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SUBJECT: INTERIM REPORT ON PERFORMANCE AUDIT OF LIEN SALES
OF VEHICLES THAT WERE TOWED PURSUANT TO THE CONTRACT
BETWEEN THE CITY OF OAKLAND AND THE OAKLAND TOW CAR
ASSOCIATION

Attached is the second in a series of reports that this office plans to issue regarding the
contract between the City of Oakland and the Oakland Tow Car Association to tow and
store vehicles. It focuses on compliance with State of California laws and regulations, as
well as the contract provisions, regarding lien sales of vehicles that have been towed
pursuant to the contract.

Although the Oakland Tow Car Association consisted of five towing companies when it
was first organized in 1970, the contract is now carried out by the successor company,
A and B Auto Company, Inc., and its affiliate, A&B Vehicle Processing, Inc. Therefore,
in our report we refer to the towing contractor as A& B Auto.

This is only an interim report. We could not complete our audit because the owner of
A&B Auto refused to permit us to audit his company’ s accounting records.

Although we conducted our audit in accordance with Generally Accepted Government
Auditing Standards, as issued by the Comptroller General of the United States, the scope
of our audit was impaired by the lack of access to A& B Auto’s accounting records.
Specificaly, we could not (1) determine whether A&B Auto had accounted for liensale
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proceeds according to State laws and regulations; and (2) test for possible fraud or abuse
on the part of A&B Auto. Accordingly, we could not complete our audit.

On July 28, 2004 we sent copies of our draft report to the Chief of Police and the owner
of A&B Auto for review and comment. We aso suggested that they meet with us to
discuss the draft report. Neither the Chief of Police nor his delegate responded, and a
meeting did not take place.

However, the owner and General Manager of A&B Auto did meet with us, and have
agreed to implement many of our recommendations. Our report contains the full text of
their letter of August 25, 2004, together with a summary of their comments and our
responses. Their comments were greatly appreciated.

The City Auditor is elected by the citizens of Oakland to serve as an officer in charge of
an independent department auditing City government activities. The independence of the
City Auditor is established by the City Charter.

Prepared by: Issued by:
Jack McGinity, CPA Roland E. Smith, CPA, CFS
City Auditor

Field work completion date: January 29, 2004
| ssue date: September 8, 2004
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OAKLAND CITY AUDITOR’S

INTERIM REPORT ON PERFORMANCE AUDIT OF LIEN SALES
FOR THE PERIOD JANUARY 1, 1998 THROUGH JANUARY 29, 2004

EXECUTIVE
SUMMARY

Lien-sale process

Thisis the second in the series of reports that we plan to issue on
our audit of the contract between the City of Oakland and the
Oakland Tow Car Association to tow and store vehicles. This
report specifically focuses on compliance with State of California
laws and regulations, as well as the contract provisions, regarding
lien sales of vehicles that have been towed pursuant to the
contract.

Although the Oakland Tow Car Association consisted of five
towing companies when it was first organized in 1970, the
contract is now carried out by the successor company, A and B
Auto Co., Inc. and its affiliate, A&B Vehicle Processing, Inc.
Therefore, in our report we refer to the towing contractor as A& B
Auto.

This is only an interim report. We could not complete our audit
because the owner of A&B Auto refused to permit us to audit his
company’ s accounting records.

According to State law, when A&B Auto tows or stores vehicles
under authorization by the Oakland Police Department, A& B
Auto has liens on the vehicles in order to cover its towing,
storage and selling fees. If the registered or legal owners do not
pay the fees within prescribed time frames, A&B Auto may sell
the vehicles at an auction in order to recover its fees. If the
proceeds from the lien sales exceed the related fees, A&B Auto
must remit the excess to the California Department of Motor
Vehicles. Conversely, if the proceeds do not cover the fees, A&B
Auto may collect deficiencies from the registered owners of the
towed vehicles. If there are excess lien-sale proceeds, the City is
also entitled to collect any parking violation fees related to the
towed vehicles.

The lien-sale process, as described above, can be divided into
three separate phases, all of which are important:

1. Appraising vehicles,
2. Holding public liensale auctions, and
3. Accounting for lien-sale proceeds.
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OAKLAND CITY AUDITOR’S

INTERIM REPORT ON PERFORMANCE AUDIT OF LIEN SALES
FOR THE PERIOD JANUARY 1, 1998 THROUGH JANUARY 29, 2004

Appraising vehicles

Holding public
lien-sale auctions

Accounting for
lien-sale proceeds

Oakland Palice
Department
responsibilities

SUMMARY OF
FINDINGS

This phase is important, because whoever appraises the vehicles
determines which State laws and regulations are applicable to the
disposal of the vehicles. Specificaly, whoever appraises the
vehicles determines:. (1) how long the vehicles must be stored
before they are sold; (2) how much notice must be given to the
public regarding the sale of the vehicles;, and (3) whether the
registered or legal owners of the vehicles have the right to
redeem the vehicles after they have been sold.

This phase is important because the greater the number of bidders
who compete against each other, the greater the sales prices are
likely to be. This means that there will be more money available
to pay (1) A&B Auto's fees, (2) fees that the City is entitled to
receive regarding parking violations, and (3) the former owners.

This phase is important because State laws and regulations
prescribe how liensale proceeds shall be accounted for. If the
proceeds exceed the related fees, A&B Auto must remit the
excess to the California Department of Motor Vehicles.
Conversdly, if the proceeds do not cover the fees, A&B Auto
may collect deficiencies from the registered owners of the towed
vehicles.

The Oakland Police Department is responsible for administering
the contract. This includes ensuring that A&B Auto complies
with al contract provisions, as well as State laws and regulations.

We found the following problems regarding the lien-sale process:

1. The Oakland Police Department has permitted A&B Auto to
assume the authority to appraise towed vehicles. Although
having this much control over the liensale process is not
prohibited by the towing contract, or by State law or
regulations, it may not provide the separation of duties that is
essential to maintain internal controls over a process such as
this.

2. The owner and general manager of A&B Auto do not use
objective guidelines (such as the Kelley Blue Book or similar
publications) when appraising vehicles, and are not required

i
04055
Item #

Finance and Management Committee
September 28, 2004



OAKLAND CITY AUDITOR’S

INTERIM REPORT ON PERFORMANCE AUDIT OF LIEN SALES
FOR THE PERIOD JANUARY 1, 1998 THROUGH JANUARY 29, 2004

SUMMARY OF
FINDINGS
(continued)

to do so. Instead, they both rely on their many years of
experience to estimate how much vehicles will actually sell
for. In our opinion, it is sound business practice to use
objective guidelines.

. A&B Auto holds separate lien-sale auctions of vehicles (those

valued at $4,000 and under, and those valued over $4,000).
Combining the two types of auctions into one would increase
the number of potential buyers, as well as the prices paid for
the vehicles.

. A&B Auto does not advertise vehicles valued over $4,000 in

a newspaper having wide circulation. This makesit likely that
there will not be alarge number of bidders competing against
each other and driving the prices up. However, A&B Auto is
in compliance with State law, which requires only that the
vehicles be advertised in a newspaper having general
circulation in the county.

. The owner of A&B Auto did not permit us to audit his

company’s accounting records. Therefore, we could not
determine whether A&B Auto has remitted excess liensale
proceeds to the California Department of Motor Vehicles in
accordance with State law and regulations.

. When collecting deficiencies from former owners of liensale

vehicles, A&B Auto does not provide itemized billings. Since
the owner of A&B Auto has refused to permit us to audit his
company’s accounting records, we could not determine
whether A&B Auto has attempted to collect the correct
amounts.

. The City has not set up a system to notify A&B Auto that

there are parking violation fees to be collected.

. The contract requires A&B Auto to prepare two reports on

lien sales that do not appear to be useful. However, A&B
Auto prepares only one of the two required reports.
Moreover, having received the one report, the Police
Department does nothing with it.
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OAKLAND CITY AUDITOR’S
INTERIM REPORT ON PERFORMANCE AUDIT OF LIEN SALES
FOR THE PERIOD JANUARY 1, 1998 THROUGH JANUARY 29, 2004

SUMMARY OF
RECOMMENDATIONS

To correct these problems, we recommend that:

1.

the Oakland Police Department contract with an independent
third party to appraise vehicles towed under the contract;

the independent third party appraiser use objective standards
when appraising vehicles, and retain documentation showing
how he or she determined their values,

A&B Auto hold a single weekly liensale auction, conducted
by a professona auctioneer, which would include all
vehicles that are available for sale, regardless of their values,

the City, when awarding a new towing contract, or extending
the existing contract, require the contractor to adwertise
pending lien-sale auctions of vehicles valued over $4,000 in a
newspaper such as the Oakland tribune, which has wide
distribution in the City of Oakland, as well as in Alameda
County;

the City, when awarding a new towing contract, or extending
the existing contract, require the contractor to permit the City
to audit all accounting records, including the general ledger,
cash receipts and cash disbursements records, bank
statements and cancelled checks, and related financial
records, Refusal to make the records available for audit
should result in monetary penalties, as well as termination of
the contract.

the City, when awarding a new towing contract, or extending
the existing contract, require the contractor to furnish former
owners of towed vehicles that are sold at lien-sale auctions
with itemized bills along with demands for payment;

a. the City set up a database that can be accessed by the City’s
Parking Division, Police Department and A&B Auto to
identify vehicles for which there are unpaid parking violation
fees;
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OAKLAND CITY AUDITOR’S
INTERIM REPORT ON PERFORMANCE AUDIT OF LIEN SALES
FOR THE PERIOD JANUARY 1, 1998 THROUGH JANUARY 29, 2004

SUMMARY OF b. inturn, A&B Auto remit to thje City any parking violation
RECOMMENDATIONS fees to which the City may be entitled; and
(continued)

8. a the City, when awarding a new towing contract, or
extending the existing contract, require the contractor to
submit reports regarding lien sales that are meaningful for
monitoring the lien-sale process, containing information such
as which vehicles were actualy sold at a lien sale and the
amount of the proceeds; and

b. in turn, the Police Department analyze the reports.

Our findings and recommendations are discussed at length in our
report.
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