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February 03, 2020 

To the Chairperson of the Inland Empire Regional Composting Authority Board, Members of the  
Board, and Joint Powers Authority members of the Inland Empire Regional Composting Authority. 

The Annual Financial Report of the Inland Empire Regional Composting Authority (IERCA or the 
Authority) is hereby submitted for the Fiscal Year ended June 30, 2019.  State and local 
ordinances and statutes require the Authority to annually publish a report of its financial condition 
and activities, audited in accordance with generally accepted auditing standards by a firm of 
licensed certified public accountants. 

Accounting principles generally accepted in the United States of America requires management 
to provide a narrative introduction, overview, and analysis to accompany the basic financial 
statements in the form of Management’s Discussion and Analysis (MD&A). This letter of 
transmittal is designed to complement the MD&A and should be read in conjunction with it.  

Management Responsibility for Financial Information 

The Finance and Accounting Department of Inland Empire Utilities Agency (IEUA) prepared this 
report.  Responsibility for both the accuracy of the data and completeness and fairness of the 
presentation, including all disclosures, rests with the Authority’s and IEUA’s management.  To the 
best of management’s knowledge and belief, the enclosed information is accurate in all material 
respects and is reported in a manner designed to present fairly the financial position and results 
of operations of the Authority. Disclosures are presented to enable the reader to gain an 
understanding of the Authority’s financial activities. 

INLAND EMPIRE REGIONAL COMPOSTING AUTHORITY PROFILE 

Up to the Present 

The IERCA was formed February 27, 2002 as a Joint Powers Authority (JPA) to divert organic 
solids from landfill disposal and to recycle organic products generated from within the community. 
IEUA and Sanitation District No. 2 of Los Angeles County (SDLAC) entered into the JPA to 
implement the shared goal to develop a sustainable biosolids management project. 

The Authority is governed by a six member Board, comprised of two governing board members 
from each JPA member agency and their respective General Manager.  The Executive Manager 
of Finance & Administration/Assistant General Manager of IEUA serves as the Treasurer of the 
Authority. 

In March 2007, the two joint powers agencies completed construction of the Inland Empire 
Regional Composting Facility (IERCF).  As the nation’s largest indoor biosolids composting 
facility, it consists of 445,275 square feet.   The IERCA focuses on producing top quality compost 
under the guidelines outlined in the US Composting Council’s Seal of Testing Assurance (STA) 
program. 

12645 6th Street, Rancho Cucamonga, CA 91739 
      PO Box 2470 Chino Hills, CA 91709 

  Phone: (909) 993-1500 Fax: (909) 993-1510 
www.ierca.org 

    Quality Products for Healthy Soil 
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INLAND EMPIRE REGIONAL COMPOSTING AUTHORITY PROFILE (continued): 

Up to the Present (continued):  

Operations at the facility began in April 2007, it reached full capacity in December 2008.  At full 
capacity, the IERCF receives and processes over 200,000 wet tons of biosolids and wood waste 
from local communities and produces approximately 232,000 cubic yards (81,000 tons) of high-
quality compost each year. 

The facility is staffed by twenty-five full-time IEUA employees, and one part time employee from 
SDLAC.  The employees are onsite , and conduct all operational 
activities including production, maintenance, safety and industrial hygiene training, 
sales and administration. 

The IERCA produces compost using the 
aerated static pile (ASP) composting method 
by mixing together organic material in large 
piles instead of in traditional windrows. 
Aeration occurs as air is pushed or pulled 
through the ASP.  IERCF pulls air directly from 
the piles and sends the air to a biofilter along 
with air exchange through the composting 
building. The biofilter is 50,000 cubic yards of 
a special blend of wood chips that treats all of 
the air by removing odors and other regulated 
compounds before it is exhausted to the 
atmosphere.  

The entire composting process at the IERCF takes approximately 60 days.  Active composting 
lasts approximately 22 days before the pile is moved into curing. The material is stabilized in 
curing for 30 to 38 days.  After curing, the compost is screened and is then ready for distribution 
and use.   

The composted product, which is marketed as SoilPro Premium Compost, has been sold as a 
soil conditioner which helps improve water retention resulting in better plant growth and water 
savings. Compost products are also proven to produce direct benefits to soils and crops in both 
horticulture (lawns and gardens) and agriculture (vegetables, fruits, nuts, and hay crops).    

In order to produce recycled products year-round, the IERCA completed the compost storage 
facility in 2010 to allow compost storage during the winter season. 

Additionally, the Authority entered into two separate agreements to host  solar panels 
located on the roof of the facility which provides up to 2.5 megawatts of renewable energy. The 
system is paired with a shared battery storage system located at IEUA’s Regional Water 
Recycling Plant No. 4. The entire system can provide all the energy required during peak 
operating hours. 

IERCA Composting Facility
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MAJOR INITIATIVES and ACCOMPLISHMENTS 

During the fiscal year ended June 30, 2019, the IERCF surpassed 2.5 million cubic yards of 
compost produced and sold from the facility. There are over 100 active customers who purchase 
SoilPro products for a variety of applications each year.   

There were no changes to the tiered pricing system as the market has remained stable. Tiered 
pricing offers incentives to customers who purchase large volumes of compost in exchange for 
pricing discounts. The tiered compost pricing structure is shown in Table 1. 

Table 1: 

Tier Cubic Yards (CYDs)/Month Premium (Cubic Yard) 
1 <499 $5.00 
2 500-999 $4.00 
3 ≥1,000 $3.50 

Major Initiatives for FY 2019/2020 

In fiscal year 2019/2020, a transition air duct system will be evaluated for potential upgrades. The 
IERCF will install a weather cover over the wash pad for loader maintenance as well as evaluating 
the potential replacement of aging wheel loaders. IERCF is in initial planning stages of a materials 
conveyor project from load-out to the storage tent.  

Major Accomplishments for FY 2018/2019 

• Commissioned battery/energy project including 1.5 megawatts of solar panels and a
Tesla battery bank;

• Commissioned new trommel
screen replacing an older unit that
had reached the end of useful life;

• Completed the air lift separator
installation to remove plastic
contamination from wood waste;

• Finished construction of an on-site
warehouse;

• Successfully passed a biofilter
source test for the South Coast Air
Quality Management District;

• Maintained perfect environmental
compliance;

• Met all budgeted targets.
Bird’s view of IERCA 
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FINANCIAL INFORMATION 

Internal Controls 

The Management of the Authority is responsible for establishing and maintaining an internal 
control structure designed to ensure that the assets of the Authority are protected from loss, theft 
or misuse, and to compile sufficient reliable information for the preparation of the Authority’s 
financial statements in conformity with accounting principles generally accepted in the United 
States of America.  

The internal control structure is designed to provide reasonable rather than absolute assurance 
the financial statements will be free from material misstatement and that these objectives are met. 
The concept of reasonable assurance recognizes that the cost of a control should not outweigh 
the benefits likely to be derived; and, the valuation of costs and benefits requires estimates and 
judgments by management. 

As management, we assert that, to the best of our knowledge and belief, this financial report is 
complete and reliable in all material aspects.   

Budgetary Controls 

The Authority maintains extensive budgetary controls.  The objective of these controls is to ensure 
compliance with legal provisions embodied in the annually appropriated budget approved by the 
Authority's Board of Directors.  The level of budgetary control (i.e., the level at which expenditures 
cannot legally exceed the appropriated amount) is set at the category level (i.e., Capital and 
Operating) within the Authority.  The Authority maintains an encumbrance accounting system as 
an additional method of maintaining budgetary control.  Encumbered amounts lapse at year-end.  
However, outstanding encumbrances are generally re-appropriated as part of the following fiscal 
year’s budget following Board approval. 

Independent Audit 

State statutes require an annual audit by independent certified public accountants.  The 
Authority's Board of Directors appointed the firm of Lance, Soll & Lunghard, LLP to perform the 
annual audit. The goal of the independent audit was to provide reasonable assurance that the 
financial statements of the Authority for the fiscal year ended June 30, 2019 are free of any 
material misstatement. As part of the independent audit, reviews on a test basis were made to 
determine the adequacy of internal controls, and to ensure compliance with applicable laws and 
regulations related to all financial activities conducted by the Authority. Generally accepted 
auditing standards, issued by the Controller General of the United States of America, were used 
by the auditors in conducting the engagement. The auditor's report on the basic financial 
statements is included in the financial section of this report. 

The independent audit concluded, based upon the audit, that there was reasonable basis for 
rendering an unmodified opinion that the Inland Empire Regional Composting Authority’s financial 
statements for the year ended June 30, 2019 are fairly presented in conformity with accounting 
principles generally accepted in the United States of America.  The independent auditor’s report 
is presented as the first component of the financial section of this report. 
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FINANCIAL INFORMATION (continued): 

Cash and Investment Management 

The Authority has a comprehensive cash and investment program subject to California 
Government Code Sections 53601, 53607, 53635, 53638, 53646, 53652, and 53653. 
These regulations are incorporated into the Authority’s Investment Policy , which identifies the 
types of investments that are authorized and indicates any restrictions.  

Consistent with Government Code Section 53646, the Authority annually adopts  
nvestment olicy that requires the IERCA to invest funds in a manner which will provide: (i) 
the maximum security; (ii) the funds necessary to meet the daily cash flow demands of the 
Authority; and (iii) the highest investment return while conforming to all statutes governing 
the investment of Authority funds within the constraints of the investment policy.  By adoption 
of the policy, it is the intent of the Authority to minimize credit and market risks, while 
maintaining a competitive yield on its overall portfolio.  

The Authority’s cash management system is also designed to forecast revenues and 
expenses, and to invest idle funds to the fullest extent possible. During the Fiscal Year ended 
June 30, 2019, idle funds were invested in accordance with this policy. These investments 
consisted primarily of deposits in a pooled investment fund administered by the Los Angeles 
County Investment Officer. 

In order of priority, the Authority’s objectives when investing, reinvesting, purchasing, acquiring, 
selling, enhancing and managing public funds are as follows: 

1. Safety:  Safety of principal is the foremost objective of the investment program. Investments made
by the Authority shall be undertaken in a manner that seeks to ensure the preservation of capital in the 
overall portfolio. To attain this objective, diversification is required to prevent any potential loss on any 
individual security or depository from exceeding the income generated from the remainder of the portfolio. 

2. Liquidity:  The investment portfolio will remain sufficiently liquid to enable the Authority to meet all
operating requirements that might be reasonably anticipated. 

3. Return on Investments: The investment portfolio shall be designed with the objective of attaining
a market rate of return throughout budgetary and economic cycles, taking into account the investment risk 
constraints and the cash flow characteristics of the portfolio.  Return on investment is of secondary 
importance compared to safety and liquidity objectives described above.  The core investment is limited to 
relatively low risk securities in anticipation of earning a fair return relative to the risk being assumed. 
Securities shall not be sold prior to maturity withw the following exceptions: 

A. A security with declining credit may be sold to minimize loss of principal.

B. A security swap that would improve quality, yield, or target duration in the portfolio.

C. Liquidity needs of the portfolio that require the security to be sold.
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INLAND EMPIRE REGIONAL COMPOSTING AUTHORITY 
BASIC FINANCIAL STATEMENTS 
OVERVIEW

Financial Statements 

The following Basic Financial Statements, along with the Supplementary Notes to the Basic 
Financial Statements, present a summary of the Authority’s financial position at June 30, 2019, 
and the results of operations and the cash flows of its proprietary fund type for the fiscal year 
then ended. 

The Basic Financial Statements consist of: 

1) Statement of Net Position – the statement denotes the increase/(decrease) of net
position of the Authority.

2) Statement of Revenues, Expenses and Changes in Net Position – the statement shows
all revenue and expense sources recorded for the period, and their effects on the net
position of the Authority.

3) Statement of Cash Flows – the statement reflects the Authority’s financial activities and
their effect on cash.  It also denotes the cash position of the Authority at the end of the
fiscal period.

4) Notes to the Basic Financial Statements.

9
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NOTES TO THE BASIC FINANCIAL STATEMENTS 
JUNE 30, 2019 

(1) Reporting Entity and Summary of Significant Accounting Policies:

Description of the Reporting Entity 

The Inland Empire Regional Composting Authority, a Joint Powers Authority (JPA), was formed in 
February of 2002. The JPA consists of two partners, Inland Empire Utilities Agency (IEUA), a 
municipal water district in California, and Sanitation District No. 2 of Los Angeles County (SDLAC), 
a special district organized and operating pursuant to the County Sanitation District Act, Health and 
Safety Code Section 4700, et seq.  All capital contribution investments related to the JPA are shared 
equally by both partners.  Beginning FY 2009/2010 the Authority implemented a cost of service rate 
(tipping fees) to support the operational costs. Tipping fees paid by each JPA partner are based on 
the tonnage of biosolids shipped to the facility for recycling. As defined by accounting principles 
generally accepted in the United States of America and the Governmental Accounting Standards 
Board (GASB), the financial reporting entity consists of the Authority as the primary government. 
The Authority has no legally separate component units that require blended or discrete presentation. 

Subject to the limitations imposed by the Constitution of California, and pursuant to its charter, all 
powers of the Authority not defined are vested in a six-member Board of Directors. For the purposes 
of transacting business of the Board, a quorum shall consist of four of the six members of the Board, 
provided that there is a minimum of two Board members from each partner. The principal office of 
the Authority is established by resolution of the Board. The Authority has appointed a Secretary, a 
Treasurer and a Project Manager. The appointed officers come from the membership of the 
Authority.  

The accounting policies of the Authority conform to accounting principles generally accepted in the 
United States of America as they relate to governmental units.  The Authority applies all relevant 
GASB pronouncements.   

Fund Accounting 

The accounts of the Authority are organized on the basis of funds.  All transactions are accounted 
for with a separate set of self-balancing accounts that comprise its assets, liabilities, net position, 
revenues and expenses, as appropriate, the Authority’s accounts for its activities in an “Enterprise 
Fund”.  An Enterprise Fund is grouped and presented in the financial statements as a “Proprietary 
Fund Type”. 

Proprietary Fund Types 

A Proprietary Fund is accounted for on a cost of services or "capital maintenance" measurement 
focus. This means that all assets and all liabilities (whether current or non-current) associated with 
their activity are included on the statement of net position.  Their reported fund equity (net position) 
is segregated into capital assets (net of related debt) and restricted and unrestricted net position. 
Proprietary fund type operating statements present increases (revenues) and decreases (expenses) 
in total net position. 

15



(1) Reporting Entity and Summary of Significant Accounting Policies (continued):

Proprietary Fund Types (continued): 

Enterprise Funds 

An Enterprise Fund is used to account for operations: (a) that are financed and operated 
in a manner similar to private business enterprises, where the intent of the governing body 
is that the costs (expenses, including depreciation and amortization) of providing goods or 
services to the general public on a continuing basis, be financed or recovered primarily 
through user charges; or (b) where the governing body has decided that periodic 
determination of revenues earned, expenses incurred and/or net income is appropriate for 
capital maintenance, public policy, management control, accountability or other purposes. 

Basis of Accounting 

Basis of accounting refers to the timing when revenues and expenses are recognized in the 
accounts, and reported in the financial statements, regardless of the measurement focus applied. 
The Authority prepares its financial statements on the accrual basis of accounting. Under the accrual 
basis of accounting, revenues are recognized when earned and expenses are recorded when 
liabilities are incurred regardless of when the related cash flows take place. 

Use of Estimates 

The preparation of financial statements requires management to make certain estimates and 
assumptions that affect the reported amounts of assets and liabilities, and disclosure of contingent 
assets and liabilities, at the date of the financial statements, as well as the reported amounts of 
revenue and expenses during the reporting period. Actual results could differ from those estimates.  

Operating and Non-Operating Revenues and Expenses 

Operating revenues relate to revenue transactions generated as a direct result of the core business 
in which the Authority is engaged. These transactions can be repetitive in nature within the normal 
business cycle. Examples include biosolids recycling, compost delivery services, compost sales and 
the sale of renewable energy credits.  Non-operating revenues are transactions incurred infrequently, 
during the course of the Authority’s business. These types of transaction are generally not directly 
related to the general business of the Authority, such as 1) interest earnings; 2) gain on sales of 
assets; and 3) miscellaneous other revenues. 

The Authority classifies expense types based upon the goods and/or services directly related to the 
operations of the Authority. Typically, operating expenses include such items as operations, 
maintenance, and administrative costs.  In contrast, non-operating expenses are not directly related 
to the Authority’s core operations, such as interest expense and the cost of financial services. 

Budgetary Policy and Control 

The Authority's Board approves each year's budget submitted by the Treasurer prior to the beginning 
of the new fiscal year. The Authority is not required to present budget comparisons; therefore 
budgetary data is not presented in the accompanying financial statements. 

The Authority maintains budgetary controls to ensure compliance with legal provisions embodied in 
the appropriated budget approved by the Board. All appropriations which are not obligated, 
encumbered, or expended at the end of the fiscal year lapse at year-end, except for multi-year capital 
appropriations. Any encumbrance and commitments needed to support ongoing projects or activities 
are carried forward to the following fiscal year following Board approval. 
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(1) Reporting Entity and Summary of Significant Accounting Policies (continued):

Cash and Investments 

Investments in short-term highly liquid debt instruments that have a remaining maturity at the time of 
purchase of one year or less are reported at amortized cost.  Investments are carried at fair value. 

For financial presentation purposes, cash and cash equivalents are shown within cash and short-
term investments. 

Receivables and Payables 

All receivables are shown net of an allowance for uncollectible accounts. The Authority extends credit 
to customers in the normal course of operations.  Management has evaluated the accounts and 
approved an allowance for uncollectible accounts of $20,417 for the fiscal year ended at June 30, 
2019. When an account is determined to be uncollectible, it is written off against the allowance 
following Board approval. 

Capital Assets 

Property, plant and equipment are stated at cost. The cost of a capital investment includes purchase, 
rehabilitation or construction costs, Authority labor for engineering, construction management and 
administrative activities, as well as ancillary expenses necessary to make productive use of the 
assets.  Current capitalization thresholds are reflected in the following table: 

The costs of normal maintenance and repairs that do not add to the value of the asset or materially 
extend asset useful lives are not capitalized.   

Improvements are capitalized and depreciated, as applicable, over the remaining useful life of the 
related capital assets.  Donated capital assets are recorded at acquisition value. 

Type of  Total Estimated Increases Enhances 

Expenditure Cost Life 
Estimated 

Life Performance 

Office Equipment ≥ ,000 > 1 Year N/A N/A 
Computer Equipment ≥ 1,000 > 1 Year N/A N/A 
Other Equipment ≥ ,000 > 1 Year N/A N/A 
Single Year Capital 
Projects ≥ ,000 ≥  N/A N/A 
Multi Year Capital 
Projects  ≥ $15,000 ≥ Years N/A N/A 

17



(1) Reporting Entity and Summary of Significant Accounting Policies (continued):

Capital Assets (continued):

Depreciation and amortization of capital assets has been provided on a straight-line basis.  One-half 
year depreciation and amortization are recorded in the year of acquisition and disposal. 

Estimated useful lives are:    Furniture, machinery and equipment   5 - 10  years 
 $ Improvements       15  years 
 )  Buildings and plants   5 - 50  years 
� Intangible Assets   3 - 50  years  

Comparative Data 

The basic financial statements include certain prior years summarized comparative information in 
total but not at the level of detail required for a presentation in accordance with Generally Accepted 
Accounting Principles. Accordingly, such information should be read in conjunction with the 
Authority’s financial statements for the year ended June 30, 2018 from which the summarized was 

derived. 

Risk Management 

The Authority is exposed to various risks of loss related to: torts; theft of, damage to, and destruction 
of assets; errors and omissions; injuries to employees; and, natural disasters. The Authority secures 
liability, boiler and machinery insurance to protect itself from any risk exposure, relative to its 
business operations.  Since the Authority has no employees and the operations and management 
of its facility is contracted out to IEUA, worker’s compensation insurance is carried by IEUA. 

General and auto liability, public officials and employees’ error and omissions:  The Authority retains 
the risk of loss for general liability, and errors and omissions claim  of up to $1,000,000 per person per 
occurrence; with an aggregate amount of $2,000,000, subject to a $10,000 deductible per occurrence. 

In addition to the above, the Authority has the following insurance coverage: 

Property damage has an $99,292,000 per occurrence coverage limit, subject to a $100,000 deductible 
per occurrence.   

Settled claims from the risks discussed herein have not exceeded commercial insurance coverage 
in any of the last three fiscal years ending June 30, 2019, 2018, and 2017. Additionally, there have 
been no reductions in insurance coverage.  

IERCF Event Tent 
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(2) Cash and Investments
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(3) Changes in Capital Assets
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