








Talbot, Korvola
& Warwick, LLp

s Consul
4800 SW Macadam Ave, Suite 400
Portland, Oregon 97239-3973

P503.274.2849
F503.774.2853

www.tkw.com

INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH
REQUIREMENTS THAT COULD HAVE A DIRECT AND MATERIAL
EFFECT ON EACH MAJOR PROGRAM AND ON INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

December 16, 2011

Honorable Mayor and Board of Councilors
City of Hillsboro
Hillsboro, Oregon

COMPLIANCE

We have audited the compliance of the City of Hillsboro, Oregon (the City) with the
types of compliance requirements described in the U. S. Office of Management and
Budget (OMB) Circular A-133, Compliance Supplement that could have a direct and
material effect on each of its major federal programs for the year ended June 30,
2011. 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; and OMB Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations. Those standards and circular
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 on 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, 2011. However, the
results of our auditing procedures disclosed an instance of noncompliance with those
requirements that is required to be reported in accordance with OMB Circular A-133
and which is described in the accompanying Schedule of Findings and Questioned
Costs as item 2011-03.
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INTERNAL CONTROL OVER COMPLIANCE

Management of the City is responsible for establishing and maintaining effective internal control
over compliance with 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 requirements that could have a direct and material effect on a
major federal program in order to determine our 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 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.

Our consideration of internal control over compliance was for the limited purpose described in
the preceding paragraph and was not designed to identify all deficiencies in internal control over
compliance that might be significant deficiencies or material weaknesses and therefore, there
can be no assurance that all deficiencies, significant deficiencies, or material weaknesses have
been identified. However, as discussed below, we identified certain deficiencies in internal
control over compliance that we consider to be significant deficiencies.

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. We did not identify any deficiencies in internal control over
compliance that we considered to be material weaknesses, as defined above.

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. We
consider the deficiencies in internal control over compliance described in the accompanying
Schedule of Findings and Questioned Costs as items 2011-02 and 2011-03, to be significant
deficiencies.

* * * * X * *

This report is intended solely for the information and use of the Mayor, Board of Councilors,
management, and federal awarding agencies and pass-through entities and is not intended to
be and should not be used by anyone other than these specified parties.
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Certified Public Accountants
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CITY OF HILLSBORO, OREGON

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE YEAR ENDED JUNE 30, 2011

FEDERAL GRANTOR / FEDERAL PASS-
PASS THROUGH GRANTOR CFDA THROUGH
PROGRAM TITLE NUMBER NUMBER EXPENDITURES
U.S. DEPARTMENT OF ENERGY:
DIRECT:

ARRA - Energy Efficiency and Conservation Block Grant Program 81.128 $ 431,717
TOTAL U.S. DEPARTMENT OF ENERGY 431,717
U.S. DEPARTMENT OF HOMELAND SECURITY:

PASSED THROUGH THE OREGON DEPARTMENT OF HOMELAND
SECURITY:
Non-Profit Security Program 97.008 07-071 39
97.008 08-170 33,563
33,602
Homeland Security Cluster
Citizen Corps 97.053 07-106 6,636
Total Homeland Security Cluster 6,636
EMW-2009-
Assistance to Firefighters Grant 97.044 FO-07849 104,869
State Homeland Security Program 97.073 09-235 13,249
97.073 07-218 17,465
97.073 08-224 33,390
97.073 09-233 27,428
97.073 09-234 34,400
97.073 09-305 3,998
97.073 09-110 12,672
142,602
TOTAL U.S. DEPARTMENT OF HOMELAND SECURITY 287,709
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
PASSED THROUGH WASHINGTON COUNTY:
CDBG - Entitlement Grants Cluster:
Community Development Block Grants/Entitlement Grants 14.218 0228 227,005
Total CDBG - Entitlement Grants Cluster: 227,005
TOTAL U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 227,005
U.S. DEPARTMENT OF JUSTICE:
DIRECT:
Bulletproof Vest Partnership Program 16.607 33,910
JAG Program Cluster
ARRA - Edward Byrne Memorial Justice Assistance Grant Program 16.804 50,314
Total JAG Program Cluster: 50,314
TOTAL U.S. DEPARTMENT OF JUSTICE 84,224
TOTAL FEDERAL AWARDS $ 1,030,655

Notes to Schedule of Expenditures of Federal Awards:

The schedule above is prepared on the accrual basis of accounting. Grant revenues are recorded when the City has met the
qualifications for the respective grants. Expenditures are recorded when the liability is incurred.
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CITY OF HILLSBORO, OREGON

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2011

SECTION | - SUMMARY OF INDEPENDENT AUDITOR’S RESULTS

Financial Statements:
Type of auditor’s report issued:
Internal control over financial reporting:
Material weakness(es) identified?
Significant deficiency(ies) identified
not considered to be material

weakness(es)?

Noncompliance material to financial
statements noted?

Federal Awards:

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

not considered to be material

weakness(es)?

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

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

Identification of major programs:

CEDA NUMBER(S)

81.128 (ARRA)
97.044

Dollar threshold to distinguish

between Type A and Type B programs:

Auditee qualified as low-risk auditee?

Unqualified

Yes

No

No

No

Yes

Unqualified

Yes

NAME OF PROGRAM OR CLUSTER

Energy Efficiency and Conservation Block Grant
Assistance to Firefighters Grant

$300,000

No
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CITY OF HILLSBORO, OREGON

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)

YEAR ENDED JUNE 30, 2011

SECTION Il - FINANCIAL STATEMENT FINDINGS

Finding 2011-01

Criteria;

Condition:

Context:

Effect:

Cause:

Recommendation:

View of responsible
official:

All utility billing amounts for services provided as of year-end should be
properly accrued as revenue and accounts receivable.

One utility billing cycle out of 46 that should have been accrued as
revenue and accounts receivable as of the end of fiscal year 2011 was
not, thus understating both revenue and accounts receivable.

The volume and dollar value of this billing cycle was material to the
financial statements, resulting in an adjustment to the financial
statements.

Accounts receivable was initially materially misstated. Revenues were
misstated, however, a portion of these revenues were required to be
remitted to Clean Water Services, therefore, net assets were not
materially misstated.

The City overlooked the last billing cycle when closing the accounting
records at year end.

Management should consider reconciling the utility billing subsidiary
records to the general ledger at year end to verify that accruals have
been properly recognized and recorded.

Management of the City understands and concurs with the finding and
recommendation.

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

Finding 2011-02

Federal Program:
Federal Agency:
Award Year:

Criteria;

Energy Efficiency and Conservation Block Grant (CFDA 81.128 -ARRA)
U.S. Department of Energy

2010-11

In accordance with OMB Circular A-133, the City is required to maintain a
structure of internal control to ensure compliance with cash management

and reporting requirements. The authoritative requirements for
maintaining internal control are in OMB Circular A-133 §___.300(b).
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CITY OF HILLSBORO, OREGON

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)

YEAR ENDED JUNE 30, 2011

SECTION lll - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS (Continued)

Finding 2011-02 (Continued)

Condition:

Questioned Costs:

Context:

Cause:

Effect:

Recommendation:

View of responsible
official:

Finding 2011-03

Federal Program:
Federal Agency:
Award Year:

Criteria;

Condition:

For the first half of the 2010-11 fiscal year, reports were submitted without
a separate person reviewing and/or approving the reports. After the
finding related to reporting was communicated in regards to the 2009-10
fiscal year, the City implemented a control that displays evidence of
review.

None reported as there were no errors found in the tested reports.
For those reports submitted during the first half of the year under audit,
there was no formal review or approval procedure in place prior to

submission to the Department of Energy.

Established internal control procedures over reimbursement requests and
program reports were not performed.

Failure to review reimbursement requests and program reports may result
in a failure to detect unauthorized expenses on the reimbursement
request and inaccurate or untimely program reporting to the Department
of Energy.

We recommend the City continue to follow the controls put in place by the
City over reimbursement requests and program reporting.

City management understands and concurs with the finding and
recommendation.

Energy Efficiency and Conservation Block Grant (CFDA 81.128 - ARRA)
U.S. Department of Energy
2010-11

In accordance with 29 CFR 5.5 and 5.6, the City’s construction contracts
are subject to the Davis-Bacon Act.

For the first half of the year the City’s procedures did not adequately

address compliance with the Davis-Bacon Act. The City relied on its
prime contractor to assure that subcontractors submitted weekly payroll
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CITY OF HILLSBORO, OREGON

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)

YEAR ENDED JUNE 30, 2011

SECTION lll - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS (Continued)

Finding 2011-03 (Continued)

Condition (cont.)

Questioned Costs:

Context:

Cause:

Effect:

Recommendation:

View of responsible
official:

reports to be reviewed for compliance with the Davis-Bacon Act. After the
finding was reported in the 2009-10 fiscal year, the City implemented a
control that ensures certified payroll reports are received weekly.

No questioned costs identified at this time.

The impact of the finding was not deemed material to the program and
has been corrected subsequent to being reported in the 2009-10 fiscal
year.

City grant staff was initially unaware of the requirement to assure that the
prime contractor was monitoring subcontractors for compliance with
Davis-Bacon Act requirements.

Failure to properly monitor compliance with requirements under the
Davis-Bacon Act may lead to federal funds being expended improperly on
projects under the City’s control.

We recommend the City continue following controls the City put in place

to ensure the prime contractor and its subcontractors comply with Davis-
Bacon Act requirements.

City management understands and concurs with the finding and
recommendation.
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Finding 10-01:

Audit Finding:

Corrective Action
Plan:

Finding 10-02:

Audit Finding:

Corrective Action
Plan:

CITY OF HILLSBORO, OREGON

SUMMARY OF PRIOR AUDIT FINDINGS

YEAR END JUNE 30, 2011

The City submitted 3 reimbursement requests and 8 program reports
relating to the Energy Efficiency and Conservation Block Grant (CFDA
81.128 — ARRA) during the fiscal year. There was no formal review or
approval procedure in place prior to submission to the Department of
Energy.

The City has implemented new internal controls regarding submission of
reimbursement requests and program reports for the Energy Efficiency
and Conservation Block Grant. The Project Manager prepares the
reimbursement requests and program reports and then submits to the
Accounting Manager, Assistant Finance Director or Finance Director to
review and verify for accuracy. The request and reports are also
reviewed by the Management Analyst in the Administration Department.
Both reviewers sign off on a review sheet that is kept with a hard copy of
the reimbursement request and program report.

The City did not maintain appropriate documentation to evidence
verification of suspension and debarment for one out of two contracts
selected for testing in the Energy Efficiency and Conservation Block
Grant (CFDA 81.128 — ARRA). Subsequent review indicated that the
contractor was not suspended or debarred.

The City understands that the debarment and suspension list must be
checked prior to issuance of contract. The City is in the process of
finalizing a grant policy and procedure manual that requires the
debarment and suspension list be checked prior to the issuance of any
contract that involves a federal grant, regardless of the contract amount.
It is also required that proper documentation be retained in the grant file
that shows compliance including the date the debarment list was checked
and by whom. All City staff managing federal grants have been informed
of this requirement.
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Finding 10-03:

Audit Finding:

Corrective Action
Plan:

CITY OF HILLSBORO, OREGON

SUMMARY OF PRIOR AUDIT FINDINGS (Continued)

YEAR END JUNE 30, 2011

The City’s procedures did not adequately address compliance with the
Davis-Bacon Act for the Energy Efficiency and Conservation Black Grant
(CFDA 81.128 — ARRA). The City relied on its prime contractor to assure
that their subcontractors submitted weekly payroll reports to be reviewed
by them for compliance with the Davis-Bacon Act.

The City implemented a requirement for specific language to be included
in all contracts that require compliance with the Davis-Bacon Act. The
new contract language states that the prime contractor will be responsible
for collecting, reviewing, and maintaining weekly certified payrolls for
themselves and any sub-contractors. The City staff responsible for the
project is required to verify and ensure that the prime contractor is
following these requirements by making random selections to prove
compliance.
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REQUIRED BY OREGON STATE REGULATIONS
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INDEPENDENT AUDITOR’S REPORT
REQUIRED BY OREGON STATE REGULATIONS

December 16, 2011

Honorable Mayor and Board of Councilors
City of Hillsboro
Hillsboro, Oregon

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 of Hillsboro, Oregon (the City), as of and for the year ended
June 30, 2011, which collectively comprise the City's basic financial statements and
have issued our report thereon dated December 16, 2011. 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.

COMPLIANCE

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 grants, including the
provisions of Oregon Revised Statutes as specified in Oregon Administrative Rules
162-10-000 through 162-10-320 of the Minimum Standards for Audits of Oregon
Municipal Corporations, 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.

We performed the procedures to the extent we considered necessary to address the
required comments and disclosures, which included, but were not limited to the
following:

¢ Deposit of public funds with financial institutions (ORS Chapter 295).

¢ Indebtedness limitations, restrictions and repayment.

o Budgets legally required (ORS Chapter 294).

e Insurance and fidelity bonds in force or required by law.

e Programs funded from outside sources.

* Highway revenues used for public highways, roads, and streets.

o Authorized investment of surplus funds (ORS Chapter 294).

¢ Public contracts and purchasing (ORS Chapters 279A, 279B, 279C).
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INDEPENDENT AUDITOR’S REPORT
REQUIRED BY OREGON STATE REGULATIONS (Continued)
Page 2

COMPLIANCE (Continued)

In connection with our testing, nothing came to our attention that caused us to believe the City
was not in substantial compliance with certain provisions of laws, regulations, contracts, and
grants, including the provisions of Oregon Revised Statutes as specified in Oregon
Administrative Rules 162-10-000 through 162-10-320 of the Minimum Standards for Audits of
Oregon Municipal Corporations, except for over expenditures of appropriations as noted below:

Building Fund:
Materials and services $ 26,750

Risk Management Fund:
Special payments $ 125,032

OAR 162-10-230 INTERNAL CONTROL

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
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.

Our report on internal control over financial reporting is included on pages 112 through 113 of
this report.

We noted certain matters that we reported to management of the City in a separate letter dated
December 16, 2011.

* k ok ok Kk Kk *

This report is intended solely for the information and use of the Board of Councilors, the Oregon
Secretary of State Audits Division, and management and is not intended to be and should not
be used by anyone other than these specified parties.

/, kMuJ

Certified Public Accountants
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CITY OF HILLSBORO

December 16, 2011

CORRECTIVE ACTION PLAN —
RESPONSE TO AUDIT FINDINGS

The following is the City of Hillsboro, Oregon’s corrective action plan in response to audit
findings as of and for the year ended June 30, 2011.

Finding 2011-01

Audit Finding:

Corrective Action Plan:

Finding 2011-02

Federal Program:

Audit Finding:

Corrective Action Plan:

One utility billing cycle out of 46 should have been accrued as
revenue and accounts receivable in fiscal year 2011, but was not
resulting in understatement of revenue and accounts receivable.

The City has implemented internal controls regarding the review of
year end accounting adjustments. Revenue analytics will be
applied by the Accounting Manager to ensure reasonability of
ending balances. These analytics will be reviewed by the
Assistant Finance Director or Finance Director.

Energy Efficiency and Conservation Block Grant (CFDA 81.128 —
ARRA)

For reports submitted during the beginning of the fiscal year, there
was no formal review or approval procedure in place prior to
submission to the Department of Energy.

The City was made aware of this finding during the course of the
audit for 09/10. By that time, the 10/11 fiscal year was underway
and at least one quarterly report had been issued without review.
Upon becoming aware of this, corrective action was taken
immediately. The City implemented new internal controls
regarding the submission of reimbursement requests and program
reports for this grant. The Project Manager prepares the reports
and then submits to the Accounting Manager, Assistant Finance
Director or Finance Director to review and verify for accuracy prior
to submitting the reports to the Department of Energy.
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Corrective Action Plan — Response to Audit Findings

Page 2

Finding 2011-03

Federal Program:

Audit Finding:

Corrective Action Plan:

Energy Efficiency and Conservation Block Grant (CFDA 81.128 —
ARRA)

For the first half of the year, the City’s procedures did not
adequately address compliance with the Davis-Bacon Act. The
City relied on its prime contractor to assure that their
subcontractors submitted weekly payroll reports to be reviewed by
them for compliance with the Davis-Bacon Act.

The City was made aware of this finding during the course of the
audit for 09/10. By that time, the 10/11 fiscal year was underway.
After becoming aware of this, corrective actions were taken
immediately. The City implemented a new requirement for
specific language to be included in all contracts that require
compliance with the Davis-Bacon Act. The new contract language
states that the prime contractor is responsible for collecting,
reviewing and maintaining weekly certified payrolls for themselves
and any subcontractors. The City staff responsible for the project
is required to verify and ensure that the prime contractor is
following these requirements by making random selections to
prove compliance.
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