














EXECUTIVE SUMMARY

In accordance with the City Auditor's 1996-97 Audit Workplan, we are auditing the

Integrated Waste Management Division (IWM) services the Environmental Services

Department (ESD) provides. Our audit includes a review of the solid waste fees and taxes

landfill operators pay. Included in our review was the Treasury Division (Treasury) of the

Finance Department processing of these remittances and the Local Enforcement Agency (LEA)

of the Planning, Building, and Code Enforcement Department monitoring of landfill facilities.

We conducted this review in accordance with generally accepted government auditing

standards and limited our work to those areas specified in the Scope and Methodology section

of this report.

THE CITY NEEDS TO IMPROVE ITS
ADMINISTRATIVE OVERSIGHT
OVER THE $20 MILLION PER YEAR
THAT LANDFILL OPERATORS PAY TO THE CITY

There are four solid waste disposal facilities located in San Jose. These solid waste

disposal facilities paid the City of San Jose (City) $20 million in 1995-96 in taxes and fees.

Our review of the City's administrative oversight revealed the following:

From 1991-92 through 1995-96, the Administration did not investigate or audit $35.9

million in foregone General Fund revenues resulting from landfill operators self

reported material diversion at solid waste disposal facilities;

The City only reviews landfill operator remittances for mathematical correctness;

LEA reviews are restricted to nonfinancial matters;

Numerous opportunities exist for landfill operators to underreport taxes and fees

due to the City;

The last City audit of landfill operators in 1990-91 identified an underpayment of

$1.6 million;
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The City is precluded from obtaining the results of California State Board of

Equalization (SBE) audits of San Jose landfill operators;

In 1996, the City did not properly assess up to $170,856 in late fees and interest

against landfill operators; and

The ESD has not documented its procedures for claiming over $800,000 per year

from the County of Santa Clara (County) in Countywide AB 939 Implementation

Fees.

In our opinion, the Administration should improve its documentation for mathematical

correctness reviews of solid waste disposal facility taxes and fees, and develop written procedures

for claiming Countywide AB 939 Implementation Fees and processing solid waste disposal taxes

and fees. In addition, the City Attorney's Office should review Treasury's practice of assessing

penalties and interest on late Solid Waste Enforcement Fee payments and determine if special

Municipal Code provisions are required. Further, the Finance Department should develop

guidelines and written procedures for processing Disposal Facility Tax and Solid Waste

Enforcement Fee payments. Additionally, the ESD should incorporate late payment information

on the Disposal Facility Monthly Report form. Finally, either the ESD, the Administration, or the

City Auditor's Office should conduct regular audits of landfill operators, and establish a reciprocal

agreement with the County and/or the SBE regarding audit activities. By so doing the City will

have added assurance that it is receiving all of the solid waste disposal facility taxes and fees to

which it is entitled.
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RECOMMENDATIONS

We recommend that the Finance Department:

Recommendation #1:

Document that it verifies the mathematical correctness of all Disposal Facility Monthly

Reports to ensure the Disposal Facility Tax and Solid Waste Enforcement Fees are correctly

calculated. (Priority 2)

In addition, we recommend that the ESD and the Finance Department:

Recommendation #2:

Eliminate duplicative mathematical steps when processing Disposal Facility Tax and

Solid Waste Enforcement Fee payments. We also recommend that the ESD and the Finance

Department revise the Finance Administrative Manual to include updated procedures for

processing the Disposal Facility Tax and Solid Waste Enforcement Fee. (Priority 2)

Also, we recommend that either the ESD, the Administration, or the City Auditor's Office:

Recommendation #3:

Regularly audit local landfill operators to ensure proper landfill tax receipts and

appropriate reporting of tonnages. (Priority 2)

Recommendation #4:

Approach the County of Santa Clara Integrated Waste Management Program about the

possibility of sharing audit costs for reviewing landfill disposal taxes and fees. (Priority 2)

Recommendation #5:

Approach the State Board of Equalization about the possibility of developing a

reciprocal agreement to share landfill audit results. (Priority 2)
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Further, we recommend that the City Attorney's Office:

Recommendation #6:

Review Treasury's practice of assessing penalties and interest on late Solid Waste

Enforcement Fee payments and determine if special Municipal Code provisions are required.

(Priority 2)

Also, we recommend that the Finance Department:

Recommendation #7:

Develop guidelines and written procedures that assign responsibilities for processing

Disposal Facility Tax and Solid Waste Enforcement Fee payments, and include the process for

determining timeliness and assessing appropriate penalties and interest. (Priority 2)

Finally, we recommend that the ESD:

Recommendation #8:

Include the payment due date and an explanation of late payment penalties on the

Disposal Facility Monthly Report form and consult with landfill operators prior to making any

changes to the form. (Priority 3)

Recommendation #9:

Document its procedures for preparing Countywide AB 939 claims. (Priority 3)
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CITY OF SAN JOSE - MEMORANDUM

TO: Gerald A. Silva
City Auditor

FROM: Darrell Dearborn
Senior Deputy City Manager

SUBJECT: SEE BELOW

APPROVED:

DATE: September 4, 1997

DATE:

RECEIVED

SEP 0 31997

(fry AUDITOR
SUBJECT: RESPONSE TO REVIEW OF THE CITY OF SAN JOSE'S LANDFILL FEES

AND TAXES

The Administration has reviewed the City Auditor's report entitled "A Review of the City ofSan
Jose's Landfill Fees and Taxes ," and concurs with all of the substantive recommendations in it.

Our response to specific recommendations follows:

Recommendation #1
The Finance Department document that it verifies the mathematical correctness of all Disposal
Facility Monthly Reports to ensure the Disposal Facility Tax and Solid Waste Enforcement Fees
are correctly calculated. (Priority 2)

The Administration concurs with this recommendation. The revised reporting form developed
by the Finance and ESD staff provides for the verification of the mathematical calculations.

Recommendation #2
That ESD and the Finance Department eliminate duplicative mathematical steps when
processing Disposal Facility Tax and Solid Waste Enforcement Fee payments. We also
recommend that ESD and the Finance Department revise the Finance Administrative Manual to
include updated procedures for processing the Disposal Facility Tax and Solid Waste
Enforcement Fee. (Priority 2)

The Administration concurs with this recommendation. The Finance Department is currently
updating the procedures regarding the processing of the Disposal Facility Tax and the Solid
Waste Enforcement Fees.

Recommendation #3
That ESD, the Administration, or the City Auditor's Office regularly audit local landfill
operators to ensure proper landfill tax receipts and appropriate reporting of tonnages.

The Administration concurs with the need for regularly auditing local landfill operators to ensure
proper tax receipts and appropriate reporting. The City Charter provides, in part, that the
responsibility of the Finance Director is to, "verify cash receipts." Accordingly, Mr. Guthrie has
been directed to prepare a work plan and time frame for implementing this recommendation. The
Administration will advise the Finance Committee at its meeting of October 8, 1997, as to how
that work plan will be implemented and whether additional resources may be needed.

Recommendation #4
That ESD, the Administration, or the City Auditor's Office approach the County of Santa Clara
Integrated Waste Management Program about the possibility of sharing audit costs for reviewing
landfill disposal taxes and fees. (Priority 2)
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The Administration concurs with the recommendation. The Administration will pursue cost
sharing with the County.

Recommendation #5
That ESD, the Administration or the City Auditor's Office approach the State Board of
Equalization about the possibility of developing a reciprocal agreement to share landfill audit
results. (Priority 2)

The Administration concurs with the recommendation. The Administration recommends that the
City Attorney's Office approach the State Board of Equalization regarding a reciprocal
agreement.

Recommendation #6
That the City Attorney's Office review Treasury's practice of assessing penalties and interest on
late Solid Waste Enforcement Fee payments and determine if special Municipal Code provisions
are required. (Priority 2)

The Administration concurs with the recommendation.

Recommendation #7
That the Finance Department develop guidelines and written procedures that assign
responsibilities for processing Disposal Facility Tax and Solid Waste Enforcement Fee
payments, and include the process for determining timeliness and assessing appropriate penalties
and interest. (Priority 2)

The Administration concurs with the recommendation. The Finance Department is currently in
the process of documenting these procedures.

Recommendation #8
That ESD include the payment due date and an explanation of late payment penalties on the
Disposal Facility Monthly Report form and consult with landfill operators prior to making any
changes to the form. (Priority 3)

The Administration concurs with the recommendation. The revision of the Disposal Facility
Monthly Report form is being accomplished, by the Finance Department, ESD and Planning,
Building and Code Enforcement. The Finance Department will maintain the responsibility for
administering and determining the timeliness, accuracy and assessment of appropriate fees for
Disposal Facility Tax and the Solid Waste Enforcement Fees. ESD will maintain the
responsibility for the DFT tonnage reporting and the Planning, Building and Code Enforcement
Department will maintain the responsibility for the Solid Waste Enforcement Fee reporting.

Recommendation #9
That ESD document it procedures for preparing Countywide AB939 claims. (Priority 3)

The Administration concurs with this recommendation. ESD has completed the documentation
of these procedures.
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As a final comment on the Review, it should be noted that report characterizes Disposal Facility
Tax revenue not received by the City, because of recycling and other material diversions, as
"forgone" to the General Fund. To be clear, this revenue is, by policy, not paid to the City as an
incentive to reduce landfilled material, whether by recycling, diversion or composting. It is no
more "forgone" than water system revenue not received do to ultra low flow toilets or other
water conservation measures. We certainly agree, however, that eligibility for exemption from
the Tax should be verified.

The Administration would like to thank the City Auditor's office for the work performed on this
audit.

j,}~t6)~lU-~~_
j{d~ell Dearborn

Senior Deputy City Manager
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