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Troy Helling, City Manager
City of Industry

15625 Stafford Street

City of Industry, CA 91744

Dear Mr. Helling:

The State Controller’s Office conducted a review of the City of Industry’s internal control
system to determine the adequacy of the city’s efforts to implement the recommendations and
responses to the findings noted in our prior review report for the period of July 1, 2012, through
June 30, 2014, issued on January 28, 2016; and to evaluate the adequacy of the city’s existing
internal control system for conducting its operations, preparing financial reports, safeguarding
assets, and ensuring proper use of public funds.

Our review found that the city did not satisfactorily resolve all of the findings noted in our prior
review report (Appendix A). Specifically, the city did not fully implement our recommendations
in all of its operations, as indicated by its lack of controls over the Expo Center and the city’s
rental properties. In addition, the city’s current internal control system is mostly inadequate, as
described in the Findings and Recommendations section of our report.

The results of our review and evaluation of the city’s internal control system are included in this
report as Appendix B. Our evaluation of the internal control attributes was based on conditions
that existed during the review period of January 29, 2016, through April 12, 2018.

We used Standards for Internal Control in the Federal Government (Green Book), established
by the Government Accountability Office, to assess various aspects of the city’s internal control
system. The Green Book outlines the fundamental components, principles, and attributes of an
effective internal control system. Of the 48 control attributes evaluated, we found that 36, or
75%, were not present. Only 12, or 25%, were present and functioning.

If you have any questions, please contact Efren Loste, Chief, Local Government Audits Bureau,
by telephone at (916) 324-7226.

Sincerely,
Original signed by

JIM L. SPANO, CPA
Chief, Division of Audits

JLS/as



Troy Helling, City Manager

cc: The Honorable Mark D. Radecki, Mayor

City of Industry

Cory C. Moss, Mayor Pro Tem
City of Industry

Abraham N. Cruz, Councilmember
City of Industry

Catherine Marcucci, Councilmember
City of Industry

Newell W. Ruggles, Councilmember
City of Industry

Yamini Pathak, Director of Finance
City of Industry

January 23, 2019
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City of Industry

Internal Control System

Review Report

Introduction

Background

The State Controller’s Office (SCO) conducted a follow-up review to
determine the adequacy of the City of Industry’s efforts to implement the
recommendations and responses to the findings noted in our prior internal
control system review report for the period of July 1, 2012, through
June 30, 2014, issued on January 28, 2016. In addition, we reviewed the
city’s existing internal control system. This review report covers the period
of January 29, 2016, through April 12, 2018. We expanded our testing as
necessary to include prior and current transactions to follow up on issues
identified by interviewing city officials, and reviewing other audit reports
and work done by independent auditors.

We conducted this review pursuant to Government Code (GC)
section 12422.5, which authorizes the Controller to “audit any local
agency for purposes of determining whether the agency’s internal controls
are adequate to detect and prevent financial errors and fraud.”

We used Standards for Internal Control in the Federal Government
(Green Book), established by the Government Accountability Office
(GAO), to assess various aspects of the city’s internal control system. The
Green Book outlines the fundamental components, principles, and
attributes of an effective internal control system. This assessment is
intended to help management evaluate how well the city’s internal control
system is designed and implemented, and determine where improvements
can be made.

This report presents the findings and conclusions that we reached in our
review of the city’s internal control system.

City of Industry

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 City Council is composed of five members elected at large by the
city’s citizens to serve for four-year overlapping terms. As the city’s
legislative body, the City Council acts upon city laws and is bound to
uphold State and Federal laws; the city adopted its own charter on June 8,
1976. The city sets its own laws and policies by ordinance, resolution, and
minute action.

The City Council appoints members to the various city boards,
commissions, and committees, including the Civic-Recreational-Industrial
Authority (CRIA). The CRIA was originally established in 1972 by a joint
exercise of powers agreement between the City of Industry and its
redevelopment agency, the Industry Urban-Development Agency (IUDA).
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The IUDA was dissolved as a legal entity on February 1, 2012; therefore,
it is no longer a member of the CRIA. On May 24, 2012, the city adopted
Resolution No. CC 2012-10, amending and restating the existing joint
exercise of powers agreement and admitted the City of La Puente as a
member of the CRIA. The purpose of this agreement is to provide for
management, maintenance, operation, and oversight of property, including
the Industry Hills Expo Center (Expo Center).

The City Council also appoints members to the Industry Property and
Housing Management Authority (IPHMA). The IPHMA is a joint powers
authority between the City of Industry and the CRIA, it is the governing
authority that manages and maintains the city’s housing assets. The
IPHMA is administered by a Board of Directors consisting of three
Directors—two appointed by the City Council, and one appointed by the
CRIA. The Industry Property and Housing Management Authority Fund
is an enterprise fund that is supported by rental income, its fund balance
reserves, and subsidies from the city’s General Fund.

The City Council Members also serve as Board Members/Commissioners
to the Successor Agency to the Industry Urban-Development Agency,
Industrial Development Authority, Industry Public Utilities Commission,
and Industry Public Facilities Authority, with the Mayor serving as
Chairman/President of the Board.

Administrative and Internal Accounting Controls Review Report

On January 28, 2016, the SCO issued a report for its review of the city’s
internal control system, which included the following findings:

e Sixty-seven of 79 internal control elements were inadequate,
rendering accounting controls effectively non-existent.

e Thecity paid $14.7 million to a contractor, the Industry Manufacturers
Council, for advertising and promotion despite the lack of proper
supporting documentation, making it impossible for SCO and other
reviewers to determine what services had been provided.

e The city paid $12.3 million to Zerep Management Corporation for
maintenance and miscellaneous services although invoices
consistently lacked detailed descriptions of the services provided.
Several invoices were paid without proper authorization from the
finance department or the city manager, as called for in departmental
procedures. Some of the work may have been outside the scope of the
contract.

e The City Council failed to exercise sufficient oversight of the city’s
finances and operations, approving contracts without detailed reviews
and failing to analyze measures that it had approved. Over eight years,
all resolutions and ordinances but one were passed unanimously, and
the average City Council meeting (excluding closed sessions) lasted
approximately 18 minutes. The City Council approved contract
extensions without considering other options or seeking bids from
other companies.
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Objectives, Scope,
and Methodology

The city failed to exercise adequate control over city-issued credit
cards. Of $235,189 in credit card charges over five years, 83% were
found to be questionable, including meals and hotel rooms charged by
managers, elected officials, and other employees. One meal charged
by a manager in 2014 cost $560. A former manager charged travel
expenses of $4,636 on one day in 2012, including $253 for alcoholic
beverages and $661 for massage services. Other questionable charges
included $796 for an iPad for an elected official, $4,142 for flowers,
$446 for a wine-tasting, and $2,185 for a 65-inch television.

Some employees may have been paid twice for the same work.

The city did not maintain timesheets or provide documentation for
annual employee reviews.

The objectives of our review were to:

Determine the adequacy of the city’s efforts to implement the
recommendations and responses to the findings noted in our prior
review report for the period of July 1, 2012, through June 30, 2014,
issued on January 28, 2016; and

Evaluate the city’s internal control system for the period of
January 29, 2016, through April 12, 2018, to ensure the:

o Effectiveness and efficiency of operations;
o Reliability of financial reporting;
o Compliance with applicable laws and regulations; and

o Adequate safeguarding of public resources.

To achieve our objectives, we:

Identified what actions, if any, the city has taken in response to our
prior findings and recommendations;

Identified recommendations from our prior review report that have not
yet been implemented;

Evaluated the city’s formal internal policies and procedures;

Conducted interviews with city employees and observed the city’s
business operations to evaluate the city’s internal control system;

Reviewed the city’s supporting documentation, including financial
records;

Performed tests of transactions on a non-statistical sample basis to
ensure adherence with prescribed policies and procedures, and to test
and validate the effectiveness of controls; and

Evaluated various aspects of the city’s internal control system in
accordance with the Green Book.
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Conclusion

Follow-up on
Prior Review
Findings

Views of
Responsible
Officials

Restricted Use

Our review found that:

e The city did not satisfactorily resolve all of the findings noted in our
prior review report for the period of July 1, 2012, through June 30,
2014, issued on January 28, 2016. Specifically, it did not fully
implement our recommendations in all of its operations, as indicated
by its lack of controls over the Expo Center and the city’s rental
properties. The results of our follow-up on the prior review findings
are described in Appendix A of this report.

e The city’s internal control system appears to be mostly inadequate, as
described in the Findings and Recommendations section. These
findings include:

Insufficient oversight of the Expo Center (Finding 1);

o Insufficient oversight of rental properties (Finding 2);

o Lack of controls over equipment and vehicle usage (Finding 3);

o Lack of controls for a loan to the Industry Convalescent Hospital
(Finding 4);

o Lack of an audit committee (Finding 5); and

Lack of approved meeting minutes (Finding 6).

Of the 48 control attributes evaluated pertaining to internal control
components and principles, we found that 36, or 75%, were not present.
Only 12, or 25%, were present and functioning. The results of our review
and evaluation of the city’s internal control system are included in this
report as Appendix B.

The city did not satisfactorily resolve all of the findings noted in our prior
review report for the period of July 1, 2012, through June 30, 2014, issued
on January 28, 2016. The results of our follow-up on the prior review
findings are described in Appendix A of this report.

We issued a draft report on November 28, 2018. Troy Helling, City
Manager, responded by email on December 14, 2018, and in a letter
postmarked December 14, 2018. The city stated that it has taken steps to
address the issues noted in our findings and will continue to make efforts
to enhance its internal control system. The city’s response is included in
this final review report as an Attachment.

This review 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 review report, which is a matter of public record.

Original signed by

JIM L. SPANO, CPA
Chief, Division of Audits

January 23, 2019
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Findings and Recommendations

FINDING 1— The city, as a member of the CRIA, did not exercise sufficient oversight
Insufficient of the financial and operational activities of the Expo Center. As a result,
oversight of the the Expo Center, which the CRIA oversees, incurred average annual losses
Expo Center of $1.53 million dollars from fiscal year (FY) 2011-12 to FY 2016-17.

Civic-Recreational-Industrial Authority

The CRIA is a separate legal entity formed under a joint exercise of powers
agreement. It is noted that the CRIA’s financial statements are included in
every fiscal year of the city’s government-wide financial statements as a
blended component unit. In addition, the CRIA’s day-to-day operations
are administered by the City Manager, and its financial affairs are the
responsibility of the City Treasurer and the Director of Finance of the City
of Industry.

From FY 2011-12 to FY 2016-17, the city transferred $6.86 million to
support the CRIA’s operation and management, of which the CRIA
transferred $5.31 million directly to the Expo Center, as shown below:

FY 2011-12 FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17 Total Average/Year

Transfers-in from City of Industry ~ $ 1,332,840 $ 1,384,382  $ 1,325441  $1,349.473  $ 918268 $ 546,799 $ 6,857,203  $1,142,867
Transfers-out to Expo Center $(1,119,559) $(1,232,237) $(1,080,000) $ (849,250) $(582,000) $(449,906) $(5312,952) $ (885,492)

Industry Hills Expo Center

The CRIA’s primary function is to oversee the management of the Expo
Center, a multi-purpose recreational, meeting, and event facility. The
CRIA has contracted with CNC Equestrian Management Services, Inc.
(CNC Equestrian) to manage the daily operations of the Expo Center. A
City Councilmember is also employed by CNC Equestrian to manage the
Expo Center’s accounting functions.

The Expo Center’s operating revenue from events and rentals was not
sufficient to cover its operating expenses. During the period of July 1,
2011, through June 30, 2017, the Expo Center experienced total net losses
of $9.18 million dollars, an average of $1.53 million dollars per fiscal year,
as shown below:

FY 2011-12 FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17 Total Average/Year

Total Operating Revenue $ 1,430,399 $ 1,535,020 $ 1,433,242 $ 1,290,492 $ 1,507,883 $ 1,552,885 $ 8,749,921 $ 1,458,320

General Administration 1,197,876 1,167,067 1,220,862 1,124,188 1,038,152 1,037,654 6,785,799 1,130,967
Expo Center Operation 1,178,005 1,261,214 1,185,308 901,744 1,064,418 1,127,486 6,718,175 1,119,696
Depreciation 728,828 749,372 751,458 747,153 751,277 747,916 4,476,004 746,001
Total Operating Expenses 3,104,709 3,177,653 3,157,628 2,773,085 2,853,847 2,913,056 17,979,978 2,996,663
Operating Income (Loss) (1,674,310) (1,642,633) (1,724,386) (1,482,593) (1,345,964) (1,360,171)  (9,230,057) (1,538,343)
Other Income 6,164 8,373 8,232 6,532 7,384 7,932 44,617 7,436
Net Income (Loss) $ (1,668,146) $ (1,634,260) $ (1,716,154) $ (1,476,061) $ (1,338,580) $ (1,352,239) $(9,185,440) $ (1,530,907)

The city transferred funds to the CRIA, which the CRIA subsequently
transferred to the Expo Center to compensate for the losses. Between
FY 2011-12 and FY 2016-17, the CRIA transferred a total of $5.31 million
to the Expo Center.
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Lack of internal controls over Expo Center

The Expo Center lacks internal controls, such as formal policies and
procedures, supporting documentation for payments, adequate oversight
of purchasing, and adequate maintenance of records.

Lack of formal policies and procedures

We attempted to assess the Expo Center’s written policies and procedures
regarding its operations to ensure that the control procedures were
complete and sufficient to protect public resources from misuse. However,
city management did not provide us with any written policies and
procedures. In addition, city management was not directly involved in the
Expo Center’s daily operations and could not demonstrate an
understanding of the internal control system over Expo Center activities.

Without written policies and procedures to evaluate, we attempted to
interview Expo Center staff to gain an understanding of its operations and
controls. However, we were not permitted to interview anyone because
city management claimed that Expo Center staff were contractors and not
employees; therefore, the city could not compel them to cooperate.

Inadequate supporting documentation for expenses

We reviewed the Expo Center’s Expense Ledger Detail Listing for
FY 2016-17, and requested supporting documentation, such as invoices
and purchase orders, for 14 transactions to ensure that the expenses were
for official business, classified correctly, recorded in a timely manner, and
approved by management prior to payment. However, the city did not
provide supporting documentation.

We could not verify that any Expo Center expenses were for official
business.

Lack of supporting documentation for questionable transactions in Check
Register Summaries

All of the Expo Center’s expenses were listed in monthly Check Register
Summaries and were presented to the CRIA Board for final approval. For
the period of January 1, 2016, through April 30, 2018, we noted several
issues in Check Register Summaries that warrant follow-up review:

e Fifty-one entries for Automated Teller Machine (ATM)
replenishments totaling $480,040 were questionable. Except for one
entry of $9,540, entries for ATM replenishment were generally in
multiples of $500 or $1,000. For example, ATM replenishment on
July 5, 2016, was $30,000 and on July 24, 2016, was $2,500.
Normally, funds in ATMs are replenished based on the money
withdrawn by users and not always perfectly rounded in multiples of
$500 or $1,000.

Despite  multiple requests, the city has not provided any

documentation of its ATM replenishment process, such as activity
logs or a formal internal policy and procedures.
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We were unable to verify that these ATM replenishments were for
official business.

e Forty-six checks were voided, for which the city has not provided any
documented justification. Proper explanations for voided checks
should be presented before the CRIA Board fully accepts the monthly
Check Registers.

We were unable to verify that these checks were properly voided.

e Fifty-seven checks were not included in the Check Register
Summaries. Check numbers were periodically skipped in the Check
Register Summaries; the city did not provide any documented
justification upon request. The city should cancel these checks to
ensure that they are voided and cannot be used.

Inadequate oversight of purchasing

The city does not provide sufficient oversight of the Expo Center’s
purchasing and payment processes.

The city gave CNC Equestrian complete control and authority over the
city’s bank account. CNC Equestrian can authorize and make its own
purchases without any oversight from city management. CNC Equestrian
can also produce checks for these purchases.

The city granted this contractor almost complete control of the purchasing
and payment process with minimal city management involvement, which
is contrary to the city’s established financial responsibilities as stated in
the CRIA’s joint powers agreement.

Inadequate record keeping
The City Treasurer claims that she reviewed supporting documentation,
such as invoices, before she signed checks for Expo Center expenses.
However, we could not confirm this, because the city did not maintain
copies of these documents.

The city is responsible for maintaining supporting documentation to
support that it spent public resources appropriately.

Lack of management oversight to mitigate operational losses

On June 1, 2002, the CRIA assumed control over the Expo Center’s
operations. Since that time, Expo Center has consistently lost money for
the city. The city established the Expo Center activities as an enterprise
fund; therefore, it should be fully supported by its revenue activities with
minimal support from other financing sources such as transfers.

Based on the documents reviewed and interviews with city management,
it appears that the city failed to:

e Address the Expo Center’s operational losses;

e Develop formal policies and procedures;
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e Exercise sufficient oversight of the purchasing and payment
processes; and

¢ Maintain adequate supporting documentation relating to expenses and
the handling of checks.

Recommendation

We recommend that the city, as a member of the CRIA:
e Develop a plan to address Expo Center operational losses;
o Develop formal policies and procedures;

e Exercise additional oversight for the purchasing and payment
processes; and

e Maintain adequate supporting documentation relating to expenses and
the handling of checks.

City’s Response

The Report states that annual losses from the Expo Center result from
insufficient oversight. However, the Report fails to offer any facts which
support that a lack of oversight caused any losses experienced by the
Expo Center. While there are certain changes that can improve daily
operations and accounting, a fundamental understanding of the Expo
Center’s public purpose helps to clarify why the facility does not operate
as a profit center....

Similar to parks and recreation departments of cities across California,
this community resource is not operated purely for the purpose of
generating profit for CRIA and may incur operational losses, which the
City has subsidized to allow continued service....

Expo Center revenues have steadily increased by 21.6% during the past
three (3) years, from $1,295,861 in 2015, to $1,576,126 in 2017. CRIA
will continue to seek opportunities to increase facility utilization,
including both revenue generating and those that benefit the City,
neighboring communities and residents.

The political nature of this Report is again noted when the Controller’s
office states that “a City Councilmember is also employed by CNC
Equestrian Management Services, Inc. (“CNC Equestrian”) to manage
the Expo Center’s accounting functions.” It is unclear how that statement
is relevant to the analysis (or lack thereof) concerning the operations at
the Expo Center. The notation concerning the Councilmember is likely
an effort by the Controller and her cronies to intimidate an Industry
Councilmember and as retaliation against that Councilmember for
actions related to the Tres Hermanos project.

Inadequate oversight of purchasing/Inadequate Record Keeping:
Contrary to what is stated in the Report, the City does not give CNC

Equestrian complete control and authority over the City’s bank account,
or purchasing and payments.
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Presently, CRIA contracts with CNC Equestrian to manage all day-to-
day operations, including operation of the facility, staffing, and
bookkeeping. All invoices are reviewed by CNC Equestrian, then a
check is prepared and submitted for authorization and payment by CRIA.
Payment authorization requires dual signatures by City administrators.
Thereafter, month end closing and reconciliation is prepared by Rogers,
Clem & Company, an accounting firm, and reviewed by CRIA, at a
public meeting, and audited by The Pun Group, another accounting firm.
With respect to the issue of voided checks, those checks are included in
the warrant register for CRIA’s review. It is also the City’s
understanding that CNC Equestrian has plans to contract out the ATM
replenishment process.

There are also instances where the Controller indicates that it was
“unable to verify that checks were properly voided” or that it could “not
verify that any Expo Center expenses were for official business,” yet the
Report does not demonstrate that the checks were not properly voided,
or that expenses were not for official business. These remarks are used
to make the reader believe that the City or CNC Equestrian are somehow
engaged in illicit activities, however there is nothing to substantiate these
allegations.

To address other concerns identified in the Report, formal policies and
procedures to define appropriate operations and expenditures will be
drafted, submitted for CRIA’s consideration, and implemented
consistent with the City Resolution 2013-12. For example, both CRIA
and the City will further outline the purchasing and payment process, as
well as ensure preservation of supporting documentation in accordance
with a records retention schedule.

SCO Comment
Our finding and recommendations remain unchanged.

As presented in the report, the Expo Center experienced annual losses of
$1.53 million during the last six fiscal years that we reviewed. Although
the city did not make individuals who were knowledgeable about the Expo
Center operation available for our inquiry and provided only limited
documentation for our review, the finding identified several internal
control weaknesses that may contribute to the Expo Center’s operating
losses. The prevention and control of weaknesses in internal control is a
responsibility of the city, as a member of CRIA, and its management.

The Expo Center is accounted for in the city’s basic financial statements
as an enterprise fund. In accordance with standards that the city claims it
adheres to, the Government Finance Officers Association (GFOA) advises
that “It is essential that a government maintain adequate levels of working
capital in its enterprise funds to mitigate current and future risks (e.g.,
revenue shortfalls and unanticipated expenses) and to ensure stable
services and fees.”

We were unable to analyze the Councilmember’s role regarding the Expo
Center’s operations because the city did not provide substantive
documentation or make knowledgeable individuals available for inquiry.
Similarly, we were unable to determine if there were any conflicts of
interest related to the Councilmember’s role of approving Expo Center
purchases and payments to CNC Equestrian. We did not identify the
Councilmember in the report.
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FINDING 2—
Insufficient
oversight of rental
properties

The city states that “the Report does not demonstrate that the checks were
not properly voided, or that expenses were not for official business.” As
previously stated, SCO auditors were unable to analyze the voided checks,
supporting documentation, or expenses because, despite repeated requests,
the city did not provide substantive documentation or make
knowledgeable individuals available for inquiry. We did not make any
statement regarding whether the city or CNC Equestrian were engaged in
illicit activities.

We would welcome the city’s response to our repeated requests for
additional information and substantive documentation to support the city’s
assertion that public funds were spent appropriately.

The purpose of the finding was to encourage the city to develop and
implement formal policies and procedures to ensure that public funds are
properly accounted for and spent appropriately. The finding presented in
this report is based on inquiry with city management and personnel, and
evaluation of documentation provided during our review.

The city, as a member of the IPHMA, incurred significant losses due to
insufficient oversight of its rental properties. The IPHMA incurred losses
in its yearly operations of $169,705 in FY 2014-15, $683,277 in
FY 2015-16, and $340,425 in FY 2016-17.

The city’s rental properties are managed by the IPHMA, which is a joint
powers authority between the City of Industry and the CRIA; it is the
governing authority that manages and maintains the city’s 29 rental
properties. The IPHMA is administered by a Board of Directors (IPHMA
Board) consisting of three Directors—two appointed by the City Council
and one appointed by the CRIA. The Industry Property and Housing
Management Authority Fund is an enterprise fund supported by rental
income, fund balance reserves, and subsidies from the city’s General Fund.
The IPHMA is a separate legal entity under the joint powers act; however,
the TPHMA’s day-to-day operations are administered by the City
Manager, and its financial affairs are the responsibility of the City
Treasurer of the City of Industry.

We identified several issues that may have contributed to the operating
losses of the rental properties.

Lack of a clear objective

The city does not have a clear objective for the IPHMA, or a strategic plan
for its operations.

The Basic Financial Statements for FY 2016-17 mention that the IPHMA
was established “to manage the property and housing rental activity within
the City.” We spoke with city management on several occasions in an
attempt to understand the objective of the IPHMA; however, city
management could not explain the IPHMA’s purpose beyond managing
the city’s properties and rental activity.
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City management was unclear about whether the city’s housing properties
are for low-income residents, city representatives and their family
members, or city contractors. Without a clear purpose, it is difficult to
determine whether the IPHMA’s operations are aligned with its objective.

Lack of formal policies and procedures
The city lacks formal policies and procedures for its rental housing
operation, such as the housing application process, the methodology for

determining rents charged to tenants, and the house remodeling process.

Lack of a formal application process

According to the city, the informal application process is initiated by a
prospective tenant, who submits a letter describing his or her hardships
and need for housing in the city. The IPHMA Board reviews the letters
and approves new tenants at its sole discretion, without any documented
justification. The vacancies are usually not advertised. The IPHMA
Board’s methodology and criteria for selecting tenants is questionable.

For example, a Councilmember’s spouse expressed difficulties with
climbing stairs while living in a city rental house and requested tenancy in
a single-story house. The IPHMA Board allowed the Councilmember and
family to move to a newly-renovated house that had been remodeled for
$528,028.

The IPHMA Board’s methodology in tenant selection is not transparent
and appears questionable. To improve the process, the city should
establish a formal application process based on a priority list, with a
documented methodology to ensure that public funds are not misused.

Lack of rent calculation methodology

On September 20, 2018, the price range to rent a house in the city area is
$2,200 to $3,250 per month. The city charges rental rates of $600 to $700
per month for houses which vary in size and number of bedrooms and
bathrooms. These rates are significantly below the market rate. The city
lacks a documented methodology to substantiate how it determines the
below-market rental rate for its tenants.

As stated in Note 17 of the Basic Financial Statements for FY 2016-17,
the city’s housing properties are occupied by current and former City
Council members, current Commissioners, and current Boards members.

GC section 8314 provides in relevant part:

(a) It is unlawful for any elected state or local officer, including any
state or local appointee, employee, or consultant, to use or permit
others to use public resources for...personal or other purposes which
are not authorized by law.

(b) For purposes of this section:

(1) ‘Personal purpose’ means those activities the purpose of which
is for personal enjoyment, private gain or advantage, or an
outside endeavor not related to state business. ..

-11-
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(3) ‘Public resources’ means any property or asset owned by the
state or any local agency, including, but not limited to, land,
buildings, facilities, funds, equipment, supplies, telephones,
computers, vehicles, travel, and state-compensated time.

The city does not consider the difference between the city’s rental rate and
market rate as a form of compensation for city representatives. Without
policies and procedures, it is unclear whether this dollar amount is a form
of taxable compensation or a gift of public funds.

Based on our review of the IPHMA Board meeting minutes, housing rental
rates have not been adjusted since September 2012. Additionally, other
documents that were made available for our review did not show whether
rent was ever adjusted for city housing.

The city’s failure to adjust housing rental rates contributed to a loss of
additional city revenue.

No policy and procedures for the remodeling process

The city does not have a policy or procedures for the remodeling process.
Normally, remodeling is approved by the IPHMA Board; however, we
were not able to verify the approval for the remodeling of the house in
which a Councilmember’s spouse currently resides, which cost
approximately $528,028, because the city did not provide the auditors with
complete IPHMA Board or City Council meeting minutes.

Without established formal policies and procedures, the city is at risk of
being unable to prevent and detect abuse of public funds.

Demand for payments lacked proper analysis and review

Payments for goods and services were approved by the city without
adequate review. From January 2015 to July 2017, demand for payments
amounted to $1.88 million dollars. The city approved these payments
without question or scrutiny. We noted the following questionable
payments:

e $418,000 for CNC Engineering’s professional services costs relating
to house remodeling were paid without an IPHMA Board-approved
contract agreement. We reviewed the meeting minutes between
September 2014 and November 2016, and found no approval of CNC
Engineering’s contract agreement.

e Material variances in monthly maintenance costs for Satsuma,
maintenance contractor for the city, were neither reviewed nor
questioned. The billing invoices fluctuated between $9,000 and
$17,000 a month, but the city did not justify these variances.

Lack of controls for remodeling expenses
On January 6, 2015, the City Engineer solicited bids for Project
IPHMA-001 with estimated project costs of $525,000. The project was for

the remodeling of houses located at 15714 and 15722 Nelson Avenue, City
of Industry.
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On February 8, 2015, the IPHMA Board reduced the scope of
improvements to only the house at 15722 Nelson Avenue, and revised the
remodeling cost estimate to $175,000.

This property features two bedrooms and two bathrooms with 1,044 square
feet of living space. At that time, a city employee was renting this property
for $700 per month.

Several instances demonstrate that the city failed to exercise sufficient
oversight of the project. Based on our review of available documents, we
noted that:

e The city selected a bid for $373,577 although the revised scope’s
estimated cost was $175,000; and

e The total costs incurred for the remodeling project grew to over
$788,000.

The total costs included construction and other professional services.
Some of the professional services provided by CNC Engineering and
Kleinfelder were incurred without contracts approved by the IPHMA
Board. We also noted that the approved construction contract agreement
for remodeling is contradictory.

Article 1 of the contract between the IPHMA and CNC Engineering states
that IPHMA will provide the contractor with the materials for the work to
be performed. However, Article 3 states that the contractor will provide
the materials, contrary to Article 1.

There were no contract amendments to correct this misstatement regarding
who should provide materials. Additionally, the agreement did not include
the maximum billable amount, which should have been included to help
control costs.

IPHMA'’s operating losses
The city established the IPHMA activities as an enterprise fund; therefore,

it should be fully supported by its revenue activities with minimal support
from other financing sources.
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However, as a result of the city’s lack of oversight, formal policies and
procedures, and rental calculation methodology; and severe deficiencies
in controls over the handling of renovations, the IPHMA operated at a loss
for FY 2014-15 through FY 2016-17, averaging approximately $398,000

annually per fiscal year, as shown below:

Operating Revenue:
Rental Income
Total Operating Revenue

Operating Expenses:
Personnel Services
Cost of housing authority operations
Depreciation

Total Operating Expenses

INCOME (LOSS) FROM OPERATIONS

FY 2014-15 FY 2015-16 FY 2016-17 Total Average

$ 219700 $ 175007 $ 191300 $ 586,007

219,700 175,007 191,300 586,007 ~$ 195,336
- - 23,245 23,245
291,866 759,130 396,205 1,447,201
97,539 99,154 112,275 308,968

389,405 858,284 531,725 1,779,414 593,138

$ (169,705) $ (683277) $ (340425 $ (1,193407) $ (397,802)

Recommendation

We recommend that the city, as a member of the IPHMA:

Establish a clear objective and strategic plan for the IPHMA, to align

with its operating activities;

Establish formal policies and procedures for the application process;

Advertise vacancies to create a fair opportunity to receive housing;

and

Develop a methodology to determine fair market value for its rental

properties to offset operating losses and remodeling expenses.

City’s Response

Lack of clear objective:

... Per the JPA [Joint Powers Agreement], the purpose of the IPHMA is
to manage City and CRIA owned residential properties

Lack of formal policies and procedures:

The IPHMA Board has directed staff to prepare standard applications,
lease agreements, and a methodology for rent determinations to comply
with best practices. To provide a comprehensive set of policies and
procedures, staff is preparing a Request for Qualifications to retain a
consultant, with public housing expertise, to advise and assist with
standardization of practices, commensurate with a housing objective to
be defined by IPHMA and, as the matter relates to land use and
development, the City Council. Once these policies and procedures are
completed, concerns listed in the Report will be fully resolved.

Please note that, on Page 9, under Lack of rent calculation methodology,
the second paragraph states that “the city’s housing properties are
occupied by . . . current IPHMA Board members.” In fact, no past or
present IPHMA Board members live in any property managed by the
IPHMA, and none of the IPHMA Board Members are City residents....
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With respect to Satsuma, it is unclear how the Controller came to the
conclusion that the monthly maintenance costs were “neither reviewed
nor questioned,” and that there was nothing to justify the variances in the
invoice amount. Invoices from Satsuma are processed in the same
manner as all requests for payment from vendors. Once received, the
invoice is submitted to Accounts Payable staff, within the Finance
Department, who compare it against the Purchase Order (“PO”) terms.
If the type of service, allocated time, and cost is consistent with the PO,
then the invoice is transmitted to the City Manager for signature. Prior
to authorizing payment, the City Manager, or his authorized designee,
will verify that work performed was actually needed and ordered by the
City, satisfactorily completed, and the time and materials billed are
reasonable. Afterwards, all records are retained.

Concerning the variances in Satsuma’s invoices, it is only logical for
invoices to vary for maintenance services based on the level of services
performed each month.

Further, consistent with the tone of the Report, statements were made
once again to intimidate a Councilmember and as political retribution.
While repairs and renovations have been made to most of the housing
managed by the IPHMA, the Controller chose to single out a
Councilmember’s home to use as an example.

SCO Comment

We have updated this finding based on the city’s clarification; our
recommendations remain unchanged.

The draft version of this report stated:

As stated in Note 17 of the Basic Financial Statements for FY 2016-17,
the city’s housing properties are occupied by current and former City
Council members, current Commissioners, and current IPHMA Board
members.

This final version states:

As stated in Note 17 of the Basic Financial Statements for FY 2016-17,
the city’s housing properties are occupied by current and former City
Council members, current Commissioners, and current Board members.

As stated in the finding, “city management was unclear about whether the
city’s housing properties are for low-income residents, city representatives
and their family members or city contractors.” Without a clear objective,
we could not determine how the IPHMA Board could properly and
reasonably manage these city-owned properties. The city disagreed with
our conclusion that the IPHMA lacked a clear objective or strategic plan
for its operations, and claimed that the purpose of IPHMA is simply to
manage residential properties.

However, the city stated that it plans “to retain a consultant, with public
housing expertise [emphasis added], to advise and assist with
standardization of practices, commensurate with a housing objective to be
defined by IPHMA [emphasis added].” This statement seems to indicate
that the IPHMA Board is considering updating or redefining IPHMA’s
objective for a public housing-related purpose.
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FINDING 3—
Lack of controls
over equipment
and vehicle usage

As noted in the report, questionable expenses were included in the list
presented to the city for approval. However, for the period of January 2015
through July 2017, the city did not question or disapprove any of these
expenses.

The city’s response included a statement regarding the intimidation of a
Councilmember. This report is not intended to single out any city officer
or employee, but to present examples of circumstances that showed
weaknesses in internal controls.

We could not determine whether there were any conflicts of interest, such
as preferential treatment regarding the rent calculation, or approval of the
rental application, because the city lacked documentation, policies,
procedures, and methodologies. It is unclear whether the Councilmember
was approved for housing because of the Councilmember’s employment
with Square Root (a city landscaping vendor) or the Councilmember’s role
in city governance. We did not identify the Councilmember.

The city lacks formal policies and procedures and active oversight of
contractors’ use of city-owned equipment and vehicles.

We assessed the city’s policies and procedures regarding equipment and
vehicle usage to ensure that the control procedures were complete and
sufficient to protect public resources from misuse. We noted that the city
did not have any formal policies and procedures for equipment and vehicle
usage by city employees or contractors.

The city provided contractors with equipment and vehicles for use in their
work on city projects. For example, two supervisors for a maintenance
contractor (Square Root), were provided city-owned Ford F-150s. These
supervisors are also City of Industry Councilmembers. The city did not
stipulate in the contract agreement that contractors must abide by the same
rules that city employees are required to follow.

The city also lacks compensating controls to prevent the personal use of
equipment and vehicles by contractors for which the city incurs additional
costs for maintenance and upkeep.

Without effective controls, city-owned equipment and vehicles are
potentially susceptible to theft, vandalism, and misuse of public resources.

Recommendation

We recommend that the city:

e Establish formal policies and procedures for the use of authorized
equipment and vehicles by city employees; and

e Establish compensating controls for contractors who use city-owned
equipment and vehicles.
City’s Response

Concerns of theft, vandalism, and misuse of city-owned equipment and
vehicles will be addressed by preparing a policy that all publicly owned
equipment and vehicles may only be used by authorized City employees
to conduct official business.
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FINDING 4—
Lack of controls
for a loan to the
Industry
Convalescent
Hospital

Any current agreements will be evaluated for compliance and future
agreements will include clear contract language to ensure that neither
City owned vehicles nor equipment are used. This does not, however,
preclude a contractor or consultant from requesting reimbursement for
related equipment or vehicle expenses incurred from actual pre-
authorized service to the City.

Once again, the Controller’s office took an opportunity to make an
example of Councilmembers while ignoring the greater use of City
owned vehicles by other contractors. This blatant targeting of City
officials further supports the City’s conclusion that the purpose of this
Report was nothing more than political gamesmanship by the Controller
on behalf of those private parties with an interest in the Tres Hermanos
project.

SCO Comment
Our finding and recommendations remain unchanged.

The city’s response included a statement regarding the targeting of
Councilmembers. We could not determine whether there were any
conflicts of interest regarding the Councilmembers’ role in the approval of
the contract, because the city did not have meeting minutes. We did not
identify the Councilmembers.

The city lacks policies and procedures for the collection of an outstanding
loan to the Industry Convalescent Hospital (dba EI Encanto Healthcare and
Habilitation Center).

The balance on the loan from the city to Industry Convalescent Hospital is
an estimated $44.6 million, with a principal balance of $20.0 million and
an additional $24.6 million balance from accrued interest, as stated in the
Basic Financial Statements for FY 2016-17. According to city records, the
city has received only one principal payment of $400,000, on October 10,
2008, and one interest payment of $100,000, on April 15, 2009, since the
loan was formalized on December 6, 1990. The loan agreement states, in
part:

Hospital agrees to repay the advances...at such time as hospital has
surplus funds sufficient to pay some portion or all of the obligation and,
in that event, upon demand by City, Hospital agrees to make such
payments.

The city stated that it does not have policies and procedures in place to
collect on the loan to the hospital, nor has it attempted to collect on the
loan. According to the Basic Financial Statements for FY 2015-16, 100%
of the outstanding balance was offset by an allowance for doubtful
account, which means that the city does not think it will be able to collect
the full loan amount.

The city did not regularly invoice the hospital for loan payments. Given

the size of this loan and the city’s failure to make any collections, the city
has not demonstrated an intent to adequately safeguard public resources.

-17-



City of Industry

Internal Control System

FINDING 5—
Lack of an audit
committee

Recommendation

We recommend that the city:

e Establish formal policies and procedures for the collection of loan
payments. This should include the timely issuance of invoices to
request payment; and

e Regularly evaluate the collectability of loans.

City’s Response

[O]n August 9, 2018, the City Council directed staff to begin negotiating
a restructuring of the loan to recover the principal balance....The City
commits to working with the facility operator to develop an agreeable
and realistic repayment process and, upon establishment of a payment
schedule, will establish a clear invoice system.

The city lacks an audit committee to advise the City Council.

On June 30, 2012, the Los Angeles County Civil Grand Jury (Grand Jury)
issued a final report of its findings and recommendations pertaining to
county government matters during FY 2011-12. In its report, the Grand
Jury recommended to 24 charter cities within Los Angeles County—City
of Industry included—that they establish formal audit committees to
provide independent review and oversight for the cities’ financial
reporting processes, internal control system, and independent auditors.

Furthermore, the GFOA recommends that every state and local
government establish an audit committee as a way of implementing best
practices. As stated on the GFOA website:

An audit committee is a practical means for a governing body to provide
much needed independent review and oversight of the government’s
financial reporting processes, its internal controls, and its independent
auditors. An audit committee also provides a forum separate from
management in which auditors and other interested parties can candidly
discuss concerns. By effectively carrying out its functions and
responsibilities, an audit committee helps to ensure that management
properly develops and adheres to a sound system of internal controls,
that procedures are in place to objectively assess management’s
practices, and that the independent auditors, through their own review,
objectively assess the government’s financial reporting practices.

The City Council does not perform the aforementioned functions, and is
therefore not considered an audit committee.

As noted previously in this report, the city:
e Lacks formal policies and procedures for various processes;
e Lacks oversight of operations throughout the city; and

o Failed to adequately resolve all findings from the prior report.
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FINDING 6—
Lack of approved
meeting minutes

The City Council failed to develop and adhere to a robust internal control
system, especially concerning its component units, the CRIA and the
IPHMA. This can be attributed to the lack of an audit committee. The
purpose of an audit committee is to advise and provide recommendations
regarding financial reporting, internal control functions, risk management
systems, and audit findings. If the city had an independent audit
committee, or if the City Council acted as one, then city management
would have ensured that policies and procedures were in place to ensure:

e Effectiveness and efficiency of operations;
e Reliability of financial reporting;
e Compliance with applicable laws and regulations; and

e Adequate safeguarding of public resources.

Recommendation

We recommend that the city establish an audit committee to ensure that
proper internal controls are in place to help the city operate efficiently and
effectively. To maintain its independence, the audit committee should not
include members of city management.

City’s Response

Enclosed herewith, please find a copy of RESOLUTION
NO. CC 2013-18, A RESOLUTION OF THE CITY COUNCIL OF
THE CITY OF INDUSTRY, CALIFORNIA, ESTABLISHING AN
AUDIT COMMITTEE AND DESIGNATING ITS FUNCTIONS,
adopted on September 26, 2013. The committee membership does not
include members of City Management. Section 5.A of Resolution
No. CC 2013-18 provides, in part, that the Audit Committee will: “Hold
an annual meeting at least once each fiscal year.” For the audited time
period, there are no records of convened meetings. Staff will schedule an
agenda item for the City Council to appoint members and establish a
regular meeting schedule. A copy of the Resolution is attached hereto as
Exhibit C.

The city lacks a substantial amount of approved meeting minutes for its
governing bodies including the City Council, Industry Public Utilities
Commission, CRIA, IPHMA, Planning Commission, Industry Public
Facilities Authority, the Successor Agency to the Industry Urban-
Development Agency, and the Oversight Board of the Successor Agency
to the Industry Urban-Development Agency.

We reviewed the minutes posted to the city’s website for meetings held

between January 1, 2016, and October 1, 2018, and noted that many
minutes were missing.
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OTHER ISSUE 1—
Review Period

A summary of the missing meeting minutes as of October 1, 2018, is as
follows:

Percentage
Awvailable Missing of Missing
Meeting Meeting Meeting

Calendar Year Agendas Minutes Minutes Minutes
2016 105 65 40 38.1%
2017 104 6 98 94.2%
Jan. 1to Oct. 1, 2018 88 2 86 97.7%
Total 297 73 224 75.4%

The city is missing 224 of 297, or 75.4%, completed minutes for meetings
held between January 1, 2016, and October 1, 2018. By not posting
meeting minutes to the city’s website, the city’s operations lack
transparency.

Meeting minutes of the city’s various governing bodies should be
transcribed, reviewed, approved, and posted to the city’s website in a
timely manner. The lack of timely approved meeting minutes is troubling,
as city citizens and other interested parties are left unaware of the
governing bodies’ actions and their direction for the city.

Recommendation

We recommend that the city establish policies and procedures to ensure
that meeting minutes for the city’s governing bodies are promptly
transcribed, reviewed, approved, and posted to the city’s website.

City’s Response

Transparency and accountability are high priorities of this City Council
and administration. Accordingly, timely adoption of Board/ Commission
and/ or City Council meeting minutes has been addressed. Since
September 2018, minutes for all City Council meetings have been
completed and scheduled for City Council adoption by the next regularly
scheduled meeting. In addition, a formal policy, to standardize content,
form, timeliness, and public availability of minutes, is being prepared for
City Council adoption.

Given the substantial number of past Board/Commission and/ or City
Council meeting minutes that have neither been prepared nor adopted,
staff is also developing a plan to ensure steady progress toward bringing
all minutes up-to-date.

The city’s response included a statement indicating confusion about the
review period.

City’s Response

In 2015, your office conducted a prior review of the City for the period
of July 1, 2012 through June 30, 2014. It is unclear why any subsequent
review does not cover the period beginning July 1, 2015 to ensure a
complete review of the City’s internal financial controls.
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OTHER ISSUE 2—
Follow-up Review

SCO Comment

Although the prior SCO review covered the period of July 1, 2012, through
June 30, 2014, as stated in the January 28, 2016 review report, the review
included testing of pertinent transactions and an evaluation of the city’s
responses through January 28, 2016. Hence, the follow-up review was
conducted for a period subsequent to issuance of the prior review report.
Additionally, as previously stated in this report, we expanded our testing
as necessary to include prior and current transactions, outside of the stated
review period, to follow up on issues identified.

The city’s response included a statement indicating objections to the
follow-up review.

City’s Response

Curiously, during the City’s entrance conference with staff from your
office, it was communicated that the Controller had not engaged in any
subsequent review of any other agency throughout the State, and that the
Controller’s first follow-up review was being conducted in Industry.
Based on documents obtained through a request to your office under the
California Public Records Act [Exhibit A of the Attachment], it appears
that this subsequent review is nothing more than a politically motivated
attack on the City and its elected and appointed officials, and an attempt
by your office to assist private individuals with whom your office
maintains personal and political relationships.

SCO Comment

Contrary to the city’s statement, the follow-up review of the City of
Industry is not the first follow-up engagement performed by the SCO.
During the follow-up review entrance conference on April 12, 2018, the
city asked if the SCO had performed a follow-up review with any other
agencies. The SCO advised the city that, for its internal control review
program, the SCO had previously performed a follow-up review of the
City of Bell and issued a report on May 22, 2013, subsequent to its initial
audit report issued on September 22, 2010.

The SCO performed this follow-up review to evaluate the city’s
implementation of the recommendations identified in the January 28, 2016
review report.

The findings and recommendations made in this report are for purposes of
detecting and recommending solutions to internal control weaknesses that
make the city vulnerable to fraud and abuse. As a local agency, the city is
responsible for establishing an internal control system to deter and detect
fraudulent behavior and errors, and for retaining adequate supporting
documentation to demonstrate that public monies were spent
appropriately.
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OTHER ISSUE 3—
Project Selection —
Review Scope

OTHER ISSUE 4—
Bill Lockyer, City’s
Former
Independent
Reform Advisor’s
Reports

The documents contained in Exhibit A of the city’s response are not
relevant to the findings and recommendations. It is unclear how Exhibit A
shows that this review of the city’s internal control system was a
“politically motivated attack on the city and its elected and appointed
officials.” Exhibit A does not mention any elected or appointed officials,
nor does our report identify any elected or appointed officials.

The city’s response included a statement objecting to the review scope.

City’s Response

[Y]our staff indicated that much of what is reviewed is precipitated by
newspaper articles, whistleblowers or comments by staff members with
the targeted agency. For at least the past year, there have been countless
articles written about the City’s purchase of the property known as Tres
Hermanos, and the transaction is currently subject to seven lawsuits.
Despite the high profile nature of this transaction, the fact that $20
million in public funds were spent on the project, and that the party with
whom the City contracted has failed to provide any substantive
documents which support its use of the $20 million, the Controller’s
office failed to review the Tres Hermanos project. This failure exists
despite my request for a review of the transaction by the Controller.

SCO Comment

We discussed the project during a meeting with city officials on July 19,
2018, and continued that conversation via emails on July 24, August 6,
and August 20. We did not receive responses regarding Tres Hermanos.

In a telephone conversation on August 29, 2018, a city official informed
us that the city would not be responding to our inquiries.

The city’s response included a statement expressing the opinion that SCO
did not review all relevant reports.

City’s Response

[TThe Controller should have reviewed Mr. Lockyer’s reports, as they
routinely discussed the City’s compliance with the Controller’s
recommendations, and lauded the City, its elected and appointed
officials, for its/their progress.

SCO Comment

SCO auditors reviewed Mr. Lockyer’s reports during fieldwork. We
requested an additional report that had not been included in the first set of
reports that the city provided; however, we could not review it, because
the city did not respond to that request.

Our request for additional information is still active, and we would
welcome the city’s input.
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OTHER ISSUE 5—
Standards for
Internal Control in
the Federal
Government

The city’s response included a statement indicating confusion about the
internal control standards used to conduct our review.

City’s Response

It has also been noted that your office used Standards for Internal
Control in the Federal Government (Green Book), established by the
Government Accountability Office (GAO), for your assessment of the
City’s internal control system. What was not explained to the City is why
those standards are used, and whether those standards are used by the
majority of cities in California.

SCO Comment

In compliance with GC section 12422.5, the State Controller developed
and published the 2015 Internal Control Guidelines for California Local
Agencies. This publication incorporates various standards, including the
Committee of Sponsoring Organizations (COSO) of the Treadway
Commission Internal Control Standards and the Green Book, published
by the GAO. The SCO uses the Green Book for its assessment of a state
or local agency’s internal control system. The Green Book adapts the
COSO 2013 internal control guidance for a government environment.
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City’s Overall
Response to Prior
Findings

PRIOR
FINDING 1—
Questionable
payments of
$14.7 million paid
to a contractor

In response to our prior review report, issued on January 28, 2016, the
City Council approved a contract agreement for independent reform
advisory consulting services on May 26, 2016, to make independent
assessments of the city’s efforts to address administrative, managerial,
and governing deficiencies.

The City Council terminated the Reform Advisor’s work engagement on
January 11, 2018. On February 27, 2018, the City Council voted to
terminate the employment of the City Manager. The Director of
Development Services and the Director of Finance tendered their
resignations on March 15, 2018, and May 21, 2018.

We noted that the city did not satisfactorily resolve all of the findings
noted in our prior review report. Specifically, it did not fully implement
our recommendations in all of its operations, as indicated by its lack of
controls over the Expo Center and the city’s rental properties. The results
of our follow-up on the prior review findings are noted below.

SCO 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 [Industry Manufacturers
Council] were made for services not delivered, it should seek monetary
recourse to recover these funds.

City’s Response Regarding Corrective Action Taken or Planned

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.

Status of Corrective Action

The city partially implemented our recommendation. We noted that the
city reimbursed IMC based on incurred expenses but the city did not
implement formal policies and procedures.
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In addition, the city’s Finance Department does not perform a detailed
review of invoices before paying CRIA expenses and does not retain
supporting documentation.

City’s Response

Formal policies and procedures will be developed to clearly identify
services performed (e.g. promotional activities, business assistance,
information distribution, training/ seminars, regular newsletter/ media,
maintain local business directory, liaison services to provide business
input to local government, represent City and businesses at meetings /
events, provide welcoming program to new businesses, etc.) and
outline invoice submittal and review process. Presently, IMC invoices
are reviewed by City staff, then authorized by the City Manager, prior
to payment, with a register submitted monthly to the City Council for
approval at a public meeting. Both the review procedure and
recordkeeping for audits will be examined.

SCO Comment

The city failed to submit documentation to show that detailed review of
CRIA invoices was conducted before payments were made. As policies
and procedures approved by the city council are pending, our conclusion
as stated in the Status of Corrective Action remains the same.

PRIOR SCO Recommendation
FINDING 2—

The City should implement appropriate internal control measures to

Payments for ensure proper review and approval of all invoices for contracted
gen_eral services. These measures should include:

maintenance and

miscellaneous e Re-evaluating current procedures in place to ensure that proper and
services totaling to ;a(mjsonable reviews are completed before payments are authorized;

$12.27 million were
guestionable e 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 Regarding Corrective Action Taken or Planned

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.
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Status of Corrective Action

The city partially implemented our recommendation. City management
who were overseeing and evaluating the city processes to implement the
recommendation are no longer employed by the city. The city terminated
the City Manager’s employment, and the Director of Finance and
Director of Administrative Services both resigned.

In addition, the city’s Finance Department does not perform a detailed
review of invoices before paying CRIA expenses and does not retain
supporting documentation.

City’s Response

Since 2015, the City has worked diligently to implement best practices
in the processing of payments to City contractors. On April 12, 2018,
the City Council appointed me as Acting City Manager and, on
October 25, 2018, the City Council selected me as the permanent City
Manager. Further, additional staff have been hired within the last
several months, including an experienced and well-trained Assistant
City Manager, a competent and capable Finance Director, and a
knowledgeable and skilled deputy city clerk. Each has extensive
experience with the procurement and invoicing processes, including
initiation, review, and authorization of requests for payment.

Collectively, this new administration is evaluating all contracts with
outside vendors, including general maintenance and miscellaneous
services, for public benefit and an accountable method to review work
performed and receive authorization for payment. Also, formal policies
and procedures will be developed for the City, CRIA, and all other
entities to ensure that future contracts consistently include best
practices for processing invoices and approving payments, as well as
provide for clarity and standardization of recordkeeping.

Until more comprehensive policies and procedures are developed, any
invoices are currently reviewed by City staff, then authorized by the
City Manager, prior to payment, with a warrant register submitted
monthly to City, CRIA, and any other appropriate entities, for approval
at public meetings.

SCO Comment

The city did not submit documentation to support its claim that detailed
review of invoices was conducted before paying CRIA expenses. SCO
auditors were unable to analyze invoices because, despite repeated
requests, the city did not provide documentation or make knowledgeable
individuals available for inquiry.

Accordingly, our conclusion as stated in the Status of Corrective Action
remains the same.
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PRIOR

FINDING 3—

The City Council
did not exercise
sufficient oversight
over the City’s
financial and
operational
activities

PRIOR
FINDING 4—
The City failed to
exercise adequate
control over
expenses charged
to City-issued
credit cards

SCO 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 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 Regarding Corrective Action Taken or Planned

The city did not agree with the finding; therefore, the city did not take
corrective action for this finding.

Status of Corrective Action

The city did not implement our recommendation. The city, as a member
of the CRIA and the IPHMA, failed to exercise sufficient oversight of the
financial and operational activities of the Expo Center and the city’s
rental properties.

City’s Response

The City Council has provided clear direction to the new administration,
that all practices must be evaluated and upgraded to ensure transparency,
accountability, and conformity to the City’s vision as a leader in service
to the business community. The elected body relies upon Staff for day-
to-day operations, with the expectation that Staff fulfills the fiduciary
responsibility of providing the City Council with complete, accurate
assessments for policy direction and decision making.

The City Council’s commitment to increase oversight is demonstrated
by the focus on developing policies and procedures to both standardize
and make transparent City operations.

SCO 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:

e Anupdated 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; and

e A policy governing circumstances for which business meals are

authorized, including documentation requirements and limits on
the maximum amount allowable for business meals.
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PRIOR
FINDING 5—
Some City
employees were
overpaid

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 Regarding Corrective Action Taken or Planned

... 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.

Status of Corrective Action

The city implemented our recommendation. The city established policies
and procedures for credit card usage and travel costs, and enforces
discipline for misuse. The city currently only has one credit card, which
is carefully monitored by an employee, who ensures that purchase order
forms are completed prior to purchases and verifies whether credit card
expenses are business-related.

City’s Response
As noted in the Report, the City has implemented the California State

Controller’s recommendation and, therefore, this finding has been
resolved.

SCO 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 Regarding Corrective Action Taken or Planned

The city did not agree with the finding; therefore, no corrective action
was taken by the city for this finding.

Status of Corrective Action

This is no longer an issue. The city does not run payroll for the IUDA,
where the double payment was incurred. The city plans to begin
processing payroll in-house, and is developing policies and procedures
for its payroll system. The city did not overpay its employees for
FY 2016-17. The City Council approved pay range adjustments for some
positions, which fell within the salary pay scale.
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PRIOR
FINDING 6—
Lack of timesheet
prepared by
employees

PRIOR

FINDING 7—
Lack of segregation
of duties

City’s Response

This finding was erroneous as City employees never received double-
payment. Instead, the salaries of certain employees were assigned to
multiple entities, to appropriately account for services rendered. In every
case, the total received from the multiple entities never exceeded the
salary of that employee. The confusion likely originated from several
staff members receiving the same exact amount from two (2) entities, but
that resulted from their salary distribution being 50% from each entity
and not double-payment.

SCO Comment

The city did not provide source documentation, such as timesheets, to
support its assertion that it accurately paid its employees.

The prior finding and recommendations remain unchanged.

SCO 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.

City’s Response Regarding Corrective Action Taken or Planned

. 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.

Status of Corrective Action

The city implemented our recommendation by developing and
establishing a timesheet system.

City’s Response
As noted in the Report, the City has implemented the California State

Controller’s recommendation and, therefore, this finding has been
resolved.

SCO 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.
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City’s Response Regarding Corrective Action Taken or Planned

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.

Status of Corrective Action

Payroll — The city implemented our recommendation.

Cash receipts (Electric Revenue) — The city implemented our
recommendation.

Cash Receipts from Third Party Vendor — The city implemented our
recommendation.

City’s Response

As noted in the Report, the City has implemented the California State
Controller’s recommendations and, therefore, this finding has been

resolved.
PRIOR SCO Recommendation
FI.NDING 8— The City Council should perform a meaningful and detailed annual
City manager and performance evaluation of the City Manager to comply with the City
other city Manager Evaluation Policy. Likewise, the City Manager and other City
employees were not Management should conduct evaluations on all employees on a regular
given annual basis. Evaluations should be discussed to provide feedback, recognize
performance quality performance, and establish performance expectations.
appraisals City’s Response Regarding Corrective Action Taken or Planned

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.

Status of Corrective Action

We could not verify whether the city fully implemented our
recommendation. It appears that the City Council conducted performance
evaluations for the former City Manager, but we could not verify whether
city management conducted performance evaluations for other city
employees.

City’s Response

The City Manager received his annual review by the City Council on
October 11, 2018. Further, the City Manager’s contract states that the
City Council shall give him a review on an annual basis on or before
October 1st each year. Also, the new City Manager has instituted a policy
and procedure that all City employees receive annual reviews, effective
from the anniversary of their hire date. Staff have been receiving their
annual reviews since institution of this policy and procedure.
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SCO Comment

The city partially implemented our recommendation by performing an
annual evaluation of the City Manager. The city should finalize a written
policy and procedures for employees’ annual performance appraisals and
have it approved by the city council.

The prior finding and recommendations remain unchanged.
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Appendix B—
Evaluation of Internal Control System

Present? | Functioning?
Internal Control Attributes Y /' N Y /' N Explanations/Conclusions
CONTROL ENVIRONMENT
1. |Demonstrates Commitment to Integrity and Ethical Values
a. Sets the tone at the top X X |The city failed to support an effective internal control system by not establishing
policies and procedures for critical functions, implementing auditor and consultant’s
recommendations to remediate findings, and providing oversight of accounting and
financial operations. Refer to Findings 1 and 2.
b. Establishes standards of conduct X X |The city’s management failed to establish standards of conduct by neglecting to
develop policies and procedures for the Expo Center and the city’s rental properties.
Refer to Findings 1 and 2.
c. Evaluates adherence to standards of conduct X X |Referto1.b
2. |Exercises Oversight Responsibility
a. Establishes oversight structure and responsibilities X X [The city failed to develop policies and procedures for the Expo Center and the city’s
rental properties. Refer to Findings 1 and 2.
b. Provides oversight for the system of internal control X X |The city does not have an audit committee or anything performing the functions of an
audit committee. Refer to Finding 5.
c. Provides input for remediation of deficiencies in the internal | X X
control system
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Appendix B (continued)

Present? | Functioning?
Internal Control Attributes Y / N Y /' N Explanations/Conclusions
Establishes Structure, Authority, and Responsibility
a. Considers organizational structures X X
b. Defines, assigns, and limits authorities and responsibilities X X
c. Develops and maintains documentation of the internal X X |Lack of policies and procedures for: use of city equipment and vehicles by contractors,
control system remodeling projects, loan repayment processes, the Expo Center, and the city’s rental
properties. Refer to Findings 1 through 4.
Demonstrates Commitment to Competence
a. Establishes expectations of competence for key roles X X
b. Attracts, develops, and retains competent personnel X X
c. Plans and prepares for succession X X
Enforces Accountability
a. Enforces accountability of personnel through mechanisms X X It appears that the City Council conducted performance evaluations for the former City
such as performance appraisals and disciplinary actions Manager, but we could not verify whether city management conducted performance
evaluations for other city employees.
b. Considers excessive pressures X X
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Appendix B (continued)

Present? | Functioning?
Internal Control Attributes Y / N Y /' N Explanations/Conclusions
RISK ASSESSMENT
6. |Defines Objectives and Risk Tolerances
a. Defines objectives in specific and measurable terms X X |Lack of an objective for the city’s rental operations. Refer to Finding 2.
b. Considers risk tolerances for the defined objectives X X |Referto6.a
7. |ldentifies, Analyzes, and Responds to Risks
a. ldentifies risks throughout the entity to provide a basis for X X | The city did not properly perform a risk analysis assessment of the Expo Center and
analyzing risks the city’s rental properties. Refer to Findings 1 and 2.
b. Analyzes the identified risks to estimate their significance X X |Referto7.a
c. Determines how to respond to risks X X |Referto7.a
8. |Assesses Fraud Risk
a. Considers various types of frauds X X |The city, as a member of the CRIA, outsourced the operations, accounting, and
financial reporting processes to contractors without establishing sufficient safeguards
to deter fraud. Refer to Finding 1.
b. Assesses fraud risk factors - incentives and pressures, X X |Referto 8.a
opportunities, and attitudes and rationalizations
c. Analyzes and responds to identified fraud risks X X |Referto 8.a
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Appendix B (continued)

Present? | Functioning?
Internal Control Attributes Y / N Y /' N Explanations/Conclusions
9. [ldentifies, Analyzes, and Responds to Change
a. ldentifies and assesses changes that could significantly X X
impact the entity’s internal control system
b. Analyzes and responds to identified changes and related X X
risks in order to maintain an effective internal control
system
CONTROL ACTIVITIES
10. [Designs Control Activities
a. Designs control activities in response to the entity’s X X |The city’s rental operations lack an objective or policies and procedures; these
objectives and risks weaknesses are interrelated. Refer to Finding 2.
b. Designs appropriate types of control activities for the X X |Referto7.a
entity’s internal control system
c. Considers at what level activities are applied X X |Referto7.a
d. Addresses segregation of duties X X
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Appendix B (continued)

Present? | Functioning?
Internal Control Attributes Y / N Y /' N Explanations/Conclusions
11. |Designs General Control over Information System
a. Designs the entity’s information system to respond to the X X |The city’s Finance Department does not receive sufficient information regarding the
entity’s objectives and risks purchasing processes for the CRIA, and the city does not have copies of supporting
documentation for CRIA expenses. Refer to Finding 1.
b. Designs appropriate types of control activities — general and X X |Referto1l.a
application control activities, in the entity’s information
system
c. Designs control activities over the information technology X X |Referto1l.a
infrastructure to support the completeness, accuracy, and
validity of information processing
d. Establishes relevant security management process control X X |Referto1l.a
activities
e. Establishes relevant technology acquisition, development, X X
and maintenance process control activities
12. |[Implements Control Activities
a. Documents in policies and procedures the internal control X X |Lack of policies and procedures for: use of city equipment and vehicles by contractors,
responsibilities of the organization remodeling projects, loan repayment processes, the Expo Center, and the city’s rental
properties. Refer to Findings 1 through 4.
b. Reassesses policies and procedures through periodic review X X |Referto12.a
of control activities
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Appendix B (continued)

Present? | Functioning?
Internal Control Attributes Y / N Y /' N Explanations/Conclusions
INFORMATION AND COMMUNICATION
13. |Uses Quality Information
a. ldentifies information requirements X X |The city’s Finance Department is not sufficiently involved in the Expo Center’s
expense processing and does not retain supporting documentation for Expo Center
expenses. Refer to Finding 1.
b. Obtains relevant data from reliable internal and external X X |Referto 13.a
sources in a timely manner
c. Processes the obtained data into quality information within X X |Referto 13.a
the entity’s information system
14. |Communicates Internally
a. Communicates internal control information throughout the X X |Referto 13.a
entity using established reporting lines
b. Selects appropriate methods of communication and X X |Referto 13.a
considers factors such as audience, nature of information,
availability, cost, and legal or regulatory requirements
15. |[Communicates Externally
a. Communicates to external parties, and obtains quality X X |The city did not retain supporting documentation for Expo Center expenses. Refer to
information from external parties using established Finding 1.
reporting lines
b. Selects appropriate methods of communication and X X |Referto 15.a
considers factors such as audience, nature of information,
availability, cost, and legal or regulatory requirements
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Appendix B (continued)

Present? | Functioning?
Internal Control Attributes Y / N Y /' N Explanations/Conclusions
MONITORING
16. [Conducts Ongoing Monitoring Activities
a. Establishes a baseline to monitor the internal control system X X |The city, as a member of IPHMA, did not establish a baseline to monitor the IPHMA’s
internal control system. Refer to Finding 1.
b. Considers a mix of ongoing and separate evaluations X X |The city’s Finance Department is not involved in the evaluation of the Expo Center’s
expenses. Refer to Finding 1.

c. Objectively evaluates and documents the results of ongoing X X |Referto 16.b
monitoring and separate evaluations to identify internal
control issues

17. |Evaluates Issues and Communicates and Remediates

Deficiencies

a. Reports internal control issues through established reporting X X |Internal control issues regarding Expo Center activities are not reported in a timely
lines to the appropriate internal and external parties in a manner because the city’s Finance Department is not directly involved in expense
timely manner processing for the Expo Center. Refer to Finding 1.

b. Evaluates and documents internal control issues and X X |The city did not develop formal policies and procedures, and did not provide sufficient
determines appropriate corrective actions for internal oversight of CRIA and IPHMA operations. Refer to Findings 1 and 2.
control deficiencies

c. Monitors, completes, and documents corrective actions X X |Referto 17.b
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CiTY OF INDUSTRY

December 14, 2018

Efren Loste, Chief

Local Government Audits Bureau

State Controllet’s Office, Division of Audits
Post Office Box 942850

Sacramento, California 94250

RE: State Controller’s Review of the City of Industry’s Internal Control System for January 29,
2016, through April 12, 2018

Mrt. Loste:

The City of Industry (“City”) is in receipt of the State Controller’s (“Controller”) Draft Review Report
of the City’s Internal Control System for January 29, 2016-April 12, 2018 (“Report”), wherein your
concerns with the City’s intetnal control system were listed. In 2015, your office conducted a prior
review of the City for the period of July 1, 2012 through June 30, 2014. It is unclear why any
subsequent review does not cover the period beginning July 1, 2015 to ensure a complete review of
the City’s internal financial controls.

Curiously, during the City’s entrance conference with staff from your office, it was communicated that
the Controller had not engaged in any subsequent review of any other agency throughout the State,
and that the Controller’s first follow-up review was being conducted in Industry. Based on documents
obtained through a request to your office under the California Public Records Act, it appears that this
subsequent review is nothing more than a politically motivated attack on the City and its elected and
appointed officials, and an attempt by your office to assist private individuals with whom your office
maintains personal and political relationships.'

By way of example, when asked how different projects are chosen for review by the Controllet, your
staff indicated that much of what is reviewed is precipitated by newspaper articles, whistleblowers or
comments by staff members with the targeted agency. For at least the past year, there have been
countless articles written about the City’s purchase of the property known as Tres Hermanos, and the
transaction is currently subject to seven lawsuits. Despite the high profile nature of this transaction,
the fact that $20 million in public funds were spent on the project, and that the party with whom
the City contracted has failed to provide any substantive documents which suppott its use of the $20
million, the Controller’s office failed to review the Tres Hetmanos project. This failure exists despite
my request for a review of the transaction by the Controller.

The politics here are clear. Those individuals with whom the Controller’s office maintains the
aforementioned relationships are those who stand to benefit from the Tres Hermanos transaction.

L A copy of the aforementioned documents is attached hereto as Exhibit A.
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Using the Controllet’s office to aid the ptivate interests of the Controller’s petsonal friends and
political allies is not only disconcerting, but, simply and unequivocally stated, constitutes a misuse of
public funds and an abuse of office.

It is also imperative that the Controller recognize that during much of the audit petiod, January 29,
2016 through April 12, 2018, Bill Lockyer served as the City’s Independent Reform Advisor, and per
the Controller’s report, Mr, Lockyer was charged with making an “independent asséssment of the
[Clity’s efforts to address administtative, managerial, and governing deficiencies.” Befote impliedly
criticizing the City for using its diseretion to terminate the agreement with Mt. Lockyer, the Conteoller
should have reviewed Mr. Lockyer’s reports, as they routinely discussed the City’s compliance with
the Controllet’s recommendations, and landed the City, its elected and appointed officials, for its/their
progtess. Arguably, the City’s alleged egtegious deficiencies set fotth in the Repott should have been
noted by Mt. Lockyer given the requitements in his contract to addtess the State Controller’s audit
recommendations.

Before the individual findings are addressed, it is important to note two issues pertaining to the
timeframe for the review, and the standards used by the Controlles to conduct the review.

While the Report notes certain alleged deficiencies, and the City may concur that certain policies and
procedures can be improved, it should be noted that, during the timeframe.of the teview, the City was
managed under a different administration. Since that time, as set forth in your Report, substantial
staff departures have ocecurred, and the City Council has ditected staff to focus on cottecting all areas
of non-compliance. On April 12, 2018, the City Council appointed tne as Acting City Manager and,
on October 25, 2018, the City Council selected me as the petmanent City Manager. Also, additional
staff bave been hited within the last several months, including an expetieniced and well-trained
Assistant City Manager, a competent and capable Finance Ditectot, and a knowledgeable and skilled
deputy city cletk. Each has extensive expetience with the procutement and invoicing processes,
including initiation, review, and authorization of requests fot payment. With the City Council and this
new administration, findings identified by the State Controller will be priotitized and we hope to wotk
cooperatively and expeditiously with your office toward final resolution.

It has also been noted that your office used Standards for Internal Control in the Federal Government (Green
Book), established by the Government Accountability Office (GAO), for your assessment of the City’s
internal control system. What was not explained to the City is why those standards are used, and
whether those standards are used by the majotity of cities in California. Rather than using standards
for the Federal Government, please be advised that Resolution No. CC 2013-12, A RESOLUTION
OF THE CITY COUNCIL OF THE CITY OF INDUSTRY, CALIFORNIA, ADOPTING
POLICIES RELATING TO FINANCIAL MANAGEMENT, FRAUD REPORTING,
PROCUREMENT  PROCEDURES, AND CITY MANAGER PERFORMANCE
EVALUATIONS, adopted by the City Council on June 27, 2013, provides that “(Yhe City’s
accounting of financial systems will be maintained in accordance with Generally Accepted Accounting
Principles (GAAP), standards of the Governmental Accounting Standards Board (GASB), and the
Government Finance Officers Association (GFOA)”. The City is in compliance with each of the
aforementioned standards. A copy of the Resolution is attached hereto as Eghibit B. Notwithstanding
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any potential discrepancies between the City Council’s adopted standards and those of the Federal
Government, the following responds to each finding identified in the Report.

EFINDING NO. 1: Insufficient oversight of the Expo Centet

City’s Response: The Repozt states that annual Josses from the Expo Center result from insufficient
oversight. However, the Report fails to offer any facts which support that a lack of oversight caused
any losses experienced by the Expo Center. While thete ate certain changes that can improve daily
operations and accounting, a fundamental understanding of the Expo Center’s public purpose helps
to clarify why the facility does not operate as a profit center. Set on a 125 acre hilltop, the Expo
Centet essentially serves as a regional convention center, and is comprised of the Grand Arena (45,000
squate foot venue with scoteboard and sound system and 5,000-guest capacity), the Pavilion {10,000
squate foot multi-use facility with 500 guest capacity), and the Avalon Room (a smaller multi-putpose
room with 100 guest capacity). Nationwide, convention centers have been funded and subsidized by
State and local agencies to attract visitors and support local hotels, restaurants, and other businesses.
The Expo Center is a multi-purpose event facility, much like a convention centet, that hosts visitos-
generating activities, such as motoreycle speedway racing, professional boxing, rodeos, equesttian
shows, dog shows, music festivals, sporting events, and cultural festivals, With events that reach 5,000
persons, the Bxpo Center is an economic development tool that promotes local businesses.

In addition, the Civic Recreational Industial Authority (CRIA), which is the Expo Centet’s operating
entity under a joint powers authority, also recognizes its role in serving other public agencies, the
business community, and residents of neighboring cities. The Expo Center provides facilities for
trainings/assemblies for the County of Los Angeles and local public school distticts (serving as a
venue for graduation ceremonies for local public high schools), business meetings, parties, and special
events, Thus, the Expo Center serves a civic purpose as a community use facility. It is offered at rates
that are affordable to public agencies, and to residents of the sutrounding communities. Similar to
patks and recreation departments of cities across California, this compunity tesource is not opetated
putely for the purpose of generating profit for CRIA and may incur operational losses, which the City
has subsidized to allow continued setvice.

Based upon the City’s Fiscal Year 2018-19 adopted budget, Expo Center revenues have steadily
increased by 21.6% duting the past three (3) years, from §1,295,861 in 2015, to $1,576,126 in 2017
CRIA will continue to seek opportunities to increase facility utilization, including both revenue
genetating and those that benefit the City, neighboring communities and residents.

The political nature of this Report is again noted when the Controllet’s office states that “a City
Councilmembet is also employed by CNC Equesttian Management Services, Inc. (“CNC Equestrian’)
to manage the Expo Centet’s accounting functions.” It is unclear how that statement is relevant to
the analysis (ot lack thereof) concetning the opetations at the Expo Center. The notation concerning
the Councilmember is likely an effort by the Controller and her ctonies to intimidate an Industry
Councilmember and as retaliation against that Councilmembet for actions telated to the Tres

Hermanos project.
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Inadequate oversight of purchasing/Inadequate Record Keeping:
Contrary to what is stated in the Report, the City does not give CNC Equestrian complete control 2nd
authority over the City’s bank account, or purchasing and payments,

Presently, CRIA contracts with CNC Equestrian to manage all day-to-day opetations, including
operation of the facility, staffing, and boolkeeping. All invoices are reviewed by CNC Equesttian,
then a check is prepared and submitted for authorization and payment by CRIA. Payment
authotization requitres dual signatures by City administrators. Thereafter, month end closing and
reconciliation is prepared by Rogers, Clem & Company, an accounting firm, and reviewed by CRIA,
at a public meeting, and audited by The Pun Group, anothet accounting firm. With respect to the
issue of voided checks, those checks are included in the warrant register for CRIA’s review. It is also
the City’s understanding that CNC Equestrian has plans to contract out the ATM replenishment

process.

There ate also instances where the Controller indicates that it was “unable to verify that [Jchecks were
propetly voided™ or that it could “not vetify that any Expo Center expenses wete for official business,”
yet the Report does not demonstrate that the checks wete mof propetly voided, ot that expenses wete
#not for official business. These remarks ate used to make the teadet believe that the City or CNC
Equesttian ate somehow engaged in illicit activities, howevet thete is nothing to substantate these

allegations.

To address other concerns identified in the Report, formal policies and procedures to define
approptiate operations and expenditures will be drafted, submitted for CRIA’s consideration, and
implemented consistent with the City Resolution 2013-12. For example, both CRIA and the City will
further outline the purchasing and payment process, as well as ensure preservation of supporting
documentation in accordance with a records retention schedule.

FINDING NO, 2: Insufficient oversight of rental ptopetties

City’s Response: As a City dominated by manufactuting and other industrial activities, ideal sites for
residential use, adequately buffered from noise, effluent, or other concomitants, are very difficult to
locate. Based upon ptevailing land uses, development pressute fot industtial putposes is constant.
Over the years, existing housing and suitable home sites have been preserved through acquisition,
resulting in the accumulated inventory managed by the Industiy Property and Housing Management
Authority (“IPHMA”), Now, based upon the number of housing units acquited and managed by
IPHMA, further refinement of the objectives beyond housing preservation is timely.

Lack of clear objective:

The Report indicates that the City “does not have a clear objective for the [IPHMA, ot a strategic plan
for its operations”. The Repott goes on to say that the Controller’s office “spoke with city
management on sevetal occasion in an attempt to understand the objective of the IPHIMA; howevet,
city management could not explain the IPHMA’s putpose beyond managing the city’s properties and
rental activity.” The contradictory nature of these statements is mind boggling, On the one hand, the
Report states that the IPHMA does not have a cleat objective, but in the very next patagraph, it goes
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on to state the exaet objective provided by City Staff-the management of the City’s residential housing
units. Moreavet, the joint exetcise of powets agteement (“JPA”) between the City and CRTA explicitly
states the putpose of the IPHMA:

“A.  City and CRIA each own and manage certain Property within and outside of the City of
Industty. Some of this Propetty provides housing opportunities for City residents, employees and
officials. .

B. Ownetship and management of this Property by the Members creates potential duplication in
management efforts, operations and services,

C. Tn arder to centralize management of this Property, veduce costs, and inerease ¢fficiencies, the Members desire fo
Place certatn Property under the management and control of ane entity, which the Members intend fo create nnder this
Agreement pursuant fo the Jaint Eocercise of Powers Ast of the State of California.” (Emphasis added)

Per the JPA, the purpose of the IPHMA is to manage City and CRIA owned residential properties.”

Lack of formal policies and procedures:

The IPHMA Board has ditected staff to prepate standard applications, lease agreements, and a
methodology for rent determinations to comply with best practices. To provide a comprehensive set
of policies and procedures, staff is preparing a Request for Qualifications to retain a consultant, with
public housing expertise, to advise and assist with standardization of practices, commensurate with a
housing objective to be defined by IPHMA and, as the matter relates to land use and development,
the City Council. Once these policies and procedures are completed, concerns listed in the Report
will be fully resolved.

Please note that, on Page 9, under Lack of rent calmulation methodology, the second paragraph states that
“the city’s housing propetties are occupied by ... curtent IPHMA Board membets”. In fact, no past
or present IPHMA Board members live in any property managed by the IPHIMA, and none of the
IPHMA Board Members are City residents. At no time has the City ever represented to anyone from
the Controller’s office that IPFIMA housing is occupied by any member of the IPHMA Board. Again,
this is just another misstatement by the Controller’s office to malign the City ot it is further evidence
that the Report fails to accurately portray the facts.

With respect to Satsuma, it is unclear how the Controller came to the conclusion that the monthly
maintenance costs were “neither reviewed nor questioned,” and that thete was nothing to justify the
varfances in the invoice amount. Invoices from Satsuma ate processed in the same manner as all
tequests for payment from vendors. Once received, the invoice is submitted to Accounts Payable
staff, within the Finance Depattment, who comipate it against the Putchase Order (“PO”) terms. If
the type of service, allocated time, and cost is consistent with the PO, then the invoice is transmitted
to the City Manager for signature. Prior to authorizing payment, the City Manager, ot his authotized
designee, will verify that work performed was actually needed and ordered by the City, satisfactorily
completed, and the time and materals billed are reasonable. Afterwards, all records are retained.
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Concetning the vatiances in Satsuma’s invoices, it is only logical for invoices to vaty fot maintenance
services based on the level of setvices petformed each month.

Further, consistent with the tone of the Report, statements were made once again to intimidate a
Councilmember and as political retribution. While repairs and tenovations have been made to most
of the housing managed by the IPHMA, the Controller chose to single cut a Councilmember’s home
to use as an example,

FINDING NQO. 3: Lack of controls over equipment and vehicle usage

City’s Response: Concerns of theft, vandalism, and misuse of city-owned equipment and vehicles
will be addressed by prepating a policy that all publicly owned equipment and vehicles may only be
used by authotized City employees to conduct official business.

Any current agreements will be evaluated for compliance and future agreements will include clear
contract language to ensure that neither City owned vehicles nor equipment are used. This does not,
however, preclude a contractor or consultant from tequesting reimbursement for related equipment
ot vehicle expenses incurred from actual pre-authorized service to the City.

Once again, the Controller’s office took an opportunity to make an example of Councilmembers while
ignoting the greater use of City owned vehicles by other contractors. This blatant targeting of City
officials further supports the City’s conclusion that the putpose of this Report was nothing mote than
political gatesmanship by the Controller on behalf of those ptivate parties with an interest in the Tres

Hermanos project.

FINDING NO. 4: Lack of controls for a loan to the Indusity Convalescent Hospital

City’s Response: Section 3 of the existing loan agreement, entered in 1990, provides, in part, that
the “Hospital agrees to repay the advances . . . at such time as hospital has surplus funds sufficient to
pay some portion ot all of the obligation.” Despite the repayment flexibility of this existing provision,
on August 9, 2018, the City Council directed staff to begin negotiating a restructuring of the loan to
tecovet the piincipal balance. While repayment options ate evaluated, the City recognizes that the
facility provides comprehensive rehabilitation and skilled nursing setvices to disabled and eldetly
persons. Maintaining a high level of care for this sensitive population during financial reassessment is
critical and, therefore, demanding, if the operator does not have the financial wherewithal to maintain
service levels, is not considered prudent. The City commits to working with the facility operator to
develop an agteeable and realistic repayment process and, upon establishment of a payment schedule,
will establish a cleat invoice system.

FINDING NO. 5: Lack of an audit committee

City’s Response: Enclosed hetewith, please find a copy of RESOLUTION NO. CC 2013-18, A
RESOLUTION OF THE CITY COUNCIL OF THE CITY OF INDUSTRY, CALIFORNIA,
ESTABLISHING AN AUDIT COMMITTEE AND DESIGNATING ITS FUNCTIONS, adopted
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on September 26, 2013. The committee membership does not include members of City Management,
Section 5.A of Resolution No. CC 2013-18 provides, in patt, that the Audit Committee will: “Hold an
annual meeting at least once each fiscal year”. For the audited time period, thete are no records of
convened meetings. Staff.will schedule an agenda item for the City Council to appoint members and
establish a regular meeting schedule. A copy of the Resolution is attached heteto as Exhibit C.

FINDING NO. 6: Lack of approved meeting minutes

City’s Response: Transparency and accountability are high priorities of this City Council and
administration. Accordingly, timely adoption of Boatd/Commission and/or City Council meeting
minutes has been addressed. Since September 2018, minutes for all City Council meetings have been
completed and scheduled for City Council adoption by the next regulatly scheduled meeting. In
addition, a formal policy, to standardize content, forn, timeliness, and public availability of minutes,
is being prepated for City Council adoption.

Given the substantial number of past Boatd/Commission and/or City Council meeting minutes that
have neither been prepared nor adopted, staff is also developing a plan to ensure steady progress
toward bringing all minutes up-to-date,

PRIOR FINDING NO. 1: Questionable payments of $14.7 million paid to a contractor

City’s Response: 'The Industry Manufacturets Council (“IMC”), which has been rebranded as the
Inchstry Business Council (“IBC”), provides all services of a Chamber of Commerce. Commonly,
California cities support Chambers of Commerce to promote local business, attract visitors into the
City, and setve as liaison to the business community, The City is home to over 3,000 businesses that
generate over $30 billion in annual sales, with a workforce population of 67,000 people. And, based
upon the Eeonomic Report for the City of Industry prepared by the Emerson Consulting Group, this
emphasis is ctitical to the tegional economy — the City provides 215,000 jobs, $19.6 billion of labot
income, $11.5 billion in taxes, and $54.5 billion for the San Gabtiel Valley. From these facts, the
importance of maintaining communication and providing service to the business community is clearly

evident.

Fotmal policies and procedures will be developed to cleatly identify services petrformed (e.g.
promotional activities, business assistance, information distribution, training/seminats, regular
newsletter/media, maintain local business directoty, liaison setvices to provide business input to local
government, represent City and businesses at meetings/events, provide welcoming progtam to new
businesses, etc) and outline invoice submittal and review process. Presently, IMC invoices ate
reviewed by City staff, then authorized by the City Manager, prior to payment, with a register
submitted monthly to the City Council for approval at a public meeting. Both the review procedute
and recordkeeping for audits will be examined.

PRIOR FINDING NO. 2: Payments for general maintenance and miscellaneous_setrvices
totaling to $12.27 million were questionable




Efien Loste
December 14, 2018
Page 8 of 10

City’s Response:

Interestingly, while the Controller’s Report states that “City staff should petform a detailed review and
analysis before processing and approving payments. When treviewing the invoices fot contracted
services, the nature and type of wotk provided and matetials used should be examined closely to
ensute compliance with the terms of the contiact” Yet when I requested that the Controllet’s office
conduct a review of the Tres Hermanos project, for which the City expended §20 million of public
funds, the Controller failed to conduct even a cursory review. Apparently, good financial standards
and accounting practices do not apply to projects where the individuals involved ate ftiends or political

allies of the Controller.

Since 2015, the City has worked diligently to implement best practices in the processing of payments
to City contractors. On April 12, 2018, the City Council appointed me as Acting City Manager and,
on October 25, 2018, the City Council selected me as the permanent City Manager. Further, additional
staff have been hired within the last several months, including an expetienced and well-trained
Assistant City Managert, a competent and capable Finance Ditector, and a knowledgeable and skilled
deputy city cletk. Fach has extensive experience with the procutement and invoicing processes,
including initiation, teview, and authorization of requests for payment.

Collectively, this new administration is evaluating all contracts with outside vendoss, including general
maintenance and miscellaneous services, for public benefit and an accountable method to review work
performed and receive authorization for payment. Also, formal policies and procedures will be
developed for the City, CRIA, and all other entities to ensure that future contracts consistently include
best practices for processing invoices and approving payments, as well as provide for clarity and
standardization of recordkeeping.

Until more comprehensive policies and procedutes are developed, any invoices ate cuttently teviewed
by City staff, then authorized by the City Managet, ptiot to paytnent, with a wattant registet submitted
roonthly to City, CRIA, and any other apptoptiate entities, for approval at public meetings.

PRIOR FINDING NO. 3: The City Council did not exercise sufficient ovetsight over the
City’s financial operational activities

City’s Response: The City Council bas provided clear direction to the new administration, that all
practices must be evaluated and upgraded to ensure transpatrency, accountability, and conformity to
the City’s vision as a leader in service to the business community. The elected body relies upon Staff
for day-to-day operations, with the expectation that Staff fulfills the fiduciary responsibility of
providing the City Council with complete, accurate assessments for policy ditection and decision
making,

The City Council’'s commitment to increase oversight is demonstrated by the focus on developing
policies and procedures to both standardize and make transparent City operations,
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PRIOR FINDING NO. 4: City failed to exercise adequate control over expenses charged to
City issued credit cards )

City’s Response: As noted in the Report, the City has implemented the California State Controller’s
recommendation and, thetefore, this finding has been tesolved.

PRIOR FINDING NQ. 5: City employees wete overpaid

City’s Response: This finding was etroneous as City employees never received double-payment.
Instead, the salaries of certain employees were assigned to multiple entities, to appropriately account
for setvices rendered. In every case, the total received from the multiple entities never exceeded the
salary of that employee. The confusion likely originated from several staff members teceiving the
same exact amount from two (2) entities, but that resulted from theit salary distribution being 50%
from each entity and not double-payment.

PRIOR FINDING NO. 6: Lack of timesheet prepared by employees

City’s Response: As noted in the Report, the City has implemented the California State Controller’s
recommendation and, therefore, this finding has been resolved.

PRIOR FINDING NO. 7: Lack of segregation of duties

City’s Response: As noted in the Repott, the City has implemented the Califosnia State Controllet’s
tecommendations and, thetefore, this finding has been tesolved.

PRIOR FINDING NO. 8: City Manager and other city employees wete not given annual
petformance appraisals

City’s Response: The City Manager received his annual review by the City Council on October 11,
2018, Further, the City Manager’s contract states that the City Council shall give bim a review on an
annual basis on or before October 1st each year. Also, the new City Manager has instituted 2 policy
and procedure that all Cify employees receive annual reviews, effective from the anniversary of their
hire date. Staff have been receiving their annual reviews since institution of this policy and procedute,

The Controller’s Repott is concerning in that the tone, coupled with the documents received by the
City under a public records request, malke clear that the motivations were political, rather than in the
public interest. During the Controllet’s teview, the City was forced to dedicate countless hours to a
political witch hunt, instead of devoting staff time to the public’s business. It is unfortunate that a
group of disgruntled developers and the City’s own former reform advisor were able to strong arm
the Controller into engaging in conduct that amounts to nothing more than political retaliation.
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While your office may be engaged in acts that benefit politically connected, private individuals, the
City is committed to open, transparent, and effective governance. In the Report, many of your staff’s
observations relate to events and practices in place, prior to the present administration. The City
Council and I are committed to ensuring the continued implementation of best practices.

Please feel free to contact me if you have any further questions, or requite any additional information
to complete your final report.

Vety truly yours,

Troy Helling
City Manager

CEs Mayor Radecki & Councilmembers

The Honorable Betty Yee, State Controller
Richard J. Chivaro, Chief Counsel Office of State Controller Betty Yee

Enclosutes
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Rick Chivaro

From: Wyse, Sarfan <SWyse@sco.ca.gov>
Sent: Manday, March 26, 2018 8:11 AM
To: Chivaro, Rick

Subject: phone call

Bill Barkett called regarding The City of Industry. He sald you were supposed to cali him
on Friday. 858-456-9301 (work) 858-531-2200 (cell)

Thanks,

SARIAN WYSE | Administrative Assistant
Office of the State Controller Betty T. Yee
Legal Office

300 Capitol Mall, Suite 1850

Sacramento, CA 95814 | (916) 445-7446




Rick Chivaro

Froim: Blaylock, Chicomo <CBlaylock@sco.ca.gov>

Sent: Tuesday, March 27, 2018 8:41 AM

To: Chivaro, Rick

Subject: Phone Call from BiHl Barkett {858) 456-9301 regarding City of Industry
Hi Rick,

We received a call from Bill Barkett regarding City of Industry. Bili can be reached at (858) 456-9301 office or (858) 531-
2200 Celt Phone. No email address provided because he does not use computers.

Chicomo Blaylock | Legal Analyst
Office of State Controller Betty T. Yee
Legal Division, £xecutive Office

300 Capitol Mall, Suite 1850
Sacramento, CA 95814 | 916.324-2349




Rick Chivaro

From:
Sent:
To:
Subject:

Hi Rick,

Blaylack, Chicomo <CBlaylock@sco.ca.gov>

Wednesday, March 28, 2018 8:22 AM

Chivaro, Rick

FW: Phone Call from Bilf Barkett (858) 456-9301 regarding City of Industry

Bill Barkett called and would iike to speak with you, he alsa said he will be here on Monday and would like to meet with

you.

From;: Blaylock, Chicomo

Sent: Tuesday, March 27, 2018 8:41 AM
To: Chivaro, Rick <rchivaro@sco.ca.gov>
Subject: Phone Call from Bill Barkett (858} 456-9301 regarding City of Industry

Hi Rick,

We recelved a call from Bill Barkett regarding City of tndustry. Bill can be reached at (858) 456-9301 office or (858) 531-
2200 Cell Phone. No email addrass provided because he does not use computers,

Chicomo Blaylock | Legal Analyst

Office of State Controller Betty T, Yee

Legal Division, Executive Office
300 Capitol Mall, Suite 1850

Sacramento, CA 95814 | 916.324-2349




Rick Chivaro

From: Bill Barkett <bbarkett@merjanfinancial.com>

Sent: ‘ Monday, April 2, 2018 10:05 AM

To: ) Rick Chivaro

Subject: Re: Revised Complaint Draft '

Thank you. Let’s have a quick call then F'would like to put you in touch with the attorney handling th& fatter to
coordinate schedules : :

lamin a car traveling back to so cal. Call at your convenience. Cell is 858-531-2200
Regards
Bilt
Sent from my+iPhone
On Apr 2, 2018, at 10:02 AM, Rick Chivaro <rchivaro@seo.ca.gov> wrote:
Bill:

I read this over the weekend and without commenting on the merits of the various causes of action,
would like to know what it is that you need form this office?

Richard J. Chivaro { Chief Counsel
Office of State Controller Betty T. Yee
Lagal Offica

300 Capitol Mall, Suite 1850
Sacramento, CA 95814 | (916) 445-6854

From:; Bill Barkett [mailto:bbarkett@merjanfinancial.com]
Sent: Friday, March 30, 2018 4:59 PM

To: rehivaro@sco.ca.gov

Subject: Fwd: Revised Complaint Draft

Rick

Please see attached reyised draft complaint for the City of Industry action pursuant a calt from
Controller Yee to former Attorney General Lockyer.

Have a great Easter.
Regards

Bill Barkett

Sent from my iPhone

Begin forwarded message:




From: "David M. Gilmore" <DMG@gm|legal.nat>
Date: March 30, 2018 at 10:07:37 AM PDT

To: Bill Barkett <bbarkett@merianfinanclal.coms>
Subject: Revised Complaint Draft

This is a revised version of the complaint. All input welcomed.

PLEASE NOTE: Effective May 1, 2017, the firm's name and address changed. See below
for details.

David M. Gilmore, Esg.

GILMORE IMAGNESS JANISSE, a Professional Corporation
7789 N, Ingram Ave., Suite 105

Frasno, CA 93711

(559) 448-9800, Ext. 124

(559) 448-9899 FAX

New Email Address: dgilmore@gmlegal.net

CONFIDENTIALITY NOTICE: E-mail dnd any attached documents or files may contain
confidential information that is legally privileged. Do not read this e-mall If you are not
the intended recipient. If you have receivad this transmission in error, please
immediately notify us by reply e-mail, by forwarding this message to
deilmore@gmiegal.net or notifying us by telephone at (559) 448-9800, ext, 124, and
destroy the original transrmission and its attachments without reading or saving in any
manner. Thank you.




Rick Chivaro

From: ; David M. Gilmore <DMG@gmilegal.net>
Sent: - Tuesday, April 3, 2018 10:57 AM

To: rchivaro@sco.ca.gov

Ce: Biil Barkett

Subject: Declaration for Brownfield
Attachments; Declaration of Brownfield.DOCX

Rick—per our discussion here is a draft declaration for your review and for Mr. Brownfield. Obviously my preference
would be to put in something that suggests this goes next to the AG but | understand that is not acceptable. | am still
working to get into court Thursday so | would like this today if at all possible, Dave

David M, Gilmore, Esgj.

GILMORE MAGNESS JANISSE, a Professional Corporation
7789 N. Ingram Ave., Suite 105

Fresno, CA 93711

(559) 448-9800, Ext. 124

{559) 448-9899 FAX

New Email Address: dgilmoere@gmlegal.net

CONFIDENTIALITY NOTICE: E-mail and any attached documents or files may contain confidential information that is
legally privileged. Do not read this e-mail if you are not the intended recipient. If you have received this transmission in
error, please immediately notify us by reply e-mail, by forwarding this message to deilmore@gmlegal.net or notifying us
by telephone at (559} 448-9800, ext. 124, and destroy the original transmission and its attachments without reading or
saving in any manner, Thank you. '




Loste, Efren

From: Loste, Efren

Sent: Wednesday, April 4, 2018 2:54 PM

To: Spano, Jim; Brownfield, Jeff; Kinney, Taryn
Ce: Lolas, George; Chivaro, Rick; Winger, Nicole
Subject: RE: For review: draft Industry press release
Hi Taryn,

Please see responses and edits below. Thank you.

From: Brownfield, Jeff

Sent; Wednesday, April 4, 2018 1:37 PM

To: Loste, Efren <ELoste@sco.ca.gov>; Spano, Jim <jspano@sco.ca.govs>
Subject: Fwd: For review: draft Industry press release

Get Qutlook for i0S

---------- Ferwarded message ~—----——--

From: "Lolas, George" <Glolas@sco.ca.gov>

Date: Wed, Apr 4, 2018 at 1:29 PM -0700

Subject: Re: For review: draft Industry press release

To: "Kinney, Taryn" <TKinney@sco,ca.gov>, "Brownfield, Jeff" <jbrownfield@sco.ca.gov>, "Chivaro, Rick"

<rchivarQ@®sco.ca.gov>
Cc: "Winger, Nicole" <NWinger@sco.ca.gov>

Not sure if Rick has issue with this, but technically these are Reviews instead of Audits,

Sent from my Verizon, Samsung Galaxy smartphone

———————— Original message ~-------

From: "Kinney, Taryn" <IKinhey@sco.ca.gov>

Date: 4/4/18 1:15 PM (GMT-08:00)

To: "Brownfield, Jeff" <jbrownfield@sco.ca.gov>, "Lolas, George" <GLolas@sco.ca.gov>, "Chivaro, Rick"
<rehivaro@sco.ca, gov>

Ce: "Winger, Nicole" <NWinger@sco,ca,gov>

Subject: For review: draft Industry press release

Hi Rick, George and Jeff,
For your review, below is a draft release on Industry {the highlighted sections need confirmation). | have also included a
few questions below that | assume | will get from media so please provide suggested responses. Thank you!

How didt_he need to go }_aack'n_firstcome to our




a

Why does going back to the same City (ofJust 200 residents) rise he Ievel of another state audlt?

CA Controller to Reexamine City of Industry

SACRAMENTO — State Controller Betiy T. Yes today announced her team will conduct a follow~up audit réviéw to
investigate the financlal practices of the City of Industry In January 2016, the Controller's first review found the City of
Industry's accounting controls had pervasive and serlous deflmencfes mcludmg failures to provide proper financiat and
other oversight of the city and its finances. This; y i i fow the.city has addressed the
deficlaricies that wirgidehtified: i the priorrélisw; and an assessriehtofthe adeqiaty of axigflrig interAdh dontrols. at the
C|ty

"Sice our 2018 review showed prevalent accounting shortcomings, | was hopeful that city management was addressing
their problems and implementing our reform recommendations,” Controller Yee said. "However, ¢aiicéried titizéfis have
brought to'lighit that the city may be: bask:to; their old: lax practlces As the state’s fiscal watchdog, I have a duty fo
determine whether the city is still misusing taxpayer dollars.”

In order to examine whether the City of Industry has addressed any of the deficiencies identified in the January 2016
review, the Controfler's audit team will start a follow-up Investigation as-early-as next week- Thursday,

After the 2016 review, William Lockyer, former State Attorney General and State Treasurer, was retained by the City of
Industry as ethics advisor and was working to address the Controller’s recommendations. Recently, he was abruptly fired
and the Concemned Gitizens of the City of Industry filed with the Los Angeles County Superior Court fotiajunativetialisf fo
reinstate Lockyer In: hifs' oversighit iole, While the results of the Controller's second-audit-cuiTent Féviéw are pending, her
team has filed a declaration in support of the citizen group’s application.

The City of Industry, in the San Gabriel Valley of Los Angeles County, is home to more than 2,500 businesses and about
200 residents.




Rick Chivaro

From: David M. Gilmaore <DMG@gmiegal.net>
Sent: Thursday, April 5, 2018 11:42 AM

To: Rick Chivare :
Subject: RE: Status

Rick—there are 20-25 people who are helping us that live there and/or work in the City but at this point not officially
members yet because of concerns about retaliation. If we get Bill Lockyer back in there they wiil be officlal
members. Right now though the business is the member. Dave

David M. Gilmore, Esq.

GILMORE MAGNESS JIANISSE, a Professional Corporation
7789 N. Ingram Ave., Suite 105

Fresno, CA 93711

(559) 448-9800, Ext. 124

(559) 448-9899 FAX

New Email Address: dgilmore@gmlegal.net

CONFIDENTIALITY NOTICE: E-mali and any attached documents or files may contain confidential information that is
legally privileged. Do not read this e-mall if you are not the intended recipient. if you have received this transmission in
error, please immediately notify us by reply e-mail, by forwarding this message to deilmore®gmlegal.net or notifying us
by telephone at (559) 448-9800, ext. 124, and destroy the original transmission and its attachments without reading or
saving in any manner. Thank you.

From: Rick Chivaro <rchivaro@sco.ca.gov>
Sent: Thursday, April 5, 2018 11:13 AM

To: David M. Giimore <DMG@gmiegal.net>
Suhject: RE: Status

Dave,

Can you tell me how many members or individuals the Concerned Citizen’s group is comprised of? Are there actual
meimbers to this group or is this a group represented solely by Bill Barkett and/or his business?

Richard J. Chivare | Chief Counsef
Office of State Controller Betiy T. Yee
Legal Office

300 Capitol Mall, Suite 1850
Sacrarmento, CA 95814 | (916) 445-6854

From: David M. Gilmore [mailto:DMG@gmlegal.net]
Sent: Wednesday, Aprit 4, 2018 2:01 PM

To: Rick Chivaro <rchivaro@sco.ca.gov>

Subject: RE: Status )

Yes. 1 will be filing it Friday morning per the court rules. | will confirm itis done when it is filed.

David M. Gilmore, Esq.



GILMORE MAGNESS JANISSE, a Professional Corporation
7789 N. Ingram Ave., Suite 105

Fresho, CA 93711

(559) 448-9800, Ext. 124

{559} 448-9899 FAX

New Email Address: dgilmore@gmlegal.net

CONFIDENTIALITY NOTICE: E-mail and any attached documents or files may contain confidential information that Is
legally privileged. Do not read this e-mail if you are not the intended reciplent. If you have received this transmission in
error, please immediately notify us by reply e-mail, by forwarding this message to deilmore@gmlegal.net or notifying us
by telephone at (559) 448-9800, ext. 124, and destroy the original transmission and its attachments without reading or
saving in any manner. Thank you.

From: Rick Chivaro <rchivaro@sco.ca,gov>
Sent: Wednesday, April 4, 2018 10:29 AM

To: David M. Gilmore <DMG@gmlegal.net>
Subject: RE: Status

No problem. Can you let me know when this Is filed?

Richard J. Chivaro | Chief Counsel

Office of State Controller Betty T. Yee
Legal Office

300 Capitol Mall, Suite 1850
Sacramento, CA 95814 | (916) 445-6854

From: David M. Gilmore [mailto:DMG@gmlegal.net
Sent: Wednesday, April 4, 2018 10:28 AM

To: Rick Chivaro <rchivare@sco.ca.gov>
Subject: RE: Status

Thanks. | appreciate the help getting that back in.

David M. Gllmore, Esg.

GILMORE MAGNESS JANISSE, a Professional Corporation
7789 N. Ingram Ave., Suite 105

Fresno, CA 93711

(559) 448-9800, Ext. 124

(559) 448-9899 FAX

New Email Address: dgilmore@gmlegal.net

CONFIDENTIALITY NOTICE: E-mail and any attached documents or files may contain canfidentlal information that is
legally privileged. Do not read this e-mail if you are not the intended recipient. If you have received this transmission in
error, please immediately notify us by reply e-mail, by forwarding this message to dgilmare@gmlegal.net or notifying us
by telephane at (559) 448-9800, ext. 124, and destroy the original transmission and its attachments without reading or
saving in any manner. Thank you. .

From: Rick Chivaro <rchivaro@sco.ca.goy>
Sent: Wednesday, April 4, 2018 10:26 AM




Rick Chivaro

From: David M. Gilmore <DMG@gmiegal.net>

Sent: Tuesday, April 17,2018 11:21 AM

To: Rick Chivaro

Subject: City of Industry

Attachments: v City of Industry - Questions for State Controller 2018-04-17.docx

Rick~-as | suspect you are aware, my client is being fed information about what is going an in the City of industry. | was
asked to pass on to you the attached which might interest the Controller as it conducts its audit. Please fet me know if
you have any guestions. tam also sending a second request under the Public Records Act which I will copy to you when |
have it approved. Dave

David M. Gilmore, Esg.

GILMORE MAGNESS JANISSE, a Professional Corporation
7789 N. Ingram Ave., Suite 105

Fresno, CA 93711

(559) 448-9800, Ext. 124

{559) 448-9859 FAX

New Email Address: dgilmore@gmlegal.net

CONFIDENTIALITY NOTICE: E-mall and any attached documents or files may contain confidential information that is
legally privileged. Do not read this e-mail if you are not the intended recipient. f you have received this transmission in
error, please immediately notify us by reply e-mail, by forwarding this message to dgilmore@gmlegal.net or notlifying us
by telephone at {559) 448-9800, ext. 124, and destroy the original transmission and its attachments without reading or

~ saving inany manner. Thank you.




The State Controller staff should ask for and review:

1.

The fact that the City is required to collect the trash billings and is required by the
franchise agreement to collect the delinquent billings;

The City owned housing rent is $700 per mo. plus the City pays for the water,
landseaping and property upkeep, ete. and the City pays the property taxes.

The State Controller should review the consultant study re: El Encanto rest home and
the lack of governance and oversight of the 501c3. The State Controller should also
review the loan agreement ~ Industry to City of La Puente — the wall was built by La
Puente and IS NOT ADA compliant — Casso knew about the ADA issue and did not
tell City of Industry — (Casso represents both cities, over my concern he obtained a
conflict waiver from both cities) — the liability exposure is high.

The State Controller needs to agk to review the citywide Billboard Study completed
by the attorney firm Dapeer and Rosenblitt — extensive revenue loses ongoing based
on favoritism in the placement of various billboards as well as some billboards
erected without permits



Rick Chivaro

From: David M. Gilmore <DMG@gmlegal.net>
Sent: Tuesday, May 15, 2018 2:42 PM

To: 'Rick Chivaro'

Subject: Concerned Citizens of the City of Industry

Rick—I trust all is well. My client trusts that the controller’s audit is proceeding apace. | was asked to pass oh to youto
pass on to the auditors a request to have the auditors talk with several people that have pertinent information. Those
include the former City Manager Paul Phillips (who resides at 12568 Eckleson, Cerritos 90703), former assistant Clty
Manager, Alex Gonzales, {who resides at 2660 Lake Avenue #14, Altadena), Bill Lockyer, former ethics advisor {at
Brown Rudnick in Orange County) and Anthony Bouza, attorney that had been working for the City of Industry
{tonybouza®bouzalaw.com). Please let me know if you have any questions. Dave

David M. Gilmore, Esq.

GILMORE MAGNESS JANISSE, a Professional Corporation
7789 .N. Ingram Ave,, Suite 105

Fresno, CA 93711

{559) 448-9800, Ext. 124

(559) 448-9899 FAX

New Email Address: dgiimore@gmlegal.net

CONFIDENTIALITY NOTICE: E-mail and any attached documents or files may contain confidential information that Is
legally privileged. Do not read this e-mail if you are not the intended recipient. If you have received this transmission in
error, please immediately notiy us by reply e-mall, by forwarding this message to dgilmore@gmlegal.net or notifying us
by telephone at (559) 448-9800, ext. 124, and destroy the original transmission and its attachments without reading or
saving in any manner. Thank you,
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RESOLUTION NO. GG 2013412

A RESOLUTION OF THE GITY COUNCIL OF THE CITY OF
INDUSTRY, CALIFORNIA, ADOPTING POLICIES RELATING TO
FINANGIAL MANAGEMENT, FRAUD REPORTING,
PROCUREMENT PROCEDURES, AND CITY MANAGER
PERFORMANCE EVALUATICONS,

THE CITY COUNCIL OF THE GITY OF INDUSTRY RESOLVES AS FOLLOWS:

SECTION 1. The City Coungil finds as follows:

A To ensure sound finandal management, the City desires to adopt a formal set of
financial policies to provide a basic foundation and framework for elected officials and staff
when making financial decislons on behalf of the City.

B. The City desires to adopt a fraud, waste, and abuse policy to protect the City's
revenue, property, proprietary information, and other assets from any attempt by City officials,
employees, confractors or vendors to gain financial or other benefits through fraud or deception.

C. Chapter 3.04 of Title 3 of the Industry Munidipal Cade provides the general
authority and procedures for making purchases on behalf of the City. To ensure continuity and
uniformity in the Clty's confracting and purchasing operations, the City desires to adopt a
procurement policy detalling the procedures for contracting for services and purchasing supplies

and equipment for the Gity,

D, To help icentify and achieve annual goals, objectives, and policy directions, the
City desires to implement a City Manager evaluation pelicy to provide guidelines for the GCity
Managet's annual performance evaluation, where the Council will review the City Manager's
past performance and set goals for the upcoming fiscal year.

SECTION 2. The-City Council herehy adopts the Financial Policies, attached as Exhibit
A : -
SECTION 3. The City Council hereby adopts the Fraud, Waste and Abuse Policy,
attached as Exhibit B,

SECTION 4. The City Council hereby adopts the Procurement Palicy, attached as
Exhibit C. .

SECTION 6. The City Council hereby adopts the City Manager Evaluation Pofoy.
attached as Exhibit .

SEGTION 6. The City Cierk is directed to certify tc the adoption of this Resclution.
PASSED, APPROVED AND ADOPTED this 27 day of June, 2043
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A@ 2 ,&@? /

Mayor

ATTEST:

J@ Scrivens, Clty Clerk

APPROVED AS TO FORM:

LA e

Michele R. Vadon, City Atforney
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STATE OF CALIFORNIA )

COUNTY OF LOS ANGELES ) ss.

CITY OF INDUSTRY )

CITY CLERK'S CERTIFICATION
RE: ADOPTION OF CITY RESOLUTION

I, Jodi L. Scrivens, City Clerk of the City of Industry, do hereby certify that the foregoing
Resalution No. GC 2013-12 was duly passed and adopted at a regular meeting of the City
Council on June 27, 2013, by the following vote, to wit:

AYES: ©  COUNCIL MEMBERS:

NOES: COUNCIL MEMBERS:
ABSENT: COUNCIL MEMBERS:

ABSTAIN: COUNCIL MEMBERS:!

Ferrero, Haber, Marceilin, MPT/Parriott
M/Spohn

None
None

None

JodiL, Bcrivens
City Clerk, Gity of Industry

(SEAL)
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Financial Policies




CITY OF INDUSTRY

Section: Finance Date Adopted:
Last Amended:

Subject: Financial Policies

Number: Page Tof __

SECTION 1. GENERAL POLICIES

The City will:

N

.

SEGTION 2.
A,

Manage its financial assets in a sound and prudent manner;

Maintain and further develop programs to ensure s long term ability {o pay all casts
necessary to provide the level and quality of service required by its citizens; and

Establish and maintain investment policies that are in accordance with State laws.

ACCOUNTING, AUDITING, AND FINANCIAL REPORTING POLICIES

Financial Information.

It is the policy of the Cily of Industry to provide all financial information in a
thorough, timely fashion, and in a format that is easy for the City Council,
and City boards, commissions, employees as well as clfizens fo
understand and utilize. '

Accounting Standards.

The City's accounting of financlal systems will be maintained In
accordance with Generally Accepted Accounfing Principles (GAAP),
standards of the Governmental Accounting Standards Board (GASB), and
the Government Finance Officers Association (GFOA).

Accounting Policles and Procedures Manual.

The City will maintain a manual on accounting policles and procedures,

which will include defails of procedures and define specific financial
authority and respensibilities of employess.  These policlss and
procaduras will be reviewed annually and updated at least once every

three years as heeded.

As part of this review, the City will review and update its internal control
procedures over financlal management.

Audit Committee,
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The City Council will appoint twe members of the Gity Councll to act as
members of the audlt commitiee. The audit committee will be responsible
for the appointment, compensation, retention and oversight of the work of
the independent accounting firm engaged to perform the annual audit of
the City’s annual financial report.

Annual Audit.

An independent public accounting firm will parform an annuat audit and its
opinions will be included in the annual financial report.

The independent audit firm will be selected through a competitive process
at least once svery five years. The City Manager and staff will review the
qualifications of prospective firms and make a recommendation to the
audit committee. The audit committee will make the final recommendation
to the City Councll. The audit contract, and any extensions, will be
awarded by the Gity Council.

The independent audit firm must confirm to the City that it is in compliance
with applicable standards of independence for external auditors regarding

the City and its entities.

The independent audit firm may provide non-audit seivices as requested
and approved by the Gity Council. The proposed non-audit contract will
he reviewed by the audit committee, and a recommendation made to the

City Council.

The annual audited financial statement will be posted on the City's
website.

SECTION 3. FUND BALANCE POLIGIES

The City utilizes a variety of accounting funds for recording revenues and expenditures.
At the end of each fiscal year, budgeted/appropriated expenditure authority lapses with
the exception of operating expenses that have been ncurred put not pald for. The
remaining dollars left in each fund that are unassigned constitute avallable funds of the
City. The Council autharizes the City Manager to make assignment of unassigned funds

" as needed,

A

General Fund,

The General Fund Unassigned Fund Balance will be maintained in an
amount as determined by the City Council based upon the facts and
clrcumstances facing the City at that fime. These funds are designed to be
used in the event of significant financial emergency. Such additional
amounts may be allocated for specific purposes, such as capital projects
or for known significant future cost items. Any residual balance will be
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SECTION 4.
A

available for general operational working capital uses.

City Council Gontingency Account.

A contingency account will be maintained annually in the City's General
Fund. The amount will be determined annually by the City Council as
dictated by the facts and circumstances facing the City at that ime. This
account will be avallable for unanticipated, unbudgeted expenditures and
will require City Council approval to spend. The purpose of this account (s
to provide some flexibiltty for unforeseen events without the necessity to
appropriate additional funds from the City's Unassigned Fund Balance.

Enterprise Funds.

The City's Enterprise Funds will maintain reserves as determined by the
City Council as dictated by the facts and circumstances facing the City at

that time.

Trust and Agency Funds.

The City maintaing funds on a trustee basis for a number of purposes,
including City-sponsored postemploymant benefits programs and trust
accounts for special assessment districts and the Sucoessar Agency of
the Industry Urban Development Agency. These funds will be segregated
from the City's general funds.

The estimated cost of Ciy-sponsored refirement programs will be
actuarially valued biennially. Ongoing annual normal costs for such
programs will be budgsted in the depariment receiving the benefit.
Unfunded liabilities will be disclosed and accounted for in accordance with
Generally Accepted Accounting Principles (GAAP). '

DEBT POLICIES
lssuance of Debt.
The City will nat use long-term debt to pay for current operations.

The use of bohds or certificates of participation will only be considered for
significant éapital and infrastructure improvements.

The term of the debt may never extend beyond the useful life of the
impravements to be financed.
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SECTION 5. REVENUE POLICIES

A. General Fund Revenue.

The City will strive to develop and maintaln a diversified and reflable
revenie sfream so as fo avold becoming overly dependent on any single
type of revenue. Efforts will be directed to oplimize existing revenus
sources while periodically reviewing potential new reventle sources.

Budgeted revenues will be estimated conservatively using accepted
standards and estimates provided by the state, other governmental
agencles or reliable economic forecasters when available.

If revenues from "“one-time’ or limited duration sources are used to
balance the City’s annual operating budget, it is to-be fully disclosed and
explained at the time the budget is presented. It Is the City’s goal to not
rely on these types of revenues to balance the operating budget.

The City will pursue revenue collection and auditing to assure that moneys
due the City are accurately received in a timely manner.

The Cily will seek reimbursement for state and federal mandated costs
whenever possible.

B. Grants and Gifts.

The City will actively pursue federal, state and other grant opportunities
when deemed appropriate. Before accepting any grant, the City will
thoroughly consider the implications in terms of ongoing obligations that
will be required in connection with acceptance of such grant.

C. Enterprise Fund Charges.‘

The City will set user fees for each enferprise fund at a rate that fully
covers direct and indirect costs of providing the service, as well as
planned capital Improvements that may be necessary from time {o time.

SECTION 6. CAPITAL IMPROVEMENT POLICIES

A Capital Improvement Policies Funding Sources,

Most of the Gity's infrastructure has a deslgnated revenue source fo pay
for its upgrade or replacement, as appropriate. For example,
waterfwastewater rates fund utility infrastructure needs; gas tax revenues
fund sfreet needs; and storm drainage needs are paid for with refated fees
and assessments. The City’s public buildings and properties are the
primary beneficiarfes of the City's Capital Projects Fund.
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Transfers into the Gapital Projects Fund will be processed by the Finance
Department on a monthly basis and recorded as such in the annual

adopted budget.
B. Three Year Capital Projects Program,

The City will annually prepare a capital projects spending program
projecting capital needs for a three year period (shorter period budget if
deemed appropriate due to circumstances). This spending program wil
address all of the City's funds.

The first year of the three year capiial projects program will be consistent
with, and adopted as a component of, the annual operating budget.

In the development of the capital projects program, the operating costs
associated with the capital project will be projected and considered in
conjunction with the capltal projects program.

C. . Entetprise Fund Capital Improvements.

Capital improvements funded from the Enterprise Funds will be paid for in
combination of current operating cash flows, transfers from the general
fund and the use of long-term debt financing. The City will periodically
review its enterprise capital nceds and establish capital spending plans

that are appropriate.

SECTION 7. CAPITALIZATION AND DEPRECIATION POLICIES
The City will capitalize capital assets purchases in excass of $5,000.

The City will depreciate capital assets such as machinery, equipment, bulldings and
improvements, and infrastructure {roads, sidewalks, parks, etc.). Depreclation will be
performed on a straight line basis over the expected useful life of the asset and in
accordance with Generally Accepfed Accounting Principles (GAAP).

SECTION 8. CASH MANAGENMENT & INVESTMENT POLICIES

The City Treasurer will annually review and update, or modify as appropriate, the City's
investment policy. Review will take place at public meetings and the policy will be
adopted by minute action of the City Council based upon the City Treasurer's

recommendations

City funds will be managed in a prudent and diligent manner with emphasis on safety,
liquidity, and yleld in accordance with the applicable investment provisions of the

Calffornia Government Code.

SECTION 8. OPERATING BUDGET POLICIES
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A Balanced Operating Budget.

It is the palicy of the Cily to adopt a balanced budget, where operating

revenuss are equal fo, or exceed, operafing expenditures. In the event a

balanced budget is not attainable, and the cause of the imbalance Is .
expected to last for no more than one year, the planned use of reserves to

balance the budget is permitted. In the event that a budget shortfall is

expected to continue beyond one year, the planned use of reserves must

be develcped as part of a corresponding strategic financial plan to close

the gap through revenue increases or expenditure decreases.

Any year end operafing surpluses will ravert to unappropriated balances
far use in malntaining reserve levels set by policy and will be available for
capital projects and/or "one-time only" General Fund expenditures.

B. Budget Document,

The operating budget will serve as the annual financial plan for the City. It
wiil serve as the palicy docliment of the City Councll for implementing
Council goals and objectives. The budget will provide the staff the
resources necessary fo accomplish City Council determined service

levels.

The City Manager will prepare a fwo-year (one year budget If deemed
appropriate due to circumstances) proposed operating budget and present
the proposed operating budget to the City Councll no later than the
second regular Gouncil meeting in May of every two years; and Gouncil
will adopt such budget no fater than June 30 of each year. Funds may not
be expended or encumbered for the following fiscal year until the budget
has been adopted by the Gity Counail. '

The City's annual budget will be presented by department, with a logical
breakdown of programs and proposed expenses. The budget document
will also summarize expenditures at the personnel, operating and
maintenance, and capital levels,

Each year the City's budget will be reviewed for possible amendments to
the budgeted amounts and presented to the Gity Council for approval,

C. Budget Control and Accountability.

Budget control is maintained at the departmental level, The City Manager
has the authority to approve appropriation fransfers between prograrns or
departments. in no case may total expenditures of a particular fund
exceed that which is appropriated by the City Coundll without a budgef
amendment, Amendments to the budget are approved by the City Council
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with the exception of the appropriation and transfer of funds from
employee leave reserves to a specific department's program budget to
cover unplanned customary termination leave expenditures within a given
year, Such amendments may be approved by the City Manager.

Budget accountability rests primarily with the operating departments of the
City.

D. Capital Plant and Equipment.

The annual budget will provide for adequate maintenance and
replacement of capital assets.

E. Enterprise Funds.

The Enterprise Funds will be supported by their own rafes and charges,
and, if needed, will be subsidized by transfers from other avaitable funds
approved in the annual budget. The amount of the transfers may be

changed if approved by the City Manager.
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EXHIBIT B

Fraud, Waste and Abuse Policy




CITY OF INDUSTRY

Section; Finance Date Adopted:
Last Amended:
Subject: Fraud, Waste and Abuse Policy
» Page 1of __

Number:

SECTION 1. PURPOSE

The City is committed to protecting its revenus, property, propristary information and
other assets from any attempt by City offlcials, employees, contractors or vendors fo
gain financlal or other benefits through fraud and deception, The City does not folerate
misuse or misappropriation of City assets. It is the City’s intent fo promptly and fully
investigate any suspected acts of “fraud,” as it is defined in this Policy, in an impattial
manner regardless of the suspacted wrongdoer’s length of service, position, title or

relationship to the City.

This Policy addresses specific guldelines and responsibilities regarding appropriate
actions for detecting, reporting, and investigafing fraud or other similar irregulailies.

SECTION 2. APPLICABILITY

This Policy applies to all City officials, smployees and those doing business with the
City.

SECTION 3. POLICY

The Clty will identify and promptly investigate any possible acts of fraud or related
dishonest activities against the City. When appropriate, the Cify will take disciplinary
action against officials and employees, including the possibility of termination of
employment or contract, and will also pursue other avaitable legal remedies, including
forwarding information to the appropriate authorities for eriminal prosecution.

SECTION 4, DEFINITIONS

For the purposes of this Policy, “fraud” is tha act of intenticnal deception as a tool for
personal gain. Fraud also includes any Intentional waste, abuse, or aftempt to use a
City asset or position for personal gain or for purposes unrelated to City business, and
other similar misconduct that is prehibited under California taw. Examples of fraud

include, but are not limited to:

. Using one’s position for personal gain
. Stealing or removing City assets from Cify property
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Using City equipment, facilities, supplies or funds for purposes unrelated to City

business
. Falsifying any Clty document or record
Seeking or obtaining anything of material value In excess of permitted gift fimits from

those doing business with the City in exchange for favors In performing one’s official

dutles
Willful misrepresentations or providing false statements, certificates, reports, forms

or claims
. Improprieties in the hantlling or reporting of money fransactions
Authorization or receipt of payments for goods not recelved or services not
performed
Authorization or recelpt of payment for hours not worked
Any claim for relmbursement of expenses that are not made for the benefit of the
City or to perform one’s offlcial duties :
Unnecessary spending of City funds to purchase supplies or equipment
Using one's positlon in one Gity department to gain an advantage over another City
resident when conducting personal business in another City department
Wil violations of federal, stafe or local laws related to fraudulent activities,
including the Political Reform Act (Govt, Code §81000 and following), Government
Code section 1090, the Regulations of the Fair Political Practices Commission, etc.

For the purposes of this Policy, "fraud investigator” includes any one of the following
individuals: City Manager, City Attorney, ity Clerk.

SECTION 5. MANAGENMENT RESFONSIBILITY

Members of management (L.e., department heads and supervisors) are respansible for
establishing and maintaining a system of internal controls to ensure the detection and

prevention of fraud and other Irregularities.

Management should be reascnably familiar with the types of fraud that might oceur
withln their area of responsibiiity, and be alert for any indication of fraud,

Management has the same responsibility with respect to reporting fraud as do ali other
employees of the City as outlined below. Management will support and co-operate with
the fraud investigators, Independent investigators, and law enforcement agencies in the
detection, reporting and investigation of all fraudulent acts, including the prosecution of

offenders,

Upon notification of suspected fraud from an employee or a member of the public, or If
managsmant has reason to suspect fraud has occurred, he/she will contact a fraud
investigator. The fraud investigator will then contact each of the other fraud
investigators, Unless one or more of the investigators Is suspected of fraud. The fraud
investigator(s) will then conduct the investigation, or retain an independent investigator
ifnecessary. If all fraud investigators are suspected of fraud, the fraudulent activity

should be reported to law enforcement.
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After reporting the suspected fraud to the appropriate person, management will not
attempt to conduct individual investigations, interviews, or intefrogations.

Great care must be faken in dealing with suspected fraudulent acfivities to avold the
following:

Incorrect accusations;
Alerting suspected individuals/companies that an investigation is underway;

Treating employees/third parties unfairly; or ‘
Making statements that could lead to clalms of false accusations or other offenses.

Responsibilities of management in handling fraudulent activitfes include the following:

Not contacting the suspected individual to determine facts or demand restitution.
Not discussing the case, facts, suspicions, or allegations with anyone outside the
City, unless specifically directed to do so by the fraud investigafor(s), or independent
investigator.

Nof discussing the case with anyone inside the City other than employses who have
a need to know, such as the City Manager.

Directing all inquiries from the suspected individual/company or his/heriits
representative/attorney fo the City Manager.

Directing all inquiries from the media to the City Managet’s Office. A proper
response to stich an inauiry might be, “I'm not at liberty to discuss this matter. Let
e refer you to the City Manager's Cffice”. The City Manager's COffice will determine
the appropriate media messages and ideniify an appropriate City spokesperson, as

required.

Upon campletion of an investigation, management is responsible for taking appropriate
corrective actions as recommended by the applicable investigator to ensure adeguate
controls exist to prevent recccurrence of improper actions.

SECTION 6. EMPLOYEE RESPONSIBILITIES

Any employee of the Gity who knows or has reason to believe that a fraudulent act or
practice has occurred must do the following:

Report the incident or practice to at least one fraud investigator.

Refrain from further investigation of the incldent, confrontation with the alleged
violator, or further discussion of the incident with anyone other than the fraud
investigator(s), independent investigator, or law enforcement personnel.

Employees who wish to remain anonymous whan reporting a suspected fraudulent
activity may submit an anonymous online Fraud Report form at;
http/ww cityofindustry.org/ .
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It Is expected that employees (other than those whe chose to remain anonymous) will
fully co-operate with the fraud investigator(s), independent investigators and faw
enforcement agencies during the course of an investigatior and will make all
reasonatle efforts to be available to assist with the investigation.

Employees that have a reasonable basis for reporting a fraudulent act or practice will be
protected from retaffation under applicable City personnel policies and tules.

SECTION 7. INVESTIGATION

The fraud investigator(s) will carry out an initial review. After this revlew Is completed, a
determination of whether the stspected fraud warrants additionai investigation will be

made. .

Where appropriate, a prompt and thorough investigation will be conducted and will
include detailed analyses of avallable records. Within the scope of their investigation,
the fraud investigator(s), or outside investigator, as applicable, will have unrestrictad
access fo all City records, employses and City prerises and the authority to examine,
copy, or remove all or any portion of the contents of files, desks, cabinets, computers
and other City resources, equipment and faciliies without prior knowledge or consent of
any Individual who might use or have custody of any such items when there is a
reasonable suspicion of a dishonest or fraudulent activity, which makes such inspection
appropriate. There is no assumption of privacy in such cases.

The person conducting the Investigation will procead as follows, if evidence is
uncovered showing possible fraudulent activities:

Discuss the findings and recommendations for prevention of future simifar
oceurrences with management and appropriate administrators.
+  Determine if disciplinary actions should be takan.

If eriminal activity appears to have ocourred, In consultation with the City Attorney,
- report the findings to the appropilate law enforcerent agency.

.

Declsions lo prosecute or refer the investigation results to an appropriate law
enforcement agency for independent investigation will be made by the City Manager in
appropriate cireumstances and in consultation with the City Attorney,

SECTION 8. CONFIDENTIALITY

All partigipants in a fraud investigation will treat all Information received confidentially.

To the extent permitted by law, the identlty of individuals involved in an Investigation

. Including the tdentity of an individual afleging fraud and the identity of an individual
alleged to have committed fraud will be protected, Disclosure of the identity of withesses

may be required, however, pursuant to a subpoena or in other circumstances where the

City Is required by law to release information. In addition, persons reporting fraud
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should also be aware that pubiic festimony might be needed to prove the case against
the accused.

LA#4840-4149-6339 v1




LA #4853-1081-4484 vi

EXHIBIT G

Procurement Poliey




CITY OF INDUSTRY

Section: City Manager Date Adopted:
Last Amended;

Subject: Procurement Policy

Number: Page Tof __

SECTION 1. PURPOSE

The purpose of this policy is fo provide the City of Industry a means of assuring
continuity and uniformity in fts contracting and purchasing operations, and to define the
responsibiliies for contracting for services and purchasing supplies and equipment for
the City. This policy is in furtherance of the general authority and procedures set forth in
Chapter 3.04 (Purchasing Systern) of Title 3 of the Industry Municipal Code, and while
comprehensive Is not intended fo address every issug, exception, or contingency that
may arise in the course of City contracting and purchasing activities. The basic standard
that should always prevail is to exercise good judgment in the use and stewardship of
City resourcss, Including keeping within the budget authorized by the City Council,

This policy does not address the purchase of supplies, equipment and services, which
are included within the definition of a “public works” project subject to the requirements

of the California Public Contract Code.
SECTION 2, PROCUREMENT QFFICER

The City Manager is designated as the Procurement Officer for the City and may
delagate the administration of the program to a designee. The Procurement Officer is
charged with the responsibility and authority for coordinating and managing the
procurement of the City’s supplies, equipment and services according to this policy,

The Procuremant Officer and all departments must adhere to this policy when procuring
supplles, equipment and services. This policy strives fo define dacision making with
prudent review and internal control procedures and to maintain departmental
responsibility and flexibility in evaluating, selecting, and procurement supplies,

equipment and services.
SECTION 3. RESPONSIBILITIES OF THE PROCUREMENT OFFICER

The Procurement Cfficer is responsible for 1) the procurement of supplies, equipment
and services; 2) the administration of this procurement policy; and 3) the management
of surplus city property. To perform these functions efficiently and assist departments,

the Procurement Officer wili:



A Coordinate and manage the procurement of the City’s supplies, equipment
and services from the lowest responsive and responsible bidder when

required by this policy.
Ensure full and open compstition on all purchases as required by this
policy.

C. Identify, evaluate and utilize procurement meathods which best meet the
needs of the City {i.e., cooperative purchases, blanket purchase orders,

contractual agreements, etc.)

w

D. Assist all departments with research and recommendations in developing
specifications; review speclfications for completeness of information to
ensure specifications are not unnecessarily restrictive,

E. Coordinate vendor relations, locate sources of supply, and evaluate
vendor performance.

F. Recommend revisions to procurement procedures when necessary and
keep informed of current developments in the field of public confracting

and purchasing.

G.  Presctibe and maintain all forms and records necessary for the efficient
operation of the procurement function.

H.  Actasthe City's agent in the transfer and disposal of surplus equipment
and materials,

I Investigate the cost of recyeled and non-recycled products to determine if
the purchase of recycled products is practical and economical. To be
considered economical, the added costs should not exceed 10% of the

lowsst non-recycled product price.
J. Make purchase award recommendations o the appropriate authority.
SECTION 4. RESPONSIBILITIES OF DEPARTMENTS '
Departments are charged with the following responsibilities in the procurement probess:

A. To anticipate requirements sificiently in advance to allow adequate time
to obtain goods in accordance with the best procurement practices.

B. To eommunicate and coordinate purchases with the Procurement Officer,
as necessary.

C. To provide detailed, accurate specifications to ensure goods obtaihed are
consistent with requirements and expectations.

Page 2 of 18




H.

To prepare requisitions in acsordance with instructions so as to minimize

-the procassing effort.

To inform the Procurement Officer of any vendor relations problems,

shipping problems (j.e., damaged goods, late delivery, wrohg ltems
defivered, incorrect quantity delivered, etc.) and any sifuations that could
negatively affect the procurement function.

To minimize urgent and sole source purchases and to provide written
documentation when such purchases may be necessary.

To assist the Procurement Officer with the review of all bids received for
compliance with specifications, and provide the Procurement Officer with

written documentation regarding their findings.

Ta notify vendors of purchase award when authorized by the Procurement
Officer.

To not “split” orders for the purpose of avolding procurement
requirements. See Definitions.

To consider the use of recycled products when practical and economically
feasible, To be considered economical, the added costs should not
excesad 10% of the lowest non-recycled product price.

SECTION 5. VENDOR AND CONSULTANT RELATIONS

It is to the City's advantage to promote and mainfain good relations with vendors and
service providers. The Procurement Officer and department staff will conduct their
dealings with vendors and consultants in a professional manner and will promote equal
opportunity and demonstrate faimess, integrity, and courtesy in all relations. When
feasible and cost-sffective to do 5o, as determined by the Procurement Officer, vendors
within the City of Industry should be utilized for supplies and equipment.

SECGTION 6. SPECIFICATIONS

It is the responsibility of each department to provide detailed, accurate specifications
when requisitioning supplies and equipment . Accurate specifications are essential for

effective bidding.

A

Sole Source Specifications.

Sole source specifications must be avoided whenever possible, as they
minimlze or eliminate competition. The appropriate authotity (Procurement
Officer if total purchase for supplies or equipment is $100,000 or less; Clty
Coundl! if total purchase for supplies or equipment is more than $100,000)
may waive hidding requirements If sufficient written justification for a sole
saurea purchase exists. Written documentation signed by the appropriate
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department head must accompany the requisition for any sole source
request.

Standardization.

Standardization of specifications for items common to several
departments can facllitate the procurement process. The Procurement
Officer and departments are encouraged to work together to establish
standard specifications for such items.

Brand Name, or Equal, Specifications.

In purchasing equipment or supplies needed to be compatible with
existing equipment, or to perform complex or unique functions, the
Procurement Officer may limit bidding to a specific product type or a brand
name product. Use of brand names in specifications wilt b for the
purpose of describing the standard of quality, performance, and
charactenistics the Cify desires and not be intended to limit or restrict
competition. If a brand name is incorporated into a specification, a
minfmum of two acceptable brands will be listed whenever possible and
will be followed by the statement “or approved equal” unless the sola
source rule appliss. Using specifications provided by a specific
manufacturer should be avoided, however, if used, the name of the
manufacturer, model number, etc., should be indicated. The bid document
must clearly state that the use of the manufacturer’s specifications are for
the sole purpose of establishing the level of quality desired. The
Procurement Officer reserves the right to determine and approve any
product submitted as an "or equal”

Vendor Assistance in Whiting Specifications.

There may be oceasions when vendor assistance Is required to develop a
specification. Such specifications must be wiltten in general terms and the
vendor will be informed that the information they provide may be used to
develop specifications for 2 competitive bid process. The vendor will be

" allowed to submit a bid, buf will not be given any preference over tha other

SECTION 7.
A.

bids.
SUPPLIES & EQUIPMENT: PROCURENMENT METHODS

Requirements for Gertain Procurement Dollar Limits.

Procurement doliar limits are “per order”. This policy specifically prohibits
splitting an order to circumvent the specified dollar limits. Departments
should contact the Precurement Officer to coordinate volume bids of
repetitive requirements (L.e., the frequent purchase of items such as
chemical, paper goods, ete., which annually exceed the specified limits).
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Purchases of Less than $10,000 — Over-the-Counter.

For purchases of less than $10,000, the authority to award Is the
Procurement Cfficer. Comparative pricing is not required but will be
used when practical. Prudent judgment must be used at all times.
All departments may purchase supplies and equipment of less than
$10,000 without competitive bidding and without a purchase order.
A purchase order may be requested by the department if required
by the vendor or if the department wishes to use the purchase
order as a mechanism to encumber funds.

Purchases Between $10,000 ~ $100,000 - Open Market.,

For purchases of between $10,000 - $100,000 the autharity to
award is the Procurement Officer. Department staff may not award
purchase orders for $10,000 or more without the approval of the
Procurement Officer, except in the event of an urgency purchase.
All departments must obtain at least three oral or written
competitive proposals whenever possible for purchases, unless the
Procurement Officer determines that it Is not possible to obtain
three such proposals, The Procurement Officer may be requested
to assist in this process. The department must submit a requisition,
which includes the recommended vendor, with all supporting
documentation to the Procurement Officer. Supporting
documentation will include competitive price quotes obtained,
names of vehdors contacted, description of the items required, and
cettificates of insurance as applicable. The Procurement Officer will
review the recommendation and supporting documentation and
may contact additional sources for quotations. The Procurement
Officer may award purchase to the lowest responsive and
responsible bidder whose quotation fuffills the intended purpose,
quality, and delivery needs of the solicitation, provided that an
unencumbered appropriation for that item exists. In fieu of awarding
the purchase, the Procurement Officer may reject bids, or may
negotiate further to obtain terms more acceptable to the City,

Putchases of Mare than $100,000 ~ Formal Bid.

Purchases that exceed $100,000 require a Formal Bid Process,
and City Council approval. See Section 8,

Blanket Purchase Orders.

A blanket purchase order is an agreement whereby the City contracts with
a vendor to provide equipment or supplies an an as-needed and often
over-the-counter basis, Blanket purchase orders provide a mechanism
whereby ftems which are uneconomical to stock may be purchased in a
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manner that allows field operations timely access to necessary materials.
Blanket purchase orders may not be used to purchase services, capital
assets or items maintained in stock,

1. Review,

The Procwrement Officer will request confirmation of blanket
purchase orders annually, before the beginning of the fiscal year.
Requests for blanket purchase orders may also be submitted fo the
Procurement Officer on an as-needed basis. The Procurement
Officer will review blanket purchase order requests based upon the

following criteria:
a, Geographic location,
b. Responsiveness and capabilities.

C. Average dollar value and type of items to be purchased.,
d. Frequency of need.

2. Contents.

All blanket purchase orders must include the following information:

a. A general description of the equipment or supplies that may
be charged.

b. The perlod of time the order will remain open, not to exceed
one year., ’ :

c. The maximum total ameunt that may be charged on the
purchase ordet. '

d. The maximum amount that may be charged each time the
employee implementing a purchase enters the vendor's
place of business, or if unspecified, $250 per visit and $750

per month.
e. ltams excluded from the purchase, if applicable,
f, The phone number of the Purchasing Officer for questions or

approval of charges that excead the Iimit.

g. ldentification of the department(s} and employee(s) who may
charge against the order.

h. Requirement that the employee show City identification.
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i. Requirement that employees print and sign their names
when picking up goods.

J. City account number(s) fo be chargead.

Once a Blanket Purchase Order is issued to a vendor, any authorized City
employee may contact the vendor directly fo place orders per the terms
and conditions specified In the Blanket Purchase Order.

Contract Purchase Orders.

. Gontract purchase orders are the preferred method of procurement
repetitive-use items that may be common to several departments or within
onhe department. Establishing contract purchase orders provides a means
of obtaining volume pricing based upon the combined needs of all
departments, reduces the administrative costs associated with seeking
redundant competitive bids and processing a contract purchase order
each time an order is placed, and allows departments to order as needed,
reducing the requirement to maintain large inventorias of stock.

If a contract purchase order exists, departments will order all of thair
requirements from the successful vendor. No other source may be used
without prior approval of the Procurement Officer. Depariments must
submit, in writing to the Procurement Officer, any performance problem
encountered immediately following the occurrence so that corrective
acfion may be taken,

Contract purchase orders are annual and may include option for renewal
for specific products, product types, or services at agreed upon prices or
pricing stricture and for a specified period of time,

Cooperative Purchases,

The Procurement Officer may participate in purchases and contracts
established by other political jurisdictions, provided the cooperative
agreement is established following a competitive bid process. The
Procurement Officer may authorize the award of cooperative purchase
agreements up to and Including $100,000. City Council approval s
required for the award of any cooperative purchase of more than

$100,000.
Sole Source Purchases.

Supplies and equiprment that can be obtained from only one vendor are
exempt from competitive bidding. Sole source purchases may include
preprietary items sold directly from the manufacturer, items that have only
one distributor authotized to sell in this area or a certain product has been
proven fo be the only product that has proven o be acceptable. All sole
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source purchases must be supported by written documentation signed by
the appropriate department head and forwarded to the Procurement
Officer. Final determination that an item is a valid sole source purchase
will be made by the Procurement Officer.

Urgency Purchases,

1.

Applicability.

Urgency purchases may be made without competitive bidding when
time is of the essence, and will be made only for the following
reasons:

a, to preserve or protect life, health or property; or
b. upon natural disaster; or
C. to forestall a shutdown of essential public services.

Requirements.

Since urgency purchases do not normally provide the City an
oppertunity to obtain competitive quotations or properly encumber
funds committed, sound judgment must be used in keeping such
orders to an absolute minimum. In addition, the following
requirements apply:

a. The Procurement Officer must be contacted as soon as
. possible for approval, which may be given verbally, to cover
the urgent transaction. If unable to contact the Procurement
Officer, place the order and contact the Procurement Officer

the next workday.

h. A completed purchase requisition must be submitted to the
Procurement Officer within two working days, or as soon as
the information is available. All purchase requisitions for
urgent purchases must be signed by the appropriate
department head.

c. Documentation explaining the circumstances and nature of
the urgency purchase must be submitted by the appropriate
department head as follows:

() Purchases less than $10,000: Use standard
progurement procedures.
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SECTION 8,
A

(i)  Purchases in the amount of $10,000 - $100,000:
Report to the Procurement Officer by processing
requisition within one week,

(iy  Purchases of more than $100,000: 1) Report to
Procurement Officer within two working days, and 2)
Report to the City Council at its next scheduled
meeting for ratification.

d. 'If the urgency purchase causes any budget line item to
exceed the approved budget, It will be the responsibility of
the department requesting the purchase to obtain
subsequent City Council approval for an additional
appropriation or to make a transfer to cover the purchase.

Change Orders.

Purchase orders represent a contract between the City and the vendor.
Any substantial change fo a purchase order must be documented as a
change order. Change orders will be reviswed and approved by the
Procurement Officer. Any change order that causes the purchase order to
exceed $10,000 must be reported to City Council as part of an agenda
report. Any change order that results in the purchase order exceeding
$100,000 must be approved by City Council. Urgency changes must
comply with Section 7.F. A purchase order may not be increased by more
than 10% or $2,500, whichever is less, without a change order, except for
taxes, shipping and handling as discussed below. Taxes, shipping and
handling may cause the purchase order to exceed the authorized
purchase order amount. These items do not require a change ordsr, even
if they exceed 10% of the original purchase order amount.

SUPPLIES & EQUIPMENT: PURGHASE AWARD

Lowest Responsive and Qualified Bidder,

1. Bids will be awarded to the "responsive” and “qualified” bidder who
submits the lowest bid.

2, In determining the lowest “responsive” bid, the following slerments
will be considered in addition to price:

a. A responsive bid is one that is in substantial conformance
with the requirements of the invitation to bid, including
specifications and the City’s contractual terms and
conditions. Bidders who substitute terms and conditions or
who qualify their blds in such a manner as to nullify or limit
their liability will be considered non-responsive hidders.
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s} Conformance with the requirements of the invitation to bid
may also include providing proof of Insurance, completing all
forms, including references, and all other information as
requested in the bid document,

c. The successful bidder must demonstrate the ability to
successfully fulfill a contract, including rendering of
subseguent and cantinuing service. Staff may request proof
of a prospective bidder's reliabllity. Prospective bidders may
be requested to furnish proof of financial resources, a list of
current or previous customers, and other pertinent data.
Such action may also be taken aiter receipt of bids.

d. A bidder may be determined to be nen-responsive if a
prospective bidder fails to furnish proof of qualifications
when required.

3. in determining the lowest “qualified” bidder, the following elements
will be considered in addition fo price:

a. That the products offered provide the quality, fitness, and
capacity for the required usage.

b. That the bidder has the ability, capacity and skill to perform
the contract satisfacterily and within the tims required.

c. That the bidder’s experience(s) regarding past purchases or
services received by the City or other public agencies
demonstrates the religbility of the bidder fo perform the
contract.

4, When a bid is recommended to be awarded to other than the low
bidder, written justification is required, signed by the appropriate
department head.

Rejection of Bids.

The Procurement Officer or the requesting department may recommend
rejection of any or all bids If it is determined to be in the best inferests of
the City. Reasons for refection may include, but are not limited to, the
follawing: a bid s determined to be non-responsive, the number of bids
received is inadequate, bids received are not reasonably uniform in price,
orthe lowest bid received is deemed to be too high. The Prosurement
Officer may, In any given case, reject all bids with or without cause and
submit the supplles, equipment or service involved to a new bidding

. process. If all bids are rejected, the Procurement Officer may be
authorized to re-solicit bids, negotiate a contract for the purchase, or

abandon the purchase.
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SECTION 8.
A

Tie Bids.

[f two or more bids are received that are in all respects equal, the
Procurement Officer, in the Officer’s discretion, may aeccept the one
deemed fo be in the best interests of the City.

INFORMAL AND FORMAL BID PROCESS

Except as otherwise exempted in the policy, suppliss and equipment with
an estimated value of $10,000 to $100,000 will be purchased following an
Informal Bid Process and purchases of more than $100,000 will be made

following a Formal Bid Process.

To initiate the Informalfformal bid process, the department making the
request must provide specifications for the item to be purchased and
documentation showing the existence of an unencumbered appropriation
for the item in the current approved budget. The Procurement Officer or
requesting department will solicit informal/formal bids as prescribed by the

Industry Municipal Code,

informal bids may be posted at Gity Hall, mailed to prospective bidders a
minlmum of ten calendar days before the dus date, or solicited over the ;

phone or otherwise.

Formal hids will be published in a newspaper of general circulation in the ;

- City, posted in at least three public places in the City designated by

ordinance for the posting of public notices, and posted on the City's
website. The Procurement Officer will also mail a copy to anyone who has
requested to be so notified. All notices must be published, posted, or
mailed at least 10 days before the date specified for the opening of bids.
All formal bids must be sealed and wil! ke publicly opened and read at the
date, time, and place indicated in the published notice.

Copies of all bids received by the Procurement Officer will be retained by
the City Clerk and will be generally avaiiable public inspection during
regular business hours for at least thirty days following the bid opening.

Bids will be reviewed for compliance with specifications by the requesting
department. All deviations from the specifications must be fully
documented by the requesting department and the impact of the
deviations on the performance or suitability of the bid item will be detailed.
Staff will prepare and forward a recommendation for approval of purchase.

Informal bids will be approved by the Cily Manager.

Formal bids will be approved by the City Council. The City Council may
reject any and alf bids, and may walve any irregularity in any bid.
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SECTION 10. CREDIT CARD USAGE

Under certain circumnstances, the use of a city credit card may be the most appropriate
method for certain purchases. The following policies and procedures are established to
insure internal contro] and timely payment of charges.

A City credit cards will be distributed on an as-needed basis to department
heads. City credit cards will only be avaitable for the conduct of official City
business. Use of the City credit card for personal purchases or cash
advances is prohibited,

B. Purchases with a credit card may not exceed $10,000 without prior written
approval of the City Manager.

C. All receipts must be turned in when the credit card is turned in.

D, Failure to comply with established procedures may result in
discontinuance of use of the City credit card by the employee/department,
and may subject the employse to disciplinary personnel action, including
but not limited to reimbursement.

SECTION 11. UNAUTHORIZED FURCHASES

Except for urgencies, departmental purchases, or other authorized exemptions stated in
these policies, no purchase of supplies, equipment or services may be made without an
authorized purchase order, Otherwise, such purchases are void and not considered an
obligation of the City, Any involces without an authorized purchase order may be
returned to the vendor unpaid. Purchase orders must be issued prior to otdeting
supplies, equipment and services and not “after the fact” for work already done or

materials already ordered,
SECTION 12. PROFESSIONAL SERVICES: CONSULTANT SELECTION

A Selection of Consultants for Professional Services (General):

1. As used in this policy, “professional services” are those
professional services listed in Galifornia Government Code sections
4525-4529.5, 37103, and 53060, The following criteria will be used
{o determine approval authority for consuliants for professional
service contracts:

Contracts of $100,000 or less/year: Procurement Officer approval.
Contracts of more than $100,000/year: City Council approval,
2. This policy specifically prahibits splitting scope of services fo

circumvent the limits set forth in Section 12.A.1, above.
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The appropriate department head, with the approval of the
Procurement Officer, will prepare a scope of work consistent with
the proposed budget. A Request for Proposal (RFP) or Request for
Qualifications {RFQ) process may be used at the discretion of the
Procurement Officer. If utilized, the RFP or RFQ will outline the
City's requirements and project description. The list of solicited
firms may be drawn from firms who, in the opinion of the
department head, can perform the work. In addition, upon request,
department heads will maintain a list of interested bidders who will
be included in future solicitations.

. In the event a RFP or RFQ is issued, the initial review of proposals

will be conducted by the involved department head(s), who will
make a recommendation to the Procurement Officer regarding
which consultants should be invited to interviews. Formal
interviews will be conducted by the Procurement Officer and
applicable department heads, who, where applicable, will make a
recommendation to the City Councll for final selection,

Qualifications should be the primary factor in the selection of a
professional services consultant.

Prior to approval of a contract, the department head must conduct
appropriate background and reference checks and ensure that
adequate bonding or security, if required, is posted.

Consultants must comply with all regulations and laws dealing with
conflict of Interest disclosure and reporting. Consultants will not be
engaged if a conflict of interest exists,

Approval of “additional scope of work” ifems must comply with the
limits of Section 12.A.1, above.

Selection of Consultants for Professicnal Services for Continuing
Services:

1.

Firms providing professional services may be retained on &
continuing basis to provide professional services. The department
head may recommend to the Procurement Officer that the City
contract on a project-by-project or on a retainer basis for additional
waork/services without going through the RFP and selecfion
process. At least every five years these amangements will be
reviewed and, if desmed appropriate or necassary, the City wil!
solicit proposals from at least three consultants to perform the
same services. This is to ensure the City is receiving the best value

in their services.
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2,

SECTION 13.

Beginning each fiscal year, the Procurement Officer will make a
written request fo each department head to submit fo the
Procurement Officer a list of consultants currently under contract by
their department, setting forth name of firms, type of services, cost
of contracts, length of contracts and date entered into, and the
number of years retained by the City.

SPECIALTY SERVICES: CONSULTANT SELECTION

A Selection of Consultants for Specialty Services (General):

1.

As used in this policy, “specialty services” are those professiona]
services that are not specifically listed in California Government
Code sections 4525-4529.5, 37103, and 53060, The following
criterla will be used to determine approval authority for consultants
for specialty service contracts:

Contracts of $100,000 or less/year: Procurement Officer approval.

Contracts of more than $100,000/year: City Council approval.

This policy specifically prohibits splitting contract services to
circumvent the limits set forth In Section 13.A.1, above.

The appropriate department head, with the approval of the
Procurement Officer, will prepare a scope of work consistent with
the proposed budget. A Request for Proposal (RFP) or Request for
Qualifications (RFQ) process may be used at the discretion of the
Procurement Officer. If utilized, the RFP or RFQ will outline the
City's requirements and project description. The list of solicited
firms may be drawn from firms who, in the opinion of the
department head, can perform the work. In addition, upon request,
department heads will maintain a list of interested bidders who will
be included in future solicitations.

In the event a RFP or RFQ is issued, the initial review of proposals
will be conducted by the involved department head(s), who will
make a recommendation o the Procurement Officer regarding
which consultants should be invited to interviews. Formal
interviews will be conducted by the Procurement Officer and
applicable department heads, who, where applicable, will make a
recommendation to the City Council for final selection.

Qualifications should be the primary factor in the selection of a
specialty services consultant,
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6.
7.
8.
B.
1.
2,
SECTION 14,

Prior to approval of a contract, the department head must conduct
appropriate background and reference checks and ensure that
adequate bonding or security, if required, is posted.

Consultants must comply with all regulations and laws dealing with
conflict of interest disclosure and reporting. Consultants will not be
engaged if a conflict of interest exists.

Approval of *additional scope of work” items must comply with the
limits of Section 13.A.1.

Selection of Consultants for Specialty Services for Continuing Services:

Consultants providing specialty services may be retained on a
continuing basis. The department head, with the approval of the
Procurement Officer, may contract on a project-by-project oron a
retainer basis for additional work/services without going through the
RFP and selsction process. At least every five years these
arrangements will be reviewed and, if deemed appropiiate or
necessary, the Cliy will solicit proposals from at least three
consultants to perform the same services, This is to ensure the City
is receiving the best value in their services.

Beginning each fiscal year, the Procurement Officer will make a
written request fo each department head to submit to the
Procurement Officer a list of consultants for specialty services
currently under contract by their department, setting forth name of
firms, type of services, cost of contracts, length of contracts and
date entered info, and the number of years retained by the City.

PROTEST PROCEDURES

Any person or entity may present a formal protest to the City with respsct to
soficitations,, The protest must be in writing, addressed te the City Manager and
delivered to the City Clerk. These protest procedures will only apply to non-federally
funded bids (formal or informal) over $10,000.

A, Timeframes.

Protests of any kind regarding the solicitation including, but not limited to,
specifications, scope of work or process, must be received by the City not
more than five business days after the fast day for questions or the last
addendum is issued, whichever is later, Protests regarding bid responses
or award of contract must be received by the City within five business
days of when the protester knew or should have known of the facts and
circumstances on which the protest is based. For information that is made
public, inctuding posting intent of the award on City Council Agendas, the
time will start from the date the information is made public or is publicly
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available.

Format.

The protest must include the following Information at a minimum:

1. The hame, address and phone numhber of the protester, or the
authorized representative of the protester;

2. The signature of the protester or authorized representative of the
protester;

3. The bid number and title under which the protest is submitted;

4, A detailed description of the legal or factual grounds for the protest
and all supporting documentation, For protests containing elements
not based on publicly released information the protest must contain
documentation clearly showing the date on which the profester
received the information; and )

5, The form of relief requested.

Protest Review,

The protest will be reviewed by the Procurement Officer, who will issue a
response to the protester. If the protest is incomplete, the City reserves
the right to deny the protest on that ground or to request additional
information. The Procurement Officer will provide a written response to
the protester within ten business days of recsipt of the protest uniess
additional information is requested, in which case the response will be
provided within ten business days of recelpt of that information.

Appeal.

Any appeal of the Procurement Officet’s decision must be made to the
City Council prior to the final award. The City Council's decision will be

binding and final.

Mandatory Procedure.

This administrative procedure and the time limits set forth herein are
mandatory. Failure to comply with these mandatory procedures
constitutes a waiver of any right to pursue the bid protest, including filing a
Government Code claim or any legal proceedings or actions.
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SECTION 15,

The Procurement Officer is responsible for the transfer and disposition of surplus City
property. “Surplus property” is used generically to describe any City properiy that is no
longer needed or useable by the applicable department. The Procurement Officer has

the authority to declare item(s) surplus.
A, Mathods of Disposition.

The Procurement Officer will determine or approve one of the following
methods of disposition that is most appropriate and in the best inferests of

the City.
1.

SURPLUS PERSONAL PROPERTY

Transfer to Another Department, ;
[

Surplus property may be transferred between City departments. All
transfers of items with an estimated value of $1,000 or more require
approval of the department heads from each department affected
by the transfer.

Trade-in.

Propertty declared as surplus may be offered as a trade-in for credit
toward the acquisition of new property, All trade-In offers will be
submitted for the review and approval of the Procurement Officer. If
surplus property is to be applied to a purchase order, the trade-in
value must be itemized on the Purchase Order. The amount
charged against the expenditure account will be the value of the
purchase before application of the trade-in credit.

Return to Manufacturer.

Surplus property may, when possible, be returned to the
manufacturer for buy-back or credit foward the purchase of new

property.
Disposal.

Surplus property may be offered for sale by the Procurement
Officer. All surplus property is for sale "as is* and "whers Is", with ho
warranty, guarantee, or representation of any kind, expressed or
implied, as fo the condition, utility or usability or the property offered
for sale. Appropriate methods of sale are as follows:

a. Public Auction - Surplus property may be sold at public
auction. Public Auctions may be conducted by City staff, or
the Gity may contract with a professional auctioneer
Including professional auction services.
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b. Sealed Bids - Sealed blds may be solicited for the sale of
surplys property. Surplus property disposed of in this 1
manner shall be sold to the highest responsible bidder. |

c. Selling for Scrap - Surplus property may be sold as scrap if
the Procurement Officer deems that the value of the raw

material exceeds the value of the property as a whole,

d, Negotiated Sale - Surplus property may be sold outright if
the Procurement Officer determines that only one known
buyer is available or interested In acquiring the property.

e. Donation to Non-Profit - Surplus property may be donatad to
a non-profit crganization if the Procurement Officer
determines that: (i) the resale value of the ttem is limited, (if)
the cost of other means of disposal would potentially exceed
the recovery value, or {jii) the surpius property may be used
by a non-profit in a manner that would provide a general
public benefit,

f. No Valus ltem — Where the Procurement Officer determines
that specific supplies or equipment are surplus and of
minimal value to the Ciy due fo spoilage, obsolescence or |
other cause or where the Procurement Qfficer datermines
that the cost of disposal of such supplies or equipment would ‘
exceed the recovery value, the Procurement Officer will
dispase of the same in such a manner as he or she deems
apbropriate and in the best interest of the City.

B. Procesds,

Proceeds from the sale or trade-in of surplus property will be returned to
the appropriate fund.
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CITY OF INDUSTRY

Section” City Cotincil Date Adopted:
Last Amended;

Subject: City Manager Evaluation Policy

Number: Page 1of ___

SECTION 1. PURPOSE

The City is committed to identifying and fulfilling annual goals, objectives, and policy
directions to bring projects to sticcessful completion and to provide residents and
businesses within the City with the best and most efficlent service. This policy provides
guidelines for the City Manager's performance evaluation, where the Council will
evaluate the City Manager's past performance and set goals, objectives, and policy
direction for the upcoming flscal year.

SEGTION 2. POLICY

The City Counci! will evaluate the performance of the City Manager annually. The
evaluation process Is infended to be a positive Interchange betwaen the Council and
City Manager, resulting in the documentation of performance, strengths weaknesses,

accomplishments, and expectatlons
SECTION 3. EVALUATION PROCESS

Evaluations will ocour six months after initial hire, and, thersafter, on an annual basls
within three months after the close of the fiscal year.

The City Manager will prepare a written summary of accomplishments in the past vear,
including progress towards meeting the goals and objectives established by City
Coungil, and present the summary to Councilmembers before the evaluation mesting.

City Councilmembers should complete the standard evaluation forms and meet with the
Cily Manager in closed session. At the conclusion of the sessien, the Gity Council will,
by consansus, détermine an overall evaluation of the Gity Manager’s performance in the

past year, and complete a group evaluation form.

During this process, the City Manager and City Council should take into consideration,
among other things, the powers and duties of the City Manager set forth in the industry
Charter and Industry Municipal Code section 2.08.070 (“Powers and dities”), as well as
Industry Municipal Code section 2.08.100 {("Relations with city councit),




SECTION 4. CONFIDENTIALITY

The evaluations completed pursuant to these policies are intended to be a candid
disclosure of performance betwesn the City Manager and City Council. Therefore, such
avaluations will remain confidential, and will not be made available to the general public.
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RESOLUTION NO. CC 2013-18

A RESOLUTION OF THE CITY COUNCIL OF THE CITY
OF INDUSTRY, GALIFORNIA, ESTABLISHING AN AUDIT.
COMMITTEE AND DESIGNATING ITS FUNCTIONS

THE CITY COUNCIL OF THE CITY OF INDUSTRY RESOLVES AS
FOLLOWS:

SECTION 1. Findings. The Gity Council finds as follows:

A On June 27, 2013 the City Council adopted Resclution No. CC
2013-12 to establish policies relating to financial management to help promote
efficient and effective management and operation of the City.

B. Under the Clty's adopted financial poficies, the City Council is
directed to establish an Audit Commitiee that is responsible for the appointment,
compensation, retention and oversight of the work of the independent accounting
firmn engaged to perform the annual audit of the City's annual financial report.

C. -Adidle Vill of the Charter of the City of Industry grants to the-Gity

Council the authority fo create such commissions, committees and agencies as
are required (Section 800) and to appiopriate necessary funds sufficlent for the
proper. functioning of such comimissions, committees and agencles (Section 801),
and to establish operafing standards including, but not limited to; standards for
appointment of meémbers, any necessary procedural rdes and regulations
(Section 802) and. provisions for reimbursement of expenses and cormpensation

(Section 804).

D, The Gity Council desires {0 create an Audit Committee consistent
with the authority of the above-referenced provisions of the Charter of the City of

industry and the City’s financial policies.

SECTION 2. Creatlon of Commities. The City Gouncil hereby creates
the Audit Committee of the City of Industry.

SECTION 3. Committee Membership. The Audit Committee will consist
of two members appolnted by the City Council and will serve at the pleasure of
the City Gouncil. Every person appointed to the Audit Committee will, at the time
of his or her appointment, be a member of the Cliy Councll of the City of Industry.
Should any person so appointed cease to be a member of the Indusiry City
Council, that person will be ineligible to continue to serve as a mamber of the
Committee. Strong consideration will be given to Council members who have a
background In financial servicss, including but not limited to financial -

management, accounting, or auditing.

SECTION 4. Meetings. All meetings of the Commiitee will be held in
accordance with and subject to the applicable provisions of the Ralph M. Brown

Act,




SECTION 5. Functions and Responsibilities. The function and purpose of
the Audit Committee is to assist the City Council by making recommendations
pertaining to the appointment, compensation, retention and oversight of the work
of the independent accounting firm engaged to perform the annual audit of the
City's annual financial report. The Audit Committee, in addition to any other
duties requested by the City Cauncil, will do the following:

A Hold an annual meeting at least once each fiscal year, as well as ét
additional times as requested by the City Council.

B. Designate the City Manager and Controller as Committee Advisors,
to provide assistance and recommendations in all matters reviewed by the Audit

Committee.

C. Review the year-end financial audit for the City with Committes
Advisors, along with representatives from the Independent accounting firm
charged with preparing the year-end audit. Prepare and present a summary of
the year end audit for Council review at the next regufarly scheduled Councll
meefing following the Audit Committee’s review.

D. At least once every five years, receive and review
recommendations and information from staff regarding the selection of an
independent audit firn through a competitive process, Make a final
recommendation to the Council regarding the award of the audit contract.

E. Review and make a final recommendation fo Council on any
proposed contract between the Gity and the selected independent audit firm for
non-audit services.

SECTION 6. The City Clerk is directed to certlfy to the adoption of this
resolution,

PASSED, APPROVED and ADOPTED by the City Council of the City of -
Industry at a regular meeting held on September 26, 2013,

. A/;a M—W"“'

/// Tim Spohn/Mayor

ATTEST:

Jodwcrivens, City Clerk




STATE OF CALIFORNIA ) CITY CLERK'S CERTIFICATION
COUNTY OF LOSANGELES ) ss. RE; ADOPTION OF CITY RESOLUTION

GITY OF INDUSTRY ) )

I, Jodi L. Scrivens, City Clerk of the City of Industry, do hereby certify that the foregoing
Resolution No. CC 2013-18 was duly passed and adopted at a regular meeting of the City
Council on September 26, 2013, by the following vole, to wit:

AYES: COUNCIL MEMBERS: Ferrero, Haber, Marcellin, MPT/Parriott.,
M/Spohn
NOES: COUNCIL MEMBERS:  None

ABSENT; COUNCIL MEMBERS:  None

ABSTAIN:: COUNCIL MEMBERS:;  None

Jodi L Scrivens
City-Clerk, City of Industry

(SEAL)
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State Controller’s Office
Division of Audits
Post Office Box 942850
Sacramento, CA 94250

http://www.sco.ca.gov



