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'REPORT From .

OFFICE OF THE CITY ADMINISTRATIVE OFFICER

Date:  November 21, 2016 |  CAOFlleNo,  0160-07662:0002
‘ Council File No. :
e ' Councll Distriot:
To: The Mayor .
- From: Miguel A. Santana, City Administrative Officer %\ﬂ

" Reference: Communication from the Department of Water and Power dated Septémber-13,
2016, referred by the Mayor for report on September 20, 2016

Subject: ©  AMENDMENT 1 TO AGREEMENT 472354 WITH KPMG LLP TO PERFORM
- EXTERNAL AUDITS OF FINANGIAL STATEMENTS AND RELATED SERVICES

RECOMMENDATIONS .
That the Mayor:

1. Approve the proposed resolution to authorize the Department of Water and Power to
execute Amendment 1 to Agreement 47235-4 with KPMG LLP to (i) extend the contractual
term by two years with an optional one year extension resulting in a total term of six years
expiring in April 2020 and (ji} increase the expenditure authority by $7 2 million resulting in
a total expenditure authortty of $11 9 million; and,

2. Retum the proposed resolution to the Department for further processing, including
- City Council consideration,

~ SUMMARY

Approval of the proposed resolution will authorize the DWP Board of Commissioners (Board) to
amend a current agreement with KPMG LLP (KPMG) in order to extend the current term by two
years with an optional one year extension resulting in a total contractual term of six years
beginning April 2014 and expiring in April 2020, KPMG has also provided the DWP with auditing
services under four prior agreements during the previous nine consecutive years from March
2005 through February 2014. The combined term of the proposed amendment and the prior
agreements results in a total term of 15 consecutive years.

Pursuant to DWP Resolutlon 005028 (Attachment 1), approved July 20, 2004, the DWP Board
“set a policy limit of 32.consecitive years that an independent audit firm can be engaged to
conduct annual audits and quarterly reviews of the Department's books and accounts.” The policy
: objectave is to enhance the independence and objectivity of the annual audits and quarterly
reviews. As a result of the proposed Agreement term exceeding the limit of 12 consecutive years,
the proposed Agreement does not comply with the policy of the DWP Board.
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‘ Nevertheless the DWP management advises that waiving this policy will benefit the Department
due to the ongoing audit requirements included in proposed settlement agreements relating to
litigation involving the Customer Care and Billing system implementation, The DWP also asserts
. the policy objectives can be achieved through management rotatlons within KPMG

A separate resolution is being developed: for consideration by the DWP Board to waive, the
financial policy “affecting this proposéd. Agreement. This™ Office’ has not revrewed the separate
resolution as |t was not available during the wrlt!ng of this report.

Approval of the proposed resolution will also increase the current $4.7 million expenditure
authority by $7.2 million resulting in a total of $11.9 million. DWP states that current expenditures
total apprommately $4.5 mll!ion ‘

City Council approval is required pursuant to Charter Section 373, In accordance with the
Los Angeles Administrative Code Section 10.5, unless the Council takes action disapproving the
proposed Agreement within 60 days after submission fo the City Council, the Agreement will be

deemed approved. The City Attorney has approved the proposed resolutron as to form and -

legaity.
FISCAL IMPACT STATEMENT

Approval of the proposed resolution will increase the existing expenditure authority by $7.2 million
affecting the DWP Power Revenue Fund and the DWP Water Revenue Fund. There is no fiscal
~ impact to the City General Fund. , ‘
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Attachment 1

ResoLutionno. 005 028

WHEREAS, it is necessary matﬂ\e Department conﬂnuo to have the books and
acootints of the Pawer and Water Systems audited arnially and reviewed quarterly by
- an independent firm of certified public acoountants; and

 WHEREAS, the current externa il fm-has performed the éudits of the books and
aoctounts of the Power and Water Systems since astablishment of the Departmant
_ ‘under the Charter adopied in January 1925; and

WHEREAS, the independence and objectivity of annual audhts and quatter[y raviews
would be enhanced by placing a limit eh the number of consecutive annual audits and
quarterlgglews that coutd be perfarmed by an independent frm of cerﬂﬁed public
-ACCOUN ¢

NOW, THEREFORE, BE IT RESOLVED, this Board establlshes the poey thatan.
independant firm of certifind public acoountants may not be engaged to conduct annisal
‘audits and quarterly reviews for more than twelve (12} consecutive years.

| HEREBY CERTIFY that the foreégoing is a full, true, and gorrert copy ofa resolutlon '
. atopted by the Boerd of Water and Power Commissioners of the Glty of Los Angeles at
#smesting held UL 2 0 2004 : .

.

S 0-Rebs

Secrstary
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.TO. OF WA’I‘ERAN]) FOWER GO MMISSIONE TDATE: July 20, 2004
, SUBJECT:
J. Limit Numiber of Consecutive Annual
; e . Audits by an Audi Flim
2 R FRAN e . )
oot «M!“W Q’““‘l
_.~« | Ty% w
.EL » : .M ‘Ja- }1}
! o if FOR COMMISSIGN OFFICE USE;
RES. No, 005 028
JUL 2 02004
{-oany nes. To- ﬁfﬁ jfrr Wngraf
fice r‘ ~Hefny
CITY COUNCILAPPFROYAL | IF YES, BY WHICH CITY
- | REQUIRED: Yes (] No X | CHARTER SECTION;
PURPOSE:

Transmitted herswith for your consideration and approval Is:a Resalution, approved as
to form and legality by the City Attoniey’s Office which would set a limit of twelve (12) -

consecutive years that an independant audit firm can be engaged to conduct annuai
audits and quarterly reviews of the Department's hooks and accounts.

BACKGROUND:

It is necessary that the bobks, records, and financial statements of the Water System
and the Power System be reviewed quarterly and audited annually by an independeht
firm of certified public accountants. Since the establishment of the Department, these
audits and reviews have been conducted by a slngie audit firrn.

“Inthe weke: of several corporate actounting séandals; corporations and accounting

regulatoty bodies gre placing greater emphasis of transparency of financlal reporting,
ohjectivity, independence and othar Intemal accounting controls, Consistent with this
trend, imiting the engagement of an independent audit firmi to twelve. (12) consecutive
years would enhance the independence and objectivity of the annual audits and
quartedy reviews,

—— — e
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Board of Water and Power
Commissioners -2
FISCAL IMPAGT STATEMENT: ,
There Is no financial impact 1o the Debaﬂmen{ from this action.
[} is recommehded that'y_our Honorable Board adopt the reselution.
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