
 
 
 
 
 
 
 
 
 
 
Mr. Jim Godsey 
Partner 
Macias, Gini & O’Connell 
515 S. Figueroa, Ste. 325 
Los Angeles, CA  90071 
 
 
 
10/26/2007 
 
RE:  City Attorney Letter of Transmittal Amendments and FASB 5 Submissions 

from the City Attorney.  
 
At your request, this letter is provided in response to various communications that you 
have received from the City Attorney concerning the City’s 2005 Comprehensive Annual 
Financial Report (CAFR). While, Mr. Aguirre’s statements in the September 28, 2007 
and October 12, 2007 memorandums are beyond the scope of what was requested in the 
Auditor’s letter of inquiry to Client’s Counsel, I recognize that because of the nature of 
Mr. Aguirre’s role as a member of management and the primary legal counsel of the body 
politic, these statements require a written response.  
 
I largely disagree with the assertions made by Mr. Aguirre as they relate to barriers to 
issuing the 2005 CAFR and in particular I disagree with the financial reporting 
resolutions proposed by Mr. Aguirre as a result of his assertions. However, I have chosen 
only to respond in detail to certain assertions made in those letters that I found to have a 
material relevance to your audit process or the CAFR document. For other issues raised, I 
am providing the attached matrix which contains abbreviated conclusions and finding 
relevant to Mr. Aguirre’s assertions.  
 
Internal Controls 
In Item 1 of the City Attorney’s October 12, 2007 memorandum and in the background 
section of his September 28, 2007 memorandum, Mr. Aguirre makes several management 
assertions regarding the SDCERS Control Environment. In this regard, Mr. Aguirre 
expresses his opinion on the integrity of the Mayor, Chief Operating Officer, Chief 
Financial Officer, City Council and the SDCERS Board of Administration. As the basis 
for his allegations, Mr. Aguirre references the SDCERS Board of Administration’s 



failure to impose the intention of the City’s Voters by way of enacting a 20 year 
amortization schedule v. a 15 year amortization schedule as approved in a ballot 
proposition.  The City Attorney also references the fact that SDCERS did not include 
City Officials in the negotiation of a Voluntary Compliance Plan submission with IRS. 
Mr. Aguirre’s memorandum’s also contained other statements of a political nature (e.g. 
campaign pledges) that are irrelevant to financial statements produced under Generally 
Accepted Accounting Principles or internal controls, and as such we have elected to not 
comment on these statements and refer you to the personal staff of the Mayor.  In his 
September 28, 2007 memorandum, Mr. Aguirre also states that in his considered 
judgment and opinion the SDCERS Board of Administration lacks a sound commitment 
to internal controls.  
 
Section 22.0708 of the City’s Municipal Code requires that the Auditor & Comptroller in 
coordination with the City Manager shall conduct an annual evaluation of the City’s 
Internal Financial Controls and submit a report of their findings to the City Council.  
Accordingly, the former City Auditor and Comptroller compiled and presented reports on 
his findings dated January 1, 2006 and January 1, 2007.  These reports are the only 
formally organized, documented and publicly released internally generated assessments 
of the City’s Internal Controls.  They were prepared by licensed Certified Public 
Accounts, and performed according to a work plan developed using COSO guidelines 
and recommended practices from the Government Finance Officers Association.  
Additionally, we believe it to be worth noting that the principal author of the 2007 report 
is currently a high ranking member of the City Attorney’s management team. 
 
The 2006 report documented several conclusions on the City’s Internal Controls and 
found the Control Environment to be lacking. Specific findings on the City’s control 
environment include: 
 

• An apparent fear of open communication. 
• Short-term financial focus 
• Organizational structure concerns including; lack of field accountants, lack of 

Audit independence and a lack of Ethics based training. 
 
The 2007 report also made conclusions on the City’s control environment, in this report 
included the following findings concerning control environment: 
 
“In the 2006 Report, we pointed to what we perceived as a critical need for the City to 
work towards the creation and maintenance of a climate of honesty and openness that 
allows people to feel safe enough to discuss difficult issues. The new Mayor has 
embraced this issue and has encouraged staff on a regular basis to participate actively in 
this change in culture. This report reiterates that it is most important for the City’s top 
officials to continue their stated commitment to build, strengthen and maintain a ‘control 
environment’ that not only tolerates, but in fact encourages contrary opinions.” 
 
In discussing the implementation status of remediation suggested in the 2006 report, the 
2007 Internal Control’s report went further to describe several achievements of the new 
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mayor in taking positive action to improve the City’s Control Environment. These actions 
include the establishment of an Office of Ethics and Integrity, training on ethics and 
integrity issues for senior management, and the implementation of the Auditor and 
Comptroller’s employee hotline in 2005, which was subsequently transferred to the 
Office of Ethics and Integrity.  The 2007, internal controls report issued the following 
summary finding:  
 
“We conclude that the City’s internal controls over financial reporting, as of this report 
date, have improved to permit timely and accurate preparation of the City’s annual 
financial statements” 
 
Since the issuance of the 2006 report on Internal Controls several other initiatives 
designed to improve the City’s Control Environment have been implemented or are 
ongoing, specifically: 
 

• The Office of Ethics and Integrity has continued to provide Citywide ethics 
training 

• The City Council Audit Committee has been established, held several meetings 
and has developed procedures to strengthen and memorialize their role in the 
financial reporting process and the oversight of internal audit function.  

• The City has completed a five-year financial outlook which demonstrates a 
commitment to longer term financial planning. 

• Certain large operating departments maintain field accountants and other 
departments when requesting the addition of new accountant positions in their 
operating budgets, are supported by the Comptroller’s office.1 

 
Internal controls, particularly those related to the Control Environment are very much a 
matter subject to interpretation. On numerous occasions, I have expressed to you my 
opinion that the Internal Controls, in particular the Control Activities, of the City of San 
Diego, present risk to the audit process and need much improvement, I have also 
informed you that this improvement will likely take a considerable period of time.   
Under AU 319.34 et seq. the Independent Auditor is required to consider the entity’s 
control environment and management’s attitude, awareness and actions concerning the 
control environment. You have been engaged to audit both SDCERS’ and the City of San 
Diego’s fiscal year 2005 financial statements and given my representations; I presume 
that you have designed your procedures accordingly. 
 
While I can not speak for the financial management of SDCERS, during the course of 
your audit we have made available to you numerous reports and findings related to the 
control environment of the City of San Diego. These reports and findings include: the 
City Attorney’s Interim Reports (to date, I am not aware of a final comprehensive 
offering from the City Attorney), the Auditor and Comptroller’s reports on Internal 
Controls, the Report of the Audit Committee of the City of San Diego (Kroll report), the 
Navigant report concerning SDCERS, the Securities and Exchange Commission Cease 
                                                 
1 Comptroller’s Office Accountants are field stationed in the MWWD and ESD depts. The Police dept is 
currently studying the addition of an accountant to their operating budget.  
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and Desist Order and numerous other source documents concerning the City’s Internal 
Controls.  
 
I am not aware of any significant documentation on Internal Controls in the City of San 
Diego that has not been provided to you.  
 
 
FASB 5 Submissions 
There are certain aspects of the governance process in the City of San Diego that the 
Comptroller’s Office does not participate in, namely, we do not attend closed session 
meetings of the City Council, and as such I rely solely on the representations of the COO 
and most heavily on the representations of the City Attorney for notification of 
information that arises from these meetings that may be relevant to the City’s financial 
statements. In this regard, I have made the City Attorney aware of his responsibilities 
with regard to AU337 and the valuation of the City’s contingent liabilities. I have no 
reason to believe that his submissions in response to your request are incomplete or 
inaccurate. However, I note that the City maintains a largely unmitigated material 
weakness with regard to its risk management process and on several occasions my office 
has identified and inquired upon inconsistencies noted in analytical review that have led 
to required modifications of the City Attorney’s FASB 5 submission.   
 
Additionally, I have conducted inquiry of the COO with regard to matters discussed in 
closed session as they relate to valuation of the City’s contingent liabilities and the 
existence of legal or regulatory matters which may be facing the City. He has not 
informed me of any issues which are not already disclosed in the financial statements. It 
is presumed that by signing the management representation letter at the conclusion of the 
audit process, the COO will attest to the fact that he has provided you all information 
relevant to the materially accurate presentation of the City’s financial statements. Since, 
many of the concerns cited in the City Attorney’s various communications relate 
tangentially to litigation or regulatory matters, it is entirely possible that they have been 
discussed in closed sessions of the City Council. Accordingly, I advise you to plan and 
perform your audit to take into account the nature of the closed session legislative 
process. 
 
Pension information as discussed in the City Attorney’s FASB 5 memorandums 
The City Attorney alleges that SDCERS has used outdated assumptions in their financial 
statements and notes, with the consequence that the resulting actuarial valuation and 
related disclosures are misleading.  While the City Attorney does not identify any specific 
or misleading disclosure in the SDCERS financial statements, he states that the failure to 
use a blended calculation to recognize a voter mandated 15 year amortization of the 
unfunded accrued actuarial liability and also the Board of Administrations approved 
change to the Entry Age Normal Actuarial Cost Method (EAN) results in materially 
misleading financial statements. Mr. Aguirre also states: “failure to disclose these to 
factors in SDCERS financial reports and notes makes them misleading”.   
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The City Attorney’s assertion that SDCERS failed to disclose the EAN and Proposition G 
is incorrect. We note through a review of the SDCERS audited Fiscal Year 2004 and 
Fiscal Year 2005 financial statements that the change to Entry Age Normal Actuarial 
Cost method is disclosed on pages 83 and 71 respectively.  We also note that the 
imposition of Proposition G by the voters of San Diego, while not presented in detail is 
discussed on pages 61 and 67 of the SDCERS audited Fiscal Year 2004 and Fiscal Year 
2005 financial statements respectively. Additionally, as it pertains to the City’s financial 
statements, we have included significant discussions of both issues in multiple locations 
of the CAFR.  
 
Proposition G relates to a valuation year that is four years subsequent to the applicable 
valuation and the requested use of a “blended calculation” presents a complicated 
question of the application of Generally Accepted Accounting Principles. I note that the 
GASB includes the following statement in Paragraph 10 of Statement 27.  
 
“The ARC and all other actuarially determined pension information included in an 
employer's financial report should be calculated in accordance with this paragraph, 
consistently applied. The actuarial methods and assumptions applied for financial 
reporting should be the same methods and assumptions applied in determining the plan's 
funding requirements, unless compliance with this paragraph requires the use of different 
methods or assumptions. A plan and its participating employer should apply the same 
actuarial methods and assumptions in determining similar or related information 
included in their respective financial reports.” 
 
The Board explained its basis for this conclusion in paragraph 87 of GASB 27 in the 
following: 
 
“The parameters apply both for measuring the ARC -- the basis for measuring an 
employer's annual pension cost -- and for calculating information reported by a plan and 
its participating employer(s) about the plan's funding progress. When the funding 
methodology does not meet the parameters, adherence to the parameters is required for 
financial reporting by both a plan and its participating employer(s). Because the 
parameters permit several alternatives, it would be possible for a plan and its 
participating employer(s) to select different alternatives for reporting similar or related 
information. Although this possibility is unlikely to occur in the majority of situations, 
the Board has specifically precluded it in both Statements because of the importance to 
users of consistency between plan and employer reporting of similar information.” 
 
The Staff of the GASB also reiterated this consensus opinion in the Implementation guide 
for GASB 272. Thus, it appears that in order for the City to implement revised 
assumptions for the valuation of funding requirements, Mr. Aguirre would have to 
demonstrate that the assumptions in existence for the actuarial valuation relevant to plan 
year 2005 were outside the acceptable “parameters” as defined by GASB statement 25 
paragraph 36.   
                                                 
2 Comprehensive Implementation Guide GASBS’ 25,26,27: Q5.8.1 



 
In order to apply revised assumptions to past valuations and report accordingly in the 
RSI, Mr. Aguirre would have to convince the SDCERS Board of Administration3, to 
revise the assumptions and commission a new study for the valuation periods ending June 
30, 20034 through June 30, 2006. This would appear to be challenging since the Board 
has already considered the actuarial assumptions in effect for the years in question and 
has made determinations regarding prospective valuations. I also note that after a review 
by several independent actuaries (including one retained by Macias, Gini & O’Connell) 
no actuary has concluded that the parameters used were unacceptable or outside the 
boundaries determined by the GASB.   
 
Additionally, if the City’s Attorney’s objective is to improve the funded status of the 
plan, it is worth noting that implementing revised assumptions retroactively will not 
change the funded status of the plan. That is, it would be a violation of the core 
conceptual framework upon which generally accepted accounting principles are founded 
to increase prior year’s pension contributions almost two and half years later to meet the 
revised ARC that results from changing the actuarial assumptions.  Thus, the only thing 
that would be accomplished is to unnecessarily penalize the City by artificially increasing 
its Net Pension Obligation.  
 
With regard to our desire to communicate the City’s pension obligations and the 
impending changes to actuarial assumptions, we have used the recently issued GASB 50 
paragraph 8 as a guiding principle for dictating the disclosure of changing actuarial 
assumptions. In this regard we disclose both the amortization assumption changes and the 
actuarial cost method change in the notes to the financial statements. Additionally, in 
effort to fully inform the reader of the impacts of these changes, we disclose the 
estimated cost associated with each change in the Letter of Transmittal.  
 
Rescind MP-1 and MP-2 benefits 
It is unclear from a review of Mr. Aguirre’s September 28 and October 12 memorandums 
what his desired treatment of the issue is in a financial reporting context. In reviewing his 
memorandums, we assume that Mr. Aguirre views the failure of SDCERS to rescind 
benefits conferred in 1996 meet and confer process as relevant to the City’s financial 
statements and thus requiring disclosure. In this regard, Mr. Aguirre contends that the 
benefits were conferred as part of an alleged “quid pro quo” arrangement to allow the 
City to under fund the pension system.   
 
To this extent Mr. Aguirre has mounted a long and costly legal challenge to the pension 
benefits conferred during the 1996 meet and confer process.  While we are not lawyers, 
our understanding is that the legal challenge began on the premise that the benefits were 
invalid because of they were conferred in violation of State of California conflict of 
interest laws (the quid pro quo). From reading Mr. Aguirre’s September 28, 

                                                 
3 According to California Attorney General Opinion 04-710, the SDCERS Board of Administration retains 
plenary authority to set the assumptions per the California Constitution. 
4 The June 30, 2003 valuation is used to establish the ARC for the 2005 fiscal year in accordance with 
GASB 27 para. 9.  



memorandum, it is appears that his legal challenge has now evolved towards contesting 
issues of constitutional law that have far reaching consequences potentially affecting 
local governments across the State of California.  To date Mr. Aguirre has lost several 
phases of the trial, yet continues to appeal. As recently as this month, the news media has 
reported that the State Supreme Court has declined to hear certain elements of the 
challenge on appeal.  
 
Notwithstanding the merits of the legal challenge, it is our view that the litigation in 
question represents a contingent gain to the City of San Diego. The gain would be 
derived from the release of the City’s obligation to fund and disclose a large portion of 
the City’s retirement obligation.  Given the fact that several phases of the legal challenge 
have been unsuccessful, it would appear that the likelihood of a successful outcome is 
remote.  With regard to accrual and disclosure of the contingent gain we site FASB 5 
paragraph 17 as support for our financial statement treatment of the issue: 
 
17. The Board has not reconsidered ARB No. 50 with respect to gain contingencies. 
Accordingly, the following provisions of paragraphs 3 and 5 of that Bulletin shall 
continue in effect: 

 
a) Contingencies that might result in gains usually are not reflected in the 
accounts since to do so might be to recognize revenue prior to its realization. 
 
b) Adequate disclosure shall be made of contingencies that might result in gains, 
but care shall be exercised to avoid misleading implications as to the likelihood of 
realization. 

 
In addressing the apparent flexibility provided by subsection (b) we determined not to 
disclose the contingent gain using the following rationale:  

• Repeated unfavorable rulings at various phases of the trial. 
• The conclusion of Kroll in footnote 512 of the Report of the Audit Committee of 

the City San Diego which states: 
 
“Mr. Aguirre’s broad arguments fail to consider the independent legality of the 
benefits granted to SDCERS members. In fact, most of the benefit enhancements 
were legal and appropriate subjects of labor negotiation. Given the substantive 
validity of the benefits conferred in connection with both MP-1 and MP-2, it is not 
likely that a court would summarily void all aspects of the proposals without 
considering the workability of such a far-reaching remedy many years after the 
fact.” 

 
Currently, the City recognizes the full cost of all retirement benefits conferred as valued 
by the SDCERS Actuary and confirmed by the City’s Actuary.  In the past, we have 
questioned whether or not the legal fees incurred by the opposition represent a significant 
and material liability to the City, however, Mr. Aguirre has consistently maintained in 
repeated FASB 5 submissions that this is a remote possibility. 
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To the extent that NCGAS interpretation 6 requires disclosures of violations of finance-
related legal and contractual provisions, we have disclosed the opined illegality of 
MP-1 and MP-2 in footnote 12(c) of the City’s 2005 CAFR using the following language: 
 
“In the opinion of Kroll a professional consulting firm engaged by the City to act in the 
capacity of an Audit Committee) and the City Attorney, the funding mechanism of MP-1 
was illegal in violation of the City Charter and the State Constitution.” 
 
“In the opinion of Kroll a professional consulting firm engaged by the City to act in the 
capacity of an Audit Committee) and the City Attorney, the funding mechanism of MP-1 
was illegal in violation of the City Charter and the State Constitution.” 
 
Furthermore, as required by GASB 38 paragraph 9 we have disclosed actions taken to 
address the illegal violations in footnote 18 under a subsection titled “REMEDIATION 
OF DISCLOSURE DEFICIENCIES DISCOVERED THROUGH ILLEGAL ACTS 
INVESTIGATIONS”. 
 
In conclusion, I believe that the financial reporting disclosures required as a result of MP-
1 and MP-2 are correctly presented in the City’s CAFR. I base this conclusion on the 
following observations: 
 

1. Though the issue has been reviewed by several attorneys, only Mr. Aguirre has 
opined that the benefits awarded as part of 1996 meet and confer process are null 
and void. In fact, independent outside council engaged by the City’s Audit 
Committee specifically to study potential illegal acts concerning the City’s 
pension funding appears to have identified flaws in the construction of Mr. 
Aguirre’s legal argument challenging the benefits.  

2. The legal challenge to rescind the benefits has already lost in several phases of 
trial. 

3. Reflecting the removal of the alleged illegal benefits in the City’s financial 
statements would result in the recognition of a contingent gain which is generally 
not allowed per generally accepted accounting principles. 

4. Given the observation in points 1 and 2, disclosure of a remotely possible 
contingent gain may result in misleading investors into concluding the City does 
not have as large an obligation as it is likely to incur in future periods.  

5. All acts determined to be illegal through multiple independent reviews have been 
disclosed. 

 
Purchased Service Credits 
It is unclear from a review of Mr. Aguirre’s September 28 and October 12 memorandums 
what his desired treatment of the issues is in a financial reporting context. However, we 
note that this issue is discussed in considerable detail in an October 5, 2007 memorandum 
from the City Attorney and in an Interim Report dated September 18, 2006.  We also note 
that in a September 28, 2007 memorandum the City Attorney opines that certain elements 
Purchase of Service Credit and Drop Programs are in violation of the State Constitution 
and/or City Charter.  However, his October 12, 2007 memorandum indicates that there 
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are no active legal proceedings concerning any of these matters and references the State 
Constitution and State Government Code but does not conclude that the benefits are 
illegal.  
 
In our view, Mr. Aguirre’s memorandum of October 5, 2007 and the September 18, 2006 
Interim Report contain the most detailed discussion of Mr. Aguirre’s views regarding the 
Purchased Service Credit issues. In his October 5, 2007 memorandum Mr. Aguirre does 
not reference the overall illegal nature of these programs and outlines proposals to make 
the Purchase of Service cost neutral and not eligible towards vesting.  It should be noted 
that in the October 5, 2007 memorandum, Mr. Aguirre does note that the Council acted 
outside of its authority when the council voted to allow the purchased credits to count 
toward vesting.  
 
In the September 18, 2006 Interim report Mr. Aguirre does conclude that the Purchase of 
Service Credit program was illegally created and administered. However, we note that the 
Interim report did not contain any reference to constitutional issues beyond establishing 
the responsibilities of the Board of Administration.  From our reading of the interim 
report, it appears that it was primarily focused toward demonstrating that the Purchase of 
Service program was tainted from a conflict of interest. In this Interim report Mr. Aguirre 
concludes that the Purchase of Service Credit program should be eliminated and amounts 
should be refunded to employees plus interest. 
 
In conclusion, I believe that a review of the information provided to me presents 
continuously evolving legal arguments, an apparent contradiction of conclusions and 
little reference to established legal precedent. Additionally, there is currently no active 
litigation challenging the legality of the program except for what may result from a 
broader legal challenge as discussed above in my documentation on the MP-1 and MP-2 
issue. Accordingly, I do not view Mr. Aguirre’s opinion as sufficient for disclosure as an 
illegal act committed by the City nor do I believe that the existing disclosure of Purchase 
of Service Credit program is lacking. 
 
Internal Revenue Service (IRS) Voluntary Compliance Plan (VCP) Filing 
Negotiations 
The City Attorney alleges that SDCERS communications to the IRS failed to disclose 
pertinent information to the IRS. The memorandum further states that SDCERS failed to 
disclose an alleged conflict of interest by a former trustee whereby the trustee allegedly 
had a role in conferring benefits from which he stood to personally benefit. Additionally, 
Mr. Aguirre states that the Board member did not have a salary withholding for those 
benefits and that was also pertinent information not provided to the IRS.  In addition to 
the statements made in the September 28, 2007 and October 12, 2007 memorandum, Mr. 
Aguirre has also made statements concerning the accuracy of the City’s disclosure of a 
potential liability that may arise from any plan compliance actions.  
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As discussed in the Kroll Report the City embarked upon a practice of funding retiree 
health benefits using surplus earnings from the SDCERS pension trust fund5. As part of 
this practice, SDCERS established a reserve of assets that later became known as the 
401(h) reserve. Subsequent to the creation of this reserve, it was determined that the 
concept of “surplus earnings” was flawed conceptually and inconsistent with the 
principles of pension accounting and actuarial valuation6.  This led my office to conclude 
that the true substance of the funding for retiree health benefits using this methodology 
was that they were being funded using Pension Trust Fund assets and that while a reserve 
may have been identified by the SDCERS Board of Administration, this reserve was in 
fact part of the pension fund. This is the fundamental premise upon which we based our 
accounting for the City’s Net Pension Obligation Liability (NPO).  
 
Since my office viewed the 401(h) reserve as not being separate and distinct from plan 
assets, we treated all contributions to and disbursements from this reserve as an increase 
or reduction of the City’s Contributions to the Pension Plan in the year that the 
disbursements were made.  This had the result of requiring that the impacts of retiree 
health funding were accumulated to the City’s NPO balance. Figure 1 outlines the year 
over year expenditures from the 401(h) reserve and the effects that this had on the City’s 
NPO. The cumulative total of contributions and disbursements from 1988 to 1997 related 
to Retiree Health resulted in an approximate $74 million dollar increase to the City’s 
NPO7.  Thus, the principal amounts being discussed in the IRS VCP negotiations have 
already been accumulated as a hard liability due and payable to the plan by the City.  
 
Since my office concluded that the true substance of the City’s past approach to funding 
retiree health obligations was that of a reduction of plan contributions, it would appear 
that it would be a reasoned approach to treat the interest accumulated toward the principal 
amounts in the same manner as interest accumulated to the City’s NPO. That is, to credit 
an 8% interest charge less the “Arc Adjustment” to arrive at the true portion of interest 
accumulated to plan under-funding.  Since we have done this through the City’s NPO 
calculation, we believe that interest accumulated to the under-funding of the pension plan 
is also reflected in the NPO balance. However, in light of the fact that the IRS may have a 
difference of opinion we have chosen to disclose a reasonably possible contingent 
liability of $10 to $33 million over amounts already accrued to the NPO. 
 
In addition to the amounts under-funded from plan years 1988 – 2005, which are 
reflected in the City’s NPO, the City also under-funded the pension plan during the early 
part of 1980’s. These amounts were not reflected in the NPO because in implementing 
GASB 27, the GASB required a “10-year look back” which resulted in the City 
developing its NPO based on contribution years beginning with fiscal year 1988. The 
cumulative total principal diverted from plan assets in the early 1980’s that is not 
reflected in the NPO is $8.2 million.  

                                                 
5 Page 193 Kroll Report:  “the City’s disclosure related to is Post-retirement healthcare liabilities was 
misleading in that it did not disclose that this benefit was paid, in part, using Surplus Earnings of 
SDCERS…” 
6 Page 87 Kroll Report: “the conceptual error is that surplus earnings are not truly “surplus”.  
7 Figure 1: (∑(Sum of line 6) - ∑(Sum of line 5b)) = Principal amount of Retiree Health related NPO. 
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Figure 1: Rolling NPO Calculation for the City of San Diego 

NPO Calculations for the City of San Diego
From 2005 to 2006
Added 2005 / 2006 to Prior schedule. Revised ARC

For the Fiscal Year Ended June 30, 

Description Source/Formula 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Step A: Compute Annual Required Contributions:
1a Annual Required Contribution (ARC) J. Esuchanko -$            -$            -$         -$         -$           -$          19,105$       25,565$        31,184$       35,905$         42,608$         44,590$          48,950$         54,331$        60,205$         80,450$        121,512$        160,536$         155,861$         
1b Adjustment for Corbett J. Esuchanko 4,409$           4,938$          5,149$            5,748$             4,576$             

Conversion from BOY to EOY Corbett ARC Adjustment for Corbett X 1.08 4,762             5,333            5,561              6,208               4,942               
1c Adjusted ARC Computed -$            -$            -$         -$         -$           -$          19,105$       25,565$        31,184$       35,905$         42,608$         44,590$          48,950$         54,331$        64,967$         85,783$        127,073$        166,744$         160,803$         

Step B: Calculation of Annual Pension Cost (Adjusted ARC + Interest on Beginning Net Penson Obligation - ARC Adjustment):   
2a Calculation of Interest on Net Pension Obligation (NPO):
2b Beginning of Year NPO Prior Years Ending NPO -$            915$           2,006$     3,570$     5,570$        (3,041)$     (8,758)$        (8,050)$         4,401$         15,172$         28,392$         45,191$          61,649$         78,395$        104,392$       129,930$      158,558$        218,053$         264,060$         
2c Interst Rate Interest rate per actuarial assumptions 8% 8% 8% 8% 8% 8% 8% 8% 8% 8% 8% 8% 8% 8% 8% 8% 8% 8% 8%
2d Interest on NPO Beginning of Year NPO x Interest Rate -$            73$             160$        286$        446$           (243)$        (701)$           (644)$            352$            1,214$           2,271$           3,615$            4,932$           6,272$          8,351$           10,394$        12,685$          17,444$           21,125$           

3a
Beginning of Year NPO (Original 
Calculaton) Prior Years Ending NPO -$            915$           2,006$     3,570$     5,570$        (3,041)$     (8,758)$        (8,050)$         4,401$         15,172$         28,392$         45,191$          61,649$         78,395$        104,392$       129,930$      158,558$        218,053$         264,060$         

3b Amortization Factor J. Esuchanko; 30 year closed amortization period 10.58 9.81 9.02 8.21 7.38 21.80 20.10 19.64 18.18 17.75 17.32 16.86 16.02 15.56 15.09             14.60            14.08              13.55               18.47               
3c Adjustment to ARC Beginning of Year NPO / Amortization Factor -$            93$             222$        435$        755$           (140)$        (436)$           (410)$            242$            855$              1,639$           2,680$            3,848$           5,038$          6,918$           8,899$          11,261$          16,093$           14,297$           

4 Annual Pension Cost (APC) ARC (1) + Interest (2) - Adjustment(3) -$          (20)$          (62)$       (149)$     (309)$       (104)$      18,840$     25,331$     31,294$     36,264$       43,240$       45,525$       50,034$      55,564$     66,400$       87,278$      128,497$     168,096$      167,631$      

Step C: Compute NPO at End of Year (APC - Contributions Made + Beginning of Year NPO)
Calculation of Adjusted Contributions Made:

5a Contributions Made General Ledger -$            -$            -$         -$         -$           -$          15,030$       18,029$        25,472$       28,061$         30,979$         34,467$          38,701$         43,385$        49,744$         70,100$        81,832$          130,000$         271,349$         
5b Contributions to Health Plan General Ledger -$          -$          -$       -$       10,815$   9,317$    7,500$       -$           -$           -$               -$            -$             -$            (6,610)$      -$            -$            -$             -$              -$              
5c    Contributions Made Employer Contributions + Contributions to Health -$            -$            -$         -$         10,815$      9,317$      22,530$       18,029$        25,472$       28,061$         30,979$         34,467$          38,701$         36,775$        49,744$         70,100$        81,832$          130,000$         271,349$         

6 Less Health Adjustment (expense) 915$           1,111$        1,626$     2,149$     2,513$        3,704$      4,398$         5,149$          4,949$         5,017$           4,538$           5,400$            5,413$           7,208$          8,882$           11,450$        12,830$          7,911$             -$                 
7 Adjusted Contributions Made Row 5c - Row 6 (915)$          (1,111)$       (1,626)$    (2,149)$    8,302$        5,613$      18,132$       12,880$        20,523$       23,044$         26,441$         29,067$          33,288$         29,567$        40,862$         58,650$        69,002$          122,089$         271,349$         

8 Increase (Decrease) in NPO Annual Pension Cost (4) less adj Contributions(7) 915$         1,091$      1,564$   2,000$   (8,611)$    (5,717)$   708$          12,451$     10,771$     13,220$       16,799$       16,458$       16,746$      25,997$     25,538$       28,628$      59,495$       46,007$        (103,718)$     
9 NPO Beginning of Year Prior Years Ending NPO -$          915$         2,006$   3,570$   5,570$     (3,041)$   (8,758)$     (8,050)$      4,401$       15,172$       28,392$       45,191$       61,649$      78,395$     104,392$     129,930$    158,558$     218,053$      264,060$      
10 NPO End of Year Increase in NPO (8) + Beginning of Year NPO (9) 915$         2,006$      3,570$   5,570$   (3,041)$    (8,758)$   (8,050)$     4,401$       15,172$     28,392$       45,191$       61,649$       78,395$      104,392$   129,930$     158,558$    218,053$     264,060$      160,342$       

 
 
Source: General Ledger 
  Joe Esuchenko Schedules 
  



 
 
The interest when calculated in the same manner as the interest component of the City’s 
NPO would be an additional $2 million. Both of these amounts are discussed on page 141 
of the City’s 2005 CAFR.  It is our belief that these amounts are properly reflected and 
disclosed in the City’s 2005 CAFR.  
 
With regard to the failure to disclose pertinent information to the IRS, we are not a party 
to negotiations with IRS and to date the IRS has not to my knowledge, deemed it 
necessary to involve City officials. The legal and regulatory proceedings against the City 
and SDCERS have been a very public process. Additionally, we presume that Mr. 
Aguirre has the ability to independently to notify the IRS of information he deems 
relevant to their proceedings. To date, I have not received any notice from the IRS 
concerning this matter which would indicate that they are dissatisfied with the 
management of SDCERS or that our treatment from a financial reporting perspective was 
inaccurate or incomplete. 
 
 
Sincerely, 
 
 
 
Greg Levin 
City Comptroller 
 
 
CC: 
Michael J. Aguirre, City Attorney 
Jay Goldstone, Chief Operating Officer 
 
 
Attachments: 
 Comptroller Matrix of City Attorney Concerns 

City Attorney September 28, 2007 Memorandum 
City Attorney October 12, 2007 Memorandum 
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