
CITY OF EL CERRITO 

MEMORANDUM ON INTERNAL CONTROL 
AND 

REQUIRED COMMUNICATIONS 

FOR THE YEAR ENDED 
JUNE 30, 2015 

·····························-········ 

l lPage 



CITY OF EL CERRITO 
MEMORANDUM ON INTERNAL CONTROL 

AND 
REQUIRED COMMUNICATIONS 

For the Year Ended June 30, 2015 

Table of Contents 

Memorand um on Internal Control .................................................................................................................... 1 

Schedule of Material Weaknesses ............................................................................................................ 3 

Schedule of Significant Deficiencies ..................................................................................................... .. 7 

Schedule of Other Matters ...................................................................................................................... 11 

Status of Prior Year Schedule of Material Weaknesses ............................................................................ . 

Status of Prior Year Schedule of Significant Deficiencies .................................................................... 17 

Status of Prior Year Schedule of Other Matters .................................................................................... 31 

Required Communications .............................................................................................................................. 41 

Significant Audit Findings .......................................................................................................................... 41 

Accounting Policies ............................................................................................................................... 41 

Unusual Transactions, Controversial or Emerging Areas ................................................................... 42 

Estimates ..................................................................... ............................................................................ 44 

Disclosures ....................................................................... ...................................................................... 45 

Difficulties Encountered in Performing the Audit ............................................................................... 45 

Corrected and Uncorrected Misstatements ........................................................................................... 45 

Disagreements with Management ......................................................................................................... 46 

Management Representations ................................... ..................................................................... ....... 46 

Management Consultations with Other Independent Accountants ..................................................... 46 

Other Audit Findings or Issues ................................... ........................................................................... 46 

Other Information Accompanying the Financial Statements .................................................................... 46 

2 [Pag e 



MEMORANDUM ON INTERNAL CONTROL 

To the City Council of 
the City of El Cerrito, California 

We have audited the basic financial statements of the City of El Cerrito, California, for the year ended 
June 30, 2015, and have issued our report thereon dated February 26, 2016. In planning and performing 
our audit of the basic financial statements of the City, in accordance with auditing standards generally 
accepted in the United States of America, we considered the City' s internal control over financial 
reporting (internal control) as a basis for designing our auditing procedures that are appropriate in the 
circumstances for the purpose of expressing our opinions on the financial statements, but not for the 
purpose of expressing an opinion on the effectiveness of the City' s internal control. Accordingly, we do 
not express an opinion on the effectiveness of the City's internal control. 

Our consideration of internal control was for the limited purpose described in the preceding paragraph 
and was not designed to identify all deficiencies in internal control that might be material weaknesses or 
significant deficiencies and, therefore, material weaknesses or significant deficiencies may exist and that 
were not identified. In addition, because of inherent limitations in internal control, including the 
possibility of management override of controls, misstatements due to error or fraud may occur and not be 
detected by such controls. However, we identified certain deficiencies in internal control that we consider 
to be material weaknesses that are included on the Schedule of Material Weaknesses and the Status of 
Prior Year Schedule of Material Weaknesses. 

A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to prevent, or 
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or a combination 
of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement 
of the City's financial statements will not be prevented, or detected and corrected on a timely basis. 

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less 
severe than a material weakness, yet important enough to merit attention by those charged with 
governance. We identified certain deficiencies in internal control that we consider to be significant 
deficiencies that are included on the Schedule of Significant Deficiencies and the Status of Prior Year 
Schedule of Significant Deficiencies. 

Included in the Schedule of Other Matters are recommendations not meeting the above definitions that we 
believe to be of potential benefit to the City. 

Management responses included in this report have not been subjected to the audit procedures applied in 
the audit of the financial statements and, accordingly, we express no opinion on them. 

This communication is intended solely for the information and use of management, City Council, others 
within the organization, and agencies and pass-through entities requiring compliance with generally 
accepted Government Auditing Standards , and is not intended to be and should not be used by anyone 
other than these specified parties. 

Pleasant Hill, California 
February 26, 2016 
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2015-01 

CITY OF EL CERRITO 
MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF MATERIAL WEAKNESSES 

Cash and Available Fund Balances for General Fund and Capital Improvement 
Funds and Interfund Borrowings 

As discussed in comments from prior years (2014-01, 2013-03 and 2012-04), the City's General Fund 
budget and liquidity remain a significant concern and while it appears the financial health of the General 
Fund has improved slightly, cash and fund balance levels remain low. As of June 30, 2015, the General 
Fund has a cash balance of only $1 and City-wide, unrestricted cash balances total only $286,457. 
General Fund unassigned fund balances amounted to $1.3 million - in consideration that the General 
Fund's budgeted expenditures for fiscal year 2014-2015 was $28.6 million, this is a very low level of 
available resources. 

In addition, the Capital Improvement Fund's fund deficit amounted to $1.4 million as of June 30, 2015, 
which is an increase of almost $400 thousand over prior year. 

The cash balances of both of these funds remained depleted due to short-term cash borrowings from other 
City funds. The General Fund and Capital Improvement Fund had borrowed $2.2 million from other 
funds as of fiscal year end, including borrowing from restricted funding resources such as the Integrated 
Waste Management Enterprise Fund and the Municipal Services Corporation Special Revenue Fund. 

During this year's audit, we again reviewed the City's financial condition and satisfied ourselves that the 
City had sufficient resources available to fund operations through June 30, 2016. Although the City 
continues to issue Tax Revenue Anticipation Notes to supplement cash temporarily during the fiscal year, 
if spending at current levels without an increase in resources were to continue, it reduces the likelihood 
that the City will have sufficient cash resources available. 

In reviewing the City's adopted budget for 2016, it appears the City is expecting a shortfall within the 
General Fund of $92 thousand , leaving a positive fund balance of $1.5 million. The capital improvements 
program is projecting $2.8 million in expenditures. The City should continue reviewing the current 
capital projects outstanding to determine if any of them can be delayed since sufficient funding does not 
appear to be currently available. Any projects that are grant funded must be accompanied by timely grant 
reimbursement requests to alleviate the cash flow problem. TO BE REMOVED- OLD BUDGET 
INFO. UPDATED INFO SENT TO VIK. 

The City should continue to monitor actual revenues and expenditures to ensure they are in line with 
expected results. Close management and comparison of actual activity against the budget must continue 
to be employed to ensure further costs reductions are made as necessary. All increases in expenditures 
should be specifically approved through the budget amendment process to ensure cash resources are 
available to fund the increase. 

Management's Response: 
The City has taken steps to increase the General Fund reserve. The City adopted the FY 2015-16 budget 
that included a 6% reserve. During the mid-year review, staff now projects a 9% reserve by year-end. 

While the General Fund only had a balance of $1, it also had accounts receivables totaling $3.2 million. 
The outstanding revenue included sales tax, franchise fees, utility users fees and other like revenues for 
June. Unlike reimbursements for expenditures that require the City prepare and submit invoice, these 
revenues are sent to the City by the agency directly. They don't require any action by the City and there 
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are no additional measures the City can take to collect these revenues any sooner. The month needs to 
close and then the City must wait for the revenues to be sent within the next 30-60 days. 

In addition to waiting on $3 .2 million in outstanding revenue, a $5 million payment in May was required 
to repay the TRAN . This put a significant drain on cash. 

Even with a 15% reserve , it isn't likely that the City would have a large enough surplus of cash that 
wasn't being used to bridge the gap between the year -end payment of invoices and waiting for large 
revenues that won't be received until late July of August. 
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2015-02: 

CITY OF EL CERRITO 
MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF MATERIAL WEAKNESSES (Continued) 

Timeliness and Accuracy of Year-End Close 

The City should strive to limit the amounts and numbers of adjusting journal entries (AJEs) after year end 
closing. It is crucial that control procedures be maintained throughout the year in order to produce 
accurate and timely financial data. See comment #2015-03 for a related discussion on internal controls 
over major transactions cycles and accounting processes. 

The City has experienced a significant amount of turnover within its Finance Department and key 
accounting positions have been vacant or filled with temporary personnel with little experience in 
governmental accounting. As a result, this had a significant impact on the fiscal year 2015 year-end audit 
in spite of staffs diligence and providing full cooperation to our audit. · 

There was a delay in commencing the audit fieldwork as staff had to go back to re-reconcile its cash 
statements for the fiscal year, which impacts many account balances. Once the audit commenced, there 
were still a significant number of audit adjustments that had to be posted as many of the account balances 
were materially misstated. This is caused by a lack of capacity and experience within the Finance 
Department, as transactions are not being properly reviewed throughout the year, reconciliations are not 
being performed timely and no analytical review of the account balances is being performed by Finance 
on a regular basis. 

The above condition delayed the completion of the close which increases the risk that errors may go 
undetected by staff and corrections may not be made in a timely manner. Audit effort was substantially 
increased in response to these increased risks. 

We recommend the City put forward the appropriate resources to fill vacant positions for the key 
accounting positions, and strive to attain personnel with governmental accounting backgrounds who can 
analyze the account balances on a regular basis. The City should also review and redesign its accounting 
procedures in order to achieve a more timely and accurate close of its books in fiscal year 2016. Consider 
the items noted in comment #2015-03 and ensure the various accounting processes have someone with 
the proper background designated to review the major transaction cycles. The City should also consider 
seeking outside specified government accounting training for existing personnel. 

Management's Response: 

New staff has been added that carry either Accounting or Budgetary expertise, which should -enhance 
current staffs ability to delve up the department duties. Staff members are also in the process of taking 
several governmental accounting courses, (Introductory/Intermediate/Advanced Governmental 
Accounting/Budget Analysis/CAFR training) in order to attain the proper level of accounting expertise. 
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2015-03: 

CITY OF EL CERRITO 
MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF SIGNIFICANT DEFICIENCIES 

Internal Controls Over Maior Transactions Cycles and Accounting Processes 

Accounting transactions and registers or reconciliations, including journal entries, bank reconciliations, 
and payroll registers, should be reviewed and approved consistently and timely by someone other than the 
preparer, to ensure they are prepared appropriately and accurately. All transactions should have proper 
supporting documentation. During our testing of controls over the City's major transactions cycles and 
processes we noted the following: 

a) We selected forty journal entries for testing and noted that twenty-two of the journal entries 
selected, which were prepared by the Accounting Supervisor, did not show any indication of 
having been reviewed. Additionally, we noted that three of the eighteen journal entries that 
were reviewed, had a significant delay between the time the journal entries were posted and 
when they were reviewed. 

b) We reviewed the bank reconciliations for the City's bank and trustee accounts for the months 
of November 2014 and March 2015 and noted significant delay 
• The bank reconciliation for the City' s General Checking account for the month of 

November 2014 was prepared timely on December 9, 2014, however it was not reviewed 
until February 5, 2015. The reconciliation for the month of March 2015 was not signed 
off when it was prepared and there was no indication it had been reviewed. 

• The Workers Compensation account for the month of November 2014 was prepared 
timely on December 9, 2014, however , it was not reviewed until February 5, 2015. 

• The reconciliation for the Municipal Services Corporation account for the month of 
November 2014 was not prepared until January 22, 2015, and it was not reviewed until 
April 19, 2015. The reconciliation for the month of March 2015 did not include a sign off 
by the preparer. And there was no indication it had been reviewed. 

• The Flex Spending Account reconciliations for the months of November 2014 and March 
2015 did not include a sign off by the preparer or reviewer. 

• The bank reconciliations for the month of March 2015 for the Trustee accounts had not 
been prepared as of year end. 

c) We reviewed six payroll registers for proper approval and noted one register did not show 
any indication of review and approval. 

d) We selected forty disbursement transactions for testing and noted eleven appear to have been 
paid sixty days after services were rendered. According to Finance Staff, it appears 
individual departments often do not forward invoices to finance for timely payment. 

e) We selected twenty five receipts for testing, however, the Business License Technician was 
not able to locate supporting documentation for ten of the items. 

Without consistent and timely review and approval, the likelihood of an error or improper accounting 
treatment is increased. The Finance Director/City Treasurer must ensure all journal entries, bank 
reconciliations and payroll registers are properly reviewed, approved, and signed off. In the event the 
Finance Director/City Treasurer or Accounting Supervisor cannot complete the review, the duty should be 
assigned to another appropriate employee or a designated outside party. Review should include making 
sure there is appropriate supporting documentation for all transactions posted to the general ledger. 
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CITY OF EL CERRITO 
MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF SIGNIFICANT DEFICIENCIES (Continued) 

Management's Response: 

A mandatory 2-week close schedule has been developed, which calls for the accounting books to be 
closed following the last business day of each month. This is done through a monthly, quarterly or annual · 
schedule, prepared and signed off by the Accounting Supervisor. The purpose of the schedule is to assure 
that all department transactions have been completed. This is a soft close schedule, (meaning the 
accounting records are not locked each month, as the City follows an annual hard close schedule), and is a 
compilation of all Accounts Payable, Receivable, and Payroll registers, (which are received approved as 
they occur), along with Bank Reconciliations for all bank accounts and Adjusting Journal entries . The 
bank reconciliations and journal entries are processed according to their designated schedule, or prepared 
on an as needed basis. For those that are prepared, ad hoc, the reviewed and approval process occurs by 
the end of the week with which the entry was prepared by the supervisor of each transaction type. 

It is the responsibility of the Accounting Supervisor to review and approve the Accounts Payable, 
Accounts Receivable and Payroll registers and transactions. The Finance Director is responsible for the 
review and approval of the Bank and Journal Entry transactions that are not directly related to the 
functional accounting areas . Several reports created through New World Systems are generated to assist 
in the review process and in order to minimize journal entries, transactions that can be sent through the 
Accounts Payable or Receivable systems are processed in that manner. 

The department is in the process of undergoing a business process review of the Business License system 
through the automation of the CRW Traklt system. This will enable staff to quickly garner information 
without manual manipulation. Supporting documentation will also be saved within the system so that it 
can be retrieved easily. 

2015-04: Investment Report - Compliance with Requirements of Government Code Section 
53646 and the City's Investment Policy 

In accordance with the California Government Code Section 53646, when a treasurer's investment report 
is submitted to the City Council, it "shall include a statement denoting the ability of the local agency to 
meet its pool's expenditure requirements for the next six months, or provide an explanation as to why 
sufficient money shall, or may, not be available." Furthermore, section 15.0 of the City's Investment 
Policy states that "the City of El Cerrito's investment policy will continue to be reviewed and adopted by 
the City Council annually, even if not required by California Government Code 53646." 

We reviewed the City's Investment Report for the quarter ended March 31, 2015 for compliance with the 
Government Code, as well as reviewed the City's most current Investment Policy and noted the 
following: 

• The City's March 31, 2015 Investment Report contained the statement above as required 
by California Code Section 53646(b)(3), however, the balance of the pooled unrestricted 
investments as of that date on the Report was only $2,706. This does not appear to be 
sufficient funds to meet the City's expenditure requirements for the subsequent six 
months, however, the Report did not include a further explanation as required by the 
Code. 
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• The City Council has not reviewed and adopted the Investment Policy since February 
2012. 

We recommend the City evaluate its statement addressing its ability to meet its pooled expenditures for 
the six months following the quarterly reports and provide additional explanation as needed. In addition, 
the City Council should follow the investment policy and review and adopt it annually, or consider 
changing the policy. 

Management's Response: 
Beginning in the first quarter, for the report through September 30, 2015, the City began adding the 
balance of the general checking. The balance of the pool ' s unrestricted investments in combination with 
the City' s general checking balance is intended to meet the expenditure requirements for the next six 
months. 

The City Council approved an updated version of the investment policy as of November 11, 2015. 

CITY OF EL CERRITO 
MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF SIGNIFICANT DEFICIENCIES (Continued) 

2015-05: Compliance with Debt Reserve Requirement 

The City's individual debt indentures outline the minimum reserve requirements, which the City is 
responsible for maintaining at all times. According to the bond indenture for the 2012 Lease Revenue 
Bonds, the City was required to maintain a minimum balance of $185,332, however, we noted the City's 
reserve account showed a balance of $166,933 at June 30, 2015. Therefore, the City is not in compliance 
with the above bond covenant requirement. 

We recommend the City periodically review the balances of its reserve accounts to ensure compliance 
with reserve requirements. 

Management 's Response: 

A wire transfer, in the amount of $18,428 was sent to the recipient institution in accordance with the bond 
covenant requirement. This transaction should have been posted to the City's reserve account, and then 
used to make the debt service payment. However, when the payment was received, the recipient 
institution simply passed the payment on to the beneficiary institution, never actually posting said 
payment to the reserve account. Although the payment was then already received by the beneficiary 
institution, the recipient institution insisted upon using reserve funds to make the payment in order to stay 
compliant with the covenant requirements. The recipient institution asked that the original wire be 
recalled, which was done and upon recipient of said funds, the $18,428 was returned to the reserve 
account. Staff was fully aware of the details of this transaction from start to finish. 

2015-06: Super-User Status in the General Ledger System and Lack of Segregation of Duties 

Accounting staff should not normally be allowed to have Super-User rights in the City's general ledger 
system. We noted that three City employees (the Finance Director, Finance Manager and Information 
Services Manager) have super-user rights to the general ledger system. 
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When accounting staff have super-user rights, there is a potential risk of allowing access to different 
modules in the accounting system that employees may not require access in order to perform their daily 
tasks. In addition, unauthorized transactions could be processed without proper review and approval. 

While we understand the City has a limited number of staff available to provide system administration 
functions and review and approval procedures in critical accounting areas partially mitigate the conflict, 
the lack of review in approval in other critical areas pose a significant control risk and the City should 
consider restricting super user rights to as few employees as possible. 

In addition, we understand that due to a system limitation, the payroll function and the Human Resources 
function are combined into one module. As a result, the payroll clerk has access to the payroll database 
and has the ability to make changes such as adding an employee or changing pay rates . The City should 
determine whether a report of changes to the payroll database can be generated with each check run and 
reviewed and approved by an employee independent of the function. 

Management's Response: 
This finding has been noted in the past. The Finance Director has requested, from New World Systems, 
sample profiles for the position noted in this finding. Will review with the IT Manager to determine how 
best to implement in El Cerrito with the current staffing. · 

CITY OF EL CERRITO 
MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF OTHER MATTERS 

2015-07: Accounting for Receipts and Voided Receipts 

Receipts should be numerically accounted for to ensure that there are none missing while voided receipts 
should be approved by someone other than the cashier. During our discussion with the Business License 
Technician, she was not aware she should numerically account for receipts and we also noted cashiers are 
able to void receipts. 

With cashiers being able to void receipts and there being no numerical review of receipts, it increases the 
risk of errors, misstatement or defalcation. We recommend a process be implemented for the numerical 
review ofreceipts, and that authorization of voiding receipts be removed from the cashier function. 

Management's Response: 

There is a new Accounts Receivable staff member that is working with management to develop processes 
and internal controls for this area. At present, all credit card receipts that are processed through the 
Finance terminals go through the First Data payment terminals , which are directly linked to Mechanics 
Bank. Business licenses, permits and passport transactions are processed through these tenninals , which 
are automatically closed out each night. All licenses and permits are automatically assigned a number 
through the CRW Trakit system, and all transactions can be reviewed through the Clover Global Gateway 
or Business Track report systems. 

A daily CRW report is then pulled each day. This report includes all transactions from the previous day. It 
is used by the Accounts Receivable Tech to reconcile and then post the transactions to the New World 
Systems Revenue Collection module. The receipts are then given to the Accounting Supervisor, along 
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with the Revenue Collection Post Listing, for final review and approval. The receipts are then secured in a 
lock room , in individual envelopes by transaction date. 

Cashiers are able to void rece ipts, but do not have the capacity to delete transactions . 

2015-08: Cross Training of Duties 

In order to have proper internal controls and ensure there is proper backup for accounting functions in the 
case an employee goes on vacation or needs to be absent for an extended period of time, staff should be 
cross trained for all major accounting functions. Currently, due to staffing limitations, it does not appear 
there is sufficient backup for the accounting functions. We recommend the City review each function and 
address what will happen if the position were to become vacant and/or an employee will be absent for a 

significant amount of time. 

Management's Response: 

Although staffing is limited , and an extended absence would create a hardship for the department, the 
Accounts Payable Specialist has been cross-trained and is fully engulfed in the training of the new 
Accounts Receivable Specialist. The Payroll Specialist has been cross-trained to handle both the Accounts 
Payable and Accounts Recei vable desks . The Accounting Supervisor is the backup for the Payroll Clerk, 
and is trained to handle the Accounts Payable and Receivable desks. Measures are also being taken to 
develop procedural (how-to) manuals for each desk, which will enable continuance and standardization of 
all processes. 
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2014-01 

CITY OF EL CERRITO 
MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF PRIOR YEAR MATERIAL WEAKNESSES 

General Fund Budgets, Cash and Available Fund Balances 

As discussed in prior year comments 2013-03 and 2012-04, the City's General Fund budget and liquidity 
remain a top priority and the financial health of the Fund has continued to deteriorate. As of June 30, 
2014, the General Fund has a cash balance of only $1 and City-wide, unrestricted cash balances total only 
$40,384. In addition, General Fund unassigned fund balances amounted to $1 million. Unassigned fund 
balance represents available fund balance and equates to approximately 14 days of General Fund 
expenditures. This is a very low level of available resources. 

The cash balance remained depleted due to short-term cash borrowings from other City funds. The 
Capital Improvement Fund and other Non-Major Governmental Funds had borrowed $1,748,211 from the 
General Fund and other funds, including the Integrated Waste Management Enterprise Fund and other 
restricted funding sources, and the General Fund had borrowed $250,000 from the Municipal Services 
Corporation Special Revenue Fund. Other significant facts we wish to bring to your attention include: 

A. As of June 30, 2014, the balance of the Capital Improvement Fund interfund borrowing was $1.2 
million and, as discussed in current year comment 2014-02 and prior year comment 2011-02, the 
grant billings continue to lag and therefore, the loaning funds may not be able to collect the 
amount due from the Capital Improvement Fund in a timely manner. 

B. While General Fund revenues increased by over $1.2 million and expenditures decreased by $306 
thousand, the fund experienced an operating deficit of $260 thousand for the third consecutive 
year and when combined with other activity in the fund, fund balance decreased by $1.1 million 
at year end. 

C. The City also has long-term liabilities for unpaid compensated absences approximating $1.5 
million which have not been funded. Further, the amounts do not consider future cost increases 
for retirement costs which have unfunded liabilities. 

D. Despite the lack of cash available for operations, nearly every fund of the City experienced a net 
decrease in fund balance. While we understand some of the decreases were intentional one-time 
uses of fund balance, City staff should ensure that cash is available to fund those one-time uses. 

E. The General Fund had expenditures in excess of budget in all departments, except one, and we 
understand that one contributing factor to the overruns in at least three of the departments were 
the result of unbudgeted salary increases. 

During this year's audit, we again reviewed the City's financial condition and satisfied ourselves that the 
City had sufficient resources available to fund operations through June 30, 2015. Although the City 
continues to issue Tax Revenue Anticipation Notes to supplement cash temporarily during the fiscal year, 
if spending at current levels without an increase in resources were to continue, it reduces the likelihood 
that the City will have sufficient cash resources available. 
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2014-01 

CITY OF EL CERRITO 
MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF PRIOR YEAR MATERIAL WEAKNESSES 

General Fund Budgets, Cash and Available Fund Balances (Continued) 

The City's adopted budget for 2015 projects ending fund balance and net position of all funds as a 
positive $3.6 million, however it includes a projected increase in the General Fund of only $89 thousand 
and projected use of resources of $337 thousand City-wide during 2015. The City should continue to 
monitor actual revenues and expenditures to ensure they are in line with expected results. Close 
management and comparison of actual activity against the budget must continue to be employed to ensure 
further costs reductions are made as necessary. All increases in expenditures should be specifically 
approved through the budget amendment process to ensure cash resources are available to fund the 
increase. 

Although the 2015 budget acknowledges the City's financial condition and the need to prioritize projects, 
programs and services to allocate limited resources, the City should also immediately address the timely 
grant billing in the Capital Improvement Fund and any other funds with reimbursement-based funding so 
they stop draining the General Fund resources. The City must review the current capital projects 
outstanding to determine if any of them can be delayed since sufficient funding is not currently available. 
Any projects that are grant funded must be accompanied by timely grant reimbursement requests to 
alleviate the cash flow problem. 

Current Year Status (provided by management): 
City disagreed with the finding and feels measures in place as described in response satisfy 
concerns. 
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2014-02 

CITY OF EL CERRITO 
MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF PRIOR YEAR MATERIAL WEAKNESSES 

Timely Grant Billings 

The City has a number of projects that are fully or partially funded by federal, state and local grants on a 
reimbursement basis. As the City incurs related project costs, timely grant reimbursement requests 
should be prepared and filed with the grantors to minimize the time between disbursement and 
reimbursement. Cash management of grant funded projects is vital to the continuation and successful 
completion of the projects. If grant funds are not requested timely, the funding source may no longer 
have available funds for reimbursement or funds may be deprogrammed by the grantor. 

Expenditures in the Capital Improvement Fund exceeded current year revenues in fiscal year 2014 by 
$661 thousand due to delayed reimbursement requests. City staff did not file reimbursement requests for 
approximately $656 thousand of fiscal year 2014 expenses until October and November 2014. As an 
example, one of those projects was a Transportation Development Act-funded project that began in June 
2013 with expenditures through July 2014, for which a reimbursement request was not filed until October 
27, 2014, a delay of three months. 

The City must develop procedures to ensure grant reimbursement requests are prepared on a timely basis, 
at least quarterly, as costs are incurred not only to improve cash flow but to match expenditures with 
associated revenues in the same period. 

Current Year Status (provided by management): 
Finance will review grant expenditures as part of the monthly close. On a quarterly basis, 
expenditures will be reviewed against revenues to ensure reimbursements have been requested by 
the departments responsible for managing the grant. 
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CITY OF EL CERRITO 
MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF PRIOR YEAR SIGNIFICANT DEFICIENCIES 

2014-03 Incorrect Pay Rate 

The payroll register should be monitored in a way that errors in pay rates can be identified and corrected 
on a timely basis. And, changes to employee pay rates should not be made without proper review and 
approval. 

During the interim phase of our audit, we selected 40 employees for testing of the pay period ending 
March 1, 2014 and noted a significant difference between one employee's gross payroll in the payroll 
register compared to our calculation of their gross pay. The pay rate used in our calculation was based on 
the employee's most recent Personnel Action Form which was a "Step One" rate, but the employee was 
being paid at a "Step Five" rate. 

Upon inquiry of City staff, we found that the erroneous pay rate had begun in October 2013, but it was 
not discovered by City staff until March 2014. Upon discovery of the error, the City calculated the total 
amount of overpayment to the employee ($6,710) and the employee began repayment with the first pay 
period of April 2014. 

Although City staff discovered the error, it continued undetected for six months. City staff indicted that 
they do not know what caused the original error. It was discovered, because the City has a policy to 
manually recalculate all employee pay rates whenever there is a Cost of Living Adjustment (COLA) or 
step increase. This is how the problem was initially detected. However, in the event that City employees 
go long durations without step or wage increases, there does not appear to be another way City staff could 
detect an error in pay. 

The City must implement procedures, such as spot checks to manually recalculate pay rates more 
frequently, to ensure that future errors are detected in a timely manner and implement procedures to 
reduce the likelihood of future pay errors. Until the cause of the original error is known, these additional 
procedures should continue. 

Current Year Status (provided by management): 
The HR audit report has been implemented and discussed with HR and Finance on how to use it. 
Any changes to Employee personal information including pay rate, benefit, etc will be shown on 
the HR audit report. The report will also show the name of the person who did the changes and 
when it happened. As of October 2015, Finance began printing and reviewing this report as part 
of the bi-weekly payroll process. 

2014-04 Recording Interfund Activity With the City's Component Units 

The City' s reporting entity includes two legally separate entities that are accounted for in the City's 
governmental funds: the El Cerrito Public Financing Authority and the El Cerrito Municipal Services 
Corporation. Although they are separate legal entities, the City is financially accountable for their activities 
and City Council serves as the Board or the majority of the Board for each entity and they are reported as 
blended component units of the City. Blended component units are in substance part of the City's 
operations and are reported as an integral part of the City's financial statements. Transactions between 
these entities that are not those of a vendor-customer relationship should be reported as interfund 
transactions (transfers in and transfers out) in the City's financial statements. 
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2014-04 Recording Interfund Activity With the City's Component Units (Continued) 

During fiscal year 2014, the Municipal Services Corporation approved a loan of $500,000 to the City's 
General Fund. Half of the loan was repaid at the end of fiscal year 2014 and the second half remained 
outstanding at the fiscal year end. In the General Ledger, the loan repayment was recorded as a reduction 
of cash and the payable in the General Fund as of June 30, 2014, but the corresponding transaction was 
not recorded in the Corporation as of June 30, 2014. And, the outstanding balance of the loan was 
reported in the general ledger as accounts receivable in the Corporation and as accounts payable in the 
General Fund, rather than as an interfund balance. 

In a separate transaction, during fiscal year 2012, the Municipal Services Corporation approved 
contributions to the City's General Fund and Federal, State and Local Grants Special Revenue Fund 
totaling $2 million to fund a consulting services agreement and grants for projects and programs 
"consistent with the Corporation's charitable purposes and goals." The return of an unspent portion of 
those contributions in fiscal year 2014 of $5 thousand was recorded in the general ledger as expenditures 
of the Federal, State and Local Grants Special Revenue Fund and revenues to the Corporation. 

We understand that City staff recorded the transactions in this manner, because City staff views the 
Corporation as a separate entity. However, since the Corporation is a blended component unit of the City, 
the loan repayment should have been matched in the same period in both the General Fund and in the 
Corporation, the outstanding balance should have been reported as an interfund receivable/payable, and 
the return of the unspent contributions should have been recorded as interfund transfers between the 
funds. In the separately issued financial statements of the Corporation, the transactions can be reported as 
a receivable from the City and the return of funds as a contribution. 

City staff should review future transactions between the City and its blended component units to ensure 
that they are properly reported in the City's general ledger and financial statements and that any intra
entity transactions are identified at the start of the audit so they can be properly classified in the City's 
financial statements. 

Current Year Status (provided by management): 
Implemented 
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Investment Report - Timely Reporting, Accurate Reporting and Compliance with 
Requirements of Government Code Section 53646 and the City's Investment Policy 

We reviewed the City's Investment Report for compliance with the Government Code and the Investment 
Policy reporting requirements and noted the following: 

a. California Government Code Section 53646 (b)(l)requires that the quarterly Investment Report 
be submitted to the City Council within 30 days following the end of the quarter covered by the 
report. 

The Quarterly Investment Report for the quarter ending June 30, 2014 was not submitted to City 
Council until September 22, 2014, and the September 2014 Report was not completed as of 
November 2014. 

b. California Government Code Section 53646 (b)(3) states that "the quarterly report shall include a 
statement denoting the ability of the local agency to meet its pool's expenditure requirements for 
the next six months, or provide an explanation as to why sufficient money shall, or may, not be 
available" In addition, Section 14 of the City' s Investment Policy also requires the above element 
to be included on the Investment Report . 

Although the City's June 30, 2014 Investment Report contained the applicable statement above as 
required by California Code Section 53646 (b)(3) and the City's Investment Policy, the balance 
of the pooled unrestricted investments as of that date on the Report were only $2,703. This does 
not appear to be sufficient funds to meet the City's expenditure requirements for the next six 
months, but the Report did not include a further explanation as required by the Code. 

If the pooled unrestricted investments are insufficient to meet the City's expenditure requirements 
for the next six months, the Report should provide an explanation as to why sufficient money 
shall, or may, not be available. 

c. Section 5.1 of the Investment Policy requires written investment policy procedures for the 
operation of the investment program consistent with the Policy, including reference to 
safekeeping, wire transfer agreements, banking service contracts and collateral/depository 
agreements. We understand the City does not have such written procedures. 

d. Section 15.0 of the Policy states that "The City of El Cerrito's investment policy will continue to 
be reviewed and adopted by the City Council annually, even if not required by California 
Government Code 53646." 

Although we understand the Financial Advisory Board reviewed the Investment Policy, the City 
Council did not review and adopt an Investment Policy during fiscal year 2014. The last policy 
was adopted by City Council in February 2012. The City did not adopt the Investment Policy in 
fiscal year 2014. 
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2014-05 Investment Report - Timely Reporting, Accurate Reporting and Compliance with 
Requirements of Government Code Section 53646 and the City's Investment Policy 
(Continued) 

The City is not in compliance with the reporting requirements of California Government Code Section 
53646 and the City's Investment Policy. The City should develop procedures to comply with the various 
provisions of its Investment Policy and the California Government Code, or revise the Policy to reflect 
the current practices, if and when they are in compliance with the California Government Code. 

Current Year Status (provided by management): 
Implemented 

2014-06 Outstanding Checks Listing - Stale Dated Checks 

Outstanding checks listed on the City' s bank reconciliations as reconciling items should be kept current in 
order to accurately reflect the City's cash balance. The City's policy is to address checks outstanding for 
three years. 

In reviewing the City' s general checking account bank reconciliation dated March 31, 2014, we noted that 
the City's outstanding check list included 94 checks totaling $22,462 that were at least three years old, 
with some dating back to August 2008. 

We understand the delay in addressing the old outstanding checks is due to staffing issues and Finance 
staff is "focusing other more pertinent issues". 

The City should develop a process to ensure that stale-dated checks are reviewed on a semi-annual or at 
least an annual basis to determine whether they can be reissued or reversed. 

Current Year Status (provided by management): 
Staff has begun the process of researching and eliminating (voiding) stale-dated checks that have 
been determined to be no longer valid. All checks that fall under this designation as of December 
31, 2015 will be researched to determine their validity. 

Checks that are found to be valid but voidable will be removed to an Unclaimed Liability account 
through a journal entry as a part of the December 31, 2015 General Fund bank reconciliation. 

A list of said checks will be retained by staff for a period of 3 years past their initial date, and all 
future stale-dated checks will be removed from the current outstanding check register after 
they've reached 180 days maturity through journal entry as a part of the new month-end close 
process. 

Canceling Stale Dated Checks: 
Staff will attempt to notify the payee in writing that a check was issued more than 180 days ago 
and has not cleared our account. 1) The payee will be provided with a Cancelled Warrant 
Affidavit. 2) If no reply is received from payee within 30 days, the payee will be notified again in 
writing by certified mail. 3) If still no reply, the stale dated check will be cancelled by the City of 
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El Cerrito and a new check will not be reissued until a completed Cancelled Warrant Affidavit is 
received. 

2014-06 Outstanding Checks Listing - Stale Dated Checks (Continued) 

Re-issuing Stale Dated Checks: 
1) The payee must provide a completed Cancelled Warrant Affidavit. 2) Once the Affidavit is 
received by the City of El Cerrito, a new check will be issued to the payee. 

2014-07 Reviewing Service Organization Internal Control Reports 

The AICPA establishes auditing standards to be followed to ensure that any service organization's 
systems and controls are adequately designed and are operating effectively. The Standards have two 
parts. Part one is designed to review controls over the service provided at a particular date and to report 
on whether the design of these controls appear to be adequate on that date. Part two is designed to test 
these controls over a six month period and to report on whether the design of the controls appears 
adequate and whether the auditor can reasonably conclude that the controls were operating effectively. 
The City has third party vendors that process transactions and perform functions on behalf of the City, 
known as service organizations. The procedures used by these service organizations are outside the scope 
of City oversight and staff review, and their internal controls are not part of the scope of an audit of the 
City' s financial statements. Typically cities employ a variety of approaches to gain comfort that service 
organizations are performing their functions in a prudent manner and producing reliable data. For 
example, fiscal agents manage funds held pursuant to debt indentures, but cities rarely have audits 
performed as City staff review transactions and verify the trust data. Less frequently special audits are 
performed to determine adequacy of controls and to verify the data produced. There is a third option 
which is to request a copy of the entity's review and report on internal controls pursuant to the 
requirements of the AICPA standards, called a Service Organization Control Report (formerly a SAS70 
audit). 

During the audit inquired of City staff whether they review the Service Organization Control Reports for 
its service organizations, such as its fiscal agent Union Bank, but found that the reports were not being 
reviewed. Should the Service Organization Control Report reveal weaknesses in the service 
organization's internal controls, those could go unnoticed by the City. 

The City should develop procedures to ensure that all service organizations are monitored periodically, 
such as by reviewing the annual Service Organization Control Reports. The City should request a copy of 
the most recent Service Organization Control Report from its applicable vendors. Any weaknesses or 
system problems disclosed by that audit should be addressed and resolved by the contractor to the 
satisfaction of the City. This process should take place on an annual basis for all of the City' s service 
organizations. 

Current Year Status (provided by management): 
The Finance Department will develop a list of the organizations and then develop appropriate 
procedures to ensure compliance. However, given the size of the organization, an annual review 
is not realistic. A review every two years and when considering a new service provider is more 
realistic for the City to implement. 
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2014-08 Health and Safety Code Expenditure Limitations and Reporting Requirements for 
the Housing Successor 

Senate Bill No. 341 was approved on October 13, 2013 and amended and added to the Health and Safety 
Code (HSC) effective January 1, 2014 to change provisions relating to the functions performed by a 
Housing Successor. 

The amendments to HSC Section 34176 are minor and primarily include defining the "entity that assumed 
the housing functions of a former redevelopment agency" as the Housing Successor. 

HSC Section 34176.1 is new and imposes spending limitations and reporting requirements related to the 
housing assets of the former Redevelopment Agency held by the Housing Successor. 

The City serves as Housing Successor for the housing activities of the former El Cerrito Redevelopment 
Agency and the activities of the Housing Successor are reported in the Low and Moderate Income 
Housing Asset Special Revenue Fund. 

The City, as Housing Successor, should develop procedures to ensure ongoing compliance with the 
provisions of HSC Section 34176.1, including the expenditure limitations and annual reporting 
requirements . 

Current Year Status (provided by management): 
Will implement by specified date of December 30, 2015. 

2014-09 Information Technology Best Practices Recommendations 

We conducted an Information Systems Review with our audit which encompassed the financial 
information system and the network environment that houses it. We expanded our work in previous years 
beyond simply looking at financial information systems as a result of greater risks of unauthorized access 
caused by overall industry growth of web-based commerce and internet based financial systems. Internal 
controls that are present in the overall network environment have become more important and relevant to 
understanding the internal controls over the financial system. We believe Information System controls 
must be continuously improved and enhanced to stay ahead of the ever increasing sophistication of 
hackers and criminals. 

Currently, there are no Information Technology standards to which local governments are required to 
conform. Indeed there are a wide variety of informal guidelines and suggested controls from many 
different organizations which local governments can use to implement appropriate controls to ensure 
adequate security over information technology. Our Information Technology staff have reviewed these 
informal guidelines and concluded that the certification and accreditation framework developed by the 
National Institute of Standards and Technology (NIST) for the Federal Information Security Management 
Act (FISMA) are the most appropriate for local government. NIST and FISMA represent the minimum 
security requirements for federal government agencies information systems. NIST recommends these for 
state and local governments. Our procedures included performing an external network scan based on 
NIST criteria and in determining that internal control provides for: 
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2014-09 Information Technology Best Practices Recommendations (Continued) 

• Internet access defenses including hacker prevention, detection and deterrent systems 
• Security of data from physical or network access 
• Adequately protecting data from unauthorized internal access 
• Reasonable measures to ensure continuation of service 
• Information systems risk management 

While the results of our work did not indicate material weaknesses, we did find exploitable 
vulnerabilities, and we noted a few areas which could be improved to conform to NIST guidelines. A 
summary of these recommendations which we believe are "best practices" are as follows: 

Payment Card Industry Compliance 
The City is not in compliance with the Payment Card Industry Data Security Standard (PCI-DSS). Any 
organization that processes credit cards is required to comply with PCI-DSS, even if the processing is 
outsourced. Failure to meet compliance requirements results in higher transaction fees and liability if a 
security breach is found. Because the City accepts credit cards as a form of payment, the City must be 
compliant with the applicable controls. 

Audit/Event Logging 
The City does not appear to have audit logs on the financial application server, such that any change, 
addition or deletion of user accounts within the application are tracked and monitored. The City should 
have audit/event logs of any addition, deletion or change in financial application user accounts and that 
log should be monitored by someone without the rights to effect such changes. In addition, any 
administrative access such as upgrades or application modifications by IT personnel, outside consultants 
or vendors should also be logged and reviewed. 1 

Shared User Accounts 
The City does not require users to use unique logon accounts for the ERP. For accountability there 
should be no user account on the financial applications that are shared with multiple users. This includes 
shared accounts for administrative functions such as for root and/or administrator. The City should 
ensure that employees do not share user accounts for any administrative or financial functions within the 
financial applications. 

Password Management for Operating Systems 
The City does not enforce regular password changes or require the use of complex passwords for users. 
There should be a written policy for the regular changing of operating system account passwords and the 
use of complex passwords for users. An automatic enforcement of this policy would be optimum. There 
should be enforced password complexity for the operating system to reduce the risks of easy guessing and 
brute force attacks against the passwords. Required use of unique alpha numeric and special character 
combinations along with a password length of at least 8 characters is optimum. There should be a policy 
that requires a limit on repeating operating system account passwords. This will stop users from 
circumventing password change controls. An automatic enforcement of this policy would be optimum. 
Users should not share passwords with other users nor use password easily guessed by other users. 

1
for rnort:inforrnation ()!l J\llcli!(gyt:Iltj(>g rna,ria,gernt:Ilt St:eJ'lISJSI' SQQ~?? Qlliclt: tCJ C:CJrnpllterSecurity Log Management. 
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2014-09 Information Technology Best Practices Recommendations (Continued) 

Session Locks 
The City does not have session locks turned on for the financial application or the workstation operating 
systems. A session lock is a temporary lockout of the operating system or financial application when a 
user stops work and typically moves away from the immediate physical vicinity of the computer. 
Generally, employees may leave their workstation for lunch or break and not log off or log out of the 
application. This leaves the operating system or financial application open and available to any passerby. 
Any person with physical access would be able to perform any tasks the absent user has privileges or 
rights to do. At the very least workstations should be set to lock out the workstation after a period of 
inactivity. Best practice would be to have both the operating system and financial application have 
lockouts after a period of inactivity. 

General Information Systems Controls 
We reviewed the compliance of the City's information systems with the NIST information security 
standards based on a moderate risk system. We noted a number of controls that were not in place, which 
have been communicated to the City's IT personnel. Although there is no required IT standard for local 
governments, NIST encourages state, local and tribal governments to consider the use of these guidelines, 
as appropriate. In adopting NIST standards the local government demonstrates due diligence in designing 
and implementing appropriate controls around its information systems. The City should consider 
reviewing the NIST information security standards to determine if implementation of the controls noted 
above is appropriate . 

Current Year Status (provided by management): 
Payment Card Industry Compliance 
IT is looking into the PCI compliance requirements and will work toward the compliance by Dec 
31, 2016. 

Audit/Event Logging 
City will not implement. 

Shared User Accounts 
City will not implement. 

Password Management for Operating Systems 
Implemented in October 2015. 

Session Locks 
IT will partially implement session locks on workstations by June 30, 2016. 

General Information Systems Controls 
IT will review and work toward improving controls to our system by Dec 31, 2016. 
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To the City Council of 
the City of El Cerrito 
City of El Cerrito, California 

REQUIRED COMMUNICATIONS 

We have audited the basic financial statements of the City of El Cerrito for the year ended June 30, 2015. 
Professional standards require that we communicate to you of the following information related to our 
audit under generally accepted auditing standards, Governmental Auditing Standards. 

Significant Audit Findings 

Accounting Policies 

Management is responsible for the selection and use of appropriate accounting policies. The significant 
accounting policies used by the City are described in Note 1 to the financial statements. 

The following pronouncements became effective, and had material effects on the financial statements: 

GASB Statement No. 68 -Accounting and Financial Reporting for Pensions, an Amendment 
of GASB Statement No. 27 

The primary objective of this Statement is to improve accounting and financial reporting by state 
and local governments for pensions. This Statement replaces the requirements of Statement No. 
27, Accounting for Pensions by State and Local Governmental Employers, as well as the 
requirements of Statement No . 50, Pension Disclosures, as they relate to pensions that are 
provided through pension plans administered as trusts or equivalent arrangements that meet 
certain criteria. The requirements of Statements 27 and 50 remain applicable for pensions that are 
not covered by the scope of this Statement. 

This Statement establishes standards for measuring and recognizing liabilities , deferred outflows 
of resources, and deferred inflows of resources, and expense/expenditures. For defined benefit 
pensions, this Statement identifies the methods and assumptions that should be used to project 
benefit payments, discount projected benefit payments to their actuarial present value, and 
attribute that present value to periods of employee service. 

Note disclosure and required supplementary information requirements about pensions also are 
addressed. Distinctions are made regarding the particular requirements for employers based on 
the number of employers whose employees are provided with pensions through the pension plan 
and whether pension obligations and pension plan assets are shared. 

In addition, this Statement details the recognition and disclosure requirements for employers with 
liabilities (payables) to a defined benefit pension plan and for employers whose employees are 
provided with defined contribution pensions. This Statement also addresses circumstances in 
which a nonemployer entity has a legal requirement to make contributions directly to a pension 
plan. 
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GASB Statement No. 71 - Pension Transition for Contributions Made Subsequent to the 
Measurement Date, an Amendment of GASB Statement No. 68 

The objective of this Statement is to address an issue regarding application of the transition 
provisions of Statement No. 68, Accounting and Financial Reporting for Pensions. The issue 
relates to amounts associated with contributions, if any, made by a state or local government 
employer or nonemployer contributing entity to a defined benefit pension plan after the 
measurement date of the government's beginning net pension liability. 

This Statement amends paragraph 137 of Statement 68 to require that, at transition, a government 
recognize a beginning deferred outflow of resources for its pension contributions, if any, made 
subsequent to the measurement date of the beginning net pension liability. Statement 68, as 
amended, continues to require that beginning balances for other deferred outflows of resources 
and deferred inflows of resources related to pensions be reported at transition only if it is practical 
to determine all such amounts. 

The provisions of this Statement are required to be applied simultaneously with the provisions of 
Statement 68. 

The above pronouncements became effective, and as disclosed in Note 10 to the financial statements 
required prior period adjustments for the cumulative effect on the financial statements. 

Unusual Transactions, Controversial or Emerging Areas 

We noted no transactions entered into by the governmental unit during the year for which there is a lack 
of authoritative guidance or consensus. All significant transactions have been recognized in the financial 
statements in the proper period. However, the · dissolution o e fQp:neraRede - Agency 
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California yvhich was validated by the California Supreme: cour:t oh D ber28, 1 
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housing assets ofthe former Redevelopment Agency: C · otlier to and 
all of the R<;:devefopment Agency's debts were assumed Succes d by. an 
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may be subject to revi tlie State as discussed in-No 1:?_ut tlie effect o 
be determined asof Jun 2014. 
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agreements is subject to certain administrative < procedures and review ahd approval by the 
~alifomia . Pepartment of Financ . . hL Board, i..~<:l.,as a_r,~~U:lt ,the amou,nJi 
ciisallowedls not determinable at 
y ··- , • 

~, - -,,_ .. _. __ ,~.. ·-···~ .. _ ~- ··~ ~ ._.. . ~·--· -. 
r h~. Cittspositio~ on these matter§iS n.~t a po~ition c:>f, law ~nd.the:eJs co11-sid~rable lega1 
uncertamty ·regardmg these matters: It 1s possible that 1 determmatt may be made at a 
~ ., . ··----· 

~ater date by an appropriate .judicial - authority that \V;(l.Uld resoJv sue fa';orably. or 
unfavorably to the City . No provision for liabilities r~s~1!h1gj h>m the ,,outco~5l of~§ .!:Ll!!IC.~ ~ 
gi~Jters ha~peen rec,,orded in the financial ~~tements i 

StateBoarc[9f)£q~al#itToi"&ilesTax J:a/iiiiment 

As discussed ' in Note-'13B to th e fmancial statements, in October 2013,,th e BOE found that the 
City's hist\)rical sales tax revenues had been misallocated by $2A99,975 and would withhoid that 
~mountfromthe .December 2013 remittance. This finding did not include any adjustments for the 
§ales tax shiing agreement the . City has with the City of Richmond and payments that had been: 
piade by the City·under that agreement in the current and prior fiscal years, The City had requested 
aocumentation from the,BOE to support its calculation and obtained an extension to .. April 30, ~OH 
for' the opportunity .to appeal .the ·decision irhilemanagement reviews \BOE's methodology a:ii9 
alcula OE · not .~thhpld jhe amount from the December wniittance,_p§llding the 
i 's review an otenti P,eaL 

eed toim 
haring etween the cities with regard to sales . he BOE in ted that it will not 

µnplement an agreement regarding district taxes, so the cities are preparing a separate agreement to 
r ddress main~~g the 70:° - 3~0~ ~pjit..Qf ci.isttjft taxes after~ilie ~QE lJ£SfilS admifilster,ing th~ 
sales ~ sharmg :agryemen,t: 

reca culate e 1stonc actuafaI1&ationsof saies
0 and district taxetfo r -tiie"commerciai 

roperty to · each City for fiscal years 2006 to 2014 and the 'sales tax sharing payments ·during that 
eriod and determined that the City owes the City of Richmond $1,037,862. The BOE and the · 

bf Richniond '~eed that, the Cify will repay the amoll!!Lllue fro_m .. Juture sales ~ r~ve_ ... _ 
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Estimates 

Accounting estimates are an integral part of the financial statements prepared by management and are 
based on management's current judgments. Those judgments are normally based on knowledge and 
experience about past and current events and assumptions about future events. Certain accounting 
estimates are particularly sensitive because of their significance to the financial statements and because of 
the possibility that future events affecting them may differ markedly from management's current 
judgments. The most sensitive accounting estimates affecting the financial statements are: 

Estimated Fair Value of Investments: As of June 30, 2015, the City held approximately $5.0 
million of cash and investments as measured by fair value as disclosed in Note 3 to the Financial 
Statements. Fair value is essentially market pricing in effect as of June 30, 2015. These fair 
values are not required to be adjusted for changes in general market conditions occurring 
subsequent to June 30; 2015. 

Estimated Depreciation: Management's estimate of the depreciation is based on useful lives 
determined by management. These lives have been determined by management based on the 
expected useful life of assets as disclosed in Note 6 to the financial statements. We evaluated the 
key factors and assumptions used to develop the depreciation estimate and determined that it is 
reasonable in relation to the basic financial statements taken as a whole. 

Estimated Compensated Absences: Accrued compensated absences, which are comprised of 
accrued vacation and sick leave, is estimated using accumulated unpaid leave hours and hourly 
pay rates in effect at the end of the fiscal year, and are disclosed in Note lI to the financial 
statements. We evaluated the key factors and assumptions used to develop the accrued 
compensated absences and determined that it is reasonable in relation to the basic financial 
statements taken as a whole. 

Estimated Net OPEB Obligation: Management ' s estimate of the net OPEB obligation is disclosed 
in Note 1 OD to the financial statements and is based on actuarial study determined by a 
consultant, which is based on the experience of the City. We evaluated the key factors and 
assumptions used to develop the estimate and determined that it is reasonable in relation to the 
basic financial statements taken as a whole. 

Disclosures 

Certain financial statement disclosures are particularly sensitive because of their significance to financial 
statement users. The most sensitive disclosure affecting the financial statements was the disclosure of the 
Redevelopment Agency dissolution and former Redevelopment Agency funds held by the Municipal 
Services Corporation in Note 15 to the financial statements and the State Board of Equalization's sales tax 
adjustment disclosed in Note 13B to the financial statements. See discussion under Unusual 
Transactions, Controversial or Emerging Areas above regarding the unsettled law and highly contingent 
nature of these matters. 

The financial statement disclosures are neutral, consistent, and clear. 
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Difficulties Encountered in Performing the Audit 

Other than the discussion noted in comment #2015-02 of the Memorandum on Internal Control, we 
encountered no significant difficulties in dealing with management in performing and completing our 
audit. 

Corrected and Uncorrected Misstatements 

Professional standards require us to accumulate all known and likely misstatements identified during the 
audit, other than those that are clearly trivial, and communicate them to the appropriate level of 
management. Management has corrected certain such misstatements. As discussed in comment #2015-
02, a significant amount of adjustments (21 in total) were required to be posted after the general ledger 
had been closed and the audit commenced. In addition, there were __ reclassifications that were also 
required to be made to the financial statements. 

Professional standards require us to accumulate all known and likely uncorrected misstatements identified 
during the audit, other than those that are trivial, and communicate them to the appropriate level of 
management. We have no such misstatements to report to the City Council. 

Disagreements with Management 

For purposes of this letter, a disagreement with management is a financial accounting, reporting, or · 
auditing matter, whether or not resolved to our satisfaction, that could be significant to the financial 
statements or the auditor's report . We are pleased to report that no such disagreements arose during the 
course of our audit. 

Management Representations 

We have requested certain representations from management that are included m a management 
representation letter dated February 26, 2016. 

Management Consultations with Other Independent Accountants 

In some cases, management may decide to consult with other accountants about auditing and accounting 
matters, similar to obtaining ~ "second opinion" on certain situations. If a consultation involves 
application of an accounting pr1nciple to the governmental unit's financial statements or a determination 
of the type of auditor's opinion that may be expressed on those statements, our professional standards 
require the consulting accountant to check with us to determine that the consultant has all the relevant 
facts. To our knowledge, there were no such consultations with other accountants. 

Other Audit Findings or Issues 

We generally discuss a variety of matters, including the application of accounting principles and auditing 
standards, with management each year prior to retention as the City's auditors. However, these 
discussions occurred in the normal course of our professional relationship and our responses were not a 
condition to our retention. 
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Other Information Accompanying the Financial Statements 

With respect to the supplementary information accompanying the financial statements, we made certain 
inquiries of management and evaluated the form, content, and methods of preparing the information to 
determine that the information complies with accounting principles generally accepted in the United 
States of America, the method of preparing it has not changed from the prior period, and the information 
is appropriate and complete in relation to our audit of the financial statements. We compared and 
reconciled the supplementary information to the underlying accounting records used to prepare the 
financial statements or to the financial statements themselves. 

With respect to the required supplementary information accompanying the financial statements, applied 
certain limited procedures to the required supplementary information in accordance with auditing 
standards generally accepted in the United States of America, which consisted of inquiries of 
management about the methods of preparing the information and comparing the information for 
consistency with management's responses to our inquiries, the basic financial statements, and other 
knowledge we obtained during our audit of the basic financial statements. We did not express an opinion 
nor provide any assurance on the information because the limited procedures do not provide us with 
sufficient evidence to express an opinion or provide any assurance. 

The Introductory and Statistical Sections included as part of the Comprehensive Annual Financial Report 
have not been subjected to the auditing procedures applied in the audit of the basic financial statements 
and, accordingly, we did not express an opinion nor provide any assurance on them. 

****** 

This information is intended solely for the use of the City Council, and management and is not intended 
to be, and should not be, used by anyone other than these specified parties. 

Pleasant Hill, California 
February 26, 2016 
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