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MEMORANDUM ON INTERNAL CONTROL 

To the Board of Directors 
Stanislaus Regional Water Authority 
Turlock, California  

In planning and performing our audit of the basic financial statements of the Stanislaus Regional Water 
Authority (the Authority) as of and for the year ended June 30, 2020, in accordance with auditing 
standards generally accepted in the United States of America, we considered the Authority’s internal 
control over financial reporting (internal control) as a basis for designing audit procedures that are 
appropriate in the circumstances for the purpose of expressing our opinions on the financial statements, 
but not for the purpose of expressing an opinion on the effectiveness of the Authority’s internal control. 
Accordingly, we do not express an opinion on the effectiveness of the Authority’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 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, as discussed below, we identified certain deficiencies in internal control that we 
consider to be significant deficiencies. 

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 Authority’s financial statements will not be prevented, or detected and corrected on a timely basis.  
We did not identify any deficiencies in internal control that we consider to be material weaknesses. 

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 consider the deficiencies in internal control included on the Schedule of Significant 
Deficiencies to be significant deficiencies. 

Included in the Schedule of Other Matters are recommendations not meeting the above definitions that we 
believe are opportunities for strengthening internal controls and operating efficiency.   

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

Pleasant Hill, California 
March 12, 2021 
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MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF SIGNIFICANT DEFICIENCIES 

During our audit of the financial statements of the City of Turlock (City) for the year ended June 30, 2020 
the following items were identified as significant deficiencies.  Since the Authority utilizes the City to 
provide the Authority’s accounting function, we consider the following to be significant deficiencies in 
the Authority’s internal control. 

2020-001 Segregation of Duties for Changes to the Vendor Database 

The functions of payment processing and vendor database maintenance should be segregated. 

During our review of the Accounts Payable process, we noted that two staff members who have the 
ability to process disbursements can also make changes to the vendor database without approval.   

Although the City’s accounting system can produce a Vendor Change Report that shows what changes 
have been made to the vendor database, there are currently no procedures in place for this report to be 
reviewed by an employee that cannot make changes to the vendor database. 

If changes to the vendor database are not reviewed and approved, errors or unauthorized changes may go 
undetected. 

The City should implement procedures to include a review of the report by an employee that is not able to 
make changes to the vendor database to ensure unauthorized changes to the database are not made. 

Management’s Response: 

The Senior Accountant who oversees Accounts Payable reviewed New World security to 
determine the rights of individual users in the Purchasing and Accounts Payable processes. It was 
noted the Purchasing Coordinator does not have access to pay invoices or post Accounts Payable. 
She does, however, have access to vendor approvals along with the Senior Accountant.  The 
process from vendor set-up to payment of invoices does have many layers of segregation of 
duties and cross checking of functions which would make inappropriate vendor payments highly 
unlikely. The process is initiated at the department level with request for a vendor, which is 
routed to Purchasing, who is then responsible to setup the new vendor.  Purchase Orders are input 
by each respective department and routed to purchasing with appropriate backup from the 
Departments for approval.  Accounts Payable, which is a separate department and function from 
purchasing, processes the payment requests initiated at the department level and approved by a 
department manager. Accounting is responsible to verify payment requests comply with purchase 
orders and vendor information matches the purchase order and invoice(s). The segregation of 
duties between Purchasing and Accounts Payable provides assurance that vendor invoices are 
appropriately approved and paid.  
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MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF OTHER MATTERS 

NEW GASB PRONOUNCEMENTS OR PRONOUNCEMENTS NOT YET EFFECTIVE 

The following comment represents new pronouncements taking affect in the next few years.  We cite 
them here to keep you informed of developments: 

EFFECTIVE FISCAL YEAR 2020/21: 

GASB 84 – Fiduciary Activities 

The objective of this Statement is to improve guidance regarding the identification of fiduciary activities 
for accounting and financial reporting purposes and how those activities should be reported.  

This Statement establishes criteria for identifying fiduciary activities of all state and local governments. 
The focus of the criteria generally is on (1) whether a government is controlling the assets of the fiduciary 
activity and (2) the beneficiaries with whom a fiduciary relationship exists. Separate criteria are included 
to identify fiduciary component units and postemployment benefit arrangements that are fiduciary 
activities.  

GASB 90 – Majority Equity Interests—an amendment of GASB Statements No. 14 and No. 61) 

The primary objectives of this Statement are to improve the consistency and comparability of reporting a 
government’s majority equity interest in a legally separate organization and to improve the relevance of 
financial statement information for certain component units. It defines a majority equity interest and 
specifies that a majority equity interest in a legally separate organization should be reported as an 
investment if a government’s holding of the equity interest meets the definition of an investment. A 
majority equity interest that meets the definition of an investment should be measured using the equity 
method, unless it is held by a special-purpose government engaged only in fiduciary activities, a fiduciary 
fund, or an endowment (including permanent and term endowments) or permanent fund. Those 
governments and funds should measure the majority equity interest at fair value.  

EFFECTIVE FISCAL YEAR 2021/22: 

GASB 87 – Leases 

The objective of this Statement is to better meet the information needs of financial statement users by 
improving accounting and financial reporting for leases by governments.  This Statement increases the 
usefulness of governments’ financial statements by requiring recognition of certain lease assets and 
liabilities for leases that previously were classified as operating leases and recognized as inflows of 
resources or outflows of resources based on the payment provisions of the contract. It establishes a single 
model for lease accounting based on the foundational principle that leases are financings of the right to 
use an underlying asset.  Under this Statement, a lessee is required to recognize a lease liability and an 
intangible right-to-use lease asset, and a lessor is required to recognize a lease receivable and a deferred 
inflow of resources, thereby enhancing the relevance and consistency of information about governments’ 
leasing activities.  
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MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF OTHER MATTERS 

GASB 89 – Accounting for Interest Cost Incurred before the End of a Construction Period 

The objectives of this Statement are (1) to enhance the relevance and comparability of information about 
capital assets and the cost of borrowing for a reporting period and (2) to simplify accounting for interest 
cost incurred before the end of a construction period. 

This Statement establishes accounting requirements for interest cost incurred before the end of a 
construction period.  Such interest cost includes all interest that previously was accounted for in 
accordance with the requirements of paragraphs 5–22 of Statement No. 62, Codification of Accounting 
and Financial Reporting Guidance Contained in Pre-November 30, 1989 FASB and AICPA 
Pronouncements, which are superseded by this Statement. This Statement requires that interest cost 
incurred before the end of a construction period be recognized as an expense in the period in which the 
cost is incurred for financial statements prepared using the economic resources measurement focus. As a 
result, interest cost incurred before the end of a construction period will not be included in the historical 
cost of a capital asset reported in a business-type activity or enterprise fund. 

This Statement also reiterates that in financial statements prepared using the current financial resources 
measurement focus, interest cost incurred before the end of a construction period should be recognized as 
an expenditure on a basis consistent with governmental fund accounting principles. 

GASB 92 – Omnibus 2020 

The objectives of this Statement are to enhance comparability in accounting and financial reporting and to 
improve the consistency of authoritative literature by addressing practice issues that have been identified 
during implementation and application of certain GASB Statements.   

GASB 93 – Replacement of Interbank Offered Rates 

Some governments have entered into agreements in which variable payments made or received depend on 
an interbank offered rate (IBOR)—most notably, the London Interbank Offered Rate (LIBOR). As a 
result of global reference rate reform, LIBOR is expected to cease to exist in its current form at the end of 
2021, prompting governments to amend or replace financial instruments for the purpose of replacing 
LIBOR with other reference rates, by either changing the reference rate or adding or changing fallback 
provisions related to the reference rate. 

Statement No. 53, Accounting and Financial Reporting for Derivative Instruments, as amended, requires a 
government to terminate hedge accounting when it renegotiates or amends a critical term of a hedging 
derivative instrument, such as the reference rate of a hedging derivative instrument’s variable payment. In 
addition, in accordance with Statement No. 87, Leases, as amended, replacement of the rate on which 
variable payments depend in a lease contract would require a government to apply the provisions for lease 
modifications, including remeasurement of the lease liability or lease receivable. 

The objective of this Statement is to address those and other accounting and financial reporting 
implications that result from the replacement of an IBOR.  
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MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF OTHER MATTERS 

GASB 97 – Certain Component Unit Criteria, and Accounting for and Financial Reporting for 
Internal Revenue Code Section 457 Deferred Compensation Plans 

The primary objectives of this Statement are to (1) increase consistency and comparability related to the 
reporting of fiduciary component units in circumstances in which a potential component unit does not 
have a governing board and the primary government performs the duties that a governing board typically 
would perform; (2) mitigate costs associated with the reporting of certain defined contribution pension 
plans, defined contribution other postemployment benefit (OPEB) plans, and employee benefit plans 
other than pension plans or OPEB plans (other employee benefit plans) as fiduciary component units in 
fiduciary fund financial statements; and (3) enhance the relevance, consistency, and comparability of the 
accounting and financial reporting for Internal Revenue Code (IRC) Section 457 deferred compensation 
plans (Section 457 plans) that meet the definition of a pension plan and for benefits provided through 
those plans. 

EFFECTIVE FISCAL YEAR 2022/23: 

GASB 91 – Conduit Debt Obligations 

The primary objectives of this Statement are to provide a single method of reporting conduit debt 
obligations by issuers and eliminate diversity in practice associated with (1) commitments extended by 
issuers, (2) arrangements associated with conduit debt obligations, and (3) related note disclosures. This 
Statement achieves those objectives by clarifying the existing definition of a conduit debt obligation; 
establishing that a conduit debt obligation is not a liability of the issuer; establishing standards for 
accounting and financial reporting of additional commitments and voluntary commitments extended by 
issuers and arrangements associated with conduit debt obligations; and improving required note 
disclosures. 

GASB 94 – Public-Private and Public-Public Partnerships and Availability Payment Arrangements 

The primary objective of this Statement is to improve financial reporting by addressing issues related to 
public-private and public-public partnership arrangements (PPPs). As used in this Statement, a PPP is an 
arrangement in which a government (the transferor) contracts with an operator (a governmental or 
nongovernmental entity) to provide public services by conveying control of the right to operate or use a 
nonfinancial asset, such as infrastructure or other capital asset (the underlying PPP asset), for a period of 
time in an exchange or exchange-like transaction. Some PPPs meet the definition of a service concession 
arrangement (SCA), which the Board defines in this Statement as a PPP in which (1) the operator collects 
and is compensated by fees from third parties; (2) the transferor determines or has the ability to modify or 
approve which services the operator is required to provide, to whom the operator is required to provide 
the services, and the prices or rates that can be charged for the services; and (3) the transferor is entitled to 
significant residual interest in the service utility of the underlying PPP asset at the end of the arrangement. 

This Statement also provides guidance for accounting and financial reporting for availability payment 
arrangements (APAs). As defined in this Statement, an APA is an arrangement in which a government 
compensates an operator for services that may include designing, constructing, financing, maintaining, or 
operating an underlying nonfinancial asset for a period of time in an exchange or exchange-like 
transaction. 
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MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF OTHER MATTERS 

GASB 96 – Subscription-Based Information Technology Arrangements 

This Statement provides guidance on the accounting and financial reporting for subscription-based 
information technology arrangements (SBITAs) for government end users (governments). This Statement 
(1) defines a SBITA; (2) establishes that a SBITA results in a right-to-use subscription asset—an
intangible asset—and a corresponding subscription liability; (3) provides the capitalization criteria for
outlays other than subscription payments, including implementation costs of a SBITA; and (4) requires
note disclosures regarding a SBITA. To the extent relevant, the standards for SBITAs are based on the
standards established in Statement No. 87, Leases, as amended.
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MEMORANDUM ON INTERNAL CONTROL 

STATUS OF PRIOR YEAR 
SCHEDULE OF OTHER MATTERS 

2016-01 Insurance/Bonds Provisions of the Joint Exercise of Powers Agreement 

Article XIV, Insurance/Bonds, of the Authority’s amended Joint Exercise of Powers Agreement includes 
the provision that the Authority “shall at all times maintain worker’s compensation insurance and 
insurance against public liability and property damage to the extent reasonably necessary…Such 
insurance may be maintained in whole or in part in the form of self-insurance.”  And, Article XX, 
Participant Employees, indicates that “Each Participant shall assume all liability related to its employees 
who provide services in connection with this Agreement…However, the Authority may, in its sole 
discretion, procure a policy or policies of insurance in the types and amounts it deems appropriate. In the 
event such policy or policies of insurance are procured by the Authority, such insurance coverage shall be 
primary over any obligation of the Participant under this section.” 

The Authority has not obtained worker’s compensation, liability or property damage insurance policies to 
date or documented the manner in which it is self-insured. 

The Authority should review the need for insurance coverage as contemplated by Articles XIV and XX of 
the Agreement and formally document what policies are in place, not in place, or in what manner the 
Authority is self-insured. 

Current Status:  Implemented. 
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