SOUTH BAY WORKFORCE INVESTMENT BOARD, INC.
FINANCIAL STATEMENTS
AND
INDEPENDENT AUDITOR'S REPORT
JUNE 30, 2019

CO.



SOUTH BAY WORKFORCE INVESTMENT BOARD, INC.
TABLE OF CONTENTS
FOR THE YEAR ENDED JUNE 30, 2019

PAGE(S)
FINANCIAL STATEMENTS
INDEPENDENT AUDITOR'S REPORT 1-2
FINANCIAL STATEMENTS
STATEMENT OF FINANCIAL POSITION 3
STATEMENT OF ACTIVITIES 4
STATEMENT OF CASH FLOWS 5
STATEMENT OF FUNCTIONAL EXPENSES 6
NOTES TO FINANCIAL STATEMENTS 7-18

SUPPLEMENTARY INFORMATION
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 19-21
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 22

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS AND CORRECTIVE ACTION
PLAN 23

REPORTS ON INTERNAL CONTROL AND COMPLIANCE

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 24-25

INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR EACH MAJOR
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE; AND REPORT ON
THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS REQUIRED BY THE
UNIFORM GUIDANCE 26-27



Zw Zuehls, Legaspi & Company

l co. 350 So. Figueroa Street, Suite 437
. . Los Angeles, California 90071
Certified Public Accountants Tel: 213-972-4033  Fox: 213-972-4034

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors of
South Bay Workforce Investment Board, Inc.
Hawthorne, California

Report on the Financial Statements

We have audited the accompanying financial statements of South Bay Workforce Investment
Board, Inc. (SBWIB, Inc.), a nonprofit organization, which comprise the statement of financial
position as of June 30, 2019, and the related statements of activities, cash flows and functional
expenses for the fiscal year then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. 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. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Opinion

In our opinion, the financial statements referred to in the first paragraph present fairly, in all
material respects, the financial position of SBWIB, Inc. as of June 30, 2019, and the changes in
its net assets and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.
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Other Matters
Other Information

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, as required by Title 2 U.S.
Code of Federal Regulations Part 200, Uniform Administrative Requirements, Cost Principles,
and Audit Requirements for Federal Awards, is presented for purposes of additional analysis 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. 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 information is fairly stated,
in all material respects, in relation to the financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
February 14, 2020, on our consideration of SBWIB Inc.’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering SBWIB, Inc.’s internal control over financial reporting and compliance.

/Z‘&MA/ /{W ¢

Los Angeles, California
February 14, 2020



SOUTH BAY WORKFORCE INVESTMENT BOARD, INC.

STATEMENT OF FINANCIAL POSITION
JUNE 30, 2019

ASSETS
Cash and cash equivalents $ 1,896,663
Grants receivable 5,393,880
Investments 1,593,917
Prepaid expenses 171,558
Deposits 61,692
Inventory 20,581
TOTAL ASSETS $ 9,138,291
LIABILITIES AND NET ASSETS
LIABILITIES
Accounts and credit cards payable $ 1,949,596
Compensated absences 400,502
Payroll liabilities 791,174
Deferred revenue 57,051
TOTAL LIABILITIES 3,198,323
COMMITMENTS (Note 9)
NET ASSETS
Without donor restrictions 5,939,968
With donor restrictions -
TOTAL NET ASSETS 5,939,968
TOTAL LIABILITIES AND NET ASSETS $ 9,138,291

The accompanying notes are an integral part of these financial statements.
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SOUTH BAY WORKFORCE INVESTMENT BOARD, INC.
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2019

WITHOUT DONOR  WITH DONOR

RESTRICTIONS  RESTRICTIONS TOTAL
REVENUE
Grants - government $ 45,679,536 $ 45,679,536
Grants - others 731,657 731,657
Contributions 235,791 235,791
Rental income 276,114 276,114
Interest and dividends 61,150 61,150
Realized and unrealized gains 25,040 25,040
Other income 35,835 35,835
TOTAL REVENUE 47,045,123 47,045,123
EXPENSES
Program services 44,380,680 44,380,680
Management and general 2,494,889 2,494,889
Fundraising 79,032 79,032
TOTAL EXPENSES 46,954,601 46,954,601
INCREASE IN NET ASSETS 90,522 90,522
NET ASSETS, BEGINNING OF YEAR 5,849,446 5,849,446
NET ASSETS, END OF YEAR $ 5,939,968 $ 5,939,968

The accompanying notes are an integral part of these financial statements.
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SOUTH BAY WORKFORCE INVESTMENT BOARD, INC.
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2019

CASH FLOWS FROM OPERATING ACTIVITIES

Change in net assets $ 90,522
Adjustment to reconcile change in net assets to net cash
provided by (used in) operating activities:

Net realized and unrealized gain on investments (25,040)

Change in assets and liabilities:

(Increase) decrease in grants receivable 406,810
(Increase) decrease in prepaid expenses 54,510
Increase in deposits -
(Increase) decrease in inventory 2,249
Increase (decrease) in accounts and credit cards payable (972,131)
Increase (decrease) in compensated absences (5,272)
Increase (decrease) in payroll liabilities 188,738
Increase in deferred revenue 57,051
NET CASH USED IN OPERATING ACTIVITIES (202,563)

CASH FLOWS FROM INVESTING ACTIVITIES

Purchase/sale of investments (170,161)

NET CASH USED IN INVESTING ACTIVITIES (170,161)

NET DECREASE IN CASH (372,724)
CASH AT BEGINNING OF YEAR 2,269,387
CASH AT END OF YEAR $ 1,896,663

The accompanying notes are an integral part of these financial statements.
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SOUTH BAY WORKFORCE INVESTMENT BOARD, INC.
STATEMENT OF FUNCTIONAL EXPENSES
FOR THE YEAR ENDED JUNE 30, 2019

Advertising

Benefits

Contract services

Donations

Dues and subscriptions
Insurance

Mileage and parking
Occupancy

Office expense

Participant program training
Participant wages and related expenses
Postage

Professional fees

Salaries and related expenses
Scholarship

Supportive services

Travel

Total expenses before depreciation

Depreciation

TOTAL

PROGRAM GENERAL AND FUND-

SERVICES ADMINISTRATIVE RAISING TOTAL
$ 8,203 $ 2558 $ 750 $ 11,511
493,616 206,041 106 699,763
3,543,478 26,951 - 3,570,429
- - 8,595 8,595
6,113 18,964 - 25,077
1,812,190 381 - 1,812,571
69,813 1,964 - 71,777
954,363 355,132 - 1,309,495
665,552 135,333 21,608 822,493
3,088,900 - - 3,088,900
27,800,586 - - 27,800,586
25,064 5,292 134 30,490
73,114 48,431 - 121,545
5,682,993 1,667,815 2,558 7,353,366
- - 683 683
83,150 - - 83,150
73,545 26,027 44,598 144,170
44,380,680 2,494,889 79,032 46,954,601
$ 44,380,680 $ 2,494,889 $ 79,032 $ 46,954,601

The accompanying notes are an integral part of these financial statements.
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SOUTHBAY WORKFORCE INVESTMENT BOARD, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019

NOTE 1: NATURE OF ORGANIZATION

The South Bay Workforce Investment Board, Inc. (SBWIB, Inc.) was created on March 2, 2000, as an IRC
section 501(c)(3) public benefit corporation under the laws of the State of California primarily to design,
develop, oversee and facilitate the implementation of a comprehensive, and well-coordinated workforce
investment system in the Los Angeles region that responds rapidly and effectively to the needs of
business, industry and individuals.

Furthermore, the corporation staffs and coordinates, on an ongoing basis, a strategic workforce
investment system in order to:
o benefit the constituents of the Los Angeles region;

e develop, implement and maintain a training provider quality control process for use by employers
or individuals seeking to buy training services;

e act as the fiscal agent and administrative entity for local, state and federal workforce development
funds;

o fulfill all roles of a fiscal agent and administrative entity as outlined in the Workforce Innovation and
Opportunity Act of 2014, and other related laws, as appropriate;

e develop, administer and/or coordinate other workforce investment activities.

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Basis of Accounting

The accompanying financial statements of SBWIB, Inc. have been prepared on the accrual basis of
accounting in accordance with accounting principles generally accepted in the United States of America.

b. Classification and Reporting of Funds

Net assets, revenues, gains and losses are classified based on the existence or absence of donor or
grantor imposed restrictions. Accordingly, net assets and changes therein are classified and reported as
follows:

Net Assets Without Donor Restrictions — Net assets available for use in general operations and
not subject to donor (or certain grantor) restrictions. The governing board has designated, from
net assets without donor restrictions, net assets for an operating reserve and board-designated
endowment.

Net Assets With Donor Restrictions — Net assets subject to donor- (or certain grantor-) imposed
restrictions. Some donor-imposed restrictions are temporary in nature, such as those that will be met by
the passage of time or other events specified by the donor. Other donor-imposed restrictions are
perpetual in nature, where the donor stipulates that resources be maintained in perpetuity.
Donor-imposed restrictions are released when a restriction expires, that is, when the stipulated time
has elapsed, when the stipulated purpose for which the resource was restricted has been fulfilled, or
both.

As of June 30, 2019, there were no net assets with donor restrictions.



SOUTHBAY WORKFORCE INVESTMENT BOARD, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019
NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

c. Use of Estimates

The preparation of financial statements requires management to make estimates and assumptions that
affect the reported amounts of revenues and expenses during the reporting period and the reported
amounts of assets and liabilities at the date of the financial statements. On an ongoing basis, SBWIB,
Inc.’s management evaluates the estimates and assumptions based upon historical experience and
various other factors and circumstances; however, the actual results could differ from those estimates.

d. Cash and Cash Equivalents

Cash and cash equivalents include all cash balances and short-term highly liquid investments with an
original maturity of 90 days or less, provided these financial instruments are not subject to SBWIB, Inc.’s
investment policy. The carrying value of cash and cash equivalents approximates fair value because of the
short maturities of those financial instruments.

e. Investments

We record investment purchases at cost, or if donated, at fair value on the date of donation. The fair
value of these assets is estimated based upon publicly quoted market prices for these or similar
investments. Investment income or loss (including gains and losses on investments, interest, and
dividends) is included in the statement of activities as increases or decreases in unrestricted net assets
unless the income or loss is restricted by donor or law.

f. Inventory

Inventories consist of training workbooks that are stated at cost, determined by the first-in, first-out method
and unused prepaid bus passes/tokens for program expenses. We have provided no allowance for
inventory obsolescence.

g. Property and Equipment and Depreciation

Property and equipment are carried at cost or, if donated, at estimated fair value on the date of the gift.
SBWIB, Inc. capitalizes property and equipment with a cost of over $5,000 and estimated life of 3 years or
more. Depreciation is computed using the straight-line method over useful lives of three to ten years for
equipment and furniture. Leasehold improvements are amortized on a straight-line basis over the shorter
of the estimated useful life of the asset or the related lease term.

SBWIB, Inc. capitalizes expenditures or betterments that materially increase asset lives and charge
ordinary repairs and maintenance to operations as incurred. When assets are sold or otherwise disposed
of, the costs and related accumulated depreciation are removed from the accounts, and any resulting gain
or loss is included in operations.

h.  Fund Accounting

To ensure the observance of limitations and designations placed on the use of resources by SBWIB, Inc.,
various accounts are maintained in accordance with the principles of fund accounting. Under the fund
accounting concept, separate funds are established as needed to achieve a proper segregation and fair
presentation of those resources available for use at the discretion of the governing board (without donor
restrictions) and of those resources over which SBWIB, Inc. has little, if any, discretion as to use because
of externally imposed restrictions (with donor restrictions).



SOUTHBAY WORKFORCE INVESTMENT BOARD, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019
NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

i. Contributions and Revenue Recognition

In accordance with FASB ASC 958-605-50, revenues from contributions are recognized pursuant to the
terms specified by the donor. Contributions are recognized at the earlier of the date receipt of funds or the
date of a formal, unconditional pledge from known donors.

Unconditional contributions are measured at fair value when received or promised and reported as
unrestricted, temporarily restricted, or permanently restricted support depending on the existence and/or
nature of any donor restrictions, including inherent time restrictions. When a time restriction ends or a purpose
restriction is accomplished, temporarily restricted net assets are reclassified to unrestricted and reported in the
statement of activities as net assets released from restrictions. Donor restricted contributions whose
restrictions are met in the same reporting periods are reported as unrestricted support.

j- Donated Materials and Services

SBWIB, Inc. received donations of time and materials for which no objective basis is available to obtain a
measure of value. Therefore, no amounts have been included in the accompanying financial statements.

k. Expense Recognition and Allocation

The cost of providing SBWIB, Inc.’s programs and other activities is summarized on a functional basis in the
statements of activities and statements of functional expenses. Expense that can be identified with a specific
program or support service are charged directly to that program or support service. Costs common to multiple
functions have been allocated among the various functions benefited on the basis of periodic time or usage
studies.

Accordingly, certain costs have been allocated to program services, management and general or
fundraising services. The functional classifications are defined as follows:

e Program service expenses consist of costs that are either directly or indirectly allocable to its
stated mission and program.

e Support services — general and administrative expenses include those costs that are not directly
identifiable with any specific program, but which provide for the overall support and direction of
SBWIB, Inc.

e Fundraising expenses are expensed as incurred, even though they may result in contributions
received in future years. SBWIB, Inc. generally does not conduct its fundraising activities in
conjunction with its other activities. In the few cases in which it does, such as when the annual
report or donor acknowledgements contain requests for contributions, joint costs have been
allocated between fundraising and general and administrative expenses in accordance with
standards for accounting for costs of activities that include fundraising. Additionally, advertising
costs are expensed as incurred.



SOUTHBAY WORKFORCE INVESTMENT BOARD, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019

.  Income Taxes

SBWIB, Inc. is organized as a California nonprofit corporation and has been recognized by the IRS as
exempt from federal income taxes under IRC Section 501(a) as organizations described in IRC Section
501(c)(3), qualify for the charitable contribution deduction under IRC Sections 170(b)(1)(A)(vi) and has
been determined not to be private foundation under IRC Sections 509(a). SBWIB, Inc. is annually required
to file a Return of Organization Exempt from Income Tax (Form 990) with the IRS. In addition, SBWIB, Inc.
is subject to income tax on net income that is derived from business activities that are unrelated to their
exempt purposes.

We have determined that SBWIB, Inc. is not subject to unrelated business income tax and, therefore, has
not filed an Exempt Organization Business Income Tax Return (Form 990-T) with the IRS.

SBWIB, Inc. adopted the provisions of FASB interpretation No. 48 (FIN 48). FIN 48 addresses the
accounting for uncertainty in income taxes recognized in an enterprise’s financial statements and
prescribes a threshold of more likely than not for recognition of tax benefits of uncertain tax positions taken
or expected to be taken in a tax return. FIN 48 also provides related guidance on measurement,
derecognition, classification, interest and penalties and disclosure. FIN 48 did not have a material impact
on SBWIB, Inc.’s financial position, results of operations, or cash flows.

GAAP provides accounting and disclosure guidance about positions taken by an organization in its tax
returns that might be uncertain. Management has considered its tax positions and believes that all of the
positions taken by SBWIB, Inc. in its federal and state exempt organization tax returns are more likely than
not to be sustained upon examination. SBWIB, Inc. is subject to examination by federal and state taxing
authorities, generally for three and four years, respectively, after the tax returns are filed.

NOTE 3: GRANTS RECEIVABLE

Grants receivable represent amounts due from various governmental agreements wherein services are
performed under the contractual program guidelines. The amounts reflected as Grants Receivable are
amounts due and owing for services performed and billed under the terms of the contracts. Since the
receivables are due from governmental entities that have no history of nonpayment or default,
management believes the total amount is wholly collectible and no reserve for uncollectible amounts was
reflected in these financial statements.

The total grants receivable as of June 30, 2019 was $5,393,880.

NOTE 4: INVESTMENTS

Marketable Securities

SBWIB, Inc. accounts for investments in marketable securities under FASB ASC 958-320. In accordance
with FASB ASC 958-320, investments in equity securities with readily determinable fair values and all
investments in debt securities are reported at fair value with realized and unrealized gains and losses
included in the statement of activities.

As of June 30, 2019, this account is presented at market value and consists of bond funds, insurance and
annuities amounting to $1,593,917.
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SOUTHBAY WORKFORCE INVESTMENT BOARD, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019
NOTE 4: INVESTMENTS (continued)

Investment income at June 30, 2019 is comprised of the following:

Amount

Interest and dividends $ 61,150
Realized and unrealized gains 25,040
Investment income  $ 86,190

Fair Value Measurements

SBWIB, Inc. follows FASB ASC 820-10-50, for its financial instruments measured at fair value on a
recurring basis. FASB ASC 820-10-50 provides a framework for measuring fair value under generally
accepted accounting principles, expands disclosures about fair value measurements, and establishes a
fair value hierarchy that requires an entity to maximize the use of observable inputs and minimize the use
of unobservable inputs when measuring fair value.

The fair value hierarchy can be summarized as follows:

Level 1 Inputs are quoted market prices (unadjusted) in active markets for identical assets or
liabilities that the entity has the ability to access at the measurement date.

Level 2 Inputs other than quoted prices within Level 1 that are observable, either directly or
indirectly such as quoted prices for similar assets or liabilities. In active markets or inactive
markets, or inputs other than quoted prices that are observable for the asset or liability.

Level 3 Inputs are unobservable. Valuation for assets and liabilities that are derived from other
valuation methodologies, including option pricing models, discounted cash flow models
and similar techniques, and not based on market exchange, dealer, or broker traded
transactions. Level 3 valuation incorporate certain assumptions and projections in
determining the fair value assigned to such assets or liabilities.

SBWIB, Inc. uses appropriate valuation techniques based on the available inputs to measure the fair value
of their investments. When available, SBWIB, Inc. measures fair value using Level 1 inputs because they
generally provide the most reliable evidence of fair value. Level 3 inputs are only used when Level 1 or
Level 2 inputs are not available.

The use of different methodologies or assumptions to determine the fair value of certain financial
instruments could result in a different fair value measurement at the reporting date. The valuation levels
are not necessarily an indication of the risk or liquidity associated with the underlying investments.

SBWIB, Inc.’s investments measured at fair value on a recurring basis are summarized below:

Fair Value Fair Value at
Financial Instrument Hierarchy June 30, 2019
Publicly traded bonds Level 1 $ 1,424,818
Insurance and annuities Level 2 169,099
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SOUTHBAY WORKFORCE INVESTMENT BOARD, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019

NOTE 5: PREPAID EXPENSES

Prepaid expenses consist of amounts paid in advance for items that had not yet occurred as of the end of
the fiscal year period. The prepaid expenses included the rent paid in advance, prepaid insurance
premiums, etc. As of June 30, 2019, the amount of SBWIB, Inc.’s prepaid expenses was $171,558.

NOTE 6: DEPOSITS

As of June 30, 2019, SBWIB, Inc. paid security deposits in the total amount of $61,692 which are held by
the lessors of the various office premises. The security deposits will be refunded to SBWIB, Inc. upon
expiration of the leases.

NOTE 7: COMPENSATED ABSENCES

Compensated absences consist of vacation and other compensated absences with similar characteristics
that were earned but not used during the current or prior periods and for which employees can receive
compensation in a future period. Benefits that have been earned but are expected to lapse and thus not
result in compensation to employees are not accrued as a liability. Benefits that have been earned but are
not yet available for use as paid time off or as some other form of compensation because employees have
not met certain conditions (i.e., a minimum service period for new employees) are accrued to the extent it
is probable that the employees will meet the conditions for compensation in the future. As of June 30,
2019, compensated absences amounted to $400,502.

NOTE 8: DEFERRED REVENUE

Deferred revenue is comprised of payments received in 2019 for programs yet to be completed through
June 30, 2020. As of June 30, 2019, deferred revenue amounted to $57,051.

NOTE 9: COMMITMENTS

Office Lease: Main Office — Hawthorne

SBWIB, Inc. leases its primary office space in Hawthorne under a five-year operating lease commencin%
on November 16, 2010. On September 2, 2014, the lease term was extended until August 31, 2016. A 6'
amendment to the lease dated January 28, 2016 extended the lease term until August 31, 2019 reflecting
a current base lease rate at $20,897.48 per month, plus $2,200 common areas maintenance fee per
month.

Future annual minimum lease payments are as follows:

July 1 - August 31, 2019 $ 41,795
$ 41,795

Rent expense for the year ended June 30, 2019 amounted to $281,562.
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SOUTHBAY WORKFORCE INVESTMENT BOARD, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019
NOTE 9: COMMITMENTS (continued)

Office Lease: Inglewood One-Stop (I0S)

In August 2010, SBWIB, Inc. entered into a lease agreement to rent premises consisting of 27,873 square
feet with a lease rate of $11,149 per month. The term of the agreement commenced on September 1,
2010 and ended on August 31, 2015.

On February 1, 2012, SBWIB, Inc. entered into a 3" amendment to lease agreement to add Suite 420 with
the term commencing on February 1, 2012 and ended on December 31, 2014.

On October 3, 2012, SBWIB, Inc. entered into a 4™ amendment to lease agreement to add Suite 270 with
the term commencing on November 1, 2012 and ended on December 31, 2014.

On March 7, 2015, the 5™ amendment to the lease extended the term until August 31, 2016.
On September 1, 2016, SBWIB, Inc. entered into a 6" amendment that extended the term for a period of
five (5) years, to August 31, 2021. A 7" amendment to the lease agreement was signed to correct error in

computation of the space leased.

Future annual minimum lease payments are as follows:

Year end June 30, 2020 $ 592,444
Year end June 30, 2021 620,881
July 1 - August 31, 2021 104,270

$ 1,317,595

Rent expense for the year ended June 30, 2019 amounted to $681,689.

Office Lease: Gardena One-Stop

In December 2014, SBWIB, Inc. entered into an assignment of lease to rent premises consisting of
approximately 3,238 square feet located at Gardena, California with a lease rate of $4,723 per month. The
term of the agreement commenced on January 1, 2014 and ended on June 30, 2016.

On July 1, 2016 SBWIB, Inc. entered into the 1% amendment to the lease agreement to extend the period
of the lease to June 30, 2017 with a lease rate of $4,850 per month.

On July 1, 2017 SBWIB, Inc. entered into a new amendment to the lease agreement to expand the
premises and extend the period of the lease to October 31, 2022, with a lease rate of $7,265 per month.

Future annual minimum lease payments are as follows:

Year end June 30, 2020 $ 87,180
Year end June 30, 2021 87,180
Year end June 30, 2022 87,180
July 1 — October 31, 2022 29,060

$ 290,600

Rent expense for the year ended June 30, 2019 amounted to $87,862.
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SOUTHBAY WORKFORCE INVESTMENT BOARD, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019
NOTE 9: COMMITMENTS (continued)

Office Lease: Torrance One-Stop

On July 1, 2015 SBWIB, Inc. entered into a lease agreement to rent premises consisting of approximately
3,317 square feet with a lease rate of $4,245.75 per month. The term of the agreement commenced on
July 1, 2015 and is ongoing.

Future annual minimum lease payments are as follows:

Year end June 30, 2020 $ 50,949
$ 50,949

Rent expense for the year ended June 30, 2019 amounted to $50,949.

Facility Cost-Share: Pomona One-Stop

On December 1, 2015 SBWIB, Inc., entered into a Memorandum of Understanding with the San Gabriel
Valley Conservation Corps (SGVCC) to pay a percentage of total facility costs calculated on the
percentage of SBWIB, Inc. and SGVCC staff occupying the facility. The term of the agreement started on
December 1, 2015 and is ongoing.

Future annual minimum lease payments are as follows:

Year end June 30, 2020 $ 12,083
$ 12,083

Facility cost-share expense for the year ended June 30, 2019 amounted to $12,083.

Office Lease: Lennox One-Stop

On September 1, 2018 SBWIB, Inc. entered into a lease agreement to rent premises consisting of a
modular unit located at 5021 Lennox Blvd., in Lennox, CA, with a lease rate of $1,389.46 per month, and
after January 1, 2019, at the lease rate of $1,395.80. The term of the agreement is month to month.

Future annual minimum lease payments are as follows:

Year end June 30, 2020 $ 16,749
$ 16,749

Rent expense for the year ended June 30, 2019 amounted to $13,929.

Summary

SBWIB, Inc.’s total aggregate rent expense for the year ended June 30, 2019 for all leased properties
amounted to $1,128,074 which was included in the Occupancy expense totaling $1,309,495.
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SOUTHBAY WORKFORCE INVESTMENT BOARD, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019

NOTE 10: CONTINGENCIES

From time to time, SBWIB, Inc. may be involved in litigation that arises in the ordinary course of business.
There are no pending legal proceedings to which SBWIB Inc. is a party for which management believes
the ultimate outcome would have a material adverse effect as of June 30, 2019.

NOTE 11: RENTAL INCOME

SBWIB, Inc. entered into several sublease agreements with several different entities at their premises in
the cities of Inglewood and Hawthorne, both located in Los Angeles County.

SBWIB, Inc. entered into a sublease agreement with the State of California’s Employment Development
Department (“EDD”) on October 12, 2011 at $11,657 per month. The lease covers approximately 6,301
square feet of space on the 1%, 3" & 5" floors at their premises on 110 South La Brea Avenue, Inglewood,
California. This agreement allows the EDD to terminate the sublease at any time effective on or after
August 31, 2016 at which time, absent a formal extension of the lease agreement shall become a
month-to-month lease. Total rental income for the year ended June 30, 2019 for the EDD agreement was
$139,882.

SBWIB, Inc. entered into a month-to-month sublease agreement with New Opportunities Charter School
(“School”) on October 8, 2014. The lease covers approximately 1,105 square feet of space on the 3" floor
at their premises on 110 South La Brea Avenue, Inglewood, California. The monthly rent was $2,312.17
from July to October 2018 and $2,378.69 from November 2018. On September 17, 2017, another
agreement was entered into for 837 sq. ft. at 16801 S Western Avenue, in Gardena, California. The
monthly rent is $2,383. Total rental income for the year ended June 30, 2019 for the two School
agreements was $56,940.

SBWIB, Inc. entered into a month-to-month sublease agreement with PDA Consulting Group (“PDA”) on
November 23, 2016 at $1,372 per month. The lease covers approximately 679 square feet of space on the
4th floor at their premises on 110 South La Brea Avenue, Inglewood, California. Total rental income for
the year ended June 30, 2019 for the lease agreement was $16,464.

SBWIB, Inc. entered into a sublease agreement with Friends Outside LA County on October 1, 2017. The
lease covers approximately 524 square feet of space on the 2" floor, at the premises on 110 South La
Brea Avenue, Inglewood, California. Monthly rent is $995.16 through August 31, 2018 and $1,021 after
this date, through September 30, 2019. Total rental income for the year ended June 30, 2019 under this
lease agreement was $12,200.

SBWIB, Inc. entered into a month-to-month sublease agreement with Propath Incorporated (“Propath”) on
July 1, 2018 at $1,795.70 per month. The lease covers approximately 354 square feet of space on 1220
Engracia Avenue, in Torrance, California. Total rental income for the year ended June 30, 2019 under
the lease agreement was $21,548.

SBWIB, Inc. entered into a month-to-month sublease agreement with the Department of Rehabilitation
(DOR) on July 1, 2016 at $408.73 per month. The lease covers approximately 94 square feet of space on
16801 S Western Avenue, in Gardena, California. Total rental income for the year ended June 30, 2019
for the lease agreement was $4,905.
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SOUTHBAY WORKFORCE INVESTMENT BOARD, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019

NOTE 11: RENTAL INCOME (continued)

SBWIB, Inc. entered into a month-to-month sublease agreement with Visionary ldeas, Inc. on March 1,
2019 at $1,684.28 per month. The lease covers approximately 1,904 square feet of space on 5021 Lennox
Blvd., in Lennox, California. Total rental income for the year ended June 30, 2019 for the lease
agreement was $6,737.

SBWIB, Inc.’s total aggregate rental income from subleases for the year ended June 30, 2019 amounted
to $259,100, including reimbursements for phones and internet expenses totaling $276,114.

NOTE 12: PENSION PLAN

Effective September 1, 2010, SBWIB, Inc. adopted a defined contribution pension plan under IRC 403(b)
for all employees working full-time for a minimum of three (3) months. Upon becoming an eligible
participant in SBWIB, Inc.’s California Tax Deferred Annuity Plan (the “Plan”), the employee can contribute
up to a maximum of 20% of their wages subject to various IRS limitations. SBWIB, Inc. provides a
contribution match of up to 100% of each employee’s contribution and subject to a three (3) year vesting
schedule (i.e. 33%, 66%, and 100%).

For the fiscal year ended June 30, 2019, contributions were made by the employer in the amount of
$256,121 and by the employees in the amount of $280,576. The administrative expenses charged to the
benefits pension plan was $1,250.

NOTE 13: ADVERTISING

Advertising costs are expensed as incurred and included in the statement of functional expenses.
Advertising expense for the fiscal year ended June 30, 2019 was $11,511.

NOTE 14: CONCENTRATION OF RISKS

Financial instruments, which potentially subject SBWIB, Inc. to concentrations of credit risk, consist of
cash, investment and grants receivable. Cash accounts are insured by the Federal Deposit Insurance
Corporation (FDIC) up to $250,000 per institution. At June 30, 2019, SBWIB, Inc. had $1,646,663 of
uninsured cash bank balances.

Investment accounts are protected by the Securities Investors Protection Corporation (SIPC) up to
$500,000 per SIPC member. At June 30, 2019, SBWIB, Inc. had investments amounting to $924,818
which were not protected under SIPC.

SBWIB, Inc. derives approximately 95% of its revenues from the federal government. While each federal
program individually may not pose a threat of a severe impact, the group concentration on the federal
government as a whole might reasonably make SBWIB, Inc. vulnerable to financial risk in the event such
federal funding is materially decreased.
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SOUTHBAY WORKFORCE INVESTMENT BOARD, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019

NOTE 15: FUNCTIONALIZED EXPENSES

The financial statements report certain categories of expenses that were attributed to more than one
program or supporting function. Therefore, expenses required allocation on a reasonable basis that was
consistently applied. The expenses that were allocated include occupancy, depreciation, and amortization,
which were allocated generally on a square footage basis, as well as salaries and wages, benefits, payroll
taxes, professional services, office expenses, information technology, interest, insurance, and others,
allocated on the basis of estimates of time and effort.

NOTE 16: RELATED PARTY TRANSACTIONS

There were no related party transaction for the year ended June 30, 2019.

NOTE 17:  LIQUIDITY AND AVAILABILITY

Financial assets available for general expenditure, that is, without donor or other restrictions limiting their
use, within one year of the balance sheet date, comprise the following:

Cash and Cash Equivalents $ 1,896,663
Grants Receivable 5,393,880
Investments 1,593,917

Total $ 8,884,460

As part of SBWIB, Inc.’s liquidity management plan, cash is retained in excess of daily requirements in
short-term instruments such as, CDs, and money market funds. Occasionally, the Board may designate a
portion of any operating surplus (if any) to its investments, which totaled $1,593,917 as of June 30, 2019.

NOTE 18 — NEW ACCOUNTING PRONOUNCEMENTS

In August 2016, the FASB issued ASU 2016-14. Not-for-Profit Entities (Topic 958). The main provisions of this
update, which amend the requirements for financial statements and notes in topic 958, Not-for-Profit Entities,
which are anticipated to impact the SBWIB, Inc require a not-for-profit to:

1) Present net assets and the changes in net assets for two classes of net assets, net assets with
restrictions and net assets without restrictions, rather than for the currently required three classes.

2) Provide enhanced disclosures regarding: the amounts and purposes of governing board
designations that result in self-imposed limits on the use of resources, the composition of net
assets with restrictions and how the restrictions affect the use of resources, qualitative Information
that communicates how the not-for-profit manages its liquid resources available to meet cash
needs within one year of the statement of financial position date, and the methods used to allocate
costs among program and support functions.

This amendment is effective for annual reporting periods beginning after December 15, 2017, and interim
periods within annual periods beginning after December 15, 2018. Early application of the amendments in
this update is permitted. The amendments in this update were applied to these financial statements.

17



SOUTHBAY WORKFORCE INVESTMENT BOARD, INC.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019

NOTE 19: SUBSEQUENT EVENTS
In accordance with ASC 855, subsequent events through February 14, 2020, the date of these financial

statements were evaluated. There were no other material subsequent events that required recognition or
additional disclosure in these financial statements.
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SOUTH BAY WORKFORCE INVESTMENT BOARD, INC
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE YEAR ENDED JUNE 30, 2019

CFDA Pass-through Amount Paid to
Federal Grantor/Pass-Through Grantor/ Program Title Number Grantor's No. Expenditures  Subrecipients
Direct Grants
U.S. Department of Labor
Youth Build 17.274  YB-26240-14-60-A-6 $ 451,497 $ 125,483
LEAP 2 17.270  PE-29003-16-60-A-6 189,736 95,618
Total U.S. Department of Labor - Direct Grants 641,233 221,101
U.S. Department of Labor
Workforce Investment Act /Workforce Innovation and Opportunity Act Cluster
Passed through the State of California EDD
DW, RR 17.278 K9110051 2,301,903 268,951
Adults 17.258 K9110051 1,477,921 -
Youth 17.259 K9110051 1,621,254 -
Rapid Reemployment 17.278 K7102065 381,321 61,727
VEAP 17.258 K7102065 200,030 -
Disability Employment Accelerator 17.258 K8106672 82,397 5,000
Technology 17.258 K7102065 4,798 -
Trade and Economic Transition 17.278 K9110051 345,255 97,831
Accelerator 17.258 K9110051 51,199 8,849
Total Passed through the State of California EDD 6,466,078 442,358
Passed through the City of Pasadena (Foothill)
Adult 17.258 31069/31336 228,441
Youth 17.259 31069/31336 2,495
DW, Vets, Hire Path 17.278 31069/31336 465,910
Total Passed through the City of Pasadena 696,846
Passed through the County of Los Angeles
ITA Contract - Adult 17.258 ETPL171901 45,000
ITA Contract - DW 17.278 ETPL171901 45,000
Total Passed through the County of Los Angeles 90,000
Passed through City of Los Angeles
Regional Planning Unit I-TRAIN 17.258 C-131788/T6367 27,000
Regional Planning Unit RN Special Training 17.258 C-131788/T6367 69,128 45,000
Regional Planning Unit RN Aeroflex Preapprentice 17.258 C-131788/T6367 42,201 23,443
Regional Planning Unit RN P3 Initiative 17.258 C-131788/T6367 34,258
Total Passed through City of Los Angeles 172,587 68,443
Passed through SELACO WIB
Regional Training 17.258 149004 26,282
Total Passed through SELACO WIB 26,282
Total WIA / WIOA Cluster 7,451,793 510,801

The accompanying notes are an integral part of this schedule
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SOUTH BAY WORKFORCE INVESTMENT BOARD, INC
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2019

CFDA Pass-through Amount Paid to
Federal Grantor/Pass-Through Grantor/ Program Title Number Grantor's No. Expenditures  Subrecipients
Passed through Friends Outside LA County
Passport to Success 17.270 16-W029 102,416
Total Passed through Friends Outside LA County 102,416
Passed through Youth Build USA
Americorp 94.006 16NDHMA0010029 98,484
Mentoring 16.726 #2016-JU-FX-0011 37,465
Total Passed through Youth Build USA 135,949
Total U.S. Department of Labor 8,331,391 731,902
U.S. Department of Housing
Passed through Los Angeles County CDBG: HRRP 14.218 109739 121,014
Total Passed through Los Angeles County CDBG 121,014
Total U.S. Department of Housing 121,014
U.S. Department of Transportation
Passed through CalTrans - Caltrans 20.205 88A0128 239,680
Total Passed through Caltrans 239,680
Total U.S. Department of Transportation 239,680
U.S. Department of Health and Human Services
Passed through Los Angeles County
Single Allocation - GAIN 93.558 WTW16-001 1,061,469 -
Single Allocation - STEP 93.558 WTW16-001 31,384,788 1,909,600
Single Allocation - Workstudy 93.558 WTW16-001 1,719,623 -
Single Allocation - DCFS 93.558 WTW16-001 727,007 70,800
Single Allocation - GROW 93.558 WTW16-001 719,335 58,900
Single Allocation - DCFS Probation 93.558 WTW16-001 191,051 6,000
Single Allocation - Youth Jobs 93.558 IA-0314 192,905 -
Total U.S. Department of Health and Human Services 35,996,178 2,045,300
FEDERAL AWARDS TOTAL $ 44,688,263 $ 2,777,202

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

NOTE A - BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards (the "SEFA") includes the federal award activity of SBWIB, Inc. under
programs of the federal government for the year ended June 30, 2019. The information in this SEFA is presented in accordance with
the requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and
Audit Requirements for Federal Awards (Uniform Guidance). Because the SEFA presents only a selected portion of the operations of
SBWIB, Inc., it is not intented to and does not present the financial position, activitites, or cash flows of SBWIB, Inc.

The accompanying notes are an integral part of this schedule
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SOUTH BAY WORKFORCE INVESTMENT BOARD, INC
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2019

CFDA Pass-through Amount Paid to
Federal Grantor/Pass-Through Grantor/ Program Title Number Grantor's No. Expenditures  Subrecipients

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Expenditures reported on the SEFA are reported on the accrual basis of accounting. Such expenditures are recognized following the
cost principles contained in the Uniform Guidance, wherein certain types of expenditures are not allowable or are limited as to
reimbursement. Negative amounts shown on the SEFA represent adjustments or credit made in the normal course of business to
amounts reported as expenditures in prior years.

NOTE C - INDIRECT COST RATE

SBWIB, Inc. did not elect the use of the 10-percent de minimis indirect cost rate allowed under the Uniform Guidance.

The accompanying notes are an integral part of this schedule
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SOUTH BAY WORKFORCE INVESTMENT BOARD, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2019

Section | - Summary of Auditor's Results
Financial Statements

Type of auditor's report issued on whether the
financial statements audited were prepared in

accordance with GAAP Unmodified
Internal control over financial reporting:
1) Material weakness(es) identified? yes X no
2) Significant deficiency(ies) identified? yes X none reported

Noncompliance material to financial
statements noted? yes X no

Federal Awards
Internal control over major programs:

1) Material weakness(es) identified? yes X no

2) Significant deficiency(ies) identified? yes X none reported
Type of auditor's report issued on compliance

for other major programs: Unmodified

Any audit findings disclosed that are required
to be reported in accordance with
2CFR 200.516(a)? yes X no

Identification of Major Programs:

CFDA Number Name of Federal Program or Cluster
17.274 U.S. Department of Labor - Youth Build (Direct Grant)
14.218 U.S. Department of Housing

Passed through Los Angeles County CDBG - HRRP

20.205 U.S. Department of Transportation
Passed through CalTrans - Caltrans

93.558 U.S. Department of Health and Human Services - LA County Single Allocation
(GAIN, STEP, Workstudy, DCFS, GROW, DCFS
Probation, Youth Jobs)

Dollar threshold used to distinguish between Type A and
Type B programs: $1,340,648

Auditee qualified as low-risk auditee? X yes no

Section Il - Financial Statement Findings
None reported.
Section lll - Federal award Findings and Questioned Costs

None reported.
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SOUTH BAY WORKFORCE INVESTMENT BOARD, INC.
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS AND CORRECTIVE ACTION PLAN
YEAR ENDED JUNE 30, 2019

There were no prior audit findings and no corrective action plan.
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- . Los Angeles, California 90071
Certified Public Accountants Tel: 213-972-4033  Fox: 213-972-4034

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

To the Board of Directors of
South Bay Workforce Investment Board, Inc.
Hawthorne, California

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 South Bay
Workforce Investment Board, Inc. (SBWIB, Inc.), a nonprofit organization, which comprise the
statement of financial position as of June 30, 2019, and the related statements of activities, and cash
flows for the fiscal year then ended, and the related notes to the financial statements, and have issued
our report thereon dated February 14, 2020.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered SBWIB, Inc.'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 opinion on the financial statements, but not for
the purpose of expressing an opinion on the effectiveness of SBWIB, Inc.'s internal control.
Accordingly, we do not express an opinion on the effectiveness of the SBWIB, Inc.'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 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.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether SBWIB, Inc.'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 no instances of honcompliance or other
matters that are required to be reported under Government Auditing Standards.
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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
organization’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering SBWIB, Inc.'s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

This report is intended solely for the information and use of SBWIB, Inc.'s Board of Directors and

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

g _—
Ay, ﬂéf/”?“ t &
Los Angeles, California
February 14, 2020
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY THE UNIFORM GUIDANCE

To the Board of Directors of
South Bay Workforce Investment Board, Inc.
Hawthorne, California

Report on Compliance for Each Major Federal Program

We have audited South Bay Workforce Investment Board, Inc.'s (SBWIB, Inc.) compliance with the types
of compliance requirements described in the OMB Compliance Supplement that could have a direct and
material effect on each of SBWIB, Inc.’s major federal programs for the fiscal year ended June 30, 2019.
SBWIB, Inc.'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 SBWIB, Inc.’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 requirements 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
SBWIB, Inc.’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 each major
federal program. However, our audit does not provide a legal determination of SBWIB, Inc.’s compliance.

Opinion on Each Major Federal Program
In our opinion, SBWIB, Inc. complied, in all material respects, with the types of 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, 2019.
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Report on Internal Control over Compliance

Management of SBWIB, Inc. 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 SBWIB Inc.’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 the 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 SBWIB, Inc.’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.

7 Fegos
AwoMa, fegopl 4 4
Los Angeles, California
February 14, 2020
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