
Exbibit E 
Internal Control Items with a Direct Impact on Financial Reporting - Budget 

Item 
Number 

Description of Finding Source 

Remediation 
Complete per 
Management'? 

Remedial Actions takefl by Managcmentlll 

Date 
Reported as 
Remediated 

121 

Esllmated 
CompletIon 

Date per 
Management ir 

Rcmcdiallo n 
Not Complete 

Tested by IntRmal Audit? 

I 

TIle CFa and Mayor should submit annually to 
UIC City CQuncil as part of the Rnflllal budgeting 
process. a roll iflg five-year proposed plan that 
contaifls major items. including capital 
expenditures, deferred maimennnce. debt 
payments and oUIer major contractual obligations. 
major revenues by category and a forceas{ of gross 
cash receipts and gross cash expend itures. 

Mayor's 8124/06 
Respoflse 10 

Remedial 
Recommendations 
Found in the Kroll 
Report 

Yes Per 11/22106 3rt! Mayor Kroll Status report: 
Complete. The Mayor announced the City's !irs! 
five year financial plan on November 14,2006. 
TIle plan will be presented to the City Conncil on 
November 29. 2006. 11le plan addresses major 
it<;ln5. includ ing capital expenditures. deferred 
maintenance. debtp-..ymenLS and other major 
eontmctual obi igations. mnjor revenues by 
category and a forecast of gross cash receipts and 
gross cash expenditure<. 11le plan can be accessed 
on (he City's website at: 

hllp:/lwww .sanJiego.gov/mayor/pd£l!i veyear_pia 
n - II - IS.pdf 

Nov-06 NA Yes - Reviewed the Ageflda for Comm iUre 
on Budget and Finance of Ul .. City Council 
meeting for November 29.2006 in which the 
CFO presented his report on the Five Year 
Financia I Plan. Also reviewed was the Five 
Year Financial Outlook. This item has been 
accepted by Internal Audit as re11l~,,{]iated. 

2 

nle City should publish. along with the annual 
hudgct. the significant assumptions {hat can 
materially affect the budget. and a comparison of 
these assumpt ions against actual experience in 
rcccn t years. 

Mayor's 8124/06 
Response to 
Remedial 
R~'Gommendations 

Found in Ihe Kroll 
Report 

Yes Complete per 10/30106 2nd Mayor Kroll Status 
report. 111e City's Fiscal Year (FY) 2007 budget is 
complete and will be distributed in November. 
Included in this document is a sect ion that 
describes Ule assumptions used (0 develop the 
budget. As the City develops its first five-year 
financial plan. UIC projections for UIC current fiscal 
year will be frCQuently updated. 111is will provide 
a working tool for the City Council to eompare 

budgeted assumptions to actual dala. 

111(~ City of San Oiego docs not have actual data 
for FYs 2003·2005 to illustrate actual cxpericnce 
against the budge!. In preparalion of UIC FY 2008 
budget and subsequC11t FY budgets. signi ficant 
assumptiofl$ will be compared against actual 
experience for prior years. 

Oc{-06 NA No 
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Exhibit EInternal Control Items with a Direct Impact on Financial Reporting - Budget 

EsHmaled 

Item 
Number 

Description of Finding Source 

Remedlalioll 
CompJele per 
Managemenl? 

Remedial Actions laken by Management III 

Dale 
Reporlcd as 
Remedlated 

121 

COlllplellOIl 
Dale per 

Man~gemelll if 
Remedialion 

Not Complele 

Tesled by Inlernal Audit? 

3 
The City budgct should he presented by month. by 
department. 

Yes 
Per 10/30/06 2nd Mayor Kroll Slatus report: 

Oct-06 NA No 

4 

At least quarterly. a report should be prepared 
rcflccling budget-to-aClual comparisons by 
department in aggregate. with an cxplanation of 
signi licant variances. 10 be disseminated to ~'e 
public. 

Mayor's Sn4/06 
Responsc to 

Remedial 

Yes 
Completc_ TI1C City budget by month. by 

department ror the !irst two accounting periods 
was provided 10 the City Council and presented to 
tile Budge! and Finance Committee on October 18. 

2006. ntis report also contains hudget to aClUa I 
comparisons and an explan~tion of signi licant 

OcI-06 NA Nn 

5 

nle City budgel should present budget-to-actual 
comparisons by department. fiscal year-to-date, 
along with variances on a monthly basis. 

Recommendations 
Found in Ihe Kroll 

Report 

Yes variances. Thc report was made public on tile 
City's website. A similar report will be publish~-d 
on a quarterly basis. Additionally. on September 
13,2006_ n,C Fiscal Year 2006 Summary Rcport 

Oct-06 NA No 

No 

6 

AI year-end. a budget should be presented to the 

City Council containin!!, a linal budget-to-actual 
comparison. ~long with an explanation of 
variances by department 

Yes conU/ins a linnl budget-to-actual cOlnparison. 
along with explanations of variances by 
department. 

was prescnk-d to thc City Council. This report 
Oct-06 NA 

7 

inter-<.icpartmcntaltransfcrs to meet budget goals. 
or for any other purpose.. should not be pcnnitled 
un less approved in advance by Ihe City Council. 

Mayor's 8/24/06 
Response 10 

Remedial 

Recommendations 

Found in Ihe Kroll 
Report 

Yes Per 10/5/06 I st Mayor Kroll Status rcpOl1 : It is 
SLafT S position that this has bocn implemenled. 
First. lI,e Appropriation Ordinancc has been 
modi lied 10 remove Ihe kind or flexibility to move 
funds around Ihal were given tllC City Managcr 
and Auditor and C()mptrollc:r in prior liscal years. 
In addition. the City Council . through 1I1e Business 

Process Re-engineering (BPR) Ordinance still has 
the authority LO review and lake action on any and 

all movement of funds which result from BPRs 

Oct-06 NA No 

prior to SlHfTs processing Bny transfers. TIle Cily 
Council will bc asked to approve the ultimate 
mOV~'1ncnt of fWlds via an amendment to the 
Appropriation Ordinance periodically throughout 
tile fiscal year. 

Exhibit E Page 2 of 4 



Exhibit E 
Controlltems with a Impact on Financial Reporting - Bud get 

Item 
Number 

Description of Finding Source 

Remediatioll 
Complete per 
Management? 

Remedial ACllons taken by Managementl'J 

Dale 
Reported as 
Rellledialcd 

121 

Esllmllled 
Ceomplctjeon 

Dale per 
Management jf 

Remedialion 
Nol Complele 

Tested by Inlernal Audit? 

g 

111C City's budgeling prucess needs 10 be 
improvcxL TIles!! include revising the structure of 
rhe budget 10 more aC<:I.l!"3.lcly rci1CClthe 
Qrganizational structure or the City and thc need 10 

estimate budgeted revenues and expenditures on 11 

monUlly OOgis. In additioll. the City can improve 
Ule construction of the City's annual 
Appropriations Ordinance in order 10 enhance the 
Cily Council's conlrol over budget adjuslJnCllt.s. 
11lcrc(orc. an enhanced process shot! Id 
be creaK'!! requiring nlonllJly estimates €If 
budgeted expendilllfcs and revenues, monthly 
monitoring of rcsu Its for each Cilydepllrtmenl, 
and 11 more aecurale reflection of Ihe Cily's
"ro,,, structure. Modiry Ule 

~ 

Approprialions Ord inance to enhance City 
Council's control over budget adjusunenlS. 

A&C /.nlclllal 
CQntrol Repon 

VI.''; 11lls item is rrom tllc Auditor's Annual Report on 
Internal Controls, 11112006. Since the release of 
this repon. Ihe Kroll Report had Similar 
recQmmendations pertaining 10 U,C budgeling 
process Kroll Items 8 and I I. 11,cse lIems were 
notoo as complete in the Mayor's 10/5106 lsi Kroll 
Status repon. 111c only item not cov=l in J(rQ1l 
items 8 and II \\Ia~ Ule modification OfUIC 

Appropriations Ordinance, HQwever. this (0 has 
been rcmedialoo perlhe Mayor's 1015106 1st J(rQ1I 
Status report. 

TIle 'PI" "lin:., Ordinance has: bccn modific<l to 
remove ~le kind €If nexibi)ilY to mO"e limds 

around Illal were given the City Manager and 
Auditor and Comptroller in prior fiscal years. 

OCI·06 NA No 

9 

-

Budge! monitoring and development or future 

budgets could be Cunha enh~ncc<llhrough a 
monlh Iy a !local ion of the annual budget An 
allocated budget would faeilitaleeohanced 
mooilo';l\g llfId thereby enable the M~yor and 
Council 10 be apprised on budgetary dirrerences in 
a more timely manner. Timely nOlification would 
al~o allow lor the appropriate aclion byeity 
Council 10 repriQr1tize resources in II flexible 
budgeting proccss_ 

A&Clnlemal 
Control Rcpol1 

Yes In Octobei' 2006. tile Budget and Finance 
CQmmillce presentoo Uw first ((.'POri IQ City 
Council. 11);5 rcpon re(lcctcd the new approach 10 

monitoring the annual budget lind included actual 
expend ilures lind revenue darn ror periods I and 2 
ofFY2007. 

Ocl-07 NA No 
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Exhibit E 
Internal Control with a Direct Impact on Reporting - Budget 

Item 
Nllmber 

Remediation 

Description of Findillg 
Complete per 

Rcmt'di;l Actiol'! taken by ManagemenlillSource 
Management? 

Estimated 
Date Completion 

Repoyted as Dille per 
Remediated Mllnagenuml if 

(21 Remedililioll 
Nol Complele 

Tested by hllel"lIsl Audit? 

10 

Budgets d{l not reneel aelual ~p/;':fldilures, A&C Imcmal Yc~ In October 2006. the Budget and Finance 
especially when departments arc asked 10 provide Control Report COlnmillee pn.-semed Ih.: first report 10 City 
certain increased level of service with no Council. 'nli, TepOI1 reOected Ihe new Ilpproilch 10 

additional resources. As II result. budgel forecasts monitoring Ihe annual and inclUded actual 
are nol accurate. expenditures alld revenue dala for perioos I and 2 

of FY2007. 

Oc(-07 NA No 

II 

Ongoing expenditures should be ~lIPpOr1ed by Mayor's 8124106 Yes - AClions Completed: S Yair Ou/look compklOO in Nov 
ongoing revCflucs; capital projects should idenlify Response to continue: as 1006 jlnd revised in April FY2007 and Dt"Cember 
all futurc costs considerations Dnd financial Remedial process 1008. Includes operating costs of capital projects 
impacls. including direclal1d indirect costs for Recommendations improvements '?P"'" ...t by CoullcillO dale. RCSCTVC policy 
each Enterprise Fund: aelivilies supported by user Fount! in Ihe Kroll adopted by Coullci I Novcmlxr 2007 es!ablisile;; 
fees should be fully COSI recoverable: discretionary Repol1 reserve policy goal of 8% by 2012 !lUll is also 
Gcneml fund revellues should 1I0! be eannarked; included ill the :; Year Oullook, Budget amended 
increase the General fund reserve to the mnge of 1 in mid-year budget adjustment process L'SlablishcJ 
10%: budget developmenl shoult! be gu ided by 8 in FY2007_ Specific funding sources are identified 
long teml or stl":llegic phm proposed by the Mayor for aU new funding requests. Capital Projects 
and adopted by the City Council: and aflcr Prioritizalion Policy presented and accepted at 
~doplion. aJlnual budgets should be amended only Budgel and Fimmce Committee-policy requires all 
ror urgent nC:i.-ds, Specific funding sources sholJld project custs III<! included in projcct request and 5 
be idC111 ifiOO 10 pay fbrlhesc needs. Year Outlook. 

Dec-07 NA No 

12 

In the past several YC'"d.rs. Ihe: City has nol properly A&C Internal In ProcCilS Risk Management makes a recommendation 
budgeted suflicicnt resources for the Public Control Repon annually 10 Financial Managemellt in the budget 
Liability Fund in order ror it 10 meet its annual preparalion cycle based on known and anticipated 
cxprndillJrc ''''lU' ,~."... ,•• losses in the coming liscal year. Financial 

ManagclI1<.'IL Ihe ero and ullimatcly Council 
dctconine Ihe amount budgetC'd. 

NA Ongoing No 

Footnotes: 
[1] Per infonnalion provided 10 Internal Audit by M;ulllgClIlcnl Staffaf\d infunnatioll provided via the Mayoral Kroll Status updates. 
[2J "Date Reported" relers!o the dale the was reponed as rcmediale<l da: J) Memos from ManagemC11t, 2) Mayoral Kroll Stat liS 

Reports. J) Slatus Reports 10 Internal Audit from Process Owners. 4) Independent Am:lilors RL'}lorts ami 5) Report from John Dyer. 
Mavoral Consultanl. 10 Internal Audit. 
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