AGENDA
ITEM 7.G.

ADMINISTRATIVE SERVICES DEPARTMENT

MEMORANDUM
DATE: January 19, 2016
TO: The Honorable City Council
FROM: Bryan Cook, City Manager

By: Tracey L. Hause, Administrative Services Director

SUBJECT: SINGLE AUDIT REPORT

RECOMMENDATION:

It is recommended that the City Council receive and file the Single Audit Report
(Attachment “A”) for the year ended June 30, 2015.

BACKGROUND:

1. On August 2, 2011, the City Council approved a Professional Services Agreement
with Vasquez & Company, LLP for auditing services for three years with two one-year
options. Vasquez & Company, LLP completed auditing services for all three fiscal
years ending June 30, 2011, June 30, 2012, and June 30, 2013.

2. On June 17, 2014, the City Council approved the first amendment to the Consultant
Services Agreement with Vasquez & Company, LLP for a one year extension
providing for accounting and auditing services for FY 2013-14.

3. On April 7, 2015, the City Council approved an amendment to the Consultant
Services Agreement with Vasquez & Company, LLP, for a second one year
extension providing for auditing services for the period ending June 30, 2015.

4. On June 3, 2015, the Administrative Services Department received notice from the
Government Finance Officers’ Association (GFOA) that the City had received the
Excellence in Financial Report Award program for the FY 2012-13 CAFR.

5. OnJuly 10, 2015, the Audit Standing Committee met with City staff and audit staff from
Vasquez & Company, LLP, and reviewed the planned engagement for the
independent audit for the FY Ending June 30, 2015.

6. On October 16, 2015, Vasquez & Company completed the their field work.
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7. On Qctober 30, 2015, the Audit Standing Committee once again met with City staff
and audit staff from Vasquez & Company, LLP, and discussed the results of the field
work as it related to the Singel Audit.

ANALYSIS:

As a recipient of Federal grant funds in excess of $500,000, the City is required to be in
compliance with the financial reporting requirements of the Office of Management and
Budget Circular A-133, Audits of States, Local Governments and Non-Profit Organizations.
The Single Audit Act of 1984 (amended in 1996} pronounced the reporting process. for
compliance, and is commonly known as the “Single Audit”. A Single Audit is intended to
provide a cost-effective audit of non-Federal entities in that one audit is conducted for all
Federal grant funds in lieu of individual audits of each. All Single Audits are due to the
Federal reporting agencies nine months after the close of the fiscal year, (i.e., March 31,
2016).

The City Council is requested to receive and file the Single Audit Report so that staff can
transmit the Single Audit Report to the Federal reporting agencies by March 31, 2016.

CITY STRATEGIC GOALS:

The City's compliance with the financial reporting requirements of the Office of
Management and Budget Circular A-133, Audits of States, Local Governments and Non-
Profit Organizations will further the City's Strategic Goal to promote Good Governance.

FISCAL IMPACT:

This action of receiving and filing the Single Audit does not have a fiscal impact on the FY
2015-16 City Budget.

ATTACHMENT:

A. Single Audit for the Year Ended June 30, 2015.
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Report of Independent Auditors 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

The Honorable Mayor and members of the City Council
City of Temple City, California

We have audited, in accordance with the 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, the financial statements of the
governmental activities, the business-type activities, each major fund, and the aggregate remaining
fund information of the City of Temple City, California (the City), as of and for the year ended June
30, 2015, and the related notes to the financial statements, which collectively comprise the City's
basic financial statements, and have issued our report thereon dated December 16, 2015.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the City's internal
contral over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the City's
internal control, Accordingly, we do not express an opinion on the effectiveness of the City's internal
control.

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 a
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. 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.

Our consideration of internal control was for the limited purpose described in the first paragraph of
this section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify
any deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City's financial statements are
free from 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
opinicn 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 Govermment Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our tesling of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
City's internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the entity’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

Los Angeles, California
December 16, 2015
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Report of Independent Auditors on Compliance For Each Major Federal Program, on
Internal Control Over Compliance, and on the Schedule of Expenditures
of Federal Awards Required by OMB Circular A-133

The Honorable Mayor and members of the City Council
City of Temple City, California

Report on Compliance for Each Major Federal Program

We have audited the City of Temple City, California's (the City) compliance with the types of
compliance requirements described in the OMB Circular A-133 Compliance Supplement that could
have a direct and material effect on the City's major federal programs for the year ended June 30,
2015. The City's major federal programs are identified in the summary of auditors' results section of
the accompanying schedule of findings and questioned costs,

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts, and
grants applicable to its federal programs.

Auditors’ Responsibility

Our responsibility is to express an opinion on compliance for each of the City's major federal
programs based on our audit of the types of compliance requirements referred to above. 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 on compliance for each major
federal program. However, our audit does not provide a legal determination of the City's compliance.

Opinion on Each Major Federal Program

In our opinion, the City complied, in all material respects, with the types of 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, 2015.
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Report on Internal Control Over Compliance

Management of the City is responsible for establishing and maintaining effective internal control over
compliance with the types of compliance requirements referred to above. In planning and performing
our audit of compliance, we considered the City's internal control over compliance with the types of
requirements that could have a direct and material effect on each major federal program to determine
the auditing procedures that are appropriate in the circumstances for the purpose of expressing an
opinion on compliance for each major federal program 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 malerial weakness in internal control over
compliance is a deficiency, or combination of deficiencies, in internal control over compliance, such that
there is a 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. A significant
deficiency in internal control over compliance is a deficiency, or a combination of deficiencies, in
internal control over compliance with a type of compliance requirement of a federal program that is less
severe than a material weakness in internal control over compliance, yet important enough to merit
attention by those charged with governance.

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 material weaknesses or significant deficiencies. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses. However,
material weaknesses may exist that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the scope of our
testing of internal control over compliance and the results of that testing based on the requirements of
OMB Circular A-133. Accordingly, this report is not suitable for any other purpose.
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Report on Schedule of Expenditures of Federal Awards Required by OMB Circular A-133

We have audited the financial statements of the governmental activities, the business-type activities,
each major fund, and the aggregate remaining fund information of the City as of and for the year ended
June 30, 2015, and the related noles to the financial statements, which collectively comprise the City's
basic financial statements. We issued our report thereon dated December 16, 2015, which contained
unmodified opinions on those financial statements. Our audit was conducted for the purpose of forming
opinions on the financial statements that collectively comprise the basic financial statements. 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 relates 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 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 schedule of
expenditures of federal awards is fairly stated in all material respects in relation to the basic financial
statements as a whole.

]/%+M LLF

Los Angeles, California
December 16, 2015




City of Temple City
Schedule of Expenditures of Federal Awards

Year ended June 30, 2015
Catalog of
Federal
Damestic Pragram Federal
Assistance Identification Award
Federal Grantor/Pass Throtigh Granter/Program Title Number Number Expenditures
U.8. Dopartment of Housing and Urban Dayelopmoni
Passed-through County of Los Angeles:
Housing Rehabi#tation Loan Pragram 14.218 DYG756-14 § 155,639
Asbestos and Lead-Based Painl Testing and Abatement Pragram 14.218 600604-14 35,161
Conmvhunity Development Black Grant/Entitlement Grant 14.218 DB7755-14 26,166
Direct Assistance
Temple City Boulevard Curb Cuts 14.218 60D1595-13 119,321
City Parking Lot ADA Improvements 14,218 601586-13 11,879
Total U.S. Department of Housing and Urban Dovelopment 348,166 *
. D rtme ransportati
Passed-through State of California
Department of Transportation
Hghway Pianning and Construction 20.205 CML-5365(007) 740,801 *
Total U.S. Department of Transportation 740801
Total Federal Expenditures & 1,088967

* Major Program

See noles to schedule of expenditures of federal awards and the report of independent auditors
on compliance for each major federal program on internal control over compliance and on the
schedule of expenditures of federal awards required by OMB Circular A-133.
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City of Temple City
Notes to Schedule of Expenditures of Federal Awards
Year ended June 30, 2015

NOTE 1

NOTE 2

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Scope of Presentation

The accompanying Schedule of Expenditures of Federal Awards (SEFA) presents
only the expenditures incurred by the City of Temple Clty, California (the City) that
are reimbursable under programs of federal agencies providing financial awards.
For puiposes of this schedule, financial awards include federal awards received
directly from a federal agency and federal funds received indirectly by the City from
a nonfederal agency or other organization. Only the portion of pragram
expenditures reimbursable with federal funds is reported in the accompanying
schedule, Program expenditures in excess of the maximum reimbursement
authorized or the portion of the program expenditures that were funded with other
state, locai or other nonfederal funds, if any, are excluded from the accompanying
schedule,

Basis of Accounting

The expenditures included in the accompanying schedule were reported on the
modified accrual basis of accounting. Under the modified accrual basis of
accounting, expendilures are incurred when the City becomes obligated for
payment as a result of the receipt of the related goods and services. Expenditures
reported included any property or equipment acquisitions incurred under the federal
programs.

Schedule of Expenditures of Federal Awards Presentation

The SEFA presented is prepared only from the accounts of the City's grant
programs and, therefore, does nof purport to present the financial position or
results of aperations of the City. The City's reporting entily is defined in Note 1 to
the City's financial statements.

Relationship to Financial Statements

In accordance with the Governmental Accounting Standards Board's Statermment
Nos. 39 and 61, activities relating to all federal financial assistance programs are
blended in the Cily's financial statements as special revenue funds.

Relationship fo Federal Financial Reports

Grant expenditure reports as of June 30, 2015, which have been submitted to
grantor agencies, will, in some cases, differ from amounts disclosed herein. The
reports for grantor agencies are typically prepared at a later date and often reflect
refined estimates of the year-end accruals.

MAJOR PROGRAMS

The following Catalog of Federal Domestic Assistance (CFDA) programs were
tested as major programs:

Community Development Block Grants/Entitlement Grants CFDA #14.218
Highway Planning and Construction CFDA #20.205




City of Temple City
Schedule of Findings and Questioned Costs
Year ended June 30, 2015

Section | - Summary of Auditors’ Results

Einancial Statements

Type of auditors’ report issued on the
financial statements:

internal cantrol over financial reporting:
Material weakness(es) identified?
Significant deficiency(ies) identified?

Noncompliance material to financial
statements noted?

Eederal Awards

Internal control over its major programs:
Material weakness(es) identified?
Significant deficiency(ies) identified?

Type of auditors’ report issued on compliance
for its major programs:

Any audit findings disclosed that are

required to be reported in accordance
with Section 510(a) of OMB A-1337

identificati f Major P .
CFDA Number

14.218

20.2056

Dollar threshold used to distinguish between
Type A and Type B programs:

Auditee qualified as a low-risk auditee?

Unmodified

No
None reported

No

No

None reported

Unmaodified

No

Name of Federal Program or Cluster

Community Development Block Grants/
Entittement Grants
Highway Planning and Canstruclion

$300,000

Yes




City of Temple City
Schedule of Findings and Questioned Costs
Year ended June 30, 2015

Section Il - Financial Statement Findings

No matters were reported.




City of Temple City
Schedule of Findings and Questioned Costs
Year ended June 30, 2015

Section Il - Federal Award Findings

No matters were reported.

10




City of Temple City
Status of Prior Year Audit Findings
Year ended June 30, 2015

Section IV — Status of Prior Year Findings

Finding FS 14-01 Year-end Adjustments

Criteria
Adequate effective internal control systems should be in place to permit the preparation of financial
statements that fairly present financial activilies and financial position.

Condition and Context

As part of the year-end process, there were a number of audit adjustments required to bring the
account balances into agreemenl with the supporting detail schedules. Some of these adjustments
are considered essential to the preparation of accurate financial statements.

Cause and Effect

White the Finance staff made great efforls to ensure that all closing entries were processed timely,
challenges with resolving issues from the past such as updating the fixed asset accounts consuined a
great deal of lime and hindered the City's ability to properly update the accounting records, monitor
them for accuracy, identify required carrections and make adjustments as necessary. The resulting
undetected errors delayed the year-end cfosing of the books and, thus, the audit of those books.

Recommendation

To pravide assurance of accurate interim financial reports and allow for the timely generation of
reliable annual financial statements, we recommend the City perform monthly closing procedures by
analyzing the accuracy of the month-end account halances and correcting errars found during this
process. Variances shouid be investigated before adjustments are made, and all adjustments shouild
be reviewed by qualified Finance Department personnel. This procedure will substantially reduce the
amaunt of adjusting journal entries at year-end, improve the reliability of interim financial statements
and allow for more timely completion of the annual financlal statements and independent audit.

Views of Responsible Officials and Planned Corrective Action

The City will perform monthly closing procedires by analyzing the accuracy of the month-end account
balances and correcting errors found during this process. Variances will be investigated before
adjustments are made and all adjustments will be approved by the Administrative Services Director.

Status
Implemented as of June 30, 20156,
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City of Temple City
Status of Prior Year Audit Findings
Year ended June 30, 2015

F$S 14-02 Concentration of Credit Risk

Criteria

The investment policy of the City contains no limitation on the amounts that can be invested in any
one issuer beyond that stipulated by the California Government Code. Under Section 53601(h) of the
California Government Code, the City is allowed to invest in negoliable cerfificates of deposit up to
30% of the City’s total investments.

Condition and Context
During our audit, we noted that during fiscal year 2014 the Cily had investments in negotiable

certificates of deposit thal were in excess of the 30% limit. The Cily's investments in negotiable
certificates of deposit of $10,360,000 amounied to 38.3% of the total City's investments of
$27,119,280 as of September 30, 2013. The Cily's investments in negotiable certificates of deposits of
$6,462,000 amounted to 32.3% of the City's total investments of $19,989,841 as of March 31, 2014,
The City reduced its investments in negotiable cerlificates of deposit o below the 30% limit by June
30, 2014. Accordingly, the City is in compliance as of June 30, 2014.

Cause and Effect

The City mistakenly classified the negotiable certificates of deposit as time deposits which have no
investment limit. Maintaining a large share of an investment portfolic in one type of investment
exposed the Cily to risk of loss of its investments in the event that the financial institution was unable

to fulfill the terms of the investment agreement.

Recommendation
We recommend that the City coniinue to monitor its investment portfolio to ensure if is in

compliance with its investment policy and the California Government Code.

Views of Responsible Officials and Planned Corrective Action
The City implemenied the following to be in compliance with its investment policy by taking the
following actions:

« Cease in making any new investments in negotiable cerlificates of deposit (NCD};

e When an NCD matures, the re-investment of the proceeds are either in another investment
instrument ar ufilized for liquidity purpose; and,

« Sold current NCDs in the portfolio prior to maturity at par or at a small gain.

Status
implemented as of June 30, 2015,
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Vasquez & Company LLP has over 45 years of experience in performing audit. accounting & consulling services for all types of nonprofit organizalions,
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RSM Inlernational, a global network of independent audit, tax, and consulting firms. Visil htlp:/Aw.rsmus.comfaboutus for mare information regarding
RSM US LLP and RSM International. McGladrey®, the McGladrey Alliance lego and the McGladrey Alliance signalures are proprietary to RSM US
LLP, while RSM™ is used under license by RSM US LLP.
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