Internal Control Items with a Direct Impact on Financial Reporting - Financial Disclosure

Exhbibit C

Estimated
Remedlation Date Completion
ltem Description of Findiog Source Complete per Remedlial Actions taken by Managemendt {1} Reported as Date per Tested by Internal Audit?
Number Managemen(? ) Remediated | Management If
121 Remediation
Not Complete
Continue the aperations of the Disclosure Mayor's 8724406 Yes Per 11/22/06 3rd Mayor Kroll Status report: Nov-06 NA Yes - Venified that during the April 30, 2007,
Practices Working Group (DPWGY snd add the  [Responscio Mayoral task complete. The Mayor's OfTice City Counsil voted to accept the Independent
CFO not only as an officis! member but alse bave [Remedial submitted a Regqucst for Council Action that the SEC Momior’s repont to make changes 1o
this person serve as chair, Recommendations City Council direct the City Atioroey to amend the SDMC §224101 - 22,4112, which included
Found in the Kroli Municipal Code for the following changes 1o the adding the CFO 1o the DPWG, the City
Repont DPWG. Attomey’s office was asked (0 drafl an

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

« Membership in the DPWG will consists of the
Tollowing live official voling memmbers: Chiel
Operating Officer, Chief Financial Officer, City
Attorney. Auditor General and Independent Budgel
Analyst (or designees). Quiside disclosure counsel
serves as an cx-oflicio member.

* No DPWG commitice member (including the
Chair) can prevent any other commitiee member
from placing an item on the agenda, :

ordinance 10 make the approved changes.
This item is st} in process as the ordinance
has not been dralted, and thercfore the
SDMC changes have not been made. We
recomwmend (hat the necessary steps are taken
to {inalize the changes 10 the DPWG
ordinance so it is incorporated inlo the
SDMC.
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Internal Control I1tems with a Direct Impact on Financial Reporting - Financial Disclosure

Exhibit C

Estimated
Remediation Date Completion
Nltr:j:er Deseription of Finding Bource ;?::g]z:el;et; Remedial Actions taken by Management (1) ii:)e:::t:; Ma::;‘; :1 :;t i Tested by Internal Audit?
2] Remediation
Not Complete
The DPWG should report 1o the City's new Audit | Mayor's 8/24/06 Yes Per 2721/07 4th Mayor Kroll Stalus Report: Feb-07 NA Yes - Per SOMC §22.4106(aX 1), the DPWG
Committee. Response to "Mayoral task complete. The Mayor's Office is required to submit a writien annual report
Remedial previously submitied a Request for Council Action on the commiltee's work and findings to the
Recommendations that the City Council direct the City Altomey 1o City Council and the Audit Commitiee on or
Found in the Keoll amend the Municipal Code for certain changes to before November | of each year. However.
Report the DPWG (refer to Council item 330 and my the report was not submitted to City Council
tnemoranduin dated November 22, 2006). At the and the Audit Commitice Consultant until
December 6, 2006 Council meeting. the item was December |7 and December 18, respectively.
continued until the independent monitor/consultant We recommend thet the DPWG file their
is hired and could provide inpul. annual report to the City's Audit Committee
by November | of each year, or this
) I recommend that the Council add the requirernent requirement should be removed from the

10 item 330 that the DPWG meet periodically {fon
an as needed basis) with the City's new Audit
Comminies 1o discuss the City's disclosure controls
and procedures.”

DPWG ordinance if this filing requirement is
overly restrictive.
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Internal Control Items with a Direct Impact on Financial Reporting - Financial Disclosure

Exhibit C

Estimated
Remediation Date Completion
N:::::er Description of Finding Source ;::;‘:;:;:g:; Remedial Actions taken by Management 1] ]lizz)e‘;::t:s Ma:?:;z r;r)l 2;( i Tested by Iuternal Audit?
{2} Remediation
Not Complete
The City CAFR is an integral component of the  [Mayor's 8/24/06 Yes DPWG controls and Procedures requires Council Qct-07 NA Yes - Reviewed SDMC §22.4107 and the
financial information provided as part of any debt |Response 1o to review and approve "disclosure documnents®. DPWG's Controls and Procedures which
issuance: the City Council should review and Remedial Disclosure documents as defined by the DPWG require that all disclosure documents
approve its use following the sane procedures as  {Recommnendations Controls and Procedures inchudes the City {offering statements) are reviewed and
offering statements. Found in the Kroll Financial Statements. approved by the DPWG. Additionally, the
Report City Council Mceting Minutes for 6/5/07 and
3 7/24/07 were reviewed 1o determine what
actions were taken by Council. Council
accepted the FY2003 and 2004 reports. This
item bas been accepted by Internal Audit as
remediated.
Certain challenges face the DPWG in its A&C Internal Yes On April 20, 2007, the Mayor’s Office submitled a Qct-07 NA Yes - Verified that during the April 30,
compliance with Ordinance 19320, including time | Control Report Request for Council Action that the City Council 2007, City Council voted to accept the
constraints, awareness of departmental initiatives, direct the City Attorney to amend the Municipal Independent SEC Monitor's report to make
DPWG jurisdiction, and dissemination of Code to restructure the DPWG and to more changes to SDMC §22.4101 -22.4112
information likely 1o reach financial markets. All thoroughly define its operation. City Council without exception. The City Attomey's office
communications from the Mayor, Council, and approved the changes on April 30, 2007, was asked to draft an ordinance to make the
City Attorney cannot be completely monitored for approved changes, in which no changes were
potential impacts to financial markets. Therelore, proposed with regards to the DPWG's scope
further define the scope and responsibilitics of the and responsibilitics. We recommend the
4 DPWG. DPWG draft and submit a Request for

Council Action to further define the DPWG's
scope and responsibilitics.
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Exhibit C

Estimated
Remediation Date Completion
Nllf::” Deseription of Finding Source ﬁz'::g’::e’:;; Remedial Actions taken by Management |1] I;«:]:;;;.‘:‘:; Ma[::;::i:( i Tested by Internal Audit?
’ 12} Remediation
Not Complete
The City Atlorney or City Atlomey staif member  {Mayor's 8/24/06 Yes Per 2/21/07 4th Mayor Kroll Status report: Feb-07 NA Na
should colleet information relevant to public Response to "Complete {internal conuol operating effectiveness
filings and bond ofTerings and should confirm, in | Remedial 10 be tesied upon the City's issuance of public
writing, the accuracy of this information in the Recommendations filings or bond offerings). The Disclosure
City's public documents. Found m the Kroll Practices Working Group (DPWG) adopied
Report Conirols and Procedures in October 20035 (refer to
Atachment D) that require the City Attomey's
S Office to collect wlormation relevant lo public

filings and bond offerings and (o confirm, in
writing. the accuracy of this information."
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Estimated
Remedintion Date Completion
N:l:'l;‘er Description of Finding Sgurce :Ii:?z::z:;i; Remedial Actions taken by Manngement {1) ::2?:{3:;:; Ma::;:r{::;l i Tested by Internal Audi¢?
124 Remediation
Not Complate
The City Council should have at least two wecks  [Mayor's 8/24/06 Yes Per 2/721/07 4th Mayor Kroll Status report: Feb-07 NA No
o0 review substantially completed dralfis of a Response (o “Complete. The DPWG adopied Controls and
preliminary offering statement before il is asked to |Remedial Procedures in October 2005 that require it to
vote 10 approve the final document. Recommendations pravide the City Couacil over Lo wecks of review
Found in the Kroll time before the City Council is asked to approve
Reporl final offering documents. Refer to Article Viof
the DPWG Controls and Procedures.
In e most recent offering statements {Ballpark
Refunding and Waler System Financing). the City
Council was provided with over threc weeks of
review time, Documentation of over three wecks
6 of lead time is included in the following

independent Budget Analyst (IBA) Reports.

» IBA Reporn Number: 07-7, Refunding of the
Ballpark Bonds

« JBA Report Number: 07-8, Subordinated Water
Revenue Notes, Series 2007A"
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Exhibit C

Estimated
Remediation Date Completion
N,I,;e,:er Deseriprion of Finding Source gz::;::;gﬁ; Remedial Actions taken by Management [ 1] ﬁ:ﬁ:ﬁ;ﬁ:j Ma:?:;z nl: :“ i Tested by fnicrnal Audit?
121 Remedlation
Not Complete

The City's internal controls over public liability 12005 MGO Report Yes Risk Management has implemented procedures 1o Oc1-07 NA MNo
rescrves requires the completion and authorization ensure proper completion and authorization of a
of a "Request for Action” form (RFA) Request for Action {RFA} whenever an adjustinent
documenting the rationale whenever an adjustment is made ¢ a public Jiability reserve, The procedore
is required. During lesting of internal controls. it applies to reserves exceeding $50.000. Reserves
was noted that none of the 12 RFAs that were exceeding $50.000 will voquire the claims
selected for testing indicated the rationale for the representatives 1o docoment the basis for the
rescrve adjustment. nor was there any indication adiustiment on an RFA. Once the RFA S
thal management had reviewed or authorized any completed, it will be forwarded to the Claims
of these RFAs, MGO recommnends that the City's Supervisor for review and approval. To ensure
Risk Management Deparuncnt should implement consistency of the procedure within the division, a
procodures 16 ensure proper completion and quarterly report listing claims including reserves
authorization of an RFA whenever an adjustment that exceed $50.000 will be generated. The
is 10 be made 1o 2 public liability reserve. quarterly report will be forwarded (o the Claimg

7 and Insurance Manager, at which time claims filed

will e pulied randomly for review. The Claims
and Insurance Manager will evaluate whether
reserve adjustment procedures were adhered (o.
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Exbibit C

Estimated
Remedistlon Date Completion
2] Remediation
Not Complcte
DPWG is responsible for revicwing all documients [Mayor's 8/24/06 Yes Under the Disclosure Ordinance, DPWG has Dee-07 NA No
reasonably foreseen as reaching the investing Responsc to junsdiction over all disclosure documents as
|public 10 ensure adequate disclosures are included. | Remedial defined in the ordinance and has review
Recommendations responsibilily over such documents. The ordinance
Found in the Kroll also requires thal DPWG mecl al Jeast once a
Report month. City Departments and Depariment Heads
requesl review ol disclosure documents as
required. Through it's annual reports DPWG
provides an update of all disclosure materials that
the enuily reviewed during the year. While it is
8 envisioned that DPWG would review press

releases. lhere are praclical limitations on (he
ability of DPWG to review statements by elecied
officials.
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Exhibit C

Estimated
Remedlation Date Completion
N:l:lrl:]er Description of Finding Source J'El':r::g]::c:ir‘? Remedial Actions taken by Management |1] E:f:;;:::; Ma[::;:::::l i ‘Tested by Internal Audit?
12| Remedtatton
Not Complete
The Ciry Council menbers should also establish a [Mayor's 8/24/06 In Process  |In responsc 1o Kroll ltem 52, the Mayor (Debi NA ASAP - by the No
reasonable perviod of time for the review of a final |Response to Management Depariment) has agreed to provide cnd of FY0O8
offering stalcment document, with marked Remedial substantially completed drafls of a preliminary
changes from earlier drafls. Recommendations official statement (POS) directly 1o the City
Found in the Kroll Council for review al least two wecks prior to
Repon asking them (o approve the document.
Kroll Item 52.1: [F the POS requires any changes
following City Council approval, lhose changes
will cither be presented directly to the City Council
for approval OR a marked copy of the proposed
changes will be provided directly (o the City
Couacil and the IBA for review al Icast 3 business
days before ihe final Official Statement is to be
v printed. It should be noted that the City Attorney,

Disclosure Practices Working Group and the City's
Disclosure Counsel will determine which changes
need lo be directly approved or reviewed in writing
by the City Council.

The process described above is effective
immediately: however., it will be incorporaled into
section 6.4 of the City's recently adopted Debt
Policy as soun as possible and before the end of
FY 2008.
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Exhibit C

Estimated
Remediatlon Date Completion
N:t:-lr;er Description of Finding Source ;‘:;Tglz::;i; Remedial Actions taken by Management |1] 2:2:;;":!:{: M“I::;z:;rm ir Tested by Internal Audit?
12] Remediatlon
Not Complete
The Risk Management depanment should have In process |Risk Management has implemented a formal NA Ongoing No
responsibility for tracking all clainis and cases Mayor's 8/24/06 procedurce with the City Attomey’s office (o review
against the City. Formal pracedures (0 mgnitor  |Response 1o litigated ¢lains slams on a quarterly basis to
the adequacy of case rescrves and general Remedial ensuse that all litigated ¢laims managed by the
litigation estimates should be implemented. Such |Recommendations independently elected City Attomey's office are
procedures should include an established Found in the Krall accurately reflected in the city's claims system for
communication process between tic RM. Ihe Report claims. inswance and financial reporting purposes,
CFO. Audilor Genera), and the City Altorney.
This communication should take place at least It must be noted that this model only works (o the
quarterly. exlent that the independently elected Cily Atlomey
is responsive (o Lhe Mayor's Risk Management
The City does not update litigated case files limely department requests.
as a result of poor communication between
relevanl departments, nor does the City elfectively |A&C Internal Risk Management (racks all known claims (tort)
10 monitor all risks: litigaled angd non-litigated claims |Conlsol Report against Lthe city.

arc nol ¢entrally imonitored by one department,

We noted limited communications between RM
and the Cily Attorney’s OfMice regarding
outstanding case reserves and other litigation
issues. Also, the Cily incorrectly understated iis
workers compensation hiabilily by $64.9 million as
ol 6/30/02 due (0 errors in iLs ¢alculation
methodology and incorrectly overstated its public
liability claims by $21.9 million as of 06/30/02
due to the communication issues.

2003 KPMG
Report
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Exhibit C

Estimated
Remediation Date Completion
Ttem . - Complete per . . Reported as Date per .
D [ y . Tested by Iuternal Audit?
Number escription of Finding Source Management? Remedial Actions taken by Management [1} Remediated | Management if ested by Internal
[2) Remediation
Not Complete
In November of 2006, the SEC entered an Order 2003 KPMG In Process  |Multiple actions taken by Management to date as NA Ongoing No
sanctioning the City of San Diego for committing | Report {Ongoing uatiljoutlined in the Mayoral Kroll Status Reports. This
securitics fraud by failing to disclose © the all items  |item is ongoing and will not be considered
investing public important information about its remediated) |remediated until all items have been remediated

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 3 years to
foster compliance with its disclosure obligations
under federal securities laws.

The City consented to the issuance of the Order
without adinitting or denying the findings in the
Order. The SEC's investigation is ongoing as to
individuals and other entities that may have
violated the federal securities laws. Therefore, the
City should implement the applicable actions as
outlined in the Mayors' August 24, 2006 responscs
to the Kroll Report,

and tested by Internal Audit.
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Exhibit C

Estimated
Remediation Date Conpletion
Dat .
N:ﬁ:}:ﬂ Bescription of Finding Source ;i?:g‘:::;i: Remedial Actions taken by Management {1} ﬁ:f:g:i:; Managiriec:t I Tested by Internal Audit?
121 Remediation
Not Complite
The City should assign the responsibilities for Mayor's 8/24/06 in Process | Financing Groups are curtently developing Official NA None Provided No
preparing public documents and filings (0 the Response 10 Statements for the following 3 public offerings:
appropriate City employees. Ultimate Remedial Community Facilities District 3, Series 2008:
responsibility for preparing these City documents | Recommendations Community Facilities District 4, Serics 2008, and
12 cannot be assigned (o the independent auditor, Found in the Kroll Water System: Revenue Bonds, Series 2008,

disclosure counsel, fiduciary counsel. actuary, or
other professionals.

Report

Footnotes:

[1] Per information provided to Intornal Audit by Management StafT and information provided via the Mayoral Kroll Status updates.
[2] "Date Reported™ eefers 10 the date the finding was reported as remedialed via: 1) Memos from Management, 2) Mayoral Kroll Status
Reports, 3) Status Reports to Internal Audit from Process Owners, 4) Independent Auditor’s Reports and 5) Report from Jobn Dyer,

Mavyoral Consultant. to Internal Audit.
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