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City of Bell

Pedro Carrillo, Interim Chief Administrative Officer
6330 Pine Avenue

Bell, CA 90201

Dear Mr. Carrillo:

Enclosed is CalPERS' final report on the results of the public agency payroll reporting
and membership enrollment review completed for the City of Bell (City). The City
submitted a written response to the draft report on November 5, 2010," which objected
only to the first finding that information deemed necessary to determine the correctness
of retirement benefits, reportable compensation, and enroliment in the retirement and
health systems was requested but not provided. The City requested that the finding be
revised to clarify that the City was responsive to CalPERS' requests. The letter also
requested removal of the language suggesting that if the City failed to provide requested
information, OAS would recommend that CalPERS consider termination of the City's
contract pursuant to Government Code section 20572.2 In reliance on the assurances
given by the City in its response to the draft report that information OAS sought did not
exist, revisions to the final report were made.® The City’s written response is included as
appendix E to this report.

! It should be noted that the CalPERS auditors were on site at the City from July 27, 2010 to July 30, 2010,
not from July 27 2010, to August 6, 2010, as stated on page 2 of 5 of your letter.

% Your letter asserts, among other things, that to the extent that Office of Audit Services sought, but did not
receive documents, it is not the case that those documents exist but were not provided to CalPERS.
Rather, you represent that "after diligent and exhaustive searching, it has become apparent that much of
the documentation simply does not exist at the City."

® The City's response to the draft report also included a document titied Declaration of Robert A. Orozco.

CalPERS cannot verify the accuracy of certain of the statements made in the Declaration. Furthermore, it

is not clear to CalPERS whether the documents did not exist, were not found, or were found but "could not

be produced" due to a claim of privilege or for some other reason, based on Declarant's statement that
"All responsive documents to this demand were produced. However after a diligent search and
reasonable inquiry, the City could not produce any documents approving the contracts of [named
individuals]."
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As to each other finding in the report, City raised no objection and indicated it is
committed to working with CalPERS to correct issues on a going-forward basis. We
have referred this matter to the appropriate divisions at CalPERS. The appropriate
divisions at CalPERS will contact the City for follow-up. Thank you for the timely
response to the draft report. We appreciate the time and assistance of you and your
staff during this review.

Sincerely,
Original Signed by Margaret Junker

Margaret Junker, CPA, CIA, CIDA
Chief, Office of Audit Services

Enclosure

cc:  Finance Committee Members, CalPERS
Peter Mixon, General Counsel, CalPERS
Lori McGartland, Chief, Employer Services Division, CalPERS
Holly Fong, Chief, Employer and Member Health Services, CalPERS
City Council Members, City of Bell
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CITY OF BELL

RESULTS IN BRIEF

The Office of Audit Services (OAS) reviewed the City of Bell’s (City) enrolled
individuals, member compensation, required health and retirement
documentation and other documentation for individuals included in test samples.
A detail of the findings is noted in the Results section beginning on page five of
this report. Specifically, the following findings were noted during the review:

Information deemed necessary to determine the correctness of retirement
benefits, reportable compensation, and enrollment in the retirement and
health systems was requested but was not provided (Government Code
Sections 20221, 20222.5 and 22797).

Payrates reported to CalPERS failed to qualify as compensation earnable
(Government Code Sections 20049, 20630, 20635, 20636 and 20899).
Non-reportable special compensation items were incorrectly reported as
compensation earnable (Government Code Section 20636 and California
Code of Regulations Section 571).

The City failed to report earnings and submit retirement contributions on
behalf of temporary/part-time employees who qualified to become
members with CalPERS (Government Code Section 20630).

The City failed to complete and submit membership forms to CalPERS to
properly establish membership for elected officials (Government Code
Section 20322).

The City erroneously continued the membership of a former City Council
member for services performed in an unsubstantiated position
(Government Code Sections 20028, 20125).

Eligibility verifications for dependents enrolled in CalPERS Health Benefits
Program were not provided and required health enrollment forms were not
maintained on file (Government Code Sections 22775 and 22797 and
California Code of Regulations Section 599.500).

The pertinent sections of the Government Code and California Code of
Regulations for each finding are described in greater detail under Appendix C.

CITY BACKGROUND

The City was incorporated on November 7, 1927, as a general law city of the
State of California. It is located in Los Angeles County, California. In 2006, upon
filing the approved City Charter with the California Secretary of State, the City
became a Charter City. The City operates under the Council-Administrator form
of government. To the extent that the documentation was located, Memoranda
of Understanding (MOU), employment agreements and Position and Salary
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Schedules generally outline City employees’ salaries and benefits and state the
terms of employment agreed upon between the City and its employees.

The City contracted with CalPERS effective July 1, 1945, to provide retirement
benefits for local miscellaneous and local safety employees. Effective

August 1, 1990, the City contracted with CalPERS to provide health benefits to
all eligible employees. The City amended its contract for retirement benefits to
identify the length of the final compensation period as twelve months for all
coverage groups. The City amended its retirement contract for local
miscellaneous employees, effective April 16, 2007, to enhance retirement
benefits by increasing the benefit formula from 2 percent at 55 years of age to
2.7 percent at 55 years of age.

SCOPE

As part of the Board approved plan for fiscal year 2010/11, the OAS reviewed the
City’s payroll reporting and member enrollment processes as these processes
relate to the City’s retirement and health contracts with CalPERS. The review
period was limited to the examination of sampled records and processes from
January 1, 1993 through June 30, 2010. The on-site fieldwork for this review
was conducted over seven days on July 27, 2010 through July 30, 2010 and
August 18, 2010 through August 20, 2010. The review objectives and a
summary of the procedures performed, sample sizes, sample periods and
findings are listed under Appendix B.

CIVIL COMPLAINT

On September 15, 2010, the California Attorney General filed a complaint with
the Superior Court of California, County of Los Angeles, against City officials and
others, including the Chief Administrative Officer (CAO), Assistant Chief
Administrative Officer (Assistant CAO or Assistant to the CAO), Chief of Police,
and certain current and prior named members of the City Council alleging waste
of public funds, negligence, fraud, conflict of interest, breach of fiduciary duty and
violation of public trust (sometimes referred to herein as the "Complaint" or the
"Civil Action"). The Complaint alleges, among other facts, that each defendant
received excessive and wasteful compensation and that the excessive and
wasteful compensation could wrongfully increase retirement benefits. The
Complaint seeks a judgment to, among other things (i) require the CAQO,
Assistant CAO and Chief of Police to make restitution to CalPERS, for any
amount of pension benefits received that was in excess of what was reasonable
and appropriate, in an amount to be proven at trial; (ii) require the CAO, Assistant
CAO and Chief of Police to make restitution to the City, for compensation they
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approved and/or accepted and which was in excess of what was reasonable and
appropriate, in an amount to be proven at trial; (iii) declare that all employment
contracts and addenda of the CAO, Assistant CAO and Chief of Police executed
in and after 2005 are null and void ab initio; (iv) declare that compensation paid
to each defendant by the City in excess of what was reasonable, in an amount to
be proven at trial, is not to be considered for determination of CalPERS
pensions; and (v) enjoin the City from reporting to CalPERS any salaries of
defendants in excess of what is reasonable and appropriate, in an amount to be
proven at trial.

The Complaint seeks a judgment that the employment contracts of the CAO,
Assistant CAO and the Chief of Police executed in and after 2005 are void from
the date of their execution and seeks to have the Court determine the level of
salaries that are reasonable and appropriate for all defendants, including named
City Council members and as yet unnamed individuals. In light of the Complaint,
no adjustment of payroll is recommended at this time for amounts that may have
been erroneously reported as compensation earnable because the proper
amount of compensation earnable may be decided by a ruling in the Civil Action.
If any affected City Officer or employee should apply for retirement before
conclusion of the Civil Action, the calculation of retirement benefits will take into
account only compensation paid that was proper and authorized, pursuant to
properly approved and publicly available valid contracts entered into prior to
2005, or pursuant to publicly available pay schedules that can be substantiated
as meeting the definition of compensation earnable. Thereafter, if a final
judgment in the Civil Action proves an amount of compensation different than
that considered by CalPERS, the retirement allowance may be adjusted to reflect
any proven increase or decrease in compensation earnable, provided it
otherwise meets the requirements of compensation earnable.

TWO CRIMINAL FELONY COMPLAINTS

On September 20, 2010, the District Attorney for the County of Los Angeles filed
two criminal felony complaints against certain City employees and City Council
members. The complaints allege, among other facts, misappropriation of public
funds, conflict of interest, and the falsification of public records by an official
custodian.

STATE CONTROLLER'S OFFICE AUDIT OF CITY OF BELL'S
ADMINISTRATIVE AND INTERNAL ACCOUNTING CONTROLS SYSTEM

On September 22, 2010, the State Controller released the first of three audits
focusing on the City's finances. The audit covered the period from July 1, 2008
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through June 30, 2010, and found, among other facts, a lack of oversight by the
City Council, that the City’s internal control system was virtually non-existent and
that the former CAO had, for all intents and purposes, complete control and
discretion over how City funds were to be used. The audit also found that the
City Council approved exorbitant salary and benefits for the former CAO without
any accountability for performance and the former CAO continued this process
by allowing enormous salaries for other administrative staff.
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OFFICE OF AUDIT SERVICES REVIEW RESULTS

Finding 1: The City did not provide requested information deemed necessary
to determine the correctness of retirement benefits, reportable compensation,
and enrollment in the retirement and health systems.

Recommendations:

The City must provide the specific information deemed necessary by CalPERS in
order to determine the correctness of retirement and health benefits, reportable
compensation, and enrollment in the retirement and health systems per
Government Code Sections 20221, 20222.5 and 22797. While a failure to
provide requested information could result in the termination of the City’s contract
with CalPERS pursuant to Government Code Section 20572, in the City’s written
response dated November 5, 2010, the City represented that much of the
requested documentation does not exist at the City.

The City should work with CalPERS Employer Services Division and Health
Benefits Branch to provide supporting documentation as can be located and
produced in order to determine the correctness of retirement and health benefits,
reportable compensation, and enrollment in the retirement and health systems.

Condition:

Prior to the on-site field visit in July 2010, OAS requested pertinent information to
determine whether compensation earnable and enroliment in the retirement and
health systems was properly reported to CalPERS. In addition, during and
subsequent to our on-site field visit, OAS repeatedly made requests for
information. Requests for information included, but were not limited to, the
following documents:

e Publicly available pay schedules for the period 1993 - 2010

e Employment contracts and the City Council minutes indicating that the
employment contracts were approved and authorized

Memoranda of Understanding

Rules and regulations

The City’s Municipal Code

Job duty statements

All City Council minutes from 1993 to present

All documents used to specify compensation earnable
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e Payroll journals

e Personnel files

e Payroll records

¢ Information pertaining to the creation, duties and service of the
unsubstantiated Assistant to the Food Bank Coordinator position

e Information to support health benefit dependent eligibility

Complete and necessary documentation to support specified employee payrates
reported to CalPERS was not provided. While the City provided thousands of
pages of documents, many of the documents provided by the City did not pertain
to OAS requests. Many documents when provided were either unrelated to the
City, or were in a form that would require OAS to find the relevant and requested
information.

Due to the lack of clear documentation as to what amount employees were to be
paid, and in light of the pending Civil Action in which the Court has been asked to
establish the reasonable and appropriate salaries of all defendants, OAS cannot
state with certainty what amounts constitute compensation earnable. In the
instances where there is a lack of documentation to support the salaries and
benefits granted to employees as being compensation earnable, such salaries
and benefits will not be considered in the calculation of CalPERS retirement
benefits.

For discussion on the missing information pertaining to membership enrollment
and health benefits, refer to Findings 4 and 5 below.
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Finding 2: Payrates reported to CalPERS failed to qualify as compensation
earnable.

Recommendation:

Only compensation earnable, as defined under Government Code Section 20636
and corresponding regulations, can be reported to CalPERS and considered in
calculating retirement benefits. The City should ensure that all employees’
salaries are properly reviewed, authorized and approved by the City Council.
The City should also ensure that the reported payrate is set forth in a publicly
available pay schedule.

The City should work with the CalPERS Employer Services Division to determine
the impact of incorrect reporting and determine what adjustments are needed.

Condition:

OAS reviewed payrates reported to CalPERS for a sample that included, but was
not limited to, the individuals who, during the time covered by this review

(1993 to 2010), were holding the positions of CAO, Assistant to the CAO or
Assistant CAO, Chief of Police, directors of various City departments, City
Council members, management and staff. Though hampered by the
unavailability of necessary information, based on the information provided by the
City and obtained through other sources, OAS reconciled the payrates to the
City’s available salary information to determine whether payrates for the sampled
employees were properly authorized and reported to CalPERS.

Employment Contracts Not Authorized by the City’'s Governing Board in an
Open Public Meeting

The City did not provide responsive documentation showing that employment
contracts which contained salary and benefit provisions had been reviewed and
authorized by the City Council in a public meeting or were otherwise made
publicly available. Consequently, OAS was unable to substantiate that the
reported payrates for specified positions were properly authorized by the City
Council in a public meeting and in accordance with requirements that the City
maintain publicly available salary information.

A declaration dated November 5, 2010, provided by the City’s interim City
Attorney, (Declaration) stated that after a diligent search and reasonable inquiry,
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the City could not produce any documents approving the contracts of the CAO,
Assistant to the CAO and Chief of Police.

Payrate Over-Reported: CAO

The compensation for the CAO was established by contracts dated

September 1, 1993, September 1, 1994, and September 1, 1996. The City
granted a series of increases by addenda to the 1996 contract which ranged from
8.33 percent up to 47.33 percent through July 2008. A summary of the CAO’s
contracted payrates from 1993 to 2010 is listed in Appendix D.

Because the City did not provide City Council minutes supported by evidence
that the CAO employment contracts were properly authorized, OAS has been
unable to verify that any of the contracts were properly and validly approved and
signed by the City’s governing board and publicly available. The Declaration
stated that after a diligent search and reasonable inquiry, the City could not
produce any documents approving the contracts of the CAO.

Based on the foregoing and the information that is available at the time of this
review, OAS recommends that the payrate of the CAO be based upon the City's
most recent publicly available pay schedule for the position, which is City Council
Resolution No. 92-41 for fiscal year 1992/1993. Resolution No. 92-41 authorized
a monthly salary of $7,100 for the CAO position.

At this time, however, no adjustment to payroll is recommended for amounts that
may have been erroneously reported as compensation earnable because the
determination of the proper amount of compensation earnable is under
consideration in the Civil Action. In addition, for 2005 and after, the Civil Action
seeks a judgment declaring that all employment contracts and addenda executed
for this position are null and void. Therefore, it is recommended that calculation
of retirement benefits exclude compensation reported during this time period.

The City should work with CalPERS Employer Services Division and provide
pertinent documentation as can be located and produced supporting the
determination of proper payrate amounts for the period from September 1, 1993
through year-end of 2004.

Payrate Over-Reported: Assistant to the CAO

Payrates for the Assistant to the CAO cannot be verified as properly approved by
the City Council. The Declaration stated that after a diligent search and
reasonable inquiry, the City could not produce any documents approving the
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contracts of the Assistant to the CAO. The Assistant to the CAO position at the
City was first filled July 1, 2003, in accordance with the terms of an employment
contract. While the pay schedule in effect in 2003 included the position title of
Assistant to the CAO, no payrate was disclosed; rather the salary was shown as
"contract."

A summary of the Assistant to the CAO/Assistant CAO’s contracted payrates
from 2003 to 2010 is listed in Appendix D.

From the initial contract in 2003 until June 30, 2008, when the Assistant to the
CAOQO was promoted to Assistant CAO, employment contracts provided that the
duties of the Assistant to the CAO were "as set forth in the Bell Municipal Code
and other applicable laws and regulations, and to perform such other proper
duties as assigned by the [CAO]." While OAS requested copies of the pertinent
provisions of the Bell Municipal Code describing the duties of the Assistant to the
CAQO, the City did not provide that information.

At this time no adjustment to payroll is recommended for amounts that may have
been erroneously reported as compensation earnable because the determination
of the proper amount of compensation earnable is under consideration in the
Civil Action. In addition, for 2005 and after, the Civil Action seeks a judgment
declaring that all employment contracts and addenda executed for this position
are null and void. Therefore, it is recommended that calculation of retirement
benefits exclude compensation reported during this time period.

However, the City should work with CalPERS Employer Services Division and
provide pertinent documentation as can be located and produced supporting the
determination of proper payrate amounts for the period from July 1, 2003 through
year-end of 2004.

Payrate Over-Reported: City Council Members

In light of the pending Civil Action, in which the Court has been asked to
establish the reasonable and appropriate salaries of all defendants, and which
challenges the validity of City Council pay increases, OAS cannot state with
certainty what amounts constitute compensation earnable for City Council
members.

However, based on the review of available records, OAS concluded that the City
over-reported the compensation earnable of City Council members by
erroneously including additional compensation paid for serving on other
municipal boards, commissions, or other local authorities with the full-time
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compensation received for services rendered as City Council members. In
addition, based on factual allegations in the Complaint, it appears that increases
in City Council member compensation exceeded statutory limits on city council
member salaries for general law cities.

Elected City Council members are “elective officers” as defined by the
Government Code. City Council members who have elected CalPERS
membership and who are compensated are deemed to be serving on a full-time
rather than a part-time basis and receive one year of service credit for each year
of tenure in office.

OAS reviewed payroll records, Personnel Action Reports and resolutions and
noted that compensation reported to CalPERS reflected payments that City
Council members received as full-time City Council members, and additional
compensation for serving in positions on up to six different boards. If a City
Council member concurrently renders service in two or more positions, one or
more of which is full-time, service in any concurrent part-time position is deemed
overtime and is not reportable as compensation per Government Code Section
20635. Consequently, service on any additional municipal board, commission,
department, committee, or other local authority by a City Council member should
be considered overtime and should not be reported to CalPERS.

In 2001, City Council members’ salaries for service on the City Council, excluding
amounts received for additional service with other boards, commissions, or
authorities, were increased from $434 to $673 per month. This appears to be the
highest supportable payrate for City Council members, subject to the Court’s final
determination.

The City should work with CalPERS Employer Services Division and provide
documentation as can be located and produced supporting the determination of a
proper compensation earnable amount.

Payrate Over-Reported: Chief of Police

On May 29, 2009, the Chief of Police entered into an employment contract with
the City to perform services as the Chief of Police, effective July 27, 2009. This
contract compensated the employee $38,083.50 per month, which the City
reported to CalPERS. The contract was signed only by the CAO and the Chief of
Police. Although OAS requested documentation, the City did not provide
documentation to support that the employment contract was properly reviewed
and authorized by the City’s governing board in an open public meeting and
available for public scrutiny. The Declaration stated that after a diligent search

10
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and reasonable inquiry, the City could not produce any documents approving the
contracts of the Chief of Police. The City also did not provide a current salary
schedule which included the salary range for Chief of Police. The most recent
available documentation that CalPERS has been provided in which the City set
forth the salary for the Chief of Police position is contained in Resolution

No. 95-43 for fiscal year 1995/1996 which provided a monthly salary range for
Chief of Police of $5,842 to $7,101.

At this time, however, no adjustment to payroll is recommended for amounts that
may have been erroneously reported as compensation earnable for the period of
employment because the determination of the proper amount of compensation
earnable is under consideration in the Civil Action.

The City should work with CalPERS Employer Services Division and provide
pertinent documentation as can be located and produced supporting the
determination of proper payrate amounts for the period of employment for the
Chief of Police.

11
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Finding 3: The City incorrectly reported non-reportable special compensation
items to CalPERS including employer payments for employee participation in
a deferred compensation plan and extra duty pay.

Recommendation

The City should only report items of special compensation as defined in
California Code of Regulations Section 571.

The City should work with CalPERS Employer Services Division to assess the
impact of this incorrect reporting and determine what adjustments are required.

Condition:

Non-Reportable Compensation Reported as Special Compensation

Employer Payments for Employee Participation in a Deferred Compensation Plan

The City incorrectly reported to CalPERS employer payments to a deferred
compensation plan as special compensation. Specifically, payroll records
obtained from the City indicated the City made payments into 401(a) accounts for
the CAO and the Assistant CAO in fiscal years 2006/2007 through 2009/2010.
The City erroneously reported these payments to CalPERS. The annual
deferred compensation amounts paid ranged from $44,000 in December 2006 to
$48,000 in January 2010. Employer payment to a deferred compensation plan is
not a reportable item of compensation for CalPERS retirement purposes.

Extra Duty Pay

The City erroneously reported additional compensation up to $832.65 per month
as special compensation for extra duties performed as the City Clerk, City
Treasurer, and Community Liaison. Specifically, the City paid and reported an
additional 15 percent of base pay to two employees for duties rendered as City
Clerk and City Treasurer in the sampled second pay period of June 2010 and
first pay period of September 2008. Since these two employees held and were
compensated for other full-time positions with the City, the additional
compensation received for services rendered as City Clerk and City Treasurer is
considered overtime and not reportable to CalPERS. Compensation received for
additional service rendered as City Clerk and City Treasurer does not meet the
definition of special compensation.

12
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Also, the City paid and erroneously reported an additional 10 percent of payrate
to a Police Officer for service rendered as a Community Liaison. Additional
compensation received for service rendered as a Community Liaison is not
reportable as special compensation.

Temporary Assignment Pay — Informational Item

Records showed that effective June 21, 2010, the CAO authorized additional
compensation as temporary assignment pay ranging from 10 percent to 15
percent of payrate for nine City employees including four Sergeants, two Acting
Sergeants, two Police Captains and one Lieutenant. For example, the City’s two
Police Captains were to receive an additional $1,627.50 per month for temporary
assignments performed for neighboring cities. CalPERS has not yet received
payroll information from the City covering services provided from June 21, 2010,
forward. However, additional compensation for assignments performed for other
cities does not meet the definition of special compensation and is not reportable
to CalPERS.

13
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Finding 4: The City failed to comply with membership enroliment
requirements:

e (a) The City failed to report earnings and submit retirement contributions on
behalf of temporary/part-time employees who qualified to become CalPERS
members.

e (b) The City failed to complete and submit membership forms to CalPERS
to properly establish membership for elected officials.

¢ (c) The City erroneously continued the membership of a former City Council
member for services performed in an unsubstantiated position.

Recommendations:

(a) The City should ensure that compensation earnable is reported and
retirement contributions are submitted beginning with the first service period in
which an employee becomes a CalPERS member.

(b) The City should ensure elected officials choosing to become CalPERS
members file the appropriate election in writing with CalPERS.

(c) The City must provide the specific information deemed necessary to
determine the correctness of the continued enroliment in CalPERS for an
individual's unsubstantiated services as an Assistant to the Food Bank
Coordinator. The City should discontinue reporting to CalPERS individuals who
are no longer employed by the City.

The City should work with CalPERS Employer Services Division to assess the
impact of and to correct these incorrect reporting issues.

Conditions:

(a) Compensation Not Reported and Retirement Contributions Not Submitted for
Temporary/Part-time Employees

OAS sampled four individuals in fiscal year 2008/2009 that were hired by the City
as temporary/part-time employees. The City properly enrolled the individuals in
CalPERS membership upon meeting the CalPERS membership requirement but
failed to report earnings and submit retirement contributions on the members’

14
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behalf from the members’ effective enrollment dates through June 30, 2009.
Three of the individuals met membership eligibility by working 1,000 hours in
fiscal year 2008/2009 and were enrolled effective February 2, 2009,

March 16, 2009, and March 30, 2009, respectively. The fourth individual was
enrolled in the prior fiscal year, effective June 8, 2008. Earnings should have
been reported and contributions should have been submitted to CalPERS
beginning with the first service period in which the employees became members.

(b) Required Membership Forms Not Submitted to Properly Establish
Membership

Elected City Council members are “elective officers” as defined by the
Government Code and, as such, are considered optional members of CalPERS.
As optional members, City Council members are excluded from CalPERS
membership unless they file a written election to become a member. OAS found
that two City Council members had not filed written elections with CalPERS to
become optional members even though they were enrolled as CalPERS
members and their earnings were being reported. The City should have filed
CalPERS form AESD-59 to establish elected officials’ optional membership with
CalPERS.

(c) The City erroneously continued the membership of a former City Council
member for services performed in an unsubstantiated position.

In 2009, a City Council member was hired to fill a position titled Assistant to the
Food Bank Coordinator (Assistant Coordinator). The City Council member, who
was elected in 2003, resigned as a City Council member on August 17, 2009,
and accepted the position of Assistant Coordinator effective that same date. The
individual initially was paid $7,666.61 per month as the Assistant Coordinator,
which was the same as the monthly salary he had received for serving as a City
Council member. The City provided the individual a five percent cost of living
increase on September 1, 2009, boosting the monthly salary to $8,050.

OAS sought to substantiate the existence of the Assistant Coordinator position
by requesting documentation from the City such as a duty statement describing
the nature of the position or Food Bank documentation such as a mission
statement, policies, plans, organization chart, or communications between the
Assistant Coordinator and the Food Bank Manager evidencing the existence of
the position and/or services rendered by the Assistant Coordinator. OAS
obtained an employment agreement effective August 17, 2009, between the City
and the individual “to perform all duties necessary to assist with the City’s efforts
to provide food donation services to the community of Bell and to perform such

15
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other proper duties as assigned by the ...CAO.” OAS also obtained Personnel
Action Reports listing salary information. We requested further information to
substantiate the existence of the Assistant Coordinator position or that services
were rendered. The Declaration stated that after a diligent search and
reasonable inquiry, the City could not locate any documents responsive to this
request. Additionally, the payrate for the Assistant Coordinator position was not
listed in a publicly available pay schedule and thus would not be compensation
earnable for retirement purposes.

OAS concluded that the documentation provided was insufficient to support that
the Assistant Coordinator position was an authorized City position and that the
individual performed actual services for the City as a common law employee
subsequent to resigning from the City Council in August 2009.

Per Government Code Section 20125, CalPERS shall determine who are
employees and is the sole judge of the conditions under which individuals may
be admitted to CalPERS. Only common law employees of agencies contracting
with CalPERS for retirement coverage who also have compensation earnable are
eligible for CalPERS membership. Government Code Section 20630 defines
compensation as payment for services performed during normal working hours.

16
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Finding 5: The City contracted with CalPERS to provide health benefits to all
eligible employees effective August 1, 1990. The City is responsible for
providing employees with enrollment information and has the authority to
request documentation needed to determine the eligibility of family members.

The City did not provide eligibility verifications for dependents enrolled in
CalPERS Health Benefits Program and did not maintain required health forms
on file.

Recommendation:

The City must ensure that the proper member and dependent enroliment
documentation is on file at the City within 60 days from the date of the final
report.

The City should work with CalPERS Health Benefits Branch to obtain the missing
documentation and to cancel enroliment of any person who is found to be
ineligible to participate in the CalPERS Health Benefits Program.

Condition:

OAS reviewed a sample of nine employees to assess the health benefits
eligibility and enrollment of members and their dependents. Sample testing
revealed that the City had not properly enrolled individuals in CalPERS Health
Benefits Program. OAS was unable to ascertain that enroliments for individuals
were proper because the City failed to provide required documentation that was
requested such as marriage certificates and various dependent child documents.
In addition, the City did not maintain required Declaration of Health Coverage
(HB-12A) and Health Benefit Plan Enroliment (HBD-12) forms on file for some
sampled employees. Specifically, the following exceptions were noted:

» The City failed to provide a marriage certificate supporting the enrollment of
one employee’s spouse.

» The City failed to provide birth certificates verifying the eligibility of five
dependent children enrolled under four sampled members’ health benefits. A
non-formal hospital certificate was provided instead for two of these
dependent children.

» The City failed to provide and maintain on file a required Affidavit of Eligibility
for an economically dependent child.
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» The City failed to provide and maintain on file formal adoption documents for
an adopted dependent child.

» The City failed to maintain on file copies of HB-12A forms for nine sampled
employees. Additionally, the City failed to maintain on file and/or properly
authorize HBD-12 forms for five dependents enrolled under two sampled
members’ health benefits.
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CONCLUSION

OAS limited this review to the areas specified in the scope section of this report
and in the objectives as outlined in Appendix B. OAS limited the test of
transactions to employee samples selected from the City’s payroll and health
records. Sample testing procedures provide reasonable, but not absolute,
assurance that these transactions complied with the California Government Code
except as noted.

The findings and conclusions outlined in this report are based on information
made available or otherwise obtained at the time this report was prepared.

Respectfully submitted,

Original Signed by Margaret Junker
Margaret Junker, CPA, CIA, CIDA
Chief, Office of Audit Services

Date: November 2010

Staff: Michael Duitil, CIA, Senior Manager
Jacque Conway, CPA, CIA, Manager
Adeeb Alzanoon
Edward Fama
Karen Harlan
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BACKGROUND
California Public Employees’ Retirement System

The California Public Employees’ Retirement System (CalPERS) provides a variety
of programs serving members employed by more than 2,500 local public agencies
as well as state agencies and state universities. The agencies contract with
CalPERS for retirement benefits, with CalPERS providing actuarial services
necessary for the agencies to fund their benefit structure. In addition, CalPERS
provides services which facilitate the retirement process.

CalPERS Employer Services Division (ERSD) manages contract coverage for
public agencies and receives, processes, and posts payroll information. CalPERS
Benefit Services Division (BNSD) provides services for eligible members who apply
for service or disability retirement. BNSD sets up retirees’ accounts, processes
applications, calculates retirement allowances, prepares monthly retirement benefit
payment rolls, and makes adjustments to retirement benefits. The Office of
Employer and Member Health Services (EMHS), as part of the Health Benefits
Branch (HBB), provides eligibility and enrollment services to the members and
employers that participate in the CalPERS Health Benefits Program, including state
agencies, public agencies, and school districts.

Retirement allowances are computed using three factors: years of service, age at
retirement, and final compensation. Final compensation is defined as the highest
average annual compensation earnable by a member during the last one or three
consecutive years of employment, unless the member elects a different period with
a higher average. Local public agency members' final compensation period is three
years unless the agency contracts with CalPERS for a one-year period.

The employers’ knowledge of the laws relating to membership and payroll reporting
facilitates the employer in providing CalPERS with appropriate employee
information. Appropriately enrolling eligible employees and correctly reporting
payroll information is necessary to accurately compute a member’s retirement
allowance.
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OBJECTIVES

The obijectives of this review which covers the period January 1993 through
June 30, 2010, were limited to the determination that the City complied with
applicable sections of the California Government Code (Sections 20000 et seq.)
and Title 2 of the California Code of Regulations and that prescribed reporting
and enrollment procedures as they relate to the City’s retirement and health
benefits contracts with CalPERS were followed. OAS completed a prior review
covering the period of time from April 1, 2003 to March 31, 2006. The current
review considers additional information that has become available since
completion of Job # P05-039, (City of Bell Public Agency Review dated June
2006). The scope of this review did not include assessment of the validity of the
City’s 2007 amendment of its contract with CalPERS.

SUMMARY
Procedures, Sample Sizes, Sample Periods, and Findings

To accomplish the review objectives, OAS performed the following procedures.
Related sample sizes, sample periods and findings are listed.

v Reviewed:

= Contracts and subsequent amendments the City had with CalPERS

= Correspondence files maintained at CalPERS

= City Council minutes

= Memoranda of Understanding and those employment agreements
provided between the City and its employees.
Salary, wage and benefit agreements including applicable resolutions
Personnel files including Personnel Action Reports
City generated payroll information - Summary Reports and PERS listings
Other documents used to specify the payrate, special compensation and
benefits of represented and unrepresented employees
= Health Benefits Program enroliment and supporting documentation files
» City ordinances
= Various other documents as necessary

e Finding: See Finding 1.

v Interviewed staff members to obtain an understanding of the City’s personnel
and payroll procedures. Reviewed the payroll transactions and compared the
City’s payroll register with the data reported to CalPERS to determine whether
the City correctly reported employees’ compensation.
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e Sample Size and Period: Reviewed payroll transactions for 22 employees.
Reviewed the second service period of June 2010 and the first service period
of September 2008.

e Finding: See Finding 2 and Finding 3.
v" Reviewed the City’s payroll information reported to CalPERS for the sampled

employees to determine whether employees’ payrates were reported pursuant to
publicly available pay schedules.

e Sample Size and Period: Reviewed the City’s payroll information reported to
CalPERS for 22 employees for various time periods from June 1993 through
June 2010.

e Finding: See Finding 2.

v" Reviewed the City’s process for reporting payroll to CalPERS to determine
whether the payroll reporting elements were reported correctly.

e Sample Size and Period: Reviewed accuracy in the reporting of various
payroll reporting elements in the second service period of June 2010 and the
first service period of September 2008.

e Finding: None.

v" Reviewed the City’s enrollment practices pertaining to optional members
(elected officials), temporary/part-time employees, retired annuitants, and
independent contractors to determine whether the individuals met CalPERS
membership requirements.

e Sample Size and Period: Reviewed the City’s enrollment practices for a
sample consisting of current City Council members, retired annuitants (there
were none), four temporary/part-time employees in fiscal year 2008/2009 and
four independent contractors in calendar years 2008 and 2009.

e Finding: See_Finding 4.
v" Reviewed records for employees and their dependents to determine whether the
City properly enrolled eligible individuals into CalPERS Health Benefits Program.

e Sample Size and Period: Reviewed records for nine employees and their
dependents for health plan enrollments recorded at CalPERS as of
June 2010.

e Finding: See Finding 5.
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CRITERIA
Finding 1: Failure to Furnish Necessary Information to the Board

Government Code § 20221, states:
Each state agency, school employer, and the chief administrative officer of a
contracting agency or any other person who its governing body may
designate shall furnish all of the following:
(a) Immediate notice to the board, in the manner prescribed by the system, of
the change in status of any member resulting from transfer, promotion, leave
of absence, resignation, reinstatement, dismissal, or death.
(b) Any additional information concerning any member that the board may
require in the administration of this system.
(c) The services of its officer and departments that the board may request in
connection with claims by members against this system.

Government Code § 20222.5, states:
(a) The board may, during the course of an audit, require each state agency,
school employer, including each school district represented by a school
employer, and contracting agency, to provide information or make available
for examination or copying at a specified time and place, or both, books,
papers, any data, or records, including, but not limited to, personnel and
payroll records, as deemed necessary by the board to determine the
correctness of retirement benefits, reportable compensation, enroliment in,
and reinstatement to this system.
(b) The information obtained from an employer under this section shall
remain confidential pursuant to Section 20230.

Government Code § 20572, states, in part:
(a) If a contracting agency ... fails for three months after demand by the
board therefore to file any information required in the administration of this
system with respect to that agency’s employees, or if the board determines
that the agency is no longer in existence, the board may terminate that
contract by resolution adopted by a majority vote of its members effective 60
days after notice of its adoption has been mailed by registered mail to the
governing body of the contracting agency....

Government Code § 20085, states, in part:
(a) It is unlawful for a person to do any of the following:
(1) Make, or cause to be made, any knowingly false material statement or
material representation, to knowingly fail to disclose a material fact, or to
otherwise provide false information with the intent to use it, or allow it to be
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used, to obtain, receive, continue, increase, deny, or reduce any benefit
administered by this system....

(b) For purposes of this section, “statement” includes, but is not limited to,
any oral or written application for benefits, report of family relationship..., or
continued eligibility for a benefit or the amount of a benefit administered by
this system.

(c) A person who violates any provision of this section is punishable by
imprisonment in a county jail not to exceed one year, or by a fine of not more
than five thousand dollars ($5,000), or by both that imprisonment and fine.
(d) A person violating any provision of this section may be required by the
court in a criminal action to make restitution to this system ... for the amount
of the benefit unlawfully obtained.

Government § 22797, states:
The board or an authorized representative may perform audits of each
employer and may, at a specified time and place, require the employer to
provide information or make available for examination and copying books,
papers, data, and records, including, but not limited to, personnel and payroll
records, as deemed necessary by the board to determine compliance with
the provisions of this part. The information obtained from an employer shall
remain confidential.

Finding 2: Public Salary Information and Payrate Reporting

Government Code § 20221, states:
Each state agency, school employer, and the chief administrative officer of a
contracting agency or any other person who its governing body may
designate shall furnish all of the following:
(a) Immediate notice to the board, in the manner prescribed by the system, of
the change in status of any member resulting from transfer, promotion, leave
of absence, resignation, reinstatement, dismissal, or death.
(b) Any additional information concerning any member that the board may
require in the administration of this system.
(c) The services of its officer and departments that the board may request in
connection with claims by members against this system.

Government Code § 20222.5, states:
(a) The board may, during the course of an audit, require each state agency,
school employer, including each school district represented by a school
employer, and contracting agency, to provide information or make available
for examination or copying at a specified time and place, or both, books,
papers, any data, or records, including, but not limited to, personnel and
payroll records, as deemed necessary by the board to determine the
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correctness of retirement benefits, reportable compensation, enroliment in,
and reinstatement to this system.

(b) The information obtained from an employer under this section shall
remain confidential pursuant to Section 20230.

Government Code § 20085, states, in part:
(a) It is unlawful for a person to do any of the following:

(1) Make, or cause to be made, any knowingly false material statement or
material representation, to knowingly fail to disclose a material fact, or to
otherwise provide false information with the intent to use it, or allow it to be
used, to obtain, receive, continue, increase, deny, or reduce any benefit
administered by this system....

(b) For purposes of this section, ‘statement’ includes, but is not limited to,
any oral or written application for benefits, report of family relationship..., or
continued eligibility for a benefit or the amount of a benefit administered by
this system.

(c) A person who violates any provision of this section is punishable by
imprisonment in a county jail not to exceed one year, or by a fine of not more
than five thousand dollars ($5,000), or by both that imprisonment and fine.
(d) A person violating any provision of this section may be required by the
court in a criminal action to make restitution to this system ... for the amount
of the benefit unlawfully obtained....

Government Code § 20630, subdivision (b), states, in part:
Compensation shall be reported in accordance with Section 20636 and shall
not exceed compensation earnable, as defined in Section 20636.

Government Code § 20636, subdivision (a), defines compensation earnable by a
member as, "the payrate and special compensation of the member....”

Government Code § 20636, subdivision (b)(1), defines payrate, in part, as follows:
"Payrate" means the normal monthly rate of pay or base pay of the member
paid in cash to similarly situated members of the same group or class of
employment for services rendered on a full-time basis during normal working
hours, pursuant to publicly available pay schedules....

Government Code § 20636, subdivision (d) states:
Notwithstanding any other provision of law, payrate and special
compensation schedules, ordinances, or similar documents shall be public
records available for public scrutiny.
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Government Code § 20635, states:
When the compensation of a member is a factor in any computation to be
made under this part, there shall be excluded from those computations any
compensation based on overtime put in by a member whose service
retirement allowance is a fixed percentage of final compensation for each
year of credited service. For the purposes of this part, overtime is the
aggregate service performed by an employee as a member for all employers
and in all categories of employment in excess of the hours of work
considered normal for employees on a full-time basis, and for which
monetary compensation is paid. If a member concurrently renders service in
two or more positions, one or more of which is full time, service in the
part-time position shall constitute overtime. If two or more positions are
permanent and full time, the position with the highest payrate or base pay
shall be reported to this system. This provision shall apply only to service
rendered on or after July 1, 1994.

Government Code § 20899, states:
In computing the amount of service to be credited to a member who is
entitled to credit under this part for service as an elective officer, a year of
service shall be credited for each year of tenure in the office. A person
serving in the office shall be deemed to be serving on a full-time rather than a
part-time basis for all purposes of this part.

Government Code § 20049, states:
"Labor policy or agreement" means any written policy, agreement,
memorandum of understanding, legislative action of the elected or appointed
body governing the employer, or any other document used by the employer
to specify the payrate, special compensation, and benefits of represented
and unrepresented employees.

CalPERS Procedures Manual, Page 70, states, “Pay rate and special compensation
must be in written schedules, ordinances, or similar documents that are available for
public scrutiny.”

Finding 3: Special Compensation Reporting

Government Code § 20635, states:
When the compensation of a member is a factor in any computation to be
made under this part, there shall be excluded from those computations any
compensation based on overtime put in by a member whose service
retirement allowance is a fixed percentage of final compensation for each
year of credited service. For the purposes of this part, overtime is the
aggregate service performed by an employee as a member for all employers
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and in all categories of employment in excess of the hours of work
considered normal for employees on a full-time basis, and for which
monetary compensation is paid. If a member concurrently renders service in
two or more positions, one or more of which is full time, service in the
part-time position shall constitute overtime. If two or more positions are
permanent and full time, the position with the highest payrate or base pay
shall be reported to this system. This provision shall apply only to service
rendered on or after July 1, 1994.

Government Code § 20636, subdivision (c)(1), states:
Special compensation of a member includes a payment received for special
skills, knowledge, abilities, work assignment, workdays or hours, or other
work conditions.

Government Code § 20636, subdivision (c)(6), states:
The board shall promulgate regulations that delineate more specifically and
exclusively what constitutes “special compensation” as used in this section.

California Code of Regulations § 571 provides a list that exclusively identifies and
defines special compensation items for members employed by a contracting agency
and standards to which compensation must conform in order for items of special
compensation to be used to calculate final compensation for an individual member.

Finding 4: Membership and Enrollment

Government Code § 20028 (a) defines an employee as, “Any person in the employ
of any contracting agency.”

Government Code § 20125, states:
The board shall determine who are employees and is the sole judge of the
conditions under which persons may be admitted to and continue to receive
benefits under this system.

Government Code § 20322, states, in part:
(a) An elective officer is excluded from membership in this system unless the
officer files with the board an election in writing to become a member. Upon
electing to become a member, the officer may further elect at any time prior
to retirement to receive service credit for his or her prior, excluded service by
making the contributions as specified in Sections 21050 and 21051.
(b) As used in this part, “elective officer” includes ... persons elected to a city
council or a county board of supervisors.
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CalPERS Procedure Manual page 46 through 49 titled Election of Optional
Membership, states, “A completed and signed Election of “Optional”
Membership Form (PERS-AESD-59), is required to validate and establish
membership for an individual who qualifies as an “optional” member as an
elective/appointive officer under G.C. section 20322. The form must be submitted
with the Member Action Request Form (PERS-AESD-1), or after performing an
electronic enroliment using ACES to satisfy the legal requirements.”

Finding 5: Health Membership and Enroliment Documentation

Government Code § 22775, defines family member as:
“‘Family member” means an employee’s or annuitant’s spouse or domestic
partner and any unmarried child, including an adopted child, a stepchild, or
recognized natural child. The board shall, by regulation, prescribe age limits
and other conditions and limitations pertaining to unmarried children.

Government § 22797, states:
The board or an authorized representative may perform audits of each
employer and may, at a specified time and place, require the employer to
provide information or make available for examination and copying books,
papers, data, and records, including, but not limited to, personnel and payroll
records, as deemed necessary by the board to determine compliance with
the provisions of this part. The information obtained from an employer shall
remain confidential.

Government Code § 20085, states, in part:
(a) It is unlawful for a person to do any of the following:
(1) Make, or cause to be made, any knowingly false material statement or
material representation, to knowingly fail to disclose a material fact, or to
otherwise provide false information with the intent to use it, or allow it to be
used, to obtain, receive, continue, increase, deny, or reduce any benefit
administered by this system....
(b) For purposes of this section, “statement” includes, but is not limited to,
any oral or written application for benefits, report of family relationship..., or
continued eligibility for a benefit or the amount of a benefit administered by
this system.
(c) A person who violates any provision of this section is punishable by
imprisonment in a county jail not to exceed one year, or by a fine of not more
than five thousand dollars ($5,000), or by both that imprisonment and fine.
(d) A person violating any provision of this section may be required by the
court in a criminal action to make restitution to this system ... for the amount
of the benefit unlawfully obtained.

APPENDIX C-6



CITY OF BELL

California Code of Regulations § 599.500, contains definitions that apply to the
Public Employees' Medical and Hospital Care Act, including the following pertinent
provisions:
(f) "Enroll” means to file with the employing office a properly completed
Health Benefits Plan Enrollment Form electing to be enrolled in a health
benefits plan....
(k) "Eligible" means eligible under the law and this subchapter to be
enrolled....
(n) A child attains the status of "family member" at birth ... "family member"
includes any unmarried child who is economically dependent upon the
employee or annuitant, when there exists a parent-child relationship with the
employee or annuitant....

CalPERS Public Agency Health Benefits Procedures Manual, page 03-03, states, in
part, “CalPERS, as well as the contracting agency, have the right to request any
documentation needed to support dependent eligibility at the time of enroliment, or
any time thereafter."

The Declaration of Health Coverage form (HB-12A) is to ensure compliance with the
Health Insurance Portability and Accountability Act (HIPAA). Effective

January 1, 1998, each employee must sign the HB-12A when they are first eligible
to enroll or when they make any change to their health coverage. This includes
open enrollment changes, changing health plans when moving, adding or deleting a
dependent, or when canceling health benefits. The employer must provide the
HB-12A at the time the employee requests enrollment or with the HBD-12 form.

The employer must also provide the employee a copy of the signed form and keep
the original in the employee's file.
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APPENDIX D

PAYRATES

Chief Administrative Officer
Assistant to the Chief Administrative Officer

Assistant Chief Administrative Officer
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Chief Administrative Officer (CAO) Payrate

Based on review of documents provided by the City and otherwise obtained, OAS
has identified salary (without fringe benefits) for the CAO position.

A summary of the CAQO’s payrates from 1993 to 2010 is listed in Table 1 below.

Table 1: CAO Payrate

Month/Year | Monthly Payrate Percent increase New Monthly
Payrate
Sep-93 $6,000.00 $6,500.00
Sep-94 $6,500.00 26.92% $8,250.00
Sep-96 $8,250.00 33.33% $11,000.00
Sep-97 $11,000.00 9.09% $12,000.00
Jul-98 $12,000.00 8.33% $13,000.00
Aug-00 $13,000.00 15.38% $14,999.83
Aug-01 $14,999.83 13.33% $16,999.67
Oct-02 $16,999.67 22.55% $20,833.35
Sep-03 $20,833.35 10.00% $22,916.68
Sep-04 $22,916.68 9.09% $25,000.02
Jul-05 $25,000.02 47.33% $36,833.33
Jul-06 $36,833.33 11.76% $41,166.67
Jul-07 $41,166.67 10.53% $45,500.00
Jul-08 $45,500.00 9.52% $49,833.33
* Sept-08 $49,833.33 5.00% $52,325.04
Jul-09 $52,325.04 12.00% $58,604.04

*In September 2008, terms of the CAO’s employment with the City were broken up
into five separate employment contracts. The CAO had one primary employment
contract with the City to perform full-time duties as a CAO for $18,455.00 per month
and four other separate contracts with various authorities within the City. These
authorities included Bell Community Housing Authority, Bell Public Financing
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Authority, Bell Surplus Property Authority and Bell Solid Waste and Recycling
Authority (the Authorities). Each Authority agreed to compensate the CAO an
additional $8,467.51 per month, for a total additional payment of $33,870.04 per
month. Contract terms also included a 12 percent annual increase in fiscal year
2009-2010. The language in each Authority’s contract described the duties of the
Executive Director position “as emanating above and beyond the duties of the CAO
for the City of Bell.” Please see Table 2 below.

Table 2: Multiple Contracts: CAO Payrate

Month/Year Aggregate Position Monthly Payrate
Monthly Payrate Per Contract

Sept-08 $52,325.04 CAOQ City of Bell $18,455.00

Authority Ex. Director $8,467.51

Authority Ex. Director $8,467.51

Authority Ex. Director $8,467.51

Authority Ex. Director $8,467.51

Jul-09 $58,604.04 CAO City of Bell $20,669.60

Authority Ex. Director $9,483.61

Authority Ex. Director $9,483.61

Authority Ex. Director $9,483.61

Authority Ex. Director $9,483.61
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Assistant to the CAO Payrate
Assistant CAO Payrate

Based on review of documents provided by the City and otherwise obtained, OAS
has identified salary (without fringe benefits) for the Assistant to the CAO and
Assistant CAO positions.

The Assistant to the CAO was promoted to Assistant CAO June 30, 2008, and
granted a 20 percent pay increase on September 1, 2008. A summary of the
Assistant to the CAO/Assistant CAQO’s payrates from 2003 to 2010 is listed in
Table 3 below.

Table 3: Assistant to the CAO Payrate

Month/Yr Monthly Percent New Monthly Position
Payrate Increase Payrate
Jul-03 8,525.83 Assistant to CAO
Jul-04 8,525.83 27.06% 10,833.33 Assistant to CAO
Jul-05 10,833.33 42.31% 15,416.70 Assistant to CAO
Jul-06 15,416.70 10.81% 17,083.41 Assistant to CAO
Jul-06 17,083.41 2.54% 17,516.74 Assistant to CAO
Jul-07 17,516.74 11.89% 19,600.01 Assistant to CAO
Jul-08 19,600.01 8.50% 21,266.70 Assistant to CAO
Sep-08 21,266.70 20.00% 25,520.04 Assistant CAO
Jul-09 25,520.04 12.00% 28,582.44 Assistant CAO
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APPENDIX E

CITY'S RESPONSE

This Appendix includes the City’s response letter dated November 5, 2010. It does not
include additional attachments provided with the response.
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November 5, 2010

Margaret Junker, CPA, CIA, CIDA
Chief, Office of Aundit Services
CalPERS

P.O. Box 942701

Sacramento, CA 94229-2701

Dear Ms. Junker:

Thank you for the opportunity to comment on the draft teport of the Office of Audit Services’

(QAS) review of the City of Bell. I have reviewed your letter of October 21, 2010 and the draft
repott attached to it, and, on behalf of the City of Bell, T thank you for taking the time to closely
examine the City’s compliance with the laws and regulations that govern the City’s membezship

and patticipation in the CalPERS program for the benefit of the City’s employees, past, present

and future.

As you requested, this response will address the City’s planned corrective actions to addtess the
recommendations in the report; it will also, however (and with all due respect), point out some
deficiencies or misunderstandings in the teport. Given that the report is still in draft form, I
hope that those misundesstandings can be clarified so that the final repost faitly and accurately
represents the City's true state of compliance with all applicable laws and regulations governing
the City’s participation in PERS and the City’s cutrent efforts to bring the City into full
compliance with all of those laws and regulations.

Introduction: CalPERS Auditors On-Site at City of Bell

To statt, I would like to thank you again for the significant deployment of resources CalPERS
made with respect to the City of Bell starting around the summer of 2010. As you may recall, in
July 2010, the Los Angeles Times broke the story about the excessive salaries being drawn by
former Bell Chief Administrator ¢ his Assistant CAQ, the Police Chief and several
members of the City Council. Soon thereafter, your office dispatched two auditors to the City.
City staff made every effort to accommodate the auditors’ requests for information and access.
Specifically, representatives from OAS wete present at Bell City Hall on the following occasions
and requested information concerning the time periods as noted:
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Margaret Junker, CPA, CIA, CIDA

CalPERS

November 5, 2010
Page 2 of 5

o OAS auditors wese initially on-site at Bell City Hall from July 27, 2010 to August 6, 2010.

Duting this portion of the audit, they requested to see various documents and records
covering the time petiod of approximately 2006 through 2010.

Your auditors returned for a second visit from August 18, 2010 through August 20,
2010). The auditors asked for documents and records from the year 2003 through 2010.

Finally, though OAS auditors did not retutn physically to the City, but between
September 8, 2010 and October 7, 2010, the City received vatious requests via email with
an expanded scope of documents going all the way back to 1993.

The City’s Responses to OAS Requests for Information

Here I note (with some distress) that, in several places, the draft report implies that the City
purposefully withheld documents and information from CalPERS. Some specific examples
include the following:

The fitst bullet on page 1: “Information deemed necessary ... was requested but was not
provided ,..”

At the end of the first paragraph on page 6: “Documents wete not forthcoming for
weeks, and finally, when provided, wete either untelated to the City, or were in 2 form
that would requite OAS to find the relevant and requested information.”

At the beginning of the last patagraph on page 7: “The only authorized salary documents
provided by the City were City Council Resolutions rather than contracts.”

At the beginning of the second full paragraph on page 8: “Because the City has failed to
provide City Council minutes supported by evidence that the {former] CAO employment
contracts were ...”

At the end of the second full paragraph on page 9: “However, despite repeated requests
for a copy of a Bell Municipal Code provision describing the duties of the Assistant to
the CAQ, the City has failed to provide that information.”

Toward the end of the last patagraph on page 10: “The City also failed to provide a
cutrent salary schedule which included the salary range for the Chief of Police.”

|




. Additionally, attached for your review and consideration is the Declaration o

Margaret tunker, CPA, CIA, CIDA
CalPERS

November 5, 2010

Page 3 of 5

o The second-to-the-last sentence in the top paragraph on page 16: “Howevet, as of the
date of the issuance of this teport, the City has failed to provide any other requested
information to substantiate the existence of the Assistant [Food Bank] Cootdinator
position or that services were rendered.”

Unfortunately, these statements paint an inaccurate picture of 2 non-responsive City. [ was
disheartened to read these characterizations, especially in light of the very cooperative and
respectful relationship City staff had developed with the OAS investigators who spent so much
timne at City Hall.

Let me be clear: City of Bell staff spent many hours with OAS staff, providing both copies and
access to original files as requested by the investigators. OAS investigatots spent approximately
a full ten days with unlimited access to all of the City's files, including official documents of the
City Cletk (such as City Council agenda, minutes, resolutions and ordinances), payroll and
personnel records and other financial and accounting information. When OAS pessonnel
expanded the temporal scope of their investigation — several times — City staff provided access
to any and all documents in City Hall that were responsive to the expanded requests.

one of the attorneys in the Office of Bell’s Interim City Attorney, specifically addressing the
individual document requests made by CalPERS and the City’s responses.

To the extent that OAS sought but did not receive documents, I emphatically respond that it is
not the case that those documents exist but were simply not provided to CalPERS. Rather,
after diligent and exhaustive seatching, it has become apparent that much of the documentation
simply does not exist at the City. As the City’s Interim Chief Administrative Officer, I am learning
that the prior CAO fostered and maintained a cultute of secrecy and cloister wholly
incompatible with open government in California; contrary to the current administration and
city staff, who have made every effort to assist, cooperate and provide any requested
infotmation to the extent of existence and knowledge.

I recognize that the position of the City’s prior administration is untenable and contraty to the
public inteest. For that reason, I have taken many real and meaningful steps to open the City of
Bell to the sunshine and disinfectant of public scrutiny and media glare. My staff and I are
working diligently and earnestly to make the City as open and transpatent as any city in this
State, consistent with out tights and obligations under the Ralph M. Brown Act, the California
Public Records Act and basic principals of public service and ethics. Indeed, Bell is probably
one of the most open and exposed cities in Califotnia, if not the nation, and I welcome that
openness. With it the City will begin to heal and recover from the abuses of the past.
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To suggest that the City’s inability to provide documents that do not exist is evidence of a
continuation of that Jamentable tradition, though, is unfair. Moreover, to recommend that the
City’s contract with CalPERS be “terminated” under Government Code section 20372 as a
result of our inability to provide documents that in all likelihood do not exist would be a gross
injustice and further punishment for sins of the past.

City’s Requested Revisions

In light of the above, I respectfully request that the repott be revised to reflect a more accurate
description of the City's effotts to provide those documents that do exist and a tenor that
recognizes the City’s current efforts to cotrect the mistakes identified.

For example, Finding 1 at the top of page 5 could be re-worded as follows:

“The City does not possess and thus conld not provide some of the tequested
information deemed necessary to determine the correctness of retirement
benefits, tepottable compensation, and enrollment in the retirement and health
systems.”

Additionally, the City respectfully requests that the recommendation to consider termination of
the contract in Finding 1 be removed. The tequitements of Government Code Section 20572
justifying termination are not met here. The City has not “failed for three months after demand
by the boatd ... to file any information ...” Additionally, as noted above, the City is in the
process of instituting best practices and operational controls that will address the issues OAS
has identified in its zeport. The City cannot, however, tin back the clock or create
documentation that simply does not exist. Again, to punish the organization and its employees
for the mistakes and misdeeds o fwould be entirely unfair and uncalled for.

City’s General Response to Findings and Recommendations

The City recognizes that many of the findings in the report related to reporting issues and
administrative mattets such as proper completion of fotms and repotts ate impottant to the
smooth and accurate administration of the City’s participation in the Program.

The City is committed to working closely with CalPERS to correct the identified issues on a
going-forward basis, and welcomes CalPERS’ offered assistance. Specifically, all of the
Recommendations provide that the “City should work with CalPERS Employer Services
Division” and/or “Health Benefits Branch” to address and costect the identified issues. Does
this mean that representatives of either ot both of those CalPERS divisions will be contacting
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staff at the City to recommend specific actions by certain dates? O, should the City take it
upon itself to contact the Employer Sexvices Division and the Health Benefits Branch to arrange
the appropriate next steps? Either way, the City will do whatever is necessary to achieve
compliance as soon as practicable; I need only to know whether the City should contact
CalPERS or CalPERS will contact the City.

Conclusion

In conclusion, I reiterate my and the City’s commitment to a new system of best practices and
open government that should adequately address many of the issues identified in your report. I
respectfully ask that the OAS reconsider its recommendation that the Board considet
terminating its contract with the City, and that the report faisly characterize the City’s inability to
produce certain documents as a tesult of the past Chief Administrative Officer’s approach to
record keeping and municipal administration, not a willful failure to turn over documents that
exist.

Thank you for your considetation.

Sincerely,

200 il

Pedro Cartilla
Interim Chief Administrative Officer

Attachment
C Peter Mixon, General Counsel, CalPERS
Loti McGartland, Chief, ERSD, CalPERS
Holly Fong, Chief, CalPERS
Loutdes Garcia, Director of Administrative Services
Robett A. Orozco, Meyers Nave
James M. Casso, Interim City Atrotney, Meyers
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