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MEMORANDUM ON INTERNAL CONTROL 

To the City Council of the City of Foster City 
And Board of Directors of the Estero Municipal Improvement District 
Foster City, California 

In planning and performing our audit of the basic financial statements of the City of Foster City and the 
Estero Municipal Improvement District (City/District) as of and for the year ended June 30, 2021, in 
accordance with auditing standards generally accepted in the United States of America, we considered the 
City/District’s internal control over financial reporting (internal control) as a basis for designing audit 
procedures that are appropriate in the circumstances for the purpose of expressing our opinions on the 
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the 
City/District’s internal control. Accordingly, we do not express an opinion on the effectiveness of the 
City/District’s internal control. 

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

Our consideration of internal control was for the limited purpose described in the first paragraph and was 
not designed to identify all deficiencies in internal control that might be material weaknesses.  In addition, 
because of inherent limitations in internal control, including the possibility of management override of 
controls, misstatements due to error or fraud may occur and not be detected by such controls.  Given these 
limitations, during our audit we did not identify any deficiencies in internal control that we consider to be 
material weaknesses.  However, material weaknesses may exist that have not been identified. 

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

Management’s written responses included in this report have not been subjected to the audit procedures 
applied in the audit of the financial statements, and accordingly, we express no opinion on them.  

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

Pleasant Hill, California 
October 30, 2021 
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CITY OF FOSTER CITY 
AND ESTERO MUNICIPAL IMPROVEMENT DISTRICT 

MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF OTHER MATTERS 

NEW GASB PRONOUNCEMENTS OR PRONOUNCEMENTS NOT YET EFFECTIVE 

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

EFFECTIVE FISCAL YEAR 2021/22: 

GASB 87 – Leases 

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

A lease is defined as a contract that conveys control of the right to use another entity’s nonfinancial asset 
(the underlying asset) as specified in the contract for a period of time in an exchange or exchange-like 
transaction.  Examples of nonfinancial assets include buildings, land, vehicles, and equipment. Any 
contract that meets this definition should be accounted for under the leases guidance, unless specifically 
excluded in this Statement. 

Management Response: The City/District will review the applicability of this GASB and 
implement accordingly, if applicable. 

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

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

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

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

Management Response: The City/District has early implemented this GASB in FY2019. 

3



CITY OF FOSTER CITY 
AND ESTERO MUNICIPAL IMPROVEMENT DISTRICT 

MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF OTHER MATTERS 

GASB 92 – Omnibus 2020 

The objectives of this Statement are to enhance comparability in accounting and financial reporting and to 
improve the consistency of authoritative literature by addressing practice issues that have been identified 
during implementation and application of certain GASB Statements.  This Statement addresses a variety 
of topics and includes specific provisions about the following: 

 The effective date of Statement No. 87, Leases, and Implementation Guide No. 2019-3, Leases,
for interim financial reports

 Reporting of intra-entity transfers of assets between a primary government employer and a
component unit defined benefit pension plan or defined benefit other postemployment benefit
(OPEB) plan

 The applicability of Statements No. 73, Accounting and Financial Reporting for Pensions and
Related Assets That Are Not within the Scope of GASB Statement 68, and Amendments to Certain
Provisions of GASB Statements 67 and 68, as amended, and No. 74, Financial Reporting for
Postemployment Benefit Plans Other Than Pension Plans, as amended, to reporting assets
accumulated for postemployment benefits

 The applicability of certain requirements of Statement No. 84, Fiduciary Activities, to
postemployment benefit arrangements

 Measurement of liabilities (and assets, if any) related to asset retirement obligations (AROs) in a
government acquisition

 Reporting by public entity risk pools for amounts that are recoverable from reinsurers or excess
insurers

 Reference to nonrecurring fair value measurements of assets or liabilities in authoritative
literature

 Terminology used to refer to derivative instruments.

Management Response: The City/District will review the applicability of this GASB and
implement accordingly, if applicable.
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CITY OF FOSTER CITY 
AND ESTERO MUNICIPAL IMPROVEMENT DISTRICT 

MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF OTHER MATTERS 

GASB 97 – Certain Component Unit Criteria, and Accounting and Financial Reporting for Internal 
Revenue Code Section 457 Deferred Compensation Plans—An Amendment of GASB Statements No. 
14 and No. 84, and a Supersession of GASB Statement No. 32 

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

This Statement requires that for purposes of determining whether a primary government is financially 
accountable for a potential component unit, except for a potential component unit that is a defined 
contribution pension plan, a defined contribution OPEB plan, or an other employee benefit plan (for 
example, certain Section 457 plans), the absence of a governing board should be treated the same as the 
appointment of a voting majority of a governing board if the primary government performs the duties that 
a governing board typically would perform. 

This Statement also requires that the financial burden criterion in paragraph 7 of Statement No. 84, 
Fiduciary Activities, be applicable to only defined benefit pension plans and defined benefit OPEB plans 
that are administered through trusts that meet the criteria in paragraph 3 of Statement No. 67, Financial 
Reporting for Pension Plans, or paragraph 3 of Statement No. 74, Financial Reporting for 
Postemployment Benefit Plans Other Than Pension Plans, respectively. 

This Statement (1) requires that a Section 457 plan be classified as either a pension plan or an other 
employee benefit plan depending on whether the plan meets the definition of a pension plan and (2) 
clarifies that Statement 84, as amended, should be applied to all arrangements organized under IRC 
Section 457 to determine whether those arrangements should be reported as fiduciary activities. 

This Statement supersedes the remaining provisions of Statement No. 32, Accounting and Financial 
Reporting for Internal Revenue Code Section 457 Deferred Compensation Plans, as amended, regarding 
investment valuation requirements for Section 457 plans. As a result, investments of all Section 457 plans 
should be measured as of the end of the plan’s reporting period in all circumstances. 
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CITY OF FOSTER CITY 
AND ESTERO MUNICIPAL IMPROVEMENT DISTRICT 

MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF OTHER MATTERS 

GASB 97 – Certain Component Unit Criteria, and Accounting and Financial Reporting for Internal 
Revenue Code Section 457 Deferred Compensation Plans—An Amendment of GASB Statements No. 
14 and No. 84, and a Supersession of GASB Statement No. 32 (Continued) 

How the Changes in this Statement will Improve Financial Reporting 

The requirements of this Statement will result in more consistent financial reporting of defined 
contribution pension plans, defined contribution OPEB plans, and other employee benefit plans, while 
mitigating the costs associated with reporting those plans. The requirements also will enhance the 
relevance, consistency, and comparability of (1) the information related to Section 457 plans that meet the 
definition of a pension plan and the benefits provided through those plans and (2) investment information 
for all Section 457 plans. 

Management Response: The City/District will review the applicability of this GASB and 
implement accordingly, if applicable. 

EFFECTIVE FISCAL YEAR 2022/23: 

GASB 91 – Conduit Debt Obligations 

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

A conduit debt obligation is defined as a debt instrument having all of the following characteristics: 

 There are at least three parties involved:
(1) an issuer
(2) a third-party obligor, and
(3) a debt holder or a debt trustee.

 The issuer and the third-party obligor are not within the same financial reporting entity.

 The debt obligation is not a parity bond of the issuer, nor is it cross-collateralized with other debt
of the issuer.

 The third-party obligor or its agent, not the issuer, ultimately receives the proceeds from the debt
issuance.

 The third-party obligor, not the issuer, is primarily obligated for the payment of all amounts
associated with the debt obligation (debt service payments).
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CITY OF FOSTER CITY 
AND ESTERO MUNICIPAL IMPROVEMENT DISTRICT 

MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF OTHER MATTERS 

GASB 91 – Conduit Debt Obligations (Continued) 

All conduit debt obligations involve the issuer making a limited commitment. Some issuers extend 
additional commitments or voluntary commitments to support debt service in the event the third party is, 
or will be, unable to do so. 

An issuer should not recognize a conduit debt obligation as a liability. However, an issuer should 
recognize a liability associated with an additional commitment or a voluntary commitment to support debt 
service if certain recognition criteria are met. As long as a conduit debt obligation is outstanding, an 
issuer that has made an additional commitment should evaluate at least annually whether those criteria are 
met. An issuer that has made only a limited commitment should evaluate whether those criteria are met 
when an event occurs that causes the issuer to reevaluate its willingness or ability to support the obligor’s 
debt service through a voluntary commitment. 

This Statement also addresses arrangements—often characterized as leases—that are associated with 
conduit debt obligations. In those arrangements, capital assets are constructed or acquired with the 
proceeds of a conduit debt obligation and used by third-party obligors in the course of their activities. 
Payments from third-party obligors are intended to cover and coincide with debt service payments. 
During those arrangements, issuers retain the titles to the capital assets. Those titles may or may not pass 
to the obligors at the end of the arrangements. 

Issuers should not report those arrangements as leases, nor should they recognize a liability for the related 
conduit debt obligations or a receivable for the payments related to those arrangements. In addition, the 
following provisions apply: 

 If the title passes to the third-party obligor at the end of the arrangement, an issuer should not
recognize a capital asset.

 If the title does not pass to the third-party obligor and the third party has exclusive use of the
entire capital asset during the arrangement, the issuer should not recognize a capital asset until the
arrangement ends.

 If the title does not pass to the third-party obligor and the third party has exclusive use of only
portions of the capital asset during the arrangement, the issuer, at the inception of the
arrangement, should recognize the entire capital asset and a deferred inflow of resources. The
deferred inflow of resources should be reduced, and an inflow recognized, in a systematic and
rational manner over the term of the arrangement.

This Statement requires issuers to disclose general information about their conduit debt obligations, 
organized by type of commitment, including the aggregate outstanding principal amount of the issuers’ 
conduit debt obligations and a description of each type of commitment. Issuers that recognize liabilities 
related to supporting the debt service of conduit debt obligations also should disclose information about 
the amount recognized and how the liabilities changed during the reporting period. 
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CITY OF FOSTER CITY 
AND ESTERO MUNICIPAL IMPROVEMENT DISTRICT 

MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF OTHER MATTERS 

GASB 91 – Conduit Debt Obligations (Continued) 

How the Changes in this Statement will Improve Financial Reporting 

The requirements of this Statement will improve financial reporting by eliminating the existing option for 
issuers to report conduit debt obligations as their own liabilities, thereby ending significant diversity in 
practice. The clarified definition will resolve stakeholders’ uncertainty as to whether a given financing is, 
in fact, a conduit debt obligation. Requiring issuers to recognize liabilities associated with additional 
commitments extended by issuers and to recognize assets and deferred inflows of resources related to 
certain arrangements associated with conduit debt obligations also will eliminate diversity, thereby 
improving comparability in reporting by issuers. Revised disclosure requirements will provide financial 
statement users with better information regarding the commitments issuers extend and the likelihood that 
they will fulfill those commitments. That information will inform users of the potential impact of such 
commitments on the financial resources of issuers and help users assess issuers’ roles in conduit debt 
obligations. 

Management Response: The City/District will review the applicability of this GASB and 
implement accordingly, if applicable. 

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

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

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

PPPs - This Statement requires that PPPs that meet the definition of a lease apply the guidance in 
Statement No. 87, Leases, as amended, if existing assets of the transferor that are not required to be 
improved by the operator as part of the PPP arrangement are the only underlying PPP assets and the PPP 
does not meet the definition of an SCA. This Statement provides accounting and financial reporting 
requirements for all other PPPs: those that either (1) meet the definition of an SCA or (2) are not within 
the scope of Statement 87, as amended (as clarified by this Statement). The PPP term is defined as the 
period during which an operator has a noncancelable right to use an underlying PPP asset, plus, if 
applicable, certain periods if it is reasonably certain, based on all relevant factors, that the transferor or the 
operator either will exercise an option to extend the PPP or will not exercise an option to terminate the 
PPP. 
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CITY OF FOSTER CITY 
AND ESTERO MUNICIPAL IMPROVEMENT DISTRICT 

MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF OTHER MATTERS 

GASB 94 – Public-Private and Public-Public Partnerships and Availability Payment Arrangements 
(Continued) 

A transferor generally should recognize an underlying PPP asset as an asset in financial statements 
prepared using the economic resources measurement focus. However, in the case of an underlying PPP 
asset that is not owned by the transferor or is not the underlying asset of an SCA, a transferor should 
recognize a receivable measured based on the operator’s estimated carrying value of the underlying PPP 
asset as of the expected date of the transfer in ownership. In addition, a transferor should recognize a 
receivable for installment payments, if any, to be received from the operator in relation to the PPP. 
Measurement of a receivable for installment payments should be at the present value of the payments 
expected to be received during the PPP term. A transferor also should recognize a deferred inflow of 
resources for the consideration received or to be received by the transferor as part of the PPP. Revenue 
should be recognized by a transferor in a systematic and rational manner over the PPP term. 
This Statement requires a transferor to recognize a receivable for installment payments and a deferred 
inflow of resources to account for a PPP in financial statements prepared using the current financial 
resources measurement focus. Governmental fund revenue would be recognized in a systematic and 
rational manner over the PPP term. 

This Statement also provides specific guidance in financial statements prepared using the economic 
resources measurement focus for a government that is an operator in a PPP that either (1) meets the 
definition of an SCA or (2) is not within the scope of Statement 87, as amended (as clarified in this 
Statement). An operator should report an intangible right-to-use asset related to an underlying PPP asset 
that either is owned by the transferor or is the underlying asset of an SCA. Measurement of the right-to-
use asset should be the amount of consideration to be provided to the transferor, plus any payments made 
to the transferor at or before the commencement of the PPP term, and certain direct costs. For an 
underlying PPP asset that is not owned by the transferor and is not the underlying asset of an SCA, an 
operator should recognize a liability measured based on the estimated carrying value of the underlying 
PPP asset as of the expected date of the transfer in ownership. In addition, an operator should recognize a 
liability for installment payments, if any, to be made to the transferor in relation to the PPP. Measurement 
of a liability for installment payments should be at the present value of the payments expected to be made 
during the PPP term. An operator also should recognize a deferred outflow of resources for the 
consideration provided or to be provided to the transferor as part of the PPP. Expense should be 
recognized by an operator in a systematic and rational manner over the PPP term. 

This Statement also requires a government to account for PPP and non-PPP components of a PPP as 
separate contracts. If a PPP involves multiple underlying assets, a transferor and an operator in certain 
cases should account for each underlying PPP asset as a separate PPP. To allocate the contract price to 
different components, a transferor and an operator should use contract prices for individual components 
as long as they do not appear to be unreasonable based on professional judgment or use professional 
judgment to determine their best estimate if there are no stated prices or if stated prices appear to be 
unreasonable. If determining the best estimate is not practicable, multiple components in a PPP should be 
accounted for as a single PPP. 
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CITY OF FOSTER CITY 
AND ESTERO MUNICIPAL IMPROVEMENT DISTRICT 

MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF OTHER MATTERS 

GASB 94 – Public-Private and Public-Public Partnerships and Availability Payment Arrangements 
(Continued) 

This Statement also requires an amendment to a PPP to be considered a PPP modification, unless the 
operator’s right to use the underlying PPP asset decreases, in which case it should be considered a partial 
or full PPP termination. A PPP termination should be accounted for by a transferor by reducing, as 
applicable, any receivable for installment payments or any receivable related to the transfer of ownership 
of the underlying PPP asset and by reducing the related deferred inflow of resources. An operator should 
account for a termination by reducing the carrying value of the right-to-use asset and, as applicable, any 
liability for installment payments or liability to transfer ownership of the underlying PPP asset. A PPP 
modification that does not qualify as a separate PPP should be accounted for by remeasuring PPP assets 
and liabilities. 

APAs - An APA that is related to designing, constructing, and financing a nonfinancial asset in which 
ownership of the asset transfers by the end of the contract should be accounted for by a government as a 
financed purchase of the underlying nonfinancial asset. This Statement requires a government that 
engaged in an APA that contains multiple components to recognize each component as a separate 
arrangement. An APA that is related to operating or maintaining a nonfinancial asset should be reported 
by a government as an outflow of resources in the period to which payments relate. 

Management Response: The City/District will review the applicability of this GASB and 
implement accordingly, if applicable. 

GASB 96 – Subscription-Based Information Technology Arrangements 

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

A SBITA is defined as a contract that conveys control of the right to use another party’s (a SBITA 
vendor’s) information technology (IT) software, alone or in combination with tangible capital assets (the 
underlying IT assets), as specified in the contract for a period of time in an exchange or exchange-like 
transaction. 

The subscription term includes the period during which a government has a noncancelable right to use the 
underlying IT assets. The subscription term also includes periods covered by an option to extend (if it is 
reasonably certain that the government or SBITA vendor will exercise that option) or to terminate (if it is 
reasonably certain that the government or SBITA vendor will not exercise that option). 
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CITY OF FOSTER CITY 
AND ESTERO MUNICIPAL IMPROVEMENT DISTRICT 

MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF OTHER MATTERS 

GASB 96 – Subscription-Based Information Technology Arrangements (Continued) 

Under this Statement, a government generally should recognize a right-to-use subscription asset—an 
intangible asset—and a corresponding subscription liability. A government should recognize the 
subscription liability at the commencement of the subscription term, —which is when the subscription 
asset is placed into service. The subscription liability should be initially measured at the present value of 
subscription payments expected to be made during the subscription term. Future subscription payments 
should be discounted using the interest rate the SBITA vendor charges the government, which may be 
implicit, or the government’s incremental borrowing rate if the interest rate is not readily determinable. A 
government should recognize amortization of the discount on the subscription liability as an outflow of 
resources (for example, interest expense) in subsequent financial reporting periods. 

The subscription asset should be initially measured as the sum of (1) the initial subscription liability 
amount, (2) payments made to the SBITA vendor before commencement of the subscription term, and (3) 
capitalizable implementation costs, less any incentives received from the SBITA vendor at or before the 
commencement of the subscription term. A government should recognize amortization of the subscription 
asset as an outflow of resources over the subscription term. 

Activities associated with a SBITA, other than making subscription payments, should be grouped into the 
following three stages, and their costs should be accounted for accordingly: 

 Preliminary Project Stage, including activities such as evaluating alternatives, determining needed
technology, and selecting a SBITA vendor. Outlays in this stage should be expensed as incurred.

 Initial Implementation Stage, including all ancillary charges necessary to place the subscription
asset into service. Outlays in this stage generally should be capitalized as an addition to the
subscription asset.

 Operation and Additional Implementation Stage, including activities such as subsequent
implementation activities, maintenance, and other activities for a government’s ongoing
operations related to a SBITA. Outlays in this stage should be expensed as incurred unless they
meet specific capitalization criteria.

In classifying certain outlays into the appropriate stage, the nature of the activity should be the 
determining factor. Training costs should be expensed as incurred, regardless of the stage in which they 
are incurred. 

If a SBITA contract contains multiple components, a government should account for each component as a 
separate SBITA or nonsubscription component and allocate the contract price to the different 
components. If it is not practicable to determine a best estimate for price allocation for some or all 
components in the contract, a government should account for those components as a single SBITA. 

This Statement provides an exception for short-term SBITAs. Short-term SBITAs have a maximum 
possible term under the SBITA contract of 12 months (or less), including any options to extend, 
regardless of their probability of being exercised. Subscription payments for short-term SBITAs should 
be recognized as outflows of resources. 
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CITY OF FOSTER CITY 
AND ESTERO MUNICIPAL IMPROVEMENT DISTRICT 

MEMORANDUM ON INTERNAL CONTROL 

SCHEDULE OF OTHER MATTERS 

GASB 96 – Subscription-Based Information Technology Arrangements (Continued) 

This Statement requires a government to disclose descriptive information about its SBITAs other than 
short-term SBITAs, such as the amount of the subscription asset, accumulated amortization, other 
payments not included in the measurement of a subscription liability, principal and interest requirements 
for the subscription liability, and other essential information. 

How the Changes in this Statement will Improve Financial Reporting 

The requirements of this Statement will improve financial reporting by establishing a definition for 
SBITAs and providing uniform guidance for accounting and financial reporting for transactions that meet 
that definition. That definition and uniform guidance will result in greater consistency in practice. 
Establishing the capitalization criteria for implementation costs also will reduce diversity and improve 
comparability in financial reporting by governments. This Statement also will enhance the relevance and 
reliability of a government’s financial statements by requiring a government to report a subscription asset 
and subscription liability for a SBITA and to disclose essential information about the arrangement. The 
disclosures will allow users to understand the scale and important aspects of a government’s SBITA 
activities and evaluate a government’s obligations and assets resulting from SBITAs. 

Management Response: The City/District will review the applicability of this GASB and 
implement accordingly, if applicable. 
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CITY OF FOSTER CITY 
AND ESTERO MUNICIPAL IMPROVEMENT DISTRICT 

MEMORANDUM ON INTERNAL CONTROL 

STATUS OF PRIOR YEAR 
SCHEDULE OF OTHER MATTERS 

2019-01 Administrator User rights and Assets Custodianship 

Criteria:  Proper access limitation to finance system and segregation of assets custodianship are 
essential to maintain a good internal control environment. A system administrator user is an individual 
granted full access to the City’s financial system. Staff involved in reviewing of the financial processes 
should not have unlimited access to the financial modules, or the related assets.  Good internal control 
further dictates that an independent staff not directly involved in the financial process should perform 
periodic review of changes to the vendor or employee database to ensure check and balance. 

Condition:  Through our inquiry with City’s IT and Finance departments, we noted the following: 
 Certain Finance staff performing review functions have access to the blank check stocks and

signature plates.
 These Finance staff also have full access to the financial modules, including the submodules

for Disbursement and Payroll process.

Cause:  It appear that the Finance Department went through a system access evaluation three years 
ago and determined that such user access is necessary for certain reviewers to ensure the smooth 
workflow.  

Potential Effect:  Although there are layers of reviews in place, the condition mentioned above could 
still complicate the good checks and balances for the Finance internal control environment, and 
potentially subject the Finance System to unauthorized transactions for payroll or disbursements.  

Recommendation:  The following options may help effectively mitigate the potential risks: 

1. Option#1: The Finance Department may consider a system-wide review to limit the Finance
staff’s access rights appropriately. For example, access to Payroll or Disbursement (A/P)
module for reviewers should be limited to “READ ONLY”, if feasible; Payroll clerk should
not be granted with new employees set up or payrate changes functions.

2. Option#2: If Option#1 is deemed unfeasible for finance operational practice, an employee
independent of the Payroll and Disbursement processes should be designated to perform
periodic review for the vendor and payroll database and changes in details for proper
safeguarding.

Management Responses:  The City has multiple layers of review in its work processes. 
Notwithstanding, the City has implemented various changes to address the concerns raised by the 
auditors.  Finance staff performing review functions no longer have full access to financial modules 
and no longer have access to the signature plate.  In addition, the Human Resources Department is now 
tasked with employee and pay rate set up, updates, and modifications. 

Current year status:  It has been implemented.  Financed staff performing review functions no 
longer have full access to financial modules and no longer have access to the signature plate. HR 
is now tasked with employee and pay rate setup up, updates and modifications. 
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