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2018-001 FINANCIAL CLOSING AND REPORTING 
 
Criteria: 
The City is responsible for fair presentation of the financial statements in conformity with accounting 
principles generally accepted in the United States of America. In addition, an effective internal control 
system over financial closing and reporting provides reasonable assurance for the safeguarding of assets, 
the reliability of financial information, and compliance with laws and regulations. 
 
Condition: 
During the performance of the audit, we noted that the City’s closing process didn’t capture the following 
year-end closing adjustments: 

• Approximately $970,000 vendor services performed in FY2018 but paid in FY2019 was not accrued 
as expenditure in FY2018, which also causing the adjustments to capital assets as these expenditures 
were related to construction services. 

• Collection of governmental receivables after 60 days of fiscal year end was not determined as 
unavailable revenue. 

 

Cause: 
The City didn’t have procedures and controls implemented to ensure the year-end closing process is 
completed. 
 
Context and Effect: 
Incomplete closing entries increased the risk of misstatement of financial statements. 
 
Recommendation: 
We recommend that the City enhance its internal control over financial reporting to ensure complete and 
accurate financial reporting. The City can accomplish this by expanding its year-end closing procedures to 
ensure that all nonroutine and nonsystematic transactions were accounted for, the appropriate accounting 
standards were applied, and transactions were accounted for in the proper period. 
 
Management Response: 

The new Accountant has been tasked with ensuring timely accrual of all expenditure. She 
will coordinate with other accounting staff  to ensure that they understand the importance 
of identifying correct Invoice dates and GL dates, to make accruals easier to identify, track 
and record. For revenues received after 60 days, she will work with A/R personnel to  
ensure that when they record revenue, that they record more information and note which 
fiscal year it belongs to, so that we know whether we should accrue as revenue (within 60 
days) or we should accrue it as deferred revenue (after 60 days). 
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2018-002 ABILITY OF THE CITY TO CONTINUE AS A GOING CONCERN 
 
Criteria: 
General purpose local governments, regardless of size, at a minimum should maintain a fund balance in the 
general fund of either 1) no less than 5 to 15 percent of regular general fund operating revenues, or 2) no 
less than 1to 2 months of regular general fund operating expenditures. 
 
Condition: 
The City’s available fund balance in the General Fund was a deficit $2,233,507.  The ability of the City to 
continue as a going concern and meet required operating obligations is dependent on the City’s ability to 
develop and implement a plan that will successfully increase cash flows. 
 

Cause: 
The City has either overspend its budget in the past or the budget was not balanced which depleted 
available fund balance. 
 
Context and Effect: 
Deficiency in fund balances may require significant cost cutting measures to reach a budget that will recoup 
the negative fund balance as well as provide the necessary revenues and financing for continued operations 
of the City. 
 
Recommendation: 
We recommend the City continue to analyze all potential cost cutting measures and revenue sources, and 
review options to establish a budget plan for the General Fund and other funds to recoup the deficit fund 
balance as well as provide continued financing for City operations. 
 
Management Response: 
 
The City was successful in passing a Real Property Transfer Tax measure in November 2018 that is expected 
to generate about $2.7 million cash annually. Additionally, in FY18 the City had already begun receiving 
about $0.3 million in cash from its share of sales taxes from the City of Richmond, for sales at Home depot. 
These two sources combined are expected to generate a steady $3.0 million in additional General Fund cash 
annually, starting in FY19. 
 
Additionally, the City has recently contracted to dispose of nearly $3.5 million in Redevelopment Agency 
Properties. The City’s share of these sales would be about 22% or $0.7 million in cash. Although this is a 
one-time source of cash, it is expected to further enhance City General Fund cash flows in 2019. Besides 
these sources of additional cash flow, several large development/building projects have been permitted 
recently. These too are expected to generate large one-time fees and ongoing property taxes on completion 
that will benefit the General Fund for years to come. 
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2018-003 INTERFUND BORROWINGS 
 
Criteria: 
Long term borrowings between City funds should be approved by the City Council with agreed upon 
repayment schedules. In addition, classification of interfund borrowings as due to other funds and due 
from other funds is intended solely for borrowings that are expected to be repaid in a relative short period 
of time (i.e. less than one year); borrowings that will be repaid over many years should be classified as 
advances from other funds and advances to other funds. 
 
Condition: 
During the performance of the audit, we noted that there was an advance in the General Fund due from the 
El Cerrito Redevelopment Agency Successor Agency Fund, this advance was not been approved by the City 
Council. 
 
We also noted that the Capital Improvement Capital Projects Fund and the Integrated Waste Management 
Enterprise Fund has significant borrowings from the General Fund of $670,384, and $317,967 respectively 
that are classified as due to other funds. We reclassified these inter-fund borrowings as advance to and from 
on the financial statements, however, the City didn’t have a repayment schedule for these borrowings. 
 

Cause: 
The borrowing between the General Fund and the El Cerrito Redevelopment Agency Successor Agency 
Fund was created when there were insufficient monies in the El Cerrito Redevelopment Agency Successor 
Agency Fund to make payments due to the State of California Department of Finance, as a result a 
borrowing from the General Fund was recorded. 
 
The City’s Capital Project Fund and Integrated Waste Management Fund have been incurring more 
expenditures than funded, creating an accounting negative cash position in the fund that is reclassified as a 
due to other fund (i.e. General fund). 
 
Context and Effect: 
The classification of these interfund borrowings may be misunderstood to be short term and mislead 
management and users of the financial statements to believe the General Fund’s cash will be returned in a 
relative short period of time. Not addressing the repayment of these borrowings may cause them to 
increase in future years and cause cash flow difficulties and possible General Fund borrowings from 
restricted resources. 
 
Recommendation: 
We recommend that the interfund borrowings noted above be formally approved with repayment 
schedules. 
 
Management Response: 
We are aware that these are negative pooled cash funds that can draw cash from the General Fund. We will 
monitor expense reimbursements closely to ensure making sure the grants money are received in a timely 
manner and if there are any Capital project reimbursements that they are invoiced and received within a 
reasonable period of time. IWM fees will be adjusted upwards so that the fund can pay back the General 
Fund within the next fiscal year. The City Council has already taken action at the FY 2019 mid-year budget 
adjustment to authorize the write off of outstanding advances from prior years, owed to the General Fund, 
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by the Housing Trust Fund and the Capital Project Fund to the tune of $632,000. These will be affected at 
the close of FY 2019 from the proceeds on sale of redevelopment agency properties that have already been 
sold.  
 


