





Budget - Relating to the preparation, adoption and execution of the annual budget for the current
fiscal year and the preparation and adoption of the budget for the next succeeding fiscal year
(see ORS 294.305 to 294.565).

Taxes on Motor Vehicle Use and Fuel and the use of a Road Fund - Pertaining to (as contained
in Article IX, Section 3a of the Oregon constitution) the use of revenue from taxes on motor
vehicle use and fuel and the use of a road fund (as contained in ORS 294 and 373).

Insurance - Relating to insurance and fidelity bond coverage.

Investments - Pertaining to the investment of public funds (see ORS Chapter 294.035 to
294.046).

Public Contracts and Purchasing - Pertaining to (as contained in ORS Chapter 279) the awarding
of public contracts and the construction of public improvements.

The results of our tests indicate that with respect to the items tested, the City of Medford, Oregon
complied, in all material respects.

This report is intended for the information of the City Council and the Secretary of State Division
of Audits of the State of Oregon. However, this report is a matter of public record and its
distribution is not limited.

ISLER CPA

by: PM—R W

Paul Nielson, CPA, a member of the firm

Eugene, Oregon
December 12, 2008

118



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

Honorable Mayor and City Council
City of Medford
Medford, Oregon

We have audited the financial statements of the governmental activities, the business-type activities,
the discretely presented component units, each major fund, and the aggregate remaining fund
information of the City of Medford, Oregon (“City”) as of and for the year ended June 30, 2008, which
collectively comprise the City's basic financial statements and have issued our report thereon dated
December 12, 2008. 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
Govemment Auditing Standards, issued by the Comptroller General of the United States.

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 opinicn 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 contro! over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in
the preceding paragraph and would not necessarily identify all deficiencies in internal control over
financial reporting that might be significant deficiencies or material weaknesses. However, as
discussed below, we identified certain deficiencies in internal control over financial reporting that we
consider to be significant deficiencies.

A control deficiency 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
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity's ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that
there is more than a remote likelihood that a misstaternent of the entity's financial statements that is
more than inconsequential will not be prevented or detected by the entity's internal control. We
consider the deficiencies described as 2008A and 2008B in the accompanying schedule of findings
and questioned costs to be significant deficiencies in internal control over financial reporting,

A material weakness is a significant deficiency, or combination of significant deficiencies, that results
in more than a remote likelihood that a2 material misstatement of the financiai statements will not be
prevented or detected by the entity's internal control.

Our consideration of internal control over financial reporting was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in internal control
that might be significant deficiencies and accordingly, would not necessarily disclose all significant
deficiencies that are also considered to be material weaknesses. However, we believe that none of
the significant deficiencies described above is a material weakness.
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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 findings identified in our audit is described in the accompanying schedule
of findings and questioned costs. We did not audit the City’s response and, accordingly, we express
no opinion on it.

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

ISLER CPA

Paul Nielson, CPA, a member of the firm
Eugene, Oregon
December 12, 2008
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL. OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133 '

Honorable Mayor and City Council
City of Medford
Medford, Oregon

Compliance

We have audited the compliance of the City of Medford, Oregon (*City”) with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133,
Compliance Supplement that are applicable to each of its major federal programs for the year ended
June 30, 2008. The City's major federal programs are idenfified in the summary of auditor's results
section of the accompanying schedule of findings and gquestioned Costs. Compliance with the
requirements of laws, regulations, contracts and grants applicable to each of its major federal
programs is the responsibifity of the City's management. Qur 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
Audifing Standards, issued by the Comptrolier General of the United States; and OMB Circular A-133,
Audits of States, Local Governments, and Non-FProfit 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 {o 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. Qur audit does not provide a legal determination on the Cily's
compliance with those requirements.

In our opinion, the City comptied, in all material respects, with the requirements referred to above that
are applicable o each of its major federal programs for the year ended June 30, 2008.

Internai Control Over Compliance

The management of the City is responsible for establishing and maintaining effective internat 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 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.
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A control deficiency in an entity's internal control over compliance 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 noncompliance with a type of compliance requirement of a
federal program on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity's ability to administer a federal program such that
there is more than a remote likelihood that noncompliance with a type of compliance requirement of a
federal program that is more than inconsequential will not be prevented or detected by the entity's
internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results
in more than a remote likelihood that material noncompliance with a type of compliance requirement
of a federal program will not be prevented or detected by any entity's internal control.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that
might be 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.

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

ISLER CPA

Paul Nielson, CPA, a member of the firm
Eugene, Oregon
December 12, 2008
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CITY OF MEDFORD, OREGON
Schedule of Findings and Questioned Costs
Year Ended June 30, 2008

. SUMMARY OF AUDITOR’S RESULTS

1. The auditor's report expresses an unqualified opinion on the financial statements of the City of
Medford.

2. Two significant deficiencies disclosed during the audit of the financial statements are reported in the
schedule of findings and questioned costs as items 2008A and 2008B. Neither of the conditions is
reported as a material weakness.

3. No instances of noncompliance material to the financial statements of the City of Medford were
disclosed during the audit.

4. No significant deficiencies in internal controls over major programs were disclosed by the audit.

5. The auditor's report on compliance for the major federal award programs for the City of Medford
expresses an unqualified opinion on all major federal programs.

6. The audit did not disclose any audit findings related to major programs that are required to be reported.

7. The programs tested as a major programs included:
i. Community Development Block Grant, CFDA 14.218
ii. Oregon Homeland Security Law Enforcement Terrorism Prevention Program CFDA
97.074.

8. The threshold for distinguishing Types A and B programs was $300,000.
9. The City was determined to be a low-risk auditee.

[I. FINANCIAL STATEMENT FINDINGS

SIGNIFICANT DEFICIENCY

2008-A

Criteria. Liabilities and revenues should be properly recorded in the appropriate period. Internal controls
should exist to distinguish between deposit liabilities and revenues and to ensure recording in the proper
period.

Statement of condition. The City’s engineering department is responsible for the management of various
deposits and other project related liabilities. During the year management found deposit liabilities were
sometimes being recorded as revenues. As a result of our audit procedures, we noted that management
corrected current year errors to properly record deposits as a liability. In addition, as a part of our audit
procedures, with assistance from management, it was determined that adequate controls did not exist to
monitor and refund deposits, which could result in deposits not being returned timely and remaining recorded
on the City’s books.

Effect. During the year deposits were incorrectly recorded as revenues resulting in an overstatement of
revenue and understatement of liabilities. This was corrected in the audited financial statements.
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2008A (continued)
Management’s Response

At the time of the audit, the engineering division was in the process of developing controls to better monitor and
track deposits, including:

e Accumulating deposit documentation in one place (currently filed in the project files).

e Establishing a tracking mechanism to ensure deposits are returned when requirements have been
fulfilled.

e Establishing a standardized mechanism to determine amounts of deposit.

2008-B
SIGNIFICANT DEFICIENCY

Criteria.  Internal control procedures should be sufficient to provide reasonable assurance that calculation
errors are detected on a timely basis.

Condition. As a result of our audit procedures, we found the calculations used to determine various system
development charges (“SDC") were incorrect in three out of the twenty-four applications tested. As part of the
test we noted the errors were due to human input error and misuse of codes.

Effect. SDC revenue amounts were misstated.
Management’'s Response

We are aware of three calculation errors that were discovered during the course of the audit. Calculating SDC
credits and fees is a manual process. The employee responsible has been counseled and the following steps
are being taken to ensure accuracy of SDC calculations:

e A Standard Operating Procedure (SOP) is being developed to document the process of calculating
SDC fees and credits.

¢ Mathematical computations will be reviewed by the technician’s supervisor.

e Options will be explored with Technology Services to program our computer system (H.T.E) to include
basic calculations and code checks. For example, one of the errors would have been avoided had
H.T.E. checked for valuation limits for data entry fields; the square footage was entered on the wrong
line and exceeded the square footage limit for that rate. The ability for H.T.E. to calculate SDC fees
and credits will also be explored.

Work had already begun on several of these items before the audit; it is our intention to complete the above

items by June 30, 2009.

[1l. FINDINGS AND QUESTIONED COSTS FOR FEDERAL AWARDS
No matters were reported relating to significant deficiencies, material weaknesses, or instances of
noncompliance related to the financial statements that are required to be reported in accordance with
paragraphs 5.18 through 5.20 of Government Auditing Standards.

IV. SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

There were no findings or questioned costs for the year ended June 30, 2007.
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CITY OF MEDFORD, OREGON
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2008

Federal
Federal Grantor/Pass-Through CFDA Federal
Grantor/Program Title Number Expenditures
USDA FOREST SERVICE
Direct programs:
State grant Historic Preservation - IOF Cemetery 15.904 $ 2,182
U.S. DEPARTMENT OF HOUSING AND
URBAN DEVELOPMENT:
Direct programs:
Community Development Block Grant:
B06-MC-410005 14.218 924,701
Housing Authority 14.218 97,022
B03-SP-OR-0625 - EDI 14.246 48,165
B06-SP-OR-8033 - EDI 14.246 10,000
TOTAL U.S. DEPARTMENT OF HOUSING
AND URBAN DEVELOPMENT 1,079,888
DEPARTMENT OF JUSTICE:
Pass through the OR Dept of State Police
Edward Byrne Memorial State & Local Law Enforcement Assistance 16.580 53,770
Bullet Proof Vest Partnership Program 16.60 6,250
TOTAL U.S. DEPARTMENT OF JUSTICE 60,020
U.S. DEPARTMENT OF ENVIRONMENTAL PROTECTION AGENCY
Direct program:
EPA - Water for Irrig Streams & Economy (WISE) Scoping/Feasibility Study 66.606 61,727
EPA - Nonpoint Source Implementation Program Grant 66.460 5,569
TOTAL U.S. DEPARTMENT OF ENVIRONMENTAL PROTECTION AGENCY 67,296
Department of Homeland Security
Passed through the OR Deptartment of State Police
Criminal Justice Services Division
OR Homeland Security-Law Enforcement Terrorism Prevention Program 97.074 149,997
Passed through to OEM (Oregon Emergency Management)
City of Medford Seismic Mitigation Project 97.017 128,773
TOTAL DEPARTMENT OF HOMELAND SECURITY 278,770
FHWA Highway Safety Funds
Passed Through to OR Chiefs of Police & ODOT
CMAQ Funds (Congestion Mitigation & Air Quality Project) 20.205 46,852
FHWA ODOT RV Safe Communities Program (SA-08-25-23) 20.601 7,755
TOTAL FHWA HIGHWAY SAFETY FUNDS 54,607
TOTAL EXPENDITURES OF FEDERAL AWARDS $ 1,542,763

NOTE TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

NOTE A - SIGNIFICANT ACCOUNTING POLICIES
The Schedule of Expenditures of Federal Awards is prepared on the modified accrual basis of accounting.

NOTE B - SURPLUS PROPERTY
Total acquisition value of federal surplus property received in the current year was $29,395.77 (CFDA 39.003). However, fair market value,
which is 23.3% of acquisition value, is the amount the City recorded on its financial records.





