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Certified Public Accountants and Business Consultants

October 6, 2006

To: City of Portland Finance Committee, acting as Audit Committee
City of Portland Department of Public Schools Finance Committee, acting as Audit Committee
Duane Kline, Finance Director, City of Portland, Maine
Joseph E. Gray, City Manager, City of Portland, Maine
Mary Jo O'Connor, Superintendent, Portland Public Schools
Richard Paulson, Director of Finance and Operations, Portland Public Schools

In planning and performing our audit of the financial statements of the City of Portland, Maine (the City)
for the year ended June 30, 2006 we considered the City’s internal control over financial reporting in
order to determine our auditing procedures for the purpose of expressing our opinions on the financial
statements and not to provide an opinion on the internal control over financial reporting.

However, we noted matters involving internal control and its operation that we consider to be reportable
conditions under standards established by the American Institute of Certified Public Accountants.
Reportable conditions involve matters coming to our attention relating to significant deficiencies in the
design or operation of internal control that, in our judgment, could adversely affect the City's ability to
initiate, record, process, and report financial data consistent with the assertions of management in the
financial statements.

A material weakness is a reportable condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements caused
by error or fraud in amounts that would be material in relation to the financial statement being audited
may occur and not be detected within a timely period by employees in the normal course of performing
their assigned functions.

Our consideration of internal control would not necessarily disclose all matters in internal control that
might be reportable conditions and, accordingly, would not necessarily disclose all reportable conditions
that are also considered to be material weaknesses as defined above. However, the reportable conditions
described in the attached schedule are not believed to be material weaknesses.

This report is intended solely for the information and use of the City of Portland Finance Committee and
the Department of Public Schools Finance Committee (acting as Audit Committees), management of the
City and the Department of Public Schools, and others within the administration. It is not intended to be
and should not be used by anyone other than these specified parties.

We wish to express our appreciation for the cooperation and assistance we received from the officials
and employees of the City of Portland, Maine, including the Department of Public Schools, during the
course of our audit. We will review the status of these comments during our next audit engagement. We
have already discussed these issues with various City and School personnel, and we will be pleased to
discuss it in further detail at your convenience, or to assist you in implementing the recommendations.

Very truly yours,

JDossipmn e Dbl



CITY OF PORTLAND, MAINE
Schedule of Reportable Conditions and Other Comments
June 30, 2006

REPORTABLE CONDITIONS
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The Department of Public Schools does not maintain a self-balancing double entry fund accounting system. The
current system utilized by the Department only maintains expenditure data, and does so primarily to ensure
budgetary compliance. The City also posts all School expenditures to a more condensed account format, within
the City’s overall accounting system. The City also maintains all revenue accounts for the School on the City
system, as well as any balance sheet accounts required for School operations — receivables, payables, inventory
and the like.

The School’s accounting system is used for all budgetary reporting to the School Committee, as well as for
reporting to the State of Maine Department of Education for a number of purposes, including reporting on the
annual form EF-M-45. The accounting method used by the School Department to report expenditures in their
accounting system represents a modified cash method of accounting. City records are maintained using modified
accrual accounting consistent with generally accepted accounting principles. This results in differences that
must be annually reconciled.

We see two issues with this current practice at the Department of Public Schools. First, not maintaining a full,
self-balancing double entry fund accounting system lends itself to errors going unnoticed because there are no
controlling balance sheet accounts that can be reconciled monthly. Second, the inconsistencies in the basis of
accounting and the required reconciliations at year end result in an expectation that differences will undoubtedly
exist. Because of this, they may not be investigated in a timely manner, resulting in a heightened risk that errors
could go unnoticed.

Management response:

This has been the situation since FY98, when Pentamation accounting software was adopted after MUNIS. The
PPS Finance Director recognized the inadequacy of the existing accounting software when he assumed his
position, in September, 2005, and pursued an upgrade that we recently purchased and will be running in parallel
with our current software later in this fiscal vear. In FY0S, PPS will maintain a self-balancing double entry fund
system, on a modified accrual basis, consistent with the City.

Finally, the State of Maine Department of Education has recently performed an overhaul of the recommended
chart of accounts for school units in Maine. [t is their hope that school units begin using this format in the 2007-
08 fiscal year. One of the goals of these new requirements is to eliminate the need for certain manual reporting
and convert to a system of automatic downloading of account information from the individual school unit’s
accounting system directly to the State system used to accumulate and analyze this data.

Although we understand that the Department of Public Schools is currently working with the State on an
implementation plan, we wish to inform you that, in our opinion, the current structure is not conducive to the
ultimate plan for automatic data transmission of account activity, and that a significant amount of work will be
involved to become fully compliant.

Management response:

PPS is one of a small group of pilot sites for the MDOE's MEDMS overhaul. We recognize the magnitude of this
effort, but believe our early involvement in the planning and execution of this change is a positive situation that
will clarify and enhance our reporting. Despite the work involved, Management considers this effort highly
achievable.






