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CITY COUNCIL MEETING 

NOVEMBER 2, 1983 

ElNrr l \fli~'Y Following introduction of the ITllt ter by City ~\mager Glaves, 
1\oWW:iB\fl-11' I..EI1'ER Counci 1 on rmt ion of Counci 1 l\brber Pinkerton, 1\ttrphy 
RE JlNE 30, 1983 second, received for fi 1 ing the En1st and \\hinney Mmaganent 
RECEIVED FOP. Letter - June 30, 1983. 
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TO: . 

FRCJ1: 

• 
Henry A. Glaves, Jr. 
c tty Manager. · 
Robert H. Holm 
Finance Director 

DATE: October 13, 1983 

• MEMORANDUM 

SUBJECT: Ernst & Whinney Management Letter - June 30, 1983 

I have discussed the management letter with E & W and Finance Dept. staff and 
wish .to offer the following comments. 

PRIOR YEAR ITEMS 
E & w's management letter of last year recommended we ~trengthen control~ in 
the areas of payroll, budgeting, data processing and the protection of 
mark~~dble securities. I am pleased to report we have taken care of all of 
:.i1ese items. 

CASH RECE I P'IS 
g & W is recOIIIIDending the use of cash registers to record- aft cash rece'lpts ~ 
We ar~ looking into electronic ca_sh registers that interface with Ol'l' System 34 
computer; and 1 wi 11 give you a full report a,; soon as I can gather all the data. 

CASH DISBURSEMENTS 
E & W is rec~~tng the check signature place be picked 
the Assistant Finance Director or the Senior Accountant. 
rec~ndation and staff has initiated this procedure. 

up by aysc lf, 
I concur with-their 

AUTHOR~TlON OF PAYROLL DEDUCTIONS . 
In the past, we al~owed the current Presidents of the seve(al emp~oyee 
ass•c.i&tions to give ua a list of their members and 'an amou~t to deduct for dues 
with the understanding each association maintain n card-file with an employee's 
signature. We will now contact each Association and ask.that ~hese cards be 
turned over to our department. · - · 

~RANTS 

E & W recoa:nends our off ice be not if led whenever grants are applie~ for ~nd 
that quarterly reconci li.ations be made b~tween the Grantors- records and the 
City. I concur with their reco~m~endation and ask that each department notify 
our office when applications for grants are submittt-d. Our office will examine 
the expenditure reports· on a monthly ':lasts for grant expenditures and follo.f up 
with the· re·spective' depart:nents to see that claims for reimbursement are filed. 
Our offlce will send qua~:terly confirmation requests to the Grantors to enable 
us to reconclle the balances due the City. 

INVESTMENTS 
E & W recommends so~one besides myself maintain the subsidiary records on each 
inve~tment. I concur and when I return from a weekend treasury management 
se ·nar, sponsored by the California MuniciF~l Treasurers Association in 
November, I will have a procedure established to take care of this. 



0 
Ernst & Whinney 

The City Council 
City of Locli 
Lodi, California 

SSS Capitol Mall, Suite 650 
Sacramento, California 95814 

916/447-3237 

We have exaainect tbe financial state.ents of the City of Lodi for the year 
ended June 30, 1983 and have issued our report thereon dated Septeaber 14, 
1983. A8 part of our exaainaUon, va aade a study and evaluation of tbe 
syatea of internal accounting control only to the extent • conlidered 
oeceaaary to deteraiae the nature, tiains, and extent of our auditins 
procedures. 

Our study aod evaluation llade for the Halted purpose described above 
vould not necessarily disclose all aaterial weaknesses in the systea. 
Accordinsly, we do not express an opinion on the systaa of internal 
accounting control of the City of Lodi taken aa • vbole. However, our 
study 4nd evaluation disclosed no condition that we believed to be a 
aaterial veakneu at June 30, 1983. The following sugestiona are 
subRitted to aasiat in laprovins procedures and controls. 

This report is intended solely for tbe u .. of the City Council. 

Sacraaento, California 
Septe•ber 14, 1983 



Prior Year Iteaa 

In previoua aanage88nt letters, we commented upon areas in which we 

believed internal accounting controls could be strengthened. Upon 

considering the City's response to our management letters, we believe 

that these ite• have been adequately addressed and would like to coaaend 

the City on their efforts to iaprove internal controls .. 

Casn lleceipts 

Of all aasets b3ld by the City, cash is tne most liquid and susceptible 

to loss froaa employee error or aisappropriation. Therefore, the City's 

syatea of internal controls aust be particularly stronK in this area. We 

believe controls over cash receipts could be strengthened by iapleaenting 

the following procedures in the collection department. 

We recoaaend that the City use cash registers to record all cash 

receipts, whether reaitted through the aail or directly froa customera. 

Each day, the cash register total should be agreed to the daily deposit 

by an eaployee who does not handle the cash receipts. This will 

establish segregation of duties, control and accountibility over the 

receipts. We believe that with the City's growth, these procedures will 

result in iaproved operational efficiency and stronger internal controls 

over cash. 

Cash Disburseaents 

During our examination, we noted that the payroll and accounts payable 

cler-ks have access to the check signing aachine signature plate. We 

recommend that duties be Begregated so that ~ccess to this plate be 

liaited to the Director and Assistant Director of Finance and the senior 

accountant. 
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Authorization of Payroll Deductions 

Authorization for sa.. payroll deductions are not being retained by the 

City. We reeo-od that theM authorizations be included in the 

personnel files. While we realize that this would require extra time by 

the City, we believe that the City should protect ita interests by 

aaintaining a record of payroll deductions as aut~orized by the 

eaployee. 

Grants 

The City has becoae eligible to receive .oney under an increasing number 

of grants. We recognize thi.a as an iaportant sou reo of funds and support 

the City in ita efforts to obtain all available grants. In order for the 

City to receive the aaxiaua benefit froa theM funds, we reco.aend that 

the following procedures be iapleaented. 

Request for reiabursP.~Mnt of expenditures under grants should be filed as 

soon as possible, and the Departaent of Finance should be notified of all 

such requests. In addition, w recoaaend that the Departaent be infonaed 

of new grant applications aubaitted to grantors. The City should prepare 

quarterly reconciliations between ita recorda and those of the grantor. 

These procedures will iaprove cash flov and resolve on a tt .. ly basis 

differences vhich could ariM between the City's and the grantor's 

recorda. 

InvestMnts 

During the past fev years, the City baa .ore closely .onitored its 

investaent activities with the objective of aaxiaiziag interest revenue 

and therefore has entered into an increasing nu.ber of invest .. nt 

transactions. Currently, the City aaintaina a subsidiary ledger to 

record all inveat~~nt tranaactiotaa which is the basis for posting to the 

general ledger. We reco.aend that an eaployee independent of the 

inve1ting activity aaintain the investment subsidiary ledger. 
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--------------.................................... . 
CITY'COUNCll 0 s 
EVELYN M. OLSON, M.VOf 

IOHN l. (Randy) SNIDER 
MaVOf Pro Tems--

IOB£RT C. MURPHY 
lAMES W. PINKERTON, Jr. 
FRED M. REID 

Ems t • \\binney 
555 capital Mall 
Suite 650 
Sacramento, C\ 95814 

Gentlanen: 

CITY OF LODI 
CITY HALl 221 WEST PINE STREET 

POST OFFICE BOX l20 
lODI. CALIFORNIA 95241 

(209) 334-5634 

NOvember 7, 1983 

HENRY A. CLAVES, Jr. 
City Mana.., 

ALICE M. R£1MCHE 
CltyCietl 

RONALD M. STUN 
City Attorney 

This letter will confinn the action taken by the IOOi ct ty <huncll at ita 
regular meeting of Novarber 2, 1983 Ytbereby Cbuncll, by notion actlClll, 
received for filing the Emst and Whinney Mmaganent Letter - June 30, 1983. 

Should you have any questions regarding this natter, please do not heslstate 
to call. 

.16&: j j 

-·-

Very truly yours, 

tftw, j, .IL~-.. 4. _// 
AllceM. ·~~ 
City Clerk 
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Ernst & Whinney 

the City Council 
City of Lod1 
Lodi, California 

SSS Capitol Mall. Suite 6SO 
Sacramento. California 95814 

916/447-3237 

We have exaained the financial statement~ of the City of Lodi for the year 
ended June 30, 1983 and have issued our report thereon dated Septeaber 14, 
1983. As part of our exaaination, we aade a atudy and evaluation of the 
aystea of internal accounting cuntrol only to the extent we conaidered 
neceaaary to deteraine the nature, tiaing, and extent of our auditing 
procedures. 

Our study and evaluation aade for the Halted purpoae deacribed above 
vould not necesaarily disclose all aaterial weakneaaea in the ayatea. 
Aecordingly, ve do not expreaa an opinion on the aystea of internal 
accounting control of the City of Lodi taken .. a whole. However, our 
atudy and evaluation disclosed no condition that we believed to be a 
aaterial weakness at June 30, 1983. The following auggestions are 
aubaitted to aaaist in iaproving procedures and controla. 

Thia report is intended aolely for the uee of the City Council. 

Sacra~nto, California 
Septeaber 14, 1983 
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Prior Year Iteaa 

In previous aanage .. nt letters, we ooaaented upon areas in ~tch we 

believed internal accountina controls could be atrengthened. Upon 

considering tbe City's responae to our aanage .. nt letters, ve believe 

that theae ite• have been adequately addresaed and would like to co.aend 

the City on their efforts to iaprove internal controls. 

Casb lleceipts 

Of all assets held by the City, cash is the .oat liquid and susceptible 

to loss froa eaployee error or aisappropriation. Therefore, the City's 

system of internal controls auat be particularly atrong in this area. We 

believe controls over cash receipts could be atrengthened by iapletaenting 

the following procedures in the collection departaent. 

We recoaaend that the City uae cash registers to record all cash 

receipts, whether reaitted through the aail or directly froa cuato.era. 

Each day, the caah register total should be agreed to the daily deposit 

by an eaployee who does not handle the cash receipts. Tbis will 

establish aegregatioo of duties, control and accountibility over the 

receipts. We believe that with the City's growth, these procedure& will 

result in iaproved operational efficiency and stronger internal controls 

over cash. 

Cash Disburse .. nts 

During our examination. we noted that the payroll and accounts payable 

clerks have access to the checlt signing aachlne aignature plate. We 

reco.Rend that duties be segregated so that access to this plate be 

liaited to the Director and Assistant Director of Finance and the senior 

accountant. 
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Autho~ization of Payroll Deductions 

Authorization for so.e payroll deductions are not being retained by the 

City. We reco~~~~end that these authorizations be included in the 

personnel files. While ve realize that this would require extra time by 

the City, we believe that the City should prote~t ita interests by 

aaintaining a record of payroll deductions aa authorized by the 

eaployee. 

Grants 

The City has become eligible to receive money under an increasing number 

of grants. We recognize this aa .sn iaportant source of funds and support 

the City in its efforts to obtain all available grants. In order for the 

City to receive the IUXiaua benefit fro. these funds, we reco ... end that 

the following procedures be implemented. 

Request for reimbursement of expenditures under grants should be filed aa 

soon as possible, and the Department of Hnance should oo notified of all 

such reque»ts. In addition, we reco..aead that the Department be informed 

of oew grant applications suDcaitted to grantors. The City should prepare 

quarterly reconciliations between ita records and those of the grantor. 

These procedures will iaprove cash flow and resolve on a ti~~.ely bash 

differences which could arise between the City's and tht! grantor's 

records. 

lnveat.ents 

During the past few years, the City has aore closely monitored its 

investaent activities with the objective of aaxiaizing interest revenue 

and therefore has entered into an increasing number of investment 

transactions. Currently, the City aaintains a subsidiary ledger to 

record all investment transactions which Js the basis for posting to the 

general ledger. We recommend that an employee independent of the 

investing activity 111aintain the investment subsidiary ledger. 
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