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Audit Strategy Memorandum (ASM)

Auditor of State of Ohio, Performance Audit Section
	 CLIENT:
	City of Lakewood

	 LOCATION:
	Cuyahoga County

	 AUDIT PERIOD:
	2007 & 2008


Preliminary Planning Approval

Planning activities have been appropriately discussed and are sufficient to prepare an adequately tailored audit program (7.06). The following written audit plan documents key decisions about the audit objectives, scope, and methodology and the auditors’ basis for those decisions. The plan also includes proposed audit objectives, relevant risks, audit scope and methodology, available evidence, and staffing and other resources (7.50-7.51)
ASM Approval
	
	Name
	Date

	Audit Manager (or other with equivalent authority)
	Danielle Lorenz
	4/9/08

	Senior Audit Manager
	Wm Rouse
	4/8/08

	Assistant Chief Auditor/Chief Auditor 
	Mate Rogonjic
	4/14/08


Audit Purpose and Type
Overall Audit Purpose/Objective

In January 2008, the City of Lakewood (the City) engaged the Auditor of State’s Office (AOS) to review certain aspects of the Police Division, Building and Housing Division, Fire Division, Public Works Department, financial, and health care management, and performance measurement for overall efficiency and effectiveness. However, because municipalities are required to adopt an annual budget by April 1 (ORC § 5705.38
), the City requested that AOS conduct the audit in two phases with phase one focusing on cert
ain aspects of the City’s financial management while phase two would focus on the remaining areas. 

The overall objective of this engagement is to review and evaluate the selected areas based on identified best practices, statutory requirements, and comparisons with selected peer cities.  Recommendations will be developed for increasing the efficiency and/or effectiveness of operations and, where possible, to achieve cost savings. 
As the scope for phase 1 was strictly defined, audit plans for phase 1 were fully developed prior to fieldwork, the City requested the results of phase 1 as soon as possible, and planning for phase 2 was being completed during the fieldwork and reporting stages for phase 1, this ASM was finalized after the completion of phase 1 (interim report).   
	Assessment Types
	Program Effectiveness
	Economy, and Efficiency
	Internal Control
	Compliance


Approval of Modifications to the Audit Strategy made during the Audit Process
	Major modifications made after the completion of planning (7.07) 
Due to Brock Bryzgot’s medical leave, his assigned work will be reassigned to the remaining staff members. 

See D1.1 for modifications to the police department audit plan
See F1.1 for modifications to the fire department audit plan. 

See G1.1 for modifications to the public works department audit plan.

	

	Approval of Modifications

	
	Name
	Date

	Audit Manager (or other with equivalent authority)
	Danielle Lorenz
	4/16/08

	Senior Audit Manager
	Wm Rouse
	4/16/08

	Assistant Chief Auditor/Chief Auditor 
	Mate Rogonjic
	4/16/08


	Understanding the Nature of the Program (7.13)


Nature and Profile of Program, Program Purpose and Goals, Efforts and Program Operations, Outputs and Outcomes (7.15)
The City is located in northeast Ohio approximately five miles west of the City of Cleveland. The City is primarily a residential community that covers approximately 5.7 square miles and consists of approximately 57,000 citizens.  The 2000 U.S. Census reported a median income of approximately $40,500 for the City and approximately 9.0 percent of the population lives below the Federal poverty level. 

The City is governed by a full-time Mayor, who is elected and serves a four-year term, and a seven member City Council. All Council members serve in a part-time capacity for staggered four-year terms. Established by charter, the City consists of six departments including the Law Department, Finance Department, Department of Planning and Development, Department of Public Safety (includes Police, Fire, Building and Housing divisions), Department of Public Works (includes parks and public property, streets and forestry, fleet management, water and wastewater collections, wastewater treatments, refuse and recycling, Winterhurst ice rink, and engineering divisions) and Department of  Human Services (includes aging, health, youth, early childhood, and animal control divisions). A director, who is appointed by and reports to the Mayor, heads each department
. In 2007, the City’s General Fund budget totaled approximately $35.3 million
, which supported 536 full-time employees and 232 part
-time and seasonal staff. 
Role of the audit in providing information for decision making
The audit will assist the City in determining its current financial condition (2008) and the long-term outlook (2009 through 2013). The audit will also assist the City in managing financial, health care and performance measurement issues, and improve the overall efficiency of the Police, Building and Housing, Fire, and Public Works Divisions.

Potential Report Users (7.10)
An awareness of potential users’ interests and influence can help auditors understand why the program operates the way it does.  This awareness can also help auditors judge whether possible findings could be significant to various users.  Users of this performance audit may include (check potential users):

Management ___X__; Citizens and Media __X___; Legislative Body __X___; Oversight Bodies _____; and 
Others (list) ___________________________________________________.
Internal controls significant to audit objectives (7.16-7.22): Including effectiveness and efficiency of program operations, compliance with applicable laws and regulations, provisions of contracts or grant agreements, and safeguarding of assets and resources.
The following documents will be used to assess internal controls which are significant to the audit objectives: City Charter and various policies, departmental handbooks, collective bargaining agreements, results of past financial audits, historical revenue and expenditure information, historical and current staffing levels, departmental interviews, and a review of significant purchased service contracts as they relate to specific audit objectives.  Audit objectives and data reliability tests were designed to assess internal controls.  If internal controls are determined to be weak, a recommendation will be made to strengthen control procedures.  However, the internal controls related to financial reporting appear reliable as the 2005 and 2006 financial audits gave the City an unqualified opinion on its financial statements and indicated that there were no material control weaknesses at the financial statement level. Additionally, the City provided cash basis records which reported total revenues and expenditures in 2006 of $37.3 million and $34.7 million, respectively. By comparison, the cash basis records from the 2006 financial audit shows the City’s total revenues at $37.3 million and the expenditures at $35.0 million. 
The differences in the expenditure figures are likely due to how the encumbrances are handled for GAAP financial reporting purposes. See B4.1 for the detailed test. 
Significant Information System Controls (7.23-7.26)
	The records provided by the City’s financial system are considered reliable for this performance audit based on the 2005 and 2006 financial audits classifying the City as a low risk auditee, and the 2006 cash records being materially consistent with audited financial statements. It should be noted that the 2007 financial audit was not complete at the time of this engagement and could not be used for data reliability testing purposes
. The controls for any other information system processes/software will be reviewed as they relate to specific audit objectives.  


Relevance and Reliability of Information 
	The audit staff will review relevance and reliability of the data used and, if necessary, test the data as a part of the work steps to complete the assessments outlined in the audit plans. These data validity and reliability tests will be included in each of the audit documentation summaries (see the summaries in the respective sections).  In addition to the financial systems test noted above, other key tests will include staffing data provided by the various divisions, relevant operational data (e.g., workload measures), and the reported use of software to automate procedures in specific divisions.


Compliance with Laws, Regulations, Administrative Rules, Contract or Grant Requirements significant to the audit objectives (7.15a, 7.28-7.29)
	Laws & Regulations

ORC § 5705.38
 (budget legislation) 

ORC § 5705
.39 (balanced budget definition)

Other applicable Ohio Revised Code provisions will be reviewed as they relate to specific objectives of the audit. As a charter city, the City of Lakewood has 
additional ability to adopt local rules and ordinances that supplement the ORC statutes. A copy of the City’s charter can be found in A2e.52. 


Fraud risk factors that significantly affect audit objectives (7.30-7.32) and any additional procedures designed to provide reasonable assurance of detecting fraud risk or factors significant to audit objectives
	None noted.


Situations or transactions indicative of abuse of a government program (7.33-7.34) and any additional procedures taken to determine if the abuse has occurred and its effect on audit results
	None noted.


Significant matters from past financial and performance audits or reviews by other oversight bodies that may affect the current audit objectives (7.36)
	None noted. 


Potential Criteria (7.37-7.38) and Extant Peer Group Performance Measurers 

	External organizations and “peer” sources will be used to provide comparative information and benchmarks. The peers for this audit will include the City of Euclid, the City of Cleveland Heights, the City of Kettering, the City of Akron, and the City of Cuyahoga Falls (Akron and Cuyahoga Falls will only be used for selected assessments).


Sources of Evidence (7.39-7.40)
	Sufficient and appropriate audit evidence will be obtained as needed during the audit of each section (see audit programs in each section). Modifications and/or disclosure will be made if unable to obtain sufficient and appropriate evidence.


Work of Others (7.41-7.43) 

	The City Council, through Ordinance Resolution 8167-07, requested a study of various City departments to identify potential areas for improvements and savings. As a result, the City formed a committee of local citizens with a variety of backgrounds to review certain departments. The committee formally released the Structural Balance Task Force Report (SBTFR) on November 15, 2008. 
The performance audit will review this report and determine the overall reasonableness of the recommendations in Phase 1. 


	Significant Matters and Risk (7.04-7.05)


The concept of significance assists auditors throughout a performance audit, including when deciding the type and extent of audit work to perform, when evaluating results of audit work, and when developing the report and related findings and conclusions. Significance is defined as the relative importance of a matter within the context in which it is being considered, including quantitative and qualitative factors.
Audit risk is the possibility that the auditors’ findings, conclusions, recommendations, or assurance may be improper or incomplete, as a result of factors such as evidence that is not sufficient and/or appropriate, an inadequate audit process, or intentional omissions or misleading information due to misrepresentation or fraud. The assessment of audit risk involves both qualitative and quantitative considerations.

Significant Matters and Risks

	The City is facing a deficit balance of $4.1 million in 2008 based on a forecast created by the Finance Department. In the absence of operational changes, the deficit is projected to increase to $47.3 million 
by 2013. In response to the deficits, the Mayor indicated that the City will be making staffing reductions, re-evaluating the health care program, and working with the unions to renegotiate certain provisions within the collective bargaining agreements during 2008.  
The City’s staffing levels and health care program will be evaluated as specific objectives of this performance audit (see audit objectives section below). The collective bargaining agreements will be reviewed indirectly if the auditor determines that a contractual provision contributes to inefficient cost or staffing ratios.




	Engagement Objectives and Scope


Deliverables
	The final report will include background information, findings, recommendations, and summary of financial implications. Draft reports will be made available as they are completed and a post audit conference is tentatively planned for October, 2008
. The final report will be released to the public approximately two to four weeks after the post audit conference.


The following objectives were selected for this audit based on conversations with the Mayor and Finance Director at the City. This discussion and the broad audit objectives are summarized in the letter of arrang
ement. See A3.1 (LOA) and B1.1, C1.1, D1.1, E1.1, F1.1, and G1.1 (audit plans) for additional details.

Audit Objectives (7.08)
	Financial Planning
 (phase 1 portion of audit):
The following is a summary of the audit objectives selected for this section: 
· Are the City’s historical cash figures reliable for use in assessing the reasonableness of the 2008 budget and five-year forecast?
· Are the City’s revenue projections for the 2008 budget and other forecasted years reasonable?
· Are the City’s expenditure projections for the 2008 and other forecasted years reasonable?
· Are the findings and methodology in the Structural Balance Task Force Report reasonable and well supported?


	Health Care & Performance Measurement
:

The following is a summary of the audit objectives selected for this section: 
· Develop an introduction and background section

· How do the City’s healthcare, vision, dental, and life insurance costs and key benefits compare to recommended practices?  

· Does the City regularly use performance measures for decision-making and to manage the various departments; what else can the City use to evaluate the efficiency and effectiveness of their operations; and, where feasible, what should be the standards for judging performance?  


	Police Division
: 
The following is a summary of the audit objectives selected for this section: 
· How do the staffing levels and organizational structure compare to peers, industry benchmarks, and best practices?
· How do the Division’s expenditures compare to the peers?
· Does the City effectively control jail expenditures?
· Does the Division effectively and fully use up-to-date technology to provide efficient operations?


	Building & Housing Division
:
The following is a summary of the audit objectives selected for this section: 

· How do the staffing levels and organizational structure compare to peers, industry benchmarks, and best practices?
· How do the Division’s expenditures compare to the peers?
· What are the City’s methods to ensure code compliance and if necessary, how can the City better improve compliance?
· Does the Division effectively use technology to provide efficient and streamlined operations?
· Does the Department have any productivity measures and procedures in place to improve overall efficiency?


	Fire Division
:

The following is a summary of the audit objectives selected for this section: 

· How do the staffing levels and organizational structure compare to peers, industry benchmarks, and best practices?
· How do the Division’s expenditures compare to the peers?
· How do the Division’s overtime hours and expenditures compare to the peers?
· Does the City have the back-up necessary to address the changing needs of the community?
· Does the Division effectively and fully use up to date technology to provide efficient operations?


	Public Works Department
: 
The following is a summary of the audit objectives selected for this section: 

· How does the organizational structure compare to peers, industry benchmarks, and best practices, and how can the City consolidate the Public Works Department without impacting the overall effectiveness of each division?
· How do the staffing levels of the Parks and Public Property and Streets and Forestry Divisions compare to peers, industry benchmarks, and best practices?
· Is the recycling program self-sustaining, achieving the appropriate service outcomes, and efficiently and effectively managed?
· Does the Public Works Department effectively and fully use up-to-date technology to provide efficient operations?



Scope (7.09) and any known impairments
	None Noted.


Deviations from GAGAS standards 

	None Noted.


	Staffing and Resources (7.44-7.45)


Assigned Staff and Section/Position 
	Staff Member
	Section/Position
	Qualifications

	Courtney Pastore

Brock Bryzgot
	Financial Planning (phase 1)

Public Works Department

Police (certain objectives)


	Courtney and Brock have both worked on several performance audits of municipalities within the last two years. 

	Jamie Vernaccini
	Structural Task Force Report review (phase 1) 
Fire Division

Police (certain objectives)
	Jamie has worked on several performance audits of municipalities within the last two years.

	Nada Chamoun
	Health Care & Performance Measurement
	Nada has completed several health care assessments in the past two years. Nada is also familiar with performance measurement as it is used extensively in our school district and municipality performance audits. 

	Miriam Davis
	Building & Housing Division
Police (certain objectives)
	Miriam has worked on several performance audits of municipalities within the last two years. 

	Danielle Lorenz
	Audit Manager
	Has worked on and managed numerous performance audits during the last two years. 

	William Rouse
	Senior Audit Manager
	Has worked on and managed numerous performance audits during the last two years. 

	Mate Rogonjic
	Assistant Chief Auditor
	Has worked on and managed numerous performance audits during the last two years. 


Known Impairments
	None Noted.


Other Auditor of State Audit Offices 
	Department
	Objective
	Time Frame

	Financial
	Financial Audits and Management Letters
	Annual

	Local Government Services (LGS)
	None
	

	Technical
	None
	

	Other
	None
	


Potential Additional Resources Required to Complete the Audit 
	Resources
	Approval

	N/A
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