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BHCS UG Al TOGETHER

August 7, 2007

Mr. Kelly C. Bowers

Senior Assistant Regional Director
Securities and Exchange Commission
Los Angeles Regional Office

5670 Wilshire Boulevard, 11* Floor
Los Angeles, CA 90036-3648

Dear Mr. Bowers,

The City is in receipt of your July 23, 2007 letter to Messrs. John Hartigan and Stan
Keller regarding Mr. Keller’s “Initial Report of Independent Consultant” dated

T2 T AANT aened ia im t rmal wr
Jume 7, 2007 and is in the process of preparing 2 formal written response.

S Anranaa

The City Council is on legislative recess for the month of August. The Mayor would like

" to formally meet with the Council prior to sending the City’s response and has worked

with the City Council President to docket the item for the September 4 Council meeting.
The City’s response will be sent shortly thereafter.

Should you have any questions in the meantime, feel free to contact me at 619-236-7080.

Thank you.

Sincerely,

Jay M. Goldstone’ ,
Interim Chief Operating Officer/Chief Financial Officer

Cc:  Jerry Sanders, Mayor
City Council Audit Committee
City Councilmembers
Mike Aguirre, City Attorney _
Stan Keller, Independent Consultant -
Andrea Tevlin, Independent Budget Analyst
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Overview

e Components of the response

e Timing of response

¢ Audit Committee’s comments/input

B8/6/2007




The Response

e Describe work completed to date -

® Provide the 6 Kroll remediation stétus reports
e Respond specifically to each of the 5 areas

e Acknowledge work still to be done

‘ /oSSLJSL Cotmei /Uspmﬂ,

8/8/2007

Internal Auditor

e The appointment of an Interim Internal Auditor
e Development of Risk Assessment

® Recruitment process

& 19 applications

e July 26th — 7 candidates interviewed

# August — Top 2 candidates to be interviewed
@ Late August — Possible offer to be made

8/8/2007




8/6/2007

Member Audit Committee

CO July 30t Meeting — 3 technical experts added in
an ex-officio capacity R EP - P
e Apprise of work performed /p (4
e Share copy of Charter, Bi-laws and Statement

of Operating Principles
® Mention work of Charter Review Committee

Audit Committee

e Acknowledge the establishment of a 3 Council

8/8/2007

e Council approved the acquisition of SAP
® July 2008 — Implement Core Financial System

® January 2009 - Implement Payroll/HR System

Financial Accounting System
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- Role of Chief Financial Officer
e Establishment of the CFO position

e The consolidation of financial oversight

e Separation of the Internal Auditor from the
Comptroller

® Work of the Charter Review Committee

8/6/2007

Disclosure Process'

@ Establishimént of the Disclosure Practices
Working Group (DPWG)

® Provide DPWG's Disclosure Controls &
Procedures

e Cross-disciplinary internal working group

City will take under advisement “shelf-like”
disclosure system

8/6/2007
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Next Steps

® Receive Audit Committee Comments-- .

o
pRuCE

e Inform SEC of anticipated September response

® Present “final” letter to Council Sept. 4t

® Mail letter

8/6/2007 : ’ ) g




THE-CrTY-oF-San-Dieco-

OFFICE OF THE INDEPENDENT BUDGET ANALYST REPORT

Date Issued: August 29, 2007 IBA Report Number: 07-80
City Council Docket Date: September 4, 2007
Item Numbers: 332 and 333

Item: Background Information for Item 332 - Report from the Independent Consultant
(Stanley Keller) and Item 333 - Response to the SEC

RECAP OF INDEPENDENT CONSULTANT/MONITOR CONTRACT

The purpose of this report is to provide background informatien for Council and the
public with respect to two items on next week’s docket that relate to the status of the
City’s financial reforms. The first item, Item 332, is an information report from Stanley
Keller in his capacity as the City’s Independent Consultant as required by the Securities
and Exchange Commission (SEC) in their Order of November 14, 2006. The SEC
required that the City retain an Independent Consultant for a period of three years to
review and make recommendations regarding the City’s policies and internal controls
with respect to its financial disclosure functions. A three year contract with Mr. Keller
was recommended by the Mayor and approved by Council on January 16, 2007.

This contract also provided for Mr. Keller to serve in the capacity of “Monitor” as
recommended by the Kroll report that was issued on August 8, 2006. In his role as
Monitor, Mr. Keller is to assist with review and implementation of remediation measures
as recommended by Kroll. While there is natural overlap between Independent
Consultant and Monitor duties, it is important that they be distinct in their execution.
Given the crossover of issues, the intent of Mr. Keller serving in both roles was to take
advantage of knowledge he has acquired about San Diego’s reform efforts in order to
achieve efficiencies.

INITIAL REPORT OF INDEPENDENT CONSULTANT TO THE CITY OF
SAN DIEGO (Item 332)

The SEC Order calls for the designated Independent Consultant to 1ssue three reports to
the SEC as follows: “issue its first report within 120 days after the date of the
engagement and the following two reports within 60 days following each-subsequent one-
year period from the date of engagement.” With Mr. Keller’s contract with the City

Office of Independent Budget Analyst
202 C Street, MS 34 ® San Diego, CA 92101
Tel {619) 236-8555 Fax (619) 236-6554
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being executed on or about January 27, 2007, his first report, using that date, was due to
the SEC on May 28, 2007. However, Mr. Keller requested of the SEC, and the SEC

approved,.an.extension to.June 8, 2007._Mr. Keller indicated be requested_an_extension

in order to allow for items that were underway to be finalized and refiected in the report.
Future requests for extension should first be approved by the Mayor and City Council.

Mr. Keller issued his report to the City Council, the Mayor’s Office and the City
Attorney as well as to the SEC on June 7, 2007. As Mr. Keller did not present his report
to the City Council upon its release, this item 1s docketed so that he can discuss his report
in a public forum and respond to questions.

LETTER FROM SEC IN RESPONSE TO THE INDEPENDENT
CONSULTANT’S INITIAL REPORT (Item 333)

On Monday, July 23, 2007 Stanley Keller, Independent Consultant, and John Hartigan,
the City’s outside legal counsel on this matter, received a letter from Kelly C. Bowers,
SEC Senior Assistant Regional Director, in response to the Independent Consultant’s
June 7™ Initial Report. Mr. Keller provided the letter to the CFO and the City Attorney’s
Office the same day he received it, and he suggested that it be provided to the Chair of

~ the Audit Committee. The correspondence was not similarly distributed to the Council
President, members of the City Council or the IBA on the 23™. Tt was provided to the
Chair of the Audit Committee at the end of the week and to the ury Councii on Monday,
July 30®. Timely distribution of important SEC communications is critical to both
branches of govermment, and responsibilities for this should be clarified for the future.

The letter from the SEC requested that additional information be provided on the steps
taken by the City to adopt the following items discussed in Mr. Keller’s report:

- Finalizing the internal andit function and hiring a qualified internal auditor

- Completing the organization of the Audit Committee and selecting cztlzen
advisors and professional consultants to advise them

- Upgrading to a new financial accounting system

- Reevaluating the roles and accountability of the CFO and the Auditor and
Comptroller

- Evaluating the disclosure process and consider moving to a shelf-like disclosure
system '

The letter stated: “please advise us as soon as possible as to the steps taken by the City to
adopt the above recommendations or other alternative methods designed to achieve the
same objectives... We are also interested in knowing the estimated timeframe for
implementing these recommendations.”
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Since the letter was addressed to Messrs. Keller and Hartigan, I asked Mr. Keller 1o
clarify whether the response should come from him or directly from the City. Mr. Keller

" noted-that the City-should-be.responding.directly_“since_itis_the City’sresponse tomy.________

(Mr. Keller’s) recommendations.” At a special Audit Committee meeting of August 6%,
the CFO discussed several points that he suggested be included in a City response. It was
also noted at this meeting that this item would be scheduled for full Council discussion
on September 4™, 2007 - the first Council meeting following legislative recess. In a letter
sent on August 7%, the CFO notified the SEC regarding this schedule. This item has been
docketed in order to discuss and coordinate a City response.

The IBA believes that a coordinated response regarding steps taken and planned actions
will best convey the City’s commitment to be responsive to the items noted in the SEC
letter of July 23, 2007.

This report is provided for information only.

bdas T4

Andrea Tevlin
Independent Budget Analyst
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JERRY SANDERS

MAYOR

September 4, 2007

Mr. Kelly C. Bowers
Senior.Assistant Regional Director
Securities and Exchange Commission
Los Angeles Regional Office

5670 Wilshire Boulevard, 11" Floor
Los Angeles, CA 90036-36438

Dear Mr. Bowers:

This is in response to your July 23, 2007 letter to Messr
Keller’s “Initial Report of Independent Consultant™ dated G
government very qermnﬂl\/ and thie has hopn a fr\p pr:or.t}' cf...“

have been approved by the City Council. Man)?f?iore are underway an _ Wlﬂybe brought forward as they
are completed Attachments | through 5 dlscusszthevCztyssx,progress on 1mplementmg the

1. The City must&f' nallze the mternal audit function and hire as soon as possible a qualified
internal auditor. \.g%u i gggemg

The Cityzeoncurs with thi l%recomm
cEsliie

SE e K

d is in the final stages of filling the internal auditor

s%of se%qn finalists were held on July 26, 2007 and the top two candidates

p%%ltron - Inter i)
have been interv ed A finalidecision and offer will be made shertly and an announcement

ﬁma%e once an agreement for emplﬁo*&“nfent is reached. In the meantime, in May of this vear |
appomted a well- quahf’ % lntenmflntemal Auditor who has re-activated the Internal Audit Unit,
including the development ofa Clty -wide risk assessment.

it W;'t}%ig%mlttee hould complete its organization as quickly as possible by selecting
citizen adv1sers;:andfprofesswnal consultants, as necessary, to assist the Audit Committee in
discharging 1t§%%spons;b;htles

While Kroll recommended the establishment of an Audit Committee comprised of two “public”
members and one City Council Member, the City Attorney has opined that this structure of an
Audit Committee could not be implemented without a change to the City’s Charter. As such, the
City Council established an Audit Committee comprised of three City Council Members.

CITY ADMINISTRATION BUILDING, 202 C STREET, SAN DIEGOD, CALIFORNIA 82101 (619} 236-6330

& Printad an recycled paper



000014

Page 2

Mr=Kelly-C=Bowers

Attachments 6 through 8 are the charter, ordinance establishing the Audit Committee, and
statement of operating principles relating to the Audit Committee and its relationship with the
Internal Auditor. In addition to the three City Council voting members, there are thiree ad hoc
advisers confirmed at the July 30, 2007 Audit Committee meeting who will bring technical
expertise to the Committee. The Audit Committee is also in the process of retaining a consultant
with professional auditing and accounting expertise to assist the Audit Committee perform its
oversight function.

On a parallel track, I established a 15 member City Charter Re\’f}evv”‘;Committee comprised of one
member nominated by each Council Member and seven appou;ted“by\me The charge of the
Committee is to review a number of Charter related issues and ulnmately submit recommended
Charter amendments to the City Council. This is to be compleled by September 2007 for
consideration for inclusion on the June 2008 ballot. C;)pe of_gh‘e items belngdlscussed ts to amend
the Charter to establish a permanent Audit Commijtfee, as well as su gestmg\the\permanent make-
up of the Committee. e
/‘@

The City should upgrade to a more modern and ¥ l%lfrﬁnanmal accounting’system so as to
uitimately improve iinaacial reporting.

The City concurs with this recomer:\d\a'tlon @d has a]ready‘s&lgcted a new software vendor. The
current schedulie calls for the 1mplemen\t§1t1on oﬂa new core ﬁnanclal}system by July 2008 and the
human resources/payrol! system by January 2009 )LThls 18 movmg as fast as can reasonably be
expected. :

Upon takmg office, est%bhshed IIhC'CJty s, ﬁrst ever Chief Financial Officer (CFQ) position. As
part,of; mIS@E\Pon _{consohdated all fifiancial related activities and responsibilities under this
pOSItlon About,gnesyear afier the establishment of this ‘position, the City’s Auditor and

égComptroller left the, Clty pro‘Vldhgathe City with an opportunity to take those responsibilities and

as&ggthem spec:fcal]y ito the CF@"P(T}]]S is the first step in separating the internal audit
respon31bll|t1es from the comptro]]er duties and is consistent with a recommendation made by
Kroll'*f;‘?gam because oﬂfan opinion by the City Attorney, this Kroll recommendation cannot be
fully 1m‘f31emented w1thout a Charter amendment and is also an item of discussion by the Charter
Review Comn?mee
The City should/contmue evaluating the disclosure process and consider whether moving
toward a shelf-like disclosure system would be appropriate.

The Independent Consultant’s Report stated that “it will be desirable for the City to consider
whether to move toward a more shelf-like disclosure system, similar to that used by private
issuers, as a way to permit accessing the capital markets in a timely and efficient manner in order
to achieve savings for taxpayers and ratepayers.” The Independent Consultant made this
suggestion in light of the comprehensive disclosure processes of the City’s, including the
Disclosure Controls and Procedures of the City’s Disclosure Practices Working Group (the
“DPWG”) (Attachment 9). The City’s current disclosure processes and procedures were enacted
by Ordinance No. 0-19320 (Ordinance), adopted by the City Council on October 11, 2004. The
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— Mr-Kelly-C-Bowers

formation of the DPWG was in response to recommendations made by the law firm Vinson &
Elkins L.L.P. in its report of September 16, 2004, regarding deficiencies in the processes and
practices of the City with respect to the disclosure of financial information to the financial
markets.

The DPWG is a cross-disciplinary internal working group of the City (currently composed of the
City Attorney, the Chief Deputy City Attorney for Finance and Disclosure, City’s Chief Financial
Officer, the Debt Management Administrator, and the City’s outside Disclosure Counsel, along
with the City Council’s Independent Budget Analyst as an ex-officia; m%mber) designed to
ensure communication between City departments, to create a cleai’ﬁlghoug?a' to discuss and debate
best practices with respect to disclosure controls and procedures-xand to directly address the
deficiencies cited in the Vinson & Elkins report. The objectn’ifes ofithe. DPWG are twofold: to
ensure the compliance of the City (and the City Councﬂ Clty offi cer}‘fand staff in the exercise of
their official duties) with federal and state securities };a’wsiand to promote: thevhlghest standards of
accuracy in disclosures relating to securities 1ssued‘by the City.

The City is carefully reviewing the suggestion® o‘f: ;he lndependent Consultant, 1ncludmg the
oty infhiae
evaluatlon of so-called shelf-registration models currentiyh/n«use by a limited number of public

kot £ P +h Al
agencics that frequently access the public markets, especially if the current model is too

cumbersome 1o ensure the timely process of decuments Es.th'e Clt) regains access to the public
markets. The City has adopted 1mproved procedures for the’ rev:ew of its Comprehensive Annual
Financial Reports which can serve as tllg *basistfor such a shelf: reglstra’uon process should it
proceed in that direction. The City is mmdful*hq:v?‘ev%r that its current disclosure regime has
made significant improvements to the City; (f’s controls&regardmgnthe release of financial
information to the pubhc*capltal markets. Accordmgly, any shelf-reglstrauon model would take
into consideration procedures*currentiy in pla& which weré d651gned to ensure that the City
would not makefmlsleadmg‘statements or omvl\ssmns to the market place in the future.

In addition to the above, the: Caty is moving forward on many fronts, including having issued its fiscal
year 2003 and 2004 Comprehen51ve¢Annuaj&1ancxal—Reports implementing additional Kroll
remediation mmatlons workmg on stréngthening its internal controls and filling key positions.

Mayor Jerry S%m-"fders

Enclosure: Attachments 1-9 4
o :
. N
Cc: Audit Committe&/€ity Council
City Attorney
Chief Financial Officer
Independent Budget Analyst

' The current composition of the City’s Disclosure Practices Working Group reflects the evaluation by the
Independent Consultant. See the memorandum of the Independent Consultant, dated April 20, 2007 entitled “Memo
of the Independent Consultant on the Disclosure Practices Working Group™ attached hereto as Attachment 9. The
City adopted the Independent Consultant’s recommendation on April 30, 2007. The City expects to adopt an
ordinance implementing changes to the DPWG in September 2007.
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OFFICE OF MAYOR JERRY SANDERS
CiTy OF SAN DIEGO

MEMORANDUM
Date: October 5, 2006
To:  Honorable Members of the City Council
From: Mayor Jerry Sanders af%;}'ﬂ/- FK‘ %4,(,_,7 M
Subject: Kroli Remediation Status for October 16, 2006, Council Meeting

in my memorandum dated August 24, 20086, | reported my staff had identified 121 items for
remediation from the Kroll' Report. These items were grouped by remedial category and

were described in detail along with anticipated due dates. On- October 16, 2006, my staff wil
meet with you to.discuss the following: ,

» Status of remedial items identlﬁed for completion in September 2006 (items 1-6,
46-47, 48.11, 84-86)

» Status of the implementation of the organizational structure for financial operations
(addresses items 7-14)

o Additional remedial items identified (|terns 4.1, 20.1, 52.1, 52. 2 57.1,107.1, 118.1,
120 1)

The numbering convention for the additional remedial items follows the remedial categories
identified in my August 24, 2006, memorandum. For example, “new” item 4.1 matches the

remedial category of Oversight Monitor and is most closély associated with item 4 from my
prior memorandum.

Attachment A — Financial Operations Organizational Charis

Cc:  City Atiorney
BA
Chief Operating Officer
Chief Financial Officer
SDCERS
John Dyer
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__A. C,omple.tedJ.temsm

Remedial Category — City Actuarial S"»ervices

46.  The City should periodically, butl no less frequently than every three years, retain its
own actuary o review the SDCERS actuarial valuation and the assumptions used,

and to provide an independent assessment of the valuation and its implications for
the City. (Pages 260, M-11 & M:12)

47.  The City must retain its own actuary responsible for determining for the City the cost
of each proposed new retirement benefit and to issue a report thereon to the City
Council before an ordinance is adopted conferring the benefit. (Pages 260 & M-12)

Status: Complete. The City has retained an actuary, Joseph Esuchanko. The
: City's actuary is nearly-complete with his first report. The delay in his
compietion is the result of additional work assigned by the City in order to
assist with the calculation of the City’s Net Pension Obiigation for the 2003
CAFR. Revised due date for the report is November 2006.

Remediai Category — Déferred Maintenance

48. We recommend that the Mayor and the. Budget Director estabhsh a process {o
-ldentlfy and prrormze deferred mainienance and unfunded procurement needs. The
Budget Director should prepare and present a public report identifying cumulative
deferred maintenance and unfunded procurement needs during the annual budget
hearings. The City's appreach to funding deferred maintenance and unfunded
procurement should be changed {o allow for increased funding in these areas.

- (Page M- 21) -

In respondnng to this item, the Mayor's August 24, 20086, memorandum identifies
four specrflc components (i, ii, iil and iv). Only items i and i are addressed below.

i. (48.i) Development of a Facmty Category Index to identify facilities and assets
critical to the mission of the City and prioritize those assets for funding to
address deferred msintenance reguirements. :

Status: Compleie. The due date indicated in my August 24, 2006, memorandum
for this item should have been September 2006 instead of September
2007. This date was transposed with item 48.ii.

i .(48.i) Development of an asset inventory to create current inventories of
essential infrastructure assets (e.g., Chiller Plants, Boilers, Pumps, High
Voltage Switch Gear).

Status: Not complete. The due date for this item was misstated as September
2006. The correct due date is September 2007.
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| - Remedial ltems due September 2006

B. In Process'ltems

-

Remedial Category - Oversight Monitor

1.

Appoint a Monitor to oversee the implementation of and compliance with the
Remediation Plan. (Pages 263 & M-14)

2. The Monitor should be selected by the Mayor in consuitation with the City Council
and subject to the approval of the SEC and should be an independent person of
suitable standing, independence and experience for the assrgnment {Pages 263 &
M-14)

3. The Monitor should have complete and unfettered access to all City and SDCERS
personnel and records. (Pages 263 & M-14)

4. The Monitor should make quarterly reports to the City and the SEC on the Clty s
progress. (Pages 263 & M-14) _

5. The Monitor should serve a ierm of no less than three years and should be provided
adequate resources o carry the duties of his office. (Pages 263 & M-14)

B. The SEC should have the right, upon request; to expand the scope of the Maonitor's
duties following consultatlon with the City. (Pages 263 & M-14)

Status: in process. The appointment of an SEC approved Monitor is a

recommendation that the Mayor supports. Further discussion with Council
and the City Attorney’'s Office is needed to determine the term of retention
and scope of duties. That discussion will occur prior 1o the

November 13th, 2006, Council date, where a detailed presentation will be
made. :

Remedial Category — Reconciliation of Accounts

84,

85.

Status:

The City must develop an improved cash reconciliation process, which is more
automated, documented, and complete. The revised process must support
accuracy, timely completion, and improved ease of review. (Page M-16)

The City should deveiop and implement a timely and less cumbersome bank
reconciliation process to clearly reconcile bank and the general ledger balances.
The improved process should facilitate timely completion, ease of review, correction

of errors, and enhance communication between the Comptrolier's and Treasurer's
staff. (Page M-16)

In process. Cash for fiscal years 2003 and 2004 have been reconciled and
reported to the City's external auditors. The establishment of 2 formal
documented process will be complete by November 20086,
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| - Remedial Items due September 2006

é
| p—

86. City Departments should reconcile all accounts receivable and deferred revenue

reconciliations for completeness and accuracy. (Page M-23)

Status: in process. This is a significant task requiring reconuhahons by each City
depariment with material revenue. The process documentation for
reconciling accounts receivable and deferred revenue to supporting
information for each period needs fo be updated. Subsequently,
appropriate City empioyees require training on the process. Finally, the
processes (by department) need to be tested to confirm operating
effectiveness. Revised completion date is June 2007.

accounts-to-supperting-information-at-period-ends—Supervisers-should-review-these—



Il — Status of the Implementation of the Orqamzahonal Structure for

' 000022 Financial Operations

Remedial Category — Organizational Structure

7. Centralize accountability for the accuracy and credibility of the City's financial
reporting under the CFO. The areas of responsibility would include, a City
Comptroller, a Director of Financial Reporting, the Financial Management Director,
Director of Debt Management and City Treasurer. (Pages 245 & M-1)

Status: Completed. Prior to January 2006, the City's financial reporting structures
were distributed throughout the organization. Sorhe reported up to the City
Manager through a Deputy and Assistant City Manager whiie the City
Auditor & Comptroller, a separate department, reported to the Mayor and
Council. This structure did not promote coordination, communications,
accountability or transparency. One of the first changes | made upon
taking office was to create the position of Chief Financial Officer (CFO)
who is responsible for what | am .calling the Department of Finance. The .

CFO is ultimately accountable for the accuracy and credibility of the City's
financial reporting.

See organizational chart in Attachment A, 2006 Department of Finance.
The City Comptrolier (Auditor & Compiroller), Director of Financial

Reporting (Financial Management) ‘Director of Debt Management (Debt
Management), and City Trpat:nrnr ('I'rn:eum\ rnnhﬁ Hirarths tn dhe MHEMA

o uult" RS RN L=l 307 R N
8. The Director of Planning, Budgeting'and‘Finar\"cial Analysis (Financiai Management
Director) should report directly to the CFO and have principal responsibility for
preparing an annual budget, a monthly budget with comparisons of budget to actual
results year-to-date, analyses of variances and a quarterly report to the City Council
and public setting forth budget versus actual results. (Pages 246 & M-2)

Status: Completed. The Financial Management Direcior reports directly to the
CFO and has primary responsibility for preparing the annual budget.
Quarterly reports have been provided to the City Council and public.

9. The Ci{y Treasurer should report to the CFO and have principal responsibility for alf
treasury functions for the City. (Pages 246 & M-2)

10.  The CFO should have primary responsibility for, and have as direct reporis,
- personnel with functional authority over accounting and financial analysis, treasury,
planning and budgeting and financial reporting. This should include authority over

those responsible for all information sysiems required by these functions. (Page
M-1)

11.  The Budget Director should report directly to.the CFO and have principal
responsibility for preparing an annual budget, 2 monthly budget with comparisons of
budget to actual results year-to-daie, analyses of variances, and a quarerly report
to the City Council and public setting forth budgeted versus actual results. The
Budget Director's Office should serve as a resource for financial analysis, planning
assistance, and services to other City departments and agencies. (Page M-2)
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Il - Status of the Impiementation of the Organizational Structure for
Financial Operations

)

127~ The City Treasurer should teporl to the CFO and have principal responsibility for all
treasury functions for the City. The Office of the Treasurer and the duties assigned
to that Office shall be as otherwise described in the City Charter. (Page M-2)

Status: : Completed. The City Treasurer and the Budget Director report directly to
the CFO. The CFO has authority over accounting and financial analysis,
treasury, fiscal planning, budgeting and financial reporting and the systems

that support these responsibilities. See organizational charts in
Attachment A. :

13.  Establish the position of City Comptrolier responsible for accounting and financial

reporting, inciuding preparation of the CAFRs and reporting fo the CFO. (Pages
245, 246 & M-2)

14,  Establish the position of Director of Financial Reporting responéible for the
preparation of the City's periodic financial statements. (Pages 246 & M-2)

Status: The establishment of a Comptroller position will require a City Charter
change. Anticipated baliot date is June 2008.. Currently, the duties
outlined for the Director of Financial Reporting are the shared responsibility
of the Auditor & Comptroller and the Financial Management Director.
More distincl delineation of duties will be established once the Director of
Financial Reporting position has been created. - }
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Since the delivery of my August 24, 2006, memorandum on “Responses 10 the Remedial
Recommendations Found in the Kroll Report,” staff has combed through the Kroll Report an
additional time and has identified a number of additional recommendations. Most of these
closely tie to remedial recommendations already identified ang often provide some additional

— clarity._ These_additionalitems are discussed below—As discussedrin-my-cover—=====-"- ===

memorandum to this document, any number listed below that is 2 whole number (i.e., 4, 20,
52, eic.) reflect remedial recommendations previously identified. The other numbers that
follow (i.e., 4.1, 20.1, 52.1, 52.2, etc.) represent newly reported items.

Remedial Category — Oversight Monitor

4, Original ltem. The Monitor should make quarterly reports to-the City and the SEC
‘on the City's progress. (Pages 263 & M-14)

4.1. Additional Item. CityMonitor quarterly reports should be made public in an
' approprlate manner |nclud|ng on the City's websnte (Page M:=14)

Response: ©pfter the City appomts a Monltor and réceives quarterly reports on the

progress of lmpiementa'uon ‘these reports will bé made public on the City's
website.

Remedial Category — Audit Comiiittee, Forfation and-Diities
20. Origina! ltem. The Audil Commtttee should establish a written charter. (Pages 251
& M-6)

20.1. Addmonal item. The Gity’s Audit Commlt’tee should approve the annual
compensa‘uon of the Auditor Géneral ahd- the annual budget for the Audnor
General s staﬁ (Page M= :5)

Response: Requures City Charler Change. Due date is June 2008.

Remedial Category — Disclosure

52 Original Item. The:City Council should have at least two weeks 1o review
substantially completed draffs of a prehmmary offenng statement before it is asked
to vote 16 approve the final document. (Pages 263 & M-14)’

52 1. Additional ltem. The City Council members should also estabiish a reasonable

period of time for the review of a final offering statement document, with marked
changes from earlier drafts. (Page M-14)

522 Additiohal ltem. The City CAFR is an integral component of the financial
information provided as part of any debl issuance; the City Coundil should review

and approve its use following the same procedures as offering statements. (Page
M-14)
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Response: City Council should establish a reasonable period of time by December 31,

Il — Additional Remedial ltems ldentified

- 2008.

Remedial Category - Financial Reporting

57

57.1.

Original tem. Al year-end, a budget should be presented to the City Council
containing a final budget-to-actual comparison, along with an explanation of
variances by department. (Pages 262 & M-13)

Additional ltem. Inter-departmental transfers to meet budget goals, or for any other

purpose, shouid not be permitted unless approved in advance by the City Council.
(Page M-13)

- Response: it-is staff's position that this has been. implemented. First, the

Appropnatton Ordiriance has been medified to remove the kind of flexibility
to move funds around that were given the City Manager and Auditor and
Comptroller in prior fiscal years._.In.addition, the City Council; through the
Business Process Re-engmeenng (BPR) Ordinance still has the authority
to review and take action on any and all movement of funds which result
from BPRs prior to staff's processing any transfers. The City Councit will
be asked to approve the ultimate movement of funds via an amendment {©

the ’-‘.pprsp. iation Oldlllal e pEl |uuu.-a||y ullUUgllUUl ihe fiscal year

- Remedial Cetegory - City Funding of SDCERS_

107

Original ltem. . The-City and SDCERS should make a voluntary gdisclosure through a
seh‘—reportlng process 10 the IRS of the amount of _any improper. dlverswn of funds
used to pay retiree health care benefits and 000peraie with the [RS to bring the City's

retiree healthcare funding into full compliance. {Pages 259 & M-11)

107.1 Additional lem. Make early disclosure of such costs (retiree healthcare benefits) in

its next issued financial statement. (Page M-11)

Response: While the City has not published the Net OPEB Obhgatlon on its balance

shegt, it has. dxsclosed its actuarially developed I:abnhty in the transmittal
leﬁer of the ﬁscal year. 2003 CAFR. It will-do the samié in ‘all subsequent

CAERs and will begin repomng its Net OPEB Obligation in fiscal year
2008.

Remedia! Category - SDCERS Board Structure

118

Orrglnai ltem. Prior to any appointment;-each potential appointee be required to
complete a written application I!stmg qualifications for the position and any faclors
that may impaci on that decision, and that the applicants be required to affirm the
accuracy of the application and a background check of the applicants should be
done by the appropriaie City department. (Pages 256 & M-9)

"
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00 98 1 Additional ltem. SDCERS board applications should be shared with the Business
and Governance Committee of the SDCERS board. {Page M-9)

Resgonse' C[ty staff will work with SDCERS

120 Qriginal Item SDCERS should adopt & formal charter for each committee which
should be updated no less frequent than every three years. Pages 257 & M-8)

120.1 Additional Item. The annual SDCERS CAFR should include a report from each of
its standing committees on significant activities during the year. (Page M-8)

Response: - Staff will work with SDCERS staff.
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OFFICE OF MAYOR JERRY SANDERS
CiTy OF SAN DIEGO

MEMORANDUM
Date: October 30, 2006
To: Honorable Members of the City Council
From: Mayor Jerry Sanders
Subjeet: Krolt Remediation Status fer November 13, 2008, Council Meeting

In my memorandum dated August 24, 2006, | reported my. staff had identified 121 items for
remediation from the Krolt Report, These items were grouped by remedial category and
were described in detail along with anhc:pated due dates. In my memorandum dated
October 5, 20086, | updated you on the status of ttems due in September 2006. On
November 13, 2006, my staff will meet with you to dISCUSS the.following:

« Status of remedial items completed as of November 13, 20086.
» Status of remedial items in-process but not complete as of November 13, 2006

Attachment A — Mayor's memorandum dated October 5, 2006, Kroll Remediation Status for
: - October 16, 2008, Council. Meetlng
Attachment B ~ City Employee Waste, Fraud, Abuse and Ethics Hotline Pollcy and
Procedures Manual {Draft)
Attachment C — Anonymous Submission of Suspected Wrongdoing (Whistleblowers) —
Issues for Government Audit Committees 1o Consider (source: AICPA)
Attachment D — Interest Allocation Remedial Documentation

Cc:  City Attorney
Chief Operating Oﬂ'cer
Chief Financial Officer
Independent Budget Analyst-
SDCERS
John Dyer
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I. Remedial Items Completed

A. ltems Previously Reported Comﬁ'lete

—Krolltems-7-44 2—45-4?—48(:)-57-1—16?—1——5eemymemorandum—dateu OTiBber 5 2006
(refer to Attachment'A)

' B. Items Completed During this Reporting Period

Remedial Category — Audit Committee ~ Formation and Duties

24.  The Audit Commitiee should have responsibility for the establishment and
monitoring of effeclive policies and procedures for dealing with “whistieblower*
complaints, including an internal hotline. (Pages 252 & M-6)

Status: Mayoral Office of Ethics and Integrity (OE!) task complete; awaiting meet
and confer process results and formation of Audit Committee, see section
ILB. The OEl| has drafted a policy and procedures for the City's hotline
process. Refer to Attachment B. |n drafting the ‘policy and procedures, the
OEl used the American Institute of Certified Public Accountants (AICPA)
tool kit for “Anonymous Submission of Suspected Wrongdoing
(Whistleblowers) - Issues for Government Audit Committees to Consider.”
Refer to Attachment C.

The policy and procedures include protection for whistleblowers and meets
the recommendations of Kroll Reportitem 24. The OEl is in the process of

“meet and confer” with the City's unions regardmg the poli¢y and
~procedures manual. Once the Audit Committee is in place, the policy and
procedures will be reviewed by the Commiittee and changed if necessary
(after “meet and confer” with the unions).

Remedial Category — Budget Policies and Practices

45. The City shoulid pubiish, along with the annual budget the significant assumptions
" that can materially affect the budget and a comparison of these assumptions
against actual expenence in recent years (Pages 261 & M-12)

Status: Complete The City’'s Fiscal Year (FY) 2007 budget is compiete and will be
distributed in November. included in this document is a section that describes
the assumptions uséd to develop the budget. As the City develops its first
five-year financial plan, the projections for the current fiscal year will be
frequently updated. This will provide a working fool for the City Council to
compare hudgeted assumptions to actual data.

The City of San Diego does not have actual data for FYs 2003-2005 to
illustrate actual experience against the budget. in preparation of the FY 2008
budget and subsequent FY budgets, significant assumptions will be compared
against actual experience for prior years.
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Remedial Category — Financial Reporting

54.  The City budget should be presented by month, by department. (Pages 26ﬁ & M-

13)

55. Atlieast quarierly, a report should be prepared reflecting budget-to-actual
comparisons by department in aggregate, with an explanation of significant
variances, to be disseminaied to the public. (Pages 261 & M-13)

56. The City budget should present budget-to-actual comparisons by department, fiscal
year-to-date, along with variances on a monthly basis. (Pages 261 & M-13)

57.  Atyear-end, a budget should be presented to the City Council containing a final
budget-to-actual comparison, along with an explanation of variances by department.
(Pages 262 & M-13) ‘

Status: Complete.- The City budget by month, by department for the first two
accounting periods was provided to the City Council and presented to the
Budget and Finance Committee on October 18, 2006. This report also
contains budget to actual comparisons and an explanation of significant
variances. The report was made public on the City's website, A similar report
will be published on a quarterly basis. Additionally, on September 13, 2006,
The Fiscal Year 2006 Summary Report was presented to the City Council.
This report contains a Tinai budget-ic-actuai comparison, aiong with
explanations of variances by department.

Remedial Category — Interest Allocation

74.  The City must develop an improved cash reconciliation process, which is more
automated, documented, and complete. The revised process must support
accuracy, timely completion, and improved ease of review. (Page M-16)

Status: Complete (internal control operating effectiveness to be tested by
March 31, 2007). A formal documented process has been completed.
Documentation includes an intemna! control matrix, process flow, process
narrative and identification of significant contro! activities. Additionally,
remediation documentation contains a background discussion; actions
taken for remediation, design effectiveness assessment, operating
effectiveness assessment and process improvement recommendations,
Refer to Attachment D. The CFO briefed Macias Ginni & O'Connell on the
remediation documentation and received positive feedback.

Remedial Category — Reconciliation 6f Accounts

84.  The City must develop an improved cash reconciliation process, which is more
automated, documented, and compiete. The revised process must support
accuracy, timely completion, and improved ease of review. (Page M-16)
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85.  The City should develop and implement a timely and less cumbersome bank .o
reconciliation process {o clearly reconcile bank and the general ledger balances _

—” The improved process ehouid.facalatate_tlmely-cempletlon—ease—ef—revuew—eerrect:on_——-_
of errors, and enhance communication between the Comptroller's and Treasurer's
staff. (Page M-16)

Status: Complete (internal contro! operating effectiveness to be tested by
March 31, 2007). A formal documented process has been completed.
Documentation includes an internai control matrix, process flow, process
narrative and identification of significant control activities.

Additionally, remediation documentation contains a background
discussion, actions taken for remediation, design-effectiveness

assessment, operating effectiveness assessment and process

improvement recommendations.

—
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A. ltems In-Process Previously Reported

Il. Remedial items In-Process

A

[ B

‘} Kroll lems 1-6 and ;‘.’;6 — see my memorandum dated October 5, 2006 (refer to
—e———AHtachmet A Yr— —————— ————————————————————

There is no update to the status of Kroll item 886. Updaied status for Kroll ltems 1-6 is
presenied below.

Remedial Category - Oversight Monitor

1.

Appoint a Monitor to oversee the mplementa’uon of and comphance with the
Remediation Plan. {Pages 263 & M-14)

The Monitor should be selected by the Mayor in consultation with the City Council

-and subject to the approval of the SEC and should be an independent person of

suitable standing, ‘independence and expenence for the assignment. (Pages 263 &
M-14)

The Monitor'should have compléte and unfettered access to al! City and SDCERS
personnel and records. (Pages 263 & M-14) '

The Monitor should make quarterly reports to the City and the SEC on the City's
progress. (Pages 263 & M-14)

The Monitor should serve a term of no less than three years and should be provided
adequate resources to carry the duties of his oﬁ‘ ice. (Pages 263 & M-14)

The SEC should have the right, tpon request; to expand th‘e scope of the Monitor's
duties following consultation with the City. (Pages 263 & M-14)

| Updated Status: In process. Meetings are being scheduled with the Council and the City

Attorniey to discuss the Kroll recommended momtor The Mayor will
bring forward a monitor recommendatlon(s) as spon as possible but no
later than January 31, 2007 ‘The scope of dutres term of retention and
qualifications will be consistent with the Kroll Report and any
subsequent SEC order, if applicable. The Council will have the final
approval over the term of retention, scope of duties and qualifications
through approvat of the contract entered into between the City and the
monitor.

B. ltems In-Process During this Reporting Period

Remedial Category — Audit Committee, Formatioh and Duties

18.

The City should establish a three member Audit Committee comprised of two
members from the public and one City Council Member. The public members
would be nominated by the Mayor and confirmed by the City Council. (Pages 251 &
M-6) ‘
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19,

1. Reme_dial_ltems In-Process

The City's Financial Reporting Oversight Board shouid be eliminated as redundant

to ’the Audn Commlttee (Page M- 6)

20.

{

a0

Ji

21.

22.

- 23.

24.

Status:

The Audit Committee shouid establish a written charter. (Pages 251 & M-6)

The Audit Commitiee should meet quarterly, or more often if necessary, with the
City's independent auditors, the City's Auditor General and the CFO. (Page 252)

The Mayor, CFO, City Attorney, Independent Budget Analyst (added) and City
Council should have the authority to make requests of the Audit Committee and
Auditor General to perform intemal audits of materiat matters they reasonably
believe to be warranted. (Page 252)

Wwith the assistance of the CFO and Auditor General, the City's independent
auditors would be retained by, report to and take direction from the Audit
. Committee. (Page 252) -

The Audit Committee should have responsibiity for the establishment and
monitoring of effective policies and procedures for dealing with "whistleblower"
complaints, including an internal hotline. (Pages 252 & M-6)

-
\
PRt

!

Long Term Plan — A City Charter r‘h:mnn ic rnqu irad 4o fully meet ol ¢

(X% uun_y meel @ B

Kroll Report Audit Committee recomrnendatlons identified above. Th
Mayor requests the Clty Council direct the City Attorney to prepare a

proposed Charter change that will meet the Kroll Report recommendations.

The.proposed Charter change should be included in the June 2008
géneral election.

- Short Term Plan — Until the above Charter-change can be effectuated, the

Mayor requests the Cnty Counu! dnrect the City Attorney to amend the
Municipal Code’, using the Kroll Report language as modified below, to
convert the Fmancxai Reportmg Oversight Board into the Advisory Audit
Committee which will. serve as an advisory board to the Mayor and City
Councn

18. The City should establish a three member Audit Committee
comprised of two members from the public and one City Council
Member. The pubiic members would be nominated by the Mayor
and confirmed by the City Council. (Pages 251 & M-6) No change.

19.  The City's Financial Rebor{ing Oversight Board should be
eliminated as redundant to the Audit Commitiee. (Page M-6) No
change.

20. The Audit Committee should establish a written charter consistent
with its role as an advisor to the Mayor and City Council. {(Pages
251 &' M-6) '

' San Diego Municipal Code, Chapler 2: Government, Article 8: Board and Commissions, Division 17:
Financial Reporting Oversight Board

|
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21.  The Audit Commitiee, in conjunction with the Mavor and City
" Attorney, should meet quarterly, or more often if necessary, with the

e e City'srindependent auditors;the-City's-Auditor-Generarand-thie CFO =~ —

(Page 252)

22.  The Mayor, CFO, City Attorney, Independent Budget Analyst
: {added) and City Council should have the authority to make
requests of the Audit Cormmittee and Auditor General to perform
internal audits of material matters they reasohably believe to be’
warranted. (Page 252) No change,

-23.  With the assistance of the CFO and Auditor General, the City's
‘independent auditors would be retained by, report to and take
direction from the Mayor and City Council. The Audit Committee will
provide input on an advisory basis. (Page 252)

24. The Audit Committee, in an advisory capacity to the Mavor and City
Council, should have responsibility for the establishment and
monitoring of effective policies and procedures for dealing with
"whistieblower™ complaints, including an internal hotline. (Pages
252 & M-6} T

Remedial Category ~ Ethics

42.  Todiscourage any improper influence of the professionals who serve as
“gatekeepers” to the public financial reporting process of the City, the Municipal
Code should be amended to add crimina! penaities for such conduct. It should be
untawfu! for any elected official, or employee of the City, or anyone acting under
their direction, to take any action to corruptly influence, coerce, manipulate or
misiead any independent certified public accountant engaged in the performance of
an audit of the financial statements of the City or its component units, or outside
legal counsel perforrming services for the City in connection with an offering
statement of the City, or any actuary performing an actuarial valuation in connection
with the preparation of the City's or SDCERS's CAFRs, or employees of a bond
rating agency performing a credit rating of the City's bonds. (Page M-6)

Status: Waiting promised Ordinance from City Attorney's office.

Remedial Category — Budget Policies and Practices

43. Inorder to maintain current service levels and address issues such as deferred
maintenance, the City must reduce expenditures by improving efficiency, increasing
the current revenue base, and seeking alternative revenue sources. (Page M-14)

Status: As the City develops its first five-year financial plan, it will address current
service levels and other budgetary demands.
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II. Remedial items In-Process

44.  Ongoing expenditures should be supported by ongoing revenues; capital projects i l

should identify all fulure cost considerations-and-financial-impacts; including=direct=——=

and-indirect-costs-for-eachEnterprise Fund; activities supporied by user fees shouid
be fully cost recoverable; discretionary General Fund revenues should not be
earmarked; increase the General Fund reserve 1o the range of 7-10%; budget
development shouid be guided by a long ferm or strategic plan proposed by the
Mayor and adopted by the City Council, and after adoption, annual budgets should
be amended only for urgent needs. Specific funding sources should be identified to
pay for these needs. (Pages M-14 & M-15)

- Status: A General Fund reserve policy will be presented to the Budget and
Finance Committee at its November 25th Committee meeting and to the
full Council for action at a subsequent meeting in December. The policy
will identify a reserve account, separate from the “deep” reserves, which

will serve as a contmgency for unantu:lpated expenses approved by City
Council during a gwen fiscal year

Remedial Category ~ Retirement Benefits

87.  The City Council and employees should develop realistic retirement plan
parametefs for future City hires. This includes positioning the City to attract and
retain the laient needed 10 meetine citizens’ expectations for services, not be
viewed as providing excessive benefit levels, and creating a plan the Clty can
afford. (Page M-25) - j

Status: A benchmark study of health and retirement benefits for all employees is in

process. Additionally, benchmark studies of police and fi ire compensation
- are in process.
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OFFICE OF MAYOR JERRY SANDERS
CITY OF SAN DIEGO

MEMORANDUM
Date: QOctober 5, 2006
To: Honorable Members of the City Council _
From: Mayor Jerry Sanders &%})‘L/— .FL_ % W
Subject: ‘Kroll Remediation Status for October 16, 2006, Council Meeting

| - Y
1

Iy memorandum daled August 24, 2000, | ieporied my stafl had identified 121 items for
remedsataon from the Kroll Report. These items were grouped by remedial category and

were described in detail along with anticipated due dates. On October 16, 2006, my staff wil
meet with you to discuss the following:

» Status of remedial items identified for completion in September 2006 (ilems 1-6,
46-47, 48.i, 84-86) B

» Status of the implementation of the organizational structure for financial operations
(addresses items 7-14)

» Additional remedial items identified (items 4.1, 20.1, 52.1, 52.2; 57.1, 107.1, 118.1,
120,11 :

The numbering convention for the additional remedial items foliows the remedial categories
identified in my August 24, 2006, memorandum. For example, “new” item 4.1 matches the

remedial category of Oversight Monitor and is most closely associated with item 4 from my
prior memorandum.

Attachment A - Financial Operations Organizational Charis

Cc:  City Attorney
BA
Chief Operating Officer
Chief Financial Officer
SDCERS
John Dyer
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A. Completed ltems

Remedial Category ~ City Actuarial Services

46,

The City should periodically, but no less frequentiy than every {hree years, refain its
own actuary to review the SDCERS actuarial valuation and the assumptions used,
and to provide an independent assessment of the valuation and its implications for

the Cuty (Pages 260, M-11 & M- 12)

47.

The City must retain its own actuary responsible for determlnlng for the City the cost -

of each proposed new retirement benefit and to issue a report thereon to the City
Council before an ordinance is adopted conferring the benefit. (Pages 260 & M-12)

Status: Complete. The City has retained an actuary, Joseph Esuchanko. The

City's actuary is nearly complete with his first report. The delay in his
completion is the result of additional work assigned by the City in order to
assist with the calculation of the City's Net Pension Obtigation for the 2003
CAFR. Revised due date for the report is November 2006.

Remedial Category — Deferred Maintenance

48.

We recommend that the Mayor and the Budget Director establish a process {o
identify and pnori’uze deferred maintenance and unfunded procurement needs. The

“Budget Director should prepare and present a public report identifying cumulative
‘deferred maintenance and unfunded procurement needs during the annual budget

hearings. The City’s approach to funding deferred maintenance and unfunded

procurement should be changed to allow for increased funding in these areas.
(Page M-21) :

in responding to this item, the Mayor's August 24, 2008, memorandum identifies

four specific components (i, ii, ifi and iv). Only items i and ii are addréessed below.

Status:

Status:

+

i. (48.)) Development of a Facility Calegory Index to identify facilities and assets
critical io the mission of the City and prioritize those assets for funding to
address deferred maintenance requirements,

Complete. The due daie indicatéd in my August 24, 2006, ‘memorandum
for this item shouid have been September 2006 instead of September
2007. This date was transposed with item 48.ii.

ii (48.i1) Development of an asset inventory to create current inventories of

essential infrastructure assets (e.g., Chilier Plants, Boilers, Pumps, High
Voltage Switch Gear).

Not compleie. The due date for this item was missiated as September
2006. The correct due date is September 2007.



000044

I'- Remedial Items due September 2006

B. In Process ltems

~—Remedial Catégory =~ Oversight Monitor -~~~ e e

1.

Appoint a Monitor to oversee the impiementation of and compliance with the
Remediation Pian. {(Pages 263 & M:14)

2. The Monitor shoutd be selected by the Mayor in consultation with the City Council
and subject to the approval of the SEC and should be an independent person of
suitable standing, independence and experience for the assugnment (Pages 263 &
M-14)

3. The Monitor should have complete and unfettered access to all City and SDCERS
personnel and records. (Pages 263 & M-14)

4 The Monitor should make quanerly reporis to the City and the SEC on the City's
progress. (Pages 263 & M-14)

5. The Monitor should serve a term of no less than three years and should be provided
adequate resources to carry the duties of his office. (Pages 263 & M-14)

6. The SEC should have the right, upon request, to expand the scope of the Monitor's
guties following consuitation with the Cily. (Pages 263 & M-14)

" Status: in process. The appoiniment of an SEC épproved Monitor is a

recommendation that the Méyc_)r supporis. Further discussion with Council
and the City Attorney's Office is needed to determine the term of retention
and scope of duties. That discussion will occur prior to the

November 13th, 2006, Council date, where a detailed presentation will be
made.

Remedial Category — Reconciliation of Accounts

84,

85.

The City must develop an improved cash reconciliation process, which is more
automated, documented, and complete. The revised process must support
accuracy, timely completion, and improved ease of review. (Page M-16)

The City should develop and implement a timely and iess cumbersome bank
reconciliation process to clearly reconcile bank and the general ledger balances.
The improved process should facilitate timely completion, ease of review, correction

of errors, and enhance communication between the Comptroller's and Treasurer's
staff. (Page M-16)

Status: In process. Cash for fiscal years 2003 and 2004 have been reconciled and

reported 1o the City's exiernal auditors. The establishment of & formal
documented process will be complete by November 20086,
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86. City Departments should reconcile ali accounts receivable and deferred revenue
accounts to supporting information at period-ends—8upervisor

| - Remedial Items due September 2006

__teconciliationsfor-completeness-and-accuracy. (Page V23]

Status:

In process. This is a significant task requiring reconciliations by each City
department with material revenue. The process documentation for
reconciling accounts receivable and deferred revenue to supporting
information for each period needs o be updated. Subsequently,
appropriate City employees require training on the process. Finally, the
processes (by departmént) need to be tested to confirm operating
effectiveness. Revised completion date is June 2007.
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Remedial Category — Organizational Structure

=77 =—Centrallze-accountability-forthe-accuracy and_credibility of the City's financiai—

reparting under the CFO. The areas of responsibility would include, a City

Comptroller, a Director of Financial Reporting, the Financial Management Director,
Director of Debt Management and City Treasurer. (Pages 245 & M-1)

Status: Completed. Prior io January 2008, the City's financial reporting structures
_ were distributed throughout the organization. Some reporied up to the City
Manager through a Deputy and Assistant City Manager while the City
- Auditor & Comptrolier, a separate department, reported to the Mayor and
‘Council. This structure did not promote coordination, communications,
accountability or transparency. One of the first changes | made upon
taking office was to create the position of Chief Financial Officer (CFO)
who is responsible for what | am calling the Depariment of Finance. The

CFO is ultimately accountable for the accuracy and credibility of the City's
financial reportmg

See organizational chart in Attachment A, 2006 Department of Finance.
The City Comptrolier (Auditor & Comptroller), Director of Financial

Reporting {Financial Management), Director of Débt Management (Debt
Management) and City Treasurer. (.:Treasury) report directly to the CFO.

B, The Diréctor of Plannmg, Budgetmg and Fmancxal Analysis (Financial Management
Director) should report directly to the CFO and have principal responsibiiity for
preparing an annual budget, a monthly budget with comparisons of budget to actual
results year-to-date, analyses of variances and a quarterly report to the City Council
and public setting forth budget versus actual results. (Pages 246 & M-2)

Status: Completed. The Financial Management Director reports directly to the
CFO and has primary responsibility for preparing the annual budget.
Quarterly reports have been provided to the City Council and public.

9. The City Treasurer shouid report to the CFO and have principal responsibility for all
treasury functions for the City. (Pages 246 & M-2)

10.  The CFO should have primary responsibility for, and have as direct reports,
personnel with funclional authority over accounting and financial analysis, treasury,
planning and budgeting and financial reporting. This should include authority over

those responsible for all information systems required by these functions. (Page
M-1)

11.  The Budget Director should report directly to the CFO and have principal
’ responsibility for preparing an annual budget, a monthly budget with comparisons of
budget 1o actual results year-io-daie, analyses of variances, and a quarierly report
to the City Council and public setting forth budgeted versus actual results. The
Budget Director’s Office should serve as a resource for financial analysis, planning
assistance, and services {o other City depariments and agencies. (Page M-2)
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12— The-City-Treasurer should-report-tothe-CFErand fave principal responsibility 1aral———

treasury funciions for the City. The Office of the Treasurer and the duties assigned
io that Office shall be as otherwise described in the City Charler. {Page M-2)

Status: Completed. The City Treasurer and the Budget Director repori directly io
the CFO. The CFO has authority over accounting and financial analysis,
treasury, fiscal planning, budgeting and financial reporting and the systems

that support these responsibilities. See organizational charis in
‘Attachment A,

13,  Establish the position of City Comptroller responsible for accounting and financial

reporting, including preparation of the CAFRs and reporting to the CFO. (Pages
245, 246 & M-2) -

44.  Establish the position of Dlrector of Financial Reportmg responsmle for the
preparation of the City's periodic financial statements. (Pages 246 & M-2)

Status: The establishment of a Comptrolier position will require a City Charter
change. Anticipaied ballot date is June 2008. Currently, the duties
outlined for the Director.of Financial Reporting are the shared responsnb:hty
of the Auditor & Comptroller and the Financial Managemen
More distinct delineation of duties will be estabiished once the Du’ector of
Financial Reporting -position has been created.
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Smce gwe delivery of my August 24, 2006, memorandum on “Responses {o the Rernedial
_Recommendations Found in the Kroll Repor,” staff has combed through the Krolt Report an
\] additional time and has identified a number of additional recommendations. Mosi of these
: closely tie o remedial recommendations already identified and ofien provide some addmonal

——'—ciarrty—‘Fhese—addmonai items are-discussed below—AS discussedinmy cover — T "

memorandum to this document, any number listed below that is 2 whole number (i.e., 4, 20,
52, etc.) reflect remedial recommendations previously identified. The other numbers that
follow (i.e., 4.1, 20.1, 52.1, 52.2, etc.} represent newly reporied items.

Remedial Category — Oversight Monitor

4, Original-ltem. The Monitor should make quarterly reports to the City and the SEC
on the City's progress. (Pages 263 & M-14})

4.1. Additional ltem. City Monitor quarterly reports shouid be made public in an
appropriate manner including on the City's websile. (Page M-14)

Response: After the City appoints a Monitor and receives quarterly reports on the

progress of impliementation, these reports will be made public on the City's
websile.

" Remedial Category — Audit Committee; Formation and Duties

A 20.  Original Item. The Audit Committee should establish a written charter. (Pages 251
) & M-6) .

20.1. Additional item. The City's Audi{ Cormnmitiee should approve the annuat

compensation of the Auditor General and the annual budget for the Auditor
-General's staff. (Page M-5)

Response: Requires City Charer Change. Due date is June 2008. |

Remedial Category — Disclosure

52 Criginal liem. The City Council should have 3t least t\'_{vo weeks to review
substantially completed drafts of a preliminary offering staiement before it is asked
to vote to approve the final document. (Pages 263 & M-14)

52.1. Additional fem. The City Council members should also establish a reasonable

period of time for the review of a final offering statement document, wrth markad
changes from earlier drafts. (Page M-14)

522 Additional Item. The City CAFR is an integral component of the financial
information provided as part of any debt issuance; the City Councu should review

and approve its use foliowing the same procedures as offering statemenis. (Page
M-14)
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| — Additional Remedial ltems ldentified

Response: City Councii should establish a reasonable period of time by December 31,

-

2006.

Remedial Category — Financial Reporting

57

57.1.

Criginal tem. At year-end, a budget should be presented to the City Council
containing a final budget-te-actual comparison, along with an explanation of
variances by department. (Pages 262 & M-13)

Additional ltem. Inier-departmental transfers to meet budget goals, or for any other

purpose, shouid not be permltted unless approved in advance by the City Council.
(Page M-13)

Response: It is staff's position that this has been implemented. First, the

Appropriation Ordinance has been modified to remove the kind of flexibility
to move funds around that were given the City Manager and Auditor and
Comptroller in prior fiscal years. In.addition, the City Council; through the
Business Process Re-engineering (BPR) Ordinance still has the authority
to review and take action on any and all movement of funds which result
from BPRs prior to staff's processing any transfers. The City Council will:
be asked 1o approve the ultimate movement of funds via an amendment fo
the Appropriation Ordinance periodically throughotrt thé fisca! yvear.

Re_medial Category — City Funding of SDCERS

107 Original item. The City and SDCERS should make a voluntary disclosure through a

self-reporting process to the IRS of the amount of any improper diversion of funds

used 1o pay refiree health care benefits and cooperate with the IRS 16 bring the City's
retiree healthcare funding into full compliance. (Pages 259 & M-11)

107.1 Additional liem. Make early disclosure of such costs (retiree healthcare beneflts)

its next issued financial statement, (Page M- 11)

Response: While the City has not published the Ne{ OPEB Obligation con its balance

sheet, it has disclosed its actuarially developed liability in the fransmitial
letter of the fiscal year 2003 CAFR.- It will do the same in all subsequent

‘CAFRs and will begin reporting its Net OPEB Obiligation in fiscal year
2008.

Remedial Category — SDCERS Board Structure

118

Original lem. Pricr to any appoiniment, each potential appointee be required to
complete a writlen application listing qualifications for the position and any factors
that may impact on that decision, and that the applicants be required to affirm the
accuracy of the application and a background check of the applicants should be
done by the appropriate City department. (Pages 256 & M-9)
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118.1 Additional item. SDCERS board applications should bershared with the Business
and Governance Committee of the SDCERS board. (Page M-9)

Response:  City staff will work with SDCERS.
120  Original ltem. SDCERS should adopt a formal charter for each commitiee which
should be updated no less frequent than every three years. Pages 257 & M-8)
120.1 Additional ltem. The annual SDCERS CAFR should include a report from sach of
its standing committees on significant activities during the year. (Page M-9)
Response: Siafi will work with SDCERS staff.
-’J‘
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Prelude

The purpose of the manual is to assist Department Directors or their designee,

" Agencies, and anyone involved in the Employee Hotlline or citizen complaint

investigations to ensure they understand their responsibilities. it is also intended
to provide consistency among all parties involved in the management and
conduct of Employee Hotline or citizen complaint investigafions.

Office of Ethics and Integrity
(619) 236 - 7072 |
deputychiefethicsintegrity@sandiego.gov


mailto:deputychiefethicsintegrity@sondiego.gov
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. Overview of the Employee Hotline and Complaint Progfcmi

A: Introduction

History

Implementation
of the Employee

Hotline

OEl Role

Objéctive

Structure

In an investigative report authored by Vinson & Elkins L.L.P.
(V&E Repod) doied Sep’rember 16 2004, cnd adopied
§26.1703{c} in October 2004, - recommendchons were
made to "esiabilish procedures to receive and respond to
any complaints or concerns regordlng accounting,
infernal controls or oudn‘mg moﬂers mclud:ng procedures
for the confidential

"'8‘66—809 -3500} on\December 2, 2005, in
' ‘JM. "n:cupol Code §26.1703(c).

P

: Governmerﬁ on Jcmuory 1, 2006. the Mayor's Office of
gihtcs Gnd InTegnTy [@EI) was creaied and now, Through

The pnmory ‘objective of the Employee Hotline/Complaint
progrom is to provide a means for City of San Diego
emp}oyees and citizens to confideniially report 1) any
oc’nwiy or conduct in which he/she suspects instances of
fraud, wasie, or abuse, 2) behavior not conducive 1o the

""Ca’rys ethical policies, rules and regulations, and 3)

viclafions of certain federal or state laws and regulations
(e.g.. laws prohibiting discrimination or whistleblower
taws), '

With respect 1o the Employee Hotline, an independent
third-party provider receives calls from City employees,
providing complete confidentigity. The caller can
choose io remain anonymous. The third-party provider

o
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TR~
Ljgg b= g o= g

issues reports for each call and submits the reports to OFl
for review and referrol.

Employees and citizens may also contact OEl directly via
email {oei@sandiego.gov] or by phone [619-234-7182).
These communications are also freated confideniially.
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B. Terms & Definitions
Fraud | A dishonest and deliberate course of action that results

in the obtaining-of money, property or an advantage 1o
which the City employee or official committing the
action would not normally be eniitled. Intentional
misleading or deceitful conduct ’mcﬂ deprives the City
of its resources or rights.

g.“._' .

Examples of s Falsifying flnoncml records to mlsrepresent financial
Activities ‘ dola of conceal fhe theft of money or Cﬁy property.
involving Fravd

(not an all- » Theft or mssuse of City | of San Diego money,
inciusive list) equipment, supphes cnd/or other material: ™

. tn1enhonony mlsrepresem‘mg The cost of goods and

services prowded
] ."*‘E"’f’-

» Soliciting or: ccep g fo} bnbe of ktckbock

- :'-""Folsdymg poy\ro‘ lnformchon

Waste = The mienhonol or: unlnien’noncl thoughtless or careless

g expendﬁure consumphon mismanagement, use, or

"Z"sq-“‘ndemj of City resources. Waste also includes

mcurrmg ORnecassary cosis because of inefficient or
= lmeffectwe prcchces systems, or conirols.

" Unne‘c’:‘-’ésscry sperxding of City funds to purchase

o

G
Excmples of

Achvmes supplies or equipment.
Involving’ Wcsie ! ‘
(not an all- = Failure io reuse or recycle major resources or reduce

inclusive hsi) waste generation.

Abuse infentional  destruction,  diversion,  manipulation,
misapplication, malireatment, or misuse of City
resources. Extravogaont or excessive use as o abuse
one's posifion or authority. Abuse can occur in financial
or non-financial setfings.

Examples of s Failure to report damage to City equipment or
Activities property.
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Involving Abuse
(not an all-
inclusive list)

+ Receiving favor for awarding contocts to certain
vendors.

» Using one's position in one City department to gain
an advantage over another City resident or vendor
when conducting personal business m another City

department.
Ethics Intake and The Ethics Intake and Review Committee is composed
Review of (1} the Deputy Chief- Ethics and Integrity, {2) the
Commitiee Personnel Director, (3), the Auditor Generol or designee’,

and (4) the Ethics AUdIT and Compliance Specialist. This
committee meets regulariy to review compiom’fs which
have been made 1o OEI elther through the- Employee
Hotline or by any other meo

Governmental
Ethics Laws A e
Conirol_ Ordlnonce) Chcpier 2 Ar’ncle 7, Division 35
{Eﬂ'__ucs Ordmonce) cnd Chop1er-2 Aricle 7, Division 40
nic Comm!ssmn enforces violations of the Election
Ccm aign Confrol Ordmonce the Ethics Ordinance,
’ [ pol Lobbymg Ordinance.
City Ethncol .- City"-Charter sections, Administro‘rive' Regulations,
Pohcses Rules & . Rersonngl Regulations, Council Policies, and City EEO
Regulohons Policy regarding subjects including:
' . Avoidance of the Appearance of Impropriety
. Conﬁden’nch’ry
»  Confiict of interest
« Electronic mail and internet Usage
« Employment of Relatives
+ Future Employment
s Gifts/Favors
+ Improper Use of Position
« Incompaiible Employment
» Nondiscrimination
+  Objective Conirocting Process

‘The Audilor General position is subject 1o Ceouncil and Voler Approval. in the interim, we will use the existing
process that is analogous 1o the City,
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» Obligations to Ciiizens

« Participation in Political Activities

+ Reporting improper Conduci/Whistieblower
Protection

+ Sexudl Harassment

» Use of City Resources for Private Gain

Empioyee _ Any person who is employed by‘fke ACi’ry of San Diego

Compiainani A party {employee or cu’nzen) Tho’r 1odges a compimni
or concem, written or otiérwise, with ’rhe Office of Ethics
and Iniegrn‘y.

Complaint ~ An expression of dnsschsfochon*or a ccuse : rreoson for
complommg G gnevonce;_:-f”'d by either an employee

Third-Party

Provider
necessqry mformahon to obtdin actionabile information.
This information is ’rhen franscribed into ¢ report,
*M+ \'t‘-

incident Report. T 158! monogemem system converts the information

- ; recewed tﬁrough the interview process into an
rgomzed report called an ‘Incident Report. These
,epon‘s czre disseminated o OFl's designated recipients
(%ee Secﬂon IV - Dissemination and Escotahon Teams
for_ further deiculs)

A’summary of all incident reports by type (e.g., policy
‘issues, employee relations, customer relations) within ¢
specified pericd of time. This report is availoble on the

Summary <u
Complaint Reporl

OEt website.
Closed Hotline A summary of alf closed non-personnel incident reporis
Calls Report _ within a specified time period. The Summary Complaini

Report includes the dale and time reports were
received, incident types, and brief descriptions of the
incidents. This report is available on the OFl website.
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Case The Network's online tool fo focililate o thorough
Manaogement interview thal adapts fo the issues identified in each
Sysiem call, and to the monitoring of investigations. 1 allows
' Ol o documeni all activities in a single, centralized
system.
Response A reply or an answer from ‘fhe déSignoted division or

department head that addresses the fES‘IIowing'

¢ A description of on rmmed:o?e plan To oddress the
issue/concern, _

+ Description of a plan’ ‘ro"‘prevenf the |ssuelconcem
from hoPpemng again, |fworrcn’red and

X
n f‘rhe resoluhon 5t ‘rhe issug/concern.

~

Audii Committee’ The Audit Commﬁlee is :ompnsed of Three members. two

S

!\_A'Q\’IOI' frr\m ‘H"\Q pn i~ mr\ﬁl

c:on‘r"rmed by the C;‘ry Council and one is d member of

To ensure objective oversnght of the City’s financial
repon‘:ng process;

-.TJo monitor the performance of the City's internal
- audit function and Avudifor General; and

"« To retain the independent auditor, who wil report 1o
and take direction from, the audit committee.

# The Audit Commitiee is subject fo Councii Approval. In the interim, we will use the exisling process tha is
angalogous 1o the City,
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Auditor General The Auditor General i3 nom‘tnote‘d by the Moyof and

confirmed by a mgjerity of the City Council. The Auditor
General is responsible for internal audits of the City's:

1. internal controls;
2. financial accounting, reporting and disclosure;
3. operations; and

o

4. incidents of fraud, waste dnd c"l"bp:_;_e.

Citizens' Review The Cifizens’ Review Boo d‘gi‘"Ponce Proc:ﬁéeS'
Board of Police '
Practices

» reviews and evoluo1es senous complain ‘brought by
the public agains? offlcers of the Police Depcm‘mem
of the Cl’ry of San D:ego .

] Bt =St

»  reviews QD ic:er mvolved shoohngs and i |n custody

" The Auditor General posifion is subject 1o Council and Voler Approval. In the interim, we will use the exisfing
process that is ancalogous 16 the City. ’
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il Processing of Empioyee Hotline Compilaints

1. A third-party provider shall receive and record all hotiine calls
through a designated toll-free number published to City
employees. Information from such calls is recorded on an
“Incident Report.”

2. Upon completion of a complainant's call, the independent
third-party provider sends an Incident Report v:o e-mail 1o the
City's designated dissemination team, compnsed of {1) the
Deputy Chief Ethics and Integrity, (2], the ETthS Audit and
Comphonce Specmi:st cnd (3} 'rhe Audltor Gene]jgl' OE]
for logging those comp]otn’rs that come dlrec’rly to 'rhe @EI 5
ﬂ'nrd -party’s Cose Maonagement Sysie A copy. of ’rhe

determineg i fhcu: =

-q\..uuui uncgunut 15, :ugycbm g
violafion of any governmen’r‘d eihlcs Iows Nothing

) . con1o|ned i ’fhese pohcu—:-s cna ..... SRr rocedures shc:ll
- m

stciuiory mvesi:goiory dnc;i/or enforcement authority as
,se;t forfh in 1he Elechon Compcmgn Com‘rol Ordmonce

4 At ' b in the instance where - the
el compiomoniw has |<;J§;nhffed him/herself, the third-party
", provider shall sk whether OFl may share his/her identity with
£, persons ou’mde of OFl. Ildentiiies of complainants will not be

h,"hored ou’issde' of OEl without such permission.

R

4, Inioke ond Rewew Comm:ﬂee reviews the complaint and
deierml es ‘whether it meets the criteria as seft forth in Section
Vi, B. Crﬁeno for referral and resolufion through OEl fie.,
allegations involving unethical conduct, fraud, waste and
abuse). If the complaint meeis the criteria, the Commitiee
determines the appropriate City department for referrat for
investigation/resolution.

5. At the discretfion of the Ol Deputy Chief or his/her designee,
and based on ithe circumstances of the compiaint, the

"The Audiior General posifion is subject 1o Counci ond Voler Approval. In the inferim, we will use the exisiing
process that is analogous to the City.
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complaint moy be referred to the appropriate department
for action prior to the Intake and Review Commitiee
meeting.

6. If a complaint is received by OB which coniains allegations
of misconduct or wrongdoeing involving ¢ member of the
Infake and Review Committee, the member shall be
informed o complaint has been filed. That member shall
immediaiely recuse him/herself from ‘rhe rewew of such
complaint. C AN

7. As follow-up, the OEl Deputy Chief or hls/her deggnee may

determine thai an OEl staff member may need. 1o obtain

- clarification or additional mformchon from ‘rhe complc:mcm’f
regarding the compioln‘r/cllegohon R

8. OfEl s’roff member prepares and forwc:r' s"a memorandum
and copoy of the Incident Report " 1_L1he appropriate
department head, wﬁh--wﬁhln 2 busnness days of the
Committee's review. The efmorondum odwses of the fiing
of the complaint, reques‘rs a response_ and odvnses of the
process to -secure oddl’nonal nf"_ rmohonbconcemmg the
complaint, if: necessory

?. lfthe sub
level, th
resolved
expecied th

""’}'mvofvem ntin

.Q supervisor/manager at any
omplo""j" will be forworded to and should be
ext level of supervisor/manager. It is
-"sub]ec’r of the complaint wil have no
;response "

10. . Complaint ollegnng nmlncl ochvrty will be forwarded 1o the
« San Diego Pohce Depoﬁmenf for investigation. Complaints
¥ against sworn‘officers may be forwarded to the Citizens
Rf_eyiew Bocrd-'g_f Police Practices for referral io Intemal Affairs.

11. Complomf "'tollegmg improper financial activity and fraud,
wasie” or “Gbuse will be referred to the Auditor General for
mveshgc’non

12. If o complaint involves a department head, it is forwarded to
the appropriate Deputy Chief for investigation/review.

13. Department Directors and any other personnel involved in
the investigation of a complaint shall not share the subsiance
of @ complaint with anyone excepi those individuals who are
direcily involved in conducling the investigation. Such
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14.

15.

16.

. The OEl Deputy:Chief or hls/her ¢

personnel provided with this information shall hold all
information obtained as confidential 1o the greatest exieni ™
possible.

if it is deemed necessary by the Department/Division head to
disclose the naiure of the aliegation(s) to the farget for
investigative purposes, such may be done by providing only
o summary of the allegation{s). However, care should be
taken to provide no information that would compromlse the
complainant’s or any witness’ identity. Shonng aliegation(s)
of non-compliance outsnde of the OF! Intake process may
constitute cause for an ethics c:omplcmi ond/or for a legal
claim of defamation. :

4,

Breaches of confidentiaiity may resuH in dasoplmory ochon
camied out 1hrough the existing process cmd procedures '

to the affecied Depcrfm_e ad, that ilmely investigative
and resolution oc’nvnhes“‘ ore ﬁngeﬁoken iR response o
complaints received Through the hoﬂme- o

wes:gnee in conjunchon with
the Intake ‘and Rewew Commz tee will review the response
subml‘rted by ihe Dw:snon or Depcrimem‘ head io determine if
the ollegc’non(s) rclsed in The complaint have been
odequme}y oddressed in the response Upon such ¢
determlnohon a memo from OE to the Division or

Depcﬁmeni heod will thefeafter be provided, indicating

" s

closure of ’rhe moﬁer

However, if 1he response is deemed to inadequately oddress

the ollegchon(s) raised in the complaint, the Division or

*‘_Depo’i'ne"\t heod and appropricie Deputy Chief will be

19.

notified. The’ Division or Depariment head will be provided
an opportum’ry to provide further ciarificafion of the response
and/or to further acquire additional information or fo perform
other actions as deemed necessary.

In the instance where o complainani  has  identified
him/herself, such complainani will be notified of the OEI

. action on or referral of the complaint, The complainant may

be advised that, in the instance of a referral, Ol may not be
able to provide the complainont further information
regarding fhe outcome of his/her complaint.
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Processing of All Other Employee Complaints

OEl receives complaints by means other than through the Employee
Hotlne [e.g.. e-mail. telephone, letier, etc). Complainants may
remain anonymous,

if the complaint is orally provided either in persoh or by telephone, an
Ot staff member records, in wriling, the foc‘rué:l allegation(s) of the
compiaint ang attempts to obtain odequo‘re mformo’non o facilitate
an effective review. - P I

OEl staff member logs the compilaint- cmd pioces c: ﬂme/dcﬁe stamp
on all such complaints received. .

O¢tl staff member enters the employee complc:mt info ’rhe ?hlrd party
provider case management system,

Once entfered mfo fhe c‘”"e,, monogemen’r;,isys’rem 1he complcmi is
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[V. Dissemination and Escalation Teams

Dissemination Upon completion of the call, the third-party provider

Team sends Incideni Reports to the City's designated
dissemination team. The team consists of the following:
(1} Deputy Chief Ethics and Integrity, (2) Ethics and
Compliance Audit Speciclist, and (3) Auditor General.

A copy of all the incident reporis will be forwarded to
the Ethics Commission Director. He/she reviews each
report to determine if there exisi faciual allegations
suggesting a violation of any governmenial ethics laws.
Nothing con’romed’in these policies and procedures
sholl preclude the Efhics Commlss:on from ¢ exercnslng its
statutory rnveshgmory ond/or ‘enforcement authority as
sef fon‘h m 1he Eiechon Compcugn Com‘roi Ordlncmce

_J|H ca Jf“h nllngnhnﬁc he contained in an

Incident Repori

Ordinanece ch

Escalation Team

escolchon (repon‘s of high.risk/threat situations requiring
o lmmedlme nohce) “the third-pariy provider shall coll the
cpproﬁrme des1gno1ed agency representatiives
The" City has designated the Auditor
1ncnc:|ol emergencies, ithe Personnel
kN Direcior for persome‘.—reko’ied matiers, and the Lobor
_ Relohons Manager for workplace violence. The notified
Tepresemohve will inform the Deputy Chief Ethics and
ln’fegmy of the call and respond as detailed in Sectfion I,
2—14 :

Process . - Siqndqrd Incident Repori Dissemination -

Incident Reports sholl be disseminated by the 1hurd-
party provider, within_ two hours via email fo the
disseminaiion team members.

"Tne auditor General posifion is subject 10 Council and Voler Approval, In the interim, we will use the exisiing
process that is anoiogous 10 the City. '
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" If one of the following Incident Types is assigned to an
Incident Report, and if if is determined the incident will
happen again within 24 hours, then escalation is
automatically friggered. Such Incident Types are:

Falsification of Organization Records

Fraud .

Froudulen‘f tnsurcmce CIOImS

Kickbacks . N

improper Relecse of Propnetory !nformohon
Substance: Abuse
Theft of Cash ™.
Theft of Goods/Se ces
Produc'r Quality Concern

o Wo pI%e Vrolence/Threo‘rs

The third-party, provldeg_,} shall immedictely call the
appropriate '

: degg_.c’féﬁ@» . escalaiion team
.,represemohve artincident Repoﬁ meefs both of the
'-'followmg crn‘enc :

o 0 0o O 0o O 0 0 0

actual harm ic employees,

-._U‘AE[ such reporTs are checked by the ithird-party
provnders ‘Quality Assurance Team prior to coniacting
1he desngnoted persons on the City's Escalatfion Team.

e

If he Deputy Chief Ethics and integrity believes that
o“ y communication received by OFl or any OFl staff
‘member constitutes o threat 1o any individual,
organization, or to the public, he/she shall immediately
nofify the cppropriate escalation feam member and
" any other individual(s) as is deemed appropriate.
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V.

_ OFl staff member ossigns o case nom

Processing of Citizen Complaints

_OEi receives complaints of waste, fraud and abuse and/or other
unethical conduct from citizens through a variety of means, including
e-mail, telephone, letter, elc.

if the complaint is provided orally either in person or by telephone, an
OFl staff member shall record, on a Cifizens Complaint Form, the
factual allegation(s) of the complaint;. d";. ottempts to obtain.
adequate information to facilitate an effecilve review.

Ot staff member logs the complo:ni cmd pioces a hme/doie stamp
on all such compiaints received. R _

r fo each ccﬁ%plcm‘r fo
facilitate a follow-up process. As follow—up"- he OEl staff member may
need 10 cicmfy or obﬁolnr‘oddmonol mformohon regordmg the

h”’co%nplmniqs processed according
|on N, 2-14.

AT

e} <§e1 forth in Se
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VI. Security for Complaints and Aésocicted Reports, Working
' Papers, and Other Documents

Policy

All complaints, associated reports, working papers, and
other documents detaiing employee and citizen
complaints, which are received either through the
Employee Hotline, by mail, e-mail-ahd those documents
or notes of any oral conversohons wa’rh City employees or
citizens, shall remain. confldenhol ‘at o}] hmes

Such complaints, ossoc;oied reports, worklng papers, and
other documents shall, ONLY be d|scussed with the Ethics
Audit and Comphcnce Specno[rst ihe Depu’ry Chief Ethics

------

intake and Review Comml’r’re

alala e licEls o]
h"\ A A ul\.a ~

reports, workmg pcpers and o1her documems except for
discussion in, lm‘ake and., Reyxew Commrﬁee meetings or
when forworded do a depczn‘mem hec:d for investigation
ond resoiuhon *}5 h_e conclusnon of each Intake and

.....

- ond 1heLorrgmol cc{mptomis associgted repor’rs working

popers c:md other dBcumenTs shall be maintained in o

E!dDepuTy Chiéf.

‘?" -‘",'r-

: lnCideni Repoﬁs and associaied case numbers shall ONLY

be prowded to individuals who are responsible for
conduchngr the invesfigation or reviewing of the
Complom’r Such informgation shall be held in strict
conﬂdence

Ilj_e confdenﬁolity of all complaints, associated reports,
working papers, ond other documenis shall be

maintained at all times by OEl and
investigating/reviewing departments.

-Only ihe Depuiy Chief Ethics and Iniegrity or his/her

designee, in conjunction with the Office of Cily Attorney is
authorized to determine the distribution or release of any
complainis, associaied reports, working papers, other
documents and correspondence associated thereto, in
accordonce with the Colifornia Public Records Request
Act (CPRA).
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Confidentiality

Custodian Of
Complaint
Documents

All complaints, associated reports, working papers, and
other documents concerning the review or investigation
of complaints shall be marked as Confidential documenis
by Ol and invesfigating/reviewing departments.

. Stict confidentiality shall be maintained by OF ond

investigating/reviewing departments  throughoui  the
processing of all complaints and through
disposition/resolution and after. .-

working papers, and all oTher pemnem mformohon regord:ng
any investigations of complomis Other porhes involved in
ihe investigatiion shall also retcun 1he|r own documemohon

......
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VI Requests for Information Regarding All Complainis

1. Al requests for informotion concerning any employee or citizen
complaint shall be directed for response io either the Ethics Audit and
Compliance Specialist, the Assistant Deputy Chief Ethics and Integrity
or the Deputy Chief Ethics and Integrity. The OEl shall respond io such
requests as permissible under applicable 5101e Jaw and City policy,
rules and regulations.

2. Departments shall refer to OEl any CPRA &F oTher requests for
information regarding complaints recelved through QEl or the
Empioyee Hotline.

,:;_{_' ‘.
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VIIl. Referral of Employee Complaints

A. Background

Policy City empioyees who have complaints or concerns regarding
waste, fraud and abuse, individual or organizational
processes, or who allege of non- compironce with City rules or
regulations that relate to ethics, are encouraged to report

- such complaints or concerns to OEI AII such complaints and
concerns shall be revrewed by the - |m‘oke and Revrew

Procedutes « As complaints; T "'ceived the® Ethics Audit and
' Complrcnce Specnol'51 rewews and evaluates the
‘_{a;senousness of 1hé‘0llegohon[s) fo determine if the intake
' ‘mittee should meet immediaiely.

ise, the . tn’rcrke ond Review Committee shall
e every two weeks 1o review the Incident Reports
i by=.£l .ond decide upon the referral of each
. Teport. or any o1her appropriate action. A complaini
“% may be referred to:

"Depury Chief

Depariment Director

Police Department

Auditor General

Ethics Commission

Citizens Review Board of Police Practices
Eqgual Employment Investigation Office

Other referral as deemed appropriaie by the
Commitiee

O 0o 0o 0o o o O O

«  Otl shall prepare a transmittal memo (refer to Seciion IX
for exampies) and attach ¢ copy of the incident report.
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Criteriaq

Referral io Auditor
General

» -The Eithics Audit and Compliance Specialist shall
maintain ¢ database that includes summary information
from each complaint, assignmeni dole, assigned to,
meeting notes, memo sent date, forms sent daie,
received -department response, and complaint matier is
closed. This information is confldenhol and shall be
securely mcm’romed

=
An mc;den’f report shall conto:n all of ihe eiements listed
below io be within the purvxew of the Offrce of Ethics and
Integrity, Wthh will momtor the complo:ni Unm ITS dlspOSI’rlon

: 'he opinion of ’rhe intake
eors to have been filed in

= Ethics- Relcm_e ?[A’lleges wcsTe frc:ud abuse or unethical
behavior) @f»:u B

fhe @fﬂce"of."‘iEthlcs ond In‘regnfy will take no further action.

&t ions of improper financial activity and fraud,
wosie ond/or abuse will be refered to the Auditor General,
who wm determine the appropricie course of action.

The Audn‘or General should report to the Audit Commitiee
ihe: resuHs of any investigation and . disposition of such

f,}. complcums Documents reflecting such an investigation
“should be preserved in accordance with  established

procedures.!

The Auditor General will provide a copy' of any investigation
results and dispositions to OEL.

'Excerpt from the Kroll Report dated August 8, 2006, regording the esiablishment of the Auditor

General.
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IX. Transmittal Memos

introduction OEl uses the following types of transmittal memos o assign
cases for investigation. A copy of the Incident Report is
atiached to the fransmitial letter along with resolution forms.
Identified or unidentified complaihants receive memos or
comments indicaling the initial course of action by ihe
Intake and Review Commitiee (eg referred ic Depuly
Chief for investigation).

1. Sample Memo when an Incideni Report is As§l§ﬁed fo Déﬁg{lmenl Director:

Date: October 30, 2006
To: Dcparlmchl Director £
From: Jo Anne Sawyerl(noll, DepquhChief Ethics and ]

oo | P SR 5 A
DUDJCDL EIU}JIU}’CC v

"Attached 1s acopyofa conﬁdcnnal mc1denl report{haL yfiﬂg filed wnt}: ‘the: City’ s Employee Hotline. This

r concern in your depaniment. Since the report is
ou will best be able to address the issue(s) or -

Callers are provrdcq. a repon nbera datc A0 call back to check the status of their complamt

addmonally, it low %"you to obtam any addxhonal,nnformauon that is necdcd as their allegations are

Afier you review the attached rcpon delcrmme if you need any additional information from the caller and
provide the. caller with a status rcport (even if no action is to be taken). To do so, send an email with all
questions andlor comments o -The Network, our independent third-party hotline prowdcr at
NetworkCallbacksF @inwine.com - and copy the DeputvChiefEthicsintegritv@sandiego.gov. When
submmmg your quesuons and/or comments, include the report tumber, as indicated on the atiached
report, in the subject’ lmc by the response date provided in the Client Instructions section of the report.

Your questions and/or comments will be forwarded to the caller should they call back on or afier their
assigned date.

In order to help sustain the integrity and success of the hotline, send the attached forms completed and
signed to Danielle Knighien, MS 9A, within 10 business days of receiving this memo. If you have any
additional questions regarding the incident report, or this process, contact Danielle at (619) 236-7072, We
want to ensure all 1ssues or concerns are addressed in 2 imely manner.
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2. Sample Memao when incident Report is provided to Department Director for
informational purposes only:

Date: : October 30, 2006

Ta: Department Director

From: - Jo Anne SawyerKnoll, Deputy Chief Ethics and Integrity
Subject: Employee Hotline Report <#>

Attached is a copy of a confidential incident report that was filed wnh the Clty 5 Employee Hotline. This
office received the report on <date> regarding a complamt/zssue,or concern in your depanmem The Intake

and Review Commitiee has established a process for scrccmng the comp]amts/concems and it has been

determined that this complaint/concern does not require further action be taken by OEI; however, we are

providing this report 1o you for informational purposes. You'd not net 410 provide a response regarding
this report.

Accordmglv if you feel that an investigation: 1
properly followed while reviewing or mvcstlgatm
10 take, so we can update our records as neede!
process, you can contact Danielle nghten at (61

cessary, ensure a aq' isting policies and procedures are
aim-and contact‘us to discuss any action you plan
1_-have any qucstlons regardmg this report or this

Thank you.

From: (noil, Deputy Chief Ethics and Iniegrity

Subject: Report <#> dated {...)

This office received your camplaint/concern filed with the Employee Hotline and, upon an initial review,
the Intake and Review Commitiee has determined that your concern should be referred to XXX for further
review. Any further communications related to your concern should be directed to XXX. XXX has been
instructed to prowde a TCSO]UT.IOT] 10 this office upon completion of his/her review or investigation.

The City of San Diego will not rézalialq, nor will it tolerate retaliation against those who, in good faith,
report suspected ethics violations or who participate in an investigation of suspected ethics violations. An
act of retaliation should be reported immediately to the Office of Ethics and Integrity (QEI), which will
investigate any such repor 25 a potential ethics violation. In addition, those who bring matiers w OEl are
protected through the state Whistleblower Protection Act. Details of the Act can be found a
http:/Awww dir.ca.gov/dlse/whistleblowersnotice doc.

e’


http://www.dir.ca.gov/dlse/whistleblowersnotice.doc
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If you feel your concemn 18 not addresscd please contact this’ office directly via email a
deputvchiefethics& integritvidisandiego.gov and reference the repon number above.,

Due to the nature of the comptaint filed, this office may not be able 10 provide you with the outcome.

We appreciate vour effons and thank you for “Doing the Right Thing!”

4. Sample Message sent fo the unidentified calier indicating course of action
taken by the intake and Review Committee:

Your complaintconcern filed with this Hotline has been reviewed by the Intake and Review Committee
and they have determined that your complainv/concern shouid be referred to XXX for further review. If
you have additional information that would be usefu] in XXX’s review into your complaint/concern please
contact The Network again with any additional information.

1If you feel your concern is not addressed, pleasc conwct lhlS office dlrcctly via email at
dcputvchlcfelh:cs&mlcgmy@sand1e20 gov and reference the rcpon numbcr above.

Due 1o the nawre of the complaint filed, this office may not be ab]elg_provnde you with the outcome.

We appreciaie your efforts and thank you for “'f)éih'g.l*!? Right Thing!” .

5. Sample memo requesting oddl’nonol mforrncflon from the identified
complainant before:ihe: Intake and Réview Committee proceeds because
there is not enoughmformo’non 1o moke an mformed decision:;

Date: October 3052006

To: C‘alllf:{,:_
From; Jo Anne S'aWyerKnolll‘, Deputy Chief Ethics and Integrity
Subject: Complaint Filed

Al documents provided 10 this Ofﬁce have been reviewed, but before this Ofﬁce can move forward, please
provide specific cases with appropriate details (e. g elc). Your claim cannot be substanuated without the
requested information. Once this information is provided, this Office will be able 10 determine the
appropriate course of action,
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6. Sample memo informing the identified compiainant that his/her complaint
does noi meet the crileria as set forth in Seclion Il 2-14, and therefore not in the
purview of OEL:

Date: October 30, 2006

To: Identified Caller

From: Jo Anne SawyerKnoll, Deputy Chief Ethics and Integrity
Subject: Employee Hotline Report <#> dated (...)

P

This office received your complaint/concern filed with the Empléyee Hotline and, upon an initial review,
the Intake and Review Committee has determined that this matter should be refcrred 1o XXX, (Tutle)
Director for further review. We have determined that alleganons contained in your complaint does not
constitute an ethical violation and, therefore, is not within the purview of. the Office of Et‘mcs and Integrity.
Accordingly, this office will not take any further action regarding lhlS maner Any further coinmunications
relaied to your concern should be dm:cted to XXX. If you feel’ your ‘¢oncern is not addressed, you should
then contact yvour union. .

,_«ﬂ

The Cny of San Diego will not retaliate, nor w:l! it tolcrate retaliation against those who, in good faith,

report suspected ethics violations or who paructpale i an mvesnganon of suspected ethics violations. An Ly
act of retaliation should be reponed immediately. 10 the Office of. lh:mcs and Integrity (OEI), which will -
investigate any such report as a potential ethics v:olalmn In addmori 't.hosc who bring matters to OEIl are

protected through the state : Whistieblower Protecuon Act.  Details of the Act can be found at

http://www . dir.ca. gov/d]sdwhrstlcbﬁwcrsnonce doc.”

We appreciate your effor anfj thank yq_ﬁ for “Doing the }:l_igh:-Thing!”

What Are The OEI reqwres o response within 10 days of receiving the
Reporhng : ,memo

Requnrements‘? .

Exteniiqn_s fo - OH {)yii_l determine exiensions on ¢ case-by-case basis, but
Reporting will generally grant extensions.

Deadlines -
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7. Somple remmder memo to referred party that a response is due to OEl and
the deodllne is approaching:

Date: October 30, 2006
To: Department Directors
From: Jo Anne SawyerKnoll, Deputy Chief Ethics and in_tégrity

Subject: Hotline Report Response Deadline Reminder

You are receiving this memo as a reminder that your response(s) 10 the conﬁdcntlal hotline report(s) is(are)
due by <date>. You have been asked to respond with 10 business days of rcccwmg the memo daed
<date>, and to date this office has not yet received your response. If you need details regarding the
report(s) previously provided, please’ contact Damclle Knigliten (619} 236-7072  or
dknighten@sandiego.pov. ' H :

If you need more.time to resolve the complaint, send an email to dcputvchlefethicsmtegmy@sandlego 2OV
explaining your course of action and why addltlonal time is necessary.to resolve the complaint properly.
Otherwise, the resolution form(s) should be comy leted signed and sent to Danielle at MS 9A, within 5
days of receiving this memo, unless other arrangcmcnts ‘have been made. If you feel you have received this
memo in error, contact Danielle to confirm your response has beé ‘:Vccc:vcd by OEL

Your attention to this matter is grcat]_y_ appreciated.

8. Sample memo ¢ referred pdrﬂes whena response is past due:'

Date: . __Oi:tober 30, 2006

To: E Dcpanrriém‘ Directors.

Frorz::i‘ S Jo Anne Sawy%r}‘{.noll, bépﬂi}' Chief Ethics and Integrity
Subject: - Hotl.ine Repont ;P;‘E_sponses Outstanding

Within the last mohtﬁ, _t_h_j___s-qfﬁcc has forwarded one or more Hotline repori(s) asking vou to reply, and 10
date this office has not received your response. If you need details regarding the reporis previously
provided, contact Danielle Knighten at (619) 236-7072 or dknighten@sandiepo.eov.

If you need more time to resolve the complaint, please comtact Danielle or send an email to
deputvehiefethicsimegritv@sandiego.gov explaining your course of action and why additional time is
necessary 10 resolve the complaint property. Otherwise, the outstanding resolution form(s) should be
completed, signed and sent to Danielle, MS 0A within 5 days of receiving this memo, unless other
arrangements have been made. 1f you feel you have received this memo in ervor, contact Danielle 1o
confirm vour response has been received by OEl.

Your attention 10 this matter is greatly appreciated.
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9. Sample memo fo depariment direciors or oppropno’re reierred party when
OEl closed the complaint:

Date: Ociober 30, 2006

To: Depariment Directors

From: Jo Anne SawyerKnoll, Deputy Chief Ethics and Integnity
Subject: - Employee Hotline Report <#>

i -

On <dawe>, OEI received your response to the City's Employe¢ Hotline ré’fmrl <#>. The Intake and

Review Committee has reviewed the response and deems the response is sansfactory, therefore, OEI will

close this case and no further action will be taken rcgardmg this matter. If you havc any questions
_regarding this report or the process, contact Danielle nghtcn at (619) 236-7072

We apprccmle your contributions to improving the City’s ethlcal chmatc and to makmg the hotline a
SuCCess. e




City of San Diego
Office of Ethics and Integrity

 Addressing Submission of Suspected Wrongdoeing (Whistleblowers)

by the "Association of Certi
' 'leblower hotline.. While

every entity’s operations,

ibmission of suspected wrongdoing

fied Fraud
ri\CFE has
the Office

Whistleblower Issues for Audit Committees to | Yes | No | Partially Comments
Consider Tool '

A. Design Effectiveness

In assessing the design effectiveness of the hotline, a govemmenl audit committee should consider the following questic
1. Does the hotline have a dedicated hotline X ' . The City of San Diego’s. Office of Ethic
number, fax number, web site, e-mail
address, and regular mail or post office box

address to expedite reports of suspected
incidents of misconduct? ‘

hotline administration, which includes a
dedicated toll-free phone number. The
Network has helped clients—including
ACFE-- collect information and address
critical issues such as ethics and risk
management for nearly 25 years. The
Neétwork has more than 2,200 clients,
including 45% of the Fortune 500 and a

entities.

number ofmumcnpalmcs and government

nf :
nd

O O Integrity (OEI) contracts with The Netwpik for

= B

[

arge

Copyright © 2005 AICPA, Inc. I

680000



Anonymons Submission of Suspected Wrongdoing (Whistleh

Iﬁwers)

The City of San Diego, through OEI, The

980000

management system to log-all calls and -
their follow-up, to facilitate management
of the resolution process, testing by
internal auditors, and oversight by the audit
committee?

2. Does the hotline demonstrate ( \ ‘
confidentiality, including showing how Network in order to enhance the perception qf
caller ID, e-mail tracking, and other cog}ﬁdcntlalhtyb Con:]plamts made (]hrectldy tlol‘
lf::cl.mologies cannot be used to identify the g)m ;]1 ;g;ti Sz?ss:c:;? e(; raenpoonr{; n?y‘:;lz ’nag“ 4 i
whistleblower? Has the government papers; and other documents detailing ,
considered the use of an independent employee and citizen complaints, shall remain
hotline operator to enhance the perception confidential at all times
of confidentiality in addition to any real
improvement? ‘

3. Does the hotline utilize trained All calls to the hotline are handled by trained,
interviewers to handle calls to the hotlme third-party call takers who ask probatj ve ‘
rather than a voice mail system? questions to gatlier necessary information. |

The hotline is staffed and available 24 :
hours/day, 365 days/year. !

4. s the hotline availability 24 hours a day,

365 days a year? : _

5. Does the hotline have multilingual ’
capability to support hotline callers with !
different ethnic backgrounds or those that '
are calling from different countries? '

6. Are callers provided with a unique Each calier is provided a unique identification
identification: number to enablé them 'to number so:that they can leave additional !
call back later anonymously. to-receive - - |- information (anonymously if they choose) anJ"
feedback:or follow-up questions from so OEI may inforim them of the status of their 3
investigalors? , ' congc_:m (e. g_:”ur'nder. investigation) or ask !

additional questions. {

7. Does the government have a case The Network receives and records all hotline| -

Ca“‘S and then creates. an “Incident Report.”
Incident Reports are tracked by OEl to
facilitate management of the resolution

process, The confidentiality of complaints and

these reports is maintained at all times. - Upon
the establishment of the City of San Dicgo's

]

Audit Commitiee, these procedures may be
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Aneonymous Submission of Suspected Wrongdoing (Whistleblowers)

revised.

Has the government established protocols
for the timely distribution of each type of
complaint, regardless of the mechanism
used to report the complaint? Are
complaints of ahy kind involving senior
management automatically and direct]y -
submitted to the audit committee without
filtering by management or other
government personnel?

Each complaint is reviewed by OEI’s Intake

Ethics and Audit Compliance Specialist] |
Director of Personnel and

_and.Review Cominittee (currently compri'sed
of the Deputy Chief of Ethics and Integgity,

Auditor/Comptroiler) within three weeksiof its

receipt. At the discretion of the OEI Deplil
Chief or his/her designec, and based on t

ly

circumstances of the complaint, the complamt
may be referred to the appropriate depagtipent

for action prior to the Intake and Reviey
Committee meeting. In the absence of't

-

Audit Committee, complaints involving|senior

management are referred within existing City
€
I

mechanisms (e.g., EEIO, Police Departm
etc.), depending on the nature of the
allegation(s).

nt,

£80000

Does the government effectively distribute
comprehensive educational materials and
training programs among potential users to
raise awareness of the hotline? Are these
materials available in all relévant
languages, given the potential user base
and taking into consideration cultural
differences that may require alternative
approaches to achieve the desired goal?

“confer with.the City’s unions to finalize|tl
“hotline procedures ‘Upon completion of t
“process, OEl'and the Internal Communigations

group will undértake a City-wide education

In November-December 2005, literature,

wallet cards, and flyers with informatior on

&

the hotline (whal it is, how to contact, et

were sent to afl City employees.

b
|

QEl is currently participating in meet and

program to familiarize employees with the
hotline, criteria for calls, process for hand
concerns, ctc. In the meantime, OEl is 4
in-person presentations to employees that;
describe the hotline (thus far reaching ad |
estimated 1/3 of the City’s workforce) and
information is available on OE!’s intranet

C
1is

ing
king

:and




Anonymons Submission of Suspected Wrongdoing (Whistlehio

ners)

Internet sites.

10. Does the government suppoit outreach tol

potential stakeholders  other  than
employees?

At this point in time, the hotline is intended fo
. employees only. Complaints from citizens are
accepted through other means (phone calls, ¢-,
mails, in-person, etc.), but addressed througl t
an analogous process. Upon formation of the,
Audit Committee, the hotline may be :
expanded to receive citizen complaints, also}
At that point; OEI will reach out to citizens |
and other potential stakeholders. 9

1L

Do the government’s internal auditors-
periodically evaluate the design and
operating effectiveness of the hotline?
What were the internal auditors’
conclusions regarding how the hotline
reflects changes in the government’s
operations and in best practices; (2)
whether the hotline is receiving
satisfactory support from management,
employees, and other participants; and (3)
whether protocols established for
forwarding information to the government
audit committee have been followed?

- The City’s Auditor/Comptroller is part of the '

" hotline process and was involved in designing
the process for effectively operating the :
hotline and processing complaints. The
Deputy Chief of Ethics and Integrity is :
instrumental informing City management an i
ensuring appropriate support from
management. The Ethics Audit and
Compliance Specialist is responsible for
advising the [ntake and Review Commitiee gn
protocol issues.

B. Educating Employees and Others About the Hotline

In assessing whether management is actively promoting the existence and use of the hotlme a government audit comimittee |

should consider the following questions:

l.

Is confidentiality of communications made
to the hotline stressed?

X

O

W

All complaints, associated reports, working
- papers, and other documents. detailing
employee and citizen complaints, which are |
received either through the Employee Hotline,
by mail, e-mail and those documents or noles
of any oral conversations with City employec

Rz

880000



Anonymouns Subntission af Suspected Weongdoing (Wh

or citizens, shall remain confidential at al

times, as described in OE!l procedures,

--.-..--”;

i

istleblowers}

2. s training provided to employees upon
hiring and periodically thereafier?

OET will begin its ethics traintng, slated
include information on the hotline and o
mechanisins for reporting complaints
involving waste, fraud, abuse or other

unethical behavior, in early 2007. In the

meantime, all new employees reccive

-information regarding the employee hotli
upon hire. Current employees may contagt

OEl at any time for information regardin
assistance with the hotline or ethics-rela

questions. Information on how to do so|is
available on the intranet:and Internet, ant

through in-person presentations.

1€r

680000

3. TForsuppliers, is information incorporated
into a vendor approval process, in purchase
contracts, and on purchase orders?

By-Spring 2007, to accompany a Contra

or's

Code of Conduct, a brochure with information

about the ethics-related rules and regulat
that govern City employee behavior will
provided to firms doing business with th
This will assist contractors in avoidiig
behavior that may encourage ethical laps
will include information about how cont
can report ethical lapses to the City.

ians
ble
= City.

es and
Factors

4. ls the hotline number and other contact
information provided on the government’s
Web sile, intranet, newsletters, invoices,
purchase orders, pay stubs, checks, and
even vehicles? ‘

‘At that point,”OEI will reach out to cilizT

As the hotline is currently intended only
employees, the hotline'number and conts
information is made available through O
intranet site, in-person presentations, ahd
collateral such as bookmarks. Upon fori
of the Audit Committee, the hotline may
expanded-to receive citizen complaints, 4

atid other potertial stakeholders through

for

C. Eviiluating Conmimunications Received

vafiely of means.




Anonymous Submission of Suspected Wrongdaing (Whistlel

lowers)

In evalualing the communications received, a

1. Is management taking all communications
made to the hotline seriously? Are
allegations appropriately investigated?

government audit committee should consider the following questions:
The OEI Deputy Chief or his/her designec, in.

X

O

O

~ addressed in' the response. If the response is|

conjunction with the Intake and Review

Committee, reviews each investigations’
response to détenmine if the allegation(s)
raised in the complaint have been adequately

deemed to inadequately address the
allegation(s) raised in the complaint, the
Division of Department head and appropriate

Deputy Chief are notified. This allows OEl to
. verify appropriate investigation of complaints

whiletass€ssing management support.

2. Does the government have a process for
reporting back to the whistleblower on a
timely basis, where possible, regarding the
action taken?

In the ifistance where a complainant has
identified him/herself, such complainant will
be notified of the OEI action on or referral ot
the complaint. The complainant may be
advised that, in the instance of a referral, OE
may not be able to provide'the complainant
further information regarding the outcome of}
his/her complaiiit due to confidentiality or
personnel-related issues. For an anonymous
complainant, a notification is sent to The

Network so when the complainant-calls back}

he/she will know the disposition of the
compliant and will have an opportunity to
report additional information.

i

0600900
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000091 City of San Diego .
Kroll Remediation
Remedial Category — Interest Allocation

Kroll | Report .

Item | Ref. Description -

74 - M-16 " | The interest allocation process should receive sufficient management review.
Background

During its audit, KPMG discovered that the interest accrual was allocated incorrectly. Current
City management believes this was caused by either an accountant key punch error or a marnal
calculation error. Current City management believes this issue will be remediated by
November 2006. Documented controls currently in place should prevent this type of error from
happening again.

VT e

Action Taken for Kroll Remediation

The interest allocation proccss was documented in a format thatrmanagcmpm beheves is :
acceptable for internal controls. The documentation includes: A
» Process flow, process narrauvc and identification of significant control activities
» Control matrix contammg

U

~ ~1a Y =1 —
o Cuuu ul ou\.,uu VT3, u::m, mEuxuya.uL conir Ol a\-u v;ucb, cona UJ. .ul.u.uuc:i bULJ.LlUl Lypc

o Identification of preventive/detective control, system or manual comrol contro]
frequency, fraud control, safeguarding of aséets, financial statement assertions and
the pertinent components of internal control from the COSO (Committee of
Sponsoring Organizations of the Trcadway Comn:ussaon) framcwork

Design Effectiveness Assessment

Effective with the exception of one Design Gap - Seéregation'of duties related to significant.
control activity 74D. The same’ accountant has AMRIS (general ledger) system access to Tun
preliminary and final reports. Management is in'the process of remediating this gap by having
information technology change system access. Oncc this gap is fixed, the accountant that nans
the preliminary report will not be able to run the final report. This gap is planned'to be
remediated prior to the time that interest allocation is performed for November 2006.
Operating Effectiveness Assessment

Management plans to test operating effectiveness by March 31, 2007.

Process Improvement Recommendations

None,




Kroll Remediation Item 74
Interest Allocation Process

CA F/S Assertions
Ctrl
Cantrol Objeclive Risks Signilicant Conirel Activily Rel| Type FC Comp | E/O| V/A| VO P/ID | 08
) Accountant reconciles cash interest ] BT R i '
* Jearned and investiment balances among 2dal Rr X
SunGard Investment Reports and e
AMRIS. ' o
AM RIS. system allocates interest 48] © X LX ‘
among investment pooi accounts. il
Interest income s not The preliminary report and suppoiting :
Inlerest income is allocated to the |properly allocaled to the . o = . zs
appropriate funds for financial appropriate funds dala ar-elrcvlewe.d and appr.oVed by the ‘74(' - M X X .
. L Operalions Section Supervisor. ot
reporting resulting in inaccurate
financial reporting -
The Accountant has systemi access to “Al
run preliminary reports. The ’l
_ Supervisor has‘ syslem access to run tl"ac 14| sp: %
final reports. THIS IS CURRENTLY | : T
A GAP AND SYSTEM ACCESS
NEEDS TO BE ADDRESSED.
Reference Legend
Coniral Type (F) Frequency F/S Assertions Headers
A - Authorizalion D - Daily Comp - Completeness CA Ref - Control Activity reference number
C - Confligwation/account mapping W - Weekly E/O - Existence or occurrence Ctrl Typé - Control Type
E - Exceplion reports/edit checks B - Bi-Weekly V/A - Valuation or allocation P/D - Preventive/Detective Conlrol
I - Intecface/conversion controls M - Monthly R/O - Rights and obligations 5/M - Sys!cmeanual Control
K - Key performance indicators Q- Quarterly P/D - Presentation and disclosuré F - Frequeney
M - Management review 5 - Semi Annual - FC - Fraud Control
R - Reconciliation A - Annually COSO Framework SOA - Safeguarding of Assels
SI2 - Scgregation ol dulies T - Transactional - daily C - Control Activilies C
SA - Sysiem access SY - Syslem R - Risk Assessment

SOA - Sefeguarding of Assets

I - Information and Communications
M - Monitoring
E - Control Environment

£60000
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Interest Ahu‘,dtlon

)

Process Flow

Treasury:
SunGard AMRIS: Simpler
Earned Income Query
Defail

¥

Page 1 of 3

10/12/06

Kroil item 74

Process Narrative

Background: Interest is required lo be allocaled to all funds included
in the Gity's pooled cash. Fund 99998 is the Clty's investment pool
account. There are approximately 1,500 funds in the pool. Interest
allocation distribution occurs on a calendar month basis. The City's
AMRIS accounting system Is on a 13 period basls. Inlerést Allocation
Procedures were issued on 8/23/1999. Thal document serves as a
“Desk Procedure.”

The pfocess begins with the receipt'of the SunGard Menthly
Investment Reporls from the Treasurers Dépariment. ‘These reports
are avaitable 2-3 weeks afer monlh end. The SunGard refiort
.amounts need lo be recanciied I6 the amounts amounls in AMRIS,
The Interest A!Iocallun Accountant runs a Simpler query to oblain
AMRIS fund smounts.

The Interest Aliocation Accounlant reconciles cash interest earned
between the SunGard Investment Repoit and AMRIS, The Interest
Allocation Accountant also reconciles investment balances among
SunGard and AMRIS. Cash inlerest received and investment pool

aclivily must reconcile prior to allocating interest to the funds.

There.could be unreconciled items dute: o liming or posting emors.

When there are unreconciled items, first the Interest Allocation
Accountant researches lor any timing differences. Typically, timing

differences are related to posting on the first day of the next calendar

month in AMRIS. A query report from the Simpler system is run lo

P ]
14
Accountant:
Accounlant: .
. Reconciles
Reconciles cash
. Investment
inleresl earned
balances
L 4
Accountant:
Unreconciled Yes— Determines
items Posling or Timing
Difference
Timing -1-Posling
No l
@ ; Accountant:
4 Researches
posting errors
Accountant:
Calculales nterest
Amounts for
Allocation v
l_ Frocess
//

Accountant: Inputs in
Interest Allocation
Syslem

i

obtain daily transactions for the first day of the next calendar month.
This report is used lo identify timing dilferences.

If there are posting errors,.Ihey are researched with the supervisor
and a Journal Voucher is prepared.

Upon completion of the reconciliation, the "TOTAL ENDING
ACCRUAL" and "TOTAL CASH RECEIVED" is calculaled by the
Interest Allocation Accountant. Both figures are calculated from data
contained in 1he SunGard Monthly, Investment Reporls.

Once these amounts ate delermined, (hey sre entered into the

Interest Allocation System (C3502 scmen) with a status of "P" for
Preliminary.

O,

J .

L
I
s

¥

- D ®
Source: Megeting with Cecilia San Pedro
. and Leonard Alfugnie, Audilor's office

t )
Significapt Control
Actji\_rities o

¥6000

Y

{CA — 74A} Reconciltation] Accountant reconciles

cash interest earned and im

estment balances

among SunGard Investment/ Reports and AMRIS,




City of San Diego _
( ’ Interest Allocation w Source: Meeling wilb Cecilia San Pedio
- - = *| and Leonard Alluente,| Audilor's olfice
k Page2of3 - 10112106 Kroll Item 74 ) ;
ot Significant Control
Process Flow Process Narrative Y )
A Activities
=
{wn)
Lo
o
_ L0
Accountant: The Interest Altocation Accountant requesis the preliminary interest L5
Requests allocatlion reports be piinted. The accounlant sends an email to San
DPC to run -Diego Data Processing Corporation {DPC} indicating jobs needed to
Preliminary rurt the preliminary report.
Report
A
AMRIS: ) . ‘
System : Y DPC runs AMRIS system preliminary reporis.that show the resulls of {CA - 74B)} System Conliguratioh. AMRIS system
calculated es interest allocalion distribution based on the two amounls enlered for allocates interest among investment pool
Interest the TOTAL ENDING ACCRUAL AND TOTAL CASH RECEIVED. accounts.
Alocation ‘
. !
l i ‘ 7 !
AMRIS: . : A
Preliminary
Interes! Allocalion
Report The Interest Allocallon Accountant reviews the preliminary report.
Specifically, the endmg accrual, bagmmng accrual and cash received
amountis are rawewed to conl‘rm lhey are accurate. Three parlu:ular
funds are. anslyzed for reasunabieness ‘General Fund (100), Water
Fund (41500) and Sewar Fund (41505) These three funds were
chosen because each have subslan!ial cash baldnces. The prior
Accounlant: monthly reporls lor these ihree'finds'dre ‘omparéd lo the current
Reviews Preliminary Changes reporis.for feasonableness. At this time, the Inlerest Allocation -
Interest Allocation Needed Accounlanl can. also enter any neaded adjuslmenls to cash or accrual
Repont balances into Ihe interest Allocation Syslem These adjuslmenls are
based on Informatlon fromrthe prehmmary repoil. W any adjustmerils :
are made, another pteilminary report run I3 run and reviewed for
FQA—N accuracy.
Supervisor: After complete review of the prellmmary report and any adjustments, {CA - 74C) Management Rgview. The preliminary
Reviews Final the Inlerest Allocatioh Accountant submits all documents and work @ report and supporting datala f raviewed and
Preliminary Report papers to the Operalions Section Supervisor. The Operations approved by the Operallons’ éecllon Supervisor.
Seclion Supervisor reviews the summary and supporting information
h 4 and approves by inilialing the front page of the work papers. |
| Page 3 . !
. e i
. | !‘, . ) ) .
N A Sy
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wilh Cecilia San Pedro
lente, Audilor's office
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Kroll ltem 74 )

Process Flow

Supervisor: Modifies
AMRIS status to Final

'

Accountant:
Requesls
DPC o run
Final Report

AMRIS:
Syslem

calculated
Inlerest
Altocation

AMRIS: Final
Interest Allocation
Report

Accountant:
Verilies AMRIS 4
has posted
¥ :
Accou _nlanl Accountant:
Provides i
Files woik
dalato apers
Treasury F

|- End

Significa

‘Process Narrative
Act

(CA — 74D) Segregation of
has syslem access to run
Supervisor has system aco
‘reports. THIS IS CURRENT
ACCESS NEEDS 10 BE Al

With the Operations Seclion Superviso:'s approval, the posting of ]
Interest Allocation is ready. The Supervisor modifies the status of the
C3502 screen lo "F" for Final. @

The Inleresl Allocalion Accountant sends an email lo San Diego DPC
indicating jobs needed to run the Final Interest Allocation Report and
the system generated postings 1o AMRIS (the G/L).

DPC runs AMRIS system generated Final Interest Allocation Reports. See CA - 74B on page 2 of 3.

The Interest Allocation Accountant reviews the final report and verifies
that AMRIS has posted interest ajlocation. )

The Interest Allocalion Accountant provides receiving fund daily
average cash balances lo the Treasurer's Department through email.
The work papers for the month are filed in the Interest Allocation file.

nt Control
vities

0

- 96000

Duties. The Accountant
preliminary reports. The
egs Lo run the final

LY, A GAP AND SYSTEM
DRESSED.

—
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OFFICE OF MAYOR JERRY SANDERS
CiTy OF SAN DIEGO

MEMORANDUM

Date: - November 22, 2006

To: Honorable Members of the City Council

From: "~ Mayor Jerry Sanders

Subject: Kroll Remediation Status Report Number 3, prepared for -
December 86, 2006, Council Meeting

in my memorandum dated August 24, 2006, ! reported my staff had identified 121 items for
remediation from the Kroll Report. These items were grouped by remedial category and
were described in detail along with anticipated due dates. | have-already issued two
memorandums on status (dated October 5, 2006, .and Oclober 30, 2006). This is my third
memorandum regarding status of the City’s Kroll remediation efforts. On December 6, 20086,
my staff will meet with you to discuss the foliowing:

» Status of remedial items completed as of December 6, 2006
» Status of remedial items in-process as of December 6, 2006

Cc:  City Attorney
Chief Operating Officer
Chief Financial Officer
Independent Budget Analyst
SDCERS
John Dyer



000089 . Remedial Items Completed

A. ltems Previously Repbn‘ed_ Cbhl‘olete

Kroll Item # | Kroll Category ’ Memorandum Reference
7-12 Organizational Structure October 5, 2006
24 Audit Commiitee ~ Formation and Du‘ues October 30, 2006
45 Budget Policies and Practices October 30, 2006
46-47 City Actuarial Services October 5, 2006
48(i) Deferred Maintenance October 5, 2006
54-57 Financial Reporting .| October 30, 2006
57.1 Financial Reporting October 5, 2006
74 Interest Allocation - | October 30, 2006
84-85 Reconciliation of Accounts October 30, 2006
107.1 City Funding of SDCERS October 5, 2006

B. ltems Completed During this Reporting Period

Remedial Category — Disclosure

F . 'GY an
49, Continue the n;\nr:rhnne of tha D onlnsure Proctices Workir S \Jluup (DPV\'\J} and

add the CFO not only as an official member but also have this person serve as
chair. (Pages 248, M-4 & M-5)

Status: Maybral task complete. The Mayor's Officé submitted a Request for -
Council Action that the City Council direct the City Attorney to amend the
Mummpal Code’ for the followmg changes o the DPWG.

e The Chlef Financial Officer will serve as the chair of the revised
‘DPWG. ‘

» Membershipin the DPWG will consists of the following five official
- voting members: Chief Operating Officer, Chief Financial Officer, City
Attorney, Auditor General and Independent Budget Analyst (or
designees). Outside disclosure counsel serves as an ex-officio
member.

+ No DPWG committee member (including the Chair) can prevent any
other commitiee member from placing an item on the agenda.
Remedial Category — Forecasting/Projections
66. The CFO and Mayor should submit annually to the City Council as pari of the

annual budgeting process, a roliing five-year proposed plan that contains major
items, including capital expenditures, deferred maintenance, debt payments and

! San Diego Municipal Code, Chapter 2: Government, Ariicle 2, Administrative Code, Division 41:
Securities Disclosure

S a?”



Uuuloo o eneaial nems compileted

other major contractual obligations, major revenues by category and-aforecast of
gross cash receipts and gross cash expenditures. (Pages 262 & M-13)

Status: - Complete. The Mayor announced the City's first five-year financial plan on

~November 14,2006 The plan willbe_presented’to_the City Councilon—
November 29, 2006. The plan addresses major items, including capital
expenditures, deferred maintenance, debt payments and other major
contractual obligations, major revenues by category and a forecast of
gross cash receipts and gross cash expenditures. The plan can be
accessed on the City's website at:

htip://www.sandiego.govimayor/pdf/five_year_plan_11_15.pdf

Remedial Category - City Funding of SDCERS

107.

The City and SDCERS should make a voluntary disclosure through a self-reporting
process to the IRS of the amount of any improper diversion of funds used to pay
retiree health_care_benefits and cooperate with-the IRS to-bring-the-City'sretiree— - - — - — - -

“healthcare funding into full compliance. (Pages 259 & M- 11)

Status: Complete. SDCERS tax consultant, Ice Miller LLP, filed a Voluntary

108.

Staturs:

Correction Plan report titled "Exclusive Benefit and Prohibited Transactions

" — Retiree Medical Benefits (401(h) Account) with the Internal Revenue
Service on Junse 22 2008, -

The costs should be reflected in the City's annual budget and five-year plan, and

variances caused by changes in actuarial assumptions shouid be explained. (Page
260) .

Complete. For clarification purposes, Kroll itern 108 relates to costs for
proposed new retirement benefits for city employees.

The City acknowledges the need to accurately calculate the costs of any
new retirement benefits and includes such costs in all budgets and
five-year plans. Additionally, the voters passed Proposition B which will
require the City to obtain voter approval for any increases (with the
exception of cost-of-living) in municipal pension benefits.


http://www.sandiego.gov/mayor/pdf/five_year_plan_11_15.pdf
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Il. Remedial ltems In-Process

A. ltems In-Process Previously Reported

Kroll-tem#=Kroll-Category Memorandum———— 1 Upddted
Reference . status?

1-86 Oversight Monitor October 5 and 30, 2006 Yes *

13-14 Organizational Structure October 5, 2006 . No

18-23 / Qgg'}jg,fi’;mmee‘ Formation | & iober 30, 2006 No

42 Ethics October 30, 2006 Yes *

43-44 - Budget Policies and Practices | October 30, 2006 No

86 Reconciliation of Accounts October 5, 2006 < No

87 Retirement Benefits October 30, 2006 Yes *

* see below

Remedial Category - Oversight Monitor

1.

4.1

Updated Status:

- Appoint a Monitor to oversee the implementation of and compliance with the

Remediation Plan. (Pages 263 & M-14)

The Monitor should be.seliécted by the Mayor in consultation with the Citv Council
and subject to the approval of the SEC and should be anindependent person of
suitable standing, independence and experience for the assignment. (Pages 263 &
M-14} :

The Monitor should have complete and unfettered access to all City and SDCERS

~ personnel and records. (Pages 263 & M-14)}

The Mor_\itor shouid make quai’terly reports to ut‘he City and the SEC on the Ciiy‘é
progress. (Pages 263 & M-14)

City Monitor quarterly reports should be made public in an appropriate manner
including on the City’s website. (Page M-14)

The Monitor should serve a term of no less than three years and shouid be provided
adequate resources 1o carry the duties of his office. (Pages 263 & M-14)

The SEC should have the right, upon request, to expand the scope of the Monitor's
duties following consultation with the City. (Pages 263 & M-14)

In process. The Kroll Report recommended an independent monitor

oversee implementation of and compliance with the Remediation Plan.
The City's settlernent with the Security and Exchange Commission

(SEC}) requires that an independent consultantmanitor be hired within

60 days from the November 14, 20086, settlement date. The City
believes that the independent consultant function called for by the
SEC and the monitor role recommended in the Kroll Report can be
reconciled and performed by the same person.

et
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1. nerjieuiad 1eIns In=-rrocess

- Remedial Category — Ethics : C e

42.

To discourage any improper influence of the professionals who serve as
“gatekeepers” to the public financial reporting process of the City, the Municipal

Code-should-be amended-to-add-criminal penalties forsuch-conduct, it should be

unfawful for any elected official, or employee of the City, or anyone acting under
their direction, to take any action to corruptly influence, coerce, manipulate or
mislead any independent cerified public accountant engaged in the performance of
an audit of the financial statements of the City or its component units, or outside
legal counsel performing services for the City in connection with an offering
statement of the City, or any actuary performing an actuarial valuation in connection
with the preparation of the City's or SDCERS's CAFRs, or empioyees of a bond

'rating agency performing a credit rating of the City's bonds. {Page M-6)

Updated Status: City Atiorney action complete. The City Attorney prebafed an

ordinance and submitted it for City Council Action on November 1,
2006. On November 13, 2006, at the Special City Council Financial
Hearing, the ordinance was referred 1o the Rules Commitiee. The
Rules Committee is tentatively scheduled to review the ordinance at
its scheduled meeting on January 10, 2007.

Remedial Category - Retirement Benefits

87.

The City Coungcil and emplovees should develop reslistic retirement plan
parameters for future City hires. This includes positioning the City io attract and
retain the talent needed to meet the citizens’ expectatlons for services, not be

viewed as providing excessive beneflt Ievels and creating a plan the City can
afford. (Page M-25)

Updated Status: The following three evaluations are in process and shouid be

complete by December 29, 2006:

» Actuarial evaluations of the cost implications of formula changes to
the exisling retirement sysiems

» Benchmark study of Police Compensation and benefits for all
employees

» Benchmark study of Fire Compensation and benefits for all
employees
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Il. Remedial items In-Process

B. ltems In-Process During this Reporting Period

There are over 120 Kroll remediation items that span many categories, departments and
- related entities. My staff continues to coordinate with the responsibie parties related to Kroll
remediation status and milestone dales.

Additionaliy, for Kroll remediation items that can be executed by accountingffinance staff, Jay
Goldstone, Chief Financial Officer, has established a dedicated team which has kicked-off
remediation planning, scoping and action for the following Kroll items.

Kroll item # Kroll Category |
58-59, 64-65 Financial Reporting

75-80 " Internal Controls

81. Personnel

82 Procurement

83 Redevelopment AuthontL

86 Reconciliation of Accounts
88-88 Risk Management

80.85 Training

* Kroll item 76 will reqmre significant effort because it addresses remed;at:on of internal
control weaknesses identified in the Auditor and Comptroller's 2006 Annual Report on
Internal Controls as well as Management Letters from the City's external auditors. As

of November 22, 2006, my staff has identified approximately 35 additional financial
internal control items that require remediation by June 30, 2007.
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OFFICE OF MAYOR JERRY SANDERS
CiTY OF SAN DIEGO

MEMORANDUM
Date: April 9, 2007
To: "Honorabig Members of the City Council
From: .  Mayor Jerry Sendere L/
Sebjé’é:t} Kroll Remedratron Status Meport Number 5, prepared for

i Apnl 23, 2007 Council Meeting

of the 121 Krofl remedtatlon nems have. Deen compneted. oF are
a fr"'nore than 35 addmonat iters are in- process Although the City
has. made tremendous progress to date, there are still many imporiant. iterns remaining to
complete our Kro :atlon efforts On April 23, 2007 my staff will meet-with you to

Tey Tmehne modlﬁcatrons f"

“"The statusfof,all Kr_o_ll remedratron ftems erI continue to be provnded to Mr. Stanley Keller

Cc:  Chy Attomeyi'u

Chigf’ Op ¢
Chigf Finai iat7'0fﬁcer
" Staniey Kélier,:Ind&pendent Monitor
independent Budget Analyst
SDCERSH .

Joht Dyer ;. -~

Attachment A Greg Levrn resume, compitrolier functions
Attachment B - Tracy | McCraner resume, financial reporting functions
Attachiment C - Kyle Elser resume, internal audit functions
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@grhedia[ ltems Completed or Substantially Compieted

A. ltems Pre\}iously Reported Completed or Substantially Completed

r: , o Additional Action Required |
Krall Kroll Category “[==Memo——= City— —Gity—=—=Mayor
Item # : Reference | Attorney | Council
1-6 Oversight Monitor 2/2112007 REROEEEES 1 ‘ =
| 7-12 Organizational Structure 10/5/2006 Skt »
15 Staff Qualifications 212112007
Audit Committee — ' o
18 Formation and Duties 212172007 - Note A
| (Long-Term Plan)
Audit Committee — T
19 Formation and Duties 2{21/2007 | NoteB ;
(Eliminate FROB)
Audit Commitiee — :
21 Formation and Duties 2/21/2007
(Scheduled Meetings) o
Audit Committee — T
24 Formation and Duties 10/30/2006°
(whistleblower procedures)
42 Ethics .- .. 2/21/2007 _|:NoteDid
45 | Budget Policies and 10/30/2006
Practices ST
46-47 City Actuarial Services 10/5/2006
48(i) | Deferred Mainténance 10/5/2006
49 Disclosure (DEWG) 11/22/200
51 Disciosurg (City Atlorney 2191 f2'007
Confirmation) - . :
Disclosure (City Council
52 Review Per(iocD ' 2/21/2007 -
Disclosure (DPWG and
53 Audit Committee) - 2/21/2007
54-57 Financial Reporting 10/30/200
57.1 | Financial Reporting 10/5/2006
66 Forecasting/Projections 11/22/2006
_ Information Technoiogy —.
71 Financial Reporting 212112007
Systems
Information Technology —
73 E-Mail Systems 212112007
74 Interest Aliocation 10/30/2006
82 Procurement 2121/2007
84-85 Reconciliation of Accounts | 10/30/2006
89 Risk Management 1 2/21/2007
06 Training 2/21/2007
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Additional Action Required
Kroll Kroll Category Memo City City Mayor
ltem # Reference | Attorney | Council
e T Py
o7 SDCERS Firanoid ST272007 s “
ReLrtrng
98  SDCERS intemal Controls | 2/21/2007 i
99 | 'SDCERS Actuarial Services | 2/21/2007 3%
" | SDCERS Investment '

100-101 | Advisors. - _ 1 2/212007

103. "‘:CrtLFundmg of SBCERS'L 2/21/2007

106° | City'Funding:of SDCERS' | 2/21/2007

107-108 .| City Funding of SDCERS | 11/22/2006.

107.1 .| City Funding of SDCERS 10/5/2006
- 2|'SDCERS Organizatnonal :

113 21 &heture ST 212172007

| SDCERS Staff

114 | -Qualifications . 3 2/21/2007

119 121 :SDCERS Board Structure 2/21/2007

Notes

A. Establishment of a Charter Review Committee; part of the committee’s
responsibiliies include the Iong-term Audit Committee plan

B. City Attorney to eliminate Financial Reporting Oversight Board (FROB) as
redundant to the new Audit Commitiee

C. Audit Commitiee 10 assume selected areas. of responsibility for * whtstleblower
policies and procedures

D. Improper influence Ordinance was submitied to the City Council by the City
Attomey on November 1, 2006; the City Council referred it to the Rules
Committee on November 13, 20086; the Rules Committee chair has returned
the Ordinance to'the City Attorney for clarification

E. City Council action required to direct the City Attorney to modrfy the Municipal
Code to change the membership of the Disclosure Practices Working Group
(DPWG) and have the DPWG report:periodically to the Audit Committee

F. Intérnal control operating design is complete; operating eﬁectrveness (testing)
to be performed or completed

G.  Short-term plan complete long-term plan to be compieied as pan of Enterprise
Resource F’lanmng (ERP) project

H. Short-term plan complete long-term plan scheduled for completron by
September 2007

I The Mayor's proposed budget for fiscal year 2008 contalns adequate funding
for training of personnel to ensure that they remain cumrent on financial
reporting standards; City Council action required to approve the budget

J. An amendment repealing the “Waterfall” was introduced lo the City Council on

March 5, 2007; a second reading of the amended Ordinance. is $chéduied for
April 10, 2007; however, a memo dated April 5, 2007 requested the City
Altorney perform additional iegal anatysis prior to City Council action




Dooll(jsegnedial itemns Completed or Substantia!ly'Completed

B. Items Completed or Substantially COJI&ted During this Regortmg

Period
- S — —_ | Additional Action Required—
Kroll Kroll Category o Memo i i
ltem # Reference
‘Organszat:onal Structure
13-14™ | (Comptroller and Director of | 4/9/2007
. Financial Réporting) ..
' ]Orgamzatlonal Structure
16-17 (Staff Qualif cat)o@ 41912007
"Audit-Committee; Formatlon :
20 | shdiButies iernen charter) 4/9/2007
[ "Audit.Comimittee; Formation
22 ' {‘and'Duties (aidit requests) 41912007
| Audit: Committee;’. Formation
23 and'D t_tes (independent | 4/9/2007
auditor retention) :
104 City Funding of SDCERS 4/9/2007
108-111 | City Funding of SDCERS 4/9/2007

*  Further action is required via a Charter Change

Notes:

K.  City Council action is required to approve the Audit Comrr_l__it_tee Charter

Remedial Categéry - Organizational Structure

Establish the position of City Comptroller responsible for accounting and financial

13.
reporting, including preparation of the CAFRs and re.portsng to the CFO. (Pages
245, 246 & M-2)

14.  Establish the position of Director of Financial Reporting respor‘isnﬁ!e for the
preparation of the City's periodic financial statements. (Pages 246 & M-2)

Status Substantially complete. The City has assngned qualified personnel to serve in

the capacity of Comptrolier (Deputy Comptroller until the Chartér is amended)

- and Director of Financial Reporting (refer to ttems 16 and 17 beiow for staff
qualifications). City management believes the establishment of permanent
position of Comptroller will require an amendment to the City Charler andg
perhaps the Municipat Code.

Remedial Category ~ Staff Qualifications

16.

The Comptroller should have significant experience in governmental accounting,
including in the preparation of CAFRs in accordance with GASB and other
applicable accounting and financial reporting standards, rules and regulations;
should in particular be familiar with federal rules and regulations applicable {o the
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reéeipt of federal assistance and the issuance of public securities; and should also
be competent to design, implement and operate an effective system of internal
controls over financial reporting and disclosure. {Page M-2)

Status: Substantially _complete (refer 1o ilem 13 above). The City has assigned

Mr.—Greg—'L-ev'tn-the—reSﬁensiBilitiés'_deJep.uty;.QornDtrouer." =Mr=Levin—has=

experience in government accounting, including the preparation of CAFRs in
accordance with applicable accounting and financial reporting standards. He
is familiar with federal rules and regulations applicable to the receipt of federal
assistance and the issuance of public securities. M. Levin also has
experience with internal controls over financial reporting and disclosure. See
Attachment A for Mr. Levin's resume. :

17.  The Director of Financial Reporting wouid report to the Comptroller and would be
responsible for the preparation of the City's periodic financial statements. This
person should also have experience in the preparation of the CAERs in accordance
with GASB and other applicable accounting standards, rules and regulations.
(Page M-2) ' - :

Status: = Substantially complete (refer to item 14 above). The City has assigned

Ms. Tracy McCraner the responsibilities of Director of Financial Reporting.
This position reports to the Deputy Comptrolier. Ms. McCraner has significant
experience in government accounting, including the preparation of CAFRs in
accordance with applicable accounting and financial reporting standards. See
Attachment B for Ms. McCraner's resume. .

Remedial Category - Audit Committee, Formation and Duties

20. The Audit Committee should establish a written charer. (Pages 251 & M-6)

22 The Mayor, CFO, City Attommey and City Council shouid have the authority to make
requests of the Audit Committee and Auditor General (interna! Auditor) to perform
internal audits of material matters they reasonably believe to be warranted. (Page
252) :

23.  With the assistance of the CFO and Auditor General (inlemal Auditor), the City's
independent auditors would be retained by, report to and take direction from the
Audit Committee. (Page 252) ‘

Status: Substantially complete via Audit Commitiee Charter. The Audit Committee

‘approved a Charter, as well as Standing Rules for the Municipal Code and
Mayor's Statement of Operating Principles and forwarded. them 1o the City
Council for consideration. City Council approval of these items is required.

Although the intent of items 22 and 23 above are addressed in the Audit
Commitiee's Charter, the Charter does not fully address all Kroll requirements.
For example the Audit Commitiee Charter does not state that the CFO can
make requests of the Audit Committee and Internal Auditor to perform certain
audits. Additionally, the Charter does not state that the CFO or Internal
Auditor have input with the Audit Committee’s selection of the City's
independent auditors. The Charter states that the Mayor shall provide
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appropriate consultation with the Audit Committee's selection of the City's
independent auditors.

Remedial_ Category - City Funding-of SDCERS—— — —

104.

Status:

108.

110.

111,

For purposes of calculating annual funding requirements, the UAAL should
reflect a prudent view of economic reality and include within it the costs of the
Corbett settiement. (Pages 259 & M-11)

Substantially compiete. SDCERS Board action approved and directed the
actuary fo inciude the costs of the Corbeff settiement and 13th check. The
Actuary report dated January 2007 contains these components in the UAAL.
The Actuarial Valuation Report was presented at the SDCERS board meeting
dated January 19, 2007. The link to the SDCERS board meeting agenda

foliows:

http://www.sdcers.ora/agendas/2007/ianuary/bd _admin 1 19 07.pdf
(refer to page 6, item IV.A.1}

The January 2007 Actuarial Reporl can be accessed on SDCERS website at:

http Hhwww. sdcers oraf/images/pdf/city of san d|eqo actuanal valuation _repo
rt 1 12 07 final.pdf
(rofer to nages 29 and 31)

In addition, the SDCERS Board has directed its actuary to complete an
experience study which will be presented to the Board in the winter of 2008.
This study will provide the Board with information to make further -assumption
decisions such as the appropriate discount rate and salary growth SDCERS
should'i use.

The City, in response to the Report of the Pension Reform Committee,

amended the Charter to require net actuarial losses be amortized over a

period not longer than 15 years, net actuarial gains over a period not shorier
than five years, and that SDCERS use an amortization period no greater than
a fixed, straight-line five years for each new benefit improvement. I is
recommended that the City use the same period for amortization of both gains
and losses. (Pages 261 & M-12)

The plan's actuary shoulid be enga'ged to develop a responsible funding
program that considers expected cash distributions and the obligations to new
and exisfing plan members. (Page M-25)

The Pension Reform Committee a2ssessed the pension plans under funded
status and offered recommendations related to reducing or eiiminating the
City's UAAL and reducing the ongoing annual costs related to the plan and
contingent benefits. The City should re-evaluate the Committee’s
recommendations and, beyond those previously addressed in our Repon,
consider enacting those that are appropriate that do not confiict with our
Remediation Plan. (Page M-18, M-19 & M-20)


http://�Rftme.diaLCateg.orv
http://www.sdcers.orq/aaendas/2007/ianuarv/bd
http://www.sdcers.ora/imaQes/pdf/citv

s INGLEFwwaImns smw - -

Status: Complete. Atits March 16, 2007 Board meeting, SDCERS adopted a 20 year

amortization schedule to pay off the current UAAL. As part of the motion, the

actuary was instructed {o ensure that his calculation did not include any
negative amortization. In addition, the SDCERS Board adopted a 15 year
___amorization—schedule for all future gains or losses and 2 five year

—mortization schedule—for-a

Ay—hew_pefision_bene

is=approved-by-the-City—

This will take affect for the June

30, 2007 actuarial valuation which will bé

reflected in the City's fiscal year 2009 budget.

The Mayor has included a supp!
fiscal year 2008 budget to ensure
payoff of the existing UAAL.

emental pension payment in his proposed
no negative amoriization and the beginning
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A. Iltems In-Process Previously Reported

Kroll ltem # Kroll Category Memorandum Updated
| e e = —rReference status?-
| 43 ™ BudLPohc:es and Practices February 21, 2007 Yes™

44 Budget Policies and Practices | October 30, 2006 No

52.1,52.2 - | Disclosure October 5, 2006 No
| 58-59 Financial Reporing November 22, 2008 Yes **

64-65 Financial Reporting {accruals) | November 22, 2006 No

Information Technology, .

67 Financial Reporiing S%}étems February 21, 2007 Yes
| 75-78 internal Controls November 22, 2006 No

79-80 Internal Controls November 22, 2006 Yes ™™

81 t Personnel _ November 22, 2006 No

83 Redevelopment Authority November 22, 2006 No

86 Reconciliation of Accounts October 5, 2006 No

. : October 30, 2008,

87 Retirement Be neﬁt; November 22, 2006 No

88 Risk Management November 22, 2006 No

90, 95 Training November 22, 2006 No

102 SDCERS Financial Reportmg February 21,2007 No

112 gg&cﬁi Organizational February 21, 2007 No

120 | SDCERS Board Structure | February 21, 2007 ND

*  see below

**  see Section lll

*** J{tem was previously reporied as complete however, based upon further review and
discussions, item was moved back to in-process . .

Remedial Category - Budget Policies and Practices

43. In order to maintain current service levels and address issues such as deferred
maintenance, the City must reduce expenditures by improving efficiency, increasing
the current revenue base, and seeking alternative revenue sources. (Page M-14)

Updated Status:

In-process. The Mayor's fiscal year 2008 takes the first significant
steps towards reducing costs, improving efficiencies and funding the
eight significant areas identified in the Five-year Financial Outlook,
including deferred maintenance. While the fiscal year 2008 budget is
balanced as proposed, and the funding gap in fulure years has been
reduced, the City stiti has future budget challenges in order to meet its
obligations and still provide current service jevels.

The City’s first five-year financial plan was presenied {o the Budget
and Finance Committee on November 29, 2006. The plan addresses
deferred maintenance, reducing expenditures via various methods,
such as, elimination of positions; business process engineering and
sireamlining; employee benefit adjustments; debt refinancing; budget
ciean-up; release of encumbered funds, transfer of inactive fund



000113 balances; establishing a property business improvement district;
leveraging city assets and managed competition. Revenues are
projected 1o increase through normal growth.

The Financial Outlook is only a tool 10 help produce a comprehensive,

long-range—analysis_ ol the_ City's | general—fund—revenuwes—and—
expenditures. The five-year financial outfook will be regulany updated
and will be used 1o assist with the preparation of the City’s annual
budget. The plan can be accessed on the City's website at:

http:}lww(rv.sandieoo.qovlmayormdf/ﬁve vear plan 11 15.pdf
Remedial Category ~ Information Technology, Financial Reporting Systems

67. By June 30, 2007, evaluate the information technoiogy needs of the City, including
benchmarking of existing systems against available systems suitable for
management of the City's finances and the preparation of timely and accurate
CAFRs and budgets. (Pages 247 & M-3) '

Updated Status: In process. On January 5, 2007 San Diego Data Processing

. Corporation {(SDDPC) issued a Request for Proposals (RFP) for the
Enterprise Resource Planning (ERP) system software. Two qualified
proposals were received by the proposal due date of February 9,
2007. The ERP System Evaluation and Selection Committee are
expected io make a vendor recommendation to the ERP System Core
Project Executive Stegring Committee in the third week of April 2007,
Following the seléction of the software vendor, a RFP will be issued
for a System Integrator. The System integrator is expected to be
selected in June 2007,

B. itemns In-Process During this Reporting Period

Remedial Category — Auditor General, Establishment and Responsibilities

25. Create a new position of Auditor General (Internal Auditor) with responsibility for
internal audits of the City's internal controls, financial accounting, reporting and
disciosure; operations; . and fraud, waste and abuse. This person would be
nominated by the Mayor and conﬂrmed by the majority of the City Council. (Pages
250 & M-5) :

26.  The new Auditor General {(internal Auditor) shoulid report to the Audit Committee no
less than on a quarterly basis and periodically to the City Council and should submit
annually to the City Council a public report of hislher activities. (Pages 250 & M-5)

28. The Auditor General (Internal Aud:tor) should report to the Audit Commitiee the
results of any investigation and dlsposmon of such complaints. (Page 252)

29.  In accordance with the !ntemationai Standards for the Professional Practice of
Internal Auditing, the Auditor General {Internal Auditor) should establish risk-based
plans to determine the priorities of the internal audit activity. (Page M-17)


http://www.sandieoo.gov/mavor/pdf/five
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30.

il. Remedial ltems In-Process

The City should require the Auditor General (Internal Auditor) to adopt a
comprehensive risk assessment and planning process that actively addresses

financial reporting, accounting activities, and other issues. (Page M-25)

31.

32.

34,

The Auditor General (Internal Auaditor) shouid use’a‘syst‘ér’fr’étic—and—discipl‘ined
approach based on a risk assessment 10 select audits. This risk assessment should
be completed at least annually. The department should evaluate and contribute to

improving risk management, controls, and govemance procésses. (Page M-17)

The department shouid base audit plans on both subjective analysis of comments
from management and objective analysis of financial and operating data. {Page M-
25)

Elected Qfﬁ-ciais, their staff, and the City's senior management must be considered
by the internal audit function. (Page M-17) :

Status: In-process. The long-term plan for comp_leiion of the internal Auditor Kroll

remediation items will require a City Charter change. 1n the meantime, the
City has implemented an interim solution. On March 26, 2007 the Mayor filied
the position of Internal Auditor on an interim besis, This position will be
staffed by'Mr. Kyle Elser an existing City employee who has infernal audit
experience and qualifications. R fer to Attachment C for Mr. Elser’s resume.
Additionally, the City has an open job announcement for an Internal Auditor to
fill this position with an understanding that the reporting responsibilities of the
Internal Audit- position may change with City‘CHart;er amendments. The
interim Internal Auditor will report to the Mayor-and will meet with the City's
Audit Committee no less than on a quarterly basis and periodically with the
City Council as needed and will submit annually to the City Council a public
report of his/her activities. Additionally, the Intemal Auditor will present to the
Audit Committee the results of any investigation and disposition of such
complaints.  Procedures will be established for reporiing to the Audit
Committee any information that is prohibited from public disclosure. During
the interim period; the Internal Auditor will focus on performing & Citywide Risk
Assessment in accordance with the international  Standards for the
Professional Practice of Internal Auditing, and develop audit plans based on
the assessment. The assessment will include financial reporting and the
City's internal controls over financial reporting. '

Remedial Category - Disclosure

50.

60.

The City should assign the responsibilities for preparing public documents and
filings to the appropriate City empioyees. Ultimate responsibility for preparing these
City documents cannot be assigned to the independent auditor, disclosure counsel,
fiduciary counsel, actuary, or other professionals. (Page M-25)

City schedules requested by the exiernal auditors should be prepared and internally
reviewed before the auditors begin work. As part of a sound financial reporing
systemn, the City should prepare supporting schedules and detail for ali major
accounts and transactions during the monthly closing process. (Page M-17)

10
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B1. The City should report as part of its annual CAFR staff's best estimate of material
payments it will be required to make for each of the next five years and in aggregaie
thereafter, as a result of contractual commitments or other commitments the City
reasonably intends to fuifil. This includes expected pension payments, retiree
T hesith—premium—payments,__capital _expenditures resulting form contractual
commitments material—Contractual-commitments_in_exXCEss_0l_one year deferred————
maintenance to extent qualified; and debt and lease obligations. {Page 254 & M-8}

Status: In-process. Interviews with process owners and documentation of internal
controls are occurnng.

Remedial Category ~ Training

81.  MWWD employees should receive special training directed at ensuring the City
compties with all contractual requirements, [aws and regulations and reparting any
noncompliance to the appropriate individuals or entities. (Pages 247 & M-2)

92, Tailored training for all individuals who are cumrently employed by the City who were
members of the Metropolitan Wastewater Depariment at any time from 1295 to
2004, the period of the City's noncompliance with its SWRCB grant and loan
covenants and its violation of the Federal Clean Water Act should also be
developed. The Metropolitan Wastewater Depariment employees should receive
special training directed at (}) ensuring the City complies with all contractual
requirements, laws and regulations, and (ii) reporting any noncompliance to the
appropriate individuals or entities. {(Pages M-2 to M-3}

83. The City should educate the employees responsible for recording sewer invoices on
how to identify the appropriate supporting documentation for Municipal and
Metropolitan allocations in order to reduce the likelihood of significant
misclassifications. (Page M-22 & M-23)

Status: in-process. Darlene Morrow-Truver, Deputy Director, MWWD, has initiated
efforts on Kroll remediation for items 91-93 and is on schedule 1o complete the
iterns by thé established due date of July 2007.

94, Training of City staff and elected officials regarding their disclosure obligations
under federal and state securities should be conducted no less frequently than
every two years. (Pages 262 & M-13)

Status: in-process. Certain elected officials received disclosure training related to
obligations under federal and state securities on March 5, 2007. The training
was provided by outside consultant, John McNally of Hawkins Delafield &
Wood LLP. in addition, on April 8, 2607, training will be provided by the City's
independent auditors, specifically Jim Godsey of Macias Gini and O'Connell.

For City staff a2 two-par training session will be conducted by Mr. McNally on
April 25 and 26, 2007. The session on April 25, 2007 is for Executive Team
and Community & Legislative Services staff. The session on April 26, 2007 is
in addition to the training on April 25, 2007. The Executive Team and
Community & Legislative Services staff are required fo attend both sessions.
In addition, the April 26, 2007 training session is also for anyone in the

1
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departments that directly or indirectly contribute to preparing or reviewing
ianguage that becomes part of the City's or an Agency's disclosure, with 2
particular focus on offering documents. '

Appropriate policies and procedures are In the process of'bein'g‘émenﬁed-tu
require that disclosure obligations training under federal and state securities
be conducted no less frequently than every two years.

12



000117 | | Attachment C

- Kyle S. Elser, CPA, C1A

e Work (6.19)-235-5805,_ Email: KE]ser@sandiego.gov

PROFESSIONAL EXPERIENCE

City of San Diego

Payroll Manager (Principal Accountani) Oct 2005 - Present

¢ Supervise eight staff members responsible for administering the City of San Diego’s
biweekly payroll, quarterly payroll tax returns and annual W-2 Forms.

Internal Audit Supervisor (Principal Accountant) Jan 2001 - Oct 2005

¢ Assisted in the development of the annual audit plan for the internal audit section.

¢ Supervised eight staff mermbers in performing the internal audit plan.

¢ Reviewed workpapers and prepare audit reports for the Andit Division Manager’s signature.

¢ Performed various audits and other projects while supervising intemal audit section.

Internal Auditor (Accountant 11, Accountant III) Aug 1996 - Jan 2001

Performed internal audits to determine Departments’ compliance with laws and regulations.

Reviewed internal controls to ensure City assets were properly utilized and safegnarded.

Made recommendations to, correct internal control weaknesses identified.

Performed contract compliance audits with the vanous City vendors and City agencies.

Performed operational audits and made recommendations to increase process efficiencies.

Performed audits 1o ensure City Departments were accurately reporting annual petformance

measures.

External Revenue Auditor (A ccountant Trainee, Accountant ij Jap 1995 - Aug 1996

+ Performed hotel tax, franchise tax, business license tax, and rental unit tax audits.

* & & & »

Kornfeld & Levy, CPA’s

Accountant , ' Feb 1988 - Jan 1995
¢ Performed professional accounting work preparing full disclosure financial statements.

¢ Prepared corporate, partnership, individual and payroll tax returns. -

EDUCATION
Humboldt State University Graduated May 1987
B. S., Business Administration, Emphasis: Accounting
Special Minor: Speech Communication

CERTIFICATIONS
¢ Received Certified Public Accountant certification Apnl 1999.
¢ Received Certified Internal Auditor certification May 1998,
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1988-1995 City of San Diego-Auditor and Comptroller’s Office
Accountant
s__Prepared the General Fund revenue and expenditure analysis.

+ Responsibleforthe General-Fund-payments,Council Actions, Manager

Actions and budget adjustments and year end financial statement
preparation.
« Responsible for all Mayor and Council department analysis, data
~ processing projections and special fund budgets.
+ Responsible for all out of town travel and in town meetings expense
review and monthly and quarterly reports to Council.

EDUCATION
San Diego State University: Bachelor of Science Degree in Accounting

References available upon request.
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Attachment B

Responsible for the oversight and approval of the calculation of the City’s

denanmentﬁlﬁd‘fed'eral—cvtrheadfatcs,—anekeeﬂva]-.serv-ice-depamnPn‘l

1999-2001

1995-1999

billings to Enterprise funds for FY 2001 through 2006.

Oversight of the transportation and park and recreation grant program.
Oversight and review of the preparztion of the Annual Streets, Tidelands
and State Controller’s Reports for fiscal years 2001, 2002 and 2003.

City of San Diego-Auditor and Comptroller's Office
Accountant IV-Accounting Operations/CIP/Cost

Managed 3-4 accountants and one account audit clerk. Reviewed all
daily, monthly and year end work, financial stalements and interim
reports. Prepare staff performance plans and evainations.

Managed the compilation of the City's CAFR for fiscal year ending June
30, 1999. Coordinated weekly meetings with outside auditors, managed
staff responsible for financials and footnote preparation. '
Responsible for the CIP budgets of all governmental projects city-wide,
fund certification, project maintenance, capitalizations, etc.

Responsible for first line review of the General Fund monthly revenue and
expenditure analysis. '

Responsible for the Capital Projects and Debt Sesvice sections of the
CAFR for FY 2000 and 2001.

Responsible for the City’s blended component nnit financial statements
for the Facilities Equipment Leasing Corporation, Open Space Park
Facilities District, Convention Center Corporation and Public Facilities
Financing Authority. A A

City of San Diego-Auditor and Comptroller’s Office
Accountant [JI-CIP Cost Section

Supervised 2 accountants and one account audit clerk, immediate
supervision, daily hands on reviewer, provided input to performance
evaluations to Accountant [V.

Implementation team member for the new Fixed Asset Management
System (FAMIS) and was responsible for overseeing the transition and
reconciliation of all governmental asset data from the old fixed asset
system to FAMIS.

Responsible for the compilation of the General Fixed Asset Account
Group (GFAAG) for CAFR’s FY 1995-1999.

Responsible for the Capital Outlay, Police Decentralization and bond
funds for FY 1995-1999.

Responsible for the buildings and improvements for all City of San Diego
governmental projects, and related CIP budgets.

Responsible for the special assessment debt funds for the City.
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TRACY M MCCRANER
{7601589- 0936 tmccraner@sandiess.eov

—OBIECTIVE——

A senior management accounting position with a large governmental entity focusing on financial

2006 - present

2001-2006

reporting and analysis

PROFESSIONAL EXPERIENCE

City of San Diego-Auditor and Comptroller’s Office
Principal A ccountant-CAFR/Accounting Operations

Assigned as project manager to iead the CAFR team in the completion of

the City’s 2003 CAFR audit by KPMG, as well as the FY 2004 and 2005

CAFR audits with Macias Gini. Lead approximately 10 professional staff

-to ensure the completion of the City's 2003 annual report while also

maintaining the continued progress of the City’s 2004 and 2005 audits.
Managéd approximately 17 staff within the Actounting Operations and
Accounts Payable sections of the Auditors office. This team was
responsible for centralizing all payment review and approval processes
city-wide, and successfully decreased payment turnaround times from a §
day average to a 2 day average within 6 months of implementation.

City of San Diego-Auditor and Comptroller’s Office
Principal Accountant-Accounting Operations/CIP/Cost

Managed 8-12 accountants and 4-7 account audit clerks. Reviewed daily,
monthly and year end work, financial staterments, interim statements,
coordinated staff activities, and prepared annual and probationary
performance evaluations.

. Responsible for the coordination and compilation of the City’s

Comprehensive Annual Fihancial Report (CAFR) for fiscal years (FY)

_ ending June 30 2003, 2004 and 2005.

GASB 34 implementation team member, ensured June 30, 2002 CAFR
was in compliance with all GASB 34 requirements related 1o capitalization
of infrastructure, depreciation on governmenta) assets, and long term
liability adjustments to governmental debt. Was responsible for the hiring
of outside consultant to assist in the valuation of all city-owned
infrastructure and lead a team of City departments (o ensure accurate
reporting of all infrastructure assets.

Supervised the preparation of the General Fund revenue and expenditure
analysis, provided monthly reports to the City Manager/Mayor and City
Council. '

Supervised the accountants in charge of General Fund, TOT, Emergency
Medical Services, Public Liability, and Capital Improvements Program
(CIP) budgets.
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"~ Project Analyst _ 6711999472001
» Implementing and Managing communications server and database of :
~ 700,000 candidates. 7
*  Working as Community Events Manager (Discussion Boards and Chats).
*  Performing quality assurance on corporate and client websiies,
* Technical liaison between retention marketing group and IT department.

Education

Bachelor of Arts - Business Economics ~ Accounting
University of California at Santa Barbara 7
Coursework included Accounting, Monetary Economics, Personne] Economics and Finance.

Certifications & Other Experience

Certified Public Accountant, State of California License #90699
CPR certified

Outward Bound _
Colorado School of Leadership and Survival Training
*  2l-day wilderness leadership course

G/L accounting, Cost Accounting and Compliance Review, Financial Reporting Budget and GAAP,
Microsoft Word, Excel, Access, Adobe Photoshop, Paint Shop Pro, Adobe lustrator, Inteimiet Proficient
MS Outlook Enterprise Email Software, Basic HTML, NT 4.0 Server Management

)

Recent Training

Completed continuing professional education in the following areas:

Bisk:

Intemal Control and Fraud in Government Engagements 82006
GFOA:

GASB review 172006
Satellite Update 11/2004
Satellite Update 412004
HA: _

Sarbanes-Oxley: Process Improvement Workshop . .82005
Sarbanes-Oxley Primer: Charting Your Course - 62005

References and additional expenience are available upon request
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C;ry of San Diego Auditor & Comptrolier-San-Diego,-CA” = R —

Financial Operations Manager 5/2006-Present
I am the Principal executive responsible for the operations of the Cormptroller
division of the Auditor & Comptroller's office. My responsibilities inciude accounts payable,
comptroller systems, capital asset accounting, debt accounting, fund analysis, redevelapment

accounting and financial reporting. During this time | have been resporsible for direct
oversight of the production of City’s Camprehensive Annual Financial Report, including the
successful completion of the City’s 2003 CAFR. This report was delayed as aresult of
nurnerous political, legal and cormpliance challenges facing the City. These challenges were
related to the under funding of the City’s pension system and misappropriation of enterprise
fund assets which took place over a period of approximately. 20 years.

» Directly supervise eight Principal Accountants and indirectly supervise 63 emp]oyees

*  QOversaw the implementation of a financxal reporting systcm

Principal Accountant 5/2005-5/2006
Working nnder the Auditor & Comptroller 1 was responsible for the oversight and

management of the Audit and Systems divisions of the City of San Diego. My responsibilities

included, revenue auditing, internal auditing, performance auditing and the implementation of

a data warehouse In this capacity, I oversaw the production of the Auditor and Comptroller’s

First Annual Report on Internal Controls. This report was a comprehcns:vc citywide risk

assessment of finariciai ieporting controls neing the COSO framework. Thereport was a

foundation for remedlanon efforts reldted to correcting the fmancxa] reporting imreguiarities

prcwously cxpcncnccd by the City.

* Directly supervised three Principal: Accountants a.nd indirectly supervised 14-employees.

Santa Barbara County Auditor-Controller, Santa Barbara, CA

Accountant - Auditor 3 . 3/2004-5/2005
= Overseeing junior staff on audits and reviewing their work.
* Performing financial, operational and compliance audits.

®  Performing internal contro} reviews, -

* Preparing audit and review reports.

* Planning and developing audit and review methodolopies.

Accoumant - Auditor 2 ' 9/2003-3/2004
*  Performing financial, operational and compliance audits.

* Performing internal coniro] reviews.

*  Preparing audit and review reports.
Accountant ~ Auditor} ' 8/2002-9/2003
*  Performing financial, operational and compliance audits.

UCSB,_ Santa Barbara, CA

Information Systems Analyst : 4/2001-4/2002
* Providing technical support to administrative staff.
»  Researching and evaluating hardware and software applications.
*  Providing technical support for deskiops, server applications and hardware.
= Installing nerwork and server components.
= Creating illustrations and schematics of the Facilities Fiber Optic Network.

References and addnional expenence are available upon reques!
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lil. Timeline Modifications

impiemented. By the time the ERP system is implemented, the
City should be current on audits of its CAFRs and should have
sufficient resources to focus on intemal controls over financial

—reporting

Additionally, the nature and structure of the City's internal controls
are anticipated to change (and be enhanced) as a result of ERP
implementation.  City management believes that documenting
and assessing internal controls for the new ERP system will add
significantly more value than documenting and assessing internal
controls for the current accounting system that is more than 30
years old and is planned to be replaced in the near-term.

Remedial Category — Internal Controls

79.

80.

The City has taken a number of steps to quantify the impact and correct its
financial statements resulting from deficiencies in internal controls related to
capital asset accounting: The City should continue to monitor the internal
controls over these areas to -ensure that potential errors ‘in 'the future are
Jetected and comrected in a timely manner. (Page M-20)

A number of deficiencies in the internal controls related® to” accounting for
accounts receivable weie identified. The City should develop and implement
policies and procedures to reconcile, support, and review period end accounts
receivable balances. (Page M-21 & M-22) ' '

Updated Status: The original compll'etioh date of June 2007 will not be met for full

remediation of these items. Kroll items 79 (capital asset
accounting) and 80 (accounts’ receivable reconciliations) both
contain _NuMEerous supprobes_ses which are being prioritized
based upon internal control importance.

'The City’s capital asset accounting process resulted in 20
restatements to the CAFR for the fiscal year ended June 30,
2003. As a result, this area requires more attention and therefore
more documentation than other areas. '

The City's accounts receivable balance is comprised of data from
many different sub-systems. Eagh subssystem may require a
unique reconciliation process which translates into documenting
more subprocesses.

14
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Due to unan’ucupated Auditor and Comptroller Office resource requirements related to
supporting prior year Comprehensive Annual Financial Reports (CAFRs) audits and due
o staffing shortages on the Kroli remediation team, some of the important Kroll

remediation_ems related to-financial-reporting will not. be_completed by the due dates

stated in my memorandum dated August 24, 2006—Atthe-lime-my-memeoransum was

issued, the City expected that audited CAFRs for fiscal years 2003-2005 would be
issued by February 18, 2007.

The 2003 audited CAFR was not rssued until mid March 2007 and the 2004-2005
CAFRs have not been issued to date. Auditor and Comptroiler staff resources that were
planned to assist with Kroll remediation efforts will not be available until the City is
current with audited CAFRs.

Some of the more significant Kroll items impacted by timeline modifications are
discussed below,

Remedial Category — Independent Auditors

36. A reputable independent auditing firm should be retained by the City's new
Audit Committee which should in_connection with the annual_audit of the
financial statements of the City for the fiscal vear ending June 30, 2008,
conduct an audit of the City's internal_ controls (emphasis added). (Pages 248,
M:3'& M-4)

Remedial Category ~ Financial Reporting

58. The Mayor and Chief Financial Officer should annually inciude in the City's
CAFR a signed management report on the financial statements and disclosures
which include a statement of the City's responsibility for estab!;shmg and
‘maintaining an effective system of internal control over financial reporting and
disclosures; a statement setting forthi the:City's assessment of the effectiveness
of the internal controls (emphasis added); a statement that based on their
knowledge, the CAFR does not contain any untrue statement of a2 material fact
or omit to state a material fact necessary to make the CAFR not misleading;
and a statement that the financial statements and other information included in
the CAFR fa:rly present in all material respects the net assets and activities of
the City for the period presented. (Pages 248, 249 & M-4)

59.  The chief executive officer and principal accounting officer of each component
unit of the City should include' annuatly with its stand alone financial statements
a signed management report substantially in the form described for the Mayor
and CFO (emphasis added). (Pages 249 & M-4)

Updated Status: Updaled status relates to the areas of items 36, 58 and 59 that
are underlined above. The audit of internal. controls by an
independent auditing firm is directly relaied to City management's
assessment of the effectiveness of inlernal controls.  City
management believes audit of the City's internal controls by a
reputable independent auditing firm should not take place until the
City's new Enterprise Resource Planning (ERP) system has been

13
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OFFICE OF MAYOR JERRY SANDERS
' CIiTY OF SAN DIEGO

MEMORANDUM
Date: February 21, 2007
To: Honorable Members of the City Council
 From: Mayor Jerry Sanders E 9L/

Subject: Kroli Remediation Status Report Number 4, prepared for
: March 5, 2007 Council Mesting

This is the Fourth in a series of status reports regarding Kroll Remediation efforts. To date,
approximately 53 or 44% of the 121 Kroll remediation items have been completed, or are
substantially compliete and more than 25 additional items are in-process. Previous status
reports were issued on October 5, 2006, October 30, 2006 and November 22, 2006. On
March 5, 2007 my staff will meet with you to discuss the following: :

s Status of remedial items completed as of February 16, 2007 .
» Status of remedial items in-process as of February 16, 2007
» Revisions fo the Disclosure Practices Working Group

. The étatﬁs of ali Kroll remediation items will be provided to Mr. Stanley Keller, 1ndépendent
Monitor, for observations and commenis. Any conclusions made by him will be provided to
the City Council for its review.

Cc: - City Attorney
Chief Operating Officer
. Chief Financial Officer
Stanley Keller, independent Monitor
independent Budget Analyst
SDCERS
John Dyer

Attachment A - CFO Resume
Attachment B - City Attorney Report Regarding Remediation Measures Requiring Changes

“fo the Cify Charier, and Related Mafiers
Attachment C - Establishment of a Charter Review Commitise
Attachment D - Disclosure Practices Working Group Controls and Procedures
Attachment E - Status of Kroll Remediation ltems Invelving SDCERS
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A. Items Previously Reported Complete

[. Remedial ltems Completed

Additional Action Reguired |

Kroll Kroll Category Memo City City Mayor
ltem # Reference | Attorney | Council :
7-12 Organizational Structure 10/5/2008 S

Audit Committes - : o _
24 Formation and Duties | 10/30/2006 Note A :

whistleblower procedures) q=s
4'5 Budggt Policies and _ 10/30/2006

Practices :
46-47 City Actuarial Services 10/5/2008 :
48(i) Deferred Maintenance 10/5/2006 : i
49 Disclosure (DPWG) 11/22/2008 . Note B
54-57 Financial Reporting 10/30/2006 i
57.1 Financial Reporting 10/5/2006 A
66 Forecasting/Projections 11/22/2008 e ;
74 Interest Allocation 10/30/2008 Note C
84-85 Reconciliation of Accounts | 10/30/2008 ¢ Note C
107-108 | City Funding of SDCERS | 11/22/2008 g5

) 11071 City Funding of SDCERS 10/5/2006 R

Notes:

A Audit Gommiﬁee*tcrassumer'seiected"areaS‘Uf'responéibility for“whistieblower™

- policies and procedures

‘B. - City Council action required to direct the City Atiorney to modify the Municipal’
Code to change the membership of the Disclosure Practices Working Group

(DPWG) ' '

C. Internal control operating design is complete; operating effectiveness {testing)

to be performed '
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B. ltems Completed During this Reporting Period

. Remedial ltems Completed

| Additional Action Required

Kroll —K-roli-eateéew-—-—-——-—--—___Mam_o - _City — City 1 —Mayor-
item # Reference | Attorney | Council
156 Gversight Moritor 27162007
15 Staff Quaiifications 2/16/2007
Audit Committee -
18 Formation and Duties 2/118/2007
(Long-Term Plan)
Audit Committee —
19 Formation and Duties 2/16/2007
Eliminate FROB)
Audit Committee —
21 Formation and Duties 2/16/2007
(Scheduled Meetings)
42 Ethics 2/16/2007
43 Budggzt Pohcnes' and 5116/2007
Practices .
Disclosure (City Attorney
51 Confirmation) . Fzm 6/2007
me Disclosure (City Councii
, e Review Period) . ! 2/16/2007
A\ Disclosure (DPWG and -
¥ 53 Audit Committee) 2/16/2007
information Technology —
71 Financial Reporting 2/16/2007
Systems
Information Technology ~ '
73 = -Mail Systems 2/16/2007
82 Procurement 2/16/2007
-89 Risk Management 2/16/2007
o6 Training 2/16/2007
97 SDCERS Financial —rzm 612007
Reporting
98 SDCERS Internat Controls | 2/16/2007
89 SDCERS Actuartal Services | 2/16/2007
100-101 | SDCERS Investment 211612007
Advisors
103 City Funding of SDCERS | 2/16/2007
108 City Funding of SDCERS 2/16/2007
113 SDCERS Organizafional 5116/2007
Structure
SDCERS Staff
114 Quazlifications _ 2/18/2007
e - SDCERS-Board Structure~—1216/2007

15121
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I. Remedial items Completed

Noies:

D. Establishmant of a2 Charter Review Commitiee; part of the commitiee’s
responsibiiities includethejong=termAudit-Committes-pian

E. City Atiorney to eliminate Financial Reporiing Oversight Board [FRUB) s

TEm

- -

redundant to the new Audit Committee

improper influence Ordinance is with Rules Commitiee for action

City Council to review budget in April 2007

Internal control operating design is complete; operating effectiveness (testing}
to be performed :

Continued by City Council

Shori-term pian complete; long-term plan to be completed as part of ERP
project

Short-term plan complete long-term plan scheduled for completion by
September 2007

Financial fraining budget io be submitted to City Council as part of midyear
budget adjustment

The repeal of “Waterfall” is in the process of being docketed with City Council

Remedial Category - 0versnght Monitor

1.

Appoint a Monitor to oversee the mp!ementatnon of and compliance with the
Remediation Plan. (Pages 263 & M-14)

2. The Monitor should be selected by the Mayor in consultation with the City Council
and subject to the approval of the SEC and should be an independent person of
suitable standing, mdependence and experience for the assignment. (Pages 263 &
M-14) ‘

3. The-Monitor shou1d have compiete and unfettered access to all City and SDCERS
personnei and records. (Pages 263 & M-14)

4, The Monitor should make guarierly reports to the Cify and the SEC on the City's
progress. (Pages 263 & M-14)

4.1  City Monitor guarterly.reports should be made public in an appropriate manner
including on the City's website. (Page M-14)

5. . The Manitor should sarve a term of no less than three years and should be provided
adequate resources to carry out the duties of his.office. (Pages 263 & M-14)

8. - The SEC should have the right, upon request, io expand the scope of the Monitor's

duties following consuitation with the City. (Pages 263 & M-14)

Status: Complete. On January 16, 2007, the City Council approved a

recommendation to hire Mr. Stanley Keller to provide the City with
independent-Monitoring-services-called-outin-the-Security-and-Exchange-——7m7F———— - —

Commission's (SEC) order as well as in the Kroll report. in performing his
work, the Monitor will have complete access to all City and SDCERS
personnel and records. The Monitor was hired for a three year term and his
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I. Remedial tems Completed

agreement with the City calls for annual reports {o the City and the SEC. The
First report is due 120 days following the approval of the agreement by the
City Council.

The announcement of the City’s hiring of Mr. Keller or independent-Monitoring
services is on the City's website at the following address:

hitp://www.sandiego.aov/mavoripdf/keller staiement 1 16.odf

Remedial Category — Staff Qualifications

15.7 The CFQ should have significant experience with governmental operations,

' including accounting, financial reporting and applicable disclosure standards, rules
and regulations. The CFO should in particutar have experience in the preparation
of a CAFR in accordance with governmental accounting standards and offering
statements for a municipal issuer. (Pages M-1to M-2)

Status:

Complete. The City hired its first-ever CFO, Mr. Jay Goldstone, who started
on January 23, 2006. Mr. Goldstone has significant experience with
government operations, including accounting, financial reporting and
applicable disclosure standards, rules and regulatlons See Attachment A for
Mr. Goldsione’s resume,

~ Remedial Category — Audit Committee Formation and Duties

18.  The City should establish a three member Audit Committee comprised of two
members from the public and one City Council Member. The public members

-6)

Status:

wotld-be-nominatedby-the-Mayor-and-confirmed- bythe Clty Counc1l—(Page3‘25‘1 &

Short-term action complete. My memorandum to_the City Council dated
October 31, 2006 had a long-term and short-term plan for the Audit
Committee. A long-term plan is required because a City Charter change is
necessary to fully meet the Audit Committee recommendations identified in
item 18 above. Refer to Attachment B for the City Attorney's letter dated
September 1, 2008, regarding Kroll Audit Committee conflicts with the City
Charter. The City recently established a Charter Review Committee (refer o
Attachment C).. One of the areas the committee will focus on is *What Charter
modifications are necessary to implement the Krolt recommendations and
other financial reforms?”

On December 6, 2006 the City Council directed the City Atiorney o prepare
an ordinance to amend the Municipal Code to form an inferim audit
committee. The City Council approved the estabiishment of a temporary Audit
Committee on January 8, 2007 (Council item 332b). Additionally, the Council
confirmad the_appointments_of three Council.members o the temporary.audit

committee (iterm 333).


http://www.sandieoo.aov/mavor/pdf/keller
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City Council r_néettng resuits for the above referenced items can be found on
the City's websife at the following address:

hitp-felerkdoc-sannetl.oovMiebsite/councii-meeting-resulis

R

19.

The City's .Financiai Reporting Oversight Board should be eliminated 2s redundant

‘to the Audit Committee, (Page M-6)

Status: City Council action complete. At its December 6, 2006 City Council meeting,

21.

the Council directed the City Attorney to eliminate the Financial Reporting
Oversight Board (FROB) as redundant to the temporary Audit Committee.

The City Attorney's Office is planning to complete this action with other code
changes which would reassign the FROB responsibilities, and define the Audit
Committee responsibiiities further. Anticipated completion date is April 2007, °

The Audit Commitiee should meet quarterly, or more often if necessafy, with the
City's independent auditors, the City's Auditor General and the CFO. (Page 252)

Status: The Council amended the Meetings of the City Council and Standing

Committees for the period January 1, 2007 through December 31, 2007 to
add the Audit Committee (Council item 332¢). Ten meetings are scheduled
- for calendar year 2007.

City Council meeting results for the above referenced item can be found on
the City's website at the following address: :

hﬁo://clerkdoc.sannet.qDVNVebsite/councii-meetinq-results

S

Remedial Cétegdry - Ethics

42,

To discourage any improper influence of the professionals who serve as
“gatekeepers” to the public financial reporting process of the City, the Municipal
Code should be amended {o add criminal penaities for such conduct. [t should be
unlawful for any elected official, or employee of the City, or anyone acting under
their direction, to take any action to corruptly influence, coerce, manipulate or
mislead any independent certified public accountant engaged in the performance of
an audit of the financial statements of the City or its companent units, or outside

" legal counsel performing services for the City in connection with an offering

statement of the City, or any actuary performing an actuarial valuation in connection
with the preparation of the City’s or SDCERS’s CAFRSs, or employees of a bond
rating agency performing a credit rating of the City's bonds. (Page M-6)

Status: City Attorney action complete. The City Attorney prepared an ordinance and

submitted it for City Council Action on November 1, 2006. On November 13,
2006, at the Special City Council Financial Hearing, the ordinance was
referred to the Rules Commitiee._The Rules Committee_is.currently

coordinating with the City Attorney's Office fo docket the item. The ordinance
should be reviewed at a February or March Rules Committee mesting.


http://clerkdoc.sannet.aov/Website/council-meetinQ-results
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TN Remedial Category — Budget Policies and Practices

23 i arderto maintaincurrent-service-levels-and- addreswssue&suehesﬂerrad

maintenance, the City must reduce expenaditures by improving gfficiencyincreasing
the curreni revenue base, and seeking alternative revenue sources, {Page M-14)
I ’an(c..s

Status: -Mayeratachomeommiete. Supporting data described below will be
' included in the 2008 budget to be submitied to the City Council on April 13,

2007.

| presented the City's first five-year financial plan to the City Council on
November 29, 2008, The plan addresses deferred maintenance, reducing
expenditures via various methods, such as, eiimination of positions:
business process engineering and streamiining; empioyee benefit
adjustments; debt refinancing; budget clean-up, release of encumbered
funds; transfer of inactive fund balances; establishing a property business
improvement district; leveraging city assets and managed competition.
Revenues are projected to increase through normal growth.

| realize that the Financial Outiook is only a tool to help produce a
comprehensive, long-range analysis of the City's general fund revenues
and expenditures. The five-year financial outiook will be regularly updated
and will be used to assist with the preparation of the City’s annual budget.
The pian can be accessed on the City's website at.

) hgg:ilwﬁvw.sandieoo.aovimavor/pdf!ﬂve vear plan 11 15.pdf

—Remedial-Category="Disclosure-

51.  The City Attorney or City Attomey staff member should collect information relevant
to public filings and bond offerings and should. confirm, in writing, the accuracy of
this information in the City's public documents (Page M-25)

Status: Complete (internal control operating effectivenass to be tested upon the
City's issuance of public filings or bond offerings). The Disclosure
Practices Working Group (DPWG) adopted Controls and Procedures in
October 2005 (refer to Attachment D) that require the City Atiorney’s Office
to collect information relevant to public filings and bond offerings and to
confirm, in writing, the accuracy of this information.

52.  The City Council should have at least two weeks {o review substantially compieted
drafts of a preliminary ofiering statement before it is asked fo vote to approve the
final document. (Pages 263 & M-14)

Status: Compiete. The DPWG adopted Controls and Procedures in October 2005
that require_l to_provide the City. Council.over.two.weeks. of review. tims

before the City Council is asked to approve final offering documents.
Refer to Article V) of the DPWG Controls and Procedures which are
included as Attachment D.


http://www.sandieoo.oov/mavor/pdf/five
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in the most recent offering statements (Ballpark Réfunding and Water
System Financing), the City Council was provided with over three weeks of
review-time—bocumeniation-of-over three weeks of lead time is inciuded in

the following Tndependent Budget Analyst{iBARepors:

« IBA Report Number: 07-7, Refunding of the Ballpark Bonds
» IBA Report Number: 07- 8 Subordinated Water Revenue Notes, Series
2007A

53. The DPWG should report to the City's new Audit Committee. (Pages 249 & M-5)

- Status:

Mayoral task complete. The Mayor's Ofiice previously submitted a
Request for Council Action that the City Council direct the City Attorney to
amend the Municipal Code for certain changes o the DPWG (refer to
Council item 330 and my memorandum dated November 22, 2006). At the
December 8, 2006 Council meating, the item was continued until the
independent monitor/consultant is hired and could provide input.

| recommend that the Council add the requirement to item 330 that the
DPWG meet periodically (on an as needed basis) with the City’s new Audit
Committee to discuss the City’s disclosure controls and procedures.

Remedsal Category - lnformation Technology, Fmancxal Reporting bys:ems

71 . The City should impiement and utilize an automated financial reporting systern to -

Status:

prepare the financial statements and complete the year-end closing. The City’
should maintain documentation supporiing adjustments to facifitate the review of

ﬁnanczamata—( Page*M =15)

Short-term plan complste. To facilitate automated financial reporting and
financial documentation, the City completed the production phase of the
data warehousing and business inteliigence project on January 5, 2007.
The application can be accessed via the following link:

htto:/fintra.sannat.aov/businessobiacts/loaon.do

The long-term plan to remediate Kroll itam 71 is the implementation of an
Enterprise Resource Planning (ERF’) system. Referto item 67 in
section 1.

Remedial Categor-y - information Technology, E-Mail Systems

73.

All City “Post Offices” should be centrally operated, maintained, and backed up.
Consolidating systems and personnel will improve economy and €ase mainienance.

It will_also.ensure_consistent data.refention.systems, policies, and proceduresare__..__
used for City information. {Page M-26)


http://intra.sannet.Qov/businessobiects/ioaon.do
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Status:

I. Remedial tems Completed

Short-tarm plan complete. The short-term plan wes to update the e-mail
records retention policies. The long-term plan is the migration of the City's
e-mail systems to Microsoft Outiook/Exchange and into one centrally

managed-system—The.original due_date for Micresoft Outlook/Exchange and

one centrally managed systermn-was-June-2004—This-has beenrevised_{o

September 2007,

For background information, in early 2006, the Mayor created an e-mail task
force to evaluate e-mail retention policies and sysiem practices across City
government. As a resuit of these efforts, the task force concluded that there
were two distinct pieces of e-mail retention: records management and
disaster recovery. After carefui review, it was determined that the existing

‘records management policies were acceptable, but that disaster recovery

policies (that reguired keeping backups of all e-mails for }ust two weeks)
reguired modification.

To that end, the task force recommended and the Chief lnforrna’non Officer
impiemented (in October 2006) a revised procedure of retaining backups of
the e-mail system for six months with a provision for extraordinary
circumstances. During exiraordinary circumstances (as determined by the
Mayor and his advisors, "special circumstances” include external
investigations, law suits, etc.), the six month window for maintaining backups
can be exiended until the special circumsiances have elapsed.

Remedial Category — Procurement

82. The City should review procurement procedures to ensure compliance with all
apphcable policies, the proper segregation of duﬁes and the proper safeguard of

Status:

requisition-forms—( Page M-243-— — S

Complete (lnternal control operating effectiveness to be tested by March 31,
2007). On October 9, 2006, the Purchasing and Contracting (P&C)
depariment was created to centralize, consolidate and streamline
procurement resources and processes associated with contract pre-award
operations for commodities, services, consultant and construction into one
department (refer to City Council item 150). Policies and procedures have
been drafted and are pending formal adoption for non-engineering consuiting
services which require contract execution by P&C. Additionally, a Designation
of Authority memorandum was issued on November 2, 2006 io delineate
persons who have the authority to initiate and negotiate a contract, lease, or
other document or amendment, as well as persons who have the authority to

sign and award- contracts.

A formal documented process for P&C has been cofnpleted for compliance
with Municipal Code item 22.3223. This requires that the City Council
approve awards of contracts exceeding $250,000 to a single consultant during

any fiscal year.. Documentation_includes an internal_control matrix, process. ... _

flow, process narrative and identification of significant controf activities.
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l. Remedial Items Completed

Additionally, user profiles within OPIS (Oniine Procurement Information
System) have been remediated to ensure the proper segregation of duties.
Finally, Central Stores Department Instruction Number DA-1.01 was issued 1o

Ensure the proper and accurateissuance-and-handling-oi-City-financial

reguisifion forms.

Remedial Category - Risk Management

89. The City shouid improve monitoring of Workers' Compensation cases and ensure
that payments are made in a timely manner to avoid penalties. (Page M-24)

Status.

Complete. The City's Risk Management Department has improved the

" monitoring and processing of workers’ compensation permanent disability

penalty payments. This remediation item is the result of a finding by Macias
Ginni & O'Connell during its fiscal year 2004 financial statement audit. The
finding relates to a 10% penalty that is required on any permanent disability
payment that is more than 14 days after the last temporary disability payment.
The City's improvement in reducing penalty incidents and amounts is shown
below:.

Fiscal | Penalty Incidents Penalty Amounts

Year : :

2003 302 $90,8581

2004 253 ' $57,350

2005 144 $34,827

2006 134 . §37,337 .
2007* - | 45 or 90 annualized * . $10,786 or 521,572 annualized *

*  The penalty incidents and amounts for fiscal year 2007 are for the first
six months of the year (July-December 2006). The penally incidents
and amounts have been annualized, by multiplying by twe, for
comparison purposes to prior fiscal years.

Remedial Category — Training

96. Funding should be added to the budget to ensure adequate training of personnel to
ensure that they remain current on financial reporting standards. (Pages 246 to

247)

Status:

" Continual. Many of the accounting staff within the Auditor & Comptrolier's

Office has gone to at least one training session during this fiscal year.
Specific funding will be included in the fiscal year 2008 budget for additional
training opportunities in both this Auditor's budget as wsll 2s in the Financial
Management.
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Remedial Category - SDCERS Financial Reporting

g7.  The Audit Commitiee concurs with actions being taken by the Retiremant
manTstratm-toestabiisha-ﬁﬁaﬁeial-repg;:tmgiunciion_witbir:LS_QCERS. {Page

M-9)

Status: Complete. Referto SDCERS letter dated January 31, 2007 regarding the
Status of Kroll Remediation (see Attachment E).

Remedial Category — SDCERS Internal Controls

g8. SDCERS should develop a comprehensive methodology to-idenﬁfy, track, and
recover overpayments made to deceased pensioners. (Page M-25)

Status: Complete. Referto SDCERS letter dated January 31, 2007 regarding the
Status of Kroll Remediation (see Attachment E). | wil forward my
_recommendation to the SDCERS' Board that this item be tested for internal
control operating effectiveness no later than fiscal year 2008. Additionally, |
recommend that the internal control testing results and documentation be
presented to the SDCERS Audit Committee.

Remedial Category — SDCERS Actuarial Services

Y 99. SDCERS should rebid the contract for therperforhwance of its actuarial vaiuation
every five years and that the actuary not be engaged for more than two five-year
terms. (Pages 260 & M-12) ‘

o Status:—  Complete: Referto SDCERS letter dated January 31 2007 regarding the-= == 7
Status of Kroll Remediation (see Attachment E).

Remedial Catégory — SDCERS Investment Advisors -

100. SDCERS should require its investment consultants and fund managers to annually
complets a Vendor Disclosure Eorm that calls for disclosure of all information
regarding remuneration paid or received related to funds managed for SDCERS, as
well as its business dealings with the SDCERS investment consultant. (Pages 258
& M-10)

101. Investment consultants and managers should be advised that a failure or delay in
filing the annual disciosure will result in a penalty, including termination of services.
(Pages 258 & M-10)

Status: Complete. Refer to SDCERS letter dated January 31, 2007 regarding the
Status of Kroll Remediation (see Attachment £). | wilt forward my
____recommendation.ta the SDCERS. Board._that these items be tested for intermal -
control operating effectiveness no later than fiscal year 2008. Additionally, 1
recommend that the internal control testing results and documentation be
presented to the SDCERS Audit Committee.

10
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Remedial Category - City Funding of SDCERS

103. The City should contribute to SDCERS annually the Annual Required Coniribution,

- as calculated by SDCERS actuary, including an amount sufficient to amortize
existing UAAL over a reasonable period of time that assures that current taxpayers
are paying for the full cost of services rendered by employses of the City and not
passed on to future generations. {Pages 259 & M-11}

Status: Complete. The Mayor's Five Year Plan contains full ARC (Annual Required
Contribution) contributions over an amortization period in compliance with the
“Gleason Settlement.” The City's budget for fiscal year 2007 contains a
contribution of $162 miliion to pay the full ARC. This contribution was made at
the beginning of the fiscal year (July 2008).

Additionally, the plan for fiscal years 2008-2012 provides for payment of ARC
plus to efiminate negative amortization of the UAAL (Unfunded Actuarial

~ Accrued Liabliity). The ARC plus contribution amounts to an additional $27.1
million annual contribution over this period, or $135.5 milfion in total.

The survey results can be accessed on the City's website at:

htin:/Aww sandieqo.govimavor/odfffive vear plan 131_15.pdf

105. The City shouid not use its contribution to pay for any benefits other than retirement
benefits and the related costs of administering the Plan. Thus, no portion of the '
City's annua! contribution to SDCERS should be credited agairst the City's
obligation to pay retiree healthcare costs, or for any other of the so-called

& M-11)

Status: City Attomey action complete. The Municipal Coda change to repeal the
“Waterfall” payments is in the process of being docketed.

Remedial Category - SDCERS Organizational Structure
113. The controlling legal documents must make the Board's authority clear related to
investment policy, actuarial assumptions, system budget and policies, retention of

outside professionals, and administrative rules. (Page M-25)

Status: Complete. Refer io SDCERS letier daled January 31, 2007 regarding the
Status of Kroll Remediation {see Attachment E).

"Waterfall* payments;-unless and-until-the City pays the 'required---ARG.+~{Pages—-259‘~—-—~-——

11
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Remedial Category ~ SDCERS Staff Qualifications

t44-—The-chief acesunting-officer of SDCERS_should_have adequate_prior experience

e

with invesiment operanoﬁs‘a‘ﬁd‘ﬁn'anci31'reportmg-and-dfscioswesf—(ﬁages—_258-&

M-10)
Status; Complete. Refer to SDCERS letter dated January 31, 2007 regarding the
Status of Kroll Remediation {see Attachment E).
Remedial Category - SDCERS Board Structure
119. SDCERS should have stanciin‘g commitiees to address board governance,
‘ compensation and evaluation of the Retirement Administrator, investments, and an.

audit and compliance committee. (Pages 256 & M-9)

121. SDCERS must be free to retain its own independent Iegéf counsel. (Pages 260 &
M-12) | / - |

Status: Complete. Refer to SDCERS letter dated January 31, 2007 regarding the
Status of Kroli Remediation (see Attachment E).

12
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{I. Remedial Items In-Process

A. ltems In-Process Previously Reported

Kroll ttem # | Kroll Category Memorandum Updated
Reference - —status?

13-14 Qrganizational Structure October 5, 2008 Mo
' Audit Committee, Formation .
20, 22-23 and Duties October 30, 2006 Yes
44 Budget Policies and Praciices | October 30, 2006 " Yes*
52.1,52.2 | Disclosure Qctober 5, 2006 No
o Financial Reporting | November 22, 2006 No
75-80 internal Controls November 22, 2006 No
81 Personnel ‘ November 22, 2006 No
83 Redevelopment Authority. November 22, 2006 - No
86 Reconciliation of Accounts October 5, 2008 No

. ' October 30, 2008, N
87 Retirement Benefits November 22, 2006 Yes |
88 Risk Management Novamber 22, 2006 No |
90, 95 Training November 22, 2006 No |
* see below

Remedial Category — Audit Comimities

The Audit Committee should establish a written charter: (Pages 251 & M-6)

The Mayor, CFO, City Attorney, Independent Budget Analyst (added) and City
Council should have the_authority io_make reguests of the Audit Committee.and - -

Auditor General to perform internal audits of material matters they reasonably

With the assistance of the CFO and Auditor General, the City's independent

auditors would be retained by, report to and take direction from the Audit

Updated Status:

) 20,
22.
believe to be warranted. (Page 252)
23.
Committee. (Page 252)

of this memorandum). The Audit Commitiee is in the process of
establishing a written Charter that will address its duties and
responsibilities. - The Audit Committee is required to develop and

recommend a Charter containing the duties and responsibilities of the
Commitiee for further discussion and approval by the City Council by

Aprit 8, 2007 {90 days from January 9, 2007).

Remedial Category — Budget Policies and Practices

In process. The temporafy Audit Committee was created by the City
Council during its January 9, 2007 Council mesating [refer to section |

44,

13

,_ Ongoing expenditures should be supported by ongoing revenues, capital projects
! should identify zll future cost considerations and financial impacts, including direct
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Il. Remedial tems In-Process

and indirect costs for each Enterprise Fund; aciivities supported by user fees should
be fully cost recoverabie; discretionary General Fund revenues should not be
earmarked; increase the General Fund reserve to the range of 7-10%; budget

development-should-be-guided-by a long_term or sfrategic plan proposed by the

Updated

Mayor and adopied by the City Councit-and-after-adoption-annual - budgets-should

be amended only for urgent needs. Specific funding sources should be identified to
pay for these needs. (Pages M-14 & M-15)

Status: A draft General Fund reserve policy was presented to the Budget and
' Finance Committee during its November 29th Committee meeting.
The drafi policy identifies a reserve account, separate from the “daep
reserves,” which will serve as a contingency for unanticipated
expenses approved by City Council during a given fiscal year. It is
anficipated that the Genearal Fund policy will be finalized and
presented to the full City Council by June 2007.

Remedial Category - Retirement Benefits

87.

Status:

The City Council and employees should develop realistic ratirement plan
parameters for future City hires. This includes positioning the City to aftract and
retain the talent nesded to mest the citizens’ expectations for services, not be
viewed as providing excessive benefit levels, and creating a plan the City can
afford. (Page M-25)

Partially Complete. To address this item, the City is performing the following

three evaluations:

* Actuarial evaluations of the cest implications of formula changes to the
existing retirement systems (in-process)

-—-e—— Banchmark-study of Police-Compensation and benefits for-all-employees -~ -—- o
(complete, see below)
+ Benchmark study of Fire Compensatnon and benefits for all employees
(in- process)

On December 21, 2008, the City issued an independent and comprehensive
study of “The City of San Diego Police Classification Compensation and
_Benefits Survey Results.” The Fact Sheet can be accessed on the City's
website at:

htto:/fwww.sandiego.govimavor/odi/is pdpav.odf

The survey results can be accessed on the City's wabsite at:

htto:/www. sandiego.govimavor/odf/pdsurvey.pdf

On February 14, 2007, the City issued an independant and comprehensive
study of “The City of San Diego Fire Classification Compensation and Benefits
Survey Resulis.”_The Fact Sheat can.be.accessed.on.the City’s.websiteat

htto://www. sandieoo.aovimayor/odf/ffire survev 2 15.pdi

14
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B. ltems In-Process During this Reporting Period

__Remedial Catégory = Information Fechnology,-Financial-Reporting Systems

67. By June 30, 2007, evaiuate the information technology needs of the City, inciuding
- benchmarking of existing systems against avaitable systems suitable for
management of the City's finances and the preparation of timely and accurate
CAFRs and budgets. (Pages 247 & M-3)

Status: in-process. As background information, for the majority of its financial and
accounting functions, the City currently relies on mainframe-based
systems, many of which were developed more than 30 years ago.

The City recently completed a detailed Enterprise Resource Requirements
plan prior to issuing a Request for. Proposals (RFP) on January 19, 2007 to
replace its aging financial and information management systems. As early
as the City’s 2001 information Technology Strategic Plan, the City
recognized a requirement to evaluate options for replacing core financial
and human resources systems,

The City plans 1o select an Enterprise Resource Planning (ERP) vendor by
‘March 2007. The news release for the RFP can be accessed on the City's -
websiie at: '

httb:/!www.sandieoo.oovf_mavbr/gﬁfem factsheet 1 19.pdf

Additionally, on February 5, 2007, the City Council adopted ifem 201
“Approving in Concept a Project to be Known as the Enterprise Resource

[ . J—

— “Planning Core-System:

Remedial Category ~ SDCERS Financial Reporting

102. The Retirement Administrator and CFO of SDCERS should annually include in the
SDCERS' CAFR & signed management report on the financial statements and
disclosures which include a statement of SDCERS' responsibility for establishing
and maintaining an effective system of internal control over financial reporting and
disciosures; a statement setting forth SDCERS' assessment of the effectiveness of
the internal controls; a statement that based on their knowledge, the CAFR does not
contain any untrue statement of a material fact or omit o staie 2 material fact
necessary to make the CAFR not misleading; and a statement that the financial
statement and other information included in the CAFR fairly present in alt material
respacts the net assets and activities of SDCERS for the period presented. (Pages
257 & M-9)

Status: in-process. Referto SDCERS letter dated January 31, 2007 regarding the
Status.of Kroll Remediation.(see.Attachment.E).- SDCERS-intends-to.include

a management report on the financial staterments and disclosures {that meet
the requirements of Kroll item 102) with its 2006 Comprehensive Annual
Financial Report (CAFR).

15
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Remedial Category — City Funding of SDCERS

"-,—’

104. For purpose of calculating annual funding reguirements, the UAAI should-reflect-a
prudent view of economic reality and include within it the costs of the Corbett
settlement. (Pages 259 & M-11)

Status: in-process. SDCERS Board action approved and directad the actuary to
include the costs of the Corbett settlement and 13" check. The Actuary report
dated January 2007 contains these components in the UAAL. The Actuarial
Valuation Report was presented at the SDCERS board meeting daied
January 19, 2007. The link fo the SDCERS board mesting agenda follows:

http://www sdcers ora/agendas/2007/ianuary/bd admin 1 19 07.odf
(refer to page 6, item IV.A1)

The January 2007 Actuarial Report can be accessed on SDCERS website at:

hitp:/fwww.sdcers.orafimaaes/pdficity_of san disao actuaral valuation repo _
rt 1 12 D7 final.pdf
(refer to pages 29 and 31)

in addition, at its February 2007 Board Meeting, the SDCERS Board heard
recommendations from Cheiron regarding changes to the amoriization
schedule. The Board is expected to make a final decision at its March
meeting. Other actuarial assumptions will be considered in 2008.

Remedial Category — SDCERS Organizational Structure

112. To address Board authority and pursue administrative excellence, the controlling
documenis should be reviewed and, if necessary, modified to ensure that the Board
has the necessary tools available to effectivaly and efﬂmenﬂy carry out its fiduciary
duties. (Page M-25)

Status: In-process. Referto SDCERS letter dated January 31, 2007 regarding the
) Status of Kroll Remediation (see Attachment E).
Remedial Category — SDCERS Board Structure

120. SDCERS should adopt a formal charter for each committee which shouid be
updated no less frequent than every three vears. Pages 257 & M-_9)

Status: in-process. The Audit Committee’s charter has been adopted. Charters are
being drafied for the other standing commitiees. Refer to SDCERS ietter
dated January 31, 2007 regarding the Status of Kroll Remedialion (see

Attachment E).

16
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X JAY M. GOLDSTONE

Rt

PROFESSIONAL EXPERIENCE

CITY OF PASADENA, CALIFORNIA
- Department of Finance
Director of Finance January 1996 to January 2006

Direct ali aspects of the City's financial operations including its Electric and Water Utilities, Redevelopment Agency, Houstng Authority,
and Health Department. Prepare the City's $508 million operating budget. Oversee the investment of nearly $400 million in City funds.
Responsible for purchasing, payroll, accounts payabie, general accounting, information technology, and risk management. Prepare five
year financial plans for the General Fund and Redevelopment Agency and ten-year financial plans the Electric Utility and Library Funds,
assist in short and Jong-term planning. Handie the issuance and management of all debt; review and analyze potential business ventures for
the City; participate in labor negotiations; and work closely with the City Council, providing it with continual financial information and
guidance regarding the City's economic activities and outlook. During my tenure with the City of Pasadena, have issued over $400 million

in debt, inciuding revenue bonds, pension obligation bonds, t2x allocation bonds, certificates of participation, and Mello-Roos bonds.

MARICOPA COUNTY, ARIZONA
- Department of Finance ‘ )
Manager of Finance ' o November 1994 to August 1995

Planned, organized and directed the operations of the Department of Finance. Assigned work responsibilities to 59 professional and

support staff; recommended and developed fiscal policy and procedures; establisbed and moniwored fiscal control procedirss; preparsd
-, financial reports; analyzed the financial impact of proposed legislation; and work with all County deparament on various fiscal issuss.

‘articipated in the negotiations of 2 multi-year, multi-million dollar contract to privatize the County Hospital patient billing system.

CITY OF RICHMOND, CALIFORNIA
- Office of the City' Manager :
_ Interim City Manager ‘ : February 1993 to January 1994

The City of Richmond has a nine member City Council, over 1,250 full time and part time employees and an annual operating and capital
improvement budget of nearly $220 million. Worked closely with the Mayor and City Council on 2l City related issues, ‘impiernented
Council policies, served as imtermediary between staff and the Council, worked with the 39 neighborhood councils, implemented
Community Policing; compleied the Envirommenta} Impact Report (EIR) on the City's General Plan update; completed an EIR on 2 $750
million Clean Fuels Project for a Chevron Refinery; negotiated financial and employment agreements with Chevron as part of its Project;
negotiated development agreements, developed a balanced budget in light of State revepue tracsfers, developed and implemented various
ordinances in order improve public beautification; and developed a public relations campaign ip order 10 both improve the City's image and
promote economic development. ' : '

- Department of Finance
Director of Finance : May 1988 to November 1994

{except as noted above)
Directed 2l aspects of the Ciry's financiai operations including its Port, Redevelopment Agency, and Housing Authority. Prepare the City's
$220 million operating and capital improvemennt budget. Oversaw the investment of City funds. Responsibility for purchasing, payroil,
accounts payable, general accounting, and risk managemen:. Under my direction, the City developed a five year financial plan 1o assist in
short and Jong-term planning. Handied the issuance and management of all debt; reviewed, analyzed and participated in the negotiations of
potential business ventwres for the City; participate in labor negotiations; and work closely with the City Council, providing it with

. ._continual financial information and guidance regarding the City's economic activities and outlook.

(page 2)
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CITY OF SANTA CLARA, CALIFORNIA
~ - Finance Department
i Assistant Director of Finance October 1985 to May 1985

—(Coordimatad-the preparation-and-presentation-of-the. Ciny’s $260_million budget. Supervised the daily investment of the City's $200 miliion

portiolio. Implemented the Cify's om-ling Financial-Management-Infermation-System,-including validating System_accuracy, tstablishing

System balancing control procedures, revising operating and accounting procedurss, and training City staff. Issued and managed debt.
Prepared, monitored, and updated the City's five-vear financial ptan. Worked with City d"panments o finaneral relzted issuss. Performed
cost stdies,

SAN MATEO COUNTY, CALIFORNIA
- Department of Community Services, Director's Office

Administrative Coordinator ' 1980 10 1985
- Department of Community Services, County lerary : _

Marnagement Analyst [ ' 197510 1980
- Department of Health and Welfare

Management Analyst JIL/TIT 1976 1o 1979

Prepared departments' budgets. Presented proposed budgets to Board of Supervisors. Prepared fiscal projections and monitored program
revenues and expenditures. Negotiated and monitored contracts. Conducted studies and anatyzed programs and services to determine cost

.effectveness and usefulness. Established fiscal momtonng procedure fo wack both direct experditures and the allocation of overhead to
various fnding sources.

EDUCATION
- Masier of Dusiness Administration University of Santa Clara, CA ’ 1983

- Course emphasis in Finance

~ Master of Public Administration Arizona State Unijversity 1975
- Course emphasis in- Municipal Administration

Bachelor of Science ' University of Minnesota ‘ 1973
- Triple major in Political Science, Economics, and Business Admin. '

PROFESSIONAL MEMBERSHIPS: Issuers’ Advisory Group of the Municipal Securities Ruling Making Board (MSRB)
Revenue & Taxation Committee - League of California Cities
State Controlier's Advisory Group on Financial Reportng
Government Finance Officers Association
“California Society of Municipal Finance Officers (CSMFO)
California Municipal Treasurers Associaton (CMTA)
Former Member of the CDIAC ~ Technicai Advisory Committee for Debt
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CITY OF SAN DIEGO TELEPHONE (615) 236-6220
FAOL(610) 236-7215
Michael J. Aguirre
. CITY ATTORNEY A_H» N ghhﬂﬁ"+ _g

September 1, 2006

REPORT TO THE HONORABILE
MAYOR AND CITY COUNCIL

.RE: REMEDIATION MEASURES REQUIRING CHANGES TO THE CITY CHARTER,
AND RELATED MATTERS

'INTRODUCTION

The “Report of the Audit Cormmittee of the City of San Dizgo” {Kroll Report] was
presented to the San Diego City Council at its mesting on: August 8, 2006. The report suggests
erious deficiencies in the City’s financial reporiing obligations and proposes numerous
remediation measures.

On Auvgust 24, 2004, the Mayor issued 2 plan to implement certain remedial measures.
[Mayor’ SR"‘DOI‘[] The Mayor s pian wili be considered } by the City Counci! at a special meeting
on September 6, 2006.

The Kroll recommendations incorporated in the Mayor’s pian include some items that
would significantly change the City’'s anditing and financial rﬂpon'ing structure. The Mayor’s
report acknowledges that some Chartcr changes will be required to implement the -

ecommendations.

Among other concems, the recommendations io the Council sugges! new committess and
outside individuals be vested with decision making anthonty previously exercised by, and legally
reserved to, elected officials. These types of changes confiict with the City Charter and, prior o
_ implementation, will require a vote of the electorate on specific Chartsr amendments.

Failure to obtain the required Charter modifications prior o impiementation would result
in actions taken in excess of the Junsmctlon of the offices of the Mayor and/or Ciry Council
(Ultre vires acts) rendering all such acts “void” from inception. Such actions counid subject the
Ciry to Hability for actions taken, or not taken, by persons asserting authority where none has
‘been legally granted; subject persons acting under such deficient authority to exposure for which
th=re would benone of the immunities associated with government service; and further
complicats the ability of the City to resolve its 1ssuss with federal regulators and 1o re-enter the
capital markets.
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This initial report will highlight, by example, soms of the suggested remediation
measurss that reauire changes to the City Charter and will provide recommendations for further

— sesen—in-parssulasthis-repori-focuses on:

1. Changss to the composition of the San Diego City Employzes’
Retirement Systermn Board of Administration, '

2, Changes to the Office of the City Auditor and Controller;

3, Creation of an ““Audit Committee™;

4, Appointment of a “Morﬁmr"‘; and .

5. Changss to the jurisdiction of the Office of the City Attomey to

eliminate that office as atiorney for the Retirement System.

- DISCUSSION

L The City Council may not Impact, by. Ordinance, Charter-Establisbed City
. Departments or Charter-Established Duties of City Officials.

A charter is the supreme law of a city, subject only to constinutional limitations and
preemptive state law. Domar Electric, Inc. v. City of Los Angeles, 9 Cal. 4th 161, 170 (1994).
“I1)t is well settled that a charter city may not actin conflict with its charter,” and that “[a]jny act
that is violative of or not in compliance with the-charter is void.™Jd. at-171. This means that the -
City Charter’s authority is greater than the authotity of any ordinance enacted by the City's
Jewislative body, the City Council. Should an ordinance or other action by a City Council
conflict with what the charter provides, the City Council’s action is void and unenforceable.

The City Council has the authority to place measures before the voters that propose
changes to the City Charter, either at its own discretion, or as mandated after the presentation of
certain certified voter petitions. See, Howard Jarvis Taxpavers Assn. v. Ciry of San Diego, 120
Cal. App. 4th 374, 377-380 (2004). The actual changss 10 a City Charter may only occur by a
vote of the electorate.

Established légal authority and City Charter section 26 preciude any Council action by
ordinance that seeks 10 change a charter-established depariment of the City or a charter-
established duty of a city official. Charter section 26 provides in perunent part:

The Counci} shall by ordinance, by majority vote, adopt an
administrative code providing for the detailed powers and duties of
the adminiswative offices and departments of the City

Govemment, based upon the provisions of this Charter. Therzafier,
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000 14 Q  except as established by the provisions of this Charrer, the Council
may change, abolish, combine, and rearrange the departments,

divisions and boards o the City- Govemmentprovided-forinsaid

adminisratve code, but such ordinance creaing, combining,

- abolishing or accr°a51nc the powers of any department, division or
board shall require a vote of two-thirds of the members elected to
the Council. The Council may by ordinance, if authorized so to do
by the general law of the State, provide that any funcuon of the
City may be performed by the County or that any function of the
County may be parformed by the City, provided the raspective
legislative bodies authorize and approve such transfer and
assumption of function. There may also be established 2 combined
City and County district for the performance of any function.
[Emphasis added].

Section 26 was assessed in Hubbard v. Citv of San Diego, 55 Cal. App. 3d 380 (1976).
~The court found that: “. . . the power of the council to ‘change, abolish, combine, and rearrange
the d=partm=nts dmsmns and boards of the City Government provmed for in said administrative.
code’ is limited by the words ‘exsept as established by the provisions of this Charter.”™ Jd. at
387. The court then held, most uneguivocally that

We face the problem whether the council, under the charter, mzy
create a gepartmant of ¢ity govemment not provided for by the
charter and remove it from the supervision and contral of the
manager by designating that deparmment 2 legislative departmeant
- . . . without regard to. the powers and duties attemnpted to be_gven to it _

We hold that the council cannot do so.

The council may not create o department of the city government,
by whatever name it is given, which duplicates or infringes upon
the specific powers or duties assigned by the charter 10 another
department or, generally, io the manager.” Id. 2t 388. [Emphasis
added]. '

Another San Diego case, Dadmun v. City of San Diego, 9 Cal. App. 549 (1908), prohibits
the City Council from transferring the duties given to a city officer by the charter to another by
ordinance. In Dadmun, the City Council passed an ordinance creating the office of special
prosecutor to prosecute only muricipal ordinance violations. The City Charter at that time
provided that the prosecution of municipal ordinances was the duty of the Ciry Attorney. The
Court held that “the city council cannot relieve a charter officer of the city from the duties
devolving upon him by the charter and designate another to perform those duties . . . . It follows,

then, that the action of the city council in appointing a special prosecuior U_QS__Q.,CIHTTY.ﬁ._ snouidbe___

10 prosacute criminal violations of ordinances was unauthorized and void . .. . /d. at 551.
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oo =se court decisions and City Charter section 26 hmit the City Council’s ability to take

— action by ordinance 1o Implement the Suggested Temediation measores™that-corfiict-with

existing Charter provisions establishing or assigning duties to City departments or officials. They
similarly preclude the Mayor's office from implementing those changes administratively prior 10
Charter revision by the electorate,

IL Cbanges to the Composition of the San Diego Retirement Board of Administration.

The Kroll report recommends several changes involving the San Diego City Employes
Retirement System. One of the proposals is to change the size and composition of the Board that
administers the System. Kroll Report, Appendix M-8, City Charter section 144 governs the
compesition of that Board. This propossd change conflicts with the existing charter. A change to

- the City Charter is required in order to change the composition of that Board.

IIl. Charges Impacting the Office of Auditor and Comptrolier.

The Kroll report recommends several changes that will impact the Office of the Auditor
and Comptroller as it now exists. The duties of the Auditor and Comptrolier are broad and
varied under the City Charter and the San Diego Municipal Code. A partial summary of those
duties is included in a memorandum prepared by this Office entitled “The Relationship betweern
the City Offices of the Mayor and the Auditor and Comptroller under the Mavor-Council Form
of Government” (January 23, 2006), a copy of which is-attached. The propos=d remedial
measurss eliminate the position of the Auditor and Comptroller and create five (3) new offices:
an Auditor General, a separate City Comptroller, 2 Director of Financial Reporting, a Director of
Finahcial Management, and 2 Director of Debt Management. It may also be appropriate to
amend the Charter to clarify the role of the Chisf Fma.nc:a] Officer.

The suggested restructurings in these offices will re. quire amengme eDts 10 the City Charter.
IV.  Creation of an Audit Committee.

The Kroll Report recommends the creation of a three-member Audit Committee,
consxstmc of two citizen members and one member of the City Council. The two citizen
members are to be appointed by the Mayor with Councii confirmation, and will receive
compensation. Appendix M-6. The Kroll report recommends that the City’s independent auditors
“should be retained by, report to, and take direction from, the Audit Committes.” /bid The
Committes is to be given the power to select and retain independent auditors, who will report
only to it. Jbid. The City's Financial Oversight Board 1s to be eliminated as redundant to the
Audit-Commuttee. Ibid. '
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The Kroll R"DG'T recommends that the proposed new Auditor General report 10 the Audit

-————Comm.ln__,_i he_Andit Commities would set this official’s annual comp"n;.ation and the annual

e’

budger of thisofiiciat s new-department—rhe-Auditor General can he removed Gom Oince 1o

cause by the Audit Committes or upon the vote of three-quarters of the City Council. Appendix
M_ S. I : .

The suggestion that the Audit Commtiee have the suthority 10 set salaries and/or budgets
conflicts with City Charter section 11.1, and related sections. Section 11.1 expressly forbids the
City Council from delegating its 12 spons1o1hty to adopt ordinances to raise or spend public
money, including “the annual budget ordinance, or any part thereof, and the annual ordinance
setiing compensation for City employees.” Also see § 290 [City-Council must set and adopt the
terms of the salary ordinance and the City Budget]. The City Charter requirss the City Council
10 approve the range of compensanon for all City officials and the budger for all City
departments. As noted in Part I above, the City Council may not by ordinance create an Audit
Committes and provide it with powers that conflict with the Councii’s charter-required duties.
This may only be accomplished by a change to the Charter.

If the Audit Committee is mtended as an advisory committee, its proposed duties also
conflict with another Charter section. The Kroll Report recommends the citizen members of this
committee receive compensation. This recommendation conflicts with section 43(a) which
forbids such compensation: “The members of such boards shall serve without compensation .. .”
City Charter § 43(2). However, this may not become an issue as the Mayor’s Report indicates
that: “It is anticipated that' members of the Audit Committee will not be compensated for serving

on the Committee. See, Mayor's Report, p. 3.

The Kroll Report also recommends the Audit Committee retain and direct the City’s
independent auditors; and the Committee is to have ultimate authority over the office of Auditor
General, including the absolute right to set the salary for the City Official and the budgst for the
department, and to remove this City. Oficia) for cause. This authority also conflicts with section
43(2) which provides: “The members of such boards shall . . direct the conduct of any
Department or Division.”

e creation of the Audit Committee requires changes to the City Charter. The Mavor's
suggested.timeline for the creation of this commitiee must nacessarily be deferred to coincide
with the remainder of the ballot proposals for the November, 2008 election.

' This position was reiterated by the authors of the Kroll report in an aricle August 30, 2006 in

the San Diego Union Tribune “An Opportunity te Move Forward.” They stated: “The audit
comrnittee also sets the compensation and budget for the audizor, which should aliow them to do
their oversight without unduve infiuence from any branch of government.”
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V. Appointment of an Independent Monitor to Oversee the City’s Remediation Plan.

\.._../‘

The Kroll Report sugeests the appointment of an independeni "Moritor”, a person who
must have “complsie and unfettered access to all City and SDCERS personne! and records.”
Appendix M-14. The SEC is to be given the right, whenever 1t chooses, to expand the duties of
this Monitor. Jbid.

The Mayor's Report accepts this recommendaton and indicates that the selsction
process has begun. The Mayor anticipates paying more than a million dollars a year for three
years of this individual’s services. Mayor’s Report, p. 1. The Independent Budget Analyst
recorimends more public discussion on the necessity of this position, scope of work and funding

equirements before the Council approves any contract for this individual. For several reasons, -
we agree that additional public discussion is essential to this process.

Under existing City Charter provisions, neither the Mayor nor the City Council may
contract for the services of an individual that would include such 2 broad delegation of authonty.

The Mayor has the authority under City Charter section 28 to hire certain experts and
consultants. Those mdividuals contract with the City and receive their duties and direction from
the City. The Monitor described in the Kroll report is plainly »of such an individual.

Although the City would pay for this individual’s services, the report contemplates that
an outside agency would set the duties of this official, not the Ciry. No aspect of the City
Charter provides the Mayor or the City Council with the authoriry to select a private individual
and provide them with “unfsttnred” access and authority over City affairs.*

Z City Chartcr section 40 gives broad authonty to exarmine thp affairs of the City to only
one City Official, the City Attorney. It provides: “The City Attorney shall have charge and
custody of all legal papers, books, and dockets belonging to the City pertaiming to his office, and

. may demand and receive from any officer of the City any book, paper, documents, or
evidence . . . . reguired for the purpose of the office.” The Dadmun and Hubbard cases provide
that the Clty Council may not contract for the szrvices of an individual and grant powers that

conflict with the powers already given by the City Charter to 2 City Official. Accordingly, the

‘appointment of an indepsndent Monitor would require a Charter ammument
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3 . .
' Moniters may be appoinied 1o oversee the implementanon of court-ordered rsmsdiation
——————plans-and-givenjunsdichion over ceriain affairs of a City ina appropriately filedleg

procsaamvs Likewise, they may be included in certain administrative proc:cdmvs conscnt
decrees” and the like. The City is in discussions with the Secunities and Exchenge Commission
regarding securities related issues. It is not inconceivable that 2 “Monitor™ will be a required
element of the resolution of our efforts with that agency. In such case, the term of service, and
the role, of the person serving as the City’'s Monitor will be tailored to the specifications of
services deemed to be required by the SEC and that person will have authoriry under well
established legal authority. Adopting the “Monitor’ suggested in the Kroll Report is inconsistent
with the grant of jurisdiction required by the City Charter. It also adds nothing to the resolution
of the m‘sqnitoring.functions which may be required by the SEC, and may in fact conflict with that
Process:

VI.  Changes to the City Attorney as Attorney for the Retirement System.

The Kroll Report recommends that the City’s retirement system be free to retain its own
independent counsel, Appendix M-12. San Diego Charter section 40 hists the duties it requires
of the City Attorney. One of them is that “The City Attorney shall be the chief legal adviser of,
and artorney for the City and all Deparrmenzs and offices thereof in matters 1‘::121'&11'1cr to their
official powers and duties, except in the case of the Ethics Commission, which shall have its own

‘legal couns=] independent of the City Attorney.” [Emphasis added]. San Diego Mumnicipal Code
} section §22.1801(b) designates “the departments of the City of San Dizgo within the meaning of
the Charter and ordinances of said City.” One of the City Deparunents is “City Retirement.” The
City Retirement System is a City Department. Tt follows that the City Attorney is the Systern’s
Attorney by City Charier mandate. :

The City Attorney’s dury to provide legal services to the Cit} has historically included
providing services to the retirement system. Howsver, this issue 1s currnntly the subject of
lifigation, and will ultimately be resolved in that forum. In the meanume, the suggestsd

. recomnmendation fo pe rrmt this City Department o retain 1nd°p=nd=nt couns=-1 conflicts with the

. ® Federal courts can utilize outside monitors to observe, examine and scrutinize public
corporations, police departments, unions and evern industriss entering into comprehensive
settlement agreements to avoid further prosecution for wrongdoing. These monitors are given
specific dirsction and duties by the Court. To insure the monitor is fully independent of the
entity which if is scrutinizing, the monitor is chosen, employed and subjzct to replacement only
by the Court, The Court appointed monitor is requirad to provide the wimost of honesty and
candor 1o the Court. Failure to do so could place the monitor itself in contempt.

In the typical settlement or remediation agreement, the moniior is reqhircd to periodically

report its findings to the Court.
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CONCLUSION

The recommendations in the Kroll Report involve complicated and interrelated changes
* to the City Charter and to many related portions of the San Diego Municipal Code. The changes
will be more complex than the recent change to our tria] Mayor-Council form of government.

The City needs to carefully consider the many ramifications. One of the most significant,
for example, is whether these remediation measures should be enacted to coincide only with the
duration of our Mayor-Council governance structure, due to expire in 2010.

This office has only begun to assess the le LraJ ramifications of these recommendations in
this initial and preliminary report: We expect there w111 be other remediation measures that may
also require charter changes.

To avoid inadvertent implementation of the remediation measures in 2 manner preciuded
by law, we suggest the Council receive the Mayor’s Report but take no immediate action on it as
a whole. The Council should consider and ultimately decide which specific measures it wishes
io move {0 Implementation. Em.,u such jtem will be the subject of prompt implementation advice

from this office.

Respectfully submitted,

MICHAEL J. AGUIRRE
~ City Attorney

MIAJAK jk
RC-2006-25 .

Attachment
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Michael J. Aguirre

Y : CITY ATTORNEY
MEMORANDUM OF LAW
DATE: - January 23, 2006
TO: Honorable Mayor and City Councilmembers
FROM: City Attornzy
SUBJECT: The Relationship Betwesn the City Offices of the Mayor and the Aunditor

and Comptroller under the Mayor-Council Form of Government

QUESTION PRESENTED

What is the relationship between the Office of Auditor and Comptroller [Auditor] of the
City of San Diego and the Office of the Mayor under the new Mayor-Council form of :
government? ’ .

SHORT ANSWER

- Under the Mavor-Council form of governument implemented January 1, 2006, the Mayor
has the express authority to appoint and dismiss the Auditor, That places the office under the
Mayor’s supervision. However, the Mayor may not limit or impede the authority or duties given
to, or required of, this public office by City Charter or ordinance, feder al or state law.

BACKGROUND

On November 2, 2004, the voters of the City of San Disgo passed Proposition F, which
. amended the San Diego City Charter to 2dd Article XV to “test impiementation of a new form of
governance commonty known as a Strong Mayoar form of govemnment.” Charter section 250, The
five-veartrial period of governance is operative January 1, 2006 and continues until December 1,
7010 unless the electorate extends this Torm of govemment. Charter § 255. Voters were urged
elect 2 chief executive who is accountable for how the City is run, . . . who had the authority
to make changes.” San Diego Ballot Pamp. General Elec. Nov. 2, 7004 arcrum enit in favor of
Prop. F.

" Voters were told that “the Mayor would have the authority to give direction 1o all City
—_— officers_and employses, except those in departments and officss recognized in the Charter as

being indspendent . . . The Mayor would be responsible for preparing the annual budget for the-
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—...Council'sconsideration and adoption. . . .The Mayor would appoint the Ciry Manager with

Louncﬂ'conﬂrmatmn‘?h"el?y‘i\dmw-r -world-serve-at-the-pleasure-ofthe-Mayor—The Mayor

wouid appoint the City Audiior and Comptroller, Police Chisf, and Fire Chisf, subject to Council
confirmation. All other managerial department heads formerly under the City Manager would bs
appointed by the Mayor and serve at the pleasure of the Mayor.” San Diego Ballot Pamp.
General Elec. Nov. 2, 2004, the City Attorney’s Impartial Analysis of Prop. F.

Part of the system of “checks and balances™ created by Proposition F was the new office
of Independent Budget Analyst. San Diego Ballot Pamp. General Elec. Nov. 2, 2004, argument
" in favor of Prop. F. The City Council would appoint the Independent Budget Analyst: “to review
and provide budgst information to the Council independent from the Mayor.” San Dizgo Ballot
Pamp. General Elec. Nov. 2, 2004, the City Attorney’s Impartial Analysis of Prop. F.

Charter section XV was effe cﬁve I amiary 1, 2006, and with its implementation. and the

" election of 2 new Mzyor, questions have arisen about the rﬂlanonshlp between 1;}:1n Office of the
Mayor and the Office of the Auditor in the new form of govemance.

' 'DISCUSSION

Charier Ch

=t

Effective January 1, 2006, the Mayor assumed all executive authority, power, and
responsibilities conferred by the Charter upon the City Manager in Article V [Execufive and
Administrative Service], Arficle VII [Finance], and Article IX [Retirement of Employees].
Chartcr § 260 (b). In addition, the Mayor became the Chief Executive- Officer of the City of San
' DIB"’O Chart°r § 2635 ('D) (1). &

-

Al The Mayor’s Flnanclal Duties.

The Mayor now serves as Chief Ad:mmstratlve and Chief Budget Ofnccr of the City,
assuming the duties and responsibilities of the previous City Manager. As such, the Mayor
assumed the dufies outlined in Charter sechion 28:

. to supervise the administration of the affairs of the City-except as otherwise
sp°c1nca11y prowdbd in this Charter; to make such recommendation to the
Council concerning the affairs of the City as may seem to him de sirabie; 10 keep
the Council advised of the financial condirion anid future needs of the Clty, 1o
prepare and submit to the Council the annual budget estimate and such reports 2s

' The Charter does not define “chief executive officer.” But the title commonly means “The
hwh‘-sl-; anking exscutive in 2 company or organization, responsible for carrying out the policies

of the board of directors on a day-to-Gay basis.” The Arnerican Hentags Dictionay of the
Encrb sh Languege: Fourth Edition (2000). (htip:/fwrww bartlebv.com/61/90/C0289050. tml)
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mey be esur d by that body, including an annual rzport of all the Depariments
of the Ciry . . . 2s Chief Budgst Officer of the City, [tns Mayor] shall be

_responsible or planning the activifies of the. Cify government and for adjustng ~ =~ =

such activities to the finances available. To this end he shall prepare annually a
complete financial plan for the ensuing year and shall be responsible for the
administration of such a plan when adopted by the Council. He shall be charged
with the bringing together of estimates covering the jinancial needs of the Ciry,
with the checking of these estimates against the information relative to past
expenditurss and income, with the preparation of the budget document and
supporting schedules and with the presentation of the budges 1o the Council.
(Emphasis added).

In additich, the Mayor is to cooperate fully with the Counci] ané the Office of
Independent Budget Analyst, including supplying rzgussting information concerning the budgst
process and fiscal condition of the city to the Council and the pubhc Charter § 265 (0)(14) (15).

B. - Mayor”s Supervis’ion of Officers Respons1ble for Financial Matters.

With the broad administrative and fiscal responsibilitiss came the Mayor’s anthomity to
appoint and dismiss the City officers I""S‘pOIlSlblc for City financia] matiers. He may appoint and
dismiss the City Treasurer ac conld the previolts City Manager, Charter 88 260 (b), 29, and 453.
The amendments to the Charter made no changes in the duties and rcsponsxblhnes of the office
of the Treasurer, which mciud° maintaining custody of and disbursing City moneys, and
recording ali receipts and cxp=nmtur='s 'Charter § 45. Simildsly, the Charter transferred the
authoriry to appoint the Aunditor from the City Council to the Mayor, subject o Cotncil :
confirmation, and provides that the Mayor may remove the Auditor subject to appeal to the City
Council. Charter §§ 265 (b)(lO) and (11) However, the Charter made no changes to the dutiss of
the Auditor. The Audltor remains the “chief fiscal officer of the City” according to Charter
section 39, with all of the prﬂvlously-cmstmo dutizs and powers,

In assuming the r*sponsmﬂny for the proper administration of all affairs of the C1ty
Charter section 29 gives the Mayor the power to appoint and remove:

c.all ofncprs and employess in the administrative s=rvice of the City under his

control but the [Mayor] may ‘authorize the head of 2 ana:trnbnt or officer

esponsible to him to appoint and remove subordinates in such Department or
office. Appointments made by, or under the authonty of, the [Mayor] shall be on
the basis of administrative ability and of the training and experiznce of such
Zppointess In the work which taey are to perform. All such appoinfments shall be
without definite term uniess for temporary service not to excesd sixty days. .
Charter § 29. ) ' '
Under the riew form of government, the Officz of Auditor and Comptroller was expressly

T YAnETETE 10 THE new sxecunve pranch of City govemment and the officer holding the posinon
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— - of Auditor nowreports-to-the highest ranking officer within that branch, the Mayor. Hnw=v=*

e ATUGitor § inGependent Guaes, and powers under the City Charter and Sat DiEge Mumicisal
Code have not changed. To help ensure the Anditor’s independence, the Charter provides a
“checks and balances™ by allowing the Auditor to app=al his removal to the City Cotmeil.
Charter § 265 (b) (11). Nonetheless, the Mayor's rcSpon51b1ht1°s with respect to the City's.
hnances &nd budgct require that he exercise supervisory authority over the Auditor, subject to
other laws that require the Auditor’s indspendence whﬂn performing his or her duties,

II. The Auditor’s Authority and Responsibilities Remam Unchanged.

The Office of Auditor is created by the City Chearter and the Charter pI‘OVid°S the City
Council with only limited authonty to transfer to others those matters the office might handle
that “do not relate directly to the finances of the City.” Charter § 39. Accommgly, the
Department may not be changed, abolished, combined or rearranged ‘except by a charter change,
Similarly, no other Department may be crsated that would dupiicate the duties the charter plaws
upon the Auditor that do relate directly to the finances of the City. See, Charter § 26; Hubbard v.
City of San Diego, 55 Cal.App.3d 380, 387 388 (1876).

- In addition, the Mayor wonld excesd his aufnonty should he impede the performance of
- the mandatory duties and rcspons1b1hn €s piac.,d upon the Aunditor as a public officer by the ury
Chartér, ordinance, or state or fedaral.law, See, Loclfyer v. City and County of San Frantisco, 33
Cal.4th 1055, 1079-1080 (2004). A Mayor in the new form of government only has tHe authoniy
that 1s expressly or impliedly conferred upon him or her by a charter. 3 MeQuillin, Mun. Corp.
(3rd B4, 2001) § 12.43, p.'266; see, Bartletr v. Bell, 58 Cal. App. 357 (1922) [Mayor has no
power to compel Auditor to act in matt"r to benefit a third party].

The duties ruqm.red of and the power prowded to the City Auditor by the Cit} Charter
remain intact through the govemance change. Charter section 39 specifiss the duties of the
Anditor and provides, in relevant part, that:

.. The City Auditor and Comptroller shall be the chief fiscal officer of the City.
- He shall exercise supervision over all accounts, and accounts shall be kept
showing the financial transactions of all Departmsnts of the City upon forms
prescribed by him and. approved by the City Manager and the Council. He shall
submit to the City Manager and to the Councii at least monthly 2 smnmary
statement of revenues and expenses for the preceding accounting period,” detailed
25 to appropriations and funds in such manner as to show the exact financial
condition of the City and of each Department, Division and office thereot, No
contract, agreement, or other obligation for the expenditure of public finds shall
be enterad into by any officer of the City and no such contract shall be valid -
unless the Auditor and Comptroller shall certify in writing that thers has been

? Charter section 89 also requires the Auditor submit sirmilar monthiy statements to the Counzil.
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made an approprialion 1o cover the xvunmtuﬁ 2nd that thers remains & sufficient
balance to meet the demand thereof.” He shall perform the duties imposed upon

Cin-Auditors-and-Comptrollers-by-the lawsof the State-of Californio_and such

other duties as may be imposed upon him by ordinances of the Council, but
nothing shall prevent the Counci! from transferring to other officers matters in
charge of the City Auditor and Comptrolier which do not ralate directly to the
Anances of the City. He shall prepars and submit to the City Manager such -

_information as shall be required by the Clty Manag er for the preparation of an
annual budget. He shall appoint his subordinates subject to the Civil Service’
provisions of this Charter. @mphasw added 7).

Other Cnarter-mandated duties include the joint dctﬂrmmauon with the City Attorney of
the proper form, arrangemient, and itemization of the annual appropriation ordinance; and
determination of the ‘percenta change in price index” (Chart=r § 71); the keeping of accounts
for each item of appropriation; and the fransfer of uncxpcnded funds from these accounts to the
general fund upon completion of the pI'OjGut or at the end of one year. Charter § 72, If the
Council fails to inciude adequate funds in the appropriation ordinance to cover  the Mayor’s
estimate of the City’s debt, or the amount actually required to cover the debt, the Charter requires
the Auditor to sst up an account for the full amount the Mayor estimates or the amount required
to cover the debt, and to transfer tax revenue into that account. Charter § 74. The Auditor has the

*bayuumbduj 1o sxamine all h-;l}n-r\"c‘ ‘mﬂe and other plaime ngmncf the r-'lh/ (PYr‘Pﬁf nlmmc ToT

damages) and has the discretionary authonty to mvesu gate such cla:ms (Chartur § 82); he is

- r°spon51ble for issuing the checks to pay claims against the City that have been approved by the

heads of the Df:partmcnt or offices incurring the debt (Charter § 83); he receives reports from all
City officials who collect and d“pOSlt money for fees, permits, licenses, inspections; services,
taxes, and other mummpal charges (Charter §§ 86 and 88), and he determines the anpropnatc
form of accounts 10 be used by all officers and Dﬂpartm"nts of the c1ty tnat receive or disburse
Cle moneys (Charter § 87)

T’n= Aucutor must 1::1(:11.10;n n h15 records th=' cost or value of al] C1ty 288E ts pr=s=nt a
balance shest.containing fhat information to the Mayor-Manager; and publish that information in
his annuai report. Charter § 112; SDMC § 22.0708. He must audit the accounts of any officer
who dies, resigns or is removed from office, and report the results to the Mayor-Manager and
Council. If the person is found indebted to the City, the Auditor must notify the Mayer and
Council. Charter § 111. And the Auditor bas authority to refuse to issue 8 warrant for 2
retirement 2llowance, if, in the Aunditor’s opinior, the allowance has been granted in
contravention of Charter Article IX or ordinances passed under its authority. Charter § 144,

® Charter section 80 also requires the Auditor first certify there are adequate unsncumbered funds

d

in the-Treasury 16 COVEr any contract; agresment; of obligatioy mvo]vzno thesxpenditars of
funds before the Council makes such confracts or orders.
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The &mﬂm;hasaddthal:.spgnmhhh*s.and POWETS cocuncd in section 7, Anc]: 20f

i

tis Sam Disgo Muricipat-Code For ..xampl':, theAuditor:

. shall, at any tim , have power to examine, check and andit the accounts and
, cords of any commission, board, department, division, offics, or employee of
the City; to reguire an accounting for all cash revenues of the Clt}" to make and
certify to an actual count of cash and securities, and to prescribe, govern and
control the movements, or transfer of all cash revenues, or securitiss, to the
custoay of the City Treasurer.” SDMC §22.0701.

The Mayor and the Auditor must jointly prepare and submit an annual report to the City
Cotincil and the Financial chortmg Oversight Board on the status of the City’s internal financial
controls, with the necessary joint certifications. SDMC § 22.0708, The Anditor also has separzte
(11.111‘“5 associated with the City's Comnrehm51vc Armual Financial Report (CAFR). SDMC §§

2.0709, 22.0710. Accordmaly, the Auditor has many responsibilities and duties outlined in the
' Charter City ordinances, and state laws in 2ddition to the rcporhng obligations to the Mayor and
City Council.

~CONCLUSION

‘ Under thc new Mayor-Council form of governance, the Auditor reports to the Mayor as
Chief Executive Officer of the City of San’ Diego: Under the Chart-r the Auditor is required o -
support the Mayor in his obligation to prOVld’ a budget to the City. Councﬂ and to provide such
other mformatmn related to the City’'s finances and thc aammmtraiwn of the City. However, the
Auditor does retain some independence in that thc Mayor mzy not limit of impsde the authority
or dutiss given to or required of this public officer by Charter, ordinance, federal or state law.
Finally, the Auditor’s right to appeal his removal to the City Council provides 2 check and

balance on any unpropcr interference w1th thc Auditor’s duties and responsibiiities

-_I{_cSp:ctfully submitted,

MICHAEL J. AGUIRRE
- City Attorney

JK:CMBjk
ML-2006-2
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OFFICE OF MAYOR JERRY SANDERS

CITY OF SAN DIEGO.
MEMORANDUM
DATE : Jamuary 22, 2007
To : Council President Peters an {embers of the San Diego City Councit
FrOM : Mayor Jerry Sanders
SUBJECT : Establishment of a Charter Review Commitize

In the City’s first vear operafing under Charter Article XV: Strong Mayor Trial Form of
Govemance it has bacome apparent there are 3 number of areas where clarification and fine-

. tuning would help achieve the original intent of this reform.

In cooperation with the City Attorney’s-office we have begun to work through some of these
issues.zs they arise, but much mors work must be focused on these issuss in order to fully
prepare for an effective long-term implementation of the Strong Mayor form of governance. |
believe we can all agree that when roles and responsibilities are unclear, the business of the
public is not optimally served, and that'a fresh review of this Charter section is a timely -
priority. :

In addressing these issues, there are four subject areas or guestionis around which a work plan
for the Commirtes will be szt

s What Charter modifications are necessary to implement the Kroll recommendations
and other financial reforms?

r What is a clear definifion of the roles and responsibilities of slecied officials and the
* separation of powers under strong mayor?
*  What measurss may improve the functionality of strong'mayor during this trial
period?

*  What lzgisiative tightening would be required for effective permanent implementation
of Article XV7

Each of thess areas will be explored by a designated subcommittee and addressad
} concurrently in the Committes’s work.
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Commities meetings will be held twice monthly and wiil be noficed to the public in keeping - -
with the Ralph M. Brown Act. Subcommittess working in each topi¢ arza are anticipated to

. mest once or twice monthly as is convenient for their membership and in keeping with their

aarlaad

A

wWiOmoadas

I will move immediately to empans} the Committee in preparation for them to begin their
work on or around March 1™ 1t is my intention that the Committes complete its work and
return its recommendations in readiness for the 2008 election cycle.

Valuing varied points of view, I would iike to work with each of you to identify and nominate
thrae individuals who may be appropriate to serve on the Committes fTorn which I will select
one from each of your submissions. In addition, ['will make a sumber of appommﬂnts to
tound out the Comrmittze ensuring a reprasentative balance. We are looking for individuals
who can be independent, possess s_ho]aﬂy and operational subjzct mattsr expertise, those
who have experience with previous charter reform efforts and who ar ebroad.lv represematve
of our talented cmz...nry

In addition to the Committee members, three ex-officio members will serve es support
resources and advisers to the Committes; one each from the City Attorney, Mayor and the
Independent Budget Analyst.

1 look forward to working with vou on these issues so critical to.our City*s futurs and

. -~ P — et e Fhad
WwEitOmc YOur suppori 107 uils effort.

JS:ACH
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City of San Diego

PisclosurePracrcees VWorlene-Groun—

Disclosure Controls and Procedures

Article I
General

ection 1.1. Pumose. These Disclosure Controls and Procedures are designed to (3)
ensure the accuracy of the City of San Diego’s disclosures and the City’s compliance
(inchuding the City Council, City officers, and staff in the exercise of their official duti=s)
with all applicable federal and state sscunifies laws,.and (i) promote best practices
regarding disclosures relating io secunnes issued by the City and the Cn'y s disclosure
provided to its Related Entities.

Section 1.2. Disclosure Practices Workine Group. Pursuant to Sections 22.4101 and
22.4103 of the Municipal Code, the City Manager, the City Attorney, the City Auditor

- and Comptroller, and the City Treasurer have established the Disclosure Group.

Seciion 1.3, Responsibilitics of the Disclosure Group. The Disclosure Group shall
bave the rssponsibilities set forth in (i) subsection (b) of Secton 22.4101 of the
- Municipal Code, (i) Section 22.4107 of the Municipal Code, (iii) subsection (a) of
Section 22.4109 of the Municipal Code, and (iv) such adcnnonal re spons1b1ht1=s as ave set
forth in these Disclosure Controls and Procedures. - S '

'Section 1.4. Rules and Regulations. The Disclosure Group may establish such Rules

and Regulations 2s it determines are appropriate to govern the operation of its mestings

and other procedural matters. In the event of any confiict between the terms of the Rules
and Regulations and the terms of these Disclosure Controls and Procedures, the terms of
- the Disclosure Controls and Procedures shall govern.

Article II
Definitions

Section 2.1. Definitions. Capitallized terrns used in these Disclosurs Controls and
Procedures shall have the meanings set forth below: :
“CAFR " means the City’s Comprehensive Annua! Financial Report.

“City” means the City of San Diego, Cahifornia.
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“City Financial Siatements” means, individually or coliectively as the context

may require, CAFR, the audited financial statements of the Metropolitan Wastewater

nlity _and the audited Anancial statements_of the Water TTnlity.

“Contributors” means those persons contacted by the Financing Group or the

Disclosure Group, or assigned by a department director, 10 assist with the review or’

preparation of 2 Disclosure Document as described in Section 4.3.

“Deputy City Attorney for Finance and Disclosure” means the attomey
designated as such pursuant to Section 22.0302 of the Mummpa.l Code.

' “.Dzsclosure Documenrs means those aocuments defined as such in Article IIT.

“Disclosure Group™ means the Dzsciosure Practicés Working GToup that has been
established in the manner described in Section 1.2,

: “Financing Group means, collectively, those persons 1dent1n.,d as such pursuant
to subsecnon A, of Section 4.3.

+ “Municipal Code” means the San Diego Municipal Code, as amended from time
to tirne. : :

“RTDII(’TD P e amme tho wmatiamally recsrmiosd yvrmamimmn]  nonrieea a1
Yiuviodis IHoalls wie LiGdLiell Y 8 i ;u.u.au\-l UGS Lpdeil SSCUNUSE INUtImanon

 repositories approved by.the Securities and Exchange Commission to accept the filings
referenced in Rule 13c2 12 under the federal Securities Exchange Act of 1934, 17 CFR
’?40 bc’? 12 e '

“Preparer” means those persons defined as such in subsection A. of Section 4.4.

“Related Entities” means those entities as defined in Section 22.4102 of the

Municipal Code.. Related Entities include, but are not limited to, those Related Entities as
sct forth in Exhibit A, as updated from time to time.

“Rules and Regulations” means thc rules and regulations cstabhshcd by the
Disclosure Group, 2s described in Section 1.4.

Article IIT
Disclosure Documents

Secton 3.1.  Disclosure Documents. ‘Disclosure Documents” means (i) the City’s
documents and materizls prepared, issued, or distributed in comnection with the City’s
disclosure obligations under applicable federal and state securities laws relating to its
securities and (i} any other disclosure which, pursuant to the Municipal Code, the
Disclosure Group has the responsibility to review and approve. Disclosure Documents
shall include, but not be limited to, the following:

Nae”
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A, Preliminary and final official statements, and preliminary and final private
placement offering documents, relating to the City's secunnes, together
with any suppisments;

B. the Ci-ly Financial Statements;

C. any filing made by the City with the NRMSIRs, whether made pursuant to
' 2 continuing disclosure agreement to which the City is a party or made
voluntarily;

- D.  press releases (to the extent that such reieases are or could rezsonably be

' construed to be an intended communication to the financial markets),

rating agency presentations, pestings on the investor information section

of the City’s webpage, and other communications, reasonably likely, in

the deterrmination of the Disclosure Group, to reach invesiors or the
s.,cunnes markets;

E. any disclosure materials requmng, pursuant to the Municipal Code,
approval and certification by the City Manager, City Attomey, or City
Auditor and Comptroller,

F. disclosures provided by the City in connection with securities issued by
Related Entities, together with all of such documents and materials -
prepared, issued, or distributed in connection with such securities, to the
extent that the City, the City Council, or City officers, or staff are
-responmble for the form or content of such documents or materials;

G. --orfcnna documents prepared by Related Entities 1f such documents are
subject to the approval of the Cxty Council; and

H'  such portions of the City’s p'ublished adopted annual budget zs the
Disclosure Group determines to be anpropnats which shell at 2 minimum
include the executive summary.

Article IV
Review Process

Section 4.1. Delermination of “Disclosure Document” status. Whether a particular
. docurnent or written, posted or other communication is a Disclosure Document shall be
deterrnined by the Disclosure Group, including the determination whether a doqumem
should be filed voluntanly with the NRMSIRs (see Section 3.1.C.) or whether
communication is reasonably 111@131 10 reach investors or the securities markets (see
Section 3.1.D.). To assist the Disclosure Group in its-determination whether 2 particular
document is a Disclosure Document as desctibed in subsection F. of Section 3.1,
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information shall be solicited from the appropriate Related Entity by means of a letier in
the form attached as ExhibitB. '

Section 4.2. Review of Form and Content of Disclosure Documents. The Disclosure
Group shall review the form and content of each Disclosure Document.

Section 4.3. Review of Official Statements. The following procedures shall apply to
those Disclo_sure Documents described in subsactions A. or G. of Section 3.1:

A.  Financing Groun. Financial Services shall tmely idemify for the
Disclosure Group a Financing Group for each financing (the composition of which may
differ for each financing), which shall include the Deputy City Attorney for Finance and
Disclosure {or such other Deputy City Attorney designated to work on the matter by the
Deputy City Attomey for Finance and Disclosure), such manager of Financing Services
as the City Treasurer determines to be the appropriate interface with the bond financing
tearn (i.e., bond counse! and/or disclosure counsel, underwriter(s), underwriter’s counsel,
financial advisors, and appropriate City staff), the City’s outside disclosure counsel, and
such other members of the- D1sclosure Group as the Dlsclosure Group detenmnes to be
appropnate ‘ :

B. Responsibilities of Financing Group. The Financing Group shall (i) assist
the bond financing team in the preparation of the Disclosure Document and (ii) the
manager of Financing Services working with the Financing Group shali certify to the
Disclosure Group that, to the best of his/her knowledge, these Disclosure Controls and
Procedures were followed in such preparation. :

1. The Financing Group shall be responsible for soliciting material
information from City departments. The Financing Group shall identify
Contributors who may bave information necessary to prepare or who should
review portions of the Disclosure Document. These Contributors should be
timely contacted and informed that their assistance will ‘be needed for the
prcparatlon of the Disclosure Documcnt, which notification wﬂl comain the
information set forth in Exhibit C.,

2. . The Financing Group shall contact the individuals and departments

identified 2s Contributors as soon 2s possible in order to provide adequate time

“for such individuals to perform 2 thoughtful and thorough review or draft of those
portions of the Disclosure Document assigned to them. .

-

3. The manager of Financing Services assigned to the financing,
together with the Deputy City Attorney for Finance and Disclosure, shall maintain
or cause to be maintained an accurate log of all individuals or depariments that
were requesied 1o review or draft information in connection with & Disclosure
Document, including what sections such individuals or department prepared or
reviewed. The Deputy City Attorney for Finance and Disclosure shall alse be
r=5ponsible.mr_coll=ctinv all transmittal letters, cerifications, and lists of sources

for incorporation into the minutes maintained by the Disclosure Group.

Page 4
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4, The Financing Group shall confirm to and advise the Disclosure
Group that each section 0f and all financia) and operating informaton contained
in the Disclosure Document has .been rcvicwed by an appropriate person, as

T EVidERCEd TTIZ0 THaleT] mich shali-constitute-the

“audit traul” referenccd m Section 2 4103(a)(4) of thc Municipal Codﬂ) Of

parncular import is that the * Appendl}: A” and other information conceming the
City 15 thorou_hly compared for accuracy against the City Financial Statements.
The Financing Group shall review the letters and any accompanying information
provided pursuant to subsections C. through G. of this Section 4.3 and shall
transmit such materials to the Disclosure Group, such Jetrers to be substantially in
the form set forth in Exhibit D.

5. The Financing Group shall report any significant disclosure issues
and concerns to the Disclosure Group as they are discoversd:

6. The Financing Group shall advise the financial advisor and the
underwriter(s) and their counsel, that they must execute upon their selection a
confidentiality agreement substantially in the form attached as Exhibit E.

C.  Responsibilities of Contributors. A Conmbutor shall assist in reviswing
and preparing the Disclosure Document using his or her knowledge of the City and by
discussing the Disclosure Document with other members of the department in an attempt
to ensure the accuracy of the mformaﬁon and to detemnne whether any other information
should be discussed or disclosed. Once 2 Contributor is notified of his or her need 1o
participate in preparing 2 Disclosure Document, the Contributor and the Contributor’s
department dlI'CCtOI' shall cooperate with Fimancing Group and . Disclosure Group
requests

D.  Review by Human Resources Manager. With respect to those Disclosure
Documnents described in subsection A. of Section 3.1 that relate to securities that are
secured directly or indirectly. by the City’s c’enaral fund, the Financing Group shall
‘forward the Disclosure Document to the Hurnan Resources Manager for review by means
of a lerter substantially similar to Exhibit C. In particular, the Human Resources
Manager and the Personnel Director shall review any information in the Disclosure:
Document relating to employee relations, collective bargaining, ensions and benefits,
and litigation ¢onceming current or former employees. The Human Resources Manaaer
shall timely send any comrments on the Disclosure Document to the Financing -Group
after receiving the Disclosure Document, by means of the transmittal letter attached as
Exhibit F.

E. Review by San Dieco Citv Emplovees’ Retirement Svstem (SDCERS).
With respect to those Disclosure Documents described in -subssction A. of Section 3.1
that relate to securities that are secured directly or indirectly by the City’s general fund,
the Financing Group shall forward the Disclosure Document to the [Retirsment
Administrator, Head of the Investment Division, Head of the Administration Division

and Head of the Legal Division] by means of a letier substantizlly similer to Exibit C.

Such individuals shall be requested to review any information in the Disciosure

Page 3
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Document relating to pension benefits and other retirement benefits, pension plan funding
and litigation concerning SDCERS. Any comments on the Disclosure Document shall

imely be sant o the Financing Group affer recejving the Disclosure Document by means
of the transmittal letisr attached as Exhibit G. :

F. Review bv Citv Attornev for Litieaﬁon. The Deputy City Attorney for
Finance and Disclosure shall transmit the Disclosure Document to the appropriate
attorneys in the City Attorney’s office who are responsible for identifying any material
current, pending or threatened Iitigation. The responsible attorneys shall timely draft
descriptions of any such litigation, and of any material settlements or court orders, for the
Disclosure Document after receiving the Discloswe Document. The responsible
attorneys shall timely transmit the requested information to the Financing Group after
receiving the Disclosure Document, by means of the fransmittal letter artached as Exhibit

: G. Review bv_Citv Auditor and Combtroller. * The Financing Group shall
forward the Disclosure Document to the City Auditor and Comptroller by means of a
létter substantially similar to Exhibit C. The City Auditor and Comptroller shall
designate one or more employees to assist the Financing Group with comparing and
noting any discrepancies. between the City Financial Statements and the Disclosure
Document. The City Auditor’ and Comptroller shall also review the Dlsclosure
Document in full to 1dent1fy any material difference in presentatlon of financial material
from the Financial Statements, any misstatement or omission in any sections that contain
descnptmns of information prepared by or of interest to the City Auditor and
. Comptroiler. Any. comments on the Disclosure Document shall timely be sent to the
Financing Group afier recsiving the Disclosure Document, by means of the transmittal
letter attached as Exhibit 1. ' L

H.  Reference Materials. The Deputy City Attorney for Finance and
Disclosure and the City’s outside disclosure counsel, in providing advice io the
Disclosure Group regarding the contents of those Disclosure Documents described in
subsections A. or G. of Section 3.1, shall review and take into consideration the teference

: matcna.ls iisted in Exhibit J, as updatcd from umc to time.

Section 4.4. Review of Disclosure Docum ents other than Official Statﬂmcnts The
following procsdurss shall apply to those Disclosure Documents that are not addressed in
Section 4.3:

A Determination_of Disclosure Document. Any person (each, 2 “Preparer”)

" preparing any information for release to the public that could be considered a Disclosure

Document and that is not otherwise identified as a Disclosure Document in the forward

calendar referenced in Section 6.3, shall notify the Disclosure Group of such information.

The Disclosure Group shall timely make a determination whether such information is a
Disclosure Document pursuant to Section 4.1.

B. Notifv Disclosure Group. If it is determined that 2 document is a

Disclosurs Document, the Preparer shall inform the Disclosure Group of the (i) expected

Page 6
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completion date of the Disclosure Document and (1) the expecied or required
dissemination date of the Disclosurs Document.

- Involvement_of Deputv_City_Attomey. The Depury City Atiomey for

Fifiance and Disciosure, in consualtation wWith the City s omsidzdisclosure-counset;sheail
assist the Preparer to:

1. 1dentify material information that should be disclosed,;

2. ' identify other persons that may have material information or
knowledge of any information omitted from such Disclosurs Document; and

3. determine when the Disclosure Document 1s final and ready for
review by the Disclosure Group.

D. Prepare Source List. The Preparer shall kesp a iist-of individuals or
groups that have contributed to the preparation of the Disclosure Document and a list of
sources from which the information summarized or updated in the Disclosure Document
was derived. These lists shall be submitted to the D1sclosurc Group aiong with the
DlSClOSUI’" Document.

‘A'mcle v
Approval Process

Section 3.1. eneral. The Disclosure Group shall review and approve the form and
" content of esach Disclosure Document. Such approval shall' be evidenced by the
affirmative vote of a.majority of a quorum of the Disclosure Group, as determined by the
Rules and Regulations. The Disclosure Group may determine that those Disclosure

Documents that (i} the City is contractually obligated to file with the NRMSIRs if .

determined to be 2 material event or as a result of the failure to file the required annual
nnanc:al information and (ii) contain no discretionary content (e.g.,. rating changes), may
be filed with the NRMSIRs upon the approval of the Cny s outside disclosure counsel
and at least one other member of the Disclosure Group. :

_ Section 5.2 Submission of Official Statements to Disclosure Group for Approval. The
Financing Group shall submit any Disclosure Document described in Section 4.3 to the
Disclosure Group when (i) it has obtained all of the approvals and source documentation
described in Section 4.3, and (ii) in its best judgment, the Disclosure Document is in
substantially final form. Such submission shall be by means of the Transm;ttal letter
attached as Exhibit K.

The Disclosure Group shall critically evaluate the Disclosure Document for
accuracy, and have the opportunity to ask questions of the Financing Group and of any
Contributor or other person who reviewed or drafted any section of the Disclosure
Document. The Disclosure Group may send the Disclosure Document back io the
Financing Group for revisions. The Disclosure Group shali timely contact the Financing

Page 7 -
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Group with any comments or guestions on the D15c:losu.r° Document or the associated
financing.

Secuon 5 3. Submission of Official Stalements to Citv Manager and Citv AUCmEY.
The Disclosure Group shall submit any Disclosure Document described in Section 4.3 to
the City Manager and City Attorney when, in its best judgment, (i) the Disclosure
Docuiment is in substantially final form and (i) the Disclosure Group has complied with.
these Disclosure Controls and Procedures. Such submission shall be by means of the
transmittal Jetter attached as Exhibit L. :

The City Manager and City Attorney shall critically evaluate, or cause to be
evaluated, the Disclosure Document for accuracy. The City Manager and the City
Attorney shall meet with the Financing Group and the Disclosure Group at a mutually
convenient time, and ask questions of the Financing Group, the Disclosure Group, any
Contributor, and any other person who reviewed or drafied any section of the Disclosure
Document. The City Manager or City Attorney may send the Disclosure Document back
to the Fmancmg Group for revisions. Upon satisfaction with the Disclosure Document,
the City Manager and City ALttOI'l]Cy shall execute the certifications required by Section

2.4111(a) of T.he Municipal Code, in the form attachsd 2s Exhibit M, and provide a copy
to the Disclosure Group

Section 5.4, Citv_Auditor and Comp_trol]cr Certification. Upon satisfaction with a
Disclosure Document described in Section 4.5 or I subse t,uuu F. of Section 3. i, the \.,u._y
Auditor and Comptroller shall execute the certification required by 22.0709(b) of the
Municipal Code, in the form attached'as Exhibit N, and provide a copy to the Disclosure
Group. With respect to each CAFR, the City Auditor and Comptroller shall execute the
certification required by 22.0705(a) of the Municipal Code, in the form attached as
Exb.tblt O, and provide a copy to the Disclosure Group

Section'5.5. Submission of Qfficial Stateménts to Citv Council for Approval. As part
of the dockctmg process, the Disclosure Group shall subrnit any Disclosure Document
described in Section 4.3 to the City Council for approval together with the certifications
from the City Mahager, the Cily Attorney, and the City "Auditor and Comptroller
promptly after the receipt of such certifications. The approval of such a Disclosure

- Document by the City Council shall be dockefed on the adoption agenda and pot be
approved as'a consent item. The City Councll shall undeértake such review as they are
advised by the Deputy City Attorney advisor to the ‘City Council appointed pursuant to
Section 22.0303 of the Municipal Code and the City’s -outside disclosure counsel to be
appropriate to fulfill their responsibilities under applicable federal and state secunties
laws.

. Section 5.6.  Approval of Disclosure Documents other than Official Statements. Any
- Disclosure Document and accompanying source lists described in Section 4.4 shall be
submitted to the Disclosure Group: for approval when the Preparer, the Deputy City
'_Attom ey for Finance and Disclosure, and the City’s outside disclosure counsel belizve

such Disclosure Document is ready for dissemination.
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The Disciosure Group shall cnitically cva]uate the Disclosure Documsnt for
accuracy and sufficiency, and have the opportunity 10 ask questions of the Preparer or

.anv other person who reviewed or drafied any section of the Disciosure Document. The

Disclosure-Group-may-send-the-Disclosure-Docurneni-back-io-the Preparsr for revisjons

The Disclosure Group shall contact the Preparsr with any comments or guestions on the
Disclosure Document or the associated financing by no later than (a) in the case of 2
Disclosure Document scheduled on the forward calendar referenced in Secuon 6.3., the
later of (i) five (35) business days afier receiving such Disclosure Document and (ii) the
business dzy immediately succeeding the next regularly scheduied mesting of the

- Disclosure Group, or (b) in the case of an unscheduled Disclosure Document, as soon as

reasonably practicable.

Article VI
Timelines for Review

Section 6.1. Timelines for Review of Official Statements. . The timeline for any
particular bond financing for which a Disclosure Document as described in subsections
A. or G. of Section 3.1 will be used will vary depending on the type of bonds being
Oerr“d (e.g., variable rate, fixed rate, auction rate), the security for the bonds (e.g,

eneral obligation, revenue pledge), the purpose for the financing, and other factors
um'que to each bond financing. Accordingly, the following ameline has besn devclopcd
to assist the Disciosure Group, each Financing Group, and each bond financing team in
deveioping 2 bond financing .schedule, but is intended only to provide vory gencral
guidance in light of the unique characteristics of each bond financing.

Day 270 Disclosure Group notified of the bond financing by inclusion of the
financing on the forward calendar referenced in Section 6.3, and
identifies 2 Financing Group

Days 150-270 Financiriv Group meets with the bond financing team to understand
basics of bond Imancmg, imitial draft of Disclosure Document is
prepared

Day 150 Financing Group distributes information io Comtributors and

department directors

Day 150 Financing Group distributes information to Human Resources
Manager, SDCERS representative, and City Auditor and
Comptrolier, as may be applicable

Day 130 Depury City Attorney for Finance and Disclosure transmits
Disclosure Document to appropriate [itigation attorneys in City
Attorney’s Office

Deys 110-130 Department directors and Contributors discuss Disclosurs
Document at departmental meetings

Page 9
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Day 0 — Delivery
~Date (or such later .
date through which

the City is
contractualiy

obligated to advise
the bond financing
team of material

events)

Section 6.2.

Financing Group advises _Disclo'sure Group of (i} any matenial
changes to Preliminary Official Statement to create the final
Official Statement and (ii). any material changes to the final Official
Statement up to and including the date of delivery of the bonds. In
either such event, the Disclosure Group must review and approve
the form and content of the material change disclosure and
determine whether it is necessary or appropriate to submit the
material change disclosure to the City Council for approval.

Timelines for Review of Di.sclosure Docmnénté other than Official

Statements. The timeline for preparing any particular Disclosure Documnent will vary
depending on the type of Disclosure Document and whether or not the Disclosure’
Document was on the forward calendar referenced in Section 6.3. Accordingly, the
following timeline has been devéloped to assist the Disclosure Group and the Preparer in
developing a schedule, but is intended only to provide very general guidance in light of
the unique characteristics of each Disclosure Document.

Paga'lo

Day 100 Contributors submit requééted information to Financing Group -
Day 90 " Human Resources Maniager, SDCERS Tepresentative and Cify
_Attorney representative transmit any requested m_formanon fo
Financing Group
Days 60-50 Financing Group reviews Disclosure Document and all related
materials, and transmits to Disclosure Group
Days 40-60 Dlsclosure Group reviews Disclosure Document and all related
rnatcna.ls and submits to City Manager and City Attorney
Days 30-40 City Manager and City Attorpey meet with Disclosure Group
Day 30 City Manager and City Attorney execute required certifications
Day 29 _ Disclosure Group submits Disclosure Document and related
certifications to City Council as part of t.he docketmg process
referenced in Section 5.5 _
Day 15-29 City Council briefed regarding Disclosure Document by 'Dcpﬁty
City Attorney advisor to the -City Council ahd the City’s outside
J SN D r, LI
Day_S- City Council approves stclosure Documunt \
' )
Day 0 Prehmmary Official Statament is mailed
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Scheduled Unscheduled
(measured by (measured from
days before days after
— Disciosore Unexpected
Document Disclosure
Ao dissemination ~ Document
+ Action- scheduled) revealed)
Disclosure Group notified of the potential Disclosure 60 days ASAP
Document ' ‘
Disclosure Group makes 'a determination whether a N/A 2 business
document 15 a Disclosure Document days
Preparer, Deputy City Attorney for Finance and 50-60 days .. - 4 business
Disclosure, and the City’s outside disclosure counsel days
identify other persons that may have material information
or knowledge' of any information omitted from such -
Disclosure Document
. Disclosure Document finalized and transmitted to  25-50 days 4-5 business
Disclosure Group - days
Disclosure Group reviews Disciosure Documneni and all 10 days 5-6 business
related materials, and approves Disclosure Document for days
dissemination .
Section 6.3. Forward, Calendar. The Disclosure Group shall develop a forward

calendar that sets forth, to the best judgment of the Dlsciosure Groun, a comprehensive
list of Disclosure Documents that are subject to the reviéw and approval of the Disclosure
Group over the next twelve months. Such forward calendar shall be revised from time to
time, and every effort shall be made to keep sich document current. The:City Treasurcr :
shall advise the Disclosure Group of all Disclosure Documents originating in Fm_ancmg
Services (being those Disclosure Documents described in subsection A. of Section 3.1,
and those Disclosure Documents filed by the City with the NRMSIRs pursuant to
continuing disclosure agreements described in subsection C. of Section 3.1) that are
expected to be submitted 1o the Disclosure Group for review and approval over the next
twelve months. In addition, the City Treasurer shall advise the Disclosure Group, after
soliciting the appropriate information from the Related Entities, of those Disclosure
Documents described 1o subsections F. or G. of Section 3.1 that are sxpected to be
submittzd to the Disclosure Group for review and approval over the next twelve months.
The City Auditor and Comptrolier shall advise the Disclosure Group of the dates that the
CAFR, the audited financia]l statements of the Metropolitan Wastewater Utility, the
audited financial statements of the Water Uulity, the Disclosure Documents described in

subs»cnon Bof b“cuon 3.1, and any other D1sc]osur= Documes=nt, are expected to be
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submitted to the Disclosure Group for review and approval over the naxt twelve months.
The Dzputy City Manager for Finance shall advise the Disclosurs Group of the dats thar

the-Bizclesure-Document-descobad in-subsection-H._of Section 3.1 is_expecied_to_be

submitted to the Disclosure Group for review and appréval over the next twelve months.

Article VII
Training Policy

Saction 7.1. raining Sessions.

A. Employees thh responsibility for collecting or analmnn information that
may be matenal to the preparation of a Disclosure Document shall attend disclosure
training sessions conducted by the City’s outside disclosure counsel, with the assistance
of the Deputy City Attorney for Finance and Disclosure appointed pursuant to Section
22.0302 of the Municipal Code. New employees shall attend such 2 session within three
months of their first day of employment. Such training sessions shall include education
on the City’s disclosure obligations under applicable federal and state securities laws and
their responsibilities and potential liabilities regarding such obligations, the ANonymous
and confidential contact information for the Financial R:sportmU Oversight Board
described in Section 9.2, and the contact information for the Deputy City Attorney for
Finance and D1sclosure Such training sessions may be conducted by videotape.

B. The determination as to whethf:r‘ or not an e_mployee_, shall receive such
training shall be made by the Deputy City Manager, the City Auditor and Comptroller, or
the City Attomey, as appropriate, responsible for such employee. The Disclosure Group
may also require training for an employee not specified by any such person.

C. Separate training sessions shall be conducted by the City’s outside disclosure
counsel, with the assistance of the Deputy City Atiorney for Finance and Disclosure and
the Deputy City Attorney designated as an advisor to the City Council pursuant to
Section 22.0303 of the Municipal Code, for the Mayor and City Council members.

, ~ Article VIIT.
Docurment Retention Policies

Section 8.1.  Qfficial Statements.

A. Materials retained. The Disclosure Group shall retain in a central depository,
- for. a2 penod of five years from the date of deitvery of the secusities referenced in 2
Disciosure Document d“scnbed in subsections A. or G. of Section 3.1, the following
matsnals

1. the printed copy of the Preliminary and final Official Statement (or
Preliminary and final Offering Memoranday;

2. the “deemed fnal” certification provided by a City official to the

underwriter of the securities in accordance with paragraph (b)(1) of Rule 15¢2-12;

Page 12
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3. the executed copiss of the letters, requests, and ceruficanons, the
forms of which are attached as Exhibits B-X, and M;

4 the ififormation and Telated sources referenced—in—the materials

" g

described in 3. above;

5. . the bondipurchase agreement; and

6. any written certification or opimions executed by z City official
relaung to cnsclosurn martters, delivered at the time of delivery of the related
securities.

B. Materials not retained. The Disclosure Group shall not retain afier the date of
delivery of the related securities.the drafts of any of the materials referenced in
subsection A. above.

Section 8.2, Disclosure Documents other than Official Statements. The Disclosure
Group shall retain in a central dcpository for a period of five vears from the date the
respective Disclosure Document is pubiished, poste d., or otherwise made publicly
available: '

J the final version of the Disclosure Document,

2. - all transmittal letfers reguests, and certifications relating  to
information in the Disclosure Document,

3. the information and related sources referenced in the materials

described in 2. above.
The Disclosure Group shall not retain the drafts of any such materials.

Article IX
Confidential Submissions

Section 9.1. Deputv_Citv_Attornzv for Finance and Disclosure.  The City shall
encourage City employses to contact the Deputy City Anomey for Finance and
Disclosure with any disclosure questions or concemns. To the extent permitied by law,
upon the employee’s request, the Deputy City Attomey for Finance and stdom.re shall
keep the employee’s identity confidential,

Section 9.2. Financial Reportine Oversight Board (FROB) Contact Information. The
City shall set up 2 confidential and anonymous system so that City employzes can contact .
the FROB with any concems about accounting or financial disclosure 1ssues if they prefer
not to contact the Deputy City Atomey for Finance and Disclosure. The FROB will
create a procedure for contacting them in an anony'nous and conhdential manner.

o
o
[{]}
()
—
98]
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Article X

_Annual Review .

Section 10.1. Annual Review. The Disclosure Group shall conduct an annual
evaluation of these Disclosure Controls and Procedures and prepare zn annual report, in
accordance with the procedures and the dates established by Section 22.4106 of the
Municipal Code. ) '

L:\BLAKS\‘DPWG\Dis:losm Comr_nis {41h Draft) 927 05.doc

Page 14
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Exhibits

N
’) A List of Related Entities
"B.  Relatzd Entity Letter —
C. Request for Information from Contributors
D. ransmitial by Depariment Director 01; Deputy City Manger to Financing Group
E. Und:mriter’s/l:mancial Advisor’s Conﬁdenﬁgliry Agreement
F. Letter from Human Resources Manager |
G. Letter from SDCERS Representative
H. - Letter from City Atiorney’s Office Regarding Litigation
L -Lct‘tsr from City Auﬁitﬁr and Compﬁ:roller
- L Mum'.cipa] Fmance Disclosure Referance Majneria.ls.
K - Transmittal o:f Official Statement by Financing Group to Disclosure Group
L. ransmittal of (jt'ﬁciai Statement by Disclosure GTU_up. to City Manager and City
) ‘ Attorney - | '
! M. “ertifications by City Attorney and City Manager
T\T - Certfication by City Auditor and Comptrolier cha;rding Official S;'tat'emsnt_s
O. Certification by City Auditor and.Comptrolier Régarding CAFR |
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Exhibit A

Related Entities

Assessment District 4030 (Otay Mesa Industrial Park)
Assessment District 4096 (Piper Rancﬁ Business Park)
City of San biego/MTDB Authority
) cc}nunun‘iry Facilities District No. 1 (Miramar Ranch North)
Community Facilities District No. 2 (Santaluz)}
_ Community Facilities District No. 3 (Liberty Station)
Cofnmuﬁi’ry Facilities District No. 4 (Black Mountain Ranch _Villﬁgc;s)
ConventionACcnter Expansion Financin g Authority |
. Public Facilities Financing Authority ofthe City of Saﬁ Diego
Reassessment District No. 1999-1
'Reassessment District No. 2003-1
Redevelopﬁlcnt Agency of the City of San Diego
San Diego‘Faciliti es and Equipment Leasing Corporation
San Diego Housmg Com:msszon | | |

. San Diego Open Space Park District No. 1+
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Exhibit B

A

- Related Entilfy Letter

Pursuant to Ordinance No. 0-19320 {the “Ordinance’™), the Disclosure Practices
Working Group (Group) has the responsibility to review the form and content of
information disclosed by the City in connection with securities issued by Related Entities
(as defined in the Ordinance). Accordingly, in order to fulfill such responsibiiity, vou
must submit this letter for approval by the Group, and you understand and agree that you
will not docket the Preliminary Official Statement or other offering document for
consideraticn by the City Council prior to submitting this letter to the Group.

You have received this ietier because [name of issuer] is a Related Entity. Please |
‘advise, by checking the appropriate box below, whether you are in receipt of any

information of the type referenced in the preceding paragraph,

0 We did not request, and did not receive, any information from a City employes

that we mntend 10 include in the Preiiminary Official Statement or other offering
document that is being prepared in connection with the securities being offered by [name
of Related Entity]. . : ' -

0 We received information from [name of City employee'],- a ccipy' of which is
attached, which we intend to include in the Preliminary Official Statement that is being

.prepared in connection with the securities being offered by [name of Related Entity]. We

understand and acknowledge that we are not authorized to include this information in
such Preliminary Official Statement or any other disclosure document until we receive
written authorization from a representative of the Group to include such information.

Related ‘Emity: .

Authonzed Officer:

B-1
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Exhibit C

The Financing Services Division of the City Treasurer’s Office is requesting information
from [department or division name] to be included in z detailed disclosure of the City’s
financial and operating data for an [official statement] {annual report] to bz issued by the
City in connection with {the sale of bonds or other securities] [federal annual reporting
requirements for municipal secunties). This information will be disseminated publicly to
the investing public, including bondholders, rating agencies, financial advisors and other
members of the investment community.

Federal securities Jaws require that the information be complete, accurate, and in no way
misieading. Please review carefully the information you are providing to be certain, to
the best of your kmowledge afier reasonabie inquiry of the appropriate persomns, that it is
accurate, complete and not misleading. Please be certain that the source documentation
is in all ways rehiable and auditable, should any future inquiry arise. Please provide a
“copy of all source documentation. Please describe any exceptions or other caveats to the
informatior you are providing.

Please review the information in its entirety, rather than simply updating that which has
already been provided, to determine whether any material changes have occurred or if
any new or additional information should be included to make the information you are
providing not misleading and as complete and accurate as possible.

P]easc provide the information by no later than {X date], and please advise of any
‘subsequent changes to such information through (Y date}. '

If you require’ additional -information regarding this reqitest for information, please
contact _ , at x .~ Thank you for your assistance:

C-1
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Exhibit D
Transmittal by Department Director

or Deputy City Manager

to Financting-Group

I am the [Department Director/Deputy City Manager] responsible for reviewing
the portion of the Disclosure Document that is attached.- This disclosure has been
reviewed by me and by each'identified Contributor, and was discussed at a mesting of the

department. .1 have also attached copies of any materials that were a source

For al} or 2 portion of this disclosure. I have reviewed and complied with the procedures

set forth in subsection C. of Section 4.3 of the Disclosure Controls and Procedures. I
have attended the federal se¢urities law training seminar conducted by the City's cutside
disclosure counsel. In the event of any material change to the attached disclosure
betwesn the date of this letter and the scheduled delivery date for the bonds (X datc) I
shall promptly advise the Financing Group.

" [Department director/Deputy City Manager]

Attachm‘ents

» reviewed msclosure
) source materials
o’ list of Contributors
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Exhivit E

)

[Underviriter’s/Financial Adwviso r_’sl_Cbnﬁtlénﬁality_Aome’.mam____.____..__'_

The [Undﬂrwm r/Firancial Advisor] acknowledges, represents and warrants to
the City that in connection with the preparation for and offering and sale of the Bonds,
the [Underwriter/Financial Advisor], its agents, employees and counsel involved in the
offering have been and will be provided non-public information by or on behalf of the
City, including but not limited to drafts of the Preliminary Official Statement and Official
Statement; the [Underwriter/Financial Advisor], its agents, employees and counsel
involved in the offering have been and will be provided such information for the purpose
of the offering and salc of the Bonds and not for any other purposs; and the Preimnary
Official Statement and Official Statement, and any supplements or amendments thereto in
accordance with the provisions of the Bond Purchese Agreement, constitute the only

. documents authorized by the City for dissemination of such informaton.

The [Underwrter/Financial Advisor] covenants and agrses to protect and’
maintain the confidentiality of such information and to take appropriate steps to assure
that its agents, employses and counsel invoived in the offering will not make use of such
information for any purpose other than the offer and sals of the Bonds.

Notwithstanding the. preceding two paragraphs, the [Underwriter/Financial
Advisor] has the right to use or to disclose any information: (i) which is, at the time of
disclosure, generally known or available to the public (other than as 2 result of 2 breach
of this Agreement); (ii) which becomes, at a later date, generally known or available to ( ;
the pubiic through no fault of the [Underwniter/Financial Advisor] and then only after :
said later date; (ili) which is disclosed to the [Underwriter/Financial Advisor) in good
faith by a third party who, to [Dndcrwntcr/Fmancxa] Advisor]'s knowledge, has an
independent right to such information and is under no known obligation not to disclose it
to the [Underwriter/Financial Adwsor] (iv) - which is possessed by . the
[Underwriter/Financial Advisor], as evidenced by such [Underwriter/Financial Advisor]’s
written or other tangible evidence, beforé receipt thereof from-the City; (V) to the extent
expressly required by any governmental, judicial, supervisory or regulatory authorities
pursuant to federal or state law, subpoena or similar legislative, administrative or judicial
process; (vi) in commection with the offering and sale of the Bonds if the
{Underwriter/Financial Advisor] or its counsel determines that confidential information is
material (within the meaning of the federal securities laws) and therefore must be
disclosed in connection with the offering and sale of the Bonds, provided, that the
[Underwriter/Financial Advisor] shall provide prior written notice thersof to the City (to
the extent permitted by law), including 2 copy of the proposed disclpsure or other use,
and shall have obtained the City’s wntten consent to such use if the offering has not
commenced; or (vil) the use of whi ch is consented 1o by the =xpress prior written consent
of the City. :

The:-[Underwriter/Financial Advisor] shall return all confidential matenal to the City

when the bond transaction 1s completed or their services are otherwise compisted.

E-1
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Zxhibit F

Letter from the Human Resources Manager

Financing Group:

I have reviewed the information in the. [Official Statement/Offering
Memorandum] that relates to employee relations, collective bargaining, pensions and
benefits, and litigation conceming current or former employees. 1 have also read and
understand the directions that were provided to me in the letter from the Financing
Group. In the event of any material change to the attached disclosure between the date of
this letter and the scheduled delivery date for the bonds (X date), I shall immediately
advise the Fimancing Group. [No information concerning the above categories was
included./I have no comments./My comments are attached.] '

-Human Resources Manager
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Exnibit G

Letter from SDCERS Representative

Financing Group:

I have reviewed the information in the [Official Statement/Offering
Memorandum] that relates to pension benefits and other retirement benefits, pension plan
funding, and litigatior concerning SDCERS. I have ajso read and understand the
directions that were provided to me in the letter from the Financing Group. In the event
of any material change to the attached disclosure between the date of this letter and the
scheduled delivery date for the bonds (X date), I shall immediately advise the Financing
Group. [No information concerning the above categories was includsd./I have no
comments./My comments are attached.]

SDCERS Representative

G-1.
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Exhibit H

Letter from City Attorney’s Office Regarding Litigation

Financing Group:

The litigation section of the Disclosure Document has been reviewed by the
appropriate attorneys, and the attached disclosure reflects all material current, pending or
threatened litigation, and describes any material settiements or court orders. For purposes
of this letter, the term “material” means (i) any Litigation threatened, pending or
commenced against the City seeking to prohibit, restrain or epjoin the 1ssuance, sale or
delivery of the Bonds, or contesting or affecting the validity or enforceabiiity of, or the
power of the Issuer to issue, the Bonds, (ii) any litigation the potential exposure for which
is greater than §$5, 000,000. In the event of any matenal change to such information
berween the date of this lefter and the scheduled delivery date for the bonds (X date), I
shall 1mmecnate]y advise the Financing Group

Deputy Clty Js;ttorm:y for Finance and

Dieclocure

e
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Exhibit I

Létter from City Auditor and Comptrotier
Financing Group:

I have reviewed the information in the [Official Statement/Offering
Memorandum), including particularly the financial disclosures, and I have compared the
financial disclesures in the Disclosure Document to the City’s Comprehensive Annual
Financial chort 1 have also read and understand the directions that were provided to me
in the letter from the Financing Group. To the best of my knowiedge, there are no
migstatements or omissions in any sections of the Disclosure Document that contain

escriptions of information prepared by or of inierest to the City Auditor and
Comptroller. In the event of any material change to the attached disclosure between the

" date of this letter and the scheduled delivery date for the bonds(X date), I shall

immmediately advise the Financing Group. [T have no- cornmcnts /My comments are
afttached.]

City Auditor and Comptroller




000130 .

ExhibitJ

1~

W

Municipal-Fipance-Disclosure-Reference Materials

Public Finance Criterie, Standaré & Poor’s (sce www.standardandpoors.com,
click on “Criteria and Definitions™ under “Credit Ratings™).

Ouestions to Ask Before You Approve a Bond Issue: A Pocket Guide for Elected
and Other Public Officials, National League of Cities; National Association of
Counties; National Association of State Anditors, Comptrollers, and Treasurars;
and the Govermment Finance Officers Association, Dec. 1996

Disclosure Roles of Counsel in State and Local Government Securities Offerin os,
American Bar Association, State and Local Government Law, and National
Association of Bond Lawyers, 1993.

Recommended Best Practices in Disclésurc, National Federation of Municipal
Analysts, 2004,

Makine Good Disclosure: The Role and Responsibilities of State and Local
Officials Under the Federal Securities Taws, Governmeni Finance Officers
Association, 2001. '

Dlsciosure Guidelines for State and Local Govemmcnt Secutites, Govsmmpnf
Finance Ofnc"rs Association, 1991,

J-1


http://www.standardandpoors.com

@001st
Exhibit K

PR |
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ITansmmiar 0 o ician

Statement by Financing Group
to Disclosure Group

Disclosure Group:

The Financing Group has, with respect io the [Official Statement/Offering
Memorandum], (i) performed the responsibilities set forth in subsection B. of Section 4.3
of the Disclosure Conwols and Proceduress, (ii) obtzined all the approvals and source
documentation described in said Section 4.3, copies of which are attached, and (1ii) in our
best judgment, the Disclesure Document 1s in substantally ﬁnal form and ready for

" review by the Disclosure Group.

Répresentative of Financing Group

- [list names of membets of Financing Group

K-1
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Exhibit L

Transmittal of Official

Statement by Disclosure Group—

To City Manager and City Attorney

City Manager and City Attomej:

The Disclosure Group has reviewed and approved the [Official
Statement/Qffering Memorandum) in accordance with the procedurss sst forth in Section
5.2 of the Disclosure Controls and Procedures. In the best judgment of the Disclosure
Group, the Disclosure Document 1s in final form and the Disclosure Group ha.s complied.
with the Disclosure Controls and Procedures.

Representative of Disclosure Group

.[list names of members of Disclosure Group}

L-1



000193$

Exhibit M

,C:rtiﬁcatipns--gi,;-e_it}éﬁcttdﬁnféy-éﬁd—‘(:w{n.ager
City Council:

I have reviewed the [description of Official Statement or Offering Memorandum],
and I have mst with and asked questions of the Financing Group, the Disclosure Group,
any Contributor, any other person who reviewed or drafied any section of the [Official
Statement/Offering Memorandum], and any other person that I thought necessary or
appropriate. [ hereby certify that, to the best of my kmowledge, the [Official
Statement/Offering Memorandum] does not make any untrue statement of a material fact
or omit to state a matenal fact necessary in order to make the statements mad.,, i the
light of th° circumstances undsr which they were made, not misleading.

City Manager/City Attorney
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Certification-by-City-Au djt—orjaﬁd—eem-ptno1-}H—R£ga-fdi-n-g—9£ﬁ cial-Statements

- City Council:

I have reviewed the [descripton of Official Statement or Offering Memorandum]
and cornpared the City Financial Statements with the Disclosure Document. In addition,
1 have reviewed the Disclosure Document in full to identfy any misstatement or
omnission in any sections that contain or omit descriptions of informaton prepared by or
of interest to the City Auditor and Comptroller. [ hereby certify that, to the best of my
knowledge: : : :

1. the D1sclosurc Document fairly presents, in all material respects, the financial
condition and results of operations of the City;,

2. the Disclosure Documcnt does not make any untrue statement of a material
fact or omit to state a material fact necessary in order to make the statements made, in th°
light of the 01rcumstanc=-s und=r which the y were made, not rmisleading; and

3. that thc financial statements and other financial information from the City
annmn1 Statements incinded in an-'h Disclagure Docnment, if any, fairly an:FnT i all
material respects the financial condition and results of operations of the Clty as of, and
for, the penods presented in the City Financial Statements,

City Auditor and Comptroller

N-1
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Exhibit O

Cerfifi canon_bj)_ClryAudJmLa.nd_ComplmllaLRﬁcardmo CAFR_

City Council:
1 hercby certify that, to the best of my knowledge, as of the dat: of the CAFR:
1. the mrormat:on contained in the [Fiscal Year] CAFR fairly prcscnts in all

material respects, the financial condition and results of operations of the Cll‘y as of, and
for, the penods presented in the CAFR; and

2. the CAFR does not make any untrue statement of a material fact or omit to
state a material fact necessary in order to make the statements made, in the hbht of the
circumstances under which they were made, not misleading,

'City Auditor and Comptroller

O-1
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sdCERS

S Dicge i Epiomees
Retirement System

DAVID B. WESCOE

Retirement Administrator

January 31, 2007

Jay Goldstone

Chief Financial Officer
The City of San Diego
202 C Street, M.S. 5A

San Diego, CA 92101

RE:  Status of Kroll Remediation ltems Involving SDCERS

by g Tmwre
Licar Jay.

We are providing vou with an update regarding the remediation iiems contained in Kroli's
August 8, 2006 report identified by your racking number.

97.

98.

The Audit Committee concurs with actions being taken by the Retirement Administrator _
to establish a financial reporting funcuon within SDCERS. (Page M-9)

My letter to Lynn Turner, dated July 12, 2006 (Attachment 1), déscribes SDCERS’
Financial Reporting and Administration Division, which has been expanded to include
four accountants, one management analyst and three support staff—the most

- experienced and talented financial team in SDCERS’ history.

SDCERS should develop a comprehensive methodology to identify, Uacﬁ, and recover
overpayments made to deceased pensioners. (Page M-25)

In January 2005, SDCERS’ Benefits Administration Division implemented o
comprehensive review of deceased Member and Beneficiary accounts. This review
includes identifying, tracking and recovering overpayments to deceased Members and
Beneficiaries. In September 2006, SDCERS improved this process by implementing
monthly social security number “death maiches.” As a result, outstanding
overpayments have all but been eliminated.

email:dwescoe@sandiego.gov * website: www.sdeers.org

401 B Street * Suite 400 * MS 840 * Sar Diego, CA 92101 » tel: 619.525.3600 » fax: 619.585.0357
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Jay Goldstone
January 31, 2007

Pageeoolgg

.99,

SDCERS shouid re-bid the contract for the performance of its actuarial valuation every

100.

-101.

112

e the-necessary-tools- available-to-effectively-and- efficiently-camry-out-its-fiduciary-duties:

five-years-and-that-the actuary not be snsaged for mors thantwo-frve-year-terms—(Pages

260 & M-12)

In 2005, SDCERS contracted with Cheiron for valuation years ending June 30, 2005
through June 30, 2007. While the contract provides for a five-year automatic
extension, it may be terminated by SDCERS without cause at any time.

SDCERS should require its investment consultants and fund managers to annually
complete a Vendor Disclosure Form that calls for disclosure of all information regarding
remuneration paid or received related to funds managed for SDCERS, as well as its
business dealings with the SDCERS investment consultant. (Pages 258 & M-10)

SDCERS’ investment consultant discloses any relationship where - they receive
remuneration from investment managers. In addition, SDCERS requires disclosure
from its investmen! managers of any soft dollar arrangements involving SDCERS’
assets.

Investment consultants and managers should be advised that a failure or delay in filing
the annual disclosure will result in a penalty, including termination of services. (Pages
258 & M-10) :

Failure by any firm to disclose the information outlined in response to item 1 00 above
can result in penalties up io and inciuding termination of their contract with SDCERS.

The Retirement Administrator and CFO of SDCERS should annually include in the
SDCERS' CAFR a signed management report on the financial statements and disclosures
which include a statement of SDCERS' responsibility for estabiishing and maintaining an
effective system of internal control over financial reporfing and disclosures; 2 statement
setting forth SDCERS' assessment of the effectiveness of the internal controls; 2
statement that based on their knowledge, the CAFR does not contain any untrue
sratement of a material fact or omit to state a material fact necessary to make the CAFR
not misleading; and a statement that the financial statement and other information
included in the CAFR fairly present in all material respects the net assets and activities of
SDCERS for the period presented. (Pages257 & M-9)

We agree with this recommendation, and we intend fo include the report and
statements in SDCERS’ 2006 CAFR.

To address Board authority and pursue administrative excellence, the controlling
documents should be reviewed and, if necessary, modified 1o ensure that the Board has

(Page M-25)




Jay Goldstone
January 31, 2007

Pag6600199

The Navigant Consulting report, issued on January 20, 2006 (seven months prior to

113.

114.

119.

the_issuance_of Kroll’s report), Fontained numerous—recommendations—involving

SDCERS’ corporate governance, actuarial soundness, benefit payments, staff and
internal audit. (4 copy of Navigant's report is availabie on-line ar www.sdcers.cont}
An ad-hoc SDCERS Board Committee was established in January 2006 to review
Navigant’s recommendations, and the Commitee issued its final report on November
3, 2006. (Attachment 2} '

Over the next several months, SDCERS’ Business and Governance Comumnitiee,
together with our General Counsel and Chief Compliance Officer, will review all
existing SDCERS policies ‘and applicable City ordinances to ensure that all SDCERS
policies and City laws reflect best practices in the public pension area.

The controlling legal documents must make the Board's authority clear related to

" investment policy, actuarial assumptions, sysiem budget and policies, retention of outside

professionals, and adminisirative rules. (Page M-25)
They do.

The chief accountihg:ofﬁccr of SDCERS should have adeguate prior experience with
investment operations and financial reporting and disciosures. (Pages 258 & M-10)

As discussed in item 97 above, effective on July 10, 2006, the CFO position was
elevated to report directly to SDCERS’ CEQ. The current CFO, Bob Wilson, has a BS
in accounting and has had a long career with the City of San Diego’s Auditor and
Comptroller Department prior 1o his appointment as Assistant Administrator at
SDCERS on November 1, 2005. Mr. Wilson’s resume is attached to the July 12, 2006
letter. (Attachment I) ' '

SDCERS should have standing committees to address board governance, compensation
and evaluation of the Retirement Administrator, investments, and an audit and
compliance committee. (Pages 256 & M-9). '

SDCERS’ standing commitiees include Investments, Business and Governance,
Executive, Audit and Disability. Sections 3.00 through 3.04 of SDCERS’ Board Rules

are enclosed. (Atiachment 3)

SDCERS should adopt a formal charter for cach committee which should be updated no
Jess frequent than every three years. Pages 237 & M-9)

The Audit Committee’s charter is attached. (Attachment 4) Charters are being drafted

for-the--other-B oard—s-tand—ing—-committees,—-ana’—‘thei-r-respausibi[iz’ies—are-outlin ed-in
SDCERS’ Board Rules.

401 B Street » Suite 400 » MS 840 » San Diego, CA 92101 « tel: 619.525.3600 » fax: 619.595.0357
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SDCERS-must-be-free to_retain 1ts_ own iAdependent leval-counsel—(Pages260-&-M-12)

It is. SDCERS vigorously asserted its right o retain its own independent counsel in
litigation with the City Atlorney of San Diego and prevailed. On November 6, 2006,

SDCERS hired Christopher W. Waddell, formerly the General Counsel of CalSTRS, as

its new General Counsel

I hope these answers are satisfactory. If you have additional questions or need any other
information, please let me know.
Sincerely,

\ 10—

David B. Wescoe
Enclosures
cc:- Council President Scott Peters

Julie Dubick, Mayor’s Office
John Dyver, CPA
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