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Independent Auditor’s Report on Internal Control Over
Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed in
Accordance with Government Auditing Standards

To the Honorable Mayor and City Council
City of Tulsa, Oklahoma
Tulsa, Oklahoma

We have audited the financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund and the aggregate remaining fund
information of the City of Tulsa, Oklahoma (City) as of and for the year ended June 30, 2012, which
collectively comprise the City’s basic financial statements, and have issued our report thereon dated
November 28, 2012. Our report contains a reference to other auditors and an explanatory paragraph for a
restatement to beginning net position due to the City’s implementation of GASB Statement No. 65. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Other auditors audited the financial statements of
the Tulsa Industrial Authority, a discretely presented component unit of the City, and the Tulsa Stadium
Trust, a blended component unit of the City, as described in our report on the City’s financial statements.
In addition, other auditors audited the Operations of the BOK Center as managed by SMG and the
Operations of the Tulsa Convention Center as managed by SMG which are included in the financial
statements of the Arena and Convention Center major enterprise fund as described in our report on the
City’s financial statements. This report does not include the results of the other auditor’s testing of internal
control over financial reporting or compliance and other matters that are reported on separately by those
auditors.

Internal Control over Financial Reporting

Management of the City is responsible for establishing and maintaining effective internal control over
financial reporting. In planning and performing our audit, we considered the City’s internal control over
financial reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinion on the financial statements, but not for the purpose of expressing an opinion on the effectiveness
of the City’s internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the City’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or combination
of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control over
financial reporting that might be deficiencies, significant deficiencies or material weaknesses, as defined
previously. However, we identified certain deficiencies in internal control over financial reporting
described in the accompanying schedule of findings and questioned costs as items 12-II-A and 12-11-B
that we consider to be significant deficiencies in internal control over financial reporting. A significant
deficiency is a deficiency or a combination of deficiencies in internal control that is less severe than a
material weakness, yet important enough to merit attention by those charged with governance.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Tulsa, Oklahoma’s financial
statements are free of material misstatement, we performed tests of its compliance with certain provisions
of laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards.

We noted certain matters that we reported to management of the City in a separate letter dated
November 28, 2012.

The City’s responses to the findings identified in our audit are described in the accompanying schedule of
findings and questioned costs. We did not audit the City’s responses, and accordingly, we express no
opinion on them.

This report is intended solely for the information and use of management, the audit committee, the Mayor
and City Council and federal awarding agencies and pass-through entities, and is not intended to be and
should not be used by anyone other than those specified parties.

/%4%.&7 ceo

Kansas City, Missouri
November 28, 2012



McGladrey LLP

McGladrey

Independent Auditor’s Report on Compliance With Requirements that
Could Have a Direct and Material Effect on Each Major Program and on
Internal Control Over Compliance in Accordance with OMB Circular A-133
and Supplementary Schedule of Expenditures of Federal Awards

To the Honorable Mayor and City Council
City of Tulsa, Oklahoma
Tulsa, Oklahoma

Scope

The City of Tulsa, Oklahoma’s basic financial statements include the operations of Tulsa Industrial
Authority (TIA), a discretely presented component unit, and Tulsa Stadium Trust (TST), a blended
component unit. Our audit, described below, did not include the operations of TST or TIA because these
component units engaged other auditors to perform their June 30, 2012 audit. This report does not
include the results of the other auditors.

Compliance

We have audited the compliance of the City of Tulsa, Oklahoma (the City) with the types of compliance
requirements described in the U. S. Office of Management and Budget (OMB) Circular A-133,
Compliance Supplement that could have a direct and material effect on its major federal programs for the
year ended June 30, 2012. The City’s major federal programs are identified in the summary of auditor's
results section of the accompanying schedule of findings and questioned costs. Compliance with the
requirements of laws, regulations, contracts and grants applicable to each of its major federal programs is
the responsibility of the City’s management. Our responsibility is to express an opinion on the City’s
compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and material effect
on a major federal program occurred. An audit includes examining, on a test basis, evidence about the
City's compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.
Our audit does not provide a legal determination on the City's compliance with those requirements.

In our opinion, the City complied, in all material respects, with the compliance requirements referred to
above that could have a direct and material effect on each of its major federal programs for the year
ended June 30, 2012. However, the results of our auditing procedures disclosed instances of
noncompliance with those requirements, which are required to be reported in accordance with OMB
Circular A-133 and which are described in the accompanying schedule of findings and questioned costs
as items 12-11l-A and 12-I1I-B.
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Internal Control over Compliance

Management of the City is responsible for establishing and maintaining effective internal control over
compliance with the requirements of laws, regulations, contracts and grants applicable to federal
programs. In planning and performing our audit, we considered the City's internal control over compliance
with the requirements that could have a direct and material effect on a major federal program to
determine the auditing procedures for the purpose expressing our opinion on compliance and to test and
report on internal control over compliance in accordance with OMB Circular A-133, but not for the
purpose of expressing an opinion on the effectiveness of internal control over compliance. Accordingly,
we do not express an opinion on the effectiveness of the City's internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material weakness in internal control over compliance is a
deficiency, or combination of deficiencies, in internal control over compliance, such that there is
reasonable possibility that material noncompliance with a type of compliance requirement of a federal
program will not be prevented, or detected and corrected, on a timely basis.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be deficiencies, significant deficiencies or material weaknesses. We did not identify
any deficiencies in internal control over compliance that we consider to be material weaknesses, as
defined above.

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, business-type activities,
aggregate discretely presented component units, each major fund, and the aggregate remaining fund
information of the City of Tulsa, Oklahoma as of and for the year ended June 30, 2012, and have issued
our report thereon dated November 28, 2012. Our audit was performed for the purpose of forming our
opinions on the financial statements that collectively comprise the City’s basic financial statements. Our
report contains a reference to other auditors and an explanatory paragraph for a restatement to beginning
net position due to the City’s implementation of GASB Statement No. 65. The accompanying schedule of
expenditures of federal awards is presented for purposes of additional analysis as required by OMB
Circular A-133 and is not a required part of the basic financial statements. Such information is the
responsibility of management and was derived from and related directly to the underlying accounting and
other records used to prepare the basic financial statements. The information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying accounting
and other records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in
the United States of America. In our opinion, the information is fairly stated in all material respects in
relation to the basic financial statements taken as a whole.

We noted certain matters that we have reported to management in a separate letter dated November 28,
2012.

The City’s responses to the findings identified in our audit are described in the accompanying schedule of
findings and questioned costs. We did not audit the City's responses and, accordingly, we express no
opinion on them.

This report is intended solely for the information and use of management, the audit committee, the Mayor
and City Council, federal awarding agencies and pass-through entities and is not intended to be and
should not be used by anyone other than those specified parties.

/%._%,47 ce~

Kansas City, Missouri
November 28, 2012
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City of Tulsa, Oklahoma

Notes to Schedule of Expenditures of Federal Awards
Year Ended June 30, 2012

Note 1. Basis of Presentation

The accompanying schedule of expenditures of federal awards includes the federal grant activity of the
City of Tulsa, Oklahoma (the “City”) and it’s discretely presented component units for the year ended
June 30, 2012. The schedule of expenditures of federal awards does not include the federal grant activity
of the Tulsa Development Authority and the Tulsa Industrial Authority, discretely presented component
units of the City, and the Tulsa Stadium Trust, a blended component unit of the City. All federal awards
received directly from federal agencies, as well as federal awards passed through other governmental
agencies is included in the schedule. The information in this schedule is presented in accordance with the
requirements of OMB Circular A-133, Audits of States, Local Governments and Nonprofit Organizations.
Therefore, some amounts presented in the schedule may differ from the amounts presented in or used in
the preparation of the basic financial statements.

Note 2. Significant Accounting Policies

Revenue from federal awards is recognized when the City has done everything necessary to establish its
right to the revenue. In the governmental funds, revenue from federal grants is recognized when they
become both measurable and available. For proprietary funds, revenue from federal grants is recognized
when they are earned. Expenditures of federal awards are recognized in the accounting period in which
the liability is incurred.
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City of Tulsa, Oklahoma

Summary Schedule of Prior Audit Findings
Year Ended June 30, 2012

Corrective Action or
Number Comment Status Other Explanation

Findings Related to the Financial Statement Audit as Required to be Reported in Accordance With
Generally Accepted Auditing Standards

Internal Control

11-1I-A The City does not have an adequate system for identification Corrected
and reporting of capital assets and depreciation expense, and
for ensuring that assets are appropriately capitalized in the
same year as they are purchased. In addition, there is an
inadequate system for identifying and recording retainage
payable accruals.

11-11-B TDA does not have an adequate system in place for Corrected
identification and reporting of notes receivable, and ensuring
that they are appropriately capitalized in the year payments
are provided to developers.

Findings and Questioned Costs for Federal Awards
Internal Control

11-11-A The City does not have a centralized location in which Corrected
program compliance requirements of the Highway Planning
and Construction Grants are tracked and monitored.

11-111-B The City does not have an adequate system for ensuring that Corrected
certain compliance requirements of the HOME Investment
Partnership Program and Community Development Block
Grant Program are being met.

Instances of Noncompliance

11-1l-C Through an audit performed over the City's CDBG Recovery Corrected
Act funding (CDBG-R) during fiscal year 2011, the U.S.
Office of Inspector General (OIG) reported that the City did
not properly manage its funding under this program in regards
to the selection and monitoring of a certain subrecipient of
grant CDBG-R funding.

11-1I-D The City did not comply with subrecipient monitoring Corrected
requirements of OMB Circular A-133 for the CDBG and
EECBG grant programs.

11-11I-E The City did not comply with suspension and debarment Corrected
requirements of OMB Circular A-133 for the CDBG and
EECBG grant programs.
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City of Tulsa, Oklahoma

Schedule of Findings and Questioned Costs

Year Ended June 30, 2012

I. Summary of the Independent Auditor's

Financial Statements

Results

Type of auditor's report issued: Unqualified

Internal control over financial reporting:

e Material weakness(es) identified? |:| Yes No
e Significant deficiency(ies) identified? Yes |:| No
e Noncompliance material to financial statements noted? |:| Yes No
Federal Awards
Internal control over major programs:
e Material weakness(es) identified? |:| Yes No
e Significant deficiency(ies) identified? |:| Yes No

Type of auditor's report issued on compliance for major programs: Unqualified

e Any audit findings disclosed that are required to be reported in accordance with

Section 510(a) of Circular A-133?
Identification of major program:

CFDA Number

Yes |:| No

Name of Federal Program or Cluster

14.218
14.253

16.710
20.106
20.205

20.500
20.507
20.507

81.041
81.128
97.044

Community Development Block Grant Cluster:
Community Development Block Grants/Entitlement Grants
ARRA - CDBG Recovery

ARRA-COPS Hiring Recovery Program/COPS Hiring Program
Airport Improvement Program
Highway Planning and Construction

Federal Transit Cluster:
Federal Transit - Capital Investment Grants
Federal Transit - Formula Grants
ARRA - Federal Transit Formula Grants

ARRA - State Energy Program
ARRA - Energy Efficiency and Conservation Block Grant Program
Assistance to Firefighters Grant/FEMA SAFER Grant

Dollar threshold used to distinguish between type A and type B programs: $1,646,968

Auditee qualified as low-risk auditee?

(Continued)

|:| Yes No
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City of Tulsa, Oklahoma

Schedule of Findings and Questioned Costs (Continued)
Year Ended June 30, 2012

1. Findings Related to the Financial Statement Audit as Required to be Reported in
Accordance with Generally Accepted Government Auditing Standards

A.

Internal Control

12-11-A

Finding: There was a proposed audit adjustment identified during our audit relating to
depreciation expense and accumulated depreciation on capital assets. In addition, during
management’s review and reconciliation processes for capital asset records in Barscan
(the City’s system for accounting for capital assets), significant reclassifications were
made between capital asset classifications in the City’s financial statements for
consistency of classification as recommended.

Criteria: Management is responsible for establishing and maintaining effective internal
control over financial reporting. Significant deficiencies include deficiencies in controls
over the period-end financial reporting process, including controls over the reporting and
reconciling of capital asset records.

Condition/Prevalence: During the audit, an adjustment of approximately $7 million was
proposed to correct depreciation expense and accumulated depreciation on certain
capital assets. In addition, management proposed significant reclassifications to capital
asset classifications in the City’s financial statements.

Cause: The proposed audit adjustment was not identified by management of the City
through their year-end closing procedures. The reclassifications between capital asset
categories were made as a result of City management reconciling prior year differences
between Barscan and the financial statements.

Effect: Misstatement to the City’s financial statements relating to capital asset
transactions could occur and not be detected and corrected in a timely manner.

Recommendation: We recommend that the City adhere to procedures that will help
ensure that all transactions relating to capital assets, depreciation expense and
accumulated depreciation are recorded in an accurate and timely manner.

Response and Corrective Action Plan: We agree with the recommendation and as a
result recorded the adjusting entry. We will continue to resolve inconsistencies in the
historical capital assets records and adhere to procedures that will help ensure all future
capital assets and related transactions are recorded in an accurate and timely manner.

(Continued)
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City of Tulsa, Oklahoma

Schedule of Findings and Questioned Costs (Continued)
Year Ended June 30, 2012

12-11-B

Finding: There were adjustments made to the trial balance of the Tulsa Development
Authority (TDA), a discretely presented component unit of the City, prepared by the City
on behalf of TDA and that was presented to us to begin our audit, that significantly
affected the year-end balances of certain general ledger accounts, specifically land held
for resale, unrealized losses on land held for resale, and payments to the primary
government.

Criteria: Significant deficiencies include deficiencies in controls over the period-end
financial reporting process, including controls over procedures used to enter transaction
totals into the general ledger; initiate, authorize, record and process journal entries into
the general ledger; and record recurring and nonrecurring adjustments to the financial
statements.

Condition/Prevalence: During the audit, adjustments were required to be made relating to
land held for resale transactions, unrealized losses on land held for resale and
transactions with the primary government. The original trial balance was prepared by the
City on behalf of TDA in accordance with the service agreement dated March 17, 2010.

Cause: The majority of the adjustments were not recorded properly because they were
not identified through the year-end review process.

Effect: The inaccurate recording of certain transactions and year-end closing procedures
could result in misstatements to the financial statements.

Recommendation: We recommend management adopt and adhere to procedures that
will help ensure all routine, as well as significant and unusual, transactions are recorded
accurately and are reviewed on a timely basis.

Response and Corrective Action Plan: We agree with the recommendation. The Finance

Department of the City will adopt and adhere to procedures that will ensure all routine, as
well as significant and unusual, transactions are recorded accurately and are reviewed on
a timely basis.

B. Compliance Findings

No matters reported.

(Continued)

15



City of Tulsa, Oklahoma

Schedule of Findings and Questioned Costs (Continued)
Year Ended June 30, 2012

M. Findings and Questioned Costs for Federal Awards

A.

Internal Control

No matters reported.
Instances of Noncompliance
12-11-A

U.S. Department of Transportation

Direct

Federal Transit — ARRA — Formula Grants (CFDA 20.507)
Federal Award Year 2012

U.S. Department of Energy

Passed Through the Oklahoma Department of Commerce
ARRA - State Energy Program (CFDA 81.041)

Federal Award Year 2012

Finding: The Metropolitan Tulsa Transit Authority, a discretely presented component unit
of the City, did not comply with American Recovery and Reinvestment Act (ARRA) Buy-
America procurement requirements of OMB Circular A-133.

Criteria: OMB Circular A-133 requires procurements involving ARRA funds to include
Buy-America requirements in the request for proposal and requires the recipient to obtain
a waiver/certificate from each vendor regarding compliance with Buy-America.

Condition: The Metropolitan Tulsa Transit Authority did not include the required ARRA
Buy-America language in a request for proposal and did not obtain the required
waiver/certificate from the selected vendor regarding compliance with the ARRA Buy-
America requirements.

Questioned Costs: None

Context: For the three vendors receiving federal awards from this grant and selected for
testing, the proper Buy-America documentation was not obtained from one of the
vendors.

Effect: The Metropolitan Tulsa Transit Authority is not in compliance with ARRA
procurement requirements of OMB Circular A-133.

Cause: Due to employee turnover in the department the employee responsible did not
use the appropriate request for proposal and contract template.

Recommendation: We recommend the Metropolitan Tulsa Transit Authority implement
and follow the Buy-America requirements for all procurements related to ARRA funded
grants.

Response and Corrective Action Plan: The Metropolitan Tulsa Transit Authority will
adhere to the Buy America requirements as outlined in Part VIII of its procurement policy.

(Continued)
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City of Tulsa, Oklahoma

Schedule of Findings and Questioned Costs (Continued)
Year Ended June 30, 2012

12-111-B

U.S. Department of Justice

Direct

ARRA — Community Oriented Policing Services (COPS) Hiring Recovery Program
(CFDA 16.710)

COPS Hiring Program (CFDA 16.710)

Federal Award Year 2009

Finding: The City did not comply with allowable activity requirements of OMB Circular A-
133 for the ARRA COPS Hiring Recovery Program.

Criteria: The COPS Hiring Recovery Program (CHRP), provides funds to law
enforcement agencies to hire new and/or rehire career law enforcement officers in an
effort to create and preserve jobs. The grant funds are required to be used to rehire law
enforcement officers who have been laid off or who are scheduled to be laid off on a
specific future date.

Condition: The City used federal grant funds to reimburse the payroll costs for a police
officer not meeting the required rehiring criteria of the grant agreement.

Questioned Costs: $129,633 in fiscal years 2011 and 2012.

Context: For seven officers selected for testing whose payroll costs were reimbursed with
federal awards from this grant, one was determined to be unallowable for salary
reimbursement as he did not have a scheduled layoff date.

Effect: The City is not in compliance with allowable activity requirements of OMB Circular
A-133.

Cause: The police department did not have an adequate review process in place over
the selection of police officers to charge payroll costs to the grant.

Recommendation: We recommend the City perform a thorough review of police officers
selected for payroll reimbursement with federal grant funds, to ensure they meet the
required qualifications specified in the grant agreement and OMB Circular A-133.

Response and Corrective Action Plan: The City agrees with the finding and will perform a
secondary review to assure compliance with the grant provisions are attained.
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City of Tulsa, Oklahoma

Corrective Action Plan
Year Ended June 30, 2012

Number Comment

Corrective Action or

Other Explanation

Contact Person

Anticipated
Date of

Completion

Findings Related to the Financial Statement Audit as Required to be Reported in Accordance With

Generally Accepted Auditing Standards

Internal Control

12-1-A There was a proposed audit adjustment identified during
our audit relating to depreciation expense and accumulated
depreciation on capital assets. In addition, during
management's review and reconciliation proceses for
capital asset records in Barscan (the City's system for
accounting for capital assets), significant reclassifications
were made between capital asset classifications in the
City's financial statements for consistency of
classification as recommended.

12-11-B There were adjustments made to the Tulsa Development

Authority trial balance, that was prepared by the City of Tulsa

on behalf of the Authority and that was presented to us to
begin our audit, that significantly affected the year-end

balances of certain general ledger accounts, specifically land
held for resale, unrealized losses on land held for resale, and

payments to the primary government.
Findings and Questioned Costs for Federal Awards

Instances of Noncompliance

12-111-A Metropolitan Tulsa Transit Authority did not comply with
ARRA Buy-America procurement requirements of OMB
Circular A-133.

12-111-B The City did not comply with allowable activity requirements

of OMB Circular A-133 for the ARRA COPS Hiring
Recovery Program.

See correction action
plan at 12-1I-A

See correction action
plan at 12-11-B

See correction action
plan at 12-1lI-A

See correction action
plan at 12-11-B
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