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KPMG LLP

Suite 2000

355 South Grand Avenue
Los Angeles, CA 90071-1568

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 Members of the City Council
City of Beverly Hills, California:

We have audited the financial statements of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information of the City of Beverly Hills, California
(the City) as of and for the year ended June 30, 2004, which collectively comprise the City’s basic financial
statements and have issued our report thereon, dated November 5, 2004, We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards issued by the Comptroller
General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City’s internal control over financial reporting in
order to determine our auditing procedures for the purpose of expressing our opinions on the basic
financial statements and not to provide assurance on internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in
the internal control over financial reporting that might be material weaknesses. A material weakness is a
reportable condition in which the design or operation of one or more of the internal control components
does not reduce to a relatively low level the risk that misstatements caused by error or fraud in amounts
that would be material in relation to the financial statements being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions. We noted
no matters involving the internal control over financial reporting and its operation that we consider to be
material weaknesses.

Compliance and Other Matters

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

KPMG LLP a U.S limited liobility partrership, 1s the U.§
member firm of KPMG International, a Swiss cooperative
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This report is intended solely for the information and use of the City Council and management of the City,
its federal awarding agencies and pass-through entities and is not intended to be and should not be used by
anyone other than these specified parties.

November 5, 2004




KPMIG LLP

Suite 2000

356 South Grand Avenue
Les Angeles, CA 90071-1568

Report on Compliance With Requirements Applicable to Each Major
Program and on Internal Control Over Compliance in Accordance
With U.S. Office of Management and Budget Circular A-133

The Honorable Mayor and Members of the City Council
City of Beverly Hills, California:

Compliance

We have audited the compliance of the City of Beverly Hills (the City) with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement that are applicable to its major federal program for the year ended June 30, 2004. The City’s
major federal program is identified in the summary of auditors’ results section of the accompanying
schedule of findings and recommendations. Compliance with the requirements of laws, regulations,
contracts, and grants applicable to its major federal program is the responsibility of the City’s management.
Our responsibility is to express an opinion on the City’s compliance based on our audit.

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

In our opinion, the City complied, in all material respects, with the requirements referred to above that are
applicable to its major federal program for the year ended June 30, 2004, However, the results of our
auditing procedures disclosed an instance of noncompliance with those requirements, which is required to
be reported in accordance with OMB Circular A-133 and which is described in the accompanying schedule
of findings and questioned costs as Finding 04-01.

Internal Control Over Compliance

The management of the City is responsible for establishing and maintaining effective internal control over
compliance with requirements of laws, regulations, contracts, and grants applicable to federal programs. In
planning and performing our audit, we considered the City’s internal control over compliance with
requirements that could have a direct and material effect on a major federal program in order to determine
our auditing procedures for the purpose of expressing our opinion on compliance and to test and report on
internal control over compliance in accordance with OMB Circular A-133.
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Our consideration of internal control over compliance would not necessarily disclose all matters in internal
control that might be material weaknesses. A material weakness is a condition in which the design or
operation of one or more internal control components does not reduce to a relatively low level the risk that
noncompliance with applicable requirements of laws, regulations, contracts, and grants that would be
material in relation to a major federal program being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. We noted no matters
nvolving internal control over compliance and its operation that we consider to be material weaknesses.

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information of the City as of and for the year ended June 30,
2004 and bave issued our report thereon, dated November 5, 2004. Our audit was performed for the
purpose of forming an opinion on the financial statements, which collectively comprise the City’s basic
financial statements. The accompanying schedule of expenditures of federal awards is presented for
purposes of additional analysis as required by OMB Circular A-133 and is not a required part of the basic
financial statements. Such information has been subjected to the auditing procedures applied in the audit of
the basic financial statements and, in our opinion, is fairly stated, in all material respects, in relation to the
basic financial statements taken as a whole.

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

KPMe LP

November 5, 2004
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CITY OF BEVERLY HILLS, CALIFORNIA
Notes to Schedule of Expenditures of Federal Awards
Year ended June 30, 2004

General

The accompanying schedule of expenditures of federal awards presents the activity of all federal financial
assistance programs of the City of Beverly Hills, California (City).

Basis of Accounting

The accompanying schedule of expenditures of federal awards is presented using the modified-accrual
basis of accounting.

Relationship to Federal Financial Reports

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

Subrecipients

Of the federal expenditures presented in the schedule of federal awards, the City provided federal awards
to subrecipients as follows:

Amount
provided to
Subrecipients CFDA No. subrecipient
Veterans in Community Service $ 189,984
Jewish Family Services 80,500
Total Community Development Block Grant 14218 % 270,484
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CITY OF BEVERLY HILLS, CALIFORNIA
Schedule of Findings and Questioned Cost
Year ended June 30, 2004

(1) Summary of Auditors’ Results

(a)

(b)

Financial Statements

Type of auditors’ report issued on the financial statements:

Ungqualified opinion.

Internal control over financial reporting;

° Material weaknesses identified?
None.

o Reportable conditions identified that are not considered to be material weaknesses?
None reported.

Noncompliance which is material to the financial statements noted?
None.

Federal Awards

Internal control over major programs:
© Material weaknesses identified?
None.
o Reportable conditions that are not considered to be material weaknesses?
None reported.
Type of auditors’ report issued on compliance for major programs:
Unqualified opinion.

Any audit findings disclosed which are required to be reported in accordance with Section 510(a) of
OMB Circular A-133?

Yes. See Finding 04-01.

Identification of major program:

U.S. Department of Housing and Urban Development grants with CFDA #14.218.
Dollar threshold used to distinguish between Type A and Type B programs:

$300,600.

7 (Continued)




(2)

(3

CITY OF BEVERLY HILLS, CALIFORNIA
Schedule of Findings and Questioned Cost
Year ended June 30, 2004

Auditee qualified as a low-risk auditee under Section 530 of OMB Circular A-133:
Yes.

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

None noted.

Findings and Questioned Costs Relating to Federal Awards
Finding 04-01 — Reporting

Information on the Federal Program: U.S. Department of Housing and Urban Development —
Community Development Block Grant (CFDA #14.218) passed through Los Angeles County (County).

Specific Requirement: The City is a subrecipient of the grant from Los Angeles County. The Federal
reporting requirements are satisfied at the County level. However, the City is required by the County to
prepare and remit the following report:

° Quarterly Performance Report — This teport is a combination of the Grantee Performance Report
and the Comprehensive Housing Affordability Strategy Report that is required to be submitted to the
federal government. This report contains demographic information about the clients serviced and
services performed. The data is broken down by household, age, ethnic background, and the like.
From this information, the County then prepares the actual report, which is remitted to the U.S.
Department of Housing and Urban Development (HUD). This report describes the low-income
housing accomplishments over the year as well as an outline of housing goals for the next year. It is
prepared as a federal requirement to receive Community Development Block Grant funds. The
report is submitted to the County on a quarterly basis based on deadlines set by Los Angeles County.

Condition: During our audit of reporting requirements in accordance with subrecipient agreement with
Los Angeles County, we noted the City did not remit four out of 12 Quarterly Performance Reports by the
required deadline for the year ended June 30, 2004,

Questioned Costs: None.

Context: The City does not have formal procedures in place to ensure that it meets the reporting deadlines
as prescribed by Los Angeles County.

Effect: Lack of timely reporting could result in an instance of noncompliance with the federal grant
guidelines on the County level.

Cause: The City did not remit the Quarterly Performance Reports by the prescribed deadlines because it
was unable to collect the data necessary from subrecipients on a timely basis.

8 (Continued)




CITY OF BEVERLY HILLS, CALIFORNIA
Schedule of Findings and Questioned Cost
Year ended June 30, 2004

Recommendation: We recommend the City implement procedures to ensure that the Quarterly
Performance Reports are submitted to Los Angeles County by the reporting deadlines. Further, the City
should appropriately document all reporting procedures and retain evidence of the date of report
submissions.

Views of responsible officials and planned corrective actions:

Quarterly Reports are submitted by the City to the County after the conclusion of each quarter. The reports
are compiled by the County for HUD. The Quarterly Reports used to be one annual report and later,
semi-annual reports. The County determines the frequency of reporting as well as the report due dates and
these vary. For many years until about 2000, the year-end report (now the 4th Quarterly Report) was
required three weeks to a month after the end of the program year, June 30. In most recent years, the
County has shortened that reporting date until now it is almost impossible to meet if the City wishes to
report accurate data.

The City has had some trouble in the past reporting information to the County in a timely manner but has
made great strides and has been reporting information in a timely manner for a number of years. The City’s
reporting procedures are memorialized in its “CDBG Guidelines”. For the 2003-2004 program year, the
City sent its Quarterly Reports to the County in a timely fashion for the first three quarters. This is in no
small part because the County set reporting dates that were achievable.

The 1st Quarterly Report for the period July 1 - September 30, 2003 was due November 10, 2003 (41 days
after close of quarter). The 2nd Quarterly Report for the period October 1 - December 31, 2003 was due
February 5, 2004 (36 days after close of quarter). The 3rd Quarterly Report for the period January 1, 2005
~ March 31, 2004 was due April 23, 2004 (23 days after close of quarter). The 4th Quarterly Report for the
period April 1 — June 30 was due July 7, 2004 (seven days after close of quarter with a major holiday
during those seven days). It is very difficult to receive information for the quarter from two subrecipients,
reconcile all of the information for the program year and report it correctly to the County seven days after
the close of the program year. The City sent its 4th Quarterly Report on July 11th, 2004 which the City
feels is timely and reasonable. The City plans to forward this memorandum to the County, requesting
adjustment of the 4th Quarterly Reporting date for the County’s CDBG program.




