THE COMMON COUNCIL OF THE CIVIL CITY OF NEW ALBANY, INDIANA, HELD A WORK SESSION IN THE THIRD FLOOR ASSEMBLY ROOM OF THE CITY/COUNTY BUILDING ON THURSDAY, JUNE 7, 2012 AT 6:30 P.M 

PRESENT: Council Members Mr. Coffey, Mr. Caesar, Mr. Phipps, Mr. McLaughlin, Mr. Blair, Mrs. Baird, Mr. Gonder, Mr. Zurschmiede and President Benedetti. 
ALSO PRESENT: Matt Lorch, Ted Summer, Sue Haase, Mary Ann Prestigiacomo and Vicki Glotzbach
Ms. Benedetti called the meeting to order at 6:30 p.m.

Ms. Haase stated the 2010 audit report is a qualified report and it is not good to be qualified.  She stated that they came in to go through the SBOA comments and then go through the policies and procedures and make recommendations on how best to go forward.  She stated that the SBOA has numerous comments about the proper procedures not being followed by the council.  She stated that one of the things is the interdepartmental loans that are made which are very common because of when we get major distributions in June and December.  She stated that what typically happens is you can go to the market and put out a bid for tax anticipation warrants or the financial officer can use other funds if you do have them and can avoid the cost of borrowing and the if the council agrees then you go forth.  She stated that it is showing in the report that is happening but it is not receiving the council’s approval. She added that the council is not acting on it as the legislative and fiscal body of the city and that is a reportable incident for an annual audit report by SBOA.  She stated that what they would like to get to point where we can get rid of that comment.  She explained that these comments that made a qualified opinion have a direct impact on your borrowing capabilities because a bond buyer purchaser would want more return on the investment because of the higher risk.  
Mr. Blair asked if she could define qualified opinion.
Ms. Haase stated that means that they could not do their audit and get a level of comfort that the balances and the processes are true and correct.  She added that in 2010 there were 20 accounts and nine accounts did not get reconciled.  She stated that they felt that given that and the lack of control over the processes of the city, they couldn’t make an opinion whether or not those balances are correct. She added that a qualified opinion doesn’t mean there is something illegal going on.  She explained that SBOA has a manual called the Cities and Towns Manual that is your bible if you don’t have local policies and procedures in place for running your various departments.  She stated that the manual by default, at a minimum, is your internal controls and policies and procedures and you have to follow it by statute but you can always make it more constrictive and add more controls. 
Mr. Phipps asked if most cities follow the manual or do they develop their own.

Ms. Haase replied that her experience is that most cities follow the manual at a minimum and may put additional controls on it according to situations that may arise in their community.
Mr. Phipps asked if she feels that it is a pretty good policy or does it need to be strengthened.

Ms. Haase replied that she feels that it is pretty good policy.  She stated that she hasn’t delved into every one of the funds, the departments or anything like that to see whether or not there is the opportunity that we should put in more stringent controls. She added that on some things you may not want more controls because sometimes too many can stop your business. She explained that what they were charged to do was to look at the SBOA specifically with an eye to the council and what the council can do to clear the comments that are directly attributed to them. She stated that what she is seeing is that the council probably needs to sit down with the mayor, the controller, legal representatives for both bodies and see where they can get with it.  She also stated that in her opinion the council does not want to micromanage from a regulatory standpoint because you literally bring things to a standstill.  She said that as time passes, sometimes the communication is not there.  She mentioned that the 2011 audit results will be going to Indianapolis and we may have done away with some of those comments.  She stated that she does not have any idea as to whether or not the qualified opinion will go away.   She said that she would ask the council to embrace their responsibilities and if necessary change the policies and procedures that exist so that they can do your jobs.  She also mentioned that one of the things is that the Board of Public Works and Safety approves claims for the city and that is not uncommon, however, she is interpreting they can approve them but there are a lot of things that goes into approving a claim.  She said that you have to make sure that the invoice properly represents the service you received and if it is a contract service then you need to make sure that it is according to the contract.  She stated you have to make sure you have the appropriations for them.  She then stated that in 2010, there was talk of a loan at the very end of the year and you directed that this claim be settled.  She added that there are laws that say if you borrow it in one year then it has to be paid back that same year and if an emergency situation exists then the council has to deem it an emergency and then you can get another six months to pay it back.
Ms. Benedetti stated that she has never been in a Board of Works meeting where they ask what the cash balances are before they approve claims and then find it is not there and then direct them to the council.
Ms. Haase stated that it is not unusual to be in that situation because of the way you get your money in. 

Ms. Benedetti asked if you have a situation where in January you only have $250,000.00 in the general fund and you forecast out monies that will be coming to you, can’t you come at one time and say I need six months of funding and then get the funding in and look at what the next six months is going to bring. 
Ms. Haase stated that what she has seen in other communities is that the financial officer will, at the beginning of the year when they feel that they are going to run out of money, go before the council with a recommendation. She added that if there are funds in the city that can be borrowed from then you want to do that rather than pay interest on it.  She also stated that there are mechanisms that can be put in place that you can work out the types of reports that you want because you are going to know more when you get a report of cash balances and you have your appropriation report.  She mentioned that starting in February with the new electronic filing that has to be done and you don’t want to miss the date that it has to be in.

Ms. Benedetti asked if they should review what they are turning into Gateway.

Ms. Haase replied that is an internal control and it is very clear through SBOA that you are the legislative body and you are responsible to make sure that the policies and procedures of internal control are being followed. 

Ms. Benedetti asked if this report would show when you are going to be out.
Ms. Hasse stated that if you use your year-end reports, the first thing you look for are any negative balances.  She also stated that the appropriation report is your budget to actual not your cash balances so you can use that and compare it to what the year-end cash balances were. She then stated that you can take the CTAR and tie it back to the actual appropriation to actual report.  She stated that the report is not to be filed unless it is a true representation of what the books show.

Mr. Coffey stated that we would always run short and would advertise it for the lowest rate.  He stated that they would borrow from the sewer utility and still had to pay interest but we would be paying to it to ourselves so that would be good for us until we get different people in there managing the money.  He stated that if we are going to put safeguards in they need to be put in front and back.  

Mr. Zurschmiede stated that he has asked for a lot of reports and doesn’t know what procedures need to be put into place to make sure that the council gets the financial information that they need to make educated decisions.

Ms. Haase asked if it is something that is broken beyond repair or is it something that you can get together on and say these are the reports we need to do our jobs.
Ms. Benedetti asked what she would say those reports are.
Ms. Haase replied appropriation to actual, actual to budget and cash balances.  With those, you will be able to very clearly see that you cannot pay what is going to be coming in the future months out of general fund without an inner fund loan or some type of borrowing. 
Mr. Blair asked how we are going to do that with just those reports because we are going to have timing differences.  
Ms. Haase stated that a perfect example of being able to use the reports is with your fire and police because it is more consistent. 

Ms. Benedetti asked if an appropriation report with detail by fund would work.  

Ms. Haase asked again if they want to micromanage.

Mr. Coffey stated that at this point in time they have had one bad audit after another and they need to understand as they go.
Ms. Benedetti asked about the bank recs.

Ms. Haase stated that it depends on how detailed you want to be. She then asked do you want to see the actual bank rec or do you want a report that shows this was the bank balance, this was the book balance and here is the difference which means you’re out of balance and it shouldn’t come to you out of balance.
Mr. Coffey stated that he would like to see who the checks are being written to because he has a real question whether some projects are being bid out. 
Ms. Benedetti stated that she wanted to get back to Board of Works and said that she knows it can be a five member board and two council people serve on it.

Mr. Coffey asked why they don’t go back to the way when the council really did its job.  He stated that it used to be that there were two meetings a month, one was for financials and the other was for ordinances and it worked.
Ms. Haase stated the business of the city is being carried out but from reading the audit it is not being carried out the way it should be.
Mr. Caesar asked if she is telling them to concentrate on the general fund or all funds.

Ms. Haase replied all of them.  She added that on the TIFs you have debt obligations that have to be paid so you cannot violate.  

Ms. Baird asked if they could get a list of the funds that can be borrowed from and the ones that cannot be borrowed from. 

Ms. Haase stated that she doesn’t think that there is one.  She added that there are certain funds that you legally can’t borrow such as any debt funds because it is already pledged.  She also stated that what amount is in your TIF for payment of debt cannot be touched   She added that she has had experiences with other communities that have borrowed from their TIF fund because their TIF had so much money but they did pay it back once they received their distribution.  She also has communities that borrow from their utility all the time.  She added that they do a monthly report for a community and there is a schedule in it that shows what loans are outstanding and to what funds.
Mr. Caesar asked if that would be an expensive report.
Ms. Haase replied not from the controller.  She added that they simply get the general information in and enter it into a monthly trial balance.  She also stated that she doesn’t know how well the controller’s office is staffed and whether or not they have time to do the report.
Ms. Prestigiacomo stated that she is in touch with their software company.  

Mr. Blair asked if we have the software, hardware, personnel and training that we need because we would need all of those tools in order to generate the information. 

Ms. Prestigiacomo stated that they definitely do not have software but if they get the new software then a server should come with that.  She added that there are definitely some upgrades that they need.  She stated that with the New World proposal because we are an existing and this is an upgrade, they are giving a lot of deductions off of their licensing.  She added they will dedicate a certain amount of hours to be in the office and not only train them but train the department heads and at least one other person in each department to learn how to put in claims which starts the process of approval. 
Ms. Benedetti stated that it is only as good as the numbers that you put in to it.

Ms. Haase stated that New World is the Cadillac and a very efficient system but there was a community that was not savvy enough to use it so they had to get rid of it which was a huge cost.
Mr. Coffey stated that if there is something out there that is simpler that will work better and someone could understand it quicker then maybe that is what we should be going for. 
Mr. Blair stated that he thinks that we need to go through an evaluation of the software systems that are available.  
Ms. Benedetti stated that our three biggest budgets are police, fire and 911 communications and if you are negotiating out insurance benefits for them, shouldn’t those quotes come before the council.
Ms. Haase stated that is a question that she had for the council because of the fact that it is obligating the city.  
Ms. Benedetti stated that when they had to do a budget shortfall at the end of the year last year which means if they didn’t appropriate the money, the DLGF was taking it off the top part of the budget because they did it in the prior year.  She added that they have been down here during budget time saying that we are not stopping the train wreck because we keep using all our funds but not dealing with the issues.  She stated she is trying to get something on the right track this year.  She also mentioned at the end of last year the Board of Works approved hiring two firefighters and she asked how they were going to be paid.
Ms. Haase stated that she understands that because all of that is done before the Board of Public Works & Safety that you never get it until it they need money.

Mr. Coffey stated that they don’t even tell the council.
 Mr. Zurschmiede stated the problem is that when we pass a budget it is never followed.  He stated that they have never given a recommendation to the administration because the controller has never come to them to say that they are going to have to overspend the budget and give them options. He added that the previous controller said that it is her obligation to pay the contracts in place for police, fire and communications workers.    He added that it should have been brought to this body and told that looking down the road we are going to run out of money and be given some options to solve the problem.  
Ms. Benedetti stated that they don’t want to micromanage but a new administration has been in since January and she has not seen any changes.

Mr. Coffey stated that they have already passed an ordinance for information and they still don’t get what they need.  

Ms. Benedetti stated that she is not saying that they take it over forever but maybe a 12-24 month period until they get on the right track.  She also stated that they can’t give raises or they can’t save money to give incentives.  
There was a lengthy discussion regarding salaries and raises.

Mr. Blair asked about the bank reconciliation and how they can solve that issue.

Ms. Haase stated that in another community that she worked with they went four years back and they were still out of balance but they maintained that same level for nine months and SBOA said that they agreed with them.  She said they adjusted that book balances so that they knew that was the true and correct amount they should have because they maintained the same off amount.
Mr. Blair asked if we are doing that or are they varying.

Ms. Haase stated that is not happening now.

Ms. Benedetti stated that the account that we were going to do the charge off on was $112,000.00 and now it is down to like $57,000.00.

Ms. Prestigiacomo stated that is because at the end of 2010 Mr. Watkins had taken in his numbers and moved the money that was still sitting in the sewer account that we needed to change to storm water so she was taking his starting balance from 2010 and it wasn’t the right balance.  She stated that it is $53,000.00.
Mr. Blair asked how long we have kept that balance.

Ms. Prestigiacomo stated since the end of 2011.
Ms. Haase stated that it should be reflected in the audit comments that the reconcilements are okay.  She then asked what report they can provide to make sure that it stays there.

Mr. Blair stated reconciliation reports monthly and they can look for the things that are unusual.

Ms. Benedetti stated that they should have done the charge off a couple of months ago.

Ms. Haase stated that the comment in 2010 from SBOA was that they could not tell what the true balance was.  
Ms. Benedetti asked what our next step should be.

Ms. Haase stated that she feels there is a consensus that the council wants more control.  She then began to go through the summary of recommendations.
Ms. Benedetti stated that she has been told by Charlie Pride that it is illegal to do intermingling of funds without the council’s consent.  She again stated that things are being approved at Board of Works and they look at no cash balances.
Mr. Blair stated that if we want to approve the claims here, we can change that pretty quickly.

Ms. Haase continued to go through the summary of recommendations.
Mr. Blair asked if she would recommend consolidating some of the accounts.

Ms. Haase stated that what you have to look at on those is if by ordinance what that bank account was created for has to be accounted for separately. She stated that all of the different departments within the general fund can be kept together.  She added that where you can combine funds that are allowed it is good because you have that added security of not overdrawing.
Ms. Benedetti stated that there is no limitation according to state statute on how many bank accounts you can have.

Ms. Haase stated that the more you have the more work you are creating for yourself.
Mr. Zurschmiede stated that he doesn’t think that would create anymore work at all because he has about 10 or 12 checking accounts and if anything it helps him keep everything separate and see what expenses are in each account.  He added that he would totally disagree with any idea of combining a bunch of accounts into one.

Mr. Caesar stated that he is leaning toward doing the general fund as an account and then have EDIT in another account but borrow in January from EDIT to get us through until June and then in June borrow again to get us through January again.
Mr. Blair stated that he thinks that they should have the controllers input too as far as what is manageable.
Mr. McLaughlin asked how many audits they have done in the state and how do we stand in comparison.

Ms. Haase stated that they are not allowed to do audits unless they are approved to do them by SBOA but they have worked with numerous cities.

Ms. Benedetti asked how we compare with other cities.

Ms. Haase stated that they have never worked with anyone that had a qualified opinion.  She also stated that she fully believes that all of the comments can be cleared.
Mr. Summer stated that he thinks that the majority of the negative comments can be cleared in the next couple of years. He added that the controller appears to be diligent and is working on her reconciliations. He also stated that the council getting more control over the decision making process will make part of the issues go away. 
Ms. Haase stated that what she believes she has seen as a consensus is that the majority feels that the claims need to be brought back to the council for approval from the Board of Public Works & Safety.  She also stated that you need to get reconciliation reports or something that gives the comfort level that control is in place and it is working.  She added that you will also want the actual to budget and cash investment balances.  She said that she thinks it may be helpful if she can get with Ms. Prestigiacomo and see if they can come up with a report that sort of puts those two together.
Mr. Caesar asked if there is an add-on fee to the work that has already been done.  

Mr. Summer replied yes.

Mr. Caesar asked if they could put together a proposal for the council.

Ms. Haase replied yes.

Mr. Zurschmiede said that he thinks that is a great idea. 

Ms. Benedetti stated that she would like to have another work session on this.  She also stated that going into the budget process she wants to do something different.  She would like to talk to one or two department heads in a night and really go through the budget process.

There was a lengthy discussion on budget hearings. 

Ms. Benedetti asked if the next move should be for them to work up a proposal or do we want to keep them on a contractual basis.
Ms. Haase stated that she thought that council wanted them to at least summarize what the plan of attack is and then they will serve at the council’s leisure. 
Mr. Caesar suggested that they do the plan of attack and get it to the council and then we can set up another work session. 
Mr. Blair stated that there would be additional costs.
Mr. Phipps asked if it is possible for the council to hire their own part-time CPA to put together monthly reports in a simple form.  He added that it could just be for a two year period or something, just enough time to get the house in order.

Ms. Haase stated that one of the things in the plan of attack is for her to get with Ms. Prestigiacomo so they can get the reports that are meaningful to the council.
Mr. Caesar stated that he thinks they could but he doesn’t think that would fix the problem.
Mr. Coffey stated that he would like to rescind the ordinances from ’83 and ’88 to have the claims approved by the council.  

Mr. Zurschmiede stated that the council attorney could review rescinding those two and see if any red flags come up if they do that. 

Mr. Lorch stated that he will do that.
Mr. Zurschmiede stated that he has an ordinance to separate the general fund out on its own and wondered if they would like to make a recommendation on that.
Mr. McLaughlin stated that we know what the pluses are to that but we need to know what the down side is.  

Mr. Zurschmiede stated that the down side would be that there wouldn’t be money in there to pay the bills.

Mr. Caesar stated that there would have to be an addendum to that to say that we can transfer so much money over to carry us through.
There was a lengthy discussion regarding hiring policies and procedures.

ADJOURN:
There being no further business before the board, the meeting adjourned at 8:45 p.m. 

_____________________________


_____________________________

Diane Benedetti, President 
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