
 

    
  OFFICE OF THE CITY CLERK             

 
AUDIT, FINANCE & ENTERPRISE COMMITTEE 

 
 
April 2, 2015 
 
The Audit, Finance & Enterprise Committee of the City of Mesa met in the lower level meeting room of 
the Council Chambers, 57 East 1st Street, on April 2, 2015, at 8:45 a.m. 
 
 
COMMITTEE PRESENT 

 
COMMITTEE ABSENT 

 
STAFF PRESENT 

   
Chris Glover, Chairman   
Alex Finter 

 Christopher Brady – Ex Officio Debbie Spinner  
Alex Deshuk 

Kevin Thompson 
 

  

   
 Chairman Glover excused Ex Officio Christopher Brady from the entire meeting. 
 
1. Items from citizens present. 
 
 There were no items from citizens present. 
  
2-a. Hear a presentation and discuss the following audits: 
 

1. Animal Control Follow-up Review 
 

City Auditor Jennifer Ruttman reported that this audit (See Attachment 1) was being presented 
merely as a formality since the report was issued in December 2014, but inadvertently omitted 
from the Committee’s January 6, 2015 meeting agenda.   
 
Ms. Ruttman explained that the audit was a follow-up review of Animal Control and noted that 
the Department had one corrective action plan to implement, which was to perform periodic 
reviews of all animal control cases to ensure timely and proper follow up. She stated that the 
corrective action plan has, in fact, been implemented.  

 
2. Police Off-Duty Employment 

 
Ms. Ruttman remarked that this audit (See Attachment 2) was conducted to evaluate internal 
controls related to the Mesa Police Department’s (MPD) Off Duty Employment Program. She 
indicated that third parties hire MPD police officers to perform security and other law 
enforcement-related services in the community. She noted that the officers are paid by the third 
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parties through the Off Duty Hiring Coordinator at the MPD.  She added that the third parties 
include certain City departments. 
 
Ms. Ruttman commented that the audit revealed that there were several areas that required 
improvement in order to ensure better transparency, control, accountability and more accurate 
data. She said that the first finding dealt with the timekeeping system in terms of what an officer 
may have been paid for off duty work hours that overlapped with City work hours and/or 
between two off duty assignments. She explained that the data in the City’s timekeeping system 
was inaccurate and referenced the audit which noted that “77% of the discrepancies were dated 
after the Officers stopped using the Kronos system to capture their actual hours worked.” She 
further commented that it becomes problematic when two timekeeping systems reflect that 
officers are on duty at two different places at the same time.  
 
Ms. Ruttman, in addition, reported that the audit recommended that the MPD resume the use of 
time clocks. She pointed out that the City has worked to increase accessibility of the equipment 
so that the officers can clock in and out from their mobile devices and make the process easier. 
She said that the MPD concurred with such a recommendation and was working with the City’s 
Payroll and Time and Labor Department in this regard. She noted that such a process will 
enable the auditors, when follow-up audits are performed, to view more reliable data that will 
hopefully demonstrate no overlap in timekeeping. She added that the MPD was also improving 
its database technology to track the off duty hours, as well as implement a review process 
internally with its Inspections Department. 
 
Ms. Ruttman reported that another area of concern was the fact that some officers exceeded 
the maximum allowable number of work hours (16) in a 24-hour period. She explained that it 
was determined that the supervisors for those individuals were not cognizant of that fact. She 
stated that the audit recommended that the MPD implement controls to address those concerns 
and noted that the Department has agreed to do so.  
 
Ms. Ruttman further commented that with regard to the MPD’s non-compliance with document 
requirements, staff had already implemented a well thought out policy for off duty employment. 
She stated, however, that the Department was not necessarily following those requirements, 
including having the officers submit the forms and maintain the necessary records. She added 
that once that information was brought to the MPD’s attention, the Department agreed to 
address that matter as well.  
 
Chairman Glover thanked Ms. Ruttman and her staff not only for identifying these problem 
areas in the MPD, but also for showing best practices on how the solutions can be 
implemented. He expressed confidence that a positive resolution could be achieved in this 
regard. 

 
3. Aquatics Program 

 
Ms. Ruttman stated that this audit (See Attachment 3) was conducted to determine whether 
internal controls are in place to ensure that the Aquatics Program revenues are safeguarded 
from loss and also to evaluate administrative processes associated with the program.  
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Ms. Ruttman explained that the auditor did not find any significant areas of discrepancy or 
missing revenue, but rather that staff was not reconciling the revenues against the system in 
such a manner to determine whether they could, in fact, encounter a problem. 
 
Ms. Ruttman noted that the Parks, Recreation and Commercial Facilities (PRCF) Department 
was encouraged to reconcile those records and update the procedures. She said that staff was 
happy to implement such suggestions.   

 
4. Light Rail Project Cost Recovery 

 
Ms. Ruttman explained that this audit (See Attachment 4) was conducted to assess whether all 
reimbursable light rail project costs are being captured and recovered in accordance with 
applicable agreements that the City has entered into with Valley Metro Rail, Inc. (METRO).  
 
Ms. Ruttman reported that the audit revealed “room for improvement” with respect to staff’s 
tracking of such costs and submitting for reimbursement. She stated that if staff had written 
procedures that outlined such a process, it would have been less likely that they would have 
missed anything. She noted, therefore, that the auditor’s first recommendation was that staff 
develop written procedures with respect to correctly calculating and obtaining reimbursement for 
eligible project costs. 
 
Ms. Ruttman commented that the second area of concern was that the Engineering Department 
failed to submit certain costs for reimbursement. She pointed out that the costs were in the 
City’s system, but said it was necessary to improve the process in order to capture that 
information. She continued that once staff was notified of the oversight, they immediately 
requested and received reimbursement for approximately $630,000 of that amount.     
 
Ms. Ruttman further remarked that fringe benefits costs (i.e., medical and dental insurance) are 
also reimbursable for this project per federal guidelines. She explained that even though Mesa 
was neither the recipient nor sub-recipient of those federal monies, it was still accountable for 
such funds as METRO is the sub-recipient. She reiterated that per the City’s agreement with 
METRO, all of the standard fringe benefit costs are covered. 
 
Ms. Ruttman stated that the audit revealed that the costs for medical and dental benefits 
associated with each hour worked by employees have not been charged to the project. She 
noted that those were the only costs that the auditor determined were not identified in the 
“project bucket.” She indicated that after the fact, a percentage of such costs have now been 
brought back into the project as an allocation for indirect costs. She pointed out, however, that 
does not help the City in recovering those costs. She added that it would be beneficial to the 
City if staff identified a way in which to capture those costs that are directly associated with 
those hours in order to receive reimbursement.  
 
Ms. Ruttman reported that such an issue leads to a Citywide problem in that it is necessary to 
direct resources to resolve this matter. She explained that there are projects in transportation, 
as well as other federally-funded projects throughout the City in which this is an issue. She 
stated that with any federal project, unless excluded, the City can pursue the recovery of similar 
fringe benefit costs which, she added, were not insignificant.   
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Chairman Glover inquired whether staff would be able to tell the vendor what the City wants to 
accomplish with respect to this issue. He suggested, for example, if the City requests that the 
vendor reprogram the system, staff could at least try to recapture the costs of the program and 
allocate those dollars to the actual project instead of overhead and administration. 
 
Manager of Technology and Innovation Alex Deshuk responded that staff has entered into 
discussions with CGI to look at the scope and magnitude of that effort in order to implement the 
changes suggested by Chairman Glover. He stated that the Accounting Department was also 
researching what changes would have to be made to the system Citywide in an effort to capture 
all of the fringe benefits and not just medical and dental costs. 
 
Chairman Glover commented that this matter has a much more long-reaching effect since it is 
not strictly related to the light rail project, but any project that has federal funds attached to it 
throughout the entire City. He urged City staff and the vendor to resolve these problems. He 
added that City participation should include not only the Budget Office or Payroll, but City 
management all the way down so that the vendor clearly understands the importance of the City 
recapturing those costs.   
 
Mr. Deshuk concurred with Chairman Glover’s remarks and assured the Committee that was 
the direction that staff was taking in this regard.  
 
Ms. Ruttman continued with her presentation and reported that the City was on track to exceed 
the total amount of the budget as stated in the original agreement. She explained that the 
original agreement understands that with the magnitude and the length of time to complete the 
project, that the total budget amount was destined to change. She stated that a process was 
built into the contract that outlined the steps to increase such amounts, as necessary. She also 
remarked that the audit revealed that the City had not requested an increase, in accordance 
with that process, and added that it was recommended that the City move forward with the 
budget change process. 
 
Ms. Ruttman commented that the last recommendation in the audit was to modify the design 
and construction agreement with METRO so that as project activities change, amendments to 
the contract can be drafted to specifically detail what those changes would be.     
 
Chairman Glover stated that he would challenge the City departments to which this issue 
applies not only to work with the City Auditor to implement the necessary changes, but also with 
City management. He noted that such efforts will ensure that the vendor correctly identifies how 
the funds should be allocated so that the City can recover not only the costs for the light rail 
project, but also for other ongoing projects.    
 
Ms. Ruttman acknowledged that there was a long list of issues that the City and the vendor 
were working on and added that such issues must be prioritized appropriately. 

 
5. Annual Credit Card Security Review 

 
Ms. Ruttman reported that this audit (See Attachment 5) was an assessment of the City’s 
operational efforts to protect customers’ credit card information, as required by the Payment 
Card Industry’s Data Security Standard (PCI DSS). She stated that the audit is a segment of the 
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PCI DSS compliance and pointed out that from an IT perspective, her staff does not audit the 
technological requirements, which are performed by the security group within the City’s ITD. 
 
Ms. Ruttman explained that the audit was “much improved” from prior years, with all of the 
corrective action plans from prior reviews having been implemented. She noted, however, that 
in the past year, compliance with annual credit card training requirements declined significantly. 
 
Ms. Ruttman commented that it was recommended that the Accounting Services Division utilize 
the Learning Center system to track compliance with training requirements and ensure that 
employees and supervisors are notified when they are due for annual training with respect to 
the new standards. She said that some of the new standards were implemented in January, 
while others will be implemented in July. She noted that one service contract was coming up for 
renewal and added that staff would ensure that the vendor is also PCI DSS compliant. 
 
Chairman Glover thanked Ms. Ruttman and her staff for their hard work and professionalism. He 
stated that the Committee not only appreciates when City departments work with the Auditor’s 
Office to ensure that the best practices are implemented, but also when the respective 
departments follow the processes and procedures that are already in place.  

 
2-b. Hear a presentation, discuss and provide a recommendation on the proposed fees and charges 

for various departments. 
 
 Office of Management and Budget Director Candace Cannistraro stated that she would facilitate 

agenda items 2-b and 2-c. She noted that all of the department directors, in addition to 
appropriate staff, were present in the audience and available to respond to any questions the 
Committee might have. 

 
Ms. Cannistraro displayed a PowerPoint presentation (See Attachment 6) and reported that 
this year, limited changes are proposed to the FY 2015/16 Schedule of Fees and Charges.  She 
offered a short synopsis of the changes submitted by the following departments: Development 
and Sustainability (See Pages 3 through 5 of Attachment 6); Engineering (See Page 6 of 
Attachment 6); Mesa Fire and Medical (See Page 7 of Attachment 6); Solid Waste Management 
(See Page 8 of Attachment 6); and Transportation. (See Page 9 of Attachment 6) 
 
Development and Sustainability Department Director Christine Zielonka addressed the 
Committee and introduced Senior Fiscal Analyst Pam Alexander. 
 
In response to a question from Chairman Glover, Ms. Zielonka clarified that Development 
Services and particularly the land development area, is charged with coming as close to full cost 
recovery as possible. She explained that staff attempts to achieve this on an average basis. She 
cited, for example, on a rezoning case, a determination would be made relative to the amount of 
staff time it would take to complete the task. She explained that due to the recession, the 
Department has not recommended any changes to its cost of services, which is primarily 
composed of personnel services.  
 
Ms. Zielonka pointed out that the “fiscal impact” is a calculation based on the number of permits 
staff estimates will be issued, the potential fiscal impact to the development community and the 
Department’s revenues to ensure that its costs are covered. She added that the last time the 
Development and Sustainability Department’s fees were increased was prior to 2008. 
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Chairman Glover inquired why the City chooses to list out “miscellaneous fees” and not have a 
blanket hourly rate like other Valley cities. 
 
Ms. Zielonka responded that Mesa does, in fact, have an hourly rate and staff knows what some 
of the miscellaneous fees are. She noted, for example, she will occasionally negotiate hourly 
fees, which provides flexibility to individuals on various projects and still covers staff costs for 
completing the work.    
 
Responding to a question from Chairman Glover, Ms. Alexander explained that on a yearly 
basis, staff conducts an analysis of Mesa’s rates as compared to those in other local 
communities. She pointed out that at the present time, Mesa is “within the cluster” of what 
comparable cities charge. She added that she would be happy to provide the statistical data to 
Chairman Glover for his review.  
 
In response to a question from Committeemember Finter, Manager of Technology and 
Innovation Alex Deshuk clarified that the City just signed a contract with a new credit card 
processor, which will immediately reduce the City’s fees by an estimated $250,000. He stated 
that it was necessary for staff to implement a variety of changes, such as security components 
and points of sale. He noted that ultimately, staff proposes to outsource all credit card 
processing so that the fees are paid by the cardholder and no longer absorbed by the City.  
 
Business Services Department Director Ed Quedens further commented that staff was finalizing 
the transition of all credit card machines over to the new provider. He stated that the e-
commerce transactions are being moved over to the new provider as well. He added that next 
week, staff and the new provider will meet to discuss the ability to transfer the transaction fees 
on to the consumer. 
 
Responding to a question from Committeemember Finter, Ms. Zielonka clarified that the 
Development and Sustainability Department was currently impacted by transaction fees in the 
range of $70,000 per year.  
 
In response to a question from Chairman Glover, Interim Solid Waste Director Patrick Murphy 
stated that solid waste customers are provided a small, in-home container that they can use to 
collect recyclable items to take out to their blue recycle barrel. He noted that the container lists 
the acceptable recyclable items and is used as an educational tool. He added that the cost of a 
container is $4.25, which is included in the proposed increase to the Solid Waste Residential 
Development Fee. 
 
Chairman Glover suggested that in future presentations, he would like staff to include in the 
PowerPoint presentation the type of “financial impact” (i.e., whether the City will generate 
revenue, recoup costs, lose money) so that Mesa residents have a better understanding of such 
impacts on the community. 
 
Ms. Cannistraro stated that she would be happy to add those items to future PowerPoint 
presentation slides.      
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2-c. Hear a presentation, discuss and provide a recommendation on the proposed utility rate 

adjustments. 
 
 Office of Management and Budget Director Candace Cannistraro displayed a PowerPoint 

presentation (See Attachment 7) and reported that although each utility within the Enterprise 
Fund is operated as a separate business center, the Fund itself is managed as a whole. She 
explained that the combined ending reserve balance will adhere to the adopted financial policy 
of at least 8% to 10% per year over the forecast period. She stated that the reserve balance can 
be used to “smooth” rate adjustments on a year-to-year basis, as well as phase in new 
programs or changes in operations. 

 
 Ms. Cannistraro provided a short synopsis of the revenue targets and indicated that the 

forecasted expenses are compared with forecasted revenues based on current rates and 
projected customer growth. She noted that for FY 2015/16, staff has determined that it will be 
necessary for the City to increase its revenues in the Enterprise Fund by approximately $12.9 
million. (See Page 3 of Attachment 7) She pointed out that the increased percentages are not 
increased rates, but rather increased revenues that are needed in order for the City to cover the 
cost of the utilities. 

 
 Ms. Cannistraro further remarked that the methods of implementation of rate adjustments vary 

from year to year based on the needs and goals of the respective utilities. She said that the 
impact on individual customers also varies based on the method of implementation and the 
consumption of services by those individuals.  

 
 In response to a question from Committeemember Finter, Ms. Cannistraro clarified that staff 

was recommending certain structural changes to the water utility, which will enable the City to 
not charge such a high rate increase for this year. She explained that last year, the City 
implemented a water utility rate increase through a flat increase of the service charge and a 
3.2% increase of the variable rate. She stated that the City received a 7% increase in revenues, 
but pointed out that the consumption of water changed the impact. She noted that last year, 
staff received a significant amount of feedback and confusion from the City’s water customers 
concerning such rates and assured the Committee that staff intended to be very clear as it 
relates to the proposed water utility rates in the upcoming fiscal year.  

 
 Ms. Cannistraro invited Interim Solid Waste Department Director Patrick Murphy to join her 

while she briefly discussed ongoing projects and efforts in the Solid Waste Department. (See 
Page 5 of Attachment 7) She noted, for example, that the conversion of the department’s diesel 
vehicles to compressed natural gas (CNG) will continue to move forward over the next six years 
in an effort to reduce future fuel costs.  

 
 Committeemember Thompson inquired whether, in addition to the reduced fuel costs, the Solid 

Waste Department has begun to realize some maintenance savings with regard to those 
vehicles that have already been converted to CNG. 

 
 Mr. Murphy responded that although the CNG conversion program has only been in existence 

for a few years, staff does anticipate some savings in the future. He noted that at this point in 
time, the maintenance costs for both diesel and CNG vehicles are somewhat similar. 
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 Ms. Cannistraro further commented that when the City acquires new vehicles, Fleet Services 

has the ability to conduct an analysis of the maintenance on the CNG vehicles as compared to 
the diesel models.   

 
 Ms. Cannistraro offered a brief overview of the recommendations for the solid waste utility rates. 

(See Page 6 of Attachment 7) She cited, for instance, that staff proposes a 5% increase on all 
residential rates, with the average residential customer’s bill increasing from $26.10 to $27.46. 
She noted that the commercial front load rates would increase by 1.2% and added that there 
was no recommendation for adjustment of the commercial roll-off rates.   

 
 Ms. Cannistraro further highlighted the electric utility rate recommendations. (See Pages 7 and 

8 of Attachment 7) She stated that it was recommended to increase the residential service 
charge component $1.41 per month, which would represent an increase from $6.50 to $7.91. 
She noted that no adjustment was recommended for the consumption component of the 
customer’s particular rate. She also indicated that the above-listed increase would result in the 
average residential customer’s bill increasing from $89.78 to $91.19 or a 1.6% increase 
(including the commodity pass-through cost). She added that staff was also considering 
developing concepts for a low income electric residential rate. 

 
 Chairman Glover stated that he was curious why the City would not impose a flat residential 

service charge, similar to Salt River Project (SRP), which would result in an increase of, 
perhaps, $8.00 as opposed to the proposed $7.91.  

 
 Energy Resources Department Director Frank McRae responded that he would not have any 

objection to Chairman Glover’s suggestion. He explained that staff creates a revenue target for 
their financial forecast and calculates as precisely as possible the number that will generate that 
additional revenue. He noted that rounding up the $7.91 amount to $8.00 would generate an 
additional $12,000 annually in revenue. He acknowledged that such an amount is not 
significant, but added that staff was attempting to be mindful of the customers who experience 
challenges paying their bills.   

 
 Chairman Glover commented that he would not be opposed to rounding up the $7.91 amount to 

$8.00, depending upon the input from his fellow Committeemembers. 
 
 Committeemember Finter recounted that over the past few years, he has questioned why the 

City charged less in the Magma area than Southwest Gas. He inquired, in a similar manner, 
why the City did not charge similar electric rates as SRP and noted that he did not see the 
advantage of Mesa charging less than the electric utility.  

 
Mr. McRae clarified that staff was simply proposing rates that would justify the services that the 
City provides to its customers. He indicated that if it were the Council’s direction that Mesa’s 
rates be equal to those of SRP, staff would proceed in that manner. He further commented that 
staff attempts to follow the cost-based rate philosophy and would also want to implement 
gradual rate changes to match those of SRP. He added that making such adjustments in one 
year would result in significant economic impacts on the customers. 
 
Committeemember Finter questioned whether the City fully accounts for the transfers to the 
Enterprise Fund. He stated that while Mr. McRae views this as the cost to provide services, he, 
on the other hand, considers the fact that Mesa does not have a primary property tax and that 
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police and fire services are paid for through the Enterprise Fund. He inquired why Mesa would 
not at least be on par with SRP and use the added revenue, not what it costs to generate 
services, as an Enterprise Fund.  
 
Mr. McRae reiterated that if that were the Council’s direction, staff would be happy to proceed in 
that manner. He explained that in reviewing the electric utility’s financial plan, it generates 
approximately $6 million in revenue that is transferred to the City’s General Fund. He noted that 
for the utility’s 16,000 customers, that is a “fair share” of the $100 million a year that is 
transferred to the General Fund. He commented that if the utility increases its rates and 
transfers the additional revenue to the General Fund, it’s important to remember that there are 
fewer types of services in the downtown area as compared to in other parts of the community, 
such as parks. He added that in his opinion, there is a balance that should be considered in 
terms of how many types of facilities or services are in one part of Mesa versus another part of 
the community. 
 
Mr. McRae, in addition, remarked that his primary focus is to determine whether the gas and 
electric utilities recover their costs of service and provide adequate and reliable services to their 
customers. He said that the current rates generate sufficient revenue to fully recover the utilities’ 
costs and also make “a pretty healthy” transfer to the General Fund that is quite a bit above the 
national average.  
 
Mr. McRae also reported that staff has used SRP as a benchmark on the electric side as it has 
used Southwest Gas as a benchmark on the gas side. He noted that for quite a few years, 
Mesa’s electric rate was “significantly above” SRP’s on the residential side and said that by 
being below SRP for a couple years, the City is offsetting those years when its rates were 
higher. He suggested that perhaps now would be the time for Mesa to start moving those rates 
“closer and closer towards equality.” 
 
Committeemember Thompson commented that staff was recommending no adjustment with 
respect to the non-residential service charge component. He inquired whether it would be 
possible to reduce the residential service charge and increase the commercial rate. 
 
Mr. McRae clarified that the relationship between Mesa and SRP’s rates are different for the 
commercial or non-residential customers. He explained that Mesa’s non-residential rates are 
significantly below SRP’s and said that for Mesa’s smaller residential customer, it’s an estimated 
16% below SRP’s comparable bill. He stated that Mesa’s commercial customers’ bills are still 
above those of SRP’s.  
 
Mr. McRae further noted that over the last few years, the strategy has been that since Mesa has 
the advantage on the residential side, that is where the City would generate the additional 
revenue to cover increased costs and inflationary pressures. He said that it would be 
advantageous for the City to keep its commercial rates as low as possible, so that over time as 
SRP raises its commercial rates and Mesa’s remain static, the rates would eventually converge.  
 
Chairman Glover concurred with Committeemember Finter’s comments that the City should 
consider mirroring its electric rates with those of SRP. He also stated that it would be a good 
first step to implement a residential service charge component of $8.00, and in the future, 
assess how to make Mesa’s rates more in line with SRP’s rather than being below or above. 
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Mr. McRae pointed out that in reviewing the demographics of the City’s service territory, in 
conjunction with developing a concept for an electric residential energy bill assistance program, 
Mesa has a very high percentage of households (i.e., customers) that fall below the poverty line. 
He said that may not be an issue that SRP faces in a similar fashion.   
 
Committeemember Finter commented that the City’s utilities are its “cash cows” that have been 
designated to fund Mesa’s vital services. He said that he would not mind “whipping those cash 
cows a little bit,” especially if there is a baseline of industry providing similar services “literally 
across the street” from Mesa’s service area. 
 
Mr. McRae reiterated that increasing the residential service charge $7.91 to $8.00 would 
generate an estimated $12,000 per year. He also noted that increasing that amount to $9.00 
would generate an additional $120,000 annually.  
 
Mr. McRae introduced Senior Fiscal Analyst Herta Fairbanks, who distributed a handout to the 
Committee titled “Electric Residential Energy Bill Assistance FY 2015/16.” (See Attachment 8)   
He stated that Chairman Glover asked him to develop a conceptual proposal to help some of 
Mesa’s low income electric customers with their bills, and specifically those who might be on 
fixed incomes. 
 
Mr. McRae reported that staff would propose to develop a program that focuses on the summer 
months when low income customers might have the greatest difficulty paying their bills. He 
explained that the City’s standard rate for the first quartile is approximately 16% lower than 
SRP’s standard bill. He stated that staff developed the concept by using SRP’s economy rate as 
a guide. He noted that comparing SRP’s economy rate customer to Mesa’s standard rate 
customer, SRP’s customer has an advantage of approximately $112.00 per year based on the 
proposed FY 2015/16 rate of $7.91.  
 
Mr. McRae offered a brief overview of Conceptual Proposal A and Conceptual Proposal B. (See 
Page 1 of Attachment 8) He noted that in both scenarios, the City would waive the customer’s 
service charge fixed amount for six months (Conceptual Proposal A) or three months 
(Conceptual Proposal B) and the customer would receive the first 80 kilowatt hours (kWh) each 
month for zero cost.  
 
Mr. McRae, in addition, remarked that if the City moved forward with such a project, he would 
suggest first implementing a pilot program during July, August and September. He noted that 
during that period of time, the impact on the electric utility would be minimized and staff could 
target those three months in which customers’ bills are likely to increase significantly as 
compared to the prior and/or subsequent months.   
 
Mr. McRae further discussed the various steps in implementing the program. (See Page 2 of 
Attachment 8)  He pointed out that staff would like to target those customers who try to minimize 
their delinquencies and pay their bills on time; have infrequent reliance on payment plans; and 
work to minimize their consumption of electricity. He added that a means by which to fund the 
program would be to round up the residential electric service charge component from $7.91 to 
$8.00 and perhaps even to $9.00 for the other customers. 
 
Chairman Glover stated that he would be comfortable starting with Conceptual Proposal B and 
staff moving forward with a pilot program in that regard. He suggested that Mr. McRae’s staff 
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work with other City departments and the City Attorney in order to draft a document outlining the 
requirements of the program. He noted that what he had in mind was helping people who are on 
fixed incomes, such as the elderly who have no source of income other than Social Security 
benefits. He added that during the summer months, it was important that those individuals have 
access to air conditioning. 
 
In response to a question from Committeemember Finter, Mr. McRae clarified that if SRP’s 
customers qualify for the 150% of the local poverty level, the utility waives its customer service 
charge for those individuals. He stated that the benefit equates to approximately $240 per year 
in savings for the residential customers that qualify for SRP’s economy rate. He pointed out that 
the City has never offered a program such as this in the form of a different rate customer 
category.   
 
Committeemember Finter expressed support for moving this item forward to the full Council for 
discussion and consideration. He noted that in his opinion, “it’s the right thing to do.” He also 
stated that the Council has put pressure on the different City utilities to be innovative and 
creative in the programs and services they offer their customers and expressed appreciation to 
Mr. McRae and his staff for their efforts and hard work in this regard. 
 
Mr. McRae thanked the Council for their support in encouraging staff to develop new ideas and 
reach out to customers.   
 
Ms. Cannistraro restated that the Committee’s recommendation to forward on to the full Council 
is that staff come back with an $8.00 residential service charge per month and also implement a 
pilot program for the electric residential energy bill assistance program.  
 
Chairman Glover confirmed Ms. Cannistraro’s statement. 
 
Ms. Cannistraro continued with the presentation and discussed the natural gas utility rate 
recommendations. (See Page 9 of Attachment 7) She reported that the commodity costs are 
passed through directly to the customers and not included in the annual rate review. She stated 
that staff recommends a service charge increase of $1.29 per month, which would result in the 
average residential customer’s monthly bill increasing from $33.55 to $34.84, including the 
commodity pass-through.  
 
Committeemember Thompson inquired why the City of Mesa does not sell CNG. 
 
Mr. McRae responded that the City has a tariff for CNG service that uses the same rates as the 
City’s co-generation. He noted that the Solid Waste Management Department converted its fleet 
at the southeast transfer station to CNG and will soon be one of the gas utility’s top five 
customers. He also explained that the City intends to build a CNG station at the East Valley 
Institute of Technology (EVIT) campus, but indicated that prior to that taking place, staff would 
like to gain as much experience and knowledge as possible through the full conversion of the 
Solid Waste fleet to CNG. He added that on a continuous basis, the City promotes CNG to the 
school systems, SRP and any major fleets that are located in Mesa. 
 
Committeemember Thompson indicated that it was his understanding that United Parcel 
Service (UPS) and other companies have converted their fleets to CNG. He stated that he was 
curious to know what it would take to attract those companies to Mesa, and perhaps to the 



Audit, Finance & Enterprise Committee 
April 2, 2015 
Page 12 
 
 

District 6 area near Phoenix-Mesa Gateway Airport. He noted that fueling stations could serve 
not only commercial fleets, but also individuals who drive CNG vehicles. 
 
Mr. McRae clarified that other utilities have built CNG stations and reiterated that staff is working 
to ensure that they “learn all of the lessons from them that they learned the hard way.” He 
reported that staff has reached out to QT since the company has begun to add CNG to some of 
their gas stations in the Midwest. He further remarked that the conversion to CNG is a fairly 
capital intensive endeavor and added that there is not necessarily an assured market that 
customers will come to a company’s gas station and purchase CNG. He added that one of the 
advantages of the EVIT station is its close proximity to a corporate entity and a school district’s 
food distribution warehouse, both of which would hopefully take advantage of its services.      
 
Chairman Glover thanked Mr. McRae for conducting research and performing outreach efforts 
as it relates to the feasibility of the City selling CNG.    
 
Ms. Cannistraro invited Water Resources Department Director Dan Cleavenger to join her for 
the presentations on the water and wastewater utility rate recommendations.  She reported that 
during recent years when the City has adjusted its water rates, staff has focused on the service 
charge. She explained that water has two components, including the fixed charge and a variable 
or consumption charge. She stated that in the past, staff has determined that the service 
charge, which provides a stable source of revenues for the water utility, was not in alignment 
with the fixed costs, regardless of the variability of consumption. She noted that during the 
recession, water consumption decreased, but the fixed costs remained the same. She added 
that last year, staff worked to align those components, with an additional flat dollar amount on 
the service charge and a lower percentage increase on the variable rate.  
 
Ms. Cannistraro remarked that staff’s target is fixed revenues at 35% to 40% of the total costs of 
the water utility and commented that the goal has been reached at this time. She said that for 
FY 2015/16, staff anticipates a target of 36% and will endeavor to maintain that goal as rates 
are adjusted in the future.  
 
Ms. Cannistraro, in addition, commented that this year, staff reviewed the variable rate to 
ensure that it was in alignment with the demands on the water system. She stated that staff 
conducted an analysis with respect to the City’s water customers and how their water 
consumption patterns vary. She explained that the analysis revealed four or five standard levels 
of residential water usage and pointed out that the high demand customers use much more 
water during the summer months as compared to their average water consumption throughout 
the year.    
 
Ms. Cannistraro displayed a graph titled “Average Residential Monthly Usage – Current Tiers,” 
which illustrates the three tiers or demand service levels. (See Page 11 of Attachment 7)  She 
noted that the variable rates include: 12,000 gallons and below; 13,000 gallons to 24,000 
gallons; and 25,000 gallons and greater. She said that 76.4% of all water bills are within the 
12,000 gallons and below range. 
 
Ms. Cannistraro, in addition, reported that it was the recommendation of staff that the average 
residential monthly usage tiers be realigned based on the current consumption patterns of the 
City’s water users. (See Page 12 of Attachment 7)  She explained that the variable rates would 
consists of 7,000 gallons and below; 8,000 gallons to 15,000 gallons; 16,000 gallons to 23,000 
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gallons; and 24,000 gallons and greater. She added that 55.4% of all of the water bills would fall 
within the first tier of water usage.  
 
Ms. Cannistraro stated that staff would further recommend that the City transition to the new tier 
structure over five years in order to decrease the annual impact to the customers, allow time for 
the customers to assess their water usage and implement conservation techniques, if possible. 
She displayed charts illustrating “5 Year Implementation – Monthly Bill Amounts” and “5 Year 
Implementation – Monthly Bill Variance.” (See Pages 14 and 15 respectively of Attachment 7)  
 
Ms. Cannistraro commented that it was important to note that a customer in a high-tier bracket 
would pay the same amount for the first 12,000 gallons of water as an individual who only uses 
12,000 gallons. She clarified that the additional rate is only on the incremental amount that goes 
into the second tier or the third tier. She added that one of the advantages of realigning the tiers 
is the ability to offer some relief on the variable rate to those customers who are not placing a 
high demand on the system. She added that staff recommends a 5% increase on the variable 
rates for all customers as opposed to a 7% increase, which they initially anticipated would be 
recommended.   
 
Ms. Cannistraro reviewed the remaining water utility rate recommendations. (See Page 16 of 
Attachment 7) 
 
Committeemember Finter stated that with all of the confusion that the City’s water customers 
experienced last year, he expressed concern that the proposed five-year transition to the new 
tier structure might be difficult to convey to those same individuals. He noted, in particular, those 
customers who are elderly and on fixed incomes.  
 
Mr. Cleavenger responded that once the five-year transition period has been completed, those 
water customers who use 7,000 gallons or less will only see a straight percentage increase and 
not the variability that the high demand water users will experience. He noted, however, that 
high demand water users, especially during the summer months, will see some variability in 
their rates in their bills.  
 
Committeemember Finter spoke regarding the current drought conditions in Arizona and 
California and inquired how the proposed rate variability would impact water conservation efforts 
in Mesa.  
 
Mr. Cleavenger clarified that as the City raises its rates, staff would anticipate an element of 
conservation and that the typical high demand water user will use less. He also noted that the 
tier one rate has not changed in 30 years and added that many water conservation efforts are 
already in place, such as xeriscaping, new high efficiency appliances and newer housing 
developments with smaller lots. 
 
In response to comments from Committeemember Finter, Mr. Cleavenger concurred that the 
proposed rate adjustments are not outside of what many Arizona communities have already 
implemented. He noted, in fact, that most of Mesa’s neighboring cities have four or five tiers and 
added that some might argue that Mesa was “a little bit behind in making this move.”  
  
Ms. Cannistraro continued with her presentation and provided a brief overview of the 
wastewater utility rate recommendations. (See Page 17 of Attachment 7) She said that staff 
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would recommend a 5% increase on all rate components. She noted that the residential 
average monthly consumption total bill is estimated to increase from $26.26 to $27.59. She 
further pointed out that wastewater rates are not subject to seasonality and added that the 
monthly rate is adjusted annually based on the winter water average usage of the individual 
customer. 
 
Ms. Cannistraro briefly reviewed the average residential customer impact of the proposed utility 
rates (See Page 18 of Attachment 7); the impact to the Enterprise Fund per the recommended 
utility rate/structure adjustments (See Page 19 of Attachment 7); the Enterprise Fund Reserves 
(See Page 20 of Attachment 7); and the Schedule for FY 2015/16 Utility Rate Consideration. 
(See Page 21 of Attachment 7) 
 
Ms. Cannistraro concluded her presentation by noting that staff was seeking the Committee’s 
direction to take the proposed utility rate adjustments to the full Council for discussion and 
consideration at the April 16, 2015 Study Session. 
 
Chairman Glover stated that it was the consensus of the Committee that staff move forward with 
the proposed utility rate adjustments to the full Council, including increasing the amount of the 
electric utility residential service charge to $8.00.  

 
2-d. Hear a presentation and discuss an overview of the City’s annual budget process. 
 
 Office of Management and Budget Director Candace Cannistraro displayed a PowerPoint 

presentation (See Attachment 9) and reported that staff was requested to provide an overview 
of the City’s annual budget process.  

 
Ms. Cannistraro explained that operational planning is embedded throughout the budget 
process and continues during the year. (See Page 2 of Attachment 9) She offered an extensive 
analysis of various steps in the budget cycle process as follows: 
 

• Financial Forecast (See Page 3 of Attachment 9) 
• Establishing Budget Priorities (See Page 4 of Attachment 9) 
• Review/Approval of Budget (See Page 5 of Attachment 9) 
• Management of Resources (See Page 6 of Attachment 9) 
• Budget Amendments/Modifications (See Page 7 of Attachment 9) 

 
Responding to a question from Committeemember Thompson, Ms. Cannistraro clarified that at 
the end of the fiscal year, if a department has any savings in its budget, those monies would 
remain, if it was a utility program, in the Enterprise Fund, and if it was a General Governmental 
program, in the General Fund. 
 
Committeemember Thompson questioned how City departments could be incentivized to find 
year-end savings and not have them taken away. He suggested, for example, if a department 
had an unfunded project that was “sitting on the shelf” that it would like to pursue, perhaps those 
dollars could be allocated in that manner.  
 
Ms. Cannistraro responded that staff has considered such a scenario in the past. She noted, 
however, that unfortunately during the recession, it was necessary for the City to use those 
monies in order to balance the budget. She also offered an extensive analysis of the process by 
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which City departments can request funding for projects, which is reviewed by the City 
Manager’s Office, and prioritized with project requests from other departments. 
 
Chairman Glover concurred with Comitteemember Thompson’s comments. He stated that if 
there were a worthwhile project that the Council and City management determined was feasible, 
realistic and could be funded with one-time savings, in his opinion, that should be considered 
and a program developed by City staff.    
 
Ms. Cannistraro, in addition, provided a short synopsis of Budget Requirements and Limitations 
(See Page 8 of Attachment 9); a Summary of City of Mesa Financial Policies (See Pages 9 
through 11 of Attachment 9); and the Legal Deadlines in the FY 2014/15 Budget Process. (See 
Page 12 of Attachment 9) 
 
Chairman Glover commented that it was important that the City have an open and transparent 
budget process that residents can understand and that also follows the Council’s Strategic 
Initiatives and the Council’s direction to the City Manager. He stated that he would like to see a 
more user-friendly budget website. He acknowledged that although the budget process is very 
complex, the basic concept is simple. He noted that unfortunately, the City’s budget website 
tends to have “information overload” and does not provide examples in brief and precise detail.  
 
Chairman Glover further remarked that he prepared a mock-up of what the budget website 
should look like, which he provided to the City Manager, so that when residents go online, they 
would be able to obtain basic information that is easy to understand. He indicated that it would 
be appropriate to maintain the hyperlinks in order to provide more in-depth information, but 
reiterated that a brief description of the basic concepts and what action is being taken by staff 
and the Council would help residents to read and comprehend the process the first time and not 
several times.  
 
Ms. Cannistraro stated that she appreciated Chairman Glover’s suggestions. She explained that 
staff have attempted to modify the website in the past, but been unable to do so due to a lack of 
resources. She indicated that staff is moving in that direction and would appreciate any 
feedback from the Council in this regard. 
 
Chairman Glover clarified that his suggestions were the result of his viewing the website and 
feedback he has received from residents in the community.  
 

2-e. Hear a presentation and discuss FY 14/15 year-to-date budget estimate modifications. 
 
 Office of Management and Budget Director Candace Cannistraro displayed a PowerPoint 

presentation (See Attachment 10) and reported that her department has prepared an overview 
of the types of budget estimate modifications that occur each year.   

 
 Ms. Cannistraro explained that the adopted budget sets the maximum that the City can spend 

during the fiscal year which, for FY 2014/15, is $1.34 billion. She stated that the City tracks 
revenues and expenses using various codes and noted that at the time of adoption, estimated 
resources needed to provide services are allocated to those codes. She added that actual 
expenses can vary from the original estimate. 
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 Ms. Cannistraro also discussed a series of topics as follows: the City’s management tools (See 

Page 3 of Attachment 10); the authorization to spend (See Page 4 of Attachment 10); and 
budget amendments/modifications. (See Page 5 of Attachment 10) She said that all requested 
modifications are reviewed for funding availability, alignment with City Council Strategic 
Initiatives and the needs of the City. She added that regardless of the reason for the 
modification, the net estimated expenses must remain at or below the expense budget adopted 
by the Council.  

 
 Ms. Cannistraro, in addition, highlighted the top ten reasons why it might be necessary for a 

department to modify its budget estimates. (See Pages 6 through 8 of Attachment 10)  
 
 Discussion ensued relative to contingency; that such monies are held at the City level; that 

when departments have a need for such funds, requests are made to the Office of Management 
and Budget, which are reviewed by the City Manager’s Office; that the FY 2014/15 adopted 
budget includes $64 million in contingency; and that amount is based on the reserve balance in 
the General Fund and the Enterprise Fund.  

 
 Ms. Cannistraro reported that staff also provided the Committee a document outlining the FY 

2014/15 Budget Modifications through March. (See Attachment 11) She pointed out that the 
items are only those modifications that were reviewed by her office and approved in FY 
2014/15. She added that this report is distributed to the City Manager’s Office each month.  

 
 Additional discussion ensued relative to a Mesa Fire and Medical Department (MFMD) budget 

modification in which $900,000 in CIP monies for outfitting replacement fire apparatus was no 
longer needed (See the first item on Page 6 of Attachment 11); that those dollars were removed 
from the Department’s budget; that the Department cited savings associated with the above-
referenced item and requested additional operational funds ($228,238); and that in Ms. 
Cannistraro’s opinion, the remainder of the $900,000 could be applied to the new Mesa 
Regional Fire and Medical Dispatch Center project as operational money to a project that is 
currently funded with bonds.     

 
 Chairman Glover thanked Ms. Cannistraro and Chief Financial Officer Mike Kennington for 

assembling all of this information for the Committee in such a timely manner. He commented 
that he was aware of the fact that the City Manager receives the monthly updates with respect 
to budget modifications. He suggested that it would also be beneficial for the entire Council to 
receive those updates, as well as an explanation of why the modifications were made. He 
suggested that the updates could be attached to the City Manager’s weekly e-mails to the 
Council. He added that this would enable the Council to view what is actually occurring in 
various City departments, especially as it relates to large sums of money.  

 
Chairman Glover further remarked that the MFMD’s $900,000 budget modification, for instance, 
is a significant portion of its budget. He stated that he finds it disconcerting that the Council is 
not made aware of those changes through formal channels. He also noted that another item, by 
way of example, is the new credit card system at the museums, which will be an ongoing cost of 
$25,000 annually. He indicated that the issue of ongoing costs is also an item that the Council 
should take into consideration. He further suggested attaching a number to the budget 
modifications, such as $25,000 or more, and said that those items should also be shared with 
the Council. 



Audit, Finance & Enterprise Committee 
April 2, 2015 
Page 17 
 
 

Responding to a question from Chairman Glover, City Attorney Debbie Spinner clarified that the 
Committee’s request for certain documents from staff would not require a change in the City’s 
financial policies.  
 
Chairman Glover thanked everyone for attending the meeting. 

 
3. Adjournment. 
 
 Without objection, the Audit, Finance & Enterprise Committee meeting adjourned at 10:58 a.m. 
 
I hereby certify that the foregoing minutes are a true and correct copy of the minutes of the Audit, 
Finance & Enterprise Committee meeting of the City of Mesa, Arizona, held on the 2nd day of April, 
2015. I further certify that the meeting was duly called and held and that a quorum was present. 
 
 

_________________________________________ 
          DEE ANN MICKELSEN, CITY CLERK 
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Date:  April 2, 2015 
 
To:  Audit, Finance and Enterprise Committee  
 
From:  Jennifer Ruttman, City Auditor  
 
Subject:  Animal Control – Follow-Up Review 
  
cc:  Mayor and Council 
 Natalie Lewis, Assistant to the City Manager 
 Diane Brady, Animal Control Supervisor 
  
  
 
 
Pursuant to the Council-approved Audit Plan, the City Auditor’s office has completed a follow-up 
review of our audit of the City’s Animal Control program.  The attached report was issued in 
December 2014, but was inadvertently omitted from the Committee’s agenda on January 6.  In 
order to ensure full transparency, it is included on the April 2, 2015 agenda.   

 

afantas
Text Box
Audit, Finance & EnterpriseApril 2, 2015Attachment 1Page 1 of 2



 

 
 

FOLLOW-UP REVIEW  CITY AUDITOR 

Report Date: December 4, 2014 
Department: Neighborhood Outreach and Animal Control 
Subject: Audit of Animal Control 
Lead Auditor: Karen Newman, Sr. Internal Auditor 

 
OBJECTIVE 
The objective of this review was to determine whether the Neighborhood Outreach and 
Animal Control department has effectively implemented the action plan presented in their 
response to our August 2013 audit of Animal Control. 
 
SCOPE & METHODOLOGY 
To accomplish our objective, we interviewed City staff members and reviewed case status 
reports and other documentation used by management to monitor Animal Control activities. 
 
BACKGROUND 
On August 1, 2013, we issued a report on our audit of Animal Control.  The objective of that 
audit was to evaluate compliance with and efficiency/effectiveness of policies, procedures 
and processes.  The report contained one recommendation and a response from 
management.   
 
In July 2014, when we began our standard follow-up process, we found the department 
needed additional clarification and time to fully implement their corrective action plan.  We 
returned to complete this follow-up review in November 2014. 
 
CONCLUSION  

2013 Audit Recommendation:  Animal Control Management should perform periodic 
reviews of all animal control cases to ensure timely and proper follow up. 
 
2013 Management Response:  At least two staff members will run weekly case status 
reports of both ACT (active) and REC (received) reports to ensure timely and appropriate 
follow up and closure. This will also allow staff to monitor additional follow up entries such as 
citations, quarantines, inspections, etc. to be conducted in a timely manner. 
 
Follow-up Conclusion:  The Corrective Action Plan has been implemented.  Case status 
reports are being reviewed and cases have been followed up on and closed timely and 
appropriately.  Additionally, a report listing “Animal Control Open Cases Older Than 30 Days” 
has been created and is reviewed weekly by the Animal Control Supervisor and her 
Supervisor.   
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Date:  March 2, 2015 
 
To:  Audit, Finance and Enterprise Committee  
 
From:  Jennifer Ruttman, City Auditor  
 
Subject:  Audit of Police Off-Duty Employment Program 
  
cc:  Mayor and Council 
 John Pombier, Deputy City Manager 
 John Meza, Interim Police Chief 
  
  
 
 
Pursuant to the Council-approved Audit Plan, the City Auditor’s office has completed an audit of 
the Mesa Police Department Off-Duty Employment Program.  The audit report is attached and 
will be presented at the next scheduled meeting of the Audit, Finance & Enterprise Committee.  
We wish to extend our appreciation to the MPD staff members for their professionalism and 
cooperation throughout the audit process.   

Please feel free to contact me with any questions or concerns.   
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AUDIT REPORT  CITY AUDITOR 

Report Date: March 2, 2015 
Department: Police 
Subject: Off Duty Employment Program  
Lead Auditor: Karen Newman 

 
OBJECTIVE 
This audit was conducted to evaluate internal controls related to MPD’s Off Duty Employment 
Program. 
 
BACKGROUND 
The Mesa Police Department (MPD) Off Duty Employment Program allows off duty uniformed 
Police Officers to provide law enforcement related services to other City departments as well as to 
outside employers.  “Contract Off Duty” jobs are those in which police services are provided to an 
outside company, person, or not-for-profit entity.  The compensation rate for contract jobs is $40 
per hour for a Police Officer or $45 per hour for a Police Supervisor (required when 4 or more 
Officers are needed).  “City Overtime Off Duty” jobs are those in which police services are 
provided to other City departments.  Officers are compensated for City Overtime Off Duty jobs at 
their individual overtime rates and the cost is charged to the requesting department.  If a police 
vehicle is required, such as for roadway construction or traffic control jobs, the vehicle usage is 
billed at a rate of $5 per hour.  Both Contract Off Duty and City Overtime Off Duty jobs are 
arranged through the MPD Hiring Unit; and all aspects of the program are administered by a Sr. 
Program Assistant, who serves as the Off Duty Hiring Coordinator.   
 
In order to be eligible to participate in the Off Duty Program, an Officer must have 1) received a 
rating of “Successful Performance” on his/her most recent Performance Appraisal Form; 2) passed 
an Internal Affairs check; and 3) submitted an approved Annual Work Permit to the Off Duty 
Hiring Coordinator.    To employ a Mesa Police Officer for an Off Duty job, contract employers are 
required to complete and sign a Temporary Employment Agreement, which lists the requirements, 
guidelines, and restrictions for Off Duty jobs.  Employers are also required to provide proof of 
commercial general liability insurance and statutory workers’ compensation insurance.  These and 
other program requirements are set forth in DPM 1.2.115, Off Duty Employment Protocols.  
Although this policy is quite detailed and includes specific consequences for non-compliance, there 
has been no effective oversight or enforcement of the policy by MPD management.   
 
SCOPE & METHODOLOGY 
The audit scope included all 6,054 Off Duty jobs worked by Mesa Officers in 2013. It did not 
include any outside employment unrelated to law enforcement.  To meet our objective, we 
interviewed staff members, reviewed MPD policies and procedures, analyzed data from the MPD 
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Off Duty Jobs database and the City’s Kronos timekeeping system, and performed other tests and 
procedures as needed.   
 
CONCLUSION  
In our opinion, more effective internal controls are needed to provide reasonable assurance that 
Off Duty work is administered in accordance with MPD policies.  Although the Department has 
detailed Off Duty Protocols in place, including specific consequences for non-compliance, there has 
been no effective oversight or enforcement of these Protocols.  In addition to extensive non-
compliance with Protocols, we found inaccurate timekeeping data entered into the City’s Kronos 
system, and inconsistent record keeping overall.  As a result, we were unable to determine with 
reasonable certainty that payments to Officers for Off Duty work were accurate and appropriate.  
Our findings are summarized below.  For detailed findings and recommendations, along with 
responses from MPD management, please see the attached Corrective Action Plans (CAPs).  
 
SUMMARY OF FINDINGS 
CAP #1 
Timekeeping data and Off Duty employment records indicate that Officers may have been paid for 
Off Duty work hours that overlapped with their City work hours.  In some cases, a Contract Off 
Duty job overlapped with the beginning or end of the Officer’s regular shift, and the Officer did not 
utilize paid leave for those hours as required by policy.  In addition, many instances were found in 
which the Officer’s Off Duty hours immediately followed or preceded their on duty hours, 
indicating that any time that may have been needed to travel or transition from one job to the 
other may have been inappropriately compensated by either the City or the outside employer.  
However, as a result of a 2013 MPD procedural change that eliminated automated timekeeping for 
Police Officers, some of these discrepancies may be attributable to inaccurate timekeeping 
records.  We are recommending improvements to timekeeping and other record keeping 
processes, stricter program guidelines to prevent overlapping shifts, and independent monitoring 
by the MPD Inspections Unit. 

 
CAP #2 
Officers exceeded the maximum allowable number of work hours (16) in a 24-hour period, without 
obtaining approval as required by Department policy.  We are recommending additional oversight 
to enforce compliance with work hour limits. 

 
CAP #3 
Documentation required by MPD Off Duty Employment Protocols has not always been completed 
and/or retained by staff.  Examples include Temporary Employment Agreements, Off Duty Time 
Sheets, Patrol Vehicle Usage Forms, insurance documents, and Annual Work Permits. Each of 
these documents serves an important purpose and is necessary to limit the City’s liability, increase 
billing accuracy, ensure accountability, and protect Police Officers and the public. We are 
recommending that controls be implemented to enforce existing documentation requirements, and 
that electronic solutions be employed to increase efficiency and accuracy.  
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CAP #1:  Overlapping of Off Duty/On Duty Hours; Unreliable Timekeeping Data 
  
Observations: Contract Off Duty work hours recorded in the Off Duty database 

coincided with hours recorded in the City’s Kronos timekeeping system 
or with other records in the Off Duty database.  These overlapping hours 
indicate that one or both of the following occurred:  
• Officers were paid more than once for the same hours worked. 
• Officers’ work hours were not accurately recorded.   

In addition, many instances were found in which the Officer’s Off Duty 
hours immediately followed or preceded their on duty hours, indicating 
that any time that may have been needed to travel or transition from 
one job to the other may have been inappropriately compensated by 
either the City or the outside employer.   

  
Comments: The MPD Off Duty Hiring Coordinator maintains a database in which she 

creates a record of every Off Duty job, including but not limited to the 
name of the employer, the Officer assigned to the job, the hours 
worked, billing information, and payments received.  Contract Off Duty 
work hours are recorded only in the Off Duty database, but City 
Overtime Off Duty work hours are recorded in both the Off Duty 
database and the City’s Kronos system, so that the Officer can be paid 
overtime for the Off Duty work hours.  Data recorded in the Kronos 
system must be completely accurate for the Officer to be paid correctly, 
and because Kronos is the official “system of record” used to document 
all time worked by non-exempt City employees. 
 
During the first 5 months of 2013, Officers clocked in and out of the 
Kronos timekeeping system to record their time worked.  This practice 
was discontinued in June 2013, when all City time worked by sworn 
Police employees began being recorded in the Kronos system by 
timekeepers throughout the Police Department.   
 
We compared the dates and hours worked on Contract Off Duty jobs 
recorded in the Off Duty database with the dates and hours worked on 
City jobs (both on and off duty) recorded in the Kronos system, and 
found overlapping time periods ranging from a few minutes to several 
hours. Approximately 300 of these discrepancies were found within the 
records we were able to test1.  The majority (77%) of the discrepancies 
were dated after the Officers stopped using the Kronos system to 
capture their actual hours worked.  It is possible that some of these 

                                                           
1 Much of the data could not be tested, because the timekeeping process changes made by MPD 
resulted in less information being captured by the Kronos system. 
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discrepancies are the result of inaccurate timekeeping data.  However, if 
that is the case, the more significant concern is that such widespread 
timekeeping inaccuracies represent even greater risks than those that 
may be associated with the Off Duty discrepancies. 

  
Recommendation: 1-1. MPD should implement more effective internal controls to ensure 

that Officers are not scheduled and/or paid for more than one 
job at a time, that Contract Off Duty employers are billed 
accurately, and that all hours worked (both on and off duty) are 
accurately recorded.  To that end, we recommend the following:  

A. Police Officers, like other non-exempt City employees, should 
be required to electronically capture their exact start and end 
times for all City work, using a time clock, computer, or other 
mobile device.  To facilitate this, the City now has a Kronos 
mobile application that enables users to clock in or out in 
seconds, from anywhere, using a smartphone.  

B. The MPD Off Duty Hiring Coordinator should develop an 
improved process to ensure that all hours worked on Off 
Duty jobs (both City and Contract) are accurately reflected in 
the Off Duty database and all Contract Off Duty employers 
are billed accurately.  

C. Officers should be prohibited from accepting Off Duty 
assignments that overlap with their regularly scheduled work 
hours. Assignments that immediately follow or precede a 
regular work shift should only be permitted when no location 
change or transition time is needed. 

1-2. To ensure compliance with all requirements of DPM 1.2.115, Off 
Duty Employment Protocols, management should implement 
additional program oversight and continuous monitoring by the 
MPD Inspections Unit.  This should include a formal structure for 
corrective action and accountability when violations are detected. 

  
Management 
Response:   

1-1.A.  Agree. 
Implementation Plan: 
The police department historically provided justification as to the 
business need to opt out of Kronos.  However, as a result of this audit, 
and previous internal time keeping issues, the MPD has noted this as an 
area for improvement.  The MPD agrees there is a significant need to 
electronically capture exact start and end times utilizing a time clock, 
computer or other mobile device, however, the MPD has also noted 
there are some instances where it may be necessary to manually input 
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employees’ start and/or end times.      
      
Accurate timekeeping can be vastly improved through better awareness 
of this issue by all sworn supervisors in addition to a random monthly 
compliance check.  The MPD Inspections Unit can develop a random 
monthly inspection of those individuals and their supervisors whom work 
off-duty jobs.  Similar inspections (to various areas of MPD) are 
conducted on a monthly basis by the Inspections Unit.     
 
Individual or Position Responsible:   
Inspections Unit 
 
Estimated Completion Date: 5/1/2015 

  
 1-1.B.  Agree. 

Implementation Plan: 
In October 2014, the off duty program system was being evaluated in 
an effort to improve accuracy and efficiency.  As part of this evaluation, 
City of Mesa ITD worked with Mesa PD IT and the Off-Duty Hiring 
supervisors to design a web-based program, which will alleviate these 
inefficiencies and increase accountability and accuracy of the Off-Duty 
Hiring recordkeeping.  This program has been scheduled as a 400 hour 
job by City ITD engineers and is slotted to begin development in 
October 2015.    
 
Off-Duty Hiring Coordinator to ensure all Off-Duty Time Sheets are 
received by members not later than 72 hours after the completion of off-
duty work.   
 
The MPD Inspections Unit will conduct a random inspection on a 
quarterly basis to ensure all hours worked are accurately reflected.  
 
Individual or Position Responsible:   
Off-Duty Unit/MPD HR/  
City ITD & Inspections Unit 
 
Estimated Completion Date: 12/31/2015 

  
 1-1.C.  Agree. 

Implementation Plan: 
As of October 2014, the off-duty hiring policy has been under review. As 
part of this review, language will be added indicating a prohibition of 
overlap with regularly scheduled work hours and that of off-duty work.  
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As well, a minimum time gap will be proposed between off-duty work 
hours and regular work hours.  An exception will be permitted for those 
instances where a location change or transition time is not needed.   
 
This policy update will be included as an inspection item on a quarterly 
basis by the MPD’s Inspections Unit.   
 
Individual or Position Responsible:   
Off-Duty Hiring Supervisor  
Inspections Unit 
 
Estimated Completion Date: 5/1/2015 

  
 1-2.  Agree. 

Implementation Plan: 
In addition to regular supervision of the Off Duty Hiring Coordinator, the 
MPD’s Inspections Unit will develop monthly and quarterly inspections as 
an oversight mechanism for the off-duty hiring program.  These 
inspections will ensure policies and procedures are consistent with off-
duty hiring practices.  The reports of these inspections will be routed to 
MPD Executive Staff for review.   
 
Individual or Position Responsible:   
MPD Inspections Unit 
 
Estimated Completion Date: 5/1/2015 

  
 
  

afantas
Text Box
Audit, Finance & EnterpriseApril 2, 2015Attachment 2Page 7 of 14



City Auditor 
Police – Off Duty Employment Program 
Audit Report 
Page 7 of 13 

CAP #2:  Combined Total Work Hours Exceeded the Allowable Maximum 
  
Observations: Some Officers exceeded the maximum allowable number of work 

hours (16) in a 24-hour period, without obtaining approval as required 
by Department policy.   
 
We identified 51 instances in 2013 when Off Duty hours combined with 
on duty hours exceeded the 16 hour maximum.  This analysis did not 
include the 300 overlapping shifts identified in CAP #1 because, in 
those instances, the number of hours actually worked could not be 
definitively determined.  Also, a significant number of other shifts were 
excluded from analysis because the specific on duty work hours were 
not recorded in the Kronos system after the timekeeping procedure 
change in June 2013. 

  
Comments: Per DPM 1.2.115, Off Duty Employment Protocols: 

“Member Requirements: … 
• Employees shall not work more than a combined total of sixteen (16) 

hours of regularly scheduled duty and Off Duty work within a 
twenty-four (24) hour period. 
o Employees must have a continuous eight (8) hour rest period 

during each twenty-four (24) hour work period.  Twenty-four 
(24) hour work period means a combination of off duty and on 
duty work. 

o Exceptions must be approved by the employee's Lieutenant or 
an on duty Lieutenant prior to working beyond the sixteen (16) 
hour restriction. 

o When exceptions are granted, the employee must have a 
continuous eight (8) hour rest period before returning to work.” 

  
Recommendation: 2-1. MPD should implement controls, such as additional management 

oversight, to ensure that Officers working Off Duty jobs do not 
exceed the maximum combined number of work hours permitted 
by Department policy.   

  
Management 
Response: 

2-1.  Agree. 
Implementation Plan: 
Incorporate this recommendation into the monthly/quarterly inspections.    
 
Conduct awareness education for Police Department Supervisors to 
monitor employees working off-duty jobs, so they are not working over 
the maximum allowable time between regular duty time and off-duty 
time.    
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Individual or Position Responsible:   
MPD Inspections Unit 
Off-Duty Hiring Supervisor 
 
Estimated Completion Date: 5/1/2015 
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CAP #3:  Non-Compliance with Documentation Requirements 
  
Observations: Forms and other documents required by the MPD Off Duty policy have 

not been completed, obtained, and/or retained by staff.  For example:  
• Temporary Employment Agreements (DPM 1.2.115F2) were not 

maintained or could not be located.  
• The Uniformed Off Duty Time Sheet (DPM 1.2.115F4), which is 

required for documenting actual Off Duty hours worked, is not being 
used. 

• The Patrol Vehicle Usage Form (DPM 1.2.115F5), which is required 
for documenting the use of a patrol vehicle on an Off Duty job, is 
not being used. 

• Updated insurance documents are not always obtained and/or 
retained as needed to ensure adequate coverage is maintained by 
employers. 

• Approved Annual Work Permits (DPM 1.2.115F3) are not always 
submitted by Officers in a timely manner.  

  
Comments: The following are excerpts from DPM 1.2.115, Off Duty Employment 

Protocols: 
 “… Temporary Employment Agreement: 

DPM 1.2.115F2, Temporary Employment Agreement is required 
from the independent company, person or not-for-profit entity 
requesting Off Duty officers, which includes proof of Workmen's 
Compensation and General Liability coverage for any COM employee 
being allowed to work.  This form must be signed by the Contract 
employers and returned to the MPD prior to Department member 
beginning the Off-Duty job. …” 
 

“… Uniformed Off Duty Employment Timesheet: 
DPM 1.2.115F4, Uniformed Off-Duty Officer Time Sheet is 
required after working an Off Duty job documenting time worked for an 
independent company, person or not-for profit entity.” 
 

“... Use of Department Equipment: …  
A fully marked police vehicle may be required on specific types of Off-
Duty jobs. That request shall be specified in the work order, and vehicle 
usage fees will cover the use of the vehicle on DPM 1.2.115F5, Off-
Duty Patrol Vehicle Usage.  …” 
 

 “… Off Duty Annual Work Permit 
Prior to working any COM Overtime Off Duty, Contract Off Duty, or 
Outside Employment, Department members must have completed and 
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submitted DPM 1.2.11F3, Annual Work Permit, approving employment 
eligibility. 
o DPM 1.2.11F3, Annual Work Permit must be renewed each calendar 

year. … 
o The original approved Off-Duty Annual Work Permit will be 

maintained by the Off-Duty Hiring Coordinator. …” 
 

The documents referenced above exist for the protection of Officers, 
Contract Employers, the City and the public. Each of them serves an 
important purpose in the administration of the Off Duty Program:  
• The Temporary Employment Agreement is critical because it 

specifically outlines the many rules, terms, and conditions 
associated with Off Duty employment, so that all parties know what 
to expect and what is required of them.  However, there is currently 
no requirement that this Agreement be periodically renewed or 
updated. 

• The Uniformed Off Duty Time Sheet is supposed to be used to 
document the actual hours worked and other information about the 
specific job and the Officer who worked it.  It also contains specific 
instructions for the Officers to help ensure they are paid correctly 
and timely.   

• The Off Duty Patrol Vehicle Usage form is supposed to be used 
to document specific information about the vehicle, as well as the 
time and location in which it was used for an Off Duty job.  This 
enables the Department to bill the employer accurately for the use 
of the vehicle. 

• The Off Duty Annual Work Permit is designed to ensure that 
only eligible Officers participate in the program.   

 
These forms have not been recently updated and, in our opinion, they do 
not capture the necessary information in the most efficient way possible.  
If they were converted to electronic forms, the information could be 
captured and imported directly into the Off Duty database, which would 
save time and improve accuracy. 

  
Recommendation: 3-1. MPD should implement controls to ensure that signed Temporary 

Employment Agreements are obtained from all Contract Off Duty 
employers, maintained in a retrievable manner, and retained in 
accordance with records retention requirements.  In addition, 
these Agreements should be subject to renewal on a periodic 
basis.  Lastly, Off Duty job requests should not be accepted from 
any employer without the required Agreement on file. 
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3-2. MPD should require that all hours worked on Off Duty jobs, and all 
Off Duty vehicle usage, be fully and accurately documented in 
accordance with Department policy.  Compliance with these 
requirements should be actively monitored, and non-compliance 
should result in suspension of eligibility for Off Duty assignments.   
 

3-3. MPD should implement controls to ensure that current insurance 
certificates are periodically obtained from employers, as needed to 
verify that required coverage is maintained.  Off Duty job requests 
should not be accepted from any employer without the required 
insurance documents on file. 
 

3-4. MPD should implement controls to ensure that only Officers with 
current, approved Annual Work Permits on file are permitted to 
work Off Duty jobs.  

 
3-5. The forms required under DPM 1.2.115 should be updated to 

ensure they capture the necessary information in the most 
efficient and effective way possible, incorporating available 
electronic solutions. 

  
Management 
Response: 

3-1.  Agree. 
Implementation Plan: 
Update MPD policy to include an annual renewal process and create a 
tracking system to utilize by off duty hiring coordinator.  This tracking 
system will identify when a company is nearing the annual expiration of 
the Temporary Employment Agreement.  Once near expiration, the off-
duty hiring coordinator will facilitate the renewal of the agreement with 
contractors.  A file system will be created to ensure accessibility to the 
agreement.     

Individual or Position Responsible:   
Off-Duty Hiring Coordinator 
 
Estimated Completion Date: 5/1/2015 

  
 3-2.  Agree. 

Implementation Plan: 
Update policy to reflect repercussion for failing to complete required 
documentation (off-duty time sheet) in a timely manner including a 
scaled suspension for off-duty employment violations.   
 
Implement protocols for the off-duty hiring coordinator to notify 
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members and members’ supervisors when documentation is not 
completed timely and accurately.   
Implement quarterly inspection as an independent compliance measure.      
 
Individual or Position Responsible:   
Off-Duty Hiring Coordinator 
MPD Inspections Unit 
 
Estimated Completion Date: 5/1/2015 

  
 3-3.  Agree. 

Implementation Plan: 
Implement this recommendation in conjunction with recommendation    
3-1.   
 
Individual or Position Responsible:   
Off-Duty Hiring Coordinator 
 
Estimated Completion Date: 5/1/2015 

  
 3-4.  Agree. 

Implementation Plan: 
In October 2014, the off-duty program system was being evaluated in an 
effort to improve accuracy and efficiency.  As part of this evaluation, City 
of Mesa ITD worked with Mesa PD IT and the Off-Duty Hiring supervisors 
to design a web-based program, which will alleviate these inefficiencies 
and increase accountability and accuracy of the Off-Duty Hiring 
recordkeeping.  This program has been scheduled as a 400 hour job by 
City ITD engineers and is slotted to begin development in October 2015.    
 
Increased supervisory oversight off the Off-Duty Coordinator will ensure 
accurate and timely Annual Work Permits are on file.    
 
As an oversight mechanism, The MPD Inspections Unit will conduct a 
random inspection on a quarterly basis to ensure all hours worked are 
accurately reflected. 
 
Individual or Position Responsible:   
City of Mesa ITD 
Off-Duty Hiring Unit 
MPD Inspections Unit 
 
Estimated Completion Date: 12/31/2015 
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 3-5.  Agree. 

Implementation Plan: 
As of October 2014, the off-duty hiring policy has been under review.  As 
part of this policy review, the off-duty hiring forms are being reviewed 
and updated where appropriate.  As well, the web-based program, as 
discussed, will incorporate these forms into an electronic system.   
 
Individual or Position Responsible:   
Off-Duty Hiring Unit 
 
Estimated Completion Date: 12/31/2015 
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Date:  March 10, 2015 
 
To:  Audit, Finance and Enterprise Committee  
 
From:  Jennifer Ruttman, City Auditor  
 
Subject:  Audit of Aquatics Program Revenue & Administration 
  
cc:  Mayor and Council 
 Kari Kent, Deputy City Manager 
 Marc Heirshberg, PRCF Department Director 
  
  
 
 
Pursuant to the Council-approved Audit Plan, the City Auditor’s office has completed an audit of 

the PRCF Aquatics Program Revenue & Administration.  The audit report is attached and will be 

presented at the next scheduled meeting of the Audit, Finance & Enterprise Committee.  We 

wish to extend our appreciation to the PRCF staff members for their professionalism and 

cooperation throughout the audit process.   

Please feel free to contact me with any questions or concerns.   
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AUDIT REPORT  CITY AUDITOR 

Report Date:   March 10, 2015 
Department:   Parks, Recreation and Commercial Facilities (PRCF) 
Subject:   Aquatics Program Revenue and Administration 
Lead Auditor: Dawn von Epp 

 
OBJECTIVE 
This audit was conducted to determine whether internal controls are in place and operating 
effectively to ensure Aquatics Program revenues are safeguarded from loss and to evaluate 
administrative processes associated with the program to ensure adequate controls are in place. 
 
SCOPE & METHODOLOGY 
To accomplish our objectives, we interviewed PRCF and Accounting Services staff members, 
conducted unscheduled site visits, observed procedures, reviewed Active and Advantage data, 
and performed other tests and procedures as necessary. 
 
BACKGROUND 
PRCF operates 9 aquatics complexes, each of which is located at a Mesa Public School.  Pools, 
special amenities such as the FlowRider, swimming lessons, and competitive team sports are 
available during the summer season.  Lap swimming is available year round at 2 pools.  
Customers can also rent pools for private parties or special events. 
 
In April 2014, PRCF implemented the Active Network system, which is used to complete point of 
sale transactions, process program registrations and pool rentals, and track program 
participation.  However, only 3 of the 9 aquatic complexes are able to utilize this new system, 
while the remaining 6 use stand-alone cash registers.  Transactions from these registers must 
be re-keyed later into the Active Network system by PRCF Registration staff.  The new “Mesa 
High” pool, which will replace the Taylor pool in 2015, will also use the new system.  The 
remaining pools will remain off-line until connectivity obstacles and budget constraints are 
resolved. 
 
CONCLUSION 
In our opinion, internal controls are in place and operating effectively to provide reasonable 
assurance that Aquatics revenues are safeguarded from loss; however, we identified a few 
opportunities for improvement in administrative processes and management oversight. A 
summary of our findings and recommendations is included below.  For more detailed 
explanations, along with responses from management, please see the attached Corrective 
Action Plans (CAPs). 

afantas
Text Box
Audit, Finance & EnterpriseApril 2, 2015Attachment 3Page 2 of 7



City Auditor 
PRCF Aquatics 
Page 2 of 6 

 

 
FINDINGS & RECOMMENDATIONS 
CAP #1 
The process used by management to reconcile season pass and punch ticket inventories was 
ineffective.  While there is no evidence that any significant losses occurred, the current process did 
not identify several minor discrepancies and it is likely that more serious discrepancies would also 
have remained undetected.  Therefore, we are recommending that the reconciliation process be 
modified to include a comparison of ending inventories, tracking logs, and recorded sales 
transactions. 
 
CAP #2 
Written procedures for some key activities are outdated or have not been created.  Several 
minor issues that were discovered during the audit might have prevented or detected sooner if 
written procedures had been in place.   We are recommending that PRCF create or update 
written procedures that provide clear guidance at a level of detail necessary to ensure critical 
tasks are completed correctly, consistently, and in accordance with management’s expectations. 
 
CAP #3 
Management did not have processes in place to identify and correct non-compliance in some 
key areas, such as voided and discounted transactions, refunds, chain of custody of cash and 
cash equivalents, cash and credit card training, and other requirements of MP 210-Cash 
Handling and MP 212-Credit Card Handling.  We are recommending that management take 
steps to ensure sufficient oversight activities are being conducted to identify and correct non-
compliance with departmental or City policies and procedures. 
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CAP #1:  Season pass/punch ticket reconciliation process needs improvement.  

  
Observation: The process used by management to reconcile season pass and punch 

ticket inventories was ineffective. 
  
Comments: Season passes and punch tickets are sold in numerical order and tracked 

using a manual logging system.  These logs are used by management as 
part of the end-of-season reconciliation process.   
 
PRCF administrative staff compares unsold inventories of season passes 
and punch tickets to the logs.  However, they do not reconcile this 
information to recorded sales.  This process failed to detect some 
discrepancies, such as sales that were not logged, sales that occurred 
out of sequence, a Flowrider 30-Punch ticket that could not be 
accounted for, and punch ticket sales that were recorded incorrectly.  
While these issues were minor, under the current process, it is likely 
that more serious discrepancies would also have remained undetected.  

  
Recommendation: 1-1. When performing the end of season reconciliation of season pass 

and punch ticket inventories, PRCF should include a comparison to 
recorded sales transactions. 

  
Management 
Response: 

1-1.  Agree. 
Implementation Plan: 
Ongoing throughout the season and as part of the end-of-season 
reconciliation process, PRCF Staff will reconcile season passes and 
punch ticket inventories to manual inventory logs and to recorded 
sales transactions in the ActiveNet reservation and registration system.  
This process will be included in the written procedures documentation. 
 
Individual or Position Responsible:   
Tammy Davenport and PRCF Finance Staff, Full-time Aquatics 
Programming Staff  
 
Estimated Completion Date: 8/7/2015 
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CAP #2:  Written procedures for key activities need to be updated or created. 

  
Observations: The following procedure documents require updates to be consistent with 

current processes and systems: 
• PRCF Guidelines 2.4 – Refund Policy 
• Aquatics Cash Handling Procedures 
• PRCF Deposit Procedures 

 
Procedure documents do not exist for the following areas: 
• Pool Runner procedures for transporting and safeguarding pool 

deposits. 
• Aquatics administrative procedures for transferring start-up funds, 

season passes, and punch tickets to pool managers, and for 
performing end of season reconciliations. 

• Internal control activities conducted by PRCF Finance personnel, 
such as validating the chain of custody of deposits and reconciling 
deposits to Advantage records. 

  
Comments: Written procedures provide the guidance necessary for consistently and 

correctly performing necessary tasks.  In addition, these documents aid in 
setting clear expectations and minimizing disruptions of essential 
operations during employee absences and turnover. 

  
Recommendations: 2-1. PRCF should update the PRCF Refund Policy, Aquatics Cash 

Handling Procedures, and PRCF Deposit Procedures to be 
consistent with current processes and systems. 
 

2-2. PRCF should create written procedures for transporting pool 
deposits, transferring aquatics start-up funds/season passes/ 
punch tickets to pool managers, performing end of season 
reconciliations, and for internal control activities conducted by 
PRCF Finance personnel, such as validating the chain of custody of 
deposits and reconciling deposits to Advantage records. 

  
Management 
Response: 

2-1.  Agree. 
Implementation Plan: 
With the implementation of the new ActiveNet reservation and 
registration system PRCF is currently updating PRCF Guideline 2.4 - 
Refund Policy, Aquatics Cash Handling Procedures, and the PRCF 
Deposit Procedures to be consistent with current processes and the 
new software system. 
 
Individual or Position Responsible:   
Tammy Davenport, Leslie Clark, Darla Armfield  
 
Estimated Completion Date: 4/9/2015 
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 2-2.  Agree. 
Implementation Plan: 
With the completion of a full season of Aquatics utilizing the ActiveNet 
registration and reservation software. PRCF Staff is currently creating 
written procedures for transferring, transporting, reconciling, and 
safeguarding of all pool funds, passes, logs and tickets.  The processes 
and procedures will include the validation and reconciliation of all such 
items by PRCF Finance personnel including the chain of custody and 
reconciliation of deposits to Advantage records. 
 
Individual or Position Responsible:   
Tammy Davenport and PRCF Finance Staff, Leslie Clark, Darla Armfield  
 
Estimated Completion Date: 4/9/2015 
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CAP #3:  Additional management oversight is needed to identify non-compliance. 
  

Observation: Management did not have processes in place to identify and correct non-
compliance in some key areas, such as: 
• Voided and discounted transactions. 
• Refunds. 
• Chain of custody of cash and cash equivalents. 
• Cash and credit card training, and other requirements of MP 210-

Cash Handling and MP 212-Credit Card Handling.  
  
Comments: Management oversight activities should be effective in identifying and 

correcting non-compliance with policies/procedures.  Some minor non-
compliance issues identified during the audit should have been identified 
through routine management oversight activities.   
• Start-up funds transfer documents were not completed. 
• Training records were not maintained to ensure staff attended cash 

and credit card handling training as required by MP 210 and MP 212. 
• No exception was obtained from Accounting for MP 210 cash 

movement requirements. 
• Refund miscalculations were not discovered. 
• Reviews of voided and discounted transactions were not 

documented. 
  
Recommendation: 3-1. Management should ensure sufficient oversight activities are being 

conducted to identify and correct non-compliance with 
departmental or City policies and procedures.  Additional oversight 
is needed in the areas of voided/discounted transactions, chain of 
custody of cash/cash equivalents, and training requirements for 
cash handling/credit card handling.   

  
Management 
Response: 

3-1.  Agree. 
Implementation Plan: 
PRCF Management will ensure oversight activities are regularly 
conducted to identify and correct non-compliance issues.  Written 
procedures and documentation of the oversight activities will be kept.  
Logs, documentation and signed rosters will be kept and regularly 
checked by PRCF Finance to ensure compliance with City and PRCF 
policies and procedures; especially MP210-Cash Handling and MP 212-
Credit Card Handling.  PRCF Staff will continue to work with City 
Accounting to ensure that cash handling and credit card training is 
available.  This will be an ongoing and continuous procedure. 
 
Individual or Position Responsible:   
PRCF Finance and Management Staff  
 
Estimated Completion Date: Ongoing 
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Date:  March 26, 2015 
 
To:  Audit, Finance and Enterprise Committee  
 
From:  Jennifer Ruttman, City Auditor  
 
Subject:  Central Mesa Light Rail Project Cost Recovery Audit  
  
cc:  Mayor and Council 
 Kari Kent, Deputy City Manager  
 Michael Kennington, CFO 
 Beth Huning, City Engineer 
 Jodi Sorrell, Transit Services Director 
  
  
 
 
Pursuant to the Council-approved Audit Plan, the City Auditor’s office has completed a Cost 
Recovery audit of the Central Mesa Light Rail Project.  The report is attached will be presented 
at the next scheduled meeting of the Audit, Finance & Enterprise Committee. 

Please feel free to contact me with any questions or concerns.  
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AUDIT REPORT  CITY AUDITOR 

Report Date: March 26, 2015 
Department: Engineering 
Subject: Central Mesa Light Rail Project Cost Recovery  
Lead Auditor: Tami Steadman 

 
OBJECTIVE 
This audit was conducted to determine whether all reimbursable light rail project costs 
are being captured and recovered in accordance with applicable agreements.  
 
SCOPE & METHODOLOGY 
To achieve our objective, we: 
• Interviewed City staff members from Engineering, Transit, and Financial Services. 
• Reviewed agreements between the City of Mesa and Valley Metro Rail, Inc. (METRO).  
• Reviewed applicable laws and other authoritative guidance regarding Federal Awards. 
• Reviewed Right of Way and Administrative budgets, as well as the specific Cost 

Allocation Plan prepared for this project. 
• Reviewed the Central Mesa Light Rail Extension project financial activity from fiscal 

year 2010/2011 through December 2014.   
 
BACKGROUND 
The Light Rail Transit program (LRT) is a regional project that extends through and 
serves the cities of Phoenix, Tempe, Mesa, and Glendale.  The cities formed a non-profit 
corporation, Valley Metro Rail, Inc. (METRO), and entered into a Joint Powers 
Agreement for the purpose of planning, designing, constructing, and operating the LRT.    
 
METRO receives funding for the entire LRT project from the Federal Transit 
Administration and other federal, state, and regional sources. The City of Phoenix, as 
majority member of METRO, is the designated recipient for the Federal funding.  METRO 
reimburses each city for property acquisition and other costs incurred for the project.  
The City of Mesa is obligated to account for all allowable costs associated with this 3.1 
mile LRT segment and submit properly documented reimbursement requests to METRO. 
 
Fiscal Impact 
The original approved budget for reimbursable costs to be expended by the City of Mesa 
for this segment was approximately $16 million.  Through December 2014, the City had 
incurred costs of approximately $15.8 million and had submitted requests to METRO for 
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reimbursement of approximately $15.3 million.  Work on this segment is expected to 
continue through fall of 2015.   
 
CONCLUSION  
In our opinion, the procedures and controls currently in place are not adequate to 
ensure that the City is recovering all reimbursable light rail project costs.   We identified 
opportunities to improve procedures, oversight, and compliance with agreements.  A 
summarized list of our findings and recommendations is included below.  For additional 
details and responses from management, please see the attached Corrective Action 
Plans (CAPs). 
 
FINDINGS & RECOMMENDATIONS 

1. No written procedures exist for calculating reimbursable costs and processing the 
related reimbursement requests; and there were insufficient controls in place to 
ensure all costs were included and/or accurately calculated. Consequently, 
reimbursement requests have been incomplete and calculated inconsistently.  We 
recommend that staff develop written procedures for how to correctly calculate 
and obtain reimbursement for eligible project costs. 
 

2. Through fiscal year 2013/2014, the City had incurred approximately $1.1 million of 
eligible costs that were not submitted for reimbursement.  When we notified 
Engineering staff, they immediately requested and received reimbursement for 
approximately $630,000 of this amount. The remaining $470,000 consists of 
approximately $310,000 in acquisition costs deposited with the Court and roughly 
$160,000 in personal services and related overhead costs.  We recommend that 
City staff reconcile previous reimbursement requests to system reports and 
recalculated payroll and indirect cost amounts for the project.   Any previously 
omitted costs should then be submitted for reimbursement. 

 
3. Through fiscal year 2013/2014, the City had expended more than the budgeted-to-

date amount; and, as of this writing, the City is on track to exceed the total 
original project budget by approximately $300,000.  The Design and Construction 
Agreement with METRO contains a budget change process, but the City has not 
requested a budget increase in accordance with that process.  If the required 
budget increases are not requested and approved in a timely manner, the City may 
not fully recover all project costs.  We recommend that the budget change process 
described in the Design and Construction agreement be utilized to formally request 
necessary budget increases as soon as possible. 
 

4. Reimbursable fringe benefit costs for medical and dental insurance have not been 
directly charged to this project since May 2013. As a result, the City has not been 
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reimbursed for these costs. We recommend that these medical and dental 
insurance costs be identified and included in all reimbursement requests for the 
remainder of this project.  We further recommend that City staff determine 
whether other projects have been and/or continue to be impacted by this issue. 
 

5. City staff did not have a copy of the federal award document which would define 
reimbursable costs.  Without referring to the award document, staff cannot be 
certain of compliance, which is required by all parties (not just the designated 
grantee) under the Joint Powers Agreement.  It is also possible that additional 
personnel-related costs could be eligible for reimbursement.  We recommend that 
City staff obtain a copy of the federal award document and verify which costs are 
eligible for reimbursement.  If necessary, reimbursable payroll and indirect 
overhead costs should be recalculated.  As a standard practice when the City 
participates in federally funded projects, even when not the designated grantee, 
staff should obtain a copy of the award document and use it to inform the process 
of accounting for project costs. 

 
6. Modifications to the Design and Construction Agreement with Valley Metro Rail, 

Inc. have been agreed to verbally, but have not been formalized in written 
amendments.  We recommend that these and all other changes agreed to by the 
City of Mesa and METRO be documented in formal amendments to the Design and 
Construction Agreement and signed by both parties. 
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CAP#1:  Inadequate Processes and Lack of Written Procedures 
  
Observation:  There were no established processes and no written 

procedures for calculating reimbursable costs and submitting 
reimbursement requests to METRO for the Central Mesa Light 
Rail Extension project.  In addition, the processes that were 
being used to identify and/or calculate reimbursable project 
costs did not include adequate internal controls to ensure all 
costs were included and/or accurately calculated.     

  
Criteria: Written procedures should be maintained for significant and/or 

complex business processes or functions, to ensure 
management’s objectives are achieved in a consistent, efficient 
and reliable manner.   

  
Comments: In order to accurately account for all project costs and submit 

all eligible amounts to METRO for reimbursement in a timely 
manner, staff must have definitive direction regarding: 
• Where and how to obtain accurate, complete cost data, 

including but not limited to staff labor and benefits costs. 
• Which costs are eligible for reimbursement and which costs 

are excluded (if any). 
• Which supporting documents are required for each type of 

expense. 
• How to correctly apply the indirect cost allocation rate. 
• Internal review processes in place to ensure accuracy and 

completeness prior to submission. 
• How and when to submit reimbursement requests.  

The staff members responsible for tracking expenses and 
submitting for reimbursement did not have established 
procedures in place to ensure the accuracy and completeness 
of the reimbursement requests.   As a result, some costs were 
not included in the reimbursement requests. In addition, 
inconsistent methods were used to calculate labor and benefits 
costs; and the indirect cost allocation rate was not applied 
correctly.   
 
A contributing factor in these issues was the fact that 
Engineering was unable to obtain clear, consistent guidance 
from the Accounting division with regard to the proper way to 
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track personal services costs and apply the indirect cost rate. 
Another significant factor was the learning curve associated 
with the financial system changes the City was undergoing at 
the time. 

  
Recommendation: 1-1. Staff should prepare formal written procedures for 

calculating reimbursable project costs and submitting 
reimbursement requests to METRO.  The procedures 
should include sufficient details and internal controls to 
minimize the risk that errors, omissions, or 
inconsistencies could occur and not be detected.  In the 
future, administrative procedures should be created for 
each unique project or agreement, incorporating the 
specific requirements applicable to that arrangement. 
 
(Note: When designing the process or developing written 
procedures, any element that staff is unable to define 
with certainty must be escalated to the extent necessary 
to resolve the issue.) 

  
Management 
Response: 

1-1.  Agree 
Implementation Plan: 
Engineering will develop processes and procedures and to 
improve internal controls. 
 
Individual or Position Responsible: 
Sr. Fiscal Analyst, Engineering (Michele Davila) 
 
Estimated Completion Date: 4/30/2015 
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CAP#2:  Unrecovered Costs 
   
Observation:  From the inception of the Central Mesa Light Rail Extension 

project through fiscal year 2013/2014, the City incurred 
approximately $1.1 million of recoverable costs which were not 
submitted for reimbursement.  When we notified Engineering 
staff, they immediately requested and received reimbursement 
for approximately $630,000 of this amount. The remaining 
$470,000 consists of approximately $310,000 in acquisition 
costs deposited with the Court and roughly $160,000 in 
personal services and related overhead costs.   

  
Criteria: Recital I of the Design and Construction Agreement states:   

"METRO will reimburse the City for certain City costs 
including, but not limited to, engineering costs, real estate 
acquisition costs, staff time, overhead, and other fees and 
costs as further described in this Agreement." 

  
Comments: To process reimbursement requests, staff relied on copies of 

invoices and other documentation (provided by other staff 
members) for amounts expended on the project, as opposed to 
running system financial reports to identify all expenditures 
charged to the project; and there was no process in place to 
reconcile the reimbursement requests to financial system data.   
 
In addition, there was no process in place to verify that the 
methods and amounts used to calculate allowable payroll costs 
and indirect overhead costs were correct. 
 
Without additional controls to ensure errors are detected and 
corrected, additional costs may be incurred and not reimbursed 
over the remainder of the project. 

  
Recommendation: 2-1. Staff should reconcile previous reimbursement requests 

to City financial reports and to recalculated payroll and 
indirect cost amounts.  Reimbursement should then be 
requested for all previously omitted costs. 

2-2. Controls should be implemented to ensure errors and 
omissions are detected and corrected prior to submitting 
additional reimbursement requests. 
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Management 
Response: 

2-1.  Agree 
Implementation Plan: 
Engineering fiscal staff will pursue reimbursement for the 
remaining portion (approximately $160,000) from Valley 
METRO.   
 
Individual or Position Responsible: 
Sr. Fiscal Analyst, Engineering (Michele Davila) 
Administrative Coordinator, Engineering (Connie Lint) 
 
Estimated Completion Date: 4/30/2015 

  
 2-2.  Agree 

Implementation Plan: 
Engineering staff has identified the issues associated with 
reimbursement cost recovery.  Going forward, staff will develop 
a process to ensure that errors and omissions are detected and 
corrected prior to submitting additional reimbursement 
requests.   
 
Individual or Position Responsible: 
Sr. Fiscal Analyst, Engineering (Michele Davila) 
Administrative Coordinator, Engineering (Connie Lint) 
 
Estimated Completion Date: 4/30/2015 
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CAP#3:  Budget Increases not Requested  
  
Observation:  Through fiscal year 2013/2014, the City had expended more 

than the original budgeted-to-date amount; and, as of this 
writing, the City is on track to exceed the total original budget 
by approximately $300,000. Although a budget change process 
is included in the Agreement, the City has not requested an 
increase in accordance with that process. 

  
Criteria: Section 10.4.3 of the Design and Construction Agreement 

outlines the budget change process, which requires “a forecast 
of planned expenditures through the end of the Project, based 
on the current schedule, for review and approval, as 
appropriate, by the City Manager and METRO’s Executive 
Director.” 

  
Comments: As the project has progressed, City and METRO staff have been 

aware that costs were running over the original budget.  
According to City staff, METRO has increased the overall LRT 
budget, but has provided only verbal assurances that all City 
project costs will be reimbursed. 
 
If budget increases are not requested in a timely manner and 
documented in an amendment to the Agreement, the City may 
not fully recover all project costs. 

  
Recommendation: 3-1. The City should follow the budget change process 

described in the Design and Construction Agreement and 
formally request budget increases as soon as possible. 

  
Management 
Response: 

3-1.  Agree 
Implementation Plan: 
Develop an internal process to monitor and manage the project 
budget on a monthly basis in order to identify budget shortfalls 
and/or discrepancies. 
 
Individual or Position Responsible: 
Project Manager, Engineering (Trevor Collon) 
Deputy Engineer, Marc Ahlstrom  
 
Estimated Completion Date: 4/15/2015 
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CAP#4:  Uncaptured and Unrecovered Fringe Benefit Costs 
  
Observation:  Reimbursable medical and dental insurance costs have not 

been directly charged to this project since May 2013. 
  
Criteria: Attachment B of OMB Circular A-87 “Cost Principles for State, 

Local, and Indian Tribal Governments” addresses selected 
items of cost which may be allowable under Federal awards.  
Regarding compensation for personal services, the Circular 
states that compensation includes but is “not necessarily 
limited to wages, salaries, and fringe benefits.”  It goes on to 
define fringe benefits as including “but not limited to, the 
costs of leave, employee insurance, pensions, and 
unemployment benefit plans.” 

  
Comments: In the City’s previous financial system, all costs (i.e. salary and 

benefits) associated with hours worked on a project were 
charged to a Work Order, which facilitated the process of 
reporting for grant purposes.  However, with the City’s new 
Payroll system, certain fringe benefit costs are no longer 
directly charged to projects.  Instead, these costs are charged 
to a default “Admin” code and may later be allocated to 
projects as an indirect charge.  As a result of this change, 
reimbursable medical and dental insurance costs have not 
been charged directly to the project since May 2013 and 
therefore have not been submitted for reimbursement.   

  
Recommendations: 4-1. Staff should determine whether medical and dental 

premium costs associated with this project can be 
identified and documented adequately to request 
reimbursement from METRO for the remainder of the 
project.  
 

4-2. Staff responsible for tracking costs on other City projects 
for reimbursement purposes should be informed of this 
issue; and these costs, if eligible, should be identified 
and recovered whenever possible/practicable.   

  
Management 
Response: 

14-1.  Agree 
Implementation Plan: 
The Engineering Department agrees that the medical and 
dental costs associated with the project need to be identified 
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and documented adequately in order to request 
reimbursement from Valley METRO.  However, this is a system 
issue that has City-wide implications.  As a result, Engineering 
met with Financial Services to request help in resolving the 
issue.  Financial Services will work on a solution. 
 
Individual or Position Responsible: 
Financial Services Director, Irma Ashworth  
 
Estimated Completion Date: 6/30/2015 
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CAP#5:  Federal Award Document not on File 
   
Observation:  City staff did not have a copy of the federal award document 

which would specify the components of pay that are eligible 
for reimbursement, as well as define all reimbursable costs. 

  
Criteria: Paragraph 4. “Federal Funding” of the Joint Powers Agreement 

states:   
"The Parties intend that the Corporation apply for and 
receive Federal funding to pay for a portion of the cost of 
the LRT.  The Corporation is authorized to apply for and 
receive Federal funding.  In conjunction with applying for 
and receiving Federal funding, the Corporation is 
authorized to bind the Parties to comply with applicable 
Federal funding requirements.  Each Party agrees to 
execute such documents and perform such acts as are 
necessary to comply with applicable Federal funding 
requirements." 

 

The City cannot be certain of compliance with all applicable 
funding requirements for this project without having a copy of 
the document which details the specific requirements. 

  
Comments: Since the City of Phoenix is the designated recipient of the 

federal funding for this project, this award is not a direct 
“grant” to the City.  As such, staff in Accounting and Grants 
Management are not tracking this project, and City staff did 
not consider it necessary to obtain and review a copy of the 
federal award document.     
 

Additionally, staff interpreted METRO’s acceptance and 
payment of their reimbursement requests as confirmation that 
the requests were accurate, complete, and compliant with all 
requirements; no further analysis of specifically defined 
allowable costs was done. 

  
Recommendations: 5-1. The Engineering department should obtain a copy of the 

federal award document and verify which costs are 
eligible for reimbursement.  If necessary, reimbursable 
payroll and indirect overhead costs should be 
recalculated. 
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5-2. In the future, when receiving federal grant funding, 
whether directly or indirectly, staff should obtain and 
review a copy of the award document, and should use it 
to inform the process of accounting for project costs. 

  

Management 
Response: 

5-1.  Agree 
Implementation Plan: 
The Project Management team will ensure that a copy of the 
agreements will be made available and accessible in the 
project file.  The Project Management team will review the 
agreements and ensure that the City is adhering to the criteria 
identified in the agreements.   
 
Individual or Position Responsible: 
Engineering Project Manager (Trevor Collon) 
Engineering Deputy Engineer (Marc Ahlstrom) 
 
Estimated Completion Date: 4/15/2015 

  
 5-2.  Agree 

Implementation Plan: 
Going forward, the Project Management team will ensure that 
a copy of the agreements will be made available and 
accessible in the project file.  The Project Management team 
will modify the agreement process to include Engineering fiscal 
staff. 
 
Individual or Position Responsible: 
Engineering Project Manager (Trevor Collon) 
Engineering Deputy Engineer (Marc Ahlstrom) 
Engineering Sr. Fiscal Analyst (Michele Davila) 
Engineering CIP Analyst (Craig Alteri) 
 
Estimated Completion Date: 4/15/2015 
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CAP#6:  Oral Amendments to the Design and Construction Agreement 
  
Observation:  Modifications to the Design and Construction Agreement with 

Valley Metro Rail, Inc. have been agreed to verbally, but have 
not been formalized in written amendments. 

  
Criteria: When terms of a contract or agreement are modified, an 

amendment should be written and signed by all parties 
showing knowledge and acceptance of the changes. 

  
Comments: The Design and Construction Agreement for the Central Mesa 

Light Rail Extension project was executed almost 4 years ago.  
As with any complex, long term project, circumstances can 
change over time making it necessary to modify the original 
terms.   

According to City staff, while representatives from both parties 
were diligent in estimating budgets and drafting project 
documents, they anticipated that changes would most likely be 
necessary as the project advanced.  According to City staff, 
however, both parties have verbally agreed to necessary 
changes, but have not formally amended the Agreement.     

  
Recommendation: 6-1. All changes agreed to verbally by the City of Mesa and 

Valley Metro Rail, Inc. should be documented as 
amendments to the Design and Construction Agreement 
and signed by both parties.   

  

Management 
Response: 

6-1.  Agree 
Implementation Plan: 
The Engineering Deputy Engineer will review the Design and 
Construction agreement and document the items that were 
verbally agreed to deviate from the agreement.  These items 
will be presented to METRO for their review and concurrence. 
 
Future material changes to this and other agreements with 
METRO will be properly documented by amendment when 
necessary. 
 
Individual or Position Responsible: 
Engineering Deputy Engineer (Marc Ahlstrom) 
 
Estimated Completion Date: 4/30/2015 
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Date:  March 26, 2015 
 
To:  Audit, Finance and Enterprise Committee  
 
From:  Jennifer Ruttman, City Auditor  
 
Subject:  Annual Credit Card Security Review 
  
cc:  Mayor and Council 
 Michael Kennington, CFO 
 Alex Deshuk, Manager of Technology and Innovation 
 Natalie Lewis, Assistant to the City Manager 
 Ed Quedens, Business Services Department Director 
 Cindy Ornstein, Arts & Culture Department Director 
  
  
 
 
Pursuant to the Council-approved Audit Plan, the City Auditor’s office has completed our annual 
credit card security review, which includes a follow-up review of the prior year’s findings.  The 
report is attached will be presented at the next scheduled meeting of the Audit, Finance & 
Enterprise Committee. 

Please feel free to contact me with any questions or concerns.  
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AUDIT REPORT  CITY AUDITOR 

Report Date:   March 26, 2015 

Department:   Citywide 

Subject:   Annual Credit Card Security Review 

Lead Auditor: Dawn von Epp 

 

OBJECTIVES 

Our annual credit card security review is an assessment of the City’s operational efforts 

to protect customers’ credit card information, as required by the Payment Card 

Industry’s Data Security Standard (PCI DSS).  Specifically, our objectives were to 

determine whether: 

 City departments maintain and enforce policies and procedures that meet PCI DSS 

requirements. 

 Individuals who handle credit card information are adequately screened and trained. 

 Management has effectively implemented all corrective action plans developed in 

response to prior PCI DSS reviews. 

 

SCOPE & METHODOLOGY 

This review was focused on assessing compliance with the operational (non-IT) 

requirements of PCI DSS, which apply to credit card handling activities at the City’s 31 

credit card acceptance sites.  Specific criteria and guidance for assessing compliance 

were provided by the PCI Security Standards Council’s Payment Card Industry (PCI) 

Data Security Standard Requirements and Security Assessment Procedures v3.0, 

November 2013.  To accomplish our objectives, we interviewed staff members; 

observed operations and processes; and reviewed policies, procedures, document 

inventories, and training records.   

 

BACKGROUND 

As a merchant that accepts credit cards, the City is required to comply with PCI DSS. 

Failure to do so could place our customers at risk for identity theft and could result in 

credit card companies levying fines or prohibiting the City from accepting credit card 

payments.  To help ensure compliance citywide, the Accounting Services Division is 

responsible for maintaining Management Policy 212 – Credit Card Handling (MP 212) 

and training individuals on PCI DSS requirements and credit card handling procedures.  

They also manage the City’s merchant accounts.  The Information Technology 

Department (ITD) is responsible for ensuring the City’s compliance with the IT-related 

requirements of the PCI DSS. 
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In November 2013, the PCI DSS was updated to Version 3.0, which provided clarification 

and guidance, as well as some changes and additional requirements designed to align 

the Standards with new technologies and emerging threats. Under Version 3.0, several 

new requirements are referred to as “best practice until June 30, 2015, after which it 

becomes a requirement”.  New requirements related to operations (non-IT) were 

incorporated into this year’s review, to assess the City’s readiness to maintain 

compliance beyond July 1, 2015.   

 

Our 2014 report included specific recommendations for three departments, along with a 

general recommendation for the City Manager’s office to clearly communicate to all 

departments the need for, and expectation of, ongoing PCI DSS compliance in the 

future.   

 

CONCLUSION 

Follow-up Review: 

In our opinion, all of the outstanding corrective actions plans from our prior reviews 

have been implemented.  For additional details, please see the attached APPENDIX. 

 

Current Review: 

Overall, we found that City credit card handling operations are in compliance with PCI 

DSS. However, over the past year, compliance with annual credit card training 

requirements has dropped significantly.  Only 20% of personnel who handle credit cards 

completed the required training in 2014, down from approximately 91% in 2013.  In 

addition, citywide and departmental policies, procedures, and credit card handling 

training materials need to be updated to comply with PCI DSS v3.0 requirements related 

to Point of Sale (POS) terminals and card swipe/dip devices.  A summary of our findings 

and recommendations is included below.  For additional details, along with responses 

from management, please see the attached Corrective Action Plans (CAPs). 

 

SUMMARY of FINDINGS & RECOMMENDATIONS 

1. Many employees who handle credit cards have not attended the required annual 

training. We are recommending that the Accounting Services Division utilize the 

Learning Center system to track compliance with training requirements and ensure 

employees and supervisors are notified when they are due for annual training.   

 

2. Citywide and departmental procedures and training materials do not meet PCI DSS 

v3.0 requirements related to POS terminals, card swipe/dip devices, and access to 

Primary Account Numbers (PANs).  We are recommending that the Accounting 
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Services Division revise the citywide procedures and training documents and ensure 

that impacted departments revise their procedures to include the new requirements. 

 

3. One department has a service agreement that involves vendor access to cardholder 

data but the agreement does not require the vendor to be PCI compliant.  We are 

recommending that this agreement not be renewed unless it is amended to include 

the requirements, and that the department should partner with Purchasing to ensure 

that PCI DSS requirements are incorporated into all agreements. In addition, to fully 

comply with PCI DSS v3.0, staff should implement a process to monitor the service 

provider’s PCI DSS compliance status and should document which requirements are 

managed by the service provider.  
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CAP #1:  Non-compliance with credit card training requirements. 

  

Observation: Many employees who handle credit cards have not attended the 

required annual training. 

  

Comments: PCI DSS requires that applicable personnel be educated upon 

hire and at least annually regarding the importance of 

cardholder data security.  These employees are also required to 

acknowledge at least annually that they have read and 

understand the associated policies and procedures. 

 

From 2013 to 2014, the percentage of credit card handlers that 

completed required annual training decreased from 91% to 

20%.   

 

The drop in compliance appears to be largely due to a change in 

training delivery systems that resulted in stopping the 

automated notifications to employees that the annual training 

was due.  Staff also cited as a contributing factor a lack of 

awareness of when training was being offered.  

  

Recommendation: 1-1. Accounting Services should track compliance with credit 

card training requirements and ensure employees and 

supervisors are notified when they are due for annual 

training. We recommend that the Learning Center system 

be used to accomplish this.  In addition, a communication 

plan should be implemented to help ensure information on 

available training reaches those who need it.  

  

Management 

Response: 

1-1.  Agree. 
Implementation Plan: 

Learning Center does not have the capability to track or notify 
individual employees of upcoming training requirements or 
training completion dates. Accounting Services had been in 
contact with ITD and working with ITD prior to this audit to 
modify the Learning Center to facilitate this, however this is still 
a work in progress and ITD is actively working this project. We 
would anticipate this project being completed by end of fiscal 
year 2015. In the interim, Accounting Services will track CC 
Handling training requirement due dates manually and manually 
notify employees of upcoming CC Handling Training due dates.  
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Employees were notified of available CC Handling Training via 
“Featured” postings on the Learning Center which gave notice of 
live CC Handling classes and were often notified directly via 
email or phone call. Notification generally made approximately 
2-3 weeks prior to a training session. Going forward, in addition 
to continued use of a “Featured” posting on Learning Center, 
Accounting Services will send email notifications/reminders to all 
department Fiscal Analyst so that they can notify their members 
of upcoming training and / or due dates for recurring training 
requirements. 
 
To further assist with tracking and formalize the designation of 
citywide Credit Card Handlers, as a process does not currently 
exist, Accounting Service is implementing a Credit Card Handler 
registration process whereby departments will be required to 
complete a Credit Card Handler registration form listing 
designated Credit Card handlers. This Form will also incorporate 
an acknowledgement of card handler training requirements and 
understanding of City Policy and Procedure. Form will require 
card handler manager’s signature. 
 
Individual or Position Responsible:   

Joseph Scalmato 
 
Estimated Completion Date:  6/30/2015 
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CAP #2:  Procedures and training materials require updates.  

  

Observation: Procedures and training materials do not meet PCI DSS v3.0 

requirements. 

  

Comments: PCI DSS v3.0 includes new requirements related to procedures 

and training content for locations that utilize Point of Sale (POS) 

terminals and/or card swipe/dip devices to gather cardholder 

data during sales transactions.  Some requirements became 

effective 1/1/15 while others do not go into effect until 7/1/15. 

  

Recommendation: 2-1. Accounting Services should revise the “CC101 Minimum 

Required Credit Card Handling Procedures” and related 

training materials to include the new PCI DSS 

requirements related to tampering and substitution 

inspections on POS terminal and card swipe/dip devices.  

The new requirements should be disseminated to all 

personnel with a need to know. 

 

2-2. Accounting Services should ensure that departmental 

credit card handling procedures are updated as follows: 

 Arts & Culture, Library Services, Materials & Supply, 

Municipal Court, Police and PRCF should incorporate 

into their procedures the new POS terminal and card 

swipe/dip device requirements. 

 

 Municipal Court and Tax Audit & Collections should 

include in their procedures a list of roles that need 

access to displays of full Primary Account Numbers 

(PANs) along with the business need for such access.  

The PAN masking requirements should also be included. 

  

Management 

Response: 

2-1.  Agree. 
Implementation Plan: 

“CC101 Minimum Required Credit Card Handling Procedures” 
have been updated to include the new PCI DDS requirements. 
These will be distributed at upcoming live training sessions, 
emailed to current credit card handlers, and a notification posted 
on Inside Mesa regarding revised Credit Card Handling 
Procedures. 
 

afantas
Text Box
Audit, Finance & EnterpriseApril 2, 2015Attachment 5Page 7 of 12



City Auditor 
Annual Credit Card Security Review 
Page 7 of 11 

Individual or Position Responsible:   

Joseph Scalmato 
 
Estimated Completion Date: 6/30/2015 

  

 2-2.  Agree. 
Implementation Plan: 

Accounting Services will provide all departments with updated 
Minimum Required Credit Card Handling Procedures, which 
include the PCI DSS v3.0 revisions, and request that all 
departments update their procedures accordingly and then 
submit their revised procedures to Accounting Services for 
review and approval. The referenced departments above will be 
included in the process. 
 
Individual or Position Responsible:   

Joseph Scalmato 
 
Estimated Completion Date: 6/30/2015 
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CAP #3:  Service provider contract should require PCI compliance.  

  

Observation: A service provider contract allows the vendor to have access to 

customers’ cardholder data, but does not require the vendor to 

be PCI compliant. 

  

Comments: The City has an agreement with a service provider that does not 

require that the service provider be responsible for cardholder 

data security and does not require that they provide evidence of 

PCI compliance annually.  In addition, the vendor is not listed as 

PCI compliant on the Visa Global Registry of Service Providers, 

and the vendor’s web site does not indicate that they hold any 

comparable certifications that would mitigate the risk of using a 

service provider not listed as PCI compliant.   
 

The original 1-year agreement was established in 2006, prior to 

the City being required to comply with PCI DSS, and has been 

automatically renewed every year without being amended.   
 

An agreement with a service provider with access to customers’ 

cardholder data should require that the service provider be 

responsible for cardholder data security and that they provide 

evidence of PCI compliance annually.  In addition, the City is 

required to document which PCI DSS requirements are managed 

by the vendor and to have a process in place to monitor the 

vendor’s compliance status.   Without these protections, the City 

is exposed to a higher risk of loss if the vendor does not secure 

cardholder data. 

  

Recommendation: 3-1. The department should partner with Purchasing to ensure 

that this agreement is not renewed unless it is amended 

to incorporate the PCI DSS requirements.   
 

3-2. City staff should document which PCI DSS requirements 

are managed by the vendor and should implement a 

process to monitor the vendor’s PCI DSS compliance 

status. 

  

Management 

Response: 

3-1.  Agree. 
Implementation Plan: 

The vendor has provided the COM with documentation that 
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shows proof of PCI compliance.  When we renew or seek 
proposals in the future all contractual language will include the 
requirement for PCI compliance. 
 
Estimated Completion Date: 5/1/2015 

  

 3-2.  Agree. 
Implementation Plan: 
The City’s contract administrator is developing a process to ensure 
that applicable vendors certify that they are PCI DSS compliant.  
 
Individual or Position Responsible:   
Tom LaVell, Contracts Administrator 
 
Estimated Completion Date: 6/30/2015 
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APPENDIX 

Follow-up Review of 2014 CAPs 


= Implemented ♦= In Progress   X = Not Implemented 

Corrective Action Implementation Status  

i.d.e.a. Museum (formerly AMY) 

Recommendation:  AMY should ensure that 

current fiscal year credit card receipts are 

secured at all times and that credit card records 

that exceed the retention schedule are 

destroyed.  In addition, the Friends of AMY 

credit card terminal should be configured to 

require a password to process refunds.  All 

credit card terminal passwords should be 

actively managed to ensure that passwords are 

known only by employees who need them to 

perform their job duties, and that passwords are 

changed periodically, including when there is 

staff turnover or when the passwords are 

thought to have been compromised.   

 

Management Response:  “AMY has secured 

current year credit card receipts in a locked 

filing cabinet, and has destroyed all other credit 

card records.  The Friends of AMY credit card 

terminal is now password protected when a 

refund is required.” 

Implemented 

The i.d.e.a. Museum has 

appropriately secured current 

receipts and receipts that 

were past their retention 

schedule have been 

destroyed.   All POS 

terminals are now password 

protected for processing 

refunds.   

 

Financial Services, Accounting Services Division 

Recommendation:  Accounting Services 

Division should destroy the numerous credit 

card documents stored by the City’s off-site 

provider that are now well beyond the retention 

date.   At the time of this review, there were at 

least 196 cartons known to contain credit card 

data that were past due for destruction (i.e. 

Implemented  

The 196 cartons containing 

credit card data that were 

past the retention schedule 

were destroyed; and a 

Document Retention 

Destruction Procedure was 
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= Implemented ♦= In Progress   X = Not Implemented 

Corrective Action Implementation Status  

more than 7 years old).  This has been a finding 

in all 5 of our PCI DSS reviews; therefore, 

management should also develop an improved 

internal control mechanism to ensure 

compliance with credit card document retention 

policies in the future. 

 

Management Response:  “The cartons 

containing credit card documents have been 

destroyed.  We are currently writing procedures 

to ensure ongoing compliance with document 

retention standards.” 

developed to ensure future 

compliance. 

Library Services, Mesa Express Library 

Recommendation:  

The Mesa Express Library (MEL) should ensure 

ongoing compliance with departmental credit 

card handling procedures, which require that: 

1. Credit card terminal passwords are 

changed annually or when there is 

turnover of staff. 

2. Transaction receipts and all other 

cardholder data, including balancing and 

audit reports, are secured at all times. 

 

Management Response:  “The password for 

MEL’s credit card terminal has been reset and 

will be reset again at least annually.  Staff has 

been trained on all policies and procedures to 

ensure future compliance.  Additionally, 

Management Policy 210 and 212 as well as 

Library procedures for cash and credit card 

handing will be reviewed with all library 

supervisors annually. Receipts are now stored in 

a secure location.” 

Implemented 

The Mesa Express Library 

reset the password on the 

credit card terminal.  In 

approximately July 2014 the 

terminal was replaced with a 

terminal that performs both 

chip and swipe functionality, 

and which utilizes a 

password formula which 

changes daily.  Receipts 

have been appropriately 

secured. 
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FY 15/16 Fees & C
harges Sum

m
ary 

A
pril 2, 2015 

 
P

resented by the O
ffice of M

anagem
ent and B

udget 

C
ity of M

esa 

1 
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FY
 2015-16 Fees &

 C
harges 

     

2 

•
D

evelopm
ent &

 S
ustainability 

•
E

ngineering 

•
M

esa Fire and M
edical 

•
S

olid W
aste M

anagem
ent 

•
Transportation 
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D
evelopm

ent &
 S

ustainability 
 

3 

P
lanning  

•
N

o Financial Im
pact 

•
R

evise language to provide better clarification 

•
D

elete the fee for the G
eneral P

lan Land U
se M

ap 
since the inform

ation is now
 available on the C

ity’s 
w

ebsite 
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D
evelopm

ent &
 S

ustainability 
 

4 

D
evelopm

ent S
ervices 

•
Financial Im

pact $70,000 

•
Increase M

anufactured H
om

es, P
ark M

odels and 
R

ecreational V
ehicles fees to align w

ith the cost of 
providing plan review

 and inspection services 

•
R

evise language to provide better clarification. 

•
U

pdate the hourly rate and m
inim

um
 num

ber of 
hours for various residential and com

m
ercial 

services to align w
ith cost of providing the service 
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D
evelopm

ent &
 S

ustainability 
 

5 

D
evelopm

ent S
ervices (continued) 

•
Increases in various O

ther M
iscellaneous Fees 

•
C

lerical update to the M
esa D

evelopm
ent Im

pact 
Fees to indicate that the Library Im

pact Fees are no 
longer being collected 
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E
ngineering 

6 

 

•
Financial Im

pact $25,000 

•
C

reate new
 annual W

ireless C
om

m
unication 

Facilities Fee based on the cubic feet of equipm
ent 

placed in the C
ity’s right-of-w

ay and public utility 
easem

ents 
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M
esa Fire and M

edical 

7 


Financial Im

pact $14,254 


Increase the Fire Inspection Fees to bring the 
program

 closer to cost recovery 
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S
olid W

aste M
anagem

ent 

8 

•
Financial Im

pact $30,000 

•
Increase the S

olid W
aste R

esidential D
evelopm

ent 
Fee for new

 single-residence (attached and 
detached) dw

elling units to cover the cost of 
purchasing and delivering trash and recycle 
containers 
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Transportation 

9 

•
N

o Financial Im
pact 

•
A

dd the am
ount for P

ole types L &
 S

 that w
ere 

inadvertently left off the fee schedule for deposits 
charged to contractors that borrow

 C
ity-ow

ned traffic 
signal equipm

ent 

•
R

em
ove the “inform

ational only” am
ounts that are 

listed for contractor installed speed hum
ps 
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FY 15/16  

U
tility R

ate R
ecom

m
endations 

Audit, Finance and Enterprise C
om

m
ittee 

April 2, 2015 
Presented by the O

ffice of M
anagem

ent and Budget 

 

C
ity of M

esa 
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Enterprise O
perations 

 
E

ach utility is operated as a separate business center 

C
om

bined E
nding R

eserve B
alance adheres to the 

adopted financial policy of at least 8-10%
 over the forecast 

period 

R
eserve balance can be used to sm

ooth rate adjustm
ents 

year-to-year 

R
eserve balance can be used to phase in new

 program
s 

or changes in operations 

 

2 
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R
evenue Targets 

3 

Forecasted expenses are com
pared w

ith forecasted 
revenues based on current rates and projected 
custom

er grow
th 

In FY
 15/16, the follow

ing increase in revenues is 
needed to accom

m
odate the estim

ated costs 
  

U
tility

Revenue
Increase

Electric
197,000

$           
1.2%

N
atural Gas

770,000
$           

2.9%
W

ater
6,201,000

$       
5.2%

W
astew

ater
3,673,000

$       
5.2%

Solid W
aste

2,099,000
$       

4.2%
Total

12,940,000
$     
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R
ate Adjustm

ent Im
plem

entation 

M
ethods of im

plem
entation of rate 

adjustm
ents can vary from

 year to year based 
on needs and goals of the individual utilities 

 Im
pact on individual custom

ers can vary 
based on the m

ethod of im
plem

entation and 
the custom

er consum
ption of services 

 

4 
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Solid W
aste U

tility R
ate R

ecom
m

endations 

•
C

N
G

 conversion continues to m
ove forw

ard over the 
next six years to reduce future fuel cost 

•
C

ost of capital investm
ent creates pressure in early 

years w
ith relief anticipated to begin in FY 18/19 

•
Tw

o new
 contracts that w

ill provide funds for recycling 
education and outreach program

 

•
The tools and technology to further assist in m

aintaining 
a top-rated, com

petitive, custom
er service driven 

business operation are being continually review
ed and 

upgraded 

  
5 
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Solid W
aste U

tility R
ate R

ecom
m

endations 

•
5%

 increase on all residential rates 
•

R
esidential 90 gallon barrel rate: $1.27 per m

onth, from
 

$25.45 to $26.72 

•
R

esidential 60 gallon barrel rate: $1.14 per m
onth, from

 
$22.72 to $23.86 

•
M

esa G
reen and C

lean Fee: $0.09 per m
onth, from

 $0.65 to 
$0.74 

•
A

verage residential custom
er increase: $1.36 from

 $26.10 to 
$27.46 

•
1.2%

 increase on C
om

m
ercial Front Load rates 

•
C

om
m

ercial R
oll O

ff rates: no recom
m

endation for adjustm
ent 

at this tim
e. 

  
6 
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Electric U
tility R

ate R
ecom

m
endations 

•
R

esidential S
ervice C

harge com
ponent: $1.41 per m

onth, 
from

 $6.50 to $7.91 

•
C

onsum
ption com

ponent of rate: N
o adjustm

ent 
recom

m
ended 

•
A

verage residential custom
er: $1.41 per m

onth, from
 $89.78 

to $91.19, 1.6%
 (Including com

m
odity pass-through cost)  

•
S

econd proposed increase since FY
 03/04 

•
N

on-residential rates: N
o adjustm

ent recom
m

ended 

•
D

eveloping concepts for Low
 Incom

e E
lectric residential 

 

7 
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Electric U
tility R

ate R
ecom

m
endations 

•
P

roposed service charge of $7.91 is: 

•
$10.59 per m

onth less than S
R

P
’s S

um
m

er M
onthly 

S
ervice C

harge of $18.50 

•
$12.09 per m

onth less than S
R

P
’s W

inter M
onthly 

S
ervice C

harge of $20.00 

•
M

onthly bills during calendar year 2014 w
ere 

approxim
ately $8.97 less per m

onth than if served by 
SR

P ($107.64 less per year)  

•
C

om
m

odity costs for pow
er are passed through to the 

custom
ers and are not included in the annual rate review

  

 

 
8 
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N
atural G

as U
tility R

ate R
ecom

m
endations 

•
A

ll custom
ers S

ervice C
harge: increase $1.29 per m

onth 

•
R

esidential custom
ers sum

m
er: from

 $10.82 to $12.11 
per m

onth 

•
R

esidential custom
ers w

inter: from
 $13.75 to $15.04 per 

m
onth 

•
A

verage residential custom
er m

onthly bill: from
 $33.55 to 

$34.84, 3.8%
 (Including com

m
odity pass-through)  

•
C

om
m

odity costs for natural gas are passed through to the 
custom

ers and are not included in the annual rate review
  

  

9 
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W
ater U

tility R
ate Structure 

•
C

ity previously focused on better aligning fixed revenues 
w

ith fixed costs.  Target is fixed revenues at 35-40%
 of total 

costs.  FY
 15/16 estim

ated at 36.3%
 

•
W

ater consum
ption per account has declined in recent 

years:  m
ore w

idespread use of w
ater saving appliances, 

sm
aller num

ber of people per household, less landscaping 
and m

ore w
ater conservation aw

areness 

•
R

esidential w
ater tiers are based on dem

ands on the 
system

.  The current tier levels do not align w
ith standard 

usage patterns 

•
A

nalysis revealed four or five standard levels of 
residential w

ater usage 

10 

afantas
Text Box
Audit, Finance & EnterpriseApril 2, 2015Attachment 7Page 10 of 22



Avg. R
esidential M

onthly U
sage – C

urrent Tiers 

0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25
2009-07

2009-09

2009-11

2010-01

2010-03

2010-05

2010-07

2010-09

2010-11

2011-01

2011-03

2011-05

2011-07

2011-09

2011-11

2012-01

2012-03

2012-05

2012-07

2012-09

2012-11

2013-01

2013-03

2013-05

2013-07

2013-09

2013-11

2014-01

2014-03

2014-05

2014-07

2014-09

2014-11

Usage Ratio (kgal/Bill) 

EDCBA

76.4%
 of all w

ater bills 

17.3%
 

6.3%
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Avg. R
esidential M

onthly U
sage – Proposed Tiers 

0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25
2009-07

2009-09

2009-11

2010-01

2010-03

2010-05

2010-07

2010-09

2010-11

2011-01

2011-03

2011-05

2011-07

2011-09

2011-11

2012-01

2012-03

2012-05

2012-07

2012-09

2012-11

2013-01

2013-03

2013-05

2013-07

2013-09

2013-11

2014-01

2014-03

2014-05

2014-07

2014-09

2014-11

Usage Ratio (kgal/Bill) 

EDCBA

55.4%
 of all w

ater bills 

10.3%
 

6.3%
 

28.0%
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W
ater U

tility R
ate Structure R

ecom
m

endation 

C
urrent R

esidential Tier Structure: 
 

First 3,000 gallons included in service charge    
   

  4,000 – 12,000 gallons 
 

13,000 – 24,000 gallons 
 

25,000 gallons and greater 
  R

ecom
m

ended R
esidential Tier Structure at full im

plem
entation: 

 
First 3,000 gallons included in service charge 

 
  4,000 –   7,000 gallons 

 
  8,000 – 15,000 gallons 

 
16,000 – 23,000 gallons 

 
24,000 gallons and greater  

 Transition to new
 tier structure over five years to decrease annual 

im
pact to custom

ers and to allow
 tim

e for custom
ers to assess 

w
ater usage and apply conservation techniques if possible   

  
 

13 
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5 Year Im
plem

entation – M
onthly Bill Variance 

V
A

R
$ -M

O
N

TH
LY

 B
ILL

V
A

R
%

 - M
O

N
TH

LY
 B

ILL
Y

R
1

Y
R

2
Y

R
3

Y
R

4
Y

R
5

Y
R

6
Y

R
1

Y
R

2
Y

R
3

Y
R

4
Y

R
5

Y
R

6

30
kgal

$10.29
$11.31

$12.42
$13.62

$13.89
$9.38

8.2%
8.3%

8.4%
8.5%

8.0%
5.0%

29
kgal

$9.84
$10.82

$11.89
$13.05

$13.27
$9.02

8.1%
8.3%

8.4%
8.5%

8.0%
5.0%

28
kgal

$9.39
$10.33

$11.36
$12.48

$12.65
$8.66

8.1%
8.2%

8.3%
8.5%

7.9%
5.0%

27
kgal

$8.94
$9.84

$10.83
$11.91

$12.03
$8.30

8.0%
8.1%

8.3%
8.4%

7.8%
5.0%

26
kgal

$8.49
$9.35

$10.30
$11.34

$11.41
$7.94

7.9%
8.1%

8.2%
8.4%

7.8%
5.0%

25
kgal

$8.04
$8.86

$9.77
$10.77

$10.79
$7.58

7.8%
8.0%

8.2%
8.3%

7.7%
5.0%

24
kgal

$7.59
$8.37

$9.24
$10.20

$10.17
$7.22

7.7%
7.9%

8.1%
8.3%

7.6%
5.0%

23
kgal

$6.80
$8.04

$8.90
$9.84

$9.79
$6.90

7.2%
8.0%

8.2%
8.4%

7.7%
5.0%

22
kgal

$6.01
$7.71

$8.56
$9.48

$9.41
$6.58

6.7%
8.0%

8.3%
8.4%

7.7%
5.0%

21
kgal

$5.80
$6.80

$8.22
$9.12

$9.03
$6.26

6.8%
7.4%

8.4%
8.6%

7.8%
5.0%

20
kgal

$5.59
$5.89

$7.88
$8.76

$8.65
$5.94

6.8%
6.7%

8.5%
8.7%

7.9%
5.0%

19
kgal

$5.38
$5.67

$6.85
$8.40

$8.27
$5.62

6.9%
6.8%

7.7%
8.8%

8.0%
5.0%

18
kgal

$5.17
$5.45

$5.82
$8.04

$7.89
$5.30

7.0%
6.9%

6.9%
8.9%

8.1%
5.0%

17
kgal

$4.96
$5.23

$5.59
$6.88

$7.51
$4.98

7.1%
7.0%

7.0%
8.1%

8.2%
5.0%

16
kgal

$4.75
$5.01

$5.36
$5.72

$7.13
$4.66

7.3%
7.2%

7.1%
7.1%

8.3%
5.0%

15
kgal

$4.54
$4.79

$5.13
$5.48

$5.83
$4.34

7.4%
7.3%

7.3%
7.2%

7.2%
5.0%

14
kgal

$4.33
$4.57

$4.90
$5.24

$5.58
$4.08

7.6%
7.4%

7.4%
7.4%

7.3%
5.0%

13
kgal

$4.12
$4.35

$4.67
$5.00

$5.33
$3.82

7.8%
7.6%

7.6%
7.6%

7.5%
5.0%

12
kgal

$3.91
$4.13

$4.44
$4.76

$5.08
$3.56

8.0%
7.8%

7.8%
7.8%

7.7%
5.0%

11
kgal

$2.33
$3.91

$4.21
$4.52

$4.83
$3.30

5.1%
8.1%

8.1%
8.0%

7.9%
5.0%

10
kgal

$2.19
$2.25

$3.98
$4.28

$4.58
$3.04

5.0%
4.9%

8.3%
8.3%

8.2%
5.0%

9
kgal

$2.05
$2.11

$2.23
$4.04

$4.33
$2.78

5.0%
4.9%

5.0%
8.6%

8.5%
5.0%

8
kgal

$1.91
$1.97

$2.08
$2.20

$4.08
$2.52

5.0%
4.9%

5.0%
5.0%

8.9%
5.0%

7
kgal

$1.77
$1.83

$1.93
$2.04

$2.15
$2.26

5.0%
5.0%

5.0%
5.0%

5.0%
5.0%

6
kgal

$1.63
$1.69

$1.78
$1.88

$1.98
$2.08

5.0%
5.0%

5.0%
5.0%

5.0%
5.0%

5
kgal

$1.49
$1.55

$1.63
$1.72

$1.81
$1.90

5.0%
5.0%

5.0%
5.0%

5.0%
5.0%

4
kgal

$1.35
$1.41

$1.48
$1.56

$1.64
$1.72

5.0%
5.0%

5.0%
5.0%

5.0%
5.0%

3
kgal

$1.21
$1.27

$1.33
$1.40

$1.47
$1.54

5.0%
5.0%

5.0%
5.0%

5.0%
5.0%

2
kgal

$1.21
$1.27

$1.33
$1.40

$1.47
$1.54

5.0%
5.0%

5.0%
5.0%

5.0%
5.0%

1
kgal

$1.21
$1.27

$1.33
$1.40

$1.47
$1.54

5.0%
5.0%

5.0%
5.0%

5.0%
5.0%

0
kgal

$1.21
$1.27

$1.33
$1.40

$1.47
$1.54

5.0%
5.0%

5.0%
5.0%

5.0%
5.0%
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W
ater U

tility R
ate R

ecom
m

endations 

•
A

ll custom
ers: 5%

 increase on all rate com
ponents 

•
R

esidential S
ervice C

harge: $1.21 per m
onth, from

 $24.14 to 
$25.35 

•
R

esidential average m
onthly seasonal consum

ption:      
$1.87 per m

onth, from
 $17.81 to $19.68 

•
R

esidential average m
onthly seasonal consum

ption total bill: 
$3.08, from

 $41.95 to $45.03, 7.3%
 

•
The C

ity average m
onthly consum

ption is about 9,600 
gallons how

ever seasonality takes into account high dem
and 

sum
m

er m
onths that experience som

e w
ater consum

ption in 
tier 2.  The resulting im

pact is greater than a straight 9,600 
gallons per m

onth.  

16 
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W
astew

ater U
tility R

ate R
ecom

m
endations 

•
A

ll custom
ers: 5%

 increase on all rate com
ponents 

•
R

esidential S
ervice C

harge: $0.82 per m
onth,                  

from
 $16.40 to $17.22 

•
R

esidential average m
onthly consum

ption: $0.51 per m
onth, 

from
 $9.86 to $10.37 

•
R

esidential average m
onthly consum

ption total bill: $1.33, 
from

 $26.26 to $27.59, 5.1%
 

•
W

astew
ater rates are not subject to seasonality.  The 

m
onthly rate is adjusted annually based on the w

inter w
ater 

average usage of the individual custom
er 

  
17 
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Average R
esidential C

ustom
er Im

pact 

18 

 
 

U
tility   

 
M

onthly 
A

nnual 
 

 
S

olid W
aste  

$1.36  
$16.32 

W
ater  

 
$3.08  

$36.96 
W

astew
ater 

 
$1.33  

$15.96 
Total 

 
 

$5. 77  
$69.24 

 E
lectric 

 
$1.41  

$16.92 
 

 
N

atural G
as  

$1.29  
$15.48 
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 Enterprise Fund Fiscal Im
pact 

The FY
15/16 recom

m
ended utility rate/structure 

adjustm
ents are anticipated to m

eet the revenue 
increase target of $12,940,000 
 

19 

U
tility

Revenue
Electric

197,000
$           

N
atural Gas

770,000
$           

W
ater

6,201,000
$       

W
astew

ater
3,673,000

$       
Solid W

aste
2,099,000

$       
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Enterprise Fund R
eserves 

20 
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Schedule for FY 15/16 U
tility R

ate C
onsideration 

 
A

pril 16 – C
ity C

ouncil D
iscussion of U

tility R
ates 

 
M

ay 4 – Introduce U
tility R

ate O
rdinances 

 
M

ay 18 – C
ity C

ouncil A
ction on U

tility R
ates 

 
July 1 – E

ffective date for U
tility R

ate changes 

  
21 
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ELECTRIC RESIDENTIAL ENERGY BILL ASSISTANCE FY 2015/16 

BACKGROUND 

• ~ 13,900 total Mesa residential electric customers  
o Increased consumption in summer  months causes bill spikes 

• Mesa’s current & proposed residential electric rates are lower than SRP’s standard rate 
o 16% lower for first quartile consumption; 10% less for Average consumption 

• Use SRP’s Residential “Economy Rate” as guide 
o ~ $110/yr less than Mesa’s proposed FY 15/16 rate  
o 11% less for average residential consumption  

CONCEPTUAL PROPOSAL A 

• Comparable to bills under SRP’s Economy Rate program 
• Focus bill reductions in six summer months 

o Reduce Electric residential System Service Charge during six summer months to zero 
o Proposed FY 15/16 rate = $7.91 / month 
o Implement 3 tiers 

 1st tier of 80 kWh / month @ $0.0000/kWh 
• Electric Bill Reduction of $ 77.88 per year; ~ 5% higher than SRP Economy 

PROPOSAL A   
INCOME LEVEL # OF CUSTOMERS REVENUE IMPACTS 
$ 25K OR LESS 4,758 $ 370,553 
$ 35K OR LESS 6,851 $ 533,556 

 

CONCEPTUAL PROPOSAL B 

• Reduce Electric residential System Service Charge to zero during 3 highest summer month bills 
(July, Aug, Sep) 

o Proposed FY 15/16 rate = $7.91 / month 
o Implement 3 tiers 

 1st tier of 80 kWh / month @ $0.0000/kWh 
o Electric Bill Reduction of $ 38.94 per year 

PROPOSAL B   

INCOME LEVEL # OF CUSTOMERS REVENUE IMPACTS 

$ 25K OR LESS 4,758 $ 185,277 

$ 35K OR LESS 6,851 $ 266,778 
 

C:\Users\AFantas\AppData\Local\Microsoft\Windows\Temporary Internet 
Files\Content.Outlook\Z5LV3F0M\low income resid_1516_concept_040115.docx 
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IMPLEMENTATION 

• Pilot Program 
o Gain understanding of customers’ needs 
o Identify & define the specific, narrow issue wanting to address 
o Manage participation limits & related revenue loss 
o Additional staffing requirements  

• Eligibility & Qualification of applicants  
o Income verification & limits 

 Additional staffing needed 
o Target customers with minimal delinquencies & infrequent reliance on payment plans 

• Round up proposed Residential “Electric System Service Charge” to $ 8.00 / $ 9.00 per month  

C:\Users\AFantas\AppData\Local\Microsoft\Windows\Temporary Internet 
Files\Content.Outlook\Z5LV3F0M\low income resid_1516_concept_040115.docx 
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The A
nnual B

udget P
rocess 

April 2, 2015 
 

Presented by the O
ffice of M

anagem
ent and Budget 

C
ity of M

esa 

1 
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The B
udget C

ycle 
     

2 

1. Forecast 
R

evenues and 
Expenditures 

2. C
ity C

ouncil 
R

eview
s Strategic 

Plan and 
Establishes B

udget 
Priorities 

3. B
ase B

udget 
G

uidelines 
Established 

4. D
epartm

ents 
Prepare 

O
perational Plans 

5. D
epartm

ents 
Subm

it B
ase 

B
udget and 

Funding R
equests 

6. O
M

B
/C

ity M
anager 

R
eview

 D
epartm

ent 
B

udgets and 
Perform

ance Plans 

7. C
ity C

ouncil 
R

eview
s D

epartm
ent 

B
udgets and 

Signficant Issues 

8. C
ity M

anager 
Subm

its B
udget to 

C
ity C

ouncil 

9. C
ity C

ouncil 
Establishes 

Tentative B
udget 

10. C
ity C

ouncil 
Seeks Public Input 

11. C
ity C

ouncil 
Adopts Final 

B
udget 

12. D
epartm

ents 
R

eview
 Progress 

Tow
ard Achieving Plan 

D
esired O

utcom
es 

O
perational Planning is em

bedded 
throughout the budget process and 

continues during the year 

afantas
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Financial Forecast 

3 

•
Financial forecasting plays a m

ajor role in the 
budget cycle 

•
The C

ity runs m
ulti-year analysis of revenues and 

expenditures 

•
H

istorical trends, current events and analysis of 
future econom

ic indicators are incorporated into the 
forecast 

•
The forecast is used as a fram

ew
ork for M

esa’s 
elected officials and executive team

 in m
aking 

im
portant resource decisions 

•
Forecasting is a continuous process 
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Establishing Budget Priorities 
 

4 

•
C

ity C
ouncil holds a planning w

orkshop each year 
w

here the C
ity’s strategic plan is review

ed as w
ell 

as the latest financial forecast 

•
B

ase budgets for departm
ents are established 

according to anticipated resources 

•
D

epartm
ents prepare operational plans that include 

desired outcom
es, necessary resources and 

m
ethods of evaluating progress 

•
O

perational plans and associated financial 
resources are subm

itted by the departm
ents 
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R
eview

/Approval of Budget 

5 

•
D

epartm
ents review

 operational/perform
ance plans 

and budget requests w
ith the O

ffice of M
anagem

ent 
and B

udget (O
M

B
) and the C

ity M
anager’s O

ffice 

•
P

relim
inary/proposed budget inform

ation is 
presented to the C

ity C
ouncil through various 

reports and presentations 

•
C

ity C
ouncil feedback is incorporated into the plans 

and a balanced budget is presented to the C
ity 

C
ouncil 

•
C

ity C
ouncil holds a public m

eeting and then takes 
action on the annual budget and five-year C

IP
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M
anagem

ent of R
esources 

6 

•
B

udget to actual financial review
 

•
D

epartm
ents have real-tim

e access to their financial 
data.  M

onthly sum
m

ary reporting is available through 
m

ultiple avenues   

•
Target to actual perform

ance review
 

•
D

epartm
ents enter perform

ance actuals once a m
onth.  

M
onth to m

onth com
parison data is available to review

 
and analyze trends 

•
M

esaS
tat m

eetings 

•
C

ity M
anager m

eets w
ith departm

ents on a regular basis 
to review

 perform
ance targets and receive financial 

status updates 
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Budget Am
endm

ents/M
odifications 

7 

•
A

ll requested m
odifications are review

ed for funding 
availability, alignm

ent w
ith C

ity C
ouncil strategic initiatives 

and the needs of the C
ity 

•
The adopted budget sets the annual m

axim
um

 expenditure 
am

ount that can be spent by the C
ity 

•
In order to achieve the desired outcom

es, departm
ent 

directors m
ay realign resources w

ithin their departm
ent 

•
S

om
e requests m

ust be review
ed by O

M
B

 and approved by 
the C

ity M
anager’s O

ffice: budget adjustm
ents betw

een 
departm

ents or betw
een funds, additional positions or 

vehicles, increase in needed resources 

afantas
Text Box
Audit, Finance & EnterpriseApril 2, 2015Attachment 9Page 7 of 13



Budget R
equirem

ents and Lim
itations 

 

8 

C
ity of M

esa is bound by: 

 
The A

rizona C
onstitution 

 
S

tate of A
rizona statutes 

 
The C

ity C
harter 

 
G

enerally A
ccepted A

ccounting P
rinciples 

 
C

ity Financial P
olicies 
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Sum
m

ary of C
ity of M

esa Financial Policy Areas 

9 

1) 
The A

nnual B
udget:  the adopted budget needs to be 

 
balanced, m

onitored and include perform
ance 

 
m

easures.  The C
ity M

anager m
ay institute changes to 

 
the operating budget during the fiscal year as budget 

 
trends dictate. 

2) 
Fund B

alances and C
ontingency Fund Targets: the 

 
adopted budget w

ill m
aintain an unrestricted funds 

 
balance of 8-10%

 per fiscal year in key funds. 

3) 
Fees and C

harges: the policies to provide a 
 

consistent, stable, fair and appropriate m
eans to fund 

 
public services. 

4) 
D

ebt Issuance and M
anagem

ent: the policies and 
 

guidelines to appropriately issue debt according to 
 

state and federal guidelines. 
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Sum
m

ary of C
ity of M

esa Financial Policy Areas 10 

5)  
C

apital Im
provem

ent Program
 (C

IP) and A
sset 

 
R

eplacem
ent: the provision for a rolling five-year 

 
projection of the city’s capital projects to identify future 

 
financial requirem

ents as part of the overall financial 
 

forecast. 

6) 
Investm

ents and C
ash Equivalents: the policies for 

 
the investm

ent of C
ity resources to balance risk and 

 
return w

hile preserving sufficient liquidity. 

7)  
Financial R

eporting: the policies to report the C
ity’s 

 
finances in a w

ay to satisfy both m
anagem

ent and 
 

the transparency needs of governm
ent. 
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Sum
m

ary of C
ity of M

esa Financial Policy Areas 11 

8) 
Long R

ange Planning and Forecasting: the policies 
 

to accurately assess future finances to allow
 resource 

 
allocation adjustm

ents as necessary. 

9) 
R

isk M
anagem

ent: the policies designed to protect 
 

against losses that w
ould affect the ability to provide 

 
on-going services and reduce risk overall. 

10) 
A

m
ending and U

pdating Financial Policies: these 
 

policies are subject to regular review
 and w

ill be 
 

revised as needed. 
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Legal D
eadlines in FY 14/15 Budget Process 

12 
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13 
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B

udget E
stim

ate M
odification P

rocess 
FY

 2014/15 E
xam

ples 
A

pril 2, 2015 
 

P
resented by the O

ffice of M
anagem

ent and B
udget 

C
ity of M

esa 

1 
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O
verview

 of Process 

2 

•
Adopted budget sets the m

axim
um

 that the city can 
spend during the fiscal year 

•
FY 14/15 m

axim
um

 is $1.34 billion 

•
The city tracks revenues and expenses using 
various codes such as D

epartm
ent, Activity, U

nit, 
Fund/Subfund, O

bject . . . 

•
A

t the tim
e of adoption, estim

ated resources 
needed to provide services are allocated to the 
various codes 

•
A

ctual expenses can vary from
 the original 

estim
ate 
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Better M
anagem

ent Tools 
 

3 

•
The process for budget m

odification has not 
changed but the tools available have significantly 
im

proved  

•
N

ew
 financial system

 allow
s for better day-to-day 

m
anagem

ent of allocated resources 

•
E

stim
ates are able to be updated in real tim

e, 
usually sam

e day, w
ithout losing the original 

allocation am
ounts 

•
O

M
B

 uses the year-to-date actual expenditures and 
the revised budget estim

ates to project year-end 
expenditures 
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Authorization to Spend 

4 

•
M

odifications to budget estim
ates do not change 

the authority needed to expend the funds 

•
C

hanges to positions or additions of fleet vehicles 
m

ust be approved by the C
ity M

anager’s O
ffice 

•
P

urchases and contracts m
ust follow

 C
ity/S

tate 
policy and be approved by the C

ity C
ouncil 

•
The adopted budget sets the annual m

axim
um

 
expenditure am

ount that can be spent by the C
ity 
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Budget Am
endm

ents/M
odifications 

5 

•
A

ll requested m
odifications are review

ed for funding 
availability, alignm

ent w
ith C

ity C
ouncil strategic 

initiatives and the needs of the C
ity 

•
S

om
e requests m

ust be review
ed by O

M
B

 and 
approved by the C

ity M
anager’s O

ffice: budget 
adjustm

ents betw
een departm

ents or betw
een 

funds, additional positions or vehicles, increase in 
needed resources 

•
R

egardless of the reason for the m
odification, the 

net estim
ated expense budget m

ust rem
ain at or 

below
 the expense budget adopted by the C

ity 
C

ouncil. 
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Exam
ples of M

odification Types 

6 

1) 
A

 departm
ent needs to m

ove funding betw
een 

 
different units, activities or object type w

ithin their 
 

departm
ent. 

2) 
A

 departm
ent needs to m

ove funding betw
een an 

 
operating fund and a capital fund or change the

 
funding source of an item

. 

3) 
A

 departm
ent needs to m

ove funding from
 their 

 
departm

ent to a different departm
ent because 

 
roles/responsibilities have changed. 

4) 
The budget estim

ate includes carryover funding 
 

for item
s that ended up being received in the prior 

 
year.  The carryover funding is rem

oved from
 the 

 
departm

ent. 
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Exam
ples of M

odification Types 

7 

5) 
The budget estim

ate includes a grant that is not 
 

aw
arded or an intergovernm

ental agreem
ent that 

 
is not entered into.  The funding is rem

oved from
 

 
the departm

ent.  A
 departm

ent receives a grant 
 

that w
as not anticipated.  Funding is added to the 

 
departm

ent. 

6) 
A

 departm
ent experiences unexpected costs and 

 
cannot cover them

 w
ithin their budget allocation. 

7) 
A

 departm
ent experiences or anticipates higher 

 
activity that results in both increased revenues 

 
and increased expenses.  A

 departm
ent subm

its 
 

a business plan for increasing activities/expenses 
 

and funding the increase w
ith an anticipated 

 
increase in revenue.  
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Exam
ple of M

odification types 

8 

8) 
A

n error occurred during the initial budget allocation 
 

and needs to be corrected. 

9) 
The annual allocation for a C

apital Im
provem

ent 
 

P
rogram

 (C
IP

) or Lifecycle project needs to be 
 

m
odified.  

10) 
The m

ethod of allocating costs or tracking of 
 

expenditures is m
odified during the fiscal year. 

A
ttachm

ent 1 contains a listing of the budget estim
ate 

m
odifications that have been review

ed by O
M

B
 and approved 

in FY
 14/15.  M

odifications that m
ove funding w

ithin a 
departm

ent or betw
een departm

ents are not included. 

A
 sum

m
ary report is distributed to the C

ity M
anager’s O

ffice 
each m

onth.   
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