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August 7, 2007 

Mr. Kelly C. Bowers 
Senior Assistant Regional Director 
Securities and Exchange Commission 
Los Angeles Regional Office 
5670 Wilshire Boulevard, 11th 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 
JU11C / j X U U / o i i u l a i n t t iw J J I W - W O O v*J-^Aw^<i*i**i& • * * " * " * — ' • • - 1 

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, 

^ 

JayM. 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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Audit Committee 
August 6, 2007 

Overview 

• Components of the response 

Timing of response 

Audit Committee's comments/input 

8/6/2007 
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The Response 

• Describe work completed to date 

• Provide the 6 Kroil remediation status reports 

• Respond specifically to each of the 5 areas 

• Acknowledge work still to be done 

^dSSclL^ G^U^LAU MspdY^JL-^ 

8/5/2007 

BM- j iM j i " 

Internal Auditor 
• The appointment of an Interim Internal Auditor 

• Development of Risk Assessment 

• Recruitment process 
19 applications 

« July 26th - 7 candidates interviewed 
e August - Top 2 candidates to be interviewed 
a Late August - Possible offer to be made 

v 
8/6/2007 
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Audit Committee 

Acknowledge the establishment of a 3 Council 
Member Audit Committee 

( • July 30th Meeting - 3 technical experts added in 
an ex-officio capacity / * - . 

• Apprise of work performed 

• Share copy of Charter, Bi-laws aYi^ Statement 
of Operating Principles 

• Mention work of Charter Review Committee 

' ^xruifui: 

8/6/2007 

aawrwSy 

Financial Accounting System 

Council approved the acquisition of SAP 

July 2008 - Implement Core Financial System 

January 2009 - Implement Payro!l/HR System 

6/6/2007 
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Role of Chief Financial Officer 
Establishment of the CFO position 

The consolidation of financial oversight 

Separation of the Internal Auditor from the 
Comptroller 

Work of the Charter Review Committee 

8/6/2007 

Disclosure Process 
• Establishment of the Disclosure Practices 

Working Group (DPWG) 

• Provide DPWG's Disclosure Controls & 
Procedures 

• Cross-disciplinary internal working group 

p-bty will take under advisement "shelf-like" 
^ disclosure system 

8/6/2007 
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Next Steps 

• Receive Audit Committee Comments- , 

• Inform SEC of anticipated September response 

• Present "final" letter to Council Sept. 4th 

• Mail letter 

8/6/2007 
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O F F I C E OF THE INDEPENDENT BUDGET ANALYST REPORT 

IBA Report Number: 07-80 Date Issued: August 29, 2007 

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 

. * \A 

DIVEEStTY 

RECAP OF INDEPENDENT CONSULTANT/MONITOR CONTRACT 

The purpose of this report is to provide background information 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 issue 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 3A • San Diego, CA 92101 

Tel (619) 236-6555 Fax (619) 236-6556 
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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.S,. 2 00 7._Mr.JK.elleiJndicated.he-requested.an.extens ion 
in order to allow for items that were underway to be finalized and reflected 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 is 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 7th 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 23rd. It was provided to the 
Chair of the Audit Committee at the end of the week and to the City Council on Monday, 
July 30th. Timely distribution of important SEC communications is critical to both 
branches of government, 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 audit function and hiring a qualified internal auditor 
Completing the organization of the Audit Committee and selecting citizen 
advisors and professional consultants to advise them 
Upgrading to a new financial accounting system 
Reevaluating the roles and accountabihty 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 to 
clarify whether the response should come from him or directly from the City. Mr. Keller 
-noted4hat-tfie-'City-should-be-responding-dire^^ 
(Mr. Keller's) recommendations." At a special Audit Committee meeting of August 6th. 
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 4th, 2007 - the first Council meeting following legislative recess. In a letter 
sent on August 7th, 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 23rd, 2007. 

This report is provided for information only. 

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, 11th Floor 
Los Angeles, CA 90036-3648 

Dear Mr. Bowers; 

iPfe 

This is in response to your July 23, 2007 letter to Messrs.$ohn Hartigan and Stanley Keller regarding Mr. 
Keller's "Initial Report of Independent Consultant" dateSSune 7, 2007. ^ I I S ^ 

Let me first assure the Securities and Exchange Commission (»SEG)ftHat I take the need to reform City 
government very seriously and this has been a top priority of mihlllver since taking office neaiiy 20 
months ago. To this end, there have been a number of initiatives Lhave.already taken forward and that 
have been approved by the City Council. Manylmonyare underway ahd|vill be brought forward as they 
are completed. Attachments i through 5 discuss^ffiCi^Js^rogress on implementing the 
recommendations found in the "Report of the AuSit Comraittee'",(Kroil Report) dated August 8, 2006. 

Speaking specifically to the^^mSoendations in M%Reller"s report and noted in your letter: 

1. The City must finali/e the infernal audit function and hire as soon as possible a qualified 
internal auditor. 

The Cityiconcuri w itli this recommendation and is in the final stages of filling the internal auditor 
positionf^lntemews of sevemfmalists were held on July 26, 2007 and the top two candidates 
have been interviewed. A finalidecision and offer will be made shortly and an announcement 

siyiit HfeifiF5 "̂ ' ' I ' l l rS^ r̂f* 

smade once an agreement for employiment is reached. In the meantime, in May of this year I 
appointed a well-qualiiuld Interim^Internal Auditor who has re-activated the Internal Audit Unit, 
including t̂he development of a City-wide risk assessment. 

2. The Audit#bmmitteefshouId complete its organization as quickly as possible by selecting 
citizen advisemandipfofessional consultants, as necessary, to assist the Audit Committee in 
discharging itfnlesponsibilities. 

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. 

CITYADM1NISTRAT.ON BUILDING, 202 C STREET, SAN DIEGO, CALIFORNIA 92101 (619) 236-6330 

© FnnleO on recyded paper 
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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 three 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 Review'Committee comprised of one 
member nominated by each Council Member and seven appointed^by me. The charge of the 
Committee is to review a number of Charter related issues.and ultimately submit recommended 
Charter amendments to the City Council. This is to be completed by September 2007 for 
consideration for inclusion on the June 2008 ballot. QheVof the items beihgrdiscussed is to amend 
the Charter to establish a permanent Audit Committee, as well as suggestingithespermanent make­
up of the Committee. 

a s s 3. The City should upgrade to a more modern andVeliable^financial accounting'system so as to 
uiiimaieiy improve financial reporting. 

The City concurs with this recommerTdation and has already''selected a new software vendor. The 
current schedule calls for the implementation'of a.new core financial-system by July 2008 and the 
human resources/payroll system by January 2009^>'-1his is moving,as fast as can reasonably be 
expected. Y*. J^^^^>^--^ 

4. The City should re7evaluate>the role and accountability'of its Chief Financial Officer and 
consider having the same person serve as the Chief Financial Official and Auditor and 
ComptrollerP" 

Upon taking office, i established-theCity^sTirst ever Chief Financial Officer (CFO) position. As 
partqf;thiS(action J consolidated all financial related activities and responsibilities under this 

^ 7 ? ^ 
position. Aboutone^ear aftenthe establishment of this position, the City's Auditor and 

^Comptroller left tHe,City, providlng>the City with an opportunity to take those responsibilities and 
^^assign them specifically^to the CFjOr This is the first step in separating the internal audit 

responsibilities from thefcomptrdller duties and is consistent with a recommendation made by 
KrolK&igain, because offan opinion by the City Attorney, this Kroll recommendation cannot be 
fully implemented without a Charter amendment and is also an item of discussion by the Charter 
Review Committee. 

5. The City should^continue 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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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-officicrfmember)1 designed to 
ensure communication between City departments, to create a clearinghouse to discuss and debate 
best practices with respect to disclosure controls and procedures^and.to directly address the 
deficiencies cited in the Vinson & Elkins report. The objectives ofitfie:DPWG are twofold: to 
ensure the compliance of the City (and the City Council.CIty.officer^and^staff in the exercise of 
their official duties) with federal and state securitiesjaw&and to promoteHhefhighest standards of 
accuracy in disclosures relating to securities issuedjb'y the City. 

The City is carefully reviewing the suggestion'of thevLndependent Consultant, including the 
evaluation of so-called shelf-registration models currently innise'by a limited number of public 

cumbersome to ensure the timely process of documents as.theX:ity regains access to the public 
markets. The City has adopted impr6yed|procedures for the'reyiew of its Comprehensive Annual 
Financial Reports which can serve as tKe^basisjfor such a shelf-registration process should it 
proceed in that direction. The City is mihdful^lfdweyer, that its current disclosure regime has 
made significant improvements to the CitviS conlrdlsiregarding.the release of financial 
information to the puWic^capital markets. Accordingly, anyplielf-regi strati on model would take 
into consideratioivprdce&uresh'currently in place which were designed to ensure that the City 
would not make*misieading*statements or omissions to the market place in the future. 

In addition to the above, the^ityjs moying^fbrward on many fronts, including having issued its fiscal 
year 2003 and 2004 Comprehelisive/Annual^Financial-Reports, implementing additional Kroll 
remediation recommemlations, working on strengthening its internal controls and filling key positions. 

Sincerely,{ 

Mayor Jerry Sanders 

Enclosure: Attachments. 1-9 

Cc: Audit Committee/City 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 

Subject: Kroll Remediation Status for October 16, 2006, Council Meeting 

^ ^ /K-— -pj^ ^ ^ < ^ f C ^ 

in my memorandum dated August 24, 2006, I 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 will 
meet with you to discuss the following: 

• Status of remedial items identified for completion in September 2006 (items 1-6, 
46-47. 48.ii. 84-86) * 

• 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 
120.1) 

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 closely associated with item 4 from my 
prior memorandum. 

Attachment A - Financial Operations Organizational Charts 

Cc: City Attorney 
BA 
Chief Operating Officer 
Chief Financial Officer 
SDCERS 
John Dyer 



0 0 0 0 1 9 I • Remedial Items due September 2006 

jtk.jCompletedJtems. 

Remedial Category- City Actuarial Services 

46. The City should periodically, but no less frequently than every three years, retain 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 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 
completion is the result of additional work assigned by the City in order to 
assist with the calculation of the City's Net Pension Obligation for the 2003 
CAFR. Revised due date for the report is November 2006. 

Remediai Category- Deferred Maintenance 

48. We recommend that the Mayor and the.Budget Director establish a process to 
identify and prioritize 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 tofunding deferred maintenance and unfunded 
procurement should be changed to allow for increased funding in these areas. 
(PageM-21) 

In responding to this item, the Mayor's August 24, 2006, memorandum identifies 
four specific components (i, ii, iii arid iv). Only items i and ii are addressed below. 

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

Status: Complete. 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. 

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



0 0 0 0 2 0 I - Remedial Items due September 2006 

B. in Process Items 

"Remeaiai uategory - 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 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 assignment. (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 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 
duties following consultation 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 to the 
November 13th, 2006. Council date, where a detailed presentation will be 
made. 

Remedial Category - Reconciliation of Accounts 

84. 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) 

85. The City should develop 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 Comptroller's and Treasurer's 
staff. (Page M-16) 

Status: In process. Cash for fiscal years 2003 and 2004 have been reconciled and 
reported to the City's external auditors. The establishment of a formal 
documented process will be complete by November 2006. 
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86. City Departments should reconcile all accounts receivable and deferred revenue 
aGGaunts4G^idppert4n§4nfQHTiat%n^f^riod^Bds^Supervis0r-s-sh©uld^eview-these-
reconciliations for completeness and accuracy. (Page M-23) 

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 to be updated. Subsequently, 
appropriate City employees require training on the process. Finally, the 
processes (by department) need to be tested to confirm operating 
effectiveness. Revised completion date is June 2007. 



II -S ta tus of the implementation of the Organizational Structure for 
A n n n 9 2 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. Some reported up to the City 
Manager through a Deputy and Assistant City Manager while 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 I made upon 
taking office was to create the position of Chief Financial Officer (CFO) 
who is responsible for what I 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 Comptroller (Auditor & Comptroller), Director of Financial 
Reporting (Financial Management), Director of Debt Management (Debt 
Management), gnd City Treasurer (Treasury) report directly -to the CFO. 

8. The Director of Planning, Budgetingand'Finaricial Analysis (Financial 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 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 should report to the CFO and have principal responsibility for alt 
treasury functions for the City. (Pages 246 & M-2) 

10. The CFO should have primary responsibility for, and have as direct reports, 
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 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 to actual results year-to-date, analyses of variances, and a quarterly 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) 



000Q23 
I I - S t a t u s of the Implementation of the Organizational Structure for 

Financial Operations 

TZ. TfteXfty" I reasurer shoulS report 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 Comptroller responsible for accounting and financial 
reporting, including preparation of the CAFRs and reporting to the CFO. (Pages 
245. 246 & M-2) 

14. Establish the position of Director of Financial Reporting responsible 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 ballot 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 distinct deiineation of duties will be established once the Director of 

\ Financial Reporting position has been created. i , 
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Since the delivery of my August 24, 2006, memorandum on "Responses to 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 and often provide some additional 
ri^rity"The^^adHitTonallteitis are discussed15ilowr-A"s~discijss'e'd"in"mv"coven 
memorandum to this document, any number listed below that is a 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 reported items. 

Remedial Category - Oversight Monitor 

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

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

Response: After the City appoints a Monitor and receives quarterly reports on the 
progress of impleniehfatiori, these reports will be macie public on the City's 
website. 

Remedial Category - Audit Committee, Forrhatioh arid Duties 

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

20.1. Additibnal item. The City's Audit Committee should approve the annual 
compensation of the Auditor General ahd-the annual budget forthe" Auditor 
General's staff. (Page M-5) 

Response: Requires City Charter Change. Due date is June 2008. 

Remedial Category - Disclosure 

52 Original Item. The City Gouncil should have at least two weeks to review 
substantially completed drafts of a preliminary offering statement before it is asked 
to vote to approve";the final document. (Pages 263 & M-14) 

52.1. Additional Item. The City Council members should also establish a reasonable 
period of time for the review of a final offering statement document, with marked 
changes from earlier drafts. (Page M-14) 

52.2 Additional Item. The City CAFR is an integral component of the financial 
information provided as part of any debt issuance; the City'Council should review 
and approve its use following the same procedures as offering staterhents. (Page 
M-14) 
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-Add i t i ona l Remedial Items Identified 

Response: City Council should establish a reasonable period of time by December 31, 
2006. 

Remedial Category- Financial Reporting 

57 Original Item. At 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) 

57.1. Additional Item. Inter-departmental transfers to meet budget goals, or for any other 
purpose, should not be permitted unless approved in advance by theGity Council. 
(PageM-13) 

Response: It-is staffs 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 |n prior fiscal years., Jnjaddition, the City .Council,- through the 
Business Process Re-engineering (BPRJ Ordinance still has the authority 
to review and take action on any and all movement of funds which result 
from BPRs prior to staffs processing any transfers. The City Council will 
be asked to approve the ultimate movement of funds via an amendment to 
the Appropnsticn Ordinance periodicaSly tMrouyhout ine.fiscal year. 

Remedial Category - City Funding of SDCERS > 

107 Original Item. .The Oity and SDCERS should make, a voluntary disclosure through a 
self-reporting process tothe .IRS of. the amount igfany imprpperrdiversiqn of funds 
used to pay retiree health care benefits and cooperate with the IRS to bring the City's 
retiree healthcare funding into full compliance. (Pages 259 & M-11) 

107.1 Additional Item. 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 Obligation on its balance 
sheet, it has.disclosed its actuarially developed liability inthe.tfansmitta! 
letter o*f the fiscal year- 2003 CAFR. It will do the same In'airsubsequent 
CAFRs and will begin reporting its Net OPEB Obligation in fiscal year 
2008. 

Remedial Category- SDCERS Board Structure 

118 Original Item. Prior to any appointmenVeach potential appointee be required to 
complete a written 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 be shared with the Business 

and Governance Committee of the SDCERS board. (Page M-9) 

Response: City staff will work with SDCERS. 

120 Original Item. SDCERS should adopt a formal charter for each committee which 
should be updated no less frequent than every three years. Pages 257 & M-9) 

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-9) 

Response: Staff will work with SDCERS staff. 



FINANCIAL MANAGEMENT 2005 

Citizens 
City 

Attorney 

Mayor & 
City Council 

City Auditor & 
Comptroller 

City 
Manager Accounting 

Services 
Audit 

1 
Financial 
Systems 

Assl. City 
Manager 

O 
O 
o 
CD 
ro 

Deputy City 
Manager 

Financial 
Management 

City 
Treasurer 

Emerge 
Services 

ndy 

Budget & 
Management 

Services 

X 
General 

Accounting 
Business and 
Renlal Unit 

Tax 
Investments Fina 

SerV 

Special 

AKachr 

Medical 
Program 

icing 
ides 

D stricis 



2006 DEPARTMENT OF FINANCE 

Ronne Froman 
Chief Operaling Officer 

Jay Goldstone 
Chief Financial Officer 

Auditor & ComplroIIer 

John Torell 

Corporale Sponsorship 

Jenny Wolff 

Policy 
Developmenl 

Endowmenls 

Dan Weinberg 

FinancialManagemenl 

Mary Lewis' • 

Inletnal 
Audil 

Gpneral 
Accounting 

Financial 
Reporting 

Operations' 
Financial 

1 "S'yslem 
Oversight 

Payroll 

Debt Managemenl 

Lakshmi Kommi 

Treasury 

Gail Granewich 

o 
o 
O 
O 
f O 
0 0 

Revenue i l 
Financial '• 
Planning 

Budget/ 
FMIS/ 

Training 

CIP/Dept 
Ltason S 

Currenl Yr. 
Monitoring 

Investmenls 
Treasury 

Operalions 
Revenue 

tdleclions 

AlIacMmenl A 

Audil A 
Appeals 



APPENDIX N 
OF THE KROLL REPORT 

PROPOSED FINANCIAL REPORTING REORGANIZATION 

City Council 

Audil Commiltee 

Auditor General" 

Internal Audit 
Staff 

City Attorney 

Disclosure Practices 
Working Group 

Comptroller 

Director of 
Financial 
Reporting 

MAYOR 

CFO 

Treasurer 

NOTE: Support lo the Audil Commitlee would be prov''*—' by Ihe CI-0 and Auditor General and Iheir SlafTs. 

AUachn V 

Director 
Planning, B jdget 

and Analys, 

O 
O 
o 
o 
ro 
cc 



000 OK 
Attachment 2 

> 

OFFICE OF MAYOR JERRY SANDERS 
CITY OF SAN DIEGO 

MEMORANDUM 

Date: 

To: 

From; 

Subject: 

October 30. 2006 

Honorable Members of the Citv Council 

Mayor Jerry Sanders i3> 
Kroll Remediation Status f i r November 13, 2006, Council Meeting 

In my memorandum dated August 24, 2006,1 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. In my memorandum dated 
October 5, 2006, I updated you on the status of items 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, 2006. 
• Status of remediai 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. 2006, Council. Meeting 

Attachment B - City Employee Waste, Fraud, Abuse and Ethics Hotline Policy and 
Procedures Manual (Draft) 

Attachment C - Anonymous Submission of Suspected Wrongdoing (Whistieblowers) -
issues for Government Audit Committees to Consider (source: AICPA) 

Attachment D - Interest Allocation Remedial Documentation 

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

A. Items Previously Reported Complete \ 
-Kr-0H-i4ennsJM-2746-4^r48(i)r57-1-r1-97-1 - see my-memorandonrdate'TOctoberb, 200'6" 
(refer to Attachment A). • 

B. I t e m s C o m p l e t e d D u r i n g th i s R e p o r t i n g Per iod 

Remedial Category - Audit Committee - Formation and Duties 

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

Status: Mayoral Office of Ethics and Integrity (OEI) task complete; awaiting meet 
and confer process results and formation of Audit Committee, see section 
It.B. The OEI has drafted a policy and procedures forthe City's hotline 
process. Refer to Attachment B. In drafting the policy and procedures, the 
OEI used the American Institute of Certified Public Accountants (AICPA) 
tool kit for "Anonymous Submission of Suspected Wrongdoing 
(Whistieblowers) - Issues for Government Audit Committees to Consider." 
Refer to Attachment C. 

The policy and procedures include protection for whistieblowers and meets 
the recommendations of Kroil Report item 24. The OEI is in the process of 
"meet and confer" with the City's unions regarding the policy and 

^procedures manual. Once the Audit Committee, is in place, the policy and 
procedures will be reviewed by the Committee and changed if necessary 
(after "meet and confer" with the unions). 

Remedial Category - Budget Policies and Practices 

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

Status: Complete. The City's Fiscal Year (FY) 2007 budget is complete and will be 
distributed in November. Included in this document is a section that describes 
the assumptions used 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 tool for the City Council to 
compare budgeted 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 assumption's will be compared 
against actual experience for prior years. 
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000034 

Remedial Category - Financial Reporting 

54. The City budget should be presented by month, by department. (Pages 261 & 
—-.- IJ) . - . - . 

55. At least quarterly, a report should be prepared reflecting budget-to-actual 
comparisons by department in aggregate, with an explanation of significant 
variances, to be disseminated 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. At 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) 

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 Sumrhary Report was presented to the City Council. 
This report contains a final uudyet-to-actuai cornparison, dlong 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 internal 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. 
Refer to Attachment D. The CFO briefed Macias Ginni & O'Connell on the 
remediation documentation and received positive feedback. 

Remedial Category- Reconciliation of Accounts 

84. 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) 
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85. The City should develop and implement a timely and less cumbersome bank 
reconciliation process to clearly reconcile bank and the general ledger baiajTces. 

~~ The imp roved-prnnRSS ^fimldJadlitatp.Jimely-nomplptiQpypa^fw^fH^^if^w-f^r-r^ptirtn-
of errors, and enhance communication between the Comptroller's and Treasurer's 
staff. (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 internal 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. I tems I n -P rocess P r e v i o u s l y R e p o r t e d 

Kroll Items 1-6 and 86 - see my memorandum dated October 5, 2006 (refer to 
-AttachmentrA) . ._. . . _. „ . - . 

There is no update to the status of Kroll item 86. Updated status for Kroll Items 1-6 is 
presented below. 

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 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 assignment. (Pages 263 & 
M-14) 

3. The Monitor should have complete and unfettered access to all City and SDCERS 
personnel and records! (Pages 263 & M-T4) 

4. The Monitor should make quarterly reports 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 
duties following consultation with the City. (Pages 263 & M-14) 

Updated Status: in process. Meetings are being scheduled with the Council and the City 
Attorney to discuss the Kroll recommended monitor. The Mayor will 
bring "forward a monitor recommendation(s) as soon as possible but no 
later than January 3"i, 2007.The scope of duties, term of retention and 
qualifications will be consistent with the Kroil 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 approval of the contract entered into between the City and the 
monitor. 

B. I t ems I n - P r o c e s s D u r i n p th is R e p o r t i n g P e r i o d 

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 
would be nominated by the Mayor and confirmed by the City Council. (Pages 251 & 
M-6) 
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19. The City's Financial Reporting Oversight Board should be eliminated as redundant 
to the Audit Committee. (Page M-6) ; 

^D.S 

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

21. The Audit Committee should meet quarterly, or more often if necessary, with the 
City's independent auditors, the City's Auditor General and the 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 Committee and 
Auditor General to perform internal audits of materiaf matters they reasonably 
believe to be warranted. (Page.252) 

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 Audit 

. Committee. (Page 252) 

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

Status: Lona Term Plan - A City Charter change is required to fully meet all the 
Kroll Report Audit Committee recommendations identified above. The 
Mayor "requests the City 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 
general election. -

-/ <>f<:W?X 

• Short Term Plan - Until the above Charter-change can be effectuated, the 
Mayor'requests the City Council direct the City Attorney to amend the 
Municipal Code1, using the Kroll Report language as modified below, to 

b t k : n / ^ $ convert the Financial Reporting Oversight Board into the Advisory Audit 
Committee which wilLserve as an advisory board to the Mayor and City 
Council. 

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) No change. 

19. The City's Financial Reporting Oversight Board should be 
eliminated as redundant to the Audit Committee. (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 

nr, ! 251 &'M-6) 

1 San Diego Municipal Code, Chapter 2: Government, Article 6: Board and Commissions, Division 17: 
Financial Reporting Oversight Board 
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II. Remedial Items In-Process 

21. The Audit Committee, in conjunction with the Mayor and Citv 
Attorney, should meet quarterly, or more often if necessary, with the 

^ ^ ^ G i t y ^ n d e p e n d e n l auditoTS7the^1ty'5TrAudttDrGeneral"aTidTth'e~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 Committee and Auditor General to perform 
internal audits of material matters they reasonably 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 Mayor and Citv 
Council, should have responsibility for the establishment and 
monitoring of effective policies and procedures for dealing with 
"whistleblower" complaints, including an interna! hotline. (Pages 
252 & M-6) 

Remedial Category - 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 to add criminal penalties for such conduct. It 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 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 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. 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) 

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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44. Ongoing expenditures should be supported by ongoing revenues; capital projects f > 
sbQuyideDtj|y=MJu^^ - - -
andHndirect^osts^oreaclrETrterpris^Ftin'draStivities supponed Dy user tees should 
be fully cost recoverable; 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 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. (F'ages M-14 & M-15) 

Status: A General Fund reserve policy will be presented to the Budget and 
Finance Committee at its November 29th 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 contingency for unanticipated expenses approved by City 
Council during a given fiscal year. 

Remedial Category - Retirement Benefits 

87. The City Council and employees should develop realistic retirement plan 
parameters for future City hires. This includes positioning the City to attract and 
retain the iaieni needed to meet the citizens1 expectations for services, not be 
viewed as providing excessive benefit levels, and creating a plan the City can 
afford. (PageM-25) .. "j 

Status: A benchmark study of health and retirement benefits for all employees is in 
process. Additionally, benchmark studies of police and fire compensation 
are in process. 
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OFFICE OF MAYOR JERRY SANDERS 
CITY OF SAN DIEGO 

MEMORANDUM 

Dale: October 5, 2006 

To: Honorable Members of the City Council 

From: Mayor Jerry Sanders ^ ^ / V -— X ^ V^tf ' tW crz!^T^c^a-~-~ 

Subject: Kroll Remediation Status for October 16, 2006, Council Meeting 

in • ny meinoranduin dated Auyust 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. On October 16, 2006, my staff will 
meet with you to discuss the following: 

• Status of remedial items identified 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) 

• Additional remedial items identified (items 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 closely associated with item 4 from my 
prior memorandum. 

Attachment A -•Financial Operations Organizational Charts 

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

Remedial Category-City Actuarial Services 

46. The City should periodically, but no less frequently than every three years, retain 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 City. (Pages 260, M-11 & M-i2) 

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 
completion is the result of additional work assigned by the City in order to 
assist with the calculation of the City's Net Pension Obligation 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 to 
identify and prioritizedeferred 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. 
(PageM-21) 

In responding to this item, the Mayor's August 24,- 2006. memorandum identifies 
four specific components (i, ii, iii and iv). Only items i and ii are addressed below. 

i. (48.1) Development of a Facility Category Index to identify facilities.and assets 
critical to' the mission of the City and prioritize those assets for funding to 
address deferred maintenance requirements. 

Status: Complete. 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. 

ii (48.ii) Developmenl 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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S. In Process items 

:BftmeriiaTCateglary"Qv6rsigKt"MQrutQrL 

) 

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 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 assignment. (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 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 
duties foiiowing consuttation with the Ciiy. (Pages 265 & 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 to the 
November 13th, 2006, Council date, where a detailed presentation will be 
made. 

Remedial Category - Reconciliation of Accounts 

84. 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) 

85. The City should develop 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 Comptroller's and Treasurer's 
staff. (Page M-16) 

Status: In process. Cash for fiscal years 2003 and 2004 have been reconciled and 
reported to the City's external auditors. The establishment of B formal 
documented process will be complete by November 2006. 



000045 
I - Remedial Items due September 2006 

86. City Departments should reconcile all accounts receivable and deferred revenue •* \ 
accounts to su^portingJjiLc^atJQn^ — - ' _ .. 

^___J«concUJation"^f^ompleteness^nd"3ccara"cyrXPage M-"23] 

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 to be updated. Subsequently, 
appropriate City employees require training on the process. Finally, the 
processes (by department) need to be tested to confirm operating 
effectiveness. Revised completion date is June 2007. 
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Remedial Category - Organizational Structure 

-Tr^^^Centralize accounta^ilitvfor1he^accuracy_and-Cr.edi5ni.t^:hf"thfi CitvlsliirianciaJ 

) 

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. Some reported up to the City 
Manager through a Deputy and Assistant City Manager while 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 I made upon 
taking office was to create the position of Chief Financial Officer (CFO) 
who is responsible for what I 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 Comptroller (Auditor & Comptroller), Director of Financial 
Reporting (Financial Management); Director of Debt Management (Debt 
Management), and City Treasurer (Treasury) report directly to the CFO. 

B. The Director of Planning. Budgeting and Financial Analysis (Financial 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 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 should 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 functional 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 to actual results year-lo-date, analyses of.variances, and a quarterly 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) 



[I - Status of the Implementation of the Organizational Structure for 
ri'nn n A n Financial Operations 

•4.2^-=r^herGit¥^reastirer-^wW-report-l^ 
• treasury tunciions tor 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 Comptroller responsible for accounting and financial 
reporting, including preparation of the CAFRs and reporting to the CFO. (Pages 
245. 246 & M-2) 

14. Establish the position of Director of Financial Reporting responsible 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 ballot 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 distinct delineation of duties will be established once the Director of 
Financial Reporting position has been created. 



Since tne delivery of my August 24, 2006, memorandum on "Responses to 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 and often provide some additional 
^clarityp=;Fhesg:additional-items"are"disca£S'e'd"l5eiow.—As discusseg-mmv cover. 
memorandum to this document, any number listed below that is a 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 reported items. 

Remedial Category - Oversight Monitor 

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

Response: After the City appoints a Monitor and receives quarterly reports on the 
progress of implementation, these reports will be made public on the City's 
website. 

Remedial Category - Audit Committee; Formation arid Duties 

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

20.1. Additional item. The City's Audit Committee should approve the annual 
compensation of the Auditor General and the annual budget for the Auditor 
General's staff. (Page M-5) 

Response: Requires City Charter Change. Due date is June 2008. 

Remedial Category - Disclosure 

52 Original Item. The City Council should have "at least two weeks to review 
substantially completed drafts of a preliminary offering statement before it is asked 
to vote to approve the final document. (Pages 263 & M-14) 

52.1. Additional Item. The City Council members should also establish a reasonable 
period of time for the review of a final offering statement document, with marked 
changes from earlier drafts. (Page M-14) 

52.2 Additional Item. The City CAFR is an integral component of the financial 
information provided as part of any debt issuance; the City Council should review 
and approve its use foiiowing the same procedures ^s offering statements. (Page 
M-14) 



0 0 0 0 4 9 ni -Addit ional Remedial Items Identified 

Response: City Council should establish a reasonable period of time by December 31, 
2006. 

Remedial Category- Financial Reporting 

57 Ohoinal Item. At 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) 

57.1. Additional Item. Inter-departmental transfers to meet budget goals, or for any other 
purpose, should not be permitted unless approved in advance by the City Council. 
(PageM-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 thai were given the City Manager and Auditor and 
Comptroller in prior fiscal years. In;additipn, 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 staffs processing any transfers. The City Council will 
be asked to approve the ultimate movement of funds via an amendment to 
the Appropriation Ordinance periodically throughout the'fisca! year 

Remedial Category - City Funding of SDCERS 

107 Ohoinal 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 to pay retiree health care benefits and cooperate with the IRS to bring the City's 
retiree healthcare funding into full compliance. (Pages 259 & M-11) 

107.1 Additional Item. 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 Obligation on its balance 
sheet, it has disclosed its actuarially developed liability in the transmittal 
letter of the fiscal year 2003 CAFR.' It will do the same in all subsequent 
CAFRs and will begin reporting its Net OPEB Obligation in fiscal year 
2008. 

Remedial Category- SDCERS Board Structure 

118 Original Item. Prior to any appointment, each potential appointee be required to 
complete a written 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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000050 
118.1 Additional Hem. SDCERS board applications should be shared with the Business 

and Governance Committee of the SDCERS board. (Page M-9) 

Response: City staff will work with SDCERS. 

120 Original Item. SDCERS should adopt a formal charter for each committee which 
should be updated no less frequent than every three years. Pages 257 & M-9) 

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-9) 

Response: Staff will work with SDCERS staff. 
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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 Hotline or citizen complaint 
investigations to ensure they understand their responsibilities. !t is also intended 
to provide consistency among all parties involved in the management and 
conduct of Employee Hotline or citizen complaint investigations. 

\ 
\.''-

"•'Vwy*:-*: 

-•I'tir.'"!-^1 • 

. & ? ' 

< ! i / ; « . ' i---- - f , ; ;". i ," : •. v. >• 

,0:*--i™,£^ 

Office of Ethics and Integrity 
(619) 236 : 7072 
deputychiefethicsintegrity@sondiego.gov 

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

A . I n t roduc t i on 

History 

Implementation 
of the Employee 
Hotline 

OEI Role 

In an investigative report authored by Vinson & Elkins L.L.P. 
(V&E Report) da ted September 16, 2004, and adopted 
by San Diego City Council as San Diego Municipal Code 
§26.1703(c} in October 2004;' recommendations were 
made to "establish procedures to receive and respond to 
any complaints or concerns regarding accounting, 
internal controls or auditing matters, including procedures 
for the confidential ' 'and anonymous submission by 
employees of any such complaints or concerns."^ 

• * * - — 

The Auditor and,ComptrollerV1 Office implemented the 
Employee Hotline (866|809-3500} oh©ecember 2, 2005, in 
response to San:;Diego"|KuhlGjfpgl Co3e §26.1703(c). 

V'*),' . r W ' 
• , & ) 

• & • : • 

T - H i ! , ^ 

Objective 

Upon the transition to the Strong Mayor form of 
Government on January 1, 2006, the Mayor's Office of 
Ethics and Integrity (©El) was created and now, through 
a thjrdjp'arty provide^'"administers the Employee Hotline. 
As •'w'e1lr:'%H^directly accepts employee and citizen 
.compJajnts. 

Tli^ prirnary-'Objective of the Employee Hotline/Complaint 
program is to provide a means for City of San Diego 
employees and citizens to confidentially report 1) any 
activity or conduct in which he/she suspects instances of 
fraud, waste, or abuse, 2) behavior not conducive to the 

'City's ethical policies, rules and regulations, and 3] 
violations of certain federal or state laws and regulations 
[e.g., laws prohibiting discrimination or whistleblower 
laws). 

Structure With respect to the Employee Hotline, an independent 
third-party provider receives calls from City employees, 
providing complete confidentiaiity. The caller can 
choose to remain anonymous. The third-porty provider 
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issues reports for each call and submits the reports to OEI 
for review and referral. 

Employees and citizens may also contact OEI directly via 
email foei@sandieao.aovl or by phone (619-236-7182). 
These communications are aiso treated confidentially. 

r^p%,.. 

^ V • -«• - . •> 

• a - . - . • • , •'i.:r, 

H^ 

" • $ • , . 

mailto:foei@sandieao.aovl
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B. Terms & Def in i t ions 

Fraud 

Examples of 
Activities 
Involving Fraud 
(not an all-
inclusive list) 

Waste 

Examples of 
Activities, 
Involving Waste 
(not an all-
inclusive list) 

Abuse 

Examples of 
Activities 

A dishonest and deliberate course of action that results 
in the obtaining-of money, property or an advantage to 
which the City employee or official committing the 
action would not normally be entitled. Intentional 
misleading or deceitful conduct thai deprives the City 
of its resources or rights. 

• Falsifying financial records to misrepresent financial 
da ta or conceal the^theft of money or-City property. 

. , t . • / , • . , 

• Theft or misuse of. City : of San Diego money, 
equipment, suppliesand/qrother materials^ 

• IntentioTnally misrepresenting the cost of goods and 
services "pfovided. ^ - ^ 

V A . - ^ ^ V . . ••-;--

• Soliciting dr-faccepting'd'fbribe or kickback. 

:
 :» ^ Falsifying payroll information. 

- &= : ^-. ; -^-
The intentional or-unintentional, thoughtiess or careless 

•; expenditure, consumption, mismanagement, use, or 
squandering _of City resources. Waste also includes 
ihcurring'^DnneGessary costs because of inefficient or 

?•:. ineffective practices, systems, or controls. 

v Unnecessary spending of City funds to purchase 
F supplies or equipment. 

• j ' Failure to reuse or recycle major resources or reduce 
-C-y waste generation. 

Intentional destruction, diversion, manipulation, 
misapplication, maltreatment, or misuse of City 
resources. Extravagant or excessive use as to abuse 
one's position or authority. Abuse can occur in financial 
or non-financial settings. 

• Failure to report damage to City equipment or 
property. 



o o o t ^ OFFICE OF ETHICS AND INTEGRITY 

Policies and Procedures Manua! 

City Employee Hotline and Complaint Program 

Page 

6 of 27 

Effective Date 

-IBD-

Involving Abuse 
(not an all-
inclusive list) 

Ethics Intake and 
Review 
Committee 

Gov ernmenta! 
Ethics Laws 

City Ethical"" 
Policies, Rules & 
Regulations 

• Receiving favor for awarding contacts to certain 
vendors. 

• Using one's position in one City department to gain 
an advantage over another City resident or vendor 
when conduct ing personal business in another City 
department. 

The Ethics Intake and Review Committee is composed 
of (1) the Deputy Chief'Ethics and Integrity, (2) the 
Personnel Director, (Sj.ttfe Auditor General or designee1, 
and (4) the Ethics Audit' and Compliance Specialist. This 
committee meets regularly to /eyiew complaints which 
have been made to OEI either' through the Employee 
Hotline or by any other means. 

Consist of tWe>fo!!owino: Son Die^o Municir^o! Code ot 
Chapter 2, S iS le^T^ Division 29^fElections Campaign 
Control Ordinance); rCndbter 2, Article 7, Division 35 
(Ethics Ordinarieeh-anci Chapter-2. Article 7, Division 40 

rHMunicipdl LobBvincfbrdinancel. 

The Ethics Commissjon enforces violations of the Election 
^Campaign Control, Ordinance, the Ethics Ordinance, 

,c-and}he Municipal Lobbying Ordinance. 

City Charter sections, Administrative Regulations, 
Personnel Regulations, Council Policies, and City EEO 
Policy regarding subjects including; 

Avoidance of the Appearance of Impropriety 
Confidentiaiity 
Conflict of interest 
Electronic mail and internet Usage 
Employment of Relatives 
Future Employment 
Gifts/Favors 
Improper Use of Position 
Incompatible Employment 
Nondiscrimination 
Objective Contracting Process 

' The Audilor General position is subjecl io Council and Voler Approval, in the interim, we will use the existing 
process Ihat is analogous to the City. 
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Employee 

Complainant 

Complaint 

Third-Party 
Provider 

Incident Report 

• Obligations to Citizens 
• Participation in Political Activities 
• Reporting improper Conduct/Whistleblower 

Protection 
• Sexual Harassment 
• Use of City Resources for Private Gain 

Any person who is employed by the City of San Diego, 

A party (employee or citizen) that lodges a complaint 
or concern, written or otherwise, witft the Office of Ethics 
and Integrity. f iiP>' % 

An expression of dissatisfactiop^pr a cause or reason for 
complaining; a grievanc§/;-fi!fa by either an employee 
or citizen. Throughout theSremainder of this manua! 
"Cpmplaih%wilJ include Incident Reports resulting from 
an employe&an%or,citizen fiiingK 

An independent' CQmpdhy^fhe Network, Inc.), which 
^r^oyides offsit^heifline coverage 24/7/365, with live 

^vinten/iewers who^ask probative questions to gather 
necessary information to obtain actionable information. 

it This information is tBen transcribed into a report. 

• ^ ^ . , ^ T U • : W-

The'-base^maRQgemenl system converts the information 
received Infof igf i the . interview process into an 

\ organized report called an Incident Report-. These 
^reports'"are disseminated to OEI's designated recipients 
[See Section IV - Dissemination and Escalation Teams 1 tor-
forfurther details). ' 

A'.---

Summary 
Complaint Report 

Closed Hotline 
Calls Report 

..^••summary of all incident reports by type (e.g., policy 
^"•'nssues, employee relations, customer relations) within a 
"'• specified period of time. This report Is- available on the 

OEI website. 

A summary of all closed non-personnel incident reports 
within a specified time period. The Summary Complaint 
Report includes the date ond time reports were 
received, incident types, and brief descriptions of the 
incidents. This report is available on the OEI website. 
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Case 
Management 
System 

Response 

Audit Committee r 

•The Network's online tool to facilitate a thorough 
interview that adapts to the issues identified in each 
call, and to the monitoring of investigations. It allows 
OEI to document all activities in a single, centralized 
system. 

A reply or an answer from the designated division or 
department head that addresses the following: 

• A description of" dn,Immediate plan to address the 
issue/concern, ' ^ ,.=.''.;.'" •:, 

• Description of a p lan ' taprevenf the issue/concern 
from happening again, if warranted and 

• DescriptidrTofShe resolution 6f the Issue/concern. 
* & ^ - ^ j - ; ^ . ^ . . , . 

The Audit Committee is^cpmpriseeL of three-members, two 

confirmed, .by the City Council and one is a member of 
•;£ GounciL TH.e two public members should have expertise in 
"accoun t ing , auditing qhd financial reporting. 

The purpdse^o.f4he. Audit Committee is: 
v>V, *,;----(f,---«-',V-:?~''.V>1 

• To" ensure objective oversight of the City's financial 
reporting process; 

•£-To monitor the performance of the City's internal 
/f- audit function and Auditor General; and 

...'•:" • To retain the independent auditor, who will report to 
and take direction from, the audit committee. 

" The Audit Commitlee is subject lo Council Approval. In the interim, we will use the existing process that is 
analogous lo the City, 
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Auditor General' 

Citizens' Review 
Board of Police 
Practices 

The Auditor General is nominated by the Mayor and 
confirmed by a majority 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 

4. incidents of fraud, waste'and abuse. 

The Citizens' Review Board of Police Practices; 

• reviews and evaluates serious complaints brought by 
the public against offiG.ersjpf the Police Department 
of the City of San Diego;?.;; 

reviews 
deaths; 

jeer involved shootings and in-custody 

djrninistration of 
bm sustained complaints. 

' The Audilor General position is subject lo Council ond Voter Approval. In Ihe interim, we will use the existing 
process that is analogous lo Ihe City. 
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II. Processing of Employee Hotline Complaints 

1. A third-party provider shall receive and record all hotline calls 
through a designated toll-free number published io 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 via e-mail to the 
City's designated dissemination team, cprnprised of (1) the 
Deputy Chief Ethics and Integrity, (2) thie Ethicsv/^udit and 
Compliance Specialist, and [3) the Auditor General.1 OEI 
Ethics Audit and Compliance Specialist shall be responsible 
for logging those complaints thaT'eorne directly to, the :OErs 
third-party's Case Management System^ A copy of the 
incident reports will be forwarded to tfte Ethics Commission. 

o The Ethics CommissibaJDirector reviews each report to 
^ i ^ , 4 , ^ , . « ; « , - , ;* 4-K^.i-^ A:fr-.?i--fZ.-^i. , _ i _ t i J : - - - ^ : ^ _. J.: _. 

violation.of any goyemmental^.ethics laWs. Nothing 
^ contained in these fpolicies ^ ahci^4procedures shall 

preclude?lthe Ethics Commission from exercisinq its 
statutory investigatory ana/or enforcement authority as 
se^pr th in the:;Election Campaign Control Ordinance, 
the^Ethics pS inance , arid the Municipal Lobbying 
Ordinance-sTfould such allegations be contained in an 
Inc idenfRepor t^ 

^ r - ' - • - zvggs 
-3. At the Mime o f ^ h e call, in the instance where the 

complainant^ has •••identified him/herself, the third-party 
^ provider shalHask whether OEI may share his/her identity with 
" ' ^ .persons outside^of OEI. Identities of complainants will not be 

'" oshared outsideTpf OEI without such permission. 

4. Intake and^ev iew Commitlee reviews the complaint and 
deteVmines^whether it meets the criteria as set forth in Section 
VIII, B,J:Gnteria for referral and resolution through OEI (i.e., 
allegations involving unethical conduct, fraud, waste and 
abuse). If the complaint meets the criteria, the Committee 
determines the appropriate City department for referral for 
investigation/resolution. 

5. At the discretion of the OEI Deputy Chief or his/her designee, 
and based on the circumstances of the complaint, the 

1 The Auditor General position is subjecl to Council ond Voter Approval. In the interim, we will use the existing 
process that is analogous to the City. 



OOflMS 
OFFICE OF ETHICS AND INTEGRITY 

Policies'and Procedures Manua! 

^_Cj.ly-Employee-Hotiine'and-Complaint^^fogfQm-

Poge 

1 1 of 27 

_Efi£CiJYe_Qale_ 

TOT 

complaint may be referred to the appropriate department 
for action prior to the intake and Review Committee 
meeting. 

6. if a complaint is received by OEI which contains allegations 
of misconduct or wrongdoing involving a member of the 
intake and Review Committee, the member shall be 
informed a complaint has been filed. That member shall 
immediately recuse him/herself from the review of such 
complaint. ^•, 

7. As follow-up, the OEI Deputy Chief or his/her designee may 
determine that an OEI staff member: may nee'd'^to obtain 

• clarification or additional information from the corfiplainant 
regarding the complaint/allegation. ,,:. \ ;. 

8. OEI staff member prepares and forwards ra memorandum 
and copy of the Incident Report vtck the appropriate 
department head, witfe.-within 2 business days of the 
Committee's review. The-memorandum advises of the filing 
of the complaint, requests,, a resjDpnse and advises of the 
process1 to 'secure additional information^concerning the 
complaint, if-riecessary. tv,*$*' "*-' 

9. If the subject of theicpmplaint Is,a supervisor/manager at any 
level, tlTe^complqinf will be forwarded to and should, be 
resolved B f y h e ^ n e x t .level o f ; supervisor/manager. It is 
expected tK^^tne-'suBject,. of;, the complaint will have no 

,,r'invofvement in t ^ response r :*':' 

10.. Complaints 'ajeging"criminal activity will be forwarded to the 
w San Diego Police Department for investigation. Complaints 
"" against sworrij^dfficers may be forwarded to the Citizens 

Review Board;6f Police Practices for referral to Internal Affairs. 
' - ' . ' • ' ••\ - . r * ^ ' ' 

] 1. Complaints''alleging improper financial activity and fraud, 
waste " o r abuse will be referred to the Auditor General for 
investigation. 

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

13. Department Directors ond any other personnel Involved in 
the investigation of a complaint shall not share the substance 
of a complaint with anyone except fhose individuals who are 
directly involved in conducting the investigation. Such 
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personnel provided with this information shall hold all 
information obtained as confidential to the greatest extent 
possible. 

14. If it is deemed necessary by the Department/Division head to 
disclose the nature of the allegationfs) to the target for 
investigative purposes, such may be done by providing only 
a summary of the allegation(s). However, care should be 
taken to provide no information that would compromise the 
complainant's or any witness' identity. Sharing allegation(s) 
of non-compliance outside of the OEI Intake process may 
constitute cause for an ethics complaint and/or for a legal 
claim of defamation. 

15. Breaches of confidentiality may result in disciplinary action 
carried out through the existing process and procedures. 

16. OEI staff member ensures, through monitoring and reminders 
to the affected Department, head, that timely investigative 
and resolution act ivi t ies^are^radertaken ire-response to 
complaints received through, the hptlihe:;,;-, 

17. The OEI Deput^Chief or his/nerciesignee in "conjunction with 
the Intake.land ReView Committee will review the response 
submitted by the Division or Department head to determine if 
the allegation(s) .raised in 'the complaint have been 
adequately, addressed in the response. Upon such a 
determination,;''"a memo, from OEI to the Division or 

.•(. Department head will tKefedfter be provided, indicating 
•;' closure of the matter. 

18. However, if the response is deemed to inadequately address 
the allegationjs) raised in the complaint, the Division or 

' "Depar tment head and appropriate Deputy Chief will be 
notified. The^ Division or Department head will be provided 
an opportunity to provide further clarification of the response 
and/or to further acquire additional information or to perform 
other actions as deemed necessary. 

19. In the instance where a complainant has identified 
him/herself, such complainant 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, OE! may not be 
able to provide the complainant further information 
regarding the outcome of his/her complaint. 
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III. Processing of All Other Employee Complaints 

1. OEI receives complaints by means other than through the Employee 
Hotline (e.g., e-mail, telephone, letter, etc.). Complainants may 
remain anonymous. 

2. If the complaint is orally provided either in person or by telephone, an 
OEI staff member records, in writing, the factual allegation[s) of the 
complaint and attempts to obtain adequate Information to facilitate 
an effective review. #':^ •'•"-'• 

3. OEI staff member logs the complaint .ahd places 'qt ime/date stamp 
on all such complaints received. :r{''

:} 

4. OEI staff member enters the employee cprnpiaint into the;third-party 
provider case management system. '̂'M''.?' 

5. Once entered Into the case managemen^system, the complaint is 
processed according to procedures as set forih-in Section II, 2-14. 

's;. '\ 

^.; 

Jii' ': ^ - ' 

^ • / f ^ ' : ' " 
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IV. Dissemination and Escalation Teams 

Dissemination 
Team 

Escalation Team 

Process 

Upon completion of the call, the third-party provider 
sends Incident 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 Specialist, and.(3) Auditor General.' 

A copy of all the incident reports will be forwarded to 
the Ethics Commission Director. He/she reviews each 
report to determine if there exist factual allegations 
suggesting a violation of any governmental ethics laws. 
Nothing contained^.in these policies arid, procedures 
shall preclude the Ethics Comrhls'sion from exercising its 
statutory investigatory ahd/orrenforcement authority as 
set forth in the Election Campaign Control Ordinance, 
the Ethics 'Ordinance, and'4 'the Municipal Lobbying 
Ordinance snould^such allegations be contained in an 
Incident, Report. " ' ; 

.••Wjnejv a repdrLjs- received that is designated for 
"escalation (reports'of high-risk/threat situations requiring 
immediate noticej^the third-party provider.shall call the 
appro|5fiate designated agency representatives 

^immgcJiately. The': City has designated the Auditor 
GejheraT--f%. .financial emergencies, the Personnel 
Director for personnel-related matters, and the Labor 
•Relatibns,Manager for workplace violence. The notified 
representative will inform the .Deputy Chief Ethics and 
Integrity of the call and respond as detailed in Section II, 
2 J & " • 

Standard Incident Report Dissemination 

Incident Reports shall be disseminated by the third-
party provider, within. two hours via email to the 
dissemination team members. 

' The Auditor General position is subject to Council ond Voter Approval. In the interim, we will use the existing 
process Ihat is analogous io the City. 
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Escalation 

If one of the following Incident Types is assigned to an 
Incident Report, and if it is determined the incident will 
happen again within 24 hours, then escalation is 
automatically triggered. Such Incident Types ore: 

o Falsification of Organization Records 

o Fraud ..;;, 

o Fraudulent Insurance :Sldims 

o Kickbacks ,;,.,,, 

o Improper Release of Proprietary information 

o Substance:Abuse ,.• _ . ^ 

o Theft of Cash" . <'$• ' H - • 

o Theft of Goods/Services 

o Product Quality Coi^cern 

o Workplace ytolence/Ti^reats 
The third-party providenv jha!l immediately call the 
appropriate " designate^l;^,, escalation team 

Representative if ara incident Report meets both of the 
i;L£$ foiloWlhg criteria 

^>:.. Jhreai of or actual harm to employees, 
'%. , -customers or operations 

^ . ^ ^ ''•^-fjV-;;;:A^§y^stgn!fican1 incident projected to reoccur 
^ M ^ ' ^ ^ x . "'&.- within 24 Fiours 

.7$P* ' '"̂ JiAJI su^h: reports are checked by the third-party 
f H l ; ^pvider's-Quality Assurance Team prior to contacting 

""^ tPTe designated persons on the City's Escalation Team. 

"%. lK3.he Deputy Chief Ethics and integrity believes that 
' '^t. ^dny communication received by OEI or any OEI staff 

""•H>. ^ ^ m e m b e r constitutes a threat to any Individual, 
: ^ ; ^ organization, or to the public, he/she shall immediately 

notify the appropriate escalation team member and 
any other individualls) as Is deemed appropriate. 

•v " ~ > 
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V. 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, etc. 

if the complaint is provided orally either in person or by telephone, an 
OEI staff member shall record, on a Citizens Complaint Form, the 
factual allegqtion(s) of the complaint ;^dnd\ attempts to obtain, 
adequate information to facilitate an effective review. 

OE! staff member logs the complaint and places a l ime/date stamp 
on all such complaints received. ^ ,£: '̂ 'y 

./--..' 
4. OEI staff member assigns a case iwr iSer to each complaint to 

facilitate a follow-up process. As follow-up^the OEI staff member may 
need to clarify or ob la i i ^add i t iona l information regarding the 
r - r t m n l n i n t / n l l ^ n n i i n n / O ''$;•, "^a-^fe;-.... '~i-

5&K\ 

Once assigned a case number, the^compialn^is processed according 
to proceduresSs'set forth in Section II, 2-14. 

Employeesf who are^fee subjectjbf a complaint, shall be notified as set 
forth in t f fe^dppl icabi l MOU: % 

• •^ •v ,vt''.ft5i 

• ' • % 

&. 'V :.-i,, 

/ • • • -



0 0 ( 1 0 7 4 OFFICE OF ETHICS AND INTEGRITY 
Policies and Procedures Manual 

City Employee Hotline ond Complaint Program 

Page 

17 of 27 

Effective Date 

4£D-

VI. Security for Complaints and Associated Reports, Working 
Papers, and Other Documents 

Policy • 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-ahd those documents 
or notes of any oral conversatibn's.with City employees or 
citizens, shall remain,confidentfal af^gjltimes. 

• Such complaints, associated reports, working papers, and 
other documents shaNcONLY be discussed^with the Ethics 
Audit and CompiIanc^e;.Specialist/;;|h

e Depu%Chief Ethics 
and Integrity and othenndjvidugis as determined by the 
Intake and Review CommitfeeS^ 

= No copies are TO Os made oi aniy cornpiuims, ossoctutea 
reports, working papers, and otherjdocuments, except for 
discussion in ; Intake'and .Review Committee meetings or 
when forwarded'4o a depaBtment head for investigation 
andvresolution. -"At the" conclusion of each Intake and 

^RevlewiCommitteeirheeting all copies shall be destroyed 
^ • a n d the|briginal complaints, associated reports, working 
''-.._papers.Jahd other documents shall be maintained in a 

^'securecifmanner by ah OEI staff member as designated 
l^ l t lnfo^HDeputy Chief. 

%:i Incident-Reports arid associated case numbers shall ONLY 
be provided to individuals who are responsible for 
conducting";1 the investigation or reviewing of the 
complaint. Such information shall be held in strict 
confidence. 

• The" confidentiality of all complaints, associated reports, 
working papers, and other documents shall be 
maintained at all times by OEI and 
investigating/reviewing departments. 

• Only the Deputy Chief Ethics and Integrity or his/her 
designee, in conjunction with the Office of City Attorney is 
authorized to determine the distribution or release of any 
complaints, associated reports/ working papers, other 
documents and correspondence associated thereto, in 
accordance with the California Public Records Request 
Act (CPRA). 
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Confidentiality 

Custodian Of 
Complaint 
Documents 

1. AH complaints, associated reports, working papers, and 
other documents concerning the review or investigation 
of complaints shall be marked as Confidential documents 
by OEI and investigating/reviewing departments. 

2. Strict confidentiality shall be maintained by OEI and 
investigating/reviewing departments throughout the 
processing of all complaints and through 
disposition/resolution and after.,-

••V:K. 

OEI shall maintain custody of-complaints," associated reports, 
working papers, and all other'pertinent information regarding 
any investigations of complaints. Other parties involved in 
the investigation shall also retain their own documentation. 

M*^ -
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VII. Requests for Information Regarding All Complaints 

1. All requests for information concerning any employee or citizen 
complaint shall be directed for response to either the Ethics Audit ond 
Compliance Specialist, the Assistant Deputy Chief Ethics and integrity 
or the Deputy Chief Ethics and Integrity. The OEI shall respond to such 
requests as permissible under applicable state law and City policy, 
rules and regulations. 

2. Departments shall refer to OEI any CPRA of'Other requests for 
information regarding complaints received through OEI or the 
Employee Hotline. 
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VIII. Referral of Employee Complaints 

A. Background 

Policy City employees who have complaints or concerns regarding 
waste, fraud and abuse, individual or organizational 
processes, or who allege of non-compliance with City rules or 
regulations that relate to ethics,,.are encouraged to report 
such complaints or concerns to OEI. All such complaints and 
concerns shall be reviewedj :by the "Intake and Review 
Committee for a determination of whether the allegationfs) 
are credible and appropriate for department referral through 

• OEI. ' ' % . ' J 0 ' -

B. M e t h o d o l o g y for Referral of C o m p l g i n t s 

Procedures • As complaints are received, the-' Ethics Audit and 
Compliance Specialist reviews, and evaluates the 

^senousness of tlferollegationfs) to determine if the Intake 
. ^ . ' r and Review Committee should meet immediately. 

'••'fj.. Otherwise, t he . Intake and Review Committee shall 
' ^conyehe every two weeks to review the Incident Reports 

... :•-, :.k re.ceivedvbw€>£kand decide upon the referral of each 
s.f*7""' ' , ,^%v. r eP' c l^^o r - a n y o^her appropriate act ion. A complaint 

^ . m a y BeTeferred to: 

"ifs o Deputy Chief 

" X J , ??' ' o Department Director 

'V.-,, £ '> o Police Department 
NV; ;:^; o Auditor General 

:"'^"''' o Ethics Commission 

o Citizens Review Board of Police Practices 

o Equal Employment Investigation Office 

o Other referral as deemed appropriate by the 
Commitlee 

•" OEI shall prepare a transmittal memo (refer to Section IX 
for examples) and attach a copy of the incident report. 
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Criferia 

Referral to Auditor 
GeneFdi. 

• The Ethics Audit and Compliance Specialist shall 
maintain a database thai includes summary information 
from each complaint, assignment date, assigned to, 
meeting notes, memo sent date, forms sent date, 
received department response, and complaint matter is 
closed. This information is confidential and shall be 
securely maintained. y f r ' 

An incident report shall contain all ofdlhe elements listed 
below to be within the purView of the Office of Ethics and 
Integrity, which will monitor the complaint until[its disposition. 
The allegations contained.in the report must Be:,.,, 

• Credible [Is worthy of t5e|egin;the opinion of"the Intake 
Review Commit tee'and appears to have been filed in 
gooa raiTn;swnp no malicious intent) 

• Ethics-RelatecT'fA'lleges waste, fraud, abuse or unethical 
behavior) % " ^ % : _ V . 

• . Timely (Complafint should be:.fi[ed within one year of the 
Jncident happehind)^ "^ 

If the report does nofioddress one or more of the above-
'mentioned.- issues, theKreport may be forwarded to the 
appro£nqte_ department director for their information and 
the^ffice'ofeEtfeics and integrity will take no further action. 

Any^allegdtipns of improper financial activity and fraud, 
waste, qnd/or'abuse will be referred to the Auditor General, 
who will determine the appropriate course of action. 

The Auditor General should report to the Audit Committee 
the; results of any investigation and disposition of such 
complaints. Documents reflecting such an investigation 
should be preserved in accordance with established 
procedures.1 

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

Excerpt from Ihe Kroll Reporl dated August 8, 2006, regarding the establishment of the Auditor 
General. 
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IX. Transmittal Memos 
Introduction OEI uses the following types of transmittal memos to assign 

cases for investigation. A copy of the Incident Report is 
at tached to the transmittal letter along with resolution forms. 
Identified or unidentified complainants receive memos or 
comments indicating the initial course of action by the 
Intake and Review Committee (e.g., referred to Deputy 
Chief for investigation). a;. 

1. Sample Memo when an Incident Report is Assigned to Department D/recfor: 

Date: October 30,2006 ^ P "-U'i 
' * * ' . " ' • . • • " - . - ' ' - " _ • 

To: Department Director -^^ .-^t"' ^v-

From: Jo Anne SawyerKnoIl, Deputy Chief Ethics and Integrity 
^ u ' <$ •> • • . 

Sub ic t i t l C i i ju iOVcc n O t i i i i c xv t i / u r t <n>b , , ' ' ; . . . 
J . r J r V ^ / % ' * -<;.••••, 

1 ' ' T i , f . ' V ^ ' 
• ; ^ _ „ _ ^ W •' r V vf-. ; 

Attached is a copy of a confidential Jncidenl reporf'inat was'tiled with'th'eCity's Employee Hotline. This 
office received the report on<dat^Tegarding an issuejbr concern in your depanment Since the repon is 
specifically related to matters under'your direction-y.^ou will best be able to address the issue(s) or 
concem(s) reported. Please ensure albexisting policies and procedures are properly followed while 
reviewing or investigating-th'is claim. Jfg x^_ 

'iVf > _^ ; : r "v.'.;i; 

Callers are provided a report'number an3:vas-<iate to call back to check the status of their complaint; 
additionally, it^allows^.ypu to obtain^ any additiohal^iii[formation that is needed as their allegations are 
investigated/ For this reasbn;.it is important that you respond to this report to provide feedback to the caller 
and to ensure that all issues or concerns are adequately addressed. 

After you review the attached report, determine if you need any additional information from the caller and 
provide the caller with a status report (even if no action is to be taken). To do so, send an email with all 
questions arid/or comments lp_-The Network, our independent third-parly hotline provider, at 
NelworkCallbacks@inwinc.com f and copy the DeputvChiefEthicsIntegriivfSsandieeo.eov. When 
submitting your questions an3/6r comments, include the report number, as indicated on the attached 
report, in the subject'line^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 after their 
assigned date. 

In order to help sustain the integrity and success of the hotline, send the attached forms completed and 
signed to Danielle Knighten, 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 issues or concerns are addressed in a timely manner. 

mailto:NelworkCallbacks@inwinc.com
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2. Sample Memo when Incident Report is provided to Department Director far 
informafional purposes only: 

Date: October 30, 2006 

To: Department Director 

From: Jo Anne SawyerKnoIl, Deputy Chief Ethics and Integrity 

Subject: Employee Hotline Report <#> y 

Attached is a copy of a confidential incident report that was filed with the City's Employee Hotline. This 
office received the reporl on <date> regarding a complaint/issue or concern in yoiir department. The Intake 
and Review Commitlee has established a process for screening the complaims/corTcerns and it,has been 
determined that this complaint/concern does not require further action betaken by OEI; however, we are 
providing this report to you for informational purposes. You do not need to provide a response regarding 
this report. ^ £ • ' ,•£.-£'• ' 

Accordingiy, if you feel that an investigationvds, necessary, ensure a]f«existing policies and procedures are 
properly followed while reviewing or investigatmg this claim and contact us to discuss any action you plan 
to take, so we can update our records as needed If you^have any questions regarding this report or this 
process, you can contact Danielle Knighten at (61?) 236-7072 " 

Thank you. - •* '„ 

3. Sample M e m o t o an identified caller wfip.se complaint meets the criteria set 
forth in Section VIII, B, Criteria 

Date: •October30, 2006 

To: £/'. Identified Caller 

F r o m : ''-•-•; Jo Anne SawyerKnoIl, Deputy Chief Ethics and Integrity 

Subject: '- Employee Hotline Report <#> dated (...) 

This office received your complaint/concern filed with the Employee Hotline and, upon an initial review, 
the Intake and Review Committee 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 provide a resplution to this office upon completion of his/her review or investigation. 

The City of San Diego will not retaliate, nor will it tolerate retaliation against those who, in good faith, 
reporl 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 (OEI), which will 
investigate any such report as a potential ethics violation. In addition, those who bring matters to OEI are 
protected through the state Whistleblower Protection Act. Details of the Act can be found at 
http://www.dir.ca.gov/dlse/whistleblowersnotice.doc. 

http://www.dir.ca.gov/dlse/whistleblowersnotice.doc
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If you feel your concern is not addressed, please contact this office directly via email ai 
deputvchiefeihics&imegriiyfa'sandiego-gov and reference the repon number above. 

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

We appreciate your efforts and thank you for "Doing the Right Thing!" 

4. Sample Message sent to the unidentified caller indicating course of act ion 
taken by the Intake and Review Committee: 

Your complaini/concem filed with this Hotline has been reviewed by the Intake and Review Committee 
and they have determined thai your complaini/concem should be referred to XXX for further review. If 
you have additional informaiipn that would be useful in XXX's review into your complaint/concern please 
contact The Network again with any additional information. 

If you fee! your concern is not addressed, please . contact this, office directly via email at 
deputychiefethics&integritv@sandiego.gov and reference the report number above. 

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

We appreciate your efforts and thank you for "Doing the Right Thing!" 

5. Sample memo requesting additional information from the identified 
complainant before^e. , . intake and Review Committee proceeds because 
there is not enougW'informgtfon to make an informed decision: 

Date; October 30;2006 -,,-; 

To: Caller... \ ' ' ' • ' ' ' • • ' • • • •^y 

From: Jo Anne SawyerKnoIl, Deputy Chief Ethics and Integrity 

Subject: Complaint Filed 

All documents provided to this Office have been reviewed, but before this Office can move forward, please 
provide specific cases with appropriate details (e.g., etc). Your claim cannot be substantiated without the 
requested information. Once this information is provided, this Office will be able to determine the 
appropriate course of action. 

mailto:integritv@sandiego.gov
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6. Sample memo informing the identified compiainant that his/her complaint 
does not meet the criteria as set forth in Section II 2-14, and therefore not in the 
purview of OEI: 

Date: October 30, 2006 

To: Identified Caller 

From: 

Subject: 

Jo Anne SawyerKnoIl, Deputy Chief Ethics and Integrity 

Employee Hotline Report <#> dated (...) 

This office received your complaint/concern filed with the Employee Hotline'and, upon an initial review, 
the Intake and Review Committee has determined that this matter should be referred io XXX, (Title) 
Director for further review. We have determined that allegations contained in your compiainl does not 
constitute an ethical violation and, therefore, is not within the purview of.the Office of Ethics and Integrity. 
Accordingly, this office will not take any further action regarding this matter. Any further communications 
related lo your concern should be directed to XXX. If you feel'your concern is not addressed, you should 
then contact your union. 

The City of San Diego will not retaliate, nor will it: tolerate retaliation against those who, in good faith, 
report suspected ethics violations or who participate in ah investigation of suspected ethics violations. An 
act of retaliation should be reported immediately, to the Office of Ethics andTmegrity (OEI), which will 
investigate any such report as a potential ethics violation. In additiorirthbse who bring matters to OEI are 
protected through the state^WHistieblower Protectipn Act. Details of the Act can be found at 
htlp://www.dir.ca.gov/dlse/wHislieblowersnotice.doc.: 

We appreciate your efforts and thank you for "Doing the Right Thing!" 

What Are The 
Reporting 
Requirements? 

Extensions fo 
Reporting 
Deadlines 

OEI requires a response within 10 days of receiving the 
memo; 

OEI will determine extensions on a case-by-case basis, but 
will generally grant extensions. 

http://www.dir.ca.gov/dlse/wHislieblowersnotice.doc
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7. Sample reminder memo to referred party that a response is due to OEI and 
the deadline is approaching: 

Date; October 30, 2006 

To: Departmenl Directors 

From: Jo Anne SawyerKnoIl, Deputy Chief Ethics and Integrity 

Subject: Hotline Report Response Deadline Reminder 

You are receiving this memo as a reminder that your response(s) to the confidential,hotline report(s) is(are) 
due by <daie>. You have been asked lo respond with 10 business days of receiving the memo dated 
<daie>, and to date this' office has not yet received your response. If you need details regarding the 
report(s) previously provided, please contact Danielle Knighten (619) 236-7072 or 
dknighten(S>sandiego.eov. 

If you need more,lime to resolve the complaint, send an email lo debutvchiefethicsintegritvtSisandieEo.Eov 
explaining your course of action and why additional time is necessary, to resolve the complaint properly. 
Otherwise, the resolution form(s) should be completed, signed and sent to Danielle ai MS 9A, within 5 
days of receiving this memo, unless other arrangements have been made. If you feel you have received this 
memo in error, contact Danielle to confirm your response has been received by OEI. 

Your attention to this matter is greatly, appreciated 

8. Somple memo to referred parties when a response is past due: 

Date: October30,2006. '-";• 

To: Depanment Directors 

From: Jo Anne SawyerKnoIl, Deputy Chief Ethics and Integrity 

Subject: Hotline Report Responses Outstanding 

Within the last month; this office has forwarded one or more Hotline repon(s) asking you io reply, and to 
date this office has not received your response. If you need details regarding the reports previously 
provided, contact Danielle Knighten at (619) 236-7072 or dkniehtenfSsandiego.eov. 

If you need more time to resolve the compiainl, please contact Danielle or send an email to 
depuivchiefethic5integritvf5>sandieeo.eov explaining your course of action and why additional time is 
necessary to resolve the complaint properly. Otherwise, the outstanding resolution form(s) should be 
completed, signed and sent to Danielle, MS 9A within 5 days of receiving, this memo, unless other 
arrangements have been made. If you feel you have received this memo in error, contaci Danielle to 
confirm your response has been received by OEI. 

Your attention to this matter is greatly appreciated. 
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9. Sample memo to department directors or appropriate referred party when 
OEI closed the complaint: 

Date: October 30, 2006 

To: Depanment Directors 

From; Jo Anne SawyerKnoIl, Deputy Chief Ethics and Integrity 

Subject; Employee Hotline Report <#> 

On <daie>, OEI received your response to the City's Employee Hotline report <#>. The Intake and 
Review Commitlee has reviewed the response and deems the response is satisfactory, therefore, OEI will 
close this case and no further action will be taken regarding this matter. If you have any questions 
regarding this report or the process, contact Danielle Knighten at (619) 236-7072. . . 

We appreciate your contributions to improving the City's ethical.cjimate and to making the hotline a 
success. !; 
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A. Design Effectiveness 
In assessing the design effectiveness of the hotline, a government audit committee should consider the following questitjnjs: 
I. Does the hotline have a dedicated hotline 

number, fax number, web site, e-mail 
address, and regular mail or post office box 
address lo expedite reports of suspected 
incidents of misconduct? 

X D D 
The City of San Diego's Office of Etliic$ ^nd 

iC 

Integrity (OEI) contracts with The Netw^i 
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 
Network has more than 2,200 clients, 
including 45% of the Fortune 500 and a ) 
number of municipalities and government 
entities. 

k for 

arge 
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2. Does the hotline demonstrate 
confidentiality, including showing how 
caller ID, e-mail tracking, and other 
technologies cannot be used to identify the 
whistleblower? Has (he government 
considered the use of an independent 
hotline operator to enhance the perception 
of confidentiality in addition to any real 
improvement? 

3. Does the hotline utilize trained 
interviewers to handle calls to the hotline 
rather than a voice mail system? 

4. Is (he hotline availability 24 hours a day, 
365 days a year? 

X 

X 

X 

• 

D 

D 

D 

D 

D 

The City of San Diego, through OEI, The 
Network in order to enhance the perception ( 
confidentiality. Complaints made directly lo 
OEI may also be made anonymously, and a 
complaints, associated reports, working 
papers, and other documents detailing 
employee and citizen complaints, shall remai 
confidential at all times 

ivers) 

All calls to the hotline are handled by trained 
third-party call takers who ask probative 
questions to gather necessary information. 
The hotline is staffed and available 24 
hours/day, 365 days/year. 

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

X D • 

Each caller is provided a unique identification 
number. so:that they can leave additional 
information.(anonymously if they choose) an j 
so OEI may inform.them of the status of thei 
concern (e.g., under investigation) or ask 
additional questions. 

6. Are callers provided with a unique 
identification'number to enable them to 
call back later anonymously to receive -
feedback^or follow-up questions from 
investigators? 

X. D • 

7. Does the government have a case 
management system to log'all calls and 
(heir follow-up, to facilitate management 
of the resolution process, testing by 
internal auditors, and oversight by the audil 
committee? 

X D D 
The Network receives and records all hotline 
calls and then creates an "Incident Report." 
Incident Reports are tracked by OEI to 
facilitate management of the resolution 
process. The confidentiality of complaints and 
these reports is maintained at all times. Upon 
the establishment of (he City ofSan Diego's 
Audit Committee, these procedures may be 
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revised. O 
O 
o 
-ee 

8. Has the government established protocols 
for the timely distribution of each type of 
compiainl, regardless of the mechanism 
used to report the complaint? Are 
complaints of any kind involving senior 
management automatically and directly 
submitted to the audit committee without 
filtering by management or other 
government personnel? • 

X • D 
Each complaint is reviewed by OEI's Intake 
and.Review Committee (currently comprised 
of the Deputy Chief of Ethics and Integiity, 
Ethics and Audit Compliance Specialist 
Director of Personnel and 
Auditor/Comptroller) within three weeks! jf its 
receipt. At the discretion of the OEI Deputy 
Chief or his/her designee, and based on We 
circumstances of the complaint, the conip aint 
may be referred to the appropriate depaili lent 
for ac(ion prior to the Intake and Review 
Committee meeting. In the absence of t ie 
Audit Committee, complaints involving senior 
management arc referred within existing City 
mechanisms (e.g., EEIO, Police Departip^nt, 
etc.), depending on the nature of (he 
allegation(s). 

9. 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 relevant 
languages, given the potential user base 
and taking into consideration cultural 
differences that may require alternative 
approaches to achieve the desired goal? 

D • X In November-December 2005, literature 
wallet cards, and flyers with infonnatioi On 
the hotline (what it is, how to contaci, eljCi) 
were sent lo all City employees. 

OEI is currently participating in meet and 
confer with the City's unions to finalize il e 
hotline procedures.' Upon completion oft lis 
process," OEI and the Internal Communications 
group will undertake a City-wide educatioi 
program to familiarize employees with I ic 
hotline, criteria for calls, process for hard ing 
concerns, etc. In the meantime, OEI is n i king 
in-person presentations to employees tlu t; 
describe the hotline (thus far reaching ar 
estimated 1/3 of the City's workforce) anc 
information is available on OEI's intranet and 
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Internet sites. 
0. Does the government support outreach lo 

potential stakeholders other than 
employees? 

• D X or At this point in time, the hotline is intended 
employees only. Complaints from citizens are 
accepted through other means (phone calls, <; 
mails, in-person, etc.), but addressed througl 
an analogous process. Upon formation of th 
Audit Committee, the hotline may be 
expanded to receive citizen complaints, also 
At that point,1 OEI will reach out to citizens 
and other potential stakeholders. 

11. Do the government's internal auditors 
periodically evaluate the design and 
operating effectiveness of theliotline? 
What were the internal auditors' 
conclusions regarding how the hotline 
refiects 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? 

X • • 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 and 
ensuring appropriate support from 
management. The Ethics Audit and 
Compliance Specialist is responsible for 
advising the intake and Review Commitlee c 
protocol issues. 

II. Educnting Employees and Others About the Motline 

In assessing whether management is actively promoting the existence and use of the hotline, a government audit committee 
should consider the following questions: 

Is confidentiality of communications made 
to the hotline stressed? X • D 

All complaints, associated reports, working 
papers, and other documents,detailing 
employee and citizen complaints, which are 
received either through the Employee Hotlinfe, 
by mail, e-mail and those documents or note; 
of any oral conversations with City employee s 

; 
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or citizens, shall remain confidential -at al 
times, as described in OE! procedures. 

2. Is training provided to employees upon 
hiring and periodically thereafter? 

D • X OEI will begin its ethics training, slated 
include information on the hotline and 
mechanisms for reporting complaints 
involving waste, fraud, abuse or other 
unethical behavior, in early 2007. In the 
meantime, all new employees receive 

•information regarding the employee hot! 
upon hire. Current employees may con 
OEI at any time for information regard! 
assistance with the hotline or ethics-rela 
questions. Information on how lo do so 
available on the inlranet^and Internet, an 
through in-person presentations. 

!o 
other 

the l 
g 
ed 
is 

O 
O 
00 
CO 

or 

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

• X a rm 
By Spring 2007, to accompany a Contrapl 
Code of Conduct, a brochure with in for 
aboutthe ethics-related rules and regulat 
that govern City employee behavior will 
provided to finns doing business with th 
This will assist contractors in avoiding 
behavior that may encourage ethical lapj 
will include information about how contactors 
can report ethical lapses to the City. 

;lor s 
; lion 

i ens 
e 

Pity. 
b« 

=;< 

es and 

4. Is the hotline number and other contact 
information provided on the government's 
Web site, intranet, newsletters, invoices, 
purchase orders, pay stubs, checks, and 
even vehicles? . 

D • X for As the hotline is currently intended only 
employees, the hotIinefnumber and conU c 
information is made available through 
intranet site, in-person presentations, ahc 
collateral such as bookmarks. Upon fom^lion 
of the Audit GommitteeJ the hotline may 
expanded-to receive citizen complaints, J l$o. 
At that point,;OEI will reach out lo citizq 
and other potential stakeholders through 
variety of in cans. 

ns 
a 

C. Evaluating Coniniunicatioiis Received 
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govemment.audit committee should consider the following questions: 
The OEI Deputy Chief or his/her designee, in . 
conjunction with the Intake and Review 
Committee, reviews each investigations' 
response to determine if the allegalion(s) 
raised in the complaint have been adequalelv 
addressed in the response. If the response is 
deemed to inadequately address the 
allegation^) raised in the complaint, the 
Division or Department head and appropriate 
Deputy Chief are notified. This allows OEI o 
verify appropriate investigation of complaints 
while'assessihg management-support. 

lowers) 

In evaluating the communications received, a 

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

X • D o o 
o 
CO 
o 

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

X In the instance where a complainant has 
identified him/herself, such complainant will 
be notified of the OEI action on or referral oC 
the complaint. The complainant may be 
advised that;, in the instance of a referral, O E | 
may not be able to pfovidethe complainant 
further information regarding the outcome ofj 
his/her complaint due to confidentiality or 
personnel-related issues. For an anonymous 
complainant, a notification is sent to The 
Network so when the complainantcalis back 
he/she will know the disposition of the 
compliant and will have an opportunity to 
report additional information. ___^__^ 

tf..--: 

J 
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City of San Diego 

Kroll Remediation 
Remedial Category - Interest Allocation 

Kroll 
Item 
74-

Report 
Ref. 
M-16' 

Description 
The interest allocation process should receive sufficient manasement 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 manual 
calculation error. Current City managemenl believes this issue will be remediated by 
November 2006. Documented controls currently in placesbould prevent this type of error from 
happening again. . . 

Action Taken for Kroll Remediation 

The interest allocation process was documented in a format thatcjripnagempnt believes is 
acceptable for internal controls. The documentation includes: J . "̂  

r* Process flow, process narrative and identification of significant control activities 
> Control matrix containing: 

o -̂oniTGi CUJC^LIVCS, nSiCS, signii-icani conuOi acuViLicS, conuOi numuci, control type 
o Identification of preventive/detective control, system or manual control, control 

frequency, fraud control, safeguarding of assets, financial statement assertions and 
the pertinent components of internal control from the COSO. (Committee of 
Sponsoring Organizations of the Treadway Commission) framework 

Design Effectiveness Assessment 

Effective with the exception of one Design Gap - Segregation of duties related to significant 
control activity 74D. The same accountant has AMRIS (general ledger) system access to ran 
preliminary and final reports. Management is in'the process of remediating this gap by having 
infonnation technology change system access. Once this gap is fixed, the accountant that runs 
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 Kcmediatioii Ilem 74 
Interest Allocafion Process 

CA. I'/S Asscrlions C O S O 

Cmilrol Objective 

InlercKt income is allocaled lo Ihe 

appropriate funds for financial 

reporting 

Risks 

Interest income is not 

properly allocaled lo the 

appropriate funds 

resulting in inaccurate 

financial reporting 

Signincant Control Activity Ret 
Ctrl 

Type 

Accountant reconciles cash interest 

earned and i lives linen t balances among 

SunGard Investment Reports and 

AMRIS. 

74A 

AMRIS system allocates interest 

among inveslment pool accounts. 
74B 

The preliminary report and supporting 

dala are reviewed and approved by the 

Operalions Section Supervisor. . * 

74C M 

Hie Accounlant lias system access to 

run preliminary reports. The 

Supervisor has system access to run the 

final reports. THIS IS CURRENTLY 

A GAP AND SYSTEM ACCESS 

NEEDS TO BE ADDRESSED. 
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Reference Legend 

Conlrn l Type 

A - Authorizalion 

C - Conngtiralioii/account mapping 

E - Gxceplioti rcpoils/cdit checks 

I - Inlerface/conveision controls 

K - Key performance indicators 

M - Managcincrit review 

R- Reconcilialion 

St>- Segicgalion ofdulies 

SA - Syslcm access 
SOA - SafcgunKjing of Assets 

(F) Frequency 

D - Daily 

W - Weekly 

B - Bi-Wcckly 

M - Monthly 

Q - Quarterly 

S - Semi Annual 

A - Annually 

T - Transactional - daily 

SY - Syslern 

F/S Assertions 

Cornp - Completeness 

E/O - Existence or occurrence 

V/A - Valuation or allocation 
K/O - Rights and obligalions 

P/D - Ptcsenlation and disclosure 

COSO Framework 

C - Control Aclivilies 

R - Risk Assessment 

I - InfomiBlion and Coimnu meat ions 

M - Moniloring 

II - Conlrol Environment 

Headers 

CA Ref - Conlrol Activity reference number 

Ctrl Type - Conlrol Type 

P/D - Prcvcnlive/Deteclrve Conlrol 

S/M - System/Manual Control 

F - Frequency 

FC • Fraud Control 

SOA - Safeguarding of Assets 

v ~J-
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J 
Source: Meeting 
. and Leonard AI 

Process Flow 

0 
Treasi i ry l 
SunGard 

Earned Income 
Detail 

£ 

AMRIS: Simpler 
Query 

© 
A c c o u n t a n t : 

Reconciles cash 
inleresl earned 

A c c o u n l a n t : 
Reconciles 
Inveslment 
balances 

- Y e s - * 

0 

© 

Accoun tan t : 
Delermines 

Posling or Timing 
Difference 

-Timing* -Posting-. 

A c c o u n t a n t : 
Calculales Interest 

Amounts for 
Allocation 

A c c o u n t a n t : 
Researches 

posting errors 

© A c c o i m l a n l : Inputs in 
Interest Allocation 

Syslern 
Page 2 

Process Narrative 
Background: Interest is required lo be allocated lo all funds included 
in the City's pooled cash. Fund 99998 is the City's inveslment 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 basis. Interest Allocation 
Procedures were issued on 8/23/1999. That document serves as a 
"Desk Procedure.' 

The process begins with [he receipt of the SunGard Monthly 
Inveslment Reports from the Treasurer's Department, These reports 
are available 2-3 weeks after month end. The SunGard report 

.amounts need lo be reconciled to the nmbunls amounts In AMRIS. 
The Interest Allocation Accounlant runs a Simpler query to obtain 
AMRIS fund amounts. 

The Interest Allocation Accountant reconciles cash interest earned 
between Ihe SunGard Investment Report and AMRIS. The Interest 
Allocation Accountant also reconciles investment balances among 
SunGard and AMRIS. Cash interest received and investment pool 
activity must reconcile prior to allocating interest to the funds. 

There could be unreconciled items due lo timing or posting errors. 
When there are unreconciled items, first the Interest Allocation 
Accounlant researches for any timing differences. Typically, timing 
difTerences are related to posting on Ihe first day of Ihe next calendar 
month in AMRIS, A query report from Ihe Simpler system is run to 
obtain daily transactions for the first day of the nexl calendar month. 
This report is used to Identify timing dilferences. 

If Ihere are posling errors, they are researched with the supervisor 
and a Journal Voucher is prepared. 

Upon completion of Ihe reconcilialion, Ihe 'TOTAL ENDING 
ACCRUAL" and "TOTAL CASH RECEIVED" is calculated by Ihe 
Inleresl Allocation Accounlanl. Both figures are calculated from data 
contained in Ihe SunGard Monthly. Investment Reports. 

Once these amounts are delermined, Ihey are entered Inlo Ihe 
Interest Allocation System (C3502 semen) wilh a status of "P" for 
Preliminary. 

with Cecilia San Pedro 
uenle, Auditor 's office 

Significant Control 
Activities 

© 

o 
o 
o 
cc 
i t * 

(CA - 74A) Reconc i l i a t i on A c c o u n t a n t r econc i l es 
cash interest earned and Inves tment ba lances 
a m o n g SunGard Inves tment Repor ts and AMRIS . 
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Source : Meeting wi l i 
and Leonard Al luenle, 

Process Flow 

Page 1 

© 
Accoun tan t : 

Requests 
DPC to run 
Preliminary 

Report 

1 • 

AMRIS: 
System 

calculated 
Interest 

Allocation 

Yes 

© 
AMRIS: 

Preliminary 
Interest Allocation 

Report 

Accoun tan t : 
Reviews Preliminary 

Interest Allocalion 

Report 

© Supervisor: 
Reviews Final 

Preliminary Report 

Page 3 

Process Narrative 

The Interest Allocalion Accountant requests the preliminary interest 
allocation reports be printed. The accounlant sends an email to San 
Diego Dala Processing Corporation (DPC} indicating jobs needed lo 
run the preliminary report. ' 

DPC runs AMRIS system preliminary reports that show the results of 
interest allocation distribution based on the two amounts entered for 
Ihe TOTAL ENDING ACCRUAL AND TOTAL CASH RECEIVED. 

The Interest Allocalion Accountant reviewis Ihe preliminary report. 
Specifically, the ending accrual, beginning accrual and cash received 
amounts are reviewed lo confirm they are accurate. Three particular 
funds are analyzed for reasonableness: General Fund (100), Water 
Fund (41500). and Sewer Fund (41506):' These three funds were 
chosen becauseeach have substantial cash balances. The prior 
monthly reports for these three'fuh'ds'are liompared to Ihe current 
reports;for, reasonableness. At this l ime, (he Interest Allocation 
Accountant can.also enter any needed adjustments.to cash or accrual 
balances into the Interest Allocalidn System.' t h e s e adjustments are 
based on Information from the preliminary report. If any adjustments 
are made, another preliminary report run is ruri and reviewed for 
accuracy. 

After complete review of the preliminary report and any adjustments, 
Ihe Interest Allocation Accountant submits all documents and work 
papers lo Hie Operalions Section Supervisor. The Operations 
Section Supervisor reviews Ihe summary und supporting information 
and approves by initialing the front page of the work papers. 

...J' 

Significan 
Activ 

ecilia SiTTPetJro 
Auditor's olfice 

Control 
es 

O 
o 
o 
CD 
CO 
cn 

(CA - 74B) Sys tem ConMgurat io r. AMRIS s y s t e m 
al locates interest a m o n g Inves tment poo l 
accoun ts . 

® (CA - 74C) Management R^v lpw 
repor t and s u p p o r t i n g da la 
approved by the Opera l lonp 

. The pre l im inary 
aije rev iewed a n d 

Sec t ion Superv i so r . 
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Source: Meeting vi 
and Leonard Alfueifit 

Process Flow Process Narrative 

Page 2 

© Supervisor: Modifies 
AMRIS status to Final 

With Ihe Operations Seclion Supervisor's approval, the posling of 
Interest Allocation is ready. The Supervisor modifies the status of the 
C3502 screen to "F" for Final. © 

Significar t Control 
Act vities o 

o 
o 
CD 
cn 

(CA-74D) Segregation of duties. The Accountant 
has system access lo run prt Ilminary reports. The 
Supervisor has system acde; s to run the final 
reports. THIS IS CURRENTLY A GAP AND SYSTEM 
ACCESS NEEDS TO BE At DRESSED. 

h Cecilia San Pedro 
e. Auditor's office 

© 
Accountant: 

Requesls 
DPC to run 

Final Report 

The Inleresl Allocalion Accounlant sends an email to San Diego DPC 
indicating jobs needed to run Ihe Final Interest Allocation Report and 
the system generated postings to AMRIS (the GIL). 

AMRIS: 
System 

calculated 
Inleresl 

Allocation 

Accounlant: 
Verifres AMRIS 

has posted 

DPC runs AMRIS system generated Final Inleresl Allocation Reports. © See CA - 74B on page 2 0 1 ; 

AMRIS: Final 
Interest Allocalion 

Report 

© 
Accounlant: 

Provides 
dala lo 

Treasury 

Accountant: 
Files work 

papers 

The Interest Allocation Accountant reviews Ihe final report and verifies 
that AMRIS has posted interest allocation. 

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

L h 
Subject: Kroll Remediation Status Report Number 3, prepared for 

December 6, 2006, Council Meeting 

In my memorandum dated August 24, 2006,1 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. I have already issued two 
memorandums on status (dated October 5, 2006, and October 30. 2006). This is my third 
memorandum regarding status of the City's Krol! remediation efforts. On December 6, 2006, 
my staff will meet with you to discuss the following: 

• 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 



000099 I. Remedial Items Completed 

A. I t ems P r e v i o u s l y R e p o r t e d C o m p l e t e 

Kroll Item # 
7-12 
24 
45 
46-47 
48(i) 
54-57 
57.1 
74 
84-85 
107.1 

Kroll Category 
Organizational Structure 
Audit Committee - Formation and Duties 
Budget Policies and Practices 
City Actuarial Services 
Deferred Maintenance 
Financial Reporting 
Financial Reporting 
Interest Allocation 
Reconciliation of Accounts 
City Funding of SDCERS 

Memorandum Reference 
October 5, 2006 
October 30, 2006 
October 30, 2006 
October 5, 2006 
October 5, 2006 
October 30, 2006 
October 5. 2006 
October 30, 2006 
October 30, 2006 . 
October 5, 2006 

S. I t ems C o m p l e t e d D u r i n p th is R e p o r t i n g P e r i o d 

Remedial Category - Disclosure 

49. Continue the operations of the Disdcsure Practices Working Group (DPWG) and 
add the CFO not only as an official member but also have this person serve as 
chair. (Pages 249, M-4 & M-5) 

Status: Mayoral task complete. The Mayor's Office submitted a Request for. 
Council Action that the City Council direct the City Attorney to amend the 
Municipal Code1 for the following changes to the DPWG. 

• The Chief Financial Officer will serve as the chair of the revised 
DPWG. 

• Membership in 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 committee 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 part of the 
annua! budgeting process, a rolling five-year proposed plan that contains major 
items, including capital expenditures, deferred maintenance, debt payments and 

1 San Diego Municipal Code, Chapter 2: Government, Article 2, Administrative Code, Division 41: 
Securities Disclosure 
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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 
^Novemfrefn^:^uuo: • I neipianiwJlLbe-Dr.ese^ledaoJheXlJlvXouncil-Qn-

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: 

http://www.sandiego.gov/mayor/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 
xetiLee^ha_aithxar.e_beriefits_andcooperate-wJth.-the4RSto^bring-the-City-s-retiree— 
healthcare funding into full compliance. (Pages 259 & M-11) 

Status: Complete. SDCERS tax consultant, Ice Miller LLP, filed a Voluntary 
Correction Plan report titled "Exclusive Benefit and Prohibited Transactions 

" - Retiree Medical. Benefits (401 (h) Account)" with the Internal Revenue 
Service on June 22, 2006. 

108. The costs should be reflected in the City's annual budget and five-year plan, and 
variances caused by changes in actuarial assumptions should be explained. (Page 
260) 

Status: Complete. For clarification purposes, Kroll item 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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II. Remedial Items In-Process 

A. I tems In -Process Previously Reported 

-K-rolWtenr* -KToll-eategory 

1-6 
13-14 

18-23 

42 
43-44 
86 
87 

Oversight Monitor 
Organizational Structure 
Audit Committee, Formation 
and Duties 
Ethics 
Budget Policies and Practices 
Reconciliation of Accounts 
Retirement Benefits 

Memorandum 
Reference 
October 5 and 30, 2006 
October 5, 2006. 

October 30, 2006 

October 30, 2006 
October 30,2006 
October 5, 2006 
October 30, 2006 

Updated 
status? 

Y e s ' 
No 

No 

Yes* 
No 

• No 
Yes* 

i 

see below 

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 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 assignment. (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 City's 
progress. (Pages 263 & M-14) 

4.1 City Monitor quarterly reports should be made public in an appropriate manner 
including on the City's website. (Page 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 
duties following consultation with the City. (Pages 263 & M-14) 

Updated Status: In process. The Kroll Report recommended an independent monitor 
oversee implementation of and compliance with the Remediation Plan. 
The City's settlement with the Security and Exchange Commission 
(SEC) requires that an independent consultant/monitor be hired within 
60 days from the November 14, 2006, 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. 



n. ixcMicuidi u t m b m - r r o c e s s 
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Remedial Category - 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^hotridi3ejamended"to^ddxrimirial~pena1ties'for such conduct, it shouid15e 

) 

unlawful for any elected official, or employee of the City, or anyone acting under 
their direction, to take any action to corruptly influence, coerce, manipuiate or 
mislead 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 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 employees of a bond 
rating agency performing a credit rating of the City's bonds. (Page M-6) 

Updated 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 Committee. The 
Rules Commitlee is tentatively scheduled to review the ordinance at 
its scheduled meeting on January 10, 2007. 

Remedial Category- Retirement Benefits 

87. The City Council and employees should develop realistic retirement plan 
parameters for future City hires. This includes positioning the City to attract and 
retain the talent needed to meet the citizens' expectations for services, not be 
viewed as providing excessive benefit levels, arid creating a plan the City can 
afford. (Page M-25) 

Updated Status: The following three evaluations are in process and should be 
complete by December 29, 2006: 

• Actuarial evaluations of the cost implications of formula changes to 
the existing retirement systems 

• Benchmark study of Police Compensation and benefits for all 
employees 

• Benchmark study of Fire Compensation and benefits for all 
employees 



000103 II. Remedial Items In-Process 

/ S. Items In-Process Durinp 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 responsible parties related to Kroll 
remediation status and milestone dates. 

Additionally, for Kroll remediation items that can be executed by accounting/finance 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 # 

58-59, 64-65 
75-80 * 
81-
82 
83 
86 
88-89 
90,95 

Kroll Category 

Financial Reporting 
Internal Controls 
Personnel 
Procurement 
Redevelopment Authority 
Reconciliation of Accounts 
Risk Management 
Training 

Kroll item 76 will require significant effort because it addresses remediation 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 externa! 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: .Honorable Members of the City Council 

From: Mayor Jerry Sanders J L j ^ f ^ ^ 

Subject: Kroll Remediation Status Report Number 5, prepared for 
.- _ April 23, 2007 Council Meeting 

Thisi-.i^tf^Fifthjn aI;.series^of status reports regarding Kroll Remediation efforts. To date, 
•appirowrTJate!jf62 or̂ 5i%-;-Df the 121 Kroll remediation items haye.been corripleted, or are 
sub^%iaIly:cpmpiet'^¥rS'more than 35 additiohal items are in-process. Although the City 
has-rriacte' tremendous progress to.date, there are still many important itenis remaining to 
complete ourKroli/remediationefforts. On April 23, 2007 my staff will rheet with you to 
discuss the f6 l l c i y^g ; f ^^V '^ ; v ' 
•y i / 'StaJ[us'^''reiifie3ja!\iterhs completed or substantially completed as of April 9, 2007 

' •'vStatus'ofTemediar.items in-process as of April 9, 2007 
"". ••' "i Timeline modifications : 

The status^ of^all Kroll.temediation items will continue to be provided to Mr. Stanley Keller, 
Independent,Mpnitor;;f6r'observations and comments. Any conclusions made by him will 
be provided'tdlneCity CouhciL- • 

Cc: City/Attomeyj; - ;.., 
Chief pperatihg;pfficer 
Chief Financial Officer 

' Stanley Keller^Independent Monitor 
Independerit'Buciget Analyst 
SDCERS?:'-
John Dyer ; • . 

Attachment A.-Greg Levin resume, comptroller functions 
Attachment B - Tracy McCraner resume, financial reporting functions 
Attachment C - Kyle Eiser resume, internal audit functions 



l.jRgmedial Items Completed or Substantially Completed 

A. Items Previously Reported Completed or Substantially Completed 

-KtolL 
Item # 

1-6 
7-12 
15 

18 

19 

21 

24 

42 

A * 

46-47 
4801 
49 

51 

52 

53 

54-57 
57.1 
66 

71 

73 

74 
82 
84-85 
89 
96 

JSolECaleg.Qry_ 

Oversight Monitor 
Organizational Structure 
Staff Qualifications 
Audit Committee -
Formation and Duties 
(Long-Term Plan) 
Audit Committee — 
Formation and Duties 
(Eliminate FROB) 
Audit Committee — 
Formation and Duties 
(Scheduled Meetings) 
Audit Committee -
Formation and Duties 
(whistleblower procedures) 
Ethics.. 
Budget Policies and 
Practices 
City.Actuarial Services 
Deferred Maintenance 
Disclosure (DPWG) 
Disclosure (City Attorney 
Confirmation) . 
Disclosure (City Council 
Review Period) 
Disclosure (DPWG and 
Audit Committee) -
Financial Reporting 
Financial Reporting 
Forecasting/Projections 
Information Technology - , 
Financial Reporting 
Systems 
Information Technology -
E-Mail Systems 
Interest Allocation 
Procurement 
Reconciliation of Accounts 
Risk Management 
Training 

Itftenrro 
Reference 

2/21/2007 
10/5/2006 
2/21/2007 

2/21/2007 

2/21/2007 

2/21/2007 

10/30/2006 

2/21/2007 

10/30/2006 

10/5/2006 
TO/5/2006 

2/21/2007 

2/21/2007 

2/21/2007 

10/5/2006 

2/21/2007 

2/21/2007 

2/21/2007 

2/21/2007 
2/21/2007 

11/22/20061 

10/30/2006 

11/22/2006 

10/30/2006 

10/30/2006 
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Kroll 
ltem# 

97 

98 
99 

100-101 

103. 
106 
107-108 
107.1 

113 

114 

119,121 

Kroll Category 

"SDCERS^tnanciaf 
Reporting 
SDCERS Internal Controls 
•SDCERS Actuarial Services 
SDCERS Investment 
Advisors-, - i . 
Oity-Fuhding-of SDCERS: 
City:Furidihg of SDCERS' 
City Funding of SDCERS 
City Funding of SDCERS 
SDCERS Organizational, 
Structure '^'J/'"y. 
SDCERS Staff 
Qualifications 
SDCERS.Board Structure' 

Memo 
Reference 

2/21/2007 

2/21/2007 
2/21/2007 

2/21/2007 

2/21/2007 
2/21/2007 
11/22/2006 
10/5/2006 

2/21/2007 

2/21/2007 

2/21/2007 

Notes: ;vi- • 

A. Establishment of a Charter Review Committee; part of the committee's 
responsibilities include the long-term Audit Committee plan 

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

C. Audit Committee to assume selected areas, of responsibility for "whistleblower" 
policies and procedures 

D. Improper influence Ordinance was submitted to the City Council by the City 
Attorney on November 1, 2006; the City Council referred it to the Rules 
Committee on November 13, 2006; 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 modify the Municipal 
Code to change the membership of the Disclosure Practices Working Group 
(DPWG) and have the DFVVG report periodically to the Audit Committee 

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

G. Short-term plan complete; long-term plan to be completed as part of Enterprise 
Resource Planning~(ERP) project 

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

1. The Mayor's proposed budget for fiscal year 2008 contains adequate funding 
for training of personnel to ensure that they remain current oh financial 
reporting standards; City Council action required to approve the budget 

J. An amendment repealing the "Waterfal!" was introduced to the City Council on 
March 5, 2007; a second reading of the amended Ordinance is scheduled for 
April 10, 2007; however, a memo dated April 5. 20O7 requested the City 
Attorney perform additional legal analysis prior to City Council action 



OOOl'OSernedial Items Completed or Substantially Completed 

S. Items Completed or Substantially Completed During this Reporting 
Period 

Kroll 
Item # 

13-14 

16-17 

20 

22 

23 

104 
109-111 

Kroll Category 

Organizational Structure 
(Comptrolier and Director of 
Financial. Reportirig) 
Organizational Structure 

;(Staff dualificatioris)-/ . .. . 
^uditOprnmittee/Fcirmation 
and- Dutiesi(written charter) 
AuditOomiTiittee; Formation 
'and'Duties^taudit jequests) 
Auditpommittee;-Formation 
andiputies^indepemjent 
auditor retention) 
City Funding of SDCERS 
City Funding of SDCERS 

Memo 
Reference 

4/9/2007 

4/9/2007 

4/9/2007 

4/9/2007 

4/9/2007 

4/9/2007 
4/9/2007 

** Further action is required via a Charter Change 

Notes: 

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

Remedial Category - Organizational Structure 

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) ' 

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

Status: Substantially complete. The City has assigned qualified personnel to serve in 
the capacity of Comptroller (Deputy Comptroller until the Charter is amended) 
and Director of Financial Reporting (refer to items 16 and 17 below for staff 
qualifications). City management believes the establishment of permanent 
position of Comptroller will require an amendment to the City Charter and 
perhaps the Municipal 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 to the 



oooios 
receipt of federal assistance and the issuance of public securities; and should also 
be comperem to design, implement and operate an effecfve system of mternal 
controls over financial reporting and disclosure. (Page M-2) 

- ^ — S u b . a n t i ^ o n ^ ^ e r to item Z ^ % ^ ^ ^ S C 

17. 

experience in government accounting, including the preparation of CAFRs in 
acco dance wifh applicable accounting and financial reporting standards. He 
s f a m t " i t h fedeP£l rules and regulations applicable to the receipt o federa 
assistance and the issuance of public secundes. Mr Levin also has 
experience with internal controls over financial reporting and disclosure. See 
Attachment A for Mr. Levin's resume. 

The Director of Financial Reporting would report to the Comptroller and would be 
r e s p o n d for the preparation of the City's period ic n a n c i a l ^ ^ ^ - J « 
oerson should also have experience in the preparation of the CAFRs in a ^ o r d a n c e 

^ t h S A S B and other applicable accounting standards, rules and regulations. 

(Page M-2) 

Status: Substantially complete (refer to item 14 above). The City has assigned 
Ms S M c S r the responsibilities of Director of Financial Reporting 
This pos- ion reports to the Deputy Comptroller. Ms, McCraner has significant 
exoerience in government accounting, including the preparation of CAFRs in 
a S a n c e wrth 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 charter. (Pages 251 & M-6) 

22 The Mayor CFO, City Attorney and City Council should have the authority to make 
request of the AudU Committee and. Auditor General (Internal Auditor) to perfonn 
[nternalaudUs of material matters they reasonably believe to be warranted. (Page 
252) 

•>•* With the assistance of the CFO and Auditor General (Internal Auditor), the City's 
2 3 - S p e n d e n i E d i t o r s J S d be retained by, report to and take direction from the 

Audit Committee. (Page 252) 

Althouah the intent of items 22 and 23 above are addressed in the Audit 
S t t c S t o r . the Charter does not fully address^Kro ^ C ^ n 
For example the Audit Committee Charier does not state that the CFU can 
make requests of The Audit Committee and Internal Auditor lo perform certain 
Tuds S o n a l l y , the Charter does not state that the CFO or Interna 
Auditor have input wilh the Audit Committees selection of the u t ys 
fndependent aucLrs. The Charter states that the Mayor shall provide 



I. Remedial Items Completed or Substantially Completed 

(JUuX appropriate consultation with the Audit Committee's selection of the City's 
independent auditors. 

•Rftme.diaLCateg.orv - CUVFOiTdirrg^of-SDCERS-

104. 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 
Conbefl settlement. (Pages 259 & M-11) 

Status: Substantially complete. SDCERS Board action approved and directed the 
actuary to include the costs of the Corbett settlement 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 
follows: 

http://www.sdcers.orq/aaendas/2007/ianuarv/bd admin 1 19 07.pdf 
(refer to page 6, item IV.A.1) 

The January 2O07 Actuarial Report can be accessed on SDCERS website at: 

http://www.sdcers.ora/imaQes/pdf/citv of san diego actuarial valuation repo 
rt 1 12 07 fmal.pdf 
( ro fo r tn nanp..c; 29 and 311 

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 
shbuld'lise. 

109. 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 shorter 
than five years, and that SDCERS use an amortization period no greater than 
a fixed, straight-line five years for each new benefit improvement. It is 
recommended that the City use the same period for amortization of both gains 
and losses. (Pages 261 & M-12) 

110. The plan's actuary should be engaged to develop a responsible funding 
program that considers expected cash distributions and the obligations to new 
and existing plan members. (Page M-25) 

111. The Pension Reform Committee assessed the pension plans under funded 
status and offered recommendations related to reducing or eliminating 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 Report, 
consider enacting those that are appropriate that do not conflict 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
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OOOlU 7 B o a r d ^ ^ 9 , SDCERS adopted a 20 year 
Status: Complete. At its March ™ - f W ' ° U M L A s part of the motion, the 

amortization schedule to pay off the a m m ^ ^ p
 d l d n o t i n d u d e a n y 

actuary was instructed to ensure that his « ^ o n ^ a 1 5 

negative amortzabon In ad t,ô n the SDCERS Board p 

This win take affect for the June 30, 2007 actuarial 
reflected in the City's fiscal year 2009 budget. 

payoff of the existing UAAL. 
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A. I tems In -Process P r e v i o u s l y R e p o r t e d 

Kroll Item # 

43 
44 
52.1,52.2 
58-59 
64-65 

67 

75-78 
79-80 
81 
83 
86 

87 

88 
90.95 
102 

112 

120 

Kroll Category Memorandum 
^Reference 

Updated 
-statu s?-

Budget Policies and Practices 
Budget Policies and Practices 
Disclosure 
Financial Reporting 
Financial Reporting (accruals) 
Information Technology, 
Financial Reporting Systems 
Internal Controls 
Internal Controls 
Personnel 
Redevelopment Authority 
Reconciliation of Accounts 

Retirement Benefits 

Risk Management 
Training 
SDCERS Financial Reporting 
SDCERS Organizational 
Structure 
SDCERS Board Structure 

February 21.2007 Tes"*-
October 30, 2006 No 
October 5, 2006 No 
November 22. 2006 Yes 
November 22, 2006 

February 21, 2007 

November 22, 2006 
November 22. 2006 
November 22.2006 
November 22. 2006 
October 5, 2006 
October 30, 2006, 
November 22,2006 
November 22, 2006 
November 22, 2006 
February 21. 2007 

February 21, 2007 

February 21. 200/ 

No 

Yes* 

No 
Yes 

No 
No 
No 

No 

No 
No 
No 

No 

INO 

* see below 
** see Section III 
*** Item was previously reported 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 future years has been 
reduced, the City still has future budget challenges in order to meet its 
obligations and still provide current service levels. 

The City's first five-year financial plan was presented to 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 
streamlining; employee benefit adjustments; debt refinancing; budget 
clean-up; release of encumbered funds; transfer of inactive fund 



000113 balances; establishing a property business improvement district; 
u leveraging city assets and managed competition. Revenues are 

projected to increase through normal growth. 

— The Financial Outlook isonlv a tool to help produce a comprehensive, 
ton§-range~analy3tiZ]QEZt51IlCi^s^generat~-fund~revenues—and-
expenditures. The five-year financial outlook will be regulaflyUptfaled" 
and will be used to assist with the preparation of the City's annual 
budget. The plan can be accessed on the City's website at; 

http:y/www.sandieoo.gov/mavor/pdf/five year plan 11 15.pdf 

Remedial Category - Information Technology, Financial Reporting Systems 

67. By June 30, 2007, evaluate the information technology 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 to make a vendor recommendation to. the ERP System Core 
Project Executive Steering Committee in the third week of April 2007. 
Following the selection 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. I tems In-Process Dur ing this Report ing 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 
disclosure; operations;, and fraud, waste and abuse. This person would be 
nominated by the Mayor and confirmed by the majority of the City Council. (Pages 
250 & M-5) 

26. The new Auditor General (Internal Auditor) should 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 his/her activities. (Pages 250 & M-5) 

28. The Auditor General (Internal Auditor) should report to the Audit Committee the 
results of any investigation and disposition of such complaints. (Page 252) 

29. In accordance with the International 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 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) 

—^ The Auditor General (Internal Auaiion"shouirTl5^a~ByslWfiatic-and^sctpHned— 
approach based on a risk assessment to select audits. This risk assessment should 
be completed at least annually. The department should evaluate and contribute to 
improving risk management, controls, and governance processes. (Page M-17) 

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

34. Elected officials, their staff, and the City's senior managemenl must be considered 
by the internal audit function. (Page M-17) 

Status- In-process. The long-term plan for completion of the Internal Auditor Kroll 
remediation items will require a City Charter change. In the meantime, the 
City has implemented an interim solution. On March 26, 2O07 the Mayor filled 
the position of Internal Auditor on an interim basis. This position will be 
staffed by Mr. Kyle Elser an existing City employee who has internal audit 
experience and qualifications. Refer to Attachment C for Mr. Elser's resume. 

Ariditionaily the City has an open job announcement for an Internal Auditor to 
fill this position with an understanding that the reporting responsibilities or me 
Internal Audit position may change with City, Charter amendments. The 
interim Internal Auditor will-report to Ihe 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 Internal Auditor will present to the 
Audit Committee the results of any investigation and disposition of such 
complaints Procedures will be established for reporting to the Audit 
Committee any information that is prohibited from public disclosure. During 
the interim period, the Internal Auditor will focus on performing a Citywide Risk 
Assessment in accordance with the Internationa! 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 The City should assign the responsibilities for preparing public documents and 
filings to the appropriate City employees. 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) 

60 City schedules requested by the external auditors should be prepared and internally 
reviewed before the auditors begin work. As part of a sound financial reporting 
system, the City should prepare supporting schedules and detail for all major 
accounts and transactions during the monthly dosing process. (Page M-17) 

10 
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61. The City should report as part of its annual CAFR staffs best estimate of material 

• payments it will be required to make for each of the next five years and in aggregate 
thereafter, as a result of contractual commitments or other commitments the City 
reasonably intends to fulfill. This includes expected pension payments, retiree 

ir~~ heaitfn-premium—payments, capitaj__expenditijres_resulting form contractual 
commitments: mat^al^ontractual^ommitmentsni^ ygarrdeferrecfc 
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 occurring. 

Remedial Category - Training 

91. MWWD employees should receive special training directed at ensuring the City 
complies with all contractual requirements, laws and regulations and reporting any 
noncompliance to the appropriate individuals or entities. (Pages 247 & M-2) 

92. Tailored training for all individuals who are currently employed by the City who were 
members of the Metropolitan Wastewater Department at any time from 1995 to 
2004, the period of the City's noncompliance wilh its SWRCB grant and loan 
covenants and its violation of the Federal Clean Water Act should also be 
developed. The Metropolitan Wastewater Department employees should receive 
special training directed at (1) 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) 

93. 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 to complete the 
items by the 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 stale securities on March 5, 2007. The training 
was provided by outside consultant, John McNally of Hawkins Delafield & 
Wood LLP. In addition, on April 9, 2007, training will be provided by the City's 
independent auditors, specifically Jim Godsey of Macias Gini and O'Connell. 

For City staff a two-part 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 to attend both sessions. 
In addition, the April 26, 2007 training session is also for anyone in the 

11 
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departments that directly or indirectly contribute to preparing or reviewing 
language that becomes part of the City's or an Agency's disclosure, with a 
particular focus on offering documents. 

A D D r o p r iate policies and procedures are in the process on)eing-amended-to-
require that disclosure obligations,training under federal and state securities 
be conducted no less frequently than every two years. 

12 
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Kyle S. Elser, CPA, CIA 

PROFESSIONAL EXPERIENCE 

City of San Diego 
Payroll Manager (Principal A ccountant) 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 audil section. 
• Supervised eight staff members in performing the internal audit plan. 
• Reviewed workpapers and prepare audit reports for the Audit Division Manager's signature. 
• Performed various audits and other projects while supervising internal audil section. 
Internal Auditor (Accountant II, Accountant III) Aug 1996 - Jan 2001 
• Performed mtemal audits to determine Departments' compliance with laws and regulations. 
• Reviewed internal controls to ensure City assets were properly utilized and safeguarded. 
• Made recommendations lo. correct mtemal control weaknesses identified. 
• Performed contract compliance audits with the various City vendors and City agencies. 
• Performed operational audits and made recommendations to increase process efficiencies. 
• Performed audits to ensure City Departments were accurately reporting annual performance 

measures. 
External Revenue Auditor (Accountant Trainee, Accountant I) Jan 1995 - Aug 1996 
• Performed hotel tax, franchise tax, business license tax, and renlal unit tax audits. 

K o r n f e l d & L e v y , C P A ' 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 April 1999. 
• Received Certified Internal Auditor certification May 1998. 
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1988-1995 City of San Diego-Auditor and Comptroller's Office 
Accountant 
, Prerw^ the General Fund revenue and expenotture analysis. 

— ~. Responsit^orthe-eeneral-Fund-payments.r^incil-Acnons; Manager 
Actions and budget adjustments and year end financial statement 
preparation. . 

. Responsible for all Mayor and Council departmenl analysis, data 
processing projections and special fund budgets. 

. Responsible for all out of town travel and in tovn meetings expense 
review and monthly and quarterly reports to Council. 

EDUCATION 

San Diego State University: Bachelor of Science Degree in Accosting 

References available upon request. 
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• Responsible for the oversight and approval of the calculation of the City's 
departmental-^dtederalo^veihead^tesran^entral-seFv-ice-department 

billings to Enterprise funds for FY 2001 througJi ÛUt)7 
• Oversiehi of the transportation and park and recreation grant program. 
• Oversight and review of the preparation of the Annual Streets, Tidelands 

and State Controller's Reports for fiscal years 2001, 2002 and 2003. 

1999-2001 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 statements and intenm 
reports. Prepare staff performance plans and evaluations. 

. Managed the compilation of the City's CAFK for fiscal year ending June 
30, 1999. Coordinated weekly meetings with outside auditors, managed 
staff responsible for fmancials and footnote preparation. 

• Responsible for the CIP budgets of all govenmiental 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 Service sections of the 
CAFR for FY 2000 and 2001. 

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

1995-1999 City of San Diego-Auditor and Comptroller's Office 
Accountant II1-CIP Cost Section 
• Supervised 2 accountants and one account audit clerk, immediate 

supervision, daily hands on reviewer, provided Lnput to performance 
evaluations to Accountant IV. 

. Implementation team member for the new Fixed Asset Managemenl 
System (FAM1S) and was responsible for overseeing the transition and 
reconciliation of all governmental asset data from the old fixed asset 
system to FAM1S; 

. Responsible for the compilation of the General Fixed Asset Account 
Group (GFAAG) forCAFR'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 

(7601599-0936 tmccraner(2),sandie20.2ov 

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

reporting and analysis 

PROFESSIONAL EXPERIENCE 

2006 - present City of San Diego-Auditor and Comptroller's Office 
Principal Accountant-CAFRyAccounting Operations 
• Assigned as project manager to lead 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. 

• Managed approximately 17 staff within the Accounting 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 limes from a 5 
day average to a 2 day average within 6 months of implementation. 

2001-2006 City of San Diego-Auditor and Comptroller's Office 
Principal A ccountant-Accounting Operations/CIP/Cost 
• Managed 8-12 accountants and 4-7 account audit clerks. Reviewed daily, 

monthly and year end work, financial statements, interim statements, 
coordinated staff activities, and prepared annual and probationary 
performance evaluations. 

• . Responsible for the coordination and compilation of the City's 
Comprehensive Annual Financial 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 to capitalization 
of infrastructure, depreciation'on governmental 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 to ensure accurate 
reporting of all infrastructure assets. 

• Supervised the preparation of the General Fund revenue and expenditure 
analysis, provided monthly reports lo 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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PO Box 125068 
San Diego, CA 92112 Gregory Levin, CPA 

Attachment A 

Cell: 619-793-0525 

•KornyFerry-Ftitufes-teprS^erman-OakSy-CA-

Project Analyst 

Educa t i on 

Implementing and Managing communications server and database of 
700,000 candidates. 
Working as Community Events Manager (Discussion Boards and Chats). 
Performing quality assurance on corporate and client websites. 
Technical liaison between retention marketing group and IT department. 

-6n-999^/2O0t 

Bachelor of Arts - Business Economics - Accounting 
University of California at Santa Barbara 

Coursework included Accounting, Monetary Economics, Personnel Economics and Finance. 

C e r t i f i c a t i o n s & O the r Expe r i ence 

Certified Public Accountant, State of California License #90699 
CPR certified 

Outward Bound 
Colorado School of Leadership and Survival Training 

• 21-day wilderness leadership course 
Skl l lc 

G/L accounting. Cost Accounting and Compliance Review, Financial Reporting Budget and GAAP, 
Microsoft Word, Excel, Access, Adobe Photoshop, Paint Shop Pro, Adobe Illustrator, Internet Proficient, 
MS Outlook Enterprise Email Software, Basic HTML, NT 4.0 Server Management 

Recen t T r a i n i n g 

Completed continuing professional education in the following areas: 

Bisk: 
Internal Control and Fraud in Government Engagements 8/2O06 

CFO A: 
GASB review 
Satellite Update 
Satellite Update 

1/2006 
11/2004 
4/2004 

11 A: 
Sarbanes-Oxley: Process Improvement Workshop 
Sarbanes-Oxley Primer: Charting Your Course 

•8/2005 
6/2005 

References and additional experience are available upon request 
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SanDiego,CA92W:hQ|24 Gregory Levin, CPA Cell: 619-793-0525 

Experience 

City of San Diego Auditor & CrnnptraHgi^San-DiftgoJC/iC^ -— — - ^ ^ r -
Financial Operations Manager 

I am the Principal executive responsible for the operations of the Comptroller 
division of the Auditor &. Comptroller's office. My responsibilities include accounts payable, 
comptroller systems, capital asset accounting, debt accounting, fund analysis, redevelopment 
accounting and financial reporting. During this time 1 have been responsible for direct 
oversight of the production of City's Comprehensive Annual Financial Report, including the 
successful completion of the City's 2003 CAFR. This report was delayed as a result of 
numerous political, legal and compliance challenges facing the City. These challenges were 
related to the under funding of the City's pension system and misappropriation of enteiprise 
fund assets which took place over a period of approximately 20 years. 
• Directly supervise eight Principal Accountants and indirectly supervise 65 employees 
• Oversaw the implementation of a financial reporting system. 

5/2006-Presem 

Principal Accountant 
Working under the Auditor & Comptroller, I 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. Audilor and Comptroller's 
First Annual Report on Internal Controls. This reporl was a comprehensive citywide risk 
assessment of nnancial reporting controls using the COSO framework. The report was a 
foundation for remediation efforts related to correcting the financial reporting irregularities 
previously experienced by the City: 
• Directly supervised three Principal-Accountants and indirectly supervised 14 employees. 

5/2005-5/2006 

Santa Barbara County Auditor-Controller, Santa Barbara, CA 
Accountant - Auditor 3 
• Overseeing junior staff on audits and reviewing their work. 
• Performing financial, operational and compliance audits. 

• Performing mtemal control reviews, 
• Preparing audit and review reports. 
• Planning and developing audit and review methodologies. 

Accountant - Auditor 2 
• Performing financial, operational and compliance audits. 

• Performing intcmal control reviews. 
• Preparing audit and review reports. 

Accountant - Auditor 1 
• Performing financial, operational and compliance audits. 

3/2004-5/2005 

9/2003-3/2004 

8/2002-9/2003 

UCSB, Santa Barbara, CA 

Information Systems Analyst 
• Providing technical support to administrative staff. 
• Researching and evaluating hardware and software applications. 
• Providing technical support for desktops, server applications and hardware. 
• Installing network and server components. 
• Creating illustrations and schematics of the Facilities Fiber Optic Network. 

4/2001-4/2002 

References and additional experience are available upon request 
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III. Timeline Modifications 

implemented. 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 internal controls over financial 

-jeportiog. 

Additionally, the nature and structure of the City's interna! controls 
are anticipated lo 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 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 
detected and corrected in a timely manner. (Page M-20) 

80 A number of deficiencies in the internal controls related;to accounting for 
o u . « numuci W ^ „ « B ^ The r.itv Qhnnid develoo and imolement 

accounts receivauic wc.c IWOHH..^- J - • ; ™«iinfe 
policies and procedures to reconcile, support, and rev.ew period end accounts 
receivable balances. (Page M-21 & M-22) 

Undated Status: The original completion date of June 2007 will not be met for-Ml 
^ ^ ^ remediation of these items. Kroll items 79 (capital asset 

accounting) and 80 (accounts" receivable reconciliations) both 
contain .numerous subprocesses 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. Each subsystem may require a 
unique reconciliation process which translates into documenting 
more subprocesses. 

14 
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Due to unanticipated Auditor and Comptroller Office resource requirements related to 
supporting prior year Comprehensive Annual Financial Reports (CAFRs) audits and due 
to staffing shortages on the Kroll remediation team, some of the important Kroll 

-FemediahoailemsTetaV§d~to~financial-repor^ by the due dates 
stated in my memorandum dated Augusr2^r^006r^t^he4ime-my-memoi^indu]XLj1wa^; 
issued, the City expected that audited CAFRs for fiscal years 2003-2005 would be 
issued by February 16, 2007. 

The 2003 audited CAFR was not issued until mid March 2007 and the 2004-2005 
CAFRs have not been issued to date. Auditor and Comptroller 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 Citv for the fiscal year 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 include in the City's 
CAFR a signed management report oh the financial statements and disclosures 
which include a statement of the City's responsibility for establishing and 
maintaining an effective system of internal.control over financial reporting and 
disclosures; a statemeint setting forth 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 a 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 fairly present in all material respects the net assets and activities of 
the City for the period presented. (PagesJ248, 249 & M-4) 

59. The chief executive officer and principal accounting officer of each component 
unit of the City should include annually with its stand alone financial statements 
a signed management report substantially in the form described for the Mayor 
and CFO (emphasis addedV (Pages 249 &" M-4) 

Updated Status: Updated 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 related to City management's 
assessment of the effectiveness of internal 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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Attachment 4 

OFFICE OF MAYOR JERRY SANDERS 
CITY OF SAN DIEGO 

MEMORANDUM 

Date; 

To: 

From: 

Subject: 

February 21,2007 

Honorable Members of the City Gouncil 

Mayor Jerry Sanders 

Kroll Remediation Status Report Number 4, prepared for 
March 5, 2007 Council Meeting 

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 complete 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: _ 

• Status of remedial items completed as of February 16, 2007 
• Status of remedial items in-process as of February 16, 2007 
• Revisions to the Disclosure Practices Working Group 

The status of all Kroll remediation items.will be provided to Mr. Stanley Keller, Independent 
Monitor, for observations and comments. Any conclusions made by him will be provided to 
the City Council for jts 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 

~ ftTtfi^CTfyXharter, ancTRelated Matters : 

Attachment C - Establishment of a Charter Review Committee 
Attachment D - Disclosure Practices Working Group Controls and Procedures 
Attachment E - Status of Kroll Remediation Items Involving SDCERS 
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A. Items Previously Reported Complete 

Kroll 
l tem# 

7-12 

24 

45 

46-47 
48ffl. 
49 
54-57 
57.1 
66 
74 
84-85 
107-108 
107.1 

Notes: 

Additional Action Required 
Kroll Category 

Organizational Structure 
Audit Committee -
Formation and Duties 
(whistleblower procedures) 
Budget Policies and 
Practices 
City Actuarial Services 
Deferred Maintenance 
Disclosure (DPWG) 
Financial Reporting 
Financial Reporting 
Forecasting/Projections 
Interest Allocation 
Reconciliation of Accounts 

Memo 
Reference 

City 
Council 

10/5/2006 

10/30/2006 

10/30/2006 

10/5/2006 
10/5/2006 
11/22/2006 
10/30/2006 
10/5/2006 
11/22/2006 
10/30/2006 
10/30/2006 

City Funding of SDUbKS i 11/22/2005 
City Funding of SDCERS | 10/5/2006 

Mayor 

1«M • . ' -

Note C 
'.WBngata»BHigJUMa3Bw 

-A; AuditeoTnmittee-to-assumeselectedareas'Df responsibility for""whist!eblower 
policies and procedures 

B. City Council action required to direct the City Attorney 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. I t ems C o m p l e t e d D u r i n g th is R e p o r t i n g P e r i o d 

-K ro i i -
l tem# 

1-6 
15 

18 

19 

21 

42 

43 

51 

0<£ 

53 

71 

73 

82 
89 
96 

97 

98 
99 

100-101 

103 
106 

113 

114 

-M-9r12-1— 

-Kroll-Gategory-

Oversight Monitor 
Staff Qualifications 
Audit Committee -
Formation and Duties 
(Long-Term Plan) 
Audit Committee -
Formation and Duties 
(Eliminate FROB) 
Audit Committee -
Formation and Duties 
(Scheduled Meetings) 
Ethics 
Budget Policies and 
Practices 
Disclosure (City Attorney 
Confirmation) 
Disclosure (City Council 
Review Period) 
Disclosure (DPWG and 
Audit Committee) 
Information Technology-
Financial Reporting 

-Systems 
Information Technology -
E-Mail Systems • 
Procurement 
Risk Management 
Training 
SDCERS Financial 
Reporting 
SDCERS Internal Controls 
SDCERS Actuarial Services 
SDCERS Investment 
Advisors 
City Funding of SDCERS 
City Funding of SDCERS 
SDCERS Organizational 
Structure 
SDCERS Staff 
Qualifications 

-SDCERS- Board • Structure1 

2/16/200 

2/16/200 

2/1 fi/200 

2/16/200 

2/16/200 

2/16/200 

2/15/200; 
2/16/200 
2/16/200 

2/16/200" 

2/16/200" 
2/16/200" 

2/16/200" 

2/16/200' 
2/15/200" 

2/16/200" 

2/16/200 

- - t r _ . | . i f t * , • S ' 
M m ' " # • • i l " - m . * . r * 

. • - < - - • " , * : * ' 

-2/-1-6/200Y-
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Notes: 

D. Establishment of a Charter Review Committee; part of the committee's 
re5ponsi&i1ities~in'c11Qde~the''long:rterm Audit~Oommittee-p!an—— 

E. City Attorney to eliminate Financial Reporting Oversight Boara (hKOB) as 
redundant to the new Audit Committee 

F. Improper influence Ordinance is with Rules Committee for action 
G. City Council to review budget in April 2007 
H. Internal control operating design is complete; operating effectiveness (testing) 

to be performed 
I. Continued by City Council 
J. Short-term plan complete; long-term plan to be completed as part of ERP 

project 
K. Short-term plan complete; long-term plan scheduled for completion by 

September 2007 
L. Financial training budget to be submitted to City Council as part of midyear 

budget adjustment 
M. The repeal of "Waterfall" is in the process of being docketed with City Council 

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 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 assignment. (Pages 263 & 
M-14) . 

3. TheMonitor 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 City's 
progress. (Pages 263 & M-14) 

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

5. The Monitor should serve 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) 

6. 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) 

Status: Complete. On January 16, 2007, the City Council approved a 
recommendation to hire Mr. Stanley Keller to provide the City with 

~ independent-Monitoring -sep/ices- called -out-in-the-Security-and-Exchange 
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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agreement with the City calls for annual reports to 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 MrTKeller for indep'eridenfMoiiitoiiiig-
services is on the City's website at the following address: 

httD://www.sandieoo.aov/mavor/pdf/keller statement 1 IS.pdf 

Remedial Category - Staff Qualifications 

15." The CFO should have significant experience with governmental operations, 
including accounting, financial reporting and applicable disclosure standards, rules 
and regulations. The CFO should in particular have experience in the preparation 
of a CAFR in accordance with governmental accounting standards and offering 
statements for a municipal issuer. (Pages M-1 to 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, financialTeporting and 
applicable disclosure standards, rules arid regulations. See Attachment A for 
Mr. Goldstone'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 
wcnjldt)e-nominatedi3yrthe-Mayor-andxonfirmed'by-the"CityCouncii~(Pages"251 Sr 
M-6) 

Status: Short-term action complete. My memorandum to the City Council dated 
October 31, 2005 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, 2006, regarding Kroll Audit Committee conflicts with the City 
Charter. The City recently established a Charter Review Committee (refer to 
Attachment C).. One of the areas the committee will focus on is "What Charter 
modifications are necessary to implement the Kroll recommendations and 
other financial reforms?" 

On December 6, 2006 the City Council directed the City Attorney to prepare 
an ordinance to amend the Municipal Code to form an interim audit 
committee. The City Council approved the establishment of a temporary Audit 
Committee on January 9, 2007 (Council item 332b). Additionally, the Council 
confirxned-the-app-ointments-of4hreeXouncil..members4o4hs-temporary..audit— 
committee (item 333). 

http://www.sandieoo.aov/mavor/pdf/keller
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City Council meeting results for the above referenced items can be found on 
the City's website at the foiiowing address: 

4itti^cierkdo^sannetTQQV-/Website/council=nieetiacH:e.suits 

19. The City's Financial Reporting Oversight Board should be eliminated as redundant 
'to the Audit Committee. (Page M-6) 

Status: City Council action complete. At its December 6, 2006 City Council meeting, 
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 responsibilities further. Anticipated completion date is April 2007. ' 

21. The Audit Committee should meet quarterly, or more often if necessary, 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 332c). 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: 

http://clerkdoc.sannet.aov/Website/council-meetinQ-results . 

Remedial Category - 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 to add criminal penalties for such conduct. It 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 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 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 
refenMJQ-tbsJRuie^Gommitte^^XheJ5uIes.CorDrnittee.is. currently 
coordinating with the City Attorney's Office to docket the item. The ordinance 
should be reviewed at a February or March Rules Committee meeting. 

http://clerkdoc.sannet.aov/Website/council-meetinQ-results
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Remedial Category- Budget Policies and Practices . / 

4X~nfr6rdeT'to~maintain~current-service-levels-and-addres5-issues-suGh-as deferred 
maintenance, the City must reauce expenditures py improvuTg^trrcieTTcyrincreastng fyrh^~ 
the current revenue base, and seeking alternative revenue sources, (Page M-14) " 

Status: .-Mayeffll ddion curnpleta. Supporting data described below will be 
included in the 2008 budget to be submitted to the City Council on April 13, 
2007. 

1 presented the City's first five-year financial plan to the City Council on 
November 29. 2006. The plan addresses deferred maintenance, reducing 
expenditures via various methods, such as, elimination of positions; 
business process engineering and streamlining; employee 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. 

I realize that the Financial Outlook 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 outlook will be regularly updated 
and will be used to assist with the preparation of the City's annual budget. 
The plan can be accessed on the City's website at 

http://www.sandieoo.oov/mavor/pdf/five year plan 11 IS.pdf 

-Remedial-Category-= Disclosure-

51. The City Attorney or City Attorney 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 effectiveness 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 Attorney'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 to review substantially completed 
drafts of a preliminary offering statement before it is asked to vote to approve the 
final document. (Pages 263 & M-14) 

Status: Complete. The DPWG adopted Controls and Procedures in October 2005 
lhat,requireJt-to-provide-the-CJty_Council..oyerJwo-weeks-Ofj'evjew_time_-
before the City Council is asked to approve final offering documents. 
Refer to Article VI 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 Refunding and Water 
System Financing), the City Council was provided with over three weeks of 

Teview4ime^^oeumentation-of~ove(^three_week£_QLlea.ciLtime is included in 
the foiiowing inaepenoenrBadgBrAiialybt (lBA)-RepQft-ST 

• 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 Office previously submitted a 
Request for Council Action that the City Council direct the City Attorney to 
amend the Municipal Code for certain changes to the DPWG (refer to 
Council item 330 and my memorandum dated November 22, 2006). At the 
December 6, 2006 Council meeting, the item was continued until the 
independent monitor/consultant is hired and could provide input. 

I 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. 

Remedial Category - Information Technology, Financial Reporting systems 

71. The City should implement and utilize an automated financial reporting system to 
prepare the financial statements and complete the year-end closing. The City 
should maintain documentation supporting adjustments to facilitate the review of 
financiai-data—(Page-M=1-5-) : = = 

Status: Short-term plan complete. To facilitate automated financial reporting and 
financial documentation, the City completed the production phase of the 
data warehousing and business intelligence project on January 5, 2007. 
The application can be accessed via the following link: 

http://intra.sannet.Qov/businessobiects/ioaon.do 

The long-term plan to remediate Kroll item 71 is the implementation of an 
Enterprise Resource Planning (ERP) system. Refer to item 67 in 
section 11. 

Remedial Category - 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 ease maintenance. 
JtwJlJ^also..ensurexonsistent.data.-reieption-.systems,.policies,-and procedures_are 
used for City information. (Page M-26) 

http://intra.sannet.Qov/businessobiects/ioaon.do
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Status: Short-term plan complete. The short-term plan was to update the e-mail 
records retention policies. The long-term plan is the migration of the City's 
e-mail systems to Microsoft Outlook/Exchange and into one centrally 
manaeed-system^fbe-ohgiDaLdue^iaJelor Microsoft Outlook/Exchange and 

~ one centrally maTTa'ged^system-was-done^067-.-This has-been-revisscLto 
September 2007. 

For background information, in early 2006, the Mayor created an e-mail task 
force to evaluate e-mail retention policies and system practices across City 
government. As a result of these efforts, the task force concluded that there 
were two distinct pieces of e-mail retention: records management and 
disaster recovery. After careful review, it was determined that the existing 
records management policies were acceptable, but that disaster recovery 
policies (that required keeping backups of all e-mails for just two weeks) 
required modification. 

To that end, the task force recommended and the Chief Information Officer 
implemented (in Octpber 2006) a revised procedure of retaining backups of 
the e-mail system for six months with a provision for extraordinary 
circumstances. During extraordinary 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 extended until the special circumstances have elapsed. 

Remedial Category - Procurement 

82. The City should review procurement procedures to ensure compliance with all 
applicable policies, the proper segregation of duties, and the proper safeguard of 
Fequisition4ormsT-{-Page"M-24-)—: 

Status: Complete (internal control operating effectiveness to be tested by March 31, 
2007). On October 9, 2006, the Purchasing and Contracting (P&C) 
department 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 consulting 
services which require contract execution by P&C. Additionally, a Designation 
of Authority memorandum was issued on November 2, 2006 to 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 completed 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_fiscaLyear.... Documentation-includes an.internaLcontroLmatrix,.proces5 
flow, process narrative and identification of significant control activities. 
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Additionally, user profiles within OPIS (Online Procurement Information 
System) have been remediated to ensure the proper segregation of duties. 
Finally, Central Stores Department Instruction Number DA-1.01 was issued to 
ensure the~propeT'and"accurate-issuance-and-handling-of-Git-y-fiRanGial—-—^ 
requisition forms. 

Remedial Category - Risk Management 

89. The City should 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 
Year 
2003 
2004 
2005 
2006 
2007'• 

Penalty Incidents 

302 
253 
144 
134 
45 or 90 annualized * -

Penalty Amounts 

$90,991 
$57,350 
$34,827 
S37.337 
$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 penalty incidents 
and amounts have been annualized, by multiplying by two, 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 & Comptroller'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 well as in the Financial 
Management. 
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Remedial Category- SDCERS Financial Reporting 

97 The Audit Committee concurs with actions being taken bŷ  the Retirement 
^-^mtnt5trator4o^5tablish-a-financia^eporting4unclioP-WithiD-S.D_CERS. (Page. 

M-9) 

s t a t u s : Complete. Refer to SDCERS letter dated January 31. 2007 regarding the 
" Status of Kroll Remediation (see Attachment E). 

Remedial Category - SDCERS Internal Controls 

98 SDCERS should develop a comprehensive methodology to identify, track, and 
recover overpayments made to deceased pensioners. (Page M-25) 

Status- Complete. Refer to SDCERS letter dated January 31, 2007 regarding the 
' Status of Kroll Remediation (see Attachment E). I will forward my 

recommendation to the SDCERS' Board that this item b^estedfor internal 
control operating effectiveness no later than fiscal year 2008. Additionally. I 
recommend that the internal control testing results and documentation be 
presented to the SDCERS Audit Committee. 

Remedial Category - SDCERS Actuarial Services 

\ 99 SDCERS should rebid the contract for the performance of its actuarial valuation 
) every five years and that the actuary not be engaged for more than two five-year 

terms. (Pages 260 & M-12) 

Status: - Complete.--Refer-to SDCERS letter dated January 31, 2007-regarding the - -
" Status of Kroll Remediation (see Attachment E). 

Remedial Category - SDCERS Investment Advisors 

100 SDCERS should require its investment consultants and fund managers to annually 
' comp!ete a Vendor Disclosure Form that calls for disclosure of all »nfomaton 

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 
1U1- fiiing t h e a n n u a i disclosure 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 E). 1 will forward my 

recommendatioajo_tbe. SDCEBS1 B.oardJhat these.itemsLbe testeifor .ntemal. 
controfoperating effectiveness no later than fiscal year 2008. Additionally, 1 
recommend that the interna! control testing results and documentation be 
presented to the SDCERS Audit Committee. 

10 



nnnl 39 '• R e m e d i a I , t 6 m s Completed 

Remedial Category - City Funding of SDCERS 

103. The City should contribute to SDCERS annually the Annual Required Contribution, 
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 employees 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 (Annuai 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 million to pay the full ARC. This contribution was made at 
the beginning of the fiscal year (July 2006). 

Additionally, the plan for fiscal years 2008-2012 provides for payment of ARC 
plus to eliminate negative amortization of the UAAL (Unfunded Actuarial 
Accrued Liability). The ARC plus contribution amounts to an additional S27.1 
million annua! contribution over this period, or $135.5 million in total. 

The survey results can be accessed on the City's website at: 

httD:/AAA-ftAAy.gandieao.aov/mavor/Ddf/five ve'ar plan 11 IS.pdf 

106. The City should 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 annual contribution to SDCERS should be credited against the City's 
obligation to pay retiree healthcare costs, or for any other of the so-called > 
"Waterfall" paymentsrunlessand-until the City pays the required ARGT-(Pages~259-
&M-11) 

Status: City Attorney action complete. The Municipal Code 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 to SDCERS letter dated January 31, 2007 regarding the 
Status of Kroll Remediation (see Attachment E). 

11 
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Remedial Category - SDCERS Staff Qualifications 

~~tt4:—The-chiefaeeeunting-offtGeF-ofSDCERS-should-have-adequate prior experience 
with Investment operations"^nd^inancia1'T^porting-and-dtsclos-ur-esT-(-Pa§e&-2§8-&-
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 standing committees 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 legal counsel. (Pages 260 & 
M-12) 

Status: Complete. Refer to SDCERS letter dated January 31, 2007 regarding the 
Status of Kroll Remediation (see Attachment E). 

12 
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A. Items In-Process Previously Reported 

Kroll Item # 

13-14 

20, 22-23 

44 
52.1, 52.2 
58-59, 
64-65 
75-80 
81 
83 
86 

87 

88 
90, 95 

* see below 

Kroll Category 

Organizational Structure 
Audit Committee, Formation 
and Duties 
Budget Policies and Practices 
Disclosure 

Financial Reporting 

Internal Controls 
Personnel 
Redevelopment Authority 
Reconciliation of Accounts 

Retirement Benefits 

Risk Management 
Training 

Memorandum 
-Reference 
October 572006" 

October 30, 2006 

October 30, 2006 
October 5, 2006 

November 22, 2006 

November 22, 2006 
November 22, 2006 
November 22, 2006 
October 5, 2005 
October 30, 2006, 
November 22, 2006 
November 22, 2006 
November 22, 2006 

Updated 
^status?-

-No-

Yes 

Yes 
No 

No 

No 
No 
No 
No 

Yes 

No 
No 

Remedial Category - Audit Committee Formation and Duties 

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

22. 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 internal audits of material matters they reasonably 
believe to be warranted. (Page 252) 

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 Audit 
Committee. (Page 252) 

Updated Status: In process. The temporary Audit Committee was created by the City 
Council during its January 9, 2007 Council meeting (refer to section 1 
of this memorandum). The Audit Committee 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 
Committee for further discussion and approval by the City Council by 
April 9, 2007 (90 days from January 9, 2007). 

Remedial Category - Budget Policies and Practices 

44. Ongoing expenditures should be supported by ongoing revenues; capital projects 
should identify all future cost considerations and financial impacts, including direct 

13 
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and indirect costs for each Enterprise Fund; activities supported by user fees should 
be fully cost recoverable; discretionary General Fund revenues should not be 
earmarked; increase the General Fund reserve to the range of 7-10%; budget 
devetepment-5h0uld-be-Quided-by-aJQDg-tetjn_oLStrateglcj)lan proposed by the 
Mayor ana aoopt^'^the^ity^craTratrand^f^r^doptioriT^nnyat^udgets-should— 
be amended only for urgent needs. Specific funding sources should be identified to 
pay for these needs. (Pages M-14 & M-15) 

Updated Status: A draft General Fund reserve policy was presented to the Budget and 
.Finance Committee during its November 29th Committee meeting. 
The draft policy identifies a reserve account, separate from the "deep 
reserves," which will serve as a contingency for unanticipated 
expenses approved by City Council during a given fiscal year. It is 
anticipated that the General Fund policy will be finalized and 
presented to the full City Council by June 2007. 

Remedial Category - Retirement Benefits 

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

Status: Partially Complete. To address this item, the City is performing the following 
three evaluations; 
• Actuarial evaluations of the cost implications of formula changes to the 

existing retirement systems (in-process) 
^ 8 — Benchmark-study of Police Compensation and benefits for all-employees • 

(complete, see below) 
• Benchmark study of Fire Compensation and benefits for all employees 

(in-process) 

On December 21. 2006, 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: 

httDV/www.sandieoo.oov/mavor/pdf/fs odpay.pdf 

The survey results can be accessed on the City's website at: 

http://www.sandieoo.oov/mayor/Ddf/pdsurvev.Ddf 

On February 14, 2007, the City issued an independent and comprehensive 
study of "The City of San Diego Fire Ciassification Compensation and Benefits 
Suryey.Results-!!_Ihe-Eacl.Sheet-canJ)e.accessed-on-the-Cityls-website-at: 

httD://www.sandieoo,aov/mavor/Ddf/fire survev 2 IS.pdf 
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B. I tems In-Process Dur ing this Report ing Period 

•RemgLdjaJj^ajegorV^^nfcnTTiatiorrTechnologyrFinancial-Reporting-Systems. 
57. By June 30, 2007, evaluate the information technology 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) 

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 to select an Enterprise Resource Planning (ERP) vendor by 
March 2007. The news release for the RFP can be accessed on the City's 
website at: 

http://www.sandieoo.Qov/mavor/pdf/erp factsheet 1 19.Ddf 

Additionally, on February 5, 2007, the City Council adopted item 201 
"Approving in Concept a Project to be Known as the Enterprise Resource 

___..piann lng Core^Systemf ~~ 

Remedial Category- SDCERS Financial Reporting 

102. 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 establishing 
and maintaining an effective system of internal control over financial reporting and 
disclosures; 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 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. (Pages 
257 & M-9) 

Status: In-process. Refer to SDCERS letter dated January 31, 2007 regarding the 
Status^of-KrolI-Remediation.(see~AttachmentE)-~3DCERS-intends4o-include~ 
a management report on the financial statements and disclosures (that meet 
the requirements of Kroll item 102) with its 2006 Comprehensive Annuai 
Financial Report (CAFR). 

15 
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Remedial Category - City Funding of SDCERS 

104. For purpose of calculating annual funding requirements, t?ie"XJ"AAtrshouid-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 directed the actuary to 
include the costs of the Corbett settlement and 13lh 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 follows; 

httD://www.5dcer5.ora/aoendas/2007/ianuarv/bd admin 1 19 07.pdf 
(refer to page 6, item IV.A.1) , 

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

http://www.sdcers.orQ/imaQes/pdf/citv of san dieoo actuarial valuation repo 
rt 1 12 07 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 amortization 
schedule. The Board is expected to make a final decision at its March 
meeting.' Other actuarial assumptions will be considered in 2008. 

Remediai Category- SDCERS Organizational Structure 

112. To address Board authority and pursue administrative excellence, the controlling 
documents should be reviewed and, if necessary, modified to ensure that the Board 
has the necessary tools available to effectively and efficiently carry out its fiduciary 
duties. (Page M-25) 

Status: in-process. Refer to 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 should be 
updated no less frequent than every three years. Pages 257 & M-9) 

Status: • In-process. The Audit Committee's charter has been adopted. Charters are 
being drafted for the other standing committees. Refer to SDCERS letter 
dated__Ja_nuary 31. 2007 regarding the Status of Kroll Remediation (see 
Attachment E). 
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JAY M. GOLDSTONE 

PROFESSIONAL EXPERIENCE 

CITY OF PASADENA, CALIFORNIA 

. • ^ ^ t r o S c T * - » » * - J o - , 2006 

Direct ail asp-cts of the City's financial operations including its Electric and Water Utilities, Redevelopment Agency. Housmg Authority, 
and Health Department Prepare the Gty* S508 million operating budget Oversee the investment of nearly S400 million in City funds, 
Responsible for purchasing, pavroll. accounts payable, general accounting, information technology, and nsk managemenl. Prepare five 
year financial plans for the General Fund and Redevelopment Agency and len-year financial plans the Electee Utility and Library Funds, 
assist in short and long-term planning. Handle the issuance and management of all debt; review and analyze potential business ventures for 
the City panicipate in labor negotiations; and work closely with the City. Council, providing it with continual financial information and 
guidance resarding the City's economic activities and outlook. During ray tenure with the City of Pasadena, have issued over S400 million 
in debt, including revenue bonds, pension obligation bonds, tax allocation bonds, certificates of participation, and MeUo-Roos bonds. 

MARICOPA COUNTY, ARIZONA 

" ^ P " 1 0
f

f | i n a
n

n « • N o v e m b c r 1994 to August 1995 
Manager of Finance * 

Planned, organized and directed the operations of the Department of Finance. Assigned work responsibilities^) 59 professional and 
support staff recommended and developed fiscal policy and procedures; estabiishcu and riiouiiored fiscal consul procedures; prepared 

-- financial reports- analyzed the financial impact of proposed legislation; and work with all County department on various fiscal issues. 
) .'articipated in the negotiations of a multi-year, multi-million dollar contract to privatize the County Hospital patient billing system. 

CITY OF RICHMOND, CALIFORNIA 

• " S S S S S S T ^ , 9 9 3 . ^ , 9 9 4 
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 budset of nearly S220 million. Worked closely with the Mayor and City Council on all City related issues, implemented 
Council policies "served as intermediary between staff and the Council, worked with the 39 neighborhood councils, implemented 
Community Policin- completed the Environmental Impact Report (HR) on the City's General Plan update; completed an ER on a S750 
million Clean Fuels Project for a Chevron Refinery; negotiated financial and employment agreements with Chevron as part of its Project; 
negotiated development aereements, developed a balanced budget in light of State revenue transfers, developed and implemented various 
ordinances in order improve public beautification; and developed a public relations campaign in order to both improve the City's image and 
promote economic development. 

- Department of Finance ^ r . n n n v l , . . „ . 
V,- x-c- ^ May 1988 to November 1994 
Director of Finance / 

(except as noted above) 
Dir-cted al! aspects of the City's financial operations including its Port, Redevelopment Agency, and Housing Authority. Prepare the City's 
S*"0 million operating and capital improvement budget. Oversaw the investment of City funds. Responsibility for purchasing, payroii, 
accounts payable general accounting, and risk manaseraent. Under ray direction, the City developed a five year financial plan to assist in 
short and lonc-tsm plannins. Handled the issuance and management of all debt; reviewed, analyzed and participated m the negotianons of 
potential business ventures'for the City; participate in labor negotiations; and work closely with the City Council, providing it with 

_.commualjQnanciaLmfomiation and guidance jegarding the. City.!s..econoinj cacti vines andsutlook 
(page 2) 
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CITY OF SANTA CLARA, CALIFORNIA. 
- Finance Department 

\ Assistant Director of Finance October 1985 to May 1988 

Coordingted^eTjreparanofr-and-presenatioi^ Supervised the daily investment of the City's S200 million 
portfolio. Implemented the Lity's 0D>linF'Finapc^Jv4aTm^ment-Iirfermati^^ accuracy. estaSTisHinp" 
System balancing control procedures, revising operating and accounting procedures, and training City staff. Issued and managed debt. 
Prepared, monitored, and updated the City's five-year financial plan. Worked with City departments on financial related issues. Performed 
cost studies. 

SAN MATEO COUNTY, CALIFORNIA 
- Department of Community Services, Director's Office 

Administrative Coordinator 1980 to 1985 
- Department of Community Services, County'Library 

Management Analyst nf 1979 to 1980 
- Department of Health and Welfare 

Management Analyst l /MR 1976 lo 3979 

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 analyzed programs and services to determine cost 

. effectiveness and usefiilness. Established fiscal monitoring procedure to track both direct expenditures and the allocation of overhead to 
various funding sources. 

EDUCATION 

Master of Business Administration University of Santa Clara, CA 1983 
- Course emphasis in Finance 

' Master of Public Administration Arizona State University 1975 
- Course emphasis in Municipal Administration 

Bachelor of Science University of Minnesota 1973 
- Triple major in Politica! 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 Controller1 s Advisory Group on Financial Reporting 
Government Finance Officers Association 
•California Society of Municipal Finance'Officers (CSMFO) 
California Municipal Treasurers Association (CMTA) 
Former Member of the CD1AC - Technical Advisory Committee for Debt 
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Michael J. Aguirre 
Cm* ATTORNEY ^H l k^W^* -D 

September 1,2006 

REPORT TO THE HONORABLE 
R^YOR AND CITY COUNCIL 

RE: REMEDIATION MEASURES REQUIRING CHANGES TO THE CITY CHARTER, 
.AND RELATED MATTERS 

INTRODUCTION 

The "Report of the Audit Committee of the City of San Dieso" [Kroll Repon] was 
presented to the San Diego City Council at its meeting on August 8, 2006. The report suggests 
serious-dsnciencies in the City's nnancial reporting obligations and proposes numerous 
remediation measures. 

On August 24. 2006. the Mayor issued a plan to implement certain remedial measures. 
[Mayor's Repon]. The Mayor's plan will be considered by the City Council at a special meeting 
on September 6, 2006. 

Tne Kroll recommendations incoiporated in the Mayor's plan include some items that 
would significantly change the City's auditing and financial reporang structure. The Mayor's 
report acknowledges that some Chaner changes will be required to implement the . 
recommendations. 

Among other concerns, the recommendations to the Council suggest new committees and 
outside individuals be vested with decision making authority previously exercised by, and legally 
reserved to. elected officials. These types of changes conflict with the City Charter and. prior to 
implementatioTL will require a vote of the electorate on specific Charter amendments. 

Failure to obtain the required Charter modifications prior to implementation would result 
in actions taken in excess of the jurisdiction of the offices of the Mayor and/or City Council 
(Ultra vires acts) rendering all such acts "void" from inception. Such actions could subject the 
City' to liability 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 
there would be none of the immunities associated with government service; and further 
complicate the ability of the City to resolve its issues with federal regulators and to re-enter the 
capital markets. 
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) This initial report will highlight, by example, some of the suggested remediation 
measures that require changes to the City Charter and will provide recommendations for further 
aet-j-enr-fe-B aFBfialaEr-&i£-wport-fbcus£S-Qn: 

1. Changes to the composition of the San Diego City Employees' 
Retirement System Board of Administration; 

2. Changes to the Office of the City Auditor and Controller; 

3. Creation of an "Audit Committee"; 

4. Appointment of a "Monitor"; and 

5. Changes to the jurisdiction of the Office of the City Attorney to 
eliminate that office as attorney for the Retirement System. 

DISCUSSION 

I. The City Council may not Impact, by Ordinance, Charter-Established City 
Departments or Charter-Established Duties of City' Officials. 

A charter is the supreme law of a city, subject only to constitutional limitations and 
preemptive state law. Domar Elecmc, Inc. v. City of 'Los Angeles, 9 Cal. 4th 161, 170(1994). 
"[Ijt is well settled that a charter city may not act in conflict with its charter," and thai "[a]ny act 
that is violative of or not in compliance-with the-charter-is void."-/i. at-171. This means that the 
City Charter's.authority is greater than the authority of any ordinance enacted by the City's 
legislative 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. 

Tne 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 Taxpayers Assn. v. City of San Diego, 120 
Cal. App. 4th 574, 377-380 (2004). The actual changes to a City Charter may only otcur by a 
vote of the electorate. 

Established legal authority and City Charter section 26 preclude any Council action by 
ordinance that seeks to change a charter-established depanment of the City or a charter-
established duty of a city official. Charter section 26 provides in pertinent part: 

Tne Council shall by ordinance, by majority vote, adopt an 
administrative code providing for the detailed powers and duties of 
the administrative offices and_denajtm£nts_of the^City. 
Government based upon the provisions of this Charter. Thereafter, 
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0 0 0 1 4 9 zxczp1 a s established by the provisions of this Chaner, the Council 
may change, abolish, combine, and rearrange the departmentE, 
Q]\Tl^ns"afifrb'aardsrirf4fae~€TTy-6t^^ 
administrative^ code, but such ordinance creating, combining, 

. abolishing or decreasing 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 genera! law of the State, provide that any function of the 
City may be performed by the County or that any function of the 
County' may be performed by the City, provided the respective 
legislative bodies authorize and approve such transfer and 
assumption of function. There may also be established a combined 
City and County district for the performance of any function. 
[Emphasis added]. 

Section 26 was assessed in Hubbard v. City of San Diego, 55 Cal. App. 3d 3S0 (1976). 
The court found that: ". . . the power of the council to 'change, abolish, combine, and rearrange 
the departments, divisions and boards of the City Government provided for in said administrative. 
code1 is limited by the words 'except as established by the provisions of this Charter.'" Id. at 
387. The court then held, most unequivocally that: 

We face the problem whether the council, under the chaner, may 
create a department of city government not provided for by the 
charter and remove it from the supervision and control of the 
manager by designating that department a legislative department 

.. . -without regardto.the-pQW-ers-and.duties .attempted to be_given. to it: .. _ _ _ _. _ 

We hold ihat the council cannot do so. 

The council may not create a department of the city government, 
by whaie\>er name it is given, which duplicates or infringes upon 
the specific powers or duties assigned by the charter lo another 
department or, generally, io the manager.1" Id. at 3SS. [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 municipal ordinance violations. The City Chaner at that time 
provided that the prosecution of municipal ordinances was the duty of the City 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 prosecutor_whose_.duty_it. shouid.be, 
to prosecute criminal violations of ordinances was unauthorized and void . .. ." Id. at 551. 
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' ' Tnese court decisions and City Charter section 26 limit the City Council's ability to take 
-^Qn^y-oroipan^. tn implement the suggested"' rernediatrorrmeasures'^atxorifiicrwith-
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 to 
Charter revision by the electorate. 

II. Changes to the Composition of the San Diego Retirement Board of Administration. 

The Kroll report recommends several changes involving the San Diego City Employee 
Retirement System. One of the proposals is to change the size and composition of the Board that 
administers the System. Kroil Report, Appendix M-8. City Charter section 144 governs the 
composition of that Board. This proposed change conflicts with the existing charter. A change to 
the City Charter is required in order to change the composition of thai Board. 

III. Changes Impacting the Office of Auditor and Comptroller. 

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 Comptroller 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 between 
the City Offices of the Mayor and the Auditor and Comptroller under the Mayor-Council Form 
of Government" (January 23, 2006), a copy of which is'attached. The proposed remedial 
measures eliminate the position of the Auditor and Comptroller and create five (5) new offices: 
an Auditor General, a separate City Comptroller, a Director of Financial Reporting, a Director of 
Financial Management, and a Director of Debt Management. It may also be appropriate to 
amend "the Charter to clarify the role of the Chief Financial Officer. 

Thie suggested restructurings in these offices will require amendments to the City Charter. 

IV. Creation of an Audit Committee. 

The Kroil Report recommends the creation of a three-member Audit Committee, 
consisting of two citizen members and one member of the City Council. The two citizen 
members are to be appointed by the Mayor with Council 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 Committee." Ibid. The 
Committee is to be given the power to select and retain independent auditors, who will report 
only to it. Ibid. Tne City's Financial Oversight Board is to be eliminated as redundant to the 
Audit-Committee. Ibid. 
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Trie Kroll Report recommends that the proposed new Auditor General report to the Audit 
-ComrmttaaJDie^Audit Committee would set this official* s annual compensation and the annual 
Tugget ofnhiTTnSTOt^mew^partmenrf&e^^ oifu^Tor 
cause by the Audit Committee or upon the vote of three-quarters of the City Council Appendix 
M- 5 . ' 

The suggestion that the Audit Committee have the authority to 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 responsibility to adopt ordinances to raise or spend public 
money, including "the annual budget ordinance, or any pan thereof, and the annual ordinance 
setting 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 requires the City Council 
to approve the range of compensation for all City officials and the budget for all City 
departments. As noted in Pan I above, the City Council may not by ordinance create an Audit 
Committee and provide it with powers that conflict with the Council's charter-required duties. 
This may only be accomplished by a change to the Charter. 

If the Audit Committee is intended 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 member? of such boards shall serve without compensation . . ." 
City Charter § 43(a). 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. 5. 

Tne 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 budget for the 
department, and to remove this City Official for cause. This authority also conflicts with section 
43(a) which provides: "The members of such boards shall. . . not. .. direct the conduct of any 
Department or Division." 

The creation of the Audit Committee requires changes to the City Charter. The Mayor's 
suggested-timeline for the creation of this committee must necessarily be deferred to coincide 
with the remainder of the ballot proposals for the November, 200S election. 

1 Tnis position was reiterated by the authors of the Kroll report in an article August 30, 2006 in 
the San Diego Union Tribune ".An Opportunity to Move Forward." They stated: "The audit 
committee also sets the compensation and budget for the auditor, which should allow them to do 
their oversight without undue influence 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 suggests the appointment of an independent "Monitor'\ a person who 
must have "complete and unfettered access to all City and SDCERS personnel and records." 
Appendix M-14. The SEC'is to be given the right, whenever it chooses, to expand the duties of 
this Monitor. Ibid. 

The Mayor's Report accepts this recommendation and indicates that the selection 
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 
recommends more public discussion on the necessity' of this position, scope of work and funding 
requirements 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 a broad delegation of authority. 

The Mayor has the authority under City Charter section 28 to hire certain experts and 
consultants. Those individuals contract with the City and receive their duties and direction from 
the City. The Monitor described in the Kroll report is plainly not 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 City'. No aspect of the City 
Charter provides the Mayor or the City Council with .the authority' to select a private individual 
and provide them with "unfettered" access and authority over City affairs.2-

^ City Charter section 40 gives broad authority to examine the 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 pertaining to his office, and 
, .•. may demand and receive from any officer of the City any book, paper, documents, or 
evidence . . . . required for the purpose of the office." Tne Dadmun and Hubbard cases provide 
that the City Council may not contract for the sendees of an individual and grant powers that 
conflict with the powers already given by the City Charter to a City Official Accordingly, the 
appointment of an independent Monitor would require a Charter amendment. 
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000153 
Monitors,may be appointed to oversee the implementation of court-ordered remediation 

•̂ ffi'c-aprf-gii£fin-jiiri.gdictiriTi over certairTaffaJfrof'arCiTy'in a"appropriateiy-fiied~iega]-
proceedings. Likewise, they may be included in certain administrative proceedings, "consent 
decrees" and the like. The City is in discussions with the Securities and Exchange Commission 
regarding securities related issues. It is not inconceivable that a "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 tothe specifications of 
services deemed to be required by the SEC and that person will have authority' 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 monitoring, 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 lists the duties it requires 
of the City Attorney. One of them is that "The City Attorney shall be the chief legal adviser of, 
and attorney for the City and all Departments and offices thereof"in matters relating to their 
official powers and duties, except in the case of the Ethics Commission, which shall have its own 
legal counsel independent of the City Attorney." [Emphasis added]. San Diego Municipal Code 

) section §22.1801 (b) designates "the departments of the City of San Diego within the meaning of 
the Charter and ordinances of said City'." One of the City Departments is "City Retirement." Tne 
City Retirement System is a City Department. It follows that the City Attorney is the System's 
Attorney by City Charter mandate. 

The City Attorney's duty to provide legal services to the City' has historically included 
providing services to the retirement system. However, this issue is currently the subject of 
litigation, and will ultimately be resolved in that forum. In the meantime, the suggested 

• recommendation to permit this City Department to retain independent counsel conflicts with the 

. Federal courts can utilize outside monitors to observe, examine and scrutinize public 
corporations, police departments, unions and. even industries entering into comprehensive 
settlement agreements to avoid further prosecution for wrongdoing. These monitors are given 
specinc direction and duties by the Court. To insure the monitor is fully independent of the 
entity which it is scrutinizing, the monitor is chosen, employed and subject to replacement only 
by the Court. The Court appointed monitor is required to provide the utmost of honesty and 
candor to the Court. Failure to do so could place the monitor itself in contempt. 

In the typical settlement or remediation agreement, the monitor is required to periodically 
report its findings to the Court. 
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plain language of Charter section 40. To transfer that duty to another person would require a 
xharrertorthe-Ciry-Gharter^ '—— —— 

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 trial 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 legal ramifications of these recommendations in 
this initial and preliminary report; We expect there will be other remediation measures that may 
also require charter changes. 

To avoid inadvertent implementation of the remediation measures in a manner precluded 
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 to impieinentatiou. Each such item will be the subject of prompt implementation advice 
from this office. 

Respectfully submitted, 

telMi*d5 JL /"t^JW^VC 

MICHAEL J. AGUIRRE 
City Attorney 

MJAJAKjk 
RC-2006-25 

Attachment 
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FAX (619)236-7215 

MEMORANDUM OF LAW 

DATE: 

TO: 

FROM: 

SUBJECT: 

Januai7 23J2006 

Honorable Mayor and City Councilmembers 

City Attorney 

The Relationship Between the City Offices of the Mayor and the Auditor 
and Comptroller under the Mayor-Council Form of Govemmsnt 

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 Mayor-Council form of government 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, federal or state law. 

BACKGROUND 

On November 2, 2004, the voters of the City of San Diego passed Proposition F9 which 
amended the San Diego City Charter to add Article XV to "test implementation of a new form of 
governance commonly known as a Strong Mayor form of government." Charter section 250. The 
five-year-trial period of governance is operative January 1, 2006 and continues until December 1, 
2010, unless the electorate extends this form of government. Charter § 255. Voters were urged 
"to elect a 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, 2004, argument in favor of 
Prop. F. 

Voters were told that "the Mayor would have the authority to give direction to all City 
.. ofpf-ws and employs'es, except^thQseJn.depa]±ments^and-of5ce£_recQ.gmzed.JniheJCrLarteiLas 

being independent. . . The Mayor would be responsible for preparing the annual budget for the-
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-CQtmc-il-R-CQnRidgration and adoption.. . .The Mayor would appoint the City Manager with 
Xouf^iTeBtifirffiati'orri!^^ — 
would appoint the City Auditor and Comptroller, Police Chief, and Fire Chief, subject to Council 
confiimation. Ail other managerial department heads formerly under the City Manager would be 
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 budget infonnation to the Council independent from the Mayor." San Diego Ballot 
Pamp. General Elec. Nov. 2, 2004, the City Attorney's Impartial Analysis of Prop. F. 

Charter section XV was effective January 1, 2006, and with its implementation .and the 
election of a new Mayor, questions have arisen about the relationship between the Office of the 
Mayor and the Office of the Auditor in the new form of governance. 

DISCUSSION 

L Cn after CiialigcS impacting tuC ^.u^itcr. 

Effective January 1, 2006, the Mayor assumed all executive authority, power, and 
responsibilities conferred by the Charter upon the City Manager in Article V [Executive and 
Administrative Service], Article VII [Finance], and Article DC [Retirement of Employees]. 
Charter § 260 (b). In addition, the Mayor became the Chief Executive Officer of the City of San 
Diego.1 Charter § 265 (b) (1). 

A The Mayor's Financial Duties. 

The Mayor now serves as Chief Administrative and Chief Budget Officer of the City, 
assuming the duties and responsibilities of the previous City Manager. As such, the Mayor 
assumed the duties outlined in Charter section 28: 

. . . to supervise the administration of the affairs of the City-except as otherwise 
specifically provided in this Charter; to make such recommendation to the 
Council concerning the affairs of the City as may seem to him desirable; to keep 
the Council advised of ihe financial condition and future needs of the City; lo 
prepare and submit to the Council the annual budget estimate and such reports as 

1 The Charter does not define "chief executive officer." But the title commonly means "me 
hishest-ranking executive in a company or organization, responsible for carrying out the policies 
of the board of directors on a day-to-day basis." The American identage JJictionaryofthe 
English Languaee: Fourth Edition (2000): nittn://v.^wu'.bart]ebv.com/61/90/CQ289Q50.'ntml) 
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may be reauired by that body, including an annual report of all the Departments 
of the City'. . . as Cnief Budget Officer of the City, [the Mayor] shall be 

^p£nsibIOoEp& 
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 
adrninistration of such a plan when adopted by the Council. He shall be charged 
with the bringing together of estimates covering the financial needs of the City, 
with the checking of these estimates against the information relative to past 
expenditures and income, with the preparation of the budget document and 
supporting schedules and with the presentation of the budget to the Council. 
(Emphasis added). 

In addition, the Mayor is to cooperate fully with the Council and the Office of 
Independent Budget Analyst, including supplying requesting information concerning the budget 
process and fiscal condition of the city to the Council and the public. Charter § 265 (b)(14) (15). 

B, Mayor's Supervision of Officers Responsible for Financial Matters. 

With the broad administrative and fiscal responsibilities came the Mayor's authority to 
appoint and dismiss the City officers responsible.for City financial matters. He may.appoint and 
dismiss the Citv Treasurer as could the •nrevious City Manager, Charter §6 260 (b). 29. and 45. 
The amendments to the Charter made no changes in' the duties and responsibilities of the office 
of the Treasurer, which include maintaining custody of and disbursing City moneys, and 
recording"all receipts and expenditures. Charter g 45. Similarly, the Charter transferred the 
authority to appoint the Auditor from the City Council to the Mayor, subject to Council 
confinnation, and provides that the Mayor may remove the Auditor subject to appeal to the City 
Council. Charter §§ 265 (b)(10) and (11). However, the Charter made no changes to the duties of 
the Auditor. The Auditor remains the "chief fiscal officer .of the City" according to Charter • 
section 39, with all of the previously-existing duties and powers.' 

In assuming the responsibility' for the proper administration of all affairs of the City, 
Charter section 29 gives the Mayor the power to appoint and remove: 

. \ .all officers and employees in the administrative service of the City under his 
control; but the [Mayor] may authorize the head of a Department or officer 
responsible to him to appoint and remove subordinates in such Department or 
office. Appointments made by, or under the authority of, the [Mayor], shall be on 
the basis of administrative ability and of the training and experience of such 
appointees in the work which they are to perform. All such appointments shall be 
without definite term"unless for temporary service not to exceed sixty days. . . 
Charter §29. * 
Under the hew form of government, the Office of Auditor and Comptroller was expressly 

"''Iransfened'To'thTh^ officer holding the position 
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.of-AtKiite^ow-reports4o4h£4ug£estrankmg-^^ 
the Auditor's indepradent duties, and powers under l3irCit>n^harterand"§MlDr£YOi^Tim'dpa] 
Code have not changed. To help ensure the Auditor's independence, the Charter provides a 
"checks and balances" by allowing.the Auditor to appeal his removal to the City Council. 
Charter § 265 (b) 0 U- Nonetheless, the Mayor's responsibilities with respect to the Ci ty ' s . ' 
finances and budget require that he exercise supervisory authority over the Auditor, subject to 
other laws that require the Auditor's independence when performing his or her duties. 

IL The Auditor's Authority and Responsibilities Remain Unchanged. 

The Office of Auditor is created by the City Charter andthe Charter provides the City 
Council with only limited authority to transfer to others those matters the office might handle 
that "do not relate directly to the finances of the City." Charter § 39. Accordingly, the 
Department may not be changed, abolished, combined or rearranged except by a charter change. 
Similarly, no other Department may be created that would duplicate the duties the charter places 
upon the Auditor that do relate directly to the finances of the City. See, Charter § 26; Hubbardv. 
City of San Diego, 55 CaLApp.3d 380, 387-388 (1976). 

In addition, the Mayor would exceed his authority should he impede the penormance of 
the mandatory duties and responsibiiities placed upon the Auditor as a public officer by the City 
Charter, ordinance, or state; or federal law. See, Lockyer v. City and County of San Francisco, 33 
Cal.4th 1055; 1079-1080(2004). A Mayor in the new form of government only has the authority 
that is expressly or impliedly conferred upon him or her by a charter. 3 McQiiillin, Mun. Corp. 
(3rd Ed, 2001) § 12.43, p. 266; see, Bartlett v. Bell, 58 Cal. App. 357 (1922) [Mayor has no 
power to compel Auditor to act in matter to benefit a third party]. 

The duties required of and the power provided to the City Auditor By the City' Charter 
remain intact through the governance change. Charter section 39 specifies the duties of the 
Auditor 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 Departments of the City upon fonns 
prescribed by him and approved by the City Manager and the Council He shall 
submit to the City Manager and to the Council at least monthly a summary' 
statement of revenues and expenses for the preceding accounting period, detailed 
as to appropriations and funds in such manner as to show the exact financial 
condition of the City and of each Department, Division and' office thereof No 
contract, agreement, or other obligation for the expenditure of public funds shall 
be entered into by any officer of the City and no such contract shall be valid " 
unless the Auditor and Comptroller shall certify in writing that there has been 

2 Charter section 89 also requires the Auditor submit similar monthly statements to the Council. 
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made an appropriation to cover the expenditure and that there remains a sufficient 
balance to meet the demand thereof. He shall perform the duties imposed upon 
City Auditors-and-Qomptr^Uef^y^eJaws-^f^e-Staie-^fCdlifbaiin, nnd such 
other duties as may be imposed upon him by ordinances of the Council, but 
nothing shall prevent the Council from transferring to other officers matters in 

• charge of the City Auditor and Comptroller which do not relate directly to the 
finances of the City. He shall prepare and submit to the City Manager such • 
information as shall be required by the City Manager for the preparation of an 
annual budget. He shall appoint his subordinates subject to the Choi Service' 
provisions of this Charter. (Emphasis added). 

Other Charter-mandated duties include the joint determination with the City Attorney of 
the proper form, arrangement, and itemization of the annual appropriation ordinance; and 
determination of the "percentage change in price index" (Charter § 71); "the keeping of accounts 
for each item of .appropriation; and the transfer of unexpended funds from these accounts to the 
general fund, upon completion of the project or at the end of one year. Chartet § 72. If the 
Council fails to include 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 set 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 
rcsDO'""1'" '̂*"" *" examine all ^a^Tclls bills and other claims against the citv ^exce^t claims for 
damages) and has the discretionary authority to investigate such claims (Charter § 82); he is 

• responsible for issuing the checks to pay claims against the City that have been, approved by the 
heads of the Department or offices incurring the debt (Charter § 83);̂ hc receives reports from all 
City officials who collect and deposit money for fees, permits, licenses, inspections; services, 
taxes, and.other municipal charges (Charter §'§ 86 and 8S); and he determines the appropriate 
form of accounts to be used by all officers and Departments of the city* that receive of disburse 
City moneys (Charter § 87). 

Tne Auditor must include in his records the cost or value of all City assets; present a 
balance sheetcontaining.fhat information to the Mayor-Manager; and publish that information in 
his annual 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 notity the Mayor and 
Council Charter §111. -And the Auditor has authority to refuse to issue a warrant for.a 
retirement allowance, if, in the Auditor's opinion, the allowance has been granted in 
contravention of Charter Article IX or ordinances passed under its authority. Charter § 144. 

J Charter section 80 also requires the Auditor first certify there are adequate unencumbered funds 
"in fne"Treasury to" cover"any contract7agreement7or obligation"involving thTsXpenditufe~6T 
funds before the Council makes such contracts or orders. 
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Tne Auditor h ^ addirinpal responsibilities and powers codified in section 7. Article 2 of 
"the"San"Diego Mlsricipai"Ccrdrfforexainpie, the Auditor:-

shall, at any time, have power to examine, check and audit the accounts and 
records of any commission, board, department, division, office, or employee of 
the City; to require an accounting for all cash revenues of the City, 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 securities, to the 
custody of the City Treasurer." SDMC §22.0701. 

The Mayor and the Auditor must jointly prepare and submit an annual report to the City 
Council and the Financial Reporting Oversight Board on the status of the City's internal financial 
controls, with the necessary joint certifications. SDMC § 22.0708. The Auditor also has separate 
duties associated with the City's Comprehensive.Annual Financial Report (CAFR). SDMC §§ 
22.0709,22.0710. Accordingly, the Auditor has many responsibflitiss and duties outlined in the 
Charter, City ordinances, and state laws in addition to the reporting obligations to the Mayor and 
City Council. 

CONCLUSION 

Under the new Mayor-Council form of governance, the Auditor reports to the Mayor as 
Chief Executive Officer of the City of SanDiego^Under the Charter, the Auditor is required to 
support the Mayor in his obligation to provide a budget to the City Council and to provide such 
other infonnation related to the City's finances and the administration of the City. However, the 
Auditor does retain some independence in that the Mtayor may riot limit or impede, the authority 
or duties 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 a check and 
balance on any improper interference with the Auditor's duties and responsibiiities. 

Respectfully submitted, 

(' 

MICHAEL J. AGUIRRE 
City Attorney 

JK:CME:jk 
ML-2006-2 
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DATE 

To 

FROM 

SUBJECT 

OFFICE OF MAYOR JERRY SANDERS 

CITY OF SAN DIEGO 

MEMORANDUM 

January 22, 2007 

Council President Peters ancpjlembers of the San Diego City Council 

Mayor Jerry Sanders 

Establishment of a Charter Re view Committee 

In the City's first year operating under Charter Article XV: Strong Mayor Trial Form of 
Guvcmhnce it has become apparent there are a number of areas where clarification and fine-
tuning would help achieve the original intent ofthis reform. 

In cooperation with the City Attorney Voffice we have begun to work through some of these 
issues.as they arise, butmuch more work must be focused on these issues in order to fully 
prepare for an effective long-term implementation of the Strong Mayor form of governance. 1 
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 ofthis Charter "section is a timely 
priority. 

In addressing these issues, there are four subject areas or questions around which a work plan 
for the Committee will be set 

• What Chartermodifications are necessary to implement the Kroll recommendations 
and other financial reforms? 

"• What is a clear definition of the roles and responsibilities of elected officials and the 
• separation of powers under strong mayor? 

" What measures may improve the functionality of strongmayor during this trial 
period? 

" Wnat legislative tightening would be required for effective permanent implementation 
of .Article XV? 

isach of these areas will be explored by a designated subcommittee and addressed 
concurrentlv in the Commitree's work. 
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Committee meetings wil! be held twice monthly and will be noticed to the public in keeping -
A with the Ralph M. Brown Act Subcommittees working in each topic area are anticipated to 
; . meet once or twice monthly as is convenient for their membership and in keeping with their 
—: work-load: 

\ 

I will move immediately to empanel the Committee in preparation for them to begin their 
work on or around March lA It is my intention that the Committee complete its work and 
return its recommendations in readiness forthe 2008 election cycle. 

Valuing varied points of view,.! would like to work with each of you to identity and nominate 
three individuals who may be appropriate to serve on the Committee from which I will select 
one from each of your submissions. In addition, I "will make a number of appointments to 
round out the Committee ensuring a representative balance. We are looking for Individuals 
who can be independent, possess scholarly and operational subject matter expertise, those 
who have experience with previous charter reform efforts and who are broadly representative 
of our talented citizenry:. 

In addition to the Committee members, three ex-officio members will serve as support 
resources and advisers to the Committee; one each from.the City Attorney, Mayor and the 
Independent Budget Analyst 

I look forward to working with you on these issues so critical toour City's future and 
!_-. , , ,.,- - - * ;p„. .* i , ;„ 0^p„-+ 

JS:ACH 
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City of San Diego 
r̂eclDsrn-e^acn-ces-Wi3r4d3^g-GrH3:ap-

Disclosure Controls and Procedures 

Article I 
General 

Section 1.1. Purpose. These Disclosure Controls and Procedures are designed to (i) 
ensure the accuracy of the City of San Diego's disclosures and the City's compliance 
(including the City Council, City officers,.and staff in the exercise of their official duties) 
with all applicable- federal and state securities laws, and (ii) promote best practices 
regarding disclosures relating to securities issued by the City and the City's disclosure 
provided to its Related Entities. 

Section 1.2. Disclosure Practices Working 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. 

Section 1.3. Responsibilities of the Disclosure Group. The- Disclosure Group shall 
have the responsibilities set forth in (i) subsection (b) of Section 22.4101 of the 
Municipal Code, (ii) Section 22.4107 of the Municipal Code, (iii) subsection (a) of 
Section 22.4109 of the Municipal Code, and (iv) such additional responsibilities as are set 
forth in these Disclosure Controls and Procedures. 

Section 1.4. Rules and Regulations. The Disclosure Group may establish such Rules 
and Regulations as it determines are appropriate to govern the operation of its meetings 
and other procedural matters. In the event of any conflict 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. Capitalized terms used in these Disclosure Controls and 
Procedures shall have the meanings set forth below: 

"CAFR " means the City's Comprehensive .Annual Financial Report. 

"City" means the City of San Diego, California. 
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"City Financial Statements" means, individually or collectively as the context 
may require, CAFR, the audited financial statements of the Metropolitan Wastewater 

-Utility,.and the audilen fipanrial statements nf the Water Utility-

"Contributors" means those persons contacted by the Financing Group or the 
Disclosure Group, or assigned by a department director, to assist with the review or 
preparation of a Disclosure Document as described in Section 4.3. 

"Deputy City Attorney for Finance and Disclosure" means the attorney 
designated as such pursuant to Section 22.0302 of the Municipal Code. 

"Disclosure Documents" means those documents defined as such in Article III. 

"Disclosure Group"'means the Disclosure Practices Working Group that has been 
established in the manner described in Section 1.2. 

"Financing Group" means, collectively, those persons identified, as such pursuant 
to subsection A. of Section 4.3.' 

"Municipal Code" means the San Diego Municipal Code, as amended from time 
to time. 

"arDa/fCTD,." _ „ « „ , . *u& ,-.,*;„,~„ii,f ^6^^^™:^=.^ «, ,>„;-;„^i „0~„,-;*,'Q„ ;„r«-™.n*; — 

repositories approved by. the Securities and Exchange Commission to .accept the filings 
referenced in Rule 15c2-12 under the federal Securities Exchange Act of 1934, 17 CFR 
240.15c2-12. 

"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 
set forth in Exhibit A as updated from time to time. 

"Rules and Regulations" means the rules and regulations established by the 
Disclosure Group, as described in Section 1.4. 

Article III 
Disclosure Documents 

Section 3.1. Disclosure Documents. "Disclosure Documents" means (i) the City's 
documents and materials prepared, issued, or distributed in connection with the City's 
disclosure obligations under applicable federal and state securities laws relating to its 
securities and (ii) 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: 

Pase 2 
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Preliminary and final official statements, and preliminary and final private 
placement offering documents, relating to the City's securities, together 
with any supplements; 

B. the City Financial Statements; 

C. any filing made by the City with the NRMSIRs, whether made pursuant to 
a continuing disclosure agreement to which the City is a party or made 
voluntarily, 

D. press releases, (to the extent that such releases are or could reasonably be 
construed to be an intended communication to the financial markets), 
rating agency presentations, postings on the investor infonnation section 
of the City's webpage, and other communications, reasonably likely, in 
the determination of the Disclosure Group, to reach investors or the 
securities markets; 

any disclosure materials requiring, pursuant to the Municipal Code, 
approval and certification by the City Manager, City Attorney, or City 
Auditor and Comptroller, 

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 
•responsible for the form or content ofsuch documents or materials; 

G. -offering documents "prepared by Related Entities if such documents- are 
subject to the approval of the City Council; and 

H. such portions of the City's published adopted annual budget as the 
Disclosure Group determines to be appropriate, which shall at a minimum 
include the executive summary. 

Article IV 
RevieH> Process 

E. 

F. 

Section 4.1. Deiermination of "Disclosure Document" status. Whether a particular 
document or written, posted or other communication is a Disclosure Document shall be 
determined by the Disclosure Group, including the determination whether a document 
should be filed voluntarily with the NRMSIRs (see Section 3.I.C.) or whether a 
communication is reasonably likely to reach investors or the securities markets (see 
Section 3.I.D.). To assist the Disclosure Group in its determination whether a particular 
document is a Disclosure Document as described in subsection F. of Section 3.1, 

PaseS-
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information shall be solicited from the appropriate Related Entity by means of a letter in 
the form attached as Exhibit B. 

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 Disclosure Documents described in subsections A. or G. of Section 3.1; 

A. Financing Group. Financial Services shall timely identify 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 Attorney for Finance and Disclosure), such manager of Financing Services 
as the City Treasurer determines to be the appropriate interface with the bond financing 
team (i.e., bond counsel and/or disclosure counsel, underwriters), underwriter's counsel, 
nnancial advisors, and appropriate City staff), the City's outside disclosure counsel, and 
such other members of the Disclosure Group as the Disclosure'Group determines to be 
appropriate. • 

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 shall 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 have 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 
preparation of the' Disclosure-Document, .which notification will contain the 
infonnation set forth in Exhibit C. • 

2. The Financing Group shall contact the individuals and departments 
identified as Contributors as soon as possible in order to provide adequate time 

' for such individuals to perform a thoughtful and thorough review or draft of those 
ppnions 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 departments that 
were requested to review or draft information in connection with a Disclosure 
Document, including what sections such individuals or department prepared or 
reviewed. The Deputy City Attorney for Finance and Disclosure shall also be 
responsiblerfo:!^cohectmg.alLtransmittaUetters,_cen& 
for incorporation into the minutes maintained by the Disclosure Group. 

Page 4 
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4. Tne Financing Group shall confirm to and advise the Disclosure 

Group that each section of and all financial and operating information contained 
in the Disclosure Document has .been reviewed by an appropriate person, as 
evidenced-by the written materia] described in 3. above (whicfa~shaii~constituie the 
"audit trail" referenced in Section 22.4105(a)(4) of the Municipal Code). Of 
particular import is that the "Appendix A" and other information concerning the 
City is thoroughly 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 letters to be substantially in 
the form set forth in Exhibit D. 

5. The Financing Group shall repon any significant disclosure issues 
and concerns to the Disclosure Group as they are discovered: 

6. The Financing Group shall advise the nnancial 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 Contributor shall assist in reviewing 
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 infonnation and to determine whether any other infonnation 
should be discussed- or disclosed. Once a Contributor is notified of his or her need to 
participate in preparing a Disclosure Document, the Contributor and the Contributor's 
department director shall cooperate with Financing Group and .Disclosure Group 
requests. 

D. Review by Human Resources Manager. With respect to those Disclosure 
Documents described in subsection 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 Human Resources Manager for review by means 
of a letter substantially similar to Exhibit C. In particular, the Human Resources 
Manager and the Personnel Director shall review any infonnation in the Disclosure 
Document relating to employee relations, collective bargaining, pensions and benefits, 
and litigation concerning current or former employees. The Human Resources Manager 
shall timely send any comments 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 Diego Citv Employees' Retirement System fSDCERSI. 
With respect to those Disclosure Documents described in subsection 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 [Retirement 
Administrator, Head of the Investment Division, Head of the Administration Division 
_andJIead_ojJhe_Leg:al Division] by means of a letter substantially similar to Exhibit' C. 
Such individuals shall be requested to review any information in the Disclosure 

Pa^e 5 
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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 

-nmaly-he-RgntIn the_Emancmg_Group after receiving the Disclosure'Document'bv means 
of the transmittal letter attached as Exhibit G. 

F. Review bv Citv Attorney for Litigation. 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 litigation. 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 Disclosure Document. The responsible 
attorneys shall timely transmit the requested information to the Financing Group after 
receiving the Disclosure Document, by means of .the transmittal letter attached as Exhibit 
H. ' 

G. Review bv Citv Auditor and Comptroller. ' The .Financing Group shall 
forward the Disclosure Document to the City Auditor and Comptroller by means of a 
letter 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 Disclosure 
Document in full .to identify any material difference in presentation of financial material 
from the Financial Statements, any misstatement or omission in-any sections that contain 
descriptions of infonnation prepared by or of interest to the City" Auditor and 
Comptroller. .Any. comments on the Disclosure Document shall timely be sent to the 
Financing Group after receiving the Disclosure Document, by means of the transmittal 
letter attached as Exhibit 1. 

H. Reference Materials. The Deputy City Attorney fpr Finance and-
Disclosure and the City's outside disclosure counsel, in providing advice to 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 reference 
materials listed in Exhibit J, as updated from time to time. 

Section 4.4: Review of Disclosure Documents other than Official Statements. The 
following procedures shall apply to those Disclosure Documents that are not addressed in 
Section 4.3:. , 

A. Determination of Disclosure Document .Any person (each, a "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 ofsuch information. 
The Disclosure Group shall timely make a determination whether such information is a 
Disclosure Document pursuant to Section 4.1. 

B. Notify Disclosure Group. If it is determined that a document is a 
Disclosure 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. (ii) the expected or required 
dissemination date of the Disclosure Document. 

C Involyement-of-Deputv-Citv-Attorney.—The Deputy City_Attomey for 
finance and"Disclosure, in consuIt5IteinffitinKFt3tyJ ,rT^ shall 
assist the Preparer to: 

1. identify material infonnation that should be disclosed; 

2. ' . identify other persons that may have material information or 
knowledge of any information omitted from such Disclosure Document; and 

3. determine when the Disclosure Document is final and ready for 
review by the Disclosure Group. 

D. Prepare Source List The Preparer shall keep a list 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 Disclosure Group along with the 
Disclosure Document. 

Article V 
Approval Process 

Section 5.1. General. Tne Disclosure Group shall review and approve the form and 
content of each Disclosure Document. Such approval shall- be evidenced by the 
affirmative vole 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 a material event or as a result of the. failure to file the required annual 
nnancial infonnation and (ii) contain no discretionary content (e.g.,.rating changes), may 
be filed with the NRMSIRs upon the approval of the City'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 transmittal 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 to the 
Financing Group for revisions. The Disclosure Group shall timely contact the Financing 

Page 7 
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Group with any comments or questions on the Disclosure Document or the associated 

nnancmg. 

Section 5.3. Submission Q-fCffiaaJ statements to Uitv Manager andXity^Attofnevr 
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 
Document is in substantially final form and (ii) the Disclosure Group has complied with 
these Disclosure Controls and Procedures. Such submission shall be by means of the 
transmittal letter 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 drafted any section of the Disclosure 
Document. The City Manager or City Attorney may send the Disclosure Document back 
to'the Financing Group for revisions. Upon satisfaction with the Disclosure Document, 
the City Manager and City Attorney shall execute the certifications required by Section 
22.4111(a) of the Municipal Code, in. the form'attached as Exhibit M, and provide a copy 
to the Disclosure Group. 

Section 5.4. Citv Auditor and Comptroller Certification. Upon satisfaction with a 
Disclosure Document described in Section 4.5 or in subsscllon F. of Section 3.1, the City-
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 22.0709(a) of the Municipal Code, in the form' attached as 
Exhibit O, and provide a copy to the Disclosure Group. 

Section-5.5. Submission of Official Statements to Citv Council for Approval. As part 
of the docketing process, the Disclosure Group shall submit any Disclosure Document 
described in Section 4.3 to the City Council for approval together with the certifications 
from the City Manager, the City 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 docketed on the adoption'agenda and not be 
approved as a consent item. The City Council shall undertake 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 securities 
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 Group1 for approval when the Preparer, the Deputy City 
Attorney for Finance and Disclosure, and the City's outside disclosure counsel believe 
such Disclosure Document is ready for dissemination. 
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The Disclosure Group shall critically evaluate the Disclosure Document for 

accuracy and sufficiency, and have the opportunity to ask questions of the Preparer or 
.any other person who reviewed or drafted any section of the Disclosure Document. The 

—Di-setesure-Gr-eup-may^sTOd'̂ e-^>i56fe64ge-DocumcnU?ack46-the-ErepareT for rfvisions-
Tne Disclosure Group shall contact the Preparer with any comments or questions on the 
Disclosure Document or the associated financing by no later than (a) in the case of a 
Disclosure Document scheduled on the forward calendar referenced in Section 6.3., the 
later of (i) five (5) business days after receiving such Disclosure Document and (ii) the 
business day immediately succeeding the next regularly scheduled meeting 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 
offered (e.g., variable rate, fixed rate, auction rate), the security for the bonds (e.g., 
general obligation, revenue pledge), the purpose for the financing, and other factors 
unique to each bond financing. Accordingly, the following timeline has been developed 
to assist the Disclosure Group, each Financing Group, and each bond financing team in 
developing a bond financing -schedule, but is intended only to proviuC very general 
guidance in light of the unique characteristics of each bond financing. 

Day 270 Disclosure Group notified of the bond financing by inclusionof the 
financing on the forward calendar referenced in Section 6.3, and 
identifies a Financing Group . 

Days 150-270 Financing Group meets with the bond financing team to understand 
basics of bond financing; initial draft of Disclosure Document is 
prepared 

Day 150 Financing Group distributes information to Contributors and 
department directors 

Day 150- Financing Group distributes infonnation to Human Resources 
Manager, SDCERS representative,' and City Auditor and 
Comptroller, as maybe applicable 

Day 130 Deputy' City Attorney for Finance and Disclosure transmits 
Disclosure Document to appropriate litigation attorneys in City 
Attorney's Office 

Days 110-130 Department directors and Contributors discuss Disclosure 
Document at departmental meetings 
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Day 100 .Contributors submit requested information to Financing Group 

.Day_a0_ "Human-Resources .Managen SDCERS. representative and City" 

Days 60-90 

Days 40-60 

Days 30-40 

Day 30 

Day 29 

Day 15-29 

Day 5 

DayO 

Day 0-Delivery 
Date (or such later . 
date through which 
the City is 
contractually 
obligated to advise 
the bond financing 
team of material 
events) 

Attorney representative transmit any requested infonnation to 
Financing Group 

Financing Group reviews Disclosure Document and all related 
materials, and transmits to Disclosure Group • 

Disclosure Group reviews Disclosure Document and all related 
materials, and submits to City Manager and City Attorney 

City Manager and City Attorney meet with Disclosure Group 

City Manager and City Attorney execute required certifications 

Disclosure Group submits Disclosure Document and related 
certifications to City Council as part of the docketing process 
referenced in Section 5.5 . 

City Council briefed regarding Disclosure Document by Deputy 
City Attorney advisor to the City Council and the City's outside 
J : i ™ ^ r •' 

City Council approves Disclosure Document 

Preliminary Official Statement is mailed 

Financing Group advises Disclosure Group of (i) any material 
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. 

Section 6.2. Timelines for Review of Disclosure Documents other than Official 
Statement's. The timeline for preparing any particular Disclosure Document 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 developed 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 
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Scheduled 

(measured by 
days before 

^Disclosure 

Unscheduled 
(measured from 

days after 
unexpected 

• Action 

Disclosure Group notified of the potential Disclosure 
Document 

Disclosure Group makes ' a determination whether a 
document is a Disclosure Document 

Preparer, Deputy City Attorney for Finance and 
Disclosure, and the City's outside disclosure counsel 
identify other persons that may have material infonnation 
or knowledge of any information omitted' from such 
Disclosure Document 

Disclosure Document finalized and transmitted to 
Disclosure Group 

Disclosure Group reviews Disclosure Documcnl and ail 
related materials, and approves Disclosure Document for 
dissemination 

Document 
dissemination 

scheduled) 

60 days 

N/A 

50-60 days 

25-50 days 

10 days 

Disclosure 
Document 
revealed) 

ASAP 

2 business 
days 

4-busmess 
days 

4-5 business 
davs 

j -u business 
oays 

Section 6.3. Forward. Calendar. The Disclosure Group shall develop a forward 
calendar that sets forth, to the best judgment of the Disclosure Group, a comprehensive 
list of Disclosure Documents thatare subject to the review 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 such document cunent. TheCity Treasurer 
shall advise the Disclosure Group of all Disclosure Documents originating in Financing 
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 to 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 in subsections F. or G. of Section 3.1 that are expected to be 
submitted to the Disclosure Group for review and approval over the next twelve months. 
The City Auditor and Comptroller shall advise the Disclosure Group of the dates that the 
CAFR, the audited nnancial statements of the Metropolitan Wastewater Utility, the 
audited financial statements of the Water Utility, the Disclosure Documents described in 

'subrection~BT~of"Section 3.1, and any other Disclosure Document, are expected to be 
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submitted to the Disclosure Group for review and approval over the next twelve months. 
The Deputy City Manager for Finance shall advise the Disclosure Group of the date that 
4h e-^ii^QsureJDoGuraent^des^^ 
submitted to the Disclosure Group for review and approval over the next twelve months. 

Article VII [ 
Training Policy 

Section 7.1. Training Sessions. 

A. Employees with responsibility for collecting or analyzing infonnation that 
may be material 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 a 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 Reporting Oversight Board 
•described in Section 9.2, and the contact information for the Deputy City Attorney for 
Finance and Disclosure. Such training sessions may be conducted by videotape. 

B. The determination as to whether, or not an employee shall receive such 
training shall be made by the Deputy City Manager, the City Auditor and Comptroller, or 
the City Attorney, 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 Attorney 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 CTode, for the Mayor and City Council members. 

Article VIII 
Document Retention Policies 

Section 8.1. Official Statements. 

A. Materials retained. The Disclosure Group shall retain in a central depository, 
for. a period of five years from the date of delivery of the securities referenced in a 
Disclosure Document described in subsections A or G. of Section 3.1, the following 
materials: 

1. the printed copy of the Preliminary and final Official Statement (or 
Preliminary and final Offering Memoranda); 

2. the "deemed final" certification provided by a City official to the 
underwriter of the securities in accordance with paragraph (b)(1) of Rule 15c2-12; 
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3. the executed copies of the letters, requests, and certifications, the 
forms of which are attached as Exhibits B-K, and M; 

"4. the infonnatiQn~and~Telated sonmes-referencedriTr-the-materi-als-
described in 3. above; 

5: the bond^purchase agreement; and . 

6. any written certification or opinions executed by a City official 

relating to disclosure matters, delivered at the time of delivery of the related 
securities. 

B. Materials not retained. The Disclosure Group shall not retain after the date of 
delivery of the related securities. the drafts of any of the materials referenced in 
subsection A. above. 

Section S.2.' Disclosure Documents other than Official Statements. The Disclosure 
Group shall retain in a central depository, for a period of five years from the date the 
respective Disclosure Document is published, posted, or otherwise made publicly 
available: 

1.- the final version of the Disclosure Document, 

2. all transmittal letters renuestE and certification^ rsl^tipg \rt 
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. Deputy Citv Attorney for Finance and Disclosure. The City shall 
encourage City employees to contact the Deputy City Attorney for Finance and 
Disclosure with any disclosure questions or concerns. To the extent permitted by law, 
upon the employee's request the Deputy City Attorney for Finance and Disclosure shall 
keep the employee's identity confidential. 

Section 9.2. Financial Reporting Oversight Board fFROBl Contact Information. Tne 
City shall set up a confidential and anonymous system so that City employees can contact 
the FROB with any concerns about accounting or financial disclosure issues if they prefer 
not to contact die Deputy City Attorney for Finance and Disclosure. Tne FROB will 
create a procedure for contacting them in an anonymous and confidential manner. 

Page 13 



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 an annual report, in 
accordance with the procedures and the dates established by Section 22.4106 of the 
Municipal Code. 

L:\BLAKE\DPWG\Disclosure Consols (4th Draft) 9 27 05.doc 
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Exhibits 

A. List of Related Entities 

B. Related Entity Letter ~ " : ~ 

C. Request for Information from Contributors 

D. Transmittal by Department Director or Deputy City Manger to Financing Group 

E. Underwriter's/Financial Advisor's Confidentiality Agreement 

F. Letter from Human Resources Manager 

G. Letter from SDCERS Representative 

H. Letter from City Attorney's Office Regarding Litigation 

I. Letter from City Auditor and Comptroller 

• J. Municipal Finance Disclosure Reference Materials 

K. • Transmittal of Official Statement by Financing Group to Disclosure Group 

L. Transmittal of Official Statement by Disclosure Group iu City Manager and City 

>. Attorney • 

M. . Certifications by City Attorney and City Manager 

N. • Cenification by City Auditor and Comptroller Regarding Official Statements 

0 . Certification by City Auditor and-Comptroller Regarding CAFR 
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Exhibit A 

Related.Entities 

Assessment District 4030 (Otay Mesa Industrial Park) 

Assessment District 4096 (Piper Ranch Business Park) 

City of San Diego/MTDB Authority 

Community Facilities District No. 1 (Miramar Ranch North) 

Community Facilities District No. 2 (Santaluz) 

Community Facilities District No. 3 (Liberty Station) 

Community FaciUties District No. 4 (Black Mountain Ranch Villages) 

Convention Center Expansion Financing Authority 

Public Facilities Financing Authority of the City of San Diego 

Reassessment District No. 1999-1 

Reassessment District No. 2003-1 

Redevelopment Agency of the City of San Diego ! > 

San Diego FaciUties and Equipment Leasing Corporation 

San Diego Housing Commission 

San Diego Open Space Park District No. 1 •. 
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Exhibit B 

Related Entity Letter 

Pursuant to Ordinance No. O-19320 (the "Ordinance"), the Disclosure Practices 
Working Group (Group) has the responsibihty to review the form and content of 
infonnation disclosed by the City in connection with securities issued by Related Entities 
(as defined in the Ordinance). Accordingly, in order to" fulfill such responsibility, you 
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 
consideration by the City Council prior to submitting this letter to the Group; 

You have received this letter because [name of issuer] is a Related Entity. Please 
advise, by checking the appropriate box below, whether you are in receipt of any 
infonnation of the type referenced in fee preceding paragraph. 

Q We did not request, and did not receive, any information from a City employee 
that we intend to include in the Preliminary Official Statement or other offering 
document that is being prepared in connection with the securities being offered by [name 
of Related Entity].. 

• We received infonnation from [name of City employee], a copy 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 infonnation 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 Entity: 

Authorized Officer: 

B-l 
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Exhibit C 

^t^qU^rfoTlnformatioFtfonrCoFtnbutors 

The Financing Services Division of the City Treasurer's Office is requesting infonnation 
from [department or division name] to be included in a detailed disclosure of the City's 
financial and operating data for an [official statement] [annual report] to be issued by the 
City in connection with [the sale of bonds' or other securities] [federal annual reporting 
requirements for municipal securities]. 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 laws require that the infonnation be complete, accurate, and in no way 
misleading. Please review carefully the infonnation you are providing lo be certain, to 
the best of your knowledge after reasonable inquiry of the appropriate persons, 'that it is 
accurate,' complete and not misleading. Please be certain that the source documentation 
is in all ways reliable and auditable, should any future inquiry arise. Please provide a 

' copy of all source documentation. Please describe any exceptions or other caveats to the 
information you are providing. 

Please review the infonnation in its entirety, rather than simply updating that which has 
already been provided, to determine whether any materia] changes have occuned 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. 

Please provide the information by no later than [X date], and please advise of any 
subsequent changes to such infonnation through [Y date].-

If you require' additional information regarding, this request for information, please 
contact , at x .'• Thank you for your assistance: 

C-l 
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exhibit D 

Transmittal by Department Director 
n r DfipjityJCatyLMaiiager 

'Lu'FmsiD'cmu Giuitp-

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 meeting of the 

department .1 have also attached copies of any materials'that were a source 
for all or a 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 securities law training seminar conducted by the City's outside 
disclosure counsel. 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 promptly advise the Financing Group. 

[Department director/Deputy City Manager] 

Attachments 

• reviewed disclosure 

• source materials 

•• ' list of Contributors 

D-l 
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Exhibit E 

[XJDdei^TJter^s/^inancial-AdvisbrisJXIbnfideDti^ity^gixemenl-—. 

The [Underwriter/Financial Advisor] acknowledges, represents and warrants to 
the City that in connection with the preparation for and offering and sale of the Bpnds, 
fee [Undenyriter/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, includingbut not limited to drafts of the Preliminary Official Statement and Official 
Statement; fee [Underwriter/Financial Advisor], its agents, employees and counsel 
involved in fee offering have been and wilibe provided such infonnation for the purpose 
of the offering and sale of the Bonds and not for any other purpose; and the Preiiminary 
Official Statement and Official Statement, and any supplements or amendments thereto in 
accordance with' the provisions of fee Bond Purchase Agreement, constitute the only 
documents authorized by the City for dissemination ofsuch infonnation. 

The [Underwriter/Financial Advisor] covenants and agrees to protect and' 
maintain the confidentiality of such infonnation and to take appropriate steps to assure 
that its agents, employees and counsel involved in the offering will not make use of such 
information for any purpose other than the offer and sale 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 fee time of 
disclosure, generally known or available to the public (other than as a result of a breach 
ofthis Agreement); (ii) which becomes, at a later date, generally known or available to | ) 
the public through no fault of the [Underwriter/Financial Advisor] and then only after 
said later date; (iii) which is disclosed to the [Underwriter/Financial Advisor] in good 
faith by a third party who, to [Underwriter/Financial AdvisofJ's knowledge, has an 
independent right to such information and is under no known obligation not to disclose it 
to the [Underwriter/Financial Advisor]; (iv) • which is possessed by the 
[Underwriter/Financial Advisor], as evidenced by such [Underwriter/Financial Advisory's 
written or other tangible'.evidence, before receipt thereof fronrthc City, (vj 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 connection 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 thereof to the City (to 
•the extent permitted by law), including a copy of the proposed disclosure or other use, 
and shall have obtained fee City's written consent to such use if the offering has not 
commenced; or (vii) the use of which is consented to by the express prior written consent 
of the City. 

The-[Underwriter/Financial Advisor] shall return all confidential material to the City 
when the bond transaction.is_compIeted_or .their services are otherwise completed. . 

E-l 
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Exhibit F 

Letter from the Human Resources Manager 

Financing Group: 
I have reviewed fee information in the. [Official Statement/Offering 

Memorandum] feat relates to employee relations, collective bargaining, pensions and 
benefits, and litigation concerning cunent or former employees. I 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 fee date of 
this letter and the scheduled delivery date for the bonds (X date), I shall immediately 
advise the Financing Group. [No information concerning fee above categories was 
included./! have no coraments./My comments are attached.] 

Human Resources Manager 

F-l 
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Exhibit G 

Letter from SDCEKS-Kepresentative 

Financing Group: 

I have reviewed fee information in the [Official Statement/Offering 
Memorandum] that relates to pension benefits and other retirement benefits, pension plan 
funding, and litigation concerning SDCERS. I 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 ofthis .letter and the 
scheduled delivery date for the bonds (X date), I shall immediately advise the Financing 
Group. [No infonnation concerning the above categories was included./! have no 
comments./My comments are attached.] 

SDCERS Representative 

G-l 
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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 ail material current, pending or 
threatened litigation, and describes any material settlements or court orders. For purposes 
of this letter, the terra "material" means (i) any litigation threatened,- pending or 
commenced against the City seeking to prohibit, restrain or enjoin fee issuance,-sale or 
delivery of. the Bonds, or contesting or'affecting the validity or enforceability of, or the 
power of fee Issuer to issue, the Bonds, (ii) any litigation the potential exposure for which 
is greater than 25,000.000. In fee event of any material change to such information 
between the date of this letter and the scheduled delivery date for the bonds (X date), I 
shall immediately advise the Financing Group. 

Deputy City Attorney for Finance and 
D i c r l n c u r p 
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Exhibit I 

Letter from~CityAuditor apd Comptroller— 

Financing Group; 

I have reviewed fee information in the [Official Statement/Offering 
Memorandum], including particularly the financial disclosures, and 1 have compared the 
financial disclosures in the Disclosure Document to the City's Comprehensive Annual 
Financial Report. 1 have also read and understand the directions that were provided to ine 
in the letter from the Financing Group. To fee best of my knowledge, there are no 
misstatements or omissions in any sections of fee Disclosure Document that contain 
descriptions of information prepared by or of interest to fee City Auditor and 
Comptroller. In the event of any material change to the attached disclosure between fee 
date of .this letter and the scheduled delivery date for the bonds (X date), I shall 
immediately advise the Financing Group. [I have no-comments./My comments are 
attached.] 

City Auditor and Comptroller 

1-1 
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Exhibit J 

-Mtrni cipal-F-in an Ge^iscl© s u-pe^eferen'-ce-Materials_ 

1. Public Finance Criteria, Standard & Poor's (see www.standardandpoors.com, 
click on "Criteria and Definitions" under "Credit Ratings"). 

2. Questions 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 Auditors, ComptroDers, and Treasurers; 
and the Government Finance Officers Association Dec. 1996 

3. Disclosure Roles of Counsel in State and Local Government Securities Offerings. 
.American Bar Association, State and Local Government Law, and National 
Association of Bond Lawyers, 1995. 

4. Recommended Best Practices in Disclosure. National Federation of Municipal 
Analysts, 2004. 

5. Making Good Disclosure: The Role and Responsibilities of State and Local 
Officials Under the federal Securities Laws. Government Finance Officers 
Association, 2001. 

6. Disclosure Guidelines for State and Local Government Securities. Government 
Finance Officers Association, 1991. 

M 
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exhibit K 

•Transmittal of-Official-
Statement by Financing Group 

to Disclosure Group 

Disclosure Group: 

The Financing Group has, wife respect to the [Official Statement/Offering 
Memorandum], (i) performed fee responsibiiities set forth in subsection B. of Section 4.3 
of the Disclosure Controls and Procedures, (ii) obtained all fee approvals and source 
documentation described in said Section 4.3, copies of which are attached, and (iii) in our 
best judgment the Disclosure Document is in. substantially final form and ready for 
review by fee Disclosure Group. 

Representative of Financing Group 

[list names of members of Financing Group 

K-l 
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r.xhiDit L 

Transmittal of Official 
5tatemenXbTDfcclgsure~Group 

To City Manager aod City Attorney 

City Manager and City Attorney: 

The Disclosure Group has reviewed and approved the [Official 
Statement/Offering Memorandum] in accordance with the procedures set forth in Section 
5.2 of the Disclosure Controls and Procedures. In the best judgment -of the Disclosure 
Group, the Disclosure Document is in final form and the Disclosure Group has complied-
with fee Disclosure Controls and Procedures. 

Representative of Disclosure Group 

[list names of members of Disclosure Group] 

L-l 
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Exhibit M 

Certification^-iiy-Gity^A-ttorDey-and-Gi^Manager 

City Council: 

I have reviewed the [description of Official Statement or Offering Memorandum], 
and I have met wife and asked questions of fee Financing Group, tie Disclosure Group, 
any Contributor, any other person who reviewed or drafted any section of the [Official 
Statement/Offering Memorandum], and any other person that I thought necessary or 
appropriate. I hereby certify that, to the best of my knowledge, the [Official 
Statement/Offering Memorandum] 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 
light of the circumstances under which they were made, not misleading. 

City Manager/City Attorney 

M-1 
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-Certification^HSity-Auditor-and^omptrToIler-R^arding-^fficial-Statements-

City Council; 

I have reviewed the [description of Official Statement or Offering Memorandum] 
and compared the City Financial Statements with the Disclosure Document. In addition, 
I have reviewed fee Disclosure Document in full to identify any misstatement or 
omission in any sections that contain or omit descriptions of information prepared by or 
of interest to the City Auditor and Comptroller. I hereby certify that to the best of my 
knowledge: 

1. the Disclosure Document fairly presents, in all material respects, the nnancial 
condition and results of operations of the City; 

2. the Disclosure Document does not make any untrue statement of a material 
fact or omit to state a material fact necessary in order to make fee statements made, in the 
light of the circumstances under which they were made, not misleading; and 

3. that the financial statements and other financial information from the City 
Financial Statements included in such Disclosure Document, if Bnv, fairlv nresent in B11 
material respects the financial condition and results of operations of the City as of, and 
for, the periods presented in the City Financial Statements. 

.City Auditor and Comptroller 

N-l 
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Exhibit O 

~r>rf-ifirat-inn hy City ATiiffifor and CnrnptrnHeT^&qardinq CXFPT -

City Council: 

I hereby cenify feat, to the best of my knowledge, as of the date of the CAFR: 

1. the information contained in fee [Fiscal Year] CAFR fairly presents, in all 
material respects, fee nnancial condition and results of operations of the City as of, and 
for, fee periods presented in the CAFR; and 

2. the CAPR does not make any untrue statement of a material fact or omit to 
state a materia] fact necessary in order to make the statements made, in fee light of the 
circumstances .under which they were made,, not misleading. 

City Auditor and Comptroller 

0-1 
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sdCERS 
San Diego City Employees' 

Retirement Svstem 

DAVID B. TOSCOE 
Retirement Administrator 

January 31, 2007 

Jay Goldstone 
Chief Financial Officer 
The City of San Diego 
202 C Street, M.S. 9A 
San Diego, CA 92101 

RE: Status of Kroll Remediation Items Involving SDCERS 

Dear Jay: 

"We are providing you with an update regarding the remediation items contained in Kroll's 
August 8, 2006 report identified by your tracking number. 

97. The Audit Committee concurs with actions being taken by the Retirement Administrator 
to establish a financial reporting function within SDCERS. (Page M-9) 

My letter to Lynn Turner, dated July 12, 2006 (Attachment 1), describes 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. 

98. SDCERS should develop a comprehensive methodology to identify, track, and recover 
overpayments made to deceased pensioners. (Page M-25) 

In January 2005, SDCERS' Benefits Administration Division implemented a 
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 matches." As a result, outstanding 
overpayments have all but been eliminated, 
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^ 99 SDCERS should re-bid the contract for the performance of its actuarial valuation every 
'- five year: and *«* ^ *r*™ry not be engaged-formore^han-twerfive-year-tern^-ff-ages-

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. 

100 SDCERS should require its investment consultants and fund managers to annually 
' comply a Vendor Disclosure Form that calls for disclosure of ail mformanon regarding 

remuneration paid or received related to fonds managed for SDCERS as well as its 
business dealings with the SDCERS investment consultant. (Pages 2D8 & M-10) 

SDCERS' investment consultant discloses any relationship where they receive 
remuneration from investment managers. In addition, SDCERS requires disclosure^ 
from its investment managers of any soft dollar arrangements involving SDCERS 

101. 

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 anvfirm to disclose the information outlined in response to item 100 above 
can result in penalties up to and including termination of their contract with SDCERS. 

10? The Retirement Administrator and CFO of SDCERS should annually include in the 
SDCERS' CAFR a signed manasement 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 disclosures; a statement 
setting forth SDCERS' assessment of the effectiveness of fee mtemal controls; a 
statement that based on their knowledge, the CAFR does not contain any untnie 
statement of a material fact or omit to state a material fact necessary to make the CAFR 
not misleading and a statement feat 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. (Pages 257 & M-9) 

We agree with this recommendation, and we intend to include the report and 
statements in SDCERS' 2006 CAFR 

I P To address Board authority and pursue administrative excellence, the controlling 
documents should be reviewed and, if necessary, modified to ensure that the Board has 
the-necessaiy-tools-available^o^ffectivel^^ 

(Page M-25) 
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The Navigant Consulting report, issued on January 20, 2006 (seven months prior to 
the iwnnrp nf~KFoUyrJ^t)r^dmairred^iimeroas--recmnmendations^nvolving-
SDCERS' corporate governance, actuarial soundness, benefit payments, staff ana 
internal audit (A copy ofNavigant's report is available on-line ai wwyv.sdcers.com.) 
An ad-hoc SDCERS Board Committee was established in January 2006 to review 
Navigant's recommendations, and the Committee issued its final report on November 
3,2006. (Attachment 2) 

Over the next several months, SDCERS' Business and Governance Committee, 
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 ihe public pension area, 

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) 

They do. 

114. The chief accounting officer of SDCERS should have adequate prior experience wife 
investment operations and financial reporting and disclosures, (.rages 258 Si IvI-i 0) 

As discussed in item 97 above, effective on July JO, 2006, the CFO position was 
elevated to report directly to SDCERSJ CEO. The current CFO, Bob Wilson, has a BS 
in accounting and has had a long career with ihe City of San Diego's Auditor and 
Comptroller Department prior to his appointment as Assistant Administrator at 
SDCERS on November I, 2005. Mr. Wilson's resume is attached to the July 12, 2006 
letter. (Attachment I) 

119. SDCERS should have standing committees to address board governance, compensation 
and evaluation of fee Retirement Administrator, investments, and an audit and 
compliance committee. (Pages 256 & M-9). 

SDCERS' standing committees include Investments, Business and Governance, 
Executive, Audit and Disability. Sections 3.00 through 3.04 of SDCERS' Board Rules 
are enclosed. (Attachments) 

120. SDCERS should adopt a formal charter for each committee which should be updated no 
less frequent than every three years. Pages 257 & M-9) 

The Audit Committee's charter is attached. (Attachment 4) Charters are being drafted 
-for-the^ther-Board-standing-committees-and-their-responsibUitm^ 

SDCERS' Board Rules. 
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121; SDCERS must b* fV^ tn r p . t a i l T i t r o ^ i f ^ e p ^ d ^ r l - ^ 

It is SDCERS vigorously asserted its right to retain its own independent counsel in 
litigation with the City Attorney of San Diego and prevailed. On November 6, 2006, 
SDCERS hired Christopher W. Waddell, formerly the General Counsel ofCalSTRS, 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, 

David B. Wescoe 

Enclosures 

cc:- Council President Scon Peters 
Julie Dubick, Mayor s Office 
John Dyer, CPA 
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