e The restatement of the 2023 beginning fund balance is the result of two separate issues:

o Inthe 2024 proposed budget, the 2021 beginning and closing balances were both
reduced by $1.8 million. Of course, if you restate the 2021 closing balance, that impacts
the 2022 beginning and closing balances and hence the 2023 balance.

o At the time the 2023 budget was adopted, the 2022 estimated revenues included $3.9
million for interfund service charges but in the 2022 actuals reported as part of the 2024
proposed budget, that amount had gone to zero.

e Taken together, these two issues impacted the general fund balances in 2023 by ~$5.7
million. This was partially offset by actual 2022 expenditures coming in below the level
estimated in the 2023 budget statement but the net impact to the beginning balance for 2023
was around $5 million.

¢ | haven't seen the July number that you reported before but my analysis has been based on the
2022 and 2023 adopted budgets and the 2024 proposed budget (see images attached to this

reply).

e Comparing all three years, 2022-2024, the final closing balance for 2021 (blue highlights in each
of the snapshots below) actually increased between the 2022 proposed budget and the 2023
proposed budget to the tune of almost $2.7 million due mainly to an underrun in the actual
expenditures for services (green highlights). This, in combination with higher than expected
revenues and lower than expected expenditures in 2022 pushed the projected balances for 2022
up from $12.9 million to $16.9 million at the time of the 2023 budget. Included in this improved
outlook was an increase in the estimated revenue for Interfund service charges (fuchsia
highlights) from a budgeted amount of $3.575 million to over $3.9 million. When we get to the
2024 proposed budget, we see that $1.8 million reduction in the closing balances of the 2021
period (blue highlights), but there is no change in any of the actual revenue or expenditure
numbers, rather the beginning balance for 2021 (red highlights) also reduced indicating that
whatever drove this change occurred in a period prior to 2021 but since 2021 is the earliest year
that is include in the 2024 budget proposal we have no visibility into what might have driven this
change. And we also see that Interfund service charge revenue for 2022 going to zero as noted
before but the fact that this was actually increased between the 2022 budget and the 2023
budget only to then be reversed to zero makes me even more confused about what is going on
here.

e According to the responses that | received to my public records requests, the city informed me
that the $1.8 million change in the 2021 beginning and closing balances was a true up of the
actuals as allowed by city ordinance 4168. However, that ordinance refers to trueing up
previously reported estimates with actual data whereas this is a case of restating previously
reported actuals. They also referred me to the 2021 ACFR which shows beginning and closing
balances at approximately the same levels as shown in the 2024 proposed budget. This records
request remains open and | am expecting another update from the city on or before December
14. | have also emailed Finance@edmondswa.gov requesting further clarification on this
response which the public records officer could not provide but | have not received any response
to that inquiry.
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In response to my second public records request, concerning the interfund service charges
change, | was informed that this was a result of the audit of the 2021 accounts. The actual
response said; "The highlighted section on the 2nd page of the uploaded Schedule of
Uncorrected Items shows direction from the auditors for this change. They notated it in the
2021 audit, and we implemented it in 2022. The Status Meeting 1-11-23 is also uploaded with
the auditor showing that we did not correct this for 2021 but it was recommended. The City
made the change for 2022 and plan to make the same journal entry for 2023." The referenced
documents are attached but the highlighted section in the schedule of uncorrected items states:
"Central services and engineering overhead revenues are interfund reimbursements. Interfund
reimbursements should be netted against expenses. Revenues and expenses are overstated by
$3,257,846". | have no idea what that actually means in practical terms and the amount
referenced does not account for the entire $3.9 million at issue. The highlighted section in the 1-
11-23 status meeting minutes states, "General fund revenues and expenditures overstated by
$3,060,185. (Not Corrected)" which differs from both the previous document and the $3.9
million number.

This statement that the city plans to make the same journal entry for 2023 is of particular
concern because the 2023 budget included projected revenues of $3.4 million under interfund
service charges and if, as | suspect, these too have been reset to zero, this may explain the
further degradation in general fund balances that were reported in the September financial
report. Furthermore, if this reflects an ongoing structural issue with how the city has been
accounting for these funds, then the $4 million in projected interfund service charge revenue to
the general fund that is included in the 2024 proposed budget is also at risk and any budget that
is dependent on that revenue is necessarily in trouble too.

| also requested a copy of the 2021 audit report which is available here: Audit Reports | Office of
the Washington State Auditor. This site shows that there were findings for both FY2020 and
2021.

In the audit report for FY2020, the finding was that " The City’s internal controls were
inadequate for ensuring compliance with federal requirements for allowable activities and costs
and subrecipient monitoring" in relation to the Coronavirus Relief Fund. There is a very detailed
analysis of the finding and the city's response but the amounts discussed in this finding are
ambiguous and do not fully account for the entire $1.8 million in restated beginning and closing
balances for 2021. In my interpretation, these account for around $1.65 million.

In the audit report for FY2021, there are two findings. The first reports that, " The City did not
have adequate internal controls ensuring accurate reporting of grant funds received in advance
and the elimination of interfund reimbursements in their financial statements" which is in
relation to ARPA funds that were received by the city in advance of expenditure and which
caused issues with appropriate revenue recognition processes. According to the detailed
analysis of this finding, the city received $5.8 million of ARPA funding and incurred $1.1 million
of eligible expenditure. This finding speaks specifically to the practice of paying for things out of
the general fund and allocating those costs to other funds which then reimburse the general
fund for those costs so this does seem to relate directly to the zeroing out of the interfund
service charges. There is a lot of technical jargon in the detailed analysis of this finding which
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makes it difficult for me to claim to fully understand the puts and takes - however, the following
section of the city's response to this finding is probably pertinent and does suggest that there is
an ongoing issue with how these interfund service charges are accounted for: "Regarding the
Interfund Reimbursement Eliminations, the City has recognized income and expense recognition
for central services in this manner for many years, and this methodology has always passed
audit. This is the first time that this issue has been brought to our attention. The City is currently
examining what the effects of making this change will be, as we will need to make significant
changes in the way we budget for central services and report their impacts to the financial
statements." However, my reading of this finding also suggests that this may be "just" an
accounting issue and the actual monies involved may still be available to the city if they can
figure out how to properly account for them. The proposal to transfer funds from the ARPA
grants into the general fund implies just that but if/how this can be done legally and within
GAAP controls remains an open question.

e The second finding in 2021 is a continuation of the problems with the CARES funding that were
noted in the 2020 audit, however with some different flavors of concern. The amount
challenged in this audit is $176 K which brings the total amount across 2020 and 2021 to around
the $1.8 million level that accounts for the restatement of the 2021 balances.

e Note that the 2020 audit report was published in March of 2022 and, in their response to the
2021 audit findings, the city notes that the guidance and training related to the 2020 errors was
not received until late in 2021 and was not able to be applied to prevent errors in that year.

In summary, | now believe that the restatement of the 2021 balances is fully understood and is related to
these audit findings concerning the administration of the CARES funds. This should be a one time event
and while concerning, does not affect our going forward position except to the extent that anything the
city can do to recover funds that were distributed incorrectly should be given due consideration. The
more pressing concern is the status of interfund service charge revenue on a going forward basis. If, as
implied by the city's response to the auditor's finding, this is an area where the city's accounting
practices have been incorrect for a long time and if we can no longer rely on this source of revenue into
the general fund in the future, then the impact of this on the 2024 budget needs to be understood now,
before any 2024 budget commitments are finalized.



