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The Honorable Mayor Gavin Newsom 
The Honorable Members of the Board of Supervisors 
City and County of San Francisco, California 
 

Independent Auditor’s Report 
 
We have audited the accompanying financial statements of the governmental activities, the business-type 
activities, the aggregate discretely presented component units, each major fund, and the aggregate 
remaining fund information of the City and County of San Francisco, California (the City), as of and for the 
year ended June 30, 2004, which collectively comprise the City’s basic financial statements as listed in 
the table of contents. These financial statements are the responsibility of the City’s management. Our 
responsibility is to express opinions on these financial statements based on our audit. We did not audit 
the financial statements of the San Francisco International Airport, Water Department, Hetch Hetchy 
Water and Power, San Francisco Municipal Railway, the Parking Garage Corporations, Clean Water 
Program, Port of San Francisco, City of San Francisco Market Corporation, City and County of San 
Francisco Finance Corporation, Employees’ Retirement System, Health Service System, and the San 
Francisco Redevelopment Agency, which collectively represent the following percentages of assets, net 
assets/fund balances and revenues as of and for the year ended June 30, 2004: 
 

Opinion Unit 

 
 

Assets 

 Net Assets/ 
Fund 

Balances 

 

Revenues 
Governmental activities  0.8%  16.6%  - 
Business-type activities  97.5%  97.6%  73.4% 
Discretely presented component units  99.7%  100.0%  93.0% 
Municipal Transportation Agency enterprise 
fund 

 96.7%  100.0%  91.5% 

Aggregate remaining fund information  90.8%  94.4%  43.2% 
 
Those financial statements were audited by other auditors whose reports thereon have been furnished to 
us, and our opinion, insofar as it relates to the amounts included for those entities, is based on the reports 
of the other auditors. The prior year partial and summarized comparative information has been derived 
from the City’s 2003 basic financial statements and the report of other auditors dated January 30, 2004, 
expressed unqualified opinions on the respective financial statements of the governmental activities, the 
business-type activities, the aggregate discretely presented component units, each major fund, and the 
aggregate remaining fund information.  
 
We conducted our audit in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the United States. Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the financial statements are free of 
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit also includes assessing the accounting principles 
used and significant estimates made by management, as well as evaluating the overall financial 
statement presentation. We believe that our audit and the reports of other auditors provide a reasonable 
basis for our opinions. 
 
In our opinion, based on our audit and the reports of other auditors, the financial statements referred to 
above present fairly, in all material respects, the respective financial position of the governmental 
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activities, the business-type activities, the aggregate discretely presented component units, each major 
fund, and the aggregate remaining fund information of the City as of June 30, 2004, and the respective 
changes in financial position and cash flows, where applicable, thereof and the respective budgetary 
comparison for the General Fund for the year then ended in conformity with accounting principles 
generally accepted in the United States of America. 
 
The financial statements include partial or summarized prior year comparative information. Such prior year 
information does not include all of the information required to constitute a presentation in conformity with 
accounting principles generally accepted in the United States of America. Accordingly, such information 
should be read in conjunction with the City’s financial statements for the year ended June 30, 2003, from 
which such partial or summarized information was derived. 
 
In accordance with Government Auditing Standards, we have also issued our report dated 
November 30, 2004 on our consideration of the City’s internal control over financial reporting and on our 
tests of its compliance with certain provisions of laws, regulations, contracts and grant agreements and 
other matters. The purpose of that report is to describe the scope of our testing of internal control over 
financial reporting and compliance and the results of that testing, and not to provide an opinion on the 
internal control over financial reporting or on compliance. That report is an integral part of an audit 
performed in accordance with Government Auditing Standards and should be considered in assessing 
the results of our audit. 
 
The management’s discussion and analysis and schedules of funding progress listed in the 
accompanying table of contents are not a required part of the basic financial statements but are 
supplementary information required by accounting principles generally accepted in the United States of 
America. We and the other auditors have applied certain limited procedures, which consisted principally 
of inquiries of management regarding the methods of measurement and presentation of the required 
supplementary information. However, we and the other auditors did not audit the information and express 
no opinion on it. 
 
Our audit was conducted for the purpose of forming opinions on the financial statements that collectively 
comprise the City’s basic financial statements. The accompanying schedule of expenditures of federal 
awards (Schedule) is presented for purposes of additional analysis as required by U.S. Office of 
Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit 
Organizations, and is not a required part of the basic financial statements. Such information has been 
subjected to the auditing procedures applied by us and the other auditors in the audit of the basic 
financial statements and, in our opinion, based on our audit and the reports of other auditors, is fairly 
stated in all material respects in relation to the basic financial statements taken as a whole.  
 
As discussed in Note 7 to the Schedule, subsequent to the issuance of the June 30, 2004 single audit 
reports, the City determined that the Violent Offender Incarceration and Truth in Sentencing Incentive 
Grant (CFDA number 16.586) with expenditures of $12,059,985 was not included in the original 
Schedule. Accordingly, the Schedule has been restated to reflect the correction of this error. 
 
 
 
Certified Public Accountants 
 
Walnut Creek, California 
November 30, 2004, except for Note 7 to the 

schedule of expenditures of federal 
awards, which is dated April 24, 2008
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million in debt from general obligation bonds for the San Francisco Unified School District, which is 
recorded with no corresponding assets.   
 

Changes in Net Assets 
June 30, 2004 (in thousands) 

 
Governmental Business-type

activities activities Total
2004 2003 2004 2003 2004 2003

Revenues
Program revenues:

Charges for services.............................  342,952$      318,880$      1,614,784$   1,577,851$   1,957,736$    1,896,731$   
Operating grants and contributions........  823,784        809,670       169,767       164,257       993,551         973,927       
Capital grants and contributions............  39,209          46,029         94,818         135,482       134,027         181,511       

General revenues:
Property taxes.......................................  723,786        686,858       -                   -                  723,786         686,858       
Business taxes......................................  264,832        276,651       -                   -                  264,832         276,651       
Other local taxes...................................  509,455        450,677       -                   -                  509,455         450,677       
Interest and investment income.............  11,856          26,332         17,620         50,215         29,476           76,547         
Other.....................................................  170,163        196,496       237,692       188,446       407,855         384,942       

Total revenues................................  2,886,037      2,811,593      2,134,681      2,116,251      5,020,718      4,927,844      

Expenses
Public protection....................................  727,580          778,710         -                   -                  727,580         778,710       
Public works, transportation  

and commerce................................  169,179          218,641         -                   -                  169,179         218,641       
     Human welfare and  

neighborhood development.............  651,250          626,306         -                   -                  651,250         626,306       
Community health.................................. 517,066          542,480         -                   -                  517,066         542,480       
Culture and recreation...........................  232,187          242,398         -                   -                  232,187         242,398       
General administration and finance.......  183,258          186,144         -                   -                  183,258         186,144       
General City responsibilities..................  73,530            53,026           -                   -                  73,530           53,026         
Unallocated Interest on long-term  

debt.................................................  86,131            77,827           -                   -                  86,131           77,827         
Airport.................................................... -                    -                  618,301         641,036         618,301         641,036       
Transportation.......................................  -                    -                  660,650         628,180         660,650         628,180       
Port.......................................................  -                    -                  61,185           61,074           61,185           61,074         
Water....................................................  -                    -                  206,211         186,579         206,211         186,579       
Power....................................................  -                    -                  121,629         95,427           121,629         95,427         
Hospitals...............................................  -                    -                  562,188         561,673         562,188         561,673       
Sewer....................................................  -                    -                  150,586         153,845         150,586         153,845       
Market...................................................  -                    -                  949              894              949                894              

Total expenses................................ 2,640,181      2,725,532    2,381,699    2,328,708    5,021,880      5,054,240    
Increase/(decrease) in net assets  
 before special items and transfers.  245,856        86,061         (247,018)      (212,457)     (1,162)            (126,396)     
Special items..................................  -                      -                     9,245             33,000           9,245             33,000         
Transfers........................................  (251,937)        (248,260)     251,937       248,260       -                     -                  
Change in net assets......................  (6,081)           (162,199)     14,164         68,803         8,083             (93,396)       

Net assets at beginning of year..................  1,312,822      1,475,021    4,298,813    4,230,010    5,611,635      5,705,031    

Net assets at end of year............................ 1,306,741$    1,312,822$    4,312,977$    4,298,813$    5,619,718$    5,611,635$    

 
 
Analysis of Changes in Net Assets 
 
The City’s net assets overall increased by $8 million during fiscal year 2004, compared to a $93 
million decrease last fiscal year. The governmental activities component of this change was a $6 
million decrease, a significantly smaller decrease than in the prior year. Business-type activities’ 
aggregate increase of $14.2 million over last year was less of an increase than in fiscal year 
2003, primarily because of one-time expenses. Major reasons for this improvement are noted in 
the government and business-type activities discussion below. 
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Governmental activities.  Governmental activities decreased the City’s total net assets by $6 million 
during fiscal year 2004, $156 million less than the decrease in fiscal year 2003.  Key factors 
contributing to this year’s change are as follows: 
 

• Overall, governmental activities’ revenues increased by approximately $74.4 million while 
expenses decreased by about $85.4 million and the transfers to business-type activities 
decreased slightly by a net $3.6 million for a total improvement of $156 million over last year.  
Within the transfers, the subsidy transfers to MUNI and the City’s hospitals declined by $30 
million this year.     

 
• Property tax revenue, which was essentially flat in fiscal year 2003, increased by 

approximately $36.9 million, or 5.4 percent during this fiscal year reflecting, in part, the 
continued  rise  in  San Francisco’s  property  values  over time.  Assessed valuation rose 
  



  
11 

 

approximately 5.73 percent in fiscal year 2004 and the City continues to improve its ability to 
issue supplemental tax bills within a shorter time period following the sale of a property.  The 
City also increased its estimated assessment appeals reserve in response to increases in 
assessment appeals that largely began in fiscal year 2001.     

 
• Revenues from other local taxes, including hotel, parking and sales tax increased by 

approximately $59 million or 13 percent. This reflects, in part, this year’s improvements in 
hotel occupancy and room rates which had been flat or down in the previous two fiscal years.  
In addition, fees and service charges increased by approximately $24 million this fiscal year.  
This amount includes this year’s portion of tobacco fine settlement proceeds of $17 million 
and additional revenues from rental fees and various administrative processing charges.   

 
• Interest and investment income dropped by approximately $14.5 million or 55 percent during 

the year primarily due to a decrease in the average yield of City pooled investments from 
2.77 percent to 1.86 percent. In general, these returns reflect the City’s concentration of 
investments in Treasury Bills and Notes and other short-term investments combined with the 
continued low interest rates maintained by the Federal Reserve. At fiscal year end, deposits 
and investments for governmental activities with the City Treasury were approximately 
$729.7 million, a 2.2 percent increase over the previous year.  

    
• Operating grants and contributions increased by $14 million, or approximately two percent 

largely due to increases in federal grants for human welfare and neighborhood development, 
community health and public protection which included homeland security funds.  

 
As noted above, total governmental activities’ actual expenses decreased during fiscal year 2004 by 
approximately $85.4 million or three percent. Generally, this reflects reductions made during the 
annual budget process across program areas including Public Protection, Community Health, Public 
Works, Transportation and Commerce, and Culture and Recreation to respond to projected revenue 
shortfalls, especially in state funding and business taxes.  These reductions incorporated the 
projected savings from the labor agreements made by many San Francisco public employees’ unions 
to contribute 7.5 percent of salary to fund the cost of pension benefits. 
 
The City’s General Fund subsidy transfer to the Municipal Transportation Agency also decreased 
from $143 million in 2003 to $134 million in 2004, a 6 percent reduction.  In addition, the transfers 
made to the City’s two hospitals declined in total by 19 percent, decreasing to $96 million in 2004 
from $119 million in 2003. Both hospitals experienced increases in the proportion of patients covered 
by Medicare, Medi-Cal or other insurers, and/or improvement in reimbursement rates which allowed 
them to recover a higher share of their costs of service.  Although expenses for General City 
Responsibilities increased by a net $21 million, this included the one time appropriation of $29 million 
in bond funds to the San Francisco Unified School District. There is a corresponding increase in bond 
proceeds that offsets this. 
 
The charts on the previous page illustrate the City’s governmental expenses and revenues by 
function, and its revenues by source.  As shown, public protection is the largest function in expense 
(28 percent), followed by human welfare and neighborhood development (25 percent) and community 
health (20 percent).  General revenues such as property, business, and sales taxes are not shown by 
program, but are effectively used to support program activities citywide.  For governmental activities 
overall, without regard to program, operating grants and contributions are the largest single source of 
funds (28.5 percent), followed by property taxes (25.1    percent), other local taxes (17.6 percent), 
and charges for services (11.9 percent). These ratios are substantially similar to last year with the 
exception of other local taxes which increased primarily due to hotel, parking and sales taxes, as 
noted above. 
 
 



  
12 

 

$0

$100

$200

$300

$400

$500

$600

$700

(In
 M

ill
io

ns
)

Airport Transportation Port Water Power Hospitals Sewer Market

Expenses and Program Revenues - Business-type Activities

Expenses
Program Revenues

 
 

Revenues By Source - Business-type Activities

Special items
0.3%

Net transfers
10.5%

Other
9.9%

Interest and 
investment income

0.7%

Capital grants and 
contributions

4.0%

Operating grants and 
contributions

7.1%

Charges for services
67.5%

 
Business-type activities. Business-type activities increased the City’s net assets by $14.2 million, 
bringing the government-wide increase in net assets to $9.2 million.  Key factors of this increase are 
as follows: 
 
• The Municipal Transportation Agency’s net assets increased this year by $84 million largely or 5 

percent primarily due to use of current year federal and state capital contributions and 
governmental transfers, mainly from the San Francisco Transportation Authority, to support 
MUNI’s  capital program.   MUNI’s acquired 108 electrical trolley coaches and  2 light rail vehicles  
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Catalog of Federal Amount
Domestic Assistance Federal Provided to

Federal Grantor/Pass-Through Grantor/Program Title Number (CFDA) Expenditures Subrecipients

U.S. DEPARTMENT OF AGRICULTURE

Direct Program:
Summer Food Service Program for Children 10.559 628,621$           -$                   

Sub-Total of Direct Program 628,621             -                     

Pass-Through Program, State Department of Aging:
Nutrition Services Incentive 10.570 564,974             564,974             

Pass-Through Programs, State of California, Department of Social Services:
Food Stamp Cluster:

Food Stamps 10.551 32,653,522        -                     
State Administrative Matching Grants for Food Stamp Program 10.561 16,774,152        2,384,111          

Sub-Total of Food Stamps Cluster 49,427,674        2,384,111          

Pass-Through Program, State of California, Department of Health and Human Services:
Special Supplemental Nutrition Program for Women, Infants, and Children 10.557 2,050,039          -                     

 Sub-Total of Pass-Through Programs 52,042,687        2,949,085          

TOTAL U.S. DEPARTMENT OF AGRICULTURE 52,671,308        2,949,085          

U.S. DEPARTMENT OF COMMERCE

Direct Programs:
Economic Adjustment Assistance 11.307 131,000             -                     
Coastal Zone Management Administration Awards 11.419 102,500             -                     
Technology Opportunities Program 11.552 251,352             -                     

Sub-Total of Direct Programs 484,852             -                     
TOTAAL U.S. DEPARTMENT OF COMMERCE 484,852             -                     

U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

Direct Programs:
Community Development Block Grants/Entitlement Grants 14.218 26,440,493        14,597,805        
Emergency Shelter Grants Program 14.231 856,012             821,368             
Supportive Housing Program 14.235 8,450,233          7,134,337          
Shelter Plus Care 14.238 3,828,491          3,523,858          
HOME Investment Partnerships Program 14.239 6,897,223          219,990             
Community Development Block Grants/Brownfields Economic

Development Initiative 14.246 19,000               -                     
Community Development Block Grants-Section 108 Loan Guarantees 14.248 2,297,853          -                     
Resident Opportunity and Supportive Services 14.870 98,550               98,550               
Lead-Based Paint Hazard Control in Privately-Owned Housing 14.900 366,614             -                     

Sub-Total of Direct Programs 49,254,469        26,395,908        
TOTAL U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 49,254,469        26,395,908        
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Catalog of Federal Amount
Domestic Assistance Federal Provided to

Federal Grantor/Pass-Through Grantor/Program Title Number (CFDA) Expenditures Subrecipients

U.S. DEPARTMENT OF JUSTICE

Direct Programs:
Juvenile Accountability Incentive Block Grants 16.523 473,936             
Supervised Visitation, Safe Havens for Children 16.527 257,896             -                     
Missing Children's Assistance 16.543 841,370             -                     
Gang-Free Schools and Communities-Community-Based Gang Intervention 16.544 42,135               -                     
Local Law Enforcement Block Grants Program 16.592 1,850,200          786,827             
Executive Office for Weed and Seed 16.595 62,064               -                     
State Criminal Alien Assistance Program 16.606 1,268,857          -                     
Bulletproof Vest Partnership Program 16.607 5,297                 -                     
Community Prosecution and Project Safe Neighborhoods 16.609 115,493             -                     
Public Safety Partnership and Community Policing Grants 16.710 2,988,822          -                     

Sub-Total of Direct Programs 7,906,070          786,827             

Pass-Through Programs, State of California, Office of Criminal Justice Planning:
Developing, Testing and Demonstrating Promising New Programs 16.541 5,264                 -                     
Crime Victim Assistance 16.575 213,897             -                     

16.586 12,059,985        -                     
Violence Against Women Formula Grants 16.588 208,662             -                     
Grants to Encourage Arrest Policies and Enforcement of Protection Orders 16.590 345,159             -                     
Forfeiture Assets Not Available 586,990             -                     

 Sub-Total of Pass-Through Programs 13,419,957        -                     

TOTAL U.S. DEPARTMENT OF JUSTICE 21,326,027        786,827             

U.S. DEPARTMENT OF LABOR

Pass-Through Programs, State of California, Employment Development Department:
Welfare-to-Work Grants to States and Localities 17.253 170,503             -                     
Workforce Investment Act (WIA) Cluster:

WIA Adult Program 17.258 169,796             56,568               
WIA Youth Activities 17.259 154,814             62,042               
WIA Dislocated Workers 17.260 174,790             63,867               

Sub-Total of Workforce Investment Act Cluster 499,400             182,477             
Employment & Training Administration Pilots, Demonstrations, and

Research Projects 17.261 651,161             565,898             
Youth Opportunity Grants 17.263 200,670             -                     

Sub-Total of Pass-Through Programs 1,521,734          748,375             

TOTAL U.S. DEPARTMENT OF LABOR 1,521,734          748,375             

U.S. DEPARTMENT OF TRANSPORTATION

Direct Programs:
Airport Improvement Program 20.106 26,605,813        -                     
Federal Transit Cluster:

Federal Transit-Capital Investment Grants 20.500 21,072,292        -                     
Federal Transit-Formula Grants 20.507 71,536,898        2,486,403          

Sub-Total of Federal Transit Cluster: 92,609,190        2,486,403          
Job Access-Reverse Commute 20.516 229,953             -                     
Maritime Security Fleet Program 20.813 98,915               -                     

Sub-Total of Direct Programs 119,543,871       2,486,403          

Violent Offender Incarceration and Truth in Sentencing Incentive Grant
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Catalog of Federal Amount
Domestic Assistance Federal Provided to

Federal Grantor/Pass-Through Grantor/Program Title Number (CFDA) Expenditures Subrecipients

U.S. DEPARTMENT OF TRANSPORTATION (Continued)

Pass-Through Program, State of California, Department of Transportation:
Highway Planning and Construction 20.205 8,596,568          -                     

Pass-Through Program, State of California, Office of Traffic Safety:
State and Community Highway Safety 20.600 360,216             -                     

Sub-Total of Pass-Through Programs 8,956,784          -                     

TOTAL U.S. DEPARTMENT OF TRANSPORTATION 128,500,655       2,486,403          

U.S. ENVIRONMENTAL PROTECTION AGENCY

Direct Program:
Beach Monitoring and Notification Program Implementation Grants 66.472 48,677               -                     

Sub-Total of Direct Program 48,677               -                     

Pass-Through Programs, State of California, State Water Control Resources Board:
Leaking Underground Storage Tank Trust Fund Program 66.805 453,162             -                     
Solid Waste Management Assistance 66.808 11,513               -                     

Sub-Total of Pass-Through Programs 464,675             -                     

TOTAL U.S. ENVIRONMENTAL PROTECTION AGENCY 513,352             -                     

OFFICE OF ENERGY EFFICIENCY AND RENEWABLE ENERGY, U.S. DEPARTMENT OF ENERGY

Pass-Through Program, State Office of Emergency Services:
Energy Efficiency and Renewable Energy Information Dissemination,

Outreach, Training and Technical Analysis/Assistance 81.117 96,796               -                     

TOTAL OFFICE OF ENERGY EFFICIENCY AND RENEWABLE ENERGY,
U.S. DEPARTMENT OF ENERGY 96,796               -                     

U.S. DEPARTMENT OF EDUCATION

Direct Program:
Literacy Programs for Prisoners 84.255 391,156             -                     

TOTAL U.S. DEPARTMENT OF EDUCATION 391,156             -                     

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

Direct Programs:
Special Programs for the Aging-Title III, Part D-Disease Prevention and

Health Promotion Services 93.043 55,421               -                     
National Family Caregiver Support 93.052 416,838             416,838             
Injury Prevention and Control Research and State and Community

Based Programs 93.136 25,458               -                     
Consolidated Knowledge Development and Application (KD&A) Program 93.230 3,091,397          2,758,914          
Mental Health Research Grants 93.242 19,297               -                     
Substance Abuse and Mental Health Services-Projects of Regional 

and National Significance 93.243 2,025,690          611,980             
Occupational Safety and Health Research Projects 93.262 3,457                 -                     
Alcohol Research Programs 93.273 38,542               -                     
Drug Abuse Research Programs 93.279 322,260             91,905               
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Catalog of Federal Amount
Domestic Assistance Federal Provided to

Federal Grantor/Pass-Through Grantor/Program Title Number (CFDA) Expenditures Subrecipients

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Centers for Disease Control and Prevention-Investigations and Technical
Assistance 93.283 1,863,991          -                     

Adoption Opportunities 93.652 212,316             163,985             
Centers for Medicare and Medicaid Services (CMS) Research,

Demonstrations and Evaluations 93.779 22,585               22,585               
Child Health and Human Development Extramural Research 93.865 19,800               -                     
Grants to Provide Outpatient Early Intervention Services with Respect

to HIV Disease 93.918 95,725               -                     
HIV Prevention Activities-Health Department Based 93.940 10,745,064        5,418,396          
Human Immunodeficiency Virus (HIV)/Acquired Immunodeficiency 

Virus Syndrome (AIDS) Surveillance 93.944 1,573,086          142,808             
Preventive Health Services-Sexually Transmitted Diseases Research,

Demonstrations, and Public Information and Education Grants 93.978 77,662               -                     

Sub-Total of Direct Programs 20,608,589        9,627,411          

Pass-Through Programs, State of California, Department of Aging:
State and Territorial and Technical Assistance Capacity Development

Minority HIV/AIDS Demonstration Program 93.006 569,765             517,806             
Special Programs for the Aging-Title VII, Chapter 3-Programs for

Prevention of Elder Abuse, Neglect and Exploitation 93.041 6,284                 5,616                 
Special Programs for the Aging-Title VII, Chapter 2-Long Term Care

Ombudsman Services for Older Individuals 93.042 287,812             30,171               
Special Programs for the Aging Cluster:

Special Programs for the Aging-Title III, Part B-Grants for Supportive
Services and Senior Centers 93.044 1,036,951          1,036,951          

Special Programs for the Aging-Title III, Part C-Nutrition Services 93.045 1,645,083          1,645,083          

Sub-Total of Special Programs for the Aging Cluster 2,682,034          2,682,034          
Comprehensive Community Mental Health Services for Children with 

Serious Emotional Disturbances (SED) 93.104 543,981             129,650             

Pass-Through Programs, State of California, Department of Health and Human Services:
Project Grants and Cooperative Agreements for Tuberculosis Control

Programs 93.116 4,321,983          1,979,858          
Oral Diseases and Disorders Research 93.121 1,137                 -                     
Community Programs to Improve Minority Health Grant Program 93.137 641,619             232,922             
Projects for Assistance in Transition from Homelessness (PATH) 93.150 244,365             -                     
Coordinated Services and Access to Research for Women, Infants,

Children, and Youth 93.153 80,138               -                     
Immunization Grants 93.268 488,680             153,282             
Grants to States for Access and Visitation Programs 93.597 86,997               -                     
Medical Assistance Program 93.778 26,082,985        671,779             
Aging Research 93.866 54,480               -                     
HIV Emergency Relief Project Grants 93.914 33,993,959        26,920,505        
HIV Care Formula Grants 93.917 1,432,092          236,107             
HIV Demonstration, Research, Public and Professional Education Projects 93.941 310,466             266,982             
Epidemiologic Research Studies of Acquired Immunodeficiency Syndrome 

(AIDS) and Human Immunodeficiency Virus (HIV) Infection in 
Selected Population Groups 93.943 293,437             -                     

Assistance Programs for Chronic Disease Prevention and Control 93.945 1,302,973          810,502             
Preventive Health Services- Sexually Transmitted Diseases Control Grants 93.977 2,743,842          612,283             
Preventive Health and Health Services Block Grant 93.991 2,368,191          -                     
Maternal and Child Health Services Block Grant to the States 93.994 1,736,986          453,174             
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Catalog of Federal Amount
Domestic Assistance Federal Provided to

Federal Grantor/Pass-Through Grantor/Program Title Number (CFDA) Expenditures Subrecipients

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Pass-Through Programs, State of California, Department of Social Services:
Promoting Safe and Stable Families 93.556 475,469             475,469             
Temporary Assistance for Needy Families 93.558 61,308,539        19,300,767        
Child Support Enforcement 93.563 19,454,208        -                     
Refugee and Entrant Assistance-State Administered Programs 93.566 454,540             454,540             
Child Care and Development Block Grant 93.575 9,177,971          9,177,971          
Refugee and Entrant Assistance-Discretionary Grants 93.576 210,279             210,279             
Refugee and Entrant Assistance-Targeted Assistance Grants 93.584 409,546             409,546             
Community-Based Family Resource and Support Grants 93.590 17,669               17,669               
Adoption Incentive Payments 93.603 126,031             126,031             
Child Welfare Services-State Grants 93.645 525,659             -                     
Foster Care-Title IV-E 93.658 35,714,917        159,170             
Adoption Assistance 93.659 6,782,587          233,794             
Social Services Block Grant 93.667 992,101             -                     
Chafee Foster Care Independent Living 93.674 747,805             605,304             

Pass-Through Programs, State of California, Department of Alcohol and Drug Programs:
Drug-Free Communities Support Program Grants 93.276 74,256               -                     
Block Grants for Community Mental Health Services 93.958 4,177,554          1,986,076          

Pass-Through Program, State of California, Department of Mental Health:
Block Grants for Prevention and Treatment of Substance Abuse 93.959 10,468,212        10,053,264        

Pass-Through Programs, San Francisco Community Clinic Consortium:
Consolidated Health Centers Cluster:

Health Center Grants for Homeless Populations 93.151 561,511             -                     
Community Health Centers 93.224 13,070               -                     

Sub-Total of Consolidated Heatlh Centers Cluster 574,581             -                     
Pass-Through Programs, California Family Planning Council

Family Planning Services 93.217 460,952             8,749                 
Family Violence Prevention and Services/Grants for Battered Women's

Shelters-Grants to States and Indian Tribes 93.671 4,819                 -                     
Pass-Through Program, University of California, San Francisco:

Microbiology and Infectious Diseases Research 93.856 1,096,288          382,956             

Sub-Total of Pass-Through Programs 233,528,189       79,304,256        
TOTAL U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES 254,136,778       88,931,667        

U.S. DEPARTMENT OF HOMELAND SECURITY

Direct Programs:
One-Time Projects 97.001 147,043             -                     
Urban Areas Security Initiative 97.008 14,908               -                     
Assistance to Firefighters Grant 97.044 244,022             -                     
Port Security Grant Program for Critical National Seaports 97.056 238,219             -                     

Sub-Total of Direct Programs 644,192             -                     

Pass-Through Programs, State of California, Governor's Office of Emergency Services:
State Domestic Preparedness Equipment Support Program 97.004 442,145             -                     
State and Local Homeland Security Training Program 97.005 12,883               -                     
Public Assistance Grants 97.036 218,151             -                     
State and Local All Hazard Emergency Operations Planning 97.051 40,518               -                     
Citizens Corps 97.053 1,247                 -                     

Sub-Total of Pass-Through Programs 714,944             -                     

TOTAL U.S. DEPARTMENT OF HOMELAND SECURITY 1,359,136          -                     

TOTAL EXPENDITURES OF FEDERAL AWARDS 510,256,263$     122,298,265$    
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CITY AND COUNTY OF SAN FRANCISCO 
NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 
 
1. GENERAL 
 

The schedule of expenditures of federal awards (Schedule) includes the federal grant activity of 
the City and County of San Francisco (the City). All federal awards received directly from federal 
agencies as well as federal awards passed through other governmental and educational agencies 
are included in this Schedule except for assistance related to Medical Assistance (Medical) and 
Medicare Hospital Insurance (Medicare) (Note 5). 
 
The basic financial statements include the operations of the San Francisco Redevelopment 
Agency (Agency) and the San Francisco County Transportation Authority, which expended 
$10,106,058 and $458,774, respectively, in federal awards that are not included in the 
accompanying Schedule for the fiscal year ended June 30, 2004. The Agency issued a separate 
single audit report. 
 

2. BASIS OF ACCOUNTING 
 

The accompanying Schedule is presented using the modified accrual basis of accounting for 
program expenditures accounted for in the governmental funds and the accrual basis of 
accounting for program expenditures accounted for in the proprietary funds as described in Note 
2(b) of the City’s basic financial statements.  

 
3. RELATIONSHIP TO FEDERAL FINANCIAL REPORTS 
 

Amounts reported in the accompanying Schedule agree or can be reconciled with amounts 
reported in the related federal award reports. 

 
4. RELATIONSHIP TO BASIC FINANCIAL STATEMENTS 
 

Federal award expenditures agree or can be reconciled with the amounts reported in the City’s 
basic financial statements. 

 
5. MEDICAL AND MEDICARE 
 

Direct Medical and Medicare expenditures are excluded from the Schedule. These expenditures 
represent fees for services and are not included in the Schedule or in determining major 
programs. The City assists the State in determining eligibility and provides Medical and Medicare 
services through City-owned facilities. Administrative costs related to Medical and Medicare are, 
however, included in the Schedule under the Medical Assistance Program (Federal CFDA 
number 93.778). 

 
6. FOOD COUPONS 
 

The City issued food coupons valued at $32,653,522the fiscal year ended June 30, 2004, which 
are included in the accompanying Schedule. This amount is for information only as receipts and 
issuances of food coupons are not recorded in the City’s financial records. 

 
7. RESTATEMENT 
 

The City inadvertently excluded $12,059,985 of expenditures related to the Violent Offender 
Incarceration and Truth in Sentencing Incentive Grant (CFDA number 16.586) from the original 
Schedule. The Schedule has been restated to include such expenditures. 
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CITY AND COUNTY OF SAN FRANCISCO 
NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS  

FOR THE FISCAL YEAR ENDED JUNE 30, 2004 (CONTINUED) 
 

8. LOANS OUTSTANDING 
 

The City participates in certain federal award programs that sponsor revolving loan programs, 
which are administered by the City. These programs maintain servicing and trust arrangements 
with the City to collect loan repayments. The funds are returned to the programs upon repayment 
of the principal and interest. The federal government has imposed certain continuing compliance 
requirements with respect to the loans rendered under the programs. The schedule below reports 
the outstanding balance of loans from previous years that have continuing compliance 
requirements as of June 30, 2004 along with the value of total outstanding and new loans made 
during the current year.   
 
The following is a summary of the loan programs maintained by the City and their balances at 
June 30, 2004: 
 

Program Title  
CFDA  

Number 

 

Amount  
Outstanding 

 Prior year 
loans with 
continuing 
compliance 

requirements  
New  

Loans 
         
Economic Adjustment 

Assistance  11.307 
 

$   850,003 $   719,003  $  131,000
Community Development 

Block Grants/ 
Entitlement Grants  14.218 

 

108,696,964
 
104,735,503  3,961,461

Community Development 
Block Grant/Technical 
Assistance Program  14.227 

 

5,467,792 5,467,792  -
Home Investment 

Partnerships Program  14.239 
 

61,153,927 56,124,692  5,029,235
Community Development 

Block Grants – Section 
108 Loan Guarantees  14.248 

 

8,358,740 8,224,472  134,268
    $184,527,426 $175,271,462  $9,255,964

 
Included in the loan receivable amount outstanding are expenditures related to new loans issued 
during fiscal year 2003-04. The City incurred $9,255,964 in expenditures related to new loans 
under the programs mentioned above. 

 
9. SAN FRANCISCO MUNICIPAL RAILWAY 
 

The San Francisco Municipal Railway (MUNI) federal expenditures were separately audited by 
other auditors. Expenditures for the programs of the MUNI listed below are taken from the 
separately issued single audit report. MUNI’s federal programs are as follows: 
 
 
Program Title  

CFDA  
Number 

 Federal 
Expenditures 

     
Federal Transit-Capital Investment Grants  20.500  $ 21,072,292
Federal Transit-Formula Grants  20.507  71,536,898
Job Access-Reverse Commute  20.516  229,953
State and Local Homeland Security Training Program  97.005  12,883
    $ 92,852,026
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The Honorable Mayor Gavin Newsom 
The Honorable Members of the Board of Supervisors 
City and County of San Francisco, California 
 

Independent Auditor’s Report on Internal Control Over Financial Reporting and 
on Compliance and Other Matters Based on an Audit of Financial Statements  

Performed in Accordance with Government Auditing Standards 
 
We have audited the financial statements of the governmental activities, the business-type activities, the 
aggregate discretely presented component units, each major fund, and the aggregate remaining fund 
information of the City and County of San Francisco, California (the City) as of and for the year ended 
June 30, 2004, which collectively comprise the City’s basic financial statements and have issued our 
report thereon dated November 30, 2004, except for Note 7 to the schedule of expenditures of federal 
awards, which is dated April 24, 2008. We did not audit the financial statements of the San Francisco 
International Airport, Water Department, Hetch Hetchy Water and Power, San Francisco Municipal 
Railway, the Parking Garage Corporations, Clean Water Program, Port of San Francisco, City of San 
Francisco Market Corporation, City and County of San Francisco Finance Corporation, Employees’ 
Retirement System, Health Service System, and the San Francisco Redevelopment Agency, which 
collectively represent the following percentages of assets, net assets/fund balances and revenues as of 
and for the year ended June 30, 2004: 
 

Opinion Unit 

 

Assets 

 Net Assets/ 
Fund 

Balances 

 

Revenues 
Governmental activities  0.8%  16.6%  - 
Business-type activities  97.5%  97.6%  73.4% 
Discretely presented component units  99.7%  100.0%  93.0% 
Municipal Transportation Agency enterprise 
fund 

 96.7%  100.0%  91.5% 

Aggregate remaining fund information  90.8%  94.4%  43.2% 
 
Those financial statements were audited by other auditors whose reports thereon have been furnished to 
us, and our opinion, insofar as it relates to the amounts included for those entities, is based on the reports 
of the other auditors. We conducted our audit in accordance with auditing standards generally accepted in 
the United States of America and the standards applicable to financial audits contained in Government 
Auditing Standards, issued by the Comptroller General of the United States. 
 
Internal Control Over Financial Reporting 
 
In planning and performing our audit, we considered the City’s internal control over financial reporting in 
order to determine our auditing procedures for the purpose of expressing our opinions on the financial 
statements and not to provide an opinion on the internal control over financial reporting. Our 
consideration of the internal control would not necessarily disclose all matters in the internal control over 
financial reporting that might be material weaknesses.  
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A material weakness is a reportable condition in which the design or operation of one or more of the 
internal control components does not reduce to a relatively low level the risk that misstatements caused 
by error or fraud in amounts that would be material in relation to the financial statements being audited 
may occur and not be detected within a timely period by employees in the normal course of performing 
their assigned functions. We noted no matters involving the internal control over financial reporting and its 
operation that we consider to be material weaknesses. However, we noted other matters involving 
internal control over financial reporting, which we have reported to management of the City in a separate 
letter dated November 30, 2004.  
 
Compliance and Other Matters 
 
As part of obtaining reasonable assurance about whether the City’s financial statements are free of 
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, 
contracts, and grant agreements, noncompliance with which could have a direct and material effect on 
the determination of financial statement amounts. However, providing an opinion on compliance with 
those provisions was not an objective of our audit, and accordingly, we do not express such an opinion. 
The results of our tests disclosed no instances of noncompliance or other matters that are required to be 
reported under Government Auditing Standards.  
 
This report is intended solely for the information and use of the Board of Supervisors, City management, 
federal awarding agencies and pass-through entities and is not intended to be and should not be used by 
anyone other than these specified parties. 
 
 
 
Certified Public Accountants 
 
Walnut Creek, California 
November 30, 2004 
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The Honorable Mayor Gavin Newsom 
The Honorable Members of the Board of Supervisors 
City and County of San Francisco, California 

 
Independent Auditor’s Report on Compliance With Requirements  

Applicable to Each Major Program and Internal Control Over 
Compliance in Accordance With OMB Circular A-133 

 
Compliance 
 
We have audited the compliance of the City and County of San Francisco, California (the City) with the 
types of compliance requirements described in the U.S. Office of Management and Budget (OMB) 
Circular A-133 Compliance Supplement that are applicable to each of its major federal programs for the 
fiscal year ended June 30, 2004. The City’s major federal programs are identified in the summary of 
auditor’s results section of the accompanying schedule of findings and questioned costs. Compliance with 
the requirements of laws, regulations, contracts, and grants applicable to each of its major federal 
programs is the responsibility of the City’s management. Our responsibility is to express an opinion on the 
City’s compliance based on our audit. 
 
The City’s basic financial statements include the operations of the San Francisco Redevelopment Agency 
(Agency), San Francisco Municipal Railway (MUNI), and the San Francisco County Transportation 
Authority (Authority), which expended $10,106,058, $92,852,026 and $458,774, respectively, in federal 
awards. The expenditures of the Agency and the Authority are not included in the schedule of 
expenditures of federal awards for the fiscal year ended June 30, 2004. MUNI’s expenditures are 
included in the schedule of federal awards for the fiscal year ended June 30, 2004. Our audit, described 
below, did not include the operations of the Agency, MUNI, and the Authority because the Agency and 
the MUNI engaged other auditors to perform an audit in accordance with OMB Circular A-133, Audits of 
States, Local Governments, and Non-Profit Organizations, and we reported on the Authority as a 
separate engagement. MUNI’s expenditures were audited by other auditors whose report thereon has 
been furnished to us, and our opinion, insofar as it relates to the amounts included for the MUNI, is based 
on the report of the other auditors.  
 
We conducted our audit of compliance in accordance with auditing standards generally accepted in the 
United States of America; the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of 
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance 
with the types of compliance requirements referred to above that could have a direct and material effect 
on a major federal program occurred. An audit includes examining, on a test basis, evidence about the 
City’s compliance with those requirements and performing such other procedures as we considered 
necessary in the circumstances.  
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We believe that our audit and the report of other auditors of MUNI provide a reasonable basis for our 
opinion. Our audit does not provide a legal determination on the City’s compliance with those 
requirements. 
 
As described in item 2004-01, in the accompanying schedule of findings and questioned costs, the City 
did not comply with requirements regarding airport revenue diversion special test and provision that is 
applicable to its Airport Improvement Program (CFDA No. 20.106). Compliance with such requirements is 
necessary, in our opinion, for the City to comply with the requirements applicable to that program.  
 
In our opinion, based on our audit and the report of other auditors, except for the noncompliance 
described in the preceding paragraph, the City complied, in all material respects, with the requirements 
referred to above that are applicable to each of its major federal programs for the fiscal year ended 
June 30, 2004. The results of our auditing procedures also disclosed instances of noncompliance with 
those requirements, which are required to be reported in accordance with OMB Circular A-133 and which 
are described in the accompanying schedule of findings and questioned costs as items 2004-02, 2004-
03, 2004-04, 2004-05, 2004-06, 2004-07, 2004-08 and 2004-09. 
 
Internal Control Over Compliance 
 
The management of the City is responsible for establishing and maintaining effective internal control over 
compliance with requirements of laws, regulations, contracts, and grants applicable to federal programs. 
In planning and performing our audit, we considered the City’s internal control over compliance with 
requirements that could have a direct and material effect on a major federal program in order to 
determine our auditing procedures for the purpose of expressing our opinion on compliance and to test 
and report on internal control over compliance in accordance with OMB Circular A-133.  
 
We noted certain matters involving the internal control over compliance and its operation that we consider 
to be reportable conditions. Reportable conditions involve matters coming to our attention relating to 
significant deficiencies in the design or operation of the internal control over compliance that, in our 
judgment, could adversely affect the City’s ability to administer a major federal program in accordance 
with the applicable requirements of laws, regulations, contracts, and grants. Reportable conditions are 
described in the accompanying schedule of findings and questioned costs as items 2004-01, 2004-02, 
2004-03, 2004-06, 2004-07 and 2004-09.  
 
A material weakness is a reportable condition in which the design or operation of one or more of the 
internal control components does not reduce to a relatively low level the risk that noncompliance with 
applicable requirements of law, regulations, contracts, and grants caused by error or fraud that would be 
material in relation to a major federal program being audited may occur and not be detected within a 
timely period by employees in the normal course of performing their assigned functions. Of the reportable 
conditions in internal control over compliance described in the accompanying schedule of findings and 
questioned costs, we consider item 2004-09 to be a material weakness.  
 
This report is intended solely for the information and use of the Board of Supervisors, City management, 
federal awarding agencies and pass-through entities and is not intended to be and should not be used by 
anyone other than these specified parties. 
 
 
 
Certified Public Accountants 
 
Walnut Creek, California 
January 21, 2005, except for the expenditures of 

federal awards of the San Francisco Municipal 
Railway, which is dated March 15, 2005 and the 
expenditures of the Violent Offender Incarceration 
and Truth in Sentencing Incentive Grant (CFDA 
number 16.586), which is dated April 24, 2008 
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Section I – Summary of Auditor’s Results 
 
Financial Statements: 
 

Type of auditor’s report issued:  Unqualified 
   
Internal control over financial reporting:   
   
• Material weaknesses identified?   No 
• Reportable conditions identified that are 

not considered to be material weaknesses 
 

No 
   
Noncompliance material to financial   
 statements noted?  No 

 
Federal Awards: 
 

Internal control over major programs: 
   
• Material weaknesses identified?  Yes 
• Reportable conditions identified that are 

not considered to be material weaknesses 
 

Yes 
   
Type of auditor’s report issued on compliance 
for major programs 

 
Qualified 

   
Any audit findings disclosed that are required   
 to be reported in accordance with section   
 510(a) of Circular A-133?  Yes 

 
 Identification of major programs:    

Food Stamp Cluster  10.551 & 10.561 
Community Development Block Grants/Entitlement Grants  14.218 
Supportive Housing Program  14.235 
Shelter Plus Care  14.238 
State Criminal Alien Assistance Program  16.606 
Violent Offender Incarceration and Truth-In Sentencing Grant  16.586 
Airport Improvement Program  20.106 
Federal Transit Cluster  20.500 & 20.507 
Centers for Disease Control and Prevention –  
  Investigations and Technical Assistance 

 93.283 

Temporary Assistance for Needy Families  93.558 
Foster Care – Title IV-E  93.658 
Adoption Assistance  93.659 
Social Services Block Grant  93.667 
Chafee Foster Care Independent Living  93.674 
Medical Assistance Program  93.778 
HIV Emergency Relief Project Grants  93.914 
HIV Prevention Activities – Health Department Based  93.940 
Block Grants for Prevention and Treatment of Substance Abuse  93.959 
   
Dollar threshold used to distinguish  
 between Types A and B programs: 

  
$3,000,000 

   
Auditee qualified as a low-risk auditee under Section 530  
 of OMB Circular A-133: 

 No 
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Section II – Financial Statement Findings 
 
No matters were reported. 
 

Section III – Federal Award Findings and Questioned Costs 
 
Finding No. 2004-01 – Airport Improvement Program (20.106) 

Special Tests and Provisions  
 
Criteria: 
 
In accordance with OMB Circular A-133, Airport Improvement Program Special Tests and Provisions and 
Polices and Procedures Concerning the Generation and Use of Airport Revenue (FAA Guidelines), 
revenues generated by a public airport must be expended for the capital or operating costs of the airport, 
the local airport system, or other local facilities which are owned or operated by the owner or operator of 
the airport and are directly and substantially related to the actual air transportation of passengers or 
property. Pursuant to Section VI (A) of the FAA Guidelines,  
 

Revenue diversion is the use of airport revenue for purposes other than capital or operating costs 
of the airport, the local airport system, or other local facilities owned or operated by the airport 
owner or operator and directly and substantially related to the air transportation of passengers or 
property, unless that use is grandfathered under 49 USC § 47107(b)(2) and the use does not 
exceed the limits of the “grandfather” clause. When such use is so grandfathered, it is known as 
lawful revenue diversion. Unless the revenue diversion is grandfathered, the diversion is unlawful 
and prohibited by the revenue-use restrictions.  

 
In addition, documentary evidence to support direct and indirect charges to the airport must show the 
amounts claimed were actually expended and budgeted estimates are not sufficient to establish a claim 
for reimbursement.  
 
Condition: 
 
In 1981, the City executed a Lease and Use/Settlement Agreement (the Settlement Agreement) with the 
airlines which provides for continuing annual service payments from the San Francisco International 
Airport (the Airport) to the City equal to 15% of concession revenues (net of certain adjustments) or $6 
million per year from 1982 through 1985 and $5 million per year thereafter, whichever is greater. These 
payments are meant as reimbursement to the City for certain allowable indirect services provided to the 
Airport. The Agreement also provides for the payment for certain direct services provided by the City to 
the Airport. The direct services permitted under the Agreement are illustrated in the terms and conditions 
of the Agreement.  
 
Since the Agreement was entered into prior to the enactment of the Airport and Airway Improvement Act 
of 1982 (the Act), which established the FAA’s policies regarding the use of airport revenues, it is 
considered to be grandfathered under the revenue use requirement of the Act. During the fiscal year 
ended June 30, 2004, the Office of Inspector General (OIG) of the U.S. Department of Transportation 
initiated a review of the City’s compliance with the FAA Guidelines with regards to revenue diversion. In 
August 2004, the City responded to the OIG review in an effort to resolve this matter. The resolution of 
this matter will assist in clarifying whether the City is allowed to bill for indirect costs of direct services. For 
example, during our testing, we noted that certain City departments (Controller’s Office and Department 
of Public Works) charged approximately $24,149 of departmental indirect costs. These indirect costs 
include professional development and leave allocations and bureau overhead allocations associated with 
the direct services rendered. Currently, the OIG finds that the Settlement Agreement only allows the City 
to charge the Airport the direct costs of providing direct services versus the City’s view that if the City 
service qualifies as “direct” within the meaning of the Settlement Agreement, all of its costs may be 
charged to the Airport if they otherwise meet the requirements of the 1981 Settlement Agreement.  
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Finding No. 2004-01 (Continued) 
 
In addition, during our testing of revenue diversion transactions during the current year, we noted the 
following:  
 

• Reimbursements for City-wide information and technology services should be made on actual 
expenditures of $130,176 rather than budgeted amounts of $155,675, resulting in a difference of 
$25,498.  

 
• Advance payments of $13,000 were made to the Mayor’s Office for youth interns scheduled to 

render service primarily in fiscal year 2005.  
 
Questioned costs: 
 
$62,647 
 
Recommendation: 
 
We recommend the City continue to work with the OIG and FAA to reach an agreement on the application 
of the Agreement to indirect costs charged to the Airport. In addition, the Airport should improve its 
controls over its review of interdepartmental charges to ensure that they are for goods or services actually 
incurred and are supported. Furthermore, the City departments should provide the Airport with 
documentation to support actual costs incurred and the Airport should adjust payments to the City based 
on the actual costs.  
 
Management Response and Corrective Action Plan: 
 
The City intends to continue working with the OIG and FAA with regard to the application of the City’s 
1981 Settlement Agreement with the Airlines, which was grandfathered in its entirety under the FAA’s 
Final Policy in 1999.  
 
The City disputes the OIG finding that, as a general matter, the City may only use charging methods 
consistent with the FAA’s Final Policy. Instead the City relies upon the 1981 Settlement Agreement to 
determine charging methods, which include charging for the costs of providing direct services.  
 
Regarding the Department of Public Works (DPW) questioned costs, it should be noted that unlike many 
municipal departments, the DPW receives no appropriation from the General Fund to cover its general 
operating costs. Instead, the DPW charges overhead to all departments it serves, to fully recover all 
operating costs. The 1981 Settlement Agreement permits the Airport to pay the DPW for the actual costs, 
and the overhead charges have been well documented as part of the costs of providing direct services. 
 
Beginning immediately, expenditures for the City-wide information and technology services will be 
adjusted from budgeted to actual on a bi-annual basis to ensure that the year end charges reflect actual 
costs. Further, the Airport will review bills from Mayor’s Office to ensure that scheduled services are not 
paid in advance.  
 
As of July 2004, the Airport and the Controller’s Office have developed new written procedures and an 
approval process for all work orders between City departments and the Airport. These procedures include 
a requirement for Airport staff and performing departments to reconcile all payments made to actual costs 
incurred, and also require written Memorandums of Understanding with detailed description of services to 
be provided. The Controller’s Office will conduct periodic audits to assure that all payments are in 
accordance with the FAA regulations. 
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Finding No. 2004-02 – Foster Care Title IV-E (93.658) 
Eligibility 

 
Criteria: 
 
In accordance with OMB A-133, a grantee is responsible for documenting eligibility determinations. Under 
the eligibility requirements of this grant, all forms used for eligibility determination should be properly re-
evaluated and approved. Foster Care maintenance payments are allowable only if the foster child was 
removed from his or her home by means of a judicial determination or pursuant to a voluntary placement 
agreement, as defined in 42 USC 672(f) (42 USC 672(a) and 45 CFR section 1356.21). 
 
Under the Foster Care guidelines, recipient eligibility should be re-certified using the following forms: 
 

• FC 2 (Determination Form) - This process must be reviewed every six months at the time of 
judicial review to determine if individuals are eligible for benefits. 

• Judicial Determination - This process must begin on the date the child is considered to have 
entered Foster Care and at least once every 12 months thereafter while the child is in Foster 
Care. 

 
Condition: 
 
During our testing of 40 participant files for compliance with eligibility requirements, we noted the 
following: 
 

• One participant did not have the appropriate renewed FC 2 eligibility documentation reassessed 
within six months. 

• One participant did not have the appropriate reassessment of the judicial determination form.  

• Seven FC 2 forms did not have the required signatures from both the eligibility worker and the 
social worker documenting controls over eligibility determinations. 

 
Effect: 
 
Untimely re-determinations and missing approvals may result in inadequate determinations, thus benefits 
could be disbursed to ineligible participants.  
 
Questioned Costs: 
 
$3,810 
 
Recommendation: 
 
We recommend that the City strengthen its monitoring controls over the eligibility re-determination 
process to ensure the timely completion and maintenance of required documentation. Program staff 
should be held responsible for filing documentation and supervisors should review and monitor the 
process of adequately documenting re-determinations. 
 
Management Response and Corrective Action Plan: 
 
The Department of Human Services is working to fill two staff vacancies to help keep redeterminations up 
to date. Supervisors have been instructed to continue monitoring the monthly reports of due and overdue 
re-determinations with staff in their unit and individual meetings.  
 
Regarding the one case that did not have appropriate reassessment of judicial determination form, this 
has been treated as a training issue, and staff have been reminded of the importance of rechecking 
judicial determination dates on new cases after 12 months. Staff have also been instructed to ensure all 
required signatures are on FC-2 forms. 
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Finding No. 2004-03 – Medical Assistance Program (93.778) 
Eligibility 

 
Criteria: 
 
In accordance with OMB A-133, a grantee is responsible for documenting eligibility determinations. Under 
the eligibility requirements of this grant, all forms used for eligibility determination should be properly 
completed, approved and maintained. 
 
Condition: 
 
During our testing of 40 participant files for compliance with eligibility requirements, we noted the 
following: 
 

• Two files were missing the Income and Eligibility Verification System (IEVS) reports, 

• Three files were either missing or contained an incomplete determination, and 

• Six files were missing the proper approving signatures on the applicable eligibility determination 
form (Form SOC 310, MC 120RV, MC 13, or MC 210). 

 
Effect: 
 
Incomplete and missing documentation and/or missing approvals may result in improper determinations, 
thus benefits could be disbursed to ineligible participants. 
 
Questioned Costs: 
 
Not applicable. 
 
Recommendation: 
 
We recommend that the City strengthen its monitoring controls over the eligibility determination process 
to ensure that proper eligibility has been determined and forms are completed in accordance with 
program guidelines. The City should obtain the appropriate documentation for the participants identified in 
our sample. 
 
Management Response and Corrective Action Plan: 
 
To strengthen quality control of the In-Home Support Services Program eligibility unit, the Department of 
Human Services is merging it into the Medical eligibility program structure beginning March 2005. This will 
provide more consistent training and management oversight that is focused on and knowledgeable about 
Medical program requirements. 
 
Finding No. 2004-04 – Temporary Assistance for Needed Families (93.558) 

Special Tests and Provisions  
 
Criteria: 
 
If the State agency responsible for administering the State plan approved under Title IV-D of the Social 
Security Act determines an individual is not cooperating with the State in establishing paternity, or in 
establishing, modifying, or enforcing a support order with respect to a child of the individual, and reports 
that information to the State agency responsible for Temporary Assistance for Needy Families (TANF), 
the State TANF agency must (1) deduct an amount equal to not less than 25% from the TANF assistance 
that would otherwise be provided to the family of the individual, and (2) may deny the family any TANF 
assistance. The U.S. Department of Health and Human Services (HHS) may penalize a State for up to 
5% of the State Family Assistance Grant (SFAG) for failure to substantially comply with the required State 
child support program (42 USC 608(a)(2) and 609(a)(8); 45 CFR Sections 264.30 and 264.31). 
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Finding No. 2004-04 (Continued) 
 
The State agency must reduce or terminate the assistance payable to the family for refusal to work 
subject to any good cause or other exemptions established by the State. HHS may penalize the State by 
an amount not less than 1% and not more than 5% of the SFAG for violation for this provision (42 USC 
609(a)(14); 45 CFR Sections 261.14, 261.16, and 261.54). 
 
Before reduction or termination of assistance occurs, the City requires that a notice of action form be sent 
to all participants that refuse to work or do not cooperate with child support inquiries at least 10 days 
before the effective date of reduction or termination.  
 
Condition: 
 
During the performance of our testwork over these federal compliance requirements, we noted the 
following: 
 

 Out of a sample of 15 cases tested for child support non-cooperation, a notice of action form was 
not sent to the participants for 1 case within the required 10 days notice period.  

 
 Out of a sample of 40 cases where benefits were reduced or terminated as a result of “Penalty for 

refusal to work”, 2 case files did not have notice of action forms.  
 
Effect: 
 
Missing or incomplete documentation may result in improper benefit determinations.  
 
Questioned Costs:  
 
Not applicable. 
 
Recommendation: 
 
We recommend the City strengthen its oversight controls over the administration of the TANF program 
with respect to maintaining adequate documentation of enforcing the federal requirements governing the 
recipient’s responsibility (1) to cooperate in establishing paternity, or in establishing, modifying, or 
enforcing a support order with respect to a child of the individual and (2) when making eligibility 
determinations and adhering to standardized formats and procedures in exchanging information. 
 
Management Response and Corrective Action Plan: 
 
To strengthen oversight controls, the Department of Human Services instituted an additional level of 
second-party case reviews in September 2004. Supervisors conduct at least 15 full-case reviews each 
month (out of an average 356 cases per supervisor). Further, the program quality assurance staff 
randomly selects three reviews per supervisor for an additional review each month.  
 
Findings are forwarded to the Section Managers each month. The Section Managers meets with unit 
supervisors to address any shortcomings or patterns that have emerged.  
 
In addition, a long-standing separate process of quality control reviews is conducted by a specialized 
independent unit of our Investigations Program. The results of these reviews are also forwarded to 
Section Managers and discussed with supervisors on a monthly basis.  
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Finding No. 2004-05 – HIV Prevention Activities Health Department Based (93.940) 
Federal Transit-Formula Grants (20.507) 
Subrecipient Monitoring  

 
Criteria: 
 
Under the requirements of the Single Audit Act and OMB Circular A-133, subrecipients of federal awards 
must be monitored by the primary recipient to determine whether the subrecipient has expended the 
awards in accordance with applicable laws and regulations. Furthermore, OMB Circular A-133 provides 
that, in such instances, the primary recipient should, among other things: 
 

1. Determine whether the subrecipient has met the audit requirements of OMB Circular A-133, if 
applicable; 

2. Determine whether the subrecipient spent federal awards provided in accordance with applicable 
laws and regulations; and 

3. Consider various risk factors in developing subrecipient monitoring procedures such as: 

a. relative size and complexity of the federal awards administered by the subrecipient, 

b. prior experience with each subrecipient, and 

c. cost-effectiveness of various monitoring procedures. 
 
The primary recipient’s responsibilities may be discharged for subrecipients receiving federal awards of 
$500,000 or more by relying upon independent audits of the subrecipients, performed in accordance with 
OMB Circular A-133. For those subrecipients that are required to obtain single audit reports in 
accordance with OMB Circular A-133, the City, as the primary recipient, is also required to ensure that the 
audits are performed, and must follow-up on the resolution of all reported findings and questioned costs. 
 
The primary recipient’s responsibilities may be discharged for subrecipients receiving federal awards less 
than $500,000 by performing a combination of the following procedures: 
 

1. Relying on appropriate procedures performed by the primary recipient’s internal audit department 
or program management personnel through on-site visits; 

2. Reviewing documentation in support of amounts claimed for reimbursement; and 

3. Applying certain agreed-upon procedures. 
 

Condition: 
 
One of the ten HIV Prevention Activities Health Department Based grant files selected for testing did not 
note that the City followed up on the subrecipient’s corrective action plan or on findings. 
 
Even though neither the Transbay Terminal Project nor the Translink Procurement Project were direct 
and material to MUNI’s major program, it came to the auditors’ attention that MUNI had not requested nor 
reviewed the A-133 audit reports from the subrecipients for pass-through grants Section 9-FY01-02 CA-
90-0124 and Section 9-FY 02/03 CA-90-0212. However, MUNI management has informed their auditors 
that MUNI representatives review each invoice billed from the subrecipients to ensure that the invoices 
are approved appropriately and that the expenditures are reasonable in relation to the grant allowable 
costs.  
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Finding No. 2004-05 (Continued) 
 
Effect: 
 
Without reviewing the City’s subrecipient single audit reports for findings and questioned costs, the City 
did not issue a management decision on audit findings within six months after receipt of the subrecipient's 
audit report and did not ensure that the subrecipient takes appropriate and timely corrective action and 
consider whether subrecipient audits necessitate adjustment of the City’s own records as required under 
OMB Circular A-133 § Subpart D.400. If questioned costs at the subrecipient level are found to be 
unallowable by the City, the City may require the pass-through entity to adjust its financial records and its 
federal expenditure reports. As part of the City’s finding-resolution process, the City should estimate the 
total unallowable costs that are associated with each subrecipient finding and consider the need to adjust 
financial records and federal expenditure reports.  
 
Questioned Costs: 
 
$302,670 – HIV Prevention Activities Health Department Based  
None – Federal Transit-Formula Grants 
 
Recommendation: 
 
We recommend that the City develop and implement policies requiring the review and resolution of 
subrecipient findings and questioned costs. The City should obtain and review the subrecipient A-133 
audit reports and ensure that the subrecipients have taken the appropriate and timely corrective action on 
any findings.  
 
Management Response and Corrective Action Plan: 
 
The City concurs that in the case noted there was no follow up on the subrecipient’s single audit findings 
or corrective action plan. However, the Department of Public Health (DPH) conducts its own audit of the 
subrecipient’s financial activities. DPH found the subrecipient’s records and follow through on all past 
years corrective actions to be very complete. DPH also conducts annual program monitoring of the 
subrecipient, that includes the review of units of service and other program objectives.   
 
During FY 2003-04, DPH revised procedures to centralized audit functions for the department. Beginning 
in fiscal year 2005, audit functions for DPH will be performed by the Controller’s Internal Audit Division. 
Controller’s Internal Audit will be responsible for reviewing subrecipient’s compliance with OMB Circular 
A-133. This review will include follow up on subrecipient’s corrective action plan or other findings. 
 
MUNI will request the 2004 A-133 report from the Transbay Terminal Project when it becomes available 
in 2005, and will request both the 2003 and 2004 A-133 reports for the Translink Procurement Project 
from the Metropolitan Transportation Commission and review the audit findings, if any. 
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Finding No. 2004-06 – State Criminal Alien Assistance Program (16.606) 
 Chafee Foster Care Independent Living (93.674) 
 Reporting 

 
Criteria: 
 
Under the requirements of the Single Audit Act and OMB Circular A-133, the underlying data of 
performance and special reports must be accumulated and summarized in accordance with the required 
or stated criteria and methodology. Furthermore, the data should be accurate and complete. 
 
In addition, pursuant to the State Criminal Alien Assistance Program fiscal year 2004 guidelines 
“Excluded and prohibited costs include employee benefits and overtime, except where as obligations 
require posting staffing minimums, etc. OMB Circular A-87 provides general guidance on how benefits 
are defined for units of general government.” 
 
Condition: 
 
During the SOC 405a performance report testing for the Chafee Foster Care Independent Living Program 
(ILP), we noted one out of the four report items tested contained duplicate youth participants. In addition, 
we noted that the SOC 405a Performance Report was due on November 15, 2004, but was submitted on 
December 21, 2004 to the State.  
 
During our testing of the State Criminal Alien Assistance Program (SCAAP), we noted the following: 
 

• Discrepancies between the Sheriff’s Office daily count sheets and what was reported on the 
grant application’s total number of days for all inmates (legal aliens, illegal aliens, unknowns and 
U.S. citizens) housed during the fiscal year 2003. 

• Employee benefits costs were inappropriately included as part of total correctional officers 
earnings in the grant application. 

 
Effect: 
 
Reported numbers may be incomplete, incorrect or not representative of performance results or 
applicable data elements, which could result in incorrect grantor funding determinations and performance 
evaluations.  
 
Questioned Costs: 
 
Not applicable. 
 
Recommendation: 
 
The City should review its reporting process, improve training on reporting documentation requirements 
and prepare a manual describing how the information required in the reports should be completed. 
Supporting documentation should also be maintained to meet the federal record retention requirements.  
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Finding No. 2004-06 (Continued) 
 
Management Response and Corrective Action Plan: 
 
The Department of Human Services concurs with the finding related to the Chafee Foster Care 
Independent Living Program (ILP) and agrees to address the issues as follows:  
 

a. Duplicate youth participants: The City will create a new database for ILP statistics. Effective 
April 1, 2005, a staff member will be assigned to enter information in the database. The 
database will enable ILP to better track participants and avoid duplication. 

 
b. Late SOC405a Performance Report: ILP management has had the annual November 15th 

deadline for the ILP noted in their work plan, and has been instructed to submit the report 
within the required time frame.  

 
The Sheriff Department concurs with the finding and agrees to develop and train staff on appropriate 
documentation procedures with respect to State Criminal Alien Assistance Program (SCAAP). Since the 
2002-03 fiscal year, the Department has restructured the accounting of its financial data to enable more 
accurate reporting of expenditures by cost center and function. The Department has reviewed the current 
year data, and confirmed its accuracy. 
 
Beginning April 1, 2005, the Sheriff Department’s Fiscal Division will maintain a master grant application 
file including all source documentation used to submit the online application. The file will also contain a 
written procedural document explaining how the claim is calculated. This file will be maintained for a 
minimum of three years from the point of receipt of funding. With regard to discrepancies in the daily 
count sheets, the Department agrees to use the same time of day to report daily counts to ensure that all 
data is systematically collected. 
 
Finding No. 2004-07 – Chafee Foster Care Independent Living (93.674) 

Eligibility 
 
Criteria: 
 
Pursuant to the State Department of Social Services regulations over the Chafee Foster Care 
Independent Living Program (ILP), the City is required to determine the eligibility of program participants 
before disbursements of assistance. In order to document eligibility, the City social workers/probation 
officers should prepare and approve the Transitional Independent Living Plan (TILP) document available 
from the Child Welfare Services Case Management Services (CWS/CMS). In addition, pursuant to 
section 31-236 of the regulations the social worker/probation officer shall ensure that the initial TILP and 
each update is signed and dated by the social worker/probation officer and the youth. 
 
Condition: 
 
During our audit, we noted 29 out of 43 TILPs selected for testing did not include indication of social 
worker’s/probation officer’s and/or the youth’s approval. 
 
In addition, the program does not have a central database system to maintain an accurate count and 
pertinent statistics of the youth participants and their activities.  
 
Effect: 
 
Incomplete documentation and missing approvals may result in inadequate eligibility determinations, thus 
benefits could be provided to ineligible participants.  
 
Questioned Costs: 
 
Not applicable.  
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Finding No. 2004-07 (Continued) 
 
Recommendation: 
 
We recommend that the City ensure proper approvals on all TILP forms and improve its participant data 
collection system to track data necessary for timeliness and completeness. Program staff should be held 
responsible for filing documentation and supervisors should review and monitor the process of adequately 
documenting the TILP. 
 
Management Response and Corrective Action Plan: 
 
The Department of Human Services concurs that there were cases where social worker/probation 
officer/youth approvals were not documented on some plans. To correct these problems, we have 
reviewed our operating procedures and will do the following: 
 

a. The Department will issue a memo by March 31, to remind staff that they will be held 
accountable for documenting approval on TILP forms as a performance issue. Workers are 
required to give their supervisors monthly compliance reports identifying when TILPs were 
completed. Supervisors will monitor for compliance and timeliness on a monthly basis. 

 
 

b. The Department will secure a database for the ILS program, and expects to have it operational 
by June 30, 2005. 

 
Finding No. 2004-08 – Federal Transit-Formula Grants (20.507) 

Matching, Level of Effort, Earmarking 
 
Criteria: 
 
Per the Section 9-FY01/02 – CA-90-0124 grant document, the billing to the federal grant should only be 
up to 80% of allowable costs.  
 
Condition: 
 
During our testwork, we noted that San Francisco Municipal Railway (MUNI) billed the Federal Transit 
Administration $69,594 more than the 80% of allowable costs for the afore-mentioned grant. The 
difference should have been billed to local matched funds. In discussing the finding with MUNI officials, a 
miscalculation in the percentage of allowable costs to be billed to the federal funds was not found through 
internal review.  
 
Effect: 
 
The allowable costs billed to the federal funds were overstated by $69,594.  
 
Questioned Costs: 
 
$69,594 
 
Recommendation: 
 
We recommend that MUNI perform an internal review of all allowable costs to be billed to federal funds to 
ensure that any potential calculation errors are found and corrected before the billing is made. MUNI has 
informed us that they reduced future billings to this grant by the $69,594 after June 30, 2004. 
 
Management Response and Corrective Action Plan: 
 
MUNI reduced future billings to this grant by the $69,594 after June 30, 2004 and will review future 
billings to ensure that the percentage of allowable costs is properly calculated. 
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Finding No. 2004-09 – Violent Offender Incarceration and Truth-In Sentencing Grant (CFDA 16.586) 
 
Criteria: 
 
The U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments and 
Non-Profit Organizations (OMB Circular A-133), requires that the City prepare a schedule showing total 
expenditures for the fiscal year for each federal program. This schedule is used by the City’s auditor to 
plan the City’s single audit in accordance with OMB Circular A-133. 
 
Condition: 
 
The Mayor’s Office of Criminal Justice (MOCJ) did not properly identify the expenditure of the Violent 
Offender Incarceration and Truth in Sentencing Incentive Grant (CFDA 16.586) in the City’s accounting 
records as federally funded. This error resulted in the City excluding approximately $12 million in federally 
funded expenditures from the fiscal year 2004 schedule of expenditures of federal awards (SEFA). This 
program should have been considered a high-risk Type A program and tested as part of the fiscal year 
2004 single audit. 
 
Effect: 
 
The City’s SEFA was understated by the amount of federal expenditures for the Violent Offender 
Incarceration and Truth in Sentencing Incentive Grant (CFDA 16.586). Because this program was 
excluded from the SEFA, a complete risk assessment of the City’s federal awards was not performed. As 
a result, a type A program was not assessed and tested as required by OMB Circular A-133. 
 
Questioned Cost: 
 
Not applicable. 
 
Recommendation: 
 
We recommend that MOCJ develop procedures to reconcile federal intergovernmental revenues as 
reported in the financial statements to the SEFA. This reconciliation should identify and capture federal 
expenditures that may have been excluded from the SEFA. In addition, the Controller’s Office should 
provide additional training to departments regarding the identification of program funding sources to 
ensure that all federal expenditures are captured in the SEFA. 
 
Management Response: 
 
The Major’s Office of Criminal Justice (MOCJ) concurs with the finding. The Mayor’s Office is taking the 
following corrective actions immediately to properly identify the funding sources of all grants: 

1. During the grant application process, the Grants Program Officer reviews Request for Proposals to 
identify funding source and label funding source in all grant tracking databases. The information will 
be reviewed by both the Mayor’s Office of Community Development (MOCD) Financial Officer and 
the MOCJ Financial Officer. 

2. During the contract process, the Grants Program Officer, the MOCD Financial Officer, and the MOCJ 
Financial Officer will be responsible for reviewing contract to confirm funding source. 

3. After the grant is approved, the Fiscal Accountant will confirm with the granting agency the correct 
funding source. The Mayor’s Office will identify and capture federal expenditures with correct CFDA 
number(s). 

4. The Fiscal Accountant prepares quarterly reconciliations to properly identify and capture federal 
expenditures. The reconciliations will be reviewed by MOCD Financial Officer and MOCJ Financial 
Officer. 

5. Mayor’s Office staff has attended a Controller’s Office training on the proper administration of federal 
grants in November 2007. MOCJ staff will continue to refer to the Controller’s Office Grant 
Administration Manual and will also attend relevant training opportunities in the future. 
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