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

To the Honorable Mayor and Members of the City Council
City of Oceanside, 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 Oceanside, California, (the “City”) as of and for the year ended June 30, 2016, 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 7, 2016.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered the City’s internal control
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.

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 opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.
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To the Honorable Mayor and Members of the City Council
City of Oceanside, California

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing 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 City’s internal control and compliance. Accordingly, this
communication is not suitable for any other purpose.
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Brea, California
December 7, 2016



INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM AND
ON INTERNAL CONTROL OVER COMPLIANCE; AND REPORT ON SCHEDULE OF EXPENDITURES
OF FEDERAL AWARDS REQUIRED BY THE UNIFORM GUIDANCE

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

Report on Compliance for Each Major Federal Program

We have audited the City of Oceanside, California (the City)’s compliance with the types of compliance
requirements described in the OMB 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, 2016. 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 is responsible for compliance with the requirements of laws, regulations, contracts, and grants
applicable to its federal programs.

Auditor’s 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 the audit requirements of Title 2 U.S. Code of Federal
Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for
Federal Awards (Uniform Guidance). Those standards and the Uniform Guidance 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, 2016.
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To the Honorable Mayor and Members of the City Council
City of Oceanside, California

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 the Uniform Guidance, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of the City’s internal control over compliance.

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

Report on the Schedule of Expenditures of Federal Awards Required by Uniform Guidance

We have audited the financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of the City of Oceanside, California, as of and for the year ended
June 30, 2016, and the related notes to the financial statements, which collectively comprise the City’'s
basic financial statements. We issued our report thereon dated December 7, 2016, which contained an
unmodified opinion 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 the purposes of additional
analysis as required by the Uniform Guidance 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.
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To the Honorable Mayor and Members of the City Council
City of Oceanside, California

Purpose of this Report

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 the
Uniform Guidance. Accordingly, this report is not suitable for any other purpose.
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Brea, California
December 7, 2016 (except for the schedule of Expenditures of Federal Awards which is as of

January 11, 2017)



CITY OF OCEANSIDE

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE FISCAL YEAR ENDED JUNE 30, 2016

Federal Pass-Through Passed
CFDA Grantor's Through to
Federal Grantor/Pass-Through Grantor/Program Title Number Number Subrecipients  Expenditures
U.S. Department of Housing and Urban Development
Direct Programs:
Community Development Block Grant 14.218 B13-MC-06-0547 $ 772,423 $ 1,367,903
Supportive Housing Program 14.235 CA0714L9D011508 - 57,849
CA0714L9D011407 - 84,582
- 142,431
HOME Investment Partnerships Program 14.239 M13-MC-06-0523 - 52,219
M11-MC-06-0523 - 2,096,665
M13-MC-06-0523 - 249,765
- 2,398,649
Section 8 Housing Choice Vouchers* 14.871 CA132v0O - 15,764,804
Total U.S. Department of Housing
and Urban Development 772,423 19,673,787
U.S. Department of the Interior
Passed through the State of California
Department of Parks and Recreation - Division of Boating
Boating and Safety Enforcement Grant 15.616 C8956408 - 19,003
Total U.S. Department of the Interior - 19,003
U.S. Department of Justice
Direct Program:
Edward Byrne Memorial Justice Assistance Grant
Program 16.738 2013-DJ-BX-0323 - 23,624
2014-DJ-BX-0280 - 54,591
2015-DJ-BX-0187 - 22,725
- 100,940
Asset Seizure Forfeiture 16.922 N/A - 64,534
Passed through the County of San Diego
Sheriff's Department:
North County Regional Gang Task Force 16.753 281D-SD-C56000 - 8,153
Total U.S. Department of Justice - 173,627
U.S. Department of Transportation
Direct Program:
Airport Improvement Program 20.106 3-06-0173-008-2011 - 4,012
3-06-0173-011-2013 - 263,246
- 267,258
New Freedom Program 20.521 643719 - 57,862
Passed through the State of California
Department of Transportation (CalTrans):
Highway Planning and Construction 20.205 11-5079R BRLS-5079(30) - 108,427
11-5079R brlszd-5079(029) - 21,7117
STPLR-700(238) - 24,703
- 154,847
Passed through the State of California
Office of Traffic Safety:
State and Community Highway Safety 20.600 PT15129 - 31,062
PT16143 - 96,462
- 127,524
Total U.S. Department of Transportation - 607,491




CITY OF OCEANSIDE

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2016

Federal Pass-Through Passed
CFDA Grantor's Through to
Federal Grantor/Pass-Through Grantor/Program Title Number Number Subrecipients  Expenditures
National Endowment for the Arts
Direct Program:
Promotion of the Arts Grants to Organizations and
Individuals
Big Read 45.024 N/A - 16,160
Latino Americans N/A - 9,783
Total National Endowment for the Arts - 25,943
U.S. Department of Homeland Security
Direct Program:
Staffing for Adequate Fire and Emergency Responses 97.083 EMW-2012-FH-00423 - 826,911
Assistance to Firefighters* 97.044 EMW-2014-FO-05175 - 525,073
Passed through the County of San Diego:
Homeland Security Grant Program 97.067 2014-00093 - 60,748
2015-00078 - 65,380
547601 - 158,762
- 284,890
Passed through the California Emergency Management
Agency:
Homeland Security Grant Program 97.067 2014-00093 - 109,799
2015-00078 - 21,713
- 131,512
Total U.S. Department of Homeland Security - 1,768,386
Total Federal Expenditures $ 772,423 $ 22,268,237

* Major Program

Note a: Refer to Note 1 to the schedule of expenditures of federal awards for a description of
significant accounting policies used in preparing this schedule.

Note b: There was no federal awards expended in the form of noncash assistance and insurance in effect
during the year.

Note c: The City expended $277,452 for repayment of the Section 108 Loan Program using Community
Development Block Grant/Entitlement Grant funding during fiscal year 2015-2016.



CITY OF OCEANSIDE

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2016

Note 1: Summary of Significant Accounting Policies Applicable to the Schedule of Expenditures of
Federal Awards

a.

Scope of Presentation

The accompanying schedule presents only the expenditures incurred by the City of
Oceanside, California, that are reimbursable under federal programs of federal financial
assistance. For the purposes of this schedule, federal awards include both federal financial
assistance received directly from a federal agency, as well as federal funds received
indirectly by the City from a non-federal agency or other organization. Only the portion of
program expenditures reimbursable with such federal funds is reported in the accompanying
schedule. Program expenditures in excess of the maximum federal reimbursement
authorized or the portion of the program expenditures that were funded with state, local or
other non-federal funds 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, expenditures 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 program.

Note 2: Section 108 Loan Program

In June 2008, the City entered into a contract with the United States Department of
Housing and Urban Development for Loan Guarantee Assistance under Section 108 of the
Housing and Community Development Act of 1974, as amended, 42 U.S.C. Section 5308 for
Series 2008-A Certificates. The loans are due in annual installments ranging from $130,000 to
$279,000. Interest is payable quarterly at a rate equal to 20 basis points above the applicable
LIBOR, adjusted monthly on the first day of each month. At June 30, 2016, the outstanding
balance of the loans was $2,675,000.



CITY OF OCEANSIDE

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2016

SECTION | - SUMMARY OF AUDITORS' RESULTS

Financial Statements

Type of auditors' report issued: Unmodified Opinion
Internal control over financial reporting:
e Significant deficiencies identified? yes X _no

e Material weaknesses identified? yes X__none reported

Noncompliance material to financial
statements noted? yes X _no

Federal Awards

Internal control over major programs:

e Significant deficiencies identified? __yes __ X _no

e Material weaknesses identified? ___yes __X__none reported

Type of auditors' report issued on compliance for major programs: Unmodified Opinion

Any audit findings disclosed that are required to be
reported in accordance with the Uniform Guidance? yes X _no

Identification of major programs:

CFEDA Number(s) Name of Federal Program or Cluster
14.871 Section 8 Housing Choice Vouchers
97.044 Assistance to Firefighters

Dollar threshold used to distinguish
between type A and type B program $750,000

Auditee qualified as low-risk auditee? yes X _no



CITY OF OCEANSIDE

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2016

SECTION II - FINANCIAL STATEMENT FINDINGS

No matters were reported.

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

No matters were reported.
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CITY OF OCEANSIDE

SCHEDULE OF PRIOR YEAR FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2015

SECTION Il - FINANCIAL STATEMENT FINDINGS
Finding 2015-001: Capital Assets

Condition: During the course of our audit testwork, we noted that capital assets and related
depreciation recorded in the internal service funds and Successor Agency were not properly reconciled
to the underlying records.

Criteria: The capital assets subledger should be reviewed and reconciled to the general ledger on a
regular basis.

Cause of Condition: We noted that the Successor Agency’s capital assets subledger agreed to the
supporting documentation, such as depreciation reports and capital asset listings. However, activities
for construction-in-progress, improvements other than buildings, and depreciation related to
infrastructure were not posted to the general ledger. For the internal service funds, there were vehicles
that were recorded as additions in fiscal year 2014-15; these vehicles were actually additions for fiscal
year 2013-14 and should not have been included in the additions records for fiscal year 2014-15.

Effect of Condition: Because the general ledger was not properly reconciled to the capital assets
records, inaccurate reporting of capital assets activity in the Successor Agency and the internal service
funds resulted.

Recommendation: To prevent prior period adjustments to capital assets accounts, we recommend that
the general ledger capital asset accounts be reconciled to the detailed records on a regular basis.

Management’s Response: Capital asset additions and deletions are reconciled quarterly. The
accounting manager will review the asset detail to ensure that all additions and deletions are correctly
entered. In addition, on a quarterly basis, the fixed asset schedules will be tied to the general ledger.

Status: No such findings were noted as of June 30, 2016.
Finding 2015-002: Accounts Payable

Condition: During the course of our audit testwork, we observed an invoice for water delivery charges
for May 2015 and paid in July 2015 that was not properly accrued as payable in the Water Fund at
June 30, 2015.

Criteria: Proprietary funds, such as the Water Fund, are accounted for using the accrual basis of
accounting. Under the accrual basis of accounting, expenses should be recognized in the period in
which the liability is incurred.

Cause of Condition: The invoice was erroneously recorded in fiscal year 2015-16 due to a clerical error
when entering the invoice in the accounts payable system.

Effect of Condition: Expenses and accounts payable for the Water Fund were understated by
$2,268,006.

Recommendation: We recommend that responsible personnel, other than the person entering the
invoices into the accounts payable system, review subsequent payment shortly after year end to ensure
that they are recorded in the proper accounting period.
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CITY OF OCEANSIDE

SCHEDULE OF PRIOR YEAR FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2015

SECTION II - FINANCIAL STATEMENT FINDINGS (Continued)

Management’s Response: The Finance department internal controls over accounts payable includes
cross verification by two independent responsible employees of all payable data entered in the accounts
payable system. This error should not have occurred based on the levels of review that were in place.
We will be adding another layer of review at year end to ensure that all expenses are properly accrued
in the correct accounting period.

Status: No such findings were noted as of June 30, 2016.

SECTION lil - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

No matters were reported.
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