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March5, 2010

Honorable Mayor, City CounciBudget & Financ&€ommittee and Citizens Revenue Review
and Economic Competitiveness Commisdibembers
City of San Diego, California

Transmitted herewith is the Citywide Revenue Audit Report. This audit found that while

most major revenues are audited, the City can do more to ensure accurate receipt. This report

is in accordance with City Charter Section 39/2hile we intended to tlude a management

response in the Citywide Revenue Audit report, we did not receive the response from
management as of thisdatd.owever, we held an exit conferenc
administration to discuss the findings of the repdtiese officialsvere in general agreement

with the report and its findings, with some exceptionge have incorporated the technical

information the officials provided during the exit conference where appropgviateagement

will release its response on Monday March &hin the 30 days specified in tihhenternal

controls process narrative

If you need any further information please let mewn We would like to thank the multiple
departments involved and their stidf their assistance and cooperation during this audit. All
of their valuable time and efforts spent on providing us information is greatly appreciated.
The audit staff responsible for this report Bezhat PopalDanielle Knightenand Kyle Elser.

Respectfully submitted,

Ctts Lor

Eduardo Luna
City Auditor

cc: Jay M. Goldstone, Chief Operating Officer
Wally Hill, Assistant Chief Operating Officer
Mary Lewis, Chief Financial Officer
Nader Tirandazi, Financial Management Department Director
Gail Granewich, City Treasurer
Ken Whitfield, City Comptroller
Patti Boekamp, Engineering & Capital Projects Department Director
Jim Barwick, Real Estate Assets Department Director
Andrea Tevlin, Independent Budget Analyst
Jan Goldsmith, City Attorney

OFFICE OF THE CITY AUDITOR
1010 SECOND AVENUE, SUITE1400 6 SAN DI EGO, CA 9211
PHONE 619 533-3165, FAX 619 533-3036
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Introduction

In response to a request Gpuncilmember Tony Youngn April 30, 2009 the Office of the
City Auditor has performed a citywide revenue audit in ordédeatify all majorrevenue

sources for the City of San Diegetermine the amount collected and the entity responsible for

collection; determine the frequency/extent of past aucisipare with other California cities to

find underutilized revenue sousseandevaluate the performancetbeCi t y

Revenue Audit & Appeals Division.

Because time constraints prohéddian alkinclusive survey of citywide revenue sourcése
revenues wéocusedon are thos¢hat are collected by a thighartyand remitted to the City.
This review encompassed approximat@ypercent of the $13lbillion in General Fund
revenues for FY2010. Trerveyconsisted othe following

Table 1 Major Citywide Revenue Categories FY2010

Revenue Category Amount
Property Tax $ 396,818,843
Sales and Use Tax $ 217,198,749
TransNet $ 26,299,528
Gas Tax (Highway Users Tax) $ 24,295,928
Motor Vehicle License Fees $ 3,900,000
Fines, Forfeitures, Penaltfes $ 7,693,928
Lease$ $ 10,840,613
Rents & Concessions $ 33,056,957
Franchise® $ 74,586,929
Transient Occupancy Tax (TOT) $ 75,907,285
Business TalRental Unit Tax $ 15,556,861
TOTAL $ 886,155,621

Source: FY2010 Adopted Budget, City of San Diego

Treasurer o6s

The City of San Diego receives revenue from multiple sources, many of which are distributed by

ot her

government al entities.

A

revi

e w

of

those revenues illustrated that the City can do more to ensunagereceipt. The table below
contains these revenue categories, a brief description, and a summary of relevant auditing

information.

YIncludes property transfer tax and zoological exhibit property tax. Zoological exhibit tax to be included in "Special

Revenue Fund" starting FY2010. Value is from FY2009 adopted budget.
?Includes safety sales tax
¥ Amount shown consists of CA Vehicle Goltiolations; total fines, forfeitures and penalties revenue is higher
See Fines, Forfeitures & Penalties Section
* Includes Qualcomm and Midway. Midway and Sports Anereemoved tothe General Fund in FY2009.
Midway and Sports Arena figure is from BY08.

® Includes Balboa Park, Mission Bay, Parks & Reation and Centre City
® Includes refuse haulers

5
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Table 2: Auditing of Major Citywide Revenue CategoriesAs of December 2009

Y2010 Auditin
Category Description Budget 9 Auditing Entity Last Audited
7 Authority
Amount
Tax on property set at 1% of assesq State State Controller's 2006
Property Tax valug change in assessed value | $ 396,818,843 Controller's Offi 71 (report not yet
) ice :
cannot exceed 2% per year Office issued)
State Board .
Sales and Use Ta Tax assessed as percentage of amd $ 210,141,169 of State E.Soa(d of Vangs by
purchased E L Equalization business
gualization
San Diego
. County
0,
Safety Sales Tax Tax levied at 0.5% O.f taxablc_e sale $ 7,057,580 - - informally
purposes of promoting public safet) o
verifies
allocations
Hotel bed tax imposed on persons City of San Di City of San Hotels
. . . . . iego- Revenue
Transient staying 30 days or less in hotels, Diego- City R generally
s $ 75,907,285 ) Audit Division, :
Occupancy Tax motels, etg.tax is 10.5% of rent Treasurer's . .| auditedevery
X City Treasurer's
charged by hotel operator Office Off 2-3 years
ice
Business taxmposed on bus@sses City of San Cg)i/eofOSran
Business operating within the city; Dieyo- Cit Revenge Audit
Tax/Rental Unit rental unit tax imposed amyone $ 15,556,861 9 y S ) Varies
. . . Treasurer's Division, City
Tax conducting, operating, managing o . .
. - . Office Treasurer's
renting residential real estate -
Office
City of San
Franchise Fees . ! . Diego- Revenue| Franchises
(includes Refuse Formof rent for use of public streets $ 74,586,929 C'ty.Of San Audit Division, audited every
and roadways Diego - s
Haulers) City Treasurer's 2-3 years
Office
City of San City of San
Charges levied on leaseholders of Diego- Diego- Revenue|  Percentage
Leases gcit -owned propert $ 10,840,613| Office ofthe | Audit Division, leases audited
Y property Auditor & City Treasurer's| every 23 years
Comptroller Office
. City of San
Rent charges for use of public Dciatyc?-f 32; Diego- Revenue| Audited as part
Rents/Concession 9 P $ 33,056,957 9 Audit Division, of lease
property Estate Assets . .
D City Treasurer's| agreements
epartment -
Office
Fines, Forfeitures, State
and P(_enaltles (CA Penalties for violations of the law | $ 7,693,928| Controller's State antrollers 2006
Vehicle Code ) Office
L Office
Violations)
Tax levied at 0.5% of taxable sale fg ,f';gg;%?, Fg:nhlg?edggy
TransNet purposes qf promoting transportatid $ 26,299,528 of Associaion of Annually
improvement
Governments| Governments
Excise &ix levied on gasoline; California California (22%%48%%
Gas Tax approximately 63.9 cen%s/ al in’ CA $ 24,295,928 Bureau of Bureau of State currently bein
pp yos. gal. State Audits Audits Y 9
audited)
Motor Vehicle Tax on ownership of registered California California
Licensecee vehicle $ 3,900,000, Bureau of Bureau of State 2006
State Audits Audits
"Figures are mostly FY2010 Adopted Budget amount s;

accounting. These are noted throughbatreport.
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Objectives, Scope, Methodology
The objectives of the audit welgurfold:

(1) To identify allmajorsources of revenue ftine City of San Diego that are not paid
directly to the City but rather are distributed to the City through a-fiarty such as
businesses, hotels, the county, State, or other entity;

(2) To determine which entity is responsible for auditing the variousitevsources;

(3) To recommend a strategy for auditing revenues for which thereestity with auditing
authority; and

(4) To evaluate the performance of the Revenue Audit & Appeals Division of the City
Treasurero6s Office.

While one of the initial objectived the citywide revenue audit was to evaluate the proposal to
move the Revenue Audit & Appeals Division to the Office of the City Auditor, we did not make
a recommendation regarding this matiecause it is ity management decision to be made by
theMayor and City Council

The scope of the audit includethjor revenue received féscal years 2007 through 2009
unless otherwise noted

In order to accomplish our objectives, we performed the following audit procedures:

¢ Review relevant City, County, S& and regional government publications and interview
relevant City, County, State, and regional government staff to gain an understanding of
revenue allocations to California cities
Determine amount of revenue the City receives from each cafegory

¢ Interview relevant City, County, State, and regional government staff to gain an
understanding of major revenue categories within the City of San Diego and auditing
procedures for those revenues

e Utilize relevant government codeSouncil policiesand sections of the San Diego
Municipal Code to determine appropriate auditing authority

e Review audit reports and auditing policies and procedures for revenue categories that are
audited by other governmental entities

We conducted thiperformanceuditin accordance with generally accepted government

auditing standards. Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions
based on our audit agtives. We believe that the evidence obtained provides a reasonable basis
for our findings and conclusions based on our audit objectives.

®For most revenue categories, audit staff wutilized the
obtain revenue amounts. Revenue balances reflect unaudited figures.
7



Results In Brief

In FY 2010, the City of San Diego budgeted over $886 million in major revenues and lease
payments. Some of the revenues, such as Transient Occupancy Tax (TOT) and franchise fees
are remitted directly to the City; other revenues, such as property taglaagsd use tax are
remitted to the City by other governmental entities. We found that the City administration
performs basic actions to verify that revenue payments received are accurate, such as auditing
the TOT payees or using consultants to monetesstax payments. However, the City
administration needs to take immediate actions to maximize major revenue collected by
developing appropriate partnerships with other government entities, taketp® and

preventative steps to ensure full salesamaa business license payments, and improving revenue
audit methodology. By so doing, the City can ensure that it receives all the major revenues that
it is entitled to receive.



Audit Results

Property Tax

DESCRIPTION

Property tax is a taxnposed on real property, boats, aircraft, business equipment, and other
types of property Property taxes are based on the value of the property, and comprise

approximately 8 percent of the General Fund budget for the City of San Diggh e
larges revenue source.

The

f ol

owi ng

tabl e

ustrates

t he

Cityos

cdmponent

addition to the base property tax that is a result of the 1 percenvtaeys approved an

additional levy of 0.00113 percent to hepayGeneral Obligation Public Safety

Communications BondsA 0.005 percent levis also mandated by City Charter Section ©7a
fund San Diego zoological exhibitsThe property transfer tax is a tax levied after the transfer of
property from one owneo another Both the County and the City charge the tax, leaving each
with 55 cents per $1,008f sales price Lastly,the Motor Vehicle License Fee imposed by the
State was decreased1998 as a form of local tax reductjanth the loss of revenue bkfilled

by the Statehowever, in2006, this was replaced with an equivalent amount of property tax
revenue instead @tateGeneral Fund revenue. The Sales Tax Triple Flip is discussed in the
Sales and Use Tax section.

Table 3: Components of Saiego County Property Tax Revenue

Base Property Tax

1% of assessed
property value

Voter Approved Indebtedness Property

Tax

0.00113% of assesse
property value

Zoological Exhibit Property Tax

0.005% of assessed
property value

Property Transfer Tax

0.055%o0f property
sale price

Property Tax in-lieu of

Motor Vehicle License Fee

Motor VehicleLicense
Feebackfill eliminated
by State and replace
dollar-for-dollar with
property tax

(Sales Tax Triple Flip)™°

Property Tax in-lieu of Sales Tax

0.25% oftaxable sale
exchanged for
equivalent amount of

property tax

Source: City of San Diego 20RaloptedBudget

° City of San Diego Ordinance No-f9888 (uly 31, 2009

1% Discussed in Sales and Use Tax section.
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Accor di

ng to

t h edo@ediY010cbtidged fomevelyi$HQ cwleded, the

allocation to the City is $170 with anadditional $330 in property tax as a result of the sales tax
triple-flip. In addition to cities, property tax revenue is allocated to school districts,
redevelopment agencies, special distriatg]the County.

The following table illustrates the bikedown of property tagenerated in the City of San Diego
for fiscal year 2009 in relation to the type of property being taxed.

Table 4: Property Tax Revenue Generated Within City of San Diegb FY2009

Assessed| Property Tax
Parcels as| Value as Revenue
Type of % of % of (1% of Assessed
Property Parcels| Units | Assessed Value§ Total Total Value)
Residential 349,099| 498,822| $121,928,451,18( 94.11% 68.86% $1,219,284,511
Commercial 11,907 | 58,596 | $37,618,729,866 3.21% 21.25% $376,187,298
Industrial 4,672 | 15,434 | $12,007,719,861] 1.26% 6.78% $120,077,198
'Frggrited 78 42 $31,488,054 | 0.02% | 0.02% $314,880
Rural Land 528 18 $267,128,424 0.14% 0.15% $2,671,284
Institutional 940 4,056 $3,504,614,208 0.25% 1.98% $35,046,142
Recreational | 3,695 3,014 $1,705,375,755 1.00% 0.96% $17,053,757
Miscellaneous 12 1 $660,315 0.003% | 0.0004% $6,603
Total 370,931| 579,983 | $177,064,167,66 100% 100% $1,770,641,63
Source: County of San Diego Assessor b6s Of fi
BASIS
Proposition 13, passed 1978in the State of Californiaset the property tax rate apercent of
assessed value, cutting local property tax rates by more than Ikalf.property owned prior to
19781979, the base is what the property waliedin 19751976.A pr op engeiy 6 s ¢ ha

assessed valuss a result of inflatiosannot exceed percent per yearlf a property is soldhe
property tax levied on the new owner is subsequently based on the price paid for the property.
This value then can increase at the rate of iffatir two percent per year, whichever is lower.

Property Tax Allocation

The County of San Diego is responsible for collecting property taxes and apportioning revenues
to the City. The California Revenue and Taxation Code sets guidelines for the apportionment
and allocation of property tax revenues from counties to cities apportionment is based on

the change in assessed value from one year to thé nakéed the Annual Tax Increment

" Understanding the Basics of County and City Revernsttute for Local Government (2008) pg.3

21bid. pg. 6
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(ATI)d in each Tax Rate Area (TRAJ. The tax increment is then allocated to each TRA based
growth in assessed

on

the TRAOS

share ok the

Figure 1 illustrates the property tax allocation process.

Figure 1: Property Tax Allocation Process

Prior fiscal year
property tax
revenue

Share of growth
in revenue due
to change in
assessed value
within boundary

Apportionment

factor

Current fiscal
year property
tax revenue

Allocation to City

of San Diego

«Change in oY otal property oEqual to
assessed value tax within TRA apportionment

oDetermines +Total factor *
current fiscal property tax property tax
year property within County revenue to be
tax revenue allocated

within County
\. y, \. y, \. y,

REVENUE TREND

The table below illustratgzroperty taxevenues received by the City fiscalyears 2007
through 2009.

13 A Tax Rate Area (TRA) is a specific geographic area all of which is within the jurisdiction of the same
combination of local agencies and school entities for the current fiscal year. The TRA system is administered by the
State Board of Equalization andad by counties for the proper allocation of property tax revenues between
counties, cities, schools and special districts. In fiscal year 2009, there were 4,924 TRAs in San Diego County.
11



Table 5: City of San Diego Property Tax Revenue

FY2007 FY2008 FY2009 TOTAL

Base Property Tax

Revenue $267,576,206| $282,833,780| $291,755,206| $842,165,18

Voter Approved
IndebtednessProperty $2,283,600 | $2,386,400 | $2,325,023 $6,995,023
Tax

Zoological Exhibit

Property Tax $8,479,042 | $9,277,302 | $9,996,114 | $27,732,458

Property Transfer Tax $9,417,501 | $7,368,560 | $4,620,858 | $21,406,919

Property Tax in-lieu of
Motor Vehicle License $92,793,243 | $101,410,823| $106,945,731 $301,149,797
Fee

TOTAL $380,549,592| $403,276,865| $415,642,932 $1,199,469,30

Source: Simpler Financial€ity of San Diegé Revenue Actuals

AUDIT PROVISION

State Audits

Section 12468 of the California Government Coefguires the State Controlles Of f i ce t o
performauditsofeaunt i es® apportionment and all ocati on
Division of Auditsof t he State Controllerdéds Office, and

methodology rather thahe actual apportionments to the various recipients of property tax

revenue. For a County the size of San Diego, these audits are to be done every three years. The
last audit for San Diego County was done in 2006, but the report has not been releésed due

out standing i ssues. The County expects to he
year for the next scheduled audit.

County Audits
Audits done by Macias &ini, Inc. for the County consist solely of verifying the accuracy of the
Countybdés financial statements, and do not add

revenue to jurisdictions is accurate.
ISSUES FOR REVIEW

State audits of San DiegoCout y 6s property tax all ocation met
current Financial Management practices somewhat address the risk of misallocation of
revenues; however, this is not enough to adequately ensure accurate apportionment.

While audits by the Statddress the concern that the County is not using the correct

methodology for apportioning property tax revenue, the audits do not review actual

apportionment amounts to cities within the County. This assumes that the examination of

count i es 0 ettodslersuwes that henactoal apportionments are correct, when in reality

this may not be the case. Because property tax revenues comprise the largest portion of the City
budget, misallocations may have a significant

12



Inaddi ti on, according to the State Controllerds
lack of time resources, and staff. Whilee¢ y can request ftichte St ate Cc
perform an audit of acunty, it is questionable whether the requetitbe honored due to

limited resources and the need to perform required audits. Finally, state audits do not address the
components of a c otbabhareyndadditign todhedencentevy.t Fanthe |l e vy
County of San Diego, these includeterapproved debt in the form of general obligation bonds,

andthe zoological exhibit property tax.

California Revenue and Taxation Code Section 164 permitshieeaccounting officéf of

each taxing agency to examine and audit the accounts of any other taxing agency, other than the
State, charged under any provisions of the Code with the apportionment of collections made on
behalf of both agenciesShould one taxing agen¢such as ta City of San Diegoperform an

audit, the governing bodies of the other taxing agencies may enter into an agreement to accept
theagencyods audit report.

Accordingtod 953 opinion by the City Attorneyods Off

In the absence of any such agreentativeen the interested taxing agenées,h e Ci t y
Auditor and Comptroller of San Diego not only has the authority, but the duty to audit the
accounts and apportionment of the proceeds of collections made by the County Auditor.
This section does not indieavhen or how often such an audit is required.

The City can request records from the County r
property tax allocations. The Office of the Comptroller doesewoéw the accuracy gdroperty

tax allocations ard the Financial Management Department informally reviews property tax

allocations by calculating an approximation based on the $0.17/dollar estimate. However, there

are nowritten policies and procedures in place to perform the review. The City is durrent

working on adding property tax audits to its agreement with MuniServic€},d company that

provides revenue enhancement services to local governments. The City utilizes MuniServices

for sales and use tax audit services, and is working on addingrfyrégx audits to its

agreement. These audits wiltludeensuring that individual properties are being adequately

taxedbut may not lookat the allocation of property tax revenue from the County to the City.

Because the Count fygores are also estinsateg it iy dafflcult o tvarify the

exact amount of property tax received without obtaining more detailed information from the
County, such as the true enflyear assessed valuad/ith the passage &froposition 13n

1978, the firsyear in which new property tax rates were instituted was 1979. As a tiesult,

1979 figures are needed in order to review property tax allocations from the County to the City
since changes in assessed valuation use these figures as thadeasdingt o t he Ci t yods
Financial Management Departmemtarmation needed by the City to review property tax

allocations include:

e Amount of property tax revenue received by the City in 1979
e Amount of property tax collected by the County in 1979
e Total assessed hkmtion of property within City in 1979

“As used in the section, fi citoiokafcityaccounting officero mec
13



Total assessed valuation of property within County in 1979

Total assessed valuation of property within City in current year
Total assessed valuation of property within County in current year
Current year County propyg tax

Apportionment ratios per AB'8

TheCity does noturrentlyauditthe Coustdb s property tax allocation
apportionment. Because of thisthe State does not audibGnty apportionments on a regular

cycled due to limited resourcess anentioned previousdythere is no entity ensuring that the

City is receiving the appropriate amount of property tax revenue.

Reviewing property tax allocations at least every two years allows the City to find problems in

its property tax revenue befditee State audit period. This is important because property tax
allocations that are subject to completed audits, where all findings have been resolved, are

deemed correcf Once deemed correct, the City cannot cokegpayment errors found. In

addition, there are limitations to the amount an entity can recover should a misallocation be

identified for prior fiscal years it cannot exceed 1 percent of the total amount levied at a 1
percent rate of the cur ’@&yperoynmaga Citysreview priarion al s
the State audit, any problems can be brought to the attention of the state auditors to be

incorporated into the audit scope.

While the initial City review of property tax allocations may require time and resources to

complete future reviews will nobe as intensivbecause of the expertise that the City will have
developed. The department may request to participate or observe during a State audit in order to
fully understand the process the County and State follow. Ini@adibhe Financial Management
department wi l | benefit from a better underst
will therefore improve their property tax projections for the annual budget.

Another potential obstacle is lack of time and resesiion the part of the County, or an
unwillingness to provide information. However:
e The City may work around the Countyds sche
which to undertake a review
e The County wil/ benef it ffiedprablemswdlbeCi t yds wo
brought to the attention of the County
e The City may request the needed information through a Public Records Request should
the County not agree to an MOU allowing a City review

Unsecured property tax is property taat is not secured by real property, such as land. Itis

levied onbusiness fixtures, business personal property, boats, aircraft, and other types of

unsecured propertyT he Count y ushesdDeisian preparss the unsecured portion of

the assesmnent roll and ensures the accuracy of taxable unsecured property included in the tax

rol. The Assessorodos Office requests audits for a
field review.

15 AB 8 is the assembly bill that prescribes the method of allocédiguroperty tax revenues.
16 California Revenue and Taxation Code Section 96.1(b)
7 California Revenue and Taxation Code Section 96.1(c)(3)

14



The City of San Diegob6s BasimpasstsndraxwiCompt han.
Office to ensure that all businesses within the City that are required to pay unsecured property

tax are doing so. This can be done by providing information about City of San Diego businesses

to the Countyit is important © note however, that the City may need to check with the City
Attorneyods Office to ensure that there are no
Cityods Office of iffoormabludinesstaxpdyarseoktie pateatial reguirdme

to pay unsecured property tag part of their education and outreach effofitkis indirectly

benefits the City by increasing the amount of property tax collected by the County, which then is
allocated to respective citiemnd other taxing agencies

A taxable possessory interest is created when a private party is granted the exclusive use of real
property owned by a netaxable government entity. Examples of possessory interests include

golf courses, airline terminals, and hotels on government gyop€here are approximately

5,000 possessory interest accounts in the County of San Diego, resulting in an assessed value of
$9.1 billion. Approximately 150 public agencies report possessory interests to the County,
including the federal government, tB&ate of California, and all cities in the County.

Approximately 1415 City of San Diego agencies communicate with the County regarding this
issue. While there is regular communication between the City of San Diego and the County Tax
Assessor gar0Of hgceposseessory interests to ensur
date, the County did note that it would benefit from a more direct and streamlined line of
communicatiori for example, dealing solely with the Real Estate Assets Department regardi

all possessory intereststhe City.

STEPS TO ENSURE FULL REMITTANCE

RECOMMENDATION #1: Develop a Memorandum of Understanding with the County of San

Diego toensure access to required informattiowingthe CityTr easur er 6 s Revenue
Division to review property tax allocations to the Cégd observe the next State audit of the

County,

RECOMMENDATION #2:The Financial Management Departmehouldtake steps to obtain
State audits of County property tax allocations, @viewany relevant
findings/recommendatiorfer purposes of follow up

RECOMMENDATION#3:The Ci ty Tr eshosldcongderfoevidirgbusinesse
registration information to the County Assess
in the City of San B#go that they may be required to pay unsecured property tax to the County.

RECOMMENDATION #4: TheCity of San Diego should consider streamlining its

communication with the County of San Diegods
possessory interegtcords are up to date.
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Alternative Method: Teeter Plan

Background
An alternative method for allocating property taxes to the City is the Teeter method. The plan

allows counties to allocate 1@@rcentof property taxes®illed rather than property taxes
collected™® The county collects all future delinquent tax payments, penalties, and interest and
distributes them to the Tax Losses Reserve Fund set up by the tb&aty.Diego County
adopted the Teeter Plan in 1993, with ¢htees of Coronado, National City, and Vista opting to
participate. All other cities within the County are allocated property taxes in the method
previously mentioned. Because cities receivedd@eniof property taxes billed rather than
collected, thel'eeter method promotes stable and reliable property tax revenues.

Table 6: Teeter Plan Participation

Advantage Disadvantage
Stable and reliableevenues Loss of delinquent property tax revenue
Simplified allocation process Cannot optout once in
Sour ce: Property Tax Manager 6s Manual, County

County of San Diego, Property Tax Services Division

In addition to the guarantee of receiving J#centof property taxes billed, the simplified

allocation process may be more conducive to City reviews of property tax revéimge€ounty

provides Teeter Plan participants with property tax revenue by J 8ach year Currently,

the Citybds property theowxghoatBprd4 gerioddnrimghe fissal ar e s p
year.

City of San Diego

We estimate that had the City been a part of the Teeter Plan in fiscal years 2007 through 2009,
the City would have recedd an additional $6.39 million in property tax revenBecause the
County is unable to provide data for the value of delinquent accounts based on the age of the
account, it is difficult to accurately calculate the amafrgenalties and interette City of San

Diego would lose were it to become a participant in the Teeter Plan.

181n San Diego County, secured and secured supplemental property taxes are allocated via the Teeter plan.
YProperty Tax Marmogeards PMompwealty Tax Managerds Associ at
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Table 7: Teeter Plan

FY2007 FY2008 FY2009 TOTAL
Increase inCurrent
YearProperty tax $2,926,847 | $2,712,422 $4,721,849 $10,361,118
Revenué®
Eﬁ;’ﬁ””e Loss to $768,9017 | $1413552 | $1,785008 | $3.967.477

Net Gain $2,157,80 $1,298,870 $2,936,841 $6,393,64
Source: County of San Diego Property Tax Apportionment Reports, F02007
Financial Management & Auditor Analysis

I n order t o cal daxallacatien uaderGhe TegtéaR, the Couryeestimates

the amount of current year delinquent taxes for the teetered ref/emandys in the calendar year,

and adds this amount to the property tax fromdan| i nquent account s. Sin
payment s processed prior to June™3@djustments are made in July after the County

determines the actual delinquency amount as of the end of the fiscal year.

Under the Teeter Plan, the County keeps delinquent property tax penalties that are not paid by

the enl of the fiscal yearThe County also receives the penalties and interest in subsequent years

on accounts that are more than one year past due. According to data provided by the San Diego
County Tax Collectef r easur er 6s of f i c éw, anavdragesot 28 petcent i n T
of delinquent property tax bills in the Count
delinquency and are not new delinquent accounts as of the fiscaf year.

The penalties for delinquency include the following:

e A 10%penalty added 5:00 p.m. on December 10, the first property tax installment
deadline.

e A 10% penalty and $10.00 cost added after 5:00 p.m. on April 10, the second property
tax installment deadline.

o After the end of the fiscal year (June 30), a $15c@d@mption fee and a&% per month
(18% per annum) penalty is added on the unpaid tax amount.

While our analysis provided an estimate of $6.39 milltbe,San Diego County Property Tax
Services Divisiod s o wn a n a thatthdingact oé noteeeiviregg devenues as part of the

2 Consists of uncollected Delinquent Secured and Delinquenr&eSupplemental property tax revenue
L Consists of uncollected Interest/Penalties for Delinquent Secured and Delinquent Secured Supplemental
categories. In actuality, however, the City would not lose all of this revenue, but rather would only lose the
penalties for delinquent accounts more than one year past due in subsequent years. Because the County does not
have data regarding the value of accounts more than one year past due, it is difficult to more accurately estimate the
amount lost. In additigrwhile the City would lose the interest associated with the teetered accounts, this is not
included in the estimation because the Alnterest AlIl oc:
with the specific accounts.
2 gee footnote 3.
% Our estimate is an average taken from fiscal years-2009.
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Teeter Plan resulted in the City not receiving $29.7 million in realized property tax revenue
which were generated in the last three fiscal years.

As described below, it is unclear how much of this revenue the Citidwave received under

the current allocation methodologye to the question of collection rates on delinquent property
tax accounts

Table 8: Delinquent Property Tax Bills T County of San Diego

FY200/-08 FY200809 | FY200910| TOTAL

Defaulted 46,751 50,309 44,333 141,393
New (no record of delinquency) 32,036 36,319 33,352 101,707
Difference 14,715 13,990 10,981 39,686

% of Delinquent Accounts that 31.5% 27 8% 24 8% 28.1%
are not HANewo ' ' ' '

Source: County of San Diego Tax Colleefor e asur er 6 s Of fi ce

Because property tax revenue under the Teeter plan is not dependent on collection rates, high
rates of delinquency do not affect a cityds p
rates of delinquency result in higher property tax revenuesifathly County is able to collect on

those taxes plus the penalties and interest for delinquency. The average collection rate of
delinquent secured property taxesthe Cityin the last three fiscal years is approximately 65

percentso an estimate wadihave to be made to determine whether the additiong¢@=nt

will outweigh the loss of penalties and interiestubsequent yeafsr approximately 2gercent

of delinquent accounts.

The City paid approximately $4.6 millian fiscal year2008to the County in administrative fees
related to property taxes, and this would not change were the City to become a participant in the
Teeter Plan.

As noted above, there is estimation involved in determining the amount of additional revenue

gainedandtheamaut | ost t hrough the Teeter Pl an. San
difficult to arrive at a more accurate figure, and both the Financial Management Department as
wel | as t he Cihavgatteipteditotaoive &tdhe @dstfreasoeable ndetiogy

for thecalculations.

The current method in which the City of San Diegeceives property tax revenugssumes that

a certain percentage of taxpayers will default on their property tax payment, and cesets th

penalties aadditionalrevenue fothe City. However, the purpose of a fine or penalty from a

policy perspective is to promote compliance with a certain law orregulation| f t he Ci t y 6
objective is to ensungaymentof the actual amount of property tax due to the &ity the
amountbilledrather tharcollected the Teeter Plan is an avenue toward achieving that

objective.
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Becoming a Participant

The County of San Diego does not have a formal process for becoming a Teeter participant.

This is in part because the County has not recaamgdequests to join the program since its

inception in 199293. However, should an entity provide formal notification to the County that it
wishes to join, the County Board of Supervisors will make a final determination regarding the

request and the ojmt period. Once a City becomes part of the Teeter Plan, it canrotibpt
According to the Countyds Property Tax Servic
require the County to discontinue the current Teeter plan and adopt a new plan

Our aralysis of the gains from Teeter plan participation illustrate that the City of San Diego
would haveresulted in at leastn additional $.39million in property tax revenue in the last

three fiscal years. Barring additional factors we may not have tate®nansideration, the

Teeter plan offers a viable alternative to the current method of property tax allocation to the City.

RECOMMENDATION
RECOMMENDATION #5: TheCitg s Fi nanci al Ma rslaoglcevedunté theDe par t

benefits of joining the Teet&lan andunless there is compelling information to suggest
otherwisetake appropriate steps become part of the Plan
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Sales and Use Tax

DESCRIPTION

Sales tax is imposed on retailers for the privilege of selling tangible personal property in the

State of California. Services are exempt from sales tax as well as items such as groceries and
medicine. Sales tax is assessed as a percentage of the amount purchased. The use tax is imposed
on purchasers when sales tax does not apply, such as formoolased out of state which will

be used in Californid’ The 8.75 percent sales and use tax rate in San Diego Gmsbeen in

effect since April 2009

Sales and use tax is the second largest source of revenue for théh@ityhart below illustras
the components of theffective sales tax rate in the@tyof San Diego

Table 9: Components of County of San Diego Sales Tax Revefie
Component Description Allocation to City
Sales and Use Tax 7.25% of taxable sale 0.75% to City

Cities receive 5.65%
of County Local
Public Safety Fund

0,
Safety SalesTax 0.5% of taxable sale City of San Diego
share is 3.183 times
the Fund amount
Allocated to City
TransNet Tax 0.5% of taxable sale based on population

and number of local
streets maintained
SanDiego County Transportation Tax 0.25% of taxable salg Not allocated to cities
Sales tax revenue
exchanged for
equivalent amount of
property tax

Sales Tax Triple Flip 0.25% of taxable salg

Source: City of San Diego FY20AdoptedBudget
TaxInformation for City and County OfficialsLocal Sales and Use Tax
Transactions (Sales) and Use T&ublication 28, May 2006)

BASIS

The 8.75 percent sales and use tax rate levied on taxable sales in the County have five major
components. In additicio the base statewide rate, local voters may authorize additional sales
and use taxes, which add a certain amount to the sales tax rate. The Safety Sales Tax is an

example of thig in 1993, California voters passed Proposition 172 placing a 0.5 peatesit s

tax in the Constitution to be used only for local public safety activitiesical taxes are

24 Understanding the Basics of County and City Revennssiute for Local Government (2008) pg.7

% As of April 2009

% Understanding the Basics of County and City Revennsttute for LocalGovernment (2008) pg.8
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administered by the State Board of Equalization under the Br&dieys Uniform Local Sales
and Use Tax Law.

Sales Tax Allocation

The Cit y 06 sgenue B tompgriset af & vanety of sources. The 1 percens tieateived
by the City is a combination of the 0.75 percent portion of the BraBilays sales and use tax
that is allocated to cities and the 0.25 percent of the sales taxlipgheat is provided to the
City through an equivalent amount of property tax revéfue.

In addition, cities receive revenue from the Safety Sales Tax that is equal to 5.65 percent of the
Countyds Local Public Safety Augtmeachtciyt i on Fun
according to California Government Code 30055(d), with the City of San Diego receiving an

amount equal to approximately 3.183 times the amount in the®uridally, cities receive a

portion of TransNet funds from the San Diego AssociatiocB@fernments. It should be noted

that the sales tax tripe | i p wi | | no | onger be in effect aft
Bonds are paid off, which is estimated to be in 2B@12. At this time, local governments will

regain the 0.25 percent sakesd use tax revenue.

REVENUE TREND

Table 10 illustrates sales and use tax trends for the City of San Diego for fiscal years 2007
through 2009.

Table 10: Sales Tax Revenue

FY2007 FY2008 FY2009 TOTAL
?2)'(65 andUse | ¢160505446 | $167,534.421 | $156.378,300 | $493.438,167
ﬁl"ﬁ')es TaxTriple | o060 605825 | $60.288,500 | $54.721.556 | $171.615.980
Safety Sales Tay _ $7,943,151 $7.749.623 $6.989.325 $22.682.099
TransNet® $27.516,771 | $29.949.086 | $20191540 | $77.657,397
TOTAL $261,501,193 | $265521.729 | $238,280,721 | $765.393 643

Source: Simpler Financials, City of San DidgRevenue Actuals

?"The Sales Tax Trip}€lip is the shift enacted by the State in fiscal year 2005 whereby local governments shift
onequarter of a cent of their BradlBurns Sales and Use Tax to the State in exchange for an equivalent amount of
property tax. The purpose of this was to compensate counties and cities for the loss of sales tax revenue resulting
from the sale of State Economic Recovery Bonds.
% Government Code 30055(d)
% Funds reflecTransNet disbursement (rather than TransNet ailm@pto the City by the San Diego Association of
Governments.
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Figure 2: Total Sales Tax Revenu&Y2007-09

m Sales and Use Ta
m Sales Tax TriplEelip

Safety Sales Ta
m TransNet
Table 11 illustrates the City of San Diegoos

down by economic category.

Table 11: Sales Tax Revenue by Economic Categdind® Quarter 2009

Economic Category Percentage
General Retail 31.2%
FoodProducts 22.2%
Transportation 19.3%

Business to Business 17.6%

Construction 7.8%
Miscellaneous 1.9%
TOTAL 100.0%

Source: ' Quarter Result$ MuniServices, LLC
June 30, 2009

AUDIT PROVISION

State Audits

The Sales and Use Tax Department of the State Board of Equali@@é) performs tax audits
of businesses to ensure that the proper amount of sales tax is beittpai@tate In addition,
businesses can participate in the Managed Audit Programhiam businesses sedudit with the
guidance of State auditors.

In addition to BOE audits, the California Bureau of State Audits (B8Anp | es t he BOEO®G s
tax allocations by tracing payments from the assignirigeotax area code to the allocation

local jurisdictions. Audits entail reviewing the flow of funds through the allocation process, and
ensuring that there are adequate controls over sales tax receipts at the BOE. According to Board
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of Equalization staff, the audits performed by the BS&uded sukaudits of tax allocations to
each local agendysuch as citie® in the past, but this is no longer the case.

In 2008, the State Board of Equalization createdtiadewice Compliance and Outreach
Program (SCOPo ensure that all businesses are properly registeredramptoperlyeporting
theirsales and usax. BOE specialists conduct deta-door visits to businesses in each of the
seven districts located throughout Btate. Importantly,part of thes p e ¢ i aléisaskingtod r
see a city business license, theraby s i st i n g basiness leense camplianetores° r

City Audits

As mentioned previously, MuniServices, Clis a company that provides revenue enhancement
services to municgtlities. In addition to sales and use tax, MuniServices specializes in

enhancing business license tax revenues, lodging tax revenues, property tax, utility users

tax/ franchise fees, and cable televisicesn reve
is responsible for the followind:

e Detect, document and assist in correcting the following:

0 Sales and use tax reporting errors of businesses that are not properly registered
with the City

0 Reporting of businesses that are improperly reporting salestase tax,
resulting in a reduction of sales tax revenue for the City

o Sales and use tax reporting errors or omissions and thereby generate
previously unrealized revenue for the City

o Provide the City with businegs-business use tax monitoring

o Provide Go-coding in order to allow City staff to complete analyses of
specific geographic areas by type and economic activity

MuniServices, LIC charges an 1percentfee on additional revenues received by the City as a
resultof Muni r vi cesé work for: (1) Six consecutive
Correction Quarter; (2) Any eligible prior quarters; (3) Three quarters preceding the Date of
Knowledge.

TheBOE does not redistribute funds that were improperly distributedath@nentity more than
threequarters prior to the Date of Knowledge. The Date of Knowledge is the date the Board
receives the inquiry of suspected improper distribution of local tax. When improper distributions
are verified by the BOE, redistributionsegrocessed for the three quarters immediately
preceding the quarter in which the BOE is notified of the discrepancy. This is consistent with

A

Muni Servicesd contract.

Table 2 illustrates the amount MuniServices, Clhas recovered for the City in thesst three
fiscal years, and the amount the City has paid for their services.

30 For more information, see Business License Tax/Rental Unit Tax Section.
31 City of San DiegdDrdinanceNo. 304740
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Table 12: MuniServices, LLC i Services Provided to City

FY2007 FY2008 FY2009 TOTAL
Invoice Amount
(Amount Billed to the City) $631,604 $338,485 $383,352 $1,353,441
Amount Recovered $4,429,636 $2,239,079 $2,690,121 | $9,358,836
Net Gain to City $3,798,032 $1,900,594 $2,306,769 | $8,005,395

Source: Financial Management, City of San Diego
Note: FY20@-08 figures contain invoice amounts for four quarseFY 09 figurecontains
invoice amount for three quarters

The City is currently in the process of finalizing the ordinance that would adopt MuniServices,
LLC as the firm for property tax revenue enhancement services, and clarify who in the City can
specify those whora able to contact the BOE for City of San Diego sales tax information.

ISSUES FOR REVIEW

Sal

(S t ax

audi ts

per

f or med

by

t he

St at e

MuniServices, LLC address the risk of inaccurate sales and use tax tésmice by businesses
to the State.However,(1) preventative measures taken by the City may decrease the need for
services provided by MuniServices, Cl.and (2)the City can do more to address the risk of
misallocations from the Safety Sales Tax and tBales Tax TripleFlip.

Boar d

Because sales tax revenue is distributed based on the registered place of business, sales tax audits
by the State Board of Equalization and sales tax audit services provided by MuniServi&es, LL
ensure that misallocations do not vcas a result of inaccurate tax area code identification. This
reasonably addresses the possibilitynegallocations ofales taxevenue

However, the potential exists to do more. For example, the City of San Diego can do the
following:
e Request sakand use tax audit training from MuniServicesCldr other

jurisdictions

e Look into common borders with other cities to ensure that the City is not losing sales
tax revenue that it is entitled to

The sales and use tax audit training is provided at niti@ull cost by MuniServices, LT
According to a citywide revenue expert from the City of San Jgseslying on prevention and
correction of sales tax errors through such measures, the City can utilize the services provided by

Muni

Services, LICa s

ac kidt op o

to City

efforts

rat her

t h

revenue recoveryFurther evaluation is required to determine whether the City can perform a
majority of the same services at a lower cost than is currently being charged by Mue§ervi

LLC.

As previously mentioned, the City receives revenue from the Safety Sales Tax that is equal to

5.65percenio f
revenue that is apportioned to the City of San Diego isoxppately 3.183 times the amount in

t he

Countyods

Local

Publ i

c

Safety

the Fund. Currently, the City recestie Prop 172eport from the County regarding gross
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receipts of Safety Sales Tyt does not perform any verification of the City of San Diego
figure. A potential review thathe City can do is teimply multiply the gross receipts by the
apportionment factor specified in California code in order to ensure the accuracy of funds
received.

Lastly in regard to the Sales Tax Tritép, the County is responsible for the calculation of the
Educational Revenue Augmentation Fund shift that determines the sales tax amount the City
exchanges for an equivalent amount of property tax. The fundetasdited by the State

Board of Equalization, and are only fAauditedo
are audited.
The Cityds |l oss of sales t ax-Flipesgtatadoretheas a r es

guarterly reports eived from the Board of Equalization. According to the BOE, using this
information helps cities determine the amount of equivalent property tax revenue to expect in
exchange. Hence, the City can annually reconcile the ERAF shift loss found on the wefhort
actual Sales Tax TriplElip receipts in order to ensure accuracy.

STEPS TO ENSURE FULL REMITTANCE

RECOMMENDATION #: Consideh avi ng the City Treasurero6s Re
the free audit training offered by MuniServices, LLC to @teliance on MuniServices for
future sales and use tax audit services.

RECOMMENDATION #: Financial Managemershouldreviewgross Safety Sales Tax
revenuesnnually in order toerify the accuracy dbafety Sales Tax allocations to the City.

RECOMMENDATION #8: Financial Managemeshouldannually reconcile Sales Tax Triple
Flip funds received from the County with ERAF shift loss detailed in BOE sales tax reports.
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TransNet

DESCRIPTION

The San Diego Association of Governments (SANDAG) administerfsitius generated by the

TransNet program for transportation improvement. As part of the Local Street &PRuaadm,
the City of San Diego receives an allocation based on the following:

e $50000 allocated to San Diego County and each of the eighteen cities located within the

County

¢ Remaining funds:

o 2/ 3

of t he

all ocati

on

of the total population of the cities and county
o0 1/3ofthealb c at i
proportion of the total miles maintained by the cities and county

on based

on t he

based

on t he

citieso

Funds must be expended specifically on transportation improvenfeidsal agencynay not
have more than 3@ercentof its annual apportionment on harikit does so, the San Diego
Association of Governments defers payment until the City becomes in compliance.

REVENUE TREND

The table below illustrates TransNet allocations and disbursements to the City for thee&ast t

fiscal years. A City does not receive its full allocation of TransNet revenue, but rather the
amount that it requests for its expenditure plafisy remaining funds are maintained by
SANDAG until requested by the City.

Table 13: TransNet Allocations and Disbursements

FY2007 FY2008 FY2009 TOTAL
TransNet
Allocation to City $32,673,896 $32,182,461 $24,862,913 $89,719,270
of San Diegd®
Disbursement® $27,516,771 $29,949,086 $20069,503 $77535,360
Difference $5,157,125 $2,233,375 $4,793,410 $12,183,910

Source: SANDAG, Simpler Financials

AUDIT PROVISION

TransNet allocationannually undergo an agreeg@on procedures reviem accordance with
CCompsr ol | asovérgiesTdnsNetc e

SANDAG Board Policy No. 31. T e

revenues.

% Figures provided by SANDAG
¥ Figures from Simpler Financials, City of San DiggBevenue Actuals
FYO09 figures reflect sum of Funds 30310, 30311, and 30312.
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The Independent Taxpayer Oversight Committee (ITOC) for the TransNet Program conducts the
annual fiscal and compliance audits of all TransiNatled activities using the services of an
independent fiscal auditor to assure compliance with the-apf@ovedOrdinance and

Expenditure PlanThe firm of Caporicci & Larson performs both the anmeaiews as well as

the complianceeviewsof the member agencies. This includes ensuring the accuracy of the
funds set aside for the City of San Diego and othepietis of TransNet funds.

Specifically, the agreeeupon procedures entadentifying the total TransNet revenues for the

fiscal year, including (1) determining whether the total funds received per the Schedule of Funds
by Project agrees to the TransNeerating statement, and (2) comparing a SANB#Gvided

listing of TransNet payments from SANDAG to the Citythe TransNet revenues recorded by

the City.

According to the San Diego Association of Governments, the City of San Diego was not in
compliancewith Board Policy No. 031, which states that an agency cannot maintain a balance of
more than 30% of their annual apportionment (after debt service), in fiscal years 2007 and 2008.

SANDAG uses dransNet tracking system to split all activity basedenrain criteria such as
population and mileage. SANDAG periodically reviews the results of the tracking system
against a staffjenerated Excel spreadsheet to ensure accuracy of the system. These checks are
done prior to the issuance of the quarterly SAND#ports.

I n regard to TransNet funds, the Office of th
Office, and checks the accuracy of the amount by comparing to the revenue schedule for the

Local Street and Road Program received from Enging&i@apital Projects.The revenue

schedule contains the scheduled payments for each month in the fiscallyeachedule is

prepared by SANDAG and the Engineering Bemer jointly.

ISSUES FOR REVIEW

There are no written policies/procedures for verificationETransNet revenueperformed by
the City.

It is unclear whether the California Department of Transportation regularly updates
California Public Roads Data

While an administrativeegulation had been drafted to address the recording of revenue received

from the San Diego Association of Governments for the TransNet program, it was recently
determined by the Comptrollerbés Office that t
down into multiple components rather than developing one TransNet Process Narrative. The
Citybébs Process Narratives detail how work is
out put . Comptroll erds staff i dlcompriserthent | vy i de
Process Narrative along with the responsible department(s) for each, and once these have been
identified, will include them as action item&n important consideration when developing the

Process Narratives is ensuring that each depattisetear on their roles and responsibilities as

it relates to TransNet revenues.
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Population figures used by SANDAG are taken from the California Department of Finance, and

miles of road maintained are taken from the latest CalTrans Public Roadsdaifaans

annually provides this data to the Cityods Str
CalTrans figures originate frorBecause the miles of road maint a
allocation of TransNet funds, it is beneficialthe City to annually verify that the figure is

accurate. The City can make clear which department is responsible for this verification in the

Process Narratives to be developed.

STEPS TO ENSURE FULL REMITTANCE

RECOMMENDATION#: The Ci t y Ofice shouldrcantinleadentifging the
necessary subprocesses and prepare written policies/procedures for verifying the accuracy of
TransNet revenues.

RECOMMENDATION #10: In order to verify accurate TransNet allocatiahg,City of San

Diego Streets Divisioshould work with theCalifornia Department of Transportation (CalTrans)
to ensure accuratailes of road maintained figures
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Gas Tax
DESCRIPTION

The California gas tax, also known as khghway user tax, ishargedor the privilege of

storage, removal, sale, or use, of motor vehicle¥ldlhe tax isset at a rate of 18 cerisr

gallon of motor vehicle fuel, and is levied on both gasoline and dieselBExpknditure of the

funds is restricted tthe maintenancand improvement gbublic streets and highways, public

mass transit guideways, and related public facilfieBederal taxes on gasoline, as well as state
and local sales taxes, are added to the California tax to place the total amount of the tax at 63.9
cents per gallon.

BASIS

The federakxcisetax on fuelis set at 18.3 cents per gallonhe California Revenue and
Taxation Code sets tistategas tax afl8 centger gallon

REVENUE TREND
Table X4 illustrates the allocation of gas tax revenues to the City of San Diego for fiscal years
2007 through 2009. The Californ@onstitutionandStreets & Highway€ode determine the

specific allocation of revenues. See Appendix B for more detailed inferma&marding the
various gas tax revenue components.

Table 14: State Gas Tax Revenues Allocated to the City

Revenue Accouni& FY2007 FY2008 FY2009 TOTAL
Basis for Allocation
765051 Per gallon tax
H&S 7351 and R&T $7,957,918 $5,946,36 $9,169,64 | $23,073,38
8651
765061 Vehicle
Registration Assesse( $5,206,68 $3,824,99 $6,016,633 | $15,048,20
Valuation Population
765071 Population $20,000 $20,000 $20,000 $60,000
765081 Population $10,636,102 | $7,947,84 $12,255,33 | $30,839,28
TOTAL $23,820,64 | $17,739,03 | $27,461,58 | $69,021,27
Source: Financial Management, City of San Diego
Simpler Financials, City of San DiegidRevenue Actuals
34 California Revenue and Taxation Code, Section 7361
% Guidelines Relating to Gas Tax ExpendityresSt at e Coce 2004)| | er 6 s Of f i
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AUDIT PROVISION
StateAudits

The Bureau of State Audi{BSA) is responsible for conducting audits of Highway Users Tax
(HUTA)funds. The St ateds process of making gas tax ¢
currently subject to audit by the BSA on a cyclical baSise process was last audited2004-

05and 20@-09, butis not necessarily audited every yeétighway user taxes are audited on a

high level basigach yearby testing total tax amounts rather than individual distributions to

ctiess The HUTA total tax amount s saiffieedateandinici | ed
determined whether tha&8eCo n t r oOffiteesmproperly recording HUTA fundsThe State
Controllerds Office is responsible for ensuri
and highway users taxes are expendemmpliance with the law.

City Audits
The Citybés Financi al Management Department do
funds. However, the Comptrollerdés Office doe

the City received the correamount of Gas Tax funds. The State also provides a detailed
breakdown of the apportionments.

ISSUES FOR REVIEW
There are nowritten policies/procedures for gas taserifications performed by the City.
The City may bgaying federalgas tax that it is exempt from paying.

The City performed a Fuel Accountability Audit in 1997 with a follow up in 2002. The audit

noted that although the City is exempt from paying federal gas tax to vendors for the delivery of

fuel, one vendor had be&harging federal tax and the City had been paying the tax from 1999

2001** The Cityds Equipment Division had overpaid
Department owed the vendor $5,886.22 in taxes due to credits applied by the City.

STEPS TO ENSUREFULL REMITTANCE

RECOMMENDATION #11: The Office of the City Comptroller shouledelop written
policies/procedures for verificatiols gas tax revenugserformed by the City.

RECOMMENDATION #12: The Office of the City Comptrolleshouldensure the City is not
paying federal gas taxes by verifyitigatthe payments to fuel vendats not include federal
excise tax

% Section B Summary, Fuel Accountability Audit 2002
30



Motor Vehicle License Fees

DESCRIPTION

The California vehicle license fee is a fee imposed for the privilegparhting a vehicle subject
to registration under the Vehicle Code upon the public highways in thé state.

Since 1998 the effective rate of the fee has been incrementally reducezigesoent of a

vehicle's current estimated value to 0.65 percEffective May 19, 2009, this was changed to
l.15percenbf a vehi cl eds wiHturn tm@85 pealcent an Julyd,,201a unlgss
the Director of Finance postpones the change to July 1, Z22d@&ion 10754 of the Revenue and
Taxation Code prades that during any period in which it is determined that insufficient monies
are available to be transferred from the General Fund to fully fund the fee offsets, the amount of
the offsets may be reduced.

All losses of revenue to local governments tlegutedfrom reducing the ¥hicleLicensefFee

below 2percentwere backfilled with state General Fund revemunil the Legislature decided

to use property tax revenue to fill the gap inséed#ius is known as the vehicle license fee
adjustmentand is intuded in the previous discussion of propertye@xThe VLF revenue of

0.65 percent will continue to be distributed to cities and counties and deposited into the Local
Revenue Account and Motor Vehicle License Fee Account in the Transportation Tax Fund. The
VLF increase of 0.50 percent will be allocateda®ws: (1) 0.35 percent to the General Fund,

(2) 0.15 percent transferred to the Local Safety and Protection Account established in the
Transportation Tax FundState law does not specify the use of vehicle license fees allocated to
cities and countieBom the Transportation Tax Fund.

BASIS

The authority to changeehicle license fees is under the discretion of the State.

REVENUE TREND
Tablel5i | l ustrates the Cityo0s fanthd lastrthree estaiyealrse | i c e
Table 15: M otor VehicleLicenseFeeRevenues
FY2007 FY2008 FY2009 TOTAL
M otor Vehicle
License Fee $8,967,490 | $10,228,691| $5,772,091| $24,968,272
Revenues

Source: Simpler Financials, City of San DiggBevenue Actuals

37 california Revenue and Taxation Code Section 10751
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AUDIT PROVISION

California Bureau of State Audits (BSA)

The State Controllerés Office Iis responsi bl e

disbursements. In regard to auditing authority, however, the California Bureau of State Audits
(BSA) is responsible for performing tifieancial audit of the State of California. The BSA has
done two audits related todibr VehicleLicenseFeerevenues (2005), but these were specific to
the property tax adjustment enacted in 2085 called the vehicle license fee adjustment) rather
than for Motor VehicleLicenseFeerevenues as a whole. The audit found that the State
Contr ol | er desl with btéta laaven calocolatipglddor VehicleLicenseFee

adjustments.

ISSUES FOR REVIEW

There are no writterpoliciesproceduredor verifying theproper receipt of Mtor Vehicle
LicenseFees distributed by the State to the City of San Diego.

Citiesand counties are sent monthly reconciliations of motor vehicle license fee apportionments.
The information provided includes, for each city and county:
¢ Revenues for the month
e Less administrative costs, additional revenues provided to Orange Countyddimhad
amounts provided to newly incorporated cities
e Apportionment based on population

Financial Management staff monitors motor vehicle license fee disbursements to the City, and
uses population proportion data to do so. In addition, the Office &fith€omptroller checks
mont hly distribution statements through the
the receipts. In the case of both departments, there are no written policies/procedures for doing
so.

STEPS TO ENSURE FULL REMITTA NCE

RECOMMENDATION #13: The Office of the City Comptroller and Financial Management
should evelop writterpoliciesprocedures foverificationsof motor vehicle license fees.
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Fines, Forfeitures, Penalties

DESCRIPTION

The City collects revenue from fines, forfeitures, and penalties derived from traffic citations and
violations of other notvehicular codesThe San DiegdSuperior Court of th€ounty is

responsible for distributing additional revenue from violationdhiefBusiness & Professions

Code, Food & Agricultural Code, Harbors & Navigation Code, Health & Safety Code, Penal
Code, and the Welfare & Institutions CotleThe vehicle code violations that the City receives
revenue from are shown in Table.*f

3 See Appendix Aor specific fine and forfeiture violations the City receives revenue from.
39 Manual of Accounting and Audit Guidelines for Trial CourtRevision 21, Appendix (Office of the State
Controller, 2009)

33



Table 16;: Vehicle Code Violations

Vehicle Code Violation

Situation

Distribution

Fund

Unattended Child in Motor
Vehicle (VC 15630)

Leaving a child who is 6 years or younger
a vehicle unattended when there are
conditions that present a significant risk to
the childbdés health

15% to the City if the violation
occurred in the City

City General Fund

Bicycle Safety Helmet
Violations; Fines (VC 21212)

Failure to wear a bicycle helmet when
operating or riding bicycle

25% to the City if the violation
occurred in the City

Not specified

Child Passenger Seat Restrain
Systems; Fines (VC 27360seat
restraint for child under 6)

Transporting a child without a seat restrain
system unless the child is either G of
age or older or 60 pounds or more
- $100 fine for the first offense (may |
waived under specified conditions)
- $250 mandatory fine for the second
or a subsequent violation

15% to the City if the violation
occurred in the City

City General Fund

Child Passenger Seat Resttain
Systems; Fines (VC 27360.5
seat belt for child under 16)

Transporting a child without a seat restrain
system or seat belt if the passenger weigh
60 or more pounds and is less than 6 year
age but younger than 16 years of age
- $100 fine for the first offense
- $250 fine for the second or a
subsequent offense

15% to the City if the violation
occurred in the City

City General Fund

Sale or Installation of
Nonconforming Child Restraint
Systems (VC 27362)

Selling or installing nonenforming child
passenger restrains systems:

Up to $400 fine for the first offense
Up to $1000 fine for the second or a
subsequent offense

15% to the City if the violation
occurred in the City

City General Fund

Failure to appear or Pay (VC
40508)

Violation of a promise to appear in court
and/or to pay a lawfully imposed fine or ba
in installments as agreed to under VC
40510.5

If paid after issuance of warrant

pursuant to VC 40508 but without an

arrest under the warrant: portion
attributable to itial offense to the

arresting agency in accordance with
1463.001; if paid after arrest for VC
40508, to the arresting agency in

accordance with PC 1463.001

See PC 1463.001
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BASIS

The California Vehicle and Government codes, in additoother applicable California codes,
determine the distribution of traffic citation revenues and other fines, forfeitures, and penalties
between the State, the County, and the City.

REVENUE TREND

Table T illustrates fine, forfeiture, and penalty reveriaefiscal years 2007 through 2009.

Table 17: Fines, Forfeitures, and Penalties

FY2007

FY2008

FY2009

TOTAL

Fine, Forfeiture,

Penalty Revenué® $40,314,050

$36,575,469

$41,145,559

$118,035,07§

Source: Simpler Financials, City of San DiggBRevenue Actuals

AUDIT PROVISION

Government Code sections
the authority to ensure that court collections remitted to the State are complete, and to examine

court recor ds. I

n

68103,

68104,

and

accor damsauyrt revamue diSrbaione

12

Cont

audits to ensure the accuracy and timely remittance of the revenues. While the methodology of
the audits focuses on ensuring accurate remittance to the State, the audits also consider the effect

on local entities. Below ia list of audit procedures followed for the most recent audaof
st.ri but

Diego Countybs di

¢ Reviewed the accuracy of distribution reports prepared by the county, which show court

i o

n of

court

revenue distributions to the State, the county,thacities located within the county.
e Gained an understandi
interviewing key personnel and reviewing documents supporting the transaction flow.
e Analyzed various revenue accounts reportetd n e
unusual variations and omissions.

e Evaluated the accuracy of revenue distribution using as criteria various California codes

and the SCO6b6s

Manual

e Tested for anyncorrect distributions.
e Expanded any tests that revealed errors to determine the extent of any incorrect

distributions.

Whil e Gover nment

Code

records received by him with the transmitt s o f
the time period for such audit3.he Office currently performs audits of California Courts on a
cyclical basis of once every four fiscal years.

68103

“ONote: Includes additional fine, forfeiture, penalty revefiseich as library finei not included in audit scope.

35

revenues

ng of the countyds re
countybés monthly <ca
of Accounting and Aud
states that AThe
such fines and forfei



ISSUES FOR REVIEW

The City is unaware of State Cordrl | er 6 s Of f i -digribuded bveniuss. Betause o u r t
of this, findings that are relevant to the City of San Diego are not followed up on to ensure
payment of any underremittances.

The City Tr easur e rdiStsbut@frevenuedki rreeccteliw.es ThohearrTr e a ¢
is not provided with any detail or calculations regarding traffic citation revenue, or the status of

unpaid ticket collections. The Office also does not receive copies ofdistributed revenue

audits done by the Stattont r ol | er 6s Of fi ce, and does not p:¢
receipt. Neither the Comptrollerdos Office no
Office audits, or perform any follow up on findings relevant to the City.

The San Diego Rige Departmen{SDPD)has attempted to map coulistributed revenues in

the pasthoweverthe difficulty of identifying the source or violation associated with the

revenues distributed by the Cobhgs prevente8DPD fiscal staffrom determining the details

of how the traffic citation revenue remittance process works. The result is that staff cannot

verify revenue amounts. The department bases its budget figures on historical data.

The last audit of the San Diego SuperiorCeurtby t he St ate Controll er 6:¢
2000 to June 30, 2066a sixyear period. The Court notes that had the State performed the

audits in a more timely fashion, the inaccuracies would have been corrected earlier.

In additiontoothef i ndi ngs, t he auddidnotfequitablydand ptomtly t he Co
distribute operating costs totaling $7,892,033 during the period of April 2004 through June 2006

from the Comprehensive Coll ection Prfiodgirda m odte |
properly distribute TVS (Traffic Violator School) cases for the period of January 2004 through
June 2006, 0 resulting in the following:

Table 18: Audit of Court -Distributed Revenuei Superior Court of San Diego

Finding Amount Underremitted to City of San Diego
Inequitably distributed collection program
operating costs and collections received not $989,661

identified by the Superior Court

Underremitted fines, penalties, and surcharg

from Traffic Violator School cases $57,442

TOTAL $1,047,103

Because the Superior Court plans to dispute the findings at the State in December 2009, it is
unclear whether the Court will be required to remit the amount listed to the City, and if so, when
the remittance will occur. The Citanfollow up with the County tdve aware othe outcome of

the dispute and the consequences for the City.
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Lastly, the City may request that the State C
distribution auditsooner than the four fiscal year cyslkeoudd the City have reason to believe
that there are inaccuracies in distributions to the City.

STEPS TO ENSURE FULL REMITTANCE
RECOMMENDATION#4: The Ci ty Tr eshosldmorgtaor @when cOuirt fevenue
distribution audits are done bythe St&te nt r ol | er 6 s Of fi ce, and be a

underremittances relevant to the City of San Diego for purposes of follow up.

RECOMMENDATION #15: The City Treaswer 6 s Revenue Audit Divisior
performing audits of cowdistributed revenes.
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Leases, Rents & Concessions

DESCRIPTION

The

Citydéds R

portfolio.
operating agreementsse and occupancy agreements, andeaakes. In addition, it manages
and administers the redevelopment of existing leaseholds, and handles the negotiation of new
leases and permits, renews expired leases and permits, calculates and implements rental
adjustments, and ensures lease compliance.

e al
The

Est at e
Asset

Asset s

Management

Department is r

Di vi

sion adm

Examples ofCity leasesncludeproperty in Mission Bay, Balboa Park, Torrey Pines, as well as
other parks and recreation facilities.

BASIS

Individual lease and concessiagreements govetn h e

REVENUE TREND

Ci t y 6 sandlcaneessiers ,

rents

In fiscal year2009, the Real Estate Assets Department managed 597 leases, inspected 217
leasehold sites, and commenced 120 lease rent adjustments. The amount of revenue collected
from leases irfiscal year2009 wasapproximately $72.7 million, including all lease revenues
collected in the General, Enterprise, and Special Revenue Funds. Jdhisttates lease

revenues for the number of leases managed by the Department for the last three fiscal years.

Table 19:; Lease Revenues

FY2007 FY2008 FY2009
Number of 680 621 597
Leases Managed
Lease Revenue | $680million* $73.7 million $72.7 million

Source:FY20@, FY2009and FY2010 Annual Budgets, City of San Diego

AUDIT PROVISION

Lease agreements typicallyn c | ud e
holder to keep complete records and supporting documentation for inspection by the City. The
clause also contains the length of time that the lbakker is expected to keep the records,

generally between-3 years.

an

Al nspection

of

-Recordso

The Revenue Audit Division uses lease audit procedures adopted from the City of San Diego
Auditor & Comptroller Departmental Procedures, created in 2005. The procedures contain
information regarding preparation of the auddope of the work, the audit routine including
schedules and workpapers, audit procedures, techniques, and finalization of the audit report.

41 Reflects reenue for the General Fund.
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Audit techniques include analyzing the accounting record system for adequacy, as well as
verifying gross receigtfrom sources other than merchandise sales.

Subleases are audited as part of the lease audit. In addition, concession agreements are included
in the lease audit population, and the same procedures are used for concessionaires as lessees.
Concession agements allow a company to use or operate orogityed property. SDMC

Section 22.0220 |lists fnéchecking of concessio
concession agreementeéeo and fAiéthe checking of
tebmsand provisions of | eases and concession agr

Estate Assets Department.

While the Real Estate Assets Department is responsible for administering all leases and sub

|l eases, the City Tr siandsuelegated with Rueliting negpansibfity fdri t D
the Cityods app thatare pedantagmged A Percénagdmsedlease is a

rental agreement where grassomeof thelessee isised to determine the renthese are

typically audited egry 23 years. Fixed rate leases are not audited. When a new agreement or
amendment affecting the audit procedures is instituted, a copy is sent directly to the Revenue

Audit Division. Revenue auditors also have access to ¢éladHRtate AssetBepartmat system

to review lease agreementevenue auditors forward audit findings to the Real Estate Assets
Department.

Council Policy 70010 (October 17, 2008) authorizes the City Auditor and Comptroller to audit
percentage leases in the first year ofrapen and at least once every 3 years afterward. It

all ows for more frequent audits AiI f appropri a
to audit all other leases and agreements, if determined to be warranted by the City Auditor and
Compt ol | er . O

ISSUES FOR REVIEW
h

| t i s unclear w
Of fice or t he C

A

h
[ 0

audi t
[

et her ing aut
ty Comptrollerds O
The Real Estate Assets Department does not tealexjuatewritten procedures for monitoring
rent payments.

The Revenue Audit Divisiomnd Real Estate Assets Department can better coorditate
ensure that the lease audit population is complete.

The question that arises fra@ouncilPolicy 700-10is where auditing authority lies now that the

City Auditordés Office and City Comptroll erds
agreements do ngenerallystate which entity within the City is responsible for auditing the

lessee,the Revane Audi t Division does not | ie within -
Comptr ol |.ahedhief Bfaricial ©Oficer oversees the fiscal operations of the City, and
while the Revenue Audit Di v ijitdsiunclabvwhethercptoper i t i e s
authorityto perform lease audits is provided ®@guncil Policy 70010. Because the Real Estate

Assets Department drafted and brought forth the original Policy to City Council, the Department
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can work with the Independent Budget Analgstevise the Policy and clarify auditing
authority.

The Real Estate Assets Department does not ddeguatevritten procedures dictating how rent
payments are monitored. Generally, agents receive weekly printouts displaying any rents that
are delinquent for purposes of follow uphe bottom of the printout indicates department

actions to be taken at varioum periods; specifically,

5-29 Day® Contact Lessee

30 Day® Refer LateCharge Invoices to Treas. Notice of Default (non late charge inv).

60 Day® Refer to Treasurer (non labharge)

Any payments more than 30 days delinquent are referred to Collewtithis the
Treasurerodos Office.

While this provides a general description of actions taken, it does not serve as a department
policy regarding monitoring of rent payments; for example, it is unclear how often within the 5
29 days the agent must contdet tessee, drow the lessee is contacted if there is no phone
number indicated on the printoun our opinion, the writteproceduresre inadequate because
of these considerations.

In addition, we found a discrepancy betweenrnthmber of percentageases provided by the
Real Estate Assets Department and the percentage leases contained in the Revenue Audit
Di vi si onds | e avbilethaRevenue AuditDiviaidn pesferms a manual
reconciliationof the Real Estate Assets and Revenue Auditsidn databasesach year, there is
no indicator in the Electronic Document Retrieval System (EDRS) that allows the Division to
more efficiently perform this step. Lastly, the Division should codify the reconciliation they
perform in th& General Procdures, Determination of Audit Cyaliepartment document.

An important question when dealing with citywide leases is whether the City is following its

own policies in regard to nonprofits, use of the RFP process, rent credits, periodic adjustment of

rentd rates, etc. There are multiple Council policies that govern lease agreements: Council
Policy7001 2 governs the fADisposition of City Prope
Policy7060 8 governs fAMi ssion Bay ParOkd Rwmlvieciness ,ioB ac
Park Uses and Occup an cGitydepartmaiis deading tith elpwaeda r e mu
propertyyi ncl udi ng the Real Estate Assets Depart me
Divisiond it is unclear which entity is ensuring titae City is following Countipolicies in the
management of i§/-owned real estate.

STEPS TO ENSURE FULL REMITTANCE

RECOMMENDATION #16: The Office of the Independent Budget Analyst (IBA) shoudatk
in consultation with the Real Estate Assets Departtoenetvise Council Policy 76Q0 toclarify
who has theppropriate auditing authority.

RECOMMENDATION#17: The Real Estate Assets Department should develop written
policies/procedures for theexification of lease payments.
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RECOMMENDATION #8: The Real Estate Assets Department should work with the City
Treasurer6s Revenue Audit Division to develop
Electronic Document Retrieval System (EDRS).

RECOMMENDATION#9 The City Treasurerod6s Revenue Aud

annual reconciliation of the Divisionds | ease
Department database in their written departmental procedures.
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Franchises

DESCRIPTION

The City of San Diego receives franchise fee revenue from three video fraficimskesling

AT&T, Cox Communications, and Time Wardea gas and electric franchise via SDG&E, and
agreements with refuse haulers. According to 22036 datafromm he St ate Control |
the City of San Diego receives the highest total franchise revenues out of approximately 478
California cities.

Figure 3: Types of Franchise§ City of San Diego

Gas and
Electric
Franchise

State and
Local Vided
Franchises

Refuse
Haulers

BASIS
Franchise agreements govern individual @ianchisees.

Video Franchises

The Cityés franchise fee revenue for video fr
franchi seebs gross r evenuesaofgrassrevendedaidbyi on t o a
State franchisedsr support ofpublic, education, and governmental access channels (BEG).

While mostfranchise fee revenue is deposited in the General Fund, PEG revenue is not because

of its restricted use.

State Franchises Cox Communications and AT&T

Approved in 2006, AB 298@llows the California Public Utilities Commission to grant state
franchises for the provision of video service including cable television service andidpen
systems”? The franchises are valid for 10 years, at which time the provider can apply to the

“23an Diego Municipal Code, Article 3 Division 2 Section 73.0202
“3 According to Section 5860 of the California Public Utilities Code, the following conditions hold for state
franchises:
e The obligation to remit the franchise feegins immediately upon provision of video service within that
l ocal entityds jurisdiction.
e The fee may be used for any lawful purpose.
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CPUC for an additional 1§ear period* AT&T and Cox Communications have been granted
state franchise®. Cox also operates under a city franchise agreement for certain areas of the
City. Time Warner has not yet become a state franchise.

Local Franchisé Time Warner

Because it is a local franchise, Time Warner is bound by a city agreement rather than state
franchise law. As with the state franchises, the City receives 5 percent of gross receipts. The
agreement includethe requirement to provideformation to the City Manager (Mayor), City
Engineer or City Auditor.It expires on April 9, 2020.

Gas and Electric FranchiseSDG&E

As of December 2002, the franchise fee paid by SDG&E consists of a 3 percent of gross revenue
charge, with all revenues t¢etted from any surcharges implemented by CPUC or statute
included i n the dediTnhes e ns urfc hiagrrgoesss irneccleu doet sa
surcharge, and a 3.53 percent undergrounding surcharge.

REVENUE TREND

Table20illustratestheG@iy 6 s franchi se fee revenue for fisc

Table 20: Franchise Fee Revenue
FY2007 FY2008 FY2009 TOTAL

$15,251,995 $16,029,930 $16,758,558 | $48,040,483

Video Franchise

Fees

Gas & Electric $100,349,003 | $98,030,357 | $100,619,582 | $298,998,942

Franchise ’ ' ' ' ' ’ ' :

TOTAL $115,600,998 | $114,060,287 | $117,378,140 | $347,039,425
Source: Simpler Financials, City of San DidgRevenue Actuals

AUDIT PROVISION

In accordance with California Public Utilities Code Section 5&0 Diego Municipal Code

Section 73.0203 states that state franchisees may not be audited more than once annually in order
to ensure compliance with the Cityds franchis
specified fees on a quarterly basis.

¢ No local entity or any other political subdivision of this state may demand any additional fees or charges or
other remueration of any kind from the holder of a state franchise based solely on its status as a provider
of video or cable services other than as set forth in this division and may not demand the use of any other
calculation method or definition of gross reveswu¢lowever, this does not prohibit the imposition of
utility user taxes and other generally applicable taxes, fees, and charges under other applicable provisions
of state law that are applied in a nondiscriminatory and competitively neutral manner.
e Definiti on of fAgross revenueso: all revenue actually
determined in accordance with generally accepted accounting principles, that is derived from the operation
of the holder s net womite withimthejurisdiction of theclacdd énty or vi deo s
e Amounts billed but not received are not included in
* AB 2987
“5 Report to Council 0906
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Auditing authority for local video franchises, and for the gas and electric franchise, is contained

in the franchise agreement. In the agreement with Time Warner Cable, for example, the City
Manager, City Engineer or City Auditor is authorized to obtayr@ports with respect to

operations, affairs, transactions or property as may be necessary for their duties in connection

with the franchise. Section 5(e) and 5(f) of the initial SDG&E franchise agreement states that

the City Auditor or any designeecanx ami ne t he franchiseeb6s recor
must be kept within the County of San Diego o

CurrentlyonlytheCi t y T r Reaesue Awgit Masages conductingranchise auditsue

to staf limitations. However, according to the City Treasur@her auditors may be assigned
during fiscal year 2010Franchisesre typically audited every-2years, and are done to ensure
revenues due to the City are remitted timely and accurately. Basedursory reading of the
language of the state franchise law, it appears that while the City is authorized to audit a state
franchisee annually, it is not required to dd'%o.

Time WarnerandCox Communications are currently being audited by the Revenue Audit
Division; they were last audited in 200%he audit of SD&E was completed on December, 24
2009; it was also last audited in 2005T&T is to be audited in Fiscal Year 2011.

ISSUES FORREVIEW
There are nowritten policies/procedures for auditing state video franchises.

The Revenue Audit Division of the City Treasu
auditing state franchises, but has noted the need to do so. Wliiighen develops audit

procedures for state franchises, an important consideration is the provision of detailed calculation
summaries required by the Municipal Code. The Division utilizes lease audit procedures for
franchise audits. The audit proceduaes adopted from the City of San Diego Auditor &

Comptroller Departmental Procedures, created in 2005.

Anotheri mport ant consideration is the effect of
franchise fee revenue. For state franchises, thesfapplied only to the gross revenue

attributable to video servic&. California Public Utilities Code Section 586tates that if a state
franchisee does not offer any component of the bundled package separately, the holder of a state
franchise must ddéare a stated retail value for each component based on reasonable comparable
prices for the product or service for the purpose of determining franchise fees based on the
package discount described above. This issue has been brought to thenaiféheRevenue

Audit Division.

Lastly, state franchises are required to keep business records reflecting gross revenues, even after
a change in ownership, for at least four years after those revenues are recognized by the holder

5 AB 2987 Section 5860(i)
" See Leases, Rents & Concessions Section for more information regandingrocedures.
“8 Report to Council No. 0806: An Ordinance amending Chapter 7, Article 3, of the San Diego Municipal Code to
create a new Division 2 titled fAVideo Service Provider
Video ServiclPr ovi der s. 0
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on its books and records.Thisis important for the determination of an audit cycle for state
franchises.

STEPS TO ENSURE FULL REMITTANCE

RECOMMENDATION #0: The Revenue Audit Division shoul@éwaelop policies/procedures
for auditing state video franchisesh at i ncl ude (1) procedures
methodology of calculating franchise fees, (2) the requirement for the franchisee to provide
detailed calculation summarieand (3) an audit cycle no longer than 4 years

49 California Public Utilities Code Section 5860
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Refuse Haulers

DESCRIPTION

The City contracts with refuse haulers for the collection, transportation, processing and disposal
of solid waste, and is authorized bgritiegoMunicipal CodeSection 66.0118 to impose fees

on the norexclusive franchises it grants to do so. Franchise terms may not exceed 10 years, but
may be extended by Council under the terms and conditions provided for in the franchise
agreements’

A Class | Franchise isr@on-exclusive Franchise granted to a Franchisee to collect a maximum

of 75,000 tons of refuse per year within the City. A Class Il Franchise, by contrast, is granted for
the collection of more than 75,000 tons of refuse per year, and is subsequegyl @tdton

more than Class | Franchisees. Franchise fee revenues are deposited in the General Fund. The
two-tiered system was instituted in September 2000 to reflect the difference in markét share.

Currently there are 10 Class | Franchisees, andddsd Franchiseefiowever, many of the

Class Il haulers are subsidiaries of the larger franchises, including EDCO Disposal Corporation

and Waste Management of San Diedtiree franchisés EDCO Disposal Corporation, Allied

Waste Services of San Diego (H& Waste Services), Waste Management of San Diego, and

their affiliate® col | ect approxi mately 88 percent of t he

Figure 4: Refuse Hauler Franchise Fees

AO 75,000 tons/year
@ zl5s || AFee: $15/ton

ATen Franchisees

A> 75,000 tons/year
CIaSS I AFee: $16/ton

AEleven Franchisees

In addition to franchise fees collected by the City, the Califohmiegrated Waste Management

Act of 1989 (AB 939) equired all cities to divert 50 percagitthe waste disposed in landfills by

2000 and to maintain that diversicate on an ongoing basis. It also required cities to prepare,
adopt, and implement an @grated waste management plan to achieve the divesd®and

authorized cities to impose fees to pay the costs of preparing, adopting, and implementing that
plan. In 1998, the City Council adopted SDMC Section 66.0134 which authorized the City to
impose an AB 939 fee; the fee was set at $7/ton on solid waste generated in the City or disposed

*0 San Diego Municipal Code Section 66.0113
*1 Environmental Services Dept. report to Committee on Natural Resources and Culture, City of San Diego
(January 28, 2009
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of at the Miramar Landfil/l to cover a portion
managementplaf. Thi s revenue is deposited in the City

The last franchise fee increase for refuse haulers went into effect on July 1, 2009. The new fees
are $15 and $16/ton for Class | and Class Il haulers, respectiMeilyis expected to generate
$1.7 million in additional revenue in fiscal year 2010.

Non-exclusive franchisees also pay the refuse hauler business tax ($8/ton) oncily naaste
brought to the Miramar landfill, and o mp t r actounéng étaff does a reconciliation of all
fees the haulers are required to pay.

BASIS

Franchiseagreements govern individual City franchisees. There are 21 agreements with 13
refuse haulers 10 agreements with Class | haulers, and 11 agreements with Class Il haulers.
The City has not accepted any new agreements since theil88lysmergers or dnges in
ownership have occurred.

REVENUE TREND

Table2li | l ustrates the Cityds franchise fee revei
through 2009.

Table 21: Refuse Hauler Franchise Fee Revenue
FY2007 FY2008 FY2009 TOTAL

$9,693,158 $9,235,182 $7,967,565 | $26,895,905

Refuse Hauler
Franchise Fees
AB 939
Franchise Revenu& $6,405,881 $6,024,586 $5,115,607 | $17,546,074
TOTAL $16,099,039 | $15,259,768 | $13,083,172| $44,441,979
Source: Simpler Financials, City of San DiéggBRevenue Actuals

AUDIT PROVISION

Per &ainDiegoMunicipal CodeSection 66.0119(bfithe Manager has the right to inspect
franchiseebs records for purposes of deter min
Manager may also inspect franchiseebds records
franchise fees. The Manageilvprovide the franchisee with reasonable notice of its intent to
inspect any of ofranchiseebds records.

Refuse haulers are made aware of this authority in the Quarterly TonnagedRepddrm
needed in order to submit franchise fees and recyclingdebs City Treasurér which states,

*2 Environmental ServiceBept. report to Committee on Natural Resources and Culture, City of San Diego
(March 25 2009
3 Note AB 939 revenue is not deposited in the General Fund.
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ity may audit such account records as r
on, the templates for Class | and 11 ag
City, 0 and itgAutitbrordesigree to pedormCaudits of all data. The agreement

also provides for the franchisee to pay the City the cost of the audit in the event that the audit
discloses that the franchise fee for the audited period has been underpaid in exaess of

percent or more of the total required fee.

The C
ddi ti

D

Environmental Services Department staff has procedures for reviewing the Quarterly Tonnage
Report, with details regarding the review and verification of calculations and actions for
inaccurate calculationexemptions foNavy Waste, City sponsored commutynclean up events,
hazardous waste or waste froratstfacilities; pocedures for processing, posting, and adjusting
invoices; and procedures for logging intch e D e p aystenmelavand spreadsheets, etc.

Revenue Audit Division staff perform ausliof refuse haulers as part of the franchise audit

population, with an audit cycle @3 years. Audits include determining the accuracy of
franchise fee and AB939 fee calcul ations, rev
deficiencies witithe application of late penalty charges.

While EDCO was last audited in 200XlJied and Waste Management and the Class | refuse

haulers were last audited in 200bable 2 illustratesthedeficienciedn franchise fees and AB
939 feedor calendaryeas 2006 through 2008.

Table 22: Refuse Hauler Audit Deficiencies

CY2006 CY2007 CY2008 TOTAL
Franchise Fees
& Late Penalties $126178 $2,522 $200,184 $323,884
AB 939 Fees $955 $1,356 $74,369 $76,680
TOTAL $127133 $3,878 $274,553 $406,564

Source: Refuse hauler audit repor®¢20062008

There are ndssues for Reviewr recommendations for refuse haulers noted in this report.
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Transient Occupancy Tax (TOT)/Tourism Marketing District (TMD)

DESCRIPTION

The purpose of Transie@tc cupancy Tax (TOT) is to advance t
promoting the City of San Diego as a visitor destination in the national and international

marketplace; supporting programs that increase hotel occupancy and attract industry, resulting in
thegeneration of TOT and other revenue; developing, enhancing, and maintainingreisiteak
facilities; and supporting the ¥ityds cultura

Thecurrenttransient occupancy taate is set at0.5percentof the rent chaged by the

registerecbperator Accordingto2002 006 St ate Controll erdés Offic
Diego ranks second after the City and County of San Francisco in TOT revenues. In addition to

TOT, a 2percentassessment is levied oegistered opatorsunder the establishment of a
TourismMarketing Dstrict (TMD) to provide for tourism development, including coordinated

joint marketing and promotion of San Diego, in order to retain and expand the tourism

industry> This additional assessment is levied upon lodging businesses with 70 or more

sleeping rooms within the City of San DiegpMD r evenues are not deposi
General Fund, but rather are reimbursed to the San Diego Tourism Promotion Camptrati

entity charged with administration of the TMD.

The tax is pai d Iegstetetbperatirt Thaoperatoe is required to coltedt e

the tax to the same extent and at the same time as the rent, and is to state TOT separately from
rent charged with the receipt provided to the transient. The operator is also required to account
separately for taxable and nontaxable rents and taxes collected. Any exemptions or refunds must
be in accordance with municipal cotfe.Examples of exemptianinclude transients occupying

a hotel for one month or more, and individuals exempt by treaty, federal law, or state law. Taxes
are remitted monthly by hotel operatorgdess otherwise authorized by the City Treasurer

In addition, operators mustgister with the City Treasurer to obtain a Transient Occupancy
registration Certificate to post in a conspicuous place on the premises. Operators who transfer,
sell, or terminate a business are required to notify the City Treasurer in writing aDleasts3an
advance of the date of transfer, sale, or termination.

As of July 27, 2009, there were 227 hotels an
system in addition to vacation rentggbed & breakfast properties, management companies, RV
parks, and apartment complexes registered as operators

BASIS
The San Diego Municipal Code is the basis for
levy. Council Policy100 3 st at es, AFuture increasenso to TOT

greater than the average rate, excluding the highest and lowest rate cities, at that time, of the 15

>4 Council Policy 10603
%5 City of San Diego Municipal Code Section 61.2501(a)
% The initial Tourism Marketing District provision expires on December 31, 2012.
%’ City of San Diego Municipal Code Section 3510
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following major citiesAtlanta, Boston, Chicago, Denver, Honolulu, Houston, Las Vegas, Los
Angeles, Miami Beach, New Orleans, New York, San Fran@sca Fe, Seattl&V/ashington
D.C. The City Council shall limit any tax increases if the hotel occupancy rates in the City of San

Diego are |l ess than 70% for two consecutive ¢
REVENUE TREND
Table23i | l ustrates the City of San Diegobds TOT r ¢

Table 23: Transient Occupancy Tax Revenue

FY2007 FY2008 FY2009 TOTAL
TOT Revenue $153,573,390 $159,348,422 $140,721,908 | $453,643,72(
Source: Office of the Cit@omptroller, City of San Diego

AUDIT PROVISION

The City Treasureros Office and fnauthorized d
Municipal Code Section 35.0121 to inspect recordsagupdly auditing procedures necessary to
determinghe amounbf tax due to the CityRegisteredperators are required to maintain

records for a period of threeyeaRevenue auditors are provided w
Tax Audi t ddntanimgeetbvant emmfermation regarding audit preparation, testing

verification, and workpaper completion. The manual also contains information regarding the
newly-instituted Tourism Marketing District.

Hotels are generally auditedeve®dy ear s by the City Treasureros
TOT compliance. The Revenue Audit Division has written procedures for determining the audit
cycle which is based on historical findings, auditee size, and the complexity of the account

system Auditees that have historically had limitednoadverse findings are audited less

frequently, while auditees that remit greater amounts of revenue and those with more complex
accounting systems may be audited more frequefrilgddition, the experiencd the auditor is

taken into account when assigning TOT audits. Revenue audit staff have b@tweeths to 6

years of experience with the City, excluding the Revenue Audit Manager.

Table24 illustrates the number of audits performed by the Revenue Bidgion, audit hours
utilized, and total recoveries for fiscal years 2006 through 2008.

Table 24: TOT Audits FY2006-2008

FY2006 FY2007 FY2008 TOTAL
No. of Audits 73 95 86 254
Audit Hours 3,154 3,787 3,378 10,319
Total
Recoveries $638,127 $2,095,083 $846,661 $3,579,871

Source: May 20, 2009 Memo from Mary Lewis to City Councilmembers
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ISSUES FOR REVIEW

Registeredperators are not required to maintain records for more than three years. The
utilization of an audit cycle greater than three years for certaggistered perators may result
in inadequate access to records.

Audit Cycle

While the Revenue Audivisiond wrritten proceduresote the impact of certain risk factors on
the audit cycle, there is also the risk that the City may not be atddle¢at onauditdeficiencies
because tire is no requirement for treuditeeto maintain their records afténe threeyear

period.

STEPS TO ENSURE FULL REMITTANCE

RECOMMENDATION #1: Based on the requirement for hotel operators to maintain records
for a period of three years, the Revenue Audit Division should perform audits on-gehree
cycle.
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BusinessTax/Rental Unit Tax

DESCRIPTION
Business Tax

The City of San Diego imposes annuabusiness tax on entities doing business within the City
in order to raise revenue for municipal purpoeBusiness taxes are most commonly based on
a b u saveradl e\wr@ues, but may alse based on the quantity of gesogroduced, number

of employees, number of vehicles, square footage of space occupied by the business, or a
combination of factors?

Rental Unit Taxes

Rental unit taxes are classified aype of business tax levied on anyone conducting, operating,
managing or renting any residential real estate, including an apartment house, flat dwelling,
single or multiple family dwelling, duplex or any other dwelling. Thertdags are shown in the

table below Operators of motels or hotels are also subject to th&t&ondominiums that are
owned by a single individual and are rented

Table 25: Rental Unit Tax Rates

Number of Units Base FedPer Parcel Per Unit Fee
Single

Family/Condominium ! $50.00 $5.00
Apartment/Multi - 2-10 $50.00 $5.00
Unit Complex 11-100 $57.00 $9.00
101+ $150.00 $8.00
Hotel/Motel/Bed & 1-250 $50.00 $5.00
Breakfast 251+ $57.00 $9.00
Mobile Home 1 $40.00 $3.00

Source:City of San Diego website, Office of the City Treasurer
http://www.sandiego.gov/treasurer/taxesfees/btax/rtaxfees.shtml

If the property is ownerazupied, the property is eligible for exemption. The taxes are remitted
to the City Treasurer ardkposited in the General Fund to be used for general governmental
purposes!

BASIS

Thebusinesgax imposed by the City is $125 plus $5 per employee for businesses with 13
employees or more, and $34 for a business with 12 employees offeviae $34tax for small

*8 San Diego Municipal Code Section 31.0101
*9 Understanding the Basics of County and City Reverinsstute for LocalGovernment (2008) pg.8
%9 san Diego Municipal Code Section 31.00305(c)
®1 San Diego Municipal Code Section 31.0310
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businesses was imposed in 1995, and is less than half of th@x$#Fposed in 1994 that it

replaced In addition, businesses located within the City are required to pay a $17 Zoning Use
Clearance Fee, and a $25 application fee or $15 répeacessing fee. The application/renewal
feeismeanttobeceste cover abl e. Effective September 20
longer collects processing feles businessax or rental unit taxdue to the ruling i'Weisblat v.

City of San Diegdhat voided the portion of Resolution229382 imposing a processing fee on

landlords who pay the rental unit business tax

According to the San Diego Municipal Code, the City Treasurer is authorized to waive or make
administrative adjustments to taxespenalties due when such adjustments are in the best

interest of the City for reasons of efficiency and cost effectivetiess.

Majority voter approval is necessary to impose or increase this tax

REVENUE TREND

Table26i | | ustrates the Cityds business tax and r ¢

through 2009.

Table 26: Business Tax and Rental Unit Tax Revenue

FY2007 FY2008 FY2009 TOTAL
Business Tax $7,191,205 $9,397,054 $9,242.883 | $25.831,142
Revenue
Rental Unit Tax $6,741,770 $7.228.278 $7.048.075 | $21.018,123
Revenue
TOTAL $13,932,975 $16,625,332 $16,290,958 | $46,849,265
SourceCi ty Treasurero6s Office, City of San Diego

AUDIT PROVISION

The City Treasur er 6 s OMuhicipal€ode te examine dil aecessarg d t hr
records of any person doing business in the City to determine whether that business is required to
be taxed or for the purpose of ascertaining the amount of the tax to 158 fhie Business Tax
Compliance Programwihi n t he City Treasurerods Office is
businesses operating within the City of San Diego comply withdah®#goMunicipal Codé s

business and rental unit tax requirements.

In addition to the work performed by the City Treasur6 s Of f i ce, the St at ewi
Outreach Program (SCOP) mentioned previously in the Sales & Use Tax section is another

source of business license compliance. As noted, speciadistishe Board of Equalization

conduct dootto-door visits to busiesses in each of the seven districts located throughout the

62 |

Ibid.
%3 San Diego Municipal Code Section 31.0132
% SanDiegoMunicipal CodeSection 31.0128
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state. SCOP specialists ask businesses whether they have the appropriate Citylicesisess

as well as any state licenses, permits, etc. needed. Should a business not have the appropriate
City license, tle specialist tells the businessner they must apply for one, and may follop

to ensure the business complies by asking for a copy of the license or application. This

information is also for war de dProgramfot parposeSoft y o f
follow-up.

Figure 5: Treasury Operations Organizational Structure

City Treasurer's
Office

Treasury
Operations

Treasyry Bus_in_e_ss Tax
Operations Division

Revenue Audit
Division

Accounting
Division

Business/Renta
Unit Tax

Support

Compliance

Source: Business Tax Division

, City Trea:

ISSUES FOR REVIEW

The Business Tax Compliance Program does not have writielicies/procedures for the
work it performs.

The City can do more to ensure business tax compliance.

The Business TaRivision consists 020 employees, 3 of whom work on business and rental
unit tax compliance. Field audits are not performdige Field Representative position had been
unfilled and is part of the budget reduction proposal presented by the Mayor, along with one
Front Counter Public Information Clerleigure6 below illustrates the various roles within the
Business Tax Divisi, including the positions to be removed as part of budget reductions
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Figure 6: Business Tax Division Detail
Business Tax Division

Compliance Efforts Business Tax/Rental Business Tax/Rental General Business
- Associate Manageme Unit Tax Phone Suppo Unitél’ax Counter Tax/Rental Unit Tax
Analyst - Senior Clerk Typist Support

- 2 Administrative Aides]-5 Public Information - Supervising Management Analyst
I Clerks (Business Tax Manager)

- Field Representative - Associate Manageme
- Senior Clerk Typist  JAnalyst

-4 Public Information |- 2 Public Information
Clerks Clerks

- Account Clerk

Source: Business Tax Divi s

(Unfilled)

The work that is performed consists of using data from the Franchise Tax Board, Board of
Equalization, County DBA Aid oi n g b dat,iamdgukc refesals,)and conmpgthem

to the Citybds business tax daomiatehesaretsentaensur e
notice. TheCi ty Tr easur er 0s useaCrystal BRdportsto genecate buSigesst e m
tax statistics including revenue generated through compliance efforts. The Business Tax
ComplianceDivision does not have formal proceduraglace for the work it performs

In regard to rental unit tax compliance, the Program relies on public referrals, listings on
craigslist.com, and data received from the Franchise Tax Board to increase Rental Tax
compliance.Because the Program usesqel data from the County of San Diego to mail out
bills, there is a reliance on the accuracy of County data to ensure accurate rental tax bills.

Businesses are audited thne Revenue Audit Division to the extent that the businesses are

located insidédnotels or cityowned property (leasespccording to the City Treasurer, it is not

cost effective to conduct routine revenue audits on businesses because of the low amount of the
tax, and data comparison is a more efficient means of conducting compulieeutes. Moreover,

of the three employees focused on compliance, most time is spent analyzing and making
decisions pertaining to taxpayer appeals and grievances, according to the Business Tax Manager.

The Office of Small Business is responsible for pdowg information to existing and aspiring

businesses in the City of San Diegjue Office does not perform business tax complidntet

i s under the provision of the BuGnedittess Tax Di
documents provided isertte d A Ten Key Steps to Starting a B
information for relevant organizations that may be of assistance for each of thosdrsteps.

addition, business outreach literature is provided in the lobby of the Office of the City €reasur

A specific concern is that unless individuals are aware of the existence of the Office of Small
Business, they may not look to the Office for guidance or support, and may be even be unaware
of the requirement to obtain a businesstificate The Offce has not published advertisements
recently, but do attend seminars and workshops and provide the information to attendees and
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display information in City librarieand the Office of the City Treasureiccording to the City
Treasurer, lobby staff instcts new business owners on recommended procedures and other
resources available to them.

The Devel opment Services Department of the Ci
its website for small business owners as wEle Departmentequires a Business Tax
Certificate prior to the issuance of any permit.

Anotherc oncern noted was that the city cannot be
actually are s@ the program tried to obtain employee count data from the state Employmen
Development Department (EDD) office butwas deni€td.e Ci ty Tr easlstor er 6 s Of
employee count when a business newly registers requires businesses to make employee

count changesrothe annual renewal form. The Office is also proposingdaire businesses

with 5 or more employees to submit their State of California annual EDD tax statement to

confirm employee count compliance.

Table27 provides a overallbreakdown of businesses in the City of San Disgaumber of

employees Currently, approximately 94 percent of businesses in the database are classified as
small.

Table 27: Businesses Operating Within the City of San Diego

Type of Business Number of Businesses Total Number of
Employees
Small €13 employees) 92,362 119,341
L a r gl8 en(plGyees) 5,885 359,238
TOTAL 98,247 478,579

SourceBusiness TaxDivisiolgi t y Treasurerodos Office

Note: Data also contain8 p e n dacaounts that have a balance due or have yet to be
cleared byDevelopment Services (fdoningapproval)or the Police Departmergtor
Permit approval)

Table B provides an overview of City of San Diego businesses by industry catedary.

industry categories are based on the North American Industry Classification System (NAICS).

The AOther Serviceso category includes equipm
administering religious activities, grantmaking, advocacy, and prayidiiycleaning and laundry

services, personal care services, death care services, pet care services, photofinishing services,
temporary parking services, and dating services. Private households that engage in employing
workers on or about the premisesativities primarily concerned with the operation of the

household are included in this sector.

85 US Census Bureau, North American Industry Classification System (NAICS)7 NAICS Definitions
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Table 28: City of San Diego Businesses by Industry Category

Number Number
of of
Description Businessegy Employees

Professional, Scientific, and Technical
Services 24,959 102,256
Retail Trade 12,581 74,480
Othe.r fSerw_ces (except Public 12.226 40131
Administration)
Administrative and Support gnd Waste 7.457 21 657
Management and Remediation Services
Health Care and Social Assistance 6,534 28,471
Construction 6,153 37,495
Transportation and Warehousing 4,911 9,369
Arts, Entertainment, and Recreation 4,177 6,231
Real Estate and Rental and Leasing 4,109 9,573
Accommodation and Food Services 3,764 47,255
Wholesale Trade 3,388 17,198
EducationaServices 2,281 4,520
Manufacturing 1,938 54,554
Finance and Insurance 1,896 10,964
Information 1,327 9,212
Management of Companies and Enterpris¢ 327 3,424
Agriculture, Forestry, Fishing and Hunting 141 199
Utilities 52 1,515
Public Administration 18 30
Mining, Quarrying, and Oil and Gas
Extraction 8 45
TOTAL 98,247 478,579

Approximately 61% of businesses that pay business taxes are primarily independent contractors
or entitiesthathave no employees except for the owrfeigure7 describes the makeup of small
businesses in the City.
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Figure 7: City of San Diego Small Businesses
Number of Businesses with Specified Number of Employees
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STEPS TO ENSURE FULL REMITTANCE

RECOMMENDATION #2: The Business Tax Compliance Program should develop written
policies/procedures for the work it performs.

RECOMMENDATION #3: The Business Tax Compliance Progrsinouldexpandtechniques
used for ensuring complian&encluding utilization of preventative measusgh as informal
employee audits anddetermineanalternative method for ensuring accurate business size
designation.
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Other Relevant Information

The following infamationis provided for informational purposesly.
Business Tax Comparison

As part of the review of business taxes within the City, a comparison was done of San Diego tax
rates with other California cities based on populatibaxes are based on various factors

depending on the city, such as gross receipts, per employee, or taxable payroll. Some cities also
provide detailed breakdowns for different categories of busesess

The table below illustrates the findings:

Table 29: Business Tax Basis for Ten Most Populous CA Cities
City Business Tax

Los Angeles | Based on gross receipts

San Diego Per employee rate

San Jose Per employee rate

San Francisc( Based on taxable payroll

Long Beach | Per employee rate

Fresno Variesdepending on type of business
Sacramento | Based on gross payroll

Oakland Varies depending on type of business
Santa Ana Based on gross receipts

Anaheim Based on gross receipts

Source:Various- city websitesbusiness tax forms, business registration
applications, municipal codes, master fee schedule

California Government Code Section 37101 provides cities with the power to impose business

|l icense taxes, and r equi r ergon of thataxedtatiiety t ax Af ai
actually carried on within the taxing jurisdi
many cities base their business taxes on gross receipts, with the derivation of taxes depending on
the type of business conducted.

Of the cities thathargeper employedusinesstaxates t he City of San Diego
the lowest.
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Table 30: Comparison of Per EmployeeBusiness TaxRates

City Rate

San Diego $34 for small business:{3 employees)
$125 +$5/employee for large businesd 8 employees)
$150 (08 employees)

San Jose Additional $18/employee (>8 employees)

$244.58 + $6.35/employee based on avg. number of employees

Long Beach manufacturing and miscellaneous businesses
$244.58 + $12.70/empjee based on avg. number of employees
contract construction

Source: Respective city websites

Utility User Tax®®

The City of San Diego does not charge a utility user Tehe utility user tax may be imposed by

a city on the consumption of utility services, including but not limited to electricity, gas, water,
sewer, telephone, sanitation, and cable television. The rate of the tax and the use of its revenues
are determinedly the local agency it may be imposed as a special tax or a general tax to be

used for a variety of municipal services. Approximafelg California citiesand 4 counties

impose a utility user tax, with all but one city using the tax as general fuedugv

Tax rates range from 1 perceatllpercent In addition, residential and commercial users may
be charged different rates. Utility user tax revenues most commonly fund police, fire, parks,
library, longrange land use plannirsgrvicesand reated support services (e.g. accounting,
payroll, personnel, information systems, etc.).

Voter approval is required to levy a new or increased utility user tax. In the period from June
2002 to June 2008, 2 of Majority voteutility user tax measures grosinganincreased general
tax have passed. One of four measures proposing a special tax has passed.

Emergency Communication System Service Fee (911 Fee)

As part of theDffice of thelndependent Budget AnalysiBA)r evi ew of t he Mayor
Year Hnancial Outlook for 2002012, the Office reviewed potential revenue enhancement

options for the City. These included a Hll surcharge and a paramedic first responder service

fee, as detailed below.

EmergencyCommunicatiorSystemServicefees provide funding for public safety expenditures,
primarily the operation, maintenance, and enhancement of an emergency communications

system. Currently a statewide surcharge is imposed on telephone services which provide funding
for the California Hitpway Patrol and funding for local jurisdictions. The local funding is

primarily given to the telephone company who then provides cities with equipment upgrades.

The IBA noted that the Office would like to review the cost analysis that is performed tiéyiden

a proposed fee, as well as the need to consider exemptions and fee caps as they relate to the most

% Source:California Local Government Finance Almariattility User Tax Facts
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appropriate policy for the CitylBA also noted that both land lines and cellular phones should be
included to avoid the appearance of unfairfésehe Cities of San Francisco, San Jose,
Stockton, and Santa Cruz currently charge 911 fees.

The outcome of a case related to 911 fees in Union City receathtamed that because the fee
was not imposed in exchange for a voluntary decision to seek a gwrdal service, but rather
based on seeking telephone service from a private provider, the fee constituted a special tax.

The i mpact of t h eotentmivequireinent al tev@hirds voterrapprogal fdar h e
the impositionofa911feeihte Ci ty of San nridal ewrue estimatase | BAO s
$16 million, assuming a $3 feedded to monthly land line bills.

Paramedic Feé®

A Paramedic First Responder kga charge for services provided by a HRescue Department
paramedic who is the first responder to an emergency situation. Currently, emergency medical
services are provided via two methods: the San Diego Medical Services Enterprise (SDMSE)
and the firstesponder component of the FRescue Department. SDMSE will then be
reimbursed for transporting the patient (currently the average patient charge is $892). A
Paramedic First Responder Fee would not eliminate the charge for ambulance transportation.

In order to offset the rising costs of medical care, other municipalities have initiated charges/fees
for emergency paramedic services. Anaheim currently has a paramedic membership program in
which each person is charged $300 for each medical aide resposisien®eand business

owners have the alternative to pay $3 a month (or $36 annually) versus $300 per response. This
fee covers residents and business owner/employees (working in Anaheim), but does not cover
nonresidential individuals who may receive ataige while in AnaheimThis fee is separate

from the costs associated with ambulance transportation. Araadidewport Beaclinave

similar programs.

Relatively smaller communities have been successful in implementing this fee, but there are
challengesFire departments generally are more successful in imposing fees on those services
when citizens have not already become accustomed to expecting it as part of kagiptated
services. Where charging for the transport of a patient from the scenemmkagency to the

hospital has become common and acceptable, the same may not be said for responding to an
emergency. The imposition of a charge for the service of responding may be a difficult policy to
implement. Prior to implementing, the IBA suggestglering whether the institution of this fee
may discourage those in an emergency to call for help; and reviewing the experience of other
jurisdictions regarding the collection rate for such a charge.

%" This information is inserted directly frolBA Report 0736, Discussion of Pential Fees|tem 1for
informational purposes.
% This information is inserted directly frolBA Report 0736, Discussion of Potential Feelem 53 with the
exception of Ne w orinformBteralpbrgoses.pr ogr am
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Burglar Alarm Permit Fee

Owners ofburglar alarms are required to fill out an alarm user permit application and pay fees
for its use. The fee imposed by the GifySan Diegas $100.25 for residential alarms, and
$173.25 for commercial alarms for yar permit. There are approximate§2,152 permit

holders in the City including both residential and commercial permit holdemsultingin an
estimate o%$5.18 million in burglar alarm fee revenue for-gear period.

The San Diego Municipal Code requires burglar aleompaniedo cadlect the alarm user

permit application and permit fee from each alarm.fsd@the San Diego Police Department

sends permit holders renewal notices one month prior to expiration, but renewal of the permit is
the responsibility of the alarm us@rThe Depament uses outreach to alarm companies to
ensure that all residences and businesses with burglar alarms have alarm permits.

Parking Tax

The City may impose generakax on offstreet parking spacglsut the tax must be approved by

a majority of theelectoraté” In the City and County of San Francisco, for example, the parking
operator collects a fee from the parking patron for the space rental plus a 25 percent City parking
tax. Operators pay the tax to the Treasurer/Tax Collector quarterly, wiitihiy estimated

payments if the tax obligation exceeds a specified threshold. The parking tax is already included
in the posted parking rafé.

The cities of Los Angeles and Oakland charge a 10 percent parking tax, while the City of

Anaheim charges a75 percent taxThe following table illustrates parking tax revenues for
various California cities.

Table 31: Parking Tax Revenues

City Parking Tax Revenue Parking Tax as % of
FY2005-06 General Revenues
Los Angeles $74,097,353 2.4%
San Francisco $36,164,670 1.8%
Oakland $15,195,778 4.2%
Source: Cities Annual Repat , St ate Controllerds Office

Information compiled by CaliforniaCityFinance.com

%9 san Diego Municipal Code Section 33.27®)(2)

9'San Diego Muniipal Code Section 33.3709

" California Constitution, Article 13C, Section 2

“City and County of San Francisco Controllerds Office
63



Online TravelCompani es (OTCG6s)

With the advent of onlintravelcompanies such as Travelocity, Expedia, Priceline, etc. serving

as the method by which many consumers book hotels, the accurate payment of transient

occupancy tax has become an importantissu&. C6s serve as the fAdAmer cha
bundle the taxeand fees that they charge consumers who book hotel rooms through their web

sites. The taxes remitted to municipalities are based on the discounted wholesale room rate

rather than the tax paid by the transient on the retail room rate.

The Cit gdoensebhued ECOIN ONE to analyze the data provided by the online travel
companies (OTC6s) to deter mi ne t BEEGONDNMDOUSESt O f
an algorithm developed by the company to perform the evaluation, and has perfornagdethe s
service for multiple municipalities. Based o
approximately $30 million. The TOT amounts were last evaluated in September 2008, resulting

in additional funds that need to be evaluated in order fadefeiency to be current.

The San Diego Municipal Code provides an auditee with the right to appeal any findings in

which they owe the City money. When the auditee is issued an invoice for a deficiency, they
may request a hearidgconsidered a firstevel appeal. The hearing board makes a

determination, and if the deficiency exceeds $750, the auditee can request the next level of
appeal within 14 days of the new invoice being received. The decision made by the independent
Hearing Officer at the secomelvel of appeal is final; if the auditee still disagrees with the

finding, the auditee can file suit.

The City of San Diego is currently at the second level of appeal. Three depositions have been
conducted, and the lastisset for December 28th, 2009he administrative hearingas

scheduled for January 11, 2010 in San Di€g®he City estimates that there should be a

decision from the Hearing Officer by the end of February 2010. The decision may or may not be
appealed, at which time the matter will be consolidated with the Judicial Council Coordinated
Proceeding (JCCP) in Léngeles.

The City Attorneybhe GCfami Oe egdv Mauaed cti patt Code
pay first and then litigate if the Hearing Officer finds in favor of the City. The City of Anaheim

won its administrative hearing but lost on the pastiissue before the trial court and the court of
appeals.The City of San Francisco won on the pay first issue and has already received payment
from the OTCOs.

3 We did not follow up on the status of these hearings.
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Conclusion

Of the Cityds major revenue cat ehyeitheransther al mo s
governmental entity or the City of San Diegbhe twentythreerecommendations listed below

are focused on improving City department proceasdensuringthatthe City of San Diego

receives the revenues it is entitled to

1. Develop aMemorandum of Understanding with the County of San Diego to ensure
access to required information all owing th
review property tax allocations to the City and observe the next State audit of the County.

2. The Financial Management Department should take steps to obtain State audits of County
property tax allocations, and review any relevant findings/recommendations for purposes
of follow up.

3. The City Treasurer 6s Of f i cregissation inforehatianonsi de
to the County Assessorodos office, and infor
Diego that they may be required to pay unsecured property tax to the County.

4. The City of San Diego should consider streamlining its conication with the County
of San Diegods Assessoros Office to ensure
up to date.

5. The Cityés Financi al Management Department
Teeter Plan, and unless there is compeiliigrmation to suggest otherwise, take
appropriate steps to become part of the Plan.

6. Consider having the City Treasurerds Reven
training offered by MuniServices, LLC to reduce reliance on MuniServices for future
sdes and use tax audit services.

7. Financial Management should review gross Safety Sales Tax revenues annually in order
to verify the accuracy of Safety Sales Tax allocations to the City.

8. Financial Management should annually reconcile Sales Tax Jriijpléunds received
from the County with ERAF shift loss detailed in BOE sales tax reports.

9. The City Comptrollerés Office should conti
and prepare written policies/procedures for verifying the accuracy of Trareheues.

10.In order to verify accurate TransNet allocations, the City of San Diego Streets Division

should work with the California Department of Transportation (CalTrans) to ensure
accurate miles of road maintained figures.
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11.The Office of the CityComptroller should develop written policies/procedures for
verifications of gas tax revenues performed by the City.

12.The Office of the City Comptroller should ensure the City is not paying federal gas taxes
by verifying that the payments to fuel vendors do not include federal excise tax.

13.The Office of the City Comptroller and Financial Management should develop written
policies/procedures for verifications of motor vehicle license fees.

14The City Treasurero6s Office
done by the State Controller
relevant tathe City of San Diego for purposes of follow up.

oul d monitor
Oof fi ce, and
155The City Treasurero6s Revenue Audit DFVIsSior
distributed revenues.

16. The Office of the Independent Budget Analyst (IBA) should work in consultation with
the Real Emte Assets Department to revise Council Policy-Z0@o clarify who has the
appropriate auditing authority.

17.The Real Estate Assets Department should develop written policies/procedures for the
verification of lease payments.

18.The Real Estate Assetspear t ment shoul d wor k with the Ci
Division to develop an indicator for percentage leases in the Electronic Document
Retrieval System (EDRS).

199The City Treasurero6s Revenue Audit Divisio
of the Divisionbés | ease audit database wit
their written departmental procedures.

20.The Revenue Audit Division should develop policies/procedures for auditing state video
franchises that include (1) procedsire f or audi ting franchi seeds
calculating franchise fees, (2) the requirement for the franchisee to provide detailed
calculation summaries, and (3) an audit cycle no longer than 4 years.

21.Based on the requirement for hotel operatorsamtain records for a period of three
years, the Revenue Audit Division should perform audits on a-jle@ecycle.

22.The Business Tax Compliance Program should develop written policies/procedures for
the work it performs.

23.The Business Tax Compliance Bram should expand techniques used for ensuring
compliancé including utilization of preventative measures such as informal employee
audit® and determine an alternative method for ensuring accurate business size
designation.
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Appendix

Appendix A: Additional Fines & Forfeitures with Possible Distribution to the City

Violation

Violation/Situation

Distribution

Applicable Fund

B&P 490371 Veterinary
Medicine Fines and Forfeitures

B&P 48064905

50% of fines andorfeitures collected
distributed pursuant to PC 1463.001

See PC 1463.001

B&P 7028.2f Co nt r a c t| Criminal complains for To the City if the action was brought by Not specified
Fines violations of Chapter 9 of the city attorney or city prosecutor

Division 3 of the B&P Code

relating to contractors
B&P 7028.17" Contractors A contractor without a license | 100% to the City if the action was Not specified
Without License; Fines fails to comply with citation brought by the city attorney or city

after it is final prosecutor
F&A 1 316631 Dangerous or | F&A 3060131683 100% of fines collected to the City or | Not specified

Vicious Dogs; Fines

County

F&A 415537 Canned Foods;
Fines and Forfeitures

F&A 41301-41582

50% of fines collected distributed
pursuant to PG463.001

See PC 1463.001

H&N 52571 Abandoned Vessel
Fines

Abandoning a vessel upon a
public waterway or public or
private property without
permission

20% distributed pursuant to PC 1463.0

See PC 1463.001

H&S 13112.11 State Fire
Marshal; Fines

Any rules or regulations
enforced by the State Fire
Marshal or salaried deputy stat
fire marshals employed by the
State

50% to PC 1463.001 general distributic

See PC 1463.001

H&S 251921 Hazardous
Waste; Civil and Criminal

Penalties

Chapter 6.5 (commencing with
Section 25100) of Health and
Safety Code)

25% to the office that brought the actio
or, in the case of an action brought by ¢
person, to that person

Not specified
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Violation

Violation/Situation

Distribution

Applicable Fund

H&S 25515.20 Hazardous
Materials Release Response
Plans; Civil and Criminal
Penalties

Chapter 6.95 (commencing witl
Section 25500) of the Health ar
Safety Code

If a city attorney brought the action, 501
to the office of the city attorney

Not specified

H&S 121660 Rabies
Violations

Rabies violations in Chapter 1 {
Part 6 of Division 105 of the
Health and Safety Code

50% to the City, if the violation occurre
in the City

Rabies treatment and
eradication fund

PC 308 Tobacco Products;
Civil/Criminal Penalty

(a) Person, fm or corporation
furnishes or sells tobacco
products to persons under 18
years of age

(b) Person under 18 years of ay
purchases or receives tobacco
products

(c) Person, firm, or corporation

that sells or deals in tobacco
does not post a copy of this act
in the place of business

(a) 25% of each civil and criminal
penalty collected to the agency brining
the successful action (city attorney,
county counsel, or district attorney); 25
of each civil and criminal penalty
collected to the City or County;
remainng 50%: if civil penalty, to the
City or County

(b) See PC 1463.001

(c) See PC 1463.001

(a) Not specified
(b) See PC 1463.001
(c) See PC 1463.001

PC 3690 Rail Traffic Fines for
Counties With a Population
Over 500,000

Additional fines for violation of
PC369¢g, PC 369i

See PC 1463.001

See PC 1463.001

PC 3744 Reward for
Information Leading to Arrest
and Conviction of Persons
Dumping Waste or Shooting
Upon Highway

Giving information leading to
the arrest and conviction of a
violation under PC 374.3, PC
374c, 374.2, 374.4, or 374.7. If
the reward is for two or more
people, it shall be divided

equally

Remaining 50% for PC 374c, 374.2,
374.4, and 374.7 violations distributed
per PC 1463.001

See PC 1463.001
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Violation Violation/Situation Distribution Applicable Fund

PC 1202.51 Additional Conviction under PC 372, 373.{ 100% to city where violation occurred (| Not specified
penalty for littering and illegal | 374.3, 364.4, 374.7, or 374.8 | county if violation was not within a city)
dumping $100 for infraction conviction

$200 for misdemeanor

conviction
PC 1463.009 Bail Forfeitures; | All bail forfeitures of any of the | Balance pursuant to PC 1463.001 See PC 1463.001
Sex Crimes, Violent and following: PC 261, 264.1, 286,
Serious Felonies 288, 288A, or 289; a violent

felony pursuant to PC 667.5(c);
or a serious felony pursuant to

PC 1192.7
PC 1463.26 Preferential VC 21655.5 or 21655.8High | 33 1/3% to the City Traffic Safety Fund
Traffic Lane Violation Occupancy Traffic Lanes in the
City
LC 13051 Minors; Fines LC 129031311, not collected in | 100% of any fine or civil penalty Not specifed
judicial proceedings to enforce | collected to the State Department of
collection Industrial Relations; 50% to the County
or City, depending on which agency
prosecuted

Source: Manual of Accounting and Audit Guidelines for Trial CouRevision 21, Appendix C (Office of the State Controller, 2009)
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Appendix B: Gas Tax Revenue Components

TABLE1

Apportionment Basis and Usage of Funds Apportioned Per the Streets and Highwayvs Code

Code Section

S&H §2105

S&H §2106

S&H §2107
S&H §2107
Snow Removal
S&H §2107.5
S&H §2104(a)

S&H §2104(b)

S&H §2104(c)

S&H §2104(d)(e)(f)

S&H §2182
S&H §2182
R&T §7104
R&T §7104

Apportioned To
City  County
v v
v v
v
v
v
v
v
v
v
v
v
v
v

Apportionment Based On

Per gallon tax per H&S §7351 and
R&T §8651

Vehicle registration assessed valuation
population

Population

Amount equal to one-half of
expenditures in excess of $5.000

Population

Specified amount of $1.667 per month

80% of actual cost in excess of
$5.000 or apportioned share of
$7.000.000, whichever is less
(per §2110 and §2152)

Specified percentage per §2110.5
payable only to certain counties

Vehicle registration maintained mileage
Vehicle registration maintained mileage
Population
Population

Vehicle registration maintained mileage

Restricted Use

Any street or road purpose

Any street or road purpose

Any street or road purpose

Snow removal

Engineering cost and
administrative expense*

Undistributed engineering cost
and administrative expense

Snow removal or SNow grooming
or both

Heavy rainfall and storm damage

Any road purpose

Maintenance or reconstruction
Maintenance or reconstruction
Maintenance or reconstruction

Maintenance or reconstruction

* Cities with populations of less than 10,000 inhabitants may expend H&S Code Section 2107.5 money for acquisition of
rights-of-way and for construction of their street system.

Sour ce:

Gui

del

nes Rel ati
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