance with Federal Programs under OMB Circular A-133
* Financial statements and related footnotes
In response to these identified significant risks we will perform:

¢ Targeted testing of certain transactions to verify that transactions are supported by
appropriate documentation and accounted for appropriately. This testing will include
certain unpredictable procedures for which we will provide no advance notice.

o Other tests we consider necessary to verify recorded account balances.

We will gain an understanding of accounting processes and key internal controls through a
review of the Accounting Procedures Questionnaires and Control Procedures Questionnaires
prepared by management. We will perform confirmation, observation and inspection procedures
to ensure the accounting procedures and controls included in the questionnaires have been -
implemented. We will not express an opinion on the effectiveness of internal control over
financial reporting; however we will communicate, to you, significant deficiencies and materlal
weaknesses identified in connection with our audit.

The concept of materiality is inherent in our work. We place greater emphasis on those items
that have, on a relative basis, more importance to the financial statements and greater
possibilities of material error than with those items of lesser importance or those in which the
possibility of material error is remote. In determining the materiality threshold we considered the
users of the financial statements. As we understand, the users of the City's financial statements
are the residents of the City of St. Clair Shores, bond-rating agencies, and the State of Michigan
(in addition to City Council); therefore, our consideration of the appropriate materiality threshold
included the following factors: assets, fund balance/net assets, and revenue.

Information from you relevant to our audit

An important aspect of this communication process is the opportunity for us to obtain from you,
information that is relevant to our audit. Your views about any of the following are relevant to our
audit:

* The City's objectives and strategies, and the related business risks that may result in
material misstatements

* Matters you consider warrant particular attention during the audit, and any areas where
-you want to request additional procedures be undertaken
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To the City Council -3- September 21, 2009

» Concerns about the City's internal control and its importance to the City, including how
the City Council oversees the effectiveness of internal control and the detection or
possibility of fraud

» Significant communications with regulators

e The actions of City Council in response to developments in accountmg standards,
regulations, laws, previous communications from us and other related matters

if you have any information to communicate to us regarding the above or any other matters you
believe are relevant to the audit, or if you would like to discuss the audit in more detail please
contact us as soon as possible at the contact information below:

Dave Herrington, Partner Jenny Cederstrom, Senior Manager
Dave.Herrington@plantemoran.com Jenny.Cederstrom@plantemoran.com
586-416-4924 248-223-3460

Thank you for your time and consideration in this important aspect of the audit process. You can
expect to hear from us again after the completion of our audit when we will report to you the
significant findings from the audit.

Yours truly,

PLANTE & MORAN, PLLC

/m%aé

David Herrmgton Partner

Jenny Cederstrom, Senior Manager
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To the City Council -4~ September 21, 2009

Attachment A
Auditor Responsibilities

During the planning phase of an audit, all independent auditors are required to communicate
certain auditor responsibilites to the City Council in order to help you obtain a better
understanding of the audit process. The following is a brief description of the independent
auditor’s responsibilities.

Auditor’s Responsibility under Generally Accepted Auditing Standards and Government
Auditing Standards

Management has the responsibility for adopting sound accounting policies, for maintaining an
adequate and effective system of accounts, for the safeguarding of assets and for devising an
internal control structure that will, among other things, help assure the proper recording of
transactions. The transactions that should be reflected in the accounts and in the financial
statements are matters within the direct knowledge and control of management. Our knowledge
of such transactions is limited to that acquired through our audit. Accordingly, the fairness of
representations made through the financial statements is an implicit and integral part of
management’s responsibility. We may make suggestions as to the form or content of the
financial statements or even draft them, in whole or in part, based on management's accounts
and records. However, our responsibility for the financial statements is -confined to the
expression of an opinion about whether the financial statements prepared by management with
your oversight are fairly presented, in all material respects, in conformity with U.S. generally
accepted accounting principles. Our audit of the financial statements does not relieve you or

management of your responsibilities. The financial statements remain the representations of
management.

An independent auditor's objective in an audit is to obtain sufficient competent evidential matter
to provide a reasonable basis for forming an opinion on the financial statements. In doing so,
the auditor must work within economic limits; the opinion, to be economically useful, must be
formed on selected tests rather than an attempt to verify all transactions. Since evidence is
examined on a test basis only, an audit provides only reasonable assurance, rather than
absolute assurance, that financial statements are free of material misstatement. Thus, there is
a risk that audited financial statements may contain undiscovered material errors or fraud. The
existence of that risk is implicit in the phrase in the audit report, “in our opinion.”

Auditor’s Responsibility for Testing and Reporting on Internal Controls and Compliance
with Laws, Regulations, Grant Agreements and Contract Provisions

In the process of a financial statement audit, we gain an understanding of internal control of the
organization as well as the laws and regulations having a direct and material effect on the
organization for the purpose of assisting in determining the nature, timing and extent of audit
testing. Tests of controls and compliance with laws and regulations in a financial statement
audit contribute to the evidence supporting our opinion on the financial statements. However,
the limited purpose and scope of these tests are not sufficient to provide a basis for an opinion

plante
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To the City Council -5- September 21, 2009

on the adequacy of internal control or on compliance with laws, regulations, grant agreements
and contract provisions.

The limited purpose of these tests in a financial statement audit may not meet the needs of
some users of auditor's reports who require additional information on internal controls and on
compliance with laws, regulations, grant agreements and contract provisions. To meet certain
audit report users’ needs, laws, regulations, grants and contracts often prescribe testing and
reporting on internal controls and compliance to supplement the coverage of these areas in a
financial statement audit. In accordance with OMB Circular A-133 covering federal awards,
supplemental testing of and reporting on internal controls and compliance will be performed.
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Tom Kalbfleisch

From: - Tom Kalbfleisch

Sent: Tuesday, September 22, 2009 10:54 AM

To: ‘hison@scsmi.net’; 'mahearn@scsmi.net’; 'rirederick@scsmi.net'; 'mcfadyen@scsmi.net’;
‘mmoffitt@scsmi.net’; 'rubello@scsmi.net’; ‘walby@scsmi.net'

Cc: Jenny Cederstrom; 'podolski@scsmi.net’

Subject: City of St. Clair Shores Pre-Audit Communication

Attachments: City of St. Clair Shores 2009 Audit Communication Letter.pdf

To the Honorable Mayor and City Council, City of St. Clair Shores, Michigan:

Statement on Auditing Standard (SAS) No. 114 requires auditors to communicate certain matters with “those
charged with governance” over the audit process.

As part of this communication process, | have spoken with Mayor Robert Hison regarding the scope & timing
of the audit, and inquired regarding other matters that may impact the audit.

Attached is a letter for your review summarizing certain matters that will be addressed during the audit. No
action is required on your behalf, unless you have concerns you would like to share or have questions
regarding this communication.

Please feel free to contact me, Jenny Cederstrom (see contact info in letter) or Dave Herrington (see contact
info in letter) if you have any questions or concerns.

Best Regards,
Tom Kalbfleisch

Plante & Moran, PLLC

19176 Hall Road, Suite 300
Clinton Township, MI 48038
Tel: 586-416-4928

Fax: 248-233-7228
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Plante & Moran, PLLC
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19176 Hall Road

’ z" - Clirnton Township, Ml 48038
moran Tet: £86.118.4800

’ Fax: 564.410.4901
plaitomonan.com

September 16, 2009

Mr. Kenneth Podolski
City of St. Clair Shores
27600 Jefferson Avenue
St. Clair Shores, Ml 48081

Dear Mr. Podolski:

We continue to ba complimented by your selection of our firm to assist you. We are sending this letter
and the accompanying Professional Services Agreement, which is hereby incorporated as part of this
engagement letter, to confirm our understanding of the nature and fimitations of the services we will

provide and the terms of our engagement with the City of §t, Clair Shores (the “City”) to provide these
services,

Scope of Services
Audit services for the year ended june 30, 2009 include the following:

Audit of the City's Comprehensive Annual Financial Report (CAFR)

Audit of the City’s Federal Programs under OMB Circular A-133 (Single Audit)

Preparation of CAFR and Single Audit Report, including processing and reproduction

Preparation of financial statements for the Tax Increment Finance Authority

Preparation of financial statements for the Brownfleld Redevelopment Authority

Preparation of financial statements for District Court No. 40

Letters of comments and recommendations to the City Council and District Court Judges
Presentation of audit results to the City Council

Discussions and consultations regarding accounting and business advisory matters during the year

If you require any additional services, including accounting, consulting, or tax assistance, those services
will be detailed in a separate engagement letter.

Timing of Services

We expect to begin fisldwork for this engagement at your offices on August 31, 2009. We anticipate that
our on-site audit work will end on approximately October 2, 2009 and that our report will be issued by
November 16, 2009,

Fees and Payment Terms

Our fee for this engagement, subject to the terms and conditions of the accompanying Professional
Services Agreement, will be $83,000. Invoices will be rendered periodically during the course of our
engagement as services are provided and are due when received. .
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Mr. Kenneth Podolski September 16, 2009
City of St. Clair Shores Page 2

If you are in agreement with our understanding of this engagement, as set forth in this engagement letter
and the accompanying Professional Services Agreement, please sign the enclosed copy of this letter and
return it ta us with the accompanying Professional Services Agreement.

Thank you for the opportunity to serve you.

Very truly yours,
Plante & Moran, PLLC

J

David W. Herrington

Agreed and Accepted
We accept this engagement letter and the accompanying Professional Services Agreement, which sat

forth the entire agreament between the City of St. Clair Shores and Plante & Moran, PLLC with respsct
to tha services specified in the Scope of Servioss section of this engagement letter,

City of St. Clalr Shores

A4 A . ooy

Mr. Kefneth Podolski Date

ﬁr:., IR A
Title ,

plante
moran




