ITEM No, 18

STAFF REPORT CITY OF OCEANSIDE

DATE: June 17, 2009
TO: Honorable Mayor and City Councilmembers
FROM: Financial Services Department

SUBJECT: ADOPTION OF NEW CITY COUNCIL POLICY 200-09, FINANCIAL
REPORTING REQUIREMENTS FOR NON-PROFIT ORGANIZATIONS

SYNOPSIS

Staff recommends that City Council adopt the new City Council Policy 200-09, entitled
Financial Reporting Requirements for Non-Profit Organizations, and direct staff to
amend all existing professional services agreements with non-profit organizations to
include this new policy.

BACKGROUND

The City has contracted with MainStreet Oceanside, Inc. (MSO) since 2000 for services
related to the promotion and revitalization of downtown Oceanside. The 2008/2009 San
Diego County Grand Jury (Grand Jury) received a citizen complaint alleging
improprieties in the financial accounting practices used by both the City and MSO in
connection with MSQO'’s use of City funds. The Grand Jury requested that an audit be
conducted by the San Diego County’s Office of Audits and Advisory Services (OAAS) to
examine those accounting practices. In January 2009, the City of Oceanside conducted
an internal control audit performed by Miller Consulting, which identified sixteen internal
control findings for MSO, of which the OAAS confirmed twelve. The Grand Jury Report,
along with the OAAS audit, was released to the public on May 26, 2009.

ANALYSIS

The 2008/2009 San Diego County Grand Jury has remitted two recommendations to the
City of Oceanside which are addressed herein:

Grand Jury Recommendation 09-30
Adopt procedures that will ensure that MainStreet Oceanside is giving financial
reports to the City of Oceanside that will enable the City to exercise thorough
oversight of the use of City funds by MainStreet Oceanside. Similar procedures
should also be applied in other situations involving the use of City funds by
outside organizations.

City Response: City Council Policy 200-09 defines the policy of requiring all non-
profit organizations that receive funding from the City to submit quarterly financial



reports in accordance with the format provided by the Financial Services
Department. A copy of the financial report template is attached as an exhibit to
this staff report. This report was designed utilizing similar compliance
requirements for non-profit organizations to report on federal grants, via the
Office of Management and Budget (OMB) Circular A-122 “Cost Principles for
Non-Profit Organizations.” In addition to the quarterly financial reports, the City
will require non-profit organizations to submit their year-end audited financial
statements, along with a single audit of City funds performed by a third-party
certified public accounting firm.

Grand Jury Recommendation 09-31
Make a public report describing how the City of Oceanside intends to address the
problem of obtaining adequate financial reports from organizations that receive
City funding.

City Response: City Council Policy 200-09 also requires mandatory compliance
with this policy, and the non-profit's failure to comply shall be a basis of
termination of the contract by the City and a loss of all funding.

FISCAL IMPACT

No fiscal impact.

COMMISSION/COMMITTEE REPORT

Does not apply.

CITY ATTORNEY’S ANALYSIS

The referenced documents have been reviewed by the City Attorney and approved as
to form.



RECOMMENDATION

Staff recommends that City Council adopt the new City Council Policy 200-09, entitled
Financial Reporting Requirements for Non-Profit Organizations, and direct staff to
amend all existing professional services agreements with non-profit organizations to
include this new policy.

PREPARED BY: 0 SUBMITTED BY:

— — .
Teri Ferro Peter A. Weiss
Director of Financial Services City Manager
REVIEWED BY:
Michelle Skaggs-Lawrence, Deputy City Manager ~ %
Attachments:

e City Council Policy 200-09, Financial Reporting Requirements for Non-Profit
Organizations

¢ Non-Profit Organization Financial Report Schedules



SUBJECT:
Financial Reporting Requirements for POLICY NUMBER 200-09
Non-Profit Organizations ADOPTED 06-17-09

It is the policy of the City Council that all non-profit organizations that receive
funding from the City of Oceanside are required to submit quarterly financial reports
in accordance with the format provided by the Financial Services Department. The
quarterly financial report shall demonstrate, at a minimum, how the City funds were
expended. In addition to the quarterly financial reports, the non-profit organization
will be required to submit a year-end report, along with a single audit performed by
a third-party certified public accounting firm. All contracts with non-profit
organizations shall require mandatory compliance with this policy, and the non-
profit's failure to comply shall be a basis of termination of the contract by the City
and a loss of all funding.

OCEANSIDE CITY COUNCIL POLICY
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