RULES COMMITTEE: 06-23-10
ITEM: H.1

reer &
SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: Rules & Open Government Committee FROM: Sharon W. Erickson,
City Auditor
SUBJECT: CITY AUDITOR’S PROPOSED DATE: June 17,2010

FISCAL YEAR 2010-11 WORK PLAN

RECOMMENDATION

The City Auditor’s Office recommends that the Rules and Open Government Committee review and
approve of the City Auditor’s Fiscal Year 2010-11 Work Plan.

BACKGROUND

The mission of the City Auditor’s Office is to independently assess and report on City operations and
services. To fulfill this mission, the Auditor’s Office conducts performance audits that identify ways to
increase the economy, efficiency, effectiveness, and accountability of City government, and provide
independent, reliable, accurate, and timely information to the City Council and other stakeholders. The
City Auditor submits an annual plan to the Rules and Open Government Committee for review and
approval. This report presents the City Auditor’s proposed work plan for fiscal year 2010-11.

As part of our annual review of potential audit subjects, we solicit audit suggestions from City Council
members, members of the public, and staff. We also use information from the City’s adopted operating
and capital budgets and financial statements to prepare a spreadsheet model of potential audit subjects.
The purpose of the model is to help prioritize audit work. It compares the following seven factors:
proposed 2010-11 expenditures, estimated 2010-11 revenue, fund type, proposed number of staff
(budgeted full time equivalents, or FTE), estimated fund balance, audit requests, and date of last audit.
The results of the model are attached (see Attachment A). We try to give consideration to the top 10
items on that list.

PROPOSED AUDIT ASSIGNMENTS

The list of proposed assignments for fiscal year 2010-11 includes a mix of audits and special projects that
address a wide range of concerns consistent with the City Auditor’s areas of responsibility.

Assignments in process:

I.  Annual external financial audit and single audit (contracted audit service) — The City
Charter requires an annual audit of the City’s financial transactions. The City Auditor’s Office
works with the independent certified public accounting firm of Macias Gini and O’Connell LLP, the
Finance, Airport, and Retirement Departments, and the Redevelopment Agency to coordinate this
effort. Target date: Nov-2010.

2. Pension sustainability (in process) — To assess the long-term sustainability of pension benefits
and the potential impact of cost increases on City operations. Target date: TBD.
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Airport food, beverage, and retail concessionaires (in process) — Per an agreement with the
Airport, the Auditor’s Office will conduct quarterly audits to determine whether concessionaires
are in compliance with the pricing (street plus 10 percent), key gross revenue, concession fee, and
liability provisions of their agreements with the City. Costs of these audits will be reimbursed by
the Airport in an amount not to exceed $65,000. Target date: TBD.

Take home vehicles (in process) — To assess the cost and reasonableness of current practices

-and potential opportunities to reduce the number of take home vehicles, including analysis of

proposed reductions to Police Department take home vehicles effective November 1, 2010 (per
Proposed 2010-11 Operating Budget page VIII-224). Target date: Oct-2010.

Disability retirements (in process) — To assess potential factors leading to a high disability
retirement rate in the City of San Jose (follow-up to our 2009 Audit of the City of San Jose’s Workers
Compensation Program). Target date: TBD.

>

Procurement card transactions (periodic audit in process) — To test departmental compliance
with the City’s procurement card policy, focusing on procurement card purchases in the
Environmental Services, Police, and Parks Recreation and Neighborhood Services departments.
Target date: TBD.

On-going projects:

7.

Semi-annual audit recommendation status reports (on-going) — The City Auditor’s Office
issues reports on the implementation status of all open audit recommendations as of June 30t and
December 31st. We also meet with department staff as needed to discuss progress towards
implementing open audit recommendations. Target dates: Oct-2010 and Mar-201 I.

Semi-annual compliance reviews of the City’s investment program (contracted audit
service) — The City’s investment policy requires semi-annual compliances audits to determine
whether the investments in the City’s pooled portfolio are in compliance with the City’s
investment policy, internal controls, and department procedures. Macias Gini and O’Connell LLP
will conduct the audits as of June 30t and December 31st. Target dates: Oct-2010 and Apr-2011.

Annual review of TEAM San Jose, Inc. performance (as required in the City’s agreement
with TSJ) — Annual review to determine whether TS met its performance metrics and key
requirements in the Management Agreement as of June 30, 2010. This will be the first review of
the new performance measures established under the revised agreement. Target date: Sep-2010.

Annual audits of voter-approved bond and parcel tax measures (contracted audit service)
— Macias Gini and O’Connell LLP will conduct audits of the Branch Library Bond Projects Fund, the
Parks and Recreation Bond Projects Fund, the Public Safety Bond Projects Fund, and the Library
Parcel Tax Special Revenue Fund, satisfying the City’s obligation for guaranteed annual audits.
Target date for fiscal year 2010-11 audits: Nov-2010.

Service Efforts and Accomplishments (SEA) Report (on-going) — Third annual report
providing data about the cost, quality, quantity, and timeliness of City services. The purpose of
SEA reporting is to strengthen public accountability, and help improve government efficiency and
effectiveness. The report incorporates existing performance measurement data, showing five-year
historical trends, a variety of comparisons to other cities, and the results of resident surveys.
Target date: Dec-2010.

Additional projects:

12.

<NEW?> Police management — To identify opportunities for efficiencies and consolidations in
the Police Department that would maximize the number of officers on patrol, including possible
opportunities identified by Councilmember Constant (per the Mayor’s June Budget Message for
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20.

21.

22,

23.

Fiscal Year 2010-11). The Police Department is targeted in the 2010-11 citywide risk assessment
(Attachment A). Target date: TBD.

Recovery Act funding (continuing project) — In June 2009, the City Auditor’s Office issued
American Recovery and Reinvestment Act Preliminary Report on Internal Controls. This was followed by
a Review of American Recovery and Reinvestment Act First Quarterly Reports in November 2009. Our
third Recovery and Reinvestment Act report will examine spending and results achieved. Target
date: TBD. ‘

Personnel costs (carryover from FY 2009-10 work plan) — The proposed 2010-11 budget for
personal services is $606 million. This audit will review labor costs including overtime, premium
pay, step increases, and leave costs. Personal services costs are targeted in the 2010-11 citywide
risk assessment (Attachment A). Target date: TBD.

Information technology general controls (carryover from FY 2009-10 work plan) — The City’s

reliance on computer systems for its key business systems and resource reductions in the Information

Technology Department require additional audit emphasis in this area. Target date: TBD.

Housing programs (added November 2009 per Mayor’s Redevelopment Agency Budget
Message) — To assess the efficiency and effectiveness of the rehabilitation, new construction, and
first-time homebuyer programs. Housing programs are targeted in the 2010-11 citywide risk
assessment (Attachment A). Target date: TBD.

Police Department secondary employment program (carryover from FY 2009-10 work
plan) — To assess the cost and effectiveness of the program. Target date: TBD.

Traffic citation revenue (carryover from FY 2009-10 work plan) — The City receives a portion
of the fines collected in connection with violations of the State Vehicle Code on City streets. In
FY 2010-11, Vehicle Code Fine revenue is estimated at $3 million. Target date: TBD.

Second annual financial scan of city-funded community-based organizations — In April
2010, the City Auditor’s Office issued the first Annual Financial Scan of City-Funded Community-Based
Organizations. The Rules Committee accepted the report and asked the Auditor’s Office to return
with an assessment of the value of the report. The report was well-received by the non-profit
community and is proving a useful component the City’s non-profit strategic engagement platform.
We recommend continuing this project for a second year. Target date: Feb-2010.

Cardroom oversight (continuing project) — In April 2010, the City Auditor’s Office issued an
Audit of the City’s Licensing and Permitting of Cardroom Owners and Employees. This second audit will
assess the efficiency and effectiveness of the City’s other cardroom regulatory functions. Target
date: TBD.

<NEW?> Supplemental military pay calculations and processing — The City of San Jose
provides eligible City employees called to active military duty with supplemental salary, health and
dental insurance, and retirement contributions. The purpose of this audit is to identify ways to
streamline the process. Target date: TBD.

<NEW?> Form 700 filers — About ,400 city employees and others are required to file
Statements of Economic Interests. The purpose of our review is to verify compliance with report
submission requirements. Target date: TBD.

<NEW?> Fire Department performance measures — The City Auditor reports on City
government performance through the annual Service Efforts and Accomplishments Report. In
September 2009, the office issued Performance Management and Reporting in San Jose: A Proposal for
Improvement including recommendations to improve data quality. This project will assess the
accuracy and reporting of selected performance measures in the Fire Department. Target date:
TBD.
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24.

25.

26.

Santa Clara County Cities Association (annual review at the request of the Association’s

Board) — Review of expenditures and controls for the year ending June 30, 2010. Target date:
TBD.

Redevelopment Agency development agreements (on-going) — Per an agreement with the
Redevelopment Agency, the Auditor’s Office will conduct audits of individual development
agreements upon request. Costs of these reviews will be reimbursed by the Redevelopment
Agency in an amount not to exceed $50,000. Target date: TBD.

<NEW?> Citywide open purchase order for office supplies — This is one in a series of audits
of large contracts designed to confirm that the City is getting the service that it is paying for
and/or the revenues to which it is entitled (recent audits included an Audit of the Airport’s Parking
Management Agreement and on-going audits of Airport concessions). Target date: TBD.

Audit Administration and Other Responsibilities:

27.

28.

29.

30.

Annual audit work plan and monthly status reports (on-going) — The City Charter requires
the City Auditor to submit monthly reports to the City Council outlining activities and findings in
the immediately preceding calendar month.

Provide training to city employees on how to incorporate risk analysis and internal
controls into their management strategies, and how to use performance measures to
improve service delivery and drive decision making (budget objective) — Sessions will be
scheduled through the citywide training program. Target dates: TBD.

Quarterly whistleblower hotline monitoring (on-going) — The Office of Employee Relations
administers the hotline and handles all incoming calls. The Office of Employee Relations meets
with the City Attorney and City Auditor quarterly to review the status of calls received.

Advisor to City Manager’s police use of force working group (added November 2009 per
Mayor’s memorandum to the Public Safety, Finance, and Strategic Support Committee). Target
date: TBD.

PROJECTS CONSIDERED BUT NOT RECOMMENDED AT THIS TIME

We designed the above proposed list of projects to address what we consider to be the highest priority

areas,

while trying to limit the scope of work to what we can realistically accomplish. There are a

number of audit requests and other items that we are unable to accommodate in our work plan due to
limited audit resources. Those items include:

Airport general aviation services and net revenue (citizen request)
Benefits administration — Efficiency, effectiveness, and consistency of administration of employee benefits

Energy efficiency — Potential cost savings through energy efficiency, utility rebates, and operational
efficiencies (staff suggestion)

Community-based organization funding decisions — Review ranking and priority-setting processes for
fairness and consistency across departments and funding sources (qudit request)

Community-based organization TBD — Assess the performance and financial condition of one or more
City-funded community-based organizations (carryover from 2009-10 work plan)

Community code enforcement (carryover from 2009-10 work plan); targeted in the 2010-11 citywide
risk assessment (Attachment A)
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o  Contract documentation and insurance (carry-over from 2009-10 work plan)
e Convention and Visitors Bureau (2008 audit request)

o Employee promotional testing — Assess the cost effectiveness of maintaining testing cycles (anonymous
request)

e  Environmental Services Department staffing levels and management oversight

e library — Efficiency and effectiveness library staffing model (staff suggestion); Library programs are
targeted in the 2010-11 citywide risk assessment (Attachment A)

e  Overhead rates (Community Budget Working Group suggestion')

e  Permitting process for high-rise residential (carryover from 2008-09 workplan); Development plan
review and building construction inspection is targeted in the 2010-11 citywide risk assessment

(Attachment A)
e  Storm sewer operating fund — This fund was targeted in the 2010-11 citywide risk assessment
(Attachment A)
NEXT STEPS

As audit work proceeds, | will forward to the City Council monthly reports describing the status and
progress towards completing audit projects. As part of our normal audit process, we will notify you
when we start each audit to determine if you have any interests or concerns that we can address during
our audit. This is intended to ensure that our audits are responsive to your needs. Any subsequent
additions to the work plan will be forwarded to the Rules Committee for approval. Generally, audit
reports will be heard by the Public Safety, Finance and Strategic Support Committee unless the item is
considered to be of interest to the full City Council.

Sharen W, Eniedenmo
Sharon W. Erickson
City Auditor

Attachment A: Citywide risk assessment model
0712M

"'In May 2009, the Community Budget Working Group recommended that the City Auditor’s workplan
“emphasize the monitoring of tax collections, such as collection of use taxes, the monitoring of overhead payments from
non-General Fund programs to the General Fund, and ony other assignments most likely to produce General Fund savings or
resources.”
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