



























































































































































City of Ione
Schedule of Findings
Year Ended June 30, 2012
PRIOR YEAR INTERNAL CONTROL FINDINGS

Deemed to be . . Deficiencies and Material Weaknesses

FS 12-1 (Prior Year Finding 07-6): We noted the City was not maintaining grant summary schedules showing
the activity for each loan and the City was not reconciling summary schedules to the general ledger. We also
noted that no City employee appeared to be responsible for administrating the grant programs in accordance with
the grant agreement requirements. We noted for the 08 Home Loan programs the City made a $100,000 loan, but
did not record an accounts receivable for the reimbursement that had not been received by June 30, 201 1. The
City also did not record the $100,000 loan receivable and deferred revenue to recognize the lending activity. The
significant deficiencies noted above increase the risk that material misstatements could be made to the financial
statements without being detected.

2010/11 Fiscal Year Status: The City hired a new finance manager who is responsible for administrating the
grant programs. The grant summary schedules were not maintained during the 2010/2011 fiscal year. The City
also merged the individual grants into one fund in the 09/10 fiscal year and did not separate back into individual
funds during the 10/11 fiscal year.

Current Year Status: During the current year audit we noted the City reclassified the grants back into individual
special revenue funds. During our testing of the grant schedules we noted that while the City updated the grant
schedules there were multiple computational errors and in some instances the activity did not agree to the
underlying documentation. It was also discovered that a $91,100 loan was secured by a property that had been
foreclosed on. The loan was still recorded on the grant schedule and was recognized as a receivable in the general
ledger.

The City contract accountant went through each grant and reconciled the activity to the schedules and we then
retested without exception.

Recommendation: Continue to monitor the grant activity and reconcile the activity to the grant schedules as part
of year end procedures. The City should also strengthen internal controls so that homes which go into foreclosure
and have a City Grant are brought to the attention of the finance manager for adjustment in the grant schedule and
the general ledger.

Management Response: The grant schedules being updated by the Finance Manager were brought forward from
prior administration and during the current year audit it was discovered that some interest rates, etc. on prior
existing loans were incorrect. The contract accountant went through all active grants and updated balances on
schedules. The new grant schedules will be utilized by the Finance Manager who will continue to monitor and
reconcile the grant activity to the grant schedules as part of year-end procedures. The City will strengthen internal
controls so that homes that go into foreclosure having a City Grant are brought to the attention of the Finance
Manager for adjustiment to the grant schedule and the general ledger.

FS 12-2 (Prior Year Finding 07-8): During our testing of the general fund deposits liability accounts we noted
the City collects deposits from developers and citizens of lone to be spent on the behalf of developers and for the
Capital Facility District Mello-Roos assessment revenue and limited obligation debt payments. The City is using
the general fund deposit liability accounts to record this activity. Furthermore the City could not reconcile the
individual or organization deposit liabilities to a subsidiary ledger at June 30, 2007. The risk of material
misstatement to the financial statements resulting from this significant deficiency is high.

2010/11 Fiscal Year Status: The deposit reconciliation will be a major undertaking requiring substantial
resources to complete the reconciliation. The City created an agency fund (fund 14) in FY 2006-2007 and has set
up developer deposit accounts.
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City of Ione
Schedule of Findings
Year Ended June 30, 2012

Current Year Status: Subsequent to fiscal year end the City retained a contract accountant to reconcile the
developer deposit activity. The City is meeting with developers to determine the balances spent by the City and
not reimbursed by developers. The final accounting of either the developer deposit liability or the amount due
from developers is reflected in these financial statements.

Recommendation: We recommend the City collect the amounts owed from developers or repay any unspent
developer deposits. Once the amounts are determinable the City should adjust the general ledger to reflect the
actual balances and then monitor the activity.

Management Response: The reconciliation of the developer deposit accounts required the review of records back
to the year 2000 and took several months to complete with the assistance of a contract accountant. The accounts
have now been reconciled and the City will pursue collection of the amounts owed from developers/contractors
and adjust the general ledger to reflect actual balances and monitor activity.

FS 12-3 (Prior Year Finding 07-15): During our testing of accounts receivables/deposit liability accounts we
noted Tower Investments was billed $69,788.16 on November 30, 2005 for legal fees related to the CFD
formation. When the City received the money cash was offset by deposits liability account as opposed to accounts
receivable. This miscoding resulted in an overstatement of accounts receivables and an overstatement of deposit
liabilities in the amount of $69.788.16.

2010/11 Fiscal Year Status: The City has established an agency fund for the developer deposits. The City is in
process of reconciling all developer deposits and developer receivables to the underlying supporting
documentation. The City is also in process of reconciling the developer deposits and developer receivables to all
deposit and receivable accounts recorded in various funds in the general ledger.

Current Year Follow Up: Subsequent to fiscal year end the City retained a contract accountant to reconcile the
developer deposit activity. The City is meeting with developers to determine the balances spent by the City and
not been reimbursed by the developers. The final accounting of either the developer deposit liability or the
amount due from developers has been reflected in these financial statements. The City also reclassified the agency
fund for the developer deposits to the general fund and established the amounts due from or due to developers in
the general fund.

Recommendation: We recommend the City collect the amounts owed from developers or repay any unspent
developer deposits. The City should also establish procedures to monitor the developer deposit activity and the
amounts that are owed by developers.

Management Response: The City will actively pursue the collection of the amounts owed from developers
/contractors and repay any unspent deposits if warranted. The City will establish procedures to monitor all
collection activity and amounts owed.

Finding 12-4 (Prior Year Finding 11-4): During the 2010/11 fiscal year while cash was being reconciled for the
activity it was not reconciled to the general ledger (book) balance. Subsequent to fiscal year end the finance
manager has started to reconcile to the general ledger balance.

Current Year Follow Up: During the 2011/12 fiscal year the finance manager made changes to the chart of
accounts to establish pooled cash accounts in each fund as opposed to due to/from accounts that were previously
set up. Up until the pooled cash accounts were established reconciling the reconciled bank balance to the general
ledger was difficult and was not being done on a monthly basis. After the pooled cash accounts were established
the finance manager is reconciling the general ledger to the reconciled bank balance.

Recommendation: Continue to reconcile the general ledger cash balances to the reconciled bank
balance each month.
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Management Response: Prior to establishing the pooled cash accounts for each fund as opposed to due to/from
accounts previously used, bank account activity was being reconciled on a monthly basis with the bank accounts.
The reconciled bank balance is now being reconciled to the general ledger on a monthly basis.

FS 12-5 (Prior Year Finding 07-19): During our testing of the Howard Park debt, we noted that the final balloon
payment of $244,800 will be applied against a credit from prior year sewer annexation fees incurred by the seller
of Howard Park. To date we did not observe the $244,800 paid to the sewer capital fund from the City.

2007/08 Status: Pending as of June 30, 2008. The City is exploring the use of fund 8 to pay the balloon payment
for sewer connections as well as other options.

Current Year Status: No change during the 2011/2012 fiscal year.

Management Response: The City Attorney has reviewed the Howard Park Agreements related to this payment
and has determined that the Howards Properties Trust is due a credit of $244,800 for payment of any future sewer
annexation fees related to property still owned by the Howard Properties Trust. Therefore, the City will work with
the Howard Properties Trust to memorialize this credit at which point the General Fund will no longer have a
liability to the Sewer Capital Fund.

FS 12-6 (Prior Year Finding 07-21): During our testing of Amador Regional Sanitation Agency (ARSA)
expenditures we noted a $14,560 capital lease payment for a parking lot purchase paid for from the ARSA fund.
We also noted over $300,000 in legal expenditures, resulting from the Portlock lawsuit, coded to this fund.

Prior Year Status: The City agrees. The City is reviewing the source of money in the ARSA fund to determine if
the funds are restricted to use on the tertiary plant or if they can be used for the Portlock legal costs or non-
wastewater disposal activities.

2010/11 Status: The ARSA fund was closed to the general fund during the chart of accounts conversion. $69,155
in remaining ARSA fund cash was transferred to the general fund during the conversion. We did not observe City
Council approval to close the ARSA fund and transfer the remaining cash to the general fund.

Current Year Status: No change during the 2011/2012 fiscal year.

Management Response: The City has received some indication that the County previously sent the City a letter
stating the ARSA funds were available for general fund use. The City is working to find records or documents
related to the ARSA fund transaction to ascertain whether these funds were restricted for use at the tertiary plant
or whether the funds were available for general fund use. The City will take action during the upcoming fiscal
year to resolve this finding.

FS 12-7 (Prior Year Finding 07-29): During our testing of the Community Facility District (CFD) bonds, we
noted the City refunded the 1989-1 and 1989-2 bonds and created new CFD’s to pay for the new limited liability
debt. The City did not designate an employee to reconcile the fiscal agent statements for the activity. This lack of
monitoring could result in material misstatements to the financial statements.

Current Year Status: The City did not reconcile the fiscal agent statements during the 2011/12 fiscal year as of
the date of fieldwork. The accounting staff reconciled the statements and adjusted the accounts subsequent to
fiscal year end.

Recommendation: The City should monitor/reconcile the fiscal agent statements during the year on a timely
basis. As part of the reconciliation the City should verify that the amount collected for the CFD’s through the
County tax roll has been deposited to the correct CFD accounts and that the amount of payments for the CFD debt
is properly reflected in the fiscal agent statements.
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Management Response: The Finance department was not able to monitor/reconcile the CFD fiscal agent
statements on a regular basis during the 2011/12 fiscal year due to daily workload and time consuming
reconciliation of the developer deposit accounts. Finance department’s workload should improve since the
developer deposit reconciliation has been completed which will allow more time to monitor/reconcile the fiscal
agent statements regularly to ensure County tax roll deposits for CFD debt are correctly reflected in fiscal agent
statements.

FS 12-8 (Prior Year Finding 08-8): During our audit we noted the City did not have a written financial and
accounting policy that included internal control procedures. We have noted this finding in prior audits.

Recommendation: The City should establish financial and accounting policies that demonstrate how transactions
are processed from beginning to end. The policy should include the processes for internal controls that are
designed to provide reasonable assurance that objectives related to effectiveness and efficiency of operations,
reliability of financial reporting and compliance with applicable laws and regulations are met.

Current Year Status: The financial and accounting policy is in draft form and needs to be finalized.

Recommendation: We recommend finalizing and having City Council approve the financial and accounting
policy and procedures manual.

Management Response: The City has not been able to finalize the draft financial and accounting policy and
procedures manual due to the workload in the Finance department. The City anticipates finalizing the policies and
procedures manual prior to the FY 2012-13 audit.

FS 12-9 (Prior Year Finding 11-10): During the prior year audit entries were made to establish advances to and
advances from other funds. New interfund loans were noted during the current year audit and were properly
approved and recorded. We also observed a policy for allocating interest on the advances and verified interest was
charged during the 2010/2011 fiscal year.

Current Year Status: During the 2011/12 fiscal year audit we noted there were 12 long-term interfund loans. Of
these interfund loans we noted three interfund loans where the receiving fund was paying the lending fund interest
and nine interfund loans where the receiving fund was paying no interest to the lending fund.

Recommendation: We recommend the City research if all of the lending funds should be receiving interest on
the long-term advances.

Management Response: The City will research if all lending funds should be receiving interest on the long-term
advances.

FS 12-10 (Finding 09-4): During our audit we noted that no year end accruals were made for governmental fund
accounts receivables. We also noted the beginning governmental fund accounts receivable balances were not
adjusted in many of the funds. City staff did not appear to have performed year end procedures to search for and
accrue accounts receivables and adjust the general ledger to the underlying support. This is a condition that has an
effect on our opinion of the fair presentation of the financial statements.

Recommendation: We recommend the City perform year end accruals for accounts receivable. We also
recommend the City adjust the general ledger to agree to the underlying supporting documentation for accounts
receivable.

2010/11 Follow Up: During the 2010/11 fiscal year audit we noted the new finance manager performed year end
procedures for accounts receivables at June 30, 2010 and prepared a prior period adjustment to correct that
balance. The new finance manager then performed year end procedures to accrue accounts receivables at June 30,
2011, however the general ledger was not adjusted to agree to the underlying support.
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Current Year Follow Up: During the current fiscal year the finance manager entered a prior period adjustment to
agree the accounts receivable balance to the June 30, 2011 schedule and then prepared the accounts receivables
schedule and adjusted each funds accounts receivable balance to agree to the underlying support at June 30, 2012.
During our search for unrecorded accounts receivables we discovered an additional $43,000 unrecorded accounts
receivable for the 2011/12 2% Golf Course revenue with payment received in October 2012. We also discovered
$15,878 unrecorded receivables from the CFD’s cash with fiscal agent account to reimburse the City for Legal
fees paid by the City on the CFD behalf.

The City also recorded a receivable for $38,187.41 related to prior year water treatment reimbursement due from
Portlock. The Finance Manager will send them an invoice to attempt collection.

Recommendation: We recommend the City accrue all accounts receivables as part of year end procedures. We
also recommend City Council be kept up to date on the collection of the $38,187.41 due from Portlock.

Management Response: The Finance Manager agrees that the $43,000 received for the Golf Course revenue
should have been listed as an accounts receivable since the revenue is paid in arrears based on the previous year’s
revenue. The Finance Manager also agrees that the unrecorded receivable from the CFD was billed but not listed
on the accounts receivable schedule. Procedures will be implemented to ensure all accounts receivables are listed
on schedules as part of year-end procedures. The City has recorded an accounts receivable due from Portlock for
prior year water treatment reimbursement that is for the years 2008 and 2009in the amount of $38,187.41. The
original amount billed for both years totalled $70,187.41. In October of 2010 a “good faith” payment in the
amount of $32,000 was received and applied to the respective years. The prior City Manager was reviewing the
account prior to leaving,.

FS 12-11 (Prior Year Finding 09-6): During our audit we noted the City received $560,000 proceeds from a
capital lease for the construction of the new fire house. The proceeds were recorded as a liability in the general
ledger liability account advances from other funds. We also noted the $12,538 principal and $27,262 interest
payments on this debt were recorded to asset account advance to other funds in the general fund as opposed to an
expense in the fire impact fee fund. Principal and interest expense were also not included with the City’s
2008/2009 budget. Audit adjustments were proposed to reclassify the proceeds from advance from other funds to
other financing sources-proceeds of capital lease and to record principal and interest to expense accounts in the
fire impact fee fund as opposed to advance to other funds in the general fund. The effect of the miscoding also
puts advances to and advances from other funds out of balance. City staff did not reconcile these accounts to agree
that they were in balance.

Recommendation: City staff should agree that interfund activity is in balance. The City should also classify
proceeds of debt to the proper account. The City should record principal and interest expense to expense accounts
and not to asset accounts. The City should also budget the principal and interest expense as part of the City’s
annual operating budget.

2010/11 Follow Up: During the current year audit we noted that no additional proceeds of debt were received in
the 2010/2011 fiscal year. We noted that principal and interest expense were budgeted in the fire services impact
fee fund, but some of the principal and interest expense was paid from the general fund with no budget for those
amounts.

Current Year Follow Up: During the current fiscal year the debt payments were recorded in the fire impact fund,
however the City did not adopt a budget for that fund in the 2011/12 fiscal year. There were no proceeds of debt

in the 2011/12 fiscal year. Interfund balances are in balance as of the end of the fiscal year.

Recommendation: The City will need to adopt a budget for all funds required to operate under a legally adopted
budget.
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Management Response: The City will adopt budgets for the next budget year for all funds required to operate
under a legally adopted budget.

FS 12-12 (Prior Year Finding 09-8): During our audit we noted the City accrued the Safe Routes to School
$10,280 receivable and recognized the revenue in the general fund. When the funds were received the City
reversed the receivable and recognized the cash in the Safe Routes to School capital project fund. The effect of
this treatment was overstating receivables and revenue in the general fund and understating receivables and
revenue in the capital project fund. The capital project fund also had an ending accounts receivable credit balance,
which is not a normal balance. It does not appear the receivable balances or the deferred revenue balances were
reviewed by City staff. This is a condition that has an effect on our opinion of the fair presentation of the financial
statements.

2010/11 Follow Up: At June 30, 2011 we noted the Safe Routes to School fund had a negative $60,156 cash
balance a $59,803 receivable balance and $55,302 deferred revenue balance. The receivable and deferred revenue
balance was unchanged from the prior fiscal year.

Current Year Follow Up: During the current fiscal year audit the Safe Routes to School fund was closed with
$42,732 transferred in from the gas tax fund to cover the City portion of the project and a $12,923 prior period
adjustment was recorded to true up prior year unrecorded adjustments.

Recommendation: None.

FS 12-13 (Prior Year Finding 09-10): During our audit we noted that after the payroll clerk was released it was
discovered that many of her computer programs and files were deleted, including the compensated absence
schedules. As a result we were unable to test the compensated absence activity for the fiscal year and to verify the
accuracy of the ending balances reported by the City. This was a condition that had an effect on our opinion of the
fair presentation of the financial statements.

Current Year Follow Up: The compensated absence schedule had not been prepared when we started the audit,
however management informed us that this item needed to be completed. After the schedule was completed, we
tested the schedule and noted that no liability was recorded for accumulated sick leave which is required to be
paid out upon termination of employment. The City revised the schedule to include a prior period adjustment of
$82,083 to account for accrued sick leave liability at June 30, 2011 and then adjusted to a balance of $55,334 for
both governmental fund types and proprietary fund types at June 30, 2012.

Recommendation: We recommend the City prepare the compensated absences schedule prior to the start of audit
fieldwork and include all termination related liabilities (vacation, sick, CTO etc.) in the schedule.

Management Response: Prior audits did not include sick leave as part of the compensated absence liability but
will be incorporated in future schedules which will be prepared prior to start of audit.

FS 12-14: (Prior Year Finding 09-11): During our testing of accounts payables we discovered $147,946 in prior
year accounts payable that had not been reversed in the current year. We also noted $15,558 in prior year accounts
payable that was reversed to fund equity in the current year as opposed to accounts payable. The effect of these
items was to overstate accounts payable $163,504, overstate expenses $147,946, and to understate fund equity
$15,558 at June 30, 2009. We proposed journal entries to correct these misstatements. This is a condition that has
an effect on our opinion of the fair presentation of the financial statements.

2010/11 Follow Up: During our testing of accounts payables we noted year end procedures had been performed
to schedule out accounts payables, however the schedule was not reconciled to the general ledger. We also
discovered additional accounts payables during our search for unrecorded accounts payables which were not
included on the client schedule.
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Current Year Follow Up: During the current fiscal year the City prepared the accounts payable schedule and
reconciled the schedule to the general ledger. During our testing we noted the City proposed accruing the audit fee
for the June 30, 2012 audit. The services for the June 30, 2012 audit had not been performed as of June 30, 2012
and therefore should not have been accrued. The City adjusted the journal entry to exclude the audit fee. We also
noted the City accrued a payable in the amount of $8,813.58 for asset seizure funds. This amount was not a
payable, but should have been recorded as deferred revenue. We advised the City and a journal entry was made to
properly account for that activity.

Recommendation: We recommend the City only accrue items meeting the definition of an accounts payable.

Management Response: At the time the asset seizure funds were received, prior management believed the funds
may need to be returned. The journal entry had not been posted prior to audit after it was determined that these
funds did not have to be returned and could be utilized by the police department. The City will review all year-
end transactions in the future to ensure that accounts payable are accrued accurately.

FS 12-15 (Prior Year Finding 09-12): During our testing of accrued payroll we noted that no cutoff procedures
were performed for accrued payroll. City staff did not review the general ledger account balances for accrued
payroll and reconcile to the underlying support. We also noted the accrued payroll balance for all funds was
$238,529. There was also $56,146 in debit balances recorded to accrued payroll accounts, which are not normal
balances for this type of account. This is a condition that has an effect on our opinion of the fair presentation of
the financial statements.

2010/11 Follow Up: While it appears that cutoff procedures were performed at June 30, 2011 the accrued payroll
totals were not reconciled to the general ledger. The general ledger appeared materially misstated as a result.

Current Year Follow Up: During the current fiscal year audit we noted the City performed year end procedures
for accrued payroll. During our testing we noted errors in reconciling accrued payroll from the supporting
documentation to the general ledger. The City, with the assistance of the contract accountant, made the
appropriate corrections and adjusted the general ledger balances to agree with the supporting documentation.

Recommendation: Continue to perform year end procedures for accrued payroll and review the schedule and
agree the schedule to the general ledger prior to the audit.

Management Response: Journal entries were proposed to eliminate the double accrual of employee portion of
taxes. The corrected method of calculation will be used in the future.

FS 12-16 (Prior Year Finding 09-13): During the current year audit we were originally provided with a trial
balance with a new chart of accounts. Based on our analysis we observed several problems with the new chart of
accounts and the City opted to revert to the old chart of accounts/general ledger. After setting up the working trial
balance and after we began testing account balances we noted material errors with accounts payable and payroll.
Based on City staff review it was determined that several journal entries had not been posted to the old general
ledger. We were provided with journal entries to post the accounts payable and payroll activity. City staff did not
review account balances for accuracy and reconcile to underlying supporting documentation for all account
balances. Furthermore the transition to the new accounting chart of accounts was not properly planned and
monitored to ensure accuracy in financial reporting in accordance with U.S. generally accepted accounting
principles.

2010/11 Follow Up: During the current fiscal year audit we noted that many of the accounts had not been
reconciled to the underlying support. While the City did perform many of the year end procedures the City
finance staff was shorthanded and unable to complete all the reconciliations prior to the audit.

Current Year Follow Up: Due to the circumstances requiring the City to begin the audit prior to all account
balances being reconciled to the underlying support, the City provided the auditor with over 65 additional journal
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entries after starting the audit. The number of journal entries needed to reconcile the general ledger to the
underlying support increases the risk of material misstatement and creates inefficiencies in performing the audit.

Recommendation: We recommend performing year end procedures and closing the books so the audit can start
sooner when conditions are known that will require the audit to be conducted by a certain date.

Management Response: Performing year end procedures and closing the books prior to the scheduled audit was
delayed because of the workload in the finance department and mainly due to the reconciliation of the developer
deposits accounts. The Finance department anticipates all year-end procedures and closing processes to be
completed prior to next year’s audit.

FS 12-17 (Prior Year Finding 10-29): During our audit we noted the new chart of accounts records cash
balances in due to/due from accounts. This accounting treatment makes reconciling cash burdensome and also
makes accounting for actual due to/due from other fund activity nearly impossible.

2010/11 Follow Up: No change in the current year. The process of calculating cash balances by fund can lead to
errors in determining available cash and in making decisions for budgeting and other purposes.

Current Year Follow Up: During the fiscal year under audit the chart of accounts was changed to eliminate the
due to/from accounts and to create pooled cash accounts for each fund. The new chart of accounts records cash as
would be expected for a Governmental entity with multiple funds. The Finance Manager started reconciling the
bank balance to the general ledger on a monthly basis during the 2011/12 fiscal year. During our testing of cash
we noted the reconciled bank balance was $30,679 higher than general ledger. The Finance Manager identified
$20,901 in reconciling items and proposed recording an increase to cash of $9,777.81 to true up the cash balance.
This adjustment was posted to the general fund.

Recommendation: We recommend the City continue to reconcile cash on a monthly basis and agree the reconciled
balance to the general ledger.

Management Response: Cash activity in the general ledger was being reconciled on a monthly basis to cash in
bank throughout the year. The cash balance was reconciled to the general ledger; however the reconciling journal
entry had not been posted prior to the beginning of the audit.

FS 12-18 (Prior Year Finding 10-30): During our review of GASB 45 for other post-employment benefits
(OPEB), we noted the City did not adopt a funding policy for the annual required contribution (ARC). A
$150,658 audit entry was proposed to record a liability for the current year unfunded ARC.

2010/11 Follow Up: During the 2010/11 fiscal year the funding policy had not been adopted. Furthermore the
liability for the actuarial determined unfunded liability was not recorded in the financial statements during the
current fiscal year audit.

Current Year Follow Up: During the current fiscal year the funding policy had not been adopted.

The liability for the actuarial determined unfunded liability was calculated by the contract accountant and
recorded by the City. The actuarial report was dated November 2008. GASB 43/45 requires an actuarial valuation
of the OPEB at least once every three years.

Recommendation: We recommend the City adopt a policy for funding, or not funding the ARC for the GASB 45
OPEB. We also recommend the City have prepared a new actuarial valuation. The City should qualify for
performing the valuation under the modified formula. This type of valuation report would have significantly less
preparation cost.
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Management Response: The City has received a proposal from an Actuary to prepare a new actuarial valuation
as required. The City will adopt a policy for funding or not funding the ARC for the GASB 45 OPEB prior to the
next audit.

FS 12-19 (Prior Year Finding 10-31): Currently the City relies on the external auditor to ensure its financial
statements are in accordance with generally accepted accounting principles. Prior to issuance of statement of
auditing standard 112 and 115 the city was able to rely on the external auditors to assist with the financial
statements and related notes without being subject to control deficiencies. The new standards say that external
auditors cannot be part of the City’s internal controls, including preparation of the financial statements, and are
prohibited from auditing their own work as doing so impairs their independence.

The risk of misstatement in the financial statements increases when management is not able to apply GAAP in
recording the financial transactions or preparing its financial statements, including the related notes. Also, by
relying on the external auditors to ensure its financial statements are in accordance with GAAP, the City is
considering the external auditors a part of its internal controls over the preparation of the financial statements.

Current Year Follow Up: The City retained a contract accountant to assist with year-end close. Because of the tight
deadline to complete the audit some of the accounts had not been reconciled to the underlying documentation and
we detected material misstatements as a result of audit procedures and proposed audit entries to correct the
misstatements for GAAP presentation. We feel the risk of material misstatement in future audits will be minimized
as a result of the Finance Manager having more time to prepare for the audit and with the use of the contract
accountant.

Recommendation: We recommend the City continue to provide training for its accounting staff that would
enable them to become more familiar with the general disclosure requirements. This training should include, but
is not limited to, the use of a disclosure checklist, which provides guidance to the financial statement’s content
and whether a necessary disclosure has been overlooked. The City may find that the costs outweigh the benefits to
adhere to this standard. No action will result in a significant deficiency in the City’s internal controls over the
preparation of the financial statements.

Management Response: The Finance Manager has prepared financial statements in the past and planned to
prepare the financial statements and related notes in accordance with generally accepted accounting principles for
the 2011/12 fiscal year. Priorities changed during the fiscal year which included the major undertaking of
reconciling the developer deposit accounts that required the review of documents going back to the year 2000.
This project took months to accomplish which required assistance from a contract accountant in order to complete
the project. Due to unforeseen obstacles that delayed completion of this project, the Finance department was not
able to sufficiently prepare for the fiscal year 2011/12 audit. The City recognizes training must be provided in
order to update Finance staff of the on-going changes to governmental accounting rules and regulations and will
work with staff to allow more training. In the future the use of the disclosure checklist will be utilized for
financial statement content.

FS 12-20 (Prior Year Finding 10-33): During our testing of accounts receivables we noted the City was
recording all accounts receivable in the general fund when billed. If the receivable was for another fund then
pooled cash was reduced in the general fund, revenue was increased in the receiving fund and pooled cash was
increased in the receiving fund. The net effect of this treatment was an overstatement of accounts receivable in the
general fund, an understatement of pooled cash in the general fund, and an understatement of accounts receivable
and overstatement of pooled cash in the receiving fund.

2010/11 Follow Up: While we did not observe the treatment noted above for accounts receivable, we noted the

underlying accounts receivable schedules did not agree to the general ledger. We recommend reconciling the
receivable balances to the general ledger.
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Current Year Follow Up: During the current year audit, and subsequent to fiscal year end, we noted the City
with the assistance of the contract accountant resolved the accounting process for accounts receivables. We noted
the City reconciled the accounts receivable general ledger balances to the underlying supporting documentation.

Recommendation: Continue to monitor accounts receivables to verify transactions are posted properly.

Management Response: During the reconciliation of cash to the general ledger, it was discovered that
transactions being billed to customers were posting incorrectly to the cash and accounts receivable accounts.
These automatic posting errors were made by the financial system and had been occurring since the financial
system software conversion. Finance staff has corrected the problem and the transactions are now posting
correctly.

FS 12-21 (Prior Year Finding 10-35): During our review of the budget we noted the budget in the financial
reporting system did not agree to the original budget plus all amendments to the budget approved by City Council.
The amount used in the budget to actual statement for required supplementary information includes only the
original budget and the final budget could be materially misstated by not including all budget amendments.
Furthermore we noted in many instances the budget amendments approved by the City Council were vague on
which specific budget accounts were to be increased or decreased.

2010/11 Follow Up: During the current year we noted the budget was not amended when the City became aware
that revenue would not meet the budgeted amounts. By not changing the budgeted revenues and taking action to
offset the loss in revenue the City overspent in the general fund resulting in a loss of $1,737,188 and an ending
general fund balance of negative $442,777.

Current Year Follow Up: During the current fiscal year we noted that a budget for the general fund and the gas
tax fund were the only approved budgets adopted by City Council. The City spent from other funds without a
legally approved budget.

Recommendation: We recommend the City adopt a budget for all funds required to operate under a legally
adopted budget.

Management Response: Prior Interim City Manager did not prepare budgets for FY 11/12 or FY 12/13 funds
other than the General Fund, Gas Tax Fund, and Sewer Enterprise Funds since there was little or no activity in
remaining funds. City management will prepare budgets for all funds required to operate under a legally adopted
budget for the next budget year.

Prior Year ¢ Not Deemed to be Material Weaknesses

FS 12-22 (Prior Year Finding 09-5): During our audit we noted the City did not maintain controls over the
general fixed assets of the City, the fixed assets of the enterprise fund and the depreciation expense and
accumulated depreciation for those fixed assets. The City is paying an outside service provider to maintain the
schedules for fixed assets; however the City did not provide the information for current year activity and therefore
no schedules were provided with accurate year end figures. We also noted the City miscoded expenditures related
to the master plan to service and supply expenses accounts as opposed to capital outlay accounts.

Current Year Follow Up: During the current fiscal year audit, we noted the City prepared schedules of capital
outlay activity for fiscal year ending June 30, 11 and June 30, 2012. The City also made prior period adjustments
to agree the beginning balances with the June 30, 2011 balance. They then posted entries in the sewer fund and
prepared entries for Government-Wide financial statements to agree the final balances to the fiscal year ending
June 30, 2012 activity. The schedules were tested without exception.

Recommendation: None.
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FS 12-23 (Prior Year Finding 10-28): During the current year audit we noted the City converted the chart of
accounts and closed many special revenue funds into the general fund. Included were the SLESF/AB3229 and the
local transportation commission/TDA funds. These funds are required to be separate from the general fund and
have separate balance sheets and income statements. Furthermore we did not observe City Council approval to
closeout funds during the conversion. The net effect of closing the two funds noted above into the general fund
was an increase in general fund cash of $92,103.

We also noted that during the chart of accounts conversion the City merged all CDBG, HOME and self-help
funds into one fund. By doing this each program loses the ability to track its individual cash balance.

2010/11 Follow Up: During the current fiscal year we noted the LTC/TDA and Measure M funds were
established and assets were transferred from the general fund to establish/reestablish these funds. The City did not
establish a separate SLESF/AB3229 fund and did not segregate the CDBG, Home and self-help funds into
separate funds.

Current Year Follow Up: The City established a separate SLESF/AB3229 fund and separated the CDBG, Home
and self-help funds into individual funds.

Recommendation: None.

FS 12-24 (Prior Year Finding 07-41): During our testing of grant activity we noted the house, used to obtain a
self-help housing grant recorded in fund 8, had been sold. As a result the loan was terminated at the date of sale,
June 11, 2003 and the remaining $3.200 was owed to the City. The City had not collected the amount due as of
June 30, 2007.

2010/11 Follow Up: During the current year we noted the $3,200 receivable was eliminated during the chart of
accounts conversion. The self help fund also was merged into one fund with all CDBG/HOME grant funds of the
City. We did not observe City Council approval to write off the $3,200 receivable.

Current Year Follow Up: During the current fiscal year audit we noted the self help grant fund was separated
into its own fund. We did not observe City Council approval to write off the $3,200 receivable.

Management Response: Staff will bring this issue before City Council for approval to write off receivable due
to the lapse in time.

FS 12-25 (Prior Year Finding 07-42): During our testing of receipts we noted building permit #2091 paid with
receipt #35845 on 1/26/07 did not indicate a $3,284 charge for sewer connection.

2010/11 Follow Up: During the City review additional building permits were discovered where sewer
connections were not charged. The City follow-up billed and the City will review this year. We did not observe
amounts received during the 2010/2011 fiscal year for the prior sewer connection fees.

Current Year Follow Up: Subsequent to fiscal year end the City retained a contract account who researched
sewer charges for new building permits. The results of that research are currently being reviewed and discussed
with management and Council for corrective action. The City has recorded a receivable in these financial
statements for the amount due.

Recommendation: We recommend the City continue to pursue collection of the past sewer connection charges.
Management Response: City billed developer for four sewer connection fees in May 2010. As of this date the

developer has not paid. Developer is included in list of other developers/contractors that are being reviewed and
discussed with management and Council for corrective action and direction on collection of these fees.
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FS 12-26 (Prior Year Finding 11-29: During our audit we noted accounts receivables, accounts payables,
deposit liabilities, OPEB liability, compensated absences, fixed assets, deferred revenue and accrued payroll were
not reconciled to the underlying documentation resulting in a scope limitation that precluded us from issuing and
opinion on the financial statements. This condition exists because the City finance staff was shorthanded and the
workload for the finance manager was unreasonable in relation to tasks required for her to complete. We noted
during the fieldwork that the finance manager, in addition to assisting us with the audit, was answering the
phones, assisting customers at the front desk and completing the day to day operations of the finance department
for processing receipts, payroll and disbursements as well as performing special projects for the City Manager and
City Council.

Current Year Follow Up: City management posted prior period adjustments to agree the June 30, 2011
beginning equity balances to the prior year support. The City then made entries to reconcile the June 30, 2012
general ledger balances to the underlying support. While the year-end work was not totally complete upon starting
the 2011/12 fiscal year audit fieldwork the City made much improvement in closing the books. Over 65 adjusting
entries were required to be posted after starting the audit.

Recommendation: We recommend the City complete the year-end close and reconcile the general ledger to the
underlying documentation prior to the audit. We recommend cross training other City employees or continuing
using the outside accounting contractor to assist the finance manager with year-end closing and day to day
accounting functions.

Management Response: Since audit of developer deposits has been completed, finance staff anticipates year-end
close and reconciliation of the general ledger will be completed prior to the next audit. Cross training of other

Finance staff will continue.

Deemed to be . . Deficiencies and Not Material Weaknesses

FS 12-27 (Prior Year Finding 11-30): We noted the City had a lack of segregation of duties, as one person is
capable of handling all aspects of processing transactions from beginning to end. We also noted that journal entries
are not approved or reviewed by management, other than the finance manager, who initiates, posts the entry and files
the backup documentation. A lack of segregation of duties increases the risk of potential errors or irregularities
occurring without being detected: however, due to a limited number of personnel in the finance department as a
result of downsizing an adequate segregation of duties is not possible without incurring additional costs. We also
noted the Finance Department journal entries do not always have an approval signature by the City Manager or other
responsible employee, indicating the entries have been reviewed for accuracy and giving the Finance Department
approval to post the entries.

Recommendation: We recommend the City segregate duties to the greatest extent possible given the limited number
of personnel in the Finance Department. We also recommend the City review procedures for getting approval
signatures on the journal entries and include this internal control procedure in the City’s financial policies and
procedures manual.

Management Response: The City will continue to try to segregate Finance staff duties given the limited number
of personnel. City will add procedures for getting approval signatures on journal entries and include this internal
control procedure in the City’s financial policies and procedures manual.

FS 12-28 (Prior Year Finding 11- 31): The City did not implement the provisions of Government Accounting
Standards Board Statement 54 as required by U.S. generally accepted accounting policies. This new standard went
into effect for fiscal year ending June 30, 2011. The new requirement categorizes fund balances into five separate
categories and sets a new definition for special revenue funds.

Current Year Follow Up: No change in the current fiscal year.
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Recommendation: We recommend the City review the provisions of GASB 54 and take action to adopt the new
standard.

Management Response: The fund balances in the financial statements have been reclassified into categories
required by the new GASB 54 Standard. The City will further review the provisions of the new Standard for the
FY 12-13 audit.

FS 12-29 (Prior Year Finding 11-32): During our review of building permits we noted the City is relying on the
developer to track prepaid building permits. The City did not have a schedule to reconcile what was paid and
when new parcels will need to start being charged additional permit fees.

Current Year Follow Up: The city retained a contract accountant to assist with determining the status of the
prepaid building permits and to design controls over internally tracking prepaid building permits.

Recommendation: The City should internally track which prepaid building permits have been pulled and when the
prepaid permits have been used.

Management Response: City staff reviewed building permits to determine status of prepaid building permits.
City will design controls over tracking prepaid building permits.

FS 12-30 (Prior Year Finding 11-33): During our testing of sewer revenues we noted that when a delinquent
sewer account is sent to the County to be placed on the County tax roll the amount sent to the County is not
removed from the billing system and penalty and interest is shutoff so that any new delinquencies are not charge
penalties and interest.

Current Year Follow Up: During the current year audit we noted the City created a separate tax roll receivable
account and removed the delinquent accounts sent to the tax roll from the normal receivables billing system.

Recommendation: Continue to maintain the sewer tax roll receivable accounts and continue to reconcile the
amounts collected and remitted from the County.

Management Response: The City will continue to maintain sewer tax roll receivable accounts and reconcile
amounts collected and remitted from the County.

FS 12-31 (Prior Year Finding 11-34): During our testing of sewer commercial accounts we noted the City is
charging based on number of fixtures, however the City did not have files for commercial properties documenting
the number of fixtures so that we could recalculate the charges.

Current Year Follow Up: During the current year audit we noted the site inspections on commercial properties
had not been performed. Furthermore, as part of our sewer receipts testing, we contacted a mobile home park that
is being billed for 51 connections and were informed that there are 54 spaces at the mobile home park. It appears
the City has been undercharging three connections for this commercial customer.

Recommendation: We recommend the City consider doing a site inspection of all commercial properties and
document the number of fixtures. The City should then compare that data to the actual charges and make
adjustments where needed. We recommend including the mobile home park noted above in the site inspections
and changing the billing to include the additional three connections if it is determined the mobile home park was
undercharged.

Management Response: City staff is limited but will prepare a plan to do a site inspection on all commercial
properties and document fixtures and compare to actual charges. Adjustments to customer accounts will be made
if needed.
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FS 12-32 (Prior Year Finding 11-35): During our review of CalPERS pension contributions we noted one
employee who was buying back years of service at $228 per pay period. The City did not remit the buy backs to
CalPERS for 15 pay periods resulting in underfunding the pension obligation and not complying with a
Department of Labor requirement that payments for retirement withholdings be remitted within fifteen days after
the month of withholding.

Current Year Follow Up: During the current fiscal year we noted during one pay period 7/31/11 to /8/13/11
where the $228 payment was not remitted to CalPERS. This amount was added to the CalPERS accrual as of June
30, 2012. We also noted the City did not remit the CalPERS pension employee and employer contributions from
March 11, 2012 to June 30, 2012. The amount owed to CalPERS for this period was $108,167. The total
CalPERS unpaid employee and employer contributions at June 30, 2012 were $110,699 which included
adjustments. This amount has been recorded as a liability in these financial statements.

Recommendation: We recommend the City implement internal controls to ensure that employee deductions are
being transferred within the required time limits.

Management Response: City staff will implement procedures as well as train staff to ensure employee
deductions are transferred within time limits.

FS 12-33 (Prior Year Finding 11-36): During our material disbursements test we noted for contracted vendors
that current contracts were not kept on file in the fiscal department. The fiscal department did not appear to be
reviewing invoices from contractors/engineers to verify that hourly rates charged by vendors were in accordance
with contract terms. Various projects are charged by engineers at different rates; however no master list of
projects (reimbursable, non-reimbursable) is maintained by the fiscal department to determine whether invoices
are correctly billed. There is also no indication that the city engineer/project manager has reviewed the contractor
invoices.

Current Year Follow Up: During the current year audit we noted one instance where $185 per hour was charged
and the contract agreement specified a rate of $165 per hour. There were a total of 70.60 hours billed at this rate
resulting in overcharges of $1,412.

We noted one professional service contract where City Council was not provided with “Exhibit A” mentioned in
the contract. Exhibit A outlined all other legal services billing rates. On several invoices the City was billed $350
per hour which was not a rate specified in the approved agreement (exclusive of Exhibit A). The Finance
Department also did not have a rate sheet supporting the billing rate. We did not observe evidence that the interim
City Manager approved the special billing rate prior to the costs being incurred nor did we observe that the
interim City Manager signed the payment voucher attached to the invoice packet.

The $350 rate discussed above was a billable rate for services performed where the City will be reimbursed by
parties outside the City. During our testing of these invoices we noted that when these reimbursable invoices were
paid they were coded to expense accounts. When the reimbursements were received the reimbursement was coded
to revenue which netted the activity to $0. The city should be coding these charges to accounts receivable when
paid in order to track the amount owed to the City from the third party. During our testing, we also noted
$15,877.69 in reimbursable legal fees charged to the City at the $350 rate that had not been billed to the outside

g party. During the audit the City billed the 3™ party, recorded the receivable and reduced the City expense
account.

We noted one other instance where a contract engineering firm’s rate schedule indicated $165 per hour for a
project engineer/scientist 11l position, but $168 per hour was charged.

Recommendation: We recommend that contract files be maintained in the finance department and that approved
contract terms and rates be reconciled to the invoices. We also recommend that the city engineer/project manager
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initial the project invoices to indicate that the charges are reasonable/within contract terms and that the work has
been performed.

Management Response: Contract files are being set up in the finance department to include contract terms and
rates to reconcile with invoices. City Finance staff will initiate procedures to have engineer/project manager
initial invoices or approve by email that charges on project invoices are reasonable/within contract terms and
work has been performed.

FS 12-34 (Prior Year Finding 11-37): During our testing of payroll we noted the salary schedule for the Police
Department had not been updated to reflect the 2010-11 salary steps. We noted 2 out of 20 employees tested did
not have a completed W-4 form in their personnel folder. We noted 6 of 20 positions tested did not have a board
approved salary schedule for the position and 6 of 20 employees tested where the salary did not agree to the salary
schedule effective 7/1/10.

Current Year Follow Up: During the current fiscal year we noted the City Finance Department did not have pay
rate information on file to verify Fire Fighter salaries. We noted that not all job positions for the Fire Fighters
were noted on the pay schedule. We noted two Fire Fighter pay rates that did not agree to the personnel action
form in the employee file. We noted one employee where we could not locate a W-4. We noted one employee
who did not have a personnel action form on file.

Recommendation; We recommend taking action to correct the weaknesses noted above.

Management Response: City Finance department will review and update pay rate information on file to
determine pay rates and job positions are accurately recorded and agree with personnel action forms.

CURRENT YEAR INTERNAL CONTROL FINDINGS

Deemed to be . . Deficiencies and Material Weaknesses

FS 12-35: During our audit we noted the former interim City Manager was paid through accounts payables as an
independent contractor as opposed to payroll during the 2011-12 fiscal year. We would expect this position to be
paid through payroll and not be treated as an independent contractor for payroll purposes. The position takes
direction from City Council, utilizes City Hall office space and uses City equipment to perform job duties. The
total amount paid under the agreement was $104,000.

Recommendation: We recommend reviewing the rules differentiating between an employee versus independent
contractor. The City could also contact the Employment Development Department to obtain a determination on
the proper treatment for this position and corrective action needed, if any.

Management Response: The City agrees and will correct this issue while ensuring appropriate legal review of
future employment contracts.

FS 12- 36: During our audit of vacation and sick leave payouts we noted a prior employee was paid out 100% of
sick leave upon leaving the City. Per an agreement signed January 29, 2009 the employee opted into the section
limiting sick leave payout to 50% of the unused sick leave to a maximum payout of 60 days (50% of 120 days).
The actual amount of the sick leave payout was $37,003.36. The amount that should have been paid under the
agreement was $18,501.68. This agreement superseded the employment agreement dated December 28, 2007.

Recommendation: We recommend the City request reimbursement of $18,501.68 from the former employee. The
reimbursement will need to be made net of the necessary adjustments for payroll tax withholdings. The City will
then need to amend the payroll tax returns for the reimbursement.

Management Response: The City is currently negotiating a settlement with the employee.
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FS 12-37: During our material disbursements testing we discovered one item for $10,982 that was coded to
material and supplies that should have been coded to capital equipment. We noted one item where the payment
voucher/purchase order did not have any approval/authorization signatures. We also noted one voided check for
$81,881.67 where void was written in ink on the original check, but the check was not defaced.

Recommendation: We recommend reviewing invoices to determine the proper account coding for capital
additions. We recommend obtaining the proper signatures for payment vouchers/purchase orders. We also
recommend properly defacing voided checks by cutting out the signature block.

Management Response: All invoices are being reviewed by City Manager and Finance Manager to determine
proper account coding. All voided checks will be properly defaced in future.

FS 12-38: During our audit we noted the finance manager consistently works over 40 hours with no overtime pay
or CTO accrual. The finance manager has communicated that the position is an exempt position; however we did
not observe a job description, ordinance, resolution or language in the personnel policy to support this as an
exempt position.

Recommendation: We recommend the City update the appropriate manuals and policies for exempt positions and
confer with the City attorney to verify that exempt positions are in compliance with State and Federal laws.

Management Response: The City will confer with City Attorney to verify that exempt positions are in
compliance with State and Federal laws and will update the appropriate manuals and policies.

Decemed to be . Decficiencies and Not Material Weaknesses

FS 12-39: During our testing of compensated absences we noted two firefighters who started accruing sick leave
at the beginning of fiscal year 2011 at 3.69 hours per pay period, (96 hours per year) and then switched the
accrual rate to 11.07 hours per pay period (288 hours per year) in May 2012. We also noted one instance where a
firefighter indicated they used 6 hours compensated time off per their timesheet; however 6 hours sick leave was
recorded per the pay register.

Recommendation: We recommend the City review the sick leave accruals for the firefighters and either justify the
increased accrual in May 2012 and then retroactively adjust the sick leave accrual to properly reflect what should
have been accrued. We also recommend reconciling compensated absence usage from the timesheet to the payroll
register and the detail of activity schedule.

Management Response: Per Article 9 of the MOU between the City and the Fire Employees dated April 1, 2011,
“Each employee shall accrue and take sick leave on the basis of the working day rate.” ...”a 24-hour per day
employee will earn 288 hours/yr.” All Fire Apparatus Engineers work 24-hour shifts which are equivalent to
earning 11.08 hours sick leave accrual per pay period. Finance department will review sick leave accruals for
firefighter accruals to verify accruals are accurate and adjust if needed.

FS 12-40 During our testing of sewer receivables we noted the sewer billing clerk was entering into sewer service
charge delinquency repayment agreements with delinquent property owners who requested not to have their
delinquent accounts put on the tax roll. During our testing we noted the payment agreements were not being
monitored and some of the landowners had quit paying per the terms outlined in the agreement.

We also tested one account that had a credit balance of $787.95 at June 30, 2012. This balance was created over a
period of years by the customers’ auto paying a few dollars more than owed each month ($50 vs. $40.70). Per
review we noted there may be several accounts with large credit balances.

Recommendation: We recommend that either the Finance Manager or City Manager review and sign the sewer
service charge delinquency repayment agreements. We recommend that the sewer billing clerk monitor the
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activity for the repayment agreements to verify that the terms are being met. If the terms are not being met then
action should be taken to immediately collect the entire balance due or other remedies as outlined in section 2 of
the agreement.

We also recommend the City consider refunding customer accounts with large credit balances and notifying these
customers of the proper amount due each month.

Management Response: The City Manager normally reviews and signs the sewer service delinquency repayment
agreements; however the document tested was during the Acting City Manager period and was signed by the
accounting technician Il only. Future repayment agreements will be signed by the City Manager or the Finance
Manager. The City will review all agreements and take immediate action to collect balances due or remedies as

authorized by the agreements. City will review customer accounts with large credit balance for possible
refunding.

CURRENT YEAR COMPLIANCE FINDING

The Cease and Desist Order issued by the State Regional Water Board (RWB) in 2011 required the City to file its
report of waste discharge with the Regional Board by May 30, 2012. Because of a delay in retaining an engineering
firm the City was unable to meet the RWB deadline. On September 10, 2012 the RWB filed an Administrative Civil
Liability Complaint against the City for the City’s failure to comply with the deadline.

Recommendation: We recommend the City be more proactive in meeting these types of reporting deadlines.
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