Beverly Hills City Council Liaison / Audit Committee will conduct a Special
Meeting, at the following time and place, and will address the agenda listed
below:

CITY HALL
455 North Rexford Drive
Beverly Hills, CA 90210
4" Floor, Conference Room A

Thursday, December 20, 2018
4:00 PM

AGENDA

1) Public Comment
a. Members of the public will be given the opportunity to directly address the
Committee on any item not listed on the agenda.

2) Action Plan for Building the City of Beverly Hills Auditor’s Office

3) Adjournment

Lourdes Sy-Rodriguez, Assistant City Clerk

Posted: December 19, 2018

A DETAILED LIAISON AGENDA PACKET IS AVAILABLE FOR REVIEW IN THE LIBRARY AND CITY
CLERK’S OFFICE.

2 &

In accordance with the Americans with Disabilities Act, Conference Room A is wheelchair accessible. If
you need special assistance to attend this meeting, please call the City Manager's Office at (310) 285-
1014 or TTY (310) 285-6881. Please notify the City Manager's Office at least twenty-four (24) hours prior
to the meeting if you require captioning service so that reasonable arrangements can be made.



http://worldtheater.csumb.edu/site/Images/worldtheater/ADA symbol AssListen for Charlotte.jpg
http://www.atnet.org/news/2003/images/Wheelchair_Access.jpg

STAFF REPORT

Meeting Date: December 20, 2018

To: City Council Audit Committee Liaisons

From: Eduardo Luna, City Auditor

Subject: Action Plan for Building the City of Beverly Hills Auditor’s Office
Attachments: 1. City Auditor Handbook

2. Potential FY 2018-19 Audits

RECOMMENDATION

The City Auditor recommends that the City Council Audit Committee review and provide direction on
the proposed framework for building the Office of the Auditor, including establishing guiding principles,
allocating audit resources, and initiating and completing performance audits of City departments,
programs, and processes.

INTRODUCTION

The Office of the City Auditor is a newly-established department in the City of Beverly Hills. The City
Auditor reports directly to the City Council. This document provides a framework for establishing a high-
performing audit function. This framework consists of three main components: establishing guiding
principles, allocating audit resources, and implementing an audit approach. Contained within the
framework are nine specific elements which are shown in the following table.



1. Developing a mission and values statement for the Office of the
City Auditor.

Guiding 2. Selecting Auditing Standards to follow.

Principles

3. Creating an Auditing Handbook and appropriate audit
protocols.

4. Developing an annual budget and staffing plan.

Audit Resources

5. Implementing a Fraud Hotline.

6. Developing an annual audit work plan.
Audit Approach

7. Establishing communication expectations and protocols.

8. Establishing performance metrics.

9. Implementing an audit recommendation follow up process.

BACKGROUND

On June 20, 2017, the Beverly Hills City Council held a study session to discuss the establishment of an
independent auditor’s office. The expectation would be that the Office of the City Auditor would be
responsible for conducting independent internal audits and examining best management practices for
City programs. The position would report to the City Council. On August 8, 2017, the City Council
discussed a proposed ordinance and structure for establishing the Office of the City Auditor. The
ordinance spelled out the City Auditor’s reporting structure, qualifications, duties, reporting, and access
to information.

On September 5, 2017, the City Council adopted Ordinance 17-0-2736%, which created the Office of the
City Auditor. The ordinance established that the City Council:

e appoints the City Auditor, who would serve at the pleasure of the City Council;
e directly supervise and control the City Auditor; and
e establish staffing and budget for the Office of the City Auditor

* Effective October 6, 2017.



Duties of City Auditor

The Office of the City Auditor is an independent office that reports to and is accountable to the City
Council. Under Beverly Hills Municipal Code Title 2—Administration, Personnel, and Procedures,
Chapter 3, Article 13 Office of the City Auditor:

Shall have authority to conduct financial and performance audits of all departments, offices,
boards, commissions, activities, and programs of the City in order to determine both
independently and objectively whether:

1. Programs and activities have been appropriately authorized and are being conducted and
funds expended in compliance with applicable laws;

2. The department and/or staff are acquiring, managing, protecting and using resources,
including public funds, personnel, property, equipment, and space economically, efficiently,
equitably, and effectively and in a manner consistent with the objectives intended by this
Code, State law or applicable Federal law or regulation;

3. The City, programs, activities, functions, or policies are effective, including the identification
of any causes of inefficiencies or uneconomical practices;

4. The desired result or benefits are being achieved;

5. Financial and other reports are being provided that disclose fairly, accurately, and fully all
information required by law, to ascertain the nature and scope of programs and activities,
and to establish a proper basis for evaluating the programs and activities including the
collection of, accounting for, and depositing of, revenues and other resources;

6. Management has established adequate operating and administrative procedures and
practices, systems or accounting internal control systems and internal management controls;
and

7. There exist indications of fraud, abuse or illegal acts which require further investigation

ESTABLISHING GUIDING PRINCIPLES

The foundation of all audit organizations is having a mission and value statement and following auditing
standards. These elements together with the audit charter or enabling legislation empower the auditor
to initiate audits of their organization in a manner that will ensure independent, objective, and accurate
assessments of performance. An audit handbook provides staff with guidance on implementing the
mission statement and auditing standards to ensure audits are done in a consistent manner.

1. Mission and Values Statement

It's imperative that every organization have a mission and values statement that communicates why the
organization does what it does. The Office of the City Auditor needs a mission statement to
communicate to the public its purpose for being. A potential mission statement could state—

To advance accountable, efficient, and effective government through independent and objective
audits that ensure the community receives the highest quality services, and ensure that public
funds are expended in a transparent, and appropriate manner.



In addition, the Office of the City Auditor should establish a values statement. A proposed values
statement could state the following:

Act with high ethics, integrity,independence, and objectivity.

Provide timely, objective, fair, and accurate reviews of City programs.
Propose achievable solutions after identifying areas forimprovement.
Work collaboratively with staff to achieve results that improve governance.
Adhere to Government Auditing Standards.

Fully commit to every project.

Recommendation #1

The City Auditor should adopt the stated mission and values statement.

2. Auditing Standards

In order to ensure there is public trust in the audit process and that the audit work is beyond reproach,
audits should always be conducted under professional standards. There are two different professional
standards that are applicable for conducting performance audits. First, the U.S. Government
Accountability Office promulgates Generally Accepted Government Auditing Standards (GAGAS), as
provided in Government Auditing Standards, December 2011 Revision—more commonly referred to as
the Yellow Book.> These standards are applicable for conducting financial and performance audits of
government organizations, programs, and policies. These standards cover issues such as independence,
professional judgement, competence, and quality assurance which are applicable for audit planning,
conducting audit fieldwork, and reporting audit results. The Comptroller General states that
“Government Auditing Standards provide a framework for performing high-quality audit work with
competence, integrity, objectivity, and independence to provide accountability and to help improve
government operations and services.”® These standards are applicable for conducting audits of
government activities and programs.

Second, the Institute of Internal Auditors (IIA) publishes the Standards for the Professional Practice of
Internal Auditors. These technical standards are used in all types of organizations throughout the world.
These standards and guidelines are known as the “Red Book.” These standards have similarities and
overlap with Government Auditing Standards, but have some differences regarding reporting, audit
committee communication, consulting, and risk assurance.

2 The December 2011 revision of Government Auditing Standards is the version that should be used by government auditors
until further updates and revisions are made. An updated set of standards will be applicable in 2019. The December 2018
revision of Government Auditing Standards will supersede the July 2011 revision and will be effective for performance audits
beginning on or after July 1, 2019.

3 Government Auditing Standards 2011 Revision.



