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COMMITTEE ACTION SHEET
COUNC?L DOCKET OF
[] supplemental  [] Adoption [] Consent [] Unanimous Consent Rules Committee Consultant Review
R-
O -

Review of the Financial Statement Audit, Report on Internal Control Over Financial Reporting (Yellow Book
Report) and the SAS 61 Letter

2 Reviewed (] Initiated By Audit  On11/03/08  ltem No. 1

RECOMMENDATION TO:

Forward to the full City Council with the recommendation to receive and file.

VOTED YEA: Faulconer, Young, Atkins
VOTED NAY:

NOT PRESENT:

CITY CLERK: Please reference the following reports on the City Council Docket:
REPORT TO THE CITY COUNCIL NO.
COUNCIL COMMITTEE CONSULTANT ANALYSIS NO.

OTHER:

Macias Gini's 11/03/08, PowerPaint, City Treasurer's 10/30/08, memorandum; Hawkins Delafieid's 10/31/08,
memo; SDCER's Commentary on Current tnvestment Climate, dated 10/13/08; SDCERS’ October 30, 2008,
letter; Independent Auditor's Report, FY Ended 6/30/07; Chief Financial Officer's October 27, 2008, PowerPoint;
CAFR Review Questions (Rev. 6/23/08); City Attorney's November 3, 2008, letter

COUNCIL COMMITTEE CONSULTANT %%7
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October 30, 2008

Jay Goldstone

Chief Operating Ofﬁcer
The City of San Diego
202 C Street, MS 11A
San Diego, CA 92101

Dear.Jay:

You asked us about the difference between SDCERS’ reconciled portfolio values
prepared as-of month or fiscal vear-end compared to the unreconciled asset values we can
generate daily from State Street. (As you know, the only other SDCERS cash and
investment assets are those held on deposit with the City’s treasury)

SDCERS’ primary source of market value information 1s State Street’s accounting
platform. Each month and fiscal year-end, State Street produces reconciled asset
* valuation reports appsoximately seven business days after month-end. - (As you know,

due 10 the delays in receiving valuation, income and/or transaction data from our separate
property real estate managers, Stale Street’s valuation data on real estate properties may
be several months in arrears.)

State Street’s reconciliation process includes: settling trades (purchase and sales) by
paying or collecting transactions proceeds, collecting all income payable to SDCERS on
stock dividends and-bond coupens, ensuring proper posting of fixed income accruals and

amortization, ensuring proper posting of cash movements for settling margin

requirements on swaps and futures contracls, monitoring corporate actions o ensure
proper posting of stock splits, tender offers, etc., ensuring proper posting of currency
exchange transactions and ensuring reasonable pricing of market traded securities

" through the use of independent third-parting pricing services.

State Street also provides SDCERS with online daily access to our fund’s market value as
of the prior day’s market close. However, these daily asset valuations are not reconciled
by State Street. For example, non-reconciled asset values include the potential for: -

1) Delays in posting daily cash income from bond interest payments, stock
dividend payments and real estate property rents (received that day but posted
the next day);

401 Wast A Street, Suite 400 e San Diege, CA 92101 ® T8:619.525.3600 « rax: 619.385.0357 » www.sdcers.org
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Jay Goldstone
October 30, 2008

Page two

2) Delays in posting the accrual of bond income or in amortizing the pay down
of pr1nc1plc on mortgages;

3) Delays in posting corporate actions such as stock splits, exchange offers,
tender offers and dividend reinvestments;

4) Lack of accurate market prices on securities that did riot trade that day (e.g., a
smaller issuance of a corporate bond);

5) Data entry errors in posting the size or amount of a purchase ot saIe
transaction (number of units or shares, security price or currency exchange
rate entered incorrectly); '

6) Delays in posting separate property real estate purchase or sale transactions
due 1o delayed receipt of transaction documentation from the escrow
company; and :

7) Delays in receiving market valuation data from sub-custody accounts.

Because the daily asset valuation numbers are not reconciled and can differ significantly
from the reconciled monthly and year-end values for the reasons stated above, 1 use them
only as an approximation of SDCERS® tolal market vaive of assets. That is why
SDCERS only relies on reconciled monthly and ﬁscal year-end asset values for
measuring portfoho performance.

Indeed, 1 want to emphasize that the primary use of the daily unreconciled asset valuation
information is as a risk management tool to monitor the portfalio’s relative exposures to
asset classes and target benchmarks. When I developed this tool for this purpose, I never
intended it to be used as an accurate and reconciled reflection of the value of SDCERS’
total assets.

I hope ﬂns information is hel pful for you If you have any addltlonal questions, please let
know.

Douglas B. McCalla
Chief Investment Officer

Enciosure

ce: Jim Godsey
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 Effective for Fiscal
Year 2008

o Early disclosure
encouraged
Discussed in LOT

.; o No full funding
o CALPERS Trust

Retiree Healthcare Liabilities (Thousands)

L Full Funding  UAAL Partial
Valuation fiscal Method Funding

year lLa'nded (7.75% Earnings (blended
6/30/2007 Assumption) 6.69% rate)

Actuarial

Accrued Liability $ 819,900 $ 1,027,918

Annual Required

Contribution $ 87,597 $ 104,475
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*HUD Audit Disclosed on Page 145

o During the Audit HUD requested confidentiality
o Risks Discussed

= |_oan Repayment
Disall_owed Costs

69000090



Credit Risk

| %Cash and Investments footnote bage 81

o Credit risk of investments disclosed on page

86 : ‘

= For each type of investment:

{i;,i o Fair Value as of June 30, 2007

o Credit rating as of June 30, 2007 |

= Note 3 also discusses City investment PO’licy and
SDCERS investments as of June 30, 2007

o Sub-Prime market activity on Page 99



Five Year’ Outlook

“*Discussed in Letter of Transmittal

. o Used most current outlook data.

' = Displays most recently published prOJected deficits
f?@ and future discretionary/non-discretionary fundlng
s commitments

o Discussion of City Budget Challenges also in
| etter of Transmittal

“ The City is reviewing preliminary first quarter data and is forecasting a General
Fund budget deficit of approximately $43 million for fiscal year 2009. This deficit is
primarily the result of reduced revenues in the areas of sales tax, property tax,
transient occupancy tax, franchise fees, and interest earnings, as well as higher
expenditures in booking fees and property tax administrative fees paid to the County.
It also reflects approximately $8 million of projected expenditures in excess of the
adopted hudget.”



Workforce Partnership / JPAs

+Joint Powers Authorities are identified on

page 119.

o Department of Labor Audit disclosed on page
120 - | |

o 2008 CAFR will reflect latest developments

concerning audit findings and disallowed
costs

- 2L0000



Disclosure Lawsuits

“*Lawsuits where the City Attorney has
identified the risk of loss as reasonably
possible and or probable are discussed in
Note 18 beginning on Page 148
o General Materiality Threshold $2 million

o Derived from the FASB 5 letter signed by City
Attorney

o If loss probable (and accrued) the no
disclosure required

Certain qualitative exceptions



AT Hifard € -t/
;e

"(OOQO?S\

City of San Diego
Audit Committee

CAFR Review Questions

(revised 06/23/08)

[ Approach

The Audit Commitiee should satisfy itself as to the reasonableness of the
process followed in the preparation and issuance of the CAFR and the appropriateness
of the accounting judgments made, in order to ensure the overall reliability of the City’s
financial reporting. As part of such process, the Audit Committee should ask questions
of financial management, the internal auditor, a representative of the City Attorney’s
Office and tne outside auditor. Questions that might be asked are set forth beiow. Each

- member should then satisfy himself or herself that the responses to the questions are
reasonable and appropriate in order to fulfill his or her individual responsibilities as a
member of the Audit Committee. The City Attorney recommends that the Audit
Committee require that the appropriate parties submit written responses to the CAFR
review questions so that all responses are fully documented, especially negative

" responses which may, in some cases, require detailed explanations and suggested
remedial measures. Additionally, the relevant officials shouid attest to the accuracy of
their responses.

As stated in the Audit Committee’s Charter, the CAFR is the responsibility of the
City's management and the roie of the Audit Committee is one of general oversight.
Thus, the task is for the members of the Audit Committee to be satisfied as to (i) the
reasonableness of refiance on management, taking into account the quality of the
outside audit process, and (ii) that the member does not have actual knowledge of
information that would cause him or her to believe that the information presented in the
CAFR is materially false or misleading. '

This process is designed to ensure that Audit Committee members satisfy their
obligations with respect to the legislative review and oversight of the CAFR. However,
no member of the Audit Committee shall be required to independently verify the factual
information presented in the CAFR, and it is understood that no representation is being
made that members of the Audit Committee have done so. Members of the Audit
Committee shall be entitled to rely on accounting and financial experts with respect fo
the information presented in the CAFR, as long as such reliance is reasonable and in
good faith. '
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L Questions for Financial Management (CFO and Director of Financial Reporting)

The purpose of these quésﬁons is to elicit information about the process, the
quality of the accounting and any issues of which the Audit Committee should be aware
that impact the financial reports, accounting judgments and disclosure.

1. Do you believe the financial statements fairly present the government’s net
assets and activities in accordance with generally accepted accounting
principles (GAAP) or some other acceptable comprehensive basis of
accounting?

2. To the best of your knowledge, was the audit performed in accordance with
generally accepted auditing standards (GAAS standards) or generally
accepted government auditing standards (GAGAS standards)? If not, why?

3. Do the financial statements contain dev;ations from generally accepted
accounting principies (GAAP)? If so, why?

4. Were there any significant accounting adjustments affectlng the fmanCIaI
statements (prior year as well as current year)?

5. Are you satisfied that an appropriate audit was performed by the
independent auditors?

8. Is there any activity at any level within the government that you consider to
be a significant violation of laws, regulations, contracts or grants, or
significant departures from GAAP other than those already identified?

7. Are there any questlons we have not asked that should have been asked? If
so, what are these questions?
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1. Questions for lnternal Auditor

_ The purpose of these questions is to ascertain the role of the intemal auditor in
the CAFR process and whether there are any issues the internal auditor befieves should
be brought to the Audit Committee’s aftention.

1. Please describe yoUr role in the audit process.

2. Were any fimitations placed on your role in the audit pfocess by.
management with which you disagreed?’

3. Were you satisfied with the quality of the audit peﬁormed by the outside
auditor?’ .

4, Were thére any issues that aroée in connec{ion with the audit which were not
resolved to your satisfaction?'

5. Are yéu aware of any reportable conditions or materiai weaknesses in the
City's internal controls that were not identiﬁec_i by the outside auditor?

6. Do you have any reason to believe that the financial reports were not
prepared in accordance with GAAP or that the audit was not conducted in
accordance with GAAS or GAGAS?

7. Are there any questions we have not asked that sh'oulid‘have been asked? If
so, what are those questions?

! Indicates that discussion may need 1o be had with the internal auditor in “executive session” as permitted under the
Brown Act. This may make these questions inappropriate for written submission. '
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V. Questions for City Atiorney's Office ?epresentative

The purpose of these questions is to elicit information about litigation and other
legal loss contingencies that are relevant to the City’s financial reporting and as to any
violations of law of which the Audit Committee should be aware.

1. Are you satisfied that litigation and other legal loss contingencies within the
purview of the City Attorney s Office have been properly reflected in the City’s
financial statements??

2. Are you aware of any significant v:olatlons of law, regulatlons contracts or grants |
that have not aiready been |dent|fed'?

3. Is there anything else your office wants to bring to the Committee’s attention?

* Indicates that dlSCUSSIOU may need to be had with the City Attorney’s Office representative in “executive session”
as permitted under the Brown Act. -
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V.

- ® "

Questions ror Outside Auditor

The purpose of these questions is to elicit information about the auditor's

independence, the quality of the audit process, any issues or disagreements between
management and the auditor that should be brought to the attention of the Audit
Committee, significant deficiencies and material weaknesses in the City’s interal
controls over financial reporting and the qual:ty, not just the acceptability, of the City’s
accounting.

1.

Was any audit work not performed due to any limitations piaced on you by
management (e.g., any areas scoped out by management, or any restriction on
fees that limited the scope of your work)?>

Explam the process your fi f" rm goes through to assure that all of your engagement
personnel are independent and objective with respect to our audit. Do any non-
audit services performed for the City or its related entities affect the work that you
do or the manner in which the engagement team or others are compensated?

Was the audit performed in accordance with generally accepted auditing
standards (GAAS standards) or generally accepted government auditing
standards (GAGAS standards)? If not, why?

Do the financial statements contain deviations from generally accepted
accounting prlncrples (GAAP)? if so, why?

Were any new accounting principles adopted, were any changes made, or did
you recommend any changes in the accountlng policies used or thelr
application? ‘

Were there any significant accounting adjustments affecting the financial
statements (prior year as well as current year)?

. Are there any areas of the financial statements, mcluding‘ the notes, in which you

believe we could be more explicit or transparent, or provide more clarity to help a
user better understand our financial statements?

. Have you expressed any concerns or comments to management with respect to

how our presentation, lncludlng the notes or Management's Discussion &
Analysis, could be improved?®

Based on your audit procedures, do you have any concerns as to whether
management may be attempting to commit management override? Have you
hoticed any biases as a result of your audit tests with respect to accounting
estimates made by management?’

e ? Indicates that discussion may need to be had with the outside aud:tor in “executive session” as permitted under the
Brown Act,
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10. Did you encounter any difficulties in dealing with management in performing the
audit, including any disagreements with management regarding any accruals,
estimates, reserves or accounting principles? Did you have the full cooperation of
management and staff?*

11. Were there any accounting issues on which you sought the advice of other audit
firms or regulatory bodies?

12. Describe any difficulties you encountered while performing the audit (e.g., delays
by management in allowing you to begin the audit, lack of access to information,
unreasonable timetables, unavailability of personnei, e’tc.).3

13.Discuss your impressions of the performance of the City's financial management
- in terms of the completeness, accuracy and faithfulness of the financial reporting
process.’

14. Describe any situation in which you believe mahagement has attempted to
circumvent the spirit of GAAP, but has yet complied with GAAP.?

15.Would you characterize management’s application of GAAP as conservative,
aggressive or somewhere in between?

16.Are there any new pronouncements and or areas of potential financial risk
affecting future financial statements of which the Audit Committee should be
aware?

17. How wouid you compare the City's financial reporting with that of comparable
government entities with which you are famnlar’f>

18.Please explain the significance of any reportable conditions or material
weaknesses referenced in your Ieﬁer or report dealing with the City's internal
controls.

19.Are there any questions we have not asked that should have been asked? If so,
what are those guestions?
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V. Questions Each Committee Member Should Consider

These are questions each member should ask himself or herself as part of the
process of fulfilling his or her responsibility.

1. Am | satisfied that the proéess followed in preparing and auditing the CAFR
has been reasonably designed to produce accurate and reliable financial
information?

2. Do | have reason to question the integrity or competence of the members of
© + management or the outside auditors that would affect my ability to rely on
them? :

3. Do | know anything that would cause me to guestion the accuracy of the
disclosures in the relevant portions* of the CAFR that | reviewed or that
would indicate that there is a risk that those disclosures may be misleading?

4. In reviewing the relevant portions® of the CAFR, are there any “red flags” that
should be brought to the attention of management or the Disclosure
Practices Working Group or for which | would like a further explanation (that
is, is there information of which | have actual knowledge that would lead me
to believe that the CAFR contains materially misleading information)?

! What may be “relevant portions” of the CAFR is discussed in the Memorandum of the Office of City Attorney to
the Audit Committee dated February 7, 2007 on Responsibilities of the Audit Committee Under Federal Securities
Laws at p. 4.
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OFFICE OF ’ CIVIL DIVISION
BRANT . WILL 1200 THIRD AVENUE, SUITE 1620
DEPUTY CITY ATTORNEY THE CITY ATTORNEY ’
SAN DIEGO, CALIFORNIA 921014178
CITY OF SAN DIEGO TELEPHONE (619) 2366220

FAX {619} 236-7215

MICHAEL J. AGUIRRE

CITY ATTORNEY

November 3, 2008

Audit Committee
202 C Street
San Diego, CA 92101

Re: 2007 CAFR Review

Dear Committee:

The following are questions and answers required by the Audit Committee to assist the
Committee in reviewing the City’s Fiscal Year 2007 Comprehensive Annual Financial Report.
The questions are drawn from the “City of San Diego Audit Committee CAFR Review
Questions, revised 6/23/08, and are accurate as of October 17, 2008.

1. Are you satisfied that litigation and other legal loss contingencies within the purview of
the City Attorney’s Office have been properly refiected in the City’s financial
statements? ‘

The City Artorney’s Office believes that all litigation and legal loss contingencies are
accurately disclosed in the 2007 CAFR.

-~

Are you aware of any significant violations of law, reguiations, contracts or grants that
have not already been 1dentified?

The City Attorney's Office is not aware of any significant violations of law, regulations,
contracts or grants that have not already been identified and disclosed on the 2007
CAFR.

(98]

Is there anything eise your office wants to bring to the Committee’s attention?

There is no additional information that the City Attorney s Office wishes 10 bring to the
attention of the Audit Commitiee at this time.
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Audit Committee

November 3, 2008
Page 2

[ have served as the representative of the City Attorney’s Office in responding to the questions

above, .

Sincerely yours,

MICHAELJ. AGU , City Attorney

Deputy City Attorney

BCW:jdf



MACIAS GINI & O'CONNELL ur

Certified Public Accountants & Management Consultants

City of San Diego

Audit Committee
‘November 3, 2008

Macias Gini & O’'Connell LLP

Certified Public Accountants & Management Consultants

Loeal Q&mmitm%%i Gl
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Overview

- FY2007 City of San Diego CAFR and GAGAS Report

+ SAS 61 Letter

An independent Member of the BDO SEIDMAN ALLIANCE




FY2007 CAFR and GAGAS Report

» Unqualified opinion
— Subseguent event - Note 22: discussion on current
financial crisis |
« Prior year findings on internal controls

« Two (2) new significant deficiencies identified
— Risk management — public liability — documentation on
rationale for changes in reserves missing and authorization
missing.
— Journal entry — access controls — restrictions on the ability
for employees to delete journal entries not in place.

An Independent Member of the BDO SEIDMAN ALLIANCE




SAS 61

Communications with Audit Committees
See letter dated October 17, 2008

« Auditor responsibilities

» Other information in documents contalnmg audited financial
statements

- Significant accounting policies

* Unusual transactions

» Accounting estimates

» Audit adjustments

+ Disagreements with management

« Consultations with other independent auditor's
» Issues discussed prior to retention

« Difficulties encountered in performing the audit

An Independent Member of the BDG SEIDMARN ALLIANCE




N

The End

An independent Member of the BDO SEIDMAN ALLIANCE
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Herwtins Ddnfiold & Weod LEP

801 THIRTEENTH STREET, N.W.
SUITE 800 SQUTH

WASHINGTON, DC 20005 MEMOR A NDUM

WA, HAWKIENS, COM

TO: City of San Diego Audit Committee
FROM:  JohnM. McNal%N\ U
DATE:  October 31, 200

RE: 2007 CAFR / Water POS

At the Audit Committee meeting on October 27, 2008, I was asked by Councilmembers
Atkins and Faulconer to address three questions: (1) how are other jurisdictions addressing their
GASB 45 disclosures regarding other post-employment benefits (“OPEB”), with respect to both
the magnitude of the unfunded liability and how presented, (2) should any additional information
be provided in the Letter of Transmittal (“LOT”) to the 2007 CAFR regarding the City’s liability
to the pension system, in light of the market turmoil between September 30, 2008, and the date
of the audit opinion (October 17, 2008}, and (3) what pension disclosure should be made in the
Water Official Statement. ‘ :

GASB 45

GASB 45, Accounting and Financial Reporting by Employers for Postemployment
Benefits Other Than Pensions, 1s effective for reporting periods beginning after December 15,
2006, and thus would apply to the City’s fiscal year 2008 financial statements. But for federal
securities law purposes, if the City has lmowledge of its OPEB actuarial liability and if such
liability is material, that information should be disclosed in the City’s CAFRs and Official
Statements. The information was disclosed in the FY 07 CAFR, which provided as follows in
the LOT:

The City’s actuarial valuation for retirec healthcare costs estimated
an unfunded actuanial accrued liability of $1.03 billion as of June
30, 2007, which is the basis for the fiscal year 2009 budget. The
City is participating in 2 trust administered by CalPERS to begin
advance-funding this liability and, to date, has contributed $54
million to the CalPERS trust. The City is not currently fully
funding the ARC for retiree healthcare, which is estimated to be
$104 million for fiscal year 2009, [and] the amount budgeted in
fiscal yvear 2009 is $50 million.

Additional information is set forth in Note 12 to the 2007 CAFR, including a plan description.

At your request, we have reviewed recent Official Statements from several major cities,

315017.2 027129 MEM
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including New York, Los Angeles, Boston, Miami, Atlanta, Seattle and Dallas. These issuers
have provided disclosure regarding their OPEB actuarial liability as part of their overall Official
Statement disclosure, generally including a description of the requirements of GASB 45, the
magnitude of the OPEB liability (if an actuarial study has been completed) and, in some cases, a
description of how the city intends to fund the liability (or, in the alternative, a note that GASB
45 does pot require such funding). The magnitude of unfunded OPEB liability ranged from $84
million (Seattle) to $57.8 billion (New York). The City’s disclosure is consistent with that of
other major municipalities, and satisfies the City’s federal securities law obligations.

2007 CAFR Pension Disclosure

SDCERS, similar to the City, is on a June 30 fiscal year. The LOT sets forth the actuarial
value of the pension system assets for June 30, 2007; June 30, 2008; and September 30, 2008,
The question is whether, in light of the market turmoil between September 30, 2008 and the date
of the audit opinion (October 17, 2008), a more current market valuation should be provided. In
my view, the answer is no. First, the September 30, 2008 information is, to my knowledge,
accurate, so there is no information to correct. Second, the reader is advised generally to review
the information in light of the recent market turmoil:

Presently, the global financial markets have experienced
significant declines. The effects of the market declines have been
wide ranging and impact even the most diversified investment
portfolios. The San Diego \,uy Employee Retirement Sysicm

(SDCERS) investment portfolio is no excephon

Third, it is my understandmg that although SDCERS monitors the market value of the system
assets on a daily basis, such information is not reconciled until the month end and could be
subject to material corrections.

When the City 1s provided with updated reconciled monthly information, it can elect to
providc such information to the market, although it would not be required to do so absent a
primary offering of securities. In a similar fashion, in connection with the primary offering of
the 2009 Water Bonds, the City can provide in the related Official Statement the then most
recent monthly valuation, as further explained below.

Water '20_09 POS

The Water POS includes a presentation of the City’s pension system and OPEB
liabilities, as well as the water system’s proportionate share of such liabilities. The water
system’s proportionate shares of such liabilities is relatively small, and the rate case projection
used figures for both liabilities that were greater than the actual annual amounts required to be
paid for the last two fiscal years. Thus, neither the pension nor OPEB liabilities are a significant
financial burden on the water system revenues. Nevertheless, the prudent approach would be to
include in the general description of the City’s pension liabilities the most current reconciled
month end numbers that are available at the time of the printing of the Water POS and OS.

cc:  Stanley Keller
Walter J. 8t. Onge, 11
Brant C. Will
Lourdes M. Epley

Page 2 of 2
315017.2 027129 MEM
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| CITY OF SAN DIEGO
MEMORANDUM

DATE: October 30, 2008

TO: }-F{anorablé{i‘bﬁﬂéii Presidem f’etérs and ?\*I%:mbf.‘-:'rs of Ehé City Councii
CpROM: . Gail R, Graewich, City Treusurer

Kent 1. Moms Chxu“ 1nw.::,uncm Officer

SUB}EC‘T:' i {m Envcstmtnt Poni i}pd’ife ‘ - | o . "

" In I;rrht of tlxe rcu'm voiauixv m r}w ﬁn;mcml markus. as well as ) uquest rLLm\'e,d irom )
Council 'President Peters at our: Ceunu’i presentation.on October 27; 2008, this memorandum
provides an upddix, on the safety cmd iquidity of the- C,m' 5. Investment Pool (‘ the Pool "} and the
- effects recent mar ket umdmcns have haci on t‘;w: Pe@% ' ‘

“The Pooi consists of h;ﬂh qmizw secur mes “As of Sepiember 30, 2008, the Pool was mvested
42, 61% in U.S, Treasuries, and 47, 72 bo in “AAAT LLS. Agencies. The Pool was also invested in .
7 ”?% high quality cot pm e xecumtws The high quality of the corporate holdmw can be seen

- in their credi ratings:, 3.27% are. AAA, 2.85% are AA, 1.14% are A, and none are below A,

" Additionally, the average. nmwuty of the Pool’s. corporate exposure is-very short. The longest
corporate security will mamw August 2009 and the majority will matire within the next 6
months, K is'important to note that the Pool did not have any exposure to Lehman Brothers,
AlG, Merrill Lynch, or Washington Mutual during the recent unprecedented market events.

. . . - ] . . " .

The Pool is primarily invested in liquid securities in order to meet the City's anticipated
aperating expenditares for the next 6 months per California Government Code §33645. Within
the next 3 monthd, 16.6% of the Pdol will matwre, 33.1% will 'mawure within | vear, and nearly
100% of the pontfolio will mature ixit’hin 3 years. The Pool's 13(.31115111}; is further enhanced by
splitting the Peool inte two sapalam portfokios 1quu1dn;, and Core purtfolms) The L:qmdm
‘portfolio, which typically comprw*s 35% of the Pool, is invested in securities maturing in less
than one vear and has an average duration of about 4 months. The Ligquidity portfolio is
designed to provide funds for all of the City's near term cash needs.

As of September 30, 2008, the Pool was viekiing 2.96% and has accumulated significant
unrealized gains due. to- the Pool’s heavy concentration of U.S. Treasuries, which have
appreciated in value significantly :n the falling interest rate environment. (Note: as interest rates
decrcase, the prices of bonds mcredse and when interest rates increase. the prices of bonds

|
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Honorable Council President Pucrs and Members.of the City-Council
Page2of2
Ocmbe_r 30, 2008

decredse.)  These nnrealized gains'will decline over time as short dated securities mature and/or
interest rates renormalize to historical levels, Addidonally, the vield on the Pool will decline
going forward as higher yielding securities mature and are reinvested at much lower interest
rales. L

The City’s budgeted revenue projecied from interest earnings was reduced in the May revision ©
the 2009 budget. We are currently assessing whether the recent drop in interest rates will
necessitale further duwnv»ard revision to, thé interest carnings projection for .the 2009 budgct
This Iow inferest rate environment may be prolonged for some time hy the accommodating
monetary policy of the Federal Reserve and continued risk aversion by m\’estom ‘which mav add
downward pl essure on c:urrn,m and fm:um mterest eaming furecms '

The Im‘mstmem Diwision camimnﬂiy_ maﬁagi;;;l'the- P(ml to adher&;'t'{"} its primary objectives of
sdf\.i‘c of pxmupal and hqmdnv ‘Onee these objectives: are met, investment stafl only then.
attempt lo muximize yvield w ‘ithin the, guidelines established by the City’s Investment Policy.

- Throughout the investment process, investment staff ensure ihat the Pobl is in continuous
wmphanm, wih th Ciiy’s !mcstmem E’ohw

GuilR. Granewich . -  KentJ. Morris
City Treasurer : Chief Invesunent. Otficer -
oo 1“11; Hcmemhia Mayor "Iem Sdndua RN

' JavM Goldstone, Chief Opf:raung Officer
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CITY OF SAN DIEGO

Independent Auditor’s Report on Internal Control over
Financial Reporting and Compliance and Other Matters
Based on an Audit of Financial Statements Performed
in Accordance with Gevernment Auditing Standards

" For the Fiscal Year Ended June 30, 2007
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHE R MATTERS BASED ON AN
AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor, City Council
and City Manager of the City of San Diego
San Diego, California

We have audited the financial statements of the governmental activities, the business-type activities, the
apgrepate discretely presented component units, each major fund, and the aggregate remaining fund
information of the City of San Diego, California, (the City), as of and for the fiscal year ended June 30,
2007, which collectively comprise the City’s basic financial statements and have issued our report thereon
dated October 17, 2008. Our report was modified to include a reference to other auditors. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issned by the
Comptroller General of the United States. Other auditors audited the financial statements of the San
Diego Housing Commission, as described in our report on the City’s basic financial statements. This
report does not include the results of the other auditors testing of internal control over financial reporting
or compliance and other matters that are reported se parately by those auditors.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City’s internal control over financial reporting as

- & basis for designing our auditing procedures for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the City’s internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the
City’s internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses. However, as discussed below, we
identified certain deficiencies in internal control over financial reporting that we consider to be significant
deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of control
deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or report
financial data reliably in accordance with generally accepted accounting principles, such that there is
more than a remote likelihood that a misstatement of the entity’s financial statements that is more than
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inconsequential will not be prevented or detected by the entity’s internal control. We consider the
deficiencies described in 2007-(a) and 2007-(b} in the accompanying schedule of Current Year Findings
to be significant deficiencies in internal control over financial reporting.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity’s internai control. '

Our consideration of the internal control over financial reporting was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in the internal control
that might be significant deficiencies and, accordingly, would not necessarily disclose all significant
deficiencies that are also considered to be material weaknesses. However, we believe that none of the .
significant deficiencies described above is a material weakness. -

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Governmeni Auditing Standards.

The City’s responses to the findings identified in our audit are described in the accompanying schedules
of Current Year Findings and Prior Year Findings. We did not audit the City’s response and, accordingly,
we express no opinion on it. '

This report is intended solely for the information and use of the audit committee, City Council and

Mayor, City management, and federal awarding agencies and pass-through entities and is not intended to
be and should not be used by anyone other than these specified parties,

ﬂhaeaw (Fimic 7{ 9, W Lol
Certified ‘Public Accountants

Los Angeles, California
Qctober 17, 2008
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CITY OF SAN DIEGO
Current Year Findings
For the Fiscal Year Ended June 30, 2007

Finding No, 2007-(a) Risk Management — Public Liability

Observation — The City’s internal controls over public liability reserves require the completion and
authorization of a “Request for Action” form (RFA) documenting the rationale whenever an adjustment is
required. During our testing of internal controls, we noted that none of the seven RFAs we tested
indicated the rationale for the reserve adjustment, nor was there any indication that management had
reviewed or authorized any of these RFAs.

Recommendation — The City’s Risk Management Department should implement procedures to ensure
proper completion and authorization of an RFA whenever an adjustment is made to a public liability
reserve.

Management Response - Management agrees with this finding and is taking steps to correct the finding.
Planned corrections include the implementation of a new claims management system and quarterly review
procedures performed by employees on a sample basis.

Finding No. 2007-(b) Journal Entry — Access Controls

the City with a greater than “view only” access from deleting any post-close on-line journal entry after the
entry has been posted. This lack of access controls increases the risk of potential management override
and/or errors, Currently, there are no compensating controls in place to mitigate this risk.

QObsgervation — We noted that access controls for on-line journal entries do not prevent employees within

Recommendation — Management should implement additional controls that prohibit limited users, such
as approvers and above, the access to delete journal entries.

Management Response: - Corrected during fiscal year 2008, Prior to the issuance of this report, the City
already put controls in place to prevent on-line journal entries from being deleted. The staff of the
Comptroller’s Office were provided training on revised journal entry procedures in May 2008,
Additionally, as of June 30, 2008, the Operations section of the Comptrolier’s Office revised procedures
and confirmed to management that journal vouchers for the accounting period had been properly
approved. Follow up training will occur annually.
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CITY OF SAN DIEGO
Prior Year Findings
For the Fiscal Year Ended June 30, 2007

Findings related to the financial statements

Reference.Number: = '~ - 2006-(a)"’ o
Topic City of San Diego Redeve]opment Agency (RDA) Propemes Held for

Longer than 5 Yrs

Audit Finding In accordance with CA Health & Safety Code §33334.16, the RDA is
required to initiate activities to develop properties purchased with
Housing Fund money within five years from the date of acquisition. If
development activities have not begun within this period, the legislative
body may adopt a resolution extending the period for one time, not to
exceed five years. During our review of RDA's year ended June 30,
2006 property listing, we noted that out of a sample of 25 properties
selected for testing, 1 property acquired with Housing Fund money did
not initiate activities within the five year period nor did they attempt to
obtain an extension by resolution.

Status of Corrective Action: In progress. Management has established monitoring controls to
identify land held for resale purchased with low and moderate income
housing funds that could exceed the 5 year limit established by CA
Health & Safety Code §33334.i6. For properties identified,
management will ensure appropriate action is taken to either obtain an
extension by resolution or to reimburse the housing fund for acquisition
costs associated with land purchases before the 5 year limit is exceeded.

e e e
Reference Number*

2004-(b)% 1T
Topic Accounting for Land-held-for-resale

Audit Finding: The San Diego Redevelopment Agency (RDA) utilizes two management
companies to administer some of the RDA’s project areas (Southeastern
Economic Development Corporation manages four project areas and
Centre City Development Corporation manages two project areas.) The
two corporations did not communicate information relating to sales of
land or transfers of land to capital assets to the RDA in a timely fashion.
As a result, the RDA had reduced the reported land-held-for-resale
balance by $22 million for errors related to the existence of land-held-
for-resale and $11 million related to unrecorded net realizable value
adjustiments to the beginning balance in its 2003 statements.

Status of Corrective Action: Corrected.
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Reference Number:

Topic

Audit Finding:

Status of Corrective Action:

Reference'Number: © .

Topic
Audit Finding:

CITY OF SAN DIEGO
Prior Year Findings (Continued)

For the Fiscal Year Ended June 30, 2007

2003-1 0 e e

Material Weakness in Internal Controls over the Financial Reporting
Process

There were inadequate policies, procedures, internal controls and
personnel to ensure the preparation of an accurate and reliable CAFR on
a timely basis. Specifically, deficiencies were noted in the following
areas;

CAFR Preparation; Pension Accounting; Capital Asset Accounting;
Metropolitan Wastewater Utility; Risk Management; City Treasurer’s
Cash and Investment Pool; Procurement; Accounts Payable and Accrued
Expense; Human Resources; Accounts Receivable; Information
Technology.,

As a result of this, numerous material corrections to the CAFR for the
year ended June 30, 2003 in the amount of $1 billion were proposed and
boolked. :

In progress. However, prior to the issuance of this report several
modifications to the City’s financial reporting process and control
environment have been made. These modifications inciude the hiring of
new management to oversee financial reporting and internai controls,
and the implementation of revised policies, procedures and training for
employees. Additionally, the implementation of OneSD will
dramatically change (and improve) the year-end process; however, the
preparation of the Fiscal Year 2008 Comprehensive Annual Financial
Report will be completed using the City’s current accounting systems.

Also improving controls for 2008 is a new year-end processing
flowchart that has been developed.. It identifies tasks necessary to
complete the CAFR by responsible staff member; identified items
contingent on information from other sections within the Comptroller’s
Office and other departments within the City. Use of the flowchart
along with the year-end closing calendar already in use will allow
management to more effectively monitor progress toward completion of
the CAFR and ensure critical components are not omitied.

Notwithstanding the improvements made prior to the issuance of this
report, management agrees further improvement is necessary and
remains committed to continuing to strengthen its internal controls and
procedures over financial reporting.

T 200343

Violations of Law: Wastewater

The Clean Water Act requires municipalities to structure their rates in a
proportionate manner to ensure that each user pays his fair share. Because
the City’s rate structure for the ten-year period from 1995 to 2004 did not
fairly allocate the significantly higher cost of treating water discharged by
certain industrial users, resulting in residential users subsidizing the rates
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Status of Corrective Action:

-Reférénce Number:
Topic

Audit Finding:

CITY OF SAN DIEGO
Prior Year Findings (Continued)

For the Fiscal Year Ended June 30, 2007

of industrial ones by millions of dollars per year, the City’s rates were not
proportionate and thus may have violated the Clean Water Act’s
proportionality requirements.

Not corrected during the fiscal year ended June 30, 2007, Settlement was
reached with plaintiff during the current year and the City has taken
several actions in order to correct flaws in its rate structure during the
fiscal year ended June 30, 2008.

C2003-4 < o T T T e

Violations of Securities Laws

In November 2006, the Securities and Exchange Commission (SEC)
entered an OQOrder sanctioning the City of San Diego for committing
securities fraud by failing to disclose to the investing public important
information about its pension and retiree healthcare obligations. To settle
the action, the City agreed to cease and desist from future securities fraud
violations and to retain an independent consultant for three years to foster
compliance with its disclosure obligations under the federal securities
laws.

o

in issuing ihe Order, the SEC made the following deierminations:
e The City failed to disclose the City’s unfunded liability to its
pension plan was projected to dramatically increase.
¢ The City failed to disclose that it had been intentionally under-
funding its pension obligations so that it could increase pension
benefits but defer the costs.
e The City knew or was reckless in not knowing that its disclosures
were materially misleading.
e The City made these misleading statements through three different
means:
s The City made misleading statements in the offering
- documents for five municipal offerings in 2002 and 2003 that
raised over $260 million from investors. The offering
documents inciuded offering statements.
e The City made misleading statements to the agencies that
gave the City its credit rating for its municipal bonds.
e The City made misleading statements in its “continuing
disclosure statements”, which described the City’s financial
condition.
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Status of Corrective Action:

CITY OF SAN DPIEGO
Prior Year Findings

. For the Fiscal Year Ended June 30, 2007

In progress. The City consented to the SEC order and as part of the
applicable remediation, the City has retained an independent monitor to
oversee the City’s compliance with and remediation of the issues
identified in the Order. The City continues to work on improving its
internal control framework and address other material weaknesses which
are part of the underlying cause of this finding. The City’s response to
this finding has been a combination of staffing changes, modified policies
and procedures along with systems initiatives to correct the internal
contro] weaknesses that created the materially misleading disclosures.
Furthermore, the City has established an audit committee and a Disclosure
Practices Working Group (DPWG). The DPWG is responsible for
reviewing the City’s annual financial statements to ensure that all material
items are appropriately disclosed and reported in the City’s CAFR. The
independent monitor required by the SEC order has reported on the City’s
progress with respect to several remediation issues from the SEC order.
The latest report is dated March 25, 2008 and is available for review.
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SDCERS Commentary on the Current Investment Climate
October 13, 2008

SDCERS has been in the investment business since 1927 and has never missed a benefit
payment. Even with the recent market downturn, SDCERS has billions of dollars of

assets, more than enough to pay retiree benefits when they come due. SDCERS is -
actuarially sound, and its financial statements are current and audited. The Board of
Administration’s Investment Committee and SDCERS’ investment staff regularly and
closely monitor the activities of our 30 professional money managers and custodial bank.

The current turmoil in the global financial markets has impacted SDCERS” investments
just as it has every other institutional and individual investor. However, it is important to
understand that SDCERS’ mission is significantly different than that of most other
investors who may have shorter investment time horizons or lack the ability to ride out
turbulent market cycles.: '

SDCERS invests for the very long term. For example, we invest contibutions for a
newly-hired employee who might work for thirty years and then, based on their life
expectancy at retirement in 2038, for another thirty years until 2068. As a result of this
sixty-year time period, SDCERS’ investment philosophy and strategy is geared to long-
term results. Short-term market dislocations - even those as severe as what we are
experiencing today - are, in relation to SDCERS’ time horizon, just that: short-term.

To keep current events in proper perspective, it is the fiscal year’s final investment return
(as of June 30) that SDCERS’ actuary uses to determine a Plan Sponsor’s Annually
Required Contribution (ARC). The ARC that the Plan Sponsors will pay for the fiscal
year beginning on July 1, 2009 will be based on last fiscal year’s investment returns (July
1, 2007 through June 30, 2008). Therefore, the market downturn from July 1 through
September 30, 2008 reflects only one quarter of SDCERS’ four-quarter fiscal 2009 year.
Only when all four fiscal quarters have been concluded — on June 30, 2009 — and the
ARC payment calculated, will the impact of the current market condition be known.
Once calculated, that ARC will not be paid by our Plan Sponsors until the following
fiscal year, beginning in July 2010.

Because of the long-term nature of SDCERS® obligations and investment strategies,
overreaction to short-term results can lead to emotional or irrational investment decisions.
SDCERS has never - and should never - manage its portfolio for the short term. Indeed,
because recent declines in SDCERS’ equity portfolio have pushed those asset levels
below our investment targets for equities, SDCERS is rebalancing its portfolio by buying
additional equity securities. This disciplined strategy of a well-balanced portfolio has
and will continue to work over the long haul.
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CITY OF SAN DIEGO N/A

TOi 2. FROM [ORIGINATING DEPARTMENT): 3. DATE:

City Attorney ) City Comptroller October 30, 2008

4, SUBJECT:
Pursuant to Municipal Code Section 22.0710, the City Comptroller’s Office is hereby requesting a hearing on the

City’s Comprehensive Annual Financial Report (CAFR) for fiscal year ending June 30, 2007, as well as the related
Yellowbook Report for fiscal year ending June 30, 2007.

&. PRIMARY CONTACT (NAME, PHONE & MAIL 5TA.) &. SECONDARY CONTACT (NAME, PHONE & MAIL STA.) 7. CHECK BOX IF REPORT TQ
Greg Levin, Comptroller, 236-6162 Tracy McCraner, Director of Financial COUNGIL (5 ATTACHED
' 8.COMPLETE FOR ACCOUNTING PURPOSES

9. ADDITIONAL INFORMATION / ESTIMATED COST:

FUND
po— No financial impact
ORGANIZATION
OBJECT ACCOUNT
JOB ORDER
C.LP. NUMBER
AMOUNT
10. ROUTING AND APPROVALS
ROUTE |  APPROVING DATE ROUTE |  APPROVING DATE
4} AUTHORITY /o APPROVAL SIGNATURE SIGNED ) AUTHORITY , APPROVALAIGNATURE SIGNED
|t W A ————  tofiJoy | o oo e hewos | 19/3000
2 ) r/ 8 |Co0 ¥ !
. ) aw lorry aTToRNEY ,,{ yAAjli,y 1620l
4 |LIAISON GFFICE 1 Sgé‘im'éﬁ J I
5 DOCKET COORD: COUNCIL LIAISON:
6 ' / pggg{g‘% O spoe [ consent [ aporTiON
) | ] ReFER TO: COUNCIL DATE:
11, PREPARATION OF: ] RESOLUTION(S) ] ORDINANCE(S) [0 AGREEMENT(S) [ DEED(S)

Adopt the attached resolution to the City Council of San Diego regarding the City’s Fiscal Year 2007 CAFR and
Yellowbook Reports. _ '

114 STAFF RECOMMENDATIONS:

Receive and file the Fiscal Year 2007 CAFR and Yellowbook Reports.

12. SPECIAL CONDITICNS:

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

OTHER ISSUES:

CM-1472 MSWORD2003 (REV.3-1-2008)
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EXECUTIVE SUMMARY SHEET
CITY OF SAN DIEGO
DATE ISSUED: October 30, 2008 REPORT NO:
ATTENTION: Council President Peters and City Council
ORIGINATING DEPARTMENT: Comptroller’s Office
SUBJECT: 2007 CAFR and Yellow Book Report
COUNCIL DISTRICT(S): All ‘

CONTACT/PHONE NUMBER: Greg Levin, Comptroller: 619-236-6162

REQUESTED ACTION:

Receive and File the City’s Comprehensive Annual Financial Report and Yellowbook Report for
Fiscal Year 2007 .

STAFF RECOMMENDATION:

Approve the Requested Action

EXECUTIVE SUMMARY:

The City received an Audit Opinion from its Independent Auditor Macias Gini & O’Connell

—~ -

distributing the Yellowbook report as soon as received by Macias Gini & O’Connell.

FISCAL CONSIDERATIONS:

None with this action.

PREVIOUS COUNCIL and/or COMMITTEE ACTION:

The Audit Committee is scheduled to consider these documents for the second time on Monday
November 3, 2008. '

COMMUNITY PARTICIPATION AND PUBLIC QUTREACH EFFORTS: n/a

KEY STAKEHOLDERS AND PROJECTED IMPACTS: n/a

Wi Lo

Greg Levin Maty Lewis
Comptroller Chief Financjal Officer
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RESOLUTION NUMBER R-

DATE OF FINAL PASSAGE

RESOLUTION OF THE COUNCIL OF THE CITY OF SAN
DIEGO REGARDING THE CITY’S FISCAL YEAR 2007
COMPREHENSIVE ANNUAL FINANCIAL REPORT
WHEREAS, there has been presented to this Council the City’s Fiscal Year 2007
Comprehensive Annual Financial Report [CAFR], together v\}ith an unqualified opinion of the
City’s Independent Auditor Macias Gini & O’Connell LLP [Macias], dated October 17, 2008,
relative to the City’s 2007 financial statements and such documents are on file with the City
Clerk as Document No. RR- ;and
WHEREAS, the CAFR 15 the responsibility of the City management and the role of the
Council, as part of its legislative oversight responéibilities, is to determine, to each Council
members satisfaction, based on the process followed, including the certifications of certain City
officials regarding the CAFR, and applying the knowledge that each Council member has of the
City’s affairs, that there is no reason the CAFR should not be made available to investors and the
securities markets as an official document of the City; and
WHEREAS, while the Council is not required to review the City’s CAFRs this Council
deems it prudent and a best practice for the Council to do so to ensure that appropriate and
reasonable processes have been followed in the preparation of CAFRSs since they contain the
City’s financial statements and other information that will be included in official statements and
other disclosure documents used in connection with sale of securities of the City and its related
entities, which will require approval by the Council; and

WHEREAS, in receiving the City’s FY 2007 CAFR, the Council deems it prudent to

review the Yellow Book Report the audit; and

Page 1 of 3
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WHEREAS, in accordance with Sections 22.4107(a)(1) and 22..41 11 of the Municipal
"Code and the Disclosure Controls and Procedures adopted by the Disclosure Practices Working
Group [DPWG], DPWG reviewed the draft of the Fiscal Year 2007 CAFR presented to the
DPWG on October 17, 2008, including approved revisions at subsequent meetings and
incorporated into the 2007 CAFR, and in the best judgment of the DPWG, such draft was in
substantially final form, subject to the receipt of the final opinion letter of Macias and the
certification of the Chief Financial Officer, and the certifications of the Chief Financial Officer

and the DPWG are on file with City Clerk as Document No. RR- and Document

No. RR- ; and

WHEREAS, on November 3, 2008 the Audit Committee reviewed the 2007 CAFR, in
accordance with the procedures of its Charter, and voted to forward it to the full City Council
with a recommendation that the City Council receive and file the 2007 CAFR; NOW
THEREFORE,

BE IT RESOLVED, by the Council of the City of San Diego that:

I. The City’s Fiscal Year 2007 CAFR t1s hereby received by and filed with the City

Council.
3. This Resolution shall take effect immediately on the passage thereof.

APPROVED: MICHAEL J. AGUIRRE, City Attorney

o L]

Brant CWill

Deputy City Attomey

BCW jdf

10/30/08
11/04/08.COR.Copy
Or.Dept:Finance
R-2009-565
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I hereby certify that the foregoing Resolution was passed by the Council of the City of San
Diego, at this meeting of .

ELIZABETH S. MALAND

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

Page 3 of 3
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Exhibit O
Certification by Chief Financial Officer Regarding CAFR

City Council:

1 hereby certify that, to the best of my knowledge, as of the date of the CAFR:

1. the information contained in the 2007 CAFR fairly presents, in all material
respects, the financial condition and results of operations of the City as of, and for, the
periods presented in the CAFR; and

2. the CAFR does not make any untrue statement of a material fact or omit to

state a material fact necessary in order toc make the statements made, in the light of the
circumstances under which they were made, not misleading,

Wan fiers

) B TN

Chief Fmar{cnal O}%cer
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MACIAS GiINt & OCONNELL ur 5155, Fipueroa Scruet, Suite 325

Los Angeles: CA 90071
2131.286.6400

402 West Sroadway. Suite 400
San Diego, CA 2104
619,573,117

CERTIFIED PUBLIC ACCOUNTANTS & MANAGEMENT CONSULTANTS

October 17, 2008

To the Audit Committee
of the City of San Diego

This letter is in response to the following questions asked us by the City of San Diego’s (City’ s) Audit
committee with respect to the June 30, 2007 financial statement audit of the City.

. Was any audit work not performed due to any limitations placed on you by management
(e.g., any areas scoped out by management, or any restriction on fees that limited the scope of
your work)?

No.

2. Explain the process your firm goes through to assure that all of your engagement personnel
are independent and objective with respect to our audit. Do any non-audit services performed
for the City or its related entities affect the work that you do or the manner in which the
engagement team or others are compensated?

All MGO staff sign an annual independence statement attesting to their independence from
our clients. In addition, during our planning procedures, the manager goes through and
ascertains that all staff assigned to the engagement are independent with respect to that
particular client. In addition, all prospective work with existing clients is reviewed in
advance to determine potential conflicts of interest.

3. Was the audit performed in accordance with generally accepted auditing standards (GAAS
standards) or generally accepted government auditing standards (GAGAS standards)? If not,
why?

Yes, this audit was performed in accordance with GAGAS.

4. Do the financial statements contain deviations from generally accepted accounting principles
(GAAP)? If so, why?

The financial statements do not contain material deviations from GAAP.

5. Were any new accounting principles adopted, were any changes made, or did you recommend
any changes, in the accounting policies used or their application?

No. There were no new accounting principles adopted, nor did we recommend any changes
in the accounting principles used or their application. '

www.mgocpa.com ' An tndependent Membar of the BDO Seldmon Alllance
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10.

I1.

12.

Were there any significant accounting adjustments affecting the financial statements (prior
year as well as current year)?

All known accounting adjustments (booked or passed) have been disclosed as attached
schedules to the auditor’s Statement on Auditing Standards No. 61 (SAS 61) letter.

Are there any areas of the financial statements, including the notes, in which you believe we
could be mare explicit or transparent, or provide more clarity to help a user better understand
our financial statements?

No. We believe that the financial statements and disclosures are appropriate.

Have you expressed any concerns or comments to management with respect to how our
presentation, including the notes or Management’s Discussion & Analysis, could be
improved?

Management has incorporated our comments into the City’s current financial staternents.

Based on your audit procedures, do you have any concerns as to whether management may
be attempting to commit management override? Have you noticed any biases as a result of
your audit tests with respect to accounting estimates made by management?

wr

We have noi noied any aiiempis by management to commit managementi override.  Also, we
have not noticed any biases with respect to accounting estimates made by management.

Did you encounter any difficulties in dealing with management in performing the audit,
including any disagreements with management regarding any accruals, estimates, reserves or
accounting principles? Did you have the full cooperation of management and staff?

We did not experience any significant difficulties with management during the audit and
enjoyed full cooperation of management and staff.

Were there any accounting issues on which you sought the advice of other audit firms or
regulatory bodies?

No. We do utilize a professional standards reviewer who attends regulatory setting bodies
meetings on various GAAP issues and updates us that provides us with the latest issues at the
national level. However, we did not seek the advice of other audit firms, nor did we consult
with regulatory bodies reiating to issues for the City’s June 30, 2007 financial statements.

Describe any difficulties you encountered while performing the audit (e.g., delays by
management in allowing you to begin the audit, lack of access to information, unreasonable

timetables, unavailability of personnel, etc)

We did not encounter any significant difficulties in performing the audit.
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14.

15.

16.

17.

Discuss your impression of the performance of the City’s financial management in terms of
the completeness, accuracy and faithfulness of the financial reporting process.

The City has taken significant steps to improve external financial reporting as noted in the
updates to the status of weaknesses in internal controls. However, the financial reporting
process will not be completely addressed until the final implementation of the ERP system
that is currently scheduled for the spring of 2009.

Describe any situation in which you believe management has attempted to circumvent the
spirit of GAAP, but has yet complied with GAAP.

We are not aware of any situation in which management has attempted to circumvent the
spirit of generaily accepted accounting principles.

Would you characterize management’s application of GAAP as conservative, aggressive or
somewhere in between? _

Management’s application of GAAP is conservative in nature.

Are there any new procurements and or areas of potential financial risk affecting future
financial statements of which the Audit Commitiee should be aware?

New accounting pronouncements are discussed in the City’s financial statements. The
implementation of Statement 45 dealing with other post-employment benefits will have
significant impact on the City as discussed in the CAFR.

How would you compare the City’s financial reporting with that of comparable government
entities with which vou are familiar?

The City has achieved a high level of expertise in its financial reporting due in part to the
experience and commitment of the core City’s Comprehensive Annual Financial Report
(CAFR) team. The size and depth of the CAFR team is smaller than that for comparable
Cities which may present an issue in the future from the standpoint of continuity with in the
reporting function.  Additionally the City surpasses most of its peers in the use of its
Disclosure Practices Working Group (DPWG) and the in role of the audit committee.
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Please ‘explain the significance of any reportable conditions or material weaknesses
referenced in your letter or report dealing with the City’s-internal controls.

The first significant deficiency relates to a prior year’s comment on internal controls in the
public liability department. The absence of the particular control document referenced to in
the finding could potentially lead to the under-reserving or over-reserving of particular cases
leading to an under-accrual or over accrual of the liability related to public liability cases.
The short peried of time in-between issuance of the financial statements also has not allowed
the department to implement changes before the next financial statements were issued.

The second deficiency relates to access controls related to post-close journal entries. There is

- a potential for the financial statements to be misstated by any employee with access either

19.

Sincerely,

deliberately or inadvertently through their deleting posted journal entries. This problem is a
new one since prior to the current financial statements, the post-close journal entry process
was a manual one. ' '

Are there any questions we have not asked that should have been asked? If so, what are those
questions?

No.

y fO'M 2%

Macias Gini & O’Connell LLP
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. DRy Gy ATy THE CITY ATTORNEY

OFFICE QF CIVIL DIVISION
1200 THIRD AVENUE, SUITE 1620
SAN DIEGO, CALIFORNIA 921014178
CITY OF SAN DIEGO TELEPHONE (619} 236-6220
FAX (619) 236-7215

MICHAEL J. AGUIRRE

CITY ATTORNEY

Novernber 3, 2008

Audit Comunittee
' 202 C Street
San Diego, CA 92101

Re: 2007 CAFR Review

Dear Committee:

The following are questions and answers required by the Audit Committee to assist the

Committee in reviewing the City’s Fiscal Year 2007 Comprehensive Annuaj Financial Report.
The questions are drawn from the “City of San Diego Audit Committee CAFR Review
Questions, revised 6/23/08, and are accurate as of October 17, 2008,

i~

Are you satisfied that litigation and other legal loss contingencies within the purview of
the City Attomey’s Office have been properly reflected in the City’s financial
statemnents?

The City Artorney 's Office believes that all litigation and legal loss contingencies are
accurately disclosed in the 2007 CAFR. '

Are vou aware of any significant violations of law, regulations, contracts or grants that
have not already been identified?

The Cinv Attorney's Office is not aware of any significant violations of law, regularions,
contracts or grants that have not already been identified and disclosed on the 2007
CAFR.

Is there anything else your office wants to bring to the Committee’s attention?

There is no addirional informarion thar the City Attorney's Office wishes 1o bring to the
attention of the Audit Committee at this time.



Audit Commitiee
November 3, 2008
Page 2

I have served as the representative of the City Attorney’s Office in responding to the questions
above. :

Sincerely yours,

GU . City Attorney

MICHAEL L

Deputy City Attorney

BCW:jdf



THE CITY OF SAN DIEGO

MEMORANDUM

DATE: November 3, 2008

TO: . Honorable Councilmember Kevin Faulconer, Chair and Audit Committee
Members .

FROM: Mary Lewis, Chief Financial Officer %M / /m |

SUﬁJECT: 2007 CAFR Due Diligence Questions /

Pueaiiant : : et

T romm ot o4 TS0 g . 1 dl Cerrmitee nledss fee Y W ER TESHOREES
Pursuant to the request ox the Cxt':y Council Audit Committes PiSasSt 58C Iy WTIliSh [SSponses 1o

the Audit Committee’s due diligence questions. -

1.

ko

Do you believe the financial statements fairly present the government’s net assets and
activities in accordance with generally accepted accounting principles (GAAP) or some
other acceptable comprehensive basis of accounting?.

s To the best of my knowledge and belief, the financial statements fairly present the
government'’s assets and activities and were prepared in accordance with GAAP.

To the best of your knowledge, was the audit performed in accordance with generally
accepted auditing standards (GAAS standards).or generally accepted govemment
auditing standards (GAGAS standards)? If not, why?

e To the best of my knowledge and belief, the financial statements were audited in
accordance with GAAS and GAGAS where appropriate.

Do the financial statements contain deviations from generally accepted accounting
principles (GAAP)? If so, why?

s To the best of my knowledge and belief, the statements do not contain deviations
from GAAP.

Were there any significant accounting adjustments affecting the financial statements
(prior year as well as current year)? - '

¢ To the best of my knowledge and belief, No.
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Honorable Counciimember Kevin Faulconer, Chair and Audit Committee Members
November 3, 2008

5. Are you satisfied that an appropriate audit was performed by the independent auditors?

o To the best of my knO\;dlcdgc and belief, yes.

6. Is there any activity at any level within the government that you consider to be a
- significant violation of laws, regulations, contracts or grants, or significant departures
from GAAP other than those already identified?

o Other than those already identified and to the best of my knowledge and belief,
there are none.

7. Are there any questions we have not asked that should have been asked? If so, what are
those questions? ‘

o To the best of my knowledge and belief there are no additional questlons that
should have been asked. : _

KAn
Jucu_y J.Av Wis

Chief Financial Officer
ML/shh

cc; Honorable Mayor Jerry Sanders
Jay M. Goldstone, Chief Operating Officer



THE City oF San DiEcO

DATE: November 3, 2008

TO: Honorabie Members of the Audit Committee

e
- iy

FROM: Eduardo Luna, City Auditorz ™

SUBJECT: Audit Committee’s Review of the City’s Fiscal Year 2007 Comprehensive
Annual Financial Report

At the request of the Audit Committee Chairman, [ am submitting in writing
my responses to the following questions in relation to the Audit Committee’s review
of the City’s Fiscal Year 2007 Comprehensive Annual Financial Report (CAFR).

1. Please describe your role in the audit process.

I was not involved in the preparation or the audit of the 2007 CAFR. Ido
not supervise or review the work of the outside auditors. [ am a non-
voting member of the Disclosure Practices Working Group, which
reviewed the 2007 CAFR.

2. Were any limitations placed on your role in the audit process by
management with which you disagreed?

Management did not place any limitations in my role in the audit process.

3. Were you satisfied with the quality of the audit performed by the
outside auditor?

Tam saffsﬁed with the quality of the audit,

4,  Were there any issues that arose in connection with the audit which
were not resolved to your satisfaction?

There are no issues that arose in connection with the audit that were not
resolved to my satisfaction.

OFFICE OF THE CITY AUDITOR
1010 SECOND AVENUE, SUITE 1400 « SAN DIEGO, CA 92101
PHONE 619 533-3165, FAX 619 5§33-3036
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Honorable Members of the Audit Committee
November 3, 2008

5. Are you aware of any reportable conditions or material weaknesses in the
City’s internal controls that were not identified by the outside anditor?

I am not aware of any reportable conditions or material weaknesses in the
City’s internal controls that were not identified by the outside auditor.

6. Do you have any reason to believe that the financial reports were not
prepared in accordance with GAAP or that the audit was not conducted
in accordance with GAAS or GAGAS?

I have no reason to believe that the financial reports were not prepared in
accordance with GAAP or that the audit was not conducted in accordance
with GAAS or GAGAS.

7. Are there any questions we have nof asked that should have been asked?
If so, what are those questions?

There are no further questions that I am aware of that should be asked
during the review of the 2007 CAFR.

cc: Honorable Mayor Jerry Sanders
Honorable City Council Members
Jay M. Goldstone, Chief Operating Officer
Mary Lewis, Chief Financial Officer
Greg Levin, City Comptroller
Michael Aguirre, City Attorney
Andrea Tevlin, Independent Budget Analyst
Stanley Keller, Independent Oversight Monitor



