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FIRST AMENDMENT TO AGREEMENT NO. 30387

30387

THIS FIRST AMENDMENT TO AGREEMENT NO. 30387 is made and

entered, in duplicate, as of September 23, 2010 for reference purposes only, pursuant to
a minute order adopted by the City Council of the City of Long Beach at its meeting held
on September 21, 2010, by and between KPMG LLP, a Delaware limited liability
partnership, with a business address of 355 South Grand Street, Suite 2000, Los
Angeles, California 90017 ("Contractor"), and the CITY OF LONG BEACH, a municipal
corporation ("City").

WHEREAS, the parties entered Agreement No. 30387 whereby Contractor
agreed to performed specialized services in connection with its annual financial audits;
and

WHEREAS, the parties desire to amend the Agreement to exercise the two
one-year options to perform the audit of the Comprehensive Annual Financial Report and
perform the Federal Single Audit and related reporting entities, and extend the term;

NOW, THEREFORE, in consideration of the mutual terms and conditions in
the Agreement and in this First Amendment, the parties agree as follows:

1. Section 1.A of Agreement No. 30387 is amended in its entirety to
read as follows:

“1. SCOPE OF WORK OR SERVICES.

A. Contractor shall perform examinations of the financial
statements of the following entities in accordance with applicable generally
accepted auditing standards as promulgated by the AICPA, the applicable auditing
standards contained in the most recently revised Government Auditing Standards,
issued by the Comptroller General of the United States, and the engagement letter
dated August 5, 2010, attached hereto as Exhibit “A-1" and incorporated herein by
this reference, with the objective of expressing an opinion on the financial

statements, as a whole. Where applicable, Contractor shall also perform all
1
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necessary and required procedures to issue a report on compliance and/or internal
controls as required by legal or professional standards. The examinations of the
individual financial statements will also include an analysis of the differences
between the Generally Accepted Accounting Principles (GAAP) basis and the
Budget basis of accounting and of the components of the Budget basis fund equity
for those entities selected by City. Contractor will also assist City in meeting the
requirements of the Government Finance Officers Association’s Certificate of
Achievement for Excellence in Financial Reporting program for the entities
selected by the City.
1) Comprehensive Annual Financial Report
2) Water Department
3) Southeast Recovery Facility Joint Powers Authority
4) Aquarium of the Pacific
5) Aquarium of the Pacific Corporation
6) Redevelopment Agency of the City of Long Beach (RDA)
7) Long Beach Housing Development Company
8) Harbor Department
9) Airport Enterprise Fund
10)  Air Quality Management District”
2. Section 3 of Agreement No. 30387 is amended in its entirety to read
as follows:
“3. TERM. The term of this Agreement shall commence at midnight on
October 29, 2007, and shall terminate at 11:59 on September 30, 2012, or unless sooner
terminated as provided in this Agreement, or unless the services or the Project is
completed sooner.”
3. Section 4.A. of Agreement No. 30387 is amended in its entirety to
read as follows:

1
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“4. PAYMENT.

A. City shall pay Contractor a sum not to exceed $921,575 for
the services defined in Section 1 of this Agreement pertaining to fiscal year 2010.
The FY2011 contract price shall be the FY2010 contract price multiplied by the
May 2011 CPI and divided by the May 2010 CPI.”

4. Section 4.B. of Agreement No. 30387 is amended in its entirety to
read as follows:

“‘B.  The services defined in Section 1.B of this Agreement include
audit services pertaining to a maximum of six (6) “Major Programs.” In the event
that laws, regulations or professional standards require additional programs to be
audited, such additional programs shall be audited at a cost of $24,430 per
program, provided that Contractor notifies City in writing of the requirement to
audit such additional programs and City acknowledges in writing its understanding
of such requirement prior to the commencement of audit work.”

5. Exhibit “A” is replaced by Exhibit “A-1", attached hereto and
incorporated by this reference, and all references in the Agreement to Exhibit “A” shall
now mean and refer to Exhibit “A-1”

6. Except as expressly amended in this First Amendment, all terms and
conditions in Contract No. 30387 are ratified and confirmed and shall remain in full force
and effect.
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IN WITNESS WHEREOF, the parties have caused this document to be duly

executed with all formalities required by law as of the date first stated above.

KPMG LLP, a Delaware limited liability

partnership
Ocmber. 2\, 2010 WBW

General Partner (_/
Crspopuoe. 8. Aoy
Type or Print Name 7

“Contractor”

CITY OF LONG BEACH, a municipal
corporation Assistant City Manager

/ 0. 25( , 2010 By EXEQUTED PURSUANT
= - ON 301 OF
k@ City 'V'a”aé'%é CITY CHARTER.
“Clty”

This First Amendment to Contract No. 30387 is approved as to form on

Ociglen 25 2010

ROBERT E. SHANNON, City Attorney

By

(/ “VDeputy
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KPMG LLP Telephone +1 949 885 5400
Suite 700 Fax +1 949 885 5410

20 Pacifica Internet www.us.kpmg.com
Irvine, CA 92618-3391

Ourref  SAL\L_MISC\Long Beach, City of\2010\Eng

Ltr\N219cbr_v2.docx
August 5, 2010

Ms. Laura Doud

City Auditor

City of Long Beach

333 West Ocean Boulevard
Long Beach, California 90802

Dear Ms. Doud:

This letter (the Engagement Letter) is incorporated by reference in the agreement between the City
of Long Beach, California (the City) and KPMG LLP dated November 12, 2007 (the Agreement)
and confirms our understanding of our engagement to provide professional services to the City of
Long Beach, California (the City).

Objectives and Limitations of Services
Financial Statement Audit Services

We will issue a written report upon our audit of the City’s financial statements as set forth in
Appendix L

We have the responsibility to conduct and will conduct the audit of the financial statements in
accordance with auditing standards generally accepted in the United States of America and the
standards for financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States, with the objective of expressing an opinion as to whether
the presentation of the financial statements, that have been prepared by management with the
oversight of those charged with governance, conforms with U.S. generally accepted accounting
principles.

In conducting the audit, we will perform tests of the accounting records and such other procedures,
as we consider necessary in the circumstances, to provide a reasonable basis for our opinion on the
financial statements. We also will assess the accounting principles used and significant estimates
made by management, and evaluate the overall financial statement presentation.

Our audit of the financial statements is planned and performed to obtain reasonable, but not
absolute, assurance about whether the financial statements are free of material misstatement,
whether caused by error or fraud. Absolute assurance is not attainable because of the nature of audit
evidence and the characteristics of fraud. Therefore, there is a risk that material errors, fraud
(including fraud that may be an illegal act), and other illegal acts may exist and not be detected by
an audit of financial statements performed in accordance with the auditing standards generally
accepted in the United States of America. Also, an audit is not designed to detect matters that are
immaterial to the financial statements, and because the determination of abuse is subjective,
Government Auditing Standards does not expect auditors to provide reasonable assurance of
detecting abuse.

KPMG LLP 15 2 Delaware hirmited liabiiity partnership,
the U.S member firm of KPMG International Cooperative
{"KPIMG International”), a Swiss entity



aana

City of Long Beach

August 5, 2010

Our report will be addressed to the City Council of the City. We cannot provide assurance that an
unqualified opinion will be rendered. Circumstances may arise in which it is necessary for us to
modify our report or withdraw from the engagement.

While our report may be sent to the City electronically for your convenience, only the hard copy
report is to be relied upon as our work product.

Internal Control over Financial Reporting and Compliance and Other Matters

In planning and performing our audit of the financial statements, we will consider the City’s

internal control over financial reporting as a basis for designing our audit procedures for the purpose
of expressing an opinion on the financial statements and not to provide an opinion on the
effectiveness of the City’s internal control over financial reporting. In accordance with Government
Auditing Standards, we are required to communicate that the limited purpose of our consideration
of internal control may not meet the needs of some users who require additional information about
internal control. We can provide other services to provide you with additional information on
internal control which we would be happy to discuss with you at your convenience.

As part of obtaining reasonable assurance about whether the financial statements are free of
material misstatement, we will perform tests of the City’s compliance with certain provisions of
laws, regulations, contracts and grant agreements, violations of which could have a direct and
material effect on the financial statements. However, our objective is not to provide an opinion on
compliance with such provisions.

In accordance with Government Auditing Standards, we will prepare a written report, 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
(GAGAS report), on our consideration of internal control over financial reporting and tests of
compliance made as part of our audit of the financial statements. While the objective of our audit of
the financial statements is not to report on the City’s internal control over financial reporting and we
are not obligated to search for material weaknesses or significant deficiencies as part of our audit of
the financial statements, this report will include any material weaknesses and significant
deficiencies to the extent they come to our attention. A material weakness is a deficiency, or
combination of deficiencies, in internal control, such that there is a reasonable possibility that a
material misstatement of the 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. This report will also include illegal acts and fraud, unless clearly
inconsequential, and material violations of provisions of contracts and grant agreements and abuse.
It will indicate that it is intended solely for the information and use of the City Council and
management of the City and federal awarding agencies and pass-through entities and that it is not
intended to be and should not be used by anyone other than these specified parties.

In accordance with Government Auditing Standards, we will also issue a management letter to
communicate violations of provisions of contracts or grant agreements or abuse that have an effect
on the financial statements that is less than material but more than inconsequential that come to our
attention.
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August 5, 2010

In accordance with Government Auditing Standards, we are also required in certain circumstances
to report fraud or illegal acts directly to parties outside the auditee.

OMB Circular A-133 Audit Services

We will also perform audit procedures with respect to the City’s major federal programs in
accordance with the provisions of OMB Circular A-133 Audits of States, Local Governments, and
Non-Profit Organizations (OMB Circular A-133). OMB Circular A-133 includes specific audit
requirements, mainly in the areas of internal control and compliance with laws, regulations,
contracts, and grant agreements that exceed those required by Government Auditing Standards.

As part of our audit procedures performed in accordance with the provisions of OMB Circular
A-133, we will perform tests to evaluate the effectiveness of the design and operation of internal
controls that we consider relevant to preventing or detecting material noncompliance with laws,
regulations, contracts, and grant agreements applicable to each of the City’s major programs. The
tests of internal control performed in accordance with OMB Circular A-133 are less in scope than
would be necessary to render an opinion on internal control.

Compliance with laws, regulations, contracts, and grant agreements applicable to federal programs
is the responsibility of management. We will perform tests of the City’s compliance with certain
provisions of laws, regulations, contracts, and grant agreements we determine to be necessary based
on the OMB Circular A-133 Compliance Supplement (Compliance Supplement). The procedures
outlined in the Compliance Supplement are those suggested by each federal agency and do not cover
all areas of regulations governing each program. Program reviews by federal agencies may identify
additional instances of noncompliance.

As required by OMB Circular A-133, we will prepare a written report which provides our opinion
on the schedule of expenditures of federal awards in relation to the City’s financial statements. In
addition, we will prepare a written report (A-133 report) which 1) provides our opinion on
compliance with laws, regulations, contracts, and grant agreements that could have a direct and
material effect on a major federal program and 2) communicates our consideration of internal
control over major federal programs. The A-133 report will indicate that it is intended solely for the
information and use of the City Council and management of the City and federal awarding agencies
and pass-through entities and that it is not intended to be and should not be used by anyone other
than these specified parties.

Offering Document

Should the City wish to include or incorporate by reference these financial statements and our audit
report(s) thereon into an offering of exempt securities, prior to our consenting to include or
incorporate by reference our report(s) on such financial statements, we would consider our consent
to the inclusion of our report and the terms thereof at that time. We will be required to perform
procedures as required by the standards of the American Institute of Certified Public Accountants,
including, but not limited to, reading other information incorporated by reference in the offering
document and performing subsequent event procedures. Our reading of the other information
included or incorporated by reference in the offering document will consider whether such
information, or the manner of its presentation, is materially inconsistent with information, or the
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City of Long Beach

August 5, 2010

manner of its presentation, appearing in the financial statements. However, we will not perform
procedures to corroborate such other information (including forward-looking statements). The
specific terms of our future services with respect to future offering documents will be determined at
the time the services are to be performed.

Should the City wish to include or incorporate by reference these financial statements and our audit
report(s) thereon into an offering of exempt securities without obtaining our consent to include or
incorporate by reference our report(s) on such financial statements, and we are not otherwise
associated with the offering document, then the City agrees to include the following language in the
offering document:

“KPMG LLP, our independent auditor, has not been engaged to perform and has not
performed, since the date of its report included herein, any procedures on the financial
statements addressed in that report. KPMG LLP also has not performed any procedures
relating to this official statement.”

Our Responsibility to Communicate with the City Council

We will report to the City Council, in writing, the following matters:

. Corrected misstatements arising from the audit that could, in our judgment, either
individually or in aggregate, have a significant effect on the City’s financial reporting
process. In this context, corrected misstatements are proposed corrections of the financial
statements that were recorded by management and, in our judgment, may not have been
detected except through the auditing procedures performed.

. Uncorrected misstatements aggregated during the current engagement and pertaining to the
latest period presented that were determined by management to be immaterial, both
individually and in aggregate.

. Any disagreements with management or other significant difficulties encountered in
performance of our audit.

) Other matters required to be communicated by auditing standards generally accepted in the
United States of America.

We will also read minutes, if any, of City Council meetings for consistency with our understanding
of the communications made to the City Council and determine that the City Council has received
copies of all material written communications between ourselves and management. We will also
determine that the City Council has been informed of i) the initial selection of, or the reasons for
any change in, significant accounting policies or their application during the period under audit,

ii) the methods used by management to account for significant unusual transactions, and iii) the
effect of significant accounting policies in controversial or emerging areas for which there is a lack
of authoritative guidance or consensus.

If, in performance of our audit procedures, circumstances arise which make it necessary to modify
our report or withdraw from the engagement, we will communicate to the City Council our reasons
for modification or withdrawal.
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Management Responsibilities

The management of the City is responsible for the fair presentation, in accordance with U.S
generally accepted accounting principles, of the financial statements and all representations
contained therein. Management also is responsible for identifying and ensuring that the City
complies with laws, regulations, contracts, and grant agreements applicable to its activities, and for
informing us of any known material violations of such laws and regulations and provisions of
contracts and grant agreements. Management also is responsible for preventing and detecting fraud,
including the design and implementation of programs and controls to prevent and detect fraud, for
adopting sound accounting policies, and for establishing and maintaining effective internal controls
and procedures for financial reporting to maintain the reliability of the financial statements and to
provide reasonable assurance against the possibility of misstatements that are material to the
financial statements. Management is also responsible for informing us, of which it has knowledge,
of all material weaknesses and significant deficiencies in the design or operation of such controls.
The audit of the financial statements does not relieve management or those charged with
governance of their responsibilities.

Management of the City also agrees that all records, documentation, and information we request in
connection with our audit will be made available to us, that all material information will be
disclosed to us, and that we will have the full cooperation of the City’s personnel. As required by
the auditing standards generally accepted in the United States of America, we will make specific
inquiries of management about the representations embodied in the financial statements and the
effectiveness of internal control, and obtain a representation letter from management about these
matters. The responses to our inquiries, the written representations, and the results of audit tests,
among other things, comprise the evidential matter we will rely upon in forming an opinion on the
financial statements.

In addition to the OMB Circular A-133 requirements to maintain internal control and comply with
provisions of laws, regulations, contracts and grants applicable to federal programs as discussed
above, OMB Circular A-133 also requires the City to prepare a:

. Schedule of expenditures of federal awards;
. Summary schedule of prior audit findings;
. Corrective action plan; and

. Data collection form (Part I).

While we may be separately engaged to assist you in the preparation of these items, preparation is
the responsibility of the City.

Certain provisions of OMB Circular A-133 allow a granting agency to request that a specific
program be selected as a major program provided that the federal granting agency is willing to pay
the incremental audit cost arising from such selection. The City agrees to notify KPMG LLP
(KPMG) of any such request by a granting agency and to work with KPMG to modify the terms of
this letter as necessary to accommodate such a request.
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In accordance with Government Auditing Standards, as part of our planning of the audit we will
evaluate whether the City has taken appropriate corrective action to address findings and
recommendations from previous engagements that could have a material effect on the financial
statements. To assist us, management agrees to identify previous audits, attestation engagements, or
other studies that relate to the objectives of the audit, inciuding whether related recommendations
have been implemented, prior to September 30, 2010.

Management is responsible for adjusting the financial statements to correct material misstatements
and for affirming to us in the representation letter that the effects of any uncorrected misstatements
aggregated by us during the current engagement and pertaining to the latest period presented are
immaterial, both individually and in the aggregate, to the financial statements being reported upon.
Because of the importance of management’s representations to the effective performance of our
services, the City will release KPMG and its personnel from any claims, liabilities, costs and
expenses relating to our services under this letter attributable to any misrepresentations in the
representation letter referred to above.

Management is also responsible for providing us with written responses in accordance with
Government Auditing Standards to the findings included in the GAGAS or A-133 report within 14
days of being provided with draft findings. If such information is not provided on a timely basis
prior to release of the reports, the reports will indicate the status of management’s responses.

Management is responsible for the distribution of the reports issued by KPMG.
Other Matters

This letter shall serve as the City’s authorization for the use of e-mail and other electronic methods
to transmit and receive information, including confidential information, between KPMG and the
City and between KPMG and outside specialists or other entities engaged by either KPMG or the
City. The City acknowledges that e-mail travels over the public Internet, which is not a secure
means of communication and, thus, confidentiality of the transmitted information could be
compromised through no fault of KPMG. KPMG will employ commercially reasonable efforts and
take appropriate precautions to protect the privacy and confidentiality of transmitted information.

Further, for purposes of the services described in this letter only, the City hereby grants to KPMG a
limited, revocable, non-exclusive, non-transferable, paid up and royalty-free license, without right
of sublicense, to use all names, logos, trademarks and service marks of the City solely for
presentations or reports to the City or for internal KPMG presentations and intranet sites.

KPMG is a limited liability partnership comprising both certified public accountants and certain
principals who are not licensed as certified public accountants. Such principals may participate in
the engagements to provide the services described in this letter.

KPMG-controlled entities and KPMG member firms located outside the United States operating
under our supervision may also participate in providing the services described in this letter, and
KPMG uses administrative services operating at our direction, including third parties inside and
outside the U.S., that may access your information to perform administrative and clerical
procedures.
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The City agrees to provide prompt notification if the City or any of its subsidiaries currently are or
become subject to the laws of a foreign jurisdiction that require regulation of any securities issued
by the City or such subsidiary.

The work papers for this engagement are the property of KPMG. Pursuant to Government Auditing
Standards, we are required to make certain work papers available in a full and timely manner to
Regulators upon request for their reviews of audit quality and for use by their auditors. In addition,
we may be requested to make certain work papers available to regulators pursuant to authority
provided by law or regulation. Access to the requested work papers will be provided under
supervision of KPMG personnel. Furthermore, upon request, we may provide photocopies of
selected work papers to Regulators. Such Regulators may intend, or decide, to distribute the
photocopies or information contained therein to others, including other government agencies.

In the event KPMG is requested pursuant to subpoena or other legal process to produce its
documents and/or testimony relating to this engagement for the City in judicial or administrative
proceedings to which KPMG is not a party, the City shall reimburse KPMG at standard billing rates
for its professional time and expenses, including reasonable attorney’s fees, incurred in responding
to such requests.

Other Government Auditing Standards Matters

As required by Government Auditing Standards, we have attached a copy of KPMG’s most recent
peer review report.

Additional Reports and Fees for Services

Appendix I to this letter lists the additional reports we will issue as part of this engagement and our
fees for professional services to be performed per this letter.

In addition, fees for any special audit-related projects, such as research and/or consultation on
special business or financial issues, will be billed separately from the audit fees for professional
services set forth in Appendix I and may be subject to written arrangements supplemental to those
in this letter.

% % % k % ¥ %

Our engagement herein is for the provision of annual audit services for the financial statements and
OMB Circular A-133 and for the periods described in Appendix 1, and it is understood that such
services are provided as a single annual engagement. Pursuant to our arrangement as reflected in
this letter we will provide the services set forth in Appendix I as a single engagement for each of the
City’s subsequent fiscal years until either Management or we terminate this agreement, or mutually
agree to the modification of its terms. The fees for each subsequent year will be annually subject to
negotiation and approval by the Management.

In accordance with your instructions, we have forwarded a copy of this letter to Patrick West,
Robert Shannon, Lori Ann Farrell.
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We shall be pleased to discuss this letter with you at any time. For your convenience in confirming

these arrangements, we enclose a copy of this letter. Please sign and return it to us.

Very truly yours,

(2 B o~

Christopher B. Ray
Partner

CBRiglb

Enclosures:
Appendix I
Peer Review Report

ce:

Patrick West, City Manager, City of Long Beach

Robert Shannon, City Attorney, City of Long Beach

Lori Ann Farrell, Director of Finance, City of Long Beach

N219cbr_v2.docx
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Appendix I

Fees for Services

Based upon our discussions with and representations of management, our fees for services we will
perform are estimated as follows:

Audit of financial statements of the City of Long Beach,
California as of and for the year ended September 30, 2010 $921,575

Other Reports:

The reports that we will issue as part of this engagement are as follows:

Report Fee
Reports issued on the basic financial statements of the City $ 369,865
Reports issued in connection with OMB Circular A-133' 134,700
Airport Enterprise Fund 52,430
Passenger Facility Charges 18,730 |
Aquarium of the Pacific — 9/30 50,910 | ZE. e
Aquarium of the Pacific — 12/31 22,500 .
Harbor Department 119,730
Housing Development Company . 34,410
Redevelopment Agency 65,870 '
Water Department 52,430 .
Additional fees for each single audit program exceeding 6 programs: $ 24430 x & 13290

A
'Fee includes agreed-upon procedures to the financial information submitted electronically through "
the Department of Housing and Urban Development’s (HUD) Real Estate Assessment Center

(REAC) System of the Housing Authority of the City (the Housing Authority).

The above estimates are based on the level of experience of the individuals who will perform the
services. In addition, expenses are billed for reimbursement as incurred. Expenses for items such as
travel, telephone, postage, and typing, printing, and reproduction of financial statements are
included in the above estimate. Circumstances encountered during the performance of these services
that warrant additional time or expense could cause us to be unable to deliver them within the above
estimates. We will endeavor to notify you of any such circumstances as they are assessed.

Where KPMG is reimbursed for expenses, it is KPMG’s policy to bill clients the amount incurred
at the time the good or service is purchased. If KPMG subsequently receives a volume rebate or
other incentive payment from a vendor relating to such expenses, KPMG does not credit such
payment to the client. Instead, KPMG applies such payments to reduce its overhead costs, which
costs are taken into account in determining KPMG’s standard billing rates and certain transaction
charges which may be charged to clients.
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PricewaterhouseCoopers LLP
400 Campus Drive

P. 0. Box 988

Florham Park NJ 07932
Telephone (973) 236 4000
. Facsimile (973) 236 5000

System Review Report

To the Partners of KPMG LLP
and the AICPA Center for Public Company Audit Firms Peer Review Committee

We have reviewed the system of quality contro! for the accounting and auditing practice of KPMG
LLP (the Firm) applicable to non-SEC issuers in effect for the year ended March 31, 2008. Our
peer review was conducted in accordance with the Standards for Performing and Reporting on
Peer Reviews established by the Peer Review Board of the American Institute of Certified Public
Accountants. The Firm is responsible for designing a system of quality control and complying
with it to provide the Firm with reasonable assurance of performing and reporting in confarmity
with applicable professional standards in all material respects. Our respeonsibility is to express an
opinion on the design of the system of quality control and the Firm's compliance therewith based
on our review. The nature, objectives, scope, limitations of, and the procedures performed in a
System Review are described in the standards at www.aicpa.org/prsummary,

As required by the standards, engagements selected for review included engagements performed
under the Government Audifing Standards, audits of employee benefit plans, and an audit
performed under FDICIA.

In our opinion, the system of quality control for the accounting and auditing practice applicable to
non-SEC issuers of KPMG LLP in effect for the year ended March 31, 2008, has been suitably
designed and complied with to provide the Firm with reasonable assurance of performing and
reporting in conformity with applicable professional standards in all material respects. Firms can
receive a rating of pass, pass with deficiency(ies) or fail. KPMG LLP has received a peer review
rating of pass.

Aivptohosse e (LY

December 2, 2008



