CITY OF PALO ALTO

OFFICE OF THE CITY AUDITOR

September 14, 2009

The Honorable City Council
Palo Alto, California

Finance Committee Recommendation to Accept the Auditor’s Office
Quarterly Report as of June 30, 2009

At its meeting on July 21, 2009, the Finance Committee unanimously recommended to the City
Council acceptance of the Auditor's Office Quarterly Report as of June 30, 2009. Minutes of the
meeting are attached.

Respectfully submitted,
Lynda Flores Brouchoud
City Auditor

Attachments:
o Attachment 1 - Auditor's Office Quarterly Report as of July 21, 2009
e Aftachment 2 - Finance Committee Minutes of July 21, 2009 pgs 19-20




Attachment 1
CITY OF PALO ALTO

OFFICE OF THE CITY AUDITOR

July 21, 2009

The Honorable City Council
Attention: Finance Committee
Palo Alto, California

Auditor’s Office Quarterly Report as of June 30, 2009

RECOMMENDATION

The City Auditor's Office recommends the Finance Committee review and recommend to the City
Council acceptance of the Auditor’s Office Quarterly Report as of June 30, 2009.

SUMMARY OF RESULTS

In accordance with the Municipal Code, the City Auditor prepares an annual work plan and issues
quarterly reports to the City Council describing the status and progress towards completion of the
work plan. This report provides the City Council with an update on the fourth quarter activities and
summarizes our 2008-09 Work Plan activities. Information on the status of each assigned project is
attached (pages A-1 through A-6).

Completed Projects
During 2008-09, the City Auditor’s Office issued the following reports to the City Council:

Annual Audit Work Plan with Risk Assessment (Oct-2008)

Quarterly progress reports summarizing audit progress, revenue recoveries and
accomplishments

Quarterly summaries on Palo Alto sales and use tax receipts

Status of Audit Recommendation Follow-Up (December 2008)

Maze & Associates’ Audit of the City of Palo Alto’s Financial Statements as of June 30,2008
and Management Letter (Dec-2008)

7" Annual Service Efforts and Accomplishments (SEA) Report (Jan-2009)

Audit of Ambulance Billing and Revenue Collection (Feb-2009)

External Peer Review (March-2009)

Council approval for contract contingency with Maze & Associates (May -2009)

In addition, the City Auditor’s Office completed the following projects:

Sales Tax Allocation Reviews (City received $84,762 in recoveries from our in-house and
contracted sales tax audits) '
Accounts Receivable Write-Off of Utilities Billing (City received $30,000 and continues to
service remaining balances)

Maze & Associates vulnerability and system security testing of the SAP Ultilities Module.
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Attachment 1
* The City Auditor's Office received and followed up on four public inquiries. Three were
resolved, one is still in process.
* The City Auditor's Office met with City staff to discuss the accountability elements of the
American Recovery and Reinvestment Act (ARRA) funds. As a result, ASD Accounting staff
established separate account codes to track ARRA funds within the City's SAP system.

In-process Projects

The following projects were in-process as of June 30, 2009
* Audit of the Police Investigative Fund (Draft issued, ltem scheduled for Finance Committee)
* Review of City Telephone Rates and Charges (Draft issued, item scheduled for Finance

Committee)

Audit of Vehicle Replacement and Maintenance Fund (Report Writing Phase)

Citywide Cash Handling (Began in March 2009)

Controls review of SAP Upgrade and Utilities Module Implementation (on-going)

Issued Request for Proposal and selected consuitant to provide expertise in the upcoming

Utilities Department audit.

* As part of our continuous revenue monitoring efforts and preliminary findings from the
vehicle audit, the Auditor's Office initiated revenue recoveries from the Federal government’s
alternative fuel tax program.

In addition to the in-process projects already listed, the following projects are anticipated to be
carried-over into next year:

¢ Audit of Purchasing Cards

e Wastewater Treatment Fund

* Prospective Analysis of Bond Measure Proceeds (Measure N)

Other Pertinent Information
* As part of the 2010 Proposed Budget Hearings, the Finance Committee requested we ask
the external financial auditors, Maze & Associates, to voluntarily forego the contractually
built-in CPI adjustment for the FY 2009 audit. We forwarded this request to Maze &
Associates, and the company graciously agreed. This would keep the external financial
audit basic services cost at $136,890 instead of $141,955 (a total of $5,065 in savings inthe
2010 Budget).
* Rochelle Sazegari joined us in June 2009 as a Performance Audit Intern. Sheis working on
the development of our 8" Annual SEA Report.

On behalf of the Auditor's Office, | would like to express my appreciation to City staff for their
cooperation and assistance during our reviews throughout this year.

Respectfully submitted,

e Hore Bronchnd.

‘Lynda Flores Brouchoud
City Auditor

Attachments:
» Status of Audit Projects as of June 30, 2009
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Aftachment 2

FINANCE COMMITTEE

Vice Mayor Morton said that he doesn’t know that the Committee needs to
approve it.

Ms. Brouchoud said that Staff is recommending that the Finance Committee
review and recommend that the Council accept the Audit of the Police
Department’s Investigative Fund.

MOTION: Vice Mayor Morton moved, seconded by Council Member Schmid,
that the Finance Committee recommends that the City Council approve the
Audit of the Police Department’s Investigative Fund.

MOTION PASSED: 3-0 Klein absent
6. Auditor’s Office Quarterly Report as of June 30, 2009.

City Auditor, Lynda Brouchoud said this report represents the wrap up of the
last fiscal year. The report details the completed projects that the Auditors
Office has completed including audit projects and other projects such as
sales tax allocation reviews. Our sales tax monitoring this year uncovered
close to $85,000 in recoveries. This is lower than our target of $150,000
and is likely a reflection of the current economy. There is also an increase in
the backlog of inquiries at the State. Staff is hoping that will clear out in
time. The Auditor’s office initiated additional recovery efforts this year
through the Federal Alternative Fuel Tax program we hope to see the results
of those efforts. We also have a number of projects in process. We have a
review of telephone charges, and the Vehicle Replacement and Maintenance
Fund. Staff has initiated the City Wide Cash Handling Audit as it was a clear
priority of the Committee. She pointed out as part of the proposed budget,
Staff asked the external Auditor to voluntarily forgo the CPI that was built
into their contract, and they have agreed to do so.

Chair Burt thanked Maze and Associates for doing their part to help
financially. He said it affirms the efforts of looking for sharing in this cost
burden. It's a reasonable approach that Council and Staff should continue to
explore.

Council Member Schmid said it's hard to assess the overall impact of the
office. That’s why an annual review at the Council level is done. In terms of
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work projects there are classes of products like the annual survey and sales
revenue audit that are major reports. Secondly there are audit topics that
have been identified which are the longer term projects like cash handling.
A third element is the smaller topics that come up like the Police
Investigative Fund. It's the Auditors job to allocate the Audit Department
resources. There is value in completing those smaller items. To take a
quick look at them is helpful at the Council level for allocating resources.

Ms. Brouchoud thanked the Committee for the input. She reminded the
Committee that the Audit team is the smallest work group in the City and
they are charged with the internal controls of the City. She said that when
she was hired in September 2008 there had been a six month long Auditor
vacancy, and the key Senior Auditor was preparing to leave. As soon as that
replacement was on board in March, he was assigned the cash handling
project, so the Auditor’s Office did take that priority seriously. The Auditor
Staff has limited resources and manages to consistently balance the
priorities and deliver quality product. When there are smaller audits to be
done, the Staff tends to fill them in between the larger audits to help
maintain that work flow.

Council Member Morton said that auditors peer reviews are important to
assist the Auditor develop their work plan. The peer review wants to know if
they have looked at the range of things. That’s the real importance of that
peer review is making sure the Auditor isnt just reacting to political
pressure. He commended Ms. Brouchoud and her Staff for balancing all of
that in the last nine months. He noted that the peer review was amazed
that this small Staff meets these professional requirements.

MOTION: Council Member Schmid moved, seconded by Council Member
Burt that the Finance Committee recommends to the City Council acceptance
of the Auditor’s Office Quarterly Report as of June 30, 2009.

MOTION PASSED: 3-0 Klein absent

7. Discussion for Future Meeting Schedules and Agendas

Chair Burt said when Agenda Item Number 4 goes before Council the
benefits the City will receive through the tightening of the contract and the

incentives should the vendor perform at the higher standard will need to be
addressed.

FIN: 090721FIN 20



