JOHN CHIANG
California State Controller
May 22, 2013

Doug Willmore, City Manager
City of Bell
6330 Pine Avenue
Bell, CA 90201
Dear Mr. Willmore:
Attached is the final report of the State Controller’s Office (SCO) follow-up review of the City
of Bell’s prior audit findings and recommendations to determine whether the City implemented
the recommended corrective actions for the following audits:
1.
2.
3.
4.

Administrative and Accounting Internal Controls
Redevelopment Agency
Gas Tax Funds
State and Federal Expenditures

On May 10, 2013, the SCO auditors held an exit conference with your staff to present the draft
report findings. Your response to the draft report, dated May 20, 2012, is included as
Attachment 5 of this report. In addition, the Director of Finance responded on May 20, 2012,
via email and telephone.
We have reviewed your response and the documents that you provided electronically. Our
comments to items in your response are included in this report.
The following provides a summary of the issues in the report:
The prior SCO reports referenced above collectively contain 34 recommendations for
corrective action (see Appendix 1).




1 recommendation has been implemented.
12 recommendations have had some corrective action taken but additional action is needed.
21 recommendations have not been implemented.

Doug Willmore, City Manager
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Fiscal Concerns not Discussed in Previous Reports
The City is facing significant fiscal challenges that, if left unresolved, could lead to a fiscal
crisis.


The unaudited General Fund cash balance as of December 31, 2012 was negative, with a
balance of $(1,123,019), which represents (8.84%) of the budgeted revenues for the 201213 fiscal year.



The City’s General Fund now has a smaller tax base.



The City expects the following expenses, which will impact the General Fund:
o $3.182 million in refunds are due as a result of repealed business taxes and Sanitation
and Sewerage System District assessments. These over-collected taxes were assessed
without voter approval and therefore, the increase was unconstitutional. As a result,
these refunds will remain collectible in perpetuity.
o $100,000 monthly is being accrued for additional ongoing litigation costs due to
previously identified mismanaged City financial activities.
o $663,000 of Gas Tax funds identified in the 2010 Gas Tax Audit currently remain
unpaid to the Gas Tax Fund.
o Reimbursement of $665,000 to the RDA was identified in the 2010 review and
currently has not been transferred to the RDA Successor Agency.
o $256,000 due the Department of Parks and Recreation, identified in the State and
Federal Expenditures Audit, currently remains unpaid.
o The City faces $4 million in potential legal fees for ongoing litigation.

Administrative and Internal Accounting Controls Audit
While certain internal control issues were resolved and the City created a new culture with
increased transparency regarding financial transactions and other issues, there are still areas that
need significant improvement to protect public dollars.
o 25 have been corrected primarily through the termination of the prior City Manager.
o 13 have been addressed in part and the City is now in the process of correcting them.
o 19 have yet to be addressed.
o The City’s employee loan program has ceased, however, our follow-up review noted
that:





The City’s assertion that “administrative loans” have been repaid was deemed
inaccurate by an agreed-upon procedures engagement by its auditor, Macias Gini &
O’Connell LLP (MGO).



The final MGO report notes there is still more than $700,000 to be repaid to the City
by previous or current employees.

In relation to the unauthorized increases in pension assessment and business license taxes,
the City reduced these taxes to their appropriate rates. In addition, the inappropriate
assessments for the Sanitation and Sewerage System District were returned to an
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appropriate level by the City.
o Because the City rolled back property tax rates, the City refunded $2,800,000 to more
than 4,000 residents related to the inappropriate pension levy.
o Even though the City rolled back business tax rates and the Sanitation and Sewerage
System District assessments, it has yet to refund excess business taxes and Sanitation
and Sewerage System District assessments that were overcharged. Sanitation and
Sewerage System District assessments to be refunded total $822,000, and the business
tax amount totals $2.355 million. The City indicated that they do not have the available
cash to make such refunds. There is no statute of limitations regarding the requirement
to pay these refunds.


Our prior report noted that the City issued $50 million in general obligation bonds for
Measure A without any documented plan or time frame to utilize the proceeds, nor any
apparent need for the funds.
o The City decided not to pursue the remaining bond projects because of significant
operation and maintenance costs that the City cannot afford. At this point, it appears
that the City is concerned primarily with meeting debt service payments and will use all
remaining bond proceeds to do so.
o To date, the City has about $2.5 million remaining in bond proceeds, maintained in a
Wells Fargo commercial checking account. City staff have stated that these proceeds
will be used to make future debt service payments.

RDA Review
In its 2010 RDA review, the SCO found approximately $500,000 of unallowable charges to the
Low and Moderate Income Housing Fund and Capital Projects Fund. Since the issuance of our
report in 2010, the RDA was dissolved as of February 1, 2012, and the City has not
implemented any of the SCO’s recommendations, including the reimbursement of funds to the
RDA.
Gas Tax Fund Audit
In the 2010 audit, the SCO found numerous issues creating a shortage in the City’s Gas Tax
Fund. The SCO concluded that the City should reimburse $663,178 to the Gas Tax Fund. The
City has yet to repay this amount, and indicated that it does not have the funds to do so.
If you have any questions, please call Andrew Finlayson, Bureau Chief, State Agency Audits
Bureau, at (916) 324-6310 or email him at afinlayson@sco.ca.gov.
Sincerely,
Original signed by

JEFFREY V. BROWNFIELD, CPA
Chief, Division of Audits
JVB/kw
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Review Report
Executive
Summary

This report summarizes the major findings and recommendations from
the State Controller’s Office (SCO) reports issued in 2010 concerning
the City of Bell’s (City’s):
1. Administrative
(Attachment 1)

and

Internal

Accounting

Controls

Audit

2. Redevelopment Agency (RDA) Review (Attachment 2)
3. Gas Tax Fund Audit (Attachment 3)
4. State and Federal Expenditures Audit (Attachment 4)
Copies of these reports are included as attachments for reference and to
provide detail of each of the original findings.
The purpose of this review is to identify what actions, if any, the City
has taken in response to the SCO findings and recommendations from
those reports. The symbol “” in the left hand margin next to the
action identifies areas of concern regarding issues that have not been
adequately addressed. The prior SCO reports referenced above
collectively contain 34 recommendations for corrective action (see
Appendix 1).


1 recommendation has been implemented.



12 recommendations have had some corrective action taken but
additional action is needed.



21 recommendations have not been implemented.

In addition, during our review we identified a potential issue not
mentioned in the prior reports issued by the SCO—The City of Bell is
facing a fiscal crisis.
Fiscal Concerns not Discussed in Previous Reports
The City is facing significant fiscal challenges that, if left unresolved,
could lead to a fiscal crisis.


The unaudited General Fund cash balance as of December 31, 2012
was negative, with a balance of $(1,123,019), which represents
(8.84%) of the budgeted revenues for the 2012-13 fiscal year.



The City’s General Fund now has a smaller tax base because of:
o

Lower pension assessment impacting property taxes

o

Lower business license tax rates

o

Lower Sanitation and Sewerage System District assessments
impacting property taxes
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The Director of Finance does not believe the December 31, 2012
General Fund cash balance stated above is correct and estimates
that the June 30, 2013, General Fund cash balance will have a
positive balance of $300,000. However, he was unable to provide
any supporting documentation or verbal assurances as to how the
City plans to obtain this positive balance by June 30, 2013.
Based on our analysis of the city’s financial records and
discussions with the Director of Finance, we have concluded that
the city’s current accounting records, general ledger, and balances
are inaccurate because:



o

Last independent audit was for fiscal year (FY) 2009-2010

o

Transfers of amounts from sub-funds to General Fund

o

Smaller tax base

o

60 days behind in booking transactions

o

No account reconciliation performed from July 2010 to present

o

Inadequate and outdated electronic accounting system

o

Legal issues

In addition to the above, the City expects the following expenses,
which will impact the General Fund:
o

$3.182 million in refunds are due as a result of repealed
business taxes and Sanitation and Sewerage System District
assessments. These over-collected taxes were assessed without
voter approval and therefore, the increase was unconstitutional.
As a result, these refunds will remain collectible in perpetuity.

o

$100,000 monthly is being accrued for additional ongoing
litigation costs due to previously identified mismanaged City
financial activities.

o

$663,000 of Gas Tax funds identified in the 2010 Gas Tax
Audit currently remain unpaid to the Gas Tax Fund.

o

Reimbursement of $665,000 to the RDA was identified in the
2010 review and currently has not been transferred to the RDA
Successor Agency.

o

$256,000 due the Department of Parks and Recreation,
identified in the State and Federal Expenditures Audit,
currently remains unpaid.

o

The City faces $4 million in potential legal fees for ongoing
litigation.

Administrative and Internal Accounting Controls Audit
Certain internal control issues were resolved and the City created a new
culture with increased transparency regarding financial transactions and
other issues.
o

A new, permanent City Manager was hired in June of 2012,
and
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o


A permanent Director of Finance was hired in October of 2012.

The City has not had a concentrated effort to correct internal
control findings noted in the prior SCO report. The City appears to
primarily have concentrated its efforts on pressing legal and
financial issues; the City has not been proactive in establishing
better internal controls until recently.

There are still internal control issues that need significant improvement
to protect public dollars.


Finding 1 of the report contained 57 issues that were separately
identified in the internal control matrix in that report. See
Appendix 2 for a description of prior issues and corrective actions
taken in regard to Finding 1. Following, is the current status of
those issues:
o

25 have been corrected primarily through the termination of the
prior City Manager.

o

13 have been addressed in part and the City is now in the
process of correcting them.

o

19 have yet to be addressed.

o

The City’s employee loan program has ceased, however, our
follow-up review noted that:


The City’s assertion that “administrative loans” have been
repaid was deemed inaccurate by an agreed-upon
procedures engagement by its auditor, Macias Gini &
O’Connell LLP (MGO).



The final MGO report notes there is still more than
$700,000 to be repaid to the City by previous or current
employees.



Per the MGO report, many of the payments that the City
indicated were made were determined to be unsubstantiated
by MGO for various reasons.



Our report also indicated that payments were made to a contractor,
who also was acting as the City’s Community Service Director.
Payments continued even after the contract had expired in June of
1997. The contractor also charged the City a 10% administrative
fee (which would appear to be profit) for any subcontractor he
hired, which raised questions about a conflict of interest relative to
his role as Community Service Director. The City now employs a
full-time Community Service Director and has a system in place
with new procurement procedures for all new expenditures.



In relation to the unauthorized increases in pension assessment and
business license taxes, the City reduced these taxes to their
appropriate rates. In addition, the inappropriate assessments for the
Sanitation and Sewerage System District were returned to an
appropriate level by the City.
o

Because the City rolled back property tax rates, the City
refunded $2,800,000 to more than 4,000 residents related to the
inappropriate pension levy.
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o



Even though the City rolled back business tax rates and the
Sanitation and Sewerage System District assessments, it has yet
to refund excess business taxes and Sanitation and Sewerage
System District assessments that were overcharged. Sanitation
and Sewerage System District assessments to be refunded total
$822,000, and the business tax amount totals $2.355 million.
The City indicated that they do not have the available cash to
make such refunds. There is no statute of limitations regarding
the requirement to pay these refunds.

Our prior report noted that the City issued $50 million in general
obligation bonds for Measure A without any documented plan or
time frame to utilize the proceeds, nor any apparent need for the
funds. The surplus funds inexplicably were deposited in a noninterest-bearing checking account. In addition, rather than
depositing increased property tax proceeds in a separate Debt
Service Trust Account as specified in the City’s Paying Agent
Agreement with the U.S. Bank National Association, the funds
were deposited in the General Fund, which artificially inflated the
General Fund’s cash balance. The SCO’s follow-up review noted
that:
o

The City decided not to pursue the remaining bond projects
because of significant operation and maintenance costs that the
City cannot afford. In addition, the City believed that
community support for these bond projects was uncertain. At
this point, it appears that the City is concerned primarily with
meeting debt service payments and will use all remaining bond
proceeds to do so.

o

To date, the City has about $2.5 million remaining in bond
proceeds, maintained in a Wells Fargo commercial checking
account. City staff have stated that these proceeds will be used
to make future debt service payments.

o

A portion of the City’s ad valorem taxes are collected to
support debt payments. However, it is unclear whether the
amount assessed is sufficient to cover these debt service
payments. According to the original Paying Agent Agreement
with U.S. Bank National Association, the City was to maintain
a debt service account established in trust, which set aside the
ad valorem tax collected for debt service payments. City staff
have stated that a debt service account was established with
U.S. Bank; however, on January 31, 2013, the balance was $0.
It does not appear that ad valorem taxes have been maintained
in this account. Despite this requirement in the Paying Agent
Agreement, we received an e-mail from U.S. Bank stating that
“U.S. Bank’s standard practice is not to set up accounts on our
trust accounting system for general obligation bond issues for
which we act solely as paying agent and registrar.”
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RDA Review
In its 2010 RDA review, the SCO found approximately $500,000 of
unallowable charges to the Low and Moderate Income Housing Fund
and Capital Projects Fund, specifically:
1) The RDA used $244,850 in tax increment revenue in its Low and
Moderate Income Housing Fund to pay for administrative costs
without an annual determination by the RDA governing board, as
required by Health and Safety (H&S) Code section 33334.3(d). Of
this amount, $66,100 (27.00%) and $24,856 (10.15%) respectively,
were used to pay a portion of the former City Manager’s and the
Director of Administrative Services’ compensation. There was no
evidence that these officials engaged in activities specifically
related to the Low and Moderate Income Housing Fund.
2) The RDA used another $242,268 in the RDA’s Capital Projects
Fund to pay a portion of the salaries of the former City Manager,
former Assistant City Manager, and the Director of Administrative
Services. The charges appeared to be arbitrary and there is no
evidence that these officials engaged in activities benefitting the
Capital Projects Fund.
3) Members of the City Council received $55.38 for every two-week
pay period as a member of the RDA governing board. In addition,
for three payroll periods, we found two former board members
received a $27.69 stipend even though they were no longer
members of the board. The majority of the meetings—conducted as
a part of the regularly scheduled general City Council meetings—
lasted three minutes or less, and in some months, there was no
record of an RDA meeting at all.
4) The RDA used its Low and Moderate Income Housing Fund for
other questionable charges, including automotive charges, uniform
allowances, and furniture refinishing expenses.
5) The RDA governing board did not adopt an annual budget for each
year of the ten-year period of this review as required by H&S Code
section 33606. All budgets were adopted by the City Council rather
than by the RDA governing board. In addition, the RDA meeting
minutes and expenses were not approved by its governing board.
Instead, they were approved by the City Council members acting in
their capacity as the City Council during joint meetings as the City
Council and as the RDA governing board.
6) RDA staff members stated that they were unaware of H&S Code
section 33080.1, which requires every RDA to submit an annual
report to its governing board detailing its activities and the status of
its projects. RDA staff did not produce such a report for any of the
ten years of the review period.
7) The 20% set-aside deposit for the Low and Moderate Income
Housing Fund was not deposited directly into that fund as required
by the H&S Code section 33334.2(a). This resulted in a loss of
interest earnings by that fund.
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8) The RDA overstated the amount of outstanding debt on its
statement of indebtedness, which may overstate the amount of the
tax increment it is eligible to receive.
9) Finally, the adoption of the RDA’s last five-year implementation
plan is nearly a year late.
Since the issuance of our report in 2010, the RDA was dissolved as of
February 1, 2012, and the City has not implemented any of the SCO’s
recommendations, including the reimbursement of funds to the RDA,
as noted above. The SCO is scheduling an RDA Asset Transfer
Review. We performed a limited follow-up on some of the issues
identified above, as the findings from our previous report will be
reported again and followed up on in our pending RDA Asset Transfer
Review.
Gas Tax Fund Audit
In the 2010 audit, the SCO found numerous issues creating a shortage
in the City’s Gas Tax Fund. The SCO concluded that the City should
reimburse $663,178 to the Gas Tax Fund. The City has yet to repay this
amount, and indicated that it does not have the funds to do so.
The SCO has not yet started the process to withhold the City’s future
state highway users tax apportionments; however, we are scheduling a
special audit of the City’s Gas Tax Fund, as our previous audit only
covered the period of July 1, 2007, through June 30, 2010.
State and Federal Expenditures Audit
In the 2010 audit, the SCO identified that the City failed to establish
contracts, which created situations where the City made overpayments
that need to be reimbursed to various agencies.
The City has started to implement procurement policies and require
proper contracts. In regard to the state and federal overpayments, we
found:


The City has not repaid all grants to the Department of Parks and
Recreation, except for one grant in the amount of $189,000.



The City has not contacted the California Integrated Waste
Management Board regarding questioned costs of $99,882.



The City has $99,542 in questioned costs from the Los Angeles
Community Development Block Grant program (LACDBG). This
has not been repaid, and LACDBG is threatening to cut off funding
due to the City’s lack of audited financial statements.
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The City of Bell is located in Los Angeles County, California.
According to the 2000 census, the population of Bell was 36,664, and
at 2.5 square miles it is ranked 13th among the 25 geographically
smallest cities in the United States with populations of at least 25,000.
City residents voted to become a charter city in a special municipal
election on November 29, 2005. Fewer than 400 residents turned out
for the special election. The City charter provided more autonomy to
City management and exempted the City from State contracting
procedures and a State law that limits council members’ salaries.
The Los Angeles Times newspaper released a series of articles
concerning the City of Bell in July of 2010. These articles revealed that
some City administrators and council members were receiving
disproportionately high salaries.
Many Bell citizens became outraged and called for the suspension of
the salaries of these officials and later, the resignation of several
council and staff members. On July 23, 2010, the administrative
officers resigned their positions, while the Mayor and the City Council
continued to govern.
On July 24, 2010, the City Council contracted with the Chief Executive
Officer of a consulting firm to be the interim Chief Administrative
Officer (CAO) of the City. The firm was providing other services to the
City at the time.
One of the first actions taken by the newly-appointed interim CAO was
to request an audit of the City. In response to this request, the SCO
agreed to perform a series of audits to assess whether the City had
adequate administrative and internal accounting controls to ensure
proper accountability over the use of public funds and assets.
The SCO issued four reports from September through November of
2010 related to:


Administrative and Internal Accounting Controls



Redevelopment Agency



Gas Tax Fund



State and Federal Expenditures

From September of 2010 through June of 2012, the City had four
interim City management teams. During this time, the City faced
numerous federal, state, local, and community issues and law
enforcement inquiries. These issues and inquiries took precedence and
resources away from implementing and/or addressing significant issues
presented by the SCO in our reports.
Since those reports were issued, a new City Council has been sworn in
and the City has hired new managers. A permanent CAO was hired in
June of 2012 and a permanent Finance Director was hired in October of
2012. Although the new management team has made progress in the
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short time it has been in place, it still has been more than two and onehalf years since the audits of the City have been conducted by the SCO.

Objectives, Scope,
and Methodology

This review was performed to determine whether the City has
implemented corrective actions to adequately address the findings as
presented in four SCO audit reports issued in 2010.
For this report, the following procedures were performed to determine
whether corrective action had been taken:

Conclusion



Reviewed findings from the prior audits;



Interviewed City staff to determine whether corrective action was
taken, and if so, what action was taken;



Performed limited tests and documented the City’s resolutions of
the recommendations made in the findings;



Reviewed the City’s documentation and supporting financial
records; and



On a limited basis, performed tests of transactions to ensure
adherence with prescribed policies and procedures and to validate
and test the effectiveness of controls.

Our review disclosed an issue not mentioned in the prior reports issued
by the SCO. The City is facing significant fiscal challenges that, if left
unresolved, could lead to a fiscal crisis. The City may not be able to
continue to pay its current obligations and mounting legal costs from
the General Fund if these issues are not resolved.
The prior SCO reports collectively contain 34 recommendations for
corrective action (see Appendix 1):


1 recommendation has been corrected.



12 recommendations have had some corrective action taken but
more action is needed.



21 recommendations have not been implemented.

Although the City has taken some corrective actions, there still are
many issues and challenges the City faces, specifically:


Its ability to pay back certain agencies, individuals, and businesses
due to overbillings and charges identified in the prior audits.



A serious cash flow issue that is pushing the City towards
insolvency.



Outstanding litigation, claims, and assessments.



A lack of audited financial statements since FY 2009-10.



An outdated electronic accounting system.



Outstanding personal loans.
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We issued a draft report and held an exit conference on May 10, 2013.
Doug Willmore, City Manager, responded by letter dated May 20, 2013
(Attachment 5) in which he understood our findings, did not disagree
with any of our findings, and recognized the SCO reports as a valuable
blueprint for action for the city.
In addition, Josh Betta, Director of Finance, responded by email on
May 20, 2013, regarding the Gas Tax Fund Audit and the State and
Federal Expenditures Audit. On these two items, we note the following:


Mr. Betta supplied additional data to show that the City made
adjustments and reallocated unsupported costs charged to the City’s
Gas Tax Fund. However, as this data was not made available to us
during our review, we did not have an opportunity to audit it. As a
result, our finding remains unchanged. We will review this
information in our upcoming audit of the City’s Gas Tax Fund.



Mr. Betta supplied a copy of a review dated December 20, 2010,
from the Los Angeles County Community Development
Commission, of Findings 3 and 5 of the SCO’s State and Federal
Expenditures Audit. The SCO noticed inconsistencies between
information in this review and our findings. As the SCO did not
receive this information until May 20, 2013, we will follow up on
these inconsistencies at a later date.

Finally, Mr. Betta responded by voice mail on May 20, 2013, regarding
two issues:

Restricted Use



Mr. Betta indicated he currently agreed that the negative general
fund cash balance of ($1,123,019) was close for December 31,
2012.



Mr. Betta reported that the Director of Planning Services should be
referred to as the Community Services Director. The final report
has been modified to reflect this change.

This report is solely for the information and use of the City and the
SCO; it is not intended to be and should not be used by anyone other
than these specified parties. This restriction is not intended to limit
distribution of this report, which is a matter of public record.

Original signed by
JEFFREY V. BROWNFIELD, CPA
Chief, Division of Audits
May 22, 2013
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Findings and Recommendations
Administrative and Internal Accounting Controls Audit Report, Issued
September 2010
FINDING 1—
The SCO identified
significant control
deficiencies in virtually
every aspect of the
City’s fiscal functions.
Under the current
system, the potential
for waste, fraud, abuse,
and misappropriation
of public funds is
extremely high (see
Attachment 1, pages
4-9)

FINDING 2—
The City mismanaged
its voter-approved
Measure A bond funds,
which resulted in its
citizens absorbing
unnecessary interest
charges and/or lost
interest incomes (see
Attachment 1, pages
10-11)



The City Council approved raises for the Chief Administrative
Officer (CAO) without any accountability for performance. The
CAO continued this process by allowing disproportionately high
salaries for other administrative staff.



Public funds were used to repay the former CAO’s personal loans,
and, apparently without authorization.



Loans in the form of advances were made to members of the City
Council, City officials, and City employees at the discretion of the
former CAO. This constituted a gift of public funds.



Payments were made to a contractor, who also was acting as the
City’s Community Service Director. Payments continued even after
the contract had expired in June 1997.



The City purchased real property from a trust established by a former
Bell mayor for $4.8 million. However, there was no documentation
available to show what the property was to be used for, how the
property was selected, and cost analyses to justify the purchase
amount.

To date, the City has issued $50 million in bonds under Measure A in
two series—the first issuance of $15 million in 2004 and the second bond
issuance of $35 million in 2007. Our review of controls and transactions
related to Measure A funds identified the following concerns:


For the first issuance, the bond proceeds were deposited in an outside
account maintained with Citigroup. However, the CAO assumed the
role of fiscal agent for the second issuance of $35 million. The
removal of the outside account provided the former CAO with total
discretion over how bond funds were to be used.



We could not find any plans or documentation identifying what
projects were to be funded through Measure A funds, the budget for
each project, milestones and time frames for completion, and
periodic assessments of the status of the projects.



The City did not establish separate accounts in accordance with its
paying agent agreement with the U.S. Bank National Association,
which maintains trust accounts on behalf of the bondholders. The
paying agent agreement specifically requires that a Debt Service
Account be held in trust solely for payment of principal and interest
on bonds. Increased property tax proceeds were redeposited into the
General Fund instead of into a Debt Service Fund, which inflated the
General Fund cash balance. Under the former CAO’s employment
agreement with the City, his salary increases were contingent on
positive cash position in the City’s General Fund.
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We could not find any rationale for why the City conducted a second
bond issuance of $35 million. The total proceeds were deposited in
August of 2007 in the Wells Fargo checking account. That account
still had a cash balance of approximately $23.5 million as of August
31, 2010.



There appears to be little activity on the Bell Sports Complex which,
according to various City officials, was the primary thrust of
Measure A. We did not find any documentation regarding plans for
completion of this project.


FINDING 3—
The City engaged in
questionable practices of
raising assessment/taxes
without voter approval; a
significant portion of the

increased assessments
were used to increase
compensation for two of
the City’s senior

management staff
members (see Attachment
1, pages 12-15)

The City Council had no legal authority to increase the assessment of
the Sanitation and Sewerage System District without voter approval.
The estimated amount of charges related to the Sanitation and
Sewerage System District increase for FY 2007-08 through FY
2009-10 is $621,737.
The total of $1,143,618 used to fund portions of payments to the
former CAO and the Assistant CAO for regular and holiday pay, and
pay in lieu of vacation was inappropriately charged against four
districts for FY 2007-08 through FY 2009-10.
There may be other questionable charges against the districts funded
through direct assessments. In addition to the findings regarding
programs funded through direct assessments, the SCO identified
questionable practices related to pension assessment and business
license taxes where the City Council or city management may have
inappropriately increased tax levies. These increases either increased
the City’s General Fund revenues or reduced the General Fund
burden to fund pension obligations, which in turn increased the
amount available to fund increase in compensation of City managers
and staff members. In a letter dated August 13, 2010, to the Los
Angeles County Auditor–Controller, the State Controller identified
this issue and requested immediate action to reduce the property tax
levy that ultimately was applied toward the City’s pension obligation
during FY 2010-11, and to repay the excess amounts collected in
accordance with applicable statutory provisions.
o

Pension Assessment
The increased rates resulted in $2,934,144 in additional taxes
over a three-year period, and reduced the City’s General Fund
burden to fund pension obligations by the same amount.

o

Business License Taxes
The city increased the amount for business license taxes, which
includes rental business license taxes, by more than 50% for
more than 1,000 business owners in the City since the 2000
calendar year. The increase was made without voter approval. In
addition, there is no evidence to suggest that the City Council
had approved the increases.
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The following recommendations were made concerning Findings 1
through 3 in the Administrative and Internal Accounting Controls audit
report.
Recommendation 1
Retain the services of an outside firm to develop new business policies,
processes, and procedures as well as institute sound administrative and
internal accounting controls. The current system does not have the
capacity to implement needed changes with the current management
structure and staff. To ensure independence, selection of the outside firm
should be made using a sound request-for-proposal system and final
selection should be made openly and competitively with citizen
participation.
City of Bell’s Corrective Action
 Recommendation not implemented. Current management has stated
that the use of an outside firm has not been considered.
Recommendation 2
As an alternative to the above recommendation, the City should contact
the League of California Cities and seek assistance to install a new
internal control system from a panel of its peers.
City of Bell’s Corrective Action
Recommendation not implemented. The city has not contacted the
League of California Cities. However, they note in their response that
they contacted their peer community in making interim and permanent
hiring decisions.
Recommendation 3
Assess the status of the current projects funded through Measure A bond
funds and develop a plan for completion that includes budgets,
milestones, status, and completion date. Prior to adoption, the plan
should be present to the City Council in open sessions and public input
should be carefully considered. Once the plan is adopted, monthly
updates of the status of implementation and costs incurred on the projects
should be made to the City Council in open sessions. The services of
outside contractors needed to complete the projects should be acquired
through open, competitive bids.
City of Bell’s Corrective Action
o

Recommendation partially implemented. The City made the decision
to not pursue the remaining bond projects since this would impose
significant operation and maintenance costs after completion of the
projects that the City cannot afford. In addition, the City believed
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that community support for them was unclear. At this point, it
appears that the City is mainly concerned with being able to meet
debt service payments and will use all remaining bond proceeds to
do so.
o

To date, the City has about $2.5 million left in bond proceeds,
maintained in a Wells Fargo commercial checking account. Per
discussions with City staff, the remainder of these proceeds will be
used towards making future debt service payments.

Recommendation 4
Immediately refund the unallowable excess amounts of taxes (pension
levy and business license) collected.
City of Bell’s Corrective Action
 The City has rolled back the pension levy and business tax rates. The
City has rolled back property tax rates and has refunded most
amounts related to the pension levy. The Los Angeles County
Auditor-Controller has indicated that the County has been able to
refund $2,800,000 to more than 4000 residents. The City currently is
having trouble locating more than 1,200 residents, as their properties
have been sold over the last three years.
City of Bell’s Corrective Action
 Partially implemented. The City has rolled back the business tax rate
to a legal and appropriate level. However, they have yet to refund
business taxes in the amount of $2.355 million. The City did not
concur that these refunds needed to be made; however, even if the
City agreed to refund business taxes, it does not have any available
cash to make such refunds. These over-collected taxes were assessed
without voter approval and therefore, the increase was
unconstitutional. As a result, these refunds will remain collectible in
perpetuity.
Recommendation 5
Immediately refund or offset future Sanitation and Sewerage System
District assessments that were collected without voter approval.
City of Bell’s Corrective Action
 The Sanitation and Sewerage System District assessments have been
rolled back to their legal assessment. However, the City has yet to
refund the assessments that were overcharged in the amount of
$822,000. The City did not concur that these refunds needed to be
made; however, even if the City agreed, the City does not have any
available cash to make such refunds. These over-collected taxes were
assessed without voter approval and therefore, the increase was
unconstitutional. As a result, these refunds will remain collectible in
perpetuity.
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Recommendation 6
Comply with its paying agent agreement with the U.S. Bank National
Association by establishing separate trust accounts for Measure A
funding in accordance with the provisions of the agreement.
City of Bell’s Corrective Action
A portion of the City’s ad valorem taxes are collected to support debt
payments. However, it is unclear if the amount assessed is sufficient to
cover debt service payments. According to the original Paying Agent
Agreement with U.S. Bank National Association, the City was supposed
to maintain a debt service account established in trust, which set aside
the ad valorem tax collected for debt service payments. Per discussions
with City staff, a debt service account was opened with U.S. Bank;
however, at January 31, 2013, the balance is $0. It does not appear that
ad valorem taxes have been maintained in this account. According to
U.S. Bank Corporate Trust Services, “U.S. Bank’s standard practice is
not to set up accounts on our trust accounting system for general
obligation bond issues for which we act solely as paying agent and
registrar.”
Recommendation 7
Reverse the salary charges that were incorrectly charged to four districts
and allocate the amounts to the appropriate funds.
City of Bell’s Corrective Action
 Although the City has made great strides in aligning their positions
with adequate pay amounts with similar positions in like kind cities
they have not reversed the salaries nor reallocated the amounts to the
appropriate funds.
Recommendation 8
Seek repayment as soon as legally possible on all outstanding
“administrative agreement” loans a well as the $300,000 business loan.
City of Bell’s Corrective Action
The city loan program has ceased. In addition, the city hired the
independent accounting firm of Macias, Gini & O’Connell, LLP (MGO)
to conduct an “agreed upon procedures” review to determine the
adequacy of repayment, if any, and the methodologies used in its
repayment schedules. The MGO report indicated that:
o

City’s assertion that “administrative loans” have been paid back was
inaccurate.

o

There is amount of over $757K still due.

o

Some of the loan payments the city had indicated they had received
could not be verified. However, MGO gave the city credit for these if
city had indicated the payment had been made.
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Recommendation 9
Make the Community Service Director a city employee to avoid conflicts
of interest and save the city money.
City of Bell’s Corrective Action
The city now employs a full-time Community Service Director and has a
system in place to have contracts for all new expenditures requiring them
under the new procurement procedures.

-15-

City of Bell

Follow-up Review

Redevelopment Agency Review Report, Issued October 2010
FINDING 1—
Administrative costs
charged to Low and
Moderate Incoming
Housing Fund (Fund
22) were unallowable
(see Attachment 2,
pages 4-5)

The redevelopment agency (agency, or RDA) charged $244,850 in
salaries, 457 contributions, vacation, holiday time, and sick time for
administrative purposes to the Low and Moderate Income Housing Fund
for the ten-year period under review.
The agency charged various insurance costs to fund expenses such as
life, health, and dental insurance. The amount allocable to the planning
and administration is not readily quantifiable because there were also
eligible labor charges for housing preservation co-mingled with the costs.
Recommendation
The City of Bell should refund the $244,850 ineligible labor charged to
the low and moderate income housing fund. In addition, the city should
determine the amount of insurance attributable to the ineligible labor
charges and refund that amount also. The agency should institute
procedures to ensure that proper procedures have been followed prior to
charging administration and planning to the Low and Moderate Income
Housing Fund. The agency should institute procedures to ensure that
only labor that benefits the Low and Moderate Income Housing Fund is
charged to the fund.
City of Bell’s Corrective Action
 Recommendation not implemented. No amounts were reversed and
no procedures were instituted. The RDA was dissolved on
February 1, 2012. The SCO currently is in the process of scheduling
an asset transfer review of the RDA.

FINDING 2—
Ineligible labor costs
charged to Fund 20 –
Capital Projects (see
Attachment 2, page 5)

We found some of the labor charges to Capital Project Fund did not
provide benefit to the fund and apparently were arbitrarily charged based
on a percentage of available work hours. In addition, there is no evidence
that the agency attempted to recoup overpayment from its board
members. Specifically, our review identified that the former Chief
Administrative Officer (CAO) and the Director of Administrative
Services (DAS) charged a portion of their salary to the Agency Capital
Projects Fund for five years during the review period
Members of the Bell City Council also serve as members of the
Agency’s governing board. It is our understanding that the governing
board members may charge $60 per month for service on the governing
board. For two years of the review period, the members were receiving
$55.38 every two-week pay period.
Recommendation
We recommend the city refund $242,268 to the Agency Capital Projects
Fund as well as refund the overpayments made to the board members.
We recommend that the agency determine if it is proper to charge the
fund when meetings are not held or when meetings last for a very short
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period of time. We recommend the agency establish procedures to ensure
that benefits received by the agency are commensurate with costs
incurred.
City of Bell’s Corrective Action – Please refer to Finding 1

FINDING 3—
Other charges to the
Low and Moderate
Income Housing Fund
did not serve to increase
the supply of low and
moderate housing (see
Attachment 2, page 6)

In addition to the labor charges discussed in Finding 1, there were other
charges to the Low and Moderate Income Housing Fund that did not
serve to increase or preserve the supply of low and moderate income
housing in the city, including a 20% county administration fee of
$101,192 and an audit services fee of $8,486.
The County Auditor-Controller is allowed to charge a fee for services
rendered in allocating property tax revenues. The agency allocated 20%
of the fee charged by the county to the Low and Moderate Income
Housing Fund. The fee should have been charged against the Capital
Projects Fund as the Low and Moderate Income Housing Fund is
restricted for specific purposes.
Recommendation
The audit fee and the 20% administration fee should be reimbursed to the
Low and Moderate Income Housing Fund from the Capital Projects
Fund. All other items should be refunded by the city to the Low and
Moderate Income Housing Fund. The agency should establish
procedures to ensure that only costs that increase or preserve the lowand moderate-income housing supply are charged to the fund. The
agency should investigate the concession to Bell Housing Partners to
determine if the charge increased or preserved the low and moderate
income housing supply.
City of Bell’s Corrective Action – Please refer to Finding 1

FINDING 4—
The agency did not
adopt a budget during
the ten-year review
period; all budgets were
adopted by the City
Council while convened
as the City Council
rather than as the
Redevelopment Agency
Board (see Attachment
2, page 7)

Health and Safety Code section 33606 requires every agency to adopt an
annual budget.
During the review period, we could not find in the minutes of the
agency’s meetings that the agency had ever adopted a budget.
Recommendation
The agency should implement procedures to ensure that it passes a
redevelopment agency budget in conformity with the Health and Safety
Code.
City of Bell’s Corrective Action – Please refer to Finding 1
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FINDING 5—
There was no evidence
to suggest that the
agency had presented
the annual report
required by Health and
Safety Code section
33080.1 during the tenyear period under
review (see Attachment
2, page 8)

Health and Safety Code section 33080.1 requires every redevelopment
agency to submit an annual report to its legislative body within six
months of the end of the agency’s fiscal year.

FINDING 6—
The 20% set-aside
deposit for the Low and
Moderate Income
Housing Fund was not
deposited directly into
the fund as required by
the Health and Safety
Code (see Attachment 2,
page 8)

Recommendation

FINDING 7—
The agency statement of
indebtedness overstated
the amount of
outstanding debt (see
Attachment 2, page 9)

Health and Safety Code section 33675 requires every redevelopment
agency that receives tax increment financing to submit a statement of
indebtedness (SOI) to the county auditor by October 1 of each year.

Recommendation
The agency should institute procedures to ensure that the annual report is
submitted promptly and contains all information required by the Health
and Safety Code.
City of Bell’s Corrective Action – Please refer to Finding 1

We recommend that the agency transfer 20% of the tax increment
received into the Low and Moderate Income Housing Fund on the same
day the tax increment is received. If the agency cannot make the transfer
on the same day, then when the transfer is made, an appropriate amount
of interest also should be transferred.
City of Bell’s Corrective Action – Please refer to Finding 1

Recommendation
The agency should revise its procedures for preparing the SOI to ensure
that only the portion of the indebtedness that is not being paid from the
Low and Moderate Income Housing Fund is reported.
City of Bell’s Corrective Action – Please refer to Finding 1

FINDING 8—
Five-year
implementation plan
was not prepared in
a timely manner (see
Attachment 2, page
10)

Our review in this area was limited to the process for updating the
current plan. The last five-year implementation plan dated December 5,
2005, covered FY 2004-05 through FY 2008-09. The next plan should
have been adopted by the end of 2009. However, it is nearly a year late.
Documentation provided by the DAS indicates that the next five-year
implementation plan is currently in draft form and still needs to be
reviewed and approved by agency personnel.
Health and Safety Code section 33490 requires that “On or before
December 31, 1994, and each five years thereafter, each agency that has
adopted a redevelopment plan . . . .”
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Recommendation
We recommend that the agency move expeditiously to review the plan
and take all necessary actions for its approval. We recommend that the
agency institute procedures to ensure that contracts entered into by or for
the agency have agency review and approval.
City of Bell’s Corrective Action – Please refer to Finding 1

FINDING 9—
Meeting minutes and
agency expenses were
not approved by the
agency (see Attachment
2, page 11)

Recommendation
We have previously noted that the agency and the city are two separate
entities. As such, we recommend the City Council convene as the agency
board prior to conducting agency business.
City of Bell’s Corrective Action – Please refer to Finding 1
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Gas Tax Audit Report, Issued October 2010
FINDING 1—
Unsupported costs:
payment for
engineering charges
without a written
contract (see
Attachment 3, page 5)

Recommendation
The city must reimburse $301,810 to the Gas Tax Fund for payments for
engineering services without a written contract. Additionally, the city
should ensure that it has written contracts for engineering services
charged to the Gas Tax Fund.
City of Bell’s Corrective Action
 Recommendation partially implemented. No amounts were reversed.
The city now has a system in place to have contracts for all new
expenditures requiring them under the new procurement procedures.
The SCO currently is in the process of scheduling a Gas Tax Audit
for the city.

FINDING 2—
Unsupported costs:
general maintenance
charges (see
Attachment 3, page 6)

Recommendation
The city must reimburse the Gas Tax Fund $129,600 for costs charged in
excess of general maintenance services relating to streets. Additionally,
the city should ensure that only street-related costs are charged to the Gas
Tax Fund.
City of Bell’s Corrective Action
Recommendation not implemented. The $129,600 was not reimbursed
and no procedures were instituted. The SCO currently is in the process of
scheduling a Gas Tax Audit for the city.

FINDING 3—
Unsupported costs:
payments for street
sweeping services
without a written
contract (see
Attachment 3,
pages 6-7)

Since January 2009, the City of Bell has been making payments for street
sweeping services without a written contract. For the audit period, the
ineligible amount is $76,992.
Recommendation
The city must reimburse the Gas Tax Fund $76,992 for payments for
street sweeping services without a written contract. Additionally, the city
should ensure that expired contracts are renewed and/or amended.
City of Bell’s Corrective Action
 Recommendation partially implemented. The $76,992 was not
reimbursed. The city now has a system in place to have contracts for
all new expenditures requiring them under the new procurement
procedures. The SCO is currently in the process of scheduling a Gas
Tax Audit for the city.
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In Fiscal Year (FY) 2008-09, the city improperly charged $7,806 to its
Gas Tax Fund for painting house numbers on curbs.
Recommendation
The city must reimburse the Gas Tax Fund for non-street-related
expenditures totaling $7,806. Additionally, the city should ensure that all
costs charged to the Gas Tax Fund are street-related.
City of Bell’s Corrective Action
 Recommendation not implemented. The $7,806 was not reimbursed.
The city now has a system in place to have contracts for all new
expenditures requiring them under the new procurement procedures.
The SCO is currently in the process of scheduling a Gas Tax Audit
for the city.

FINDING 5—
Unsupported costs:
amounts charged in
excess of contract
amount (see
Attachment 3, page 7)

The City of Bell had a written contract with All American Asphalt in the
amount of $229,229 for a street overlay project during FY 2008-09.
However, the city was billed and paid All American Asphalt $234,107
without a change order to increase the contract amount. This resulted in
an overcharge of $4,878 to the Gas Tax Fund.
Recommendation
The city must reimburse the Gas Tax Fund $4,878 for charges in excess
of the written contract amount for the street overlay project.
Additionally, the city should ensure that payments do not exceed the
contract amount without an approved change-order.
City of Bell’s Corrective Action
Recommendation partially implemented. The $4,878 overcharge was not
reimbursed. The city now has a system in place to have contracts for all
new expenditures requiring them under the new procurement procedures.
The SCO is currently in the process of scheduling a Gas Tax Audit for
the city.

FINDING 6—
Traffic Congestion
Relief Fund (TCRF)
– shortfall in the
maintenance-ofeffort requirements
(see Attachment 3,
page 8)

The city did not meet its TCRF maintenance-of-effort (MOE)
requirements of $278,254 for FY 2008-09. The city only had eligible
TCRF MOE expenditures of $136,162 for FY 2008-09. Therefore, the
city’s shortfall amount is $142,092. The city received $327,968 in TCRF
allocations in FY 2008-09.
Recommendation
The city must meet the MOE expenditure requirement for FY 2008-09 or
return the TCRF allocations received in FY 2008-09 in the amount of
$327,968. In order to meet the MOE expenditure requirement, the city
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must transfer $142,092 of discretionary funds to the Gas Tax Fund to
make up for the shortfall amount. Additionally, the city should review
future discretionary street-related expenditures to ensure that the MOE
expenditure requirements are met.
City of Bell’s Corrective Action
 Recommendation not implemented. The $142,092 was not
transferred and no review procedures were instituted. The SCO
currently is in the process of scheduling a Gas Tax Audit for the city.

FINDING 7—
Internal control
deficiencies (see
Attachment 3, page 8)

We noted significant internal control deficiencies and weaknesses related
to the Gas Tax Fund and the TCRF. Internal control deficiencies and
weaknesses noted were as follows:


Potential conflict of interest—For over 12 years, the contracted city
engineer has performed all street-related engineering services for the
city, including major projects. No consideration has been given to
other engineering firms. The lack of competition may not be costeffective and may lead to abuse.



There is a lack of current written contracts for street services,
including engineering and street sweeping, charged to the Gas Tax
Fund.



There is a lack of internal administrative and internal accounting
controls over gas tax expenditures. For example:



o

The Department of Administrative Services-Procedures Manual
was not approved by the city council.

o

The requirement of a written contract and/or a purchase order for
payments was not followed.

o

Invoices were paid solely with an approval signature; no
matching of invoices to the supporting contracts and/or purchase
order.

o

Some invoices lack sufficient detail and description for services
provided.

o

The requisition process for materials and supplies was not
consistently followed.

There is a lack of monitoring discretionary street-related
expenditures to ensure compliance with MOE expenditure
requirements relating to the TCRF.

Recommendation
The city should immediately implement the following:


Consider other contractors and the competitive bidding process for
all street-related engineering services, especially when undertaking
major projects. This will ensure competition, lower costs, and will
minimize potential conflicts of interest.
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Obtain written contracts for all the street-related services it receives
from outside contractors/vendors. Ensure that contracts are updated
or amended when necessary.



Improve internal administrative and internal accounting controls over
gas tax expenditures by:



o

Updating the Department of Administrative Services Procedures
Manual and obtaining approval by the city council.

o

When appropriate, obtaining written contracts and/or a purchase
order.

o

Matching invoices against supporting contracts and/or purchase
orders, prior to making payments.

o

Following the requisition process for materials and supplies.

Establish a process for monitoring discretionary street-related
expenditures to ensure compliance with MOE expenditure
requirements relating to the TCRF.

City of Bell’s Corrective Action
Recommendation(s) have been partially implemented. The city now has
a system in place to have contracts for all new expenditures requiring
them under the new procurement procedures. The SCO currently is in the
process of scheduling a Gas Tax Audit for the city.
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State and Federal Expenditures Audit Report, Issued November 2010
FINDING 1—
Use of purchase
requisitions to
circumvent the
contract process (see
Attachment 4, page 8)

We questioned $199,528 in reported expenditures for park improvements
funded under California State Department of Parks and Recreation
Contract No. RZ-19-250 (Roberti-Z’Berg-Harris) and Contract No. 0219-156. (Bond Act of 2000–Parks and Water Per Capita Grant).
We question the legality and propriety of the $199,528 in payments to
Great Western Park and Playground as they were made in violation of
the city’s contracting requirements and without complying with the city’s
competitive bid requirements.
Recommendation
The city should contact the California Department of Parks and
Recreation to resolve the $199,528 in questioned costs identified in this
finding.
City of Bell’s Corrective Action
With respect to findings and recommendations 1 through 3, the city has
returned $180,000 in funds. As of February 20, 2012 on request from the
city, the Department of Parks and Recreation is evaluating and
determining whether they will forgive the remaining amounts.

FINDING 2—
Questionable
contracting practices
(see Attachment 4,
page 9)

We question $180,368 in expenditures for professional services,
engineering and construction management services for the Bell
Community Health and Wellness Center. These expenditures were
funded under the California State Department of Parks and Recreation,
2002 Resources Bond Urban Park Act Grant (Project No. UP-19-018,
Contract No. C0201054).
Decisions regarding selection of contractors appear to have been made
based on retaining a certain individual rather than obtaining the best
value.
Recommendation
The city should contact the California Department of Parks and
Recreation to resolve the $180,368 in questioned costs identified in this
finding.
City of Bell’s Corrective Action – Please refer to Finding 1
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We questioned $56,854 in reported expenditures for Medina
Construction. Our review of expenditures noted that Medina
Construction billed for the following:
$37,164 for Debs Park under the Bond Act of 2000–Parks and Water Per
Capita Grant for removal and replacement of wrought iron gates as well
as the demolition, disposal, and preparation of fitness equipment and
shade coverings.
$19,690 for services under the Community Development Block Grant
(federal grant) for various repairs of residential homes under this
program.
The current contract between the city and Medina Construction is for
public works and general maintenance services; however, it does not
provide authorization to perform the above services. In addition, we
could not find documentation showing that the Bell City Council
approved these services. Consequently, the city was paying these costs
without any contract or authorization from the Bell City Council.
Recommendation
The city should contact the Department of Parks and Recreation and Los
Angeles County to resolve the $37,164 and $19,690, respectively, in
questioned costs identified in this finding.
City of Bell’s Corrective Action – Please refer to Finding 1

FINDING 4—
Payment for
professional services
without a contract
(see Attachment 4,
page 11)

We questioned $99,882 in reported expenditures for the California
Integrated Waste Management Board’s used oil recycling grant. The
services supposedly were provided by D&J Engineering whose owner
also serves as the city’s Community Service Director.
City staff members could not provide any documentation to show that
the services from D&J Engineering were acquired through competitive
bids. The owner of D&J Engineering also serves as the city’s
Community Service Director. This arrangement, at least in appearance,
raises the question of possible conflicts of interest.
We question the legality and propriety of the $99,882 in payments to
D&J Engineering as they were made without a valid contract and without
complying with the city’s competitive bid requirements.
Recommendation
The city should contact the California Integrated Waste Management
Board to resolve the $99,882 in questioned costs identified in this
finding.
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City of Bell’s Corrective Action
Recommendation not implemented. The city has not contacted the
California Integrated Waste Management Board concerning the $99,882
in questioned costs.

FINDING 5—
Payment for services
after contract had
expired (see
Attachment 4, page 12)

We questioned the legality and propriety of $99,542 in reported
expenditures for the city’s Graffiti Removal Program–Community
Development Block Grant, which is funded through federal funds. The
grant is administered by Los Angeles County.
City staff members could not provide any documentation to show that
the services from Graffiti Protective Coatings, Inc. were acquired
through competitive bids. Without competitive bids, there is a question
of possible favoritism or other improprieties.
Recommendation
The city should contact Los Angeles County, the administrative agency
over the Community Development Block Grant, to resolve the $99,542
in questioned costs.
City of Bell’s Corrective Action
Recommendation not implemented. The city has had no discussion with
the Los Angeles County Community Development Block Grant program
concerning the questioned costs.

FINDING 6—
Unauthorized
purchases –
equipment servers
(see Attachment 4,
page 13)

A review of the expenditures funded under the Community Oriented
Policing Services (COPS) Technology Grant included the purchase of
five computer servers, including parts and labor, amounting to $74,285
from Relia-Tech. We could not find any purchase order or any approval
from Bell City Council minutes or authorization from a city resolution
for the equipment costs. The Bell City Charter allows the CAO to only
authorize purchases up to $50,000 and any purchases greater than
$50,000 needs the Bell City Council’s approval.
As the city cannot provide a valid purchase authorization relating to
these computer servers, we cannot ascertain that these purchases were
legal and proper. Accordingly, we question $74,285 of reported costs for
federal funding under the COPS Technology Grant.
Recommendation
The City should contact U.S. Department of Justice relative to its COPS
technology grant to resolve $74,285 in questioned costs.
City of Bell’s Action
Recommendation not implemented. The City has not contacted the U.S.
Department of Justice about this issue.
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Appendix 1

Summary of Prior Findings and Corrective Actions
No.
1

2

3

4

5

6

Recommendations
Corrective Action
ADMINISTRATIVE AND INTERNAL ACCOUNTING CONTROLS AUDIT
Retain the services of an outside firm to develop new business policies,
No corrective action taken. Current management has stated that the use of
processes, and procedures as well as institute sound administrative and internal an outside firm has not been considered
accounting controls. The current system does not have the capacity to implement
needed changes with the current management structure and staff. To ensure
independence, selection of the outside firm should be made using a sound
request-for-proposal system and final selection should be made openly and
competitively with citizen participation.
As an alternative to the above recommendation, the City should contact the
The City has not contacted the League of California Cities; however, City
League of California Cities and seek assistance to install a new internal control officials note in their response that they contacted their peer community
system from a panel of its peers.
in making interim and permanent hiring decisions.
Assess the status of the current projects funded through Measure A bond funds Measure A bond funds are not being considered for use. In fact, the City
and develop a plan for completion that includes budgets, milestones, status, and has recently defeased $5,945,000 of the bond debt and tendered
completion date. Prior to adoption, the plan should be presented to the City
$10,435,000 for cash on July 10, 2012.
Council in open sessions, and public input should be carefully considered. Once
the plan is adopted, monthly updates of the status of implementation and costs
incurred on the projects should be made to the City Council in open sessions. The
services of outside contractors needed to complete the projects should be
acquired through open, competitive bids.
Immediately refund the unallowable excess amounts of taxes (pension levy and The City has refunded the pension levies during November 2010 in the
business license) collected.
amount of $2.8 million. The business license tax has not been refunded.
The SCO found that $2.6 million of business license taxes currently need
to be refunded. These over-collected taxes were assessed without voter
approval and therefore, the increase was unconstitutional. As a result,
these refunds will remain collectible in perpetuity.
Immediately refund or offset future Sanitation and Sewerage System District
The Sanitation and Sewerage System District assessments have not been
assessments that were collected without voter approval.
refunded. The SCO found that $822,000 of Sanitation and Sewerage
System District assessments need to be refunded. These over-collected
taxes were assessed without voter approval and therefore, the increase
was unconstitutional. As a result, these refunds will remain collectible in
perpetuity.
Comply with its Paying Agent Agreement with the U.S. Bank National
Not implemented. As of July 2012, the city maintained separate trust
Association by establishing separate trust accounts for Measure A funding in
accounts however; the city is not depositing the taxes collected into the
accordance with the provisions of the agreement.
trust account. Prior interim city management did not begin to address
this issue from September 2010 to July 2012.
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No.
Recommendations
7 Reverse the salary charges that were incorrectly charged to four districts and
allocate the amounts to the appropriate funds.
8 Seek repayment as soon as legally possible on all outstanding “administrative
agreement” loans as well as for the $300,000 business loan.

9 Make the Community Service Director a City employee to avoid conflicts of
interest and save the City money.
REDEVELOPMENT AGENCY (RDA) REVIEW
10 The City of Bell should refund $244,850 of ineligible labor charged to the Low
and Moderate Income Housing Fund. In addition, the city should determine the
amount of insurance attributable to the ineligible labor charges and refund that
amount also. The agency should institute procedures to ensure that proper
procedures have been followed prior to charging administration and planning to
the Low and Moderate Income Housing Fund. The agency should institute
procedures to ensure that only labor that benefits the Low and Moderate Income
Housing Fund is charged to the fund.
11 We recommend the City refund $242,268 to the Agency Capital Projects Fund as
well as refund the overpayments made to the board members. We recommend
that the agency determine if it is proper to charge the fund when meetings are not
held or when meetings last for a very short period of time. We recommend the
agency establish procedures to ensure that benefits received by the agency are
commensurate with costs incurred.
12 The audit fee and the 20% administration fee should be reimbursed to the Low
and Moderate Income Housing Fund from the Capital Projects Fund. All other
items should be refunded by the City to the Low and Moderate Income Housing
Fund. The agency should establish procedures to ensure that only costs that
increase or preserve the low- and moderate-income housing supply are charged
to the fund. The agency should investigate the concession to Bell Housing
Partners to determine if the charge increased or preserved the low and moderate
income housing supply. Additionally, the Legislature may wish to consider
legislative remedies to specify the permissible uses of low- and moderate-income
housing funds and to clarify the consequences for misuse of those funds.
13 The agency should implement procedures to ensure that it passes a
redevelopment agency budget in conformity with the Health and Safety Code.
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Corrective Action
Although the City has made strides in aligning staff positions with pay
amounts for similar positions in similar cities, it has not reversed the
salaries of the previous CAO, nor reallocated the amounts to the
appropriate funds.
The city hired the independent accounting firm of Macias, Gini, and
O’Connell (MGO) to conduct an “agreed-upon procedures” review to
determine the adequacy of repayment, if any, and the methodologies used
in its repayment schedules.
The firm’s results and conclusions were presented to the SCO auditors.
MGO concluded that $757,000 was still due from multiple borrowers as
of March 8, 2013.
The City hired a permanent Community Development Director in August
2012.
Not implemented. The SCO currently is in the process of scheduling an
asset transfer review of the RDA. The RDA was dissolved effective
February 1, 2012.

Not implemented. The SCO currently is in the process of scheduling an
asset transfer review of the RDA. The RDA was dissolved effective
February 1, 2012.

Not implemented. The SCO is currently is in the process of scheduling an
asset transfer review of the RDA. The RDA was dissolved February 1,
2012.

Not implemented. The SCO currently is in the process of scheduling an
asset transfer review of the RDA. The RDA was dissolved effective
February 1, 2012.

City of Bell
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No.
Recommendations
Corrective Action
14 The agency should institute procedures to ensure that the annual report is
Not implemented. The SCO currently is in the process of scheduling an
submitted promptly and contains all information required by the Health and
asset transfer review of the RDA. The RDA was dissolved effective
Safety Code.
February 1, 2012.
15 We recommend that the agency transfer 20% of the tax increment received into Not implemented. The SCO currently is in the process of scheduling an
the Low and Moderate Income Housing Fund on the same day the tax increment asset transfer review of the RDA. The RDA was dissolved effective
is received. If the agency cannot make the transfer on the same day, then when February 1, 2012.
the transfer is made, an appropriate amount of interest also should be transferred.
16 The agency should revise its procedures for preparing the SOI to ensure that only Not implemented. The SCO currently is in the process of scheduling an
the portion of the indebtedness that is not being paid from the Low and Moderate asset transfer review of the RDA. The RDA was dissolved effective
Income Housing Fund is reported.
February 1, 2012.
17 We recommend that the agency move expeditiously to review the plan and take Not implemented. The SCO currently is in the process of scheduling an
all necessary actions for its approval. We recommend that the agency institute
asset transfer review of the RDA. The RDA was dissolved effective
procedures to ensure that contracts entered into by or for the agency have agency February 1, 2012.
review and approval.
18 We have previously noted that the agency and the city are two separate entities. Not implemented. The SCO currently is in the process of scheduling an
As such, we recommend the City Council convene as the agency board prior to asset transfer review of the RDA. The RDA was dissolved effective
conducting agency business.
February 1, 2012.
GAS TAX FUND AUDIT
19 The City must reimburse $301,810 to the Gas Tax Fund for payments for
Partially implemented. No amounts were reversed. The City now has a
engineering services without a written contract. Additionally, the city should
system in place to have contracts for all new expenditures approved under
ensure that it has written contracts for engineering services charged to the Gas
the new procurement procedures. The SCO currently is in the process of
Tax Fund.
scheduling a gas tax audit for the City.
20 The City must reimburse the Gas Tax Fund $129,600 for costs charged in excess Not implemented. The $129,600 was not reimbursed and no procedures
of general maintenance services relating to streets. Additionally, the city should were instituted. The SCO currently is in the process of scheduling a gas
ensure that only street-related costs are charged to the Gas Tax Fund.
tax audit for the city.
21 The City must reimburse the Gas Tax Fund $76,992 for payments for street
Partially implemented. The $76,992 was not reimbursed. The City now
sweeping services without a written contract. Additionally, the city should ensure has a system in place to have contracts for all new expenditures approved
that expired contracts are renewed and/or amended.
under the new procurement procedures. The SCO currently is in the
process of scheduling a gas tax audit for the City.
22 The City must reimburse the Gas Tax Fund for non-street-related expenditures Not implemented. The $7,806 was not reimbursed. The City now has a
totaling $7,806. Additionally, the city should ensure that all costs charged to the system in place to have contracts for all new expenditures approved under
Gas Tax Fund are street-related.
the new procurement procedures. The SCO currently is in the process of
scheduling a gas tax audit for the City.
23 The city must reimburse the Gas Tax Fund $4,878 for charges in excess of the
Partially implemented. The $4,878 overcharge was not reimbursed. The
written contract amount for the street overlay project. Additionally, the city
City now has a system in place to have contracts for all new expenditures
should ensure that payments do not exceed the contract amount without an
approved under the new procurement procedures. The SCO currently is in
approved change-order.
the process of scheduling a gas tax audit for the City.
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No.
Recommendations
24 The city must meet the MOE expenditure requirement for FY 2008-09 or return
the TCRF allocations received in FY 2008-09 in the amount of $327,968. In
order to meet the MOE expenditure requirement, the city must transfer $142,092
of discretionary funds to the Gas Tax Fund to make up for the shortfall amount.
Additionally, the city should review future discretionary street-related
expenditures to ensure that the MOE expenditure requirements are met.
25 Consider other contractors and the competitive bidding process for all streetrelated engineering services, especially when undertaking major projects. This
will ensure competition, lower costs, and will minimize potential conflicts of
interest.
26 Obtain written contracts for all the street-related services it receives from outside
contractors/vendors. Ensure that contracts are updated or amended when
necessary.
27

28

29
30
31

32
33

Corrective Action
Not implemented. The $142,092 was not transferred and no procedures
were instituted. The SCO currently is in the process of scheduling a gas
tax audit for the city.

Partially implemented. No procedures have been implemented; however,
the City now has a system in place to have contracts for all new
expenditures approved under the new procurement procedures. The SCO
currently is in the process of scheduling a gas tax audit for the City.
Partially implemented. No procedures have been implemented; however,
the City now has a system in place to have contracts for all new
expenditures approved under the new procurement procedures. The SCO
currently is in the process of scheduling a gas tax audit for the City.
Improve administrative and internal accounting controls over gas tax
Partially implemented. No procedures have been implemented; however,
expenditures by: Updating the Department of Administrative Servicesthe City now has a system in place to have contracts for all new
Procedures Manual and obtaining approval by the city council. When
expenditures approved under the new procurement procedures. The SCO
appropriate, obtaining written contracts and/or a purchase order. Invoices should currently is in the process of scheduling a gas tax audit for the City.
be matched against supporting contracts and/or purchase orders, prior to making
payments. The requisition process for materials and supplies should be
consistently followed.
Establish a process for monitoring discretionary street-related expenditures to
Partially implemented. No procedures have been implemented; however,
ensure compliance with MOE expenditure requirements relating to the TCRF.
the City now has a system in place to have contracts for all new
expenditures approved under the new procurement procedures. The SCO
currently is in the process of scheduling a gas tax audit for the City.
STATE AND FEDERAL EXPENDITURES AUDIT
The city should contact the California Department of Parks and Recreation
The City has returned $180,000 in funds. As of February 20, 2012, on
(DPR) to resolve the $199,528 in questioned costs identified in the findings.
request from the City, the DPR is determining whether to forgive the
remaining amounts.
The City should contact the California Department of Parks and Recreation to
resolve the $180,368 in questioned costs identified in the findings.
The City should contact the Department of Parks and Recreation and Los
Angeles County to resolve $37,164 and $19,690, respectively, in questioned
costs identified in the findings.
The City should contact the California Integrated Waste Management Board to Not implemented.
resolve $99,882 in questioned costs identified in the findings.
The City should contact Los Angeles County, the administrative agency over the The City Finance Director, stated that from October 2012 through
Community Development Block Grant (CDBG), to resolve the $99,542 in
February 2013, the City has been in contact with Los Angeles County
questioned costs identified in the findings.
CDBG, and there has been no discussion that questioned costs are due
from the city.
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No.
Recommendations
34 The City should contact the U.S. Department of Justice relative to its COPS
Technology Grant to resolve $74,285 in questioned costs identified in the
findings.
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Corrective Action
Not implemented.

City of Bell
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Appendix 2

Evaluation of Elements of Internal Control
Deficiency Noted in this Area of
Internal Control
Prior Internal Control Deficiency
Management Oversight and Control (Control Environment)
A1.Integrity and Ethical Values
a. Are code of conduct and other
Such policies are non-existent and it
policies regarding acceptable business appears that lack of communication
practices, conflicts of interest, or
exists. Events or transactions that
expected standards to ethical and moral occurred are as follows:
behavior in existence and
communicated to all city management
and employees?
Salaries of the City Council and
management are disproportionate when
compared with salaries in other cities.
We noted that the average annual salary
of 4 of 5 City Council members was
$97,372, while annual salaries of City
Council members around the Los
Angeles area average $13,977. In
addition, the City of Bell’s Chief
Administrative Officer’s (CAO) annual
salary was $666,733 and the Assistant
CAO’s was $325,180. The average
salaries for the same position around the
Los Angeles area are $209,050, and
$165,277, respectively.

City’s Corrective Action

Being
Addressed
but not
Fully
Corrected Corrected No Action

The City is improving, as detailed
below:

1
The City has made salaries more
transparent by posting positions and pay
amounts on its website. Also, a
comparison of similar positions in the
Los Angeles area indicates that the
positions and salaries are more in line
with similar cities.
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Internal Control
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Prior Internal Control Deficiency
Contracts for several vendors were
missing or non-existent. For fiscal year
(FY) 2008-09 and FY 2009-10,
$841,766 and $110,000 were paid to D
& J Engineering and to Urban &
Associates, Inc., respectively. The
contract agreement between the city and
D & J Engineering expired on June 30,
1996. The folder file for Urban &
Associates did not contain any contract
agreement.
Some purchases of capital assets are
questionable. For example, the city
purchased properties from the Pete
Werrlein Children’s Private Annuity
Trust for $4.8 million. From the file that
was provided to us, we cannot
determine what business benefit will be
gained by the city in purchasing these
properties.
City Council members did not perform
adequate review relating to budgets,
purchase approvals, and employee
salaries and advancements.

City’s Corrective Action
A review of contract files determined
that the City has begun to ensure that all
active vendors/contractors have an
active and valid contract on file. The
City is almost finished reconciling all
contract files.

Being
Addressed
but not
Fully
Corrected Corrected No Action

1
The City has stopped purchasing capital
assets.

The new city council reviews all
transactions related to budgets, salaries,
and advancements. Also, the city
council recently approved a thorough
purchasing ordinance.
The City Council approved the Program The City now has one-year budgets. The
of Service/Budget for the fiscal years
City provided the approved 2011-12
commencing July 1, 2008 and ending
budget to the SCO and during this
June 30, 2011 (a revision to the fiveengagement, the City approved the
year 2005-10 budget). However, from 2012-13 budget.
our inquiry, a copy of this program
service budget was not provided to the
City Council until three days before the
City Council meeting. Normally, the
City Council reviews the budget
revenue estimates five months prior to
the beginning of the fiscal year.
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Deficiency Noted in this Area of
Internal Control

b. Is reasonable management attitude
“Tone at the Top” established by
management and communicated to City
management and staff?

Follow-up Review

Prior Internal Control Deficiency
The City Council was to conduct an
evaluation of the performance of the
CAO. There were no evaluation reports
found in the CAO’s personnel record.
The CAO obtained personal loans (total
amount of $100,000) from his deferred
compensation plans (457 and 4019(a)).
We noted that these personal loans were
paid by the city.
The City had unacceptable loan
arrangements for several city
employees. Several city officials and
employees obtained personal loans from
the City and these loans were repaid
with accrued sick leave and vacation.

The former CAO had too much
autonomy and no one questioned his
decisions or the processes to be
implemented. The CAO appoints, and
may promote, demote, suspend or
remove, all department heads, officers,
and employees of the city except elected
officers and those department heads
appointed by the City Council. In
addition, the CAO approved purchases
ranging from $50 to $50,000. The CAO
had two personal loans of less than
$50,000 each that were paid by the city.

City’s Corrective Action
A review of the city council minutes
indicated that they are conducting
management reviews and evaluations
during closed-door sessions.
The personal loan program has been
eliminated. An independent auditor was
hired to determine whether all personal
loans have been repaid properly.

Being
Addressed
but not
Fully
Corrected Corrected No Action

1

1
The independent auditor’s report
concluded that in excess of $1 million
had not been repaid properly. The City
Finance Director brought this to the
City Council to request a plan for how
the City will deal with this. No
determinations were made as of March
29, 2013.
The former CAO has been discharged
from office.
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Deficiency Noted in this Area of
Internal Control
Prior Internal Control Deficiency
c. Is everyday dealing with vendors,
Several vendors and service providers
clients, auditors and other parties based who were receiving payments from the
on honesty and fairness?
city did not have contracts, or contracts
are missing or expired. For FY 2008-09
and FY 2009-10, D & J Engineering
was paid a total of $841,766 without a
current contract and Urban &
Associates, Inc. was paid $110,000
without a contract included in its vendor
file.
d. Is appropriate remedial action taken There were no established procedures to
in response to non-compliance?
address non-compliance. The city staff
relied on the CAO for direction
regarding non-compliance.
e. Is management intervention in
None noted.
overriding established controls
documented?
A2. Commitment to Competence
a. Is management analyzing tasks
The city lacks full staffing to perform its
relative to a particular job regarding
daily operations. The CAO, Assistant
need and extent of supervision?
CAO, and the Director of Community
and Social Services resigned. In
addition, other city staff members were
assigned to the City of Maywood to
perform accounting and other
administrative services for that city.
b. Is management evaluating and
There was no management evaluation
determining the knowledge and skills
noted regarding employees competence
needed to perform jobs and the
during our review of personnel records.
employees have the required knowledge In addition, City Council should
and skill to perform assigned tasks?
evaluate the CAO’s performance as a
condition for his salary increases but
there were no evaluation reports found
in the CAO’s personnel file.

City’s Corrective Action
The City now requires valid, up-to-date
contracts. The City is reviewing all
vendor files.

Being
Addressed
but not
Fully
Corrected Corrected No Action

1
The City is improving, however, due to
such a small staff there is no compliance
officer.
1

New permanent management has been
installed, with a more stable culture and
business atmosphere.

1
The City Council now performs
evaluations of executive management.
Our inquiries of staff indicate that there
still are no job duty statements or
performance evaluations of rank-andfile staff members.
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Deficiency Noted in this Area of
Internal Control
A3. Management and Operating Style
a. Is management conservative in
accepting risks, moves carefully, and
proceeds only after careful evaluation?

Follow-up Review

City’s Corrective Action

Prior Internal Control Deficiency

City management made various
The City is now making more conscious
decisions that appear to be
and conservative decisions.
unreasonable. For example, there was
an issuance of a lease revenue bond for
which the city is in danger of defaulting;
purchase of city lots from a former
mayor does not make good business
sense; and increases of property taxes
over the limit established by the
regulation.
See A2a above.
See A2a above

b. Is personnel turn-over in key
functions at an acceptable level and not
excessive?
c. Is management’s attitude positive
The City management has given
towards internal control and audit
consideration to the adequacy of
function?
internal control (as stated in its
Procedures Manual); however, adequate
separation of duties is lacking due to
inadequate staffing, there were improper
authorizations of transactions and
activities (see A1a above), and
documents and records are inadequate
(see A1c). The city does not have an
internal audit unit and no internal
auditor. The city contracted with an
independent CPA firm to complete its
annual financial statements.
d. Are there frequent interactions of
The Director of Administrative Services
senior management and operation
stated that there were no formal or
management in both formal and
informal meetings between the CAO
informal settings?
and other city management personnel.

Being
Addressed
but not
Fully
Corrected Corrected No Action

1

1
The City is correcting this. The culture
and atmosphere is changing, and the
Finance Director states that there a
“normalizing of transactions,” meaning
that transactions are being reported,
recorded, and booked on a timely basis.
Job duties are being addressed so that
employees have better knowledge of
their roles.

1
Weekly meetings are being conducted.
Better formal and informal
communications are occurring.
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Deficiency Noted in this Area of
Internal Control
Prior Internal Control Deficiency
e. Is management’s attitude appropriate There were errors noted in the CAO’s
towards financial reporting and other
direct labor distribution report, as with
operational reporting?
other high-level management personnel
of the city. The CAO allocated direct
labor salaries to different fund accounts
(e.g., 35% to the General Fund).
However, there was no vacation and
sick leave pay allocated to the General
Fund for the same pay period.
A4. Organizational Structure
a. Is the organization structure
The organization structure is
centralized or decentralized to facilitate centralized; however, there were no
flow of information?
procedures established for how
information was disseminated to staff
and the City Council. Letters, e-mail
and direct oral communication were the
medium of information.
b. Are key managers’ responsibilities
Key managers’ responsibilities were
adequately defined and communicated? defined; however, incompatible
functions were performed by these
managers due to inadequate staffing.
Most of the time, daily operation
functions were performed by “whoever
is available.”
c. Do managers in charge have the
Some of the managers appear to have
required knowledge, experience, and
the required knowledge to perform their
training?
primary responsibilities; however, these
managers will follow orders and
instructions from the CAO without
question. For example, the payments of
the CAO’s personal loans were never
questioned.

City’s Corrective Action
The City has not addressed prior labor
allocations; however, this practice has
since stopped.

Being
Addressed
but not
Fully
Corrected Corrected No Action

1
The City is still operating in this
manner. No corrective action has been
taken.

1
The City is addressing this, however, in
situations of time-critical reports,
former practices resurface.

1
This practice no longer occurs.
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Deficiency Noted in this Area of
Internal Control
Prior Internal Control Deficiency
A5. Assignment of Authority and Responsibility
a. Is proper information considered in Proper information was considered in
determining the level of authority and determining the level of authority and
scope of responsibility to an employee? scope of responsibility; however, the
CAO had the authority to do whatever
he wanted. For example, a document
needed for the CAO personal loan
application was signed by the Assistant
CAO. This document should have been
approved by a higher authority.
b. Are responsibilities for decisions
Most of the decisions are referred to the
related to assignment of authority and CAO. For example, significant revision
responsibility?
of revenue items that were included in
the budget was up to the CAO.
Additional engineering services
between D & J Engineering were
discussed with the CAO.
c. Are employees at the right level
Processing of payroll and correction of
empowered to correct problems or
errors were made by either the treasurer
implement improvements?
or the accounting manager. Most city
staff members follow orders and
instructions from the CAO.
d. Do job descriptions exists and contain Job descriptions exist and contain
specific references to control-related
specific references to control-related
responsibilities?
responsibilities; however, staff members
perform incompatible duties due to
inadequate staffing.
A6. Human Resources Policies and Practices
a. Are policies and procedures
The CAO is responsible for hiring,
established for hiring, training, and
firing, and promoting city staff (see
promoting employees and management A1b. above).
particularly in hiring and training?

City’s Corrective Action

Being
Addressed
but not
Fully
Corrected Corrected No Action

This practice no longer occurs.

1
This practice no longer occurs.

1
This practice no longer occurs.

1
No job duty statements or descriptions
are available for rank-and-file
employees.
1
The City currently has a more open and
transparent hiring process, assisted by
the City Council.
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b. Are employees made aware of their
responsibilities and expectations of
them?

c. Is management’s response to failure
to carry out assigned responsibilities
appropriate?
Risk Analysis
B1. Goals and Objectives
a. Is information relating to objectives
disseminated to all city employees?

Follow-up Review

Prior Internal Control Deficiency
Employees are made aware of their
responsibilities and expectations of
them during the hiring process. There
was no follow-up after an employee is
hired, and no evaluation report noted in
the personnel files that we reviewed.
This is the sole responsibility of the
CAO. There was no documentation
questioning the CAO’s decisions.

There was no documented procedure for
relaying information among city staff
except that employees are notified of
new information either by co-workers or
superiors.
b. Are goals (with specific targets and Staff’s goals are limited to their roles
deadlines) established and relate to
and responsibilities in performing their
objectives?
assigned tasks. The staff’s attitude is
that the goals and objectives are up to
management, mostly to the CAO.
c. Are measurement data included in the We were not able to obtain any
objectives?
measurement data.
d. Are managers involved in
establishing objectives for which they
are responsible?
B2. Risk
a. Does the risk-assessment process in
place consider the extent and internal
factors affecting objectives?

City’s Corrective Action
Employees do not have duty statements
or evaluations. No corrective action has
been taken.

Being
Addressed
but not
Fully
Corrected Corrected No Action

1
CAO/City Manager no longer makes
unilateral decisions.
1

Formal means of information exchanges
are occurring, including weekly staff
and management meetings.
1
Finance Director and City Manager are
beginning to define roles of staff.

There is not enough historical data to
assess with new permanent
management.
Information is now readily available and
It appears that managers are isolated to
shared throughout the organization.
their departmental goals and objectives.
There was no documented assessment No formal risk assessment process is
process relative to risk. The Risk
being conducted. No corrective action
Assessment Officer (Assistant Chief
has been taken.
Administrative Officer) no longer works
for the city. The Director of
Administrative Services temporarily
assumed this responsibility.
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Internal Control
b. Does the risk assessment process
include estimated significance of risks,
assessing likelihood of occurrence, and
determining the needed actions to
prevent risks?

Follow-up Review

Prior Internal Control Deficiency
Staff members were neither concerned
nor did they have a clear understanding
of the relevance of risk assessment. We
were not able to obtain any
documentation in support of a risk
assessment.
c. Is management considering the risks There was no documentation, and staff
related to Human Resources, budgeting, members and management stated that
labor relations, and Information
they were not involved in risk
Systems?
assessment.
B3. Managing Change
a. Are there mechanisms in place to
There was no documentation—written
anticipate, identify, and react to routine or verbal—relative to addressing routine
events or acts that affect achievement of events or acts that may affect objectives.
objectives?
b. Are there mechanisms in place to
No. The CAO will address all changes
identify and react to changes that can
and will make recommendations to the
have dramatic and pervasive effect on City Council for approval.
the City?
Control Activities
C1. Management Reviews
a. Controls are performed and checked It appears that some controls are
for reasonableness, allowability and
performed and checked for
validity of transactions?
reasonableness, allowability, and
validity of transactions; however, there
were unreasonable and unallowable
transactions that were processed. For
example, personal loans by the CAO
were paid through the city’s accounting
system.
b. Are controlled items counted check Records were kept for some controlled
periodically?
items; however, these records were
incomplete.

City’s Corrective Action
The organization has no clear
understanding of a risk assessment or
the process by which to conduct one.
No corrective action has been taken.

Being
Addressed
but not
Fully
Corrected Corrected No Action

1
The organization has no clear
understanding of a risk assessment or
the process by which to conduct one.
No corrective action has been taken.

1

There is no formal documentation in
place. No corrective action has been
taken.
1
The new permanent City Manager and
Finance Director now work with City
Council to obtain proper approvals.
1

This practice no longer occurs.

1
No records maintained, or are there
counts of controlled items.
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Deficiency Noted in this Area of
Internal Control
Prior Internal Control Deficiency
c. Does management compare different Variances relating to staff payroll
sets of data and investigate variances? records were investigated and corrected.
We did not note if management
performs these comparisons on other
areas of the accounting transaction
cycles.
d. Are duties properly segregated?
See A2b above.
Information and Communication
D1. Information
a. Are mechanisms in place to obtain
Information relative to some programs
relevant information on program,
and budgets was not available and
legislative or regulatory developments, information regarding legislative or
budget, or economic changes?
regulatory development or economic
changes is not in place to readily access
information. No staff or management
are assigned to perform such functions.
b. Have long range information
None noted.
technology plans been developed and
linked with strategic initiatives?

D2. Communications
a. Are communications channeled to
people to report suspected act, permits
anonymity, and feedbacks are provided?
b. Does adequate communication exist
across the organization? Is information
complete, timely, and sufficient?

We were not able to obtain any
documentation.

City’s Corrective Action
Currently doing comparisons with
cash/bank reconciliations.

Being
Addressed
but not
Fully
Corrected Corrected No Action

1
1

See A2b above.

In process with new management

1
Corrected. In our discussions with
management, we were able to confirm
that the City is in negotiation with firms
to implement a new accounting system
and to implement current technology.

1

No corrective action has been taken.
1

We were unable to document
communication flowing from
management to staff and staff to
management.
c. Are feedback mechanism for external From our observation and inquiry, all
parties (suggestions, input, complaints) complaints and suggestions were taken
directed to relevant internal parties?
at the office counter.
d. Is top management aware of the
A complaint log is not maintained.
nature and volume of complaints?

In our discussions with staff and our
observations of staff meetings, we
confirmed that communication is now
flowing between management and staff.
Corrected. All suggestions are now
properly forwarded.

1

1
No complaint log is maintained and
complaints are not forwarded to
executive management. No corrective
action has been taken.
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Monitoring
E1. Ongoing Monitoring
a. Are operation personnel required to
“sign off” on the accuracy of their unit’s
records?
b. Are communications from outside
parties and monthly statements of
accounts payable used as control
monitoring technique?
c. Are employees’ suggestions
communicated and acted on as
appropriate?
d. Does a policy exist to adopt an
Incompatible Activities Statement of
Conduct?

Follow-up Review

Prior Internal Control Deficiency

City’s Corrective Action

Staff will perform their assigned tasks,
but a procedure to confirm the accuracy
of their work is not in place.
The accounts payable clerk or
supervisor does not use communication
from external parties to monitor
technique.
There were no formal processes of
addressing employee or external parties’
suggestions.
There is a policy statement in the City
procedural manual; however, the City
was inadequately staffed to separate
incompatible duties.

No control implemented. No corrective
action has been taken.

E2. Separate Evaluation
a. Do employees with appropriate skills The staff and management did not
evaluate portions of the internal control? evaluate internal controls.
b. Do city staff members gain sufficient No internal control reviews employed
understanding of internal controls?
by the city with the exception of the
annual financial audits.
c. Are policy manuals, organization
Only the City Bell procedures manual,
charts, and operational instructions
City Charter Provision, and City
available for review?
Ordinance.
E3. Reporting Deficiencies
a. Are means of obtaining reports of
A report of deficiencies is not
deficiencies from both internal and
maintained.
external sources exist?
b. Is there ongoing monitoring of
Although procedures for monitoring
internal controls?
internal control is stated in the
procedures manual, monitoring of
internal control has not been performed
by city staff.

Being
Addressed
but not
Fully
Corrected Corrected No Action

1
No control implemented. No corrective
action has been taken.
1
Weekly meetings are now performed,
and employees are encouraged to
suggest changes.
No corrective action has been taken.

1

1
The organization does not evaluate
internal controls. No corrective action
has been taken.
No controls implemented. No corrective
action has been taken.

1

1
No new documented policies and
procedures. City still maintains 2007
operations manual.
1
A report of deficiencies is now
maintained for annual financial audits.
1
No corrective action has been taken.
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Attachment 5—

City’s Response to the
Follow–up Review

