City of Seattle
Office of City Auditor

Susan Cohen, City Auditor

May 8§, 2003

The Honorable Greg Nickels
Seattle City Councilmembers
The City of Seattle
600 Fourth Avenue
Seattle, WA 98104

Dear Mayor Nickels and Councilmembers:

I am pleased to present the Office of City Auditor’s Ten-Year Anniversary Report. This report
describes the audits and studies completed since the Office of City Auditor was established in
1993. The report also includes a brief introduction describing our mission, objectives, and
professional work standards, and a chronology of office milestones.

Since 1993, we have completed 117 audits and studies, and more than 75 consulting
engagements and training sessions. As of mid-year 2003, we have already published seven audit
studies, including reviews of the City’s complaint resolution processes, low-income rate
assistance programs, Office of Housing staffing, and the Office of Hearing Examiner’s
organizational structure.

Please contact me at 233-1093 if you have any questions, or would like additional information
regarding this report or other reports produced by our office. Please note that most of our

published reports are posted online at http://www.seattle.gov/audit.

Sincerely,

_,/g'wwﬂ. Cr;’fwm

Susan Cohen
City Auditor
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Introduction

Citizens today expect government officials and agencies to accurately account for public funds
and provide assurance that the funds are used efficiently and effectively to achieve desirable
results. In 1993, Seattle followed the example of many other cities in meeting these objectives
by establishing the position of an independent, appointed City Auditor to examine the accuracy
of accounts; inspect the receipt, safekeeping and disbursement of public funds; and audit the
efficiency and effective performance of City government.'

The Office of City Auditor’s primary role is to provide independent information and evaluate
City policies, practices, and expenditures. Our primary objective is to help the City manage and
account for the use of public funds honestly, efficiently, and effectively by providing citizens,
the Mayor, City Councilmembers, and City managers with accurate information, unbiased
analysis, and objective recommendations on how to best use public resources. In performing our
work, we emphasize:

= Improvements to the City’s management accountability systems, which are critical to
maintaining accurate accounts, and accurate records and reports, and properly safeguarding
and disbursing public funds; and

= Recommendations to increase the City’s efficiency and effectiveness, and to enhance the
City’s efforts to use optimal public administration techniques.

To promote independence, the City Auditor is appointed to a six-year term of office, subject to
termination only for cause and by a majority vote of the City Council. The City Auditor
determines the work program after soliciting and considering input from citizens, elected
officials, department heads, and City employees.> The City Council has also granted the City
Auditor the authority to compel City departments to supply access to all accounts and records.

Our staff consists of a diverse group of professionals, well versed in financial and performance
auditing.’ Our educational backgrounds include accounting, finance, public and business
administration, construction management, and information systems. Our work experience
includes public accounting, budgeting, and auditing; private sector management; and federal,
state and local government management. We are committed to performing high-quality work
that is objective, independent, timely and accurate.

Our office adheres to the demanding professional requirements that the United States General
Accounting Office has established for governmental auditing and to professional standards
prescribed by the Institute of Internal Auditors for internal auditing. These standards govern the
placement of an audit function, as well as the processes for planning work, determining audit

'Article VIII (Section 2) of the City Charter and Chapter 3.40 of the Seattle Municipal Code establish the role of the
Office of City Auditor. Seattle citizens voted on a charter amendment to establish the office in 1991, the ground
work was laid in 1992, and the Office of City Auditor began operations in January 1993.

?Resolution 28780 was adopted on August 23, 1993, by the City Council to formalize the independent audit
selection process.

3An Office of City Auditor staff list is presented at the end of the report.
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objectives, describing an audit’s scope and methodology, selecting criteria for evaluating the
subject matter, and ensuring that evidence is sufficient, accurate, and relevant.

Audits and program reviews comprise the principal work of our office. Since our inception in
1993, we have completed 117 major audits and program reviews. Exhibit 1 below shows the
distribution of major performance and operational audits and internal control, financial, and
compliance audits by the requesting agency.

EXHIBIT 1
DISTRIBUTION OF AUDITS BY REQUESTING AGENCY

1993-2003 Performance and Operational Audits
14

12

10

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

1993-2003 Internal Control, Financial, and Compliance Audits
14

12

10

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
B City Council OICity Auditor O Executive |

Our major audits and program reviews are generally large-scale projects, frequently involving
multiple departments and requiring between four and 12 months to complete. At the completion
of an audit or review, we issue a written report describing the objectives, scope and methodology
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of the work performed, the results of our work, and relevant recommendations. We also brief the
Mayor, the responsible City Council committee, and department officials on our findings and
recommendations. All formal audits are presented before the City Council and announced on
Council agenda. Our completed reports are also made available to the local media and interested
citizens through our distribution list, the Seattle Public Library, the City Clerk’s Office, and our
Web site at http://www.seattle.gov/audit.

In addition to conducting audits and program reviews, our office offers consultative and training
services to allow other City departments to utilize our staff’s expertise in accounting, auditing,
internal controls, and contract management. Our office has conducted more than 75 consultative
engagements and training sessions to assist other departments in improving City operations
during the past ten years.

We are pleased to present this summary of the audits and program reviews conducted by the
Office of City Auditor since its inception in 1993. Our audits and program reviews are listed in
chronological order by publication date, beginning with our most recent 2003 publications.
Annual highlights are also provided focusing on significant products and milestones.



OFFICE OF CITY AUDITOR MILESTONES

1993

Nora Masters is confirmed as Seattle’s first City Auditor

Initial staffing completed in May; three employees are hired from U.S. General Accounting
Office, one from the banking industry, and three from former Comptroller’s Office

First performance report (Utility Sole Source Consultant Contracts: Management Controls
Need Strengthening) is issued in September

After Bumbershoot Festival audit report is issued, the City spins festival off to One Reel, a
Northwest nonprofit arts organization

1994

Office of City Auditor completes its first policy and procedures manual

1995

Audit staff participate in the development of Citywide performance measures and the City’s
managed competition effort

1996

Office of City Auditor conducts an audit on Ratio of Staff to Managers to help address
budget shortfall

Audit staff work with consultant and City executive managers and staff to conduct the City’s
first comprehensive review of technology investments

1997

Nora Masters serves as Vice President of the National Association of Local Government
Auditors (NALGA)

Control Self—Assessment audits using both questionnaires and facilitated workshops are
added to the Office of City Auditor’s repertoire of techniques

1998

Susan Cohen is confirmed as City Auditor and David Jones is appointed Deputy City
Auditor

Office of City Auditor hosts the National Association of Local Government Auditors
(NALGA) Annual Conference

David Jones becomes the Office’s first Certified Internal Auditor

First high school Math, Engineering and Science Achievement intern is hired to conduct a
GroupWise messaging system review

1999

Office of City Auditor completes a review of Historic Seattle, the first in a series of
compliance audits on the City’s chartered preservation and development authorities

Article in Internal Auditor magazine highlights Scottie Nix’s Control Self—Assessment work

2000

Office of City Auditor forms a construction audit team and develops a construction audit
template for conducting capital project quality assurance reviews

2001

Office of City Auditor completes audits of the Civil Service and Public Safety Civil Service
Commissions, the first audits to explicitly deal with personnel issues

2002

Report on athletic field scheduling becomes most requested audit report while the Seattle
City Light review generates the most extensive media coverage

Audit staff participate in the City Council’s 2003—2004 Annual Budget Review process

2003

Office of City Auditor celebrates its ten-year anniversary




2003 REPORTS

Seattle Housing Authority’s Holly Park Relocation Efforts

This report examined whether the Seattle Housing Authority complied with the terms of a City
agreement for the relocation of Holly Park residents prompted by a housing revitalization
project. The City agreement specified that the Seattle Housing Authority would ensure that the
affected households received adequate relocation choices, and would minimize residential
displacements and disruptions. We determined that the Seattle Housing Authority complied with
the relocation conditions specified in the City agreement. We recommended that the Seattle
Housing Authority fully document all relocation actions in each household case file, and conduct
surveys of affected households to evaluate their satisfaction with the relocation process.

Office of Hearing Examiner Review

This study evaluated the effectiveness of the Office of Hearing Examiner’s organizational and
functional structures. Based on the review, including best practices research, we concluded that
the appropriate structures appear to be in place and operating effectively. Our analysis also
suggested that the Office of Hearing Examiner might be overstaffed due to workload decreases
during the past few years, and could potentially achieve operating efficiencies by co-locating
with other small offices that perform similar functions. In addition, the Personnel Department
could review the job duties for some staff positions to determine whether the current
classifications are still appropriate.

Improving the City’s Citizen Complaint Resolution Processes

This review focused on whether the City effectively responds to citizen complaints, and whether
its complaint resolution processes could be strengthened to increase citizen confidence in City
government. We determined that the City has established both centralized and department-level
processes to effectively resolve citizen complaints. Based on the results of a citizen satisfaction
survey, however, some City agencies could improve the frequency and timeliness of
communications with complainants. We also determined that an ombudsman function could
further enhance citizen understanding and confidence that the City resolves complaints
objectively and equitably, particularly those involving complex policy and operational issues.

f/ * Libraries for All Quality Assurance Review #5—Central Library
Al This fifth Quality Assurance Review assessed the Central Library
portion of the Libraries for All Capital Program. The purpose of the
review was to provide stakeholders with an overview of the Central
. Library Capital Project’s progress based on the scope of work,

- schedule, and budget. We determined that the Seattle Public Library
and its general contractor could improve the overall management of the
Central Library Project to avoid schedule delays and to effectively
resolve change orders.




Office of Housing Staffing Review

Initiated in response to a City Council proviso to the adopted 2003 budget, this review
considered the reasonableness of filling two vacant Office of Housing planning and development
positions. We determined that one of the two vacant positions was required to complete high-
priority, legally mandated, and other well-defined Office of Housing planning, development and
program management projects and activities in 2003. The justification for filling the second
planning and development position was a policy matter for the City Council’s consideration.

Improving the City’s Central Warehouse Operation

This report examined the Warehousing Services Section’s management of the Central
Warehouse to determine whether it could be operated more efficiently. We also analyzed the
warehouse’s records management data to evaluate the City’s compliance with state records
retention and disposal requirements. We determined that the efficiency of the Central
Warehouse’s operations could be improved, particularly its space usage, management of
archived records, and inventory tracking systems and related procedures. We also concluded
that the City was complying with state records retention requirements.

Low-Income Rate Assistance Programs

During this review, the Office of City Auditor evaluated the Low-Income Rate Assistance
Program, administered by the Mayor’s Office for Senior Citizens, to determine whether the
program was operated in an efficient manner, and achieved its objective of identifying eligible,
low-income electric utility customers. We concluded that the Mayor’s Office for Senior Citizens
generally managed the rate assistance programs effectively, but recommended that the Office for
Senior Citizens continue to explore new outreach strategies, formalize policies and procedures,
upgrade office computers, and strengthen controls over the intake process.

2002 REPORTS

Seattle City Light’s Finance Division Reorganization

This report assessed whether the work responsibilities of the employees in the newly reorganized
Seattle City Light Accounts Payable and Procurement Unit were distributed in a manner that
maintained internal controls, including an adequate segregation of duties. We determined that the
new Accounts Payable and Procurement Unit established reasonable controls over its employees’
use of City systems, and adequate segregation of duties. Although we identified opportunities
for improvements, we did not identify major issues or internal control weaknesses.

Review of Seattle City Light

The objective of this review was to evaluate Seattle City Light’s debt, financial and risk
management policies and practices, operational issues, and the City of Seattle’s governance
structure for City Light. We retained Vantage Consulting, Inc., a private consulting firm with
substantial experience in evaluating electric utilities, to conduct this review. Vantage concluded
that City Light’s financial condition had deteriorated significantly, which was largely the
responsibility of City Light senior management, although the Mayor and the City Council did not
hold City Light management accountable for establishing and sustaining effective financial and
risk management systems. Vantage Consulting developed 39 recommendations for improving
City Light’s financial, risk management, operational, and governance policies and practices.
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Review of Seattle Public Utilities North and South Recycling and

Disposal Stations’ Cash—Handling Procedures

This review assessed the effectiveness of the internal controls established
for cash operations at Seattle Public Utilities North and South Recycling
and Disposal Stations. We identified inadequate internal controls and
security systems at both disposal stations. We recommended that Seattle
Public Utilities conduct future unexpected cash counts and institute
security improvements at both disposal stations.

Treasury’s Management of Business Improvement Area
Accounts

This internal controls review focused on improving the City’s management of Business
Improvement Area (BIA) accounts, including the performance of Treasury personnel, customer
service functions, monthly reporting and communication of account status. We determined that
the City Treasury needed to strengthen it procedures and oversight mechanisms to ensure that the
City provides adequate services to the BIAs. Our recommendations included continuous
monitoring of personnel performance; formalizing the BIA account management policies and
procedures; and updating the computer system.

Customer Credit Programs for the California Energy Commission

We conducted this audit to assist Seattle City Light in verifying its compliance with the
requirements of the California Energy Commission’s Renewable Energy Customer Credit
Program. Under this program, electrical service providers receive payments from the
Commission for purchasing energy generated from renewable sources. Seattle City Light
qualified for the program by supplying power from renewable sources to a Nordstrom, Inc., retail
store located in California. We determined that Seattle City Light complied with the customer
credit program requirements and properly credited Nordstrom. We also verified the City’s
receipt of the Commission’s green power credit payments.

Libraries for All Quality Assurance Review #4—Central Library

This report was the fourth in our ongoing series of quality assurance reviews of the Libraries for
All Capital Program, focusing on the scope, schedule, and budget for the $162.3 million Central
Library Project. We identified project delays and a significant backlog of unresolved change
order proposals that prevented the Seattle Public Library Capital Program management team
from accurately assessing and forecasting schedule risks, financial exposure to potential
contractor claims, and project contingency requirements. We recommended that the Seattle
Public Library Capital Program management team improve its schedule, change order, and cost
management practices to mitigate potential risks for the new Central Library Project.

Seattle Chinatown International District Preservation and Development Authority
Compliance Review

We initiated this compliance review as the fourth in a series of reports on City-chartered public
development authorities. We determined that the Seattle Chinatown International District
Preservation and Development Authority (SCIDPDA) complied with its responsibilities as a
public corporation serving the Chinatown International District community. Consistent with its
charter and mission, SCIDPDA significantly contributed to the economic, social, and cultural
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viability of Seattle’s Chinatown International District. SCIDPDA also generally complied with
the majority of City code requirements and its internal policies and procedures. We identified
one significant exception regarding the City’s Bond Payment Guaranty Agreement, which was
resolved during the review process.

AT&T Broadband and Internet Services’ Compliance with the Cable Customer

Bill of Rights

This audit evaluated AT&T Broadband’s compliance with the City’s Cable Customer Bill of
Rights, focusing on requirements related to customer service, service centers, the security fund,
and customer privacy. We determined that AT&T was in compliance with customer service and
escrow fund provisions, but did not comply with requirements for service centers, customer
credits, or tracking customer complaints. We developed recommendations for AT&T to improve
its compliance with service center and customer credit requirements, and to improve its general
tracking and reporting practices.

Administration of City Consultant Contracts

The review of the City of Seattle’s consultant contracting practices was initiated in response to a
2002 City Council Statement of Legislative Intent requesting that the Office of City Auditor
evaluate City departments’ use of consultants. We found that City departments retained
consultants for appropriate purposes and generally complied with contracting policies and rules,
with the exception of contract filing requirements. We recommended that City departments
strengthen internal contract management practices and consult more frequently with the
Contracting Services Division to avoid future errors. The City’s accounting and financial
reporting system also needed to be expanded to generate effective management reports.

Personnel Satisfaction Assessment

This assessment focused on City departments’ satisfaction with the Personnel Department’s
human resources functions. City departments provided above-average ratings for the Personnel
Department’s Policy Development Unit, Safety Unit, Records and Information Management
Unit, and the Performance Resource Group. The assessments for the Recruiting Services Unit
and Labor Relations Unit indicated below-average performance. The remaining assessments
indicated average or slightly above-average performance for the Personnel Department’s Benefit,
Classification, Compensation, Employment Services, Special Employment Services, Equal
Opportunity and Worker’s Compensation functions.

Chinatown-International District Business Improvement Area
Letter

This report analyzed the Chinatown-International District Business
Improvement Area’s management of ratepayer accounts. We
determined that the Chinatown-International District Business
Improvement Area’s assessments collection rate was very high, but
issues were identified regarding assessment billing practices and
billing error corrections. We collaborated with City Treasury
officials to resolve the assessment and billing issues.
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Mitigating the Effects of City Workforce Reduction

This study provided historical and 2002 information on City workforce reductions, evaluated the
cost and effectiveness of the City’s 1996 Job Security Program, and explored both traditional and
unique benefits provided by public and private employers to employees who are at risk of layoff.
We found that the City expanded its workforce and minimized layoffs from 1989 to 2002. We
also determined that the Job Security Program successfully mitigated the effects of a 1997
workforce reduction, and that the City could offer cost-effective transition benefits to reduce the
impact of layoffs anticipated in 2002.

Seattle City Light Teambuilding Memorandum

This memorandum responded to a January 2002, KIRO7 Eyewitness News investigative report
regarding two Seattle City Light teambuilding activities. Based on the review of current City
leave policies and an in-depth examination of the Seattle City Light employees’ timecards, we
concluded that the City Light employees acted within the parameters of established City policies
in their use of work time and timekeeping practices. However, City departments could institute
project tracking systems for salaried employees to ensure that the City receives full value from
its personnel investments. City decision-makers could also consider developing formal,
Citywide guidelines to ensure that only appropriate employee teambuilding and recognition
activities are sanctioned during work hours.

Parks & Recreation: Improving the Aquatics Program’s Cash—Handling Operations
This study followed up our 1997 report Improving Accountability over Swimming Pools” Cash
Handling. We determined that the Department of Parks and Recreation substantially improved
its cash—handling policies, procedures, and practices at the City’s swimming pools. We
identified opportunities for further improvements, and made recommendations regarding cash
receipts, swim lesson registrations, credit card payment processing, and performance standards
for pool cashiers and managers.

Managing the Land Use Code Amendment Process

This review focused on whether the Department of Design, Construction and Land Use could
produce high—quality products in a more predictable and reasonable timeframe. We concluded
that the department needed to: 1) continue enhancing its project management systems;

2) assume the lead in establishing a more formal communication system among essential
participants in the Land Use Code amendment process; 3) continue strengthening its internal
management structure; and 4) continue designing and implementing staff training and support
systems. The Department of Design, Construction and Land Use worked collaboratively with us
in preparing the report and made progress on implementing the recommendations.

Athletic Fields Capacity Analysis

This supplement to the 2002 Parks and Recreation Athletic Fields Scheduling Review (see
below) analyzed field capacity for two athletic fields, BF Day 1 and Lower Woodland 2, during
the months of January and April in 2000. The analysis illustrated the difficulty in quantifying
athletic field capacity given the unique variables affecting each field. We determined that field
capacity varied throughout the year based on environmental conditions, field characteristics, and
user group demands. We concluded that the Department of Parks and Recreation athletic field
scheduling practices were reasonable based on these variables.
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