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MEMORANDUM ON INTERNAL CONTROL 

To the Board of Commissioners of 
 the San Mateo County Harbor District, 
El Granada, California 

In planning and performing our audit of the basic financial statements of the San Mateo County Harbor 
District (District) as of and for the year ended June 30, 2018, in accordance with auditing standards 
generally accepted in the United States of America, we considered the District’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 District’s internal control.  Accordingly, we 
do not express an opinion on the effectiveness of the District’s internal control. 

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

Our consideration of internal control was for the limited purpose described in the first paragraph and was 
not designed to identify all deficiencies in internal control that might be material weaknesses.  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.  
Given these limitations during our audit, we did not identify any deficiencies in internal control that we 
consider to be material weaknesses.  However, material weaknesses may exist that have not been 
identified. 

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.  

This communication is intended solely for the information and use of management, Board of 
Commissioners, 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 
April 29, 2019 
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MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF OTHER MATTERS 

2018-01: Upcoming Governmental Accounting Standards Board Pronouncements 

EFFECTIVE FISCAL YEAR 2018/19: 

GASB 83 – Certain Asset Retirement Obligations 

This Statement addresses accounting and financial reporting for certain asset retirement obligations 
(AROs). An ARO is a legally enforceable liability associated with the retirement of a tangible capital 
asset. A government that has legal obligations to perform future asset retirement activities related to its 
tangible capital assets should recognize a liability based on the guidance in this Statement. 

This Statement establishes criteria for determining the timing and pattern of recognition of a liability and 
a corresponding deferred outflow of resources for AROs. This Statement requires that recognition occur 
when the liability is both incurred and reasonably estimable. The determination of when the liability is 
incurred should be based on the occurrence of external laws, regulations, contracts, or court judgments, 
together with the occurrence of an internal event that obligates a government to perform asset retirement 
activities. Laws and regulations may require governments to take specific actions to retire certain 
tangible capital assets at the end of the useful lives of those capital assets, such as decommissioning 
nuclear reactors and dismantling and removing sewage treatment plants. Other obligations to retire 
tangible capital assets may arise from contracts or court judgments. Internal obligating events include the 
occurrence of contamination, placing into operation a tangible capital asset that is required to be retired, 
abandoning a tangible capital asset before it is placed into operation, or acquiring a tangible capital asset 
that has an existing ARO. 

This Statement requires the measurement of an ARO to be based on the best estimate of the current 
value of outlays expected to be incurred. The best estimate should include probability weighting of all 
potential outcomes, when such information is available or can be obtained at reasonable cost. If 
probability weighting is not feasible at reasonable cost, the most likely amount should be used. This 
Statement requires that a deferred outflow of resources associated with an ARO be measured at the 
amount of the corresponding liability upon initial measurement. 

This Statement requires the current value of a government’s AROs to be adjusted for the effects of 
general inflation or deflation at least annually. In addition, it requires a government to evaluate all 
relevant factors at least annually to determine whether the effects of one or more of the factors are 
expected to significantly change the estimated asset retirement outlays. A government should remeasure 
an ARO only when the result of the evaluation indicates there is a significant change in the estimated 
outlays. The deferred outflows of resources should be reduced and recognized as outflows of resources 
(for example, as an expense) in a systematic and rational manner over the estimated useful life of the 
tangible capital asset. 

A government may have a minority share (less than 50 percent) of ownership interest in a jointly owned 
tangible capital asset in which a nongovernmental entity is the majority owner and reports its ARO in 
accordance with the guidance of another recognized accounting standards setter. Additionally, a 
government may have a minority share of ownership interest in a jointly owned tangible capital asset in 
which no joint owner has a majority ownership, and a nongovernmental joint owner that has operational 
responsibility for the jointly owned tangible capital asset reports the associated ARO in accordance with 
the guidance of another recognized accounting standards setter. In both situations, the government’s 
minority share of an ARO should be reported using the measurement produced by the nongovernmental 
majority owner or the nongovernmental minority owner that has operational responsibility, without 
adjustment to conform to the liability measurement and recognition requirements of this Statement.  
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MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF OTHER MATTERS 

GASB 83 – Certain Asset Retirement Obligations (Continued) 

In some cases, governments are legally required to provide funding or other financial assurance for their 
performance of asset retirement activities. This Statement requires disclosure of how those funding and 
assurance requirements are being met by a government, as well as the amount of any assets restricted for 
payment of the government’s AROs, if not separately displayed in the financial statements.  

This Statement also requires disclosure of information about the nature of a government’s AROs, the 
methods and assumptions used for the estimates of the liabilities, and the estimated remaining useful life 
of the associated tangible capital assets. If an ARO (or portions thereof) has been incurred by a 
government but is not yet recognized because it is not reasonably estimable, the government is required 
to disclose that fact and the reasons therefor. This Statement requires similar disclosures for a 
government’s minority shares of AROs. 

Effective Date 

The requirements of this Statement are effective for reporting periods beginning after June 15, 2018. 

How the Changes in This Statement Will Improve Financial Reporting 

This Statement will enhance comparability of financial statements among governments by establishing 
uniform criteria for governments to recognize and measure certain AROs, including obligations that may 
not have been previously reported. This Statement also will enhance the decision-usefulness of the 
information provided to financial statement users by requiring disclosures related to those AROs.  

EFFECTIVE FISCAL YEAR 2019/20: 

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.  

An activity meeting the criteria should be reported in a fiduciary fund in the basic financial statements. 
Governments with activities meeting the criteria should present a statement of fiduciary net position and 
a statement of changes in fiduciary net position. An exception to that requirement is provided for a 
business-type activity that normally expects to hold custodial assets for three months or less.  

This Statement describes four fiduciary funds that should be reported, if applicable: (1) pension (and 
other employee benefit) trust funds, (2) investment trust funds, (3) private-purpose trust funds, and (4) 
custodial funds. Custodial funds generally should report fiduciary activities that are not held in a trust or 
equivalent arrangement that meets specific criteria.  

A fiduciary component unit, when reported in the fiduciary fund financial statements of a primary 
government, should combine its information with its component units that are fiduciary component units 
and aggregate that combined information with the primary government’s fiduciary funds. 
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MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF OTHER MATTERS 

GASB 84 – Fiduciary Activities (Continued) 

This Statement also provides for recognition of a liability to the beneficiaries in a fiduciary fund when an 
event has occurred that compels the government to disburse fiduciary resources. Events that compel a 
government to disburse fiduciary resources occur when a demand for the resources has been made or 
when no further action, approval, or condition is required to be taken or met by the beneficiary to release 
the assets. 

Effective Date 

The requirements of this Statement are effective for reporting periods beginning after December 15, 
2018.  

How the Changes in This Statement Will Improve Financial Reporting 

The requirements of this Statement will enhance consistency and comparability by (1) establishing 
specific criteria for identifying activities that should be reported as fiduciary activities and (2) clarifying 
whether and how business-type activities should report their fiduciary activities. Greater consistency and 
comparability enhances the value provided by the information reported in financial statements for 
assessing government accountability and stewardship. 
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MEMORANDUM ON INTERNAL CONTROL 

STATUS OF PRIOR YEAR OTHER MATTERS 

2017-01: Review of Accounts Payable   

Criteria:  It is necessary for accounts payable batches to be reviewed and approved before they are 
posted to the General Ledger, and monthly reconciliation between accounts payable sub ledger and 
General Ledger should be performed to ensure the accuracy of processing disbursements. 

Condition:  It was noted that the Accounting Manager signed off on each disbursement request forms, 
and reviewed the check run total, but was not reviewing the GL. Additionally; accounts payable was able 
to post directly into the GL after entering disbursements in the accounts payable module in Fundbalance. 

Cause:  The District is limited in staff, and the task transition between the new Accounting Manager and 
the former Accounting Manager was done with a short timeframe therefore task handover was not 
thorough performed. As of result, accounts payable batches were not reviewed before they are posted to 
the General Ledger. 

Potential Effect: Accounts payable batches posted to General Ledger without proper review and 
approval can cause a potential risk of improper processing disbursements due to processing errors, 
unauthorized transactions, and unauthorized adjustments to the general ledger. 

Recommendation:  Accounts payable batches should be reviewed and approved before they are posted 
to General Ledger. As our discussion with the District at the time of audit, the new Accounting Manager 
will review an individual accounts payable processing and accounts payable batch reports before they 
are posted to General Ledger. It appears that the District will perform accounts payable processing 
efficiency. 

Current Status:  Implemented. 
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REQUIRED COMMUNICATIONS 

To the Board of Commissioners of 
the San Mateo County Harbor District 
El Granada, California 

We have audited the basic financial statements of the San Mateo County Harbor District (District) for the 
year ended June 30, 2018. Professional standards require that we communicate to you the following 
information related to our audit under generally accepted auditing standards and Government 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 District are described in Note 1 to the financial statements.  No new 
accounting policies were adopted and the application of existing policies was not changed during the 
year, except as follows: 

 GASB Statement No. 75 –Accounting and Financial Reporting for Post-employment 
Benefits Other Than Pensions 

The following Governmental Accounting Standards Board (GASB) pronouncements became effective, 
but did not have a material effect on the financial statements: 

GASB Statement No. 81 – Irrevocable Split-Interest Agreements 

GASB Statement No. 85 – Omnibus 2017 

GASB Statement No. 86 – Certain Debt Extinguishment Issues 

Unusual Transactions, Controversial or Emerging Areas 

We noted no transactions entered into by the District 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. 
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Accounting Estimates 

Accounting estimates are an integral part of the financial statements prepared by management and are 
based on management’s 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 
significantly from those expected. The most sensitive estimates affecting the District’s financial 
statements were: 

Estimated Fair Value of Investments: As of June 30, 2018, the District held $21.2 million of 
cash and investments as measured by fair value as disclosed in Note 2 to the financial 
statements.  Fair value is essentially market pricing in effect as of June 30, 2018.  These fair 
values are not required to be adjusted for changes in general market conditions occurring 
subsequent to June 30, 2018. 

Estimate of 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 1.E. to the financial statements.  We evaluated 
the key factors and assumptions used to develop the depreciation estimate and determined that it 
is somewhat reasonable in relation to the basic financial statements taken as a whole. 

Estimate of Compensated Absences:  Accrued compensated absences which are comprised of 
accrued vacation, holiday, and certain other compensating time is estimated using accumulated 
unpaid leave hours and hourly pay rates in effect at the end of the fiscal.  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 Pension and Net OPEB Liabilities and Pension-Related Deferred Outflows and 
Inflows of Resources:  Management’s estimate of the net pension and net OPEB liabilities and 
deferred outflows/inflows of resources are disclosed in Note 7 and Note 8 to the financial 
statements and are based on actuarial studies determined by a consultant, which are based on the 
experience of the District.  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 

The financial statement disclosures are neutral, consistent, and clear. 

Difficulties Encountered in Performing the Audit 

We encountered no significant difficulties in dealing with management in performing and completing 
our audit. 
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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 all such misstatements.  In addition, none of the misstatements 
detected as a result of audit procedures and corrected by management were material, either individually 
or in the aggregate, to each opinion unit’s financial statements taken as a whole.  

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 Board of Commissioners. 

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 in a management 
representation letter dated April 29, 2019. 

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 a “second opinion” on certain situations. If a consultation involves 
application of an accounting principle to the District’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 District’s auditors. However, these 
discussions occurred in the normal course of our professional relationship and our responses were not a 
condition to our retention. 

Other Information Accompanying the Financial Statements 

We applied certain limited procedures to the required supplementary information that accompanies and 
supplements the basic financial statements.  Our procedures consisted of inquiries of management 
regarding 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 audit the required supplementary information 
and do not express an opinion or provide any assurance on the required supplementary information.  
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We were engaged to report on the supplementary information, which accompanying the financial 
statements but are not required supplementary information.  With respect to this supplementary 
information, 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.  

****** 

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

Pleasant Hill, California 
April 29, 2019 
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