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AUDIT COMMITTEE RESPONSES TO CITY AUDITOR AUDIT RECOMMENDATIONS


INTRODUCTION


This report discusses the Audit Committee's role when management's comments are

inconsistent or in conflict with fhe Auditor's findings, conclusions, or recommendations, or the

Auditor is not satisfied with management's planned corrective actions. As explained below,


Audit Committee may not reject management's responses, nor may it direct or control

management operations. The City Council, to whom the Audit Committee reports, exercises

ultimate responsibility for ensuring management meets its internal control and financial

responsibilities

l
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Kroll Report (Report) described the City's financial reporting and control processes

as inadequate, lacking transparency, and not supported by sufficient competent resources. The

Report's remediation plan suggested creation of an independent internal auditing function and

improved oversight of both the internal and external auditing processes. Report at 250. The

Report also suggested formation of an Audit Committee: "[ s]ince 1997, the GFOA 

2 

has

recommended that "[ e] very government should establish an audit committee or its equivalent."

GFOA Recommended Practice, Establishment of Audit Conunittees (1997 and 2002),

Government Finance Officers Association (October 25, 2002). Specifically, the Report stated:

The auditor of a state or local government's financial statements

must be independent, both in fact and appearance. A properly

constituted audit committee helps to enhance the financial

statement auditor's real and perceived independence by providing

a direct link between the auditor and governing board.


One imoortant advantage of an audit committee is that it helps to

facilitate communication between management, the auditors and

the governing board. An audit committee also limits the reliance


governing bodies must place on the technical expertise of the

independent auditor. audit committee is useful, too, in helping


to focus and document the government's process for managing t.he


financial statement audit.

(Emphasis added.)

The Report visualized an Audit Committee that would serve as a bridge between the


independent auditor's and Council.

c

2 Government Finance Officers Association.

3 This resulted in amendments to San Charter section 39, the addition of sections 39.1, and and

11 117, and

from the stated: "'The Auditor would the internal audits and

term by the in consultation with the Audit Committee,


with Council confirmation. The Audit Committee would oversee the internal auditing and control

direct the Auditor's and recommend the outside its work. The Audit Committee

would consist of two one of whom would chair the and three members... "
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The Charter revisions are part, to ensure City management not

compromise the independence of the City Auditor. Accordingly, management is not appointed to

the audit committee.

Also clear is the Audit Committee's oversight responsibility over the audit function, but

not over management. Efforts to direct the work of management jeopardize the important

division between these functions.

SAN DIEGO CHARTER SECTION 39.1

The Charter itselfdoes not include as an Audit Committee responsibility the right to


direct management or to reject management's response to a City Auditor recommendation.


Specifically, the Audit Committee:

8 oversees the City's auditing, internal controls and any other financial or business


practices required of it by the Charter;

ill directs and reviews the work of the City Auditor;


· recommends to the Council the City Auditor's annual compensation;

ill recommends to the Council the annual budget of the Office of City Auditor;


· annually reviews the City Auditor's performance;

ill recommends to the Council the retention ofthe City's outside audit firm and, when

appropriate, the removal of such firm;

ill monitors the engagement of the City's outside ~~'~'HH

ill resolves all disputes between City management and the outside auditor with regard to

the presentation of the City's annual financial reports; and

" undertakes such additional responsibilities and duties as set forth by ordinance.

Diego Municipal Code section 

1701, subdivision (b), adds additional
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Neither the nor the San Diego Municipal Code Audit Committee


to reject management's responses or otherwise control or direct management operations.

GFOA BEST PRACTICE ON AUDIT COMMITTEES


Report endorses the GFOA's best practice on audit committees. The GFOA

describes the role of a government audit committee as follows:


"An audit committee is a practical means for a governing body to provide much needed

independent review and oversight ofthe government's financial reporting processes,

internal controls, and independent auditors."

"An audit committee also provides a forum separate from management in which auditors

and other interested parties can candidly discuss concerns." (Emphasis added.)

controls. that procedures are in place to obiectively assess management's practices, and

that the independent auditors, through their own review, objectively assess the

government's financial reporting practices." (Emphasis added.)

"To ensure the committee's independence and effectiveness, no governing body member


who exercises managerial responsibilities that fall within the scope of the audit should

serve as a member of the audit committee."

"The audit committee should present ap,.llually to the full governing body a 'written report

of how it has discharged its duties and met its responsibilities . . .  "

"Nothing 

governmg

t p r n r p , f " , r I  so as to
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A 

GOVERNMENT MANAGER'S


GUIDE"


As noted in the GFOA guide entitled "Evaluating Internal Controls: A Local Government

Manager's Guide:" "[mJanagement is accountable to the entity's governing body for its

perfonnance. While management is primarily responsible for internal controls, the governing

body is ultimately responsible for ensuring that management fulfills that responsibility. The

governing board's role in this regard is crucial, because management is in a unique position to


override control-related policies and procedures."


The GFOA guide further advises, "[t]he best way for the governing board to oversee

management's performance in regard to internal controls as they relate to accounting and


financial reporting is to establish an audit committee. Ideally, an audit committee should include


a majority o f members from outside the entity (e.g., business people). Also, if possible, an audit

committee should avoid the inclusion of any members of the governing board who may also

exercise management responsibilities." Again, the GFOA emphasizes the division between

management and the audit committee.

Finally, the GFOA guide describes three essential elements of a government audit

committee: (1) to ensure that the auditor of the financial statements is truly independent of

management; (2) to provide an objective perspective on matters related to internal controls and

the audit of the financial statements; and (3) to provide a communications link between


management, the independent auditor and the government board." These elements are met by

selecting an independent auditor; communicating with the independent auditor; reviewing the

financial statements and results of the statement audit; mcml1:on


auditor; and monitoring the work ofthe internal audit function.

The GFOA notes that the independent auditor functions in some respects as a

"check" on management. not meet its control reSDOllS1lJlll


the
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The City and City management are not going to agree on all audit u . . ~   . . "'...,u,


conclusions, and recommendations. To meet Charter requirements and legislative intent, we

believe it is appropriate for the Audit Committee to refer unresolved audit report


recommendations to the City Council when a majority of Committee members conclude

management has not, will not, or cannot meet its internal control responsibilities satisfactorily.


The Audit Committee accomplishes this objective by reporting the City Auditor's findings and

its' concerns to the Council for appropriate action.
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