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Management Letter 

This letter includes a summary of specific matters that we identified in planning and performing 

our financial audit of the City of Vancouver from January 1, 2020 through December 31, 2020. 

We believe our recommendations will assist you in improving the City’s internal controls in these 

areas. 

We will review the status of these matters during our next audit. We have already discussed our 

comments with and made suggestions for improvements to City officials and personnel. If you 

have any further questions, please contact me at (360) 260-6409. 

This letter is intended for the information and use of management and the governing body and is 

not suitable for any other purpose. However, this letter is a matter of public record and its 

distribution is not limited.   

We would also like to take this opportunity to extend our appreciation to your staff for their 

cooperation and assistance during the audit. 

Sincerely, 

 

 

 

Lindsay Osborne, Audit Manager 

 

Attachment  



Management Letter 

City of Vancouver 

January 1, 2020 through December 31, 2020 

Financial statement preparation 

State and federal agencies, City management, and the public rely on information in the financial 

statements and annual report to make decisions. The City is responsible for designing and 

maintaining internal controls for ensuring financial statements are prepared and presented fairly 

using generally accepted accounting principles (GAAP). In the previous audit, we communicated 

concerns in a finding on the City’s internal controls over financial reporting. The current audit 

found the City had addressed these items. However, the current audit identified the following 

additional areas in which the City can continue improving the financial statement preparation 

process.  

Specifically, the City did not adequately review journal entries, financial statements and notes, and 

their accompanying support, which is necessary for detecting errors and ensuring statements are 

presented in accordance with GAAP. 

As a result, the City’s financial statements contained misstatements, including errors related to the 

calculation of pension-related balances, asset retirement obligations, and REET revenue. 

Additionally, the City’s reconciling items presented on the Reconciliation of the Statement of 

Revenues, Expenditures and Changes in Fund Balances of Governmental Funds to the Government 

Wide Statement of Activities contained errors and omissions.  

We recommend the City continue improving controls over preparing and reviewing financial 

statements and notes to ensure compliance with GAAP.  

 

 

 

 

 

 

 

 

 



 

 
Office of the Washington State Auditor 

SCHEDULE OF AUDIT FINDINGS AND RESPONSES 

City of Vancouver 

January 1, 2019 through December 31, 2019 

2019-001 The City’s internal controls were not adequate to ensure accurate 

financial reporting.  

Background 

City management, state and federal agencies and the public rely on the information 

included in financial statements and reports to make decisions. City management is 

responsible for designing, implementing and maintaining internal controls to ensure 

the City’s financial statements, notes and required schedules are prepared and 

presented fairly in accordance with generally accepted accounting principles 

(GAAP) and provide reasonable assurance regarding the reliability of these 

statements.  

Our audit identified internal control deficiencies that hinder the City’s ability to 

produce accurate financial statements. Government Auditing Standards requires 

auditors to communicate significant deficiencies, as defined in the Applicable Laws 

and Regulations section below, as a finding. 

Description of Condition 

We identified the following deficiencies in internal controls over financial 

preparation that, when taken together, represent a significant deficiency: 

 The City allocates costs from central services, such as administration, 

human resources, finance, insurance and purchasing, to funds that benefit 

from the services based on estimates. Periodically, the City adjusts 

allocations to reflect actual amounts through a true-up. The City performed 

a true-up of its allocations during 2019 that resulted in an adjustment of over 

$8 million. The City’s process for reporting this transaction was not 

sufficient to comprehensively evaluate the financial statement presentation 

for accuracy and compliance with GAAP. 

 The City did not sufficiently research Governmental Accounting Standards 

Board Statement (GASB) No. 83, Certain Asset Retirement Obligations, to 

ensure proper implementation. 

 The City’s review process of the financial statements and schedules was not 

adequate to detect all errors. 

 



 

Cause of Condition 

The City recently implemented a new accounting system and has experienced 

significant turnover in its accounting department the last few years. As a result, City 

employees were unable to dedicate sufficient time and resources to preparing and 

reviewing its financial statements. 

Effect of Condition 

The City’s financial information contained errors that City management did not 

detect. During our audit of the City’s financial statements, we found the following 

significant errors: 

 The City recorded a material prior-period adjustment for the true-up of its 

2019 cost allocations. However, because this adjustment was not a 

correction of an error, it should have been recorded as operating activity 

instead. 

 The amounts reported for the Governmental Activities’ current and 

noncurrent liabilities did not agree to supporting documentation resulting in 

an understatement of $7,838,924 and overstatement of $10,555,154, 

respectively. In addition, the deferred inflows related to pensions was 

understated by $2.6 million due to the City using incorrect support for the 

journal entry that recorded the transaction. 

 The Governmental Activities and Parking funds misclassified more than 

$39 million and $960,000, respectively, between Net Investments in Capital 

Assets and Unrestricted Net Position due to calculation errors.  

 A liability for estimated decommissioning costs related to 41 City-owned 

wells was not reported in accordance with GASB 83.  

In addition, we identified several other presentation errors, such as amounts not 

agreeing between the financial statements and note disclosures, duplicate note 

disclosures and budget to actual statements/schedules, and information not updated 

from the prior year, that were individually not significant, but when taken together, 

impair the understandability of the financial report. The City corrected all of these 

errors, except for the error related to reporting wells in accordance with GASB 83, 

in the final financial statements presented for audit. 

Recommendation 

We recommend the City improve internal controls over financial statement 

preparation processes to ensure accurate financial reporting in accordance with 

GAAP. Specifically, we recommend the City dedicate sufficient time and resources 



 

to preparing the financial statements and ensure a detailed final review is 

performed. 

City’s Response  

The City appreciates the opportunity to respond to recommendations provided by 

the Office of the Washington State Auditor. In summary, the Auditor questioned the 

classification of one material transaction and identified several less significant 

misstatements and presentation issues in the City’s 2019 CAFR as reflected in the 

“Effects of Condition” above.  

The primary cause of these “Effects” was the mid-2019 conversion of the City’s 

ERP system, which serves as the accounting ledger. The conversion required a mid-

year transfer of all accounting records and transactions between ERP systems, a 

complete overhaul of the City’s chart of accounts (codes used to record accounting 

transactions) and software accounting parameters, and revamping accounting 

methods and controls. The City Accounting Staff worked diligently and successfully 

accomplished each of these tasks but they caused changes to CAFR preparation. 

Many established CAFR preparation tools were incompatible with the new ERP 

system after the conversion. The City Accounting Staff developed innovative new 

preparation tools and methods for the City’s CAFR and also implemented a new 

CAFR compilation software in order to streamline the presentation and 

transparency of information for citizens. 

A secondary, albeit significant, cause is the lack of clear, authoritative guidance 

specifically regarding the adjustment of prior year estimated interfund billings. 

Lesser contributing causes include: 1) staff turnover requiring the City Accounting 

Staff to perform additional research, reassign duties and obtain external 

assistance; 2) during CAFR preparation in 2020, remote working related to 

COVID-19 pandemic orders impacted the City’s ability to communicate, 

collaborate and access remote systems. 

To address the items included in the “Description of the Condition”: 

 The material classification item identified during the audit concerns the 

presentation of the City’s cost allocation adjustments. To provide 

background, the City has internal service funds which provide 

administrative services, such as payroll, human resources, etc. These 

internal service funds bill other departments for services using estimated 

billing rates. In a following year, the estimated bills are trued up to match 

the actual, audited financial activity.  



 

The true-up is either refunding amounts departments overpaid in the 

previous year or charging them more if they underpaid. Since the true-up 

represents refunds and bills for services which departments received in 

previous years, the City recorded this activity as a prior period adjustment 

on the income statement and provided a detailed note disclosure. Given the 

lack of clear authoritative guidance on this situation, the City took what it 

felt was the most conservative and transparent option for presentation.  

The Office of the Washington State Auditor concluded that this true-up 

should be reported as current, not prior year, revenues and expenses. This 

represents a presentation issue whereby the correctly calculated adjustment 

is presented on incorrect lines of the statement.  

The true up entries are composed of: 

 The Internal Administrative Services Fund net refund for services 

provided in 2017 and 2018 of $4.5 million, which represents 13% of 

the $33.7 million estimated costs billed during those years.   

 The Self-Insured Worker’s Comp and Liability Fund net of 

collection of additional revenue for services provided in 2018 of 

$924,000. 

 The Benefits Fund net of collection of additional revenue for 

services provided in 2018 of $540,000. 

 The Self-Insured Health Insurance Fund net collection of additional 

revenue for services provided in 2018 of $819,000. 

The presentation error was only material to the Parking Services Fund, 

which had a net overpayment of $517,118 refunded to them, which is 16% 

of total fund expenses and 11% of total fund revenues. 

 Each year the Governmental Accounting Standards Board (GASB) issues 

multiple new accounting requirements. For 2019, a new pronouncement, 

GASB 83, required governments to record the estimated cost of 

decommissioning assets in the future, if an external entity imposes 

decommissioning requirements. These are called asset retirement 

obligations (AROs).  

The City Accounting Staff completed a thorough review and recorded many 

AROs in accordance with the requirements. The City Accounting Staff 

interpreted the guidance implied that assets potentially held in perpetuity 

would not have an ARO recorded since a disposal date may not be reached. 

City Accounting Staff considered this to apply to City wells since, for 

example, the City’s oldest operating well was created in 1938. GASB 83 

does not provide for an exception for these types of assets. Our estimate of 

the total externally required decommissioning costs is a $210,000 liability 



 

for the Water Sewer Fund, which is about 0.9% of the fund’s reported 

liabilities. 

 Of the remaining, less significant issues, the majority are related to the City 

presenting supported and accurately calculated amounts on different lines 

than should be used. In total all liabilities and fund balances were reported 

correctly. However, they were presented on the incorrect lines in the 

financial statements. For example, $39 million in one fund and $960,000 in 

another fund were shown on the “Net investment in capital assets” line 

rather than the “Unrestricted” line due to calculation errors in CAFR 

preparation tools.  

In conclusion, the City made every effort to proactively address each of the 

challenges faced for 2019 reporting and developed innovative processes, tools, and 

controls in an effort to ensure the accuracy, completeness, and understandability 

of the CAFR. These processes and tools streamlined many procedures and served 

to provide better support for amounts recorded. This year the City Accounting Staff 

also provided vastly greater clarity in the Notes to the Financial Statements to 

increase transparency to citizens. Ultimately, all of the cash for the City was 

accounted for and financial activity was appropriately calculated. However, some 

balances were reported on incorrect lines. The City takes great pride in its 

unrelenting commitment towards continuous process improvement. The City 

Accounting Staff will continue to innovate and improve controls and financial 

statement preparation processes to provide citizens with accurate, complete, and 

understandable financial statements.  

 Auditor’s Remarks  

We understand the City faced challenges that affected their ability to produce 

accurate financial statements for audit and appreciate the background provided to 

further illuminate those challenges.  We also appreciate the City’s commitment to 

establishing effective internal controls and will review the corrective action taken 

during our next audit.   

Applicable Laws and Regulations  

RCW 43.09.200 Local government accounting – uniform system of accounting 

Budgeting, Accounting and Reporting Systems manual – Accounting, Accounting 

Principles and General Procedures, Internal Control 

Government Auditing Standards, December 2011 Revision, paragraph 4.23 



 

The American Institute of Certified Public Accountants defines significant 

deficiencies and material weaknesses in its Codification of Statements on Auditing 

Standards, section 265 

Audit and Accounting Guides (AICPA), State and Local Governments, Chapter 16 

– Audit Reporting, paragraph 53 



 

 

SCHEDULE OF AUDIT FINDINGS AND RESPONSES 

City of Vancouver 

January 1, 2018 through December 31, 2018 

 

2018-001 The City’s internal controls over accounting and financial 

preparation were not adequate to ensure accurate financial 

reporting.  

Background 

City management is responsible for designing, implementing and maintaining 

internal controls that provide reasonable assurance regarding the reliability of 

financial reporting. The City prepares its financial statements in accordance with 

generally accepted accounting principles (GAAP). Our audit identified a material 

weakness in internal controls over financial reporting that resulted in errors in the 

City’s financial statements.  

Government Auditing Standards requires the auditor to communicate a material 

weakness, as defined below in the Applicable Laws and Regulations section, as a 

finding.  

Description of Condition 

We identified the following deficiencies in internal controls over the City’s 

preparation of its financial statements that represent a material weakness:  

 The focus of governmental and proprietary fund financial statements is on 

major funds. Major funds are presented individually and nonmajor funds 

are reported in aggregate. Accounting standards provide quantitative 

thresholds for identifying which funds must be reported as major. The City 

prepared a calculation to determine its major funds, but did not identify 

errors within it; specifically, the amounts used to calculate major funds 

included interfund activity that should have been eliminated.  

 Fund balance in governmental funds can be reported in one of five 

categories as defined in Governmental Accounting Standards Board 

(GASB) Statement No. 54 – Fund Balance Reporting and Governmental 

Fund Type Definitions: nonspendable, restricted, committed, assigned or 

unassigned. The City did not properly apply GASB Statement 54 when 

classifying fund balances for several funds.  



 

 

 The City’s review of the financial statements and schedules was not 

adequate to detect material errors.  

Cause of Condition 

The City experienced turnover in key accounting positions and was in the process 

of implementing a new accounting system while preparing its financial statements. 

Therefore, city employees responsible for preparing and reviewing the financial 

statements were unable to dedicate sufficient time and resources to ensure accurate 

and complete financial reports.  

Effect of Condition 

Our audit of the City’s financial statements identified the following material errors: 

 The Park Impact Fees Fund was omitted as a major fund from the 

governmental fund statements.  

 Several governmental funds had fund balance classification errors, 

including:  

o The General Fund reported $35,897,437 as committed fund balance 

related to the working capital reserve that should have been reported 

as unassigned. 

o The Capital Improvements Fund reported $865,206 of restricted 

fund balance related to contractual obligations for maintenance and 

property development that should have been reported as committed. 

Also the fund reported $15,004,301 as committed fund balance for 

capital purposes that should have been reported as assigned. 

o The Consolidated Fire Fund reported $12,759,863 as assigned fund 

balance that related to contractual obligations for fire department 

operating costs that should have been reported as committed.  

 Prior period adjustments were made that materially restated the beginning 

balances of the General and Capital Improvements Fund without including 

disclosures within the notes to describe the adjustments. Specifically, the 

General Fund’s beginning balance increased by $12,087,183 and the 

Capital Improvements Fund’s beginning balance increased by $5,469,997. 

In addition, our audit noted a number of other errors in the financial statements that 

were individually not significant, but when taken together, impair the 

understandability of the financial report.  

The City subsequently corrected these errors in the financial statements.  



 

 

Recommendation 

We recommend the City establish internal controls to ensure procedures are in 

place, such as resources, training and oversight, to ensure the financial statements 

are accurate, complete and in accordance with generally accepted accounting 

principles.  

City’s Response 

The City has recently made several advances in the preparation of the financial 

statements including the implementation of new tools and reevaluating processes, 

but acknowledges the need for continued changes of areas not yet addressed by our 

review. Both during the year covered by the annual report and the period in which 

it was prepared, the accounting team experienced turnover and vacancy of several 

key accounting positions and the continued implementation of a new general ledger 

software. This culminated in a significantly shorter time than previous years, with 

less staff, during which the accounting team was able to prepare the annual report. 

Currently, the City is modifying the annual report preparation process – creating 

new tools, reporting forms and preparation steps - and adding a new position to 

the accounting team. We will continue to work closely with the Office of the 

Washington State Auditor to understand annual changes and their guidance. The 

City would appreciate clear written guidance from the Office and in the BARS 

manual that corresponds to GASB pronouncements and implementation guides 

regarding fund balance classification, fund definitions, notes and changes from 

new pronouncements. In the City's opinion, there has been some lack of clear and 

consistent guidance in the application of federal and state accounting regulations 

that hampers the City's ability to comply year-to-year and may result in last minute 

changes that arise after the expected conclusion of the audit. 

Auditor’s Remarks 

We appreciate the timely actions taken by City staff during the audit to improve the 

accuracy of the City’s financial statements. The Office of the Washington State 

Auditor is committed to helping governments understand the details and nuances 

of financial reporting, no matter which basis of accounting a government chooses 

to use. In 2018, the office provided more than 120 presentations, trainings, 

workshops and roundtables across the state on how to prepare financial statements 

using Generally Accepted Accounting Principles (GAAP) or a cash-basis of 

accounting, prevent fraud, improve processes and more. Through our website, local 

governments can access the Help Desk and receive answers to auditing and 

accounting questions, as well as an online chat service to help clients file their 

legally required annual financial reports.  



 

 

We thank the City for its assistance during the audit. We will review the corrective 

action taken during the next regular audit. 

Applicable Laws and Regulations 

 RCW 43.09.200 Local government accounting – Uniform system of 

accounting 

 Budgeting, Accounting and Reporting Systems Manual – Accounting, 

Accounting Principles and General Procedures, Internal Control  

 Government Auditing Standards, December 2011 Revision, paragraph 4.23 

 The American Institute of Certified Public Accountants defines significant 

deficiencies and material weaknesses in its Codification of Statements on 

Auditing Standards, section 265 

 Governmental Accounting Standards Board, Statement, No. 34, paragraph 

75-76 

 Audit and Accounting Guides (AICPA), State and Local Governments, 

Chapter 16 – Audit Reporting, paragraph 53 

 Governmental Accounting Standards Board, Statement, No. 54 

 Governmental Accounting Standards Board, Statement, No. 62, paragraph 

62 

 

 



 

 

SCHEDULE OF AUDIT FINDINGS AND RESPONSES 

City of Vancouver 

Clark County 

January 1, 2017 through December 31, 2017 

2017-001 The City’s internal controls over accounting and financial 

preparation were not adequate to ensure accurate and 

complete financial reporting. 

Background 

City management is responsible for designing, implementing and maintaining 

internal controls that provide reasonable assurance regarding the reliability of 

financial reporting. The City prepares its financial statements in accordance with 

generally accepted accounting principles (GAAP). Our audit identified a material 

weakness in internal controls over financial reporting that resulted in errors in the 

City’s financial statements.  

Government Auditing Standards requires that the auditor communicate a material 

weakness in internal controls as a finding.  

Description of Condition 

The City owns and operates two parking garages in downtown Vancouver.  In the 

prior audit, we identified concerns with the useful life used to depreciate the parking 

garages.  During 2017, the City determined the garages were assigned an incorrect 

useful life and made corrections.  The City’s internal controls did not identify the 

incorrect life had been assigned when the garages were placed in service nor was 

there a process in place to periodically reassess the estimate to ensure useful lives 

assigned were reasonable and make adjustments as necessary.   

In addition, the City classifies the fund balance of governmental funds based on the 

internal or external restrictions placed on those resources.  The City did not assess 

fund balances at year-end to ensure classifications were supported and accurate 

based on applicable restrictions.    

Cause of Condition 

In recent years, the City had begun reviewing its capital asset records and making 

adjustments when applicable. The City was aware of the need to evaluate and 

reassess useful lives, but it did not dedicate sufficient resources to ensure these 

estimates were accurate and periodically reevaluated. 
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Additionally, the City experienced turnover in its accounting department.  Current 

staff were unable to provide support for the evaluation of fund balance 

classifications.   

Effect of Condition 

In response to our prior audit recommendation, the City evaluated the useful lives 

assigned to its parking garages and changed its assessment from 20 years to 40 

years to align with the City’s policy for similar asset types.  This resulted in a 

material prior period adjustment of $5,902,116 within the Parking Fund to reverse 

previously recorded depreciation.  

In addition, the City was unable to provide support for fund balance classifications 

for several governmental funds. However, classifications appear reasonable given 

our understanding of the fund revenues. 

Recommendation 

We recommend the City improve internal controls over the financial statement 

preparation process to ensure amounts reported are supported and accurate.  We 

specifically recommend the City: 

 Dedicate adequate resources to review capital asset useful lives to ensure 

they are reasonable, and ensure periodic reassessments are performed to 

identify changes in useful lives as needed.  

 Perform an evaluation of ending fund balances to ensure classifications are 

supported and in line with applicable criteria.  

City’s Response 

The City is dedicated to providing accurate and complete financial reports and to 

the continual improvement of its internal controls. The City made a prior period 

adjustment based upon the external auditor recommendations resulting from the 

prior audit to correct a previous misstatement in asset useful life that did not 

correspond with the City’s policy related to asset depreciation. The asset in 

question is the City’s Vancouver Center parking garage. The depreciation schedule 

was set once the asset was constructed in 2003. The external auditors pointed out 

life of the asset as being too short during the 2016 audit. The city promptly 

addressed the issue by making a corrective entry in early 2017 that increased the 

useful life of the asset from 20 years to 40 years, consistent with the anticipated 

useful life of other buildings and addressing the auditor’s concerns. No other step 

related to the asset in question is necessary at this point.  

30



 

 

The City is currently developing a re-evaluation process and cycle for depreciable 

asset useful lives, which will be established during 2018 and commence no later 

than 2019. Additionally, the City’s new financial system Workday, once 

implemented in 2019, will help to automate annual re-evaluation process and cycle 

for depreciable asset useful lives.  

The City reported fund balances of governmental funds correctly in their totality 

by fund in the City’s financial statements.  The City is developing tools and will 

update its processes to document its calculation of fund balance classifications 

between non-spendable, restricted, committed, assigned and unassigned balances 

categories for all funds.  This will be completed by December 31, 2018. 

Auditor’s Remarks 

We appreciate the City’s commitment to resolve this finding and thank the City for 

its cooperation and assistance during the audit.  We will review the corrective action 

taken during our next regular audit. 

Applicable Laws and Regulations 

 RCW  43.09.200  Local  government  accounting  –  Uniform  system  of 

accounting 

 Budgeting,  Accounting  and  Reporting  Systems  Manual  –  Accounting, 

Accounting Principles and General Procedures, Internal Control 

 Government  Auditing  Standards,  December  2011  Revision,  paragraph 

4.23 

 The American Institute of Certified Public Accountants defines significant 

deficiencies and material weaknesses in its Codification of Statements on 

Auditing Standards, section 265 

 Governmental Accounting Standards Board, Statement, No. 34, paragraph 

75-76 

 Audit and Accounting Guides (AICPA), State and Local Governments, 

Chapter 16 – Audit Reporting, paragraph 53 
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