
MEMORANDUM

CityManager/Finance

DATE: 12/15/2011

TO: CHARTER REVIEW COMMITTEE

FROM: PAULC. SUNDEEN, ASSISTANT CITYMANAGER/CFO

CC: 

RE: INTERNAL AUDITOR APPOINTMENT/REPORTING RESPONSIBILITY

SUMMARYRECOMMENDATION:  

TheCharter Review Committee (“CRC”) hasdiscussed apossible Charter amendment
relative totheappointment andoversight oftheInternal Audit function.  Staff’s
recommendation totheCRCisnochange totheappointment andreporting structure,  
butadding confirmation bytheCityCouncil oftheappointment madebytheCity
Manager.  Additionally, periodic reporting totheFinance Committee oftheresults ofits
audits isrecommended.  

BACKGROUND:  

Theaudit requirements oftheCitycanbesplit intotwoseparate functions – anexternal
audit function andaninternal audit function.  Theexternal audit function ismandated by
State lawandperforms required financial audits inwhich theyreportastowhether the
accounts oftheCityreasonably reflect theCity’sfinancial position.  Theyarerequired to
report toabody (currently theFinance Committee) regarding theoutcome oftheiraudit
work.  While thescopeoftheirwork istypically thesamefromonemunicipal
organization toanother, theyareabletoprovide independent, financial audit services for
anyadditional services deemed necessary bytheFinance Committee and/orCity
Council.  

Theinternal audit function isfocused onperforming audits thatareeitheroperational or
compliance based.  Theobjective istofindinefficiencies orinstances ofnon-compliance
andmakerecommendations toimprove thoseconditions.  Staff’srecommendation is
basedonitsbelief thattheinternal audit function bestserves theCity’sneeds inthe
current organizational structural.  Itservesasaresource oftheCityManager toidentify
areas forimprovement asheendeavors tomanage theCity inthemostcosteffective
andefficient manner.  Under thecurrent structure, theCityCouncil canrequest the
Internal Auditor toreviewanyprogram orexpenditure itbelieves merits attention.  



Theprospect ofelevating theinternal audit function toaCharter position appointed by
theCityCouncil hasalikelyoutcome ofgrowing theprogram, whichwould havea
substantially greater cost, bornebytheGeneral Fund.  Morestaffing oftheinternal audit
function maybeapositive direction, butitsgrowthneeds tobeconsidered within the
context ofthefullGeneral Fundbudget.  
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Proposal forAppointed CityAuditor:  

Submitted byStudy Review Committee

Appointment ofCityAuditor

TheCityCouncil shall appoint theCityAuditor whoshall serve atitspleasure.  TheCityAuditor
shall becertified according tostandards comparable toaCertified Public Accountant oraCertified Internal
Auditor atthetimeofappointment.  

Powers andDuties

TheCityAuditor shall have thefollowing powers andduties:  

1)Conduct orcause tobeconducted annual post audits ofall thefiscal transactions andaccounts keptbyor
for theCity.  Such audits shall include butnotbelimited totheexamination andanalysis offiscal
procedures andtheexamination, checking andverification ofaccounts andexpenditures.  Theaudits
shall beconducted inaccordance withgenerally accepted auditing standards andaccordingly shall
include testsoftheaccounting records andother auditing procedures asmaybeconsidered necessary
under thecircumstances.  Theaudits shall include the issuance ofsuitable reports ofexamination sothe
Council andthepublic willbeinformed astotheadequacy ofthefinancial statements ofthecity.   

2)Conduct performance audits, asassigned byCouncil.  A “performance audit” means apostaudit which
determines with regard tothepurpose, functions andduties oftheaudited agency allofthefollowing:  

a)Whether theaudited department, officeoragency, ismanaging orutilizing itsresources, including
public funds, personnel, property, equipment andspace inaneconomical andefficient manner.  

b)Causes ofinefficiencies oruneconomical practices, including inadequacies inmanagement
information systems, internal andadministrative procedures, organizational structure, use
ofresources, allocation ofpersonnel, purchasing policies, andequipment.  

c)   Whether thedesired results arebeing achieved.  

d)   Whether objectives established bytheCouncil orother authorizing body arebeing met.  

3) Conduct special audits and investigations, asassigned byCouncil. “Special audits and investigations” 
mean assignments oflimited scope, intended todetermine:  

a)Theaccuracy ofinformation provided totheCouncil.  

b)Thecosts andconsequences ofrecommendations made totheCouncil.  

c)Other information concerning theperformance ofCityDepartments, Offices orAgencies as
requested bytheCouncil. 
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4)TheCityAuditor shall have access to, andauthority toexamine anyandalldocuments including butnot

limited tobooks, accounts, internal memoranda, writings andtapes, reports, vouchers, correspondence
filesandother records, bank accounts, money andother property ofanyCitydepartment, officeor
agency, whether created bytheCharter orotherwise, with theexception oftheofficeofanyelected
official. 

Itisthedutyofanyofficer, employee oragentoftheCityhaving control ofsuch records topermit
access to, andexamination thereof, upon therequest oftheCityAuditor orhisorherauthorized
representative.  Itisalso thedutyofanysuchofficer, employee oragent tofullycooperate with, andto
make fulldisclosure ofallpertinent information.  

5)Prepare andsubmit totheCouncil quarterly reports oftheCityAuditor’sactivities andfindings inthe
immediately preceding three calendar months, together withany recommendations toimprove the
administration oftheCity.  

6)Perform other auditing functions, consistent withother provisions ofthisCharter, andprepare andsubmit
suchother reports, asmaybeassigned bytheCouncil.  

Power ofAppointment

TheCityAuditor may appoint andprescribe theduties oftheprofessional, technical andclerical
employees employed intheOffice oftheCityAuditor; provided, however, that theCityAuditor shallnot
appoint toanyposition anybusiness associate oranyperson related tohimorherortotheCityManager or
toanymember oftheCouncil bybloodormarriage within thethird degree, except that theforegoing
prohibition against nepotism maybewaived byavoteofatleast two-thirds (2/3) ofthemembers ofthe
Council iftheCouncil finds that theproposed appointment isintheinterest oftheCity.  Allsuchappointees
shall serveatthepleasure oftheCityAuditor intheunclassified service; andshall serve under such terms
andconditions, salaries andbenefits asaresimilar toother unclassified employees;  

Neither theCouncil noranyofitsmembers shall inanymanner dictate theappointment orremoval of
anysuchofficer oremployee whom theCityAuditor isempowered toappoint, buttheCouncil may express
itsviews andfullyandfreely discuss with theCityAuditor anything pertaining totheappointment and
removal ofsuch officers andemployees.  

Citizens Audit Committee

There shall beaCitizens Audit Committee composed ofseven tonine volunteer Riverside residents
with financial expertise andnofinancial ties totheCity.  Committee members shallbeselected bytheCity
Council andreport totheInternal Auditor.  TheCommittee shall meetquarterly andshall have thepower to
review andcomment onthe internal Auditor’sreports totheCityCouncil andtomake recommendations for
future reports.  

The Internal Auditor and theCitizens Audit Committee shallbeappointed nolater than December 31, 2012
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From: JoanDonahue [mailto:donahhue.joan@attt.net]   
Sent:Thuursday, Decemmber 15, 201118:40AM
To: Nicol,, Colleen
Subject:Comments/CCRC/InternalIIndependentAuditor

Decembe 15, 2011rr

HiColleen - 

Could youuplease forwward thisinformmation tothee Charter Reviiew Commisssion. 

OurLeage sentafewquestions toLeague of omen Voter' Presidents icities thatmploy auditrsuuWWssnneeoo
whorepot tocitycoucils, seeking their Leagu'sassessmen ofthose offces.  Thecites includeSnrrnneettiiiiaa
Jose, Sacrramento, Long Beach, andOakland.  I'llltelltheCommmittee more about their coomments atthhe
nextCR meeting ononday.   CCMM

Attachedare remarks ffrom theCityAuditors ofBBerkeley andStockton.  Berkeley'saudditor iselectedd, 
Stockton' isappointe bytheCityouncil.    ssddCC

AlloftheseCityAudiors answer ttheirCityCouncils andtisiskey - teInstitute oInternal Auitors'  ttoohhhhffdd
guide,ThRoleofAuiting inPublc Sector Goernance, list "organizatinal indepenence" asthefirsteeddiivvssoodd
componet ineffectiv public sector auditing.   nnee

Wehope CommitteeMMembers will takeamoment tocheck ouut thedifferennces betweennRiverside' s
Auditor'sOffice and teprocess anreporting otheCityoftockton, whch istypical ofcitieswhohhddffSSii
employ aAuditor who reports toteCityCouncil. nnhh

Wegreaty appreciate heCommitte'semphasis ongauging hepublic'siterest inisses, aslogicaly,  lltteettnnuull
thosewitthemost inerest should oveforwar.  However, therearetreds outside Rverside thatrehhttmmddnniiaa
proving popular andavantageous olocal govenment operaions andwehope theComittee willddttrrttmm
consideroving arecmmendatio likethisonforward, asell. mmoonneeww

AsIrecal, Council Mmber Davis stated inhisnterview with theCommittee thathespported thislleeiihiuu
change innourAuditor'ss reporting linne, while Couuncil Memberrs Bailey andMelendrez suuggested itmmight
warrant frther considration.  uuee

Thank youu, 

JoanDonhue, Presidnaeet
League oWomen Voers Riversidffttee
951) 6866-0562

donahue.joan@att.net



OriginalMessage -----   
From: AnnMarieHogan
To: Judd & SherrySmith' 
Cc: ahogan@cityofberkeley.info
Sent: Sunday, December11, 20113:23PM
Subject: RE: LWVRiverside/BerkeleyCityGovernment Question

Iamdelighted tolearn thatRiverside isconsidering improving theindependence oftheir
existing audit function. Thisshould help theoffice become more effective, and, if
enshrined intheCityCharter, oratleast inmunicipal code, willhelpprevent some future
CityManager fromeliminating theoffice (which often happens withauditors who canbe
hired and firedbytheCityorCounty Manager).  

Government Audit Standards areissued bytheU.S. Comptroller General and the
Government Accountability Office - GAO, thelegislative audit armofCongress - and
they arevery specific about thenecessity toensure independence.  

Asithappens, IamontheAdvocacy Committee for theAssociation ofLocal
Government Auditors (ALGA). Back whenIwaschairing thecommittee Imade two
presentations totheSanDiego CityCouncil tohelp them decide onballot language when
they were advised (byoutside auditor/investigators) that their audit function should be
changed sothat itcould follow Government Audit Standards andbemore independent.   

Iamstill thecontact forCalifornia for thecommittee, andsoI'dbehappy tomake sure
thatwewritealetter totheLeague and/ortheCharter Review committee, andalso to
sendaspeaker.  

Youcanlearn more about ALGA ontheirwebsite Thisbrochure isalsohelpful.  

SeetheGAO andthe "yellow book" (ouraudit standards).  

Inanswer totheRiverside'sLeague questions:   

DidBerkeley create itsindependent auditor'soffice because ofaspecific incident or
trend? Ifthere wasaproblem, hasitbeencorrected oralleviated bythe
independent office? 

TheBerkeley Auditor wassetupintheoriginal CityCharter - it'stheoldest Charter
position inBerkeley. Itwassetuporiginally asaControllership function, withallchecks
andallcontracts tobesigned bybothCityManager andCityAuditor. 

Intheearly seventies (orso) performance auditing was established atthefederal
government level, andbecause localgovernments werestarting togetalotoffederal
grants andsowere inneedofmuch more oversight, cities suchasBerkeley began
retrofitting their existing "audit" functions tostartdoing actual audits. 



There wasno "right toaudit" clause intheCharter, theCouncil putameasure onthe
ballot in1998. Section 61oftheCityCharter contains both theold "controllership"  
language andthenew language. 

Docitizens trust theoffice toprovide accurate andunbiased reports andanalysis?   

Ibelieve theydo. Especially sinceweissued our report onunfunded pension liabilities,  
even those stakeholder groups whoarehistorically very hostile toCitystaff and
suspicious oftheir statements have publicly expressed confidence inourwork.   

Doyouthink theoffice improves transparency? Efficiency? 

There'snoquestion that there isincreased transparency because myreports gotoCouncil
andareposted onthewebsite (unlike most reports ofauditors whoreport to
management).   

Itrytodosome efficiency-oriented audits eachyear, some fraud-prevention work, and
some "Transparency" worksuch asthepension benefits audit and thestreets audit. I'm
presenting myannual report toCouncil onTuesday, andittalks about what we
accomplished lastyear.   

Mywebsite hasrecent reports. 

Docitizens feelcomfortable working with theoffice andbringing forward any
complaints about fiscal management?  

Well, Idogetmany complaints andsuggestions! IfIcount upthecitizen audit
suggestions andcomplaints andadd them tothelistofaudit suggestions from Citystaff,  
it'sinthehundreds.   

Ann-Marie Hogan
CityAuditor
CityofBerkeley
2180Milvia Street, 3rd floor
Berkeley, CA94705
510) 981-6750

more)  



From: MikeTaylor [mailto:Mike.Taylor@stocktongov. com] 
Sent: Wednesday, December 14, 20114:38PM
To: Joan Donahue
Subject: Re: Riverside, CA/Office ofIndependent Auditor Proposal

Joan, 

I'mhonored thatyouwould askformycomments about changes toyourCity'scharter to
create aCityCouncil appointed CityAuditor. Hopefully myinputwillbeofusetoyou
andtheCity. 

Following aremycomments onthequestions youhave raised, along withafew
additional thoughts.  

When Stockton created youroffice in1994, was itbecause ofareaction toproblems
withauditing orwas theCouncil looking togenerally improve itsCitygovernment? 

Your question isabitofatwist ontheusual question. People usually want toknowifthe
office wascreated following amajor fraudorother scandal. Theanswer tothat isno. 

Forsome years before ouroffice was created, there wasanaudit function intheFinance
Department with twoauditors. Originally, theirwork focused onauditing forrevenue
e.g. business license, transient occupancy tax, etc.). Atsome point, theFinance Director

hadthem stop doing revenue audits andmoved tosomething likeinternal audits.   

Because hisoffice wasdoing audits, theFinance Director wasabletopersuade theCity
Council tomake himaCityCouncil appointee inorder tocreate independence between
auditing and theCityManager. With turnover intheCityManager position, thenewCity
Manager proposed returning Finance toCityManager control andcreating aCityAuditor
position thatwould report totheCityCouncil.  

Docitizens trust theoffice toprovide accurate andunbiased reports and analysis

AsfarasIknow, theydo. Certainly theirelected representatives do. The localpress and
thecivilgrand jury trustourwork andhave been complimentary.   

Also, ouroffice undergoes apeer review every three years, asrequired byGovernment
Auditing Standards. Auditors fromaround thecountry audit ourprocedures andexamine
samples ofourauditwork todetermine ifwearefollowing thestandards. Their audit of
ouroffice adds credibility tothereports weissue.  

Doyouthink theoffice improves transparency? Efficiency? 

Wedoimprove transparency. Our reports arepublic documents and theyarediscussed in
public meetings. Manyofourfindings point outtheneed for improved transparency, and
wetrack findings until corrective action istaken.  



Muchofourwork isdirected atimproving efficiency. When werecommend
improvements ininternal control, itisnot toaddalayerofbureaucracy. Good internal
controls reduce costbyreducing risks anderrors thatarecostly tocorrect. Agood
example ofworkdirected atefficiency would beouraudits intheLibrary system.  

Docitizens feelcomfortable working with theoffice andbringing forward any
complaints about fiscal management? 

Onthispoint, anoffice structure likeBerkeley willoutshine ours. Wedon’thaveall that
much contact with thegeneral public. Weworkprimarily with their elected
representatives. Ialsoworked inRoanoke, Virginia where theaudit structure matched the
Stockton organization. Thesame was true there.   

Ouroffice didengage thepublic concerning theCity’sbudget andbudget priorities two
years ago. Working withstudents fromUOP, citizens participated infocus groups, and
weconducted abroad based on-linesurvey. Wehadgood citizen participation.  

Additional comments:  

Creating orsignificantly modifying anaudit function following afinancial scandal isnot
thebest timing. Itcangive theappearance that thefunction isonly there tocatch people
stealing ordoing verybad things. Employees andmanagement aremuch more onguard,  
sotheeffectiveness oftheaudit function canbelessened.  

The last lineofyourproposed audit charter refers to “Internal Auditor.” Asyouare
proposing tostructure thefunction, theauditor would notbeaninternal auditor, as
defined byGovernment Auditing Standards. Internal auditors report tomanagement. A
reporting relationship totheCityCouncil isconsidered anexternal auditor.   

Youmay alsowant toconsider requiring asuper majority voteoftheCityCouncil tofire
theCityAuditor. Mywork herehasnotbeen impacted bythefact that itonly takes 50%  
plusonetofireme, buthaving asuper majority requirement could strengthen the
appearance ofindependence. 

Ifyouhave anyother questions, orneed additional information, please feel free tocontact
me. Due tofurloughs andholidays, ouroffices willbeclosed fromDecember 21until
January 3. I'llprobably bechecking messages from time totime, butnotonaregular
basis.  

Bestofluck,  
Mike
Mike Taylor, CityAuditor
CityofStockton
mike.taylor@stocktongov. com
209) 937-8918


