MEMORANDUM

CITY OF OAKLAND

TO: HONORABLE MAYOR & FROM: Donna Hom
CITY COUNCIL

SUBJECT: FY 2013-2015 Proposed Policy Budget DATE: June 12, 2013

City Administrator Date
Approval /sl Deanna J. Santana 6/12/13

The purpose of this memorandum is to transmit to the full City Council a fourth set of responses
to questions raised by City Councilmembers regarding the Fiscal Year (FY) 2013-2015 Proposed
Policy Budget. We have answered as many questions as possible; however, some questions still
require more staff analysis, and as such, we will answer any remaining questions through
additional supplemental memos. To the extent that any additional information becomes available
on any of the below questions or questions in past supplemental memorandums, we will continue
to update the City Council accordingly.

DISCUSSION

General
1) Provide information about the proposed Graphic Design Specialist Position.

As a background, Graphic Design Specialist is currently vacant and was cut during the FY 2013-
15 Policy Budget development process. However, legal counsel advised staff that the City will
not be able to bring any graphic design work to outside vendors if the position is not fully
funded. Staff has requested $80,000 from the General Purpose Fund for portion of the position.
The balance of the funding of $34,298 in year one and $37,072 in year two will come from the
non-General Purpose Fund.

2) Provide the base cost for each and every new/additional/add/delete/upgraded position in
the Proposed Budget

The detailed list of newly added and deleted positions in comparison with the Adopted Amended
FY 2012-13 Policy Budget is displayed in Attachment A. Please note that the cost to add
positions and related saving from deleting positions reflect net salary savings/costs only (does
not include benefits, pension, and overhead related costs).

3) Of the nearly 1,400 Temporary Part-Time (TPT) employees, how many have been in
their positions for the last two years? How much would it cost for the Administration to
conduct an evaluation to determine which TPT positions should more logically and fairly
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be classified as Permanent Part-Time positions? If half of the TPT positions were
converted into PPT positions effective January 2015 (with commensurate benefits), how
much would it cost the city in this two year budget cycle (and as on-going additional
expenses going forward)? Given the City’s budget realities, how would the Administration
recommend phasing in such a transition over time?

Temporary Part-Time (TPT) employee counts change throughout the year. Listed below are the
counts by classification and by departments as of January, 2013. As indicated below, most of the
TPT are in Parks and Recreations followed by the Library. Please note that the positions listed
below are head counts, not full-time equivalent (FTE).

Count of
DEPT TITLE EMP#
Community Services
Administrative Assistant |, PT 1
Crossing Guard, PT 6
Custodian, PT 13
Facility Security Assistant, PT 1
Food Program Driver, PT
Food Program Monitor, PT 8
Lifeguard, PT 75
Maintenance Mechanic, PT 2
Park Attendant, PT 13
Pool Manager, PT 14
Recreation Aide, PT 159
Recreation Attendant |, PT 82
Recreation Attendant Il, PT 6
Recreation Leader I, PT 253
Recreation Leader IlI, PT 56
Recreation Specialist I, PT 62
Recreation Specialist II, PT 36
Recreation Specialist Ill, PT 12
Sports Official, PT 54
Stagehand, PT 1
Van Driver, PT
Water Safety Instructor, PT 24
Community Services Total 895

Fire Department
Administrative Assistant |, PT
Fire Suppression Dist Inspect PT
Office Assistant |, PT
Office Assistant Il, PT

N A
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Fire Department Total 11
Library

Librarian I, PT 52
Librarian I, PT 11
Librarian, Senior, PT 1
Library Aide, PT 117
Library Assistant, PT 62
Literacy Assistant, PT 2
Museum Guard, PT 7
Library Total 252
Planning & Building
Administrative Assistant |, PT 1
Planning & Building Total 1
Police Department
Animal Care Attendant, PT 16
Crossing Guard, PT 52
Parking Control Technician, PT 52
Police Department Total 120
Public Works
Custodian, PT 33
Facility Security Assistant, PT 1
Park Attendant, PT 55
Public Works Total 89
Grand Total 1368

To assess how many TPT can be converted to permanent part time (PPT) positions, staff would
need to assessment the operational needs of each department. Furthermore, if the funding
capacity is not able to absorb increase cost in personnel, reduction in other areas would have to
be assessed. Staff needs to examine this matter and formulate a work plan before committed to
the timeline and magnitude of costs. As staff is fully engaged in labor negotiation, budget
development, and fiscal year-end closing, it is more realistic to report back in late fall on this
matter. There is no capacity at this time to do this analysis.

Revenue

1) It has come to my attention that Oakland has approximately 15,000 scofflaw drivers
(those that qualify for booting), and an unused special camera for reading license plates
sufficient to identify scofflaws. If the city were to maximize the use of this additional
camera with necessary personnel, how much more additional revenue (beyond the $2
million already identified in the proposed budget) could the city realize? How much would
it cost the City to set up an in-house booting program sufficient to identify additional



HONORABLE MAYOR AND CITY COUNCIL
Subject: Proposed FY 13-15 Proposed Policy Budget

Date: June 12, 2013 Page 4

scofflaws beyond those identified by our current outside contractor? Would such an in-
house program more than pay for itself?

The additional license plate reader is being employed as a component of the previously noted
booting programs already accounted for in the budget. The $2 million reflected in the budget
(revised to $2.5 million in an June 4 information memorandum) is due to the synchronization of
boot eligible lists between Oakland and other jurisdictions. This revenue increase is independent
of ongoing enforcement via booting.

The following analysis demonstrates the impacts of adding additional boot crews. These
estimates are over-and-above those assumed in the budget. There is a diminishing return to
additional crews. The diminishing return is caused by a decrease in the number of vehicles
eligible for booting as other crews will have already taken enforcement actions. The analysis
assumes that booting crews are completely dedicated to boot parking enforcement efforts and are
not routinely redeployed to address other traffic and vehicle concerns such as special events and
abandoned automobiles. Further boot crews (and thus revenues) would not likely be available
until FY 2014-15 due to the time required to hire a boot crews (2 police service technicians) and
the requirements that these employees undergo background checks and receive required training.

Conservative Estimates

No. of Crews Annual Revenue Annual Expense Annual Net Revenue
1 Crew $ 971,520 $ 178,618 $ 792,902
2 Crews $ 1,700,160 $ 357,235 $ 1,342,925
3 Crews $ 2,185,920 $ 535,853 $ 1,650,067

To view a copy of the June 4, 2013 information memorandum on the update on FY 2014-15
Projected Parking Citation Revenue Estimates, please follow the below link:

http://www?2.0aklandnet.com/oakcal/groups/cityadministrator/documents/agenda/oak041383.pdf

2) At what level will the residential parking permit fee be cost-recovery?

Preliminary analysis suggests that the average residential parking permit fee ($19) would need to
be raised to an average $104.50 to be cost covering (550% increase). This would represent an
increase of roughly $925,000 in revenue assuming that the volume of permit seekers remained
constant. However, it should be noted that this analysis is preliminary and a more rigorous cost
recovery analysis would be required to ensure that any fee increases comply with Proposition 26.

3) How much money would be saved/available if the schedules for Fund 1100 (Self-
Insurance Liability) and Fund 4100 (Equipment) are adjusted to reach a zero balance (or
perhaps a $20,000 positive balance)? Please provide a table with a detailed accounting of
the currently scheduled repayment amount from each fund into 1100 and 4100, per year
across each of their entire payment schedule. In addition, please break down the current
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1100 and 4100 negative balances in terms of the specific total amounts owed by other funds
into each negative balance.

In FY 2008-09, the External Auditor’s issued a material weakness finding on the Internal Service
Funds (ISF) deficit because the City’s accumulated internal borrowings have reached $50.8
million as of June 30, 2009. The Auditor’s recommended “that the City monitor the progress of
its restructured repayment plan very closely to ensure its feasibility. If it is determined that the
plan is not feasible and the City does not intend to or cannot recover the full cost of providing
goods or services within a reasonable period of time, then the use of Internal Service Funds is
no longer appropriate under GAAP and should not be used for financial reporting purposes”
(refer to Attachment B). The City has been able to maintain its repayment plan and in the FY
2010-11 audit, the Auditors considered the repayment plan implemented. BY the end of FY
2012-13, the City will have reduced deficit from the high of $50.8 in FY 2008-09 to $31.4
million (projected). That is approximately $19.4 million in repayment to the ISF deficit.

At this time, the City Administration considers the current repayment plan prudent and good for
the long-term fiscal stability for the City. As such, it is recommended that the City maintains the
repayment plan. It should be noted that if the City chooses not to continue with the repayment
plan, the External Auditors will recommend for the City to discontinue the use of Internal
Service Funds for financial reporting purpose because they would no longer be appropriate under
GAAP (Generally Acceptable Accounting Principles). For example, if this occurred in FY 2012-
13 with the ISF’s accumulated borrowing or deficit at the estimated $31.4 million, the General
Purpose Fund (GPF) would have to absorb approximately 60% or ($18.84 million of the $31.4
million) of the ISF’s deficit and hence would have to reduce GPF fund balance in one year
instead of participating in the gradual repayment plan.

Attachment C accounts for the detail accounting of currently scheduled repayment for Self-
Insurance Liability Fund (Fund #1100) and Equipment Fund (Fund #4100). The City Council
adopted the negative fund balance repayment plan in FY 2009-11 for 10 years. It was projected
by 2020-21, Fund #1100 will net zero. However, expenditures have exceeded revenue in this
fund since 2009. As proposed in the FY 2013-15 Policy Budget, the fund balance of fund #1100
is projected to be negative 1,904,953, and by 2020-21, the fund balance is projected to be
positive $583,222.

Of note, the Mayor’s Proposed Policy Budget includes three additional positions for the City
Attorney’s Office from Fund #1100, which will cost the City $615,000 each year and it has not
been factor into this fund’s expenditure. Without changing the repayment plan, the fund is
projected to be negative at the end of FY 2020-21 unless the City Attorney’s Office reduces
outside counsel costs. This fund has been in negative fund balance for at least the last ten years.
The all-time high was negative $28 million.

For the Equipment Fund (Fund #4100), City Council adopted the repayment plan in FY 2009-11
to repay the negative fund balance back to zero by FY 2020-21. The current proposed FY 2013-
15 Policy Budget projected the fund balance will be positive $754,388. At the City Council’s
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direction, staff can revise the repayment plan, and one option is to smooth the amount of
$754,388 over four year.

Of note, fund #4100 should have been paying for vehicle replacement and the amount has not
been factored in the expenditure. If we slow down the repayment, it will hinder the City’s ability
to achieve the goal to include vehicle replacement in this fund.

4) On p. D-61, regarding Miscellaneous General Purpose Fund (GPF) revenue. Please
explain the fluctuations and overall decreases in revenues.

The following table provides the major miscellaneous revenues in the General Purpose Fund
by source. Please note that there are various other small revenues in this category that together
amount to less than $200,000. The fluctuations are largely driven by the timing of one time
revenues most notably sale of land and property.

Audited Audited Year End Proposed Proposed Five-Year  Five-Year  Five-Year

General Purpose Fund L
P Actuals Actuals  Projection Budget Budget Forecast Forecast Forecast

FY 2010-11  FY 2011-12 FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18

Miscellaneous Revenues

Sales of Land/Property $4,470,000 $31,391,518 $ 325,000 $ - $4,000,000 $ -

Coliseum Revenue $ 136,666 $ 165,408 $ 160,679 $ 165408 $ 165408 $ 165408 $ 165408 $ 165,408
Billboard Revenue On Going  $ - $ - $ - $ 475,000 $ 475,000 $ 475,000 $ 475,000 $ 475,000
Billboard Revenue One-Time  $ - $ - $ - $ 475,000 $ - $ - $ - $ -

5) On p. E-32 of the Proposed Budget, “Collections/Mandatory Garbage” (described on p.
E-34 — Includes Business Tax & Code Enforcement) is shown as dropping from 13 to 11
FTE from FY 12-13 to 13-14. On p. E-33, “Collections/Mandatory Garbage” is shown as
having a budget cut (expenditures dropping from 1,408,202 in 12-13 to 1,337,486 in 13-14)
but also an expected revenue spike (158,600 in 12-13 to 264,591 in 13-14). Why is a spike in
collections revenue expected when FTE and expenditures are dropping? Are there other
uncollected collections amounts not handled by Collections/Mandatory Garbage?

The revenue increase reflects revenue adjustments due to increases that were observed in prior
year actuals—to clarify, the spike in revenue collections is not related to changes in staffing or
expenditure levels.

Any uncollected revenues that are subject to a lien process are not handled by Collections
/Mandatory Garbage. False alarm fees and collections of parking citation revenues are also not
handled by Collections/Mandatory Garbage, the latter are provided by ACS-Xerox, the City’s
parking citations management contractor through methods including tax intercepts, DMV
registration holds, and other processes.

Public Works
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1) With respect to the enforcement of Illegal Dumping and Graffiti, is this work that
civilian staff can do?

At this time, staff is working to explore what options exist with respect to enforcement of illegal
dumping and graffiti. Staff respectfully requests time to gather the appropriate staff to research
best practices and come back to the City Council in the fall to report out on findings and
potential options for the City Council to consider.

Code Enforcement

1) In the Proposed Budget, Code Enforcement’s FTES are being reduced but Code
Enforcement’s revenues are being projected to substantially increase. Why are the
revenues being projected to substantially increase when the staff assigned to generating
that revenue is being decreased?

The current fund balance in the Development Service Fund (2415) is negative by $2.0 million.
The proposed budget has a budgeted surplus of $32,767 in FY13-14 and $905,587 in FY14-15,
and that could be used toward paying back the negative fund balance (debt).

The Proposed Budget, as presented in the published document, is by program. Our focus in this
budget cycle is to balance the department budget by the overall fund 2415. Each of the programs
in fund 2415 (i.e., Code Enforcement, Development Permit Inspection) is not necessarily
balanced or cost covering; the overall fund 2415 is, however, balanced. Another reason for a
decrease in FTEs for Code Enforcement is because we moved Code Enforcement staff to the
Permit Counter to provide higher priority services.

Respectfully submitted,

[s/
DONNA HOM
Budget Director

Attachments:

Attachment A: Add/Delete Positions since Adoption of FY 2012-13
Attachment B: Management Letter from External Auditor
Attachment C: Repayment Schedule for Funds # 1100 and 4100
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Honorable Mayor and Members of the City COU[ICI]
City of Oakland, California

We have audited the financial' statements of the governmental activities, the business-type activities, the
discretely presented component unit, each major fund, and the aggregate remaining fund information of
the City of Oakland (the City) as of and for the year ended June 30, 2009, and have issued our report
thereon dated November 25, 2009. Our opinions on the financial statements, insofar as they relate to the
Oakland Redevelopment Agency (ORA), are based solely on the teport of other auditors. This report does
not include communications related to the audit of thie ORA. Additionally, although we performed the
audit of the Port of Oakland (t_he Port), the City’s discretely presented component unit, this report does
not include the :communications related to that audit because separate communication is made to the
Port’s Board of Port Commissioners. In planning and performing our audit of the financial statements of
the governmental activities, the business-type activities, the discretely presented component unit, each
major fund, and the aggregate remaining fund information of the City as of and for the year ended June
30, 2009, in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States, we considered the City’s internal control over financial
reporting (internal control) as a basis for designing our auditing procedures for the purpose of expressing
our opinions on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the City’s internal confrol. Accordmgly, we de not express an opinion on the
effectiveness of the City’s internal control. - - '

Our consideration of. internal confrol was for the limited purpose described. in the preceding paragraph
and was not designed to identify all deficiencies in internal control that might be significant deficiencies
or material weaknesses and therefore, there can be no assurance that all deficiencies, significant
deficiencies, or material weaknesses have been identified. However, as discussed below, we identified a
certain deficiency in mternal control that we consider to bea materlal weakness

A deficiency in mre_rnal conirol exists when the design or operatlon «of a control does nét allow
management or -eniployees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or a combination
of deficiencies, in internal control such that there is a reasonable possibility that a material misstatement
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis, We
consider the deficiency desctibed as comment 2009-1-to be a material weakness.

i
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The City’s written response to the finding identified in our audit is described in the Schedule of
Recommendations and Responses. We did not audit the City’s response and, accordingly, we express no
opinion on it.--In addition, we have already discussed our comment and recommendation with various
City personnel, and we would be pleased to discuss it in further detail at your convenience, to perform
any additional study of this matter, or to assist you in 1mplementmg the recommendation.

Additionally, we have . 1ncluded in this letter a report on commumcatlons with the City Council as
required by auditing standards generally accepted in the United States of America.

This communication is intended solely for the information and use of management, City Council, and
others within the organization, and is. not intended to be and should not be used by anyone other than
these specified parties.

Very truly yours: _

MACIAS GINI & O’CONNELL LLP

Macias J:Sww.-..dr C/w LLe

Certified Public Accountants
Oakland, California

November 25,2009
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CITY OF OAKLAND

Required Communications and Recommendations
Fiscal Year Ended Fune 30, 2009

REQUIRED COMMUNICATIONS

Professional standards require that we provide you with the following information related to our audit.

I

I,

The Auditor’s Responsibility Under U.S. Generally Accepted Auditing Standards and OMB
Circular A-133

As stated in our engagement letter dated February 26, 2009, our responsibility, as described by
professional standards, is to express opinions about whether the financial statements prepared by
management with your oversight are fairly presented, in all material respects, in conformity with
U.S. generally accepted accounting principles. Our audit of the financial statements does not
relieve you or management of your responsibilities.

In planning and performing our audit, we considered the City’s internal control over financial
teporting 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 compliance and to test and report on
internal control over compliance in accordance with OMB Circular A-133,

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 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 is not an objective of our audit. Also in accordance with OMB

Circular A-133, we will examine, on a test basis, evidence about the City’s compliance with the -

types of compliance requirements described in the U.S Office of Management and Budget (OMB)
Circular A-133 Compliance 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 will provide a reasonable basis for our opinion, it will not provide a legal determination on
the City’s compliance with those requirements. Our reports required under OMB A-133 are in
process and those reporis will be provided to you when they have been issued. '

Other Information in Documents Containing Audited Financial Statements

During the year, the City included audited financial statements for the year ended June 30, 2008
in various debt offering documents (e.g., Official Statements.) We do not have an obligation to
perform any procedures to corroborate other information contained in such debt offering
documents, We were not associated with and did not have any involvement with such
documents. Accordingly, we did not perform any procedures on these documents and provide no
assurance as to the other information contained in the debt offering documents.

Our responsibility for other information in documents containing the City’s financial statements
and our report thereon does not extend beyond financial information identified in our report, and
we have no obligation to perform any procedures to corroborate other information contained in
these documents. We have, however, read the other information included in the City’s
comprehensive annual financial report; and no matters came to our aitention that caused us to
believe that such information, or its manner of presentation, is materially inconsistent with the
information, or its manner of presentation, appearing in the financial statements.




CITY OF OAKLAND

Required Communications and Recommendations
Fiscal Year Ended June 30, 2009

REQUIRED COMMUNICATIONS (Continued)

IIL

Planned Scope and Timing of the Audit

We performed the audit according to the planned scope and timing previously communicated to

- you in our meeting about planning matters on July 22, 2009.

Significant Audit Findings

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and uwse of appropriate accounting policies, The
significant accounting policies used by the City are described in Note 2 to the basic financial
statements, As desctibed in Note 12 to the basic financial statements, the City adopted the
provisions of Governmental Accounting Standards Board (GASB) Statement No. 49, Accounting
and Financial Reporting for Pollution Remediation Obligations, offective July 1, 2008,

In addition, the City presents the Port of Oakland (Port) in a unique manner as compared to other
local governmental entities with port operations. All local government entities we sampled
reflect their ports as departments of the organization rather than as a discretely presented
component unit. Some of these ports have similar management structures with a Board of
Commissioners appointed by the sponsoring city’s mayor/city council to oversee the operations
of the port. Management's representation to us was that the Port operates with a separate legal
standing (i.e. using its own corporate powers) under the Charter, which would allow for this
presentation. In addition, the City Attorney’s Office has represented that the Port operates very
similar to a corporation with the Charter acting as its Articles of Incorporation and By-Laws.
Ultimately, the City’s presentation of the Port makes it less comparable to other cities that have
port operations, thus, being a unique presentation.

We noted no transactions entered into by the City duting the year for which there is a lack of
authoritative guidance or consensus. All significant transactions have been recognized in the
financial statements in the proper period.

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. The City’s investments are generally carried at fair value,
which is defined as the amount that the City could reasonably expect to receive for an
investment in a current sale between a willing buyer and a willing seller and is gonerally
measured by quoted market prices. :

»  Estimated unbilled sewer service revenue. The estimates for unbilled sewer service
revenue are based on an evaluation of the EBMUD reports, cash flows, monthly billing
cycles and historical billings.

= Estimated allowance for losses on accounts receivable. The allowance for losses on
accounts receivable was based on management’s estimate regarding the likelihood of
collectibility,

i
i
H
i
i
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CITY OF OAKLAND

Required Communications and Recommendations
Fiscal Year Ended June 30, 2009

REQUIRED COMMUNICATIONS (Continued)

~  Estimated allowance for losses on loans receivable. The allowance for losses on loans
receivable was based on the types of loan (e.g., forgivable, deferred, grant or amortizing)
and management’s estimate regarding the likelihood of collectibility based on loan
provisions and collateral.

v Useful life estimates for capital assets. The estimated useful lives of capital assets were
based on management’s estimate of the economic life of the assets.

= Valuation of the net pension asset. The net pension asset is the amount that exceeded the
City’s actuarially determined annual required contribution, which is based upon certain
approved actuarial assumptions. This amount is then amortized over the amortization
period used by the actuary to recognize the excess contnbut]on as pension costs over
time,

= Estimated claims liabilities. Reserves for estimated claims liabilities were based on
actuarial evaluations using historical loss, other data and attorney judgment about the
ultimate outcome of the claims.

v Annual required contributions to pension and other postemployment benefit plans. The
City is required to contribute to its pension plans at an actuarially determined rate and to
measure other postemployment benefit costs based upon certain approved actuarial
assurmptions.

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

Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing and
completing our audit.

Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified
during the audit, other than those that are trivial, and communicate them to the appropriate level
of management. Management has corrected all such misstatements. In addition, none of the
misstatements detected as a result of audit procedures and corrected by management were
material, either individually or in the aggregate, to each opinion unit’s financial statements taken
as a whole.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a
financial accounting, reporting, or auditing matter, whether or not resolved to our satisfaction,
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 aundit,

Management Representations
We have requested certain representations from management that are mcluded in the management
representation letter dated November 25, 2009,




CITY OF OAKLAND

Required Communications and Recommendations
Fiscal Year Ended June 30, 2009

REQUIRED COMMUNICATIONS (Continued)

Management Consultations with Other Independent 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 sifuations. 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 determine that the
consultant has all the relevant facts. To our knowledge, there were no such consultations with
other accountants. :

Other Audit Finding or Issues

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.
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SCHEDULE OF RECOMMENDATIONS AND RESPONSES

Comment No. 2009-1 — Material Weakness
Internal Service Fund Deficits

Governments often use internal service funds to centralize certain services and then allocate the costs of those
services within the government. U.S. generally accepted accounting principles (GAAP) permit the use of
internal service funds to report any activity that provides goods or services to the government on a cost-
reimbursement basis. That is, the goal of an internal service fund should be to measure the full cost (including
cost of capital assets) of providing goods or services for the purpose of fully recovering that cost through fees or
charges. Accumulating significant deficits or excess net assets are indicative of the internal service activity not
being operated on a cost-reimbursement basis. Under such circumstances, it may no longer be appropriate to
report the activity in an internal service fund under GAAP.

The City has not set user fees to recover the full cost of services. Due to the deficiency in charges for services,
the internal service funds have essentially borrowed monies from the General Fund in order to maintain
operations. While the City made an improvement in the Equipment Fund, reducing its deficit by more than half,
the deficit increased in the Facilities and Central Stores Funds. The overall net assets deficit of internal service
funds grew by $3.1 million and the overall borrowings from the General Fund grew by $1.7 million.

The City has acknowledged this matter as significant and has made an effort to take corrective measures. The
City prepared a “rebalancing plan” for its internal service funds, which was first adopted for the fiscal year
2005-07 policy budget, which attempted to cure the internal service fund deficit by fiscal year
2014-15. However, the rebalancing plans put in place in fiscal years 2006 and 2007 were not followed cotrectly
due to the lack of general fund resources to make the required annual payments. As such, the City restructured
its rebalancing plan as part of the recently adopted fiscal year 2009-11 budget. This newly restructured
rebalancing plan has been modified to cure the net assets deficit of intemal service funds by fiscal year 2018-19.
In addition, the City adopted a financial policy that requires one-half of any one-time revenues received to be
used specifically to reduce the net assets deficit of internal service funds.

The need for the City to restructure its initial rebalancing plan, and in light of current economic pressures
affecting the City, brings into question its ability to manage its internal service funds on a cost-reimbursement
basis, as its accumulated borrowings have reached $50.8 million as of June 30, 2009. We recommend that the
City monitor the progress of its restructured rebalancing plan very closely to ensure its feasibility. If it is
determined that the plan is not feasible and that the City does not intend to or cannot recover the full cost of
providing goods or services within a reasonable period of time, then the use of internal service funds is no
longer appropriate under GAAP and should not be used for financial reporting purposes,

Management Response: ‘

During the 2009-11 budget, the City revised the repayment plan for the internal service funds to eliminate
the funds net asset deficit by 2018-19. In addition, the City adopted a financial policy during the 2009-11
budget that requires half of one-time revenues received to be used specifically to reduce the net assets
deficits of internal service funds. Receipt of such one-time assets — and their subsequent deposit into the
internal service funds, as required by the financial policies and barring any fiscal emergencies ~ will, in
essence, expedite the “repayment” of the negative internal service balances.

It is management’s intent to take every step possible to ensure such an expedited repayment, in advance
of FY 2018-19. Currently, the City is reviewing all of its surplus real estate assets to determine the
feasibility of sale in the next one to three years.
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STATUS OF PRIOR YEARS' RECOMMENDATIONS

2007-2 Comment:

-Condition/Gffect/

Recommendation:

Status:

2008-1 Comment;

Condition/Effect/

Recommendation:

Internal Service Funds

The City reports five internal service funds, Equipment, Radio, Facilities,
Reproduction and Central Stores, Governments often use internal service funds to
centralize certain services and then allocate the costs of those services within the
government. U.S. generally accepted accounting principles permit the use of internal
service funds to be used to report any activity that provides goods or services to the
government on a cost reimbursement basis, That is, the goal of an internal service
fund should be to measute the full cost (including cost of capital assets) of providing
goods or services for the purpose of fully recovering that cost though fees or charges.
Therefore, if the City does not intend to recover the full cost of providing goods or
services, then the use of internal service funds would not be appropriate.

As discussed the last two years, we are becoming increasingly concerned with the
growth in both the deficits of certain internal service funds and the interfund loans
vsed to support those services. The City has attempted to cure the internal service
fund deficits by increasing the charges to the departments; however, those increases
have not kept up with the increases in actval costs. Therefore, we recommended the
City review its current budget repayment plan and revise it to cure the deficit over a
reasonable period of time, such as three to five years.

The City’s response was to maintain the current rebalancing plan for internal
service funds in its adopted the FY 2007-09 policy budget, which cures the
deficits by FY 2014-15. '

The position of the City’s internal service funds continued to worsen, and the
rebalancing plan has been restructured. See current year finding at 2009-01.

Accounting for the City’s Sewer Service Revenuies

We were unable to complete our documentation of internal controls over sewer:
service revenues, as we were unable to meet with Community and Economic
Development Agency (CEDA) staff. While we were able to document certain
controls, such as the development of user rates and recording of receipts from
East Bay Municipal Utility District (EBMUD), we were not able to determine
whether the City has adequate controls over the monitoring of EBMUD
services. Due to a lack of cooperation by CEDA, we assumed that conirols and
control documentation did not exist. Therefore, internal controls over the
collection of sewer service revenues was considered a material weakness, as we
were unable to determine the adequacy of internal controls and whether or not
they were operating effectively. We were able to mitigate this audit risk by
conducting substantive procedures, which included confirming cash receipts
with EBMUD and application of analytical procedures.




CITY OF OAKLAND

Required Communications and Recommendations
Fiscal Year Ended June 30, 2009

STATUS OF PRIOR YEARS’ RECOMMENDATIONS (Continued)

Status:

2008-2 Comment:

Condition/Effect/

Recommendation:

Status:

During our substantive procedures, we determined that the City did not have an
adequate understanding of the EBMUD collection process and the timing of
remittances to the City.

We recommended that the City document its internal controls over sewer
service revenues, which included (1) performing risk assessments; (2)
establishing controls, such as monitoring the billing and collecting activities
performed by EBMUD; (3) establishing proper communication within the City
Departments; and (4) establishing accrual procedures at year-end that capture all
billed receivables and a basis for estimating the unbilled receivables.

Management held a meeting among CEDA, the Public Works Agency, and the
Finance and Management Agency to identify the most appropriate way to
monitor the sewer system revenues collected by EBMUD on behalf of the City.
The inter-agency meeting resulted in a monitoring process that was
implemented during fiscal year 2008-09.

This has been fully implemented.

Accounting for the City’s Net Pension Asset

During our review of the Oakland Police and Fire Retirement System (PFRS)
financial statements for the year ended June 30, 2008, we noticed a change in
reporting of actuarial information. The F'Y2008 PFRS report disclosed a six-
year trend of actuarial required contribution (ARC) requirements in its required
supplementary information, which had previously been reported as zero in past
PFRS reports.

Upon further investigation, it was determined that the past PFRS reports were
incorrect and that there has been past ARC requirements for the City which
were not communicated or considered in its calculation of the net pension asset
on the statement of net assets of its governmental activities. The net pension
asset is the result of City contribution to PFRS that exceeded the actuarially
determined annual required contribution, which originated from the bond
proceeds of the 1997 Pension Obligation Bonds., This amount should then be
amortized along with impact of subsequent anmual ARC requirements to
recoghize the effects of excess/deficient contributions as pension costs over
time,

We recommended going forward that the City’s Finance and Management
Agency accounting and retitement staff work with the PFRS actuary to
calculate the annual pension cost and changes to net pension assets.

This has been fully implemented.
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