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The Department of Finance, Office of State Audits and Evaluations, has completed its audit of
the Department of Resources Recycling and Recovery’s (CalRecycle) California Beverage
Container Recycling Fund and related accounts for the fiscal year ended June 30, 2014.
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(916) 322-2985.
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EXECUTIVE SUMMARY

The Department of Finance, Office of State Audits and Evaluations (Finance), performed an
audit of the California Beverage Container Recycling Fund (Fund) and related accounts,
administered by the Department of Resources Recycling and Recovery (CalRecycle), in
accordance with Public Resources Code 14537. The objectives of our audit were to:

o Express an opinion on the Balance Sheet and Statement of Revenue,
Expenditures, and Changes in Fund Balance of the Fund and related accounts
for the fiscal year ended June 30, 2014.

¢ Verify that the financial statements were prepared on the basis of accounting
prescribed by the State Administrative Manual, which is a basis of accounting
other than accounting principles generally accepted in the United States of
America.

e Report on internal control and compliance weaknesses, and provide
recommendations for improving controls over operations of the Fund and related
accounts.

Audit Results

¢ The aforementioned financial statements are not fairly presented for the fiscal
year ended June 30, 2014, due to a material weakness in internal control. The
Accounting Section and Division of Recycling employed separate incompatible
accounting methods to record revenue and receivable transactions. The
incompatible accounting methods had a significant pervasive impact to the cash,
accounts receivable, revenue, and fund balance for the Fund and related
accounts. Based on the records available, the impact to the individual accounts
could not be quantified. See our report on CalRecycle’s Internal Control over
Fiscal Processes and Procedures issued December 12, 2013 for further details.

This report is intended solely for the information and use of the Fund’s management and those
charged with governance, and is not intended to be and should not be used by anyone other
than the specified parties. However, this report is a matter of public record and its distribution is
not limited.
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NDEPENDENT AUDITOR’S REPORT

Mr. Scott Smithline, Director

Department of Resources Recycling and Recovery
1001 | Street, MS 25A

Sacramento, CA 95814

We have audited the accompanying financial statements (statutory basis) of the governmental
activities of the California Beverage Container Recycling Fund (Fund) and related accounts as
administered by the Department of Resources Recycling and Recovery (CalRecycle). The
financial statements comprise the Balance Sheet (statutory basis) as of June 30, 2014, related
Statement of Revenue, Expenditures, and Changes in Fund Balance for the year then ended,
and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with a statutory basis of accounting described in Note 1B. This
includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit.
We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.




The Department of Finance (Finance) and CalRecycle are both part of the State of California’s
Executive Branch. As required by various statues within the California Government Code,
Finance performs certain management and accounting functions. Under Government Auditing
Standards, performance of these activities creates an organizational impairment with respect to
independence. However, Finance has developed and implemented sufficient safeguards to
mitigate the organizational impairment so reliance can be placed on the work performed.

We believe that the audit evidence we obtained is sufficient and appropriate to provide a basis
for our adverse audit opinion.

Basis for Adverse Opinion

As disclosed in Note 1F, CalRecycle’s Accounting Office and Division of Recycling (DOR)
employed separate incompatible accounting methods to record revenue and receivable
transactions. The incompatible accounting methods had a significant pervasive impact to the
cash, accounts receivable, revenue, and fund balance for the Fund and related accounts.
Based on the records available, the impact to the individual accounts could not be quantified.

Adverse Opinion

In our opinion, because of the significance of the matter discussed in the Basis for Adverse
Opinion section, the financial statements referred to above do not present fairly the financial
position of the Fund and its related accounts as of June 30, 2014 or the results of their
operations for the year then ended in accordance with the basis of accounting prescribed by the
California State Administrative Manual (SAM).

Emphasis of Matters

As described in Note 1B, these financial statements were prepared on the basis of accounting
prescribed by SAM, which is a basis of accounting other than accounting principles generally
accepted in the United States of America, to meet the requirements of Public Resources Code
section 14537, and to present financial information for the Fund and related accounts only. Also
as discussed in Note 1B, the financial statements are not intended to present the financial
position of CalRecycle or the State of California as of June 30, 2014 or the results of operations
or changes in their financial position for the year then ended.

Our opinion is not modified with respect to these matters.
Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
September 30, 2015, on our consideration of CalRecycle’s internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is to describe
the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on internal control over financial reporting or
on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering CalRecycle’s internal control over financial
reporting and compliance.




Restriction on Use

Our report is intended solely for the information and use of the Fund’s management and those
charged with governance, and is not intended to be used by anyone other than these specified
parties. However, this report is a matter of public record and its distribution is not limited.

Original signed by:

Cheryl L. McCormick, CPA
Assistant Chief, Office of State Audits and Evaluations

September 30, 2015




BALANCE SHEET

STATUTORY BASIS

Department of Resources Recycling and Recovery
California Beverage Container Recycling Fund and Related Accounts
Balance Sheet—Statutory Basis

As of June 30, 2014

Assets

Cash and Pooled Investments

Receivables

Due From Other Funds or Appropriations
Expense Advances

Prepayments to Other Funds or Appropriations

Total Assets

Liabilities
Accounts Payable
Due to Other Funds or Appropriations
Due to Federal Government
Due to Local Government
Due to Other Government Entities
Uncleared Collections

Total Liabilities

Fund Balance
Reserved for Encumbrances
Deferred Payroll
Contingency Reserved for Economic Uncertainties

Total Fund Balance

Total Liabilities and Fund Balance

California Beverage
Container Recycling

Glass Processing

PET! Processing

Fund Fee Account Penalty Account Bimetal Account Fee Account
(0133) (0269) (0276) (0277) (0278)
$165,345,066 $16,806,397 $5,510,546 $16,227,233 $24,487,754

181,962,096 804,030 442,161 117,484 762,951
19,529,465 104,865 3,158 13,093 134,522
21,105 - - - -
90,462 - - - -
$366,948,194 $17,715,292 $5,955,865 $16,357,810 $25,385,227
$134,095,855 - - $202
798,376 $9,575,456 $51,478 $57,529 544,056

299 - - - -
13,680,937 - - - -
35,845 - - - -
409,255 - - - -
149,020,567 9,575,456 51,478 57,529 $544,258
19,405,771 - 744 - -
2,426,162 - - R .
196,095,694 8,139,836 5,903,643 16,300,281 24,840,969
217,927,627 8,139,836 5,904,387 16,300,281 24,840,969
$366,948,194 $17,715,292 $5,955,865 $16,357,810 $25,385,227

The accompanying notes are an integral part of this statement.

! Polyethylene Terephthalate (PET)




STATEMENT OF REVENUE, EXPENDITURES, AND

CHANGES IN FUND BALANCE—STATUTORY BASIS

Department of Resources Recycling and Recovery
California Beverage Container Recycling Fund and Related Accounts
Statement of Revenue, Expenditures, and Changes in Fund Balance—Statutory Basis
For the Fiscal Year Ended June 30, 2014

PET
California Beverage Glass Processing Penalty Bimetal Processing Processing Fee
Container Recycling Fee Account Account Fee Account Account
Fund (0133) (0269) (0276) (0277) (0278)

Revenue

Fees $1,200,703,139 $6,564,059 - $1,333,377 $3,933,037

Interest 4,598,665 5,732,893 $13,160 37,147 3,968,785

Miscellaneous Revenue (15,129) - - - -

Penalties 225,497 - 342,977 - -

Total Revenue 1,205,512,172 12,296,952 356,137 1,370,524 7,901,822

Expenditures

Payments to Recyclers, Processors, and Manufacturers 1,050,832,387 62,226,837 - 370,985 19,453,674

Handling Fee Payments 39,569,887 - - - -

Local Conservation Corp Grants 20,159,021 - - - -

Beverage Container Recycling Grants 991,798 - - - -

Curbside Program Payments 15,000,000 - - - -

Payments to Cities and Counties 10,500,000 - - - -

Quality Incentive Payments 7,567,570 - - - -

Plastic Market Development Payments 9,999,580

Other Grants 2,455,628 - - - -

Administrative Support 48,035,813 250,305 416,408 4,305 153,305

Total Expenditures 1,205,111,684 62,477,142 416,408 375,290 19,606,979

Revenues Over(Under) Expenditures 400,488 (50,180,190) (60,271) 995,234 (11,705,157)
Other Financing Sources (Uses)

Operating Transfers In 102,400,000 53,721,102 - - 27,335,628
Refunds to Reverted Appropriations 2,642
Reimbursements 1,280 - - - -
Operating Transfers Out (15,056,730) - - - -
Total Other Financing Sources (Uses) 87,347,192 53,721,102 - - 27,335,628
Net Change in Fund Balance 87,747,680 3,540,912 (60,271) $995,234 15,630,471

Fund Balance July 1, 2013 130,179,947 4,598,924 5,964,658 15,305,047 9,210,498

Fund Balance June 30, 2014 $217,927,627 $8,139,836 $5,904,387 $16,300,281 $24,840,969

The accompanying notes are an integral part of this statement.




NOTES TO FINANCIAL STATEMENTS

Department of Resources Recycling and Recovery
California Beverage Container Recycling Program and Related Accounts
Notes to the Financial Statements—Statutory Basis
For the Fiscal Year Ended June 30, 2014

NOTE 1 Summary of Significant Accounting Policies
A. Definition of Reporting Entity

The California Department of Resources Recycling and Recovery (CalRecycle)
brings together the state’s recycling and waste management programs. Through
landmark initiatives, such as the Integrated Waste Management Act and the
Beverage Container Recycling and Litter Reduction Act, California works toward
a society that uses less, recycles more, and takes resource conservation to
higher levels.

The California Beverage Container Recycling Program (Program) is comprised of
the California Beverage Container Recycling Fund (Fund) and related

accounts. The Fund is administered by CalRecycle and is shared with the Air
Resources Board (ARB). The program was created with the passage of the
California Beverage Container Recycling and Litter Reduction Act of 1986 (Act).
Chapter 21, Statutes of 2009 (Senate Bill 63), places the administration of the
Act with CalRecycle.

Pursuant to the Act, legislative intent is to:

¢ Reach a statewide recycling goal of 80 percent for each container
type

¢ Reduce the beverage container component of litter in the state

e Make redemption and recycling convenient to consumers

¢ Create and maintain a marketplace where it is profitable to establish
sufficient recycling centers and locations to provide consumers with
convenient recycling opportunities

The Act requires beverage distributors to make redemption payments and
beverage manufacturers to pay processing fees based on the number of
beverage containers sold in the state. Redemption payment revenues are used
to pay processor claims for the refund value of the beverage containers
purchased from recyclers in the state and the related administrative support
costs and program activities as identified in the Act as follows:

¢ Handling fee payments to supermarket site recycling centers

e Curbside program payments to curbside recycling program
operators

o Litter abatement and recycling activity grants




e Payments to cities and counties for beverage container recycling
and litter abatement activities

Recycling and litter reduction program grants

Public education and information program payments

Quality Incentive payments for empty beverage containers
Market Development grants

Recycling Incentive payments

Market Development payments for empty plastic beverage
containers

B. Basis of Presentation—Fund Accounting

The financial statements are presented in accordance with state laws and state
accounting procedures prescribed by the California State Administrative Manual
(SAM), which is a basis of accounting other than generally accepted accounting
principles (GAAP) as established by the Governmental Accounting Standards
Board (GASB). The presentation of the financial statements differs from GAAP
primarily in the categorization of the fund balances. According to GASB
Statement No. 54 - Fund Balance Reporting and Governmental Fund Type
Definitions, the fund balances of the Fund and related accounts would be
classified under GAAP as “restricted” due to enabling legislation. However, fund
balances in these statements are presented in “reserve” categories according to
their specified purposes. Details of these fund balance categories are described
further in Note 1I.

The Fund and related accounts are classified as Other Governmental Cost
Funds, which are used to account for revenues restricted by law for specified
purposes.

The Program’s activities are accounted for in five separate special funds in the
State Treasury:

e California Beverage Container Recycling Fund (Fund 0133)

e Glass Processing Fee Account, Beverage Container Recycling
Fund
(Fund 0269)

e Bimetal Processing Fee Account, Beverage Container Recycling
Fund (Fund 0277)

e Plastic Processing Fee Account, Beverage Container Recycling
Fund (Fund 0278)

e Penalty Account, Beverage Container Recycling Fund (Fund 0276)

Fund 0133 is a shared fund between CalRecycle and ARB. The related
accounts are not shared funds. The financial statements present information of
the financial activities of the Program funds only, and do not represent all of the
financial activities of CalRecycle, ARB, or the State of California as of

June 30, 2014.

C. Measurement Focus and Basis of Accounting

The governmental fund financial statements are prepared using a current
financial resources measurement focus. This measurement focus concentrates
on transactions that increase or decrease resources available for spending in the
near future. Accordingly, non-current or long-term assets and liabilities are not
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presented in the accompanying financial statements; instead, these items are
presented in the notes (see Note 5).

The Fund and related accounts follow the modified accrual basis of accounting.
Revenues are recorded when they become measurable and available to finance
expenditures of the current period. Expenditures are recorded when the related
liability is incurred. Encumbrances at year-end are excluded from liabilities and
expenditures, and are established as reserve for encumbrances against the fund
balance. The encumbrance balance outstanding at June 30, 2014 was

$19.4 million.

. Budget and Budgetary Control

The accounting policies of CalRecycle conform to SAM and are based on the
state’s budgetary provisions. Program funds not related to administrative support
are continuously appropriated without regard to fiscal year. These program
funds include payments to recyclers, processors, and manufacturers; handling
fees; Local Conservation Corp grants; Beverage Container Recycling grants;
Curbside Program payments; payments to cities and counties; Quality Incentive
payments; Plastic Market Development payments; and other grants.
Management is responsible for exercising budgetary control to ensure available
amounts are not overspent. In addition, the State Controller’s Office (SCO) is
responsible for statewide appropriation control and does not allow expenditures
in excess of authorized appropriations.

Investment Basis and Allocation of Investment Income

Investments consist of cash in excess of current needs on deposit in the Surplus
Money Investment Fund (SMIF). The Fund and related accounts participate in
the State of California’s Pooled Money Investment Program, whereby cash on
deposit in the State Treasury determined to be in excess of imnmediate needs is
transferred to SMIF for investment purposes. All earnings from investments are
apportioned to the contributing fund as provided in Government Code. The
participant’s shares are valued on an amortized cost basis, which approximates
fair value. Because the difference between amortized cost and fair value are not
material, no adjustment for this has been made in the financial statements.
Deposits in SMIF are recorded in the accounting records as overseen by SCO.
As the fund administrator of the Fund and related accounts, CalRecycle made
the appropriate entries to record the ending balances of Deposits in SMIF to be
in agreement with SCO per the reconciliation requirements in SAM. Therefore,
the Cash and Pooled Investments line item includes the following balances of
Deposits in SMIF as recorded in the SCO Fund Reconciliation Report dated
June 30, 2014:

Deposits

Fund in SMIF
Fund 133 $162,230,000
Fund 269 16,804,000
Fund 276 5,507,000
Fund 277 16,223,000
Fund 278 24,447,000




F. Revenue

Revenue consists of redemption payments and processing fees imposed on the
sale or transfer of beverage containers eligible for the California Redemption
Value, interest income earned on funds deposited in SMIF, penalties, and
unclaimed checks escheated to the issuing fund. Accrual of revenue occurs for
transactions that transpired as of the last day of the fiscal year, and the due date
for the revenue is within 12 months of the end of the fiscal year.

Prior to the audit period, CalRecycle discovered that the Accounting Section and
the Division of Recycling (DOR) adopted separate incompatible accounting
methods to record the Beverage Container Recycling Program revenue and
receivable transactions. CalRecycle’s Accounting Section recognized revenue
earned by the fund and fiscal period that applied to the receipts collected.
Whereas, DOR, using the first-in, first-out method, applied receipts to the oldest
participant liability regardless of fund or fiscal year. As a result, the California
State Accounting and Reporting System (CALSTARS) records cannot be
supported by or reconciled to the subsidiary system records in the Division of
Recycling Integrated Information System (DORIIS).

Since CalRecycle is committed to providing the highest degree of administrative
and fiscal responsibility, the Department charged its Accounting Office with
ensuring consistency and compliance with SAM. To this end, staff have been
physically relocated and reassigned, along with the applicable financial records,
into the centralized Accounting Office as of March 1, 2014. Moving forward, the
Accounting Office will be reconciling the transactions between the two
recordkeeping systems to bring previous DORIIS postings in agreement with the
official book of record.

G. Accounts Receivable

Receivable balances for the funds primarily consist of beverage container
redemption fees and processing fees. Other receivable balances include, but are
not limited to, penalties and interest.

H. Accounts Payable

The Accounts Payable balance includes, but is not limited to, refund values,
processing payments, administrative fees and handling fees to vendors, various
grants and incentive payments, and administrative costs.

I.  Fund Balance

Fund Balance is the excess of a fund’s assets over its liabilities. Fund balance is
increased during a fiscal period when receipts exceed disbursements.
Conversely, fund balance is decreased during a fiscal period when
disbursements exceed receipts. Part or all of the total fund balance may be
reserved as a result of law or statutory basis of accounting. Reserves represent
those portions of the fund balance that are legally segregated for specific uses.
The fund balance as of June 30 for each year has been categorized as follows:

o Deferred Payroll: Amount represents the amount of June payroll
expenditures deferred to July for all state departments paid through




NOTE 2

NOTE 3

NOTE 4

the uniform payroll system per Control Section 12.45 of the Budget

Act. June Payroll expenditures will be realized in July.

o Reserved for Encumbrances: Amounts represent a portion of fund

balance segregated for expected expenditures.

¢ Contingency Reserve for Economic Uncertainties: Amounts

represent the unappropriated balances of the Fund and related

accounts as of June 30 that is available for appropriation the

following year.

Investments

For disclosures related to investment policy and related investment risk categories,

see the State of California Comprehensive Annual Financial Report.

Accounts Receivable

A summary of receivables at June 30, 2014 by fund and type is provided below:

Table 1: Accounts Receivable, June 30, 2014

Fund 0133:
Beverage Container Redemption Fees — California
Redemption Value (CRV)

$181,248,810

Reimbursements 1,281

Abatements 712,005
Total Fund 0133 Receivables $181,962,096

Fund 0269:

Beverage Container Redemption Fees — Processing Fees $ 804,030
Total Fund 0269 Receivables $ 804,030

Fund 0276:

Penalty Assessments $ 442161
Total Fund 0276 Receivables $ 442,161

Fund 0277:

Beverage Container Redemption Fees — Processing Fees $ 117,484
Total Fund 0277 Receivables $ 117,484

Fund 0278:

Beverage Container Redemption Fees — Processing Fees $ 762,951
Total Fund 0278 Receivables $ 762,951

Due To/From Other Funds or Appropriations

The SCO requires departments to identify the intergovernmental receivable and
payable balances that represent amounts due from other state funds or
appropriations to the Fund and amounts due from the Fund to other state funds.

The ending balances of Due From/To Other Funds or Appropriations accounts are

displayed below:
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NOTE 5

Table 2: Due From Other Funds or Appropriations, June 30, 2014

Fund 0133:

Deferred Payroll $ 2,426,162

Glass Processing Fee Account (0269) 9,575,456

Penalty Account (0276) 51,478

Bimetal Processing Fee Account (0277) 57,530

PET! Processing Fee Account (0278) 544,056

Various Other Funds or Appropriations 6,874,783
Total Due From Other Funds or Appropriations $ 19,529,465

Fund 0269:

CA Beverage Container Recycling Fund (0133) $ 99,136

Surplus Money Investment Fund 5,729
Total Due From Other Funds or Appropriations $ 104,865

Fund 0276:

Surplus Money Investment Fund $ 3,158
Total Due From Other Funds or Appropriations $ 3,158

Fund 0277:

CA Beverage Container Recycling Fund (0133) $ 3,946

Surplus Money Investment Fund 9,147
Total Due From Other Funds or Appropriations $ 13,093

Fund 0278:

CA Beverage Container Recycling Fund (0133) $ 126,000

Surplus Money Investment Fund 8,522
Total Due From Other Funds or Appropriations $ 134,522

Table 3: Due To Other Funds or Appropriations, June 30, 2014

Fund 0133:

Department of Food and Agriculture Fund (0111) $ 358,000

Glass Processing Fee Account (0269) 99,136

PET! Processing Fee Account (0278) 126,000

Recycling Market Development Revolving Loan Acct (0281) 98,864

Various Other Funds or Appropriations 116,376
Total Due To Other Funds or Appropriations $ 798,376

Fund 0269:

CA Beverage Container Recycling Fund (0133) $ 9,575,456
Total Due To Other Funds or Appropriations $ 9,575,456

Fund 0276:

CA Beverage Container Recycling Fund (0133) $ 51,478
Total Due To Other Funds or Appropriations $ 51,478

Fund 0277:

CA Beverage Container Recycling Fund (0133) $ 57,529
Total Due To Other Funds or Appropriations $ 57,529

Fund 0278:

CA Beverage Container Recycling Fund (0133) $ 544,056
Total Due To Other Funds or Appropriations $ 544,056

Interfund Balances and Transfers

Legally authorized transfers between state funds occurring during the current period
are reported as Operating Transfers and are accounted for as reductions or

increases in residual equity.

! Polyethylene Terephthalate (PET)
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Operating Transfers Out represents the following items:

e Pursuant to the Budget Act of 1995, Chapter 624, CalRecycle shall expend the
amount necessary to pay the processing payment established pursuant to
Public Resource Code section 14575. As such, the following funds were
transferred out of Fund 133 to the following:

o PET Processing Fee Account - $336 thousand
0 Glass Processing Fee Account - $14.7 million

Operating Transfers In represents the following items:

e Fund 0133:
0 The General Fund made loan repayments to the Fund in the
amount of $94.4 million pursuant to the Budget Act of 2009.
0 The Cost of Implementation Account, Air Pollution Control
Fund made loan repayments to the Fund in the amount of
$8 million pursuant to the Budget Acts of 2009 and 2013.
e Fund 0269:
0 The General Fund made loan repayments to the Fund in the
amount of $39 million pursuant to the Budget Act of 2003.
o Transfer from Fund 133 into Fund 269 in the amount of
$14.7 million pursuant to Public Resource Code section
14575 (see previous Transfers Out disclosure).
e Fund 0278:
0 The General Fund made loan repayments to the Fund in the
amount of $27 million pursuant to the Budget Act of 2003.
o Transfer from Fund 133 into Fund 278 in the amount of
$336 thousand pursuant to Public Resource Code section
14575 (see previous Transfers Out disclosure).

As of June 30, 2014, Interfund Loans Receivable totaled $82 million. A schedule of
long-term Interfund Loan balances is shown in the following table:

Table 4: Interfund Loans Receivable
Beginning Ending
Fund/Loan | Balance as Balance as Repayment
Fund Number of 7/1/2013 of 6/30/2014 Date
0001/081 | $ 72,277,000 | $72,277,000 6/30/2015
133 0001/249 99,400,000 10,000,000 6/30/2015
0001/264 5,000,000 0 6/30/2014*
3237/263 8,000,000 0 6/30/2014*
0269 0001/082 39,000,000 0 6/30/2014*
0278 0001/083 27,000,000 0 6/30/2014*
Total Interfund
Loans Receivable $250,677,000 | $82,277,000

*Full repayment of the loan has been made on or before the due date.

12



NOTE 6

Significant Effects of Subsequent Events

An accounts receivable abatement for restitution of $32.7 million and accounts
receivable revenue for civil penalties of $18.7 million were accrued and expected to
be received based on a court decision rendered on June 4, 2014. The involved
parties filed an appeal for this court decision, and to date the case remains
unresolved. Therefore, the $51.4 million abatement and revenue receivable were
reversed, and are not reflected in the Receivables balances of Funds 133 and 276.
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|NDEPENDENT AUDITOR’S REPORT

ON |NTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER IVIATTERS

BASED ON OUR AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH

GOVERNMENT AUDITING STANDARDS

Mr. Scott Smithline, Director

Department of Resources Recycling and Recovery
1001 | Street, MS 25A

Sacramento, CA 95814

We have audited, in accordance with the auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States, the financial
statements of the governmental activities of the California Beverage Container Recycling Fund
(Fund) and related accounts as of and for the year ended June 30, 2014 and the related notes
to the financial statements, which collectively comprise the Fund’s financial statements and
have issued our report thereon dated September 30, 2015.

The Department of Finance (Finance) and the Department of Resources Recycling and
Recovery (CalRecycle) are both part of the State of California’s Executive Branch. As required
by various statues within the California Government Code, Finance performs certain
management and accounting functions. Under Government Auditing Standards, performance of
these activities creates an organizational impairment with respect to independence. However,
Finance has developed and implemented sufficient safeguards to mitigate the organizational
impairment so reliance can be placed on the work performed.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered CalRecycle’s
internal control over financial reporting (internal control) to determine the audit procedures that
are appropriate in the circumstances for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of
CalRecycle’s internal control. Accordingly, we do not express an opinion on the effectiveness of
the 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 combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
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or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies, and therefore, material weaknesses or
significant deficiencies may exist that were not identified. However, we identified a deficiency in
internal control that we consider to be a material weakness and a significant deficiency. We
communicated these deficiencies to CalRecycle in a separate report titled CalRecycle’s Internal
Control over Fiscal Processes and Procedures, issued on December 12, 2013. This deficiency
remained uncorrected throughout the audit period.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether CalRecycle’s financial statements are
free of material misstatement, we performed tests of compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct
and material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit, and accordingly,
we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the entity’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the entity’s
internal control and compliance. Accordingly, this communication is not suitable for any other
purpose.

Original signed by:

Cheryl L. McCormick, CPA
Assistant Chief, Office of State Audits and Evaluations

September 30, 2015
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Mr. Richard R. Sierra
April 16, 2015
Page 2

the interim, CalRecycle staff developed a database that extracts information out of DORIIS to
meet immediate reporting/research needs until the reporting functionality within DORIIS
becomes available.

Recommendation C: Record and reconcile the receivables accounts in CALSTARS and DORIIS
monthly and at year end.

In March of 2014, a plan of action was developed and implemented to record and reconcile the
accounts receivables in CALSTARS and DORIIS after the revenue and accounts receivable
functions transitioned to the Accounting Section. This included establishing new procedures to
properly record receipts that comply with the State Administrative Manual.

The Accounting Section found that DORIIS included dated or inaccurate coding that caused
some transactions to post in CALSTARS incorrectly. CalRecycle has fixed the coding and
resolved the incorrect transactions. The Accounting Section is currently analyzing the receipt
postings between both systems to complete the necessary reconciliation. It is expected that any
resulting adjustments will be minor in the context of the fund overall, and as such do not pose a
significant risk.

CalRecycle reconciled receipt funding entries for the fiscal year 2009/2010 and posted the
adjustments with the State Controllers’ Office (SCO) and in CALSTARS. As of the date of this
letter, reconciliation for the remaining fiscal years of 2010/2011, 2011/2012, and 2012/2013
have two (2) months remaining to reconcile. Once complete, CalRecycle will post the
adjustments with SCO and in CALSTARS. CalRecycle’s corrective action plan includes prior
year reconciliations through fiscal year 2014/2015 and the development of an ongoing and year-
end reconciliation. The former shall be addressed just as the other prior year reconciliations have
and the latter is expected to utilize the functionality discussed in Recommendation B.

Recommendation D: Research and resolve DORIIS unapplied receipts. Verify overpayments are
accurately recorded in CALSTARS.

The DORIIS Support Unit and Accounting Section developed a database to query DORIIS
transactions that have open balances, receipts with unapplied amounts, and cases referred to the
Legal Office. This database also reports on overpayments that will give the Accounting Office
the ability to reconcile and ensure they are accurately recorded in CALSTARS until the reporting
functionality is available in DORIIS, as discussed in Recommendation B above.

CalRecycle developed processes regarding the unapplied receipts that improved reconciliation
with the uncleared collections balance in CALSTARS and the issuing overpayment refunds
when applicable. The audit report issued December 2013 identified $784,100 in unapplied
receipts for the period of March 2007 through April 2012, as of October 31, 2012. To date,
CalRecycle staff resolved all but $19,328 in unapplied receipts for that period.
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Recommendation E: Transfer the Division of Recycling (DOR) receivables write-off
responsibility to the Accounting Section. The Accounting Section is responsible for fiscal
accountability of write offs for the department and its existing collections process complies with
State requirements.

The responsibilities of DOR accounts receivable write-offs shifted to the Accounting Section
during the transition mentioned in the previous response to Recommendation A.

CalRecycle is committed to implementing the recommendations noted in the audit report and
will ensure that processes are periodically evaluated to ensure compliance with applicable
requirements. To date, CalRecycle has not discovered any items related to the audit findings
noted that would suggest a material discrepancy. Upon request we will make available any of
the policies, procedures, reports or other documents mentioned above. Thank you for the
opportunity to respond to the Draft Audit Report. Should you have any questions or concerns
regarding our response, please contact Kevin Campbell at (916) 445-3356.

Sincerely,

Original signed by Ken DeRosa for:

Scott Smithline
Director
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