CITY OF Department of Financial Management
> | \ S § 411 West Ocean Boulevard, 6" Floor

i1 Long Beach, CA 90802
(562) 570-6425
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July 18, 2023

HONORABLE MAYOR AND CITY COUNCIL
City of Long Beach
California

RECOMMENDATION:

Receive and file the Federal Single Audit for the Fiscal Year Ended September 30, 2022.
(Citywide)

DISCUSSION

On April 18, 2023, the Financial Management Department submitted to the City Council the City
of Long Beach's (City) Annual Comprehensive Financial Report and other separately issued
financial reports and statements for the Fiscal Year Ended September 30, 2022 (FY 22), as
required by the City Charter. The Single Audit Report was not available on April 18" and is now
attached.

Federal Single Audit

The Federal Single Audit is required by the Federal Office of Management and Budget (OMB) for
municipalities receiving over $750,000 annually in federal funds. The Federal Single Audit
covered the following major programs:

e HOME Investment Partnership Program

e Workforce Innovation and Opportunity Act Cluster

e Airport Improvement Program

e Emergency Rental Assistance Program

e American Rescue Plan Act

e Immunization Cooperative Agreements

The Federal Single Audit resulted in one audit finding for the HOME Investment Partnership
Program that can be found on page 15 of the attachment.

This matter was reviewed by Deputy City Attorney Monica J. Kilaita and Revenue Management
Officer Geraldine Alejo on June 29, 2023.

TIMING CONSIDERATIONS

City Council action on this item is not time critical.
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FISCAL IMPACT

This recommendation has no staffing impact beyond the normal budgeted scope of duties and is
consistent with existing City Council priorities. There is no fiscal or local job impact associated
with this recommendation.

SUGGESTED ACTION:

Approve recommendation.

Respectfully submitted, APPROVED:

'<£4/L_ R/ Nl B
7 " - '/fﬁ*:,//;z
KEVIN RIPER
DIRECTOR THOMAS B. MODICA
FINANCIAL MANAGEMENT CITY MANAGER

ATTACHMENT — SINGLE AUDIT REPORT FY 22



CITY OF LONG BEACH, CALIFORNIA

Audit of Expenditures of Federal Awards Performed in
Accordance with the Uniform Guidance

Year Ended September 30, 2022
(With Independent Auditors’ Report Thereon)
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KPMG'

KPMG LLP

Suite 1500

550 South Hope Street

Los Angeles, CA 90071-2629

Independent Auditors’ Report on Compliance for Each Major Federal Program; Report on Internal
Control Over Compliance; and Report on Schedule of Expenditures of Federal Awards Required by the
Uniform Guidance

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

Report on Compliance for Each Major Federal Program
Qualified and Unmodified Opinions

We have audited the City of Long Beach, California’s (the City’s) compliance with the types of compliance
requirements identified as subject to audit in the OMB 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, 2022. The City's
major federal programs are identified in the summary of auditors’ results section of the accompanying schedule
of findings and questioned costs.

Other Matter — Federal Expenditures Not Included in the Compliance Audit

The City’s financial statements include the operations of the Long Beach Transportation Company, the
discretely presented component unit, which expended $35,195,575 in federal awards which is not included in
the City’s schedule of expenditures of federal awards for the year ended September 30, 2022. Our compliance
audit, described in the Qualified and Unmodified Opinions section of our report, does not include the operations
of the discretely presented component unit because Long Beach Transportation Company engaged other
auditors to perform an audit in accordance with the Uniform Guidance.

Qualified Opinion on the HOME Investment Partnership Program

In our opinion, except for the noncompliance described in the Basis for Qualified and Unmodified Opinions
section of our report, the City complied, in all material respects, with the compliance requirements referred to
above that could have a direct and material effect on the Home Investment Partnership Program for the year
ended September 30, 2022.

Unmaodified Opinion on Each of the Other Major Federal Programs

In our opinion, the City complied, in all material respects, with the compliance requirements referred to above
that could have a direct and material effect on each of its other major federal programs identified in the
summary of auditors’ results section of the accompanying schedule of findings and questioned costs for the
year ended September 30, 2022.

Basis for Qualified and Unmodified Opinions

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United
States of America (GAAS); the standards applicable to financial audits contained in Government Auditing
Standards issued by the Comptroller General of the United States; and the audit requirements of Title 2

U.S. Code of Federal Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards (Uniform Guidance). Our responsibilities under those standards and the
Uniform Guidance are further described in the Auditors’ Responsibilities for the Audit of Compliance section of
our report.



kPG

We are required to be independent of the City and to meet our other ethical responsibilities, in accordance with
relevant ethical requirements relating to our audit. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our qualified and unmodified opinions on compliance for each
major federal program. Our audit does not provide a legal determination of the City’'s compliance with the
compliance requirements referred to above.

Matters Giving Rise to Qualified Opinion on the Home Investment Partnership Program

As described in the accompanying schedule of findings and questioned costs, the City did not comply with
requirements regarding eligibility for the Home Investment Partnership Program as described in finding number
2022-001. Compliance with such requirements is necessary, in our opinion, for the City to comply with the
requirements applicable to that program.

Responsibilities of Management for Compliance

Management is responsible for compliance with the requirements referred to above and for the design,
implementation, and maintenance of effective internal control over compliance with the requirements of laws,
statutes, regulations, rules and provisions of contracts or grant agreements applicable to the City’s federal
programs.

Auditors’ Responsibilities for the Audit of Compliance

Our objectives are to obtain reasonable assurance about whether material noncompliance with the compliance
requirements referred to above occurred, whether due to fraud or error, and express an opinion on the City's
compliance based on our audit. Reasonable assurance is a high level of assurance but is not absolute
assurance and therefore is not a guarantee that an audit conducted in accordance with GAAS, Government
Auditing Standards, and the Uniform Guidance will always detect material noncompliance when it exists. The
risk of not detecting material noncompliance resulting from fraud is higher than for that resulting from error, as
fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal
control. Noncompliance with the compliance requirements referred to above is considered material if there is a
substantial likelihood that, individually or in the aggregate, it would influence the judgment made by a
reasonable user of the report on compliance about the City’s compliance with the requirements of each major
federal program as a whole.

In performing an audit in accordance with GAAS, Government Auditing Standards, and the Uniform Guidance,
we:

o Exercise professional judgment and maintain professional skepticism throughout the audit.

» |dentify and assess the risks of material noncompliance, whether due to fraud or error, and design and
perform audit procedures responsive to those risks. Such procedures include examining, on a test basis,
evidence regarding the City’s compliance with the compliance requirements referred to above and
performing such other procedures as we considered necessary in the circumstances.

e Obtain an understanding of the City’s internal control over compliance relevant to the audit in order to
design audit procedures that are appropriate in the circumstances and to test and report on internal control
over compliance in accordance with the Uniform Guidance, but not for the purpose of expressing an
opinion on the effectiveness of the City’s internal control over compliance. Accordingly, no such opinion is
expressed.

We are required to communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit and any significant deficiencies and material weaknesses in internal
control over compliance that we identified during the audit.
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Other Matters

Government Auditing Standards requires the auditor to perform limited procedures on the City’s response to
the noncompliance finding identified in our compliance audit described in the accompanying schedule of
findings and questioned costs. The City is also responsible for preparing a corrective action plan to address
each audit finding included in our auditors’ report. The City response and corrective action plan were not
subjected to the other auditing procedures applied in the audit of compliance and, accordingly, we express no
opinion on the response or the corrective action plan.

Report on Internal Control Over Compliance

Our consideration of internal control over compliance was for the limited purpose described in the Auditors’
Responsibilities for the Audit of Compliance section above and was not designed to identify all deficiencies in
internal control over compliance that might be material weaknesses or significant deficiencies in internal control
over compliance and therefore, material weaknesses or significant deficiencies may exist that were not
identified. However, as discussed below, we did identify certain deficiencies in internal control over compliance
that we consider to be material weaknesses and significant deficiencies.

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 a
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. We consider the deficiency in internal control over compliance
described in the accompanying schedule of findings and questioned costs as item 2022-001 to be material
weaknesses.

A significant deficiency in internal control over compliance is a deficiency, or a 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.

Our audit was not designed for the purpose of expressing an opinion on the effectiveness of internal control
over compliance. Accordingly, no such opinion is expressed.

Government Auditing Standards requires the auditor to perform limited procedures on the City’s response to
the internal control over compliance finding identified in our audit described in the accompanying schedule of
findings and questioned costs. The City is also responsible for preparing a corrective action plan to address
each audit finding included in our auditors’ report. The City’s response and corrective action plan were not
subjected to the other auditing procedures applied in the audit of compliance and, accordingly, we express no
opinion on the response or the corrective action plan.

The purpose of this report on internal control over compliance is solely to describe the scope of our testing of
internal control over compliance and the results of that testing based on the requirements of the Uniform
Guidance. Accordingly, this report is not suitable for any other purpose.
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Report on Schedule of Expenditures of Federal Awards Required by the Uniform Guidance

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, 2022, and the related notes to the financial statements, which
collectively comprise the City's basic financial statements. We issued our report thereon dated March 27, 2023,
which contained an unmodified opinion on those financial statements. Our audit was conducted for the purpose
of forming an opinion on the financial statements that collectively comprise the basic financial statements. The
accompanying schedule of expenditures of federal awards is presented for purposes of additional analysis as
required by the Uniform Guidance and is not a required part of the 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 basic financial statements themselves, and other additional
procedures in accordance with GAAS. In our opinion, the schedule of expenditures of federal awards is fairly
stated in all material respects in relation to the basic financial statements as a whole.

KPMe LIP

Los Angeles, California
June 28, 2023
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KPMG LLP

Suite 1500

550 South Hope Street

Los Angeles, CA 90071-2629

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, in accordance with the 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, the financial statements of the governmental activities, the
business-type activities, the aggregate 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, 2022, and the related notes to the financial statements, which collectively comprise the
City's basic financial statements, and have issued our report thereon dated March 27, 2023. Our report
contains and emphasis of matter paragraph referring to the City’s adoption, in 2022, of Government Accounting
Standards Board (GASB) Statement No. 87, Leases. Our report includes reference to other auditors who
audited the financial statements of Long Beach Public Transportation Company (the Company), which is the
City's only discretely presented component unit, as described in our report on the City's basic financial
statements. This report does not include the results of the other auditors’ testing of internal control over
financial reporting or compliance and other matters that are reported on separately by those auditors.

Report on Internal Control Over Financial Reporting

In planning and performing our audit of the basic financial statements, we considered the City's internal control
over financial reporting (internal control) as a basis for designing audit procedures that are appropriate in the
circumstances for the purpose of expressing our opinions on the basic financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the City’s internal control. Accordingly, we do not
express an opinion on the effectiveness of the City’s internal control.

A deficiency in internal control 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 a combination of deficiencies, in
internal control, 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. A significant deficiency is a
deficiency, or a combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be material weaknesses or
significant deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal
control that we consider to be material weaknesses. However, material weaknesses or significant deficiencies
may exist that were not identified.
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Report on Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City's basic financial statements are free from
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
financial statements. 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.

Purpose of This Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and
the results of that testing, and not to provide an opinion on the effectiveness of the entity's internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the entity’s internal control and compliance. Accordingly, this communication is not
suitable for any other purpose.

KPMa LLP

Los Angeles, California
March 27, 2023
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CITY OF LONG BEACH, CALIFORNIA
Notes to Schedule of Expenditures of Federal Awards
September 30, 2022

General

The accompanying schedule of expenditures of federal awards (the Schedule) presents the activity of ail
federal financial assistance programs of the City of Long Beach, California (the City). Ali 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 did not include federal expenditures of $35,195,575 for the year ended June 30, 2022 of the Long
Beach Transportation Company (the Company), a discretely presented component unit of the City, as the
Company engaged other auditors to perform audits in accordance with the Uniform Guidance. The City’s
reporting entity is defined in note 1 to the City’s basic financial statements.

Summary of Significant Accounting Policies

Expenditures reported on the Schedule are reported on the modified accrual basis of accounting. Such
expenditures are recognized following the cost principles contained in the Uniform Guidance, wherein
certain types of expenditures are not allowable or are limited as to reimbursement. These items are
reported as negative amounts within the Schedule and represent adjustments or credits made in the
normal course of business to amounts reports as expenditures in prior years.

Community-Based Loan Programs with Continuing Compliance

The City considers loans advanced to eligible participants for the Community Development Block/Grant
Entitement Grants (CDBG) and the Home Investment Partherships Program (HOME) to have continuing
compliance requirements. As such, the amounts reported in the accompanying Schedule for the CDBG and
HOME programs include current years disbursements as weli as the balance of the beginning of the year of
loans with continuing compliance requirements.

As of September 30, 2022, the balance of loans with continuing compliance requirements for the HOME
program was $78,124,634.

As of September 30, 2022, the balance of the outstanding loans with continuing compliance requirements
for the CDBG programs was $6,446,540.

Food Instruments/Vouchers

Food instruments/vouchers expenditures represent the estimate value of the Special Supplemental
Nutrition Program for Women, Infants and Children food instruments distributed during the year as
communicated by the State of California Department of Health Services. The food instruments/vouchers
totaled $12,460,602 but do not represent cash expenditures in the City's basic financial stalements for the
year ended September 30, 2022,

indirect Cost Rate

The City did not elect to use the 10% de minimis indirect cost rate as discussed in the Uniform Guidance
Section 200.414.
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CITY OF LONG BEACH, CALIFORNIA
Schedule of Findings and Questioned Costs
September 30, 2022

(1) Summary of Auditors’ Resulis
Basic Financial Statements

(a) Type of auditors’ report issued on whether the basic financial statements were prepared in accordance
with generally accepted accounting principles: Unmodified

{b} Internal control deficiencies over financial reporting disclosed by the audit of the basic financial
statements:

¢ Material weaknesses: No

¢ Significant deficiencies: None Reported
{c) Noncompliance material to the basic financial statements: No

Federal Awards

(d) iInternal control deficiencies over major program disclosed by the audit:

« Material weaknesses: 2022-001

» Significant deficiencies: None Reported

(e) Type of report issued on compliance for major programs: Unmodified Except for the Home
Investment Partnership Program which is
Qualified

(f) Audit findings that are required to be reported in accordance with 2 CFR 200.516(a): Yes
{(9) Major program:

« HOME Investment Partnership Program, ALN number 14.239

o WIOA Cluster, ALN numbers 17.258, 17.259 and 17.278

» Airport Improvement Program and COVID-19 Airport improvement Program, ALN number 20.106
+« COVID-19 Emergency Rental Assistance Program, ALN Number 21.023

+« COVID-19 Coronavirus State and Local Fiscal Recovery Funds, ALN number 21.027

¢ Immunization Cooperative Agreements, ALN number 23.268

(h) Dofiar threshold used to distinguish between Type A and Type B programs: $3,000,000
(i) Auditee gualified as a low-risk auditee; Yes

(2) Findings Relating to the Financial Statements Reported in Accordance with Government Auditing
Standards

None
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{3) Findings and Questions Costs Relating to Federal Awards
Finding 2022-001 - Eligibility

Federal Program; Home Investment Partnership Program (HOME)
ALN Number: 14.239

Federal Agency: Depariment of Housing and Urban Development
Federal Award Year: 2018

Grant number: M-18-MC-08-0518

Pass-Through Entity: None

Criteria

24 CFR92.252 Qualification as affordable housing: Rental housing.

(e) Periods of affordability. The HOME-assisted units must meet the affordability requirements for not less
than the applicable period specified in the following table, beginning after project completion.

(1)

The affordability requirements:

(i) Apply without regard to the ferm of any loan or mortgage, repayment of the HOME investment,
or the transfer of ownership;

(i) Must be imposed by a deed restriction, a covenant running with the land, an agreement
restricting the use of the property, or other mechanisms approved by HUD and must give the
participating jurisdiction the right to require specific performance (except that the participating
jurisdiction may provide that the affordability restrictions may terminate upon foreclosure or
transfer in lieu of foreclosure); and

(iii) Must be recorded in accordance with State recordation laws.

The participating jurisdiction may use purchase options, rights of first refusal or other preemptive
rights to purchase the housing before foreclosure or deed in lieu of foreclosure in order to preserve
affordability.

The affordability restrictions shall be revived according to the original terms if, during the original
affordability period, the owner of record before the foreclosure, or deed in lisu of foreclosure, or any
entity that includes the former owner or those with whom the former owner has or had family or
business ties, obtains an ownership interest in the project or property.
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(4} The termination of the restrictions on the project does not terminate the participating jurisdiction’s
repayment obligation under § 92.503(b).

Minimum period
of affordability

Rental housing activity in years
Rehabilitation or acquisition of existing housing per unit amount of
HOME funds: Under $15,000 5
15,000 to $40,000 10
Over $40,000 or rehabilitation invohing refinancing 15
New construction or acquisition of newly constructed housing 20

(h) Tenant income. The income of each tenant must be determined initially in accordance with §
92.203(a)(1)(i}. In addition, each year during the period of affordability the project owner must
re-examine each tenant's annual income in accordance with one of the options in § 92.203 selected by
the participating jurisdiction.

24 CFR82.203 Income determinations.

(a) The HOME program has income targeting requirements for the HOME program and for HOME
projects. Therefore, the participating jurisdiction must determine each family is income eligible by
determining the family’s annual income.

(1) For families who are tenants in HOME-assisted housing and not receiving HOME tenant-based
rental assistance, the participating jurisdiction must initially determine annual income using the
method in paragraph (a){1)(i} of this section. For subsequent income determinations during the
period of affordability, the participating jurisdiction may use any one of the following methods in
accordance with § 92.252(h):

(i) Obtain from the family a written statement of the amount of the family’s annual income and
family size, along with a certification that the information is complete and accurate. The
certification must state that the family will provide source documents upon request.

Title 45 US Code of Federal Regulations Part 75 (45 CFR part 75), Uniform Administrative Requirements,
Cost Principles, and Audit Requirements for HHS Awards, section 75.303 also states that nonfederal
entities must establish and maintain effective internal control over the federal award that provides
reasonable assurance that the nonfederal entity is managing the federal award in compliance with federal
statutes, regulations and the terms and conditions of the federal award.

Condition and Confext

During our testwork over continuing eligibility requirements for loan recipients of the program, we noted that
the City did not have sufficient controls in place for the program, nor were adeguate records maintained to
verify that the tenant income was verified during the period of affordability.

16 (Continued)



CITY OF LONG BEACH, CALIFORNIA
Schedule of Findings and Questicned Costs
September 30, 2022

Cause and Effect

During the period under audit, the City experienced turnover with the staff members responsible for
continuing compliance requirement monitoring. As a result of this turnover, the City was unable to provide
the necessary documentation. City management was aware that documentation was not available prior to
the audit, however, management was not able to recreate all documentation necessary for the audit. As a
result, the City was unable to verify that the loans continued to meet the eligibility requirements during the
period of affordability.

Questioned Costs

Fifteen loans totaling $9,380,325 were identified as noncompliant. Our sample consisted of 25 loan
balances which represents 26% of the total foan balance. Ten loans in our sample totaling $9,056,580 were
determined fo be compliant.

Isolated or Systemic

Systematic

Whether the sampling was a statistically valid sample
This sample was not intended to be, and was not, a statistically valid sample.

Repeat Finding
No

Rescommendation

We recommend that the City further refine the design of the internal controls that will ensure that
documentation is maintained in a location accessible to multiple employees and that all relevant
documentation is retained when there is employee turnover,

Management's Response

The Development Services Department’s storage options for data changed rapidly during the quick shift to
remote work during the COVID-19 pandemic. As a resuit, there was a gap in understanding and
comprehension of data storage and capabilities, which resulted in the loss of documentation during staff
turnover. The eligibility requirements and monitoring for HOME loan recipients were met and management
is working on securing ali documentation that was lost. As of this writing, 13 of the 15 non-compliant
samples have been secured and communication has been sent to retrieve the remaining two from the
developers. Internal controls for documentation will be strengthened by filling two vacancies. Until those
vacancies are filled, a staff member has been reassigned to review monitoring files for the loan portfolio to
ensure that the monitoring files are saved locally in the Housing and Neighborhood Services Bureau'’s
permanent files, and maintained on computer servers as well as in the cloud. When the two vacancies are
filled, it will be the procedure to save backups of documents to local servers. Additionally, access to these
files will be granted to the Bureau’s management team and muitiple monitoring staff to prevent the future
loss of data.
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