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Government Audit and Oversight Committee
Mr. Ben Rosenfield, Controller

City and County of San Francisco

San Francisco, California

We have audited the financial statements of the governmental activities, the business-type activities, each
major fund, and the aggregate discretely presented component unit and remaining fund information of the
City and County of San Francisco, California (City) as of and for the year ended June 30, 2022, and have
issued our report thereon dated February 16, 2023. Our report includes a reference to other auditors that
audited the financial statements of the San Francisco County Transportation Authority, San Francisco
International Airport, San Francisco Water Enterprise, Hetch Hetchy Water and Power, Municipal
Transportation Agency, and San Francisco Wastewater Enterprise, as described in our report on the City’s
financial statements dated February 16, 2023. This communication does not include results of the other
audits that are reported on separately by those auditors.

Professional standards require that we advise you of the following matters relating to our audit.
1. Our Responsibility in Relation to the Financial Statement Audit

As communicated in our engagement letter dated July 1, 2022, our responsibility, as described by
professional standards, is to form and express an opinion about whether the financial statements that
have been prepared by management with your oversight are presented fairly, in all material respects, in
accordance with accounting principles generally accepted in the United States of America. Our audit
of the financial statements does not relieve you or management of your respective responsibilities.

Our responsibility, as prescribed by professional standards, is to plan and perform our audit to obtain
reasonable, rather than absolute, assurance about whether the financial statements are free of material
misstatement. An audit of financial statements includes consideration of internal control over financial
reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity’s internal control over financial
reporting. Accordingly, as part of our audit, we considered the internal control of the City solely for the
purpose of determining our audit procedures and not to provide any assurance concerning such internal
control.

We are also responsible for communicating significant matters related to the audit that are, in our
professional judgment, relevant to your responsibilities in overseeing the financial reporting process.
However, we are not required to design procedures for the purpose of identifying other matters to
communicate to you.

2. Planned Scope and Timing of the Audit

We conducted our audit consistent with the planned scope and timing we previously communicated to
you.

Macias Gini & O’Connell LLP

2121 N. California Boulevard, Suite 750
Walnut Creek, CA 94596 www.mgocpa.com
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3. Compliance with All Ethics Requirements Regarding Independence

The engagement team, others in our firm, as appropriate, our firm, and our network firms have complied
with all relevant ethical requirements regarding independence.

4. Qualitative Aspects of the Entity’s Significant Accounting Practices
Significant Accounting Policies

Management has the responsibility to select and use appropriate accounting policies. A summary of the
significant accounting policies adopted by the City is included in Note 2 to the financial statements. As
discussed in Note 4 to the financial statements, the City adopted the provisions of Governmental
Accounting Standards Board (GASB) Statement No. 87, Leases, for the year ended June 30, 2022. The
primary objective of this statement is to better meet the information needs of financial statement users
by improving accounting and financial reporting for leases by governments.  As a result of the
implementation, the City restated its beginning net position for governmental activities and business-
type activities by $1.1 million and $7.6 million, respectively, as of July 1, 2021, which represented the
net effect of reporting the following balances for the primary government as of July 1, 2021: net right-
to-use assets of $792.2 million; leases receivables of $1,062.7 million; lease liabilities of $794.5
million; deferred inflows related to leases of $1,080.3 million; and change is unearned rents and
advance payments of $28.7 million.In addition, the City adopted the provisions of the following GASB
Statements, which did not have a significant impact on the City for the year ended June 30, 2022:
Statement No. 89, Accounting for Interest Cost Incurred before the End of a Construction Period;
Statement No. 92, Omnibus 2020; Statement No. 93, Replacement of Interbank Offered Rates; and
certain effective provisions of Statement No. 99, Omnibus 2022.

No matters have come to our attention that would require us, under professional standards, to inform
you about (1) the methods used to account for significant unusual transactions and (2) the effect of
significant accounting policies in controversial or emerging areas for which there is a lack of
authoritative guidance or consensus.

Significant Accounting Estimates

Accounting estimates are an integral part of the financial statements prepared by management and are
based on management’s current judgments. Those judgments are normally based on knowledge and
experience about past and current events and assumptions about future events. Certain accounting
estimates are particularly sensitive because of their significance to the financial statements and because
of the possibility that future events affecting them may differ markedly from management’s current
judgments.

The most sensitive accounting estimates affecting the City’s financial statements are:

a) Fair value of investments (including investment derivatives) and related net appreciation in the
fair value of investments in the City Treasurer’s investment pool and the pension trust fund;

b) Accrual of claims liabilities;

c) Estimated contractual adjustments and bad debt allowances for patient accounts receivable;
d) Cost report settlement receivables and payables;

e) Estimated bad debt allowance for accounts and loans receivable;

f) Accrual of compensated absences;



9)

h)

i)

CITY AND COUNTY OF SAN FRANCISCO
Report to Government Audit and Oversight Committee
Year Ended June 30, 2022

Depreciation estimates for capital assets, including amortization estimates for leases under the
provisions of GASB Statement No. 87, which involves depreciation or amortization methods
and useful lives or lease terms assigned to depreciable property;

Pension plans’ employer and employee contribution requirements, the net pension liability
(asset) of the pension plans and related deferred outflows and inflows of resources; and

Other postemployment benefits (OPEB) plans contribution requirements, the net OPEB
liability of the OPEB plans and related deferred outflows and inflows of resources.

Management’s estimates were based on the following:

a)

b)

9)

h)

Management’s estimate of the fair value of investments in the City Treasurer’s investment pool
and the pension trust fund is discussed in Note 2(c) to the financial statements.

Liabilities for workers’ compensation and general liability claims were based on actuarial
evaluations using historical loss and other data. Other claims liabilities were estimated based
on the City Attorney’s judgment about the ultimate outcome of the claim.

Estimated bad debt allowances for patient accounts receivable were based on historical
experience. See d) below for basis for contractual adjustments.

Estimated contractual adjustments for patient accounts receivable and cost report receivables
and payables were based on prior cost report adjustments, previous regulatory settlements, and
potential future retrospective adjustments.

Estimated bad debt allowance for accounts receivable was based on historical experience and
loans receivable was based on the type of loan (e.g., forgivable, deferred, grant or amortizing)
and management’s estimate regarding the likelihood of collectability based on loan provisions
and collateral.

Accrual of compensated absences is based on unused employee sick leave and vacation and
the employees’ pay rates at year-end and includes the City’s share of social security and
Medicare payments made on behalf of employees.

Useful lives for depreciable property were determined by management based on the nature of
the capital asset. The City uses the straight line method of depreciation and three different
conventions for the amount of first-year depreciation based on the departments that purchased
the capital assets. Lease terms are derived from existing lease agreements and City expectations
for extensions on these agreements, where applicable.

Pension plans’ employer and employee contribution requirements, the net pension liability
(asset) of the pension plans and related deferred outflows and inflows of resources are based
on actuarial calculations performed by the City’s and California Public Employees’ Retirement
System’s independent actuaries.

OPEB plans’ employer and employee contribution requirements, the net OPEB liability of the
OPEB plans and related deferred outflows and inflows of resources are based on actuarial
calculations performed by the City’s independent actuaries.

We evaluated the key factors and assumptions used to develop these accounting estimates and
determined that they are reasonable in relation to the basic financial statements taken as a whole and in
relation to the applicable opinion units.
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Financial Statement Disclosures

Certain financial statement disclosures involve significant judgment and are particularly sensitive
because of their significance to financial statement users. The most sensitive disclosures affecting the
City’s financial statements relate to pension and other postemployment benefits and the impacts of
implementation of GASB Statement No. 87, Leases, for the year ended June 30, 2022. The disclosures
about pension and other postemployment benefits in Note 9 to the financial statements are based on
actuarial valuations. The disclosures impacted by the implementation of GASB Statement No. 87 are
reported in notes 4, 7 and 17 related to new accounting pronouncements, capital assets, and leases,
commitments and contingent liabilities, respectively.

Significant Difficulties Encountered during the Audit

We encountered no significant difficulties in dealing with management relating to the performance of
the audit.

Uncorrected and Corrected Misstatements

For purposes of this communication, professional standards require us to accumulate all known and
likely misstatements identified during the audit, other than those that we believe are trivial, and
communicate them to the appropriate level of management. Further, professional standards require us
to also communicate the effect of uncorrected misstatements related to prior periods on the relevant
classes of transactions, account balances or disclosures, and the financial statements as a whole and
each applicable opinion unit. The attached schedule summarizes uncorrected financial statement
misstatements whose effects in the current and prior periods, as determined by management, are
immaterial, both individually and in the aggregate, to the financial statements taken as a whole and
each applicable opinion unit. Uncorrected misstatements or matters underlying those uncorrected
misstatements could potentially cause future-period financial statements to be materially misstated,
even though the uncorrected misstatements are immaterial to the financial statements currently under
audit.

There were no material corrected misstatements brought to the attention of management as a result of
our audit procedures.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a matter,
whether or not resolved to our satisfaction, concerning a financial accounting, reporting, or auditing
matter, which could be significant to the City’s financial statements or the auditor’s report. No such
disagreements arose during the course of the audit.

Representations Requested from Management

We have requested certain written representations from management, which are included in the
management representation letter dated February 16, 2023.
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Management’s Consultations with Other Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters. Management informed us that, and to our knowledge, there were no consultations
with other accountants regarding auditing and accounting matters.

Other Significant Matters, Findings, or Issues

In the normal course of our professional association with the City, we generally discuss a variety of
matters, including the application of accounting principles and auditing standards, operating and
regulatory conditions affecting the entity, and operational plans and strategies that may affect the risks
of material misstatement. None of the matters discussed resulted in a condition to our retention as the
City’s auditors.

Other Information in Documents Containing Audited Financial Statements

Pursuant to professional standards, our responsibility as auditors for other information in documents
containing the City’s audited financial statements does not extend beyond the financial information
identified in the audit report, and we are not required to perform any procedures to corroborate such
other information. However, in accordance with such standards, we applied certain limited procedures
to management’s discussion and analysis, the pension plans schedules of the City’s proportionate share
of the net pension liability/(asset), changes in net pension liability and related ratios, changes in total
pension liability and related ratios, and employer contributions, the postemployment healthcare benefits
plans schedules of changes in net OPEB liability and related ratios and employer contributions and
budgetary comparison schedule — General Fund, which are required supplementary information (RSI)
that supplement the basic financial statements. Our procedures consisted of inquiries of management
regarding the methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We did not audit the RSI and do not express
an opinion or provide any assurance on the RSI.

We were engaged to report on the combining and individual fund financial statements and schedules
and the schedule of expenditures of federal awards, which accompany the financial statements but are
not RSI. With respect to this supplementary information, we made certain inquiries of management and
evaluated the form, content, and methods of preparing the information to determine that the information
complies with accounting principles generally accepted in the United States of America, the method of
preparing it has not changed from the prior period, and the information is appropriate and complete in
relation to our audit of the basic financial statements. We compared and reconciled the supplementary
information to the underlying accounting records used to prepare the financial statements or to the basic
financial statements themselves.

We were not engaged to report on the introductory and statistical sections, which accompany the basic
financial statements but are not RSI. Such information has not been subjected to the auditing procedures
applied in the audit of the basic financial statements, and accordingly, we do not express an opinion or
any form of assurance thereon.

Our responsibility also includes communicating to you any information which we believe is a material
misstatement of fact. Nothing came to our attention that caused us to believe that such information, or
its manner of presentation, is materially inconsistent with the information, or manner of its presentation,
appearing in the financial statements.
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12. Modification of the Auditor’s Report

Our report includes an emphasis-of-matter paragraph that refers to Note 4 to the basic financial
statements to emphasize that the City adopted the provisions of GASB Statement No. 87, Leases,
effective July 1, 2021. Our opinions are not modified with respect to this matter.

This report is intended solely for the information and use of the Government Audit and Oversight
Committee, Board of Supervisors, City management, and others within the organization, and is not intended
to be and should not be used by anyone other than these specified parties.

Meciss Gin ¢ OComell (5P

Walnut Creek, California
February 16, 2023
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CURRENT YEAR RECOMMENDATIONS

None reported.

STATUS OF PRIOR YEAR RECOMMENDATION

None reported.
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UNCORRECTED FINANCIAL STATEMENT MISSTATEMENTS

STATEMENT OF CHANGES
STATEMENT OF NET POSITION IN NET POSITION
Assets Deferred Outflows Liabilities Deferred Inflons Net Position Rewenues Expenses
Index Opinion Unit Description DR (CR) DR/ (CR) DR (CR) DR/ (CR) DR/ (CR) DR/(CR) DR/ (CR)
SAN FRANCISCO GENERAL HOSPITAL
SFGH1 San Francisco General Hospital Lease liability $ - 8 - 8 1535148 $ - - 8 - $ -
San Francisco General Hospital Right to use lease asset (1,887,113) - - - - - -
San Francisco General Hospital Right to use lease asset - accumulated amortization 377,423 - - R - - R
San Francisco General Hospital Accrued interest payable - - 652 - - - -
San Francisco General Hospital Interest expense - - - - - - (8,646)
San Francisco General Hospital Amortization expense - - - - - - (377,423)
San Francisco General Hospital Lease expenses - pre-GASB 87 - - - - - - 359,959
(To adjust net present value of leases.)
SFGH2 San Francisco General Hospital Other expenses $ - 8 - $ - $ - - $ - 8 6,192,667
San Francisco General Hospital Contractual services - - - - - - (4,200,693)
San Francisco General Hospital Materials and supplies - - - - - - (1,991,974)
(To reclassify expense capitalization offsets to the
appropriate financial statement line items where the
original transactions occurred.)
SFGH3 San Francisco General Hospital Charges for services $ - 8 - $ - $ - - $ 1934341 $ -
San Francisco General Hospital Beginning net position - - - - (1,934,341) - -
San Francisco General Hospital Accounts receivable 2,794,541 - - - - - -
San Francisco General Hospital Charges for services - - - - - (2,794,541) -
(To record net patient services revenues in the proper
fiscal year.)
TOTAL SAN FRANCISCO GENERAL HOSPITAL $ 1284851 $ - $ 1535800 $ - (1,934,341) $ (860,200) $ (26,110)
LAGUNA HONDA HOSPITAL
LHH1 Laguna Honda Hospital Other medical services $ - 8 - $ - $ - - $ - $ 2,224,281
Laguna Honda Hospital Accounts payable - - (2,224,281) - - - -
(To accrue June 2022 expenses incurred by Laguna
Honda Hospital.)
LHH2 Laguna Honda Hospital Charges for services - - - - - 660,351 -
Laguna Honda Hospital Beginning net position - - - - (660,351) - -
Laguna Honda Hospital Accounts receivable 483,220 - - - - - -
Laguna Honda Hospital Charges for services - - - - - (483,220) -
(To record net patient services revenues in the proper
fiscal year.)
TOTAL LAGUNA HONDA HOSPITAL $ 483220 $ - $ (2,224,281) $ - (660,351) $ 177131 $ 2,224,281
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STATEMENT OF CHANGES
BALANCE SHEET IN FUND BALANCE
Assets Deferred Outflows Liabilities Deferred Inflons Fund Balance Rewvenues Expenditures
Index Opinion Unit Description DR (CR) DR/(CR) DR (CR) DR/ (CR) DR/(CR) DR/ (CR) DR/ (CR)
GENERAL FUND
GF1 General Fund Fund balance - unassigned - $ $ - $ - $ 20,114,000 $ - $
General Fund Fund balance - nonspendable - (20,114,000) -

(To reclassify the component of fund balance that relates
to inventories.)
TOTAL GENERAL FUND $ $ - $ - $ - $ - $
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