
 
 

  
 City Council Memorandum 
 

 
 
TO:   HONORABLE MAYOR AND CITY COUNCIL DATE: JUNE 3, 2014 
 
FROM:  FINANCE DEPARTMENT    WARDS:  ALL 
            
SUBJECT: WORKSHOP TO REVIEW OPTIONS FOR AN AUDIT OF THE SEWER FUND’S 

INTERFUND LOANS & BOND PROCEEDS EXPENDITURES AND SELECTION 
OF THE CITY’S NEW INDEPENDENT EXTERNAL AUDITOR 

 
ISSUES: 
 
The issues before the City Council are: 1) to hold a workshop regarding options available to the 
City Council for an audit of the interfund loans made by the Sewer Fund and the expenditure of 
bond proceeds from revenue bonds issued by the Sewer Fund; and 2) to appoint a new 
independent external auditor for the City for a five year term, subject to annual renewals, and to 
advise staff regarding the scope of the auditor’s proposed contract. 
 
RECOMMENDATIONS: 
 
That the City Council: 
 

1. Conduct a workshop to review options available for a special audit of the interfund loans 
made by the Sewer Fund, the expenditure of bond proceeds from revenue bonds issued 
by the Sewer Fund, and any other issues of interest to the City Council; 
 

2. Provide direction to staff regarding the desired scope of the special audit; 
 

3. Provide direction to staff regarding the auditor to conduct the special audit;  
 

4. Appoint Macias Gini & O’Connell LLP as the City’s independent external auditor for a five 
year period, subject to annual renewals, and direct staff to return to the City Council 
within 30 days for approval of their contract; and 
 

5. Provide direction to staff regarding the scope of the contract to be drafted with MGO. 
 
COMMITTEE RECOMMENDATIONS: 
 
The Finance Committee, with Chair Perry, Vice Chair Davis and Member Soubirous present, 
reviewed the appointment of a new independent external auditor at its May 14, 2014, meeting.  
At that meeting, the top two accounting firms identified by City staff through the Request for 
Proposals (RFP) process were interviewed by the Committee.  The Finance Committee voted 2-
1, with Councilmembers Perry and Davis supporting the motion and Councilmember Soubirous 
dissenting, to forward a recommendation to the City Council that Macias Gini & O’Connell LLP 
(MGO) be appointed as the City’s independent external auditor for a five year period, subject to 
annual renewals. 
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BACKGROUND: 
 
At the May 13, 2014, City Council meeting, the City Council approved an increase in the City’s 
sewer rates in order to address a revenue shortfall due primarily to the recent recession and the 
ongoing litigation with the Jurupa and Rubidoux Community Service Districts regarding their 
contributions to the rehabilitation of the City’s water quality control plant.  At that hearing, 
Councilmembers Davis and Soubirous advocated for requesting an audit of the City’s Sewer 
Fund by the California State Controller’s Office (SCO).  The motion that ultimately carried 
(motion by Councilmember MacArthur and second by Councilmember Gardner) requested a 
workshop to discuss the appropriate scope of and auditor for an audit of the City’s Sewer Fund.   
 
Scope of Current and Historical Audits 
The City is currently audited by an independent external auditor annually, with that audit 
covering all of the City’s funds, including the Sewer Fund, the City’s internal controls, and grants 
received by the City.  Section 1113 of the Riverside City Charter governs independent audits 
and requires a different qualified public accountant at least every five years.  In the past ten 
years, three different audit firms have audited the City, none of which have ever identified 
significant audit findings.  Each year, any findings that have been identified are communicated 
to the Finance Committee and addressed by City staff, a process that ensures that the City’s 
accounting systems and controls continue to evolve and improve over time.  These audits 
include a review of interfund loans and the expenditure of bond proceeds, because these types 
of transactions are large and thus typically material to the City’s financial statements.   
 
Additionally, the City has an active internal audit function that looks at both financial and 
operational areas of concern and makes frequent recommendations that improve the City’s 
policies and procedures.  The City’s Internal Audit Manager, with the assistance of one or more 
internal auditors, has since 2005 conducted over 70 audits.  One of these audits, in 2008, 
specifically reviewed the City’s interfund loans. 
 
It should also be noted that all bond proceed expenditures are processed through  independent 
trustee banks (US Bank and Wells Fargo), whose responsibility is to safeguard bond proceeds 
and validate that requests for reimbursement are properly documented.  These requests are, 
again, audited by the City’s independent external auditors annually. 
 
Lastly, the City is regularly audited by other external entities including the SCO, CalTRANS, and 
various agencies of the federal government such as the Department of Justice, the Department 
of Transportation, and the Department of Housing and Urban Development.  Of particular note 
are the recent audits of the City’s Redevelopment Successor Agency by both the SCO and the 
California Department of Finance.  These audits, which included a review of various interfund 
loans made to the Redevelopment Agency, resulted in the issuance of a finding of completion 
under the terms of Assembly Bill (AB) 1484.   
 
All of these audits are conducted by professionals, typically Certified Public Accountants, who 
are governed by professional and ethical standards requiring that their audits be objective, 
impartial, and thorough.  City staff takes great care to adhere to these same professional and 
ethical standards, and also take their duty to safeguard and properly account for the City’s funds 
seriously.  Many of these professionals are themselves former auditors who audited local 
governments for large public accounting firms prior to working for the City.  In recognition of the 
quality of the City’s financial statements, the Government Finance Officers Association has 
awarded the City with its Certificate of Achievement for Excellence in Financial Reporting in 
each of the past 24 years.  This indicates that the City’s financial statements are prepared in a 
manner consistent with the Governmental Accounting Standards Board (GASB) standards and 
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generally accepted accounting principles, and that the statements are presented in an easily 
readable and efficiently organized manner. 
 
While these varied and frequent audits have time and again validated the City’s accounting 
policies and procedures, including its robust internal controls that safeguard against fraud and 
error, the issue of proper accounting in the City’s Sewer Fund continues to be raised by 
members of the public.  In order to address these concerns, several approaches to the 
proposed audit are possible as described later in this report. 
 
City Accounting Systems and Controls 
It is important for the City Council to understand the size and complexity of the City’s accounting 
systems.  The City’s Finance Department processes approximately $2 billion of transactions 
annually, as reflected in 693,000 unique accounting transactions in the most recent fiscal year.  
These transactions are administered by a sizable accounting staff headed by the City’s Chief 
Financial Officer and assisted by the Assistant Finance Director, the Controller, the Assistant 
Controller and six additional degreed accountants.  A comparable accounting staff in Riverside 
Public Utilities and additional professional accountants in the City’s line departments 
supplement the Finance Department in its management of the City’s finances.  The City also 
has some of the best accounting information systems available, and supplements the controls 
offered by those systems with robust additional internal controls, separation of duties in all 
areas, and a thorough library of written policies and procedures.  These controls are reviewed 
annually by the City’s independent external auditors and from time to time by other external 
auditors. 
 
Appointment of New Independent External Auditor   
The City appointed Moss Adams LLP as the City’s independent external auditor in 2011 for a 
five year period, subject to annual renewal.  For the first three years of the contract, Moss 
Adams continually expressed concern to City staff that the fee they negotiated in 2011 was 
proving insufficient to cover their costs to audit the City, in spite of the City already agreeing to 
certain increases in their fee over the original proposal.  This issue was primarily the result of 
two factors: 1) Moss Adams does not audit other sizable cities in California (although they have 
comparable clients elsewhere) and as a result encountered California-specific inefficiencies in 
their audit; and 2) Moss Adams does not have sufficient staff in the Riverside area to avoid 
sizable travel costs associated with the audit.  Unfortunately, after lengthy discussions, the City 
was unable to identify any way to make the audit more cost effective for Moss Adams.  The City 
felt that the fee was appropriate, as it was comparable to the fee paid in the past to other audit 
firms. 
 
Accordingly, the City determined that the appropriate course of action for both the City and 
Moss Adams was to issue a new RFP for audit services, while allowing Moss Adams to submit a 
proposal again should they choose to do so .  Moss Adams did not submit a proposal, but the 
City did receive eight proposals from a variety of other highly qualified firms.  Following review 
by the Finance Committee of the top two firms selected by City staff, the Committee 
recommended the appointment of MGO to serve as the City’s new independent external auditor 
for the next five years, subject to annual renewal.   
 
MGO has broad experience auditing large cities in California, and they also have the utilities 
experience desired by Riverside Public Utilities.  Specifically, they currently serve the cities of 
San Diego, San Francisco, Santa Ana, Santa Monica, San Jose, Oakland and Fresno, as well 
as the Metropolitan Water District of Southern California, CalPERS and the counties of Los 
Angeles, Orange and San Diego.  Members of their team have also previously audited the Los 
Angeles Department of Water and Power and various other public utilities. 
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Due to the discussion of a possible audit of the Sewer Fund, the award of the audit contract to 
MGO is being brought forward concurrently prior to drafting a contract, so that the appropriate 
scope for MGO’s work can be discussed with the City Council, if necessary.  At the workshop, 
City staff will solicit direction from the City Council regarding the following factors that will 
influence the contract with MGO: 
 

1. Should the reporting relationship of the City’s independent external auditor be modified to 
include greater direction from and involvement with the full City Council? 

2. Should the scope of MGO’s initial meeting with the Finance Committee Chair and City 
staff prior to beginning the audit each year be expanded to include meeting with the full 
City Council in a public meeting? 

3. Should the scope of MGO’s contract be expanded to include the possibility for the City 
Council to request additional audits of specific subjects for specified hourly rates? 

4. Should a budget be included in the City’s annual budget to accommodate such additional 
audits? 

 
It was suggested at the Finance Committee meeting by members of the public that the RFP 
process followed to select the City’s independent external auditors was improper due to the 
consideration of cost in the analysis, which it was asserted was a violation of state law.  City 
staff looked into this allegation and believes that the citizen was referring to Government Code 
sections 4526 through 4529.5, which do not apply to contracts for audit services.  Rather, these 
code sections apply only to architectural, engineering and other professional consultant services 
related to public works construction projects.  However, it should be noted that staff followed the 
requirements of Administrative Manual Policy #02.004.00, which requires that the selection of 
consultants be based on demonstrated competence, the professional qualifications necessary to 
perform the work, and a fair and reasonable price.  Additionally, the City followed the 
appropriate review process as outlined in the RFP sent to all respondents, which indicated that 
cost would be considered but would not be the deciding factor.  While cost was a consideration, 
it did not dictate the ultimate outcome, as clearly evidenced by the fact that the selected firm 
was one of the more costly alternatives.  The firm was selected primarily as a result of their 
broad and deep experience in auditing California local governments and public utilities of a 
comparable size. 
 
Sewer Fund Interfund Loan and Bond Proceeds Audit 
The primary areas of concern expressed by members of the public regarding the Sewer Fund 
are interfund loans and the use of bond proceeds.  These two areas, if subjected to a focused 
audit, can be analyzed fairly quickly.  It would seem appropriate that, at a minimum, an audit 
include a review of these two areas for a set historical period.  The City’s external auditors audit 
the Sewer Fund annually, and as discussed three different accounting firms have audited the 
Sewer Fund over the past ten years.  A second option would be to “re-audit” one or more years 
of the Sewer Fund’s financial transactions, utilizing MGO or another audit firm that has not 
previously looked at the Sewer Fund.  A third option would be to conduct a complete 
transactional review of the Sewer Fund for one or more years, but this essentially amounts to 
reconstructing all accounting transactions during the selected period, which would be 
exceptionally expensive and time consuming.  Thus, it is important that the City Council provide 
direction to staff at the workshop regarding the following factors that will influence the scope and 
cost of the proposed audit: 
 

1. What will be the scope of the audit?  Options include a limited review of interfund loans, 
bond proceeds expenditures, and related cash transactions; a “re-audit” of one or more 
prior fiscal years; or a complete transactional review. 
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2. Who will conduct the audit?  Options include MGO, a different audit firm not currently or 
previously employed by the City, or the SCO, should the State Controller choose to audit 
the City. 

 
It should be noted that the call for an audit of the City’s Sewer Fund by members of the City 
Council has temporarily called into question the validity of the Sewer Fund’s financial statements 
and made it very challenging for the City to issue debt at the lowest interest rate possible, thus 
costing the taxpayers’ money.  It is, therefore, strongly recommended that the City Council 
choose an alternative that will allow for a prompt and timely resolution to the questions 
surrounding the Sewer Fund.  While the SCO may ultimately choose to audit the City’s Sewer 
Fund or other elements of the City’s operations, we cannot predict if and when such an audit will 
occur.  In the past, the SCO has taken months if not years to respond to similar requests for an 
audit, and then has taken a similar period of time to conduct its audits.  If the City Council 
retains MGO or another audit firm to conduct an audit, the results of their audit can be shared 
with the SCO in order to assist them in their determination of whether an additional audit of the 
City is warranted.  Such an audit will, additionally, confirm the accuracy of the Sewer Fund’s 
financial statements and allow the City to again issue debt in a prompt and cost effective 
manner. 
 
Lastly, City staff wanted to advise the City Council of the State Controller’s specific authority 
under state law to audit the City.  Under existing law, the SCO is limited to auditing state funds 
and internal controls absent a specific, official request from the City to audit other areas of the 
City’s finances and a desire on the part of the State Controller to conduct such an audit.  Thus, 
an audit of the Sewer Fund issues raised by the public is beyond the State Controller’s scope of 
authority unless the City Council formally requests an audit that is beyond that scope and the 
Controller agrees to conduct the audit.  The SCO, if requested to conduct an audit, has limited 
resources and uses its discretion in determining where best to deploy their audit resources. 
 
Ultimately, once the door has been opened to an SCO audit by a formal request from the City 
Council, the City is not able to define the scope, timing, or cost of the audit, which would likely 
cover much more than the Sewer Fund.  Additionally, while the intentions of these audits are 
well meaning, the resulting reports have typically taken on a political tone that one would expect 
given the sensational nature of the subject matter.  Public accounting firms such as MGO, in 
contrast, have no political agenda.  Their findings are solely rooted in professional and ethical 
standards and are limited to legitimate accounting and internal controls concerns rather than 
what can be, at times, sensationalized findings for the sake of headlines that go beyond 
accounting issues and relate to policy matters and other subjective issues.   
 
Should the City Council ultimately conclude that a review of the Sewer Fund by the SCO is 
appropriate, City staff are fully supportive of this outcome, provided that the City Council makes 
the decision fully aware that the scope of such an audit would likely go well beyond the Sewer 
Fund and therefore cost the City a considerable amount of money, as discussed in more detail 
in the fiscal impact section of this report.  As has been the case in many past audits conducted 
by the SCO, the findings generated by these audits are often redundant with those of previous 
audits and thus, essentially, the cities have paid for the same audit twice.   
 
FISCAL IMPACT: 
 
Regarding the proposed audit of the Sewer Fund, the fiscal impact of today’s actions will 
depend upon the selected course of action.  Engaging MGO or another audit firm to conduct an 
audit would likely cost somewhere in the neighborhood of $50,000 or less, depending on the 
scope of the audit selected, with the audit to be completed within several months.  If the State 




