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November 3, 2015 
 
 
The Honorable Brenda Knight 
Mayor of the City of Beaumont 
550 E. 6th Street 
Beaumont, CA  92223 
 
Dear Mayor Knight: 
 
Enclosed is the report of the State Controller’s Office (SCO) review of the City of Beaumont’s 
(City) administrative and internal accounting controls. The review was conducted to assess the 
adequacy of the City’s controls for safeguarding assets and to ensure proper use of public funds. 
 
Our review found weaknesses in the City’s accounting and administrative controls system. We 
also noted the numerous deficiencies described in the Findings and Recommendations section of 
our report. 
 
As a part of the review, we assessed various aspects of the City’s internal control components 
and elements based on guidance by the Government Accountability Office. Of the 79 control 
elements evaluated pertaining to internal control components, we found 75, or 95% of control 
elements, that were considered inadequate and one control element that was not applicable.  
 
The results of our review and evaluation of the elements of internal control are included in this 
report as an Appendix. Our assessments of the elements were based on the conditions that 
existed during our review period of fiscal year (FY) 2012-13 and FY 2013-14.  
 
It should be noted that the City is in the process of developing corrective actions and 
implementing our recommendations. Therefore, the City should be commended for taking these 
matters seriously and being proactive in resolving the noted deficiencies. We would like to 
express our thanks to the City staff and management, who were helpful throughout the review 
process. 
 
As always, my staff and I are available to address your questions. You may contact Mike Spalj, 
Chief, Local Government Audits Bureau, by telephone at (916) 324-6984, or by email at 
mspalj@sco.ca.gov. 
 
Sincerely,  
 
Original signed by 
 
JEFFREY V. BROWNFIELD 
Chief, Division of Audits 



 
The Honorable Brenda Knight  2 November 3, 2015 
 
 

 

JVB/as 
 
cc: Elizabeth Gibbs-Urtiaga, Acting City Manager 
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 Mike Lara, Mayor Pro Tem 
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 Jeff Fox, Councilmember 
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 Mark Orozco, Councilmember 
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 Lloyd White, Councilmember 
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 Onyx Jones, Interim Finance Director 
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 Nancy Carroll, Treasurer 
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 Mike Spalj, Chief 
  Local Government Audits Bureau 
  Division of Audits 
 Efren Loste, Audit Manager 
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  Division of Audits 
 Michael Cheng, Auditor-in-Charge 
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Review Report 
 

The State Controller’s Office (SCO) reviewed the City of Beaumont’s 
system of administrative and internal accounting controls for the period of 
July 1, 2012, through June 30, 2014 (fiscal year [FY] 2012-13 and 
FY 2013-14). We expanded our testing as necessary to include current 
and/or prior-period transactions to follow up on issues identified through 
our interviews of city officials and through our review of the independent 
auditors’ reports and other audit reports. 
 
On May 19, 2015, the SCO notified the City of Beaumont’s City Manager, 
Alan C. Kapanicas, that the City of Beaumont did not comply with state 
law regarding the submittal of annual reports and independent audits. In 
our analysis and comparison of financial transactions reports to the audited 
financial statements, we noted differences as follows: 
 
Financial Transactions Report for FY 2012-13: 

x The city did not record capital assets within its governmental activities 
and, accordingly, did not record depreciation expenses on those assets. 

x General Fund, Fund Equity, was understated by $3,879,488 
($11,043,473 was reported instead of the actual of $14,922,961). 

x General Fund, Cash and Investment, was overstated by $16,035,923 
($16,065,349 was reported instead of the actual of $29,426). 

x Total Revenues was overstated by $4,052,615 ($54,706,184 was 
reported, instead of the actual of $50,653,569). 

x Total Expenditures was understated by $50,451,334 ($51,443,340 was 
reported, instead of the actual of $101,894,674). 

x Enterprise Fund, Transit Fares, was understated by $209,226 
($190,808 was reported, instead of the actual of $400,034). 

x Investment in Community Facility District (CFD) bonds, totaling 
$220,101,793, was not included in the Agency Funds Financial 
Statement. 

 
Financial Transactions Report for FY 2013-14: 

x General Fund, Fund Equity, was understated by $3,096,013 
($12,049,103 was reported, instead of the actual of $15,145,116). 

x General Fund, Cash and Investment, was overstated by $15,489,921 
($15,517,144 was reported, instead of the actual of $27,223). 

x Total Revenues was understated by $6,370,389 ($35,530,592 was 
reported, instead of the actual of $41,900,981). 

x Total Expenditures was understated by $1,525,267 ($42,074,213 was 
reported, instead of the actual of $43,599,480). 

Introduction 
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x Enterprise Fund, Waste Activity, Prior Year Adjustment, negative 
$341,609, was not included to restate the ending Enterprise Fund 
balance. 

x Investment in CFD bonds, $216,046,830, was not included in Agency 
Funds Financial Statement. 
 

City of Beaumont Independent Auditor’s Report for FY 2012-13: 

x Management’s Discussion and Analysis was not presented as required 
to supplement the basic financial statements. 

x Governmental Activities, Unrestricted Net Position, had a deficit of 
$32,707,527. 

x General Fund, Unassigned Fund, had a deficit of $6,866,481. 

x It is not clear whether the $21,500,000 in advances to the Beaumont 
Redevelopment Successor Agency will be collectible due to the 
dissolution of the Redevelopment Agency. 

x It is not clear whether the City will be able to reduce the deficit without 
additional revenue sources or expenditure cuts.   

x The City currently does not have the financial resources to pay the 
Western Riverside Council of Governments (WRCOG) 
Transportation Uniform Mitigation Fee (TUMF) lawsuit settlement in 
the amount of $42,994,879, plus interest and fees. 

 
City of Beaumont Draft Independent Auditor’s Report for FY 2013-14 
(Posted on City’s Website): 

x Management’s Discussion and Analysis was not presented as required 
to supplement the basic financial statements. 

x Governmental Activities, Unrestricted Net Position, had a deficit of 
$34,861,337. 

x General Fund, Unassigned Fund, had a deficit of $6,623,679. 

x It is not clear whether the $21,500,000 in advances to the Beaumont 
Redevelopment Successor Agency will be collectible due to the 
dissolution of the Redevelopment Agency.   

x It is not clear whether the City will be able to reduce its deficit without 
additional revenue sources or expenditure cuts.   

x The City currently does not have the financial resources to pay the 
WRCOG TUMF lawsuit settlement in the amount of $42,994,879, 
plus pre-judgement interest of $14,809,096. 
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After considering the above information, the SCO has concluded that there 
is reason to believe that the City's ability to provide reliable and accurate 
information relating to required financial reports is questionable. 
Therefore, under Government Code section 12464(a), we conducted an 
investigation to validate the financial transaction reports submitted by the 
City for FY 2012-13 and FY 2013-14. Under Government Code 
section 12464(b), the costs of this review, including those for preparing a 
report of the results and transmitting copies to the City Council, will be 
borne by the City. 
 
Our review included an analysis of the administrative and internal 
accounting controls and fiscal management practices of the City. This 
included assessing the impact of allegations of wrongdoing by city 
officials and any findings on selected local, state, and federal programs 
administered by the City. 
 
This report presents the results of findings and conclusions reached in our 
review of the City’s administrative and internal accounting controls 
system.  
 
 
The City of Beaumont was incorporated on November 18, 1912. It is a 
“general law” city governed by a city council/city manager form of 
government. The 2010 United States Census reported that the City of 
Beaumont had a population of 36,877.  
 
The City of Beaumont includes as component units in its financial reports 
the Beaumont Financing Authority, the Community Facility District 93-1, 
the Beaumont Utility Authority, and the Beaumont Conservation 
Authority. Although legally separate, these entities are governed by all 
members of the City Council and are managed by City staff; thus, the 
entities are treated by the City of Beaumont as component units for 
financial reporting purposes.  
 
 
The objective of this review was to evaluate the City of Beaumont’s 
system of administrative and internal accounting controls to ensure:  

x Effectiveness and efficiency of operations;  

x Reliability of financial reporting;  

x Compliance with applicable laws and regulations; and  

x Adequate safeguard of public resources.  
 
To accomplish our objective, we performed the following procedures:  

x Evaluated the City’s formal written internal policies and procedures; 

x Conducted interviews with City employees and observed the City’s 
business operations for the purpose of evaluating City-wide 
administrative and internal accounting controls; 

Objective, Scope, 
and Methodology 

Background 
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x Reviewed the City’s documentation and supporting financial records; 

x On a limited basis, performed tests of transactions to ensure adherence 
with prescribed policies and procedures and to validate and test the 
effectiveness of controls; and 

x Assessed various aspects of the City’s internal control components and 
elements based on guidance by the Government Accountability Office. 

 
 
We found the City of Beaumont’s administrative and internal accounting 
control deficiencies to be serious and pervasive; in effect, such controls 
are non-existent. The weaknesses in the City’s administrative and internal 
accounting controls system resulted in numerous findings that should be 
addressed and corrected by the City.  
 
As part of our review, we made an assessment of various aspects of the 
City’s internal control components and elements based on the guidelines 
established by the Government Accountability Office’s Internal Control 
Management and Evaluation tool. Of the 79 control elements evaluated 
pertaining to internal control components, we found 75 of 79 (95%) for 
which controls were considered to be inadequate and one control element 
that was considered not applicable. The results of our review and 
evaluation of elements of internal control are included in this report as an 
Appendix.  
 
The City should develop a comprehensive corrective action plan to address 
these deficiencies. The plan should identify the tasks to be performed, as 
well as milestones and timelines for completion. The City Council should 
require periodic updates at public meetings of the progress in 
implementing the corrective action plan.   
 
 
We issued a draft report on October 8, 2015. Elizabeth Gibbs-Urtiaga, 
Acting City Manager, responded to the findings by email on October 19, 
2015 and in a letter postmarked October 21, 2015. The City is in the 
process of developing corrective actions and implementing our 
recommendations.  The City’s response is included in this final review 
report as an attachment.  
 
 
This report is solely for the information and use of the City of Beaumont 
and the SCO; it is not intended to be and should not be used by anyone 
other than these parties. This restriction is not intended to limit distribution 
of this report, which is a matter of public record. 
 
 
 
Original signed by 
 
JEFFREY V. BROWNFIELD 
Chief, Division of Audits 
 
November 3, 2015 

Conclusion 

Views of 
Responsible 
Officials 

Restricted Use 
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Findings and Recommendations 
 

Pursuant to Government Code section 12464, our review disclosed the 
following reporting issues at the City of Beaumont (City): 
 
Financial Transactions Report for fiscal year (FY) 2012-2013: 

x The City has not recorded capital assets within its governmental 
activities, and accordingly, has not recorded depreciation expenses on 
those assets. 

x General Fund, Fund Equity, was understated by $3,879,488 
($11,043,473 was reported instead of the actual of $14,922,961). 

x General Fund, Cash and Investment, was overstated by $16,035,923 
($16,065,349 was reported instead of the actual of $29,426). 

x Total Revenues was overstated by $4,052,615 ($54,706,184 was 
reported instead of the actual of $50,653,569). 

x Total Expenditures was understated by $50,451,334 ($51,443,340 was 
reported instead of the actual of $101,894,674). 

x Enterprise Fund, Transit Fares, was understated by $209,226 
($190,808 was reported instead of the actual of $400,034). 

x Investment in Community Facility District bonds, totaling 
$220,101,793, was not included in the Agency Funds Financial 
Statement. 
 

Financial Transactions Report for FY 2013-14: 

x General Fund, Fund Equity, was understated by $3,096,013 
($12,049,103 was reported instead of the actual of $15,145,116). 

x General Fund, Cash and Investment, was overstated by $15,489,921 
($15,517,144 was reported instead of the actual of $27,223). 

x Total Revenues was understated by $6,370,389 ($35,530,592 was 
reported instead of the actual of $41,900,981). 

x Total Expenditures was understated by $1,525,267 ($42,074,213 was 
reported instead of the actual of $43,599,480). 

x Enterprise Fund, Waste Activity, Prior Year Adjustment, negative 
$341,609, was not included to restate the ending Enterprise Fund 
balance. 

x Investment in CFD bonds, totaling $216,046,830, was not included in 
the Agency Funds Financial Statement. 

 
  

Noncompliance 
with Government 
Code section 12464 
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Recommendation 
 
The City should consider the issues above when preparing future Financial 
Transactions Reports. The City’s Financial Transactions Reports 
submitted to the State Controller’s Office (SCO) should include all year-
end final closing adjustments. The City should also ensure that internal 
control findings and recommendations noted in this report are reviewed 
and evaluated for their impact on future reporting. 
 
City’s Response 

 
a. On October 1, 2015, the Interim Finance Director, Onyx Jones, 

contacted Mr. Jeffrey V. Brownfield, Chief, Division of Audits at the 
SCO regarding the completion of the City’s FY 2015 Financial 
Transactions Report. The Interim Finance Director explained that the 
steps listed below would need to be taken by the City during the next 
6 months to a year in order to correct all previous year Financial 
Transaction Report discrepancies and to ensure timeliness and 
accuracy of the future annual reports: 
i. The Finance Department will work with the City’s new audit 

firm to complete FY 2015 audited financials that will be 
compliant with GASB 34, include a Management Discussion & 
Analysis (MD&A), and reflect a proper recording and valuation 
of fixed assets. 

ii. All prior period adjustments for cash, investments, fund 
balance/equity, bond transactions, and auditor adjustments for 
both government and business activities, will be recorded in the 
FY 2015 Financial Transaction Report so that it reconciles to the 
FY 2015 Government Wide Audited Financial Statements. 

iii. The FY 2015 Agency Fund Financial Transaction Reports will 
include the proper accounting of the Beaumont Financing 
Authority and any other missing agency funds. 

iv. The Interim Finance Director is also working on an internal year-
end check-list with deadlines to ensure FY 2016 closing entries 
are recorded in the City’s general ledger system and reflected in 
the FY 2016 Financial Transaction Report by the State 
Controller’s deadline of October 2016. 

v. The Finance department will ensure that any auditor adjustments 
booked after the October 2016 deadline are shown as prior period 
adjustments in the following year’s Financial Transaction 
Reports to ensure that the balances continue to tie to the City’s 
audited financial statements. 

b. The City does understand that there is no section in the California 
Government Code that requires that the annual Financial Transaction 
reports be based on audited information and there is no legal 
requirement to include an audit report; however, the City will create a 
practice of ensuring a copy of the audited financial statements are sent 
to the State Controller’s office when completed and any adjustments 
needed to reconcile the Financial Transaction to the audited financial 
statements will be properly recorded in the following year’s Financial 
Transaction Report. 

  



City of Beaumont Administrative and Internal Accounting Controls 

-7- 

SCO’s Comments 
 
The City is in the process of taking appropriate corrective action to submit 
more accurate and timely reports.  
 
 
We found the City’s administrative and internal accounting control 
deficiencies to be serious and pervasive; in effect, such controls were non-
existent. The weaknesses in the City’s administrative and internal 
accounting controls system resulted in numerous findings that should be 
addressed and corrected by the City. We also found a serious lack of 
oversight by the City Council over the City’s financial and operational 
activities.  
 
We assessed various aspects of the City’s internal controls components 
and elements based on the guidelines established by the Government 
Accountability Office’s Internal Control Management and Evaluation 
tool. Of the 79 control elements evaluated pertaining to internal control 
components, we found 75 of 79 (95%) that were considered inadequate 
and one control element that was considered non-applicable. In the 
overarching components under control environment for integrity and 
ethical value, commitment to competence, and management oversight and 
control, we found that none of the eight control elements were adequate.  
 
Using the results of our internal control matrix, we performed reviews of 
selected transactions to document examples of weak and nonexistent 
controls. The specific findings described in this report resulted, at least in 
part, from these deficiencies.  
 
Recommendation 
 
While we have provided specific recommendations to address the findings 
described below, from a broader perspective, we recommend that the City 
develop a comprehensive corrective action plan to address the deficiencies 
noted in the Appendix. The plan should identify the tasks to be performed, 
as well as milestones and timelines for completion. In addition, we 
recommend that the City of Beaumont’s City Council require periodic 
updates at public meetings of the progress in implementing the corrective 
action plan. 
 
City’s Response 

 
a. The City is working on a corrective action plan to address the 

deficiencies identified in this report. The City has already begun 
creating Financial Management Policies, employee handbooks, an 
internal checklist of staff responsibilities, hiring the necessary 
staff/consultants to complete the work, and developing timelines. 

b. The Finance Department will be providing quarterly updates to 
Council on the progress. The first information update is scheduled to 
be presented to Council in November 2015. 

 
SCO’s Comments 
 
The City is in the process of taking appropriate corrective action to remedy 
the noted deficiencies. 

Results of Analysis 
of the City’s 
Administrative and 
Internal 
Accounting 
Control System 
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The City failed to properly account for and maintain records for its 
component units’ bond transactions and its fixed assets and inventory. 
 
Total Lack of Accounting for and Questionable Use of Bond Proceeds 
 
The City did not keep proper accounting records of its component units’—
the Beaumont Financing Authority (Authority), the Community Facilities 
District No. 93-1 (District), and Beaumont Utility Authority (Utility)—
transactions relating to Authority, District, and Utility bond issuances 
totaling $626 million.  
We noted the following: 

x The Authority issued $313.09 million in local agency revenue bonds 
for use mainly in acquiring District bonds and for a sewer enterprise 
project between 1993 and 2014; 

x The District issued $303.12 million in special tax bonds for use in the 
various improvement areas within the District between 1994 through 
2014; and  

x The Utility issued $9.79 million in revenue bonds for a wastewater 
enterprise project in 2001.  

 
It should also be noted that during FY 2014-15, the District issued an 
additional $44.36 million in special tax bonds for the refunding of prior 
bonds. The Authority concurrently issued another $44.36 million in local 
agency revenue bonds for acquiring the District bonds. 
 
The Indenture of Trust between the Authority and the Trustee requires the 
Authority to: 
 

…keep, or cause to be kept, proper books of record and account, 
prepared in accordance with generally accepted accounting principles, in 
which complete and accurate entries shall be made of all transactions 
relating to the Bond proceeds, the Revenues, the District Bonds, and all 
funds and accounts established pursuant to the Indenture. 

 
Similarly, the Indenture of Trust between the District and the Trustee 
requires the District to: 
 

…keep, or cause to be kept, proper books of record and account, and 
spreadsheet showing the allocation of moneys in the Construction Fund, 
Cost of Issuance Fund, Administrative Expense Fund between each of 
the Improvement Areas within the District and of the allocable share of 
each improvement acquired or constructed by the District, and the status 
of such costs in relation to then current budget for each improvement. 

 
The Indenture of Trust between the Utility and the Trustee requires the 
Utility to: 
 

…at all times keep, or cause to be kept, proper books of record and 
account prepared in accordance with industry standards in which 
complete and accurate entries shall be made of all transactions made by 
it relating to Gross Wastewater Revenues and all funds and accounts 
established pursuant to the Indenture. 

 
Although legally separate entities, the Authority, District, and the Utility 
are all governed by the City Council and are managed by City staff; thus, 

FINDING 1— 
Lack of proper 
accounting and 
records of bond 
issuances, fixed assets, 
and inventory 
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they are treated by the City as component units for financial reporting 
purposes. The City was responsible for managing the component units’ 
activities, including performing the accounting functions; however, it did 
not fulfill these responsibilities. The City failed to provide us with any 
accounting records for the bond transactions for our review. The current 
City management and employees performing accounting functions did not 
have any information or records of bond transactions. We were given 
access to the former Finance Director’s computer files; however, we were 
able to find only incomplete spreadsheets and copies of requisitions 
pertaining to the bond transactions.  
 
Based on our interviews of current City staff members and our review of 
the available records, we noted the following: 

x Bond proceeds are held by the Trustee in specific accounts until such 
time the Trustee receives an authorization, through a Requisition 
Form, from the City to release funds. A requisition could be a request 
for payment to a vendor either through a check or electronic transfer 
of funds to a vendor’s account, or a request to transfer funds from one 
bond account to another. 

x It is not clear how the City accounted for the bond proceeds payments 
in its financial accounting system. We could not trace any of the 
requisitions tested to the City’s ledgers (official accounting records).  

x The City lacked sufficient supporting documentation for the 
requisitions and, therefore, we could not determine whether the bond 
proceeds were used for their intended purposes. 

x It appears that the former Finance Director was responsible for the 
accounting of the bonds, as evidenced by payments the former Finance 
Director received directly from the bond proceeds. Invoices from these 
payments were described as payments for “reviewing, summarizing, 
and recording of bond transactions.” Additionally, it is unclear 
whether these tasks relating to bonds were separate chargeable tasks 
outside of the responsibilities of Finance Director. The agreement for 
the Finance Director services was not available for review, as the City 
destructed the document citing its retention policies. 

x The former City Manager and former City Public Works Director, 
principals of General Government Management Services (GGMS) 
and Urban Logic Consultants, Inc. (ULC), respectively, both provided 
professional services in several of the bond issuances as Special Tax 
Consultant and Project Engineer, and received fees from the bond 
proceeds for the services provided. Agreements for these services 
were not available for review, making it unclear whether the services 
were separate chargeable tasks outside of the responsibilities of City 
Manager and Public Works Director. The former City Manager and 
former City Public Works Director were consultants working for the 
City. 

x Requisitions, including payments to GGMS and ULC, were prepared 
and approved by the Public Works Director and the City Manager. 
Considering that these payments were made to companies owned by 
the requisition approvers, the City should have taken additional 
procedures to minimize conflict of interest.  
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Due to the lack of proper accounting records, we were not able to 
determine how the bond proceeds were spent. Based on interviews of 
current City staff members and documents reviewed, it appears that the 
former Finance Director, City Manager, and Public Works Director had 
complete control over the bond proceeds and each of them was personally 
benefitting financially. We could not determine the extent of these 
financial benefits because the City could not provide us with agreements 
and/or information on payments to the former Finance Director, City 
Manager, and Public Works Director from the bond proceeds. In effect, 
this situation created a conflict of interest that the City failed to address or 
prevent from occurring. It is difficult to understand why the City Council 
would ever approve or condone having the City’s executive management 
team’s personal businesses enter into such agreements with the City. 
Basically, the City Management and the City Council failed to exercise its 
fiduciary responsibilities in protecting taxpayer dollars. 
 
Accounting for Fixed Assets and Inventory 
 
Proper accounting of fixed assets and equipment is a crucial part of the 
City’s financial statements. Deficient recordings and improper 
depreciation of a City’s capital assets can lead to inaccurate financial 
reporting and result in a qualified audit opinion. It is important for the City 
to capitalize and depreciate its fixed assets because doing so will provide 
accurate values of the City’s fixed assets and capture the true amount of 
expenditures. 
 
In our review of the City’s Comprehensive Annual Financial Reports 
(CAFR) for FY 2007-08 through FY 2013-14, we found that the City has 
not capitalized capital assets nor recorded depreciation expenses within its 
governmental activities financial statements. This resulted in inaccurate 
financial statements as well as a qualified audit opinion. 

 
In addition, we noted that the City did not regularly perform inventory 
checks of its information technology (IT) equipment. There was no written 
policy or procedure for regular physical counts of equipment, nor was 
there an established policy and procedure over acquisitions or disposal of 
equipment. The City provided us with an inventory list that we used to 
verify whether items on the list existed and items were recorded properly. 
Upon testing the list, we noted the following issues: 

x The City’s equipment inventory items are not physically and 
individually tagged; 

x Serial numbers, dates of acquisition, and historical costs are not 
recorded; and 

x Some of the inventory items were not recorded at all. 
 

Overall, we found that the inventory list was incomplete due to missing 
information and the City’s failure to record all equipment. 
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Recommendation 
 
The City should reconstruct all of the bond proceeds records and determine 
whether or not these proceeds were spent appropriately and for the 
intended purpose. This process should include a review of agreements with 
and payments to the City’s Executive Management Team for their services 
regarding the bond proceeds. If the City determines that these payments 
were not appropriate, it should seek legal recourse against these 
individuals and their businesses. The City should also establish policies 
and procedures to: 

x Properly account for and maintain records of bond proceeds; 

x Ensure that bond proceeds are spent on the intended purpose; and 

x Minimize potential conflict-of-interest risks. 

The City should establish policies and procedures to capitalize and 
depreciate its fixed assets and create an action plan to carry out this 
objective. In addition, the City should establish policies and procedures 
for how to properly conduct regular annual inventory counts to ensure that 
City equipment inventory is properly accounted for. 
 
City’s Response 
 

Total Lack of Accounting for and questionable use of Bond Proceeds 
 
Prior Year Clean Up 
 
1. The City has begun the process of reconstructing all bond 

transactions, where trustee statement are available, and recording 
them properly in the general ledger system. The transactions 
recorded will provide detail on how the bond funds were utilized, 
will record fixed assets when appropriate, will show proper bond 
issuance transactions and will reconcile to the audited financial 
statements. Our estimated completion date for this task is October 
2016. Due to the magnitude of this project, the City will inform the 
SCO if additional time is needed. 

2. There will be quarterly updates to Council that summarizes how the 
previous year’s bond funds were used by the City and a detailed 
accountability of how the bonds funds are being spent currently in 
FY 2016. 

3. In the event the City determines that unlawful payments were made 
to individuals, companies or other third parties, the City will 
evaluate available legal recourse and, where appropriate, notify law 
enforcement agencies of possible criminal activity. 

 
FY 2016 and moving forward 
 
1. As a part of the FY 2016 monthly process, all bond transactions will 

be recorded and monthly bank reconciliations with the Trustee bank 
statements will be performed by the newly hired senior accountant 
and reviewed and approved by the Finance Director and City 
Manager. 
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2. Any disbursements of bond funds will be recorded in the City’s 
general ledger system and requisitions for reimbursement will be 
processed with proper back up documentation and a dual control 
approval system. 

3. Per the City’s new Purchasing ordinance approved in July 2015 
(Appendix A), any purchase request with bond funds for public 
works projects under $5,000.00 must be approved by the City 
Manager and Finance Director. Purchase requests in excess of 
$5,000.00 will undergo a competitive bidding process, be reviewed 
by the Finance Director and City Manager and presented to Council 
for approval. 

4. The current competitive bidding process requires Council’s 
approval of the request for proposal (RFP). The RFP is then 
submitted to the public and/or emailed to numerous potential 
bidders. All proposing firms must meet minimum qualifications. 
The proposals received are scored by a minimum of three reviewers 
who have expertise in the subject area of the RFP. Staff will conduct 
and score interviews with each qualified firm as necessary, and will 
conduct reference checks for all qualified firms. 

5. Once a vendor is approved by Council, the vendor is issued a 
Purchase Order with a not-to-exceed-amount. The payment of 
invoices against the purchase orders are tracked in the General 
Ledger and reviewed by the Finance Director, City Treasurer and 
City Manager. City Council also reviews the payments through its 
approval process of the warrant registers. 

6. Every RFP issued by the City and every contract signed by the 
mayor include a conflict of interest statement that has been approved 
by the City Attorney and City Council. (Appendix B) 

 
Accounting for Fixed Assets and Inventory 
 
1. The Finance Department will be working on a RFP in November 

2015 to hire a professional firm to conduct a fixed asset inventory, 
identification and valuation per the GASB 34 requirement. 

2. There will also be a fixed assets policy developed to determine how 
to classify assets (land, buildings, equipment, infrastructure, right of 
way, intangible assets, etc.), what fixed assets should be expensed 
versus depreciated, and what methods of depreciation will be 
implemented for each classification of assets. 

3. The new vendor will also be requested to set up a new barcode 
tagging system for assets valued in excess of $5,000 so the City can 
update its records annually. 

4. Fixed assets currently recorded in the enterprise funds will be 
reviewed and amended as necessary. Fixed assets associated with 
Governmental Activities and Agency Funds will be identified and 
recorded with the proper valuations. 

5. The Finance Department will also be working with the various City 
departments to conduct year-end inventory counts for inventory held 
in Grounds Maintenance, Vehicle Maintenance, and the Sewer 
Fund. 
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6. The Finance Department has been informed by the City’s current 
software company, Microsoft, that the current general ledger 
software, Great Plains, is outdated and must be upgraded. Among 
other features, the upgrade will allow for more user licenses, a fixed 
asset module, a budget module, and a purchase requisition module 
that will encumber funds in the budget as purchase orders are 
approved. 

 
SCO’s Comments 
 
The City has begun to implement our recommendations and is taking steps 
to properly account for its bond issuances, fixed assets, and inventory.  
 
The finding remains as stated. 
 
 
In October 2008, the Beaumont Financing Authority (Authority) applied 
for and was issued a seller’s permit by the Board of Equalization (BOE) 
for the purpose of selling retail goods. The seller’s permit allowed the 
Authority to make purchases from vendors located outside of the City’s 
jurisdiction without paying sales taxes. Sales taxes were subsequently to 
be collected upon the Authority’s reselling of the goods. We noted the 
following issues surrounding the Authority’s use of the seller’s permit: 

x It does not appear that the Authority is in the business of reselling 
goods. Although items were purchased using the Authority’s resale 
certificate, the Authority does not maintain a record of inventory nor 
sales. 

x The City made purchases using the Authority’s resale certificate for 
items used for City operations and items for personal use by 
employees, such as computer and electronics purchases made through 
the City’s computer loan program. Although there is no actual record 
of a sale, the City recorded sales tax liability for these purchases, 
making them appear as sales generated within the City—sales from 
the Authority to the City or to its employees. 

x The Authority allowed a City vendor to use its resale certificate to 
purchase the vendor’s own inventory (see Finding 3). 

x The Authority misrepresented the gross sales and the tax liability on 
the quarterly tax return to the BOE because it calculated the gross sales 
based on an estimate instead of actual sales. In calculating its 
reportable quarterly sales tax liability, the City calculated its gross 
sales by dividing the sales tax liabilities it recorded in its general 
ledger to the applicable sales tax rate. 

x The Authority may have understated its sales tax liability because no 
internal controls exist to ensure that the correct amount is collected. 
We noted that sales tax is calculated manually each time it is collected, 
no software controls are in place to determine whether sales tax is 
applicable, and sales tax is not reviewed by a second person.  

x The Authority’s resale operation appears to be merely a mechanism to 
shift sales tax revenues from other local jurisdictions to the City by 
moving the point of sale to the City. 

FINDING 2— 
Questionable Use of a 
Seller’s Permit 
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The City stated that it stopped using the resale certificate for purchases 
effective June 11, 2015. On August 6, 2015, the City provided the SCO a 
copy of a letter advising its vendors that all future invoices to the City must 
include applicable sales tax.  
 
Recommendation 

x The City should seek guidance from the BOE and gain a clear 
understanding regarding its seller’s permit and the use of the resale 
certificate. 

x The City should implement policies and procedures to account for the 
Authority’s purchases intended for resale, to record its resale 
transactions, and to file accurate sales tax returns. 

x The City should require that vendors include a detailed description in 
invoices for their purchases. Doing so will aid in identifying whether 
the purchases are for goods or services, and in determining whether 
the City should pay sales tax. Furthermore, including such 
descriptions will help in properly accounting for the Authority’s sales 
tax liability.   

 
City’s Response 
 

1. As noted in the SCO’s report, the City has ceased using the resale 
certificate for purchases effective June 11, 2015, under the direction 
of the current Acting City Manager. The Interim Finance Director 
also mailed letters to all of the City’s vendors advising them that all 
future invoices to the City must include applicable sales tax. 
(Appendix C) 

2. The City currently has an audit scheduled with a representative from 
the Board of Equalization (“BOE”) on October 22, 2015. The Acting 
City Manager, the Interim Finance Director, and the Interim City 
Attorney will be meeting with the BOE to discuss the items 
highlighted on this report. The result of the BOE audit will be 
addressed in and become a part of the City’s corrective action plan. 

 
SCO’s Comments 
 
As noted in this report, the City has stopped using the resale certificate for 
purchases. 
 
The finding remains as stated. 
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From 2009 to 2015, the City used the Authority’s resale certificate to 
purchase approximately $6.5 million of Beaumont Electric, Inc.’s (BEI) 
supplies and equipment without paying vendors any sales tax. Purportedly, 
the objective of this arrangement was to increase the City’s sales tax 
revenue, similar to the operation detailed in Finding 2. Following is a brief 
description of the operation: 
 
1. BEI purchased supplies from vendors and avoided sales tax charges 

by using the Authority’s resale certificate. Vendors did not charge 
sales tax because they believed that the items purchased were for 
retail.  
 

2. The City paid the vendors according to a spreadsheet prepared by BEI 
with vendor names, amounts to be paid, and sales tax due. The City 
never received any invoices and vendors never received any sales tax. 
 

3. The City used the spreadsheet to determine how much sales tax to 
remit to the BOE.  
 

4. BEI reimbursed the City 30-60 days later for the amount paid to its 
vendors, along with the sales tax due. The City never invoiced BEI or 
made any sort of reimbursement request because it relied on BEI to 
reliably and accurately repay it. As of June 30, 2014, the “Due from 
Beaumont Electric” account had an outstanding balance of $393,737. 
 

The arrangement was highly questionable because it lacks transparency, 
involving unknown terms, conditions, and parties. There are numerous 
internal control issues as well. Following are observations we noted with 
regards to this operation: 

x The terms and conditions of this arrangement were never formally 
documented. The City could not provide a written agreement and 
claims there was only an oral agreement between the City and BEI. 

x Similar to Finding 2, it does not appear the City is in the business of 
reselling goods. Although items are purchased using the resale 
certificate, the City does not maintain a record of inventory nor sales. 

x The City allowed BEI to order supplies and equipment using the 
Authority’s resale certificate. In general, local agencies should not 
authorize private businesses to make purchases in their names. 

x The City paid the BEI suppliers without adequate supporting 
documentation. The BEI suppliers are paid without confirming that 
the invoices existed and that the amounts were correct. Furthermore, 
by not reviewing invoices before payment, the City bypassed internal 
controls designed to ensure public funds are used appropriately.  

x The City relied on BEI to determine when sales tax was applicable and 
to calculate the amount to be collected. The City should have been 
responsible for this function. Therefore we could not determine 
whether sales tax was properly collected on all purchases. 

  

FINDING 3— 
Questionable 
Agreement and 
Transactions with a 
City Vendor 
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x After vendors were paid, the City did not have adequate controls in 
place with regards to the reimbursement of the paid invoices. There 
was no schedule of payments and the City did not send an invoice to 
BEI to seek reimbursement. The City relied on BEI to ensure that the 
City was reimbursed. Our analysis of BEI’s reimbursements to the 
City revealed that it took approximately 30 to 60 days to receive 
reimbursement.   

 
Recommendation 

x The City should have a written agreement for transparency purposes 
and to properly identify the type of agreement, the parties involved, 
and the terms and conditions. 

x The City should assess, analyze, and evaluate the agreement to ensure 
that the benefits exceed the costs and to determine if the agreement is 
reasonable and allowable. 

x The City should verify and keep a log of the payments it is making to 
third parties, and should keep track of its reimbursement payments to 
ensure that they are properly accounted for. The City should review 
and verify that it has all the supporting documentation.  

 
City’s Response 
 

1. The Acting City Manager discontinued the arrangement with 
Beaumont Electric immediately upon appointment on June 2nd 
2015. 

2. City Staff provided Council and the public with detailed information 
regarding the transactions that occurred between the City and 
Beaumont Electric. (Appendix D) 

3. City staff was able to reconcile the outstanding balance of Beaumont 
Electric and has determined that the correct outstanding balance 
owed to the City is $9,234.04 

4. The City’s new proposed Financial Management Policies, that are 
scheduled to be reviewed by the City’s new Standing Financial 
Committee in November, would prohibit these types of agreements 
from being created in the future.  

 
SCO’s Comments 
 
The City has discontinued the arrangement with the vendor and performed 
a reconciliation of the outstanding balance owed to the City by the vendor. 
Additionally, the City has included in its new proposed Financial 
Management Policies a policy prohibiting such types of agreements from 
being created.   
 
The finding remains as stated. 
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We found that City management failed to properly manage contract 
awards for purchase of supplies and personal property, procurement of 
professional services, and procurement of public works contracts. In 
general, we found that the City’s Municipal Code pertaining to 
competitive bidding requirements was not always followed for some of 
the contracts.   

 
In our review of City contracts for FY 2012-13 through FY 2013-14, we 
found examples in which the City failed to follow its competitive bidding 
requirements, as follows: 

x A contract for centrifuge equipment used at the wastewater treatment 
plant was awarded to Andritz Separation Inc. without proper 
competitive bidding. We tested and traced $229,037 of this contract to 
invoices and checks. The City contends that this vendor is a sole 
source vendor, but did not provide documents to support its claim. 

x A contract to provide pumps for the City was awarded to Xylem Water 
Solutions USA, Inc. without proper competitive bidding. We tested 
and traced $37,166 of this contract to invoices and checks. The City 
contends that this vendor is a sole source vendor for this brand of 
pumps, but did not provide documents to support its claim. 

x A contract for professional services for the City’s groundwater basins 
was awarded to Wildermuth Environmental Inc. without proper 
competitive bidding. We tested and traced $178,156 of this contract to 
invoices and checks. The City contends that this vendor performed 
specialized work, has considerable experience working with the City’s 
groundwater basins, and that legal counsel advised the City that a 
competitive bidding process was not required; however, the City did 
not provide documents to support its claim. 

x A contract to build a new pedestrian bridge was awarded to Paragon 
Bridge Works, Inc. without proper competitive bidding. We tested and 
traced $160,967 of this contract to invoices and checks. The City 
contends that this bridge was custom-made and therefore did not 
require the City to follow the competitive bidding process. Building a 
customized bridge can be considered a type of “professional service” 
and a “public works project,” which should follow competitive 
bidding procedures. 

x On December 17, 2013, the City entered into a contract with Urban 
Logic Consultants (ULC) for engineering services without following 
competitive bidding process. This contract established a new 
procedure in which future engineering projects would be processed 
through “job cards” that would detail the scope of work to be 
performed and estimated costs would be approved by the City 
Engineer, Finance Director, and the City Manager. This contract did 
not require “job cards” to go through the competitive bidding process 
nor did it require City Council approval. 

o We could not determine how much the City paid to ULC from 
1993 through 2002-03. 

  

FINDING 4— 
Lack of adequate 
oversight over 
contract awards 
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o From FY 2003-04 through 2013-14, the City paid approximately 
$38 million to ULC. We could not verify if all these payments 
went through the competitive bidding process because most ULC 
records were seized during a raid by the Riverside County District 
Attorney’s Office. The City should not approve of agreements 
wherein large projects can be funded without the City Council’s 
direct approval and for which competitive bidding process can be 
avoided. 

 
The City’s Municipal Code outlines the competitive bidding requirements 
for each type of contract award as follows: 
 
Section 3.00.040 Competitive Negotiation-When Required states: 
 

Purchasing supplies, equipment and personal property shall be by 
competitive negotiation except as provided in section 3.00.050. 

 
Section 3.00.050 Competitive Negotiation Procedures states: 
 

Purchases subject to the competitive negotiation requirement shall be 
made by the Purchasing Officer as follows: 
 
A. Request for Proposal: A request for proposal shall be prepared and 

shall identify all significant evaluation factors, including price or 
costs when required, and their relative importance. 
 

B. Solicitation for Proposals: Proposals shall be solicited from an 
adequate number of qualified sources to permit reasonable 
competition consistent with the nature and requirements of the 
procurement. The request for proposals should be publicized and 
reasonable requests by other sources to compete should be honored 
to the maximum extent practicable. 
 

C. Evaluation: The Purchasing Officer shall provide mechanisms for 
technical evaluation of the proposals received and determinations of 
responsible offerors, for the purpose of written or oral discussions 
and selection for contract award. 
 

D. Award: Award may be made to the responsible offeror whose 
proposal will be most advantageous to the City, price and other 
factors considered. Unsuccessful offerors should be notified 
promptly. (Ord. No. 815, § 1,11-20-01) 

 
Section 3.00.060 Exemptions to Competitive Negotiation states: 
 

Competitive negotiation for the purchase of supplies, equipment and 
personal property shall not be required in the following circumstances:  
 
A. In the case of an emergency.  

 
B. When the amount involved is less than ten thousand dollars 

($10,000.00).  
 

C. When the item can be obtained from only one vendor. 
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Section 3.01.040 Competitive Procurement Procedures states: 
 

The Procurement Officer shall comply with the following procedure for 
the procurement of professional services:  
 
A. Request for Proposal: Prepare a request for proposal and submit the 

request for proposal to the City Council for approval. The request 
for proposal shall identify all significant evaluation factors, 
including price or costs when required, and their relative 
importance. 

 
B. Solicitation of Proposal: The request for proposals shall be 

publicized and disclosed publically on the City website. Any 
properly qualified firm or professional shall be permitted to timely 
submit a responsive proposal for consideration.  
 

C. Evaluation: The Procurement Officer shall develop mechanisms for 
the technical evaluation of proposals received, and shall conduct 
discussions with the proposers regarding anticipated concepts and 
the relative utility of alternative methods of approach for furnishing 
the required services.  
 

D. Compilation: The Procurement Officer shall compile the proposals 
for consideration by the City Council. 

 
Section 3.01.050 Exemptions to Competitive Procurement Procedure 
states: 
 

Upon obtaining approval from the City Council, the Procurement Officer 
may engage services of a professional firm or individual without 
complying with the Competitive Procurement Procedures in the 
following circumstances:  
 
A. The services are available only from a single source; or  

 
B. Public exigency or emergency will not permit delay; or  

 
C. State or federal grant or loan requirements authorize noncompetitive 

procurement of such services; or  
 

D. After solicitation of a number of sources, competition is deemed 
inadequate.  

 
In circumstances of public exigency or emergency where prior approval 
of the City Council cannot be reasonably obtained, the City Manager 
may engage services of a professional firm or individual. The 
professional services contract shall be submitted to the City Council at 
the next regularly scheduled City Council meeting. 

 
Section 3.02.050 Competitive Bidding-When Required states: 
 

Public works projects over five thousand dollars ($5,000.00) shall be 
implemented by competitive bidding. A project may not be split into 
smaller portions to avoid the competitive bidding requirement. 

 
  



City of Beaumont Administrative and Internal Accounting Controls 

-20- 

Section 3.02.060 Exemptions to Competitive Bidding states: 
 

Public works contracts may be awarded without competitive bidding in 
the following circumstances:  
 
A. When the amount involved is five thousand dollars ($5,000.00) or 

less;  
 

B. The services sought are available only from a single source;  
 

C. An emergency exists, as determined the City Council by a four-
fifths vote; or  
 

D. If the Contracting Officer determines, on the basis of reasonable 
evidence, that competitive bidding would be impossible and 
unnecessary, and that it is in the public interest to implement the 
project as a “design-build” project. 

 
In each of the cases cited, the City failed to comply with its Municipal 
Code requirements and, therefore, did not follow a competitive bidding 
process. The competitive bidding process is beneficial for cities because it 
helps them obtain goods and services at lower prices by stimulating 
competition. The process also prevents favoritism toward any one vendor 
by creating a fair and equal opportunity for all vendors to bid on city 
contracts. If this process is not followed, concerns may arise about the 
adequacy of accountability and oversight over the stewardship of public 
funds.   
 
Recommendation 
 
The City should ensure that it complies with its Municipal Code pertaining 
to the competitive bidding process. City management should also establish 
policies and procedures to ensure that all future contracts are awarded 
properly.  
 
City’s Response 

1. City Council recently approved the creation of a new City 
Engineer/Public Works Director position during the FY 2016 budget 
process. This position will be held by a City employee who has an 
engineering license. The City Engineer/Public Works Director will 
provide oversight for all public works projects and will provide 
Council with quarterly updates on all Capital Improvement Projects 
to ensure that projects are meeting the needs of the City. 

2. As indicated previously under our response to Finding #1, 

a. City Council approved a new Purchasing Ordinance in July 
2015 that requires a competitive bidding process for Public 
Works Contracts over $5,000 and Professional Service 
Agreements over $10,000. 

b. The current competitive bidding process recently implemented 
includes the following steps: 

i. Council approves the RFP, 

ii. The RFP is then submitted to the public and/or emailed to 
numerous potential bidders, 
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iii. All proposing firms are screened by a matrix to determine 
that they meet minimum qualifications, 

iv. Qualified firms have their proposals scored by a minimum 
of three reviewers who have expertise in the subject area 
of the RFP, 

v. Staff will conduct and score interviews with each 
qualified firm as necessary, 

vi. Reference checks will be done for all qualified firms. 

c. Once a vendor is approved by Council, the vendor is issued a 
Purchase Order with a not to exceed amount. The payment of 
invoices against the purchase orders are tracked in the General 
Ledger and reviewed by the Finance Director, City Treasurer 
and City Manager. City Council also reviews the payments 
through its approval process of the warrant registers. 

d. Examples of recent competitive bids conducted by the City 
involved the identification and selection of a part-time City 
Engineer, a Third Party Administrator for Worker’s 
Compensation, and a Special District Administrator. 

3. Any contracts that were approved under the City’s previous “job 
card” system are being brought back to Council to determine if the 
contract should be rewritten, cancelled, or in very rare 
circumstances, approved to continue as is. 

4. We are currently working on a draft Financial Policies and 
Procedures Manual that summarizes the new Purchasing Ordinance, 
a flow chart for purchases exceeding $5,000 (Appendix E), and a 
one page summary for processing Purchase Orders and Vendor 
Invoices. These procedures will be amended as the new software 
system is implemented and some of these procedures are automated. 
The manual will also be vetted by the new Standing Financial 
Committee and City Council. 

5. The new purchasing ordinance also requires that contracts be 
renewed on an annual basis through Council approval. 

6. Exceptions to the Competitive Bid Process will be defined in detail 
in the Financial Policies and Procedures Manual. The manual will 
also stipulate how these exceptions will be documented and 
substantiated. 

a. Finance has also provided staff with further clarification 
regarding sole source vendors. 

i. A “Sole Source” purchase means that only one supplier 
(source), to the best of the requester's knowledge and 
belief, based upon thorough research (i.e. conducting a 
market survey through telephone and written contact), is 
capable of delivering the required product or service. 
Similar types of goods and services may exist, but only 
one supplier, for reasons of expertise, and/or 
standardization, quality, compatibility with existing 
equipment, specifications, or availability, is the only 
source that is acceptable to meet a specific need. 

b. Emergency purchases exceeding $10,000 must be approved 
by the City Manager, Council must be notified by email 
immediately, and the purchase is taken back to Council to be 
ratified at the next available Council meeting. 
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SCO’s Comments 
 
The City is in the process of implementing our recommendations. The City 
recently approved a new purchasing ordinance that requires a competitive 
bidding process. Additionally, the City is currently working on a draft 
Financial Policies and Procedures Manual that summarizes the new 
Purchasing Ordinance with purchasing procedures to ensure that all future 
contracts are awarded properly. 
 
The finding remains as stated. 
 
 
We noted that the city had deficiencies in maintaining supporting 
documentation over their financial transactions. Specifically we noted the 
following: 

Lack of receipts for and descriptions of credit card purchases 
 
The City did not have formal policies and procedures regarding the use of 
credit cards for city business. From July 1, 2012, through June 30, 2014, 
City management charged a total of $132,549.92 in expenses on City-
issued credit cards. Out of the total expenses incurred during this time 
period, we found that $9,888.70, or 7.5%, did not have sufficient 
documentation such as receipts and/or a written description or justification 
for the charges. 
 
The aforementioned charges included meals, hotel stays, accessories 
purchases, and miscellaneous expenditures.  
 
The fact that City officials and upper management routinely incurred 
charges without adequate supporting documentation, justification, and/or 
description demonstrates a lack of fiscal control and accountability. 

Missing invoices 
 
During our review, we found that City management has failed to keep 
track of invoices paid. The City was unable to provide J.F. Shea 
Construction, Inc. invoices of $1,091,016.65 for FY 2013-14 because the 
City was unable to locate them. From FY 2007-08 through FY 2013-14, 
the City paid J.F. Shea Construction, Inc. approximately $11 million.  
 
Lack of supporting documentation over employee loans 
 
The City made loans, such as payroll advances and deferred compensation 
loans, to city employees without various internal controls. 
 
For payroll advances, the City did not have written policies and procedures 
and did not document payroll advance requests. The City provided us with 
emails from the former Finance Director directing staff to prepare checks 
for an employee and a written agreement signed by the employee 
acknowledging the advances and agreeing to repay the City. We were not 
provided with documentation of advance requests made by the employee.  
The City also did not provide an ordinance or written policy authorizing 
this loan practice or the circumstances under which such loans could be 

FINDING 5—
Deficiencies in 
Maintaining 
Supporting 
Documentation 
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authorized. Based on interviews with City employees, it appears the terms 
and conditions of the loans were made at the discretion of City 
management, but we could not verify this claim without written 
documentation.  
 
Deferred compensation loans were similarly questionable. There were no 
written policies and procedures for such loans and the City did not provide 
us with any supporting documentation. According to interviews with 
current City staff, a certain employee is no longer working for the City, 
but as of September 9, 2015, still owes the City approximately $1,000. The 
City is in the process of billing the former employee. Without written 
policies and procedures, we could not determine if any measures were in 
place to ensure that employee loans were paid off before employees 
separated from the City.  
 
Lack of sufficient documentation over note receivable with a private 
business 
 
The City had insufficient documentation for a note receivable with a 
private business, AC Propane. The City provided us with an unsigned copy 
of a settlement agreement between AC Propane and the City’s former 
Redevelopment Agency. According to the City this note of $26,180 was 
part of a land sale to the AC Propane. 
 
The City also provided us with three different payment schedules for this 
note, each with different payment dates. One indicated that the note should 
be paid off by December 2011, another indicated December 2014, and the 
third does not indicate when the note will be paid in full. As of the end of 
FY 2014-15, the note is still not fully paid. We could not determine if there 
was an official agreed-upon payment schedule between AC Propane and 
the City. In fact, there were times when the City received a payment that 
was different from the amount invoiced by the City. It appears that these 
payment schedules merely served as guidelines. 
 
The City is currently attempting to clarify the terms and conditions of this 
note—in particular, the payment schedule originally agreed-upon during 
the settlement agreement that took place back in 2003. Having no official 
documentation for this note can lead to difficulties for the City when 
collecting payments; confusion over the timing, amount, and method of 
payments; and uncertainty over the City’s ability to enforce this land deal.  
 
Recommendation 
 
The City should implement appropriate control measures to ensure proper 
review and approval of all charges relating to meals, lodging, and 
incidental expenses, including City-issued credit card charges. The City 
should establish policies and procedures to ensure that the accounting 
documents are maintained at the City’s premises. 
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The City should establish policies and procedures governing employee 
loans if it wishes to continue this practice. Written policies and procedures 
should detail items such as: 

x Eligibility 

x Payback period and mechanism 

x Written terms and conditions of each loan 

x Documented agreement between employee and employer 
 
The City should establish policies and procedures to ensure that supporting 
documentation over note receivables is properly maintained. It is crucial 
to keep track of note receivables and provide guidance to staff. 
 
City’s Response 
 

Lack of Receipts and descriptions of credit card purchases 
 
1. Currently, the City maintains only one credit card account with 

Home Depot and has billing accounts with Walmart, Stater Bros. 
and various fuel accounts. 

a. Finance requires all purchases follow the Purchasing Ordinance 
and receipts are turned in on a monthly basis. 

b. A missing receipt affidavit (Appendix F) is signed for missing 
receipts and any employee who loses more than three receipts 
will have his/her purchasing privileges revoked. 

c. In the case of fuel purchases when there is no receipt available, 
staff has been directed to maintain a log that records when they 
purchase fuel and the current mileage. 

2. The City has also implemented a new travel policy (Appendix G) 
to ensure proper approval of all travel related charges such as 
meals, lodging, and incidentals. 

 
Missing Invoices 
 
1. City Council recently approved a new Accounting Technician 

position in the FY 2016 budget. This position will have the 
responsibility of scanning in all invoices and their back up to the 
City’s “Laser fiche” documentation retention system. 

a. When the new software upgrade is complete, each department 
will scan in copies of their invoices along with back-up into the 
general ledger system prior to being paid. 

b. Finance will also work with IT to ensure adequate backups are 
being done and verified to ensure recovery of data in the event 
of system failure. 

 
Lack of Supporting Documentation over employee loans 
 
1. The Acting City Manager immediately discontinued the practice of 

issuing payroll advances upon her appointment in June 2015. The 
City is working with employees to pay off any remaining 
advancement balances owed. 
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2. The current Acting Administrative Services Director has improved 
the exit process for employees to ensure all employee 
loans/advances with the City have been paid through the employee’s 
final check, prior to termination. There is currently, only one 
employee with a remaining balance. 

3. The City previously maintained a large portion of its employee files 
electronically; however, the Laserfiche system on which the files 
were stored crashed in September 2012. IT attempted to restore the 
data from backup tapes and discovered some of the backup tapes 
were unreadable. The City now has a backup policy in place that 
verifies that the daily backups are being done and uses disk storage 
rather than mechanical tapes. 

 
Lack of sufficient documentation over note receivable with a private 
business 
 
1. The notes receivable in questions are related to an agreement 

between the Successor Agency of the City of Beaumont (“Successor 
Agency”) and AC Propane. 

a. In the month of September 2015, the Finance Department 
provided the owner of AC Propane with an update payment 
schedule. The outstanding balance will also be shown in the 
FY 2015 audited financial statements of the Successor Agency 
and all payments from AC Propane will be properly recorded in 
the semi-annual ROPS schedule. 

 
SCO’s Comments 
 
The City is in the process of implementing our recommendations. The City 
has implemented new purchasing procedures and a new travel policy, 
approved a new position to help maintain proper documentation of 
invoices, discontinued the practice of issuing payroll advances, and taken 
corrective actions on the note receivable with a private business.   
 
The finding remains as stated. 
 
 
During our review and inquiry with several City employees and 
management, we noted that the City does not have a comprehensive 
written Administrative Policies and Procedures Manual. In fact, in many 
cases there was a total lack of formal written policies and procedures.  
 
Although the City did have some desk procedures and most employees 
knew how to perform their job functions, there was no documentation of 
the overall processes and procedures for the accounting system. Therefore, 
most staff members did not have an understanding of the accounting 
system except as it relates to their assigned duties.  
 

  

FINDING 6— 
Lack of written 
administrative 
policies and 
procedures 
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Written administrative policies and procedures are important to a city’s 
operation because they provide an objective set of rules by which a city 
operates. Written policies and procedures also help establish the 
legitimacy of management action by ensuring that the application of 
management rules and decisions is performed in an objective, fair, and 
consistent manner. Finally, they help ensure that city management is held 
accountable for decisions that deviate from the established procedures. 
 
Recommendation 
 
The City should develop an Administrative Policies and Procedures 
Manual to ensure consistency with current processes and organizational 
structure. The City should also perform periodic and ongoing reviews to 
ensure proper documentation, accuracy, and completeness in its financial 
transactions and records. Changes in policies and procedures that occur 
between these periodic reviews should be updated and documented 
promptly.  
 
The Administrative Policies and Procedures Manual should also indicate 
which employees are to perform which procedures. Procedures should be 
described as they are actually intended to be performed. Also, the 
documentation of accounting policies and procedures should explain the 
design and purpose of procedures related to controls in order to increase 
employee understanding of, and support for, the controls. 
 
The Administrative Policies and Procedures Manual should be readily 
available to all employees. It should clearly state the authority and 
responsibility of all employees, especially the authority to authorize 
transactions and the responsibility for the safekeeping of assets and 
records. 
 
City’s Response 
 

1. City staff is working on finalizing Financial Management Policies 
and a Financial Policies and Procedures Manual in the next three 
months. 

2. Once these documents have been approved by Council, they will be 
reviewed and updated on a biennial basis and/or as needed. There 
will also be ongoing employee training to ensure comprehension 
and compliance with all policies and procedures. 

3. The City Attorney is also working with the City to conduct its annual 
AB1234 Ethics Training in November 2015. 

 
SCO’s Comments 
 
The City is in the process of implementing our recommendations.   
 
The finding remains as stated. 
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Our review of the City’s General Fund year-end fund balances revealed 
that from FY 2009-10 through FY 2013-14, the balances ended in material 
deficits. The General Fund is the main operating fund for the City, and the 
deficit amounts in unassigned fund balances indicate overspending. Year-
end balance amounts were as follows:  
 

General Fund  
Fiscal Year Ending Balance   
  2009-10  $ (10,277,406)   
  2010-11  $ (10,871,054)   
  2011-12 $   (4,162,063)   
  2012-13 $   (6,866,481)   
  2013-14 $   (6,354,884)  
 

Based on our analysis, and as reflected in the table above, the City will not 
have sufficient revenue to fund the level of services provided for upcoming 
years. The City has implemented several cutbacks to reduce expenditures, 
including instituting a hiring freeze over the last year, analyzing all 
expenditures with department heads, and worked with the State of 
California Finance Department to collect on the debt owed by the former 
Redevelopment Agency. 
 
We also noted that the General Fund cash balances per the general ledger 
were negative at June 30, 2013, and June 30, 2014, with balances of 
($9,344,446) and ($10,023,368), respectively. The General Fund is the 
main operating fund for the City and its cash is maintained in an 
investment pool with cash from other funds, including State funds, Federal 
funds, restricted funds, and unrestricted funds.   
 
When the General Fund cash balances are negative, cash from State funds, 
federal funds, restricted funds, and unrestricted funds in the investment 
pool with positive cash balances are used to pay for General Fund-related 
expenditures.  Thus, any of these funds—even restricted funds—that have 
a positive cash balance are potentially impaired and may not be able to 
make timely payments of required expenditures. 
 
Although it is clear that the General Fund negative cash balances pose an 
impairment to funds within the investment pool, the specific impact of the 
impairment on each fund could not be determined.  
 
The City addressed these issues in its FY 2013-14 Comprehensive Annual 
Financial Report (CAFR) under Note 6, part a. The City acknowledged the 
General Fund negative cash balances and said it was borrowing funds from 
the Community Facilities District (CFD) Capital Project Fund to pay for 
the operating costs of the City. Furthermore, the City is planning to pay 
that back with the $21,500,000 that it advanced to the Redevelopment 
Agency. However, as the Redevelopment Agency has been dissolved, the 
collectability of the $21,500,000, as noted in the May 5, 2015 Financial 
Analysis of City Funds Report, is “(1) highly uncertain, (2) of an 
undeterminable amount, and (3) if repaid, cannot be expected to be 
received by the City for at least 9 years.” Additionally, even though the 
City acknowledges borrowing from the CFD Capital Project Fund to pay 
for the General Fund’s operating costs per the CAFR, no adjusting journal 
entry was made in the general ledgers to account for it. This borrowing of 
funds is done only for presentational purposes in the CAFR and is not 
reflected in the City’s general ledger.  

FINDING 7— 
Fund balance and 
cash balance  
deficits and cash 
impairment 
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Following are the Cash and Investments balances according to the general 
ledger and the CAFR:  
 

 Cash and 
Investments 

Cash and 
Investments  

Fiscal Year 
Ending Per General Ledger Per CAFR 
   
June 30, 2013 $ (9,344,446) $ 29,426  
   
June 30, 2014 $ (10,023,368) $ 27,223  

 
Without adjusting journal entries, there is no account of an actual transfer 
of funds from the CFD Capital Project Fund to the General Fund. As it 
stands, cash of the restricted funds are potentially impaired as reflected by 
the huge deficit within the City’s General Fund. 
 
Recommendation 
 
The City should develop an action plan for how to fund its operating 
services, without relying on the possibility of repayment from the former 
Redevelopment Agency. The City should also monitor the changes to its 
cash and fund balances to ensure that revenues received are equal to or 
more than expenditures incurred. Doing so will ensure that the City will 
be able to continue to provide current services and avert fiscal 
emergencies. 
 
The City should also develop and implement policies and procedures to 
ensure that it does not impair cash from other funds, especially restricted 
funds, by using the cash to pay for the general operating costs that should 
be paid from the General Fund. Furthermore, if loans are made to the 
General Fund, those loans should be documented with interest calculated 
and payment schedules included. 
 
City’s Response 
 

1. City Council recently approved a budget for FY 2016 that expects 
operating expenditures to equal operating revenues. A copy of the 
document can be found on the City website at 
http://www.ci.beaumont.ca.us/DocumentCenter/View/26466. The 
budget included the elimination of 23.5 full-time equivalent 
positions, drastic cuts to operations in every department, and budget 
line item detail that has never previously been provided to Council. 
However, this budget does not address the negative (General Fund) 
fund balance. 

2. At mentioned previously, the FY 2016 Budget document included a 
very detailed budget message on page 3 of the document. In the 
budget message, the City Manager discussed a Four Step plan to 
address the General Fund’s deficit balance. The four steps included: 

a. Stopping the General Fund from operating in a deficit each year 

b. Developing a multi-year work out plan to sustainability 



City of Beaumont Administrative and Internal Accounting Controls 

-29- 

c. Developing a formal capital improvement plan 

d. Presenting the Financial Management Policies to the Standing 
Financial Committee and City Council for approval 

3. The Finance Department is working with the City Treasurer to 
develop detailed monthly reports that will reflect the City’s cash 
balances and financial position. These reports will be presented to 
City Council on a regular basis beginning in November 2015. 

4. The Finance Department has also entered the budget line item 
details for revenues and expenditures in its financial software and 
has created monthly reports that can be distributed to department 
heads so they can monitor their respective spending. 

5. The City is going to work with the City Attorney’s office to seek 
approval from the Department of Finance (“DOF”) to honor the 
former Redevelopment Agency’s Master Agreement loan with the 
City. Now that Senate Bill 107 has been approved, the Successor 
Agency may seek a Finding of Completion from the DOF because 
it has a plan in place for the payment of the outstanding obligation. 
However, management is aware that if the DOF does approve the 
Master Loan Agreement, it will be for an amount that could be 
significantly less than the amount that has been reported on the 
audited financials, in addition, the amount approved would be paid 
over several years and not in a lump sum. 

6. The City will work with the City Attorney to determine that if loans 
are made to the General Fund in the future, they will be documented 
properly, with payment schedules and calculated interest. 

 
SCO’s Comments 
 
The City is in the process of implementing our recommendations.   
 
The finding remains as stated. 
 

 
An important element of internal control is an organization’s commitment 
to competence. It is crucial for an organization to demonstrate 
commitment to attracting, developing, and retaining competent 
individuals in alignment with the organization’s objectives. Some of the 
tools commonly used are performance evaluations, specific job 
descriptions, and a defined organizational structure. 

Performance evaluations are missing 
 
Our review of the City’s staff performance evaluations log and a selected 
sample of personnel files revealed that evaluations were not completed 
consistently. A significant number of staff evaluations were either missing 
or were never completed.  
 
We also noted that the City’s Human Resources (HR) Department staff 
did not start keeping track of whether performance reviews were submitted 
to HR until recently. 
 
It is crucial to ensure that candidates for succession are trained properly in 
order to avoid a lapse in internal controls. 

FINDING 8— 
Lack of performance 
evaluations and 
specific job 
descriptions 
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Lack of specific job descriptions in key roles and lack of 
organizational chart 
 
Job descriptions and organizational charts are important tools that 
establish baseline expectations for a position. We found that the City did 
not have official job descriptions for accountants, human resources 
technicians, and assistants to the City Manager. Without job descriptions, 
the staff who perform these functions do not have clear expectations of 
specific duties and responsibilities. Generalities in job descriptions are 
insufficient, especially when written policies and procedures are missing. 
Without clearly identified duties, it is difficult for City management to 
determine the necessary qualifications.  
 
In particular, we found that City staff performing accounting functions 
were not required to have a background in accounting in either education 
or work experience. If staff members are expected to perform accounting 
functions, they should be required to have some accounting background. 
 
In addition, the City lacks a detailed organizational chart. The current chart 
organizes the City staff into three overly broad sections without listing 
staff and management positions and their respective responsibilities. 
Without an organizational chart, there can be no clear established lines of 
reporting. 
 
Overall, the City lacks organizational structure because of a lack of formal 
job duties and clear reporting lines.  
 
Recommendation 
 
The HR Department should ensure that all City departments complete all 
of the past-due staff performance evaluations. The HR Department should 
also require that all departments conduct staff performance evaluations on 
a regular basis to determine if the knowledge, skills, and abilities of staff 
members are sufficient to perform their respective functions, and it should 
monitor the evaluation process on a regular basis. Performance evaluation 
is an important tool that helps identify staff training needs and hold 
individuals accountable for performance of internal control 
responsibilities. The City should also maintain a review log of all 
performance evaluations. 
 
The City should establish official job descriptions that include: 

x Position title 

x Chain of command for reporting and supervisory responsibilities 

x Description of job duties and responsibilities 

x Required minimum knowledge, skills, abilities, experience, and 
education to perform the duties and responsibilities 

 
The qualifications and requirements should match the job duties and 
responsibilities. Furthermore, the City should also create a detailed 
organizational chart to establish clear reporting lines. 
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City’s Response 
 

1. The FY 2016 Budget document also includes an updated City 
Organization chart on page 2 that clearly defines the City’s 
hierarchal chain of command. 

2. There were several new positions created in the FY 2016 budget 
(Senior Accountant, Accounting Technician, Deputy City Clerk, 
Administrative Services Director, City Engineer/Public Works 
Director, etc.) and their job duties, responsibilities, skills, 
experience, and education will be taken to Council for approval 
prior to hiring. (Appendix H) 

3. The Administrative Services Manager will continue working with 
all department heads to ensure evaluations/employee improvement 
plans are done for all employees. In the past, paperless performance 
evaluations were indeed conducted but due to unacceptable backup 
practices, they were often lost. The current employee information 
will be filed electronically on a regular/yearly basis and IT will 
ensure this data is backed up properly. 

4. All new positions currently being filled are subject to an interview 
by a panel and testing to assess the applicant’s skills and knowledge. 

 
SCO’s Comments 
 
The City is in the process of implementing our recommendations.   
 
The finding remains as stated. 
 
 
We noted significant control deficiencies over many of the City’s fiscal 
functions. These deficiencies are pervasive and were noted in many 
aspects of the City’s operations. In particular, we noted the following: 

Bank reconciliations are not prepared, reviewed, and approved in a 
timely manner 
 
In our review of the City’s bank reconciliation process and procedures for 
the period of July 1, 2012, through June 30, 2015, we noted that the 
majority of the City’s bank reconciliations were not completed within 
30 days after the close of the month, nor did the City provide 
documentation of a review by upper management ever taking place. 
Furthermore, there does not appear to be official policies and procedures 
on bank reconciliations. 
 
During FY 2012-13, the City waited until fiscal year-end to prepare the 
monthly bank reconciliations.  The month of July 2012 bank reconciliation 
was performed seven months after month-end, while the remaining 
11 months were all reconciled in July and August, after the fiscal year-
end. No documentation exists of any review process taking place. 
 
For FY 2013-14, the City continued preparing bank reconciliations near 
the fiscal year-end; bank reconciliations for October 2013 through March 
2014 were not performed until May 2014. There were also only two 
months for which the bank reconciliations showed evidence of review. 
 

FINDING 9— 
Significant control 
deficiencies over fiscal 
functions 
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For FY 2014-15, as of June 30, 2015, the City had prepared bank 
reconciliations only up to November 2014, with seven months of 
reconciliations still to be performed. 
 
It is clear that bank reconciliations are not prepared, reviewed, or approved 
in a timely manner. This puts the City at risk of having insufficient controls 
over its cash accounts, and staff might not be able to detect errors or fraud 
after the fact. Furthermore, without written policies and procedures, it is 
difficult to train staff on how to complete the integral reconciliation 
process.  
 
Cash can be the most vulnerable asset to an entity. Timely bank 
reconciliations provide the necessary control mechanisms to protect this 
valuable resource by uncovering irregularities such as unauthorized bank 
withdrawals. Timely monthly preparation of bank reconciliations also 
assists in the regular monitoring of the City’s cash flows.  
 
Bank reconciliation is an important monthly task for the City’s accounting 
department because it:  

x Compares the City’s general ledger against its bank statement to check 
for any irregularities or overcharges; 

x Gives City management a picture of the City’s available cash 
flow/cash shortages; 

x Provides City management with good financial oversight from month 
to month; and 

x Alerts the City with information regarding misclassified and/or 
missing funds.  

 
It is also essential that the duties of issuing payments and performing 
reconciliation are separated. Furthermore, bank reconciliation statements 
should be reviewed and approved by upper management, performed at 
least once a month, and reviewed by an external auditor at least once a 
year.  
 
Lack of segregation of duties 
 
Proper segregation of duties helps to ensure that funds and assets are 
properly recorded, protected, and appropriated. During our review of City 
employee duties, we noted that incompatible functions were performed by 
a single individual. These functions include accounts payable, bank 
transfers, and cash receipts. 
 
Accounts Payable 
 
The staff member responsible for accounts payable processed invoices, 
made entries in the general ledger, printed checks, and also added new 
vendors in the vendor listing. This situation provides an opportunity and 
ability for a person to commit fraud by processing a fraudulent invoice, 
recording a false entry, or producing a live warrant. 
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Bank Transfers 
 
The City’s former Finance Director was responsible for bank transfers for 
certain transactions. He prepared transfers, entered the transfers, and 
approved transfers. A single individual should not be responsible for all of 
these functions. 
 
Cash Receipts 

 
The City staff members responsible for cash receipts can void their own 
transactions and make adjustments. This arrangement could allow a person 
to commit fraud by recording a customer’s payment and subsequently 
voiding it. A second person, perhaps a supervisor, should be responsible 
for adjustments. In addition, we noted that daily receipts are not recounted 
by a second individual. To reduce mistakes and deter fraud, daily cash 
receipts should be recounted by a supervisor or manager.  
 
Lack of detailed annual budgets and expenditure control mechanism 
 
The City’s annual budgets lack sufficient detail. From FY 2010-11 
through FY 2013-14, the budgets were not detailed and did not provide 
much guidance to the City’s management. The lack of sufficient detail 
made it more difficult for the City to properly track revenues and 
expenditures throughout the year and ensure that expenditures were 
limited to what was budgeted. 
 
Additionally, the City lacked a control mechanism over its expenditures. 
In our review of the City’s accounting system, we found that the City is 
not using an encumbrance accounting system. The City also lacked a 
purchase order process to ensure proper management approvals on 
purchases. 
 
The use of encumbrance accounting helps manage available appropriation 
and budget balances. Recognizing commitments that will subsequently 
become expenditures prevents use of budgeted funds for other 
expenditures.  The use of purchase orders ensures that proper authorization 
is obtained and that funds are available before a purchase takes place. 
Using encumbrances places the authority and responsibility for spending 
at the proper level of management, ensuring that departments limit 
expenditures to amounts budgeted.  
 
Lack of an audit committee 
 
The City does not have an audit committee; however, the City formed the 
Internal Controls Review Ad Hoc Committee in October 2015. The 
Committee has two main objectives: 
 
1. Perform a financial analysis of City funds; and 

 
2. Perform an independent review of internal controls over cash. 
 
The lack of an audit committee contributed to: 

x A lack of written administrative policies and procedures manual; 
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x The use of the same CPA firm for the last 20 years; and 

x The City’s failure to monitor and resolve issues noted in the City’s 
CAFR (the same issues were included in the City’s CAFR from 
FY 2007-08 through FY 2013-14). 

 
Without an audit committee, the City’s financial reporting processes and 
internal controls will continue to deteriorate.  
 
The Government Finance Officers Association (GFOA) recommends that 
every state and local government should establish an audit committee as a 
way of best practices. As stated on the GFOA website: 
 

An audit committee is a practical means for a governing body to provide 
much needed independent review and oversight of the government’s 
financial reporting processes, its internal controls, and its independent 
auditors. An audit committee also provides a forum separate from 
management in which auditors and other interested parties can candidly 
discuss concerns. By effectively carrying out its functions and 
responsibilities, an audit committee helps to ensure that management 
properly develops and adheres to a sound system of internal controls, 
that procedures are in place to objectively assess management practices, 
and that the independent auditor, through their own review, objectively 
assess the governments financial reporting practices. 

 
An audit committee is essential for a city’s operations because it can: 

x Improve financial practices/reporting and risk management 
policies/practices; 

x Discuss significant accounting and reporting issues to understand the 
potential effect on financial statements; 

x Ensure that there is a suitable and efficient internal control system in 
place and enhance the internal/external audit functions; 

x Review the City’s internal controls for effectiveness or deficiency on 
the processes they affect; 

x Oversee and evaluate the auditor’s performance and make a 
recommendation about whether or not to retain the same audit firm the 
following year; 

x Present the auditor’s comments, findings, and /or recommendations 
and considers actions the City should take to correct and improve its 
financial reporting and management practices; and 

x Provide a forum in which management, auditors, and other interested 
parties can meaningfully discuss and deliberate concerns and 
significant matters. 

Inadequate controls over employee user access levels for Incode and 
Great Plains accounting information systems 
 
During our review, we found a lack of adequate controls over user access 
requirements for the City’s Incode and Great Plains accounting 
information systems.   
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The City uses Incode for billing sewer and trash services and Great Plains 
for accounting transactions. The City hired an outside company to manage 
its information technology (IT) systems, and with direction from City 
management, the company assigns employees their user-access levels for 
the Incode and Great Plains accounting information systems. 
 
We found that the Incode and Great Plains accounting information systems 
had inadequate controls over employee user access requirements; 
specifically: 

x Certain employees were granted access to Incode to process payments 
when it was not part of their normal course of duties. This included 
the ability to record receipt transactions, create and change billing 
account data, and clear account balances. 

x For the Great Plains system, several Customer Service Coordinators 
had unrestricted “power user” access, which allowed them access to 
all of the accounting functions. This is the same “power user” access 
granted to the Finance Director.  

Employees’ user-access levels should match their responsibilities. This is 
a major component of segregation of duties and helps to ensure that 
controls are not overridden. By not restricting employees’ user access 
levels within the aforementioned systems, the City is at risk of potential 
mismanagement of funds, inaccurate accounting transactions, and even 
fraudulent activities. 

Lack of internal controls over petty cash 
 
We found that the City lacked policies and procedures over the handling 
and disbursement of petty cash funds. Our review of the City’s petty cash 
fund activities during FY 2012-13 through FY 2013-14 revealed that the 
City did not keep an official log of transactions to help track 
disbursements. The City also did not have an established criteria for when 
the use of petty cash was suitable. Essentially, controls over the petty cash 
were deficient, which results in a higher risk of the misuse of funds and 
the increased risk of abuse of the petty cash funds.   
 
Recommendation 
 
To strengthen the City’s internal control and enable more financial 
oversight, the City should: 

x Establish and implement policies and procedures for bank 
reconciliations to ensure that they are completed, reviewed, and 
approved in a timely manner. 

x Separate responsibilities to reduce the risk of errors and fraud. Review 
and approval by a second person may be the most important 
compensating control activity. 

x Prepare a detailed budget so that management can perform analyses 
of financial data, including actual results. 

x Create and implement the use of an audit committee. 
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x Implement policies and procedures to ensure that there are adequate 
controls over employee user access requirements for the Incode and 
Great Plains information systems. The City should also review its 
current employees’ user access levels and verify whether those 
employees’ duties and responsibilities matched their user access 
levels.   

x Establish policies and procedures over petty cash. 
 
City’s Response 
 

The City recently had a CPA audit firm, Macias Gini & O'Connell LLP, 
conduct an internal audit of the City’s operations within the Finance 
Department. A link to that report is 
http://www.ci.beaumont.ca.us/DocumentCenter/View/25841 and the 
Management Response is found in Appendix I. 
 
Bank reconciliations are not prepared, reviewed, and approved in a 
timely manner 
 
1. The Finance Department has recently completed 6 months of bank 

reconciliations in two months and is currently working on June 2015 
bank reconciliations. 

2. The incoming Senior Accountant will be responsible for completing 
FY 2016 bank reconciliations which will be reviewed and approved 
by the Finance Director and City Manager. The elected City 
Treasurer will also review the bank statements. 

 
Lack of segregation of duties 
 
1. The new Accounting Technician position will be responsible for 

entering invoices and printing checks; and the Senior Accountant 
will post the transactions to the general ledger after their review. 

2. On October 6, 2015, City Council approved an amendment to 
Ordinance 3.12.020 (Appendix J) regarding the approval of 
warrants. The amendment requires the Finance Director and City 
Treasurer to audit, certify and present the warrants to Council. 

3. Bank transfers are now being completed by the Administrative 
Services Director, entered as journal entries by finance staff, and 
approved by the Finance Director. 

4. City Staff is in the process of working with the software company, 
Tyler Works, to make improvements to the cash receipting 
functions. Currently, the system will not allow employees to delete 
an entire batch unless they enter a password; unfortunately, staff 
members are able to void their own transactions or make 
adjustments. 

 
Lack of detailed budgets and expenditure control mechanism 
 
1. As indicated in the City’s response to Finding #7, the Finance 

Department has entered the budget detail line items in the City’s 
general ledger for revenues and expenditures. 

2. The Finance Department is also working with the City Treasurer to 
develop detailed monthly reports that will be presented to City 



City of Beaumont Administrative and Internal Accounting Controls 

-37- 

Council and department heads so they can monitor their respective 
spending. 

 
Lack of an audit committee 
 
1. On August 18, 2015, Council was presented with Ordinance 2.35 

which established a nine voting member Standing Finance 
Committee (“SFC”) (Appendix K). The SFC will serve in an 
advisory capacity to the City Council on budget, investments, 
financial planning, audits, transparency and other special oversight 
projects as determined by Council. There are at least 5 voting 
members who will be appointed by Council, must be able to fulfill 
application requirements, and must be residents of Beaumont. One 
additional member may be a non-resident but who owns a business 
in Beaumont. The other members of the SFC will be elected 
officials. 

2. Council discussed in open session that it envisioned the SFC as 
replacing/taking the responsibilities of the City’s previous Internal 
Controls Ad Hoc Audit Committee. 

3. The SFC primary goals will be to advise Council on financial 
matters, work to promote fiscal responsibility, enhance 
accountability, recommend fiscal policies and investment policies, 
provide an independent review of the financial reporting process, 
and provide a review of the City’s internal controls. 

4. An ordinance adding Section 2.080.120 to the City’s Municipal 
Code also provided details of the City Treasurer’s duties (Appendix 
L). This position will also oversee the activities of the Financial 
Standing Committee. 

5. Finally, the proposed Financial Management Policies specifically 
directs the City Manager or designee to present the Government 
Wide Financial Statements to Council as an action item requiring a 
staff report and full discussion. 

 
Inadequate controls over employee user access levels for Incode and 
Great Plains accounting information systems 
 
1. As the Finance Department hires new staff currently budgeted in the 

FY 2016 budget and as it completes the upgrade of its accounting 
system, a new user level access matrix will be completed to ensure 
all users only have access to modules their position oversees and can 
only perform functions approved at their authorization level. 

2. This matrix will be reviewed by the City’s external audit firm which 
will ensure there is a proper segregation of duties for each position. 

 
Lack of controls over petty cash 
 
1. New petty cash procedures are outlined in the proposed Fiscal 

Policies and Procedures Manual. 

2. Current petty cash drawers will be submitted to Finance and 
reconciled. 

3. Department Heads in Administrative Services, Police, and 
Recreation will be issued new petty cash drawers. The Department 
Head will sign that he/she has received the funds and will go over 
the new policies and procedures. 
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4. Each cash drawer will be reconciled and replenished by the 
departments on a monthly basis and the Senior Accountant will 
randomly audit the cash drawers on an annual basis or as needed. 

5. The City has also engaged an armored truck service to pick up the 
City’s daily deposits and to deliver change requests when needed. 

6. The Customer Service Coordinators have also implemented dual 
control procedures to confirm daily deposits are accurate and verify 
all change request received from the bank is accurate. 
(Appendix M). 

 
SCO’s Comments 
 
The City is in the process of implementing our recommendations. The City 
has performed six months of bank reconciliations in two months, approved 
two accounting positions to help with properly segregating duties and 
timely completion of bank reconciliations, prepared a detailed budget for 
FY 2016, established a nine voting member Standing Finance Committee 
that will serve in an advisory capacity to the City Council on budget, 
investments, financial planning, audits, transparency and other special 
oversight projects as determined by Council, and drafted new procedures 
for handling cash. 
 
The finding remains as stated. 
 
 
We found that the City’s financial reports lacked sufficient detail. 
Financial reports provide transparency and accountability, and are vital for 
making crucial management decisions. Financial reporting also provides 
assurance to city residents, investors, creditors, and other governmental 
agencies. 
 
We noted that the City’s CAFR from FY 2007-08 through FY 2013-14 did 
not include the Management Discussion and Analysis (MD&A). An 
MD&A is required by GASB Statement No. 34. The MD&A can also 
serve as a beneficial and important tool that provides transparency to the 
City Management and City Council, especially given the City’s fiscal 
situation, which includes: 

x Deficit unrestricted net position of $34,861,337 in the City’s 
Governmental Activities; 

x Deficit unassigned fund balance of $6,354,884 within the City’s 
General Fund as of June 30, 2014; 

x Uncertainty as to whether the City will ever collect the $21,500,000 
loan made to the former Redevelopment Agency; and 

x Possible WRCOG TUMF settlement against the City in the amount of 
$42,994,879, plus interest and fees. 

 
According to GASB Statement No. 34, the MD&A conveys an objective 
and easily readable analysis of City Government's financial performance 
based on currently known facts, decisions, or conditions.  It highlights key 
issues that affected or will affect a government’s financial health, as well 

FINDING 10— 
Inadequate financial 
reporting 
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as provides short-term and long-term analyses of the City Government’s 
activities. 
 
The MD&A is critical to the City’s CAFR because it: 

x Analyzes the financial performance/position for the year, provides 
comparisons of the current year results to the previous year, discusses 
both the positive and negative aspects of the comparison, assesses 
whether financial position has improved or deteriorated as a result of 
the year's activities, and explains how/why finances changed from 
year to year. 

x Analyzes the significant changes that occur in funds and significant 
budget variances. 

x Describes capital asset and long-term debt activity during the year. 

x Addresses restrictions, commitments, or other limitations significantly 
affecting the availability of fund resources for future use. 

x Describes the current known facts, decisions, or conditions that are 
expected to have a significant effect on the City’s financial position or 
results of operations. 

 
We also noted that the Beaumont Financing Authority (Authority) filed 
incomplete Financial Transactions Reports (FTR). Each report showed 
$0 revenues, $0 expenditures, and $0 bond proceeds, even though the 
Authority is charged with accounting for approximately $313.09 million 
in bond proceeds. 
 
The Authority was created on April 1, 1993. It is a joint powers authority 
(JPA) comprised of the City of Beaumont and the Beaumont 
Redevelopment Agency. Its main purpose is to issue bonds to pay the cost 
of any public capital improvement, working capital, liability and other 
insurance needs, or projects whenever there are significant public benefits, 
as determined by the City. 
 
As a JPA, the Authority is required to submit a report to the SCO every 
year within 90 days after the close of each fiscal year. Per Government 
Code section 53891: 
 

The officer of each local agency who has charge of the financial records 
shall furnish to the Controller a report of all the financial transactions of 
the local agency during the next preceding fiscal year. The report shall 
be furnished within 90 days after the close of each fiscal year and shall 
be in the form required by the Controller…. 
 

In addition, we noted that Community Facilities District No. 93-1 
(District) never filed an FTR. Per Government Code section 53890, a local 
agency refers to “…any city, county, any district, and any community 
redevelopment agency required to furnish financial reports pursuant to 
section 12463.1 or 12463.3.”  
 
As a special district, the District is required to file an FTR. It is crucial for 
the District to file the FTR, especially because the District is charged with 
accounting for approximately $303.12 million in bond proceeds. FTRs 
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provide much needed accountability and transparency. 
 

Recommendation 
 
The City should file the Authority’s and District’s FTRs, complete with 
the transactions that occurred during the reporting period. If it does not, 
then the City should include these entities’ transactions within the City’s 
own report. We recommend that the City contact our Division of 
Accounting and Reporting for further detail and instructions. 
 
We also recommend that the City establish policies and procedures to 
include the MD&A section in its CAFR according to the standards set 
forth by GASB Statement No. 34. 
 
City’s Response 
 

1. The Finance Department will work with the State Controller’s 
Division of Accounting and Reporting to ensure there is proper 
reporting of the Beaumont Financing Authority and the City’s 
Community Facilities Districts for their annual Financial Transaction 
Reports. The Report for FY 2014-15 will properly include these 
entities. 

2. The Finance Department will also work with the City’s external audit 
firm to ensure the MD&A section of the FY 2015 CAFR is completed 
and done according to the standards set forth by GASB Statement 
No. 34. 

 

SCO’s Comments 
 
The City is in the process of implementing our recommendations.   
 
The finding remains as stated. 
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Appendix— 
City of Beaumont 

Evaluation of Elements of Internal Control 
 
 

Internal Control Elements Yes No Comments 

Management Oversight and Control (Control Environment)    

A1. Integrity and Ethical Values    

 a. Are code of conduct and other policies regarding acceptable business 
practice, conflicts of interest, or expected standards to ethical and moral 
behavior established and communicated to all City management and 
employees? 

 X Although the City did establish and communicate its policies regarding acceptable 
business practices and other policies, we noted many instances where they were 
not implemented, followed or complied with, and/or enforced.  

 b. Is the reasonable management attitude of “Tone at the Top” established 
and communicated to City management and staff? 

   X Proper “Tone at the Top” can be communicated via written policies and 
procedures, which were found to be missing. See Finding 6.  

 c. Is everyday interaction with vendors, clients, auditors and other parties 
based on honesty and fairness? 

 X City’s sales tax operation was not fairly applied to all vendors. See Finding 2. 

 d. Is appropriate remedial action taken in response to non-compliance?    X Audit findings are repeated and are not corrected. See Finding 9.  

 e. Is management appropriately addressing intervention or overriding 
established controls? 

   X Processes relating to City’s relationship with Beaumont Electric, Inc. (BEI) 
overrode many established controls. See Finding 3.   

A2. Commitment to Competence    

 a. Is management identifying and defining the tasks required to 
accomplish particular jobs and fill - various positions? 

   X Performance evaluations are missing and job descriptions for key roles were not 
established. See Finding 8. 

 b. Does the City conduct appropriate analysis of the knowledge, skills, 
and abilities needed to perform job assignments? 

 X See A2a. 

 c. Is the City providing training and counseling in order to help employees 
maintain and improve their job competence? 

   X See A2a. 
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A3. Audit Committee    

 a. Does the City have an audit committee that is appropriate for the size 
and nature of the entity? 

 X City did not establish an audit committee. See Finding 9. 

 b. Are members of the audit committee independent from the City 
management? 

 X See A3a. 

 c. Do audit committee members have sufficient knowledge, experience, 
and time to serve effectively?   

 X See A3a. 

 d. Does the audit committee meet regularly to set policies and objectives, 
review the City’s performance, and take appropriate actions; and are 
minutes of such meetings prepared and signed on timely basis? 

 X See A3a. 

 e. Do the members of the audit committee regularly receive the 
information they need to monitor management’s objectives and 
strategies? 

 X See A3a. 

 f. Does the audit committee review the scope and activities of the internal 
and external auditors? 

 X See A3a. 

 g. Does the audit committee meet privately with the Chief Financial 
Officer/and or accounting officers, internal auditors, and external 
auditors to discuss the reasonableness of the financial reporting process, 
the system of internal control, significant comments or 
recommendations, and management performance? 

   X See A3a. 

 h. Does the audit committee take actions as a result of its audit findings?  X See A3a. 

A4. Management Philosophy and Operating Style    

 a. Is management conservative in accepting risks, and does management 
move carefully, and proceed only after careful evaluation? 

 X Management accepted too much risk by not having written policies and 
procedures in place, in addition to having a questionable agreement with BEI. See 
Findings 3 and 6. 

 b. Are procedures or activities in place to regularly educate and 
communicate to management and employees the importance of internal 
controls and to raise the level of understanding control? 

 X See Finding 6. 
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 c. Is personnel turnover in key functions at an acceptable level?  X While the City’s overall turnover rate was not high, after the former Finance 
Director and City Manager separated from the City, there was a severe lapse in 
City’s administrative and financial operations due to a lack of qualified 
successors. Due to poor succession planning and inadequate training, new staff 
were not adequately prepared to take over these critical functions.  

 d. Does management have a positive and supportive attitude towards 
internal control and audit functions? 

  X Audit findings were not corrected. Many areas lack internal controls. See 
Findings 6 and 9. 

 e. Are valuable assets and information safeguarded from unauthorized 
access or use? 

  X Lack of internal controls over petty cash, credit cards, inventory, fixed assets, 
accounting information systems. See Findings 1 and 9.  

 f. Are there frequent interactions of senior management and operation 
management? 

 X Lack of regular communication between top management and department heads, 
especially regarding budgets, and cost tracking. 

 g. Is management attitude appropriate towards financial, budgetary and 
other operational reporting? 

 X Budgets lacked detail. Department heads did not regularly track costs. See 
Finding 9. 

A5. Organizational Structure    

 a. Is the City’s organizational structure appropriate for its size and the 
nature of its operation? 

 X Former City Manager and Former Finance Director had too much authority and 
responsibility. The City also lacked a detailed organizational chart.  

 b. Are key areas of authority and responsibility defined and 
communicated throughout the organization?  

   X Some key positions do not have official job descriptions and there was a lack of a 
detailed organizational chart. See Finding 8. 

 c. Have appropriate and clear reporting relationships been established?  X See A5b. 

 d. Does management periodically evaluate the organization’s structure 
and make changes as necessary in fluctuating conditions? 

   X The City did not create additional job positions as city grew and did not update 
job descriptions or update organizational chart. See Finding 8. 

 

 e. Does the City employ an appropriate number of employees, particularly 
in managerial positions? 

   X The Accounting department did not have sufficient staff for proper segregation of 
duties. See Finding 9. 

A6. Assignment of authority and responsibility    

 a. Is the City appropriately assigning authority and delegating 
responsibility to the proper personnel to deal with organizational goals 
and objectives? 

 X The Former Finance Director had too much authority and responsibility for proper 
segregation of duties. See Finding 9. 
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 b. Does each employee know how his or her work interrelates to others in 
the way in which authority and responsibility are assigned, and how 
duties are related concerning internal control? 

 X Due to the City’s growth, procedures are changed regularly but written policies 
and procedures are not updated regularly or are non-existent. Consequently, 
employees did not have comprehensive guidelines that showed how their work 
interrelated with others. See Finding 6. 

 c. Is delegation of authority appropriate in relation to the assignment of 
responsibility? 

 X Delegation of authority within the City’s accounting information systems was not 
appropriate in relation to employees’ responsibilities. See Finding 9. 

A7. Human Resources policies and practices    

 a. Are policies and procedures established for hiring, training, and 
promoting employees and management? 

 X Personnel files are missing and certain key roles are missing job descriptions. See 
Finding 8. 

 b. Are background checks conducted on candidates for employment?  X Evidence of a background check was missing in some personnel files.  

 c. Are employees provided the proper amount of supervision?  X Staff in charge of cash receipts also had authority to void transactions, and daily 
cash collections were not recounted by supervisor. Bank reconciliations were not 
reviewed in a timely manner if at all. See Finding 9. 

Risk Assessment    

B1. Establishment of Entity-wide Objectives    

 a. Are there entity-wide objectives that were established by management? 

 

 X Budgets lacked detail and management did not provide a Management Discussion 
and Analysis in the City’s CAFR. Formal written policies and procedures are also 
a way for management to formally establish objectives.  See Findings 6, 9, and 
10. 

 b. Are City-wide objectives clearly communicated to all employees, and 
does management obtain feedback signifying that communication has 
been effective? 

 X See B1a. 

 c. Is there a relationship and consistency between the department’s 
operational strategies and the City-wide objectives? 

 X See B1a. 

 d. Is there an integrated management strategy and risk assessment plan 
that considers the City-wide objectives and the relevant sources of risk 
from internal management factors and external sources, and that 
establishes a control structure to address those risks? 

 X City management did not establish a control structure, as evident by its lack of an 
audit committee, which is normally charged with establishing a structure to 
ensure that objectives are accomplished and risks are addressed. See Finding 9.  
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B2. Risk Identification    

 a. Is management appropriately and comprehensively identifying risk 
using various methodologies? 

 X Management did not identify types of accounting errors, policy violations, fraud, 
or noncompliance to be attentive of in written policies and procedures. See 
Finding 6.   

 b. Are there mechanisms in place to anticipate, identify, and react to 
routine events or acts that affect achievement of objectives? 

 X Mechanisms are not established through formal written policies and procedures. 
For example, an encumbrance system was not implemented. See Finding 6. 

 c. Do adequate mechanisms exist to identify risks to the City arising from 
external factors? 

 X The City created increased external risk through the arrangement with BEI. See 
Finding 3.  

 d. Is management assessing other factors that may contribute to or 
increase the risk to which the City is exposed? 

 X The City did not properly assess the risks associated with overspending. See 
Finding 7. 

 e. Is management identifying risks City-wide and for each significant 
activity level of the City? 

 X The City did not identify City-wide or activity level risks through formal written 
policies and procedures. See Finding 6.  

B3. Risk Analysis    

 a. After risks to the City have been identified, does management 
undertake a thorough and complete analysis of the possible effect? 

 X Audit findings are repeated and not corrected by the City. See Finding 9.  

 b. Has management developed an approach for risk management and 
control based on how much risk can be prudently accepted? 

 X Management did not establish an approach for risk management, as evident by its 
lack of formal written policies and procedures. See Finding 6. 

Control Activities    

C1. Policies and Procedures (General Applications)    

 a. Do appropriate procedures, techniques, and mechanisms exist with 
respect to each City’s activities?  

 X There was a lack of formal written policies and procedures and numerous internal 
control deficiencies over fiscal functions.  See Findings 6 and 9. 

 b. Are the control activities identified as necessary in place and being 
applied? 

 X Control activities were not identified through formal written policies and 
procedures. See Finding 6.  

  c. Are control activities regularly evaluated to ensure that they are still 
appropriate and working as intended? 

 X Control activities were regularly evaluated by an independent CPA firm but audit 
findings were not corrected. 
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C2. Common Categories of Control Activities     

 a. Are top level reviews made of actual performance relative to budgets, 
forecasts, and prior periods?  

 X Budgets lack detail and management does not keep track of its budgeted revenue 
and expenditures. See Finding 9.  

 b. Do managers review performance reports?  X Department heads did not regularly review performance reports. See Finding 9.  

 c. For information processing, are varieties of controls in place for 
performing check accuracy, completeness, and authorization of 
transactions? 

 X Accounting information systems had control deficiencies, such as inappropriate 
access levels. See Finding 9.  

 d. Are controlled items periodically counted and compared to amounts 
shown on control records? 

 X IT equipment was not regularly counted and compared to amounts shown on 
control records. Fixed assets were also not properly depreciated. See Finding 1. 

 e. For performance indicators, does management compare different sets of 
data and investigate differences? 

 X Department heads did not regularly review performance reports. See Finding 9. 

 f. Are duties properly segregated among different people to reduce the 
risk or error or inappropriate actions? 

 X There was a lack of segregation of duties in key functions. See Finding 9. 

 g. Are administrative and operation policies in writing, current, and do 
they set clear procedures for compliance? 

 X There was a lack of formal written policies and procedures. See Finding 6. 

Information and Communication    

D1. Information    

 a. Are mechanisms in place to obtain relevant information on legislative 
or regulatory developments and program, budget, or economic 
changes? 

 X The City’s budgets were not sufficiently detailed, which led to overspending and 
deficit balances within the General Fund. See Finding 7. 

 b. Is information provided to the right people in sufficient detail and on 
time to enable them to carry out their responsibilities efficiently and 
effectively? 

 X See D1a. Budgets provided to the City Council were not sufficiently detailed. In 
particular, the FY 2013-14 budget showed a General Fund beginning balance of 
approximately $11 million in “reserves,” when in fact it was in a deficit balance 
of $(6,866,481) and was only considered positive because of loans and advances 
totaling $21,289,442.  

 c. Is development or revision of information systems based on the 
strategic plan linked to the entity’s overall strategy, and is it responsive 
to achieving City-wide objectives? 

 X The City lacked a formal written information systems development plan. See 
Finding 6. Management was also not responsive to its IT firm’s recommendation 
to upgrade servers.  
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 d. Does management support the development of necessary information 
systems and show its support by committing appropriate resources? 

 X Critical servers were not replaced when deemed outdated by IT firm.  

D2. Communications    

 a. Does management ensure that effective internal communications occur?  X Department heads did not regularly discuss budget planning with top City 
management, and performance reports were not reviewed.   

 b. Does management ensure that effective external communication occurs 
regarding issues with serious impact on programs, projects and other 
activities? 

 X City did not properly follow report guidelines. See Finding 10. 

 c. Does the City employ various forms and means of communicating 
important information with employee and others? 

 X See D2a.   

 d. Does the City manage, develop, and revise its information systems in 
an effort to continually improve usefulness and reliability? 

 X Information systems are not properly managed. User access levels should be more 
restrictive to improve reliability of information.   

Monitoring    

E1. On-going monitoring    

 a. Does management have a strategy to ensure that ongoing monitoring is 
effective and will trigger separate evaluations? 

 X There was a lack of budget monitoring and expense tracking, lack of an audit 
committee, and lack of written policies procedures over monitoring of internal 
controls. See Findings 6 and 9. 

 b. Do City personnel, in the process of performing their regular duties, 
obtain information about whether internal control is functioning 
properly? 

 X See E1a. 

 c. Are communications from external parties corroborated with internally 
generated data and able to indicate problems with internal control? 

 X BEI did not submit invoices to be matched with purchase orders. See Finding 3. 

 d. Is there appropriate organizational structure and supervision to help 
provide oversight of internal control functions? 

 X There was no detailed organizational chart. See Finding 8. 

 e. Are data recorded by information and financial systems periodically 
compared with physical assets and discrepancies? 

 X Fixed assets and IT equipment were not properly accounted for. See Finding 1.  
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 f. Are the City Auditor’s Office and other auditors regularly providing 
recommendations for improvements in internal control, and is 
management taking appropriate follow-up action? 

 X Auditors regularly provided recommendations but management did not take 
appropriate follow-up actions.  

 g. Are meetings with employees used to provide management with 
feedback on whether internal control is effective? 

  X   

 h. Are employees’ regularly asked to state explicitly whether they comply 
with the City’s code of conduct? 

 X Employees are formally asked only during hiring orientations.  

E2. Separate evaluation    

 a. Are the scope and frequency of separate internal control evaluations 
appropriate for the City? 

 X The City did not assign anyone to oversee establishing internal control 
evaluations and ongoing monitoring. Furthermore, there was no audit committee.  

 b. Are the methodologies for evaluating the City’s internal control logical 
and appropriate? 

 X See E2a. 

 c. If the evaluations are conducted by the City Auditor’s Office, does the 
office have sufficient resources, ability, and independence? 

  N/A 

 d. Are deficiencies found during separate evaluations promptly resolved?  X Auditors regularly provided recommendations but management did not take 
appropriate follow-up actions. 

E3. Reporting deficiencies    

 a. Are there means of obtaining reports of deficiencies from both internal 
and external sources? 

X   

 b. Is there ongoing monitoring of internal controls?    X See E2a. 

 c. Are deficiencies reported to the person directly responsible and to a 
person at least one level higher? 

  X   

 d. Are the identified transactions or events investigated to determine 
causes and correct problems? 

 X Auditors regularly provided recommendations but management did not take 
appropriate follow-up actions. Issues with the City’s arrangement with Beaumont 
Electric continued for years. See Finding 3. 
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Attachment— 
City’s Response to Draft Review Report 
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