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TO: Mayor Gunter and Council Members
FROM: Andrea R. Russell, City Auditor
DATE: August 21, 2024

SUBJECT: 24-04 Building Fund Audit

The City Auditor's Office conducted a performance audit of the Building Fund special
revenue fund. This audit was added to the City Auditor's FY24 approved Audit Plan at the
request of the Financial Services Department. The audit was conducted in conformance
with Generally Accepted Government Auditing Standards by the authority granted
through City Ordinances 28-02 and 79-10.

We would like to express our sincere appreciation to Financial Services and Development
Services management and staff for the courtesy, cooperation, and proactive attitude
extended to the team members during the audit. If you have any questions or comments
regarding this audit, please contact Andrea Russell at 242-3380 or Tim DiSano at 242-
3308.

C: Michael llczyszyn, City Manager
Connie Barron, Assistant City Manager
Aleksandr Boksner, City Attorney
Kimberly Bruns, City Clerk
Mark Mason, Financial Services Director
Crystal Feast, Deputy Financial Services Director
Natalie Enrico, Senior Accounting Manager
Matt Grambow, Interim Development Services Director
Audit Committee



REPORT HIGHLIGHTS
BUILDING FUND AUDIT

Issued August 21, 2024 WHY THIS MATTERS

Florida State Statute (FSS) 553.80 Building Construction Standards -
Enforcement sets forth specifics for costs that are allowable to the Fund
as well as certain restrictions on the fund balance. Municipalities must
record revenues, expenditures, and other transactions in accordance

Objectives

To determine if
transactions in the

Building Fund are
allowable in accordance
with Florida State Statute

and City policies and
procedures.

To determine if the
Building Fund’s fund
balance is accurate and
complies with the Florida
State Statute.

Background

The Building Fund is a
special revenue fund.
The Fund is used to
record financial
transactions with fees
received for building
permits for the City as
well as expenditures
associated with
supporting the Florida
Building Code. Revenues
from building permits
averaged $10.2 million
for FY19 through FY23.

with the FSS.

WHAT WE FOUND

The City Auditor's Office assessed compliance with FSS 553.80
(7)(a) and conducted a performance audit of the Fund. This audit
was added to the City Auditor's FY24 approved Audit Plan. The
audit scope included FY19 through March 31, 2024, and testing
included data from five different systems due to changes that
occurred with the City throughout the scope. This resulted in large
populations from which we drew our samples for testing. We noted
opportunities for improvement in the following areas:

e The fund balance was not in compliance with the FSS
requirement for FY19 through FY21. (See Finding 2024-01)

e Supporting documentation is not attached to all
transactions in the financial system. (See Finding 2024-02)

e Payroll expenditures charged to the fund were inaccurate.
(See Finding 2024-03)

Details on these areas are included in the Findings and
Recommendations section of the report. Although controls over
the process need improvement, we noted that most transactions
complied with City policies and procedures and FSS 553.80(7)(a).
Costs identified as unallowable were not considered material.

City Auditor Andrea R. Russell * (239) 242-3380 » ARussell@CapeCoral.gov
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BACKGROUND

The Building Fund (Fund) is classified
as a special revenue fund' and is
used to account for building and

s permitting  services related to
4 construction in the City. Transactions

in the Fund are regulated by Financial
Services policies and procedures as
well as the Florida State Statute
(FSS) 553.802 Building Construction
Standards - Enforcement. Fees, fines,
or investment earnings related to the
fees, must be used solely for activities
associated with the enforcement of

the Florida Building Code. FSS 553.80 (7)(a) states, “Any unexpended balances (in the
fund balance) must be carried forward to future years for allowable activities or must be
refunded at the discretion of the local government. A local government may not carry
forward an amount exceeding the average of its operating budget for the previous 4 fiscal
years.” FSS 553.80(7)(a)(1) also defines expenditures that are allowable to charge

against building fund revenues,
including expenditures used to
support the enforcement of the
Florida Building Code, such as the
“direct costs and reasonable indirect
costs associated with review of
building plans, building inspections,
reinspection’s,  building  permit
processing, building code

enforcement and fire inspections
associated with new construction.

Training costs associated with the ¢
enforcement of the Florida Building -

Code and enforcement action

pertaining to unlicensed contractor

activity to the extent not funded by
other user fees.”

' The Governmental Accounting Standards Board defines Special Revenue Funds as funds “used to account for and report the
proceeds of specific revenue sources that are restricted or committed to expenditure for specified purposes other than debt service

or capital projects.”
2 See Appendix B for the entire FSS.



Employees of the Building Division administer processing of the day-to-day expenditures
including the procurement and processing of transactions. Financial Services has
employees assigned to account for the transactions initiated by the Building Division as
well as posting adjustments, accruals, and allocations. Expenditures are recorded to fund
140 in the financial system. Transactions posted to the Fund include permit fees
(recorded as deferred revenue); transactions for goods and services; payroll; monthly
allocations; transfers for debt service; investment income; capital projects; and transfers
to and from the general fund. Building Permits and the activities associated with them,
including inspections, are handled by the Development Services Building Division.?

Building Permit Revenues and Expenditures
$14,000,000
$12,000,000

$10,000,000

$8,000,000

$6,000,000 —
$4,000,000
$2,000,000
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FY19 FY20 FY21 FY22 FY23

e Building Permit Revenue e Expenditures

3 The City Auditor’s Office (CAQ) conducted an inspection audit. For a copy of the entire audit see the CAO website audit report 23-
02 Development Services Inspection Process Audit.
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FINDINGS AND RECOMMENDATIONS

FINDING 2024-01: Fund Balance Does Not Comply With FSS

Rank: High

Condition:

FSS 553.80(7)(a) — Enforcement, effective 7/1/2019, states: “A local government may not
carry forward an amount exceeding the average of its operating budget for enforcing the
Florida Building Code for the previous 4 fiscal years.” No policies or procedures exist to
support periodic review of the fund balance or to monitor the balance to ensure
compliance with the FSS. We analyzed the balance for the Fund for FY19 through FY23
and determined the Fund did not comply with this requirement for FY19, FY20 and FY21.
The Fund balance complied with the FSS for FY22 and FY23.

Criteria:

e FSS 553.80(7)(a)

Cause:

¢ Insufficient monitoring of Fund Balance
e Lack of policies and procedures

Effect:

e Noncompliance with FSS

Recommendation

2024-01:

Develop policies and
procedures to
periodically review the
fund balance to ensure
compliance with FSS
and define procedures
to identify corrective
action if the balance
does not comply.

Management Response and Corrective Action Plan:

2024-01 Select one of these boxes:
X Agree [] Partially agree* [ Disagree*

*For partially agree or disagree a reason must be provided as
part of your response:

2024-01 The City will develop policies and procedures to
periodically review fund balance to ensure compliance
with Florida Statutes and define procedures to identify
corrective action if the balance does not comply.

2024-01 Management Action Plan Coordinator:
Financial Services Director

2024-01 Anticipated Completion Date: 09/30/2024




FINDING 2024-02: Building Fund Administrative Policies and Procedures Need
Improvement
Rank: Medium

Condition:

The City utilizes the Fund to accumulate revenues and expenditures for resources
associated with the Development Services Building Division. Daily operations are tracked
and recorded by Development Services. Financial Services performs high level oversight
and records allocations to the Fund. Generally, policies and procedures for the Fund
follow accounting policies and procedures for the City; however, there are certain
restrictions placed on expenditures and revenues that are specified in the FSS for the
Building Code, 553.80 Enforcement - Section (7)(a)(1), states expenditures for “enforcing
the building code” includes “direct costs and reasonable indirect costs associated with
review of building plans, building inspections, reinspection, and building permit
processing; building code enforcement; and fire inspections associated with new
construction. The phrase may also include training costs associated with the enforcement
of the Florida Building Code and enforcement action pertaining to unlicensed contractor
activity to the extent not funded by user fees.”

We evaluated compliance with FSS 533.80(7)(a)(3) for expenditures, allocations, and
transfers in the Fund. We found overall the expenditures were allowable in accordance
with the FSS 553.80(7)(a)(3), however, we noted that certain transactions did not have
supporting documentation attached in the system. It is important to note that all supporting
documentation was provided upon request. We also noted that in some instances when
documentation was attached, the allocation and the methodology applied for the
allocation was not clear. For example:

e Support for transfers and adjustments was available and accurately supported the
transaction but were not attached to the transaction in the financial system.

e Certain expenditures did not have support available or clearly document the
allocation to the Fund.

e Support for expenditures for outside services, such as third parties performing
services for the Building Department, did not contain evidence of review by the
department and did not always have the support attached in the system?.

e Support for software licenses included the total number of licenses but not which
licenses were allocable to the Fund?.

Policies and procedures related to Fund transactions need to be more specific to assist
individuals processing transactions with compliance with the FSS for the Building Code.

4 We noted some expenditures were not allowable and have reported these to management. For details, see Appendix C.



Criteria:
e FSS 553.80

e Financial Services Accounts Payable Policies and Procedures

Cause:

e Incomplete policies and procedures

e Lack of monitoring

Effect:

e Potential inaccurate Fund balance
e Potential inaccurate financial reporting

Recommendation

2024-02:

Develop policies and
procedures specific to
transactions for the
Building Fund to ensure
proper support is attached
and expenditures are
allowable in accordance
with FSS requirements.

Management Response and Corrective Action Plan:

2024-02

Select one of these boxes:
Agree [ Partially agree* [ Disagree*

*For partially agree or disagree a reason must be provided
as part of your response:

2024-02

2024-02

2024-02

Management agrees and will expand on policies and
procedures to add an additional step in the electronic
workflow for certain accounts in the Building Fund
and/or certain transactions in the Building Fund that
meet a certain dollar threshold to include a review by
a Senior Accountant. Management will also set up
charge codes on the printers in Development Services
as a way to accurately capture printing costs for the
Building Fund.

Management Action Plan Coordinator:
Financial Services Director

Anticipated Completion Date: 09/30/2024
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FINDING 2024-03: Payroll Expenditure Allocation Process Needs Improvement
Rank: Medium

Condition:

FSS 553.80 - Enforcement, allows expenditures for enforcement and support of the
Florida Building Code to be charged to the Fund. Payroll for the Development Services
Building Division is an allowable expenditure and includes payroll and benefits charges
for building inspectors, individuals working in permitting, construction plans reviewers,
and administrative and Building Division Management. Individuals are set-up in the
payroll system to charge their payroll and benefits to certain accounts linked to the Fund
designated as fund 140.

We reviewed 184 individuals with job descriptions that included activities which support
the Building Division and were charged to the Fund, according to reports received for the
scope of the audit. There were 88° instances where individuals moved either to or from
the Building Division. We performed additional testing on these individuals to verify if the
correct account was charged for their payroll and benefits. Of these 88, we noted updates
were not made for five (6%) individuals in a timely manner. This resulted in both
unallowable expenditures charged to the Fund, as well as allowable expenditures not
charged to the Fund totaling a net amount of $28,302. The detail of these expenditures
is included in Appendix C.

Changes to individual payroll accounts are made by completion of a Status Change
Notice (SCN). The SCN is used to update the individual's payroll account directly in the
payroll system. We noted several instances where individuals did not work for the Building
Division and therefore were not normally charged to the Fund but provided temporary
assistance to the Building Division for backlogs in permitting or other areas. These
individuals’ salary accounts were updated directly in the payroll system to charge wages
and benefits to Fund 140 but were not changed back to their original non-building payroll
account after the temporary assistance ended. Often when allocations are made to
certain funds, they are completed by a journal entry adjustment and not direct entry into
the accounting system. Periodic review of the charges would help to ensure allocations
are allowable to the Fund. It is important to note that payroll system capabilities are
updated and now has capabilities to allow for direct updates to the payroll accounts as
well as better tracking mechanisms to ensure the expenditures are allowable in
accordance with the FSS.

Criteria:
e Job description duties in support of the Building Division
e Payroll policies and procedures

5 The sample included 89 individuals; however, one individual was on FMLA and therefore there was no payroll data available for
testing.



Cause:

e Direct update to payroll accounts
¢ Insufficient monitoring
e Noncompliance with FSS

Effect:

e Inaccurate accounting for the Fund
¢ Unallowable costs charged to the Fund
e Inaccurate Fund balance

Recommendation

2024-03:

Update procedures to
reflect new payroll system
capabilities for recording
updates to payroll accounts
to ensure payroll charges
are allowable.

Management Response and Corrective Action Plan:

2024-03 Select one of these boxes:
Agree [] Partially agree* [ Disagree*

*For partially agree or disagree a reason must be provided
as part of your response:

2024-03 Management agrees and will utilize the functions
within the new timekeeping and payroll system to
properly record time and payroll expenditures to the
general ledger.

2024-03 Management Action Plan Coordinator:
Financial Services Director

2024-03 Anticipated Completion Date: 09/30/2024




SCOPE

Based on the work performed
during the planning and
assessment of risk phase, the
audit covered the transactions in
the Fund for FY19, FY20, FY21,
FY22, FY23 and FY24 through
March 31, 2024. To evaluate the
processes in place to record
activity in the Fund we reviewed
policies and procedures,
applicable laws, regulations, and
associated processes. We
completed walkthroughs with key
staff to gain an understanding of
the interaction between
departments and their effect on
the Fund.

STATEMENT OF AUDITING
STANDARDS
We conducted this performance

audit in accordance  with
Generally Accepted Government
Auditing  Standards.  Those

standards require that we plan
and perform the audit to obtain
sufficient, appropriate evidence
to provide a reasonable basis for
our findings and conclusions
based on our audit objectives.
We believe that the evidence
obtained provides a reasonable
basis for our findings and
conclusions based on our audit
objectives.

METHODOLOGY

In order to achieve the audit objectives
and gain a better understanding of the
transactions and processes surrounding
the activity in the Fund, we conducted
several walkthroughs with individuals in
Financial Services, the cashier’s office,
and Information System Technology.
Sample sizes and selection were based
on the CAO sampling methodology. We
utilized both random and judgmental
sampling for our sample selections.

To determine our sample of
transactions, we performed a dollar and
percentage change analysis on
accounts for FY19 through FY23 in the
planning phase. Transactions included
revenue, expenditures, transfers,
allocations, and adjustments recorded in
the Fund for our scope.

To determine compliance with policies
and procedures and the FSS, we
judgmentally selected items identified in
the analysis then judgmentally selected
transactions in the accounts, in the
categories identified. We also selected
all transactions for certain vendors
where we identified potential non-
compliance to review in more detail.

To determine other expenditure
compliance with the FSS, we selected a
random sample of expenditures from the
population that had not already been
tested in one of the other areas.

To test allowabilty of payroll
expenditures charged to the Fund we
obtained a report of all individuals
charged to the Fund during the audit
scope. We reviewed their duties per the
position job description with time
charged to the Fund to identify positions
for further testing.




METHODOLOGY (continued)

Using these positions identified, we then reviewed the detail for accounts charged to the
Fund to determine if charges were allowable.

To determine fund balance compliance with the FSS, we utilized operating budget and
fund balance data obtained from Financial Services.

We utilized expenditure data from the City’s financial accounting system to verify details
of expenditure transactions. The financial accounting system is tested by the external
auditors as part of the Annual Comprehensive Financial Report. Based on the results of
their procedures, no additional data reliance testing was deemed necessary.

We also utilized data from the payroll system. We assessed the reliability of the data as
part of planning and deemed the data was sufficiently reliable for the purposes the data
was used to meet the audit objectives.

Unless specifically stated otherwise, based on our selection methods and testing of
transactions and records, we believe that it is reasonable to project our results to the
population and ultimately draw our conclusions for testing, findings, and
recommendations on those results. Additionally, for proper context we have presented
information concerning the value and/or size of the items selected for testing compared
to the overall population and the value and/or size of the exceptions found in comparison
to the items selected for testing.




APPENDIX A

Finding Classification

Findings are grouped into one of three classifications: High, Medium, or Low. Those
findings that are categorized as low are not included in the report but rather are
communicated separately to management. Classifications prioritize the findings for
management to address and also indicate the level of testing required to determine if a
finding’s Corrective Action Plan is fully implemented in accordance with
recommendations and Management’s Response.

High: A finding that is ranked as “High” will have a significant impact on the organization.
It is one that prevents the achievement of a substantial part of significant goals or
objectives, or noncompliance with federal, state, or local laws, regulations, statutes, or
ordinances. Any exposure to loss or financial impact for a High finding is considered
material. Examples include direct violation of City or Department policy, blatant
deviation from established policy and procedure, such as actions taken to circumvent
controls in place, material non-compliance with federal, state, or local laws, regulations,
statutes or ordinances, or an area where significant cost savings could be realized by
the Department or the City through more efficient operations.

High findings require immediate management attention and should take
management’s priority when considering implementation for corrective action.

Medium: A “Medium” finding is one that hinders the accomplishment of a significant
goal or objective or non-compliance with federal, state, or local laws, regulations,
statutes, or ordinances, but can’t be considered as preventing the accomplishment of
the goal or objective or compliance with federal, state, or local laws, regulations, statutes
or ordinances.

Exposure to loss or potential or actual financial impact is significant but not material to
the Department or City. Examples include lack of monitoring of certain reports,
insufficient policies and procedures, procedure in place or lack of procedure that can
result in potential noncompliance with laws and or regulations.

Medium findings require management attention within a time frame that is agreed upon
by the Department and the City Auditor. Priority for implementation of management’s
corrective action should be considered in light of other High or Low findings.

Low: A “Low” finding is one that warrants communication to management but is one
that isn’t considered as hindering the accomplishment of a significant goal or objective
and isn’t causing noncompliance with federal, state, or local laws, regulations, statutes,
or ordinances. Financial impact or risk of loss is minimal to none; however, low findings
can hinder the effectiveness or quality of department operations and thus are
communicated to management separately. Low ranked findings are not included in the
final audit report.

The City Auditor’s Office will not follow up on the status of Low findings communicated
to Management.
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APPENDIX C

The information below represents adjustments to the Fund.

( )= adjustments from/ (out of) the Fund

Amount to Adjust
Description (From)/To

Outside Services $ (425.25)
Software $ (5,953.50)
Software $ (1,764.00)
Software $ (3,307.50)
Software $ (3,307.50)
Software $ (3,307.50)
Software $ (7,717.50)
Software $ (15,435.00)
Software $ (6,615.00)
Software $ (61,619.30)
Software/License $ (2,443.00)
Software/License $ (635.25)
Software/License $ (5,676.30)
Software/License $ (625.00)
Software/License $ (1,745.00)
Software/License $ (247.50)
Software/License $ (2,340.00)
Payroll $ (8,603.38)
Payroll $ (7,572.68)
Payroll $ (285.32)
Payroll $ 35,579.78

Payroll $ 9,183.15

Total Adjustment from 140 $ (94,862.55)
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