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OFFICE OF THE INDEPENDENT BUDGET ANALYST REPORT

- Date Issued: April 5, 2007 IBA Report Number: (07-40

City Council Agenda Date: April 9, 2007, Special 9:00 a.m. Council Meeting
Item Number: 603
Item: Discussion and Proposed Adoption of: 1) the Permanent Rules of Council to

Establish an Audit Committee, 2) an Audit Committee Charter, and 3) a
Statement of Operating Principles with the Mayor

. Background
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it created the City’s first independent Audit Committee made up of members of the
legislative body as recommended by GFOA and numerous other professional
organizations. The Audit Committee has already held five meetings and taken quick
action holding the first public discussions with officers of KPMG to successfully
accelerate completion of the City’s 2003 financial audits.

At their meeting of February 26™, the Audit Committee reviewed and approved, to

- forward to City Council, it’s Permanent Rules and Charter. Stan Keller, the City’s

Independent Consultant took the lead in working with the Audit Committee Chair, the
City Attorney, the Mayor’s Office, the CFO and the IBA to develop these guidelines for
the new Audit Committee.

The Independent Consultant also worked with the Mayor and others noted above to
develop a Statement of Operating Principles to direct City Auditor activities with the
Audit Committee, in accordance with the City Charter, during the interim period until the
Charter can be revised. Article XV, Section 265(b)(10) of the existing Charter provides
the Mayor with “sole authority to appoint the City Auditor and Controller, subject to
Council confirmation.” According to the City Attorney, this appointment authority infers
a reporting relationship of the Auditor to the Mayor. It is important to note that this
reporting relationship, while required by Charter, does not meet the test of Auditor
independence from management who is responsible for the City’s day-to-day financial
operations.

Throughout discussions and meetings over the last several months relative to both the
Audit Committee and the role of the Auditor, the IBA has strongly advocated for
independence from management of both of these important entities which form the City’s
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“Audit Organization.” In the strong mayor form of government, the Mayor and his team
are management. This independence from management is recommended by numerous
reputable advisory organizations, including the Government Finance Officers
Association, the Association of Local Government Auditors and the American Institute of
Certified Public Accountants, as well as the State of California Government Code, the
SEC and the General Accounting Office. As indicated earlier, an independent Audit
Committee, made up of three members of the legislative branch, was established by
Council Resolutions R-302279, R-302280, and R-302281 on January 9, 2007 and has
been successfully implemented.

However, to achieve increased independence of the Auditor, the City Attorney has opined
that City Charter revisions are necessary to change the existing appointment and
reporting structure which currently resides with the Mayor. The earliest that amendments
to the City Charter can be considered is February or June of 2008.

Proposed Dual Reporting Model for Interim Period

Until the necessary Charter changes can be achieved, the proposed Mayor’s Statement of
Operating Principles is intended to provide interim guidelines for the Auditor’s activities
and reporting responsibilities that comply with the Charter. The Independent Consultant
has represented to the Audit Committee that the Mayor’s Statement of Operating
Principles (SOP) is intended to provide for a dual reporting model. In a March 29
memorandum to the Audit Committee, Mr. Keller defined this mode! as follows: “The
Internal Auditor is part of management for administrative purposes, but has a direct
communication line to the Audit Committee.”

While, this “dual reporting model” is not spelled out as such in the Statement of
Operating Principles or the Charter, Mr. Keller has indicated that the following language
in Section 1 of the SOP accomplishes this: “The Auditor . . . is directed periodically and
more frequently as necessary to communicate directly to and consult with the Audit
Committee and to be responsive to its requests for information consistent with the Audit
Committee’s oversight responsibilities.” ‘

This dual reporting model is critical for the City, the Auditor and the Audit Committee,
during the interim period in order to provide a minimal level of independence from
management. How this reporting model is put into practice will determine its
effectiveness.
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Proposed Independence Protections for Interim Per_iod

Key language in the proposed documents, that helps to facilitate a working relationship
between the Auditor and the Audit Committee and provides a minimal level of
independence for the Auditor during the interim period, includes the following:

“The Auditor shall have the responsibility to inform the Audit Committee if he
believes his independence is being compromised.” (Mayor’s SOP, [tem [)

Both the Mayor and the Audit Committee will provide input to the Auditor’s
Annual Audit Work Plan. “The Auditor shall resolve any differences through the -
exercise of his independent professional judgment.” (Mayor’s SOP, Item 3)

“The Mayor shall select as the Auditor, with participation of the Audit
Committee, a person with professional qualifications as an internal auditor.”
(Mayor’s SOP, Item 5) (However, “participation” is not defined.)

“The Auditor may be dismissed by the Mayor subject only to a right to appeal to
the Audit Committee to overturn the Mayor’s decision.” (However, it is not clear

how this would work in practice.) (Mayor’s SOP, Item 6)

The Mayor shall consult with the Audit Committee regarding Auditor
compensation, performance and budget. (Mayor’s SOP, Item 7)

The Committee “may meet with the internal auditor outside the presence of the
Mayor to discuss the internal financial audit.” (Charter, p.3)

Discussion of Audit Committee Oversight Responsibilities During Interim Period

Relative to the definition in the documents of the oversight role of the Audit Committee,
and the focus of the Auditor’s work for the interim period, you will note frequent
references to “financial audits” and “financial reporting” throughout the Rules, Charter
and SOP. This language, which does not specifically spell out performance audits,
compliance audits or internal auditing in general, is language recommended by the
Independent Consultant, to recognize financial audits/reporting as a top priority, for the
interim period prior to a February or June 2008 election.

The IBA has strongly advocated for the Audit Committee to have oversight responsibility
for internal auditing and for reestablishment of the City’s internal auditing function. We
identified the latter as an issue of concern in IBA Report No. 07-18, entitled “Second
Annual Report on Internal Controls,” dated January 25, 2007, This concern was
reiterated in IBA Reports No. 07-35, “Internal Audit Division” and No. 07-37, “Internal

(WS ]
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Auditor Recruitment.” Financial auditing and performance auditing are both critical, and
should not be seen as mutually exclusive. That being said, all audit work - including
compliance; performance; procurement; and internal auditing; or auditing for fraud,
waste and abuse-potentially impacts the City’s financial condition. The Audit Committee
should not feel limited with respect to their oversight responsibilities to only financial
audits and financial reporting. In fact, it 1s the Committee’s fiduciary duty to inquire into
any such matters that could put the City in a position of risk,

While the financial audits are clearly a top priority, there wil] be circumstances where the
Committee will provide an important role in the oversight of performance auditing as
well during this time. For instance, the CFO recently announced the appointment of Kyle
Elser as Acting Internal Auditor. Mr. Elser’s first task, according to the CFO, will be to
undertake a risk assessment for the City and prioritize and determine those areas that
require immediate attention. These resulting audit priorities, whether financial or
performance audits, should be brought to the attention of the Audit Committee as
discussed at their March 26th meeting. The Mayor has also charged the new Independent
Rate Oversight Committee (IROC) with reviewing “independent performance audits on
Water and Wastewater systems.” This work should also be coordinated with the Audit
Committee and the results of these performance audits should be presented to the
Committee per the Council’s motion to this effect on March 20" when they approved the
formation of IROC.

Recommendation

The independent consultant has recommended adoption of the language proposed in the
draft SOP, Charter and Permanent Rules for the interim period. Based on this
recommendation, on February 26" the Audit Committee acted to forward these
documents to the full Council without changes. At this Committee meeting, the IBA
verbally expressed two concerns with the proposed language as outlined in this report:

¢ The lack of specificity regarding the dual reporting model, which provides for
the Auditor to report to the Mayor as required by the Charter, and to report to the
Audit Committee as well, and the lack of clarity as to how this will function on a
day-to-day basis. This is likely difficult to define and will need to be addressed
on a practical level.

¢ Potential for the language to be perceived as or interpreted as limiting the
Audit Committee’s oversight responsibilities to financial audits and financial
reporting, rather than all internal auditing. As discussed earlier, the Committee
has a fiduciary responsibility to inquire into any such matters that could put the
City at risk. The Audit Committee will provide an important oversight role over
the next several months for audits identified as a priority in the new Internal
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Auditor’s risk assessment and workplan; the performance audits reviewed by the
Independent Rates Oversight Committee; audits completed by Myer Hoffman
and McCann (MHM), such as for park and recreation sites.

The IBA recognizes the progress that has been made in the past two months and the
immportance of putting guidelines into place so that the Audit Committee can move
forward with the full breadth of its legislative responsibilities, including the development
of appropriate revisions to the City Charter for the 2008 ballot. As such, these documents
are adequate for the interim period only. Our office looks forward to working with the
Mayor’s Charter Commission and the Audit Committee on developing Charter revisions
that achieve Auditor independence from management for the long term.

The [BA recommends Council adoption of the proposed ordinance, which codifies the
Audit Committee’s Charter and Permanent Rules. We recornmend acceptance only
of the Statement of Operating Principles with the Mayor, rather than its adoption by
ordinance, The SOP is a statement of intent that establishes a protocol for the working
relationships of the Mayor, the City Council, the Audit Committee and the Internal
Auditor, that is adequate for the interim period, but should not be codified in municipal
law.

| %vd/ad@u{.\

Andrea Tevlin
Independent Budget Analyst
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STATEMENT OF OPERATING PRINCIPLES
{Originallv received bv the Audit Committee on Februarv 26. 2007, as revised on Aprii 10. 2007)

WHEREAS the City Charter provides for an Auditor and Comptroller to perform those
functions related to the City’s fiscal affairs specified in the City Charter; '

WHEREAS the Auditor and Comptroller is to perform those functions under the direction of
the Mayor except as otherwise specified in the existing City Charter; .

WHEREAS the Mayor believes that it is important for the financial integrity of the City for
the Auditor and Comptroller, consistent with his responsibilities under the existing City Charter, 1o
perform the internal audit function on an independent basis working not only with the Mayor’s
Office, but also with the Audit Committee recently established by the City Council to provide
independent oversight over financial matters (the Auditor and Comptroller or his designee with

responsibility over the internal audit function is referred to herein as the “Internal Auditor™); . .| Deleted: Auditor ]

WHEREAS this Statement of Operating Principles shall apply during the interim period
prior to revision of the City Charter (the “Interim Period™);

Accordingly, the Mayor hereby sets forth the following operating principles:

1. The Jntenal Auditor, in the excrcise of his intenal audit function, igdirected ---~] Deteted: Audior J
periodically and more frequently as necessary to communicate directly to and consult with the - Deleted: is shall be )
Audit Commires and 1o be responsive to its requests for informartion consistent with the Audit l Inserted: shall be |
Committee’s oversight responsibilities with respect to the internal audit function. Such
communication shall take place at the initiative of the Internal Auditor or of the Audit Committee. _.--{ Deleted: auditor ]
The Jnternal Auditor shall have the responsibility to inform the Audit Committee if he believes his .- { peleted: Audir )
independence is being compromised.

2. During the Interim Period, the Jntemal Auditor’s internal audit function shall focus __...--{ Deleted: Audior J
on financial reporting, completion of the City’s CAFRs for fiscal years 2004 through 2007, and the _...-{ Deleted: 3 ]
City’s internal controls over financial reporting. —

3. The Intemal Auditor shall prepare an Annual Audit Work Plan consisient with the __.{Deletes: awvor )
foregoing paragraph as part of the internal audit function after consultation with and taking into
account the recommendations of the Mayar and the Audit Committee, including priontization of the
workload according to available resources and budget. The Jniernal Auditor shall resotve any ..---{ Deletea: Audior )
differences through the exercise of his independent professional judgment.

4. The nternal Auditor may consult as appropriate with the City Council orits ...-+{ Deleted: Audicr J

.| Deleteq;

BOSI1T 121285003
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5. The Mayor shall direct the Audiior and Comptroller to select as the Interal Auditor, ..--{ Deleted: Auditor

with the participation of the Audit Comumittee, a person with professional qualifications as an
internal auditor,

_‘.-—{ Deleted: Auditor

i {Deieted: Auditer

and Compuroller. subject to a right to appeal to the Audit Commitiee to overtum the dismissal ., { Peleted: working with the Mayor,
. . ettt el e L
decision. _ U Inserted:

- . . . . . . Deleted: only
7. The Auditor and Comptroller. in consultation with the Audit Committee, shall { L
U R T I DA T I T Srmmdeyennaens T {Deleted: Mayver’s

evaluate the performance of the Iniernal Auditor and shall consult with the Audit Committee with .
. '[ Deleted: working with the Maver,

{ Deleted: Auditor

-
1 Deleted: Auduter

APPROVED: JERRY SANDERS, Mayor

.-{ Deleted: BOSI11 121285003
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‘MEMORANDUM!
DATE  ;  Aprl6,2007

To P Honorable Coungil. “President Peters
Honorable Mémbers.of the Clty Councﬂ

FROM ‘ Maye‘[ Jen‘y’.SandeI.S A L ;» "-. -,

SUBJECT::  Comiients. chardmg dtem 603 — Actmns Relatéd to the Duties and
Responmbahthfof the Audit:Committee

;appomted professmnzils w1r -ific: e:\qwr‘aseJ Neifher Krollll recommendatlon could be
?1mplemented arthis time gives the: City?siCharter:

Thie exéciitive and 1eglslat1ve ‘branches have agreed the interim internal: anditor s,
reports to: Mayor and EormmiiniSates ona egu]ar basm,,wﬁh“ﬂlc
Audif-Cominiitee.. This defirnes the#dual reportmg Tole: dunng sthits riod: These are
provisions;in the-documierits: sthatfoster mdcpendence and Tl agree with: hess conceptsy
most»:mportantly, the City+ must: operate:consistently-with- the CGharter langiiagewhich:
prowded tHe Mayor ‘chc-abﬂlty toaappomt the audltor\and “the audﬁor re;m?t‘ £ e,".Mayor
(Artlcle XV 568,265 0)). Ihave :agreed 0. encolage thié intérm internaliaudiior to:
communicafe;of drepilarbasts W1th theyAudlt Committee;and.io! bnng to:the-commiftee

_any, issneswhich he fegls: comprom1ses His: rndependence

Thefnterimsinternal audiior: w111-'report toTie OriNiy: desxgnee If"support 15 needed ofi.
technical 67 Operatl ialiissuess, 1s;person will seeleHis nisées
ternal auditoridevelopsithieii
discissed with the Audit: Comm1ttee as-will the Tesults:ofany; audxts
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Tten1603— Attions Related.io: the Dufies:and Responsibilities. of the Audit:Commnittee
Mayor Jerey Sariders

Aprili6; 2007

Page 2

Further, thie iriterim intérRalauditorisdimited to:financidl andits, Thare is:n0, more:
1mportant priority? of the:Cityr thizin to~comp]efe the remaining:GAFRS and theé:City’s;
TESOUTCES: waI be focused om that task. Thledoes nofumean that:thefiniernntemal.

" ill actualiy ‘be:préparifig; fifiancial statements and £AFR; Schedulcs .
‘but fatherfeviewitig thé various ral controls that at€ ifi plau’:e that:affect'the accuracy-‘
«of the CAFR and whit thieresr ‘weaknesses or.concems devc}op recommendatlons to
strengthen: systems Ldidinot crests the prob]em of-delayed. GAFRs thatkeep thia: City-out:
of the bond markef; however; T'am commiitted o ﬁxmg the problem: and therefore the
mterlm_mtemal auditor. is:limited-to findricial anditsand. iterial. controls

There has:been: w1despread acbowledgement -{hat the Cify’s internal conitfgls: iéed
g_s,i_gr_x‘i;ﬂ_g@t__i;np;oypma;nts;iﬁﬁdi]&:hﬁv%“‘ﬁ’é‘en ddiessmg:&pé oncems: AS'pait; of the
1rnp1ementat10n of the Kroll: recommendations; staff and: ciitside onsulfanis:bavebee,
Working 6n’ estabhshmg the:kindsiof-conirols-thatwill prov}de e -3ty 5 mdependent
auditors with thie a8surances they needio efﬁc1enﬂy and txmeiy cortiplete.their audits:of

the City’sifinancial statements..

-compromlsest erveithe
the Charter:Reform: Commxttee exammes ﬂns ISSLIB 4 more permancnt strucfure can and
will be: developed

Z.Fmally, the Statementof Operating] Principle: should: not be adopted byordinance as:these
{HTE prmc1pie§*for mfonnatmnal  purposes: Iwas, 10}, my: TecOMMEndatioh:or su 1ggestion:
that ﬂie»CltywAttomey ‘prepare: this Ordin ce and-would: support the Clty Cotuigil
accephng my Operatmg Prnciples: Withoutt,

JERRY' SANDERS
Mayor.

cc;  Michael Aguirre; Gity Attomiey
Ronne Froman, Chief’ @peratmg Officer
_Jainoldstone Chlef Fmam:lal @fﬁcer
VStanIeyKeHer Independentﬁf)vé'r;ight Monitor
Andrea. Tevlm IBA.
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STATEMENT OF OPERATING PRINCIPLES

WHEREAS the City Charter provides for an Auditor and Comptroller to perform those
functions related to the City’s fiscal affairs specified in the City Charter;

WHEREAS the Auditor and Comptréllcr is to perform those functions under the direction of
the Mayor except as otherwise specified in the existing City Charter'r

WHEREAS the Mayor believes that it is important for the financial mtegrlty of the City for
the Auditor and Comptroller, consistent with his responsibilities under the existing City Charter, to
perform the internal audit function on an independent basis working not only with the Mayor’s
Office, but also with the Audit Committee recently established by the City Council to provide
independent oversight over financial matters (the Auditor and Comptroller or his designee with
responsibility over the internal audit function is referred to herein as the “Auditor™);

WHEREAS this Statement of Operatmg Principles shall apply during the interim perlod
prior to revision of the City Charter (the “Interim Perlod”)

Accordingly, the Mayor hereby sets forth the following operating principles:

1. The Audltor in the exercise of his internal audit function, is directed periodically and
more Frpmmnﬂy ag necessary to communicate directly to and consult with the Audit Committee and
to be responsive 1o its requests for information consistent with the Audit Committee’s oversight
responsibilities with respect to the internal audit function. Such communication shall take place at
the initiative of the Auditor or of the Audit Committee. The Auditor shall have the responsibility to
inform the Audit Committee if he believes his 1ndependence 1s being compromised.

2. During the Interim Period, the Auditor’s internal audit function shall focus on
_ financial reporting, completion of the City’s CAFRs for fiscal years 2003 through 2007, and the
City’s internal controls over financial reporting.

3. The Auditor shall prepare an Annual Audit Work Plan consistent with the foregoing
paragraph as part of the internal audit function after consultation with and taking into account the
recommendations of the Mayor and the Audit Committee, including prioritization of the workload
according to available resources and budget. The Auditor shall resolve any differences through the
exercise of his-independent professional judgment.

4, The Auditor may consult as appropriate with the City Council or its designees, such
as the Independent Budget Analyst, or the City Attorney.

5. The Mayor shall select as the Auditor, with the participation of the Audit Commitiee,
a person with professional qualifications as an internal auditor.

6. To the extent that the Auditor is not the Auditor and Comptroller as described in
Section 39 of the City Charter, the Auditor may be dismissed by the Mayor subject only to a right to
- appeal to the Audit Committee to overturn the Mayor’s decision.

BOSIHI 121285003
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7. The Mayor, in consultation with the Audit Committee, shall evaluate the
performance of the Auditor and shall consult with the Audit Committee with respect to the budget
and compensation of the Auditor.

APPROVED: JERRY SANDERS, Mayor

BOS11112128500.3
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000165 : City of San Diego
Audit Committee Charter

Purpose .
The purpose of the Audit Committee (the “Comrmttee”) of the City Council (the “Council™) of the
City of San Diego (the “City™) is to:
. Provide independent, leglslatlve oversight of the Ciry’s accounting and financial
reporting processes, financial internal controls, internal financial aucht functlon and
audits of the City's financial statements;

. Assist the Council in performing its legislative oversight function in those areas;
. Review the financial reports and other financial information provided by the City,
~ the City’s disclosure controls and procedures, and its internal financial controls;

. Consider the reports of and interact with the City’s internal auditor in connection
with the internal audltor s performance of an mdependent internal financial aud:t
function, : :

. Assume direct responsibility, with appropriate consultation with the Mayor or his

designee (the “Mayor™), for the appointment, compensation, retention and where
appropriate, replacement of the outside auditor to the City in preparing or issuing
an audit report or related work; S

. Oversee the work and independence of the outside audztor approve all auditing

- services and permitted non-audit services provided by the outside auditor, and

resolve any disagreements between the Mayor and the outside auditor regarding
financial reporting; and :

. Carry out the specific respon51b111t1es set forth below in furtheranee of this stated

purpose.

Committee Membership and Procedures
COmmittee members shall‘ be appointed in accordance with the Council Procedures.-

-~

The Cormmttee shall be compr1sed of three voting Council members The terms of the members, —_
whenever posmb]e shall be arranged to ensure that there is always at least one experienced
member of the Committee. :

The Committee shall meet periodically as it determines. It shall conduct its meetings in
accordance with this Charter, the procedures of the Counctl, the requirements of California law
and such other lawful procedures as the Committee may-adopt. The Committee mayv, consistent
with California law, meet in executive session when determined necessary, including for
personnel matters.

Resources

The Committee shall be advised, from time-to-time, by an ad hoc advisory committee, created and
established only for the purpose of advising on questions with clearly defined objectives, and shall
be temporary in nature, and shall be dissolved upon the completion of the objectives for which the
advisory committee was created. The advisory committee shall consist of three members, one
member who shall be appointed by the Mayor, and two members who shall be appointed by the
Committee. The advisory committee members shall be citizens selected for their accounting or
audit expertise or financial management expertise. Each of the members shall serve without
compensation. '

" BOSIIL 121285023
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Internal Audztmc, The Committee shall, in a manner consistent with paragraph 2 of the
Statemnent of Operating Principles issued by the Mayor, make recommendations, along with the
City Council, the Mayor, and the City Attorney, for matters to be included in the Annual Audit
Work Plan developed by the internal auditor as part of the internal audit function, recognizing the
need to prioritize workload according to available resources, budget and critical needs. The
Committee shall review and comment on the Annual Audit Work Plan and monitor its progress on
at least a quarterly basis. The Committee shall review the results of internal financial audits and
monitor the follow-up on recommendations. Consistent with the requirements of the City Charter
and California law, the Committee may mest with the intermnal auditor outside the presence of the
Mayor to discuss the internal financial audit.

Accounting Policies. The Committee shall review periodically with the Mayor and the
outside auditor the quality, as well as acceptability, of the City’s accounting policies, and discuss
with the outside anditor how the City's accounting policies compare with those in the municipal
sector and all alternative treatments of financial information within generally accepted accounting
principles that have been discussed with the Mayor, the ramifications of use of such alternative
disclosures and treatments and the treatment preferred by the outside auditor.

Pre-approval of All Audit Services and Permitted Non-Audit Services. The Committee

. shall approve, or establish procedures for representatives of the Committee to approve, in advance,

all audit services and all permitted non-audit services to be provided to the City by the outside
auditor in order to ensure the outside auditor’s independence.

Annual Audit. In connection with the annual audit of the City's ﬁnan01a1 statements, the
Committee shall:

. request from the outside auditor a formal written statement delineating all
relationships between the outside auditor and the City consistent with
Independence Standards Board Standard No. 1 and any other applicable auditing
requirements, discuss with the outside auditor any such disclosed relationships and
their impact on the outside auditor’s objectivity and independence, and take
appropriate action to oversee the independence of the outside auditor.

. . approve, after appropriate consultation with the Mayor, the selection and the terms
of the engagement of the outside auditor.
. review with the Mayor and the outside auditor the audited ﬁnanc1al statements to be

included in the City’s Comprehensive Annual Financial Report, and provide to the
Mayor any comments or recommendations it may have, and review and consider
with the outside auditor the matters required to be discussed by Statement on
Auditing Standards No. 61.

. perform the procedures set forth below in “Financial Reporting Procedures” with
respect to the annual financial statements to be reported.
. review with the Mayor and the outside auditor the City’s critical accounting
_ policies and practices.
. recommend to the Council whether based on the reviews and discussions referred

to above, the annual financial statements should be issued by the City.

Continuing Reporting. In connection with the City’s preparation of its continuing
reporting of financial information, the Committee shall:

Page 3 of 4
BOS:11 121285023



1. CERTIFICATE NUWBER ~

REQUEST FOR COUNCIL ACTION (FOR AUDITOR'S UsE 0 . & -
O 0 0 1 6 7 CITY OF SAN DIEGO :
TO! 2. FROM [ORIGINATING DEFARTMENT): 3. DATE: LHGQL,"
City Attorney Councilmember Faulconer 3/14/07
4. SUBJECT:
Actions Related to the Duties and Responsibilities of the Audit Committee
5. PRIMARY CONTACT (NAME, PHONE & MAIL STA.) 6. SECONDARY CONTACT {(NAME, PHONE & MAIL 5TA.) 7. CHECK BOX IF REPORT TO
COUNCIL IS ATTACHED
Steve McNally 235-5281 MSI10A Matt Awbrey, 236-6992, MS10A
) 8.COMPLETE FOR ACCOUNTING PURPOSES
FUND 9. ADDITIONAL INFORMATION { ESTIMATED COST:
BEPT.
ORGANIZATION
OBJECT ACCOUNT
JOB ORDER
C LP. NUMBER
AMCUNT
10. ROUTING AND APPROVALS

ROUTE APPROVING DATE ROUTE APPROVING DATE

(%} AUTHORITY APPROVAL SIGNﬁI’U;E SIGNED (#) AUTHORITY APPROVAL SIGNATURE SIGNED

1 |SRIGINATING. %J %ﬂ 8 |DEPUTY CHIEF

, r /

2 9 Co0D

3 . - 10 CITY ATTORNEY

4 |UAISON OFFICE , 11 |ORICINATING

5 DOCKET COORD: COUNCIL LIAISON:

& COUNCIL S¢ s

/ et O sroB [J consent & ADOPTION” f: [““’\
7 S [] REFER TO: counciL paTe: / i/ 1
- L

11. PREPARATION OF: O RESOLUTION(S) X ORDINANCE(S) [ AGREEMENT(S) ] DEED(S)

Please prepare an amended Ordinance for the new Permanent Rules of the Audit Committee to reflect the changes
made by the Committee (see the attached minutes for Item 2) Ordinance for Council approval that adds to the
Municipal Code the Audit Commitiee's Statement of Operating Principles with the Mayor and the Audit Committee’s
Charter, both approved by the Audit Committee on 2/26/07.

Please docket for an uncoming City Council meeting ne-fater-than-March 27—200%=inrordertotrcet-the-50=tav"

11A. STAFF RECOMMENDATIONS:
Approve the recommended actions.

12. SPECIAL CONDITIQNS:

COUNCIL DISTRICT(S):
COMMUNITY AREA(S):
ENVIRONMENTAL IMPACT:
HOUSING IMPACT:

OTHER ISSUES:

CM-1472 MSWORD2003 (REV.3-1-2006)
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1. CERTIFICATE NUMBER

REQUEST FOR COUNCIL ACTION {FOR AUDITOR'S USE ONLY)
0001 68 CITY OF SAN DIEGO
TO: N 2. FROM (ORIGINATING DEPARTMENT): 3. DATE:
City Attorney , Councilmember Faulconer 3/14/07
4. SUBJECT: 7
Actions Related to the Duties and Respon51b111t1es of the Audit Committee
5. PRIMARY CONTACT (NAME, PHONE & MAIL 5TA.) 6. SECONDARY CONTACT (NAME, PHONE & MAIL STA.) 7. CHECK BCX IF REPORT 7O
COUNCIL IS ATTACHED
Steve McNally 235-5281 MSI10A Matt Awbrey, 236-6992, MS10A
8.COMPLETE FOR ACCOUNTING PURPQSES
FUND 9. ADDITIONAL INFORMATION f ESTIMATED COST:
DEPT.
ORGANIZATION
QOBJECT ACCCUNT
JCB ORDER
C.I.P. NUMBER
AMOUNT
10. ROUTING AND APPROVALS

RCGUTE APPROVING DATE ROUTE APPROVING . DATE

# AUTHORITY fFPRO\Wﬂ'rURE SIGNED {8 AUTHORITY APPROVAL SIGNATURE SIGNED

1| e 7 : M f‘!lpcl — _ 8 |DEPUTY GHIEF

2 ) ] [#a}e]

3 ’ . 10 CITY ATTORNEY

4 [LIAISON OFFICE n SEL?Q%?EN:&

5 DOCKET CODRD: COUNCIL LIAISON:

p ' / COUNCIL - ; <. et

‘ LSounel| O sroe O consent ¥l apopTIoN = - 1* "“‘]
7 ‘ : T [ ReFer To: COUNCIL DATE: Lf[ (}[ i
|11, PREPARATION OF: : ] RESOLUTION(S) X ORDINANCE(S) [0 AGREEMENT(S) [ DEEDI(S}

Please prepare an Ordinance adding to the Municipal Code the Audit Committee's Statement of Operating Principles
and an Ordinance approving the Audit Committee’s Charter, both approved by the Audit Committee on 2/26/07.
Please docket for an upcoming City Council meeting no later than March 27, 2007, in order to meet the 90-day
deadline for City Council approval

11A. STAFF RECOMMENDATIONS:
Approve the recommended actions.

12. SPECIAL CONDITIONS:

COUNCIL DISTRICT(S):
COMMUNITY AREA(S):
ENVIRONMENTAL IMPACT:
HOUSING IMPACT:

OTHER ISSUES:

CM-1472 . MSWORD2003 {REV.3-1-2006)
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EXECUTIVE SUMMARY SHEET
CITY OF SAN DIEGO
DATE ISSUED: 3/28/07 REPORT NO:
ATTENTION: City Attorney :
ORIGINATING DEPARTMENT: Council District 2
SUBJECT: Actions Related to the Duties and Responsibilities of the

Audit Committee

COUNCIL DISTRICT(S):
CONTACT/PHONE NUMBER: Matt Awbrey/236-6992 or Steve McNally/235-5281

REQUESTED ACTION:
Take the following actions:

Adopt the ordinance amending the Permanent Rules of the City Council as approved by the
Audit Committee (3-0) on 2/26/07.

Direct the City Attorney’s office to preapre an ordinance which adds the the Audit Committee's
Charter and the Statement of Operating Principles with the Mayor to the Municipal Code, as
approved by the Audit Committee (3-0) on 2/26/07.

| INDEPENDENT CONSULTANT’S RECOMMENDATION:
Approve the recommended actions.

EXECUTIVE SUMMARY:

On January 9, 2007, the Clty Council approved a resolution adopting temporary rules to establish
the Audit Commlttee This resolution created the Audit Committee as the Council's sixth
standing committee, as reflected in the amended Rule 6.1 ("Creation of Standing Committees")
and the new Rule 6.11.6 ("Audit Committee"). Since that time, the Audit Committee has met
under these temporary rules. Also, the resolution required that the Audit Committee develop and
recommend a Charter containing the duties and responsibilities of the Committee for approval by
the City Council within 90 days. .

The new permanent rules, the Charter, and the Statement of Operating Principles with the Mayor
were drafted by the City’s Independent Consultant with the collaboration of the Audit
Committee, the Mayor, the City Attorney, and the IBA. The Audit Committee unanimously
approved these three items on February 26, 2007.

The requested actions before the City Council are to amend Rule 6.11.6 to reflect the new
permanent rules of the Audit Committee and approve the Audit Committee’s Charter and
Statement of Operating Principles with the Mayor. The Charter outlines the Audit Committee’s
purpose, membership, resources, procedures, and responsibilities. The Statement of Operating
Principles with the Mayor primarily addresses the relationship the internal auditor will have with
the Audit Committee during the interim period prior to revision of the City Charter. As outlined
in the Statement, the internal auditor shall be selected by the Mayor with the participation of the
Audit Committee. The internal auditor is directed to communicate with the Audit Committee
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insofar as it relates to the Committee’s oversight responsibilities with respect to the internal audit
function. The internal auditor shall also have the responsibility to inform the Audit Committee if
he or she believes his or her independence is being compromised.

FISCAL CONSIDERATIONS:
These actions will have no fiscal impact.

PREVIQUS COUNCIL and/or COMMITTEE ACTION:
The City Council adopted temporary rules to establish the Audit Committee on January 9, 2007.

The Audit Committee voted unanimously to apprové the Audit Committee’s Permanent Rules,
Charter, and Statement of Operating Principles with the Mayor on February 26, 2007.

COMMUNITY PARTICIPATION AND PUBLIC QUTREACH EFFORTS:

KEY STAKEHOLDERS AND PROJECTED IMPACTS:

Vi

Councilmember Faulconer
Originating Department "~ Deputy Chief/Chief Operating Officer
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STATEMENT OF OPERATING PRINCIPLES
(Originally received by the Audit Committee on February 26, 2007, as revised on April 10, 2007)

WHEREAS the City Charter provides for an Auditor and Comptroller to perform those
functions related to the City’s fiscal affairs specified in the City Charter;

WHEREAS the Auditor and Comptroller is to perform those functions under the direction of
the Mayor except as otherwise specified in the existing City Charter;

WHEREAS the Mayor believes that it is important for the financial integrity of the City for
the Auditor and Comptroller, consistent with his responsibilities under the existing City Charter, to
perform the internal audit function on an independent basis working not only with the Mayor’s
Office, but also with the Audit Committee recently established by the City Council to provide
independent oversight over financial matters (the Auditor and Comptroller or his designee with
responsibility over the internal audit function is referred to herein as the “Internal Auditor”);

WHEREAS this Statement of Operating Principles shall apply during the inteﬁm period

. . ) y ; o
prior to revision of the City Charter (the “Interim Period™);

Accordingly, the Mayor hereby sets forth the following operating principles:

1. The Internal Auditor, in the exercise of his internal audit function, is directed
periodically and more frequently as necessary to communicate directly to and consult with the
Audit Committee and to be responsive to its requests for information consistent with the Audit
Committee’s oversight responsibilities with respect to the internal audit function. Such
communication shall take place at the initiative of the Internal Auditor or of the Audit Committee.
The Internal Auditor shall have the responsibility to inform the Audit Committee if he believes his
independence is being compromised.

-~ 2.-  During the Interim Period, the Internal Auditor’s internal audlt function shall focus
on financial reporting, completion of the City’s CAFRs for fiscal years 2003 through 2007, and the
City’s internal controls over financial reporting.

3. The Internal Auditor shall prepare an Annual Audit Work Plan consistent with the
foregoing paragraph as part of the internal audit function after consultation with and taking into
account the recommendations of the Mayor and the Audit Committee, including prioritization of the
workload according to available resources and budget. The Internal Auditor shall resolve any
differences through the exercise of his independent professional judgment.

4. The Intemal Auditor may consult as éppropriate with the City Council or its
designees, such as the Independent Budget Analyst, or the City Attorney.

1of2



: -5 The Mayor shall direct the Auditor and Comptroller to select as the Internal Aﬁditor,
with the participation of the Audit Committee, a person with professional qualifications as an

internal auditor.

. 6. To the extent that the Internal Auditor is not the Auditor and Comptroller as
described in Section 39 of the City Charter, the Internal Auditor may be dismissed by the Auditor
and Comptroller, subject only to a right to appeal to the Audit Committee to overturn the dismissal

decision. :

7. The Auditor and Comptroller, in consultation with the Audit Committee, shall
evaluate the performance of the Internal Auditor and shall consult with the Audit Committee with
respect to the budget and compensation of the Internal Auditor.

APPROVED: JERRY SANDERS, Mayor

20f2
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ORDINANCE NUMBER O- (NEW SERIES)

DATE OF FINAL PASSAGE

AN ORDINANCE AMENDING THE SAN DIEGO MUNICIPAL
CODE BY AMENDING CHAPTER 2, ARTICLE 2, DIVISION 1,
SECTION 22.0101.5, ENTITLED "PERMANENT RULES OF
THE COUNCIL," BY AMENDING RULE 6.1 AND ADDING A
NEW RULE 6.11.6; AMENDING CHAPTER 2, ARTICLE 2, BY
- ADDING NEW DIVISION 43, TITLED “AUDIT COMMITTEE”,

- AND ADDING NEW SECTIONS 22.4301, 22.4302, 22.4303,
22.4304, AND 22.4305; AMENDING CHAPTER 2, ARTICLE 6,
BY REPEALING DIVISION 17, TITLED “FINANCIAL
REPORTING OVERSIGHT BOARD”, AND BY REPEALING
SECTIONS 26.1701, 26.1702, 26.1703, 26.1704, 26.1705 AND
26.1706 IN THEIR ENTIRETY; AMENDING CHAPTER 2,
ARTICLE 2, DIVISION 41, TITLED “SECURITIES ’
DISCLOSURE”, BY AMENDING SECTIONS 22.4101, 22.4105,
22.4106, 22.4109, AND 22.4112; AMENDING CHAPTER 2,

- ARTICLE 2, DIVISION 3, TITLED “CITY ATTORNEY”, BY
AMENDING SECTION 22.0304; AMENDING CHAPTER 2,
ARTICLE 2, DIVISION 7, TITLED “CITY AUDITOR AND -
COMPTROLLER”, BY AMENDING SECTION 22.0708; ALL
RELATED TO A NEW AUDIT COMMITTEE.

WHEREAS, on December 6, 2006 at a special fneeting, th;: City Coﬁncil established an
Interim Audit Comrﬁiﬁee and directed the City Attorney to draft an ordinance to amend thé
Permanent Rules of the Council to establish an Audit Committee as a standing committee 0} the
City Council, and directed that the Audit Committee prepare a written Charter; and further
dirccted that the Financial Reporting Oversight Board be eliminated as being redundant to the
Audit Committee; and

WHEREAS, on January 9, 2007, the Cify Council adoptcd the “San Diego City Council
Temporary Rules Establishing the Audit Committee” until such time that the Permanent Rules of
the City Council are amended-and directed that the _Audit Committee develop and recommend a
Charter containing the duties and responsibiiitigf; of t-he Audit Committee; and

WHEREAS, on February 26, 2007, the Audit Committee proposed amendments to the

-PAGE 1 OF 13-
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San Diego City Council Temporary Rules Establishing the Audit Committee, discussed and
adop.ted an “Audit Committee Charter”, and discussed and received a “Statement of Operating
Principles” issued by the Mayor, a copy of which is attached for references purpoées only as
Exhibit A, and directed that the- Audit Committee Charter be added to the Municipal Code; and

WHEREAS, under Charter section 280(a)(1) this ordinance is not subject to veto by the
Mayor t;ecause this matter is exclusively within the purview of the City Council and not
affecting the administrative s.ei"vice of the City uﬁder the control of the Mayor; NOW,
THEREFORE,

BE IT ORDAINED, by the Council of the City of Sdn Diego, as follows:

Section 1. That Chapter 2, Article 2, Divisi'on 1, of the San Diego Municipal Code is
hereby amended by amending Section 22.0101.5, Rule 6.1, and by adding Rule 6.11.6, titled
“Audit Committee,” as follows:

§ 22.0101.5 - Permanent Rules of the Council
Rule 1 through Rule 5.2. [No change in téxt.]
Rule 6: STANDING AND SPECIAL COMMITTEES
6.1 Creation of Standing Committees (former Rule 10)
The Cquncil hereby creates six sfanding committees as follows:
(a) through (e) [No change to text.]
(f) Audit Committee
Rule 6.2 through Rule 6.11.5 [No change to text.]
Rule 6.11.6 Audit Committee
() The Audit Committee shall be composed of three voting Council
members. Whenever possible, on a going forward basis, the terms

of Audit Committee members should be arranged to ensure that

-PAGE 2 OF 13- .
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. there is always at least one experienced member of the Comunittee,

(b) The Committee shall provide independent, legislative oversight for
audit work performed by and for the City. Thls oversight shall
éxtend to ﬁe City's internal controls over ﬁnancial.reporting; the
City's financial disclosures; internal financial audits; and the
selection, with appropriate consultation with the Mayor, and
monitoring of independent audit firms.

(c) The Committee may hold hearings on matters referred to it and as
it deems necessary for the performance of its functions.

(d) The Committee shall also have the responsibili_ty to develo'p a
permanent Audit Committee Charter, review the Charter annually
and recommend any proposed changes to the Charter to the City
Council.

Rule 6.12 through Rule 11 [No change to text.]
Section 2. That Chapter 2, Article 2, of the San Diego Municipal Code 1s hereby amended
by adding a new Division 43, titled “Audit Commuittee”; and by adding new sections 23.4301,
22.4302,22.4303, 22.4304 and 22.4305; to read as follows:
Article 2: Administrative Code
Division 43: Audit Committee
§22.4301 Purpose and Intent
The purpose of the Audit Committee of the City Council of the City of San Diego
is to:
(a) Provide independent, legislative ove.rsight of the City’s accounting

and financial reporting processes, financial internal controls,

-PAGE 3 OF 13-
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(b)

(©
(d)

(e)
&)

(2)

(0-2007-122)

internal financial audit function and audits of the Cjty’é financial -
statements;

Assist the Council in performing its legislative oversight function
in those areas;

Review the financial reports and other financial information

provided by the City, the City’s disclosure controls and

procedures,l and its internal financial controls;

Consider the reports of and interact with the City’s internal auditor
in connection with the internal auditor’s performance of an
independent internal financial audit function;

Aésume direct responsibility, with appropriate consultation with
the Mayor or his designee, for the appointment, compensation,
retention and where aﬁpropriate, replacement of the outside auditor
to the City in preparing or issuing an audit report or related work;

Oversee the work and independence of the outside auditor, approve

‘all auditing services and permitted non-audit services provided by

the outside auditor, and resolve any disagreements between the
Mayor and the outside auditor regarding financial reporting; and

Carry out the specific responsibilities set forth below in

~ furtherance of this stated i)urpose.

§ 22.4302 Committee Membership and Procedures

(a) Committee members shall be appointed in accordance with the Council

Permanent Rules.

PAGE 4 OF 13-
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The Committee shall be comprised of three voting Council members. The
terms of the members, whenever possible, shall be arranged to ensure that
there is always at least one experienced member of the Cdmmittee.

The Committee shall meet periodically as it determines. It shall conduct

its meetings in accordance with this Charter, the procedures of the

Council, the requirements of California law and such other lawful
procedures as the Committee may adopt. The Committee may, consistent
with California law, meet in closed session when determined necessary,

inchuding for personnel matters.

§22.4303 Resources

(a)

(b)

The Committee shall be advised, from time-to-time, by an ad hoc advisory
committee, created and established only for the purpose of advising on

questions with clearly defined objectives, and shalll be temporary in nature,
and shall be dissolved upon the completion of the objectives for which the

advisory committee was created. The advisory committee shall initially

- consist of at least three members, one member who shall be appointed by

the Mayor and two members who shall be appointed by the Committee.
Any additional memberé shall be appointed jointly by the Mayor and the
Committee. The advisory committee members shall be citizens selected
for their accounting or audit expertise or financial man_agerneﬁt expertiée.
Each of the members shall serve without compensation. |

The Committee may, from time to time, retain professional consultants as
it considers necessary to carry out its functions. The Committee shall be

provided with appropriate funding, as determined by the Committee and
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approved by the City Council, for payment of compensation to any such
consultants and advisors and any qutside auditor, as well as for any
ordinary admimistrative expenses of the Committee that it determines are
necessary or appropriate in carrying oﬁt its responéibilities.
§ 22.4304 Complaint Procedures |
| Any issue of significant financial misconduct shall be brought to the attention of
the Committee for its consideration. In this connectioﬁ, the Committee shéll
establish procedures for:
(a) the receipt, retention and treatment of complaints received by the
City regarding internal financial controls or financial auditing
matters and
(b) \ the confidential, anonymous submission by employees of the City
of concerns regarding questionable financial or auditing matters.
§ 22.4305 Key Responsibilities |
(a) The Committee’s role is one of oversight, and it 1s recognized that the
Mayor is responsibie for preparing the City’s financial statements and that
the outside auditor, which is ultimately accountable to tﬁe Commiitee, 1$
responsible for auditing tho.se financial statements.
(b) The following functions shall be the common recurring activities of the
Committee in carrying out its oversight role. The functions are set forth és
‘a guide and may be varied and supplemented from time to time as
appropriate under the cifcumstances.
(D Appointment of Outside Auditor. The Committee shall have; direct

responsibility, with appropriate consultation with the Mayor, for
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the appointment, compensation, retention ana where appropriate,
replacement of any registered public accounting firm selectéd to be
the City’s outside auditor for the purpose of preparing or issuing an
audit report or performing other audit, review or attest services for
the City. The Committee shall provide oversight of the work of
the outside auditor and, con‘sistent with the requirements of the
Citf,r Charter and California law, may meet with the outside auditor
outside the presence of the Mayor to discuss the audit and the
City’s fiscal affairs.

Disclosure Controls and Procedures. The Committee shall review

periodically with the Disclosure Practices Working Group and the

‘Mayor the City’s disclosure controls and procedures, and shall

review and evaluate the annual report on the City’s disclosure
controls and procedures made by the Disclosure Practices Workinlg
Group and provide to the Disclosure Practices Working Group, the
Mayor, ar;d the City Council any comments or recornmendations it
may have.

Internal Controls. The Committee shall discuss periodically with
the Mayor and the outside auditor the qﬁality and adequacy of the
Citj’s internal controls over ﬁnancfal reporting and internal
financial auditing procedures, including any significant
deficiencies or material weaknesses in the design or operation of
those controls which could ad_versely affect the City’s ability to

record, process, summarize or report financial data and any fraud,
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whether or not material, that involves the Mayor or other
employees who have a significant role in the City’s financial
internal controls, and discuss with the outside auditor how the
City’s financial systems and controls compare with practices in the
municipal sector.

Internal Auditing. The Committee shall make recommendations,
along with the City Council, the Mayor, and the City Attofney, for
matters to be included in the Annual Audit Work Plan developed
by the internal auditor as part of the internal audit function, which
shall focus on financial reporting, completion of the City’s
Comprehensive Annual Financial Reports for fiscal years 2004
through 2007, and the City’s -intemal controls over financial
reporting, and which shall recognize the need to prioritize
workload according to available resources, budget and critical
needs. The Committee shall .review and comment on the Annual
Audit Work Plan and monitor its progress on at least a quarterly
basis. The Committee shall review tHe results of internal financial
audits and monitor the follow-up on recommendations. Consistent
with the requirements of the City Charter and California law, the
Committee may meet with the internal auditor outside the présence
of the Mayor to discuss the internal financial audit.

Accounting Policies. The Committee shall review pertodically with
the Mayor and the outside auditm.' the quality, as well as

acceptability, of the City’s accounting policies, and discuss with
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the outside auditor how the City’s accounting policies compare

 with those in the municipal sector and all alternative treatments of

financial information within generally accepted accounting

principles that have been discussed with the Mayor, the

ramifications of use of such alternative disclosures and treatments
and the treatment preferred by the outside auditor.

Pre-approval of All Audit Services and Permitted Non-Audit

Services. The Committee shall approve, or establish procedures for

representatives of the Committee to approve, in advance, all audit

services and all permitted non-audit services to be provided to the

City by the outside auditor in order to ensure the outside auditor’s

independence.

Annual Audit. In connection with the annual audit of the City’s

financial statements, the Committee shall:

(A)  Regquest from the outside auditor a formal written statement
delineating all relationships between the outside auditor
and the City consistent with Independence Standards Board
Standard No. 1 and any other applicable auditing
requirements, discuss with the outside auditor any éuch
disclosed relationships and their impact on the outside
auciitor’s objectivity and independence, and take
appropriate action to oversee the iﬁdependence of the

outside auditor.
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(B)
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- (D)

(E)
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After appropriate consultation with the Mayor, recommend
to the City Council the selection and the terms of the
engagement of the outside auditor.

Review with the Mayor and the outside auditor the audited
financial statements o be included in the City’s
Coml;rehensive Annual Fiﬁancial Report, and provide to
the Mayor any comments or recommendations it may have,
and review and consider with the outside auditor the
matters required to be discussed by Statement on Auditing
Standards No. 61.

Perform the procedures set forth below in “‘Financial
Reporting Procedures” with respect tc; the annual financial
stateménts to be reported.

Review with .the Mayor and the outside auditor the City’s

critical accounting policies and practices.

Recommend to the Council whether, based on the reviews
and discussions referred to above, the annual financial

statements should be issued by the City.

Continuing Reporting. In connection with the City’s preparation of

its continuing reporting of financial information, the Committee

shall:

(A)

Review the City’s financial information to be included in

the City’s continuing reports, and discuss them with the

Mayor and, to the extent appropriate, the outside auditor.
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Perform the procedures set forth below in “Financial
Reporting Procedures™ with respect to the financial

information to be included in the continuing reports.

Financial Reporting Procedures. In connection with the

Committee’s review of each reporting of the City’s annual or

continuing financial information, the Committee shall:

(A)

(B)

©

Discuss with the outside auditor, to the extent appropriate,
whether all material correcting adjustments identified by

the outside auditor in accordance with generally accepted

. accounting principles are reflected in the City’s financial

statements.

Review with the outside auditor all material

. communications between the outside auditor and the

Mayor, such as any letter or schedule of unadjusted
differences.

Review with the Mayor and the outside auditor any
material.ﬁnancial or other a.rrangemen;cs of the City which
do not appear on the City’s financial statements and any
transactions or courses of dealing with third parties that are
significant in size or involve tenns'or other aspects that
differ from those that would likely be negotiated with
independent parties, and which arrangements or
transactions are relevant to an understanding of the City’s

financial statements.
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(D)  Resolve any disagreements between the Mayor and the
outside auditor regarding financial réporting.

Securities Law Compliance. The Committee shall review and

‘evaluate the City’s compliance with its obligations under federal

and state securities laws with respect to securities issued by the
City and by the “related entities,” as defined in San Diego
Municipal Code section 22.1702, and provide to the Disclosure
Practices Working Group, the Mayor, and the City Council any
comments or recommendations it may have.

Coordiﬁation and Reporting. The Committee shall work to assure
maximum coordination between the work of the internal auditor,
the Council as legislative body and the outside auditor, The Audit
Committee- shall report to the City Council at least quarterly, and
more frequently as needgd, including reporting out of closed
session, to assist the City Council in carrying out their legislative
oversight duties.

Charter. The Committee shall review and reassess at least annually
the adequacy of this Charter and recommend any proposed
changes to the Council for approval, including any changes that
may be appropriate or desirable as a result of any revision of the

City Charter.

Section 3. That Chapter 2, Article 6, of the San Diego Municipal Code is hereby

amended by repealing Division 17, titled “Financial Reporting Oversight Board” and by

repealing sections 26.1701, 26.1702, 26.1703, 26.1704, 26.1705, and 26.1706 in their entirety.
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Section 4. That Chapter 2, Article 2, Division 41, of the San Diego Municipal Code titled
“Securities Disclolsure”, is hereby amended by amending Sections 22.4101 (b)(6), 22.4105 (b),
22.4105 (¢), 22.4106 (a)(3), 22.4109 (b), and 22.4112 by replacing the words “Financial
Reporting Oversight éoard” with the words “Audit Committee”.

Section 5. That Chapter 2, Article 2, Division 3, of the San Diego Municipal Code, titled
“City Attorney”, is hereby amended by amending the title of Section 22.0304 and Sections
22.0304 (a) and 22.0304 (b) by replacing the words “Financial Reporting Oversight Board” with
the words “Audit Committee”.

~ Section 6. That Chapter 2, Article 2, Division 7, titledl “City Auditor and Comptroller”, 1s
hereby amended by amending Sections 22.0708 tb) and 22.0708 (b)}(5) by replacing the words
“Financial Reporting Oversight Board” with the words “Audit Committee”. |

Section 7. That a full reading of this ordinance is dispensed with prior to passage, since a
written'co;_)y was made available to the City Council and the public prior to the day of its
passage.

Section 8. This ordinance shall take effect and be in force on the thirtieth day from and

after its firlal passage.

APPROVHD! 7 AGUIRRE, City Attorney

Chief Deputy Cify Attorney

MDB:;df

03/28/2007

Or.Dept: Audit Committee
0-2007-122
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ORDINANCE NUMBER O- (NEW SERIES)

DATE OF FINAL PASSAGE

AN ORDINANCE AMENDING THE SAN DIEGO MUNICIPAL
CODE BY AMENDING CHAPTER 2, ARTICLE 2, DIVISION 43,
TITLED “AUDIT COMMITTEE”, AND ADDING NEW
SECTION 22.4306; RELATED TO THE OPERATING
PRINCIPLES OF THE AUDIT COMMITTEE.

WHEREAS, the City Chartér provides for an Auditor and Comptroller to perform those
functions related to the City’s fiscal affairs specified in the City Charter; and

WHEREAS, the Auditor and Comptroller is to perform those functions under tﬁe
direction of the Mayor except as otherwise specified in the existing City Charter; and

WHEREAS, the Mayor believes that it is important for the financial integrity of the City
for the Auditor and Comiptrolier, consistent with 1us responsibiiiiies under the existiﬁg City
Charter,.to perform the internal audit function on an independent basis working not only with the
Mayor’s Office, but also with the Audit Committee recently established by the City Council to
provide independent oversight over financial matters (the Auditor and Comptroller or his
designee with responsibility over the internal audit function is referred to herein as the
“Auditor”); and

WHEREAS, this Statement of Operating Principies shall apply during the interim period
prior to revision of the City Charter (the “In‘éerirn Period”); and

WHEREAS, on February 26, 2007, the Audit Committee discussed and adopted an a
“Statement of Operating Principles”, and directed that the Statement of Operating Procedures be
added to the Municipal Code; NOW, THEREFORE,

BE IT ORDAINED, by the Council of the City of San Diego, as follows:

Section 1. That Chapter 2, Article 2, Division 43, of the San Diego Municipal Code is
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hereby amended by adding Section 22.4306, titled as follows:

§ 22.4306 Interim Statement of Operating Principles

The Mayor hereby sets forth the following operating principles:

(a)

(b)

(c)

The Auditor, in the exercise of his internal audit function, is
directed periodically and more frequently_as necessary to
communicate directly to and consult with the Audit Committee and
to be responsive to its requests for information consistent with the
Audit Committee’s oversight responsibilities with respect to the
internal audit function. Such communication shall take place at the
initiative of the Auditor or of the Audit Committee. The Auditor
shall have the responsibility to inform the Audit Committee if he
believes his independence is being compromised.

During the Interim Period, the Auditor’s internal audit function
shall focus on financial reporting, completion of the City’s CAFRs
for fiscal years 2003 through 2007, and the City’s internal controls
over financial reporting.

The Auditor shall prepare an Annual Audit Work Plan consistent

‘with the foregoing paragraph as part of the internal audit function

after consultation with and taking into account the recorﬁmendations
of the Mayor and the Audit Committee, including prioritization of
the workload according to available resources and budget. The
Auditor shall resolve any differences through the exercise of his

independent professional judgment.

-PAGE 2 OF 4-



000183
(@

(e)

®

(0-2007-126)

The Auditor may consult as appropriate with the City Council or
its designees, such as the Independent Budget Analyst, or the City
Attormney.

The Mayor shall select as the Auditor, with the participation of the
Audit Committee, a person with professional qualifications as an
internal auditor.

To the extent that the Auditor is not the Auditor and Comptroller
as described in Section 39 of the City Charter, the Auditor may be
dismissed by the Mayor subject only to a right to appeal to the
Audit Committee to overturn the Mayor’s decision.

The Mayor, in consultation with the Audit Committee, shall
evaluate the performance of the Auditor and shall consult with the
Audit Commuittee with respect to the budget and compensation of

the Auditor.

" Section 2. That a full reading of this ordinance is dispensed with prior to passage, since a

written copy was made available to the City Council and the public prior to the day of its

passage.

Section 3. This ordinance shall take effect and be in force on the thirtieth day from and

after its final passage.
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APPROVED: MICHAEL J. AGUIRRE, City Attorney

By _(ethogns /%wééﬁ.w
C’Pj Mark D. Blake I
Chief Deputy City Attorney

MDB;:jdf

04/04/06

Or.Dept:Audit Committee
0-2007-126

I hereby certify that the foregoing Ordinance was passed by the Council of the City of San
Diego, at this meeting of .

ELIZABETH S. MALAND

City Clerk
By
Deputy City Clerk
Approved:
- (date) JERRY SANDERS, Mayor
Vetoed:
(date) JERRY SANDERS, Mayor
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ORDINANCE NUMBER O- ‘ (NEW SERIES)

DATE OF FINAL PASSAGE

AN ORDINANCE AMENDING THE SAN DIEGO MUNICIPAL CODE

-BY AMENDING CHAPTER 2, ARTICLE 2, DIVISION 1, SECTION
22.0101.5, ENTITLED "PERMANENT RULES OF THE COUNCIL,"”
BY AMENDING RULE 6.1 AND ADDING A NEW RULE 6.11.6, ALL
RELATED TO A NEW AUDIT COMMITTEE.

WHEREAS, on December 6, 2006, the City Council directed the City Attorney to draft

* an ordinance to amend the Permanent Rules of the Council to establish an Audit Committee as 2

»

standing commiittee of the City Council; and

W’HEREAS, under Charter section 280(a)(]1) this ordinance is not subject to veto by the

cder TV mnnan ] oen A e

_ Mayor because ihis matier is exciusively within the purview o ity Council and no

affecting the administrative service of the City under the control of the Mayor; NOW,

THEREFORE,

~

BE IT ORDAINED, by the Council of the City of San Diego, as .follows:

Section 1. That Chapter 2, Article 2, Division 1, of the San Diego Municipal Code is
hereby amended by amending Section 22.0101 .S‘, Rule 6.1, andlby adding Rule 6.11 .6; entitled
“Audit Committee,” as follows:

§ 22.0101.5 - Permanent Rules of the Council
Rule 1 through Rule 5.2. [No change in text.]
Rule 6: STANDING AND SPECIAL COMMITTEES
- 6.1 Creation of Standing Committeés (formef Rule 10)
The Council hereby creates six standing committees as follows:

(a) through (e) [No change to text.]
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(f) Audit Committee

Rule 6.2 through Rule 6.11.5 [No change to text.]

Rule 6.11.6 Audit Committee

(a)

(b)

The Audit Committee shall be composed of three voting Council
members. Whenever possible, on a going forward basis, the terms of

Audit Committee members should be arran ged to ensure that there is

~always at least one experienced member of the Committee.

The Committee shall be advised from time-to-time by an ad hoc advisory
cémmittee, created and established only for the purpose of advising on |
questions'with clearly defined objectives, and shali‘be terhporary in
nature, and shal be dissqlved upon the completioﬁ of the objectives for
which the advisqry committee was created. The advisory committee
shall consist of three members, one member x:vho shall be appointed by,
the Mayor, and rwo members who shal]_'be appointed by the Committee,
The advisory committee membefs shall be citizens selected for their

accounting or audit expertise or financial management expertise. Each of

(c)

(d)

(e)

the-members-shall serve-without compensations
The Committee shall provide independent, legislative oversight for audit
work performed by and for the City.' This oversight shall extend to the

quality of the City's internal controls and practices; the accuracy of the

' City's financial disclosures; the conduct of internal ﬁna_ncial audits; and

the selection and monitoring of independent audit firms.
The Committee may hold nearings on matters referred to it and as it
deems necessary for the performance of its functions,

The Committee shall also have the responsibilfty to develop a perrhanent
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Audit Committee Charter, review the Chayter annually and recommend
any proposed changes to the Charter to the governing body.
Rule 6.12 thro.ugh Rule 11 fNo change to text.] |
Section 2. Th.at a full reading of this ordinance is dispensed with prior to its final passage, a
written copy having been .availa_ble to the City Council and the public pribr to the déy of its pa;ssage.
Section 3. That this ordinance .shatl take effect and be in force on the thirtieth day from and after

its final passage.

APPROVED: MICHAEL J. AGUIRRE, City Attorney

Chief Deputy City Attorney -

~
s
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RESOLUTION NUMBERR.__ 5 #2273

DATE OF FINAL PASSAGE __1i#t ' ¢ 27

A RESOLUTION OF THE COUNCIL OF THE CITY OF
SAN DIEGO ADOPTING TEMPORARY RULES TO
ESTABLISH THE AUDIT COMMITTEE
WHEREAS, Rule 9 of the Permanent Rules of the Council permits temporary rules to be
-established, that have the effect, for the ime being, of a standing rule; and
WHEREAS, the Council desires to temporarily amend the Permanent Rules of the

da € 11 £ tm 0Add o wmpmzr chmom Al i Ak m il 4] o
Rule 6.11.6 to add a new stanaing commitice entitled
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“Audit Committee” to allow the Audit.Committee to begin 1ts work promptly; and
WﬂEREAS, under Charter section 280(a)(1) this resolution is not subject to veto by the
Mayor becauge this ma;tter 18 exclusiv‘ely' within the ;;urview of the City Council and not
affecting the administrative service of the City undei- the control of the Mayor; NOW,
THEREFORE,
- BEIT RESOLVED, by the Council of the City of San Diego, that the following
temporary rules to be known as “.San Diego Ci-ty Council Temporary Rules Establishing the
“Audit Committee” is hereby adopted.
Rule G.i VCreation of S‘tan ding Committees (former Rule 10) [new teit ﬁnderlined]
The Council hereby creates six standing cbmmitteés as follows:

(a) Committee on Rules, Open Government and Intergovernmental Relations (herein
referred to as the “Rules Committee’)

(b)  Committee on Land Use and Housing
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(c) Committee on Natural Resources and Culture
(d)  Committee on Public Safety and Neighborhood Services
(e) Committee on Budget and Finance

(f) Audit Committee

Rule 6.11.6 Audit Committee [all new text]
(a) The Audit Committee shall be composed of three voting Councilmembers.

(b) The Committee shall have legislative oversight responsibilities for the City’s audit |
work.

(c) The Committee shall also have the responsibility to hold hearings on matters
referred to it and to act upon them as soon as practicable.

BE IT FURTHER RESOLVED, that the above temporary niles shal] be effec‘.cive from
passage and continuing until such time that ‘Lﬁe Permanent Ruies of i‘ne City Council are |
amended to incorporate the subject matter addressed in the temporary rules.

BE IT FURTﬁER RESOLVED, that the Audit Committee shall develop and recommend
a Charter containing the duties and responsibilities of the Committee for further discussion and

approval by the City Council within 90 days.

APPROVED: MICHAEL J. AGUIRRE, City Attorney

By Clesthemu G {mrégcﬁf
Catherine MjBradley
Chief Deputy City Attorney

CMB:jab

12/21/2006
01/05/2007COR.COPY
Or.Dept:Council-Peters
R-2007-664

-£;3@2279
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ORDINANCE NUMBER O- (NEW SERIES)

- DATE OF FINAL PASSAGE

CODE BY AMENDING CHAPTER 2, ARTICLE 2, DIVISION 43,
TITLED “"AUDIT COMMITTEE", AND ADDING NEW
SECTION 22.4306; REJLATED TO THE OPERATING
PRINCIPLES OF THE AUDIT COMMITTEE,

WHEREAS, the Citv Charter provides for an Auditor and Comptroller to perform those
ﬁmctions related to the Cityv’s fiscal affairs specified in the City Charter; and
WHEREAS,. the Auditor and Comptroller is to perforim those functions under the
“direction of the Mavor except as otherwise specified in the existing City Charter; and

WHERFEAS. the Mavor believes that it 1s important for the financial integrity of the City

the Auditor and Comptroller. consistent with his responsibilities under {he existine Cit

Charter, to perform the interna] audit function on an independent basis working not only with the

Mavor’s Office, but also with the Audit Committee recentlv established by the City Council to

provide independent oversight over financial matters (the Auditor and Comptroller or his
degiggce with responsibility over the internal audit function is referred to herein as the
“Auditor”); and

WHEREAS, this Statement of Operating Principles shall apply during the intenim period

prior to revision of the City Charter {the “Interim Penod’™: and

WHEREAS. on February 26. 2007, the Audit Committee discussed and adopted an a

“Statement of Operating Principles™, and directed that the Sfatement of Operating Procedures be

added to the Municipal Code; NOW, THEREFORE.,

| BE IT ORDAINED. by the Council of the City of San Diego, as follows:

Section 1. That Chapter 2. Article 2, Division 43, of the San Diepo Municipal Code is
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hereby amended by adding Section 22:4306, titled as follows:

§22.4306 Interim Statement of Operating Principles

The Mavor hereby sets forth the following operating principles:

(a)

(b)

(c)

The Auditor. in the exercise of his internal audit function. is

directed periodically and more frequentlv as necessary to
ComIMunicate diréct]g to and consult with_the Audit Cominittee and

to_be responsive to its requests for iﬁ.formation consistent with the
Audit Committee’s oversight responsibilities with respect to the
internal audit function. Such communication shall take place at the
initiative of the Auditor or of the Audit Committee. The Auditor

believes his independence is being compromised.

During the Interim Period. the Auditor’s internal audit function

shall focus on financial reporting, completion of the Citv’s CAFRs

for fiscal vears 2003 through 2007. and the City’s internal controls

over financial reporting.

The Auditor shal] prepare an Annual Audit Work Plan consisient

with the foregoing paragraph as part of the internal audit function

after consultation with and taking into account the recommendations

of the Mayor and the Audit Committee, including prioritization of

the workload_according to available resources and budget. The

Auditor shall resolve anv differences through the exercise of his
independent professional judgment.
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(dy  The Auditor may consult as appropriate with the Citv Council or

its desienees, such as the Independent Budeet Analvst, or the City

Attornev.

(e) The Mayor shall select as the Auditor, with the Qartfcigation of the

Audit Committee, a person with professional qualifications as an

internal auditor.

{H) To the extent that the Auditor is not the Auditor and Comptroller

as described in Section 39 of the City Charter. the Auditor mav be

dismissed by the Mayor subject only 1o a ﬁght to appeal to the

Audit Committee to overturn the Mavor’s decision.

The Mayor, in consultation with the Audit Committee, shall

evaluate the performance of the‘Auditgr and shall consult with the

Audit Committee with respect to the budget and.comgensation of

the Auditor.
Section 2. That a full reading of this ordinance is dispensed with prior to passage, since a
" written copy was made available to the City Council and the public prior to the day of its

passage.

Section 3. This ordinance shall take effect and be in force on the thirtieth day from and

after its final passage.
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APPROVED: MICHAEL J. AGUIRRE, City Attorney

By

Mark D. Blake _
Chief Deputy City Attorney

MDB:jdf

04/04/06

Or.Dept:Audit Committee
0-2007-126 .

I hereby certify that the foregoing Ordinance was passed by the Council of the City of San
Diego, at this meeting of .

ELIZABETH S. MALAND

City Clerk
By
Deputy City Clerk
Approved:
{(date) : JERRY SANDERS, Mayor
Vetoed: :
(date) A : JERRY SANDERS, Mayor
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