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January 7, 2015 
 
 
To the Honorable Mayor and Members of the City Council  

of the City of Santa Clarita 
Santa Clarita, CA 
 
 
We are pleased to present this report related to our audit of the basic financial statements of the City of 
Santa Clarita (the City) as of and for the year ended June 30, 2014. This report summarizes certain 
matters required by professional standards to be communicated to you in your oversight responsibility for 
the City’s financial reporting process. 
 
This report is intended solely for the information and use of the City Council and management and is not 
intended to be, and should not be, used by anyone other than these specified parties. It will be our 
pleasure to respond to any questions you have about this report. We appreciate the opportunity to 
continue to be of service to the City of Santa Clarita. 
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Required Communications 
 
Generally accepted auditing standards (AU-C 260, The Auditor’s Communication With Those Charged 
With Governance) require the auditor to promote effective two-way communication between the auditor 
and those charged with governance. Consistent with this requirement, the following summarizes our 
responsibilities regarding the financial statement audit as well as observations arising from our audit that 
are significant and relevant to your responsibility to oversee the financial reporting process: 
 

Area  Comments 

Our Responsibilities With 
Regard to the Financial 
Statement Audit 

 Our responsibilities under auditing standards generally accepted in 
the United States of America have been described to you in our 
arrangement letter dated May 27, 2014. 

Overview of the Planned 
Scope and Timing of the 
Financial Statement Audit 

 We have issued a separate communication regarding the planned 
scope and timing of our audit and have discussed with you our 
identification of and planned audit response to significant risks of 
material misstatement.  

Accounting Policies and 
Practices 

 Preferability of Accounting Policies and Practices 

Under generally accepted accounting principles, in certain 
circumstances, management may select among alternative 
accounting practices. In our view, in such circumstances, 
management has selected the preferable accounting practice. 

  Adoption of, or Change in, Accounting Policies 

Management has the ultimate responsibility for the appropriateness of 
the accounting policies used by the City. The City did not adopt any 
significant new accounting policies, nor have there been any changes 
in existing significant accounting policies during the current period. 

  Significant or Unusual Transactions 

We did not identify any significant or unusual transactions or 
significant accounting policies in controversial or emerging areas for 
which there is a lack of authoritative guidance or consensus. 

  Management’s Judgments and Accounting Estimates  

Summary information about the process used by management in 
formulating particularly sensitive accounting estimates and about our 
conclusions regarding the reasonableness of those estimates is in the 
attached Summary of Significant Accounting Estimates.  

Audit Adjustments  Audit adjustments proposed by us and recorded by the City of Santa 
Clarita are shown on the attached Summary of Recorded Audit 
Adjustments. 

Uncorrected Misstatements  Uncorrected misstatements are summarized in the attached Summary 
of Uncorrected Misstatements.  
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Area  Comments 

Disagreements With 
Management 

 We encountered no disagreements with management over the 
application of significant accounting principles, the basis for 
management’s judgments on any significant matters, the scope of the 
audit, or significant disclosures to be included in the basic financial 
statements. 

Consultations With Other 
Accountants 

 We are not aware of any consultations management had with other 
accountants about accounting or auditing matters. 

Significant Issues 
Discussed With 
Management 

 Following is a description of significant issues arising from the audit 
that were discussed with management: 

• Material weakness for adjustments to capital assets, as 
described in Exhibit A. 

• Restatement of net position of the City’s previously issued 
June 30, 2013 financial statements, as described in Note 
12.C of the Notes to the Financial Statements for the year 
ended June 30, 2014. 

• At June 30, 2014, the City has reported $11,545,336 interfund 
advances, net of eliminations, from the Bridges and 
Thoroughfare and Public Library Special Revenue Funds. 
Management has forecasted the collectibility of these 
advances to determine the likelihood of repayment to the 
General Fund and the Developer Fees Special Revenue 
Fund. This information has been reviewed for its propriety but 
has not been audited. 

Significant Difficulties 
Encountered in Performing 
the Audit 

 We did not encounter any significant difficulties in dealing with 
management during the audit. 

Letter Communicating a 
Material Weakness in 
Internal Control Over 
Financial Reporting 

 We have separately communicated a material weakness in internal 
control over financial reporting identified during our audit of the basic 
financial statements and major awards, as required by the 
Government Auditing Standards and Office of Management and 
Budget Circular A-133. This communication is attached as Exhibit A. 

Significant Written 
Communications Between 
Management and Our Firm 

 Copies of significant written communications between our Firm and 
the management of the City, the representation letters provided to us 
by management, are attached as Exhibit B. 
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City of Santa Clarita 
Summary of Significant Accounting Estimates 

Year Ended June 30, 2014 
 
Accounting estimates are an integral part of the preparation of financial statements and are based upon 
management’s current judgment. The process used by management encompasses its knowledge and 
experience about past and current events and certain assumptions about future events. You may wish to 
monitor throughout the year the process used to determine and record these accounting estimates. The 
following describes the significant accounting estimates reflected in the City’s June 30, 2014 basic 
financial statements. 
 

Estimate Accounting Policy 
Management’s 

Estimation Process 

Basis for Our 
Conclusions on 

Reasonableness of 
Estimate 

Useful Lives of Long-
Lived Assets 

The estimated useful 
lives determined for 
assets have the 
following ranges: 

Site improvements, five 
to 25 years; buildings, 
improvements are five 
to 50 years; equipment, 
two to five years; and 
infrastructure, 20 to 
60 years. 

These assets are 
depreciated using the 
straight-line method. 
Land is a long-lived 
asset but is not 
depreciated. 
Construction in progress 
is not depreciated until 
placed into service. 

Management 
determines useful lives 
based on past 
experience, engineer 
estimates, and industry 
norms. Management 
monitors and updates 
useful lives on a regular 
basis. The impacts of 
prominent events or 
circumstances may 
require management to 
assess whether an 
impairment of a capital 
asset has occurred.  

A capital asset is 
considered impaired if 
both the decline in the 
service utility of the 
capital asset is large in 
magnitude and the 
event or change in 
circumstance is outside 
the normal life cycle of 
the capital asset. 

We have tested the 
reasonableness of 
information underlying 
management’s 
estimation on the useful 
lives of long-lived 
assets. Based on our 
procedures, we 
concluded that assigned 
useful lives of capital 
assets are reasonable. 

Franchise Tax 
Receivable 

Certain franchise tax 
receivables are 
estimated for the portion 
that is attributed and 
earned during the fiscal 
year.  

Management reviews 
historical information 
and determines the 
estimate based on the 
average amounts 
received for the three 
previous calendar 
years. 

We have tested the 
reasonableness of the 
underlying information 
for developing the 
estimate. Based on our 
procedures, we 
concluded that the 
estimate was 
reasonable.  
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Estimate Accounting Policy 
Management’s 

Estimation Process 

Basis for Our 
Conclusions on 

Reasonableness of 
Estimate 

Pension Obligations 
and Postemployment 
Benefits Other Than 
Pensions (OPEB) 

A pension or OPEB 
asset is recorded if 
contributions exceed the 
annual required 
contribution. A pension 
or OPEB liability is 
recorded if the 
contributions are less 
than the annual required 
contribution. 

For OPEB, 
management utilizes an 
actuarial consulting firm 
to perform an evaluation 
using the entry age 
actuarial cost method. 
Management reviewed 
and approved the 
actuarial assumptions 
and calculations used to 
determine the 
postemployment benefit 
costs. 

For pension obligation, 
management utilizes 
CalPERS actuaries for 
its defined benefit plan. 
Management reviewed 
and approved the 
actuarial assumptions 
and calculations used to 
determine the pension 
costs. 

We tested the 
reasonableness of the 
information underlying 
the actuarial 
evaluations. Based on 
our procedures, we 
concluded that the 
pension and OPEB 
costs recorded are 
reasonable.  
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City of Santa Clarita 
Summary of Recorded Audit Adjustments 

Year Ended June 30, 2014 
 

Description Assets Liabilities Net Position Revenue Expenses
• Remove duplicate infrastructure entries made 

in 2007 and 2008 (3,412,332)  $   -$                 3,488,518  $       -$                 (76,186)  $        
• Remove duplicate infrastructure entries and 

accumulated depreciation. Reverse FY 13-14 
depreciation entries (4,583,827)       -                   4,688,389           -                   (104,562)          

• To adjust revenue accruals for 90-day period 
of availability (16,944)            (649,671)          -                     666,615            -                   

• Recognize $300,000 from Newhall Land for 
Utility Underground as Revenue. Reclass fund 
balance -                   300,000            -                     (300,000)          -                   

• Adjust OPEB asset -                   (9,000)              -                     -                   9,000                
• To accrue the voters litigation settlement -                   (600,000)          -                     -                   600,000            
• To adjust storm drain infrastructure to reflect 

current inventory of capital assets 7,461,940         -                   (7,461,940)         -                   -                   
• To record the sales and use tax true-up payment 

for the 4th quarter of FY 13-14 713,878            (713,878)          -                     -                   -                   
• To adjust value capital assets for annexations 

from County of Los Angeles 49,722,521       -                   (48,469,559)       -                   (1,252,962)       
49,885,236  $   (1,672,549)  $   (47,754,592)       366,615  $        (824,710)  $      

Current year effect of change in net position (458,095)            
Effect on ending net position (48,212,687)  $   

Description Assets Liabilities Net Position Revenue Expenses
• Correct accumulated depreciation of capital 

assets (3,638)  $          -$                 -$                   -$                 3,638  $            
• To adjust revenue accruals for 90-day period 

of availability (24,822)            12,908              -                     11,914              -                   
(28,460)  $        12,908  $          -                     11,914  $          3,638  $            

Current year effect of change in net position 15,552                
Effect on ending net position 15,552  $            

Description Assets Liabilities Fund Balance Revenue Expenses
• To adjust revenue accruals for 90-day period 

of availability (31,660)  $        (512,859)  $      -$                   544,519  $        -$                 
• To record the sales and use tax true-up  

payment for the 4th quarter of FY 13-14 713,878            (713,878)          -                     -                   -                   
682,218  $        (1,226,737)  $   -                     544,519  $        -$                 

Current year effect of change in fund balance 544,519              
Effect on ending fund balance 544,519  $          

Description Assets Liabilities Fund Balance Revenue Expenses
• To adjust revenue accruals for 90-day period 

of availability 14,716  $          (136,812)  $      -$                   122,096  $        -$                 
• Recognize $300,000 from Newhall Land for 

Utility Underground as Revenue. Reclass fund 
balance -                   300,000            -                     (300,000)          -                   

14,716  $          163,188  $        -                     (177,904)  $      -$                 
Current year effect of change in fund balance (177,904)            

Effect on ending fund balance (177,904)  $        

Governmental Activities
Effect—Debit (Credit)

Effect—Debit (Credit)
General Fund

Effect—Debit (Credit)
Transit Fund (Business-Type Activity)

Nonmajor Governmental Funds
Effect—Debit (Credit)
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Description Assets Liabilities Net Position Revenue Expenses

• Correct accumulated depreciation of capital assets (4,002)  $          -$                 -$                   -$                 4,002  $            
• To accrue the voters litigation settlement -                   (600,000)          -                     -                   600,000            

(4,002)  $          (600,000)  $      -                     -$                 604,002  $        
Current year effect of change in net position 604,002              

Effect on ending net position 604,002  $          

Description Assets Liabilities Net Position Revenue Expenses
• Accrue Invoice #7 from Mountains Recreation 

and Conservation Authority -$                 (13,230)  $        -$                   -$                 13,230  $          
-$                 (13,230)  $        -                     -$                 13,230  $          

Current year effect of change in net position 13,230                
Effect on ending net position 13,230  $            

Internal Service Funds
Effect—Debit (Credit)

Fiduciary Funds
Effect—Debit (Credit)
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City of Santa Clarita 
Summary of Uncorrected Misstatements 

Year Ended June 30, 2014 
 
During the course of our audit, we accumulated uncorrected misstatements that were determined by 
management to be immaterial, both individually and in the aggregate, to the financial position, results of 
operations, and cash flows and to the related financial statement disclosures. Following is a summary of 
those differences: 
 
Governmental Funds 

Description Assets Liabilities Equity Revenue Expenses
Prior Year Misstatement

• Over-estimation of liability account -$             -$             84,351  $     -$             84,351  $     

Current Year Misstatement
• Missed accounts payable accruals -               3,500           -               -               3,500           

-               -               (87,851)        -$             87,851  $     
-$             3,500  $       (3,500)  $      

Effect—Increase (Decrease)

Total effect
Balance sheet effect

 
Public Library Special Revenue Fund 

Description Assets Liabilities Equity Revenue Expenses
Prior Year Misstatement

• Over-estimation of liability account -$             -$             1,902  $       -$             1,902  $       
-               -               (1,902)          -$             1,902  $       
-$             -$             -$             

Effect—Increase (Decrease)

Total effect
Balance sheet effect

 
Aggregate Nonmajor Funds 

Description Assets Liabilities Equity Revenue Expenses
Prior Year Misstatement

• Over-estimation of liability account -$             -$             82,449  $     -$             82,449  $     

Current Year Misstatements
• Current year expenditures related to

prior years -               -               (26,787)        -               (26,787)        
• Missed accounts payable accruals -               3,500           -               -               3,500           

-               -               (59,162)        -$             59,162  $     
-$             3,500  $       (3,500)  $      

Effect—Increase (Decrease)

Total effect
Balance sheet effect

 
Open Space Preservation District Special Revenue Fund 

Description Assets Liabilities Equity Revenue Expenses
Current Year Misstatement

• Missed accounts payable accruals -$             3,500  $       -$             -$             3,500  $       
-               -               (3,500)          -$             3,500  $       
-$             3,500  $       (3,500)  $      

Effect—Increase (Decrease)

Total effect
Balance sheet effect
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Santa Clarita Watershed Recreation and Conservation Authority 

Net Position/
Description Assets Liabilities Fund Balance Revenue Expenses
Current Year Misstatement

• Current year expenditures related
to prior years -$             -$             (26,787)  $        -$            (26,787)  $    

-               -               26,787             -$            (26,787)  $    
-$             -$             -$                 

Effect—Increase (Decrease)

Total effect
Balance sheet effect  
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Exhibit A—Letter Communicating a Material Weakness in Internal Control Over 
Financial Reporting 

 

 



 

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 
 

Independent Auditor’s Report 
 
 
To the Honorable Mayor and Members of the City Council 

of the City of Santa Clarita, California 
Santa Clarita, CA 
 
 
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 Santa Clarita, California (the City) as of and for the year ended June 30, 2014, 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 22, 2014. 
 
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. 
 
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; therefore, material weaknesses or significant deficiencies may 
exist that were not identified. However, as described in the accompanying Schedule of Findings and 
Questioned Costs, we identified certain deficiencies in internal control that we consider to be material 
weaknesses. 
 
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. We consider the deficiency described in the Schedule of Findings and Questioned 
Costs as item 2014-001 to be a material weakness. 
 



 

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 
results of our tests disclosed no instances of noncompliance or other matters that are required to be 
reported under Government Auditing Standards. 
 
The City’s Response to the Finding 

The City’s response to the finding identified in our audit is described in the accompanying Schedule of 
Findings and Questioned Costs. The City’s response was not subjected to the auditing procedures 
applied in the audit of the financial statements and, accordingly, we express no opinion on it. 
 
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. 
 

 
Irvine, CA 
December 22, 2014 
 



City of Santa Clarita, California 
 
Schedule of Findings and Questioned Costs 
For the Fiscal Year Ended June 30, 2014 
 

II. Financial Statement Findings  

Material Weakness 
 
Finding Number: 2014-001 – Capital Asset Adjustments 
 
Criteria: Procedures should be in place to detect or prevent material misstatements of capital assets, 
including, but not limited to, communication with other City departments for effective sharing of 
information and independent review of capital asset detailed listings. 
 
Condition: There were several matters noted related to the City’s capital assets, which, in 
combination, constitute a material weakness. They include: 
 

• A restatement to the net position of the governmental activities as of June 30, 2013 totaling 
$8,176,907 for the overstatement of capital assets duplicated in between fiscal years 2006 
and 2007. 

 
• A restatement to the net position of the governmental activities as of June 30, 2013 totaling 

$7,461,940 for the net understatement of capital assets as the result of storm drain 
infrastructure contributed to the County of Los Angeles but not disposed at the time of 
contribution, and to record storm drain infrastructure that was not identified during the 
implementation of Governmental Accounting Standards Board Statement No. 34. 

 
• A restatement to the net position of the governmental activities as of June 30, 2013 totaling 

$48,469,559 for the understatement of capital assets that were annexed by the City for 
capital assets previously reported by the County of Los Angeles between fiscal years 1991 
and 2013, but not recorded at the date of the exchange. 

 
Cause: These issues were systematic, as the decentralization of the City’s departments did not allow 
for effective communication between management to identify accounting events and transactions that 
impacted the reporting of capital assets. In addition, the internal controls implemented by management 
failed to detect errors in the financial reporting of capital assets. 
 
Recommendation: We recommend implementing internal control policies and procedures that will 
provide reasonable assurance that all capital asset transactions, however acquired or retired, are 
properly reported in the financial statements. 
 
Management’s Response: As a result of the due diligence of City staff in reviewing its fixed asset 
policy, each of the following items was discovered and action was taken to make the corrections. The 
City brought each item to the attention of its auditors, McGladrey LLP. City staff has implemented 
internal controls to ensure capital assets are recorded accurately.  
 

• Finance staff began using the fixed asset module in the City’s financial system during fiscal 
year 2013-2014. During the update process, duplicate entries were discovered for donated 
infrastructure. The City’s Public Works department provides Finance with copies of bond 
exoneration letters that are issued to the developers. The entries occurred when partial 
exonerations were recorded and then duplicated when a final exoneration letter was issued in 
a subsequent year. Finance staff will confirm with Public Works staff that exonerations are 
complete and will only capitalize those assets. 



City of Santa Clarita, California 
 
Schedule of Findings and Questioned Costs 
For the Fiscal Year Ended June 30, 2014 
 

• Finance staff has had extensive discussions with City engineers regarding the process of 
storm drain acceptance from developers. As stated above, Finance staff will continue to 
receive copies of the bond exoneration letters that relate to storm drains, but will also receive 
a copy of the letter of acceptance from the County Flood Control District. Public works will not 
release a developer’s storm drain bond until the County has accepted the storm drain. In the 
case of a bond exoneration letter for a storm drain that is not accompanied by the County’s 
acceptance letter, Finance staff will communicate directly with Public Works to inquire if the 
storm drain will be transferred to the County. In the event the storm drain is not up to the 
County’s standards for transfer, then the storm drain will be capitalized in accordance with 
the City’s capital asset policy. 

 
• The City discovered that capital assets had been acquired with annexations from Los 

Angeles County in fiscal years 2012 and 2013. Various divisions in the City such as Public 
Works and Parks Planning did inventory assets that were received in the annexations. 
Annexed streets were added to the City’s pavement management inventory. The divisions, 
however, did not receive any financial information regarding the assets from the County. 

 
In order to ensure capital assets are recorded for future annexations, the City’s Planning 
division will provide Finance with copies of all certificates of completion. Finance staff will also 
review Council agenda reports for any future annexations and communicate directly with the 
Planning division staff. Finance staff will also request an inventory of annexed assets from 
the City divisions that will be maintaining those assets. Future annexation procedures will 
incorporate a request to the County to provide cost and depreciation information for capital 
assets to ensure an accurate inventory is recorded by the City. 

 



 

Exhibit B—Significant Written Communications Between Management and Our 
Firm 
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