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DATE:		 March 11, 2010 

TO:		 Honorable Mayor, City Council, Budget & Finance Committee, and Citizens 
Revenue Review and Economic Competitiveness Commission Members 
City of San Diego, California 

FROM:		 Eduardo Luna, City Auditor 

SUBJECT: 	 City Auditor Response to Administration’s Comments regarding the 
Citywide Revenue Audit Report 

On March 5, 2010, the City Auditor’s Office released the Citywide Revenue Audit 
Report.  We made 23 recommendations.  On February 22, 2010, the Independent 
Budget Analyst provided a response to the Revenue Audit Report recommendation 
number 16 (Attachment I) and on March 8, 2010, City Management provided a 
response to all recommendation in the report (Attachment II). Management agreed 
with 17 recommendations, partially agreed with three recommendations, and disagreed 
with three recommendations.  Based on management’s responses, we feel it necessary 
to provide additional clarity to some of management’s responses. 

Timing of Management Response 

As indicated in management’s response dated March 8, 2010, the Revenue Audit 
report was released on March 5, 2010, without an attached management response.   
However, we incorporated technical information management provided during the exit 
conference where appropriate. We made every effort to meet with management to 
address their technical concerns and to receive a response within a reasonable 
timeframe.  As shown in the following timeline, management had almost two months 
to review and respond to the report. 

Pre-exit conference held with management to discuss 12-16-09 preliminary findings. 

Preliminary draft report provided to management.  Advised 1-8-10 response was due February 9th. 

Exit conference held with management to discuss report and 
1-27-10 recommendations.  Management advised that they had 

completed a draft response to the report. 

OFFICE OF THE CITY AUDITOR 
1010 SECOND AVENUE, SUITE 1400 ● SAN DIEGO, CA 92101 

PHONE 619 533-3165, FAX 619 533-3036 
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Met with the Chief Financial Officer to discuss the draft report.  
2-16-10 Advised final draft report would be issued the next day and that 

a response would be due February 24th. 

Final draft report provided to management.  Advised response 2-17-10 was due February 24th. 

Chief Financial Officer requested an extension until March 5th 2-19-10 to respond to the report.  

Met with management to discuss one section of report.  No 3-4-10 substantial changes resulted from the meeting. 

3-5-10 Revenue Audit report released. 

3-8-10 Management response received. 

Further, the management maintains a process narrative outlining how the 
administration will respond to audits and recommendations.  This narrative provides a 
30 day timeline to respond to issued audit reports.  Although we are working with the 
Comptroller’s Office regarding necessary changes to the process narrative regarding 
our recommendation follow-up process, we have not agreed or accepted the 30 day 
audit response timeline.  In issuing audit reports, we determine the time available for 
management’s response taking into account factors such as legislative commitments. 
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Streamline Communication with County of San Diego’s Assessor’s Office 

We made the following recommendation: 

Recommendation 4: The City of San Diego should consider streamlining its 
communication with the County of San Diego’s Assessor’s Office to ensure the 
County’s possessory interest records are up to date. 

On page 15 of the Citywide Revenue Audit Report, we note the following: 

Approximately 14-15 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’s Office regarding possessory 
interests to ensure that the County’s records are up to date, the County did 
note that it would benefit from a more direct and streamlined line of 
communication – for example, dealing solely with the Real Estate Assets 
Department regarding all possessory interests in the City. 

While management’s response states that the Real Estate Assets Department serves as 
the sole point of contact for the City’s possessory interests, the County of San Diego’s 
Assessor’s Office stated that it receives forms from 14-15 agencies within the City.  
The County maintains contacts within each of these agencies to whom the forms are 
sent, and agencies are required to submit the forms to the County by February 15.  Our 
recommendation is based on this information. 

Evaluate Benefits of Joining Teeter Plan 

We made the following recommendation: 

Recommendation 5: The City’s Financial Management Department should evaluate 
the benefits of joining the Teeter Plan, and unless there is compelling information to 
suggest otherwise, take appropriate steps to become part of the Plan. 

Management agrees with the recommendation to evaluate the benefits of joining the 
Teeter Plan.  Under a Teeter Plan, the City would receive the full property tax billed to 
property owners.  Additionally, the City would receive penalties for delinquent 
accounts less than one year past due.  The City would lose penalties on delinquent 
accounts exceeding a year.  Currently, the City collects only property tax received and 
waits to receive any delinquent payments, late penalties, and fines.  Management’s 
response asserts, by some point in the future, the City will receive all of the property 
tax billed to property owners as well as make additional revenue from late penalties 
and fines.  Since the County does not have data regarding the timing of delinquent 
accounts more than one year past due, management cannot currently provide support 
for their assertion.  A Teeter Plan’s impact is clear in that the City of San Diego would 
have received additional property tax gains of at least $6.39 million for the period 
FY2007 – FY2009. 



Moreover, the intent of the highlighted statement regarding calculation of the Triple-
Flip is to convey that the ERAF shift determines the Triple-Flip amount, not that the
County determines this amount.  Management is correct that the County performs the
allocation according to State specifications – we did not intend to suggest otherwise.
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California Revenue and Taxation Code Section 3691(a)(1)(A) states that the tax 
collector has the power to sell and shall attempt to sell all or any portion of tax-
defaulted property that has not been redeemed five years or more after the property 
has become tax defaulted, or three years in the case of nonresidential commercial 
property.  However, Revenue and Taxation Code Section 3692 only requires the tax 
collector to attempt to sell within four years of the time that the property becomes 
subject to sale, and that if there are no acceptable bids at the attempted sale, the tax 
collector shall attempt to sell at intervals of no more than six years until the property is 
sold. In other words, while the County must attempt to sell property that is in default 
for more than five years, it is only required to do so within four years after obtaining 
the “power to sell.”  Without additional information from the County, it is difficult to 
determine what percentage of tax-defaulted properties are actually sold within the five 
year period, and what percentage are extended beyond that period to the full range of 
nine years. 

Further, there are policy implications which impact consideration of a Teeter Plan.  
Under a Teeter Plan and unlike other revenue sources, the County “guarantees” the 
City receives the full billed property tax revenue in a timely fashion.  This results in a 
more stable and reliable revenue source where revenues available for expenditure 
match the period of revenue generation. As noted by management’s response, in an 
economic downturn, the increased rates of delinquencies result in less property tax 
being available to cover expenditures during the downturn.  We emphasize that the 
purpose of a fine or penalty is to promote compliance with a certain law or regulation.  
If the City’s objective is to ensure payment of the full amount of property tax due to 
the City, the Teeter Plan is an avenue toward achieving that objective. 

Annually Reconcile Sales Tax Triple-Flip Funds 

We made the following recommendation: 

Recommendation 8: Financial Management should annually reconcile Sales Tax 
Triple-Flip funds received from the County with ERAF shift loss detailed in BOE sales 
tax reports. 

Management disagrees with the recommendation and states that Financial 
Management currently reviews quarterly and reconciles annually the Sales Tax Triple-
Flip funds received from the County with ERAF shift loss detailed in BOE sales tax 
reports.  Management had many opportunities to clarify any inaccuracies regarding 
verifications of Sales Tax Triple-Flip funds.  Based on documented conversations with 
Financial Management staff, we concluded that annual reconciliations are a viable 
method of verifying the accuracy of Triple-Flip funds that was not currently being 
done.  In addition, it was unclear that any verification was being performed due to the 
lack of written policies and procedures for sales tax verifications by the City. 
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Moreover, the intent of the highlighted statement regarding calculation of the Triple-
Flip is to convey that the ERAF shift determines the Triple-Flip amount, not that the 
County determines this amount.  Management is correct that the County performs the 
allocation according to State specifications – we did not intend to suggest otherwise. 

Audit Hotel Operators on a three-year cycle 

We made the following recommendation: 

Recommendation 21: Based on the requirement for hotel operators to maintain 
records for a period of three years, the Revenue Audit Division should perform audits 
on a three-year cycle. 

Management disagrees with the recommendation stating that TOT audits are currently 
scheduled to be performed between every two to three years.  While it is correct that 
the Departmental Procedures state a two to three year audit cycle, we found that some 
operators are audited outside of this period.  Based on a review of the Revenue Audit 
Division’s TOT database, the audit cycle for some operators outside of the two to 
three year cycle ranges from four years to almost six-and-a-half years.  Because of 
this, we stated in the Citywide Revenue Audit report that while operators are generally 
audited in the two to three year cycle provided in Departmental Procedures, the 
Revenue Audit Division should ensure that audits are performed according to this 
provision. We noted this observation in our written response to the City Treasurer’s 
comments and clarifications provided to us at the exit conference.  

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 
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The San Diego City Charter Section 45 requires that the City Treasurer shall collect taxes, fees 
and assessments and maintain and inspect records and accounts: 

The Treasurer shall issue notices for and collect ... miscellaneous taxes, fees, assessments, 
licenses and privilege charges as may ji-om time to time be assigned to him or her. He or 
she shall maintain a continllous inspection of the records and accounts ofsuch taxes, 
licenses and privilege charges in order to effectuate t!zeir collection. 

In 2006, City management made the decision to move the external audit function from the City 
Auditor and Comptroller Department to the Office of the City Treasurer. This move was 
supported by the Kroll Report recommendation that the City create a new independent position 
of Auditor General with responsibility for internal audits of the City's (1) internal controls; (2) 
financial accounting, reporting and disclosure; (3) operations; and (4) fraud, waste and abuse. 
Significant efficiencies have been realized as a result of the Revenue Audit Division existing 
within the Department which, as required by City Charter, administers the City's tax codes and 
receives lease and franchise fee payments on behalf of administering departments. 

The Office of the City Treasurer, Financial Management Department, Office of the City 
Comptroller, Real Estate Assets Department and General Services Department have reviewed the 
February 2010 Citywide Revenue Audit Report and provide the following responses to the 
recommendations: 

Recommendatjon 1: Develop a Memorandum of Understanding with the County ofSan Diego 
to ensure access to required information allowing t!ze City Treasurer's Revenue Audit Division 
to review property tax allocations to the City and observe the next State audit ofthe County 

Response: Agree with recommendation. A survey will be perfonned during the first quarter of 
Fiscal Year 2011 to detennine whether other jurisdictions have performed similar property tax 
allocation audits. The purpose will be to determine the staffing needed and estimate the revenue 
potential to the City. If the survey suggests such an audit would be beneficial to the City, the 
Revenue Audit Division will work with the Financial Management Department to develop a 
Memorandum of Understanding with the County of San Diego that enables the City to review 
property tax allocation information. 

Recommendation 2: The Financial .Management Department should take steps to obtain State 
audits ofCounty property tax allocations, and review any relevant findingslrecommendations for 
purposes offollm1 1 up. 

Response: Agree with recommendation. Financial Management will contact the State 
Department of Finance in April to obtain audit findings from previous fiscal years for review. 
Financial Management will also contact the State by August 31 51 to discuss receiving audit 
reports for the County of San Diego's property tax allocations for fiscal year 2010. 
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Recommendation 3: The City Treasurer's Office should consider providing business 
registration information to the County Assessor's Office, and inform new businesses registering 
in the City ofSan Diego that they may be required to pay unsecured property tax to the County. 

Response: Agree with recommendation. The Office of the City Treasurer Business Tax 
Division currently provides a listing of businesses on its website at: 

http://www.sandiego.!wv/treasurer/taxesfees/btax/nblactive.shtml 

The City of San Diego uses State income tax data to ensure full compliance ofbusinesses located 
and operating within City limits. By the end of the fourth quarter of fiscal year 2010, the City 
will request that the County match the City's Business Tax data against the County's unsecured 
property database and extract businesses that are not in compliance. 

In addition, the City Treasurer will request the County's unsecured property reporting 
requirements literature and place it in the lobby information center. The Office of the City 
Treasurer will provide the Office of Small Business additional detail regarding the County's 
unsecured property tax requirements to add to its "]0 Key Steps" to Starting a Business 
publication. (Newly formed businesses use this information as a guide to local, state and federal 
business start-up regulatory requirements). 

These measures could increase the amount of unsecured property tax to the City, and an analysis 
will be conducted 12 months after these outreach and education activities are in place to 
determine any material effect on unsecured property tax revenues. 

Recommendation 4: The City of San Diego should consider streamlining its communicatioll 
with the Coullty of San Diego's Assessor's Office to ensure the County's possessOly interest 
records are up to date. 

Response: Disagree with the recommendation. The Real Estate Management Assets 
Department (READ) has streamlined communications with the County for all City owned land. 
READ sends a report twice yearly to the County Assessor that lists all of the possessory interests 
in City owned property. Any questions or anomalies are discussed directly by phone with the 
Assessor's office. The Report's request for consolidation of communication is unclear since 
there is one point of contact for the City's possessory interests. 

Recommendation 5: The City's Financial Management Department should evaluate the 
bellf!;fits of joining the Teeter Plan, and unless there is compelling information to suggest 
othendse, take appropriate steps to become part ofthe Plan. 

Response: Agree with recommendation. As stated in the City's Internal Auditor report, a cost 
and benefit analysis of joining the Plan based on lost revenues and increased cash flow for 
previous fiscal years is difficult to accurately perform due to the lack of information from the 
County Assessor and Auditor's Offices. A number of different analyses have been prepared by 
the Auditor's Office, Financial Management, and the County with different estimates of 
increased cash flow and lost revenue estimates if the City were to join the Teeter Plan (plan). 
The estimates prepared by the County showed a cash flow improvement to the City of San Diego 

http://wVl.W.sandiego.gov/treasurer/taxesfees/btax/nblactive.sh1Jnl
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of approximately $10 million per fiscal year from 2007 - 2010. However, the assumptions the 
County used to estimate these cash flows and penalties referenced in the Report are unclear or 
unknown. 

In that regard, a statement made in the Report regarding the City's property tax revenues cannot 

be verified at this time and is premature and potentially misleading. 

The Report states: 


"The San Diego County's Property Tax Sel1)ice Division's own ana~vsis revealed that the 
impact of not receiving revenues as part of the Teeter Plan resulted in the city not 
receiving $29.7 million in realized property tax revenues, which were generated in the 
past three fiscal years n. 

The $29.7 million cited in the Report overstates the delayed receipt of property tax revenue and 
is misleading since is does not consider that the City, as a non-participant in the Plan, also 
receives an inflow of property tax revenues each year from the collection of prior year 
delinquencies (with associated penalties and interest.) The Report's analysis is flawed in not 
considering this inflow of revenue offsetting delayed cash flow from the annual uncollected tax 
levy. The City's total property tax revenue in any year is augmented by prior year revenues and 
the delay in receipt of the annual levy that is uncollected that year may be offset in great part - or 
be exceeded - by prior year revenues flowing into the City. The County has not yet provided the 
data to either management or the City Auditor showing the revenue stream from the collection of 
prior year delinquencies. This is critical infonnation for any definitive analysis and management 
will request this infonnation from the County. 

In addition, the Report analyzes data the County provided as if the City were in the Teeter Plan. 
Since the City is not in the Plan, a very different data set and analysis is needed than the 
information presented in the Report to determine accurately the economic impact to the City by 
joining Teeter. 

The Teeter Plan allows Cities to receive their full property tax amounts due in the fiscal year in 
which they were billed to property owners. Any amount of property tax that is due to the City at 
the end of a fiscal year from an unpaid secured property tax amount is paid to the City by the 
County. The County benefits by keeping the City's allocated penalties and interest, which are 
approximately 15 percent of the unpaid tax bill. Additionally, since these unpaid bills are 
secured by real property, this payment is virtually guaranteed by the ability of the County to 
foreclose on a property that has five years of unpaid property tax bills. A city that is not a 
participant in the Plan does not realize a cash flow benefit but keeps all penalties and interest 
associated with the unpaid bills. Therefore, a non-participant in the Plan receives more revenue 
than a participant in the Plan, in exchange for delayed cash flow. 

During periods of economic downturn, such as the one currently being experienced, these 
delinquent property tax receivables due to the City increase as fewer homeowners are able to pay 
amounts currently due. However, with an increase in receivable property tax amounts, a 
corresponding increase in receivable penalty revenue occurs. During times of economic 
expansion, these delinquent property tax amounts and the associated penalty and interest revenue 
are paid, resulting in additional income received by a city that is not a Plan participant. With the 
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forecasted economic stabilization and growth in the upcoming fiscal year(s), the City of San 
Diego could lose additional revenue in exchange for an improved cash flow. 

Financial Management will work with the County of San Diego Auditor's Office over the next 
six months to obtain more infonnation about the benefits or loss associated with the City joining 
the Teeter Plan. Some of the additional questions that the County will be asked include: Would 
the City receive the accrued penalties and interest, or only the delinquent tax amount? How 
much if any delinquent revenue would be lost to the City from prior years by joining the Plan? 
Further research and analysis will be performed by Financial Management to verify the amount 
of potentially improved cash flow or the decrease in revenues from losing interest and penalties, 
any potential increase in administrative costs for the City, and other factors that may affect the 
City's decision to join the Plan. A report and recommendation on the Teeter Plan will be 
presented to the Budget and Finance Committee in tile second quarter of fiscal year 2011. 

Recommendation 6: Consider having the City Treasurer's Revenue Audit Division utili::e the 
free audit training o.ffered by MuniServices. LLC to reduce reliance on MuniSen'ices for future 
sales and use fa:,>; audit services. 

Response: Partially agree with recommendation. A cost-benefit analysis of changing the 
distribution of sales tax audit responsibilities will need to be perfonned to detennine the 
reasonableness of the City taking on this role. This analysis will be perfonned before the current 
MuniServices agreement expires in April 2011. If the analysis suggests the City can increase its 
sales tax revenue recovery through increased involvement in the sales tax audit process, this 
training will occur. However, while management will explore the enhancement of audit services 
through additional training, we do not believe that it is cost effective or beneficial for the City to 
bring in-house the full sales tax and property tax revenue auditing function perfonned by an 
outside finn with specialized expertise. 

Recommendation 7: Financial }"1anagement should review gross Safety Sales Ta.r: revenues 
annually in order to ver{fy the accuracy ofSafety Sales Tax allocations to the City. 

Response: Agree with recommendation. Financial Management reviews both monthly and 
annually the distributions of safety sales tax (Proposition 172) using infonnation from the 
California State Controller's web site, which outlines distributions to individual counties 
throughout the State. This infonnation is used in combination with the City's distribution 
percentage of total County revenue (3.2 percent), as established by California government code 
30055 (d), for correct allocation review. 

The gross amount of safety sales tax revenue received by the State is apportioned to each county 
based upon the county's total taxable sales as a percentage of State-wide taxable sales. Financial 
Management will request State-wide taxable sales amounts and total County of San Diego 
taxable sales amounts from the State Board of Equalization by August 1 sl to determine if the 
gross amount of Proposition 172 revenue received by the County prior to distributions to cities is 
correct. Financial Management will also request the County provide their audit, if available, of 
the gross amount of revenue received by the state. 
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Recommendation 8: FM should annually reconcile Sales Tax Triple-Flip funds received from 
the County with ERAF shift loss detailed in ROE sales ta:r reports. 

Response: Disagree with recommendation. FM currently reviews quarter]y and reconcHes 
annually the Sales Tax Triple-Flip funds received from the County with ERAF shift loss 
detailed in BOE sales tax reports. 

It is unclear from the recommendation in the Report what additional review is recommended. 

In additlon, the Report states: " ... 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 highlighted portion is not correct because the 
State Department of Finance provides the triple flip allocation calculations to counties with 
specific allocations for each city whhin that county. The county does not detennine the 
allocation to the cities; that infonnation comes to the counties from the BOE. 

Recommendation 9: The City Comptroller's Office should continue indellt!lying the necessal)' 
sub processes and prepare 'written policies/procedures for verifying the accuracy of TransNet 
revenue. 

Response: Agree with recommendation. The Office of the City Comptroller and Financial 
Management have identified six separate TransNet process narrative documents that are 
scheduled to be written and published during the first quarter of fiscal year 2011. 

Recommendation 10: In order to verify accurate TransNet allocations, the City of San Diego 
Streets Division should work with the California Department of Transportation (CaITrans) to 
ensure accurate miles ofroad maintained figures ". 

Response: Agree with recommendation. Street Division will continue to work wlth Caltrans to 
ensure accurate miles of street maintained figures. Currently Street Division is reviewing the 
2009 mileage report provided by Cal trans and will ensure all City maintained street miles are 
accurately reflected in the Cal trans mileage report. The review and update of the mileage is 
expected to be completed by the last quarter of fiscal year 2010. 

Recommendation 11: The Office of the City Comptroller should develop 'written 
policies/proceduresfor verifications ofgas tax revenues performed by the City. 

Response: Agree with recommendation. The Office of the City Comptroller will develop a 
process narrative that documents the requirements for verification of gas tax revenues. This 
process narrative(s) will be written and published during the first quarter of fiscal year 2011. 

Recommendation 12: The Office o/the City Comptroller should ensure the Ci~V is not paying 
federal gas taxes by verifying that the payments to fuel vendors do not include federal excise tax. 

Response: Agree with recommendation. The Office of the City Comptroller will develop a 
process narrative that documents the requirements for verification of not paying for federal 
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excise tax on purchased fuel. This process narrative will be written and published during the 
first quarter of fiscal year 2011. 

Recommendation 13: The Office of the City Comptroller and Financial A1anagement should 
develop written policies/procedures for ver((ications ofmotor vehicle license fees. 

Response: Agree with recommendation. The Office of the City Comptroller and Financial 
Management will develop a process narrative that documents the requirements for verification of 
motor vehicle license fees. This process narrative(s) will be written and published during the 
first quarter of fiscal year 2011. 

Recommendation 14: The City Treasurer's Office should monitor when court revenue 
distribution audits are done by the State Controller's Office, and be aware offindings alld/or 
under remittances relevant to the City ofSan Diego for purposes offollow up. 

Response: Agree with recommendation. The City Treasurer's Office will establish a written 
departmental procedure for monitoring distribution audits by the first quarter of fiscal year 2011. 

Recommendation 15: The City Treasurer's Revenue Audit Division should consider peliorming 
audits ofcourt distributed revenues. 

Response: Partially agree with recommendation. Cost-benefit analysis will be performed before 
taking on this role. This analysis will involve determining which court distributed revenues are 
subject to outside audit; which court distributed revenues are large enough to merit the cost 
associated with audit; the likelihood that, and extent which, court distributed revenues have been 
underpaid to the City; an estimate of the time needed to conduct these reviews; the ability to 
perform such reviews with existing staff, and, if existing staff is not sufficient, the cost of adding 
staff to the division. This cost-benefit analysis will be completed by the end of the second 
quarter of fiscal year 2011. 

Recommendation 16: The Office of the Independent Budget Analyst (IBA) should work in 
consultation with the Real Estate Assets Department to revise Council Policy 700-10 to clar((y 
'who has the appropriate aUditing authority. 

Response: Agree with recommendation to revise the Council Policy. READ will work with the 
IBA in order to clarify Council Policy 700-10 to reflect that the Office of the City Treasurer's 
Revenue Audit Division has auditing authority. Real Estate Assets believes that this can be 
completed by the end ofthe first quarter of fiscal year 2011. 

Recommendation 17: The Real Estate Assets Department should develop written 
policies/procedures for the ver((icatioll oflease pa.vments. 

Response: Agree with recommendation. The Real Estate Assets Department wi]] develop 
written procedures in conjunction with the new Reportfolio data management system that will be 
implemented by Real Estate Assets on March 1, 2010. This should be completed by the end of 
the first quarter of fiscal year 2011. 
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Recommendation 18: The Real Estate Assets Department should work with the City 
Treasurer's Revenue A udit Division to develop an indicator for percentage leases in the 
Electronic Document Retrieval System (EDRS). 

Response: Partially agree with the recommendation. We agree that the Revenue Audit Division 
should have a process of detennining percentage leases in the Reportfolio data management 
system. The Revenue Audit Division will have access to Reportfolio which will have indicators 
for percentage leases. However, the Electronic Document Retrieval System is a document 
storage system and not a data management system; therefore, it would not be practical to place 
percentage lease indicators in this system. A new process will be documented and completed by 
the end of fiscal year 2010. 

Recommendation 19: The City Treasurer's Revenue Audit Division should include their annual 
reconciliation of the Division's lease audit database with the Real Estate Assets Department 
database in their written departmental procedures. 

Response: Agree with recommendation. The departmental procedure will be completed by the 
end of the third quarter of fiscal year 20 I O. 

Recommendation 20: The Revenue Audit Division should develop policieslprocedures for 
auditing state video franchises that ilzclude (1) procedures for auditingfi-anchisee 's methodology 
of calculating franc/lise fees, (2) the requirement for the franchisee to provide detailed 
calculation summal1'es, and (3) an audit cycle no longer than 4 years. 

Response: Agree with recommendation. These are all standard audit procedures that will be 
incorporated into the audit program for state video franchises when it is developed and 
completed in the fourth quarter of the current fiscal year. 

Recommendation 21: Based on the requirement for hotel operators to maintain records for a 
period ofthree years, the Revenue Audit Division should pelform audits on a three-year cycle. 

Response: Disagree with recommendation. The recommendation restates the documented 
procedures already in place in the City Treasurer's Department. As stated in the Office of the 
City Treasurer Departmental Procedure regarding the determination of the audit cycle, TOT 
audits are currently scheduled to be performed between every two to three years. The Revenue 
Audit Division will continue to abide by its Departmental Procedures. 

Recommendation 22: The Business TCL( Compliance Program should develop written 
policies/procedures for the work it pelforms. 

Response: Agree with recommendation. The Bu~iness Tax Compliance Program policies and 
procedures that are currently being drafted will be finalized to inc1ude the Franchise Tax Board 
process. This will be completed by the end of the fourth quarter of Fiscal Year 2010. 



Page 9 
Eduardo Luna, City Auditor 
March 8, 2010 

Recommendation 23: The Business Tax Compliance Program should expand techniques used 
for ensuring compliance - including utilization of preventative measures such as informal 
employee audits - and determine an alternative method for ensuring accurate business size 
designation. 

Response: Agree with recommendation. The Office of the City Treasurer is currently 
evaluating an employee count verification process requiring businesses with five or more 
employees to submit their State of California annual EDD tax statement to confirm employee 
count compliance with the City's Business Tax requirement to report number of employees. 
This proposal for fiscal year 2011 has been drafted and submitted. If approved, it is estimated 
that this program could be implemented by the end of the first quarter of Fiscal Year 2011. 

Mary Lewis 
Chief Financial Officer 

ML 

Attachment: 1. Revenue Audit Quarterly Reports: FY2009 Quarter 3 and Quarter 4; 
FY20 1 0 Quarter 1 and Quarter 2 

cc: 	 Honorable Mayor Jerry Sanders 
Honorable Councilmembers 
Jay M. Goldstone, Chief Operating Officer 
Wally Hill, Assistant Chief Operating Officer 
Gail Granewich, City Treasurer 
Nader Tirandazi, Financial Management Director 
Ken Whitfield, City Comptroller 
Jim Barwick, Real Estate Assets Director 
Mario Sierra, General Services Director 
Kyle Elser, Audit Manager 



THE CITY OF SAN DIEGO 

MEMORANDUM 

DATE: May 201 2009 


TO: Honorable Members of the City counct / ' 


FROM: Mary Lewis. Chief Financial Officer M~h~ 

SUBJECT: Revenue Audit Program and Response to FyiOl 0 Budget Discussion 

I am sending you a report for your information on the activities of the Revenue Audit Program 
under the Office of the City Treasurer that describes the audits concluded this quarter (as of 
March 31,2009) and fiscal year to date, including revenues recovered. 

In addition, in response to the budget discussions regarding the Revenue Audit Program, the City 
Treasurer has added background information on the Program I s results over the past five fiscal 
years (2004 through 2008) that include the number of audits completed and the revenue 
recovered as a result of these audits. 

Please contact me or Gail Granewich, City Treasurer, if you have additional questions. 

Mary Lewis 

ML/slh 

cc: 	 Honorable Mayor Jerry Sanders 
Jay M. Goldstone, Chief Operating Officer 
Andrea Tevlin, Independent Budget Analyst 
Kevin Casey, Director of Council Affairs 
Eduardo Luna, City Auditor 
Gail Granewich, City Treasurer .; 



THE CITY OF SAN DIEGO 

MEMORANDUM 

DATE: May 15,2009 

TO: Mary Lewis, Chief FinanciaJ Officer 

/
FROM: 	 Gail R. Granewich, City Treasur~ 

SUBJECT: 	 Revenue Audit Program - Quarterly Report 
and Response to FY 2010 Budget Discussions 

Quarter Ending March 31, 2009 - A udits Completed 

During the third quarter of Fiscal Year 2009, the Office of the City Treasurer's Revenue Audit 
Program completed 26 audits, totaling $279,606 in audit deficiencies. The 26 audits included 20 
tax-related audits and 6 lease audits, including: 

Transient Occupancy Tax/Business Tax Audits 

• W San Diego 
• 500 West Hotel 
• Doubletree Del Mar 
• Ramada San Diego North 
• Two (2) non-compliant vacation rental properties 

Lease Audits 

• Ace Parking operations at Qualcomm Stadium 

• Canyonside Stables, LLC 

• Crystal Pier Motel, Inc. 
• Seaforth Sportfishing Corp, 

• Wave House Belmont Park 

• Rancho Santa Fe Polo Club 

Quarter Ending March 31. 2009 - Recoveries 

During the third quarter of Fiscal Year 2009, the City received $200,006 in recoveries on 
perfonned audits, induding $57,636 received by the Office of the City Treasurer's Delinquent 
Accounts Collection Division. 
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Lease Audits 
III San Diego Chargers Football Company 
• Wesco Sales Corp. 

• Paradise Cafe II 
• San Diego Bowl Game Association 
III The Lodge at Torrey Pines 
• Catamaran Hotel (and two associated operations) 

Staffing Updates 

The Revenue Audit Program continued to operate with two open pOSItIOns during the third 
quarter. Requests to fill these positions were approved and one vacancy was filled in late April, 
the other is expected to be filled by early June. 

Respo/lse to Councifmember Young's Fiscal Year 2010 Budget Recommendation 

In a memorandum dated April 30,2009, Councilmember Anthony Young requested "the Mayor 
and City Auditor to review and take action on transferring the functions of the Revenue Audit 
and Appeals division of the City Treasurer"s office into the Office of the City Auditor." He 
further indicated that savings would result from this consolidation and that the revenue audit 
function should be under the lndependent Auditor. 

This section of the report provides background on the Revenue Audit Program and results from 
the prior five (5) years. 

Background 
The Office of the City Treasurer's Revenue Audit Program has been peIfonning audits of 
revenue-generating businesses within the City limits since the mid-1960s. Originally, the 
program was part of the Audit Division within the department of the Auditor and Comptroller. 
In June of 2006, and consistent with City Charter §45, the Revenue Audit Program was 
transferred under the oversight of the City Treasurer. City Charter §45 states in part: 

The Treasurer shal1 issue notices for and colleel ... miscellaneous faxes, fees. 
assessments, licenses and privilege charges as may from time to time be assigned 
to him or her. He or she shall maintain a continuous inspection of the records 
and accounts ofsuch taxes, licenses and privilege charges in order to effectuate 
their collection. 

As indicated in Table B below, many other large jurisdictions place the revenue audit function 
within its main revenue receiving department. 
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The total recoveries achieved by the Revenue Audit team over the past five years show that (he 
Revenue Audit Program is providing an outstanding return to the City under the Office of the 
City Treasurer where the Charter required focus on revenue is paramount. [have a high 
performing, well qualified team. ] do not believe that relocation of the revenue audit function 
under the City Auditor would rf'~"ult in additional efficiencies, cost savings or al1 increase in 
revenue. 

cc: 	 Elizabeth Correia, Financial Operations Manager 
Douglas Enger, Revenue Audit Manager 
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M~ Lt.wis 

MUslh 

cc. : Honor~blL Mayor 1t.rry SaJ'ldas 
Jay M. Gol£1!>t.o"c, ClUe( O?~r~liT\g Offiur 
Al\dw~ ie.ulin, lndt.~c"de.nf Budge.,! Ana\ysl 
A\.Soil Comrrutru. MGJT\bG.rs 
K~uil\ Ca~l!y, Dirc..cfcr of COMe)l AffolH 
Eduardo Luna. City AudilCH 
Gail Gr-aS\tlAAcb, City Treasure.r J 
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fAOM: Doug Enger, Revenue Aud;' M.Nge, ~ 
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Current Quarter (E,.dillg September 30, 2009) 

Major TOT, leasc and franchise audits expected to be completed during the current quarter 
include: 

• San Diego Gas & Electric (franchise fees) 
• Sheraton Suites San Diego 
• Sheraton Harbor [sland 

• The Sofia Hotel 
• La Jolla Residence Inn 
• Porto Vista Hotcl 
• Hilton San Diego Del Mar 
• Westfield Corporation (North County Fair) 

2009 Fiscal Year~to~Date Totals 

Revenue audits completed and recoveries: through the fourth quarter ending June 30,2009: 

TabJe A 

Type 
-----""""""""""""""""""-~~~~~~~~~~~~~~~~~~~~~~~~~~~ 

Audits Audit Hours
Completed 

--.------~-

Audit 
Recoveries

Deficiencies 
TOT 

-
Lease 

! Requested (8T)
I··················· 

l 
I 

TotalJ 

91 3,699 
19 2,177 
8 20-

118 5,896 

$677,905 S486,787 
~ 

$465,185 S295,935 
~_9,257 56,240 

............... 

$1,152,~~7 S788,962 
......... 

As a reminder, of the 91 revenue audits completed during the first three quarters of Fiscal Year 
2009, some of the more significant audits included: 

Transient Occupancy Tax/Business Tax Audits 

• Western Inn Old Town 

• Bahia Hotel 
• Staybridge Suites Sorrento Mesa 

• Grant Hotel 
• Hotel Occidental 
• Staybridge Suites Cannel Mountain 
• Emhassy Suites La lolla 
• Holiday Inn on the Bay 

• W San Diego 
• Doubletree Del Mar 
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Lease Audits 
• San Diego Chargers Football Company 
• Wesco Sales Corp. 
• San Diego Bow} Game Association 
• The Lodge at Torrey Pines 
• Catamaran Hotel (and two associated operations) 

• Seaforth Sportfishing 
• Rancho Santa Fe Polo Club 

FY 1010 Planned Audit Schedule 

Please find attached Lo this report the Revenue Audit Program's schedule of planned audits for 
Fiscal Year 20 10. The plan was produced by estimating the available audit hours for the year 
based on projected staffing levels, considering which routine audits are due during the next 
twelve months and adjusting for planned special audits. 

One such special audit is a review of short-tenn vacation rentals we witl undertake during the 
third quarter of the fiscal year. The majority of vacation rental properties throughout the City are 
rented through property management companies which we audit routinely. We have found, 
however, that there are a growing number of units offered for rent directly by the owner via the 
internet. Staff will perform a review of these properties, detennine whether they have current 
TOT Certificates and follow-up with audits if not. 

This year's plan calls for 133 completed audits during Fiscal Year 2010, including 93 TOT, 34 
lease and six (6) franchise audits. We expect to accomplish a 13% increase in completed audits 
over last year. This is due to filling the two revenue auditor positions which have been vacant 
since December 2008. 

Staffing Updates 

The Revenue Audit Program continued to operate with one open position and one staff member 
assigned full-time to OneSD/SAP and other departmental accounting duties during the fourth 
quarter. The open position has been filled, with an expected start date in late July. The staff 
member currently assigned to other duties is expected to be auditing again in early August. This 
will return the program to full staffing of six auditors, including the Program Manager. The 
effect of full staffing is further quantified by comparing the total audit hours worked in Fiscal 
Year 2009 of 5,896 (Table A) to those planned for FiscaJ Year 2010, or 7,975 audit hours (see 
attached), 

cc: Elizabeth Correia, Financial Operations Manager 



THE CITY OF SAN DIEGO 

MEMORANDUl\1 

DATE: October 15, 2009 


TO: Honorable Members of the City Counc:i I 1 A I .. ' 


FROM: Mary Lewis, Chief F'nMe;.1 Officer U(1N1f'll»" 
SUBJECT: Revenue Audit Program; FiscaJ Year 2m~ Fist Quarter Report 

Attacbed for your infonnation is the first Quaner Report for FiscaJ Year 20J0 (July lSi through 
September 30 t

/1 2009) for the Revenue Audit Program under the City Treasurer. 

Please contact either Gaj~ Granev{ich. City Treasurer, or me if you have any questions. 

Mary Lewis 

MUsih 

cc: 	 Honorable Mayor Jerry Sanders 
Jay M. Goldstone, Chief Operating Officer 
Andrea Tevlin, Independent Budget Analyst 
Audit Committee Members 
Kevin Casey. Director of Council Affairs 
Eduardo Luna. City Auditor 
Gail Granewich, City Treasurer 
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TO: 

FROM: 

SUBJECT: 

THE CITY OF SAt"IJ DIEGO 

MEMORANDUM 

October 14, 2009 

Mary Lewis, Chief Financial Officer 

Doug Enger, Revenue Audit Manage,: ~ 
via Gail R. Granewich, City Treasur? 

Revenue Audit Program - Quarterly Report Ql '10 

Quarter Ending September 30. 2009 - A udits Completed 

During the first quarter of Fiscal Year 2010, the Office of the City Treasurer's Revenue Audit 
Program completed 33 audits resulting in audit deficiencies totaling $240,979. The 33 audits 
included 28 Transient Occupancy Tax (TOT), four (4) Business Tax, and one (1) Lease audit, 
including: 

Transient Occupancy Tax 

• Del Mar Hilton 
• Sheraton La 1011a 
• Western Inn - Old Town 
• Sheraton Suites San Diego 
• Coastal Choice Properties (property managers) 
• Holiday Inn Bayside 
• Homewood Suites 
• One (1) non-compliant vacation rental property 

Lease Audits 

• San Diego Visitor Information Center, LLC 

Quarter Ending September 30. 2009 - Recoveries 

During the first quarter of Fiscal Year 2010, the City received $214,415 in recoveries on 
perfonned revenue audits, which inc1ude.s $206,677 in TOT, $6,823 in Business Tax, and $915 
in Lease rent 
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Current Quarter (Ending December 31,2009) 

Major TOT, Lease, and Franchise audits expected to be completed. during the current quarter 
include: 

• San Diego Gas & Electric (Franchise Fees) 
• Cox Communications (Franchise Fees) 
• Driscoll Mission Bay, LLC (Lease) 
• LHO Mission Bay Rosie Hotel, LP (Lease) 
• Hotel Solomar (TOT) 
• La Jolla Residence Inn (TOT) 
• Westgate Hotel (TOT) 
• Omni Hotel (TOT) 
• Holiday Inn Otay Mesa (TOT) 

2010 Fiscal Year-to-Date Totals 

Revenue audits completed and recoveries through the first quarter ending September 30, 2009: 

Table A 

Type Aud.J.tli 
Com~leted 

! 

AndltHonn Audit 
Deficiencies 

Period 
Recoveries 

TOT 
-

28 • 1,163 $235,758 $206,677 
Lease 1 64 $915 $915 
Requested (BTax) 4 10 I $4)06 $6,823 

Tota] 33 1,237 I $240,979 $214,415 

Staffing Updates 

The Revenue Audit Program is now fully staffed with six. auditors, induding the Program 
Manager. The two new members joined Revenue Audit in July, one coming from within the 
Office of the City Treasurer and the other transferred from the Comptroller's office. These staff 
members are now fully trained and conducting assigned audits independently. 

cc: Elizabeth Correia, Financial Operations Manager 



THE CITY OF SAN DlIGO 

MEMORANDUM 

DATE: January 28, 2010 

TO: Honorable Members of the City Council 

FROM: Mary Lewis, Chief Financial Officer 

SUBJECT: Revenue Audit Program: Fiscal Year 20I 0 econd Quarter Report 

Attached for your information is the Second Quarter Report for Fiscal Year 2010 (October 1st 

through December 31st 2009) for the Revenue Audit Program under the City Treasurer. 

Please contact me or Gail Granewich, City Treasurer, if you have any questions. 

Mary Lewis 

ML/sib 

Attachment: 

cc: 	 Honorable Mayor Jerry Sanders 
Jay M. Goldstone, Chief Operating Officer 
Andrea Tevlin, Independent Budget Analyst 
Audit Committee Members 
Kevin Casey, Director of Council Affairs 
Eduardo Luna, City Auditor 
Gail Granewich, City Treasurer 



TI:J.E CITY OF SAN DIEGO 

MEMORANDUM 

DATE: January 15,2010 

TO: Mary Lewis, Chief Financial Officer 

FROM: Doug Enger, Revenue Audit Man.ge~ .~ 
via Gail R. Granewich, City Treasure~ 

SUBJECT: Revenue A l.ldit Program - Quarterl y Report Q2 '1 0 

Quarter Ending December 31,2009 - Audits Completed 

During the second quarter of Fiscal Year 20 10, the Office of the City Treasurer's Revenue Audit 
Program completed 26 audits resulting i.n audit deficiencies totaling $618, J05. The 26 audits 
included 20 Transient Occupancy Tax (TOT), two (2) Business Tax, three (3) Lease audit, and 
one (l) Franchise audit including: 

Transient Occupancy Tax 
II San Diego Hilton Resort 
• The Residence Inn La Jolla 
• The Omni Hotel 
• Sc San Diego 
• Holiday Inn Express - Otay Mesa 
• The Westgate Hotel 
• Orchard Apartments 
• One (1) non-compliant vacation rental property 

Lease aDd Franchise Audits 
• Downtown Johnny Brown's 
• Torrey Pines Club Corp 
• SDG&E Mt. Woodson Flat Rent Adjustment 
• SDG&E - Franchise Fees 
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During the so:..ood qua.r1t.r el( Fiu.4) Yt.aJ 1()\O, t)\c. City cec.e.\vod 1\'2J,61 I in ruovtnc..s Of) 

performed rc.VC,l\lli!.. o'Ulii(s, whic.l-I \t\c.lude..s iI1J,4()() \,J\ TOT and, S2J() i(\ ~us';I)US Tu. 

Major T01. Lcll~. llId Franc.bisc audils expe.c1ul 10 be CDmplefe.d during liIe c.urre.n! 4\la:t1t.f 
iuc.\ud6: 

Tift\t. Wu-ntr C.dblt (Francbisc. Fe.t.s) 
• Cox CommUflicalions (Fra.nc.hise. Ftc.s) 

.. Dri~coH Mission Bay, LLC (leH~) 


.. WitmMl R-aoch (Le.a.se.) 


.. Hard Roc\< HL:l{e.! (TOY) 


... SMI Diego Munoct HolellJz.l\.,{Wa (TOT) 

DO\lbl.~.acc Holl.1 MiH;Of\ Vl..lley (lOT) 

Tnt. W HaiLl (C1Mc-OUI TOT) 


In ilddiliOl\, lht. RcvO\ut. A\.lnic program '-1.1))1 bt.~ a re.vic.w of TOT payrot.nls frelUl v.ac.Dh6" 

pr~pert'.tl c,ffaea {Of rb\f thrOl:lgh Individual property OI..\ll'ler5: ratntr than through 'pr(}pe.rry 
ma!lagtN. Audits will be. pu{orm~ M OIM'l~~ base.d 01\ tl'Il. fiodi..ngs CJflbt (wjcw. 

lOYD Fiscal rtD,-tl>~DlJle TJJloJs 

J&bJe A . """"'\i 
AoditAlld.ltll Period

Type AllditHo1ln 
Dend ~n Col ellComuTe:ud Re.~vt.ri c..t 

5819,~()22,184TOT 4~ S:nO,07? 
U-ll.! 4 191 16,7~8 1915 

140Franc.hi~t 10116,65 tI 
R.!.I:1ue,sfed (BTIn~) $5,71215 11,0946 

.59 n38,OS6Tota..! 1,530 S8S~,083 

http:Com'plet.ed
http:rnaJ"lagl!.tS
http:Ma.ri.Da
http:Corrt.id
http:Re.~vt.ri
http:pr~pert'.tl



