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SAFETY, FINANCE, AND STRATEGIC SUPPORT COMMITTEE, 
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RECOMMENDATION 

Accept the Single Audit Report and the Report to the Public Safety, Fiilailce and Strategic 
Support Colllillittee for the fiscal year ended June 30, 2006 as issued by Macias Gini & 
O'Connell L,L,P, the City's external auditor. 

BACKGROUND 

Sirinle Azrclit Reports 

The Single Audit Act of 1984 was enacted to simplify the process of auditing federal grants 
adniinistered by state, local govellllllellts and non-profit orgailizatiolls by colllbiililig all federal 
grants under one audit instead of each Federal Agency perfomling separate audits. In 1996, the 
Federal Office of Managenlent and Budget (OMB) issued OMB Circular A- 133, ainending the 
Single Audit Act that establislzed unifoi-in requireilleilts for audits of federal grants adllliilistered 
by states, local govei~llllellts and i~on-profit organizatioi~s. 

As part of the annual audit process, tlle independent auditing fi1111 audits the City's federal grant 
program to ensure coilipliailce with federal requirelnents as specified ill the Single Audit Act of 
1984 as allleiided by the 1996 Single Audit A~l~endments. Based on the audit, the independent 
auditor issues a Single Audit Report to the City Council. Tlle attached Single Audit Report 
colltaills tlle auditor's fil~dings, recommendations and t l~e  City's corrective action plans illvolvillg 
iliter~lal coiltrols over compliance. 
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Report to the Co~~znzittee 

Tlie independelit auditing fin11 conducts a11 audit for the purpose of expressilig an opiiliollol~ tlie 
City's geiieral purpose fillailcia1 statements. Tlie auditor's work illcludes an exaiiiiilatioli of the 
intenla1 colitrols of the City. During the audit, the auditor also looks at the fillailcia1 and 
lilaiiagelllellt orgaliizatioli and other operatiollal nlatters to determine if they call malte 
recoliilileiidatiolis for improveiiiei~ts or other operating efficiencies. 

Based 011 this work, tlle auditor issues A Report to the Public Safety, Finallce and Strategic 
Suppoi-t Co~li~ilittee on behalf of tlie City Council. Tlie attached Report coiltaiils tlie extenial 
auditor's recom~ilendations as well as the appropriate departinental responses i io t i~~g action to be 
talcen, wliere necessary. 

ANALYSIS 

Macias, Giili & O'Colulell, L,LP audited tlie City's federal grant progralii, including tlie Airport's 
Passenger Facility Charges, for the fiscal year ended June 30,2006. The audit was conducted in 
accordalice with Generally Accepted Auditing Stalidards and Govenllnellt Auditing Standards. 
Tlie auditor reviewed tlie City's iliterlial colitrols over the types of colliplialice requirel~ients 
applicable to eacli of its iilajor federal progranis and to tile passenger facilities charges program. 
No lrlaterial wealtnesses were identified. 

The Single Audit Act requires ally audit fillding and/or questioned cost be iiicorporated illto tlie 
Single Audit Report along wit11 a col-rective action plan. This year's report lists three findi~igs 
(pp. 16-22) of lesser lnagliitude than illaterial weakliesses for wliich the auditor reco~n~nelids 
corrective action. City inailagellieiit lias establislied a corrective action plan for eacll fillding and 
its responses to the findings are i~lcluded in the report. The Single Audit Act also requires a 
status repoi-t on ally prior year findings. Tlie City has coi-rected the finding related to the fiscal 
year elided June 30,2005. 

Macias, Giiii & O'Coiinell, LLP audited the City's general purpose fina~icial statellleiits for tlie 
fiscal year elided Julie 30, 2006 in accordance witli gelierally accepted auditing standards and 
issued their opillioll tliat the fillancia1 statelnents were presented fairly in colifonnity witli 
gelierally accepted accaulltillg principles. The financial statelneilts and tlle Auditor's Report on 
tlie filiaiicial statelneiits were presented to the Making Goveniriielit Work Better Coiiilliittee 011 
tlie October 19,2006 and subsequently accepted by the City Council on October 3 1,2006. 
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Duriiig the course of tlie audit, the auditor coilducted a limited exaiizination of the City's illtenla1 
coiltrols and inanagei~ient practices. The auditor loolted for inaterial wealtiless or reportal~le 
coilditio~ls that would require iii~ilzediate disclosure to tlze Cowicil in accordal~ce with gel~erally 
accepted auditing standards. The auditor's Report to the Public Safety, Finai~ce and Strategic 
Suppoi-t Coilllzzittee for fiscal year ended June 30, 2006 contain no new findings. The auditor has 
identified tlze cu~-rent status of coi-rective actioils for prior year filldings iiz the Report. City 
mauagement has made additioizal comlnents on prior year fiildiiigs and these also are inclixded. 

PUBLIC OUTREACH 

Not Applicable. 

COORDINATION 

The departlzlelzts of Parlts, Recreatioil, and Neigllborliood Services, Retirement, and Ailyort and 
the offices of Eiiiergeilcy Selvices and the City Auditor have reviewed and comn~ented on these 
reports and the auditor's findings. 

/SCOTT P. J O ~ N  
Director, Finailce Depart~ileilt 

Attachment 
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Members of the Public Safety, Finance and 
Strategic Support Committee and 
San Jose City Council 

San JosC, California 

We have audited the basic financial statements of the City of San JosC (City) as of and for the year ended 
June 30, 2006 and have issued our report thereon dated October 3, 2006. Professional auditing standards 
require auditors to comunicate with the audit committee, or its equivalent, on a number of subjects. The 
following information satisfies these requirements. 

Additionally, we have included in this letter a status of our prior years' comments and recommendations 
for your information. We would be pleased to discuss them in further detail at your convenience, to 
perform any additional study of these matters, or to assist you in implementing these recommendations. 

The accompanying required communications and status of prior-year comments are intended solely for 
the information and use of the Public Safety, Finance and Strategic Support Committee, City Council and 
management of the City and are not intended to be and should not be used by anyone other than these 
specified parties. 

Very truly yours, 

MACIAS GINI & O'CONNELL LLB 

d- C ; u s , - Q  LL? W& A- 
Certified Public Accountants 
Walnut Creek, California 

March 15,2007 

_.,_.".l____~_,___,__~--I___..___._ _..". ^ -" .l.--..-l-----l_-.---- - - -l-._l.-.l--------.---------*~--~--.,-,---.-" 
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CITY OF SAN JOSE 

Report to the Public Safety, Finance and Strategic Support Comiittee 
Fiscal Year Ended June 30,2006 

REQUIRED COMMUNICATIONS 

Professional auditing standards require auditors to communicate with the audit committee, or its 
equivalent, on a number of subjects. The following information satisfies these requirements, and is solely 
for use of the Committee, City Council and City management. 

I. The Auditor's Responsibility Under U.S. Generally Accepted Auditing Standards and 
OMB Circular A-I33 

As stated in our engagement communications section of our Audit Plan dated June 23, 2006, our 
responsibility, as described by professional standards, is to plan and perform our audit to obtain 
reasonable, but not absolute, assurance that the financial statements are free from material 
misstatements and are fairly presented in accordance with U.S. generally accepted accounting 
principles. Because an audit is designed to provide reasonable, but not absolute assurance and 
because we did not perform a detailed examination of all transactions, there is a risk that material 
misstatements may exist and not be detected by us. 

In planning and performing our audit, we considered the City's internal control over financial 
reporting in order to determine our auditing procedures for the purpose of expressing our opinions 
on the financial statements and not to provide assurance on the internal control over financial 
reporting. We also considered internal control over compliance with requirements that could have 
a direct and material effect on a major federal program, in order to determine our auditing 
procedures for the purpose of expressing our opinion on conlpliance and to test and report on 
internal controls over compliance in accordance with U.S. Office of Management and Budget 
(OMB) Circular A-1 3 3. 

As part of obtaining reasonable assurance about whether the City's financial statements are free 
of material misstatements, we performed tests of its compliance with certain provisions of laws, 
regulations, contracts and grants, 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. Also, in accordance with 
OMB Circular A-133, we examined, on a test basis, evidence about the City's compliance with 
the types of compliance requirements described in the OMB Circular A-133 Conzpliarzce 
Supplement applicable to each of its major federal programs for the purpose of expressing an 
opinion on the City's compliance with those requirements. While our audit provides a reasonable 
basis for our opinion, it does not provide a legal determination on the City's compliance with 
those requirements. 

H. Significant Accounting Policies 

Management has the responsibility for selection and use of appropriate accounting policies. In 
accordance with the terms of our contract with the City, we will advise management about the 
appropriateness of accounting policies and their application. The significant accounting policies 
used by the City are described in Note 1 to the City's basic financial statements. With the 
exception of the two items described below, no new accounting policies were adopted and the 
application of existing policies was not changed during the year ended June 30,2006. 

Economic Condition Reporting - As described in the statistical section of the Comprehensive 
Annual Financial Report, the City implemented the provisions of Governmental Accounting 
Standards Board (GASB) Statement No. 44, Ecorzonzic Condition Reporting: The Statistical 
Section. This Statement adds new information that financial statement users have identified as 
important and eliminates certain previous requirements. 
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Report to the Public Safety, Finance and Strategic Support Committee 
Fiscal Year Ended June 30,2006 

REQUIRED COMMUNICATIONS (Continued) 

Net Assets Restreictiorz Disclosui~es - The City implemented the provisions of GASB Statement 
No. 46, Net Assets Restricted by Enabling Legislatiorz. This Statement requires the City to 
disclose the portion of total net assets that is restricted by enabling legislation. 

We noted no transactions entered into by the City during the year that were both significant and 
unusual, and of which, under professional standards, we are required to inform you, or 
transactions for which there is a lack of authoritative guidance or consensus. 

111. Accounting Estimates 

Accounting estimates are an integral part of the financial statements prepared by management and 
are based on management's knowledge and experience about past and current events and 
assumptions about future events. Certain accounting estimates are particularly sensitive because 
of their significance to the financial statements and because of the possibility that future events 
affecting them may differ significantly from those expected. The most sensitive estimates 
affecting the financial statements were: 

Fair value of investments - Estimated allowance for losses on accounts receivable 
Estimated valuation allowance for loans receivable 
Accrual and disclosure of self-insurance claims liabilities 
Depreciation estimates for capital assets, including depreciation methods and useful lives 
assigned to depreciable property 

= Accrual and disclosure of compensated absences 
= Pension plans' employer and employee contribution requirements 

Management's judgments and estimates were based on the following: 

Fair values of investments were based on quoted market prices, except for real estate, 
which is based on independent appraisals. 
Estimated allowances for losses on accounts receivable were based on historical 
experience. 
Estimated valuation allowance for loans receivable comprised of an allowance for risk 
and an allowance for present value discount. The allowance for risk was based on the 
consideration of the changes in the portfolio character, evaluation of current economic 
conditions and management's estimate regarding the likelihood of collectibility based on 
loan provisions and collateral. The allowance for present value discount was based on 
management's estimate of the present value of projected net cash flows to the City from 
the loan portfolio. 
Self-insurance claims liabilities for workers' compensation were based on management's 
estimate obtained from information derived from the City's claims database system 
adjusted for a projection of unreported claims and discounted. 
Self-insurance claims liabilities for general liability and other claims were determined by 
attorney judgment about the ultimate outcome of the claim. 
Accrual and disclosures of conlpensated absences were based on accrued eligible hours 
of vacation and sick leave at current pay rates for eligible employees. 
Useful lives for depreciable property were determined by management based on the 
nature of the capital asset. 
Pension plans' employer and employee contributions requirements were based on 
actuarially determined contribution rates. 
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Report to the Public Safety, Finance and Strategic Support Committee 
Fiscal Year Ended June 30,2006 

REQUIRED COMMUNICATIONS (Continued) 

We evaluated the key factors and assumptions used to develop these accounting estimates in 
determining that they are reasonable in relation to the financial reporting units that collectively 
comprise the City's basic financial statements. 

IV. Audit Adjustments 

For the purposes of this letter, professional standards define an audit adjustment as a proposed 
correction of the financial statements that, in our judgment, may not have been detected except 
through our auditing procedures. An audit adjustment may or may not indicate matters that could 
have a significant effect on the City's financial reporting process (that is, cause future financial 
statements to be materially misstated). In our judgment, none of the adjustments we proposed, 
whether recorded or unrecorded by the City, either individually or in the aggregate, indicate 
matters that could have a significant effect on the City's financial reporting process. In addition, 
the attached sclledule summarizes uncorrected misstatements of the financial statements. 
Management has determined that their effects are immaterial, both individually and in the 
aggregate, to the individual financial reporting units that collectively comprise the City's basic 
financial statements. 

V. Disagreements with Management 

For purposes of this letter, professional standards define a disagreement with management as a 
matter, whether or not resolved to our satisfaction, concerning a financial accounting, reporting, 
or auditing matter that could be significant to the financial statements or the auditor's report. We 
are pleased to report that no such disagreements arose during the course of our audit. 

171. Consultations with Other Accountants 

In some cases, management may decide to consult with other accountants about auditing and 
accounting matters, similar to obtaining a "second opinion" on certain situations. If a consultation 
involves application of an accounting principle to the City's financial statements or a 
determination of the type of auditor's opinion that may be expressed on those statements, our 
professional standards require the consulting accountant to check with us to detemine that the 
consultant has all the relevant facts. To our knowledge, there were no such consultations with 
other accountants. 

VII. Issues Discussed with Management Prior to Our Retention 

We generally discuss a variety of matters, including the application of accounting principles and 
auditing standards, with management each year prior to retention as the City's auditors. However, 
these discussions occurred in the normal course of our professional relationship and our responses 
were not a condition to our retention. 

VIII. Difficulties in Performing the Audit 

We encountered no significant difficulties in dealing with management in performing our audit. 



CITY OF SAN JOSE 

IX. 

Report to the Public Safety, Finance and Strategic Support Committee 
Fiscal Year Ended June 30,2006 

Other Information in Documents Containing Audited Financial Statements 

During the year, the City included audited financial statements or excerpts of audited financial 
statements in the official statements for fiscal year 2005106 debt issues as follows: 

Redevelopment Agency's Fiscal Year 2004 Audited Financial Statenzerzts 
$152,950,000 Redevelopment Agency of the City of San JosC, Merged Area 
Redevelopment Project Tax Allocation Refunding Bonds, Series 2005A 
$67,130,000 Redevelopment Agency of the City of San JosC, Merged Area 
Redevelopment Project Tax Allocation Refunding Bonds, Series 2005B 

City's Fiscal Year 2005 Audited Firzaizcial Statenzents 
$57,440,000 City of San JosC Financing Authority, Lease Revenue Refunding Bonds, 
Series 2006A (Civic Center Project) 
$105,400,000 City of Sari JosC, General Obligation Bonds, Series 2006 (Libraries and 
Parks Projects) 
$60,000,000 City of San JosC Financing Authority, L,ease Revenue Bonds, Series 2002C 
(Civic Center Project, Reissuance) 

Excer~ts of the City's Fiscal Year 2005 Audited Financial ,Ytatenzents 
$54,020,000 San JosC-Santa Clara Clean Water Financing Autliority, Sewer Revenue 
Refunding Bonds, Series 2005A 
$27,130,000 San JosC -Saiita Clara Clean Water Financing Authority, Sewer Revenue 
Refunding Bonds, Series 2005B 

We do not have an obligation to perform any procedures to corroborate other information 
contained in the official statements listed above. We were not associated with and did not have 
any involvement in these official statements. Accordingly, we did not perform any procedures on 
this document and provide no assurance as to the other information contained in these official 
statements. 
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Report to the Public Safety, Finance and Strategic Support Committee 
Fiscal Year Ended June 30,2006 

STATUS OF PFUOR YEARS COMMENTS 

2005 Comment: 

ConditiodEffectI 
Recommendation: 

Status: 

Current Management 
Response: 

2005 Comment: 

ConditiodEffect: 

Recommendation: 

Status: 

The Cascade Effect of Sarbaizes-Oxley 

We recommend the City's Finance Department, in coordination with 
the City Auditor, begin developing an internal controls management 
program similar to the type contemplated by SOX and OMB Circular 
A-123. The objectives of the program should include: adoption of a 
control framework, doculnentation and testing of key process controls, 
with a focus on fraud prevention and improved financial reporting. 
Annually, City management should report on this program to the 
Public Safety, Finance & Strategic Support Committee or equivalent 
and provide an assertion on the status of the City's internal controls. 

Not implemented. 

The City of San JosC contracts with an independent firm of certified 
public accountants to conduct an annual audit that includes review of 
internal control. The City also contracts with an independent fm of 
certified public accountants to conduct an annual audit of federal grant 
programs (Single Audit) that requires a more stringent evaluation of 
the City's internal controls and includes an auditor's opinion on those 
controls. The City Auditor, who is completely independent of City 
management and reports directly to the City Council, procures and 
monitors these external audits. In addition, a City Council 
subcommittee (Public Safety, Finance & Strategic Support 
Committee) reviews audit results performing the function of an audit 
committee of the governing board. Finally, both the City Manager and 
the Director of Finance sign oaths certifying the accuracy of financial 
reporting and compliance with all legal requirements. This structure 
provides a level of internal control well beyond that required of private 
finns prior to the enactment of Sarbanes-Oxley. Notwithstanding, 
management does believe that it is in the City's best interest to bring 
the internal control structure and monitoring the rest of the way up to 
SOX standards. However, this project will require significant 
resources, both staffing and professional services, and it must be 
prioritized along with all other City needs. 

While testing for compliance with significant debt covenants, we 
noted the City did not maintain the minimum reserve requirements for 
the following bonds: (1) City of San Jose Financing Authority, 
Taxable Lease Revenue Bonds, 2000 Series C; (2) City of San Jose 
Financing Authority, Subordinated Reassessinent Revenue Bonds, 
1994 Series B; and (3) City of San Jose Limited Obligation Refunding 
Bonds, Reassessment District No. 02-219SJ, (2002 Consolidated 
Refunding) Series 24R. 

We recornend that conipliance with reserve requirements be closely 
monitored; especially when reserve account transfers are made in 
anticipation of exercising early call options. Periodic reviews and 
monitoring of these accounts will provide greater assurance that the 
City is maintaining compliance with its debt covenants and that 
defaults are identified and corrected in a timely manner. 

Implemented. 
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2004 Comment: 

ConditionIEffect: 

Report to the Public Safety, Finance and Strategic Support Committee 
Fiscal Year Ended June 30,2006 

Recommendation: 

Status: 

2004 Comment: 

Condition: 

Recommendation: 

Status: 

Post-Retirente~zt Health Cave Benefits 

In February 2003, the Governmental Accounting Standards Board 
(GASB) issued proposed rules on accounting and financial reporting 
by employers for post-retirement health care benefits other than 
pensions. These new rules will require the actuaries of the Federated 
City Employees' Retirement System (System) and the San Jose Police 
and Fire Department Retirement Plan (Plan) to project the total cost of 
these health benefits when developing the annual required contribution 
(ARC), and this amount will need to be reported and disclosed in the 
financial statements. This is a significant change from tlie System and 
the Plan's past practice of using 15-year and 10-year funding horizons, 
respectively, for purposes of the ARC. 

We recommend consulting with the System and the Plan's actuaries to 
develop a better understanding and to quantify the impact of these 
proposed rules, and to monitor the development of these accounting 
pronouncements. 

In progress. The City is continuing to receive and review infonnation 
regarding the implementation requirements for these new rules. 

U~ti.esolved Bank Reco~zciliation Activity 

While testing the City's bank reconciliati011 process, we noted the 
bank reconciliation completed as of June 30, 2004 included a number 
of aged reconciling items. While the dollar amount of these items is 
not material, they should be investigated and resolved. The majority 
of items are identified on the bank reconciliation as differences 
between payroll disbursement interfaces and cash disbursements. 

We recommend the City investigate and resolve these aged reconciling 
items. Failure to resolve identified differences in a timely manner 
could make them increasingly difficult to trace and may result in 
potential errors or intentional ~nisstatenierlts going undetected. 

In progress. 
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2004 Comment: 

Condition: 

Recommendation: 

Status: 

Report to the Public Safety, Finance and Strategic Support Committee 
Fiscal Year Ended June 30,2006 

Repayin ent of Net Peizsioiz Obligation 

During fiscal year 199711 998, the City implemented GASB Statement 
No. 27, Accounting for Pensions by State and Local Gavemental 
Employers. As of July 1, 1997, the City recorded a net pension 
obligation in the amount of $2.3 million for the Federated Employees' 
Retirement System (System). Since recording this obligation, it has 
grown from $2.3 million to $3.2 million at June 30,2004. 

We recommend City staff work with the Federated Pension Board to 
develop a funding plan. Developing a funding plan will demonstrate 
the City's commitment to funding this obligation and establish a 
timeline to accomplish this goal. 

In progress. The City's Finance Department is working with the 
Department of Retirement Services to determine the proper amount to 
be included in its filnding plan. 



CITY OF SAN JOSE 

Report to the Public Safety, Finance and Strategic Support Committee 
Fiscal Year Ended June 30,2006 

SUMMARY OF UNCORRECTED ADJUSTMENTS 

S u m m a r y  of U n c o r r e c t e d  M i s s t a t e m e n t s  

G o v e r n m e n t a l  F u n d s  

lmpact  of Adjustments o n  F u n d  Financial  Statement Captions ($000) - Increase (Decrease) 

Description (Nature) Statement of Net Assets Changes  of Net Assets 
of Audit Difference Asse ts  Liabilities Net Asse ts  Current Year Prior Year Total --- 

Adjust investment to fair value (73) (73) (73) 145 72 
To record grant receivable on the 21 st Century grant 322 322 
Adjushnent to revenue accruals (additional and unavailable) 1,351 3.553 (2.202) (2.202) 1,082 11.120) 
Accmal of unrecorded expenditures and accounts payable 62 (62) (62) (62) . - 
Adjust Other L.iability - ~efundedl~ented 
Total 
Financial statement amounts 
Impact as a percentage of f/s amounts 

- 
REDEVELOPMENT ACMCY 

Accrual of Interest payable to the Park~ng Fund S - $ 1 6 5 s  ( 1 6 5 1 %  (165) S (19) 5 (184) 

Total 
Financial statement amounts 
Impact as a percentage of fls amounts 

- .  
HOUSING ACTIVITIES 

l o  adjust valuation of land held for resale % (27) $ - $ (27) $ - $ (27) S (27) 
To reverse deferred revenue related to correction of PY balance (2.349) 2.349 
Total $ (27) $ (2.349) $ 2.322 $ - % (27) $ (27) 
Financial statement amounts $ 310.260 $ 14.514 $ 295.746 $ 35.640 
Impact as a percentage of fls amounts -0.01% -16.18% 0.79% -0.08% 

SPECIAL ASSESSMENT DISTRICT 

Total 
Financial statement amounts 
Impact as a percentage of fls amounts 

$ - $  - $  - $  - 9; - $ 
Total $ - $  - 0  - $  - $ - $ 
Financial statement amounts $ 53.725 $ 68.739 $ (15.014) $ 70.763 -- 
Impact as a percentage of fls amounts 0.00% 0.00% 0.00% 0.00% 

. . 
To accrue additional due to brokers amount 7 (7) (7) (7) 
Total other funds $ - $ 6.434 $ (6.434) $ (6.434) $ 5.581 $ (853) 

Financial statement amounts 
Nonmajor govermncntA funds 
Internal service fund 
Agency funds 
Private purpose trust 
Pension trust Funds 

Total financial statenient amounts 
Impact as a percentage of f/s amounts 
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Report to the Public Safety, Finance and Strategic Support Committee 
Fiscal Year Ended June 30,2006 

S u m m a r y  of Uncorrected  Miss ta tements  

En te rp r i s e  Funds  

Impact of Adjustments on Fund Financial Statement Captions ($000) - Increase (Decrease) 

Description (Nature) Statement of Net Assets -- Changes of Net Assets 
of Audit Difference Assets Liabilities Net Assets Current Year Prior Year Total 

To reclass claims liability reported in the govermnental activities 600 600 
To record claims development expense 
Total 
Financial statement amounts 
Impact as a percentage of fls amounts 

Municipal Water System 
Record unbllled revenue and reverse prlor )ear accrual S 996 $ - S 996 5 996 S (1.040) S (44) 
To record claims development expense 
Total 
Financial statement amounts 
Impact as a percentage of Us amounts 

Accrual of unrecorded expenditures and accounts payable $ 718 $ 718 $ - $ - $ - $ 
To record claims development expense 
Total 
Financial statement amounts 
Impact as a percentage of Us amounts 

Parking System 

Accrual of interest revenue and receivable from RDA $ 165 $ - $ 165 $ 165 $ - S 165 
To record claims development expense 
Total 
Financial statement amounts 
Impact as a percentage of fls amounts 

In addition, the effects of the uncorrected adjustments on the Government-Wide Statements resulted in a 
net decrease of $17,406,000 in the changes in net assets to the Governmental Activities and a net decrease 
of $2,089,000 in the changes in net assets to the Business-type Activities. 
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Independent Auditor's Report on Internal Control over 
Financial Reporting and on Compliance and Other Matters 

Based on an Audit of Financial Statements Performed in 
Accordance with Gover~zrnerzt Auditing Standards 

City Council 
City of San JosC, California 

We have audited the financial statements of the governmental activities, the business-type activities, 
each major fund, and the aggregate remaining fund information of the City of San Jose, California (the 
City) as of and for the year ended June 30, 2006, which collectively comprise the City's basic financial 
statements, and have issued our report thereon dated October 3, 2006. As discussed in Note I.E. to 
the financial statements, the City adopted the provisions of Governmental Accounting Standards Board 
(GASB) Statement No. 46, Net Assets Restricted by Enabling Legislation - an anzend~nent o j  GASB 
Statenzent No. 34. 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 Governl~zerzt 
Auditing Standards, issued by the Comptroller General of the United States. 

Interrzal Control Over Financial Reporting 
In planning and performing our audit, we considered the City's internal control over financial reporting 
in order to determine our auditing procedures for the purpose of expressing our opinions on the 
financial statements and not to provide an opinion on the internal control over financial reporting. 
However, we noted certain matters involving the internal control over financial reporting and its 
operation that we consider to be reportable conditions. Reportable conditions involve matters coming 
to our attention relating to significant deficiencies in the design or operation of the internal control over 
financial reporting that, in our judgment, could adversely affect the City's ability to initiate, record, 
process, and report financial data consistent with the assertions of management in the financial 
statements. Reportable conditions are described in the accompanying federal awards schedule of 
findings and questioned costs as items 2006-A and 2006-B. 

A material weakness is a reportable condition in which the design or operation of one or more of the 
internal control components does not reduce to a relatively low level the risk that misstatements caused 
by error or fraud in amounts that would be material in relation to the financial statements being audited 
may occur and not be detected within a timely period by employees in the normal course of performing 
their assigned functions. Our consideration of the internal control over financial reporting would not 
necessarily disclose all matters in the internal control that might be reportable conditions and, 
accordingly, would not necessarily disclose all reportable conditions that are also considered to be 
material weaknesses. However, we believe that none of the reportable conditions described above is a 
material weakness. 
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Conzpliarzce and Otlzer Matters 
As part of obtaining reasonable assurance about whether the City's financial statements are free of 
material misstatement, we performed tests of its 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 Govemnzerzt Auditing Standards. 

This report is intended solely for the information and use of the City Council, the City's management, 
and federal awarding agencies and pass-through entities and is not intended to be and should not be 
used by anyone other than these specified parties. 

Certified Public Accountants 
Walnut Creek, California 

October 3, 2006 
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Independent Auditor's Report on Compliance with Requirements 
Applicable to Each Major Program and the Passenger Facility Charges Program, on 

Internal Control over Compliance in Accordance with OMB Circular A-133, and on the 
Schedules of Expenditures of Federal Awards and 

Revenues and Expenditures of Passenger Facility Charges 

City Council 
City of San JosC, California 

Cor~zpliance 
We have audited the compliance of the City of San Jod,  California (the City) with the types of 
compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular A- 
133 Conzpliance Suppletnent and the Passenger Facility Charge Audit Guide for Public Agencies issued 
by the Federal Aviation Administration (PFC Guide) that are applicable to each of its major federal 
programs and to the passenger facility charges program, respectively, for the year ended 
June 30, 2006. The City's major federal programs are identified in the summary of auditor's results 
section of the accompanying federal awards schedule of findings and questioned costs. Compliance 
with the requirements of laws, regulations, contracts, and grants applicable to each of its major federal 
programs and the passenger facility charges program is the responsibility of the City's management. 
Our responsibility is to express an opinion on the City's compliance based on our audit. 

We conducted our audit of compliance in accordance with auditing standards generally accepted in the 
United States of America; the standards applicable to financial audits contained in Goveriznzeizt Auditing 
Standards, issued by the Coniptroller General of the United States; OMB Circular A-133, Audits of 
States, Local Goverizi~zeizts, and Norz-Profit Organizations; and the PFC Guide. Those standards, 
OMB Circular A-133, and the PFC Guide require that we plan and perform the audit to obtain 
reasonable assurance about whether noncompliance with the types of compliance requirements referred 
to above that could have a direct and material effect on a major federal program and on the passenger 
facility charges program occurred. An audit includes examining, on a test basis, evidence about the 
City's compliance with those requirements and performing such other procedures, as we considered 
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion. 
Our audit does not provide a legal determination of the City's compliance with those requirements. 
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In our opinion, the City complied, in all material respects, with the requirements referred to above that 
are applicable to each of its inajor federal programs and to the passenger facility charges program for 
the year ended June 30, 2006. However, the results of our auditing procedures disclosed instances of 
noncompliance with those requirements which are required to be reported in accordance with OMB 
Circular A-133 and which are described in the accompanying federal awards schedule of findings and 
questioned costs as items 2006-1 and 2006-2. 

Zrzter~zal Corztrol Over Conzpliance 

The management of the City is responsible for establishing and maintaining effective internal control 
over compliance with the requirements of laws, regulations, contracts, and grants applicable to federal 
programs and the passenger facility charges program. In planning and performing our audit, we 
considered the City's internal control over compliance with requirements that could have a direct and 
material effect on a major federal program and the passenger facility charges program in order to 
determine our auditing procedures for the purpose of expressing our opinion on compliance and to test 
and report on the internal control over compliance in accordance with OMB Circular A-133 and the 
PFC Guide. 

We noted certain matters involving the internal control over compliance and its operation that we 
consider to be reportable conditions. Reportable conditions involve matters coming to our attention 
relating to significant deficiencies in the design or operation of the internal control over compliance 
that, in our judgment, could adversely affect the City's ability to administer a major federal program in 
accordance with the applicable requirements of laws, regulations, contracts and grants. The reportable 
conditions are described in the accompanying federal awards schedule of findings and questioned costs 
as items 2006-1 and 2006-2. 

A material weakness is a reportable condition in which the design or operation of one or more of the 
internal control components does not reduce to a relatively low level the risk that noncompliance with 
applicable requirements of laws, regulations, contracts and grants caused by error or fraud that would 
be material in relation to a major federal program being audited may occur and not be detected within a 
timely period by employees in the normal course of performing their assigned functions. Our 
consideration of the internal control over compliance would not necessarily disclose all matters in the 
internal control that might be reportable conditions and, accordingly, would not necessarily disclose all 
reportable conditions that are also considered to be material weaknesses. However, we believe that 
none of the reportable conditions described above is a material weakness. 

Sclzedule of Expenditures of Federal Awards and Sclzedule of Reverzues and 
Experzditures of Passerzger Facility Clzarges 

We have audited the financial statements of the governmental activities, the business-type activities, 
each major fund, and the aggregate remaining fiind information of the City as of and for the year ended 
June 30, 2006, and have issued our report thereon dated October 3, 2006. As discussed in Note I.E. 
to the financial statements, the City adopted the provisions of Governmental Accounting Standards 
Board (GASB) Statement No. 46, Net Assets Restricted by Etzablilzg Legislatiolz - an a;nzelzd7ne1zt of 
GASB Statenzelzt No. 34. Our audit was performed for the purpose of forming opinions on the 
financial statements that collectively comprise the City's basic financial statements. The accompanying 
schedule of expenditures of federal awards and schedule of revenues and expenditures of passenger 
facility charges are presented for purposes of additional analysis as required by OMB Circular A-133 
and the PFC Guide, respectively, and are not a required part of the basic financial statements. Such 
information has been subjected to the auditing procedures applied in the audit of the basic financial 
statements and, in our opinion, is fairly stated, in all material respects, in relation to the basic financial 
statements taken as a whole. 



This report 
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is intended solely for the information and use of the City Council, the City's management, 
Aviation Administration, federal awarding agencies and pass-through entities and is not 

be and should not be used by anyone other than these specified parties. 

Certified Public Accountants 
Walnut Creek, California 

December 22, 2006, except for the Schedule of Expenditures of Federal Awards 
and the Schedule of Revenues and Expenditures of Passenger Facility Charges 
which are dated as of October 3, 2006 



CITY OF SAN JOSE, CALIFORNIA 
Schedule of Expenditures of Federal Awards 

Year Ended June 30,2006 

Federal Grant 
Catalog Identifying Grant Expenditures 

Federal GrantorIPass-Through GrantorIProgram Number Number Amount Federal Grant Other 
U.S. Department of Coninieree 

Economic Adjustment Assistance 1 1.307 07-39-02866 $ 345,000 $ 35,597 $ 

Total U.S. Department of Conunerce 345,000 35,597 

U.S. Departn~ent of Housing and Urban Developnient 
Community Development Block Grants1 

Entitlement Grants 

Emergency Shelter Grants Program 
Emergency Shelter Grants Program 

Subtotal Emergency Shelter Grants Program 

Home Investment Partnersliips Program 
Home Investment Partnerships Program 
Home Investment Partnerships Program 

Subtotal Home Investment Partnerships Program 

Housing Opportunities for Persons with AIDS 
Housing Opportunities for Persons with AIDS 
Housing Opportunities for Persons with AIDS 
Housing Opportunities for Persons with AIDS 

Subtotal Housing Opportunities for Persons with AIDS 

Conununity Development Block Grants1 
Brownfields Economic Development Initiative 

Conlnlunity Development Block Grants1 
Brow~lfields Economic Developn~ent Initiative 

Subtotal Brownfields Economic Developnlent Initiative 

Community Development Block Grants-Section 108 
Loan Guarantees 

Community Development Block Grants-Section 108 
Loan Guarantees 

Community Development Block Grant~Section 108 
Loan Guarantees 

Subtotal Section 108 Loan Guarantees 

Total U.S. Department of Housing and Urban Development 

See acconlpanying notes to the Sclledule of Expenditures of Federal Awards and 
Schedt~le of Revenues and Expenditures of Passenger Facility Charges 



CITY OF SAN JOSE, CALIFORNIA 
Schedule of Expenditures of Federal Awards (Continued) 

Year Ended Julie 30,2006 

Federal Grant 
Catalog Identifying Grant Expenditures 

Federal GrantorIPass-Through GrantorIProgram Number Number Amount Federal Grant Other 
U.S. Department of Interior 

Bureau of Recla~nation 
Water Reclamation and Reuse Program 15.504 5-FG-20-12650 35,000,000 3,510 10,53 1 

Outdoor Recreation Acquisition, Developn~ent 
and Planning 

Total U.S. Department of Interior 

U.S. Department of Justice 
Part D - Research, Evaiuation, Teci~nical Assistance 

and Training 
Title V-Delinquency Prevention Program 

Edward Byme Metnorla1 State and Local Law 
Enforcement Assistance Discretionary Grants Program 16.580 2005-VT-BX- 1 155 225,000 4,3 10 

Local Law Enforcement Block Grant Program 16.592 04-LB-BX-1335 3 14,545 126,609 14,068 

Local Law Enforceme~it Block Grant Program 16.592 03-LB-BX-1804 676,505 121,l i 7  42,636 

Subtotal Local Law Enforcement Block Grants Program 991,050 247,726 56,704 

Community Capacity Developrnerlt Office 16.595 2005-WS-Q5-0110 400,000 85,464 

Edward B y n ~ e  Memorial Justice Assista~lce Grant Program 

Total U.S. Deparbne~~t of Justice 

U.S. Departn~ent of Labor 
Pass-through State of California, Employment Development Department: 

WIA Cluster: 
WIA Adult Program 17.258 R588751 

WIA Youth Activities 17.259 R588751 
WIA Dislocated Workers 17.260 R588751 

WIA Adult Program 17.258 R692502 4,548,343 1,863,757 

WIA Youtll Activities 17.259 R692502 4.9 12,083 3,075,8 17 
WIA I)islocated Workers 17.260 R692502 5,533,160 i,883,524 

Subtotal WIA Adult/Youth/Dislocated Workers Progranls 30,625,088 17,792,479 

Total U.S. Department of Labor 30,625,088 17.792,479 

See accompanying notes to the Sclledule ofExpenditures of Federal Awards and 
Schedule of Revenues and Expenditures of Passenger Faciiity Charges 



CITY OF SAh' JOSE, CALIFORNIA 
Schedule of Expenditures of Federal Awards (Continued) 

Year Ended June 30,2006 

Federal GrantorIPass-Tilrough GrantorIProgram 

U.S. Department of Tra~lsportation 

Federal Aviation Administration: 
Airport Improvement Program 
Airport Improvement Program 
Airport Iinproveme~~t Program 
Airport Improvement Prograin 
Airport Improvement Program 
Airport l~nprovement Program 
Airport Improvement Program 
Airport Improve~ne~~t Program 
Airport Improvement Program 

Subtotal Airport lrnproverllent Program 

Highway Planrling and Co~~struction 
Pass-through California Department of Transportation: 

Federai-Aid Highway Progranl 
SVSC iTS Enhancement 
SVSC Airport ITS Improvements - CMAQ 
SVSC Airport ITS In~provements - STIP 
SVSC West Conidor - Stevens Creek - CMAQ 
SVSC West Corridor - Stevens Creek - STLP 
TEA-2 i -ITS: New CC TMC (Web 11) 
Federal Street Ivtainte~~ai~ce 
Guadalupe River West & East Bank 

TLC-Los Gatos Creek Trail 

Subtotal Highway Planning and Construction 

Total U.S. Department of Transportation 

Federal 
Catalog 
Number 

20.106 
20. LOG 

20.106 
20.106 
20.106 
20.106 
20.106 
20.106 
20.106 

Grant 
Identifying 

Number 

ITS99-5005(058) 
CML-5005(060) 
CML-5005(060) 
CML-5005(064) 
CML-5005(064) 
ITS03-5005(073) 

SCL 050028 
04-5005 

CML-5005(071) 

Grant Expenditures 
Amount Federal Grant Other 

See accompanying notes to the Sciledule of Expenditures of Federal Awards and 
Schedule of Revenues and Expenditures of Passenger Faciiity Charges 



CITY O F  SAN JOSE, CALIFORNIA 
Schedule oiExpenditures of Federal Awards (Continued) 

Year Ended June 30,2006 

Federal GrantorIPass-Through Gra~itorIProgram 
National Endowment for tlie Humanities 

Pass-through the University of California, Los Angeles 
State Library Program: 

Center for the Book 

Pass-through the California State Library 
State Library Program: 

Small Business in a Box 
Reacl~ Out and Read 
Staff Education Executive Grant Prograin 
Stat Education Grant 
Local History Digital Resource 

Subtotal State Library Program 

Total National Endowment for the Humanities 

U.S. Department of Education 
Fund for tile Improvement of Education 

Pass-through the California State Department of Education 
Twenty-First Century Con~munity Learning Centers 
Twenty-First Century Community Learning Centers 
Twenty-First Century Conununity Learning Centers 
Twenty-First Century Community Learning Centers 

Subtotal Twenty-First Century Community Learning Centers 

Total U.S. Department of Education 

Corporation for National and Contn~unity Serviees 
Retired and Senior Volunteer Program 
Retired and Senior Volunteer Program 

Subtotal Retired a i d  Senior Volunteer Program 

Senior Companion Program 

Total Corporation for National and Conlmunity Services 

Federal 
Catalog 
Number 

Grant 
Identifying Grant Expenditures 

Nunlber Amount Federal Grant 0 tiler 

See accompanying notes to the Schedule of Expenditures of Federal Awards and 
Schedule of Revenues and Expenditures of Passenger Facility Charges 



CITY OF SAN JOSE, CALIFORNIA 
Schedule of Expenditures of Federal Awards (Continued) 

Year Ended June 30,2006 

Federal Grant 
Catalog Identifying Grant Expenditures 

Federal GrantorIPass-Through GrantorIPrograrn Number Number Amount Federal Grant Other 
U.S. Department of Homeland Security 

Disaster Grants - Public Assistance 
(Presidentially Declared Disasters) 

Assistance to Firefighters Grant 
National Explosives Detection Canine Team Program 

Pass-tluough the California Office of Emergency Services 
FY 04 Urban Areas Security Initiative 
FY 05 Urban Areas Security Initiative 

Subtotal Urban Areas Security Lnitiative 

Metropolitan Medical Response System 
Metropolitan Medical Response System 

Subtotal Metropolitan Medical Response System 

Subtotal California Office of Emergency Services 

Pass-through the County of Saiita Clara 
Citizen Corps 

Total U.S. Department of Homeland Security 

Total Federal Awards 

See accompanying notes to the Sclledule of Expenditures of Federal Awards and 
Sclledule of Revenues and Expenditures of Passenger Facility Cllarges 



CITY OF SAN JOSE, CALIFORNIA 
Schedule of Revenues and Expenditures of Passenger Facility Charges 

Year Ended June 30,2006 

Passenger Facility 
Identifying Charges Project Revenue 

Passenger Facility Charges Project Number/Description Number Amount Expenditures Recognized - -- 
Total Passenger Facility Charges Collection Revenues 
Passenger Facility Charges Collections $ - $ - $ 22,271,576 
Interest Earned on PFC Program 1,584,99 1 

Passenger Facility Charges Projects 
#1 Communication Center Upgrade 
#2 Fire Truck Replacement 

#3 Handlift Replacement 
#4 Noise Attenuation 
#5 Noise Monitoring System Upgrade 
#G Noise RemedyILand Acquisition 
#7 Security Access Control System 

#40a Runway 30L Reconstruction and Extension 

#40b Runway 30L Reconstruction and Extension 

#41 Aircraft Noise & Operation Management System 

#42 Emergency Command Post Relocation & Equipment 

#43 Interim Federal Inspection Sewice (FIS) Facility 

#44 Airfield Lighting Control System 

#46 Ewert Road Improvements 

#47 Slyport Access to Airport Boulevard 

#48 Taxiway Y Pavement Reconstruction 

#49 Transportation Access Plan, Terminal Area Concept 

#50 Terminal C Ramp Lighting Improvement 

#51 Acoustical Treatment of Four Eligible Schools 

#52 Taxiway Z - Apron Reconstruction ( Phase 11) 

#53 Terminal C Fire Protection 
#54 Fiber Optic Cable to ARC & Fire Station 29 

#55 Green Island Bridge 

#56 Replacement of AACS and CCTV 

#57 Skyport Grade Separation 
#58 Terminal Drive Improvements 
#59 Replacement of PASSLIR 
#60 Terminal C Restroom 

#61 Interim Air Cargo Ramp Extension 

#62 Runway 30RI12L Reconstruction 

#63 Noise Attenuation Category I1 & 111 

#64 Taxiway Y Extension 
#65 Extended Noise Attenuation 
#66 Taxiway Y Reconstniction 

Total Passenger Facility Charge Projects 

92-01 -C-00-S JC 
92-01 -C-00-S JC 

92-01-C-00-SJC 
92-0 1 -C-06-SJC 

92-01 -C-00-SJC 
92-0 1 -C-00- SJC 
92-01-C-07-SJC 
98-06-I-00-SJC 
98-06-I-00-SJC 

99-07-C-00-SJC 

99-07-C-00-SJC 

99-08-C-02-SJC 

99-07-C-00-SJC 

99-07-C-00-SJC 
99-07-C-00-SJC 
99-07-C-01 -SJC 
99-07-C-01 -SJC 
99-07-C-00-SJC 
99-07-C-01 -SJC 
00-1 l -C-00-SJC 
00-1 1-C-00-SJC 
00-1 1 -C-00-SJC 
00-1 1 -C-00-SJC 
00-1 1-C-00-SJC 
00-1 I-C-00-SJC 
00-1 I-C-00-SJC 
00-1 1-C-00-SJC 
00-1 1 -C-00-SJC 
00-1 1-C-01-SJC 
00-1 1-C-00-SJC 

00-1 1 -C-00-SJC 
00-1 1-C-00-SJC 

02-1 3-C-00-SJC 
04-1 4-C-00-SJC 

See accompanying notes to the Schedule of Expenditures of  Federal Awards and 

Schedule of Revenues and Expenditures of Passenger Facility Charges 



CITY OF SAN JOSE, CALPFORNIA 

Notes to the Schedule of Expenditures of Federal Awards and 
Schedule of Revenues and Expenditures of Passenger Facility Charges 

Year Ended June 30, 2006 

(I) GENERAL 

The accompanying schedule of expenditures of federal awards (SEFA) presents the activity of 
the federal award programs of the City of San JosC, California (the City). The City's reporting 
entity is defined in Note I to its basic financial statements. The SEFA includes all federal 
awards received directly from federal agencies and federal awards passed-through other 
governmental agencies. In addition, the SEFA includes local, state and other expenditures 
matched along with the federal award expenditures. 

The schedule of revenues and expenditures of passenger facility charges (PFCs) presents only 
the activity of the passenger facility charges program of the Norman Y. Mineta Sail JosC 
International Airport (Airport), an enterprise fund of the City. PFCs are fees imposed on 
enplaned passengers by the Airport for the purpose of generating revenue for Airport projects 
that increase capacity, increase safety, mitigate noise impact and enhance competition between 
and among air carriers in accordance with Federal Aviation Administration approvals. 

(2) BASIS OF PRESENTATION 

The schedules are presented using the modified accrual basis of accounting except for 
programs recorded in the City's enterprise funds, which are presented using the accrual basis 
of accounting, which is described in Note I to the City's basic financial statements, except for 
the federal grant expenditures of (1) Community Development Block Grants Sectian 108 Loan 
Guarantees and (2) Highway Planning and Construction Program. The SEFA includes prior 
years federal reimbursable expenditures of $13,051,267 and $500,000 for the Community 
Development Block Grants-Section 108 Loan Guarantees and Highway Planning and 
Construction Program, respectively, which were fiinded in the year ended June 30, 2006. 

(3) RELATIONSTIIP TO THE BASIC FINANCIAL STATEMENTS 

Expenditures of federal awards and PFCs are reported in the City's basic financial statements 
as expenditures in the general, special revenue and capital projects funds and as expenses for 
non-capital expenditures and as additions to capital assets for capital related expenditures in the 
enterprise funds. 

(4) RELATIONSHIP TO FEDERAL, FINANCIAL REPORTS 

Amounts reported in the SEFA and PFC agree to or can be reconciled with the amounts 
reported in the related federal financial reports. 



CITY OF SAN JOSE, CALIFORNlA 

Notes to the Schedule of Expenditures of Federal Awards and 
Schedule of Revenues and Expenditures of Passenger Facility Charges (Continued) 

Year Ended June 30, 2006 

(5) MOUNTS PROVIDED TO SUBRECIPIENTS 

Included in the total expenditures of federal awards are the following amounts passed through 
to subrecipients: 

Program Title 

Community Development Block Grants - 
Entitlement Grants 

Emergency Shelter Grants Program 
Housing Opportunities for Persons with AIDS 
Workforce Investment Act (WIA) Adult Program 
Workforce Investment Act (WIA) Youth Activities 
Workforce Investment Act (WIA) Dislocated Workers 

Federal 
Catalog 
Number 

Amount 
Provided to 

Subrecipients 

(6) LOANS OUTSTANDING 

The City participates in certain federal award programs that sponsor revolving loan programs, 
which are administered by the City. These programs maintain servicing and trust arrangements 
with the City to collect loan repayments. The funds are returned to the programs upon 
repayment of the principal and interest. The federal government has imposed certain 
continuing compliance requirements with respect to the loans rendered under the programs. In 
accordance with Subpart B, Section 205 of the Office of Management and Budget Circular A- 
133, the City has reported the outstanding balance of loans from previous years that have 
continuing compliance requirements as of June 30, 2006 along with the value of total 
outstanding and new loans made during the current year. The following is a summary of the 
loan programs maintained by the City and their balances at June 30, 2006: 

CFDA 
Program Title Number 

Economic Adjustment Assistance 
Program 11.307 

Community Development Block 
GrantsIEntitlement Grants 14.218 

HOME Investment Partnerships 
Program 14.239 

Prior year 
loans with 
continuing 

Amount compliance 
Outstanding - requirements -- New Loans 



CITY OF SAN JOSE, CALIFORNIA 

Notes to the Schedule of Expenditures of Federal Awards and 
Schedule of Revenues and Expenditures of Passenger Facility Charges (Continued) 

Year Ended June 30, 2006 

(7) AIRPORT EXPENDITURES 

The Federal Aviation Administration reimburses the Airport for approximately 80% of 
allowable Airport Improvement Program (AIP) grant expenditures. The remaining 
unreimbursed portion of grant expenditures, if eligible, are reimbursed from PFC revenue. 
Total allowable AIP expenditures are presented in the accompanying SEFA. 

The accompanying schedule of revenues and expenditures of passenger facility charges 
includes approximately 20% of expenditures reimbursed by PFC revenue for AIP approved 
projects and 100 % for non-AIP approved projects. 

(8) SAN JOSE AREA WATER RECLAMATION & REUSE PROGRAM 

The San Jose Area Water Reclamation & Reuse Program assists the City and tributary agencies 
of the San JosC-Santa Clara Water Pollution Control Plant in protecting endangered species 
habitats, achieving federally mandated water quality standards and reducing reliance on area 
surface, ground water, and imported water supplies. The U.S. Department of Interior - 
Bureau of Reclamation awarded the City $32.5 million in federal fiscal year 1995 and 
approved an increase of $2.5 million in federal fiscal year 2000. Funding for subsequent 
years, up to $35 million, is contingent upon subsequent Congressional appropriations acts. As 
a result of the timing of the subsequent funding approvals, the City requests reimbursements 
for costs incurred in prior fiscal years. 

As of June 30, 2006, Congress appropriated $26,616,047 and the City has cumulative 
reimbursements of $26,208,657 of which $1,496,077 was claimed in fiscal year 2006 for 
expenditures incurred in prior fiscal years. The City accrued and has in process a $407,390 
reimbursement request for fiscal year ended June 30, 2006 that is awaiting final approval from 
the State Water Resources Control Board (SWRCB) in Sacramento, as an administering agent 
for the 1J.S. Department of the Interior. The SEFA reported total expenditures of $3,510, all 
of which were expended in prior fiscal years. 



CITY OF SAN JOSE, CALIFORNIA 

Federal Awards Schedule of Findings and Questioned Costs 

Year Ended June 30, 2006 

Section I Summary of Auditor's Results 

Type of auditor's report issued on the basic financial 
statements of the City: 

Internal control over financial reporting: 

+ Material weahess(es) identified? 

4 Reportable condition(s) identified that are not 
considered to be material weaknesses? 

Noncompliance material to the financial statements noted? 

Federal Awards 

Internal control over major programs: 

e Material weakness(es) identified? 

e Reportable condition(s) identified that are not 
considered to be material weaknesses? 

Type of auditor's report issued on compliance for major 
programs: 

Any audit findings disclosed that are required to be 
reported in accordance with section 510(a) of OMB 
Circular A-133? 

Unqualified 

No 

Yes 

No 

No 

Yes 

Unqualified 

Yes 

Identification of major programs: 

Federal 
Catalog 
Number - .- Name of Federal Program or Cluster 
14.218 Community Development Block GrantslEntitlement Grants 
14.241 Housing Opportunities for Persons with Aids 
14.248 Community Development Block Grants-Section 108 Loan Guarantees 
20.106 Airport Improvement Program 
97.008 Urban Areas Security Initiative 

Dollar threshold used to distinguish between type A 
and type B programs: 

Auditee qualified as a low-risk auditee? 

$3,000,000 

Yes 



CITY OF SAN JOSE, CALJFORNIA 

Federal Awards Schedule of Findings and Questioned Costs (Continued) 

Year Ended June 30, 2006 

Section I1 Financial Statement Findings 

Finding No. 2006-A Finaizcial Reporting 

For years, the City of San Jose has served as a model of timely and accurate financial reporting. The 
City's reputation was earned as a direct result of leaders setting the proper "tone-at-the-top", a vigilant 
City Auditor and skilled staff in the Finance Department. However, in recent years we have observed 
a number of events and conditions within the City's Finance Department that we believe have 
challenged the City's financial reporting process. In fact, we have watched the Finance Department 
continue to experience additional demands for its services while confronting retirements of key 
participants in the financial reporting process creating a serious drain on institutional knowledge. 

The current lack of resources, particularly those devoted to financial reporting, has resulted in financial 
statement drafts containing numerous errors and requiring more review time by the external auditors 
Some of the deficiencies noted during the audit are as follows: 

Improper financial statement presentation of debt refunding transactions 
Incorrect accounting treatment related to the commercial paper program 
Failure to defer "unavailable" receivables in the governmental fund statements 
Failure to transfer completed projects out of CIP and begin depreciating these assets 
Incomplete capture of capitalizable expenditures (i.e., amounts were expensed versus 
capitalized) 
Failure to relieve inactive encumbrances 
Failure to review major fund determinations for financial statement presentation 
Inadequate review and understanding of the general liability claims estimate 

We recommend the City's Finance Director or the Deputy Director of Finance, Accounting Division 
play a more active role in monitoring and reviewing the financial reporting process to ensure timely 
and accurate financial data. This monitoring and review process should include verifying that all 
significant accounts and non-routine transactions are properly supported; ensuring proper 
consolidation, transfer, mapping and roll-up of account balances; reconciling related party transactions 
(e.g., with the Redevelopment Agency) and reviewing "top level" adjustments. Additionally, the City 
should re-evaluate the adequacy of the current resource level in the Finance Department, simplify the 
existing financial reporting spreadsheets and offer additional financial reporting training to enhance the 
professional development of its staff. 

Malzagenzer~t Resporzse: 
The City agrees that the completion of the Comprehensive Annual Financial Report (CAFR) was more 
challenging than in recent prior years and that the principal cause was a diminution of technical 
expertise and experience in the financial reporting staff through vacancies due to retirements, 
promotions, and transfers. Despite these challenges, the City produced a complete, accurate, and 
professionally presented CAFR in a timely manner consistent with recent years. The Finance 
Department acknowledges that this accomplishment depended on more than the usual amount of review 
and conxnent by the auditors and that effort is appreciated. 



CITY OF SAN JOSE, CALIFORNIA 

Federal Awards Schedule of Findings and Questioned Costs (Continued) 

Year Ended June 30, 2006 

Section I1 Financial Statement Findings (Continued) 

City and Finance Department leadership remains committed to providing timely and accurate financial 
statements. The Deputy Director of Finance, Accounting Division will oversee the next audit and 
CAFR production cycle i~nplementing the following action plan: 

Fill all Accounting vacancies that are approved for recruitment. 
Implement better process control through the use of automated project tracking software. 
Provide special staff training course on financial statement presentation and CAFR production. 
Seek training of newly hired and promoted staff through professional finance and accounting 
organizations. 
Begin audit and CAFR planning earlier and clarify stakeholder roles. 
Involve other City departments and special entities in audit and CAFR planning. 
Update desk manuals for Accounting staff. 
Re-design underlying CAFR spreadsheets improving audit trail, linking, and ease of use. 

Finding No. 2006-B General Liability Claiins 

The City is self-insured for its general liability claims. For annual financial reporting purposes, the 
City estimates a provision for its losses on each outstanding claim and/or lawsuit. The City Attorney's 
Office (CAO) estimates the City's claims liability based on consultation with legal counsel and claims 
adjusters and summarizes its results in an annual "Reserves Report". The CAO provides the Reserves 
Report to the Finance Department to serve as the basis in computing the City's total adjusted general 
liability claims liability which is allocated among the City's funds. 

TJnder generally accepted accounting principles (GAAP), the City is required to report a liability for 
claims that can be "reasonably estimated" and are "probable of occurrence", otherwise known as 
"probable" claims. The accounting literature also discusses claims that fall into the category of 
"reasonably possible" but not probable. Claims that fall under the reasonably possible category are not 
required to be reported as a liability, however, if they are considered material they should be disclosed 
in the notes to the financial statements. During our review of the City's estimation process for general 
claims liabilities, we noted certain claims defined as "reasonably possible" were incorrectly included in 
the liability estimate. We believe the amounts included were not Inaterial to the City's financial 
statements, however, to avoid overstating the City's claims liabilities; individuals responsible for 
developing these estimates should receive the appropriate GAAP training. 

During our testing we also noted three other areas that warrant additional attention, as follows: 
(1) certain claims closed during the year were not removed from the listing used to develop year end 
liability estimates, (2) the amount reserved for two of the twenty claims tested was understated, and (3) 
estimated losses are not being properly allocated to the City's major enterprise funds. 



CITY OF SAN JOSE, CALIFORNIA 

Federal Awards Schedule of Findings and Questioned Costs (Continued) 

Year Ended June 30, 2006 

Section I1 Financial Statement Findings (Continued) 

We recommend the City's Finance Department take the lead in coordinating efforts with the CAO and 
developing the GAAP basis general liability accruals. In preparation for the annual audit, the CAO 
should, to the extent possible, classify the City's general liability claims as probable, reasonably 
possible or remote and meet with Finance staff to ensure both departments have a clear understanding 
of the City's claims liability reporting and disclosure requirements. Additionally, the City should make 
process improvements to ensure the Reserve Report is updated timely, the computed total adjusted 
claims liability is fairly stated and losses are properly allocated to tlie appropriate funds. 

Ma~zagenzent Response: 
Finance Department and City Attorney staff have met and agreed to classify claims liabilities according 
to GAAP categories. Appropriate training will be provided to responsible staff in this technical area. In 
addition, the improvements over the control over the production of the CAFR discussed in the City's 
response to Finding No. 2006-A above will prevent the incorrect statement of claims amounts. 



CITY OF SAN JOSE, CALIFORNIA 

Federal Awards Schedule of Findings and Questioned Costs (Continued) 

Year Ended June 30, 2006 

Section IT1 Federal Award Findings and Questioned Costs 

Finding No. 2006-1 U.S. Department of Housing and Urban Development 
Community Development Block Grants - Section 108 Loan Guarantees, 
CFDA #14.248 

Community Development Block Grant/ 
Brownfields Economic Development Initiative, CFDA #14.246 

U.S. Department of Transportation 
Highway Planning Construction, CFDA #20.205 

Criteria 
The U.S. Office of Management and Budget Circular A-133, Audits of States, L,ocal Govenzr~zerzts and 
Norz-Profit Orgaizizatio~zs (OMB Circular A-133), requires that the City prepare a schedule showing 
total expenditures for the year for each federal program. Further, OMB Circular A-133 requires that 
the auditor identify and audit all high-risk Type A federal programs. The City's Type A programs are 
those exceeding $3 million. 

Co~zditiolt 
During our audit we noted that the City did not capture $52 million in federal expenditures under the 
Community Development Block Grants-Section 108 Loan Guarantees Program (CFDA #14.248) and 
on the draft schedule of expenditures of federal awards (SEFA). This program is considered a high 
risk Type A program and was required to be tested as a major program as part of the fiscal year 2006 
Single Audit. We did audit this program as part of Single Audit, but the City's delay in capturing the 
information caused the City delays in completing its Single Audit. 

In addition, we noted that the City identified the following grants awarded to the Redevelop~nent 
Agency (Agency) that had expenditures for the current year and prior years that were not captured in 
the City's draft SEFA: 

CFDA #14.246 Community Development Block Grant/Brownfields Economic Development 
Initiative - $2,017,165 
CFDA #20.205 Highway Planning Construction .- $500,000 related to previous years' 
expenditures 

These expenditures were also subsequently included in the City's final SEFA. 

Cause 
The City was unaware that federal loans awarded under the Comnlunity Development Block 
Grants Section 108 Loan Guarantees Program are subject to Single Audit requirements. In addition, 
the ~ & n c ~  was unaware that they needed to communicate and coordinate with the City's Finance 
Department in order for the Agency's federal grants to be included with the City's Single Audit 
Report. 



CITY OF SAN JOSE, CALIFORNIA 

Federal Awards Schedule of Findings and Questioned Costs (Continued) 

Year Ended June 30, 2006 

Section 111 Federal Award and Questioned Costs (Continued) 

Finding No. 2006-1 (Continued) 

Effect 
The City's SEFA has been understated by programs not identified as federal awards. As a result, a 
high-risk Type A program may not have been captured for testing and high-risk Type B programs may 
not have been subjected to the required audit risk assessment. All expendihires noted above were 
reported in the SEFA for the fiscal year ended June 30, 2006. 

Questioned Costs: 
None 

Recolnlnerzdation 
We recommend the City at least annually communicate federal grant requirements to all City 
departments including the Redevelopment Agency and provide guidance when assessing requirements 
related to proper grant management. The communication should include guidance and updates on 
identification of funding source (federal, state, and other), guidance on identification of reporting 
requirements and timing, guidance on when to record revenues and expenditures in the general ledger 
system, and a year-end reconciliation requirement to ensure that revenues and receivables are properly 
captured. This will irnprove oversight of grants management and improve the capture of information 
for year end reporting requirements including the City's preparation of the SEFA. 

Malzagenzerzt 's Resporzse and Correction Action Plan: 
The Finance Department updates its grants database three times per fiscal year based on grants related 
expenditures and revenues reported by departments. Finance staff reconciles the grant data to the 
reports generated from the City's financial management system. In the past, the Finance Departnlent 
had not included the Redevelopn~ent Agency in its annual training on grant-related reporting 
responsibilities. The Finance Department will include the Redevelopment Agency in this effort 
henceforth. 

Initially, the City did not include the Section 108 Loan Guarantees Program related to Community 
Development Block Grants in its SEFA report because the loan documents did not indicate that the 
program was subject to Single Audit reporting requirements and did not indicate a Catalogue of Federal 
Domestic Assistance (CFDA) classification number. In the future, the City will positively confirm 
whether or not a federal source of funds is subject to Single Audit requirements in cases where the 
grant documents are silent on the issue. The City will educate departments about grant reporting 
requirements. 



CITY OF SAN JOSE, CALIFOFWA 

Federal Awards Schedule of Findings and Questioned Costs (Continued) 

Year Ended June 30, 2006 

Section 111 Federal Award Findings and Questioned Costs (Continued) 

Finding No. 2006-2 U.S. Department of Homeland Security 
Urban Areas Security Initiative (TJASI), CFDA #97.008 
Subrecipient Monitoring 

Criteria: 
Under the requirements of the Single Audit Act and OMB Circular A-133, subrecipients of federal 
awards must be monitored by the primary recipient to determine whether the subrecipient has expended 
the awards in accordance with applicable laws and regulations. Furthermore, OMB Circular A-133 
provides that, in such instances, the primary recipient should, among other things: 

1. Determine whether the subrecipient has met the audit requirements of OMB Circular A- 
133, if applicable; 

2. Deternrine whether the subrecipient spent federal awards provided in accordance with 
applicable laws and regulations; and 

3. Consider various risk factors in developing subrecipient monitoring procedures such as: 
a. relative size and complexity of the federal awards administered by the subrecipient, 
b. prior experience with each subrecipient, and 
c. cost-effectiveness of various monitoring procedures. 

The primary recipient's responsibilities may be discharged for subrecipients receiving federal awards 
of $500,000 or more by relying upon independent audits of the subrecipients, performed in accordance 
with OMB Circular A-133. For those subrecipients that are required to obtain single audit reports in 
accordance with OMB Circular A-133, the City, as the pri~nary recipient, is also required to ensure 
that the audits are performed, and must follow-up on the resolution of all reported findings and 
questioned costs. 

The primary recipient's responsibilities may be discharged for subrecipients receiving federal awards 
less than $500,000 by performing a combination of the following procedures: 

1. Relying on appropriate procedures performed by the primary recipient's internal audit 
department or program management personnel through on-site visits; 

2. Reviewing documentation in support of amounts claimed for reimbursement; and 
3. Applying certain agreed-upon procedures. 

Condition: 
The City did not monitor all five of the grant recipients selected for subrecipient testing to ensure that 
the subrecipeints did not have findings nor questioned costs related to the UASI program requiring the 
City's resolution. 

EJScect: 
Without reviewing the City's subrecipient single audit reports for findings and questioned costs, the 
City did not issue a management decision 011 audit findings within six months after receipt of the 
subrecipient's audit report and did not ensure that the subrecipient takes appropriate and timely 
corrective action and consider whether subrecipient audits necessitate adjustment of tlle City's own 
records as required under OMB Circular A-133 5 Subpart D.400. If questioned costs at the 
subrecipient level are found to be unallowable by the City, tlle City may require the pass-through entity 



CITY OF SAN JOSE, CALIFORMA 

Federal Awards Schedule of Findings and Questioned Costs (Continued) 

Year Ended June 30, 2006 

Section I11 Federal Award Findings and Questioned Costs (Continued) 

Finding No. 2006-2 (Continued) 

to adjust its financial records and its federal expenditure reports. As part of the City's finding- 
resolution process, the City should estimate the total unallowable costs that are associated with each 
subrecipient finding arid consider the need to adjust financial records and federal expenditure reports. 

Questioned Costs: 
N/A 

Reconznzeizdatiolz: 
We recommend that the City's Office of Emergency Services develop and iniplement policies requiring 
the review and resolution of subrecipient findings and questioned costs. The City sliould obtain and 
review the subrecipient A-133 audit reports and ensure that the subrecipients have taken the appropriate 
and timely corrective action on any findings. 

Marzagel~zeizt Response arzd Corrective Actiorz Plan: 
The City concurs with the recommendation and the Office of Emergency Services (OES) has notified 
subrecipients of FY2005-06 lJASI funding about the OMB A-133 Single Audit requirements. The most 
recent Single Audit report has been requested and will be reviewed to ensure subrecipients have taken 
appropriate and timely corrective action on findings. In addition, OES has notified actual and potential 
subrecipients of FY 2006-07 UASI funding of the OMB A-133 audit requirements and they will be 
required to submit past Single Audit reports as part of the application process. 



CITY OF SAN JOSE, CALIFORNZA 

Passenger Facility Charges Schedule of Findings and Questioned Costs 

Year Ended June 30, 2006 

Section I Summary of Auditor's Results 

Type of auditor's report issued on the basic financial 
statements of the City: 

Internal control over financial reporting: 

+ Material weakness(es) identified? 

4 Reportable condition(s) identified that are not 
considered to be material weaknesses? 

Noncompliance material to the financial statements noted? 

Passelzger Facility Charges 

Internal control over Passenger Facility Charges: 

+ Material weakness(es) identified? 

o Reportable condition(s) identified that are not 
considered to be material weaknesses? 

Type of auditor's report issued on compliance for the 
Passenger Facility Charges program: 

Any audit findings disclosed that are required to be 
reported in accordance with section 5 10(a) of OMB 
Circular A-133 in relation to the Passenger Facility Charge 
program? 

Unqualified 

No 

Yes 

No 

No 

None reported 

CJnqualified 

Section TI Financial Statement Findings 

See Section I1 of the Federal Awards Schedule of Findings and Questioned Costs. 

Section 111 Passenger Facility Charges Findigs and Questioned Costs 

None reported. 



CITY OF SAN JOSE, CALIFORNIA 

Summary Schedule of Prior Audit Findings 

Year Ended June 30, 2006 

Reference Number: 2005-1 

Federal Catalog Number/ 14.218 / Community Development Block GrantsIEntitlement Grants 
Program Name: 

Audit Finding: Subrecipient files did not contain support indicating that certification 
was received or verified on the subrecipients procurement, suspension 
and debarment status. 

Status of Corrective Action: Corrected. 
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