AUDIT COMMITTEE
OF THE CITY OF SAN DIEGO

Council President Pro Tem Kevin Faulconer, Chair
Councilmember Carl DeMaio, Vice Chair
Committeemember Wade McKnight
Committeemember Charles Sellers
Committeemember Steve Grant

ACTIONS FOR
MONDAY, APRIL 12, 2010, AT 9:00 A.M.

COUNCIL COMMITTEE ROOM (12TH FLOOR),
CITY ADMINISTRATION BUILDING
202 C STREET, SAN DIEGO, CALIFORNIA

For information, contact Matt Awbrey, Committee Consultant
202 C Street, 10" Floor, San Diego, CA 92101
Email: MAwbrey@sandiego.gov
(619) 236-6992

All Committee members present.

NON-AGENDA PUBLIC COMMENT: None.

COMMITTEE COMMENT: None.

CITY ATTORNEY, IBA, AND MAYORAL STAFF COMMENT: None.

ADOPTION AGENDA

Approval of the Record of Action Items for March 22, 2010

ACTION: Motion by Committee member Sellers, second by Chair
Faulconer, to approve.

VOTE: 5-0; Faulconer-yea, DeMaio-yea, Grant-yea,
McKnight-yea, Sellers-yea

INFORMATION ITEMS

ITEM-1: Report from the City Auditor regarding AUDIT ACTIVITY

ACTION: Information only. No action taken.
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ITEM-2: Presentation of the City Auditor’s ACCOMPLISHMENTS REPORT
(See City Auditor’s March 2010 Activities Report)
ACTION: Information only. No action taken.

DISCUSSION/ACTION ITEMS

ITEM-3: Audit Committee recommendation regarding the ANNUAL BUDGET OF THE
OFFICE OF THE CITY AUDITOR FOR FISCAL YEAR 2011

(See City Auditor’s April 8, 2010, memorandum; City Auditor’s April 12, 2010,

PowerPoint)
ACTION: Motion by Councilmember DeMaio, second by Chair Faulconer,
to:

1) Recommend approval of the budget of the Office of the City Auditor

to reflect 2 additional Full Time Equivalent (FTE) positions:

a) 1.5 FTE positions already included in the proposed Fiscal Year 2011
budget; and

b) 1 position that would be added mid-fiscal year, to be reflected as a 0.5

FTE position for Fiscal Year 2011 at an increase of $76,583 in
personnel costs, with the following direction:
1. Discretion is given to the City Auditor to determine the best
way to use the 0.5 FTE position to address the need for
administrative support for the Office’s auditors.
ii.  Request the City Council consider a full time administrative
position be transferred into the Office of the City Auditor from
another City department as of July 1, 2010.
2) Request that as the budget is brought forward to the City Council,
the following be included in the presentation for an analysis:

a) A breakdown of the Office of the City Auditor budget revenue sources,
comparing the enterprise funds and the General Fund to show the
sources of revenue for the City Auditor’s audits and positions;

b) A proposal to consolidate Revenue Audit positions from the City
Treasurer’s office into the Office of the City Auditor at mid-fiscal year,
including in the budget the number of new positions that would be
absorbed into the Office of the City Auditor and whether there would
be cost savings; and

¢) A proposal to move $100,00, which is allocated for an external audit of
the Water and Wastewater Departments, from the Independent Rates
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ITEM-4:

Oversight Committee (IROC) of the City’s Water and Wastewater
Departments to the Office of the City Auditor’s budget, to be used for
the City Auditor to work with IROC as its audit resource in addition
to the City Auditor’s existing Audit Work Plan, with the following
direction to the City Auditor:
1. Confirm that the source of the $100,000 is the Water and
Wastewater Departments DRES (Dedicated Reserve from
Efficiency and Saving) fund
ii.  Talk with IROC and stakeholders about how to use the
$100,000 and return with a recommendation before the next Audit
Committee meeting.

VOTE: 5-0; Faulconer-yea, DeMaio-yea, Grant-yea,
McKnight-yea, Sellers-yea

Audit Committee recommendation regarding the ANNUAL COMPENSATION
AND CHANGE IN CLASSIFICATION OF THE CITY AUDITOR FOR FISCAL
YEAR 2011

(See Independent Budget Analyst’s Report No. 09-84; Ordinance No. O-2010-89;
Draft Appointment Letter, May 2009; Exhibit “C”, July 1, 2010; City Attorney’s May
8, 2009, memorandum)

ACTION: Motion by Committee member Sellers to adjust City Auditor Luna’s
compensation from $168,000 to $184,000, an increase of 9.5 percent, and to approve
the reclassification of the City Auditor position. No second.

ACTION: Motion by Councilmember DeMaio, second by Chair Faulconer, to
change the classification for the position of City Auditor from the Miscellaneous “A”
category to the Executive IV category in the Exhibit “C” of the Fiscal Year 2011
Salary Ordinance.

VOTE: 5-0; Faulconer-yea, DeMaio-yea, Grant-yea,
McKnight-yea, Sellers-yea

ACTION: Motion by Committee member McKnight, second by Committee
member Grant, to adjust the salary of the City Auditor to $168,000, eliminating the 6
percent compensation reduction.

VOTE: 3-2; Faulconer-nay, DeMaio-nay, Grant-yea, McKnight-
yea, Sellers-yea
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ITEM-5:

Discussion regarding the RESPONSE OF THE CITY OF SAN DIEGO TO THE
SECURITIES AND EXCHANGE COMMISSION

(See Independent Budget Analyst’s Report No. 10-32)

ACTION: Motion by Councilmember DeMaio, second by Committee
member McKnight, to modify the Independent Budget Analyst's proposed response of
the City of San Diego to the Securities and Exchange Commission in the following
manner:

1. Response #5:

a) The final sentence in paragraph 2 should read, "Since the City is not
subject to the Sarbanes-Oxley Act, the City proposes an assessment
audit of its internal controls over financial reporting be customized for
municipal government operations and focused on the risk of making
material misstatements. We currently expect to begin to evaluate and
test the effectiveness of key internal controls in 2011."

b) Strike paragraph 3 in its entirety, except for the second sentence,
which should be modified to read, "The City's ability to complete an
independent integrated audit in connection with its internal controls
fiseal-year 20H-CAFER-audit will be dependent on the readiness of the
new internal control structure, a cost benefit analysis, the scope of the
audit, and the time required by the independent external auditor to
complete the audit."

2. Response #22:

a) The fourth sentence in paragraph 1 should read, “The Outlook projects
funding requirements for the City’s priority areas including the City’s
pension obligation, General Fund reserves, deferred-maintenance-and
capital-improvement-needs;retiree health benefits, storm water permit
obligations, obligations under the Americans with Disabilities Act,
City’s workers’ compensation fund reserves, and City’s public liability
fund reserves.”

b) Add before the final sentence of paragraph 1: “The City is currently
developing a comprehensive liability treatment of its deferred
maintenance and capital improvement needs that the City intends to
incorporate into the Five Year Outlook upon completion in FY 2011.
This calculation has been recommended by the City’s Audit
Committee.”

VOTE: 5-0; Faulconer-yea, DeMaio-yea, Grant-yea,
McKnight-yea, Sellers-yea
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ITEM-6: Report from the City Comptroller: Update regarding INTERNAL CONTROLS
OVER FINANCIAL REPORTING

ACTION: Information only. No action taken. The Committee accepted the
report.

ITEM-7: Report from the City Auditor: Follow-Up regarding BID TO GOAL INDUSTRY
STANDARDS EVALUATION and Committee recommendation on THIRD
EXTENSION TO THE CONTRACT WITH AKT LLP

(See City Auditor’s April 7, 2010, memorandum)
ACTION: Motion by Councilmember DeMaio, second by Chair Faulconer, to
request that the auditor and management return with a scope of work and a cost

estimate for a benchmark audit for the May 10, 2010, Audit Committee meeting.

VOTE: 5-0; Faulconer-yea, DeMaio-yea, Grant-yea,
McKnight-yea, Sellers-yea

ITEM-8: Report from the City Auditor: QUARTERLY FRAUD HOTLINE REPORT —
QUARTER 3 FISCAL YEAR 2010

(See City Auditor’s April 7, 2010, memorandum; City Auditor’s April 12, 2010,
PowerPoint; City Auditor’s November 23, 2009, memorandum)

ACTION: Information only. No action taken. The Committee accepted the
report.

Kevin Faulconer
Council President Pro Tem
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