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SMITH & NEWELL

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCJAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

To the Honorable Mayor and
Members of the City Council
City of Lincoln, California

We have audited, in accordance with the auditing standaids generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards 1ssued
by the Comptroller General of the United States, the financial statements of the governmental activities, the
business-type activities, each major fund, and the aggegate remaining fund information of the City of
Lincoln, California, (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 1ssued our report
thereon dated Janvary 7, 2016

In planning and pet forming our audit of the financial statements, we considered the City's internal control
over financial reporting (internal control) to detetmine the audit procedures that are appropriate in the
circumstances for the purpose of expressing our opimions on the financial statements, but not for the purpose
of expressing an opmion on the effectiveness of the City's internal control Accordingly, we do not express
an optnion on the effectiveness of the City's internal control

Our consideration of internal contiol was for the imited pumipose described in the preceding pai agraph and
was not designed to identify all deficiencies in mternal control that might be matenal weaknesses or
significant deficiencies and therefore, matenal weaknesses o1 significant deficiencies may exist that were
not identified However, as described in the accompanying Schedule of Findings and Questioned Costs, we
identified certain deficiencies m inteinal control that we consider to be material weaknesses and significant
deficiencies

A deficiency 1n internal control exists when the design o1 operation of a control does not allow management
or employees, 1n the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis A material weakness 1s a deficiency, or a combination of deficiencies, in
internal conirol such that there 1s aeasonable possibility that a material misstatement of the entity's financial
statements will not be prevented, or detected and corrected on a timely basis We consider the deficiencies
described in the accompanying Schedule of Findings and Questioned Costs to be material weaknesses (2015-
001 and 2015-002)

-1-

I Internal Control Over Financial Reporting

950 THARP ROAD, SUITE 502 YUBA CITY, CA 95993 TEL (530} 673-9790 FAX (530) 673-1305 SMITHNEW@SBCGLOBAL NET



To the Honorable Mayor and
Members of the City Council
City of Lincoln, Califorma

A significant deficiency 1s a deficiency, or a combination of deficiencies, in internal contiol that 1s less
severe than a matei1al weakness, yet important enough to merit attention by those charged with governance
We considet the deficiencies described in the accompanying Schedule of Findings and Questioned Costs to
be significant deficiencies (2015-003 through 2015-004)

Comphance and Other Matters

As part of obtaining reasonable assui ance about whether the City's financial statements are fiee from matenal
misstatement, we performed tests of 1ts compliance with certain provisions of laws, 1egulations, contracts,
and grant agieements, noncompliance with which could have a direct and material effect on the determination
of financial statement amounts Howevel, providing an opinion on compliance with those provisions was not
an objective of our audit, and accoidingly, we do not express such an opinion The results of o tests
disclosed no instances of noncompliance or other mattei s that are required to be reported under Government
Auditing Standards

City's Responses to Findings

The City’s responses to the findings identified in our audit are described in the accompanying Schedule of
Findings and Questioned Costs The City's responses weie not subjected to the auditing procedures applied
in the audit of the financial statements and, accordingly, we express no opmnion on them

Purpose of this Report

The purpose of this report 1s solely to describe the scope of our testing of internal control and comphance
and the results of that testing, and not to provide an opinton on the effectrveness of the entity's internal
control or on compliance This report 1s an integral part of an audit performed n accordance with
Government Auditing Standards in considering the entity’s nternal control and comphiance Accordingly,
this communication s not suitable for any other puipose

[

Smith & Newell, CPAs
Yuba City, Cahforma
Yamuary 7, 2016
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SMITH & NEWELL

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY
OMB CIRCULAR A-133

To the Honorable Mayor and
Members of the City Council
City of Lincoln, Califoinia

Report on Comphance for Each Major Federal Program

We have audited the City of Lincoln, Calhforma's (City) compliance with the types of comphance
requirements described in the OMB Circular A-133 Compliance Supplement that could have a direct and
material effect on each of 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 auditor's results section of the accompanying
Schedule of Findings and Questioned Costs

Management's Responsibility

Management 1s responsible for compliance with the requuements of laws, regulations, contracts, and grants
applicable to 1ts fedetal programs

Auditor's Responsibihity

Our responsibility 1s 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
comphance 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 requite that we plan and perform
the audit to obtain reasonable assuance about whether noncompliance with the types of compliance
tequirements referred to above that could have a direct and matenal effect on a major federal program
occurred An audit includes examining, on a test basts, evidence about the City's comphance with those
requirements and performing such other procedwes as we considered necessary n the cucumstances

We believe that our audit provides a 1easonable 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

Opimon on Each Mapor Federal Program
In our opinion, the City complied, in all material 1espects, with the types of compliance requu ements referred

to above that could have a duect and material effect on each of its major federal programs for the year ended
June 30, 2015
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To the Honorable Mayot and
Members of the City Council
City of Lincoln, Califointa

Report on Internal Control Over Comphance

Management of the City 1s responsible for estabhishing and mamtaming effective internal control over
comphance with the types of compliance 1equirements referied 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 matenal effect on each majo1 federal program to determine the auditing
procedues that are appropnate n the cucumstances for the purpose of expiessing an opinion on compliance
for cach major federal program and to test and 1eport on internal contiol over compliance in accordance with
OMB Circular A-133, but not for the purpose of expressing an opinion on the effectiveness of inteinal
control over comphance Accordingly, we do not express an opinion on the effectiveness of the City's
internal contiol over compliance

A deficiency mn mternal control over comphiance exists when the design o operation of a control over
comphance does not allow management o1 employees, in the normal course of perfoiming their assigned
functions, to prevent, or detect and correct, noncomplance with a type of compliance requirement of a
federal program on a timely basis A material weakness n inteinal control over comphliance 1s a deficiency,
or combination of deficiencies, in internal control over compliance, such that there 1s a reasonable possibility
that material noncompliance with a type of complance requuement of a federal progiam will not be
prevented, or detected and coriected, on a timely basis A significant deficiency n internal control over
compliance 1s a deficiency, o1 a combination of deficiencies, inteinal contiol over comphance with a type
of compliance requirement of a federal program that 1s less seveie than a material weakness in internal
contiol over comphance, yet important enough to meit attention by those charged with governance

Our consideration of internal control over comphance was for the limited purpose descuibed in the first
paragiaph of this section and was not designed to 1dentify all deficiencies in intet nal control over comphance
that might be material weaknesses or significant deficiencies We did not identify any deficiencies in internal
control over comphance that we constder to be mateiial weaknesses However, mater1al weaknesses may
exist that have not been 1dentified

The purpose of this report on mternal contiol over comphiance 1s 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 1s not switable for any other purpose



To the Honorable Mayor and
Members of the City Council
City of Lincoln, California

Report on Schedule of Expenditures of Federal Awards Required by OMB Circular A-133

We have audited the financial statements of the goveinmental activities, business-type activities, each major
fund, and the aggiegate remaining fund information of the City of Lincoln, Californa, (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  We 1ssued our report thereon dated January 7, 2016, which contained

unmodified opinions on the governmental activities, business-type activities and proprietary funds of the City
and the respective changes in financial position and cash flows 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 awaids 1s presented for purposes of additional analysis
as required by OMB Circulai A-133 and 1s not a 1equired part of the bastc financial statements Such
information 1s 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 mformation has been
subjected to the auditing procedures applied in the audit of the financial statements and certain additional
procedures, including comparing and 1econciling such information directly to the underlying accounting and
other records used to prepaie the basic financial statements or to the basic financial statements themselves,
and other additional proceduies i accordance with auditing standards generally accepted in the United States
of America In our opinion, the schedule of expenditures of federal awards 1s fairly stated in all material
1espects 1n relation to the basic financial statements as a whole

“\
Smith & Newell, CPAs
Yuba City, California
Janvary 7, 2016



CITY OF LINCOLN
Schedule of Expenditures of Federal Awards
For the Year Ended June 30, 2015

Federal
CFDA Pass-through Federal
Federal Grantor/Pass Through Granto1/Program Title Number Entity Number Expenditures
U S Department of Housing and Urban Development
Passed through State Department of Heusing and Community Development
Community Development Block Grants/State's Program and Non-
Entittement Grants 1n Hawan 14 228 Loans Outstanding  $ 596,243
Home Investment Partnerships Program 14 239 Loans Qutstanding 2,177,326
Total US Department of Housing and Urban Development 2,773,569
U S Department of Transportation
Passed throuth State Department of Transportation
Highway Planming and Construction 20 205 BRSL-3089(017) 4,099,035
Highway Planning and Censtruction 20 205 BRSL-3089(021) 129,861
Highway Planning and Construction 20 205 CML-5089(016) 951,317
Highway Planning and Construction 20 205 CML-5089%(023) 45,351
Highway Planning and Construction 20 205 HSIPL-5089(020) 34,673
Highway Planming and Construction 20 205 SRTSL-5089(018) 4,648
Subtotal 20 205 5,264,885
Total U S Department of Transpo:tation 5,264,885
Total b 3,038,454

Sce the accompanying Notes to Schedule of Expenditures of Federal Awards
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CITY OF LINCOLN
Notes to Schedule of Expenditures of Federal Awards
For the Year Ended June 30, 2015

1 REPORTING ENTITY

The accompanying Schedule of Expenditures of Federal Awaids presents the activity of all fedeial financial
assistance programs of the City of Lincoln (City) The City 1eporting entity 1s defined in Note 1 to the City’s
basic financial statements All federal awards received duectly fiom fedeial agencies as well as federal
awards passed thiough other goveinment agencies ate included in the Schedule of Expenditures of Federal
Awards

2 BASIS OF ACCOUNTING

Basis of accounting 1efer s to when1evenues and expenditures or expenses are recognized in the accounts and
reported 1n the finaneial statements, regardless of the measwiement focus applied The accompanying
Schedule of Expenditwies of Federal Awaids, 15 presented using the modified accrual basis of accounting
for grants accounted for in the governmental fund types and the accrual basis of accounting for grants
accounted for in the proprietary fund types, as described 1n the notes to the City financial statements In
addition, the outstanding balance of piiot years’ loans that have significant continuing compliance
requirements have been included in total fedeial expendituies

3 RELATIONSHIP TO FEDERAL FINANCIAL REPORTS

The amounts reported 1n the accompanying Schedule of Expenditures of Fedetal Awards agree or can be
reconciled with amounts reported n the related federal financial assistance reports

4 RELATIONSHIP TO BASIC FINANCIAL STATEMENTS

The amounts reported n the accompanying Schedule of Expendituies of Federal Awards agiee or can be
reconctled with amounts teported n the City’s basic financial statements

5 PASS -THROUGH ENTITIES’ IDENTIFYING NUMBER

When federal awards were recerved from a pass-through entity, the Schedule of Expenditures of Federal
Awards shows, ifavailable, the identifying number assigned by the pass-thiough entity When no identifying
number 1s shown, the City determined that no identifying number 15 assigned for the program or the City was
unable to obtain an identifying number from the pass-through entity

6. LOANS WITH CONTINUING COMPLIANCE REQUIREMENTS

The City participates in certain federal awaid progiams that sponsor revolving loan programs, which are
administered by the City These programs 1equue seivicing artangements with the City The funds are
returned to the progtams upon repayment of the principal and interest Inaccordance with Subpart B, Section
205 of the U S Office of Management and Budget Citcular A-133, the City has reported the outstanding
balance of loans fiom previous years that have significant continuing comphance 1equitements as of June
30, 2015, along with the value of total outstanding and new loans made duting the current year



CITY OF LINCOLN
Notes to Schedule of Expenditures of Federal Awards
For the Year Ended June 30, 2015

6 LOANS WITH CONTINUING COMPLIANCE REQUIREMENTS (CONTINUED)
The progiam listed below had the following aggregate, fedeially funded loans outstanding at June 30,2015

Amount Qutstanding

Fedeial
CFDA Program Title July 1. 2014 June 30, 2015
14 228 Commumty Development Block Grants/State’s Program
and Non-Entitlement Grants in Hawau 5 596,243 ;) 536,541
i4 239 Home Investment Partnerships Program 2,177,326 2,171,305
Total Loans Outstanding § 2773569 § 2707846




CITY OF LINCOLN
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2015

SECTION I - SUMMARY OF AUDITOR’S RESULTS
Financial Statements
1 Type of auditor’s teport 1ssued
2 Inteinal controls over financial reporting
a Matenal weaknesses identified”?
b Significant deficiencies 1dentified not
considered to be mateiial weaknesses?
3  Noncompliance material to financial statements noted?
Federal Awards
1 Internal control over major programs
a  Matenal weaknesses 1dentified?
b Sigmficant deficiencies 1dentified not
considered to be material weaknesses?

2 Type of auditor’s 1eport 1ssued on compliance fot major progiams

3 Any audit findings disclosed that are 1equired to be reported in accordance
with OMB Circular A-133 Section 510(a)?

4 Identification of major programs
20 205 Highway Planning and Construction
5 Dollar threshold used to distinguish between Type A and Type B programs?
6 Auditee quaiified as a low-risk auditee under OMB Circular A-133, Section 5307
SECTION 1I - FINANCIAL STATEMENT FINDINGS
Prior Period Adjustments
Year-End Closing Process
Interfund Boriowing

Cost Allocation Plan

SECTION III - FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

None

Status

Unqualified

Yes
Yes

No

No
No

Ungqualified

No

§ 300,000

No

2015-001
2015-002
2015-003
2015-004



CITY OF LINCOLN
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2015

2015-001 Prior Period Adyustments (Material Weakness)

Condition

During our audit we noted the City made material prior period adjustments to reclassify agency funds
to capital project funds

Cause

There were errors i the prior year financial records 1esulting 1n a prior period adjustment of
518,897,709

Critena

Generally accepted accounting principles require that material errors in the prior year ending balances
be corrected by a prion period adjustment to beginning fund balance

Effect of Condition

Beginning fund balance was misstated and 1equned adjustment
Recommendation

We recommend that the City properly account for the classification of funds
Corrective Action Plan

The City agrees with this finding and with this one-time correction presents the proper classification of
these funds

2015-002 Year-End Closing Process (Material Weakness)
Condition
At the time of our audit, we noted the financial statements as presented to us contained misstatements
that required adjustments We noted multiple balance sheet accounts that had not been 1econciled and

adjusted prior to the time of fieldwork Many of these adjustments were noted as a part of the audit
process This 1s a repeat of a prior year finding

Cause
The City did not review all accounts prior to the audit fieldwork The process to close the City’s

accounting records and produce the annual financial report 1s labor intensive and the reports pioduced
by the accounting system can require additional analyss and reconciliation



CITY OF LINCOLN
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2015

2015-002 Year-End Closing Process (Material Weakness) (Continued)

Criteria

Government Auditing Standards require mdependent anditors to evaluate al] unadjusted misstatements
of financial statements Also, producing timely audited financial statements 1s moie difficult when
adjustments are not tecorded prior to the start of the annual audit

Effect of Condition

The financial statements as presented to us for audit contained material misstatements and 1equired
adjustment

Recommendation

We recommend that the City stitve to 1ecord all adjustments i a tumely manner so that required
adjustments can be recorded prior to the start of the annual audit

Corrective Action Plan

The City agrees with this finding and wil] continue to improve the yeai-end closing process

2015-603 Interfund Borrowing (Significant Deficiency)

Condition

The City has sigmficant intes fund borrowings i the form of due to and due from other funds At June
30, 2015 the more significant of the due to other funds was $9,106,801 n the Public Facility Element
(PFE) special 1evenue fund and $5,214,393 in the Anport enterprise fund Nerther of these funds have
demonstrated the ability to repay these inte1 fund borrowings within the subsequent fiscal year This 1s
a repeat of a prior year finding

Cause

There were insufficient revenue soutces to pay for expendituies incurred for piojects in past years which
has resulted in long term interfund borrowing

Criterma

Governmental Accounting Standards define the current portion of interfund loans as due to and due fiom
other funds and the non-current portion of mteifund loans as advance to and fiom other funds

Effect of Condition

The City has had signtficant intei fund bori owings in previous fiscal yeats The funds mnvolved have not
demonstrated the ability to repay these nteifund boriowings within the subsequent fiscal year By
classifying these amounts as due to and due fiom other funds the City 1s misstating these amounts as
cuirent mterfund loans, r1ather than long term nterfund loans
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CITY OF LINCOLN
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2015

2015-003 Interfund Borrowing (Significant Deficiency) (Continued)
Recommendation
We recommend that the City Council review the 1tems classified as due to and due fiom other funds
(cunient interfund loans) to detetmine 1f they should be reclassified as advances to and from other funds
(long term mterfund loans)
Corrective Achon Plan
The City agrees that the intei fund boirowing related to the Public Facilities Element (PFE) funds has
decreased, however, they have not been tepaid within the subsequent fiscal year The PFE funds and the
Airport enterpiise fund shall be presented to the City Council for proper classification as long-term loans
2015-004 Cost Allocation Plan (Significant Deficiency)
Condition
During ou1 audit we noted that the City had developed a cost allocation plan, however, we noted that the
basis used for allocating supporting seivices was not documented 1n accordance with OMB A-102 This
1s a repeat of a prior yea finding

Cause

The City developed an induect cost plan for the allocation of supporting services, however, 1t 1snot A-87
comphant

Critena

OMB A-87 states that inditect costs should be allocated based on an equitable and consistent distribution
methodology

Effect of Condition

The City’s cost allocation plan 1s not consistent with Attachment A of OMB Circulai A-87 and 15 not
documented m accordance with OMB A-102 As a1esult, several of the City’s funds a1e being allocated
indirect costs based on a plan that does not have documentation suppoiting the rationale to distribute
indirect costs on an equitable basis

Recommendation
We 1ecommend that the City develop and foimally document an mduect cost allocation plan that
identifies costs of supporting services and allocates them to benefitting departments and funds on an

equitable basis that 1s consistent with Attachment A of OMB A-87 and documented 1n accordance with
OMB A-102
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CITY OF LINCOLN
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2015

2015-004 Cost Allocation Plan (Significant Deficiency) (Continued)
Corrective Action Plan
The City agrees with tlus finding and has contracted with an independent consulting firm to assist the

City n developing a cost allocation plan that 1s consistent with OMB A-87 and documented n
accotdance with OMB A-102
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Aundit Reference

CITY OF LINCOLN

Schedule of Prior Year Findings and Questioned Costs

For the Year Ended June 30, 2014

Status of Priox Year Audit Recommengdation

2014-001

2014-002

2014-003

Prior Period Adjustments
Recommendation

We recommend that the City continue to imptove 1ts internal control system and its
policies and proceduies in reviewing detail general ledger accounts for accuracy

Status

Not Implemented

Year-End Closing Process
Recommendation

We 1ecommend that the City strive to record all adjustments m a imely manner so
that requited adjustments can be tecorded piior to the start of the annual audt

Status

Not Implemented

Interfund Borrowing

Recommendation

We recommend that the since the City Council review the items classified as due to
and due from othe: funds (curient inteifund loans) to determine 1f they should be
reclassified as advances to and from other funds (long term interfund loans)

Status

Not Implemented



CITY OF LINCOLN

Schedule of Prior Year Findings and Questioned Costs

For the Year Ended June 30, 2014

Audit Reference Status of Prior Year Audit Recommendation

2014-004 Cost Allocation Plan
Recommendation
We recommend that the City develop and foimally document an indirect cost
allocation plan that 1dentifies cost of supporting services and allocates them to
benefitting departments and funds on an equitable basis that 1s consistent with
Attachment A of OMB A-87 and documented 1n accordance with OMB A-102
Status
Not Implemented

2014-005 Utility Billing Recervables

Recommendation

We recommend that the City continue to 1dentify the differences and make the
adjustments necessary so that the supporting 1eports from the UB module agree {0
what 15 recorded on the general ledger

Status

Implemented



