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Independent Auditors’ Report on Internal Control over Financial Reporting and on Compliance and
Other Matters Based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards

The Honorable Mayor and City Council
City of Long Beach, California:

We have audited the financial statements of the governmental activities, the business-type activities, the
discretely presented component unit, each major fund, and the aggregate remaining fund information of the
City of Long Beach, California (the City) as of and for the year ended September 30, 2012, which
collectively comprise the City’s basic financial statements, and have issued our report thereon dated
March 29, 2013. Our report was modified to include a reference to another auditor and the City’s adoption
of Government Accounting Standards Board Statement No. 63, Financial Reporting of Deferred Outflows
of Resources, Deferred Inflows of Resources, and Net Position. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States. Another auditor audited the financial statements of the discretely presented component unit,
as described in our report on the City’s financial statements. This report does not include the results of the
other auditors testing of internal controls over financial reporting or compliance with other matters that are
reported on separately by that auditor.

Internal Control over Financial Reporting

Management of the City is responsible for establishing and maintaining effective internal control over
financial reporting. In planning and performing our audit, we considered the City’s internal control over
financial reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinion on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of
the City’s internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the City’s internal control over financial reporting.

A deficiency in internal control over financial reporting exists when the design or operation of a control
does not allow management or employees, in the normal course of performing their assigned functions; to
prevent, or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or
combination of deficiencies, in internal control over financial reporting, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented, or
detected and corrected, on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control over
financial reporting that might be deficiencies, significant deficiencies, or material weaknesses. We did not
identify any deficiencies in internal control over financial reporting that we consider to be material
weaknesses, as defined above.

KPMG LLP 1s a Delaware limited hability partnership,
the U.S. member firm of KPMG International Cooperative
1" KPMG International”), a Swiss entity



= BE==

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City’s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts,
and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

We noted certain matters that we reported to management of the City in a separate letter dated March 29,
2013.

This report is intended solely for the information and use of the City Council, management, others within

the City, federal awarding agencies, and pass-through entities, and is not intended to be and should not be
used by anyone other than these specified parties.

KPMe LLP

March 29, 2013
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20 Pacifica

Irvine, CA 92618-3391

Independent Auditor’s Report on Compliance with Requirements That Could Have a
Direct and Material Effect on Each Major Program and on Internal
Control over Compliance in Accordance with OMB Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations

The Honorable Mayor and City Council
City of Long Beach, California:

Compliance

We have audited the City of Long Beach, California’s (the City) compliance with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement that could have a direct and material effect on each of the City’s major federal programs for
the year ended September 30, 2012. The City’s major federal programs are identified in the summary of
auditors’ results section of the accompanying schedule of findings and questioned costs. Compliance with
the requirements of laws, regulations, contracts, and grants applicable to each of its major federal programs
is the responsibility of the City’s management. Our responsibility is to express an opinion on the City’s
compliance based on our audit.

The City’s financial statements include the operations of the Long Beach Transportation Company, a
discretely presented component unit, which received $10,042,516 in federal awards which is not included
in the schedule of expenditures of federal awards for the year ended September 30, 2012. Our audit,
described below, did not include the operations of the discretely presented component unit because the
Long Beach Transportation Company engaged other auditors to perform audits in accordance with OMB
Circular A-133.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and material effect on
a major federal program occurred. An audit includes examining, on a test basis, evidence about the City’s
compliance with those requirements and performing such other procedures as we considered necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit does
not provide a legal determination of the City’s compliance with those requirements.

In our opinion, the City of Long Beach, California complied, in all material respects, with the compliance
requirements referred to above that could have a direct and material effect on each of its major federal
programs for the year ended September 30, 2012. However, the results of our auditing procedures
disclosed instances of noncompliance with those requirements, which are required to be reported in
accordance with OMB Circular A-133 and which are described in the accompanying schedule of findings
and questioned costs as items F-12-01 through F-12-07.

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
{"KPMG International”), a Swiss entity
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Internal Control over Compliance

Management of the City is responsible for establishing and maintaining effective internal control over
compliance with the requirements of laws, regulations, contracts, and grants applicable to federal
programs. In planning and performing our audit, we considered the City’s internal control over compliance
with the requirements that could have a direct and material effect on a major federal program to determine
the auditing procedures for the purpose of expressing our opinion on compliance and to test and report on
internal control over compliance in accordance with OMB Circular A-133, but not for the purpose of
expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we do not
express an opinion on the effectiveness of the City’s internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material weakness in internal control over compliance is a deficiency,
or combination of deficiencies, in internal control over compliance, such that there is a reasonable
possibility that material noncompliance with a type of compliance requirement of a federal program will
not be prevented, or detected and corrected, on a timely basis.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be deficiencies, significant deficiencies, or material weaknesses. We did not identify
any deficiencies in internal control over compliance that we consider to be material weaknesses, as defined
above. However, we identified certain deficiencies in internal control over compliance that we consider to
be significant deficiencies as described in the accompanying schedule of findings and questioned costs as
items F-12-01 through F-12-07. A significant deficiency in internal control over compliance is a
deficiency, or combination of deficiencies, in internal control over compliance with a type of compliance
requirement of a federal program that is less severe than a material weakness in internal control over
compliance, yet important enough to merit attention by those charged with governance.

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, the business-type activities, the
discretely presented component unit, each major fund, and the aggregate remaining fund information of the
City as of and for the year ended September 30, 2012, and have issued our report thereon date March 29,
2013, which contained unqualified opinions on those financial statements. Our report was modified to
include a reference to another auditor who audited the City’s discretely presented component unit. Qur
audit was conducted for the purpose of forming our opinions on the financial statements that collectively
comprise the City’s basic financial statements. We have not performed any procedures with respect to the
audited financial statements subsequent to March 29, 2013. The accompanying schedule of expenditures of
federal awards is presented for purposes of additional analysis as required by OMB Circular A-133, and is
not a required part of the basic financial statements. Such information is the responsibility of management
and was derived from and relates directly to the underlying accounting and other records used to prepare
the basic financial statements. The information has been subjected to the auditing procedures applied in the
audit of the basic financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare the
basic financial statements or to the financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our opinion, the
schedule of expenditure of federal awards is fairly stated in all material respects in relation to the basic
financial statements as a whole.
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The City’s responses to the findings identified in our audit are described in the accompanying schedule of
findings and questioned costs. We did not audit the City’s responses, and accordingly, we express no
opinion on the responses.

This report is intended solely for the information and use of management, the City of Long Beach’s City
Council, others within the City, federal awarding agencies, and pass-through entities, and is not intended to
be and should not be used by anyone other than these specified parties.

KPMe P

June 24, 2013
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CITY OF LONG BEACH, CALIFORNIA
Notes to Schedule of Expenditures of Federal Awards
Year ended September 30, 2012

General

The accompanying schedule of expenditures of federal awards (the Schedule) presents the activity of all
federal financial assistance programs of the City of Long Beach, California (the City). All federal financial
assistance received directly from federal agencies, as well as federal financial assistance passed through to
the City by other government agencies, has been included in the accompanying Schedule. The Schedule
does not include federal expenditures of $10,042,516, for the year ended September 30, 2012 of the Long
Beach Transportation Company (LBTC), a discretely presented component unit of the City, as LBTC
engaged other auditors to perform audits in accordance with OMB Circular A-133. The City’s reporting
entity is defined in note 1 to the City’s basic financial statements.

Basis of Accounting

The accompanying Schedule is presented using the modified accrual basis of accounting. Such basis of
accounting is described in note 2 to the City’s basic financial statements.

Relationship to Federal Financial Reports

Amounts reported in the accompanying Schedule agree in all material respects with the amounts reported
in the related federal financial reports.

Community-Based Loan Programs

Total loans outstanding under the Community Development Block Grants (CDBG) — Entitlement Grants
Cluster, Home Investment Partnerships Program, and the Neighborhood Stabilization Program were
$5,004,387, $62,679,062, and $10,181,644 at September 30, 2012, respectively. The amounts included in
the accompanying Schedule consist of loans advanced to eligible participants of the programs and other
administrative costs for the year ended September 30, 2012. Program income of $3,743,093 generated
from the rental rehabilitation grants were used for eligible purposes under other affordable housing
activities. There were no continuing compliance requirements noted for this income, and therefore, these
loans have been excluded from the Schedule.

Food Instruments/Vouchers

Food instruments/vouchers expenditures represent the estimated value of the Special Supplemental
Nutrition Program for Women, Infants, and Children food instruments as communicated by the State
Department of Health Services distributed during the year. The food instruments/vouchers totaled
$19,414,956 but do not represent cash expenditures in the City’s basic financial statements for the year
ended September 30, 2012.

21 (Continued)



=

== === =

()

CITY OF LONG BEACH, CALIFORNIA
Notes to Schedule of Expenditures of Federal Awards
Year ended September 30, 2012

Payments to Subrecipients

Included in the Schedule are the following amounts passed through to subrecipients:

Amount
provided to
Program title CFDA numbers subrecipients
Supportive Housing Program 14.235 $ 4,558,420
Part E — Developing, Testing, and
Demonstrating Promising New Programs 16.541 112,616
H-1B Job Training Grants 17.268 174,574
Workforce Investment Act Cluster 17.258,17.259,17.260, and 17.278 581,108
National Clean Diesel Emissions Reduction
Program 66.039 1,373,409
Even Start-State Education Agencies 84.213 89,644
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CITY OF LONG BEACH, CALIFORNIA
Schedule of Findings and Questioned Costs
Year ended September 30, 2012

(1) Summary of Auditors’ Results

Basic Financial Statements

(a)

(b)

(©)

The type of report on the basic financial statements:

. Governmental activities: Unqualified.

. Business-type activities: Unqualified.

. Each major fund: Unqualified.

. Aggregate remaining fund information: Unqualified.

. Discretely presented component unit (Long Beach Transportation Company*): Unqualified.

X Another auditor audited the financial statements of the Long Beach Transportation
Company as described in our report on the City of Long Beach’s financial statements.

Internal control over financial reporting:

1 Material weakness(es) identified: No.

. Significant deficiencies identified that are not considered to be material weaknesses:
No.

Noncompliance that is material to the basic financial statements: No.

Federal Awards

(d)

©

®

(&
(h)

Internal control over major programs:

o Material weakness(es) identified: No.

® Significant deficiencies identified that are not considered to be material weaknesses:
Yes. See items F-12-01 through F-12-07.

The type of report issued on compliance for major programs: We have issued an unqualified
opinion on compliance related to each major program.

Any audit findings that are required to be reported in accordance with Section 510(a) of OMB
Circular A-133: Yes. See items F-12-01 through F-12-07.

Dollar threshold used to distinguish between Type A and Type B programs: $3,000,000
Major programs:

. Special Supplemental Nutrition Program for Women, Infants, and Children, CFDA number
10.557
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CITY OF LONG BEACH, CALIFORNIA
Schedule of Findings and Questioned Costs
Year ended September 30, 2012

° Community Development Block Grants — Entitlements Grants Cluster:
~ Community Development Block Grants/Entitlement Grants, CFDA number 14.218
— Neighborhood Stabilization Program, CFDA number 14.218

. Supportive Housing Program, CFDA number 14.235

o Home Investment Partnerships Program, CFDA number 14.239

) ARRA-Neighborhood Stabilization Program, CFDA number 14.256
. Section 8 Housing Vouchers, CFDA number 14.871

. Lead Hazard Control Cluster:

- ARRA-Lead-Based Paint Hazard Control in Privately Owned Housing, CFDA number
14.907

- ARRA-Healthy Homes Demonstration Grant Program, CFDA number 14.908

. Airport Improvement Program, CFDA number 20.106
. Highway Planning and Construction Programs:
— Highway Planning and Construction, CFDA number 20.205
— Safe Routes to School, CFDA number 20.205
— ARRA-Highway Planning and Construction, CFDA number 20.205
— ARRA-Caltrans, CFDA number 20.205

. Port Security Grant Program, CFDA number 97.056
° Homeland Security Grant Program, CFDA number 97.067
. ARRA-Port Security Grant Program, CFDA number 97.116
(1)  Auditee qualified as a low-risk auditee under Section 530 of OMB Circular A-133: Yes.

Findings Relating to the Basic Financial Statements Reported in Accordance with Government
Auditing Standards

None noted.

24 (Continued)



B=3

(&)

CITY OF LONG BEACH, CALIFORNIA
Schedule of Findings and Questioned Costs

Year ended September 30, 2012

Findings and Questioned Costs Relating to Federal Awards
F-12-01 Eligibility
Program Information

Federal Program

Special Supplemental Nutrition Program for Women, Infants, and Children, CFDA number 10.557

Federal Grant Award Number and Grant Period

Federal grant number Grant period Location
08-85418 A02 10/1/2008 to 9/30/2011 Department of Health and
Human Services
11-10440 10/1/2011 to 9/30/2014
Federal Agency

Department of Agriculture Food and Nutrition Service

Pass-Through Agency

State of California Department of Health Services

Specific Requirements

California Department of Public Health
WIC Program Manual
Section 200 — Nutrition Assessment and Certification

200-210: Eligibility Requirements

210-11 Determining Biochemical Nutrition Need for All Categories Required procedures:

L If a biochemical result is not provided at certification or enrollment, the LA 1s required

to obtain the biochemical results within 90 days.

Condition and Context

In accordance with WIC Program Manual 210-11, a blood test must be taken at enrollment as well as on a
yearly basis for recertification purposes. We sampled a total of 65 participants, of which 2 participants

hematological test was taken beyond the required time period of 90 days.
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CITY OF LONG BEACH, CALIFORNIA
Schedule of Findings and Questioned Costs
Year ended September 30, 2012

Questioned Costs

$156

Two participants were found to have received monthly vouchers during periods of ineligibility. The
aggregate period of ineligibility was equivalent to 2.5 months. The average voucher cost according to the
California Department of Health was $62.45 (2.5 x $62.45 = $156).

Cause and Effect

Eligibility requirements are established so that benefits of the WIC program will be distributed in
accordance with priority levels set by participant needs. Adequate monitoring controls do not appear to be
in place to ensure that participants comply with the eligibility provisions noted in the grant agreement. As a
result, participants received monthly vouchers during periods of ineligibility.

Recommendation

We recommend that management implements policies and procedures to strengthen existing internal
controls to ensure eligibility is properly documented when verified to ensure eligibility requirements are
properly followed. Additionally, we recommend that the annual self-auditing is not frequent enough to
catch errors in a timely manner and that the procedure be performed more frequently.

Views of Responsible Officials and Planned Corrective Action

The City has not and will not intentionally implement practices or policies that are inconsistent with OMB
Circular A-133 or the WIC program manual. The Department of Health and Human Services (DHHS) has
and continues to take measures to improve their management of the grant. Over the past few years the City
has hired registered nurses to provide free hemoglobin testing to WIC participants without health insurance
and invested in hemoglobin test equipment for each site and trained staff on use of the equipment.

As quoted in these findings from the WIC Program Manual, WIC participants have 90 days to provide an
up-to-date hemoglobin test result. This test has been cumbersome to provide because it involves a pin
prick, blood and a trained nurse to provide the test. If a nurse was not available, the participant would have
to schedule a separate visit for the test. Often times the participant would not be able to return for the test
within the 90 days. There is now new testing equipment called the Masimo Pronto that is noninvasive,
quick and provides immediate results without the need of a nurse to administer. DHHS is in the process of
acquiring Masimo Pronto hemoglobin test equipment for each site by August 2013. This will allow a
participant to be tested if they do not have a primary health care provider for this service.
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CITY OF LONG BEACH, CALIFORNIA
Schedule of Findings and Questioned Costs
Year ended September 30, 2012

F-12-02 Eligibility
Program Information

Federal Program
ARRA Neighborhood Stabilization Program, CFDA Number. 14.256

Federal Grant Award Number and Grant Period
Federal grant number Grant period Location

B-09-CN-CA-0045 2/11/2010 to 2/11/2013 Department of
Development Services

Federal Agency
Department of Housing and Urban Development

Pass-Through Agency
N/A

Specific Requirements

Department of Housing and Urban Development Docket No. FR-5321-N-01

Notice of Fund Availability (NOFA) for the Neighborhood Stabilization Program 2 under the American
Recovery and Reinvestment Act, 2009

Current market appraised value: The current market appraised value means the value of a foreclosed upon
home or residential property that is established through an appraisal made in conformity with the appraisal
requirements of the URA at 49 CFR 24.103 and completed within 60 days prior to an offer made for the
property by a recipient, subrecipient, developer, or individual homebuyer; provided, however, if the
anticipated value of the proposed acquisition is estimated at $25,000 or less, the current market appraised
value of the property may be established by a valuation of the property that is based on a review of
available data and is made by a person the recipient determines is qualified to make the valuation.

Condition and Context

In accordance with the Department of Housing and Urban Development’s Notice of Funds Available, an
appraisal must be completed within 60 days prior to an offer made for the property by a the City. In our
sample of 8 properties out of 13 total, we noted an appraisal for one properly was completed 77 days prior
to making an offer.

Questioned Costs

None noted
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CITY OF LONG BEACH, CALIFORNIA
Schedule of Findings and Questioned Costs
Year ended September 30, 2012

Cause and Effect

Eligibility requirements are established so that benefits of the program will be distributed in accordance
with HUD standards. Adequate monitoring controls do not appear to be in place to ensure that the City
complies with the eligibility provisions noted in the grant agreement.

Recommendation

We recommend that management implements policies and procedures to strengthen existing internal
controls to ensure eligibility is properly documented when verified to ensure eligibility requirements are
properly followed.

Views of Responsible Officials and Planned Corrective Action

The finding referenced above is a concurrence of a finding that was previously noted by the Office of the
Inspector General (OIG) during their audit. The OIG audit culminated with their September 21, 2012 Audit
Report, No. 2012-LA-1012, to the Department of Housing and Urban Development (HUD).

Subsequently, on March 13, 2013, the City, in its response to HUD management decision letter dated
December 27, 2012, outlined and submitted a change in policy and procedure to address this particular
finding mentioned in this single audit report. The changes are documented in the City’s NSP2 Process
Changes and Policy Additions/Clarification Manual. In addition, the changes were communicated to staff
via written communication.

The manual states:

. Residential appraisal reports must be completed within 60 days of the date escrow is opened as
evidenced by the date of Confirmation of Acceptance of the Agreement between Buyer and Sell
under the Escrow Holder Acknowledgement on the California Residential Purchase Agreement

. If closing does not occur before the 60 days has expired, an update to the initial appraisal is required
and shall be submitted to the City within five (5) business days of the Effective Date of Appraisal.

. Appraisals exceeding 120 days will be considered invalid and require the submission of a new
appraisal to the City
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CITY OF LONG BEACH, CALIFORNIA
Schedule of Findings and Questioned Costs
Year ended September 30, 2012

F-12-03 Special Tests and Provisions
Program Information
Federal Program

Section 8 Housing Choice Vouchers, CFDA number 14.871

Federal Grant Award Number and Grant Period

Federal grant number Grant period Location
CA068VO 10/1/2011 to 9/30/2012 Housing Authority
Federal Agency

Department of Housing and Urban Development (HUD)

Pass-Through Agency
N/A

Specific Requirement

Code of Federal Regulations: Title 24 — Housing and Urban Development, Section 982.405 — Public
Housing Authority (PHA) initial and periodic unit inspection states: (a) The PHA must inspect the unit
leased to a family prior to the initial term of the lease, at least annually during assisted occupancy, and at
other times as needed, to determine if the unit meets the Housing Quality Standard (HQS).
(See 982.305(b)(2) concerning timing of initial inspection by the PHA.) (b) The PHA must conduct
supervisory quality control Housing Quality Standards inspections. (c) In scheduling inspections, the PHA
must consider complaints and any other information brought to the attention of the PHA. (d) The PHA
must notify the owner of defects shown by the inspection and (¢) The PHA may not charge the family or
owner for initial inspection or reinspection of the unit.

Code of Federal Regulations: Title 24 — Housing and Urban Development, Section 982.158 — Program
accounts and records states:

(a) The PHA must maintain complete and accurate accounts and other records for the program in
accordance with HUD requirements, in a manner that permits a speedy and effective audit. The
records must be in the form required by HUD, including requirements governing computerized or
electronic forms of record-keeping. The PHA must comply with the financial reporting requirements
in 24 CFR part 5, subpart H.

(b) The PHA must furnish to HUD accounts and other records, reports, documents, and information, as
required by HUD. For provisions on electronic transmission of required family data, see 24 CFR
part 908.

(c) HUD and the Comptroller General of the United States shall have full and free access to all PHA
offices and facilities, and to all accounts and other records of the PHA that are pertinent to
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CITY OF LONG BEACH, CALIFORNIA
Schedule of Findings and Questioned Costs
Year ended September 30, 2012

administration of the program, including the right to examine or audit the records, and to make
copies. The PHA must grant such access to computerized or other electronic records, and to any
computers, equipment, or facilities containing such records, and shall provide any information or
assistance needed to access the records.

The PHA must prepare a unit inspection report.

During the term of each assisted lease, and for at least three years thereafter, the PHA must keep:
(1) A copy of the executed lease;

(2) The Housing Assistance Payment (HAP) contract; and

(3) The application from the family.

The PHA must keep the following records for at least three years:

(1) Records that provide income, racial, ethnic, gender, and disability status data on program
applicants and participants

(2) An application from each ineligible family and notice that the applicant is not eligible

(3) HUD-required reports

(4)  Unit inspection reports

(5) Lead-based paint records as required by part 35, subpart B of this title

(6) Accounts and other records supporting PHA budget and financial statements for the program

(7) Records to document the basis for PHA determination that rent to owner is a reasonable rent
(initially and during the term of a HAP contract)

(8) Other records specified by HUD

Code of Federal Regulations: Title 24 — Housing and Urban Development, Section 982.404 ~Maintenance:
Owner and family responsibility; PHA remedies states:

(a)

Owner obligation:
(1) The owner must maintain the unit in accordance with Housing Quality Standards.

(2) If the owner fails to maintain the dwelling unit in accordance with HQS, the PHA must take
prompt and vigorous action to enforce the owner obligations. PHA remedies for such breach of
the HQS include termination, suspension, or reduction of housing assistance payments and
termination of the HAP contract.

(3) The PHA must not make any housing assistance payments for a dwelling unit that fails to meet
the HQS, unless the owner corrects the defect within the period specified by the PHA and the
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CITY OF LONG BEACH, CALIFORNIA
Schedule of Findings and Questioned Costs
Year ended September 30, 2012

PHA verifies the correction. If a defect is life threatening, the owner must correct the defect
within no more than 24 hours. For other defects, the owner must correct the defect within no
more than 30 calendar days (or any PHA-approved extension).

(4) The owner is not responsible for a breach of the HQS that is not caused by the owner, and for
which the family is responsible (as provided in § 982.404(b) and § 982.551(c)) (however, the
PHA may terminate assistance to a family because of HQS breach caused by the family).

(b) Family obligation:
(1)  The family is responsible for a breach of the HQS that is caused by any of the following:

(1)  The family fails to pay for any utilities that the owner is not required to pay for, but
which are to be paid by the tenant.

(it)  The family fails to provide and maintain any appliances that the owner is not required to
provide, but which are to be provided by the tenant.

(iif) Any member of the household or guest damages the dwelling unit or premises (damages
beyond ordinary wear and tear).

(2) If an HQS breach caused by the family is life threatening, the family must correct the defect
within no more than 24 hours. For other family caused defects, the family must correct the
defect within no more than 30 calendar days (or any PHA-approved extension).

Condition and Context

Under 24 CFR Section 982.404(a)(3), the City is required to abate HAP beginning no later than the first of
the month following the specified correction period or must terminate the HAP contract if the owner does
not correct the cited HQS deficiencies. Of the 40 selections over abated participants, there were two cases
where participants received housing assistance payments the month after they were abated.

Questioned Costs

$1,893

This amount represents the total annual housing assistance payments paid to the participants that did not
have the required reinspection during fiscal year 2012,

Cause and Effect

Adequate monitoring controls are in place but do not appear to be operating effectively to ensure that the
abated participants do not receive the following month’s housing assistance payment, which resulted in the
findings noted above.
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CITY OF LONG BEACH, CALIFORNIA
Schedule of Findings and Questioned Costs
Year ended September 30, 2012

Recommendation

We recommend that the City implement policies and procedures to ensure abated participants do not
receive the following month HAP payment, and that subsequent adjustments are made to recover
overpayment amounts.

Views of Responsible Officials and Planned Corrective Actions

The City and Housing Authority of the City of Long Beach (HACLB) has not and will not intentionally
implement controls, policies or procedures that are inconsistent with OMB Circular or the Housing and
Urban Development Grant Regulations. For the two (2) cases noted in the finding the inspections did occur
timely and the owner was properly cited for not being in compliance. Due to staff oversight overpayment
letters did not go out and funds were not recaptured in a timely manner. As of this date, the funds have
been received.

To further explain the process, previously abatements required the manual intervention of staff to enter into
the system and calculate the correct amount to deduct based on the prorated rent amount for the month.
This required reviewing the certification for the correct subsidy amount and the number of days for the
month. While we have had challenges in this area over the years, improvement has been shown but human
oversight or error of this very manual process has occurred. To ensure that abated owners do not receive
Housing Assistance Payment (HAP), HACLB implemented the use of automatic HAP Abatements and
adjustments effective March 2013 as a result of new software capability.

With the new enhancement to the Elite software, once the second fail is entered into the system, the
software automatically abates payment for any future HAP. Once the abatement is cured due to a passed
inspection or a cancelled inspection, the inspection documents are reviewed by the Housing Assistance
Coordinator. The Housing Assistance Coordinator updates the abatement in the Elite system by entering
the second failed inspection date and the pass date. The automated adjustment uses the failed and passed
dates to calculate and deduct overpaid HAP during the abatement period and releases outstanding HAP to
the payee. The process no longer requires the manual placement of the abatement and manual calculation
of the pro-rated rent; the process is automated when the inspector uploads field inspections. The system
then automatically checks for the correct amount of HAP in the effective certification and pro-rates the
amount across the correct months using the correct number of days in the month.

The automatic adjustment is then reviewed and approved in the check processing procedure by the
Housing Assistance Coordinator/Inspections Supervisor. The Housing Assistance Officer does final review
and approval. For those abatements that remain outstanding beyond the Lease Contract Termination date
an overpayment letter is sent. The Inspections Clerk via an Elite report identifies these outstanding
abatements. The Inspections Clerk ends the abatement as of the Lease Contract Termination date thus
generating an automatic negative adjustment. The adjustment is for any HAP already paid as a result of an
abatement that commences after payment is rendered for the prior month. Because the contract has
terminated the owner is not due any future HAP for this unit, however the negative adjustment ensures
repayment against any other participating unit. The owner is sent an overpayment letter. If the owner does
not remit the funds and has no other participating units on the program, the negative adjustment remains on
the check register should the owner return to the program with new properties in the future or until
according to policy the debt is written off. In addition, the HACLB was recently approved for the state
intercept program, which will capture any funds due to the owner of record by the State of California and
remit payment to the HACLB for the overpaid HAP.
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CITY OF LONG BEACH, CALIFORNIA
Schedule of Findings and Questioned Costs
Year ended September 30, 2012

F-12-04 Reporting
Program Information
Federal Program

Airport Improvement Program, CFDA number 20.106

Federal Grant Award Number and Grant Period

Federal grant number Grant period Location
AIP 3-06-0127-037-2011 9/13/2011 to 9/13/2015
Long Beach Airport
AIP 3-06-0127-038-2011 9/13/2011 to 9/13/2015
Federal Agency

Department of Transportation

Pass-Through Agency
N/A

Specific Requirement

AIP Handbook, Chapter 13 Section 1300, General

The AIP program has drawn criticism that AIP funds under grant are idle while critical projects are not
funded because of a shortage of funds. One measurement that a project is progressing acceptably is the
regularity that grant payments are being made or drawn down to reimburse for project accomplishments.
When grant funds are drawn down regularly, this would prove that the funds are not idle. To facilitate
reaching this stage, the FAA Airports Office requests that each AIP grantee request or initiate a draw down
grant payment for project accomplishments every 30 days during the course of the project life. This 30-day
requirement can be waived when the accomplishments are not significant enough to warrant a grant
payment, i.e., less than $10,000. However, a request for or a drawdown of a grant payment will be required
within 30 days after the end of each federal fiscal year to cover all accrued grant costs from the prior fiscal
year that have not been reimbursed. This would give an accounting of the year-end status of each project.

Federal Aviation Authority (FAA) Order 5100.38B, Section 25, Disbursement of Funds, Subsection f,
Discretionary Funds

(2) The sponsor must be able to commence the work on projects using discretionary funds during the
same fiscal year as the grant agreement or within 6 months, whichever is later. Regions should
ensure project schedules are realistic. (When a project has been delayed, see Paragraph 1151 on
suspension of the grant, if appropriate.) For purposes of this provision, regions should construe.

“commence the work” to mean:
(a) Initiation of the effort for projects with planning or design;
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CITY OF LONG BEACH, CALIFORNIA
Schedule of Findings and Questioned Costs
Year ended September 30, 2012

(b) Initial title search or other preliminary work for land projects;
(c) Physically underway for construction or noise compatibility implementation; and
(d) Execution of the purchase contract for equipment projects.

Condition and Context

Under the Airport Improvement Program Handbook, Chapter 13, the City is required to submit
reimbursement requests on a monthly basis unless the cumulative expenses are less than $10,000. Under
FAA order 5100.38B, the City is required to complete reimbursement requests to the grantor no later than
six months of project approval. In our review, we noted that expenditures for project No. 37 incurred
between March 2011 and December 2011 totaling $19,652 were submitted in January 2012. The
expenditures should have been reported in September 2011 as the total expenditures were greater than
$10,000. In addition, we noted that expenditures for project No. 38 should have been reported no later than
6 months after the approval of the project. However, we noted that the expenditure reports were submitted
for 18 months from the date of project approval.

Questioned Costs

None noted.

Cause and Effect

Adequate monitoring controls are in place but do not appear to be operating effectively to ensure that the
reimbursement requests are submitted within the required time frame.

Recommendation

We recommend that City implement policies and procedures to ensure reports are submitted when required
as expenditures are incurred on grants.

Views of Responsible Officials and Planned Corrective Actions

The City has not and will not intentionally implement practices or policies that are inconsistent with OMB
Circular A-133 or the FAA Airport Improvement Program. With both grants the delays were due to either
new processes or contract negotiations.

AIP 38 is a planning grant requiring the hiring of a consultant for the technical expertise. Due to lengthy
negotiations between the City, the FAA and the consultant related to the proposal submitted by the
consultant and the consulting contract prepared by the City, minimal charges occurred, thus no expenditure
report was submitted. After the notice to proceed was submitted to the consultant there was ongoing
communication on the formatting of the documentation between the consultant, the City, and the FAA.
Both the contract negotiations and documentation formatting delayed the overall process of reporting on an
ongoing basis. Once all parties were in agreement, the reporting proceeded on a regular basis. The City has
been and will continue to report this grant on a monthly basis, in compliance with the agreement.
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AIP 37 was awarded September 201 1. The initial reimbursement was for design work, which per the FAA
requirements, must be completed prior to a grant award. As a result of past internal procedures the request
for reimbursement of these expenses were delayed in billing until January 2012. From initial
reimbursement reporting the City has continued to bill on a monthly basis as documented per the FAA
agreement.

The City will work on strengthening internal procedures for monthly billing in accordance with FAA
requirements
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F-12-05 Special Tests and Provisions
Program Information
Federal Program

Airport Improvement Program, CFDA number 20.106

Federal Grant Award Number and Grant Period

Federal grant number Grant period Location
AIP 3-06-0127-035-2010 8/11/2010 to 8/11/2014
AIP 3-06-0127-036-2011 3/11/2011 to 3/11/2015 Long Beach Airport
AIP 3-06-0127-037-2011 9/13/2011 to 9/13/2015
Federal Agency

Department of Transportation (DOT)

Pass-Through Agency

N/A

Specific Requirement

Grant Agreement between the City of Long Beach, California and the Federal Aviation Authority (FAA)
Attachment A: Special Conditions

3-Construction Management Program: The Sponsor agrees to perform the following:

a.  Furnish a construction management program to FAA prior to the start of construction, which shall
detail the measures and procedures to be used to comply with the quality control provisions of the
construction contract, including, but not limited to, all quality control provisions and tests required
by the federal specifications. The program shall include as a minimum:

(1)  The name of the person representing the Sponsor who has overall responsibility for contract
administration for the project and the authority to take necessary actions to comply with the
contract,

(2) Names of testing laboratories and consulting engineer firms with quality control
responsibilities on the project, together with a description of the services to be provided;

(3) Procedures for determining that testing laboratories meet the requirements of the American
Society of Testing Materials standards on laboratory evaluation, referenced in the contract
specifications (D3666 and C1077);

(4)  Qualifications of engineering supervision and construction inspection personnel;

36 (Continued)



== E==3 B

CITY OF LONG BEACH, CALIFORNIA
Schedule of Findings and Questioned Costs
Year ended September 30, 2012

(5) A listing of all tests required by the contract specifications, including the type and frequency
of tests to be taken, the method of sampling, the applicable test standard, and the acceptance
criteria or tolerances permitted for each type of test; and

(6) Procedures for ensuring that the tests are taken in accordance with the program, that they are
documented daily, that the proper corrective actions, where necessary, are undertaken.

Condition and Context

The City is required to provide the grantor with a Construction Management Program (CMP) prior to the
start of any construction. In our testwork, we noted that construction for projects Nos. 36 and 37 began in
fiscal year 2012 and construction for project No. 35 continued in 2012. These three projects represent
100% of the population of projects with construction expenses in fiscal year 2012. We note that no CMPs
were submitted to the FAA for any of the projects. However, the CMPs were completed by the City.
Subsequent to our testing, management submitted the CMPs to the FAA.

Questioned Costs

None noted.

Cause and Effect

Adequate monitoring controls are in place but do not appear to be operating effectively to ensure that the
proper documentation is submitted to the granting agency.

Recommendation

We recommend that City implement policies and procedures to that required documentation is provided to
the granting agency.

Views of Responsible Officials and Planned Corrective Actions

The City has not and will not intentionally implement practices or policies that are inconsistent with OMB
Circular A-133 or the FAA Airport Improvement Program.

During fiscal year 2012, the engineer in charge of the FAA grants resigned from the City. After the
resignation of the engineer in charge, her duties including the AIP grants, were transitioned to other
engineers within the City’s Airport Department. The CMP documents required were completed and on file
with the City’s Public Works Department and believed by the engineers taking over the AIP grants to have
been transmitted to the FAA. Only after the fact was it discovered that the CMP documents had not been
transmitted to the FAA. As of this date, CMP reports have been submitted for all AIP funded projects.

Currently, all active FAA Airport Improvement Projects are under the direction of Airport staff. Airport
staff is working closely with the Public Works Department to meet all FAA grant requirements and follow
the existing FAA policies and procedures for any open projects and all future FAA funded projects.
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F-12-06 Special Tests and Provisions

Program Information

Federal Program

Highway Planning and Construction Program, CFDA number 20.205

Federal Grant Award Number and Grant Period

Federal grant number Grant period Location
RPSTPLE-5108(080) 2007-2008 Public Works
Federal Agency

Department of Transportation (DOT)

Pass-Through Agency

State of California Department of Transportation

Specific Requirement

In the agreements between the Department of Transportation and the City of Long Beach, the City is
required to submit the final report documents that collectively constitute a “Report of Expenditures” within
one hundred eighty (180) days of the Project completion. Failure of the administering agency to submit a
“Final Report of Expenditures” within 180 days of the project completion will result in the State imposing
sanctions upon the administering agency in accordance with the current Local Assistance Procedures
Manual.

Condition and Context

Under 24 CFR Section 982.404(a)(3), the City is required to complete the Final Report of Expenditures
within in 180 days after the project is completed. In our sample of 5, which represents 100% of the
population, one of the reports which was submitted 248 days late.

Questioned Costs
None noted.

Cause and Effect

Adequate monitoring controls are in place but do not appear to be operating effectively to ensure that the
close out reports are submitted within the required time frame.

Recommendation

We recommend that City implement policies and procedures to ensure reports are submitted when
required.

38 (Continued)



—t

= E=3 E=1

=3 B=1] Be=3

CITY OF LONG BEACH, CALIFORNIA
Schedule of Findings and Questioned Costs
Year ended September 30, 2012

Views of Responsible Officials and Planned Corrective Actions

The City has not and will not intentionally implement a practice or policy that is inconsistent with OMB
Circular A-133 or a grant agreement. There was a lapse in communication between City Departments as to
how to define the completion date for a project. This shortcoming impacted the timely submission of
documentation between departments as well as the timely submission of the Final Report of Expenditures
to the grantor.

The Department of Financial Management (FM) completes the Final Report of Expenditures in
cooperation with the Department of Public Works (PW). The Departments have been working together to
improve the current procedures to ensure either the timely submission of the Final Report of Expenditures
consistent with OMB guidance or an approved extension for submitting the Final Report of Expenditures.

As a corrective action, late in fiscal year 2012 FM implemented an internal department procedure to review
financial system data for all open projects each month for activity. For any projects that do not have any
activity noted for a 30 to 60 day period, FM will inquire from PW the status of the project with the intent
on identifying projects that have been completed and initiating the Final Report of Expenditures process. In
cases where the Final Report of Expenditure cannot be submitted within the 180 days of project
completion, FM will work with the grantor on any necessary actions to be taken.

In addition, in June of 2012, the requirement for PW to submit to FM the Notice of Completion as
provided by the County Assessor’s Office within 10 days of receipt has been formalized. Once FM has
received the Notice of Completion, FM will proceed in obtaining and processing all appropriate
documentation needed to complete and submit the Final Report of Expenditures.
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F-12-07 Special Tests and Provisions
Program Information
Federal Program

Homeland Security Grant Program, CFDA number 97.067

Federal Grant Award Number and Grant Period

Federal grant number Grant period Location
2009-0019 9/30/2009 to 7/31/2012 Emergency Services
Building
Federal Agency

Departments of Homeland Security

Pass-Through Agency

The State of California — California Emergency Management Agency and passed through the County of
Los Angeles

Specific Requirement

Agreement No. C-118454 between the City of Long Beach and the City of Los Angeles, Title II: Terms
and Services to be provided, part 202 — Use of Grant Money, subpart (G)(6).

§202 (G)(6) Subrecipients must obtain performance bonds for any equipment item over $250,000, or any
vehicle, aviation, or watercraft (regardless of cost) financed with UASI funds.

Condition and Context

The City is required to have obtained performance bonds for all vehicles, aviation, or watercrafts,
regardless of cost and equipment over $250,000. In our testwork, we noted two items, which represents
50% of the population, for which the City had not obtained a performance bond.

Questioned Costs

$29,765

This represents the cost of the two equipment items purchased where the City did not obtain a performance
bond.

Cause and Effect

Adequate monitoring controls are in place but do not appear to be operating effectively to ensure that the
all items required items, including performance bonds are obtained prior to requesting the use of grant
funds.
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Recommendation

We recommend that City implement policies and procedures to ensure that all required documents are
obtained.

Views of Responsible Officials and Planned Corrective Actions

The City has not and will not intentionally implement controls, policies, or procedures that are inconsistent
with the OMB Circular 133 or the Urban Area Security Initiative Program. The City continues to develop
policies and procedures to improve monitoring controls to ensure that it meets its requirement to obtain
performance bonds as noted in this finding as well as all grant requirements. As a part of these efforts, the
bonding requirements and any requirements specific to the grant have been communicated and emphasized
to all department-level program managers. The City Purchasing Agent has been notified of all grant
purchasing requirements such as the bonding requirements. Further, all grant requirements are highlighted
at monthly grant coordination meetings as needed. These new procedures help ensure the City will meet all
requirement in future reporting periods.

The City notes that while it understands the requirements of the grant, all procurements subject to this
finding were completed within the performance period of the grant. The City received all equipment prior
to making payment to its suppliers and, subsequently, requesting reimbursement from the grantor. This
effectively mitigated any financial exposure to the City or the grantor that would have otherwise been
covered by a performance bond.
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