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INFORMATION CALENDAR 
February 19, 2013 

To: Honorable Mayor and Members of the City Council 

From: Ann-Marie Hogan, City Auditor 

Subject: City Auditor’s Budget Report 

INTRODUCTION 
The Budget Manager has asked most of the department directors who report to the City 
Manager, and also the City Auditor, to reduce General Fund expenses by 2 percent in 
the 2014 and 2015 budgets. Since this is less than a full staff position, my office may 
provide temporary assistance from nonaudit (payroll and administrative) staff to various 
City departments, as we did in 2010 and 2011. This report discloses potential impacts of 
the reduction in resources and includes citywide concerns about budget cuts. 
 
CURRENT SITUATION AND ITS EFFECTS 
As several Councilmembers mentioned at the January 22 budget workshop, “across the 
board” budget cutting is not considered a best practice, though it is a very common 
practice. The City Auditor’s Office is particularly concerned that public pressure to save 
direct services and to cut administrative or oversight functions can increase the risk of 
fraud and of poor service delivery. 
 
Although the request was for permanent cuts, I am recommending that the City 
Auditor’s Office reductions be in place only for the upcoming two-year budget cycle. 
 
BACKGROUND 
Over the last five years, the City Manager has requested annual across-the-board 
budget cuts ranging from 2 to 5 percent of the General Fund for most departments. The 
City Auditor has made a number of presentations and recommendations to Council 
regarding the risks of cutting oversight and support services. 
 
On October 2, 2012, as recommended in the Auditor’s Office annual report, Council 
directed the City Manager to disclose internal control risks of recommended budget cuts 
in future budget reports. Questions that the City Manager should incorporate into the 
departmental budget submissions and that Council could ask of the City Manager were 
developed by the City Manager and the City Auditor and discussed with Council on 
October 30, 2012: 

Council can discharge your responsibility to ensure that future budget cuts do not 
create unacceptable risks by asking questions like these before voting on the budget: 

 Are we increasing the risk of fraud by making this budget cut? 
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 Will this budget cut hamper our ability to provide the best and most timely 
information we need for decision-making? 

 Does this budget cut impact our ability to provide oversight of grants, community 
agencies, vendors, and staff performance? 

 
The Budget Manager’s preliminary budget instructions to departments requested that 
these questions be answered. In response, our proposed budget reduction will:  

 Increase the risk of payroll fraud and diminish fraud prevention activities. 
 Reduce our ability to provide analytical and performance reports for the City 

Manager and departments needed for timely decision making. 
 Diminish our ability to provide oversight of grants, community agencies, vendors, 

and staff performance. 
 
The auditors have not reviewed answers to these questions by other departments; 
presumably there will be similar impacts. Although a 2 percent reduction may not seem 
significant, these reductions have been cumulative reductions, year after year. 
 
Our previous Council reports explain that when “across-the-board” cuts are applied to 
direct services, the impact on service is visible in delayed response or shorter service 
hours. When cutting oversight and support functions, the City takes on a great risk 
because the impact is less visible at first. In addition, budget cuts in operating 
departments may actually increase the need for oversight and support services. For this 
reason, oversight services, whether centralized or in the operating departments, should 
not be requested to take across-the-board reductions. We recognize the difficulty of 
moving the City to a more strategic approach. 
 
POSSIBLE FUTURE ACTION 
Some cities have used “budgeting for outcomes,” “budgeting for results,” and similar 
approaches. These approaches often involve developing a process to determine the 
community’s and the Council’s service priorities, and developing a strategic plan and a 
robust performance measurement system. The cities then decide what services they 
can afford to offer and what assets they can afford to maintain, and build the 
administrative and oversight functions around the programmatic goals. 

FISCAL IMPACTS OF POSSIBLE FUTURE ACTION 
Unknown. The community buy-in, the legislative vision and support, and the resources 
needed to implement such a system could be more than the City is ready to take on in a 
time of diminishing resources. However, the risks associated with maintaining current 
budget practices are likely to be more costly over the long term. 
 
CONTACT PERSON 
Ann-Marie Hogan, City Auditor 
City Auditor’s Office (510) 981-6750 
 
Attachments:  
1: Letter from the Association of Local Government Auditors (ALGA) 








