
ExbibitCInternal Control Items with a Direct Impact on Financial - Financial Disclosure 

Item 
Number 

DHcripiioti of Finding Source 

Rem~latton 

Comple!e pCT 

Management? 
Remedial Aeti!)l1~ laken by Management [I) 

Dille 
Rcporled a$ 
Rcmedhued 

121 

Estimated 
Completion 

Dnieper 
Management Ir 
Remediation 
NOI Complete 

Tes!1:'II b)' Internal Audll? 

I 

Continue the QPcI"luions or the Disclosure 
Prncliccs Working Group (DPWG) Ilnd :Idd the 
eFO not only as all official member but also have 
this person serve as chair. 

Mayor's 8124/06 
Response 10 

Remedial 
Rccommcnda! ions 
Found til the Kroll 
Report 

Yes Per I 1122106 3rd Mayor Kroll Sial us report: 
Mayorallask complele. The Mayor's Office 
submiUed a Requesl for Council Action Ih31111e 
Cily COU/lci.1 direclthc City Atlorncy (0 amend !.he 
Municipal Code (or lhe following changes 10 Ihe 
DPWG. 

• The Chief Financial Officer will serve as the 
chairoflhe revised DPWO. 

• Membership in (he DPWG will COMists oflhc 
rollowing five official voting members: ell ief 
Operating Officer. Chief financial Officer. City 
Al!orncy. Auditor Ocnerol and Independent Budget 
Analyst (or designees). Outside disclosure counsel 
serves as an eX-{lfficio member. 

• No DPWG commiucc member (including (he 
Cila ir) can prevent any other commillee member 
from placing Iln item on {he agenda. 

Nov.o6 NA Yes Verified lilal during the April 30.2007. 
C Council vOled 10 accepllhe Independent 
SEC MomlOr's report 10 make changes 10 

SDMC 101 • 22.4 I 12, wI! jcll included 
atlding the CFO to the DPWG. The City 
Allomey's office was asked (0 drn!l all 
oro ;Mnce 10 make Ihe approved changes. 
Th is i(em is saill in process as the ordinance 
has 1101 been drafted. and therefore Ihe 
SDMe changes have not been made. We 
m::ommcnd thaI the necessary steps are taken 
10 finalize (.he changes 10 the DPWG 
ordinance so it is incorporated into Ihe 
SDMe. 
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Exhibit C Internal Control Items with a Direct Impact on Financial Reporting - Financial Disclosure 

lIem 
Number 

Deserlplloo (if finding Source 

Remediation 
Complete per 
Management? 

Rcmedllli Actions taken by Mllnagemcnl III 

Dille 
Reported as 
Remedi91ed 

121 

Estimated 
Co nip lelia n 

Dille per 
MlIlilIgementlf 

Remedililion 
Nlli Complete 

THled by Internal Audit? 

2 

llle OpwG should report 10 Ihe Cily's new Audit 
Committee. 

Mayor's 8124/06 
Response to 
Remedial 
Recommendations 
round in Ihe Kroll 
Report 

Yes Per 2121/07 4th Mayor Kroll Sialus Report: 
"Mayofllilask complete. The Mayor's Office 
previously submillerl a Requcsi for Counc il AClion 
Ihllilhe Cily Council direcllhe CilY Allam<-), 10 
llmend Ihe Municipal Code for certain changes 10 

the OPWG (refer to Council item 330 and my 
memorandum dated Novenlber 22, 2006). Al Ihe 

DCCenlber 6, 2006 Council meeling. the item was 
continued until the independenI1l10nilor/consulL:lJ11 
is hired and could provide input. 

I recommend Illallhe Cuuncil add ule requirement 
10 item :no thai Ule DPWG illeel (on 
an 3$ ncOOed basis) lVith the Cily's new Audil 
COlnminee to discuss Ihe Cily'S disclosure controls 
and procedures,· 

Feb-07 NA Yes - Per SOMe §22A 106(a){3). the DPWG 
is 10 submit a wriuen annual report 
on Ihecommillcc's work and findings 10 tlle 
CilY Council and Ihe Audit COll1millee Oil Of 

b<:fore Novelnber 1of each YOlf. However. 
the report was no! suhmiW:d !o City Council 
and lhe Audil Commillce Consultanl until 
December 17 ami December 18. respectively. 
We recommend thallhe DPWG liIe !.heir 
aonual report 10 Ihe City's Audit Committee 
by November I of each year, orlbis 
roquiremen! ~hould be removed from the 
OPWG ordinance if this filing is 
overly restriclive. 
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Exhibit C Internal Control Items with a Direct Impact on Financial Reporting - Financial Disclosure 

Item 
Number 

Description of "'inding Sonrce 

Remediation 
Complete per 
Management? 

Remedial Actions taken by Management III 

Date 
Reported as 
Remediated 

(21 

Estimated 
Completion 

Date per 
Management if 
Remediation 
Not Complete 

Tested by Internal Andit? 

3 

lllC City CAFR is an integral component of the 
financial inf0l111ation provided as pmi of any debt 
issuance; the City Council should rcview and 
approve its usc following thc same procedures as 
offering statements. 

Mayor's 8!24!O6 
Response to 
Remedial 
Recollllnendations 
Found in the Kroll 
RepOlt 

Yes OPWG controls and Procedures requires Council 
to review and approve "disclosure dOCUlllC'Ilts", 
Disclosure documents as defined by the DPWG 
Controls and Proccdures includes the City 
Financial Statements. 

Oct-07 NA Yes Reviewed SOMC §22A107 and the 
DPWG's Controls and Procedures which 
require that all disclosure documents 
CoHering statements) are reviewed and 
approvc-d by the DPWG. Additionally, the 
City Council Meeting Minutes fbr 6!5!07 and 
7/24/07 were reviewed to determine what 
actions were taken by Council. Council 
accepted the FY2003 and 2004 repOlts. This 
item has been accepted hy Internal Audit as 
rcmediated. 

4 

Ccrtain challenge'S face the DPWG in its 
compliance with Ordinance J 9320, including time 
constraints, awarcness of dcpmimcntal initiatives, 
DPWG jurisdiction, and dissemination of 
infonnation likcly to reach financial markets. All 
comlllunications from the Mayor, CounciL and 
City AttolTIey cannot be completely monitored fbr 
potcntial impacts to finuncialmarkcts. lllerelore, 
IUliher define the scope and responsibilitic'S of the 
DPWG. 

A&C Internal 
Control Report 

Yes On April 20, 2()07, the Mayor's omcc submitted a 
Request for Council Action that the City Council 
direct the City Attorney to amend the Municipal 
Code to restructure the DPWG and to more 
thoroughly defIne its operation. City Council 
approved the changes on April 30, 2()O7. 

Oet-07 NA Yes Verified that during tbe April 30, 
2007, City Council voted to accept the 
Independent SEC Monitor's report to make 
changes to SDMC §22.410] -22.4112 
without exception. The City Attorney's of1ice 
was asked to drafl an ordinance to make the 
approved changes, in which no changes were 
pruposed with regards to the DPWG's scope 
and responsibilities. We recommcnd the 
DPWG dmfl and submit a Request for 
Council Action to fiJrther deJine the DPWG's 
scope and responsibilities. 

Exhibit C Page 3 of 11 



Exhibit CInternal Control Items with a Direct Impact on Financial Reporting - Financial Disclosure 

Item 

Number 
Descriptio" of Finding Source 

RemediHtion 
Complete per 

MlIl1agemenl'? 
Remedial Actions tRkcn by Management III 

Dale 

Reported as 
Remedlaled 

121 

ESlirllJlled 
Completion 

Dale per 

Management if 

Remediation 
Not Complete 

Tested by Il1Iernal Audit? 

5 

TIle City AlIol1lCY or City Allorney slarr member 

should collect infom,3tiOll relevant 10 public 

liIiogs and bond olTcrings and ~hould conlinn. ill 
writing, the accuracy of lhis information in Ihe 
City's public docuOlenL<. 

Mayor'~ 8124/06 

Response 10 

Remedial 

Recommendations 

Found in the Kroll 

Report 

Yes Per 2121107 4lh Mayor Kroll SlalUS report: 

"Complete (internal conl.rOl operaI ing errC(;li veness 

10 be tesled upon (he City's issuance of public 

liIings or bond olTerings). TIle Disclosure 

Pl1lctices Working Group (DPWG) adopted 

COl1l.rOJs and Procedures ill October 2005 (refer to 
Attachment Dj Illa! require tile City Attorney's 

Office (0 collecl inrormation releval1110 public 

filings ami bolld offerings and 10 conliml. ill 

writing. the accuracy oi'lhis infonnation." 

feb·07 NA No 
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Exhibit C 
Internal Controlltems with a Direct Impact on Financial Reporting - Financial Disclosure 

lIen! 
Number 

Description of Finding Sourc~ 

Re-medhuion 
Complete per 
Mallagem~lll? 

Remedial "cliolls taken by Mllllagement III 

Dafe 
Reported as 
Remedillied 

121 

£Sllmaled 
CornplClion 

Dale per 
Managcme11l if 

Remediation 
Not Complete 

T~led by Internal Audil? 

6 

TIle City Council should IHlVe al leasl IWO weeks 

10 review substantially completed drafts of a 
preliminary offering stalemenl before it is asked 10 

vote to approve the final document. 

Mayor's 8/24/06 
Rcsp0rlscto 
Remedial 
Recommendations 
Found in the Kroll 
Report 

Yes Per 2/21/07 4lh Mayor Kroll Status repO": 
"Complele. The DPWG adopted CODtrois and 
Procedures in October 2005 lilal rcqui re il 10 

providc Ule Cily Council over lWO weeks of review 
lime before lhe City Council is asked to approve 
final offering dOcumenls. Refer to Arlicle VI of 
Ihe DPWG Conlrols and Procedurcs" 

In the 1Il0st recent offering statemenlS (Ballpark 
Rcruflding and Water System financing)" t.he City 
Council was provided willl over three weeks of 
review (imc" Documenlation of over Ihree weeks 
of lead tillle is included in the following 
Independent Budgel Analyst (IBA) Reports . 

• lBA Repol1 Number: 07· 7. Refunding of the 
Ballpark Bonds 
• lBA Report Number: 07-8. Subordinated Water 
Revenue Noles. Series 2007 An 

F~'b·07 NA No 
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Exhibit C Internal Control Items with a Direct Impact on Financial Reporting - Financial Disclosure 

Esli mill ttt 
Remedlalion Complellon 


Item 

Date 

Complete per Reported as Dale per
i)cscripriol1 of Fi nd ing Source Remcdial ANions taken by Malillgemellf III Tested by IIner-nal Audit?Number MQI1BgemeIJIlfMonagemeut? Remwiated 

Remedlllilon 
No! Comph:le 

III 

TIle City's Internal comrols o ....er public liabililY 2005 MOO RC'pon Yes: Risk Managelncnl has implemented procedures 10 NoOcl-07 NA 
reserves requires the completion and authorization ensure and aUlhorizalion of a 

ofa "Requcst for AClion" form (RFA) 
 Requesl ror AClion (RFA) wlu::never an adjuslmcnl 

documenting the rationale whenever an adJills1llnt:n1l 
 is made 10 il puhlic reserve. TIle procedurl 

is required. During teslil'll!, ofinlernal cOlltrols. il 
 applies to reserves exceeding $50.000. Reserves 

was noted Ihal noncofille 12 RFAs Ihat were 
 CJlceeding $50,000 will require tbedaims 


tilese RFAs. 

r tc..~ling indicated Ille rationale for the 
 repres~'1Italivcs 10 document Ule basis ror Ihe 

. ustmem. nor \It'.ts there any indication 
 adjuslment on an RFA. Once Ihe RFA is 


ad reviewed or authorized allY 
 compleled, il will be forwarded \0 Ihe Claims 

MOO recommends tilln tbe 
 Supervisor ror review and appro....al. To ensure 


Risk Management Depamncnlllllouid 
 consisle{lcy of the procedure within the division. a 

procedures 10 enSUre and 
 quancrly repan listing claims including reserves 

aUlhorizalion of an RFA whenever an adjustment 
 lhal exceed $50.000 will be generaled. TIle 

is 10 be made 10 a public I iability reserve. 
 quanerly repan will be forwarded 10 Ihe Claims 

and Insurance Manager. at which lime claims filed 
will be pulled randomly for review. TIle Claims 
aod Insurance Manager will evaluate WhCtJ\l'" 

reserve adjustmenl procedures weI\.' adher,>d 10. 
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Exbiblt C Internal Control Items with a Direct Impact on Fjnancial Reporting - Financial Disclosure 

Item 
Nu",be~ 

Description 0 f FInding Source 

RC01cdlatlon 
Complcte pcr 
Management? 

Remedial Actions takcll by ManagcmWI rII 

Date 
Reported as 
Remcdiated 

(21 

Estimated 
Completioll 
Oat~ per 

Mlinagenient if 
Remedtatjon 

Not Complete 

Tested by Internal Audit? 

8 

OrWG is I\.·'ponsible for reviewing all documents Mayor's 8124/06 
reasonably forcseen a.~ reachi ng the invest ing Response to 
public to ensure adequate disclosures arc included. Remedial 

Recommendations 
Found in the Kroll 
Report 

Yes Under tne Disclosure Ordinance. DPWG has 
jurisdiction over all disclosure documents as 
defined ill the ordinance and has review 

responsibility over such documents. nle ordinance 

also requires tlmt DPWG meet at least once a 
momh. City Departments and Depanmcnt Heads 

request review or disclosure documents as 

required . '1,rough it's annual reports DPWG 
provides an update of all disclosure materials lhat 
tile entilY reviewed during the year. While il is 
envisionen thaI DPWG would review press 
rel~ses. there are prncticallimitations on the 
abilityof DPWG to review statements by elected 
omci:JI~ . 

Dcc-07 NA No 
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Exhibit C Internal CODtrolltems with a Direct Impact on Financial Reporting - Financial Disclosure 

Item 
Number 

Descriplion of Finding Source 

RCnlffilallon 
Complele per 

ManageUlent? 
Remedial Actions laken by Management III 

Uale 
Reported as 
Remedialro 

121 

ESlimnted 
Completion 

Dale per 
Management if 

Remediation 

NOI Complete 

Te<slcd by Internal Audit? 

') 

11le City Counc il member.; should also establish a 
reasonable period of time for the reviclY of a final 

offering statcment document. wilh marh-d 

chnngcs from earlier dratls. 

Mayor's 8/24/06 

Response 10 

Remedial 

Recommendations 

FOWld in [he Kroll 

Repof1 

In Process In response to Krollltcm 52. the Mayor (Debt 

Managcment Department) has agreed 10 provide 

substantially complelcU drnlls of a preliminary 

official SlatClJlL'1l\ (PaS) directly to the City 

Counei I for rcview at least two weeks prior to 

asking them to approve the document. 

Kroll hem 52.1: If the POS requires any changes 

following City Council approval, Ihose changes 

will either be presented directly to the City Council 

for approval OR a marked copy of the proposed 

changes will bc provided directly to thc City 

Council and Ille IBA for reviewal least J business 

days before Ihe final Onicial Statement is 10 be 

printed. II slloukl be noted thai the City AUomey, 

Disclosure Prncticcs Working Group and the City's 

Disclosure Counsel will dctc-nninc which changes 

need 10 be directly approved or re viewcU in writing 

by Ihe City Council. 

11IC process described above is clTcclivc 

imlncdiatc1y: however. il will be incorporated into 

section 6,4 oflllc City's recenlly adoplcd Debt 

Policy as soon a~ possible and before the end of 

FY2008. 

NA ASAp· by the 

end ofFY08 

No 
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Exhibit C 
Internal Control Items with a Direct Jmpact on Financial Reporting ~ Financia,1 DiscJosure 

Irem 
Number 

Ocscriprion of Finding &JureI.' 

Remediation 
Complerc per 
Management? 

Remedial Actions ra!(cn by Managemenr III 

Date 
Reporl«l a5 
Rcmcdlatro 

121 

Esrlmated 
Completion 

Date per 
Manllgement If 

Remed lallon 
Not Complete 

T"ted by Internal Audit? 

TIle Risk Management depanment shou Id have 
responsibility for tracking all claims and cases Mayor's 8/24/06 

In process Risk Management has implemCllted a formal 
procedure with the City Allomey's omce to review 

NA Ongoing No 

againstlhc City, Formal procedures to monitor Response to litigated claim~ status on a quartL'1'ly basis to 
tJle adequacy ofcase reserves and general Remedial etlsure that all lit igalL'"d claimS managed by Ule 
litigarion estimates should be implemented. Such Recommeodat ions independently elected City Attorney's office are 
procedures should inelude an cstabJisht-d Found in !lIe Kroll accurately reflected in the city's claims system for 
co'nmunication process between the RM. the Report claims. insurance ~nd financia I reporti'lg purposes, 
CFO. Auditor General. iUld Ihe City Attorney. 
This communication shuuld take place at leasl It must bc noted that tJlis model only works to the 
quarterly. eXlent tJlatthc independently elected City Attorney 

is responsive (0 Ihe Moyor's Risk Management 
TIle Cily does not update litigated case riles timely dcpa.1mcnl requests. 
as a result of poor conununica(ion bClWeL'1I 
relevant departments. nor does Ihe Cl{y effecti vely A&J:: Internal Risk Management (racks all known claims (tOri) 

10 monitor all risks: li( igalcd and non-litigated cl3ims Conlrol Report againslthe city. 

arc nOI centrally 'nonitored by one department. 

We noled limiled communications between. RM 
and Ihe City Attorney'S omce regarding 

outstanding case reserves and oUler litigation 

issues. Also. lhe City incorrectly understated it~ 
workers compensation liability by $64.9 l1Iillion as 
of 6130/02 due to errors in its ca leulal'on 
metJlOdology and incorrectly overstated its public 2003 KPMG 
liability claims by $21.9 million as of 06/30/02 

~ 

Report 
due to the communication issues. 
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ExhibitCInternal Control Items with a Direct Impact on Financial Reporting - Financial Disclosure 

Item 
Number 

Description of Finding Source 

Remediation 
Complete per 
Management'! 

Remedial Actions taken by Management [lJ 

Date 
Reported as 
Remediated 

[l[ 

Estimated 
Completion 

Date per 
Management if 

Remediation 
Not Complete 

Tested by Internal Audit? 

II 

In November 0[2006, the SEC entered an Order 
sanctioning the City of San Diego for committing 
securities fillud by failing to disclose to the 
investing public important infonnation about its 
pension and retiree hcalthcllre obligations. To 
settle the action, the City agreed to cease and 
desist from future securities fraud violations and 
to retain an independent consultant tor 3 years to 
foster compliance with its disclosure obligations 
under federal securities Jaws. 

111e City consented to the issuance of the Order 
without admitting or denying the findings in the 
Order. The SEC's investigation is ongoing as to 
individuals and other entities that may have 
violated the fedeml securities laws. 111erct()fC, the 
City should implement the applicable actions as 
outlined in the Mayors' August 24, 2006 responses 
to the Kroll RepOlt. 

2003 KPMG 
Repolt 

In Process 
(Ongoing until 

all items 
remediated) 

Multiple actions taken by Management to date as 
outlined in the Mayoral Kroll Status Reports. This 
item is ongoing and will not be considered 
remediated until all items have been remediated 
and tested by Internal Audit. 

NA Ongoing No 
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Exhibit C 
Internal Controlltems with II Direct Impact on Financial Reporting· Financial Disclosure 

I Eslil'l1lllcd 

R~mcdlall() .. Coroplcli()fI 


Item 


Dale 
Dale perRepol1oo as Complete per 

Tested by Inlerna1 A"dit?DeserlpHoolJr Finding Rem.edial Aclions taken by l\hn~gl'ml"1" IIISmm:e
Number Remcdiau~dMBllllgcmcnl? If 

PI ltcm:dililiofl 
Not Complete 

No 

preparing public documents iIJld filings 10 the 

NA None ProvidedFinancing Groups are currenlly developing OfficialTIle Cily should assign !.he •"'I'v".»vi lilies for Mayor's 8/24/06 In Process 
Sialernellls ronne following 3 publ ie offerings: 


UFI"UI" ,a,~ City employecs. Uilimllie 


Response 10 
GlmroUl1ily Faci 1[1 ie.s District l. Serics 2008: 


responsibility for preparing Ihese Cily documents 

Remedial 

COnllllunity Facilities Dislricl4. Series 2008; and 


cannol be assigned 10 !lIe independent audilor. 


Recommendations 

Found in Ihe Kroll Waler System Revenue Bonds. Series 2008. 

disclosure counsel. fiduciary counsel. aClIlary. or 
 Repon 

other professionals. 


Footnotes: 
[I] Per illfollnation provided to Internal Audit by Management Sl.afrand illr0J111l1lioo provided via the Mayoral Kroll StatuS updates. 

[2J "Dale RepOlled~ refers 10 tile dale (he finding w1L~ !1;,"j:Jonoo as remediated v;a: 1) Memos from Management. 2) Mayoral Kroll StalUS 

Repons. 3) Stalus RepQrts to Intemal Audit from Process Owners. 4) Jndcpendcnl Audilors Rcporis alld 5} Report from John Dyer, 

Mavoral Consultal1L 10 Internal Audit 
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