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MEMORANDUM ON INTERNAL CONTROL 

 
 
To the Members of the Board of Directors of the 
South Bayside Waste Management Authority 
San Carlos, California 
 
 
In planning and performing our audit of the basic financial statements of the South Bayside Waste 
Management Authority (Authority) as of and for the year ended June 30, 2016, 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. 
 
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.   
 
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. 
 
This communication is intended solely for the information and use of management, the Board of 
Directors, 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 
November 29, 2016 
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REQUIRED COMMUNICATIONS 
 

 
 
 
To the Members of the Board of Directors of the 
South Bayside Waste Management Authority 
San Carlos, California 
 
 
We have audited the basic financial statements of the South Bayside Waste Management 
Authority (Authority) for the year ended June 30, 2016. Professional standards require that we 
communicate to you the following information related to our audit under generally accepted 
auditing standards and Government Auditing Standards and the Uniform Guidance. 
 
Significant Audit Findings 
 
Accounting Policies 
 
Management is responsible for the selection and use of appropriate accounting policies.  The 
significant accounting policies used by the Authority 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. 72 – Fair Value Measurement and Application 
 
This Statement addresses accounting and financial reporting issues related to fair value 
measurements.  The definition of fair value is the price that would be received to sell an 
asset or paid to transfer a liability in an orderly transaction between market participants at 
the measurement date.  This Statement provides guidance for determining a fair value 
measurement for financial reporting purposes.  This Statement also provides guidance for 
applying fair value to certain investments and disclosures related to all fair value 
measurements. 
 
This Statement establishes a hierarchy of inputs to valuation techniques used to measure 
fair value.  That hierarchy has three levels: 

 
• Level 1 inputs are quoted prices (unadjusted) in active markets for identical 

assets or liabilities.  
 

• Level 2 inputs are inputs—other than quoted prices—included within Level 1 
that are observable for the asset or liability, either directly or indirectly.  
 

• Level 3 inputs are unobservable inputs, such as management’s assumption of 
the default rate among underlying mortgages of a mortgage-backed security.  
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This Statement requires disclosures to be made about fair value measurements, the level 
of fair value hierarchy, and valuation techniques.  Governments should organize these 
disclosures by type of asset or liability reported at fair value.  It also requires additional 
disclosures regarding investments in certain entities that calculate net asset value per 
share (or its equivalent). 
 
The pronouncement became effective and affected the notes to the financial statements, 
but did not have a material effect on the financial statements. See Note 1h to the financial 
statements for current year disclosures. 
 
GASB 76 - The Hierarchy of Generally Accepted Accounting Principles for State and 
Local Governments 
 
The objective of this Statement is to identify, in the context of the current governmental 
financial reporting environment, the hierarchy of generally accepted accounting 
principles (GAAP). The “GAAP hierarchy” consists of the sources of accounting 
principles used to prepare financial statements of state and local governmental entities in 
conformity with GAAP and the framework for selecting those principles. This Statement 
reduces the GAAP hierarchy to two categories of authoritative GAAP and addresses the 
use of authoritative and non-authoritative literature in the event that the accounting 
treatment for a transaction or other event is not specified within a source of authoritative 
GAAP.  This Statement supersedes Statement No. 55, The Hierarchy of Generally 
Accepted Accounting Principles for State and Local Governments. 
  
The pronouncement became effective, but did not have a material effect on the financial 
statements.  
 
 
GASB 79 - Certain External Investment Pools and Pool Participants 
 
The requirements of this Statement are effective for reporting periods beginning after 
June 15, 2015, except for certain provisions on portfolio quality, custodial credit risk, and 
shadow pricing. Those provisions are effective for reporting periods beginning after 
December 15, 2015. 
 
This Statement addresses accounting and financial reporting for certain external 
investment pools and pool participants. Specifically, it establishes criteria for an external 
investment pool to qualify for making the election to measure all of its investments at 
amortized cost for financial reporting purposes. An external investment pool qualifies for 
that reporting if it meets all of the applicable criteria established in this Statement. The 
specific criteria address (1) how the external investment pool transacts with participants; 
(2) requirements for portfolio maturity, quality, diversification, and liquidity; and (3) 
calculation and requirements of a shadow price. Significant noncompliance prevents the 
external investment pool from measuring all of its investments at amortized cost for 
financial reporting purposes. Professional judgment is required to determine if instances 
of noncompliance with the criteria established by this Statement during the reporting 
period, individually or in the aggregate, were significant. 
 
The pronouncement became effective, but did not have a material effect on the financial 
statements. 

________________________________________________________ 
SBWMA BOD PACKET 01/26/2017

_____________________________________ ________________________________________________________ 
AGENDA ITEM: 7B EXHIBIT A - p35



 

REVIEW DRAFT   5 12/14/2016 7:29:45 PM 

 
Unusual Transactions, Controversial or Emerging Areas 
 
We noted no transactions entered into by the Authority 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. 
 
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 estimate(s) 
affecting the Authority’s financial statements were): 
 

Estimated Fair Value of Investments:  As of June 30, 2016, the Authority held 
approximately $22.5 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, 2016.  These fair values are not required to be adjusted for changes 
in general market conditions occurring subsequent to June 30, 2016. 
 
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 1d 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. 
 
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 year as disclosed in Note 1e 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. 

 
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. 

________________________________________________________ 
SBWMA BOD PACKET 01/26/2017

_____________________________________ ________________________________________________________ 
AGENDA ITEM: 7B EXHIBIT A - p36



 

REVIEW DRAFT   6 12/14/2016 7:29:45 PM 

 
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.  We did not propose any audit adjustments that, in our judgment, could 
have a significant effect, either individually or in the aggregate, on the Authority’s financial 
reporting process. 
 
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 
Directors. 
 
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 November 29, 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 a “second opinion” on certain situations. If a consultation 
involves application of an accounting principle to the Authority’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 Authority’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 
 
We were engaged to report on the supplementary information which accompany 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 Board of Directors and management and is not 
intended to be, and should not be, used by anyone other than these specified parties. 
 
 
 
 
Pleasant Hill, California 
November 29, 2016 
 
 

________________________________________________________ 
SBWMA BOD PACKET 01/26/2017

_____________________________________ ________________________________________________________ 
AGENDA ITEM: 7B EXHIBIT A - p38


	7_C_Exhibit A-I  SBWMA FY2016 Audited Annual Financial Statement -Final- 12.12.2016
	7_C_Exhibit A-II - SBWMA FY2016 MOIC (Internal Control) 12-15-16
	GASB Statement No. 72 – Fair Value Measurement and Application
	This Statement establishes a hierarchy of inputs to valuation techniques used to measure fair value.  That hierarchy has three levels:




