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Honorable Mayor and City Council
City of Victorville
Victorville, California
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 Auditors’ Report
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 Victorville, California (the City), as of and
for the year ended June 30, 2017, and the related notes to the financial statements, which
collectively comprise the City’s basic financial statements, and have issued our report thereon
dated February 12, 2018.
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 defined to be 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.
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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 an instance
of noncompliance or other matters that is required to be reported under Government Auditing
Standards which is identified as 2017-001 in the schedule of findings and questioned costs.
City’s Reponses to Findings
The City’s response to the findings 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 entity’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 entity’s
internal control and compliance. Accordingly, this communication is not suitable for any other
purpose.

Irvine, California
February 12, 2018
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Honorable Mayor and City Council
City of Victorville
Victorville, California
Report on Compliance For Each Major Federal Program; Report on Internal Control Over
Compliance; and Report on the Schedule of Expenditures of Federal Awards Required by
the Uniform Guidance
Independent Auditors’ Report
Report on Compliance for Each Major Federal Program
We have audited the City of Victorville’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 City’s major federal programs for the year ended June 30, 2017. 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 federal statutes, regulations, and the terms and
conditions of its federal awards 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 requirement 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 the
major federal program. However, our audit does not provide a legal determination City’s
compliance.
Opinion on the Major Federal Programs
In our opinion, the City of Victorville complied, in all material respects, with the types of
compliance requirements referred to above that could have a direct and material effect on the
major federal program for the year ended June 30, 2017.
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Report on Internal Control Over Compliance
Management of the City of Victorville 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 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.
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.
Report on Schedule of Expenditures of Federal Awards Required by Uniform Guidance
We have audited the financial statements of the City of Victorville as of and for the year ended
June 30, 2017, and have issued our report thereon dated February 12, 2018, which contained
an unmodified opinion on those financial statements. Our audit was conducted for the purpose
of forming an opinion on the financial statements as a whole. The accompanying schedule of
expenditures of federal awards is presented for purposes of additional analysis as required by
the Uniform Guidance and is not a required part of the 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.
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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
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 expenditure of federal awards is fairly stated in all material respects
in relation to the financial statements as a whole.

Irvine, California
February 12, 2018

5

CITY OF VICTORVILLE
Schedule of Expenditures of Federal Awards
Year Ended June 30, 2017

Federal Grantor/Pass-through
Grantor/Program Title
U.S. Department of Commerce
Direct assistance:
Development Administration - Economic Adjustment Assistance
Total - U.S. Department of Commerce
U.S. Department of Housing and Urban Development
Direct assistance:
Community Development Block Grant
Neighborhood Stabilization Program (NSP1 Loan Expenditures)
Home Investment Partnerships Program
Neighborhood Stabilization Program (NSP3)
Total - U.S. Department of Housing and Urban Development
U.S. Department of Justice
Passed through the County of San Bernardino:
Edward Byrne Memorial Justice Assistance Grant Program
Edward Byrne Memorial Justice Assistance Grant Program
Edward Byrne Memorial Justice Assistance Grant Program
Edward Byrne Memorial Justice Assistance Grant Program
Total - U.S. Department of Justice
U.S. Department of Transportation
Direct Assistance:
Federal Aviation Association:
Airport Improvement Program
Airport Improvement Program
Airport Improvement Program
Subtotal
Passed through the County of San Bernardino:
Highway Planning and Construction:
Bear Valley Road OH over BNSF Railroad
Federal Transportation Improvement Program
Federal Transportation Improvement Program
Federal Demonstration/ Highway Planning
Subtotal
Total - U.S. Department of Transportation

Program
Identification
Number

Federal
Domestic
Assistance
Number

07-49-06560

11.307

*
B08-MN-06-0523
*
B11-MN-06-0523

14.218
14.218
14.239
14.254

839,546
7,755
1,039,418
10,264
1,896,983

2016-DJBX-0768
2015-DJBX-0978
2014-DJBX-0716
2013-DJBX-0874

16.738
16.738
16.738
16.738

3,299
3,657
53,029
11,197
71,182

3-06-0359-21
3-06-0359-22
3-06-0359-23

20.106
20.106
20.106

7,390
57,954
29,036
94,380

BHLS-5380(026)
HSIPL-5380(031)
HSIPL-5380(031)
DEMO4L-5380(10)/(028)

20.205
20.205
20.205
20.205

180,674
304,244
1,028
441,983
927,929
1,022,309

Total Expenditures of Federal Awards

Federal
Financial
Assistance
Expenditures

$

$

* - Multiple projects

See notes to schedule of expenditures of federal awards
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17,992
17,992

3,008,466

CITY OF VICTORVILLE
Notes to the Schedule of Expenditures of Federal Awards
Year ended June 30, 2017
(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 (and related
awards received) by the City of Victorville (City) that are reimbursable under federal
programs of federal agencies providing financial assistance. For the purposes of
this schedule, financial assistance includes 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 portions of
program expenditures reimbursable with such federal funds are 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 nonfederal funds are excluded from the
accompanying schedule. The Agency did not use the 10% de minimis indirect cost
rate as covered in section 200.414 of the Uniform Guidance.
(b) Basis of Accounting
Expenditures reported on the Schedule are reported on the accrual basis of
accounting. Such expenditures are recognized following the cost principles
contained in Uniform Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards wherein certain types of expenditures are not
allowable or are limited as to reimbursement.
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CITY OF VICTORVILLE
Schedule of Findings and Questioned Costs
Year Ended June 30, 2017
Section I Summary of Auditors' Results
Financial Statements
1. Type of auditors’ report issued on whether the financial
statements audited were prepared in accordance with GAAP:

Unmodified

2. Internal control over financial reporting:
a. Material weakness(es) identified?
b. Significant deficiency(ies) identified?

No
No

3. Noncompliance material to the financial statements noted?

Yes

Federal Awards
1. Internal control over major programs:
a. Material weakness(es) identified?
b. Significant deficiency(ies) identified?

No
None Reported

2. Type of auditors’ report issued on compliance for major programs:

Unmodified

3. Any audit findings disclosed that are required to be reported in
accordance with 2 CFR 200.516 (a)?

No

4. Identification of major programs:
CFDA Number

Name of Federal Program or Cluster

14.239

Home Investment Partnerships Program
Highway Planning and Construction
(Federal-Aid Highway Program)

20.205
5. Dollar threshold used to distinguish between Type A and Type B
programs:
6. Auditee qualified as a low-risk auditee?

$750,000
No
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CITY OF VICTORVILLE
Schedule of Findings and Questioned Costs
Year ended June 30, 2017
Section II - Financial Statement Findings
2017-001 Pledge Revenues Shortfalls, Underfunded Reserves, and Bond Defaults
Because of recurring declines in assessed valuation in recent years, the Southern
California Logistics Airport Authority (SCLAA) has received less tax increment
revenue than was necessary to properly meet its debt obligations. As in prior years,
during the fiscal year ended June 30, 2017, SCLAA-pledged revenues for bonded
debt fell below the amounts required by bond covenants. Additionally, bond reserve
accounts fell below the amounts required by bond covenants for Subordinate Tax
Allocation Revenue Bonds (Series 2007, and Series 2008A).
In addition, on December 1, 2016, the SCLAA defaulted on the principal and interest
payment of $1,745,961 for SCLAA Subordinate Tax Allocation Revenue Bonds,
Series 2007 and the principal and interest payment of $256,638 for SCLAA
Subordinate Tax Allocation Revenue Bonds, Series 2008A. Also, on June 1, 2017,
the SCLAA defaulted on the interest payment of $1,155,961 for SCLAA Subordinate
Tax Allocation Revenue Bonds, Series 2007. Finally, on December 1, 2017, the
SCLAA defaulted on the principal and interest payment of $1,775,961 for SCLAA
Subordinate Tax Allocation Revenue Bonds, Series 2007 and the principal payment
of $85,000 for SCLAA Subordinate Tax Allocation Revenue Bonds, Series 2008A.
The City also had a loan from the Southern California Logistics Airport Authority
(SCLAA) to the Successor Agency to the Victorville Redevelopment Agency
(Successor Agency) totaling $10,278,395 which per the terms of the note were to be
repaid on June 30, 2014. Due to revenue shortfalls the loans were not repaid as
scheduled, and there were no amendments to the underlying promissory notes,
extending the period of repayment.
Finally, auditing standards require auditors to include as an internal control
weakness material audit adjustments detected during the audit. For the year ended
June 30, 2017, a material adjustment to record accrued interest on SCLAA defaulted
debt was detected by the audit process.
Recommendation
We recommend that the City continue its efforts to closely monitor and properly
report insufficiencies of pledged revenues with the related impacts on the ability of
the SCLAA to meet reserve requirements and annual debt service requirements with
respect to airport authority bonds. We recommend that the City make scheduled
interfund advance repayments in accordance with the terms of their related
promissory notes or modify the agreements to reflect new terms. Additionally, we
recommend the City adjust interest payable each year for past due accrued interest
related to the debt.
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CITY OF VICTORVILLE
Schedule of Findings and Questioned Costs
Year ended June 30, 2017
Management’s Comments Regarding Corrective Actions Planned or Taken
The following material events have occurred over the last several years that have
resulted in SCLAA defaulting on the bond issues and the use of reserves with the
Trustee for interest payments:
•

As part of adopting its 2009 budget bill, the State of California approved AB
26 4X, which included a provision that required redevelopment agencies to
make remittance to a county Supplemental Educational Revenue
Augmentation Fund (SERAF). Tax increment on hand from SCLAA paid this
obligation of $9,352,308 in Fiscal Year 09/10 and $1,923,641 in Fiscal Year
10/11. These state-mandated payments severely impacted the SCLAA’s
cash reserves.

•

In Fiscal Year 08/09, the assessed value for the Victor Valley Redevelopment
Project Area was approximately $9.49 billion. Beginning in FY 09/10, there
were significant decreases in assessed value for the Victor Valley
Redevelopment Project Area. Assessed values for the Project Area reached
a low point of $6.6 Billion in FY 12/13. The decrease was largely the result of
the Great Recession. Since FY 12/13, assessed values have increased
steadily. For Fiscal Year 16-17, the assessed value for the Project Area was
approximately $8.06 billion, and for Fiscal Year 17-18, the assessed value for
the Project Area was approximately $8.3 billion.

•

The State of California enacted legislation in June 2011 which eliminated all
Redevelopment Agencies across the state. The Redevelopment Agency
(RDA) dissolution process has created cash flow issues due to the new
processes imposed by the legislation. The former RDAs must utilize a
Recognized Obligation Payment Schedule (ROPS) process annually to
receive funding from the County of San Bernardino only as approved by the
State’s Department of Finance (DOF). The County collects tax increment of
the former RDAs and holds it in the Redevelopment Property Tax Trust Fund
(RPTTF). The revenue is distributed by the County on January 2 is typically
the larger distribution; however, this distribution is designated for June 1
interest-only debt service payments. The June 1 distribution from the County,
which is typically the smaller distribution, is designated for December 1
principal and interest debt service payments. This delayed receipt of funds
contributes to the shortfall already realized due to decreases in property
values of the last several years.

SCLAA will continue to closely monitor and report insufficiencies of pledged
revenues and reserve requirements; however, defaults will continue on current debt
service payments for the two subordinate bond issues until sufficient tax increment
revenue is received to cure all past due amounts and replenish reserves.
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CITY OF VICTORVILLE
Schedule of Findings and Questioned Costs
Year ended June 30, 2017
Finance recorded interest payable for the amount in default as of June 30, 2017.
Interest expense and interest payable will be recorded as defaults occur, and
interest payable will be reduced as defaults are cured.

Section III - Findings and Questioned Costs for Federal Awards
There are no auditors’ findings to be reported in accordance with section 200.516 of the
Uniform Guidance.
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CITY OF VICTORVILLE
Summary Schedule of Prior Audit Findings
Year ended June 30, 2017
Section IV – Summary of Prior Audit Findings and Current Status
Section IV – Summary of Prior Audit Findings and Current Status
2016-01

Water Assessment District Surplus Funds
This item has been resolved.

2016-02

Golf Course Management Fee Payment
This item has been resolved.

2016-03

Developer Deposit Prior Year Adjustment
This item has been resolved.

2016-04

Cost Allocation Plan Update
This item has been resolved.

2016-05

Auditor Detected Adjustments
This item has been repeated in 2017-001 in the current year.

2016-06

Interfund Advances
This item has been repeated in 2017-001 in the current year.

2016-07

Pledge Revenues Shortfalls, Underfunded Reserves, and Bond Defaults
This item has been repeated in 2017-001 in the current year.
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