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RIChaI‘dSOH & Company 550 Howe Avenue, Suite 210

Sacramento, California 95825
Telephone: (916) 564-8727
FAX: (916) 564-8728

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

City Council
City of Chico, California
Chico, California

We have audited the financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component unit, each major fund and the aggregate remaining fund
information of the City of Chico, California (the City) as of and for the year ended June 30, 2012, which
collectively comprise the City’s basic financial statements and have issued our report thereon dated
January 8, 2013. We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

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

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or 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.

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

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City’s financial statements are free of

material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,

contracts, and grant agreements, noncompliance with which could have a direct and material effect on the

determination of financial statement amounts. However, providing an opinion on compliance with those

provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
1



To the City Council
City of Chico, California

results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

We noted certain other matters that we reported to management of the City in a separate letter dated
January 8, 2013.

This report is intended solely for the information and use of the City Council, management, others within

the City, and the federal and state awarding agencies and pass-through entities and is not intended to be
and should not be used by anyone other than these specified parties.

January 8, 2013
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE WITH REQUIREMENTS THAT
COULD HAVE A DIRECT AND MATERIAL EFFECT ON EACH MAJOR
PROGRAM, INTERNAL CONTROL OVER COMPLIANCE AND
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
IN ACCORDANCE WITH OMB CIRCULAR A-133

City Council
City of Chico, California
Chico, California

Compliance

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

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

In our opinion, the City complied, in all material respects, with the compliance requirements referred to
above that could have a direct and material effect on each of its major federal programs for the year ended
June 30, 2012.

Internal Control Over Compliance

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

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.

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

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, the business-type activities, each
discretely presented component unit, each major fund and the aggregate remaining fund information of
the City, as of and for the year ended June 30, 2012, which collectively comprise the City’s basic
financial statements, and have issued our report thereon dated January 8, 2013, which contained
unqualified opinions on those financial statements. Our audit was conducted for the purpose of forming
our opinions on the financial statements that collectively comprise the City’s basic financial statements.
The accompanying schedule of expenditures of federal awards is presented for purposes of additional
analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, 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 financial statements. The information has
been subjected to the auditing procedures applied in the audit of the basic financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the 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 federal awards is fairly stated in all material
respects in relation to the basic financial statements as a whole.

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

January 8, 2013



CITY OF CHICO, CALIFORNIA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

For the Year Ended June 30, 2012

A. SUMMARY OF AUDITOR'S RESULTS
Financial Statements

1.
2.

3. Noncompliance material to financial statements noted?

Type of auditor’s report issued:

Internal controls over financial reporting:

a. Material weaknesses identified?

b. Significant deficiencies identified not
considered to be material weaknesses?

Federal Awards

1.

Internal control over major programs:

a. Material weaknesses identified?

b. Significant deficiencies identified not
considered to be material weaknesses?

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

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

Identification of major programs:
CFDA Number
14.239

16.710

20.205 and 20.219

81.128

66.458

Dollar Threshold used to distinguish between Type A
and Type B programs?

Auditee qualified as a low-risk auditee under OMB
Circular A-133, Section 5307

Unqualified

No

No
No

No

No

Unqualified

No

Name of Federal Program

Home Investment Partnership
Program

Community Oriented Policing Services
Hiring Recovery Program - ARRA

Highway Planning and Construction Cluster -
ARRA

Energy Efficiency and Conservation
Block Grant Program - ARRA

Capitalization Grant for State Revolving
Funds- ARRA

$300,000

Yes



CITY OF CHICO, CALIFORNIA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)

For the Year Ended June 30, 2012

FINDINGS - FINANCIAL STATEMENT AUDIT

None

FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARD PROGRAMS AUDIT

None

STATUS OF PRIOR YEAR AUDIT FINDINGS

Finding 2011-1

Program:

Criteria;

Condition:

Cause:

Effect:

Recommendation:

Management Response:

Status:

Subrecipient Monitoring

CFDA #14.239 U.S. Department of Housing and Human Development,
Home Investment Partnership Program

OMB Circular No. A-133 requires that pass-through entities identify
Federal awards made by informing each subrecipient of the CFDA type
and number, award name and number, award year, if the award is R&D,
and the name of Federal agency. When some of this information is not
available, the pass-through entity shall provide the best information
available to describe the Federal award.

The City was not able to provide evidence to us that it provided federal
award information to its subrecipient.

An oversight by program management resulted in federal award
information not being provided to the subrecipient.

Subrecipient could be unaware of federal award information.

We recommend that the City implement procedures to provide federal
award information to subrecipients and retain documentation for use
during the audit.

Management will notify the subrecipient of federal award information as
recommended.

Management has notified the subrecipient of federal award information
by letter and has changed wording in future contracts to include federal
award information. We will consider this finding closed.



CITY OF CHICO, CALIFORNIA
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

For the Y ear Ended June 30, 2012

Federa Pass-Through
CFDA Grantors
Federal Grantor/Pass-through Grantor/ Program Title Number Number Expenditures
MAJOR FEDERAL AWARDS:
U.S. Department of Housing and Urban Development
Home Investment Partnership Program 14.239  M-07-MC-06-0232 $ 1,970,317
U.S. Department of Justice
Community Oriented Policing Services 16.710  2009RKWX0090 394,576
Hiring Recovery Program - ARRA
U.S. Department of Transportation
Passed-through the State of California,
Business Transportation and Housing Agency
Highway Planning and Construction
State Route 99 Corridor Bikeway - ARRA 20.205  ESPLSE-5037(018) 522,498
State Route 99 Corridor Phase 2 Bikeway 20.205  03-BUT-0-CHC/5037(019) 202,559
Congestion Mitigation Air Quality 20.205  03-BUT-0-CHC/5037(020) 62,837
Caltrans Bridge 20.205 BRLO-5037(022) 36,703
Cadltrans Bridge 20.205 BRLO-5037(023) 26,466
Caltrans Bridge 20.205 BRLO-5037(024) 37,253
Safe Routes to School 20.205  SR25L-5037(025) 19,407
Bidwell Park Middle Trail Rehabilitation 20.219  NRT-CA-2009/RT-04-004 38,806
Highway Planning and Construction Cluster 946,529
U.S. Department of Energy
Energy Efficiency and Conservation
Block Grant Program - ARRA 81.128  DE-SC0003464 109,259
U.S. Environmental Protection Agency
Passed-through the State of California Water
Resources Control Board
Capitalization Grant for State Revolving Funds -
1st and Verbena Master Plan
ARRA 66.458 ARRA-6918-110 92,177
Non ARRA 200,843
TOTAL MAJOR FEDERAL AWARDS 3,713,701
NON-MAJOR FEDERAL AWARDS:
U.S. Department of Housing and Urban Development
Community Development Block Grant 14.218  B-07-MC-06-0031 904,423
U.S. Department of Justice
Equitable Sharing Program (aka- Asset Forfeiture Program) 16.922  CA0040200 7,519
Bureau of Justice Assistance
Bulletproof Vest Partnership Program 16.607 14,585
Federal Bureau of Investigation, Safe Streets Task Force
Community Prosecution and Project Safe Neighborhoods 16.609  166E-SC-C37231 16,983
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CITY OF CHICO, CALIFORNIA
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS (Continued)

For the Year Ended June 30, 2012

Federal Pass-Through
CFDA Grantors’
Federal Grantor/Pass-through Grantor/ Program Title Number Number Expenditures
Bureau of Justice Assistance
Justice Assistance Grant (JAG09) 16.738 2009-DJ-BX-1185 $ 25,347
Justice Assistance Grant (JAG09) - ARRA 16.804  2009-SB-B9-2362 5,883
Justice Assistance Grant (JAG 10) 16.738 2010-DJ-BX-1464 13,843
Justice Assistance Grant (JAG11) 16.738 2011-DJ-BX-2365 27,517
JAG Program Cluster 72,590
U. S. Department of Transportation
Federal Aviation Administration
Airport Improvement Program 20.106 3-06-0041-29 70,014
Airport Improvement Program 20.106 3-06-0041-30 11,175
Airport Improvement Program 20.106 3-06-0041-31 52,574
133,763
Passed-through California Department of Alcoholic
Beverage Control
State and Community Highway Safety
ABC Mini Grant 20.600  11-MSTO06 4,446
Passed through the Town of Paradise Office of Traffic
Safety
Alcohol Impaired Driving Countermeasures
DUI Enforcement, Education and Recognition 20.601 13,619
Passed through California Department of Alcoholic
Beverage Control
DUI Enforcement and Awareness Program 20.608  AL1149 42,343
Highway Safety Cluster 60,408
U.S. Department of Commerce
Economic Development Administration 11.307  07-79-06477 17,187
Economic Development Administration 11.307  07-79-06678 8,400
25,587
U.S. Department of Homeland Security
Federal Emergency Management Agency
Assistance to Firefighters Grant 97.044 EMW-2009-FO-06494 403,493
TOTAL FEDERAL AWARDS $ 5,353,052



CITY OF CHICO, CALIFORNIA
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

For the Year Ended June 30, 2012

NOTE A - BASIS OF PRESENTATION

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of City
of Chico, California and is presented on the accrual basis of accounting. The information in this schedule
is presented in accordance with the requirements of OMB Circular A-133, Audits of States, Local
Governments, and Nonprofit Organizations. Therefore, some amounts presented in this schedule may
differ from amounts presented in, or used in the preparation of, the financial statements.

NOTE B — SUBRECIPIENTS

Of the federal expenditures presented in the schedule, the City provided federal awards to subrecipients as
follows:

Federal CFDA Amount Provided
Federal Program Number to Subrecipients

Home Investment Partnership Program 14.239 $ 185,101





