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Introduced by Council Member Shad:

ORDINANCE 2008-523
A ORDINANCE ENGAGING AN INDEPENDENT AUDITOR FOR PROVIDING AN ANNUAL AUDIT OF THE CITY AND CERTAIN OTHER FUNDED PROGRAMS FOR A TWO YEAR CONTRACT PERIOD ENDING MARCH 31, 2010, UNDER THE SINGLE AUDIT APPROACH; APPROVING THE INDEPENDENT AUDITOR AGREEMENT BETWEEN THE CITY AND ERNST & YOUNG, LLP AND AUTHORIZING EXECUTION BY THE COUNCIL PRESIDENT AND FINANCE COMMITTEE CHAIRMAN; APPROVING PROFESSIONAL FEES; REQUESTING EMERGENCY PASSAGE; PROVIDING AN EFFECTIVE DATE.


WHEREAS, Section 5.11 of Chapter 67-1320, Laws of Florida, as amended, requires the Council to provide for an annual independent audit, certified by an unqualified opinion, of the accounts and financial transactions of the City of Jacksonville; and


WHEREAS, Section 102.116, Ordinance Code, requires the use of requests for proposals to select the auditor to perform the annual independent audit of the City and any electing independent agency; and


WHEREAS, Ernst & Young, LLP, submitted a proposal to the City and was the highest ranked audit firm meeting or exceeding the specification; and 


WHEREAS, the Council believes great benefits would accrue from, and there is a need for, having available to the City during the year the independent auditor for advice and consultation; and


WHEREAS, the intent of the Council was to contract for auditing services for the three fiscal years ending September 30, 2007 (Resolution 2005-632-A), with the option of two one-year renewals at the sole discretion of the City  with each year of the respective engagement  requiring satisfactory performance by the independent auditor; and


WHEREAS, the Federal Government now requires that Federal Grant Funds be audited together with local, state and other funds in order to perform a single audit of the City; now therefore


BE IT ORDAINED by the Council of the City of Jacksonville:


Section 1.

Engaging Independent Auditor.  The Council hereby approves and authorizes the Council President or his designee and Finance Committee Chairman to execute the Independent Auditor Agreement between the City and Ernst & Young, LLP, in substantially the form attached hereto as Exhibit 1 and by this reference made a part hereof.  The independent auditor is hereby engaged for the contract period ending March 31, 2010, to conduct the audit of the accounts and transactions of the City in accordance with the terms set forth in Exhibit 1.


Section 2.

Auditor’s Fee.  The City agrees to pay the independent auditor engaged herein the fees for their services for the two fiscal years ending September 30, 2009, as stated in the Engagement Letter attached hereto and by this reference made a part hereof, for the fiscal years September 30, 2008 and 2009 the fees will not exceed $376,200 and $387,500 respectively.  The total maximum fee shall not exceed $763,700.  To the extent practicable, the Council Auditor’s Office is directed to make available to the independent auditor engaged herein up to three (3) qualified staff members eight (8) hours per day, Monday through Friday, except City holidays, for up to a five (5) week period.  The five (5) week period will be agreed upon between the Council Auditor and Independent Auditor.  The maximum number of hours to be provided by the Council Auditor’s Office is six hundred (600). The total maximum fee payable to Ernst & Young, LLP, shall not be reduced by reason of such services furnished by the Council Auditor’s Office.


Section 3.

Execution of Additional Contracts Authorized.  The Mayor and Corporation Secretary are hereby authorized to execute additional contracts with Ernst & Young, LLP, during the initial contract period set forth in Section 1 herein for the performance of audit services of other funded programs and/or services required on Official Statements regarding debt issuance; provided, that (1) adequate funds have been appropriated for expenditure for such services, (2) prior approval is obtained from the Council Auditor, or his designee, and (3) the applicable City department affected has been notified of the expenditure for such audit services.


Section 4.

Requesting Emergency Passage, Pursuant to Council Rules 4.901 Emergency. The sponsor is requesting emergency passage of this legislation, because the audit firm needs the contract in place by end of June so they can begin field work in a timely basis.
Section 5. 
Effective Date.  This ordinance shall become effective upon signature by the Mayor or upon becoming effective without the Mayor’s signature.

Form Approved:

____/s/ Margaret M. Sidman__________ 
Office of General Counsel

Legislation Prepared By: Margaret M. Sidman
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E-"” ERNST& YOUNG & Ernst & Young LLP & Phone- (904) 358-2000

Suite 1500 Www y.com
50 North Laura Street
Jacksonville, FL 32202

May 12, 2008

Mr. Daniel Davis

Council President

c/o Council Auditor Office

City of Jacksonville

117 West Duval Street, Suite 200
Jacksonville, Florida 32202

Dear Mr. Davis:

We appreciate the opportunity to continue to provide financial audit services to the City of
Jacksonville, Florida (the City) for the City’s fiscal years ending September 30, 2008 and 2009.
This letter documents our understanding of the fees for these services. All other information as
set forth i our Agreement dated June 17, 2005 (the Agreement) remains current unless indicated
otherwise in this letter.

Scope

Please see Attachment I for the revised detail of reports we will issue.
Audit Responsibilities and Limitations

In addition to the information included in the Agreement:

We will communicate in writing to management and to the Finance Committee all significant
deficiencies and material weaknesses identified during the audit of the City’s financial
statements, as well as any significant deficiencies and material weaknesses communicated to
management and to the City in previous audits that have not yet been remediated.

In accordance with Govermment Auditing Standards, we will report in a management letter
immaterial violations of provisions of contracts or grant agreements, immaterial abuse, and
deficiencies in internal control other than significant deficiencies (and those that individually, or
in the aggregate, are material weaknesses) unless clearly inconsequential considering both
qualitative and quantitative factors.

Under Government Auditing Standards, we are required to provide to the City our most recent
peer review report and any letter of comment, as well as subsequent peer review reports and
letters of comment received during the term of this Agreement. Our most recent peer review,
letter of comment, and our responses to the letter of comment accompany this letter as
Attachment II.
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Management’s Responsibilities and Representations

In addition to the information included in the Agreement, as provided in Government Auditing
Standards, management is also responsible for taking timely and appropriate steps to remedy
fraud, illegal acts, violations of provisions of contracts or grant agreements, or abuse that you
report.

Fees and Billings

Our fees for the Scope of Work, as defined in the Agreement and as amended in Attachment I,
for the fiscal years ending September 30, 2008 and 2009 will not exceed $376,200 and $387,500,
respectively. We will submit our invoices monthly, and payment of them will be made as
provided for in the Agreement.

Our estimated fees also assume that the City will provide us with 600 hours of Council Auditor
staff time. We will coordinate with the City’s Council Auditors regarding the audit procedures
and areas that the Council Auditor staff will assist with.

Our estimated pricing and schedule of performance are based upon, among other things, our
preliminary review of the City’s records and the representations City personnel have made to us
and are dependent upon the City and SMG’s personnel providing a reasonable level of
assistance. Should our assumptions with respect to these matters be incorrect or should the
condition of records, degree of cooperation, or other matters beyond our reasonable control
require additional commitments by us beyond those upon which our estimates are based, we may
adjust our fees and planned completion dates. 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 fees referred to above and will be the subject of other written agreements.
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Emst & Young appreciates the opportunity to be of assistance to the City and to continue our
relationship. Please sign below on behalf of the City and return it to us to indicate your
agreement with the terms of this supplemental letter to the Agreement. By your signature below,
you confirm that the City, through its City Council has expressly authorized you to enter into this
Agreement with us on behalf of| and to bind, the City.

Yours very truly,

St ¥ MLLP

Agreed and accepted by:
City of Jacksonville, Florida

By:
Mr. Daniel Davis
Council President
By:
Mr. Art Shad
Finance Committee Chair
0805-0946081 A member tim ot Ernst & Young Global Limited
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The following are the reports and scopes as amended from those described in the City’s RFP No.
01-05:
¢ Opinions on the City’s basic financial statements as included in the CAFR

¢ Opinion on the City’s General Employee Pension Fund financial staternents as included
in the CAFR

e Reports to the Finance Committee

e Management letter in accordance with Rules of the Auditor General

e Federal and Florida Single Audits (grant audits)

e Reports on compliance with Article V provisions

e Verification of the federal data collection form

e Verification of the AFR filed with the State of Florida

¢ Financial condition assessment under Rules of the Auditor General

e Report on the special-purpose financial statements of SMG. Opinion units to be audited
include the Stadium Fund and Arena Fund (major funds) and the aggregate remaining

funds (non-major funds).

¢ Report on the schedule of activities of the landfill closure fund

0805-0946081

"Exhibit 1
Page 4 of 12
See attached peer review report.

0805-0946081

Attachment I1

Exhibit 1
Page 5 of 12
e

345 Park Avenue Telephone 212 909 5600
New York, NY 10017 Fax 212 872 3001

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

We have reviewed the system of quality control for the accounting and auditing practice of Emnst
& Young LLP (the Firm) applicable to non-SEC issuers in effect for the year ended June 30,
2007. The Firm’s accounting and auditing practice applicable to SEC issuers was not reviewed
by us since the Public Company Accounting Oversight Board (PCAOB) is responsible for in-
specting that portion of the Firm’s accounting and auditing practice in accordance with PCAOB
requirements. A system of quality control encompasses the Firm’s organizational structure and
the policies adopted and procedures established to provide it with reasonable assurance of com-
plying with professionzl standards. The elements of quality control are described in the State-
ments on Quality Control Standards issued by the American Institute of Certified Public Ac-
countants (the AICPA). The design of the system, and compliance with it, are the responsibilities
of the Firm. Qur responsibility is to express an opinion on the design of the system and the
Firm’s compliance with that system based on our review.

Our review was conducted in accordance with standards established by the Peer Review Commit-
tee of the AICPA Center for Public Company Audit Firms and included procedures to plan and
perform the review that are summarized in the attached description of the peer review process.
Our review would not necessarily disclose all weaknesses in the system of quality control or all
instances of lack of compliance with it since it was based on selective tests. Because there are 1n-
herent limitations in the effectiveness of any system of quality control, departures from the sys-
tem may occur and not be detected. Also, projection of any evaluation of a system of quality con-
trol to future periods is subject to the risk that the system of quality control may become inade-
quate because of changes in conditions, or that the degree of compliance with the policies or pro-
cedures may deteriorate.

In our opinion, the system of quality control for the accounting and auditing practice applicable to
non-SEC issuers of Emst & Young LLP in effect for the year ended June 30, 2007, has been de-
signed to meet the requirements of the quality control standards for an accounting and auditing
practice established by the AICPA, and was complied with during the year then ended to provide
the Firm with reasonable assurance of complying with applicable professional standards.

As is customary n a peer review, we are issuing a letter under this date that sets forth comments
relating to certain policies and procedures or compliance with them. The matters described in
that letter were not considered to be of sufficient significance to affect the opinion expressed in
this report.

KPMe P

December 20, 2007
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Attachment to the Peer Review Report of Ernst & Young LLP

Description of the Peer Review Process
Overview

Firms enrolled in the AICPA Center for Public Company Audit Firms (the Center) have their sys-
tem of quality control periodically reviewed by independent peers. These reviews are system and
compliance oriented with the objective of evaluating whether:

The reviewed firm’s system of quality control for its accounting and auditing practice appli-
cable to non-SEC issuers has been designed to meet the requirements of the Quality Control
Standards established by the AICPA.

The reviewed firm’s quality control policies and procedures applicable to non-SEC issuers
were being complied with to provide the firm with reasonable assurance of complying with
professional standards.

A peer review is based on selective tests and directed at assessing whether the design of and
compliance with the firm’s system of quality contro! for its accounting and auditing practice ap-
plicable to non-SEC issuers provides the firm with reasonable, not absolute. assurance of comply-
ing with professional standards. Consequently a peer review on the firm’s system of quality con-
trol is not intended to, and does not, provide assurance with respect to any individual engagement
conducted by the firm or that none of the financial statements audited by the firm should be re-
stated.

The Center’s Peer Review Committee (PRC) establishes and maintains review standards. At
regular meetings and through report evaluation task forces, the PRC considers each peer review,
evaluates the reviewer’s competence and performance, and examines every report, letter of com-
ments, and accompanying response from the reviewed firm that states its corrective action plan
before the peer review is finalized. The Center’s staff plays a key role in overseeing the perform-
ance of peer reviews working closely with the peer review teams and the PRC.

Once the PRC accepts the peer review reports, letters of comments, and reviewed firms® re-
sponses, these documents are maintained in a file available to the public. In some situations, the
public file also includes a signed undertaking by the firm agreeing to specific follow-up action
requested by the PRC.

Firms that perform audits or play a substantial role in the audit of one or more SEC issuers, as de-
fined by the Public Company Accounting Oversight Board (PCAOB) are required to be registered
with and have their accounting and auditing practice applicable to SEC issuers inspected by the
PCAOB Therefore, we did not review the firm’s accounting and auditing practice applicable to
SEC issuers.
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Review for the Firm's Accounting and Audining Practice Applicable to Non-SEC Issuers

To plan the review of Erst & Young LLP, we obtained an understanding of (1) the nature and
extent of the firm’s accounting and auditing practice, and {2) the design of the firm’s system of
quality contro! sufficient to assess the inherent and control risks implicit in its practice. Inherent
risks were assessed by obtaining an understanding of the firm's practice, such as the industries of
its clients and other factors of complexity in serving those clients, and the organization of the
firm’s personnel into practice units. Control risks were assessed by obtaining an understanding of
the design of the firm’s system of quality control, including its audit methodology, and monitor-
ing procedures. Assessing control risk is the process of evaluating the effectiveness of the re-
viewed finn’s quality control system in preventing the performance of engagements that do not
comply with professional standards.

Performing the Review for the Firm's Accounting and Auditing Pracuice Applicable to Non-SEC
Issuers

Based on our assessment of the combined level of inherent and control risks, we identified prac-
tice units and selected engagements within those units to test for compliance with the firm’s sys-
tem of quality contiol. The engagements sclected for review included audits performed under the
Government Auditing Standards, audits performed under FDICIA, multi-office audits, and audits
of Employee Benefit Plans. The engagements selected for review represented a cross-section of
the firm's accounting and auditing practice with emphasis on higher-risk engagements. The en-
gagement reviews included examining working paper files and reports and interviewing engage-
ment personnel. We also reviewed the supervision and control of portions of engagements for
non-SEC issuers performed outside the United States.

The scope of the peer review also included examining selected administrative and personnel files
to determine compliance with the firm’s policies and procedures for the elements of quality con-
trol pertaining to independence, integrity, and objectivity; personnel management: and acceptance
and continuance of clients and engagements. Prior to concluding the review, we reassessed the
adequacy of scope and conducted an exit conference with firm management to discuss our find-
ings and recommendations.
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New York, NY 10017 Fax 212872 3001
December 20, 2007

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

We have reviewed the system of quality control for the accounting and auditing practice of Ernst
& Young LLP (the Firm) applicable to non-SEC issuers in effect for the year ended June 30,
2007. and have issued our report thereon dated December 20, 2007. The matters described below
were not considered to be of sufficient significance to affect the opinion expressed in that report,
which should be read in conjunction with this letter.

Engagement Performance

Comment - The Firm has comprehensive policies that require audit documentation sufficient to
enable an experienced auditor having no previous connection with an engagement to understand
the nature, timing, extent. and results of the procedures performed, evidence obtained, and con-
clusions reached. In some instances, we believe more robust or comprehensive documentation
was needed to support the conclusions reached by engagement teams in the following key areas:

e Use of Service Orgamizations - In some instances, the engagement team did not fully
document its testing of user control considerations identified in the SAS No. 70 re-
port.

o Fair Value and Using the Work of a Specialist — In some instances, there was insuffi-
cient documentation pertaining to the audit procedures performed over management
data used to compute fair values and the engagement team’s understanding and
evaluation of the assumptions used by the speciafist in its determination of fair vafue.

o Income Taxes — In some instances, there was insufficient documentation of audit pro-
cedures performed pertaining to the testing of deferred income tax balances and
valuation allowances.

. =« Assessments — In some instances, there was insufficient documenta-
tion or inconsistencies in the documentation pertaining to changes the engagement
team made in its preliminary combined risk assessment as a result of changes during
the course of the audit.

We were able to satisfy ourselves through discussions with the engagement team or review of
other supplemental documentation that the Firm is taking or has taken appropriate actions to
remediate the deficiencies noted above.

Recommendution — We note that commencing with its 2007 audits, the Firm is deploying a new
automated documentation tool that it believes will assist engagement teams in complying with
firm policies and professional standards pertaining to documentation. We recommend that the
Firm also emphasize the above documentation matters by reminding its executives of the impor-
tance of their involvement in supervising and reviewing audit engagements,
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To the Partners of Ernst & Young LLP
and the Center for Public Company Audit Firms
Peer Review Committee
December 20, 2007
Page 2

Employee Benefit Plans

Comment — The Firm has comprehensive policies regarding the audits of employee benefit plans,
which include guidance regarding the audit procedures to be performed to verify the existence
and market values of investments held by such plans. In some instances, engagement teams
placed reliance on service provider’s control reports. principally in the areas of investments, to
limit the extent of the additional substantive audit procedures to be performed with respect to in-
vestment values at the plan year end. However, we believe that in certain instances, the engage-
ment team did not sufficiently document the substantive audit procedures performed over invest-
ment values of the plan assets at year-end to comply with professional standards. We were able to
satisfy ourselves through discussions with the engagement team that the Firm is taking or has
taken appropriate actions to remediate the deficiencies noted above.

Recommendation — The Firm should emphasize its policies regarding audit documentation of the
substantive audit procedures performed over investment values at year end when placing reliance
on service provider’s control reports.

Comment — The Firm has comprehensive policies regarding the content of its documentation per-
taining to each audit engagement. In some instances, audit procedures performed during the audit
of the plan sponsor were also relied upon for the audit of the employee benefit plan, for example,
audit procedures pertaining to payroll and investments, without sufficient documentation in the
files for the audit of the employee benefit plan. We were able to satisfy ourselves through discus-
sions with the engagement team and review of certain audit work papers at the plan sponsor level
that sufficient audit procedures had been performed.

Recommendation — For employee benefit plan audits, the Firm should emphasize its policies re-
garding the required contents of its audit documentation for each audit when the Firm audits both
the employee benefit plan and the plan sponsor.

KPMe P

December 20, 2007
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5 Times Square Www. ey com
New York, New York 10036

December 20, 2007
AICPA Center for Public Company Audit Firms Peer Review Committee
Dear Committee Members:

We are pleased to provide our response to the letter of comments issued in connection with our
peer review for the year ended June 30, 2007. This letter should be read in connection with that
letter. We believe the peer review program assists us in identifying areas wheie we can continue
to improve our performance and quality control systems and processes.

Our overriding objective is to make certain that all aspects of our auditing and quality control
processes are of high quality. As a result, the firm is in the process of deploying a new global
audit documentation platform designed to help drive a more consistent and appropriate execution
and documentation of our Global Audit Methodology. We believe the new platform also has
been designed to better enable the supervision and review of the work performed by our
engagement teams. The platform has been pilot tested on a sample of calendar 2006 audits and is
being deployed for initial use on calendar 2007 audits.

We have been emphasizing during 2007 and will continue 1o emphasize awareness regarding the
matters noted in the letter of comments through internal communications and learning programs.
Examples of these activities include:

¢ Accounting and Auditing Update sessions held in the Fall/Winter 2007, which generally
include partners through seniors. These sessions covered current A&A matters including
the results of all internal and external inspection activities.

e Audit Release issued in December 2007. This communication covered the areas
identified through all inspection activities along with excerpts and summary comments
from our firm guidance reinforcing each of the topics.

e Audit Quality Executive Events annually held in the Spring/Summer. These events are
attended by partners through managers and focus in-depth on current auditing topics and
the importance of their involvement in supervising and reviewing audit engagements.

¢ Employee Benefit Plan annual training program held in the Spring.

In addition to these actions, our 2008 internal inspection program will focus on the matters noted

in the letter of comments.
M < MLLP
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December 28, 2007

James S. Turley, CPA
Ernst & Young, LLP

5 Times Square

New York, NY 10036-6530

Dear Mr. Turley:

It is my pleasure to notify you that on December 28, 2007, the
Center Peer Review Committee accepted the report on the most
recent peer review of your firm, the related letter of comments,
and your firm’s response thereto. Those documents will now be
placed in the public files of the Center for Public Company
Audit Firms. The due date for your next review is December 31,
2010. This is the date by which all review documents should be
completed and submitted.

As you know, the reviewer’s opinion was unmodified. The
Committee asked me to convey its congratulations to the firm.

Sincerely,

g

ames W. Brackens, Jr
Vice President -
Firm Quality & Practice Monitoring

cc: David T. Brumbeloe, CPA

Amencan Insttute of Certified Public Accountants
220 Letgh Farm Road, Durham, NC 27707-8110 ¢ {919} 4024502 » (919) 402-4500 = fax (919) 4194713 « www &cpa.og
150 Cortifiad

Amgnca Counts on CPAs®
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