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I INTRODUCTION

The Charter of the City of Los Angeles requires that the City Council have the income
and expenditures of each City department audited at the end of each fiscal year by one
or more certified public accountants. Further, the Federal Single Audit Act of 1984 (P.L.
98-502) and the Single Audit Act Amendments of 1996 (P.L. 104-156) require a
financial and compliance audit to be conducted in accordance with Office of
Management and Budget (OMB) Circular A-133 (or its successor). The City has
combined the annual and single audits into one contract.

The City Council has directed that an auditor be selected through a request for proposal
(RFP) to perform the audit for the fiscal years 2017-18, 2018-19 and 2019-20. The
City’s financial calendar begins July 1 and ends on June 30 of the following year. You
are invited to submit a proposal in accordance with the attached RFP. The resulting
audit contract will be for a term of three years, subject to annual appropriation by the
Mayor and City Council, with two, one-year renewable options for audit of fiscal years
2020-21 and 2021-22 subject to annual appropriation by the Mayor and City Council.
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Il ORGANIZATION OF THE CITY

The City of Los Angeles (City) was incorporated in 1850 under the provisions of a City
Charter. The current Charter was approved by the electorate on June 8, 1999 and
became effective on July 1, 2000. The City operates under a Mayor-Council form of
government. As Executive Officer, the Mayor supervises the administrative process of
the City and works with the Council in matters related to legislation, budget and finance.
As governing body of the City, the 15-member full-time Council enacts ordinances,
levies taxes, authorizes contracts and public improvements, adopts zoning and other
land use contracts, and provides necessary resources for budgetary departments and
offices of the City. Council action is subject to approval or veto of the Mayor, and
Council may override a Mayoral veto by a two-third vote. The Charter provides for an
independently elected City Attorney and independently elected City Controller.

For single audit purposes in accordance with the amended Single Audit Act, the City
reports as five separate component units. These units include: (1) General
Government; (2) Department of Airports; (3) Harbor Department; (4) Department of
Water and Power; and, (5) Housing Authority of the City of Los Angeles. All five entities
are responsible for arranging an annual financial audit. If they receive Federal
assistance, they also arrange for single audits and submit the resulting reports to the
U.S. Bureau of the Census.

The General Government entity is under the control and management of the Mayor and
City Council and consists of 36 departments, bureaus, commissions and offices, and
three pension systems governed by the City Charter. Services provided by this entity
are delineated in the City Charter and Administrative Code. The remaining four entities
are independent of direct Mayor and City Council control and management.

The Department of Airports, Harbor Department, and Department of Water and Power
are independent Charter departments headed by citizen commissions appointed by the
Mayor and confirmed by the City Council. These departments have control of their own
funds and revenue. They establish their own budgets, set their rates subject to City
Council review and approval, sell revenue bonds, and have required audits performed.

The Housing Authority of the City of Los Angeles was established as a result of Federal
law provisions and is headed by a City commission.

The City prepares and issues a Comprehensive Annual Financial Report (CAFR) that
contains the Basic Financial Statements. The CAFR is prepared in conformity with
generally accepted accounting principles (GAAP) for State and local governments. For
GAAP reporting purposes, the City’s reporting entity includes three of the four
independent entities. The Housing Authority is fiscally independent of the City and
therefore excluded in the City’s reporting entity.
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Il AUDIT COMPONENTS

Sections A through K below provide a general description of the components of the
audit and related information.

A. Financial Statement Audit

Under Los Angeles City Charter Section 362 (Attachment 01), the City Council shall
require the income and expenditures of each department of the City to be audited at
the end of each fiscal year by one of more certified public accountants who are not
connected with the department to be audited. These audits are to be performed in
accordance with generally accepted auditing standards, the standards set forth for
financial audits in the U.S. Government Accountability Office’s (GAO) Government
Auditing Standards. The City Council determines the extent of audits of each of the
City departments. Federal statutes, Public Laws 98-502 and 104-156 require the
City to have an annual single audit. That audit shall be performed in accordance with
the provisions of the federal Single Audit Act of 1984(as amended in 1996) and U.S.
Office of Management and Budget (OMB) Circular A-133, Audits of States Local
Governments, and Non-Profit Organizations. The single audit and the City Charter
Section 362 audit are considered part of the same audit.

The proposed audit will examine the income and expenditures/expenses of all City
departments (Attachment 02) and component units, except for the Los Angeles
World Airports, the Los Angeles City Employees’ Retirement System, the Los
Angeles Harbor Department, the Department of Fire and Police Pensions, the Los
Angeles Department of Water and Power, and the Los Angeles Department of Water
and Power Retirement System. Those departments and component units have their
own audits, which are included in the City’s financial statements as part of the City’s
financial reporting entity in accordance with generally accepted accounting principles
(GAAP). The City’s auditor is not expected to provide an opinion on the financial
statements of these departments or component units. Excluded from this list and the
City’s financial statements is the City of Los Angeles Housing Authority as it is not
considered a component unit of the City under the current financial reporting
requirements.

B. Comprehensive Annual Financial Report

The City prepares a Comprehensive Annual Financial Report (CAFR) to comply with
current reporting standards and provide complete information to the users of City
financial statements. The CAFR is submitted to the Government Finance Officers
Association (GFOA) for consideration in their Certificate of Excellence in Financial
Reporting program. The auditor is not expected to audit the introductory and
statistical sections of the CAFR, but is expected to review those sections for
consistency with the audited GAAP financial statements. The auditor is also
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expected to work with the City to ensure that the CAFR is completed in time to be
submitted to the GFOA by December 31st of each year. The 2015-16 CAFR is
available for review in the Los Angeles City Controller’s Office, 200 North Main
Street, Suite 300 and online at the Controller's Website.

C. Sewer and Construction Maintenance Fund (SCM)

Although the SCM is included in the City’s Financial Statements, the fund’'s stand-
alone financial statements prepared in accordance with GAAP are audited as part of
an ongoing program to issue revenue bonds. The City’s auditor audits the SCM
GAAP statements. Since the cost of the SCM audit will be paid for by the SCM—not
the City’s General Fund—all proposers are required to separately identify the cost
and effort required to conduct the SCM financial audit. This fund is budgeted at
approximately $922 million for 2016-17

As required by Section 6.09 of the Wastewater System Revenue Bonds General
Resolution, the City requires accounting and auditing services for the SCM. The
SCM is a self-supporting enterprise fund, the accounting for which is in conformity
with GAAP, and refers to a group of funds, including the Sewer Construction and
Maintenance Fund, the Sewer Capital Fund, Sewer Operation and Maintenance
Fund, and the Emergency Fund, as well as the Construction Fund, the Debt Service
Fund, the Debt Service Reserve Fund, and the Rebate Fund for each bond issue.
Currently there are seventeen (17) outstanding bond issues and one (1) interest rate
swap agreement. The SCM provides all funding for the City wastewater system,
including system operations, capital improvements, maintenance, and debt service.

The accounting and auditing services are required, in part, in connection with the
issuance of wastewater system revenue bonds. At elections held in June 1987,
November 1988, and November 1992, the voters of the City of Los Angeles
approved the issuance of a total of $3.5 billion in debt to fund capital improvements
to the City’'s wastewater system. As of June 30, 2016, the SCM'’s outstanding
bonded indebtedness totaled approximately $2.54 billion. The General Resolution
through Council Action authorizes the issuance of subordinate obligations. Copies of
various General Resolutions are available for review in the Los Angeles City
Controller’s Office, 200 North Main Street, Suite 300.

The wastewater system is primarily supported through user fees, the most significant
of which are the Sewer Service Charge (SSC), the Sewer Facilities Charge (SFC),
and the Industrial Waste Surcharge (IWS). Additional revenue is generated through
contract payments from 27 subscribing agencies, miscellaneous user fees, and
federal and state grants. Audited financial statements for the fiscal year ended June
30, 2016 are available for review in the Public Works, Office of Accounting, 9th Floor,
200 North Spring Street, Los Angeles.
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G. Low and Moderate Housing Fund

SB341 allowed the City to designate a successor agency to wind down the affairs of,
or retain the assets and continue the functions of, the dissolved Community
Redevelopment Agency (CRALA). The law provided that the funds transferred from
the redevelopment agency along with funds generated from housing assets be
maintained in a separate Low and Moderate Income Housing Fund. Further, the law
requires successor agency to the CRALA to audit the financial statements of the
Low and Moderate Housing fund annually. The City designated the Housing and
Community Investment Department (HCIDLA) to be the successor agency to
CRALA.

H. McKinney Act Savings Fund

The City is also a recipient of the McKinney Act Savings Funds. The City is required
to audit the housing projects that receive the McKinney funds every three years. The
last audit was for the three years ending June 30, 2014. The audit for the three year
period covering July 1, 2014 through June 30, 2017 will be conducted during the
audit of Fiscal Year 2017 which is not included in the scope of this RFP.

l. Accounting and Payroll Systems

The City uses a financial and accounting system known as the Financial
Management System (FMS). FMS was developed by CGl, Inc. using AMS
Advantage Financials and includes modules for Accounts Receivable, Cost/Grant
and Project Accounting, General Ledger and Accounts Payable. All City financial
transactions involving the receipt and disbursement of funds, including SCM funds,
are processed through FMS. City employees are paid through a centralized payroll
system PaySR. PaySR tracks the employee pay rates, employee time and computes
their pay. The system also supports limited human resource functions and interfaces
with FMS. Approximately 40,000 employees are paid bi-weekly through this system.

J. Previous Audit

The following table summarizes the City’s annual and single audits fees and hours
for the past three years:

Year Firm Hours Proposed Total Contract Cost
2013-14 Macias, Gini & O’'Connel 6,050 $957,396 1
2014-15 Macias, Gini & O’'Connel 6,580 $984,968 2

" The 2013-14 audit hours and cost was increased to account for additional internal control reviews
caused by reduced City staffing in accounting and financial functions and the addition of the audits of the
Low and Moderate Housing Fund and McKinney Act Savings Fund.

2 The 2014-15 audit hours and cost includes increased scope associated with GSB 68 implementation
and the SSAE 16 audit.
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