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SUBJECT: Internal Control over Financial Reporting Related to Employee Leave Balances 

RECOMMENDATION 

That City Council receive a report and provide comments. 

SUMMARY 

I. Background 

At the Council's November 18, 2014 meeting, staff presented the results of an audit related to 
employees' annual and vacation leave accruals that were accrued above the maximum allowable limits 
set forth in the City's written policies, including memoranda of understanding and administrative 
policies, as noted by the City's independent auditor in December 2013. 

As you are aware, the audit report found that while various types of employee leave, including vacation 
and annual leave, are subject to maximum accruals pursuant to current MOUs and Administrative 
Policy E-5 for unrepresented employees, those limits have not been enforced since at least 2005. The 
audit also found that the City Council did not approve the practice by City Management to allow 
accruals in excess of the caps. As of the pay period ended on August 1, 2014, the City's unfunded 
liability associated with the excess vacation and annual leave accruals was approximately $1. 9 million. 

At the conclusion of the staff presentation, the City Council was informed that the City Manager had 
taken immediate steps to stop the accrual of additional excess leave by informing representatives of the 
employee organizations that (i) excess leave balances were being frozen immediately; (ii) employees 
had until March 14, 2015 to draw down vacation/annual leave balances below the maximum cap; and 
(iii) after March 14, 2015 employees will not accrue additional leave until they fell below the 
maximum cap. It was also reported that the City had an obligation to meet and confer with the 
employee groups related to how to treat the excess leave balances that were immediately frozen 
pending those discussions. 
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II. Enforcement of Maximum Leave Caps 

The results of the audit report raise a series of questions regarding what steps the City can take on both 
a going-forward and retroactive basis. 

A. Can the City enforce leave caps as set forth in the Council-approved MOUs? 

Yes. The City may enforce the vacation and annual leave caps on a going-forward basis consistent 
with MOU provisions approved by the Council by providing written notice to the affected bargaining 
unit(s). The current MOUs for IUOE and SEIU provide that employees may exceed the caps during the 
calendar year but must be at or below the cap no later than the last pay period in December of each 
year, through either taking time off or cashing out leave up to the allowable maximum. The City's 
MOU with OPOA allows employees once a year with prior approval to exceed the maximum accrual 
caps for five consecutive pay periods. Notice has been provided to each of these units and the parties 
have met to discuss ensuring compliance with applicable current MOU provisions. 

B. If the City has interpreted MOU language to allow excess leave accruals during a 
calendar year similar to IUOE and SEIU, as opposed to following the contract language 
that provides for no additional leave to be accrued once the employee reaches the 
maximum accrual, may the City adhere to the contract Language going forward? 

Yes. The City has provided notice to Fire, Fire Management and Police Management of this issue and 
are currently working towards resolution. Employees in these units either do not have excess leave 
balances or their excess leave balances are minimal. Based on the Council-approved leave cash out 
provisions in their MO Us, it is likely that most, if not all, of the employees in these bargaining groups 
will be below the applicable leave caps by the end of the calendar year. Going forward the City will 
be negotiating clear language to ensure that maximum accruals are in place and enforced on a pay 
period to pay period basis. 

C. Can the City eliminate Administrative Policy E-5, which sets forth annual leave accrual 
levels and caps for Top Management/Confidential and Mid-Managers? 

Yes. Administrative Policy E-5 ("E-5") was last updated in 2008. As discussed on November 18, 
2014, E-5 has been in existence for over six years and is incorporated by reference in the Fire 
Management MOU that was approved by the City Council. The City's current administrative manual 
allows for the City Manager to generate administrative policies without Council approval and does not 
expressly exclude matters related to employee leave accrual. Therefore the Council was not apprised 
of this issue until raised to the City in its 2013 audit by the City's outside auditors. This policy has 
been in effect and remained unchallenged for at least six years. While it is normal for City department 
heads to have the authority to create administrative policies that address operational issues, benefits that 
affect compensation, such as leave accrual, are normally approved and implemented only if they are 
adopted by resolution by the governing body. It should be noted that the Mid-Management Unit 
("OMMA") is currently negotiating its first MOU as a newly formed bargaining unit and until the City 
and OMMA reach agreement on the terms of an MOU, E-5 is applicable to this unit. 
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D. May the City unilaterally eliminate excess leave already accrued? 

Notwithstanding the lack of any Council approval of the excess leave accruals, past City 
Administrations, including the past City Manager's Office, Finance and Human Resources 
Departments were aware of this issue and allowed accrual of leave in excess of the applicable 
maximums. This created a past practice that has been in place for a minimum of nine years. This was 
confirmed by the City's response to the December 2013 audit letter in which it said, in response to the 
finding of non-compliance with written policies on compensated absences, that "[t]he accrual of 
compensated absence benefits has been a long standing practice of the City." 

For those units that are covered by MOUs that explicitly allow employees to accrue excess leave during 
the calendar year, the City may not unilaterally change the terms and conditions of employment without 
first meeting and conferring. For those units for which there has been a practice of allowing employees 
to accrue excess leave, either under E-5 or as a result of a long standing practice as described in the 
City's response to the December 2013 audit letter, the City's attempt to unilaterally eliminate the 
already accrued leave balances would likely subject the City to protracted litigation. 

UPDATE ON WHAT CITY STAFF HAS ACCOMPLISHED SINCE NOVEMBER 18, 2014 
REPORT: 

At the City Council meeting on November 18, 2014, staff reported that it would meet with all of the 
bargaining units and provide City Council with a report back. Following these discussions and further 
internal discussions with City staff, I will be taking the following actions: 

A. Effective January 30, 2015, Administrative Policy E-5 shall be eliminated in its entirety. 
The terms ofE-5, as they apply to unrepresented management and confidential 
employees, OMMA and Police and Fire Management, will remain in effect until January 
29, 2015 except that (i) employees will be permitted to move only excess leave into 
reserve leave accounts on a one time basis on or before January 29, 2015 and (ii) 
employees will be permitted to convert annual leave for deposit into deferred 
compensation accounts in 2015, after which employees will no longer be permitted to 
convert annual leave into deferred compensation. 

B. Return to the City Council by the first Council meeting in February 2015 to have the 
City Council adopt a salary resolution which shall outline all of the City's compensation 
(salary and benefits) for unrepresented management and confidential employees. Once 
adopted, the terms of the salary resolution may only be amended by a resolution of the 
City Council. 

C. Recommend that the salary resolution for unrepresented management and confidential 
employees include the following changes related to the elimination of E-5: 

a. Elimination of any reserve leave bank on a going-forward basis; 
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b. Reduce the Administrative Leave for Department Heads from a maximum of 100 
hours per year to 80 hours and for management employees from a maximum of 
56 hours to 40 hours; 

c. Reduce the maximum annual leave cash out from 120 hours to 80 hours 
annually; 

d. Convert employees' compensated absences back to separate vacation leave and 
sick leave banks. The vacation leave bank by law must be paid off at time of 
separation but while the separate sick leave bank would have no cash value upon 
separation but would remain available for employees to use when they are sick. 
This will reduce the accrual of annual leave and cash liability by approximately 
96 hours per person per year. 

D. Request that the City Attorney's office provide the City Council with an updated City 
ordinance that clearly outlines the City Council and City Manager's authority related to 
authorization of employee compensation; 

E. Conduct an internal review of major compensation provisions applicable to all 
bargaining groups as the current compensation system has no consistency on elements 
that should generally be similar between bargaining groups (e.g. leave accruals, 
holidays, medical contributions etc.). The lack of consistency makes ensuring contract 
compliance even more challenging. Following completion of this review, City staff will 
return with recommendations as part of future bargaining; 

F. Noticed all affected units that leaves accruals effective mid-November shall be enforced 
as provided for in current MOU provisions and employees will have until March 14, 
2015 to draw down vacation or annual leave balances below the applicable caps; 

G. Address leave issues as part of contract negotiations with employee groups as contracts 
become open to ensure (i) that leave accruals are consistent with market rates and (ii) 
strict compliance with maximum leave accrual caps; and 

H. Continue bargaining with the affected bargaining groups related to the excess leave is 
continuing. 

CONCLUSION 

Clearly, several past City Administrations who were charged with advising and seeking authorization 
from the City Council as well as administering and ensuring contract compliance in this matter failed. 
We have traced non-compliance with leave caps in writing as far back as March 2008 but have been 
told by long term employees that leave balances have been an issue in one form or another dating back 
to the 1990's. In this matter the departments that are charged with advising the policy makers, making 
sound economic recommendations, and ensuring contract compliance are, without question, the City 
Manager, Finance and Human Resources Departments. This failure only serves to erode the confidence 
in City government of people in this wonderful community who we are charged to serve. This failure 
by the stewards of the City creates negative perceptions of all 1,681(regular and temporary) City 
employees yet, this matter affects only a small portion of the City's workforce - approximately 200 
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employees. And, of these impacted employees, many remained on the job, providing public safety and 
other direct services to the public instead of taking time off. 

As I look back at my first six months serving as your City Manager, I have come to appreciate and 
understand that the City is facing many issues and challenges that we are obligated to address and fix. 
The City's current state is the result of years and years of City Management operating without internal 
controls or transparent policies and procedures and the problems we are seeing as a result cannot all be 
fixed in a single year. While much time can be spent reviewing and litigating what has happened up to 
today, I have concluded that this would only cost the City more resources and monies and only serve to 
slow down the progress that we have already made and that must continue. With recent vacancies in 
the City's top management positions, we have an incredible opportunity for a new start with managers 
who can take a fresh look at the City's policies and practices, and who believe in ethics, serving the 
public, managing to best practices and transparency. In January, Management Partners will be 
presenting its first update related to the organizational review and this will start the foundation towards 
rebuilding the City for the people of this community. Lastly, it is unfortunate that due to the failure of a 
small group of top managers, all City employees have been painted with a negative brush. In my six 
months serving this community and working with City staff, I have seen that the majority of the 
employees in the City of Oxnard are embracing the change of this new administration. I look forward 
to working with the City Council, the employees of the City and the community we serve in a forward 
motion towards rebuilding this wonderful City of ours. 

FINANCIAL IMPACT 

The actions outlined in this report will cap the accrued leave liability and are anticipated to reduce that 
liability into the future. In addition these actions will reduce potential costs in the current fiscal year 
that would result if employees needed to use up vacation time in a restricted time period. And lastly, 
these actions are designed to avoid the high cost of litigation. 

GN:lal 


