


rating). Many large investment funds cannot invest in the District’'s bonds without audits or
ratings. One major investment bank, JP Morgan, resigned its appointment to serve as the
District’'s underwriter because it could not meet its regulatory responsibilities selling bonds
without a current audit.

Fewer investors means there is less demand for the District’s bonds, and the investors
who are willing to purchase the District’s bonds can charge higher interest rates.

This additional cost to the taxpayers of Oakland due to the District’s selling general
obligation bonds without ratings is quantifiable. The District sold $31 million of non-rated
bonds in March 2012. The interest rates were, on a weightt  average basis, 1.4% higher than
an “A” rated bond. The 1.4% over the repayment of the bonds is 1 additional $6 million that
Oakland taxpayers have to pay because the District's bonds are non-rated (because there has
not been a financial audit).

The District requests that the SCO agree that the audits contracted for under the RFP be
accepted by the SCO in lieu of the audit under S.B. 39. As you know, S.B. 39 also provides that
“[alt the discretion of the Controller, the audit may be conducted by the ¢ 'r, his or her
designee or an auditor sele by the wuntysi e 1 m : ved by the
Controffer.” The District is currently working with Alameda County Superintendent Jordan to
obtain her concurr: e to enter into a contract with Vavrinek, Trine, Day & Co., LLP to perform
the 2011-12 and 2012-13 audits.

If the SCO does not agree to accept such audits, the Distri  will contract for auditing
services as provided in the RFP in order that 1) the Board may obtain current, independent
assessment of the District's, and 2) the District can meet its obligations to investors in our
general obligation bonds and the voters of Oakland whc  ive overwhelming approval to the
Districts bond measure on the November 2( 2 ballot (85% approval by the voters of Oakland).
In the meantime, the Board, the District's State -ustee d District Staff will continue to work
with your Staffs to respond to continuing questions.

1 look forward to your response. Please let me know if you have any questions.

ery trigmyours,

/

«

David Kak iba
PresidentJ

cc: Bill Ashby, Chief Operating Officer, SCO
Carol Baez, Chief, Financiai Audits Bureau, SCO
Peter Foggiato, CDE
Arlene Matsuura, CDE
Jeannie Oropeza, CDE
Superintendent Sheila Jordan, Alameda County Superintendent

Delivery to ccs: by email



OAKLAND UNIFIED
SCHOOL DISTRICT

JACQUELINE P. MINOR General Counsel Community Schools, Thriving Students

September 27, 2013

Via E-Mail

Mr. George Lolas, Acting Chief Operating Officer
State Controller’s Office

Mr. Jeff Brownfield, CPA, Chief Division of Audits
State Controller’s Office

Ms, Carolyn Baez, Financial Audits Bureau
State Controller’s Office

Mr. David Supan, AL : Manager
State Controller’s Office

Re: OUSD Response to SCO Letter of September 5, 2013 - Le r of Engagement for
2011-12 d

Dear Mr. Lolas, Mr. Brownfield, Ms. Baez and Mr. Supan:

On behalf of the District, I am responding to your letter of September 5, 2013, which as per my

email of September 13, 2013, the District did not receive until September 12" when it was forwarded
to us by County Superintendent Jordan.

Initially, we appreciate the State Controller's Office commitment to proceed expeditiously with

the 2011-12 audit. This is also the District’s goal. However, a number of issues need to be addressed
before the District can move forward. We will outline them below:

1)

2)

As you are aware, VTD will be converting the District’s SACS files and preparing the unaudited
financial statements for 2011-12. The District has provided the SACS files for 2011-12 to VTD.
However, Lennie Danna, our assigned Partner has not been available to commence preparation
of the unaudited financials. We understand that VTD is available to commence preparation of
the financials the week of October 7. However, as we discussed in our last meeting with SCO,
the ability to prepare the financials is d°  endent on the resoiution of some of the open issues
noted below, including accounting for capital assets.

At various meetings with the SCO during the summer of 2013, both the SCO and the District
agreed that in order for the 2011-12 audit to proceed successfully, better communications is
needed, we need an agreed upon timeframe and workplan and that there are several critical
issues that need to be resolved. These issues include: (a) accounting for capital assets, (b) use
of bond proceeds, (c) the additional documentation SCO auditors represent they need to accept
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3)

4)

the write off of stale accounts payables, and (d) the documentation SCO needs to “get
comfortable” with the 2011-12 beginning balance (or the 2010-11 ending balance), Most
recently, in a meeting of July 10, 2013, Bill Ashby requested that the District create a list of the
issues that needed to be discussed and resolved prior to commencing the 2011-12 audit. The
District provided this information to SCO on August 3 and again on September 11. (See,
Attachment 1 for the complete list).

At the June 19, 2013 presentation of the 2010-11 Audit to a joint mee g of the District's Board
of Education and Audit Committee, Carolyn stated to the Board, in response to a question,

Carolyn Baez: “Well first let me say since we've issued the report, our office has had
communications meeting with District staff to again, let's move forward, what can we do in the
future to hopefully achieve, give you an opinion, possibly a qualified opinion, but, so we plan to
work with them exactly this is what we need from you and have a timeline. And our goal is to
issue an opinion with the next audit.” [Videotape of Board meeting at 36:23-27:36]

Given the difficulty the District and SCO have experienced in completing timely audits, the
District’s governing board has instructed staff to have an agreed communications’ protocol,
workplan and timeframe for completion of the 2011-12 audit prior to board approval of the
engagement agreement for the 2011-12 audit. District staff is available to meet with SCO to
begin work on these items; the District would ask VTD to participate in these meetings.

We are aware that the engagement agreement will not include the communications’ protocol,
workplan or timeframe. The District has proposed previously in a meeting with Bill Ashby,
Carolyn Baez and others from SCO, that a side letter be used to memorialize the agreements
related to communications, the workplan and timeframe for the audit. However, to begin the
audit without these critical agreements in place will decrease the likelihood of us achieving the
agreed stated outcome — SCO being able to render an opinion on the District’s financials.

As you are aware, the District issued an RFP for auditing services. Three auditing firms
submitted proposals. I am attaching as Attachment 2, the schedule of professional fees
submitted by all three firms. The fees for a full annual audit for 2011-12, including compliance,
submitted by the three firms were as follows:

V1D $249,000
Vicenti, Uoyd Stutzman $222,250
Christy White $153,925

The District’s Board has directed Staff to discuss with SCO the basis for the $400,000 fee and to
obtain an explanation as to why the SCO’s fee is 60% higher than VTD.

As per my email of September 13, 2013, and as you are aware, the engagement agreement
must be approved by the District’s governing board. The Board has informed staff that it will
not calendar the agreement with SCO for the 2011-12 audit until such time as staff can report
that there is some understanding or at least corroborative discussion about items 2 and 3






OAKLAND UNIFIED
SCHOOL DISTRICT

JACQUELINE P. MINOR General Counsel Community Schools, Thriving Students

September 27, 2013

Via E-Mail

Mr. George Lolas, Acting Chief Operating Officer
State Controller’s Office

Mr. Jeff Brownfield, CPA, Chief Division of Audits
State Controller’s Office

Ms. Carolyn Baez, Financial Audits Bureau
State Controller’s Office

Mr. David Supan, Audit Manager
State Controller’s Office

Re: OUSD Response to SCO Letter of September 5, 2013 — Letter of En( jJement for
¢ 11-12 Audit

Dear Mr. Lolas, Mr. Brownfield, Ms. Baez and Mr. Supan:

On behalf of the District, I am responding to your letter of September 5, 2013, which as per my
email of September 13, 2013, the District did not receive until September 12" when it was forwarded
to us by County Superintendent Jordan,

Initially, we appreciate the State Controller’s Office commitment to proceed expeditiously with
the 2011-12 audit. This is also the District’s goal. However, a number of issues need to be addressed
before the District can move forward. We will outline them below:

1) As you are aware, VTD will be converting the District’s SACS files and preparing the unaudited
financial statements for 2011-12. The istrict has provided the SACS files for 2011-12 to VTD.
However, Lennie Danna, our assigned Partner has not been available to commence preparation
of the unaudited financials. We understand that VTD is available to commence preparation of
the financials the week of October 7™. However, as we discussed in our last meeting with SCO,
the ability to prepare the financials is dependent on the resolution of some of the open issues
noted below, including accounting for capital assets.

2) At various meetings with the SCO during the summer of 2013, both the SCO and the District
agreed that in order for the 2011-12 audit to proceed successfully, better communications is
needed, we need an agreed upon timeframe and workplan and that there are several critical
issues that need to be resolved. These issues include: (a) accounting for capital assets, (b) use
of bond proceeds, (c) the additional documentation SCO auditors represent they need to accept
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3)

the write off of stale accounts payables, and (d) the documentation SCO needs to “get
comfortable” with the 2011-12 beginning balance (or the 2010-11 ending balance). Most
recently, in a meeting of July 10, 2013, Bill Ashby requested that the District create a list of the
issues that needed to be discussed and resolved prior to commencing the 2011-12 audit. The
District provided this information to SCO on August 3 and again on September 11. (See,
Attachment 1 for the complete list).

At the June 19, 2013 presentation of the 2010-11 Audit to a joint meeting of the District’s Board
of Education and Audit Committee, Carolyn stated to the Board, in response to a question,

Carolyn Baez: “Well first let me say since we've issued the report, our office has had
communications meeting with District staff to again, let's move forwar what can we do in the
future to hopefully achieve, give you an opinion, possibly a qualified opinion, but, so we plan to
work with them exactly this is what we need om you and have a timeline. And our goal is to
issue an opinion with the next audit.” [Videotape of Board meeting at 36:23-27:36]

Given the difficulty the District and SCO have experienced in completing timely audits, the
District’s governing board has instructed staff to have an agreed communications’ protocol,
workplan and timeframe for completion of the 2011-12 audit ior to board approval of the
engagement agreement for the 2011-12 audit. District staff is available to meet with SCO to
begin work on these items; the District would ask VTD to participate in these meetings.

We are aware that the engagement agreement will not include the communications’ protocol,
workplan or timeframe. The District has proposed previously in a meeting with Bill Ashby,
Carolyn Baez and others from SCO, that a side letter =2 used to memorialize the agreements
related to communications, the workplan and timeframe for the audit. However, to begin the
audit without these critical agreements in place will decrease the likelihood of us achieving the
agreed stated outcome — SCO being able to render an opinion on the District’s financials.

As you are aware, the District issued an RFP for auditing services. Three auditing firms
submitted proposals. I am attaching as Attachment 2, the schedule of -ofessional fees
submitted by all three firms. The fees for a full annual audit for 2011-12, including compliance,
submitted by the three firms were as follows:

VTD $249,000
Vicenti, Lloyd Stutzman $222,250
Christy White $153,925

The District’s Board has directed Staff to discuss with SCO the basis for the $400,000 fee and to
obtain an explanation as to why the SCO’s fee is 60% higher than VTD.

As per my email of September 13, 2013, and as you are aware, the engagement agreement
must be approved by the District’s governing board. The Board has informed staff that it will
not calendar the agreement with SCO for the 2011-12 audit until such time as staff can report
that there is some understanding or at least corroborative discussion about items 2 and 3





















