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CERTIFIED MAIL—RETURN RECEIPT REQUESTED 

 

The Honorable Mark D. Radecki  

Mayor of the City of Industry 

15625 East Stafford Street #100  

City of Industry, CA  91744 
 

Dear Mr. Radecki: 

 

Enclosed is the report of the State Controller’s Office review of the City of Industry’s 

administrative and internal accounting controls system. The review was conducted to assess the 

adequacy of the city’s controls to safeguard public assets and to ensure proper use of public 

funds.  

 

Our review found weaknesses with the City’s accounting and administrative controls. 

Additionally, the City Council did not exercise sufficient oversight over the city’s operations and 

financial activities.  From January 1, 2006, through December 31, 2014, the City Council 

adopted 71 ordinances and 784 city resolutions. With the exception of one city ordinance, every 

ordinance and city resolution was adopted unanimously with little or no deliberation. In essence, 

the City Council approved all requests submitted by the city management without question.  

 

We also found that the former City Manager was given broad authority to approve additional 

work relating to long-term contracts and authorize payments of billing invoices without detailed 

documentation (Findings 1 and 2). As a result, the potential for fraud, waste, and abuse of public 

resources was extremely high. 

 

We also assessed various aspects of the city’s internal controls components and elements based 

on guidelines established by the Government Accountability Office’s Internal Control 

Management and Evaluation Tool. Of the 79 control elements evaluated pertaining to internal 

control components, we found only 12 (15%) that were considered adequate. In the overarching 

components under Control Environment for Integrity and Ethical Value, Commitment to 

Competence, and Management and Operating Style, we found none of the 16 control elements to 

be adequate. The results of our review and evaluation of elements of internal control are included 

in this report as an Appendix.  

 

 



 

The Honorable Mark D. Radecki -2- January 28, 2016 

 

 

 

The scope of our review was limited to some extent due to the unwillingness of the City to 

provide City employees’ personnel records for our review. Several internal control issues 

(Findings 5 and 8) were not confirmed due to this limitation. 

 

The City should develop a comprehensive remedial plan to address these deficiencies. The plan 

should identify the tasks to be performed, milestones, and timelines for completion. We 

recommend that the Industry City Council require periodic updates of the progress in 

implementing the remedial plan to be reported in public meetings.  

 

After reviewing and analyzing City’s responses and comments, we made some changes to the 

final review report.  

  

It should be noted that the City is in the process of developing corrective actions and 

implementing our recommendations. Therefore, the City should be commended for taking these 

matters seriously and being proactive in resolving the noted deficiencies. We would like to 

express our thanks to the City staff and management, who were helpful throughout the review 

process.  

 

As always, my staff and I are available to address your questions. You may contact Mike Spalj, 

Chief, Local Government Audits Bureau, by telephone at (916) 324-6984, or by email at 

mspalj@sco.ca.gov. 

 

Sincerely, 

 

Original signed by 

 

JEFFREY V. BROWNFIELD  

Chief, Division of Audits  

 

JVB/ls 
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cc: Paul J. Philips, City Manager 

  City of Industry 

 Cory C. Moss, Mayor Pro Tem  

 City of Industry 

Roy Haber III, Council Member  

 City of Industry 

Newell W. Ruggles, Council Member  

 City of Industry 

Abraham N. Cruz, Council Member 

  City of Industry 

 James M. Casso, City Attorney 

  City of Industry  

 Dean Yamagata, Finance Manager  

  City of Industry 

 George Lolas, Chief Operating Officer  

  State Controller’s Office  

 Mike Spalj, Chief  

  Local Government Audits Bureau  

  Division of Audits  

 Efren Loste, Audit Manager  

  Local Government Audits Bureau  

  Division of Audits  

 Daniel Finau, Auditor in Charge  

  Local Government Audits Bureau  

  Division of Audits  

 Danny Pascua, Auditor   

  Local Government Audits Bureau  
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Review Report 
 

The State Controller’s Office (SCO) reviewed the City of Industry’s 

system of administrative and internal accounting controls for the period of 

July 1, 2012, through June 30, 2014 (fiscal year (FY) 2012-13 and 

FY 2013-14). As necessary, we expanded our testing to include current 

and/or prior period transactions to follow up on issues identified through 

interviews of city officials and through our review of the independent 

auditors’ reports and other audit reports. 

 

The Los Angeles County (County) Board of Supervisors voted to urge the 

SCO and the County’s District Attorney to investigate allegations of fraud, 

corruption and illegal activity of the City’s former mayor. The SCO’s main 

concern and responsibility is over the City’s Financial Transactions 

Reports and the Independent Auditor’s audited financial statements.  

 

Our analysis and comparison of Financial Transactions Reports to the 

audited financial statements noted differences as follows: 

 

Fiscal Year 2012-13: 

 Debt Service Fund – Cash and Investment understated by 

$77,170,029. 

 Total Revenues overstated by $16,952,075 (reported $150,778,502, 

actual $133,826,427). 

 Total Expenditures understated by $1,616,493 (reported $78,284,050, 

actual $79,900,543). 

 Property Taxes understated by $612,152 (reported $52,243,011, actual 

$52,855,163). 

 Tax Increment AB 1290 overstated by $1,972,271 (reported 

$1,972,271, actual $0).  

 Housing Activities was not reported in the enterprise financial 

statements this year (this activity reported separately in 2013). 

 Housing Activities – Rental Income overstated by $476,513 (reported 

$669,313, actual $192,800) was reported as Other Revenue.  

 Self-Insurance – Pending Liability Claims, $865,667 was not reported.   

 

Fiscal Year 2013-14: 

 Total Expenditures overstated $3,016,027 (reported $82,859,769, 

actual $79,843,742). 

 Housing Activity – Rental Income overstated by $472,489 (reported 

$680,889, actual $208,400). 

 Debt Services – Other Assets overstated by $10,716,448 (reported 

$34,578,736, actual $23,862,288). 

Introduction 
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 Capital Project Fund – Account Receivable understated by $1,146,500 

(reported $0, actual $1,146,500). 

 Total Revenues overstated $81,116,543 (reported $168,974,081, 

actual $87,857,538). 

 Self-Insurance – Pending Liability Claims, $72,410 was not reported.   

 

After considering the information presented above, we concluded that 

there is reason to believe that the City's ability to provide reliable and 

accurate information relating to required financial reports is questionable. 

Therefore, under Government Code section 12464(a), we conducted an 

investigation to validate the financial transaction reports submitted by the 

City for FY 2012-13 and FY 2013-14. Additionally, under Government 

Code section 12464(b), the costs of this review, including preparing a 

report of the results and transmitting copies to the City Council, will be 

borne by the City. 

 

Our review included an analysis of the administrative and internal 

accounting controls and fiscal management practices of the City. This 

included assessing the impact of allegations of wrongdoing by City 

officials, and any findings on selected local, state, and federal 

programs administered by the City.  

 

This report presents the results of findings and conclusions reached in our 

review of the City’s administrative and internal accounting controls 

system.  

 

 

The City of Industry is an industrial suburb of Los Angeles in the San 

Gabriel Valley region of Los Angeles County. The City is home to over 

2,500 businesses and 80,000 jobs but only 219 residents at the 2010 

census—down from 777 residents in 2000. The City is almost entirely 

industrial. The City has a total area of 12.1 square miles, 11.8 square miles 

of which is land and 0.3 square miles of which is water. The City was 

incorporated on June 18, 1957. 

 

 

The objective of this review was to evaluate the City of Industry’s system 

of administrative and internal accounting controls to ensure:  

 Effectiveness and efficiency of operations;  

 Reliability of financial reporting;  

 Compliance with applicable laws and regulations; and  

 Adequate safeguard of public resources.  

 

To accomplish our objective, we performed the following procedures:  

 Evaluated the City’s formal written internal policies and procedures; 

 Conducted interviews with City employees and observed the City’s 

business operations for the purpose of evaluating city-wide 

administrative and internal accounting controls; 

Objective, Scope, 

and Methodology 

Background 

https://en.wikipedia.org/wiki/Industrial_suburb
https://en.wikipedia.org/wiki/Los_Angeles
https://en.wikipedia.org/wiki/San_Gabriel_Valley
https://en.wikipedia.org/wiki/San_Gabriel_Valley
https://en.wikipedia.org/wiki/Los_Angeles_County,_California
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 Reviewed the City’s documentation and supporting financial records; 

 On a limited basis, performed tests of transactions to ensure adherence 

with prescribed policies and procedures and to validate and test the 

effectiveness of controls; and 

 Assessed various aspects of the City’s internal control components 

and elements based on the guidelines established by the Government 

Accountability Office’s Internal Control Management and Evaluation 

Tool. 

 

 

We found weaknesses in the City’s administrative and internal accounting 

controls system, resulting in numerous findings that should be addressed 

and corrected by the City.  

 

As part of our review, we assessed various aspects of the City’s internal 

control components and elements based on the guidelines established by 

the Government Accountability Office’s Internal Control Management 

and Evaluation Tool. Of the 79 control elements evaluated pertaining to 

internal control components, we found 67, or 85%, that were considered 

to be inadequate. The results of our review and evaluation of elements of 

internal control are included in this report as the Appendix.  

 

The City should develop a comprehensive remedial plan to address these 

deficiencies. The plan should identify the tasks to be performed, as well as 

milestones and timelines for completion. The City Council should require 

periodic updates at public meetings of the progress in implementing the 

remedial plan.  

 

 

We issued a draft report on December 1, 2015. Paul J. Philips, City 

Manager, responded to the findings in a letter dated December 18, 2015. 

The City raised concerns and provided additional 

documentation/information about some of the findings. In its response, the 

City stated that it is committed to implementing administrative and 

accounting practices that are consistent with best practices and the 

general practices of public agencies throughout California. The City also 

stated that it is committed to implementing the recommendations set 

forth in this response, as well as those provided by the SCO in its report. 

Collectively, implementation of the recommendations will ensure 

compliance with best practices, and will safeguard public funds. The 

City’s response is included in this final review report as Attachment B. 

 

  

Conclusion 

Views of 

Responsible 

Officials 
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This report is solely for the information and use of the City of Industry and 

the SCO; it is not intended to be and should not be used by anyone other 

than these parties. This restriction is not intended to limit distribution of 

this report, which is a matter of public record. 

 

 

 

Original signed by 

 

JEFFREY V. BROWNFIELD 

Chief, Division of Audits 

 

January 28, 2016 

Restricted Use 
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Findings and Recommendations 
 

Pursuant to Government Code section 12464, our review determined the 

following reporting issues: 

 

Financial Transactions Report (FTR) for fiscal year (FY) 2012-2013: 

 Debt Service Fund – Cash and Investment understated by 

$77,170,029. 

 Total Revenues overstated by $16,952,075 (reported $150,778,502, 

actual $133,826,427). 

 Total Expenditures understated by $1,616,493 (reported $78,284,050, 

actual $79,900,543). 

 Property Taxes understated by $612,152 (reported $52,243,011, actual 

$52,855,163). 

 Tax Increment AB 1290 overstated by $1,972,271 (reported 

$1,972,271, actual $0).  

 Housing Activities was not reported in the enterprise financial 

statements this year (this activity reported separately in 2013). 

 Housing Activities – Rental Income overstated by $476,513 (reported 

$669,313, actual $192,800) was reported as Other Revenue.  

 Self-Insurance – Pending Liability Claims, $865,667 was not reported.   

 

FTR for FY 2013-14: 

 Total Expenditures overstated $3,016,027 (reported $82,859,769, 

actual $79,843,742). 

 Housing Activity – Rental Income overstated by $472,489 (reported 

$680,889, actual $208,400). 

 Debt Services – Other Assets overstated by $10,716,448 (reported 

$34,578,736, actual $23,862,288). 

 Capital Project Fund – Account Receivable understated by $1,146,500 

(reported $0, actual $1,146,500). 

 Total Revenues overstated $81,116,543 (reported $168,974,081, 

actual $87,857,538). 

 Self-Insurance – Pending Liability Claims, $72,410 was not reported.   

  

Noncompliance with 

Government Code 

section 12464 
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Recommendation 

 

The City should take into consideration the above issues when preparing 

future FTRs. The City’s FTRs submitted to the State Controller’s Office 

(SCO) should include all year-end final closing adjustments. The City 

should also ensure that internal control findings and recommendations 

noted in this report are reviewed and evaluated for their impact on future 

reporting. 

 

City’s Response 

 
After receiving questions from the Controller’s office concerning the 

City's Financia l Transactions Reports (“FTR”) for both Fiscal Years 

2013- 13 [sic] and 2013-14, on or about May 18, 2015, the City’s 

Finance Manager furnished the Controller’s office with the memoranda 

attached hereto as Exhibit A, and incorporated herein by reference. 

 

The City respectfully requests that the Controller’s office review 

Exhibit A, which fully reconciles the concerns with the City's FTRs. 

 

SCO’s Comments 

 

The SCO received the Attachment B, Exhibit A from the City 

approximately two weeks after we started the review. We did perform a 

review of Exhibit A and noted that the reconciliation and explanation of 

the differences appeared reasonable. However, we determined that, based 

on the review completed by the staff prior to receiving Exhibit A, we had 

sufficient information regarding significant deficiencies related to the 

City’s internal controls. In addition to what we noted, material deficiencies 

in the City’s internal controls were also noted by other Independent 

Auditors. The noted deficiencies could have affected the accuracy of the 

City’s financial records. As such, we continued the review to determine 

the extent of these deficiencies and to provide the City with 

recommendations for taking appropriate corrective actions.   

 

 

We found weaknesses in the City’s administrative and internal accounting 

controls system, resulting in numerous findings that should be addressed 

and corrected by the City. We also found a serious lack of oversight by the 

City Council over the City’s financial and operational activities.  

 

We also assessed various aspects of the City’s internal control components 

and elements based on the guidelines established by the Government 

Accountability Office’s Internal Control Management and Evaluation 

Tool. Of the 79 control elements evaluated pertaining to internal control 

components, we found 67 (85%) that were considered inadequate. In the 

overarching components under Control Environment for Integrity and 

Ethical Value, Commitment to Competence, and Management Oversight 

and Control, we found none of the 16 control elements to be adequate.  

 

Using the results of our internal control matrix, we performed reviews of 

selected transactions to document examples of weak and nonexistent 

controls. The specific findings described in this report resulted, at least in 

part, from these deficiencies.  

  

Results of Analysis of 

City’s Administrative 

and Internal Accounting 

Control System 
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Recommendation 

 

While there are specific recommendations to address the findings 

described below, from a broader perspective, we recommend that the City 

develop a comprehensive remedial plan to address the deficiencies noted 

in the Appendix. The plan should identify the tasks to be performed, and 

milestones and timelines for completion. In addition, we recommend that 

the City of Industry City Council require periodic updates at public 

meetings of the progress in implementing the remedial plan. 
 

City’s Response 

 
The City stated that it is committed to implementing the 

recommendations set forth in this response, as well as those provided by 

the SCO in its report. Collectively, implementation of the 

recommendations will ensure compliance with best practices and will 

safeguard public funds. 

 
SCO’s Comments 

 
The City is in the process of developing corrective actions and 

implementing our recommendations. The City should be commended for 

taking these matters seriously and being proactive in resolving the noted 

deficiencies. 
 

 

The City and Industry Manufacturers Council (IMC), a non-profit 

organization, entered into a contractual agreement for advertising, 

promotional, and community-relations services with basically similar 

language from year to year. We could not determine when the original 

contract started; however, we did review contracts for FY 2001-02 through 

FY 2003-04. The contract was renewed annually until September 9, 2004. 

The new contract was changed to a permanent contract with new language 

that stated that the contract shall continue unless the City or IMC 

terminates the agreement upon thirty days prior written notice to the other 

party, or at such other time as may be mutually agreed by the City and the 

IMC.  

 

The contract required IMC to provide advertising, promotional and 

community relations services on behalf of the City; in addition, the City 

Council may request the following: 
 

(a) Maintain adequate offices and employ adequate and competent 

personnel to properly carry on the advertising, promotional and 

community relations activities herein required. 
 

(b) Disseminate information by correspondence, the media and personal 

contacts, advertising the business advantages, benefits, resources and 

opportunities in the City. 
 

(c) Promptly answer all correspondence relating to the business 

advantages, benefits, resources and opportunities in the City. 
 

(d) Prepare articles and news stories, compile data, and gather and 

assemble new items, photographs, and literature describing the City's 

advantages, benefits and resources as an industrial community. 
 

FINDING 1— 

Questionable payments 

of $14.7 million paid to a 

contractor 



City of Industry Administrative and Internal Accounting Controls 

-8- 

(e) Aid in promoting construction programs and the development and 

use of vacant properties. 
 

(f) Seek out, solicit and interview executives urging them to establish 

their businesses in the City. 
 

(g) Promote and invite trade and business meetings, seminars and 

conventions in order to make individuals and businesses acquainted with 

the advantages and opportunities in the City of Industry for industrial 

and commercial development and enterprises. 
 

(h) Provide community relations programs that will involve members of 

the community in civic affairs and inform them of matters affecting the 

City. 

 

The City paid IMC an amount totaling $14,730,385 from July 1, 2003, 

through June 30, 2014; that amount included $14,615,019 for services that 

were supposedly provided by the IMC. The summary of all payments 

made during this period by the City to the IMC is as follows:  
 

Fiscal Year 

 

Services Billed 

 Plastic Theft 

Task Force 

 

Other Costs 

 Total Amount 

Paid 

2013-14 
 

$ 1,385,267  $ 13,757 
 

$ 2,450 
 

$ 1,401,474 

2012-13 
 

 1,545,757   21,162 
 

 450 
 

 1,567,369 

2011-12 
 

 1,574,910 
 

 57,847 
 

 3,500 
 

 1,636,257 

2010-11 
 

 1,391,690 
 

 – 
 

 3,000 
 

 1,394,690 

2009-10 
 

 1,250,350 
 

 – 
 

 3,000 
 

 1,253,350 

2008-09 
 

 1,568,105 
 

 – 
 

 3,000 
 

 1,571,105 

2007-08 
 

 1,403,600 
 

 – 
 

 800 
 

 1,404,400 

2006-07 
 

 1,210,490 
 

 – 
 

 1,600 
 

 1,212,090 

2005-06 
 

 1,134,850 
 

 – 
 

 1,600 
 

 1,136,450 

2004-05 
 

 1,031,700 
 

 – 
 

 1,600 
 

 1,033,300 

2003-04 
 

 1,118,300 
 

 – 
 

 1,600 
 

 1,119,900 

 
 

$ 14,615,019 
 

$ 92,766 
 

$ 22,600 
 

$ 14,730,385 

 

 

City payments to IMC are questionable due to a lack of proper supporting 

documentation of Agreed-Upon Services as stated in the contract 

language. Based on our review of IMC’s documents provided to support 

its billings, we could not determine what services, or if any services, were 

provided. We reviewed all of the billing invoices supporting city payments 

to IMC from FY 2007-08 through FY 2013-14. All of the billing invoices 

for services failed to identify what services were completed and provided 

to the City. The invoices included only a general statement requesting 

payment based on quarterly allocation as stated in the City Budget. For 

example, billing invoice dated June 27, 2013 (Attachment A), requested 

payment of $625,316.75; the City paid this invoice on July 11, 2013. The 

City making payments to a contractor prior to receiving the services should 

raise serious concerns for the City’s citizens relating to the city officials’ 

attitude toward protecting public funds.  
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Further, the City officials and City Council authorized and made payments 

to IMC based on the invoices that were vague and lacked descriptions. The 

invoices did not include any information or documentation pertaining to 

the advertising, promotional, and community-relations services that IMC 

was contracted to provide. Further, we could not determine if the City 

requested the IMC to perform any of the contractual obligations as stated 

in the contract agreement.  

 

Therefore, we could not determine what types of services were provided 

to the City by the IMC for $14,615,019 over the 11-year period.   

 

Over Payments under this Contract 

 

The contract dated September 9, 2004, authorized payment of only 

$1,031,700 for FY 2004-2005. The contract further states, “In June 2005, 

and annually thereafter, the City Manager of the City and IMC shall agree 

on the annual amount for the services in this agreement. Based upon such 

total amount, the City agrees to pay IMC upon demand for services 

performed, in equal amounts, on a quarterly basis on the scheduled months 

as set….” According to documents provided to us by the City, this contract 

was never amended or modified in its original terms. In addition, the City 

Council meeting minutes from July 8, 2004, through June 30, 2014—the 

last date of our review—did not note any discussion or approval of any 

modification to this contract agreement.  

 

In the absence of any modification or revision to the original contract 

amount, the allowable cost of services under this agreement should be 

limited to the original contract amount of $1,031,700 per fiscal year. As 

such, the City overpaid $3,266,319 in excess of the annual contract amount 

as follows: 

 

Fiscal Year 

 

Contract 

Amount 

 Total 

Quarterly 

Allocation 

 Payment In 

excess of the 

Contract Amount 

2013-14 
 

$ 1,031,700  $ 1,385,267 
 

$ 353,567 

2012-13 
 

 1,031,700   1,545,757 
 

 514,057 

2011-12 
 

 1,031,700 
 

 1,574,910 
 

 543,210 

2010-11 
 

 1,031,700 
 

 1,391,690 
 

 359,990 

2009-10 
 

 1,031,700 
 

 1,250,350 
 

 218,650 

2008-09 
 

 1,031,700 
 

 1,568,105 
 

 536,405 

2007-08 
 

 1,031,700 
 

 1,403,600 
 

 371,900 

2006-07 
 

 1,031,700 
 

 1,210,490 
 

 178,790 

2005-06 
 

 1,031,700 
 

 1,134,850 
 

 103,150 

2004-05 
 

 1,031,700 
 

 1,031,700 
 

 – 

2003-04 
 

 1,031,700 
 

 1,118,300 
 

 86,600 

 
 

$ 11,348,700 
 

$ 14,615,019 
 

$ 3,266,319 
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Plastic Theft Task Force 

 

On September 1, 2011, the City provided a grant of $1.27 million to the 

Los Angeles County Sherriff to fund a Plastic Theft Task Program. The 

Plastic Theft Task Program is an effort to stem theft of trademarked plastic 

pallets, milk crates, and collapsible totes.    

 

During the period of October 3, 2011, through August 22, 2013, the City 

received a total amount of $92,766 relative to this program. Of this 

amount, $24,500 were from participating companies as program donations 

and $68,266 from proceeds from sale of recovered stolen plastic. The city 

upon receipt of this money, transferred all of this money to IMC.  

 

The transfer of this money is questionable, as IMC was not authorized to 

run the Plastic Theft Task Program. From our review of documents and 

inquiry of City staff, it appears that the City did not have any type of an 

agreement with the IMC to manage and operate the Plastic Theft Task 

Program. Accordingly, the city transferring $92,766 to IMC may 

constitute a gift of public funds. 

 

Recommendation  

 

The City should develop and implement policies and procedures to ensure 

that responsible city officials perform a detailed review and gain full 

understanding of the professional services to be provided before entering 

into a contractual agreement. Contractual agreements should be presented 

to the City Council with full explanation of the services to be provided and 

benefits to the City prior to approval and before formal execution. The 

contractual agreements should specify services to be delivered and such 

services should be definitive and measurable. Finally, proper oversight 

should be provided by the City to ensure that services are delivered as 

required and payments should only be authorized and made after detailed 

review and confirmation that services were actually performed.   

 

The City should also revisit this contractual agreement and all of the 

billings to ensure that payments were made for services performed and not 

just based on the City’s budget and quarterly allocation basis. If the City 

determines that the payments to the IMC were made for services not 

delivered, it should seek monetary recourse to recover these funds. 

 

City’s Response 

 
The City and the Industry Manufacturers Council (“IMC”) entered into 

an agreement in September 2004 for advertising, promotional and 

community relations activities. 
 

a. Lack of supporting documentation for agreed upon services. 

 

Annually, the Executive Director of the IMC and the City 

Manager would meet to discuss the programs that the IMC would 

sponsor and/or participate in, on behalf of the City, and through that 

meeting, the City was aware of the services being provided by the 

IMC. 
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b. Over Payments under this Contract. 

 
While the Controller's Report indicates that there was an 

overpayment of $3,266,319.00 between Fiscal Years 2003-04 and 

2013-14, because the agreement only authorized payment in the 

amount of $1,031,700.00, this is an incorrect assumption. 

 
Pursuant to Section 3(b) of the agreement between the City and 

the IMC, the City Manager was given the authority to set the 

budgeted amount of the contract each year after 2005. The 

agreement sets forth the following: 

 
“In June 2005, and annually thereafter, the City 

Manager of City IMC shall agree on the annual total 

amount for the services in this agreement.” 

 
Based on the language of the agreement, the City Council clearly 

delegated the authority to negotiate the amount of the agreement 

to the City Manager. There is no law or policy which precludes 

the Council from delegating this authority to the City Manager. 

The negotiated amount was then included in the City's budget, 

which was approved each year between Fiscal Years 2003- 04 and 

2013-14 by the City Council. The Council's approval of the 

budget ratified the dollar amount of the agreement negotiated by 

the City Manager. A copy of the agreement between the City and 

the IMC is attached hereto as Exhibit B, and incorporated herein 

by reference. 

 

While the Report indicates that there was an overpayment to the 

IMC in the amount of $3,266,319.00, based on the City's adopted 

and revised budgets for Fiscal Years 2003-04 through 2013-14, the 

City's overpayments to the IMC totaled $476,997.00. A copy of 

the relevant budget pages and breakdown of the payments to the 

IMC is attached hereto as Exhibit C, and incorporated herein by 

reference. 
 

c. Plastic Theft Task Force. 

 
The Report indicates that the transfer of money from the City’s 

Plastic Theft Task Program to the IMC was questionable, because 

the IMC was not authorized to run the Program, and that the 

transfer may have constituted a gift of public funds. 
 

The payments made to the IMC were transferred to the Los Angeles 

County Sherriff’s Department to fund the Program, and with those 

funds, the Sheriff s Department ran the Program, consistent with 

the grant. There was no gift of public funds by the City to the 

IMC, as the grant funds were distributed by the IMC to the 

Sheriff’s Department. 
 

Supporting documentation concerning the Plastic Theft Task 

Program is attached hereto as Exhibit D, and incorporated herein 

by reference. 
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The City is currently in the process of reviewing all of its 

professional services agreements. Once this review is complete, 

Staff will create a schedule for the City Council to review the 

agreements. Those agreements which contain critical deficiencies 

will be presented to the Council first, and the Council will 

subsequently review the balance of the agreements. The City will 

comply with its procurement ordinance, as well as the adopted 

policies and procedures when awarding future contracts. Further, 

the City may utilize interim agreements to allow City staff 

sufficient time to prioritize the competitive procurement of the 

City's agreements. 

 

SCO’s Comments 
 

Lack of supporting documentation for agreed-upon services. 

 
The City failed to provide additional documents to support its comments 

relating to the questioned costs. As stated in the audit finding, we could 

not determine what services, if any, were provided.  

 
Over Payments under this Contract 

 

The City correctly quoted the agreement, stating “In June 2005, and 

annually thereafter, the City Manager of City and IMC shall agree on 

the annual total amount for the services in this agreement.” However, 

for FY 2005-06 through FY 2013-14, the City did not provide any 

supporting documentation to show what annual amounts were agreed to 

between the City Manager and IMC or when these agreements were 

executed. Furthermore, all subsequent agreements and amendments to 

extend the terms and increase the agreement amounts were made without 

competitive bid or any other process to provide objective evaluation of the 

IMC’s performance.   

 
Plastic Theft Task Force 

 
The City did not provide any supporting documents to show transfer of 

payments from IMC to the Los Angeles County Sherriff’s Department. In 

addition, the City did not provide any documentation for specific 

authorization to IMC to run the Plastic Theft Task Force.  

 
This finding remains as stated. 

 

 
On September 25, 1980, the City and Zerep Management Corporation 

(Zerep) entered into a contract for general maintenance and miscellaneous 

services for certain areas within the City. The contract was subsequently 

renewed and amended and on May 24, 2001, the term of the contract was 

amended to cover the period of July 1, 2001, to June 30, 2025. The contract 

was extended for another 25 years; however, the contract was terminated 

by the City on September 2, 2014. 

  

FINDING 2— 

Payments for general 

maintenance and 

miscellaneous services 

totaling to $12.27 

million were 

questionable 
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The city paid Zerep $12.26 million for general maintenance and 

miscellaneous services during the period of July 1, 2012, through June 30, 

2014. Payments made for maintenance services are as follows: 

 

MAINTENANCE SERVICES  FY 2013  FY 2014  Totals 

Auto mall properties  $ 45,576  $ 38,327  $ 83,903 

City and agency parking lot   246,994   118,445   365,439 

City vehicle repairs/fuel   51,403   19,382   70,785 

Citywide street maintenance    1,563,424   1,447,984   3,011,407 

Citywide technical service   80,799   132,624   213,423 

Computer service – September 2012   7,623   –   7,623 

Curbs and medians maintenance   421,880   676,077   1,097,957 

Dump fees for street maintenance – March 2014   –   67,829   67,829 

Graffiti removal   79,752   178,763   258,515 

IT management fee – September 2013   –   1,525   1,525 

Public Facility Maintenance   1,578,671   792,205   2,370,876 

Service – expo center – rodeo house   –   125   125 

Service – 17217 Chestnut   3,210   –   3,210 

Sign install and repair   169,112   106,871   275,983 

15415 Don Julian Road   279,522   –   279,522 

Follow’s camp property    355,806   269,549   625,355 

Grand crossing zone   281,144   96,897   378,041 

Homestead Museum   24,444   84,230   108,674 

Industry Hills East   116,769   168,268   285,037 

Industry Hills Park and Recreation Area   –   150,555   150,555 

Industry Hills West   272,303   84,438   356,741 

MO service – Metro solar project   44,183   83,952   128,135 

Service – 16000 Temple #A & #B and other locations   126,191   144,343   270,534 

Service – 15702,15736 Nelson and others   332,712   3,888   336,600 

Tonner CYN property    794,688   488,189   1,282,877 

Tres hermanos ranch   192,176   13,015   205,191 

Crossroads Parkway at 60 freeway   22,841   9,551   32,392 

Grand totals  $ 7,091,223  $ 5,177,032  $ 12,268,254 

 

Our review of the supporting documents relating to these payments of 

maintenance services revealed the following: 

 The invoices supporting services completed consistently lacked 

adequate detailed description. These invoices included only limited 

information such as site location where services were supposedly 

completed, labor hours and hourly rate, hourly equipment rental and 

amounts of purchased materials. As descriptive information was 

limited, we could not determine if labor, equipment rental costs, and 

purchased materials as identified on the invoice are reasonable, within 

the scope of the project, and commensurate with the work performed. 

 Some of the costs included in the invoices included overtime hours at 

an average of 16.84% of total hours claimed for FY 2012-13 and 

FY 2013-14. According to the contract agreement, allowable overtime 

hours should be no more than 10% of the total hours stated on the 

invoice. 

 The billings may have included work outside the scope of the 

approved contract. Material increases of work performed at several 

locations were lacking approval and authorization from the City.  
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 Several payments for invoiced services were made without proper 

authorization. During our review period, several billing invoices were 

paid without signature of finance department and/or the City Manager 

to show authorization and/or approval. The City Accounting 

Department Procedures specifically state that invoices from this 

contractor must be approved by the Finance Manager and City 

Manager. 

 Significant number of payments paid by the City were for equipment 

rentals. For the period of July 1, 2005, through June 30, 2014, the City 

was billed and made payments of approximately $2.5 million dollars 

for equipment rental per fiscal year. The City officials never 

questioned or performed a detailed review of any of the rental 

agreements. 
 

Good business practices require a careful review and evaluation of all 

billing invoices payments are authorized. A thorough understanding of the 

contract terms, especially the description and scope of services to be 

provided, is also necessary. The invoices should include sufficient 

supporting documentation with detailed description of the services 

performed, service location, and descriptive line item charges for hourly 

labor time and hourly vehicles/equipment rental. 
 

Recommendation 
 

The City should implement appropriate internal control measures to 

ensure proper review and approval of all invoices for contracted services. 

These measures should include:  

 Re-evaluating current procedures in place to ensure that proper and 

reasonable reviews are completed before payments are authorized.  

 Ensuring that invoices from contractors include proper documentation 

to substantiate services provided.  

 

City staff should perform a detailed review and analysis before processing 

and approving payments. When reviewing the invoices for contracted 

services, the nature and type of work provided and materials used should 

be examined closely to ensure compliance with the terms of the contract. 

 
City’s Response 

 
In late June and July 2015, the City hired a new City Manager and 

created a Director of Administrative Services position, a position 

created to oversee and evaluate City processes. As a result of this 

organizational change, the City is currently reviewing all of its contracts 

with outside vendors to determine whether the contracts comply with 

best practices, contain deficiencies that require amendments, and/or 

should be competitively bid given the length of time of the contract 

and/or the type of services being provided. Further, the City has begun 

implementing additional review procedures as it processes invoices for 

services provided to the City by third party vendors. 

 

SCO’s Comments 

 

The City is in the process of implementing our recommendation. 
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Our review of the City Council meeting minutes found that the City 

Management did not perform any type of analysis, discussion, or 

deliberation of any of the resolutions presented to the City Council for 

approval. From January 1, 2006, through June 24, 2014, with the exception 

of one City resolution, every ordinance and City resolution was adopted 

unanimously. Only Resolution No. 2254, which was for revocation of 

conditional sales permit, was enacted with one dissenting vote.  

 

In essence, the City Council approved all requests submitted by City 

management without question or scrutiny. The City Council meetings 

(excluding Closed Session) lasted, on average, 18.25 minutes; we also 

noted that 34 meetings were conducted in less than 10 minutes. 

 

Many of the ordinances and resolutions approved by the City Council 

contained significant fiscal and control implications that were not 

addressed. As a result of insufficient oversight by the City Council and 

inadequate policies and procedures to control spending, we identified 

numerous contracts and transactions that, at least in appearance, raised 

questions about City Council’s lack of due diligence, including potential 

conflicts of interest and favoritism.  

 

Payments for services with inadequate supporting documentation 
 

Finding 1 and 2 raise questions about payments to contractors based on 

invoices that were determined to be inadequate. It appears from our review 

that the City Council was casually approving payments to invoices 

submitted by Zerep and IMC. All checks for payment of these invoices 

were presented to the City Council for final approval; however, due to the 

minimal time spent during City Council meetings, there is serious doubt 

that the City Council requested and reviewed any of the supporting 

documents before approving payments. The lack of adequate time and lack 

of detailed information in the payment-approval process can result in the 

serious breakdown of internal control.    
 

Demand for payments lacked proper analysis and review 
 

The final approval of payments for goods and services is entrusted to the 

City Council. Every two weeks, during the City Council meetings, 

payments for various goods and services for the two-week period were 

presented to the City Council for final approval before checks were sent 

out to payees. For the period of July 1, 2001, through May 14, 2015, the 

City Council did not question a single invoice for services prior to 

approving for payment. As noted previously, City Council meetings, on 

the average, lasted about 18 minutes; accordingly, payments for goods and 

services were casually approved without detail review and analysis of 

what was being paid.  
 

Recommendation  
 

The City Council should fulfill its fiduciary responsibility by engaging in 

oversight over the City’s affairs. The City also should develop and 

implement policies and procedures to ensure that its management 

performs a detailed review and gains full understanding before entering 

into any type of legally binding agreement. This is especially critical when 

the City Council approves long-term extensions to existing contracts. All 

FINDING 3— 

The City Council did 

not exercise sufficient 

oversight over the City’s 

financial and 

operational activities 
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proposed agreements should be presented to the City Council with full 

explanation of the services to be provided and benefits to the City prior to 

approval and before formal execution. 
 

In addition, the City should consistently follow its policies and procedures 

relating to processing payments for goods and services and ensure that all 

invoices are properly supported by detailed documentation before making 

payments.  
 

City’s Response 
 

a. Approval of contracts without complying with the bidding 

requirements. 
 

While Section 3.04.040 of the City's Municipal Code (“Code”) 

applies to the purchase of supplies and equipment, it does not 

apply to contracts for maintenance services, the provisions of 

which are specifically set forth in Sections 3.52.030, 3.52.120 and 

3.52.130 of the City’s Code. A copy of Chapter 3.52 of the City’s 

Code is attached hereto as Exhibit E, and incorporated herein 

by reference. 

 

The provisions of Section 3.52.120 allow the City the option to 

competitively bid contracts for maintenance projects, go through 

an informal bidding process, or negotiate a contract. Discretion is 

given to the City Council to determine the process for retaining 

maintenance services. Further, under Section 3.52.130, the City 

Council is permitted to enter into one or more long term 

agreements for general maintenance, repair and miscellaneous 

services. 

 

The contracting of professional services is also discussed 

separately, in Section 3.04.055 of the City’s Code. Under the 

provisions for the acquisition of professional services, there are 

no competitive bidding requirements, the City Manager may award 

contracts for professional services valued at $10,000.00 or less, 

and the City Council may award contracts at its discretion, in 

excess of $10,000.00. A copy of Chapter 3.04 of the City's Code 

is attached hereto as Exhibit F, and incorporated herein by 

reference. 

 

While the Controller’s Report focuses on Chapter 3.04 of the Code 

when evaluating the contracts with Zerep Management Corp. and 

R.F. Dickson, those provisions are inapplicable, as the City has 

specific provisions governing maintenance contracts. In 

accordance with the provisions of the City’s Code, there was no 

requirement to competitively bid the Zerep or R.F. Dickson 

contracts, and the City awarded the contracts via the negotiated 

contract process, which is expressly permitted under the Code. 

Under the provisions of the City’s Code, the City was permitted 

to extend the contract with Zerep at its discretion, and there was 

no violation of the City's Code. Further, with respect to the 

contract with R.F. Dickson, the City approved the contract on April 

9, 2015, the Controller’s contention that the agreement was not 

approved by the City Council is therefore inaccurate. A copy of 

the City Council meeting minutes for April 9, 2015, is attached 

hereto as Exhibit G, and incorporated herein by reference. 
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Moreover, the Controller’s analysis of the agreement with the 

IMC using Section 3.04.040 is also incorrect, as the agreement is 

for professional services rather than supplies and equipment, and 

therefore must comply with the provisions of Section 3.04.055. 

Because Section 3.04.055 of the Code does not require the contract 

to be competitively bid, the City complied with the provisions of 

its Code when awarding the contract. 
 

b. Payments for services with inadequate supporting documentation. 
 

The Controller’s Report contends that the City Council was 

“casually approving payments to invoices submitted by Zerep and 

IMC,” however when making this assertion, the Controller fails 

to recognize general practices of municipalities throughout 

California. Generally, city councils review the warrant registers 

which summarize payments to city contractors. Under the normal 

course of business, city councils do not review specific invoices 

related to the services rendered, as that falls under the duties of 

staff, in their management of a city. Like the majority of cities 

throughout California, the City Council reviewed the warrant 

registers and approved payment to Zerep and IMC, which were 

both entities that had valid contracts with the City. 
 

c. Demand for payments lacked proper analysis and review. 
 

As set forth above, consistent with normal business practice of 

public agencies throughout California, the City Council was 

presented with, and voted on the warrant registers, which included 

payments to City vendors. There is nothing set forth in State law 

which requires the Council to review and/or question invoices 

for charges included in the warrant register. Moreover, city 

councils throughout California routinely vote on warrant registers 

unanimously, as staff is generally tasked with reviewing the 

associated invoices. The City Council’s actions in approving 

warrant registers are consistent with that of the majority of 

California's public agencies. 
 

The Controller’s Report also commented on the length of time of 

City Council meetings, speculating that the former City Councils 

somehow abdicated their fiduciary responsibility as a result of the 

length of time of the Council meetings, and also called into 

question instances when the former Councils voted unanimously, 

implying that there was no oversight by the former Councils. This 

is mere conjecture on the part of the Controller. Nothing in State 

law requires that Council meetings be a certain length of time, or 

precludes the Council from voting unanimously. Councilmembers 

have historically been provided with agenda packets which contain 

information about the matters being considered at the Council 

meeting. Unanimous votes regularly occur at council meetings 

throughout the state. It is a broad assumption that just because the 

meetings are short and the votes are unanimous that there is no 

“scrutiny” over what is being considered. Council members may 

also contact the City Manager prior to meetings to gain answers to 

questions they have on matters being considered at the meetings. 
 

City staff is working to include staff reports for all agenda items, 

and include the fiscal impact for all matters before the City 

Council, and is also working to draft resolutions and ordinances 

with additional findings that support the matter before the City 

Council. 
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SCO’s Comments 
 

We modified this finding to incorporate the appropriate comments as 

suggested by the City.  

 
Approval of contracts without complying with the bidding requirements 

 
We agree with the City that Municipal Code 3.52.120 provides the City 

Council with discretion for awarding a maintenance contract by 

competitive bidding, informal public bidding, or negotiated contract. 

Therefore, the City complied with the Municipal Code for awarding the 

maintenance contracts. 

 

Payments for services with inadequate supporting documentation 

 

The City failed to provide additional documents to support payments for 

paid services.  

 

Demand for payments lacked proper analysis and review 

 

The City’s Municipal Code 3.24.060 states that the City Council shall 

audit each demand for payments separately to determine whether or not it 

is a proper claim against the City and the amount is correct and accurate. 

None of the documents provided by the City that we reviewed denote that 

the City Council performed any type of an audit or a review prior to 

approving payments to these demands. Likewise, the City Council minutes 

for the period of January 1, 2006, through June 24, 2014, did not state any 

objection or inquiry relating to any demands for payment. Finding 1 and 

Finding 2 note that questionable payments were made that should have 

raised questions and/or solicited more scrutiny by the City Council.  

 

 
Failure to Document Business Purpose 

 

We noted that the City did not enforce a strict policy for governing City-

issued credit cards. From July 1, 2009, through June 30, 2014, City elected 

officials and employees charged a total of $ 284,182 in expenses on City-

issued credit cards. Out of the total expenses incurred during this time 

period, we found $235,189, or 83%, to be questionable. The questionable 

charges included meals, travel charges, and other miscellaneous expenses 

described below.   

 

Meals  
 

The City’s policy relating to meals and other related expenses was not 

clearly implemented and City Officials showed complete disregard toward 

the policy. Questionable expenses for meals totaled $76,645, or 27% of 

total City-issued credit card expenditures during the five-year analysis. 

These charges were incurred mostly by members of City Management, 

City Elected Officials, and other City employees. The City did not obtain 

an expense report or any type of explanations or reasons for almost all of 

the charges. The most notable examples of the lack of support for these 

charges are as follows: 

FINDING 4— 

The City failed to 

exercise adequate 

control over expenses 

charged to City-issued 

credit cards 
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 A former member of City Management appeared to have charged meal 

expenses on a regular basis, including: $560 on April 14, 2014; $295 

on March 25, 2014; $195 on February 3, 2014; $131 on September 19, 

2013; $294 on March 15, 2013; $422 on May 17, 2013; and $446 on 

May 18, 2012. 

 A former City elected official charged $132 on March 11, 2014; $297 

on February 21, 2014; and $544 on May 17, 2013.  

 Other City staff charges from a local restaurants included: $642 on 

April 28, 2014; $381 March 14, 2014; $489 on March 11, 2014; and 

$247 on July 18, 2013.  
 

The charges described above lacked expense reports or an explanation to 

show why or whether the purpose for such expenses was City-business-

related. These types of charges were incurred on a regular basis from 

July 1, 2009, through June 30, 2014. The City could not provide us with a 

valid reason for or documentation to support these charges. The City does 

not have a policy that indicates non-travel meals as an allowable routine 

expense for the City’s elected officials and employees. The fact that City 

elected officials and City upper management routinely incur charges 

without adequate supporting documentation, justification, and/or 

description shows a lack of fiscal control, accountability, and integrity. In 

addition, we noted that expenses seemed excessively high when compared 

to same expenses authorized for other governmental entities.  
 

Travel Charges  
 

We noted that the City’s staff members responsible processing travel 

reimbursement did not adhere to the established policies and procedures 

when processing travel expenses for elected and appointed officials. 

Travel-related expenditures totaled $116,657, or 41% of the total charges 

for the five-year period that we analyzed. We noted that, in many 

instances, the purpose for the travel expenses was missing, unclear, or not 

properly documented; and lodging and related meals were excessive. For 

example, some of the questionable travel-related expenses are as follows:  

 A former member of City management and a former City elected 

official incurred the following high-rate lodging charges:  

o On May 21, 2013, charges of $922 for three nights for one person 

o On November 9, 2013, charges of $421 for a one-night stay 

o On April 15, 2014, charges of $929 and $950 for three-night stay 

for two people  

o On April 21, 2014, charges of $518 for one night  

o On April 14, 2014, charges of $102 for limousine service  

 Other City employees, management, and elected officials travel 

charges were also high. Examples are lunches and dinners charges of 

$2,392 on March 13, 2013; lodging costs of $1,932 and $1,923 on 

March 18, 2013; $774 on July 21, 2012; $979 on June 26, 2012; and 

$1,133 on June 28, 2012. Some of the lodging charges also included 

costs for alcoholic beverages. 
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 A former member of City management charged on the City credit card 

travel expenses totaling $4,636 on May 1, 2012. In addition, 

unallowable expenses of $253 for alcoholic beverages and $661 for 

massage services were included in this charged amount. 

 

As noted in other examples cited above, there was a lack of a description, 

justification, or any type of documentation as to the purpose and necessity 

of these trips.  

 

In addition, while the City did not have did not have a limit on hotel 

charges, the amounts incurred seem excessive. For example, the lodging 

expense allowance for State employees or governmental employees only 

ranges from $90-$150 depending on the location.  

 

In each of above instances, as well as other instances concerning lodging 

expenses, there was no discernible indication that members of the City 

management, elected officials or other City employees ever inquired or 

considered staying at hotels that offered government rates. Some of the 

hotels identified above offer government rates even on weekends for 

legitimate business trips.  

 

Other Miscellaneous Expenses 
 

Other miscellaneous expenses totaled $41,886, or 15%, and were not 

supported with expense reports, the purposes for charges were not 

documented, and in some instances, receipts were missing. For example:  

 Invoice for an iPad purchased on June 7, 2013, for $796 did not have 

any support or description for its intended purpose. Subsequently, the 

iPad was given to an elected city official. Over a year earlier, on 

March 27, 2012, the same city elected official purchased a similar 

iPad for $756 on a City-issued credit card.  

 Purchases of flowers for $1,016 and $2,126 on December 5 and 6, 

2013, respectively. We could not determine the purpose of these 

flowers or any type of a description for their use. 

 A wine tasting of $446 on February 27, 2013, was charged on a City-

issued credit card by a former member of City management.  

 Charge of $2,185 for a 65-inch television on December 11, 2012, 

lacked supporting documentation to justify that it was purchased for 

City use. In addition, a credit card charge of $2,956 from an 

electronics store on April 27, 2012, appeared on a bank statement; 

however, there was no record to justify that this purchase was for City-

business purposes.  
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Recommendation  

 

The City should implement appropriate control measures to ensure proper 

review and approval of all charges relating to meals, lodging, and other 

miscellaneous expenses including City-issued credit card charges. This 

should include:  

 An updated and comprehensive travel policy that establishes clear 

guidance for travel, including the purpose of the trip and 

documentation requirements, and set limits on lodging rates, meals, 

and other travel expenses.  

 A policy governing circumstances for which business meals are 

authorized, including documentation requirements and limits on the 

maximum amount allowable for business meals. 

 

We also recommend that the City review the questionable charges noted 

above and determine whether the City officials and employees should be 

required to refund the City for all or part of them. The City should also 

consider performing a review of travel and meal expenses for the period 

of our review to determine whether additional refunds should be sought. 

 

City’s Response 

 
With the exception of a limited number of credit cards, all City credit 

cards and fuel cards were recalled from all City employees in June 

2015, and were subsequently destroyed. The remaining cards are in 

the possession of the City Manager’s office and the Treasurer’s office, 

and must be checked out prior to use. 

 

Further, the City is currently evaluating its policies on travel to 

determine whether any amendments are necessary. Once the policies 

have been evaluated, and any necessary amendments have been 

completed, all City staff will be provided with an overview of the 

City's policies on travel. 

 

SCO’s Comments 

 

The City is in the process of implementing our recommendation. 
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During our evaluation of the City’s payroll processes, we reviewed and 

evaluated the annual labor distribution reports from the City and its 

component units, the Successor Agency to the Industry Urban 

Development Agency (IUDA), Civic-Recreational-Industrial Authority 

(CRIA), and Industrial Public Utilities Commission (IPUC). It was during 

this review that we noted that some employees received annual salaries 

from both the City and the IUDA as follows: 
 

 Fiscal Year  City Salary  IUDA Salary  Total Salary 

Employee A       

 2013  
 

$ 55,350.00  $ –  $ 55,350.00 

 2012  
 

 10,530.00 
 

 128,317.50   138,847.50 

 2011  
 

 31,827.00 
 

 93,454.50   125,281.50 

 2010  
 

 121,800.00 
 

 121,800.00   243,600.00 

 2009  
 

 120,000.00 
 

 120,000.00   240,000.00 

  
 

  
 

     

Employee B 
 

     

 2014  
 

 177,369.60 
 

 –   177,369.60 

 2013  
 

 177,369.60 
 

 –   177,369.60 

 2012  
 

 172,203.36 
 

 –   172,203.36 

 2011  
 

 143,124.19 
 

 57,022.51   200,146.70 

 2010  
 

 136,057.68 
 

 136,057.68   272,115.36 

 2009  
 

 77,401.68 
 

 77,401.68   154,803.36 

Employee C 
 

     

 2014  
 

 101,591.44 
 

 –   101,591.44 

 2013  
 

 101,493.84 
 

 –   101,493.84 

 2012  
 

 98,537.76 
 

 –   98,537.76 

 2011  
 

 73,967.02 
 

 24,698.14   98,665.16 

 2010  
 

 44,955.12 
 

 44,955.36   89,910.48 

 2009  
 

 44,290.80 
 

 44,291.04   88,581.84 
 

In our review and analysis, we noted several questions that lead us to 

believe that these employees may have been compensated twice for 

performing the same work. Although several City documents were 

provided and explanations for these issues were obtained, the possibility 

of these employees receiving double payments exists. 
 

Some of the issues are: 

 The high salary compensation to Employee A in FY 2008-09 and 

FY 2009-10 and the major decrease in annual salary subsequent to 

FY 2009-10 appears suspicious and leads us to a conclusion that 

Employee A might have been double-compensated for performing the 

same job responsibility.  
 

Employee A was compensated for the same exact amount from the 

City and from IUDA in FY 2008-09 and FY 2009-10.  

FINDING 5— 

Some City employees 

were overpaid 
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 Our review and analysis of the hourly rate of sick leave and vacation 

when compared to the base salary received by Employee B and 

Employee C leads to the conclusion that they were also double-

compensated. 
 

For Employee B, we calculated the average hourly rate of sick leave 

and vacation that were earned and sold back for FY 2009-10 and 

FY 2010-11. The average hourly rate for FY 2009-10 was $38.25 per 

hour and for FY 2010-11 was $41.55. Accordingly, the estimated 

annual base salary of employee should have been $78,568 for 

FY 2009-10 and $84,425 for FY 2010-11. 
 

Likewise for Employee C, we calculated the average hourly rate for 

sick leave and vacation as $22.52 per hour in FY 2009-10. The average 

annual base salary should be $46,845 for FY 2009-10.  
 

In addition to the lack of other documents to dispute our conclusion 

regarding salary overpayments, the City does not maintain timesheets for 

employees (Finding 6). The timesheets could have provided pertinent 

information during our review and evaluation. Furthermore, the personnel 

records of the questioned employees were not available for our review. 

We were informed by the City’s Legal Counsel during our discussion on 

a different issue that the employees’ personnel record will not be made 

available to us during our review. The availability of the personnel records 

might have provided other information that resulted in a different 

conclusion. 
 

Recommendation 
 

The City should review the payments made to these employees and 

determine whether the City did, in fact, make double payments. Any 

overpayment should be returned to the City. The City should also develop 

policies and procedures to identify and prevent salary overpayments, 

promptly notify members of overpayments when they occur, and collect 

overpayments in a timely manner.  
 

City’s Response 
 

No overpayments were made to any City employee, or to the employee 

of any City-related entity. 
 

As explained during the review process, the salaries of various City 

employees were divided equally between the City and the former 

Industry Urban-Development Agency (“IUDA”). As set forth in the 

attached documents, the time of each of the employees at issue was 

only charged at 50 percent of the total salary for both the City and 

the IUDA. Supportive documents are attached hereto as Exhibit H, 

and incorporated herein by reference. 
 

SCO’s Comments 
 

The city stated that there were no overpayments to the employees in 

question and provided budget documents for FY 2007-08 through 

FY 2010-11 showing budgeted salaries and employee time apportionment 

between the City and Industry Urban Development Agency (IUDA). 

These documents, however, did not clarify why material variances 
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occurred in the salaries of the employees in question. For example, in 

FY 2008-09, Employee A was paid $120,000 from the City and another 

$120,000 from IUDA, for a total of $240,000. In FY 2009-10, Employee 

A was paid $121,800 from the City and another $121,800 from IUDA, for 

a total of $243,600. However, while performing the same job function, 

Employee A was paid a total of $125,281 in FY 2010-11, and $138,847 in 

FY 2011-12, according to the City’s labor distribution reports. 

 

As the City did not provide us with any new documents to clarify why the 

employee’s salary was cut almost in half, the questions raised during our 

review about the possible employee overpayments remain. The City 

should review its payroll documents to ensure that it did not make any 

overpayments to the noted employees. 

 

The finding remains as stated. 

 

 

Our inquiry with the City determined that bi-weekly payroll to City 

employees was not supported by attendance timesheets. Good business 

practices require that every employee and supervisor has the responsibility 

to ensure that all hours worked are accurately reported and that the payroll 

is correctly calculated and paid.  

 

Preparing timesheets accurately and with the proper authorization is a 

critical procedure that must be completed in a timely manner. Lacking 

timesheets with actual work hours may lead to inaccurate payroll 

calculation of hours charged to actual work, vacation, sick-time, and other 

payroll breakdowns.  

 

The City of Industry Policy Handbook requires that employees shall 

record all time worked, including time worked over their normal schedule, 

on a timesheet at the time the work actually occurs. Time should be 

rounded to the nearest tenth of an hour, and all timesheets must be turned 

in on a weekly basis. The handbook further states that non-exempt 

employees must ensure that their time cards or timesheets are accurate, 

complete, and turned in on a weekly basis. Supervisors and/or department 

heads are required to sign the time sheets for their employees.  

 

Finally, the Fair Labor Standard Act and the California law require that 

employers must keep accurate records of employees’ work hours and 

compensation.  

 

Recommendation 

 

The City should include a written procedure in its policy informing 

employees that they are responsible for accurately recording the times they 

arrive and leave work. This policy also should inform employees of the 

consequences for deliberately falsifying time cards, which may include 

immediate termination of employment. Even though the City is not 

required to keep records of the actual hours worked by employees who are 

exempt from overtime requirements, the City should have a system for 

recording sick days, floating holidays, vacation time, jury duty, 

bereavement leave, and other absences. 
  

FINDING 6— 

Lack of timesheet 

prepared by employees 
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City’s Response 
 

In its Report, the Controller contends that the lack of timesheets 

prepared by City employees could lead to inaccurate payroll 

calculations. Given the size of the City’s staff, City department heads 

have been able to ensure that staff work the requisite number of hours, 

and that all vacation and sick leave is accurately reported. However, 

in an effort to institute best practices, and compliance with City 

policies, the City will implement its time sheet requirement, and will 

create all necessary forms to ensure proper implementation. 
 

SCO’s Comments 
 

The City is in the process of implementing our recommendation. 
 

 

Proper segregation of duties helps ensure that funds and assets are properly 

recorded, protected, and appropriated. During our review of City 

employee duties, we noted that incompatible functions were being 

performed by a single individual. These functions include payroll and cash 

receipts.  
 

Payroll  
 

Only one payroll clerk was assigned to process biweekly payroll for the 

City through the AppleOne Computerized Payroll System. We noted that 

incompatible functions are assigned to, and being performed by, the 

payroll clerk. These functions include the clerk’s ability to establish a new 

employee account, change an employee salary rate, and change other 

critical personal information. These functions should be performed by 

Human Resources personnel. Good internal controls require that these 

duties be segregated from the general payroll processing process to avoid 

potential conflicts of interest and/or fraud. 
 

Cash receipts – Electric Revenue 
 

The City collects revenue from providing electricity service (Industry 

Public Utility Commission) to the City through a third-party 

representative. The representative prepares and sends billings and receives 

payments from customers. On December 13, 2012, the representative 

contracted with the City to also perform electric meter-reading services 

which, in the past, were performed by a different contractor. The 

combination of reading electric meters, preparing billings, and receiving 

payments are functions that should not be performed by a single person or 

entity, as doing so circumvents an internal control process and may create 

an environment in which fraud could be easily committed and go 

undetected. 
 

Cash Receipts from Third Party Vendor 
 

Additionally, a city account clerk receives collected payments for electric 

service from the third-party representatives. The account clerk performs 

the following incompatible duties: accepts and counts payments, prepares 

deposit slips, performs deposit duties, and performs data entry into the 

computerized accounting system. Custody of assets and recording of 

transactions are responsibilities that should be performed by different 

work units or, at a minimum, by different persons within the same unit. 

FINDING 7— 

Lack of segregation of 

duties 
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Recommendation 
 

The City should assess its current processes and implement policies and 

procedures to segregate incompatible functions. Separating 

responsibilities will help to reduce the risk of errors and fraud. Also, 

having a second person involved in the review and approval process will 

enhance the compensating control activity.  
 

City’s Response 
 

The City currently employs 17 full time employees not including the 

individuals that serve on the City Council and other boards of the 

City. The payroll expense including new hires and staff positions 

are approved through the standard budgeting process. From the 

approved budget all new hires, changes in pay rates and changes in staff 

positions documents are prepared by the personnel department and 

reviewed and authorized by the City Manager for submission to the 

payroll clerk. Monthly payroll expenses are monitored by the 

comparing the expense with the budgeted amounts, and are relatively 

consistent due to the small number of employees. Any deviations in 

the monthly payroll expense would be questioned during the monthly 

review of expenditures by the Finance Department. The small number 

of employees and consistent monthly payroll expense mitigates some 

of the risk of the segregation of duties, however the will implement 

additional controls over this area. 

 

The City will review our current procedures and processes, and will 

implement changes or procedures that will mitigate the lack of 

segregation of duties. With respect to the electric revenue, the City will 

study options for an outside vendor to complete utility billing, and will 

also look into random audits of meter reads. 

 

SCO’s Comments 
 

The City generally agrees with this finding and is in the process of 

reviewing and evaluating its processes to mitigate the lack of segregation 

of duties. 
 

 

The 2012-2013 Los Angeles County Civil Grand Jury Final Report 

included in its recommendations that the City Council develop for the City 

Manager specific annual goals and conduct meaningful evaluations at least 

annually. On September 27, 2013, the City, in its response, stated that it 

has implemented the recommendations and will continue to conduct an 

annual evaluation of the City Manager’s performance for each fiscal year. 
 

According to the City of Industry Policy Handbook that was adopted on 

June 27, 2013, the City Council will evaluate the performance of the City 

Manager annually. The evaluation process is intended to be a positive 

interchange between the Council and City Manager, resulting in the 

documentation of performance, strengths, weaknesses, accomplishments, 

and expectations. The Handbook further states that in the evaluation 

process: 

 
The City Manager will prepare a written summary of accomplishments 

in the past year, including progress toward meeting the goals and 

objectives established by City Council, and present the summary to 

FINDING 8— 

City manager and other 

city employees were not 

given annual 

performance appraisals 



City of Industry Administrative and Internal Accounting Controls 

-27- 

Councilmembers before the evaluation meeting. City Councilmembers 

should complete the standard evaluation forms and meet with the City 

Manager in closed session. At the conclusion of the session, the City 

Council will, by consensus, determine an overall evaluation of the City 

Manager’s performance in the past year, and complete a group 

evaluation form. 

 

Our review of the City Council minutes for FY 2012-13 and FY 2013-14 

did not contain any detailed discussion of the City Manager’s performance 

evaluation. Similarly, other City documents we reviewed confirm that 

performance evaluations were not conducted on other City employees. In 

addition, we were not able to perform other review procedures to confirm 

whether performance evaluations were completed among City employees, 

as we were not provided access to review employees’ personnel records. 

 

Generally, performance evaluations are used to assess whether an 

employee shall receive a salary increase based on achievement and 

accrued seniority. Our review of current and prior-year records showed 

that the City Manager and other City employees received increases in their 

salaries, and compensation packages continued to grow after their initial 

hiring. The basis for increases in salaries and benefits may be questionable, 

as performance evaluations were not performed. 

 

Recommendation 

 

The City Council should perform a meaningful and detailed annual 

performance evaluation of the City Manager to comply with the City 

Manager Evaluation Policy. Likewise, the City Manager and other City 

Management should conduct evaluations on all employees on a regular 

basis. Evaluations should be discussed to provide feedback, recognize 

quality performance, and establish performance expectations. 

 

City’s Response 

 
The Report contends that the City did not conduct performance 

evaluations of its employees, however, this directly contradicts 

information provided to the Controller's office during the interview 

that its representatives conducted with the City's Hunan Resources 

Director on 

 

August 11, 2015. During the interview, the Director informed the 

Controller's office that performance evaluations are conducted 

annually by each employee’s supervisor, any increase in pay for a 

particular employee as a result of the evaluation is then approved by 

the City Manager. 

 

Employee personnel files are confidential, and generally may only be 

disclosed through formal court proceedings, i.e.-discovery in the 

course of litigation, through a subpoena, or as the result of a release 

executed by the employee whose file is being released. Further, City 

employees have a general expectation of privacy with respect to their 

personnel files, and especially documents such as performance 

evaluations, which likely contain personal information concerning the 

employee. To ensure compliance with State law, and given the fact 

that no City employee provided the City with a waiver to release their 

personnel records, this information was not disclosed to the State 

Controller. However, during the interview regarding personnel 
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matters, City Staff requested that the representatives from the 

Controller's provide Staff with a list of employees for whom 

information regarding performance evaluations was desired, so that 

the appropriate City Staff could review the personnel files to 

determine whether the City was in possession of a written 

performance evaluation. City Staff did not receive a request from the 

Controller's Office for that information. 

 

To ensure compliance with best practices, the City will begin 

conducting written performance evaluations of its employees, and will 

conduct an annual evaluation of the City Manager, consistent with the 

City’s City Manager Evaluation Policy. 

 

SCO’s Comments 

 

We were informed during one of our interviews that performance 

evaluation were conducted annually by each supervisor. However, the 

City failed to provide us with any documents to support its assertion that 

performance evaluation were actually conducted. According to the City of 

Industry Policy Handbook, dated June 27, 2013, the City Council is 

required to evaluate the performance of the City Manager annually. 

However, our review of the City Council meeting minutes from the period 

of July, 1, 2012, through June 30, 2014, did not find any documentation or 

support for the required evaluations. 

 

The city stated that it will implement our recommendation and will be 

conducting written performance evaluation of its employees and City 

Manager. 
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Appendix— 

City of Industry 

Evaluation of Elements of Internal Control 
 

 

Management Oversight and Control (Control Environment) YES NO COMMENTS 

Control Environment    

A1. Integrity and Ethical Values    

 a. Are code of conduct and other policies regarding acceptable business 

practice, conflicts of interest, or expected standards to ethical and moral 

behavior established and communicated to all City management and 

employees? 

 X The City’s Policy Handbook addresses the code of conduct, acceptable business 

practices, conflicts of interest, and ethical moral behavior. However, we noted 

several issues that may affect integrity and ethical values at the City, including:  

A. On May 26, 2015, the City filed a lawsuit against the former City Mayor 

alleging, among other things: 

 Extensive public corruption and personal profiteering by former City 

officials, including the City's former Mayor, affiliated private entities, 

and their controlling persons from 1995 through 2014. 

 Former City Mayor engaged in conduct that enriched himself and the 

companies he controlled at the expense of the City and its citizens. 

 Defendants, and each of the named parties, performed unauthorized work 

and subsequently billed the City for such work for their personal gain. 

Through this conduct, the defendants as a group and individually 

defrauded the City of millions of dollars and exposed the City to millions 

of dollars of liability and damages; and 
 Defendants, submitted inflated invoices for services that were never 

performed. Through this conduct, the defendants defrauded the City of 

million millions of dollars. 

 

B. A claim was filed by a former employee against some City officials alleging 

that during the period of January 1, 2009, up to and including February 13, 

2015, she suffered injuries and damages in the nature of: 

 Unlawful gender discrimination; 

 Unlawful sexual harassment; 
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 Failure to take reasonable steps necessary to prevent discrimination and 

harassment; 

 Negligent hiring and negligent retention; and 

 Abusive conduct, including bullying.  

 

Although these allegations were settled through a settlement agreement and release 

of all claims whereby the City paid $1.2 million to the employee in exchange for a 

full release of all claims and potential claims and other promises. There was no 

admission of liability in this agreement; however, these actions and conduct of 

City officials may have a meaningful and unintentional impact on the City’s 

administrative and internal controls. 

 

C. Governance practices recommended by the 2012-2013 Civil Grand Jury 

Report were not implemented by the City. More specifically:  

 Develop and report on performance measures,  

 Develop specific goals for the city’s executive; and, 

 City councils conduct annual evaluations of executive. 

D. The City Council failed to exercise oversight over the city’s financial and 

operational activities (Finding 3). 

 b. Is the reasonable management attitude of "Tone at the Top" established 

and communicated to City management and staff? 

 X See comments above. 

 c. Is everyday interaction with vendors, clients, auditors and other parties 

based on honesty and fairness? 

 X See comments above. Questionable payments were made to contractors (Findings 

1 and 2). 

 d. Is appropriate remedial action taken in response to non-compliance?  X See A1a, Comment B 

 e. Is management appropriately addressing intervention or overriding 

established controls? 

 X 
 
See comments above. 

A2. Commitment to Competence    

 a. Is management identifying and defining the tasks required to 

accomplish particular jobs and fill - various positions? 

 X The City failed to develop specific goals for the City’s management team and 

failed to evaluate performance of key City management. 

 b. Does the City conduct appropriate analysis of the knowledge, skills, 

and abilities needed to perform job assignments? 

 X See comments above. 
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 c. Is the City providing training and counseling in order to help employees 

maintain and improve their job competence? 

 X According to City officials, newly hired city employees learn their specific job 

tasks through on-the-job training. There was no city-wide training offered to City 

employees for the purpose of improving job performance during our review 

period. 

A3. Audit Committee    

 a. Does the City have an audit committee that is appropriate for the size 

and nature of the entity? 

 X On September 26, 2013, the City Council adopted Resolution CC2013-18 to 

establish an audit committee (two-member committee), and to designate the 

committee functions. On June 2015, the audit committee was disbanded because 

the two appointed members were voted out from the City Council. The City did 

not appoint new members to the audit committee.  

 

 b. Are members of the audit committee independent from the City 

management? 

 X See comments above. 

 c. Do audit committee members have sufficient knowledge, experience, 

and time to serve effectively?   

 X See comments above. 

 d. Does the audit committee meet regularly to set policies and objectives, 

review the City’s performance, and take appropriate actions; and are 

minutes of such meetings prepared and signed on timely basis? 

 X See comments above. 

 e. Do the members of the audit committee regularly receive the 

information they need to monitor management’s objectives and 

strategies? 

 X See comments above. 

 f. Does the audit committee review the scope and activities of the internal 

and external auditors? 

 X See comments above. 

 g. Does the audit committee meet privately with the Chief Financial 

Officer/and or accounting officers, internal auditors, and external 

auditors to discuss the reasonableness of the financial reporting process, 

the system of internal control, significant comments or 

recommendations, and management performance? 

 X See comments above. 

 h. Does the audit committee take actions as a result of its audit findings?  X See comments above. 
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A4. Management Philosophy and Operating Style    

 a. Is management conservative in accepting risks, and does management 

move carefully, and proceed only after careful evaluation? 

 X The City did not complete a risk assessment, evaluation, and risk prioritization 

during our review period. The City has not assigned a City staff member to 

perform duties of a Risk Management Manager. 

 b. Are procedures or activities in place to regularly educate and 

communicate to management and employees the importance of internal 

controls and to raise the level of understanding control? 

 X See comments above. 

 c. Is personnel turnover in key functions at an acceptable level? X   

 d. Does management have a positive and supportive attitude towards 

internal control and audit functions? 

 X See A1a, comment B and A3a. 

 e. Are valuable assets and information safeguarded from unauthorized 

access or use? 

 X The City failed to exercise adequate control over expenses charged to City-issued 

credit cards. See Finding 5. 

 f. Are there frequent interactions of senior management and operation 

management? 

 X Our review and inquiry indicates that interaction between management of different 

departments did not occur or occurred very seldom at best.   

 g. Is management attitude appropriate towards financial, budgetary and 

other operational reporting? 

 X We noted that some recommended steps in the County Grand Jury Report relative 

to governance practices and financial management that were not completely 

implemented. 

A5. Organizational Structure    

 a. Is the City’s organizational structure appropriate for its size and the 

nature of its operation? 

 X Some key management positions and functions were filled through contracted 

services.  

 b. Are key areas of authority and responsibility defined and 

communicated throughout the organization?  

X   

 c. Have appropriate and clear reporting relationships been established? X   

 d. Does management periodically evaluate the organization’s structure 

and make changes as necessary in fluctuating conditions? 

 X See A1a, comment B 
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 e. Does the City employ an appropriate number of employees, particularly 

in managerial positions? 

 X See A5a 

A6. Assignment of authority and responsibility    

 a. Is the City appropriately assigning authority and delegating 

responsibility to the proper personnel to deal with organizational goals 

and objectives? 

X   

 b. Does each employee know how his or her work interrelates to others in 

the way in which authority and responsibility are assigned, and how 

duties are related concerning internal control? 

 X There is lack of segregation of duties for some employees performing critical 

functions.  

 c. Is delegation of authority appropriate in relation to the assignment of 

responsibility? 

X   

A7. Human Resources policies and practices    

 a. Are policies and procedures established for hiring, training, and 

promoting employees and management? 

X   

 b. Are background checks conducted on candidates for employment?  X Human Resources Management procedure relating to new hires did not state the 

requirement of conducting background checks for new employees. 

 c. Are employees provided the proper amount of supervision? X   

 

Risk Assessment   
 

B1. Establishment of Entity-wide Objectives    

 a. Are there entity-wide objectives that were established by management?  X The City’s strategic plan was to be implemented per the City’s response to the 

2012-13 Civil Grand Jury Report. The plan was not yet implemented at the time of 

our review. In addition, the entity-wide objectives were not stated on the City’s 

website, the approved budget, or the City Policy Handbook. 
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 b. Are City-wide objectives clearly communicated to all employees, and 

does management obtain feedback signifying that communication has 

been effective? 

 X Most of the staff we interviewed did not know the City-wide goals and objectives. 

 c. Is there a relationship and consistency between the department’s 

operational strategies and the City-wide objectives? 

 X See B1a 

 d. Is there an integrated management strategy and risk assessment plan 

that considers the City-wide objectives and the relevant sources of risk 

from internal management factors and external sources, and that 

establishes a control structure to address those risks? 

 X See B1a and A4a 

B2. Risk Identification    

 a. Is management appropriately and comprehensively identifying risk 

using various methodologies? 

 X The City did not complete a risk assessment, evaluation, and risk prioritization 

during our review period. No one on the City staff is assigned to perform duties of 

a Risk Management Manager. 

 b. Are there mechanisms in place to anticipate, identify, and react to 

routine events or acts that affect achievement of objectives? 

 X See A4a and B2a 

 c. Do adequate mechanisms exist to identify risks to the City arising from 

external factors? 

 X See A4a and B2a 

 d. Is management assessing other factors that may contribute to or 

increase the risk to which the City is exposed? 

 X See A4a and B2a 

 e. Is management identifying risks City-wide and for each significant 

activity level of the City? 

 X See A4a and B2a 

B3. Risk Analysis    

 a. After risks to the City have been identified, does management 

undertake a thorough and complete analysis of the possible effect? 

 X See A4a and B2a 

 b. Has management developed an approach for risk management and 

control based on how much risk can be prudently accepted? 

 X See A4a and B2a 
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Control Activities   
 

C1. Policies and Procedures (General Applications)    

 a. Do appropriate procedures, techniques, and mechanisms exist with 

respect to each City Department’s activities?  

X   

 b. Are the control activities identified as necessary in place and being 

applied? 

 X Outside of the Finance Department, most of the employees we interviewed were 

not aware of control activities in place and how these were being applied. 

  c. Are control activities regularly evaluated to ensure that they are still 

appropriate and working as intended? 

 X See comments above. 

C2. Common Categories of Control Activities     

 a. Are top level reviews made of actual performance relative to budgets, 

forecasts, and prior periods?  

 X Budget and budget amendments were not consistently reviewed and approved. 

There was no city council approval of the budget amendment for fiscal year 2012-

13. In addition, annual budgets for component units of the City (Civic-

Recreational-Industrial Agency, Public Facilities Authority, and Successor Agency 

to the IUDA) were approved by the City Council; however, there were no 

approvals of budget amendments for these component units.  

 b. Do managers review performance reports?  X See A1a, comment B 

 c. For information processing, are varieties of controls in place for 

performing check accuracy, completeness, and authorization of 

transactions? 

 X There were no system segregation of duties in place for payroll and electric 

revenue collection and recording. See Finding 7. 

 d. Are controlled items periodically counted and compared to amounts 

shown on control records? 

 X There were no records to show that counts and comparison of controlled items 

were conducted.  

 e. For performance indicators, does management compare different sets of 

data and investigate differences? 

 X There were no documents to show that management reviewed and compared 

different sets of data relating to performance. 

 f. Are duties properly segregated among different people to reduce the 

risk or error or inappropriate actions? 

 X See Finding 7 
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 g. Are administrative and operation policies in writing, current, and do 

they set clear procedures for compliance? 

X   

Information and Communication    

D1. Information    

 a. Are mechanisms in place to obtain relevant information on legislative 

or regulatory developments and program, budget, or economic 

changes? 

 X The City has a contract in place for advisory relative to legislative and regulatory 

developments. However, we could not determine from documents we reviewed if 

such advisory information was ever provided to the City. Except for the 

comparison of budget and actual that is presented in the external Comprehensive 

Annual Financial Report, we are not aware of any detail review and analysis done 

by the City relative to program, budget, or economic changes. 

 b. Is information provided to the right people in sufficient detail and on 

time to enable them to carry out their responsibilities efficiently and 

effectively? 

 X See above comments 

 c. Is development or revision of information systems based on the 

strategic plan linked to the entity’s overall strategy, and is it responsive 

to achieving City-wide objectives? 

 X  See B1a  

 d. Does management support the development of necessary information 

systems and show its support by committing appropriate resources. 

 X See D1a 

D2. Communications   
  

 

 a. Does management ensure that effective internal communications occur?  X It appears from our observation and inquiry that employees receive clear messages 

from top management; however, management does not receive significant 

information upstream from employees. For example, billings approved by the City 

Manager, though questionable due to lack of adequate review and documentation 

were never questioned by the employees or communicated back to the City 

Management. See Finding 1 and 2. 

 b. Does management ensure that effective external communication occurs 

regarding issues with serious impact on programs, projects and other 

activities? 

 X See D2a 
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 c. Does the City employ various forms and means of communicating 

important information with employee and others? 

 X See D2a 

 d. Does the City manage, develop, and revise its information systems in 

an effort to continually improve usefulness and reliability? 

 X We could not determine from our review if pertinent information was identified, 

captured, and communicated in a form and timeframe that would enable 

employees to carry out their responsibilities. 

Monitoring   
 

E1. On-going monitoring    

 a. Does management have a strategy to ensure that ongoing monitoring is 

effective and will trigger separate evaluations? 

 X The City’s strategic plan was not yet implemented during our review. In addition, 

the prior audit committee was not proactive relating to issues on audits and 

internal controls.  

 

 b. Do City personnel, in the process of performing their regular duties, 

obtain information about whether internal control is functioning 

properly? 

 X City employees we interviewed appeared to have no knowledge about internal 

control. 

 c. Are communications from external parties corroborated with internally 

generated data and able to indicate problems with internal control? 

 X Except for the Comprehensive Annual Financial Review, there were no other 

external communications relative to internal control. 

 d. Is there appropriate organizational structure and supervision to help 

provide oversight of internal control functions? 

 X See E1a. 

 e. Are data recorded by information and financial systems periodically 

compared with physical assets and discrepancies are investigated? 

 X The City management relies on the external auditors for the accuracy of recorded 

assets. 

 f. Are the City Auditor’s Office and other auditors regularly providing 

recommendations for improvements in internal control, and is 

management taking appropriate follow-up action? 

 X See A1a, comment B 

 g. Are meetings with employees used to provide management with 

feedback on whether internal control is effective? 

 X City employees  did not remember when the last meeting was conducted between 

employees and management relating to internal control.  

 h. Are employees’ regularly asked to state explicitly whether they comply 

with the City’s code of conduct? 

 X Some of the City staff interviewed appear to be uninformed about the City’s code 

of conduct. 
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E2. Separate evaluation    

 a. Are the scope and frequency of separate internal control evaluations 

appropriate for the City? 

X  Annually, as part of the Comprehensive Annual Financial Report. 

 b. Are the methodologies for evaluating the City’s internal control logical 

and appropriate? 

X  Based on the external CPA evaluation. 

 c. If the evaluations are conducted by the City Auditor’s Office, does the 

office have sufficient resources, ability, and independence? 

 X The City does not have a City Auditor’s Office. 

 d. Are deficiencies found during separate evaluations promptly resolved?  X See A1a 

E3. Reporting deficiencies    

 a. Are there means of obtaining reports of deficiencies from both internal 

and external sources? 

X  Audit Reports are available on the City’s website, from the State Controller’s 

Office, and/or from the audit firm that performed the audit/review. 

 b. Is there ongoing monitoring of internal controls?  X There were audit issues noted in the FY 2012-13 County Grand Jury Report that 

were still outstanding as of the last day of our review. 

 c. Are deficiencies reported to the person directly responsible and to a 

person at least one level higher? 

 X See A1a 

 d. Are the identified transactions or events investigated to determine 

causes and correct problems? 

 X It appears that review of contractor billings and authorization of payments lack 

detail review and analysis before final payments. See Findings 2 and 3. 
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