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Background

An organization can ensure that its accounting and financial management system satisfies all
applicable compliance requirements if it has adequate internal control policies and procedures in
place. There are a number of sources for guidance of an internal control framework that the
Finance Department should be familiar with. The manager of each grant is charged with
establishing the internal control framework for each respective grant. In turn, the City Auditor
Department is responsible for evaluating the design and operating effectiveness of those internal
controls over grant compliance.

Objective

The objective of this report is to evaluate the design and operating effectiveness of the Finance
Department’s internal control framework over grant compliance relating to (1) accounting for and
reporting transactions, (2)executing transactions, and (3)safeguarding assets. These objectives are
further described below as:

(1)Accounting and Reporting - The objectives of internal controls over accounting and
reporting are to ensure that transactions are properly recorded and accounted for to do
the following:

a) Permit the preparation of reliable financial statements and grant reports.
b) Maintain accountability over assets.

c) Demonstrate compliance with federal/state laws, regulations, and other grant
compliance requirements.

(2)Executing Transactions - The objectives of internal controls over executing transactions
are to ensure that transactions are executed in compliance with the following:

a) Laws, regulations, and the provisions of contracts or grant agreements that could
have a direct and material effect on a federal program.

b) Any other federal and/or state laws and regulations that are identified in the OMB
Circular Compliance Supplements.

(3)Safeguarding Assets - The objective of internal controls over safeguarding assets is to
ensure that funds, property, and other assets are safeguarded against loss from
unauthorized use or disposition.
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To evaluate the design and operating effectiveness of the three objectives of internal control over
grant compliance the City Auditor Department identified and evaluated the basic components of
each objective for the City of Galveston as described in the supplemental appendices and below:

1)Administrative

a)

b)

d)

e)

Control Environment - The City of Galveston’s control environment establishes the
tone of an organization that influences the control consciousness of it’s personnel.

Risk Assessment - Risk assessment is the City of Galveston’s identification and
analysis of relevant risks to achieving the organization's objectives.

Control Activities - The City of Galveston’s control activities are the policies and
procedures that are performed by personnel that help ensure that management's
directives regarding compliance are carried out.

Information and Communication - The information and communication
component includes the City of Galveston’s identification, capture, and exchange
of information in a form and time frame that enable personnel to carry out their
responsibilities.

Monitoring Activities - Monitoring activities access the City of Galveston’s quality
of internal control performance over time.

(2)Accounting

a)

b)

c)
d)

Rights and Obligations — All account balances properly reflect amounts owed to
the City of Galveston or amounts the City of Galveston owes to others.

Valuation and Allocation ~ All account balances reflect what the grantor agency
can reasonably expect to receive or pay to/from the City of Galveston.

Occurrence - All transactions or events occurred within the City of Galveston.

Completeness ~ All transactions or events have been captured by the City of
Galveston.

Accuracy - All transactions or events have been accurately recorded by the City of
Galveston.
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f) Cut-off - All transactions or events are recorded by the City of Galveston in the
correct accounting period.

g) Classification - All transactions or events are correctly classified by the City of
Galveston.

(3)Reporting

a) Defining the Grant Financial Reporting Process for the City of Galveston.
b) Capturing and Processing Nonroutine Grant Information for the City of Galveston.
c) Preparing and Reviewing Grant Disclosures for the City of Galveston.

d) Reviewing and Approving Grant Program Financial Reports or the Schedule of
Expenditures of Federal and/or State Awards for the City of Galveston.

Fieldwork Performed

The City Auditor Department researched all internal controls necessary for a grants division
within a local municipality and listed each internal control to serve as a checklist in Appendix 1 -
Administrative Controls Checklist, Appendix 2 — Accounting Controls Checklist, and Appendix 3 -
Financial Reporting Checklist. Internal controls listed in the three appendices were evaluated to
determine if the control design and operations of the control proved to be effective over grant
compliance at the City of Galveston. The City Auditor Department also analyzed those internal
controls to determine if opportunities may exist for the improvement of transparency,
documentation, and timeliness over grant compliance at the City of Galveston.

Audit Findings

There are no findings within this audit for the City Auditor to report to The Mayor and The City
Council. The City Auditor Department will make itself available to consult with the Finance
Department should management choose to act upon improving those internal controls identified
in the attached appendices for enhanced transparency, documentation, and timeliness over grant
compliance at the City of Galveston.

Staff Conduct
All staff acted in a professional and timely manner.

City Manager’s Response
The City Manager’s office received the draft report and is supportive of the process to enhance

and improve internal control processes. The Manager will use this report as a guide to further

efforts to ensure controls are both robust and monitored.
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