
 
 
 
 

OFFICE OF THE INDEPENDENT BUDGET ANALYST REPORT 
 

Date Issued:  May 7, 2010                      IBA Report Number:  10-39 

Audit Committee Docket Date:  May 10, 2009 

Item Number: # 6 
 

 

Analysis Related to a Proposal to Transfer 
the City Treasurer’s Revenue Audit Program 

to the Office of the City Auditor 
 
OVERVIEW 
 
In his FY 2010 Budget Recommendations Memorandum dated April 30, 2009, Councilmember 
Young requested that the Mayor and City Auditor review and take action on transferring the 
functions of the Treasurer’s Revenue Audit Program (RAP) to the Office of the City Auditor.  
On March 17, 2010, the Budget and Finance Committee adopted a motion requesting the IBA 
analyze considerations surrounding the RAP transfer proposal.  The Committee requested the 
IBA’s analysis be presented to the Audit Committee.  In reviewing the proposed FY 2011 budget 
for the City Auditor on April 12, 2010, the Audit Committee also requested analysis of the 
proposal to transfer the City Treasurer’s RAP to the Office of the City Auditor. 
 
In response to this direction, the IBA has independently met with the City Treasurer and the City 
Auditor to discuss their perspectives regarding the revenue audit function.  Additionally, we 
surveyed other major cities in California and in the nation.  This report provides an overview of 
the RAP, presents City Treasurer and City Auditor perspectives related to the proposed transfer, 
discusses the organizational location of the revenue compliance audit function in other cities, and 
offer final comments for Audit Committee consideration. 
 
 
FISCAL/POLICY DISCUSSION 
 
Revenue Audit Program 
 
Until 2006, the RAP was a work unit within the Office of the City Auditor and Comptroller.  In 
June of 2006, the previous City Auditor and management agreed to move the RAP from the 
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Office of the City Auditor and Comptroller to the Office of the City Treasurer.  The previous 
City Auditor and Comptroller believed 1) synergies could be achieved by consolidating these 
revenue audits with the City Treasurer collections function, 2) revenue compliance audits better 
matched with the revenue collection function and 3) it would be difficult for the Office of the 
City Auditor and Comptroller to independently audit the revenue audit group while 
simultaneously managing the function particularly if revenue and performance auditors were 
rotated between audit types.  The decision to transfer the RAP to the City Treasurer took place 
before the City acted to separate the City Comptroller and City Auditor functions to create 
greater audit independence. 
 
As noted above, the RAP currently operates within the Office of the City Treasurer.  It is 
comprised of 6.00 FTEs including 1.00 Principal Accountant (who manages the group and 
performs audits), 3.00 Accountant IIIs and 2.00 Accountant IIs.  The Principal Accountant 
reports to a Financial Operations Manager who in turn reports to a Treasury Operations 
Manager.  The Treasury Operations Manager reports directly to the City Treasurer.  The 
proposed FY 2011 budget (total salaries and fringe benefits) for 6.00 RAP FTEs is 
approximately $630,000.  
 
Between FY 2004 and FY 2008, the RAP was staffed with between 4.00 and 8.00 FTEs although 
some of these positions were periodically vacant or dedicated to managing the group.  As noted 
in a memorandum from the City Treasurer to the Chief Financial Officer dated May 15, 2009 
(Attachment 1), RAP audits have resulted in annual revenue recoveries between $1.2 million and 
$2.5 million between FY 2004 and FY 2008.  Due in part to 2.00 positions being vacant 
throughout FY 2009, revenue recoveries declined to $789,000 in the last fiscal year.   The 
majority of RAP's annual revenue recovery results from revenue compliance audits of hotels, 
with a lesser amount attributable to audits of lease or franchise agreements.   
 
Revenue compliance audits focus on whether or not revenues owed to the City have been 
calculated and paid correctly.  According to the City Treasurer, "a typical revenue audit involves 
reviewing financial statements and general ledgers, testing detailed accounting records for 
accuracy and reliability; confirming compliance with governing sections of the Municipal Code 
and lease or franchise agreements; and making recommendations to administering departments 
based on audit findings."  RAP staff currently performs the following types of revenue 
compliance audits: 
 

• Transient Occupancy Tax (approximately 311 hotels in City subject to audit) 
• Percentage Leases with businesses on City owned property (approximately 101 leases) 
• Franchise Agreements - SDG&E, waste haulers (3), cable companies (2), other (2) 
• Business Tax Payments – under certain circumstances 
• Special requests by City departments for unique agreements with City revenue elements 

 
The managing Principal Accountant for the RAP indicates that approximately 60% of staff time 
is spent performing TOT revenue audits.  A very small percentage of staff time (< 5%) is spent 
on audit appeal hearings.  While the program places a higher priority on high revenue hotels, it 
also endeavors to audit all hotels on a two to three year cycle.  Hotels are not required to 
maintain records after three years; however, they can still be audited and found to be deficient in 
their payments to the City after three years.   
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City Treasurer Comments Regarding the Proposed Transfer of the RAP 
 
In discussing the contemplated transfer of the RAP with the City Treasurer and the Principal 
Accountant, the following perspectives were shared: 
 

1. If the City Auditor were to perform revenue compliance audits, he would not be able to 
independently audit this revenue collection process which is a management 
responsibility.  As the City is currently organized, the City Auditor can independently 
audit the RAP or any other City Treasurer revenue billing/collection process for 
effectiveness or efficiency. 
 

2. City Charter Section 39.2 requires the City Auditor to follow Government Auditing 
Standards which require all audits to adhere to very specific audit protocols and 
procedures (stipulated in what is known as the Yellow Book).  These procedures were 
developed for, and are more pertinent to, performance audits which are the focus of the 
City Auditor.  They are not as applicable to revenue compliance audits.  Organizations 
like the Internal Revenue Service, Franchise Tax Board or the State Board of 
Equalization conduct revenue compliance audits and are not subject to Yellow Book 
standards.  The concern is that added, unnecessary audit procedures would be more 
cumbersome and result in a less efficient RAP. 
 

3. All of the current RAP staff possess degrees in accounting; half of the staff either are or 
are about to become Certified Public Accountants.  Additionally, RAP staff possesses 
significant experience performing revenue compliance audits.  Accounting expertise and 
experience is needed to effectively perform revenue compliance audits.  While these skill 
sets could be transferred to the Office of the City Auditor, they should not necessarily be 
considered interchangeable with City Auditor staff whose training and experience tends 
to be oriented toward conducting performance audits.   

 
City Auditor Comments Regarding the Proposed Transfer of the RAP 
 
In discussing the contemplated transfer of the RAP with the City Auditor and the Managing 
Performance Auditor, the following perspectives were shared: 
 

1. The City Treasurer bills and collects revenue for the City.  As they report to management, 
there may be a conflict for the RAP to audit a process they are charged with 
administering.  The City Auditor believes there is greater independence and transparency 
when an office that is independent of management conducts the revenue compliance 
audits.  For example, the City Auditor publicly presents an annual audit work plan that 
does not allow for discretionary audit decisions which the City Auditor notes may not be 
the case for revenue audits under management. 
 

2. The Office of the City Auditor conducts all audits in accordance with Government 
Accounting Standards (Yellow Book).  The Yellow Book requires audit documentation, 
standards and audit protocols that have been designed to protect the integrity of the 
resulting audits.  These standards would enhance the process and quality of revenue 
compliance audits.  The application of Yellow Book audit standards should not result in a 
less efficient RAP. 
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3. Transferring the RAP into the Office of the City Auditor will develop synergies and 

efficiencies.  It is envisioned that the program would report directly to the City Auditor 
and his senior performance audit managers who have considerable audit experience.  The 
City Auditor’s staff is experienced in conducting audits in accordance with Government 
Accounting Standards.  Additionally, City Auditor staff receives specialized training and 
discusses innovative approaches to auditing with their peers in the audit profession.  This 
information would be shared with RAP staff in a more synergistic environment entirely 
dedicated to auditing.   

 
Revenue Compliance Audit Responsibilities in Other Cities 
 
In researching where responsibility for revenue compliance audits is located in other cities we 
found that most cities have finance/revenue related departments performing this function.  These 
same cities also have independent audit offices that primarily perform performance audits but 
may perform other types of revenue audits.  Our research indicates that revenue compliance field 
audits are more typically performed, or overseen, by finance/revenue related departments.  The 
following cities were contacted: 
 
                                  Revenue Compliance Audits        Independent Audits  
   City            Performed By >>>>>>   Reports To       Performed By 
 
Los Angeles        Office of Finance     Management           Elected City Controller 
San Jose       Finance Department    City Manager        Appointed City Auditor 
San Francisco         Elected Treasurer         Public            Appointed Controller 
Fresno    Controller     City Manager    Budget Director 
Long Beach       Elected City Auditor                  Public  Elected City Auditor 
Oakland   Finance & Mgmt Agency     Management Elected City Auditor 
 
Chicago    Department of Revenue     Management        Council Finance Cmte. 
Philadelphia       Revenue Department     Management         Elected City Controller 
San Antonio        Finance Department    City Manager        Appointed City Auditor       
Phoenix        Finance Department    City Manager        Appointed City Auditor 
Dallas       Financial Services Dept    City Manager        Appointed City Auditor 
Detroit        Finance Department     Management        Appointed City Auditor 
 
With the exception of Long Beach whose elected City Auditor administers a contract for the 
provision of revenue compliance audits, we did not identify a city whose revenue compliance 
audits were entirely performed or overseen by the independent City Auditor.  The Principal 
Accountant for RAP provided the IBA with recent data he gathered indicating that the ten largest 
cities in the nation (based on population) have finance/revenue related departments performing 
or overseeing revenue compliance audits; however, we were only able to confirm this for eight of 
the top ten cities prior to the release of this report.     
 
Additional IBA Comments for the Audit Committee  
 
After discussing the contemplated transfer with involved City departments and staff in other 
cities, the IBA offers the following comments for Audit Committee consideration: 
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1. Based on comments received from the City Treasurer about her City Charter specified 

duties, the IBA preliminarily discussed the contemplated transfer of RAP with the 
Office of the City Attorney.  The City Attorney’s Office has some concern that such a 
transfer may be subject to certain legal implications that the Audit Committee should 
consider.  We recommend that the Audit Committee request an opinion from the 
Office of the City Attorney with regard to any legal implications related to a proposed 
transfer.  We would also note that the proposed transfer may also be subject to a meet 
and confer process with MEA. 

 
2. While there are similarities in the nature of all audit work, there are a few notable 

differences between the City’s revenue compliance and performance auditors.  These 
differences include:   
 

• Revenue compliance audits are external to the organization while performance 
audits are more typically internal organizational audits.  

• The scope/audit approach and nature of the duties involved.  
• Auditor education/training/experience as it best relates to each audit type.  
• Current differences in employee classification: RAP employees are classified/ 

represented whereas City Auditor employees are unclassified/unrepresented.  
• Compensation:  performance auditors currently receive significantly higher 

compensation than revenue compliance auditors, including salary and 
benefits.   
 

While these differences do not preclude consolidation of the two work units, they 
could impact staff integration and interchangeability as it relates to the possibility of 
creating efficiencies by consolidating audit operations. 

 
3. Based on information provided by the City Treasurer, approximately 120 hotel audits 

since 2005 had audit periods of more than three years.  As hotels are not required to 
maintain audit records after three years, the City’s audit (and potential revenue 
recovery) position is weakened (not eliminated) after three years.  Audit cycles 
exceeding three years are typically attributable to insufficient budgeted staff, staff 
vacancies and/or competing revenue audit needs. 

 
4. Using revenue recovery data provided by the City Treasurer for FY 2004 through FY 

2008 (based on the number of RAP staff actually performing audits), we roughly 
estimate that RAP’s revenue recovery to auditor expense ratio ranged from 2.4:1 to 
6.2:1 for each dollar spent over the five year period.  The RAP brings in significantly 
more revenue than it costs; however, this does not mean that this revenue recovery 
ratio could not be further enhanced.  Understanding that the amount of revenue 
recovered may vary from year to year based on factors not tied to the audit process, 
the IBA recommends that a historical revenue recovery ratio be validated and used as 
one go-forward benchmark for evaluating work unit performance wherever the 
function is located. 
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5. The City Auditor and the City Treasurer each make reasonable audit independence 
arguments.  Both assert the other cannot independently audit a work process they are 
responsible for; however, the IBA believes either argument can be mitigated.  If the 
City Treasurer retains revenue compliance audits, the City Auditor can audit their 
operation at any time and make process recommendations with respect to the timing, 
selection and execution of audits.  If the City Auditor were to assume revenue 
compliance audits, the Audit Committee could request that an outside audit firm be 
retained to periodically perform an independent audit of this function.  

 
 
CONCLUSION    
 
In response to direction from the Budget & Finance and Audit Committees, the IBA has 
provided information related to a contemplated transfer of the City Treasurer’s RAP to the Office 
of the City Auditor.  We have described the nature of the RAP function and its organizational 
placement at the City.  Additionally, we have surveyed other major cities to report which 
departments typically perform the revenue compliance audit function within each organization.  
Finally, we have provided additional comments for Audit Committee consideration. 
 
While there are notable differences in the nature of the work performed by revenue compliance 
and performance auditors, we believe the work units could be consolidated if the City Council 
determines that greater operating and revenue efficiencies can be achieved.  We have suggested 
ways to ensure that the revenue compliance audit function can be objectively performed and 
independently audited for efficiency and effectiveness irrespective of where responsibility for the 
function is assigned within the organization. 
 
As noted in this report, the IBA recommends the Audit Committee request an opinion from the 
Office of the City Attorney regarding any legal implications related to a proposed transfer of the 
RAP. 
 
The IBA believes that a determination as to where the revenue compliance audit function is 
located within the organization should be based solely on operating efficiency and effectiveness.  
The City's current organizational structure for this function is similar to that of almost all major 
cities.  We would suggest a recommendation to transfer the RAP only be made if the Audit 
Committee is convinced that the City Auditor can develop and realize significant operating 
efficiencies that could not otherwise be achieved by the Office of the City Treasurer. 
 
 
[Signed]       [Signed]     
_______________________     ________________________ 
Jeff Kawar       APPROVED:  Andrea Tevlin 
Fiscal & Policy Analyst     Independent Budget Analyst 
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