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Re: Enforcement of Ethical Violations in Unincorporated Districts

Dear Representative Cross:

This letter is written to respectfully request your consideration for a proposed
amendment to the Illinois State Officials and Employees Ethics Act (the “Ethics Act™).! Our
premise is that the State of Illinois enacted legislation authorizing the establishment of
unincorporated districts that are not subject to oversight and enforcement by local units of
government that appoint the trustees to their positions. Specifically, in districts where voters
have not chosen to elect the trustees, the Presiding Officer is granted authority to appoint
trustees to unincorporated Districts. As such, the President of the Cook County Board of
Commissioners appoints trustees to the Board of Trustees for the Northfield Woods Sani
District (“Northfield Woods™) with the advice and consent of the Board of Commissioners.
During a review of Northfield Woods, we found multiple ethical violations committed by
Northfield’s Trustees although no clear line to enforce the violations currently exists.

During our review, we discovered that the Northfield Woods Trustees were not only
exceeding the statutory $6,000 pay limitation for trustees but were also paying themselves a
salary to perform other duties as employees for the District. Please refer to the attached
public statement concerning the details surrounding the breaches of fiduciary duty and our
inability to hold certain public appointees accountable. Under the Cook County Ethics Act,
the Trustees would have been in violation of the provisions agalnst improper influence and
conflicts of interest if the act clearly extended to those positions.” As such, Northfield
Woods’ Trustees, who are appointed by the Cook County Board President, are not held to the
same ethical standards as Cook County employees. Moreover, the Illinois Ethics Act does
not address these specific violations of fiduciary duty. Accordingly, this proposed
amendment will subject trustees to ethical standards that will be monitored and enforced by
the County that was responsible for their appointment to such positions. We also believe our

15 ILCS 420, et. Seq.

2 The Cook County Board President appoints trustees and board members to numerous unmcorporated districts,
boards and commissions.
3See attachment B; Sec. 2-572(a) Improper Influence and Sec. 2-578(a)
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circumstances are not unique and this State amendment is needed to improve ethical
standards throughout the State of Illinois.

We believe this is an important measure that will help support a culture of
transparency and accountability in Cook County and similarly situated counties in Iilinois.
We believe that a modification to the Ethics Act would be an efficient and effective means to
impose comprehensive and necessary ethical standards upon Trustees and other appointed
officials of unincorporated districts. Accordingly, we have attached hereto proposed
modifications to legislative language contained in the Ethics Act.

Thank you for your time and consideration to this matter. Should you have any
questions or wish to discuss these issues further, please do not hesitate to contact me.

Very truly yours,

Prew g

Patrick M. Blanchard
Independent Inspector General
(312.603.0364) '

ce: Scott Reimers, Chief of Staff, House Minority Leader
Andrew Freiheit, General Counsel, House Minority Leader
Tirrell Paxton, Deputy Inspector General

encl.



§ 5 ILCS 420/3A-45. Appointments by local units of govemment; ethics and oversight

Any appointed member of a board, commission, authority or task force created by State law ot
by executive order of the Governor who is appointed by a [ocal mit of govemnment shall be
bound by ethics laws and policies of the unit of local government making the appointment and
shall also be subject to the jurisdiction of the unit of local povemnment’s inspector general and the
inspector general’s enabling legislation.
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Sec. 2-572. - Improper influence.

(a)  Noofficial or employee shall make, participate in making.or in any way attempt to use the
official position to influence any County governmental decisior or action in which the official
or employee knows, has reason fo know or should know that the official or employea has any
economic interest distingulshable from that of the general public of the County.

(®)  No official or employee shall make, parlicipate in making or in any way attempt to use their
official position to influence any County governmental decision or action, including decislons
or actions on any Cook County Board Agenda ltem, in exchange for or in consideration of
the employment of said official's or employee's relfatives, domestic partner or civil union
partner by any other official or amployes.

(Ord. No. 93-0-29. § 2.2, B-3-1993; Ord. No. §9-0-18, § 2.2, §-22-1999; Ord. No. 04-0-18, § 2.2, 516-2004; Om'
No. 11-0-41, 315-2011.)

Sec. 2-578. - Conflicts of interest.

(a)  No official or employee shall make, or participate in making, any County govemmental
decision with respect to any matter in which the official or employes, or the spouse, or
dependent, domestic partner or civil union partner of the official or employee, has any
economic interest distinguishable from that of the general pubiic. For purposes of this
section, the tenm "dependent” shall have the same meaning as provided in the U.S. Intemal
Revenue Code, as amended.

(®) - Any employee who has a conflict of interest as described by Subsection (a) of this section
shall advise his or her supervisor of the conflict or potential conflict. The immediate
supervisor shall either:

{1} Assign the matier to another employee; or

(2} Require the employee to eliminate the economic interest giving rise to the conflict and
only thereafler shall the employee continue to participate in the matter,

(¢} Any official or empioyee who has a conflict of interest as described by Subsection (a) of this
section shall disclose tha conlflict of interest in writing the nature and extent of the interest to
the Cook County Board of Ethics as soon as the employee or officiai becomes aware of such
conflict and shall not take any action or make any decisions regarding that particular matter.
A Cook County Board Commissloner shall publicly disclose the nature and Interest of such
interest on the report of proceedings of the Cook County Board of Commissioners, and shali
also notify the Cook County Board of Ethics of such interast within 72 hours of introduction of
any ordinance, resofution, contract, order or other matter before the Cook County Board of
Commissioners, or as soon thereafter as the Cammissioner is or should be awara of such
confiict of interest. The Board of Ethics shall make ali disclosures available for public
inspection and copying immediately upon request.

{Ord. No. 93-0-29, § 2.8, 8-3-1993; Ord. No. 99-0-18, § 2.8, 6-22-1099; Ord. No. 04-0-18, § 2.7, 5-18-2004; Ord.

No. 11-0-36, 3-15-2011; Ord. No. 11-O-d44, 4-20-2011.)
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April 27, 2012
Honorable Toni Preckwinkle
and Members of the Board ofOomuss.lonm
of Cook County
118 North Clark Street
Chicago, Illinois 60602

Re: IIG11-0047 (Northfield Woods Sanitary District, Glenview, Minois)
Dear President Preckwinkle' and Commissioners:

This letter is written in accordance with Section 2-289(c)(2) of the Independent Inspector
General Ordinance, Code of Ordinances, Cook County, lllinois ch. 2, art. TV (2007) (the “OIG
Ordinance™), in connection with & menagement review conducted in reation to the Trustees of
the Nortbfield Woods Sanitary District. In accordance with the Ordinance, this statement is
made to apprise you of the completion and results of this review.

Backgreund

. The President and the Boerd of Commissioners have a vested interest in assuring that
their eppointees can be relied upon to carry out their fiduciary duties and responsibilities to the
taxpayers and sanitary system users of the District. The review by this offios focused on
determining whether the management of the District by the Board of Trustecs has been offcctive
and in accordance with their fidutiary duties and responsibilities.

. In the State of Illinois, five acts under Chapter 70 of the Illinois Compiled Statutes
authorize the establishment of sanitary districts. The Northfield Woods Sanitary Distriet
(hereinafter the “District™) was established under the authority of the Sanitary District Act of
1936 (“the Act™).! The Board of Trustees iz the corporate authority of the District and it
exercises the powers to manage and control all the affain and property of the Disttict. In
districts where the voters have not chosen by referendum to clect the Trustees, the Presiding
Officer of the County Board appoints the Trustees with the advice and conseat of the County
Board. In Cook County, the appointment or re-appointment of Trustees to numerous different
sanitary districts are or will be up for consideration in the near future.

190 ILCS 2805, ef seq.

- —
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Summary

The Northfield Woods Sanitary District was formed in 1956 to provide sanitary sower
-~ serviee to an area in then-unincorporated north Cook County which is bounded approximately by
the Tri-State Tollway and Willow Road 1o the North, Milwaukee Avenue and the Forest Preserve
District on thc West, the Timber Trails and Forest Drive Subdivisions on the South, and
Landwehr Road on the East. The District consists of 1,230 acrés and containg spproximately
1,800 homes and apartments and 400 acres of commercial property. The District’s Board
consists of three Trustees, including a Trustee President and & Trustes Vice President. A third
Trustee has at times heen referred to as a Trustee Secretary, a Trustee Vice President, or a
Trustee Clek.

Although not intended to present a broad overview of the District’s financial status, the
following information is offered for purposes of considering these findings with added
perspective. At its April 30, 2011 fiscal year-end, the District's total net assets were valued at
$3,638,976 — ninety-four percent (94%) of which were capital assets (e.g., equipment snd sewer
system). The District's revenues were reconded as $527,429, the bulk of which came from
propetty taxes ($303,138) and sewer user fees ($192,070). The Distriot’s expenditures were
recorded as $434,814, with the largest expenditures attributeble to payroll ($142,632),
professional fees ($86,832), and insurance ($84,453).

Dwring the course of this investigation, we reviewed the District’s business records for
the yezrs 2008 through October 2011. These records included the Board of Trustees® public
meeting minutes, attorney billing records, retirement acoount records, payroll journals, copics of
Federal and State income tax and employment tax retums, independent audit reports, periodic

income and expense reports, and other financial docurnents. We also conducted interviews of
" each of the Trustees.

Based on the findings discussed in the following sections, it is the conclusion of this
office that the Board of Trustees mismanaged the District by failing to camry out its fiduciary
duties and responsibilitics to.the people of the District. A fiduciary is a person who is required to
act for the benefit of another, putting the interests of the other above those of his own and
exercising a high standard of care in managing the other’s money and property. Those persons
catrusted with positions of responsibility — such as the Trustees of a sanitary district — owe their
fiduciaty duty to the public.® See People v. Savaiana, 66 1. 2d 7, 12 (1976); In re Donald
Carnow, 114 1, 24. 461, 470 (1986)(holding a public official is a fiduciary to the public entity
be ar she serves).

2 Acconding to the mioutes of a Board of Trustees Executive Sestion meocting on March 2, 2010, s farmer Attomoy
Tor the District “reminded the Trustees of their fiduciary duty, munm;t!tcyls:rngtfum nskodwiﬂlulookinsout
for the best interests of the District residents/taxpayers, s opposed to their own individual best inleresiz.
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Ol ings and Co jong

The following findings and conclusions encompass the most significant issues developed
during the investigation:

L. The¢ Board of Trustecs' Statutory Authority and Fiduciary Duty.

Although the Act permits the Board to “appoint such other officers and hire such
cmployees to manage and controf the operations of the district as it decms nocessary™ and to
“prescribe the duties and fix the compensation of all the officers and employees of the sanitary
district,” the Act unequivocally states that, “[hjowever, no member of the board of trustees shall
reccive more than $6,000 per year.” Yet, we have determined that since at keast 2008 (and for an
undetermined number of years prior), the Trustees have been paying themselves a salary to
perform other duties on behailf of the District in addition to their $6,000 annual Trustee's fee.
From the first calendar quarter of 2008 through the third calendar quarter of 2011, the three
Trustess paid themselves approximately $263,863 in salary.?

The Trustees have attempted to justify the payment of salaries to themselves based on the
extremely questionable legal opinion of the attorney who cwrrently serves as the District's
retained legal counsel (and who has represented the District since 1978). The District’s legal
counsel had advised the Trustees that “there was no case law on the subject, but it has been his
interpretation based on a [Sanitary District] Board decision in the early 1970's that if the
Trustees were performing work that the District would otherwise have to pay for, the Trustees
are entitled to additional compensation, which must be reasonable based on the work done and
must be separately accountod for.””* The District’s Attorney/Clerk “further indicated thet since
the current amounts are reasonable and separately accounted for, he saw no issues.”™

If the Trustees were subject to the provisions of the Cook County Code of Ethical
Conduct, they would be in violation of Sec. 2-572(a) ~ Improper influence® and Sec. 2-578(a) -

? The Trustee President received the largest peroentage of the salary payments and the evidence indicates that he was
substantially involved in the day-to-day oparational and administrative activitics of the District and was doing the
majority of ks work. In this regard, he should have been an employes of the District and not & Trustee. The other
Trustees appesred to be involved in few substantial operational activities of the District in addition o their Trustocs'
dugies for which they received their “Trustee’s fee” of $500 a month (i.e., the statutory limit of $6,000 per year
divided by 12 months). .

4 Taken from the February 3, 2010 Executive Session meeting minutes of the Board of Trustees.

% This office disagroes with this opinion in light of the common law applicable to & fiduciery. The commoo law
doctrine that *the faithful performance of offichal dutics is best secired if a governmental officer, like any other
person. hokfing o fiduciary position, iz not called upon to make sany decisions that may sdvance or injure his
individual interest.” City of Chicago v. Coken, 64 11l 2d 559, 565 (1976), citing Brown v. Kirk, 64 111. 24 144, 149
1976).
sSm.i-Sﬂ(u)m:“Nnoﬁdalorempbmshaummmmhnﬁlgwhmy_mlmmmﬂw
official position 10 Influence any County povemnmental decision or action in whit.l:lhc oﬁa‘ﬂ.or e.mv‘wﬂlcrw:.
has reason to know or should know that the official or emplayee has any coonomic interest distinguishable from that

of the general public of the County.”
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Conflicts of Interest.” However, it is unclear whether the Code is applicable to & Trustee who is
appointed by the County Board to a position in an entity created by State statute, but which has
no other nexus to County government The County’s Code covers appointed officials “of any
agency of the County.” _ .

As a creatare of statute, the Board of Trustees has only those powers that are canferred
upor: it by law and any action it takes must be authorized by its enabling legistation (ie., the
Sanitary District Act of 1936). See Homefinders, Inc. v. Evanston, 65 11L2d 115, 129 (1976).
The Act’s unequivocal statement that “no member of the board of trustees shall receive more
than $6,000 per year” allows for no exceptions which would penmit the Trustees to receive more
than that amount. Such an opinion, as that readered by the District’s retained couvnsel, would
essertially permit a Board of Trustees estahlished by the Act and whose sole suthority is based
upon the Act, to simply make a “decision” granting it an “exception” to the provisions of the Act
itself. Again, the Act offers the Board no authority 1o implement any such exception 1o
circumvent the enabling legisiadion. -

Although the Act authorizes the Trustees to hire the employees necessary to carry out the
functions of the District, it does not provide that the Trustecs may hire themselves, which is what
the Trustees did here. Instead of advertising the positions and conducting a scarch for qualified
candidates at a competitive rate, they gave the employment positions to themselves without
letting members of the public compete for them. :

In addition to acting beyond its authority under the Act, these decisions are also
problematic because it is the Board's responsibility to sct the compensation of the District’s
cmployees, to sce that the compensation is ressonable based on the work that is done and to
perform such duties objectively and without conflicts of interest. Moreover, the Board is also
charged with the responsibility to oversec the quality of the work performed on behalf of the
District. By treating themsalves as employees and paying themselves a salary, the Trustees
created an inherent comflict of interest by deciding what amount of compensation, in their
opinion, is reasonable to pey themselves. Simply put, the Trustees cannot objectively exercise
their fiduciary responsibility to the public when they are deciding to bire themselves over any
other and set their own compensation as Trustees/employees. “This conflict of interest theory is
based on the fact that an individual occupying a public position uses the public trust imposed
upon him and the position he occupies to further his own personal gain and it is the influence he
exerts in his official position to gain personally in spite of his official frust which is the evil the
law sccks to eradicate.” Brown v. Kirk, 64 T11. 2d 144, 151 (1976).

7 Sec. 2-578(x) states: “No official or conployee shall make, or participaie in making, any County governmental
docision with respect to any matier in which the official . . . has any economic interest distinguishable from the

general public.”
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2. The Accrual of Ugauthorized Finagcia] Begefits.

e Com ation Plan

The District has a deferred compensation plan covering all the Trustees, The plan
provides for annusl contributions which ere based on = defined formula and made at the
discretion of the District. Benefits are availeble to the perticipants once they ccase to be a
member of the Board of Trustees, attain age 60, and have provided at least eight years of service
to the District. Two of the Trustees are currently eligible for benefits immediately upon their
cessation of service as trustees. The remaining Trustee has the requisite eligibility in terms of
gervice but not age.

All compensation deferred under the plan, all rights and propesty purchased with those
amounts and all income attributable to the same are vested in the beneficisries (ie, the
Trustees). The District may amend the plan, however, such an amendment could not reduce or
eliminate any participant’s existing vested rfight to reccive deferred compensation which may
exist on the date such amendment would be proposed. -

The District contributed $40,000, initiated and approved by the bencficiarics, to the
deferred compensation plan during fiscal year ending April 30, 2010. Of that amount, $20,000
of the contribution was for the fiscal year ended April 30, 2009, and $20,000 was for the year
ended April 30, 2010. According to the District’s independent awditor’s report, as of the
District's fiscal year ending April 30, 2011, the deferred compensation plan had assets valued at
$204,000.

The Act contains no provision authorizing the establishment of, or contribution to, such a
benefit plan. Since each of the Trustecs now have a non-forfcitable right to benefits under the
plan (barring, for example, attachment due fo the District's bankruptey or insolvency), the value
of the contributions made to the plan on their behalf should also be viewed as amounts in excess
of the Act’s provision restricting a Trustee fram receiving more than $6,000 per year.

Simplified Emplovee Pension Plan

The District has a Simplified Employee Pension Plan (“SEP Plan” or “Plan") covering all
the District's “employees.” The SEP Plan provides for annual contributions based on a
percentage of salaries and are made at the discretion of the District. The investments are directed
by the participants of the Plan and the District has no liability for losses under the Plan. Since at
least 2008, the annual pension contribution rate has been 12% of the employees® salarics.

As previously indicated, the Trustees in effect deemed themsetves to be employees and
paid themselves salaries. Based on those salaries, the Trustees received a SEP contribution. In
addition, as ontlined below, during certain periods of time and under questicnable circumstances,
the District’s retained Attorney/Clerk and Treasurer/Accountant were also paid salaries and
received SEP contributions,
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According to the District’s independent auditor’s report, for the fiscal years ending April
30, 2008, April 30, 2009, April 30, 2010, and Apxl 30, 2011, the Board of Trustees euthorized
payments to the SEP Plan of $14,158, $13,762, $13,282, and $14,746, respectively, for a total of
$55,948 during the four-year period.

The Act contains no provision authorizing the cstablishment of, or coninbution to, a
pension plan. In addition, since each Trustee was already receiving a Trustee’s fee of $6,000
year, any payments made on their behalf to the pension plan were in excess of the Act's
provision restricting a Trustee from receiving more than $6,000 per year.

3. Fallure of the Trustees to Reduce the District’s Legal Costs
and Unjustifiable Expenditures.

Lezal Fecs

Until June 2008, the District paid a monthly legal retainer of $4,650 ($55,800 a year) to
the law firm which included the District’s current retained Attorey and a former Associse
Attorney. In June 2010, that retainer was incredsed to $7,000 per month ($84,000 & year) for the
newly-formed joint venture of the District’s current retained Attomey and the same Associsic
Attorney. According to the “co-counsel agreement” between the two Attomneys, the fees for the
monthly retainer were required to be split evenly between the two. In 2011, when it became
apparent that the then-Attomey Associate was leaving the practice subsequent fo mid-year (thus
terminating the co-counse! agreement), the District’s current retained Attorney made inquirics as
to whether the retainer would remain at $7,000 (and be solely his retainer).® Rather than take the
opportunity to reduce its legal costs, the Board voted to keep the retainer at $7,000 2 month for
the current retsined Attorney.’ :

One might argue that with the departure of the Associstc Attorney, the District’s retained
Attorney would then be required to do twice the amount of work he formerly did. However, we
would question such a position based on a review of the Bord’s meeting minutes which tend to
indicate that the Associate Attomecy was the one who appearcd (0 address the supstantial
majority of the District’s legal matters. ‘

In eddition to receiving a retainer, the District’s Attomneys were allowed to separately bill
and receive payment for so-called “Ordinance 50" work. . Ordinance 50 work may be generally
described as the legal work associated with the collection of fees relating to the cost of permits,
mgimeﬁngmviem,mspecﬁom.mdlemlexpemﬁmlwdmlheinm]hﬁmmdmmdlm_
ofallﬂ:eoomponmtsofﬁxesmitarysystunmlhenisﬁct’smmcmialandusidenﬁnlusen.
During the time period reviewed, the Ordinance 50 work billing rate for the Attormeys ranged
from epproximately $300 to $375 per hour. In sddition, the District’s long-time retained

"IhereuimdAnomymoﬁvedﬁeﬁulmhwmwmwdkssofﬂwmdkplwatpuw
? The Trustee Prexident voted against the $7,000 per moath retatner indicating that he prefornad the retainer go back
to its previous level of $4,650 per month. .
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Attorney was allowed to separately bill for periodic “special research,” typically at a rate of $375
an hour.

It was noted during our review that there was the lack of any written legal retainer
agreement specifying which legal services were aitributable to coverage by the retainer versus
those services that could be billed-for separately. The lack of a written scope of work agreement
exposed the District to a billing environment that is ripe for abuse. '

It should be noted that we did not expand the scope of this review by conducting an
analysis to ascertain whether the legal fees charged were justified because this office does not
have jurisdictional authority over the contractors, service providess and employees of the District
as opposed to the Trustees. As such, we recommend that & careful review of the billing practices
be undertaken in light of the extremely high percemtage of legal costs generated in relation to the
size of the District and complexity of the legal issues it has faced since 2008. This is especially
necessary because we have found no evidence that the Board of Trustees has considerod other
legal options or otherwise brought the District's need for legal setvices to market to scek
competitive rates.

During his terure on the Board, the Trustee Vice President received health insurance
coverage s a result of his regular employment and, therefore, he had no need for District-
provided health insurance. Because the Trustee Vice President had “not been receiving the
benefit of the [District-paid] insurance as the other Trustees” had, it was decided — using the
justification that he would “begin assuming the additional responsibilities of inspecting the
District’s buildings and grounds™ — that the Trustee Vice President would receive a $1,200 a
month salary increase."! :

The Trustee Vice President was already receiving an employee salary of $800 a month at
the time ($9,600 a year) and $500 per month Trustees’ fee (36,000 per ycar). The $1,200 2
month salary increase (an additional $14,400 a year) only served to put him further in excess of
the Act’s provision restricting each Trustee from receiving more than $6,000 per year.'*

As indicated above, the Act states that the Board of Trustees may arrange to provide
insurance for the benofit of employees and Trustees of the sanitary district. The Act also states
that the “board of trustees at the beginning of ¢ach new tewm of office shall mect and elect one of

10 The Act states that the Board of Trustees “may arrange to provide for the benefit of employtes and trustecs of.the
sanitary district group lifs, health, accident, hospltal and medical insurance” snd the “board of trastees may provide
for payment by the sanitary district of the premium or chasge for such insurance.” )

" February 3 and March 3, 2010 Executive Session meeting minutes of the Board of Trustees. )

 The Trustee President inquired about whether such a salary increase decision should involve 8 second independent

opinion.
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their number as president, one of their number as vice-president, and from or outside of their
membership & cletk and an asgistant clerk.” In addition, “the board may select & treasurer,
engincer and attorney for the district, who shall hold their-respective offices during the pleasure
of the board, and give such bond as may be required by the board.™

In Jamuary 2005, the Board appointed the District's then-and-current retained Attorncy
(who had represented the District since 1978) to the position of the District’s Clerk replacing one
of the Trustses who was seeving in this dual capacity. Up until that time, the District's Attorney
served a5 an independent contractor of the District with & monthly reteiner agreement for
approximately $4,650 per month. With his appointment to Clerk, in addition to his retainer, the
Board conferred upon him employee status and also provided the now-Attorney/Clerk with 2
monthly salary of $800 a month ($9,600'a year). Significanily, this appointment also resulied in
the District paying the Atfiormey/Clerk’s full monthly bealth insurance premiums of
approximately $1,060 to $1,280 per month (an annual cost of approximately $12,720 to $15.360,
depending on the year). In addition, the Attorney/Clerk reccived an annual contribution to the
District’s SEP Plan based on a percentage of his salary. Since at least 2008, the contribution rese
has been 12% of the employee’s salary, thus the annual contribution would have been §1,152.

We have been unable to ascertain any benefit to the District by the appointment of the
then-independent contractor Attorney to the position of the District's Attorney/Clak
Importantly, when the Attorney/Clerk resigned as “Clerk” effective June 30, 2011 (at which time
be was eligible for Medicare coverage) and again became the District’s independent contractor
Attorney on retainer, one of the Trustees reassumed the Clerk’s position and dutics without any
salary or benefit increase. This fact indicates that the work required of the Clerk position did not
necessilate any salary or benefits above and beyond what a Trustee zlready received: Yet, the
District allowed the expenditure of additional salary and benefits valued at approximately
$23.472 10 $26,112 & year during the time the Attorney/Clerk held the position.

We note that in conjunction with the District paying his full health insuranoe premiums, -
the Attorney/Clerk enjoyed the added benefit of extremely favorable tax treatment of his salary.
In addition to himself, the Attorney/Clerk had another family member covered under the State of
Iilinois® Local Government Health Plan in which the District participated and be had his entire
salary of $800 a month ($9,600 a year) applicd to pay the cxtra premium cost for covering the
family member, As a result, the Attomey/Clerk's eatire salary of $9,600 a ycar was not
includible as taxable income on his IRS Form W-2, nor subject to FICA (i.e., Social Security tgx)
or Medicare tax, since [pursuant fo Section 125 of the Internal Revenue Code conceming
cafeteria plans] the entire salary amount was used to pay for health insurance premiums.

Appointment of Independent Contractor Accountant
to position of District’s Treasurer

In January 2005, the Board also appointed an independent contractor accourtant to the
position of the District's Treasurer. With his appointment to Treasurer, the Board conferred
upon him employce status and also provided him with a monthly salary of $800 a month (89,600
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& year). Again, this appointment resulted in the District paying the Treasurer’s full monthly
heslth insurance premiums of approximately $1,060 to $1,280 per month (an anmaal cost of
$12,720 to $15,360, depending on the year). Also, the Treasurer received an annual contribution
to the District’s SEP Plan based on a percentage of his salary. (Since at least 2008, the annual
contribution would have been $1,152.) In addition, the Treasurer was still allowed fo separately
bill the District at a rate of $250 per hour for-snything deemed to be above and beyond the
District’s day-to-day financial activities. Apain, there appears to have been little need by the
District to appoint an independent contractor accountant to the position of Treasurer when his
accounting and tax services could have been obtained and negotiaied on an as-needed hourly
basis. .

The Treasurer resigned effective June 30, 2011 (at which time he was cligible for
Medicare coverage) and became an independent contractor accountant on refainer for the
District.

Converting to Compensation the Value of Health Benefits on behalf
of the District's Attorpey/Clerk and Treasurer

Once the Attomey/Clerk and Treasurer resigned effective Junc 30, 2011 and again
became independent contractors, their retainer agreement amounts — $7,000 a month ($84,000 a
year) for the now-independent contractor Attorney — and $2,200 2 month ($26,400 4 year) for the
now-independent contracior Accountant, were calculated taking into considerstion the value of
the premiums that the District had previously paid on their behalf.

Specifically, the Board of Trustees' Executive Session mecting minutes for July 2011
state: “It should be noted that in both cases the increase in retainer was reflective of the
respective loss of insurance coverage by the parties as employees of the District.”

OIIG Recommendations

in accordance with the OTIG Ordinance, the following recommendations are offered for
your consideration in assessing the pattemn of incfficiant and wasteful management practices
occurring in the operation of the Northfield Woods Senitary District. This review demonstrates
the potendal for mismanagement of taxpayer resources when there exists & lack of adequate
oversight and insufficient internal controls and guidelines. These recommendations are also
designedmmi:ﬁuﬁzeanexisﬁngvulnanbﬂitymrelationloallot‘thcdistﬁctsinwhichthc(:ook
County Board of Commissioners has appointment authority. However, in light of the fact that
such districts are a creation of State law, it may be necegsary to seck support from the [llinois
legislature by amending the Sanitary District Act of 1936 and related legistation to achieve the
maost cffective proventative measures.

As discussed above, there remains a question of whether the Cook County Code of Ethics
extends to officials appointed by the Board of Commissioners 10 dmnm such as I_%rthﬁqld
Woods. We believe that it is essential that the public officials representing the District and its



Hon. Toni Prockwinkle and

Members of the Board of Cormissioners
April 27, 2012
Page 10

similar districts have clear and unambiguous guidance the Code of Ethics provides to the
circumstances encountered here.!? This may be accomplished through an amendment to the Act
specifying that any Code of Ethics applicable to the county in which a district is located shail
extend to the officials, employees, contractors and providers of the district. In the absence of an
amendment 1o the State law, any appointment made by President and copfirmed by the Board of
Commissioners should be expressly contingent upon the appointee being subject to the Code of
Ethics, as well as yearly training offered through the Cook County Board of Ethics.

In addition, it is suggested that consideration be given to requiring all existing board
appoiittees to appear on annual basis before the Board of Commissioners, or a subcommittec
thereof, to pravide a report of the financial and operational activities of their respective entities."
This requirement would also provide the Board with the opportunity to question the appointees
regarding the operations of their entity and address any operational concerns.

We also recommend that any appointee confirmed by the Board of Commissioners be
subject to a provision, whother contained in the Act or as a condition of the appointment,
allowing for the Board to recall its confirmation of an appointee for conse. Moreover, it is
recommended that the activities of any district employee, contractor or provider be subject to the
jurisdiction of an oversight agency, whether it be the OIIG or similar agency. In other wonds, the
lack of a “check and belance” system leaves such districts vulnerable to episodes of

The scope of this review has not included an analysis of whether the continued operation
of the District or dissolwtion of the District and transfer of its fimotions to the municipalities is in
the best interest of the peoplc of the district’ However, fo the extent that the continued
necessity of the operation of the District becomes a consideration, we note that a key original
purpose of the Act was to permit the incorporation of a sanitary district in any “contiguous
territory within the limits of & single county and without the limits of any city, village or
incorporated town.” 70 ILCS 2805/t. Although the District may have encompassod an area
ontside the limits of any city, village or incorporated town when it was formed, currently, except
for an approximate 244 acre vnincorporated arca upon which the Allstate Insurance corporate
headquarters is situated (with a Northbrook mailing address), the District is entirely within the
limits of the City of Glenview and a small portion of Prospect Heights.

The Act states that whenever the territory contained within a sanitary distriot is annexed -
to and wholly included in any municipality, within six months any 50 electors residing in the
district may file with the clerk of the circuit cowrt, a petition to submit a public question to

3 1t I3 similarly unclear whether such appointees are required to adhere 1o the Illinois State Officials and Employces
Ehies Act.

¥ Purnant to Secﬁon2—243afﬂ:eCoqummtyCoduafOrdinmqwmmonlymfmedtou&eDethkclum
Mhum“uﬁngdkﬁc&”muhﬂymuhedmw&mhmmﬁmdllsm snd make certain
other financial disclosures to the Cook County Treasurer's Office, in slectronic format, on o before the last Tuzsday
in December. Some of the taxing districts provide an Independent Auditor’s Report to mect this requirement.

I we have boen mformed by an individual familiar with the District's function that the Village of Gleaview could
assume the functions of the District without the need 1o hire way additional staff.
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referendum on whether the sanitary district should be dissolved. If no petition for referendurm is
filed within that six-month period, then that sanitary district is dissolved by operation of faw and

. the municipalitics within which the territory of the samitary district is Iocated, become
responsible for the district’s activities. Therefore, if it were not for the unincorporated Aligtate
Insurance Company propesty, it appcars that the District would have alroady been dissolved by
operation of law and the Citics of Glenview and Prospect Heights could have assumed the
District’s responsibilities. See 70 ILCS 2805/37.

" Nonetheless, the Act provides that any sanitary district which dges not have any umpaid
revenve bonds outstanding may be dissolved when any 50 clectors residing in the District
petition the circutt court t0 have a question put on an election baliot as to whether or not the
District should be dissolved. If a majority of the votes cast are in favor of dissolution, the
organization shall cease, there will be no further appointments of Trustees, and the officers
acting et the time of the vote shall close up the business affirs of the District and make the
necessary conveyances of title to the Sanitary District property.

We hope this information will prove helpful and thank you for your consideration of
these issues, Should you have any questions regarding this or any other matter, plsase da not
hesitate to contact e,

Very truly yours,
i SV /L—L—-(
Patrick M. Blanchard

Independent Inspector General
(312) 603-0364

ce:  Mr. Kurt A, Summers, Jr., Chicf of Staff
Ms. Laura Lechowicz Felicione, Special Aasistant to the President
Mr. Kesner Bienvenu, Assistant Special Legal Counsel
Northfield Woods Sanitacy District Board of Trustees



