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Response: 
The Municipal Facilities and Physical Plant capital programs include various funding 
sources and capital programs. Currently, multi-year planning is conducted for special 
funded (off-budget) capital programs. Off-budget programs include the Bridge 
Improvement Program, MTAltransportation projects, the Clean Water Program, the 
Library Bond Program, the L.A. for Kids Program, the Animal and Fire Facility 
Programs, the Public Safety Facility Program, the Seismic Bond Program, and the 
Zoo Construction Program. Approval and funding for on-budget projects are 
provided via the Adopted Budget or interim Council action during the fiscal year the 
project is ready to begin. On-budget projects include bikeway, engineering/street 
services, stormwater, and street lighting physical plant projects and deferred 
maintenance, yards, shops, office, parking, and recreation and park municipal facility 
projects. 

The annual report on the City's Capital Improvement Program provides a five-year 
overview of all municipal facility and physical plant on- and off-budget projects 
projected IJsing current planning methods. The CIP report includes both approved 
"active" projects and "conceptual" projects that would require future Council 
approval. Projects identified as conceptual in the CIP have been evaluated by the 
CAO's Office for merit. Given existing technological limitations, we are unable to 
dynamically link to available financial management information systems and must 
therefore manually enter data for the report. This adversely affects the production 
and timing of the CIP report and the ability to use the report as a control document. It 
is expected that production of the report will be improved with the implementation of 
the new financial management information system in July 2010. 

This Office agrees that long-term capital project planning has been limited, and has 
already developed a draft Capital Improvement Program Policy which proposes 
investing the Municipal Facilities Committee and a new Physical Plant Committee 
with the responsibility for capital improvement planning. The proposed process will 
ensure that: infrastructure and deferred maintenance needs are identified; relevant 
stakeholder input is considered; criteria and funding protocols are established; and 
recommendations are communicated to Mayor and Council. The draft policy is 
being revised to include identification of future capital needs for all Council­
controlled departments for incorporation into a multi-year plan, per the audit 
recommendations. Upon incorporating department comments into the revised 
policy and procedures, we will submit both to Council for approval by June 
2009. If approved, the new procedures will be implemented in fiscal year 2009-10, 
with the resultant recommendations presented to Council in the proposed 2010-11 
Annual Budget and five-year CIP book. 

It is recommended that the first year of implementation only address projects that 
are traditionally approved on-budget, due to the number of capital projects and 
nature of individual capital programs. Moreover, as several capital programs have 
Council-approved governance structures, oversight of capital planning for off-budget 
programs will continue under the guidance of the respective oversight committees. 
At the conclusion of the capital planning process for fiscal year 2010-11, this Office 
will evaluate and make recommendations to Council on whether off-budget capital 
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programs should be incorporated into the process and whether the process needs 
additional refinement. 

In addition to the implementation of revised CIP procedures, this office will 
recommend that funding be provided annually for master plan development to assist 
with the identification and prioritization of capital projects. The master plans should 
also serve as the basis for future ballot measures pursuing general obligation bond 
funding for capital projects. 

CIP Recommendation 2. The CAO should develop a uniform project prioritization 
system for the City's capital improvement program. Prioritize capital needs to help 
determine the order in which projects should receive funding. 

Response: 
Per discussions with the auditors, the prioritization system presented in the audit 
serves as an example only. This Office will research best practices to identify 
uniform criteria that will allow the City to prioritize its diverse projects while achieving 
its many policy goals. The developed methodology will need to recognize restrictions 
on use of special funds and ensure their optimal use. Our office will report on the 
results of our research and provide recommendations for a uniform prioritization 
system with the intention of utilizing the system in 2009-10, in the development of 
the 2010-11 capital improvement program. 

CIP Recommendation 3. The City should develop a process to identify and address its 
IT infrastructure needs on a citywide basis and improve the coordination of IT issues 
among the ITA, City departments and various organizational elements of the CAO. 

Finding 7. The Information Technology Agency (ITA) circulated a memorandum 
requesting allocation of a portion of the one percent of the General Fund utilized for City 
Infrastructure. 

Response: 
The Information Technology Agency (ITA) has responsibility for planning, designing, 
implementing, operating and coordinating the City's information technology systems 
and networks, and for the delivery of information processing and communications 
services. As such, ITA is tasked with identifying new and replacement technology 
and related capital and infrastructure needs under the draft CIP policy. With its 
implementation, IT capital and infrastructure projects would be considered and 
prioritized accordingly alongside other proposed capital and infrastructure projects 
under the unified prioritization system. 

With regards to IT as a critical component of capital projects, this Office agrees that 
better coordination between departments involved in project delivery is required. ITA 
resolution positions have been included in the staffing plan for several construction 
projects and capital programs; however, this has not averted additional costly 
outlays for technology. For this reason, it will be recommended that IT design 



Ms. Chick - 4 

consultants be brought on early to work in concert with the BOE project manager 
and project design consultants for future projects that will entail a large investment in IT. 

CIP Recommendation 4. The CAO should re-evaluate policies, procedures and Budget 
Manual definitions related to capital improvement program planning. In particular, the 
definition of "equipment" and its exclusion from capital planning, thresholds for operating 
life span, and impact on the City's finances should be considered in light of 
technological advancements and economics. 

Finding 6. The City's definition and policy for treating IT equipment costs as operating 
expenses effectively precludes it from including IT in its capital improvement program 
planning. Information technology infrastructure needs are not managed on a citywide 
basis and the coordination of IT issues among the ITA, City departments, and various 
organizational elements of the CAO Office is weak. As a result, the City is not effectively 
planning for or funding its information technology needs, and the City's IT infrastructure 
has not kept pace with rapidly evolving technologies. 

Response: 
At this time, it is not recommended that equipment purchasing be included under the 
capital planning process. While equipment and capital projects are both capital 
outlays, the definition of equipment and capital projects serve to distinguish both 
purpose and lifespan. Equipment purchases (vehicles, office furniture, and 
computers) are more closely tied to service levels and are thus rightly considered 
during the development of the annual operating budget. Capital projects (land 
purchases, building construction/renovation, and water systems) yield benefits over 
many years and typically require large expenditures, using long-term debt financing, 
and thus are not funded via the department's annual budget. 

With the implementation of the proposed CIP planning process, this Office will work 
with ITA to make a clear determination whether a proposed Citywide infrastructure 
project would be considered a capital project or equipment purchase. IT 
infrastructure projects that fit the definition of a capital project would be considered 
under the CIP planning process. IT equipment purchases, such as routers, would 
continue to be considered under annual budget development. 

In conjunction with the best practices study, our Office will ascertain the process 
other jurisdictions use to fund IT infrastructure. If the analysis suggests that 
equipment, IT or otherwise, should be included under capital planning, 
recommendations will be made to Council and, if approved, equipment purchasing 
will be included in the next CIP planning cycle as feasible. 

CIP Recommendation 5. The CAO should establish an ongoing projection of multi­
department office space requirements and adopt planning tools that routinely consider 
acquisition (or reduction) of office space in conjunction with department-specific facilities 
planning. 
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Finding 8. Although the CAO and GSD state that office space planning is performed, the 
City's CIP does not identify office space as an ongoing capital program. As a result, the 
City may not be effectively planning for its office space requirements. 

Response: 
City office space may be leased, with funding provided in General Services 
Department (GSD) annual budget, or owned, with funding for purchase or 
construction provided from capital program funds. The GSD Asset Management 
makes periodic reports on City office space needs. Under the proposed CIP 
procedures, GSD will be tasked with identifying capital projects based on its 
assessment of building conditions, occupancy needs, maintenance needs, utility 
costs, and other appropriate factors. GSD will be directed to consider its analysis of 
office space needs in conjunction with the CIP planning process. Additionally, this 
Office will recommend that master planning efforts discussed above include the 
City's asset management functions, including the planning and acquisition of office 
space. 

Capital Project Funding and Approval (CPF) 
Audit Findings and Recommendations 

CPF Recommendation 1. In concert with the development of a multi-year capital 
improvement program, the CAO should develop a capital project funding and approval 
process that addresses all municipal facilities and physical plant projects. The City 
should establish an oversight organization to review all projects, in light of the needs to 
be met, available funding and prioritization criteria, and make recommendations for 
projects to be approved by the Mayor and Council. The capital budgeting process 
should be directly linked to, and flow from, the multi-year capital improvement plan. The 
capital budget should include projects from all funding sources, but should clearly 
indicate the funds which are approved during the City's annual budget cycle. 

Response: 
As discussed under Recommendation 1 for CIP Planning, the draft Capital 
Improvement Policy tasks the Municipal Facilities Committee and the Physical Plant 
Committee with the responsibility to review all proposed projects and provide to 
Mayor and Council its recommendations for projects and funding. Both committees 
will hold meetings to consider project and funding recommendations which 
departments will be required to attend. Final approval of projects and funding shall 
remain with Council. Our office will revise the draft Policy to require projects 
requiring interim approval and funding to be reviewed by the committees prior to 
Council action and to integrate the CIP approval and funding process with the 
current budget development process. 

With the implementation of the CIP planning process in the coming fiscal year, this 
Office will be able to produce the 2010-11 Five-Year Capital Improvement Plan in 
conjunction with the proposed budget. The base year of the 2010-11 CIP will reflect 
the proposed funding for the Capital Improvement Expenditure Program (CIEP) in 
the annual budget. The CIEP will also include a summary of off-budget projects and 
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its presentation will be modified to draw a clear distinction between on- and off­
budget projects. Proposed projects and funding indicated for 2011-12 through 
2014-15 may be used to develop the annual budget in subsequent years. However, 
as the CIP planning process is further refined and expanded, proposed projects, 
funding, and schedule may change substantially. Once the CIP planning process is 
fully implemented, the annual capital budget may reliably flow from the multi-year 
capital improvement plan. However, proposed funding may be changed to optimize 
use of special funds, ensure on-time delivery of projects; improve the cost/benefit 
ratio; and to meet legal obligations. 

It is important to note that the City retains the ability to deviate from the plan in 
consideration of changing economic circumstances, new City priorities, and exigent 
facility and physical plant needs. For example, with the increased priority placed on 
DNA analysis, the Council's decision to expand LAPD's Scientific Investigation 
Division has resulted in the unforeseen need for additional space. Similarly, the loss 
of donor funding for the Children's Museum of Los Angeles (CMLA) will require the 
City to evaluate its options relative to the project. 

CPF Recommendation 2. The CAO should establish uniform criteria to prioritize all 
capital projects. 

Finding 2. The identification of funding is largely done at a program or project level, 
rather than from a citywide perspective. While the CAO's project review helps to 
optimize the use of funding sources, the silo-effect of independent funding processes 
does not ensure the best use of funds. 

Response: 
As discussed under Recommendation 2 for CIP Planning, this Office will first 
conduct a best practices study to develop a prioritization system with uniform criteria 
that will best achieve the City's policy goals. The prioritization system will be 
incorporated in the CIP planning process in which all Council-controlled departments 
will participate. 

CPF Recommendation 3. Revise the capital budget tables in the City's approved 
budget and Blue Book to include capital projects from all funding sources, and clearly 
indicate the various funds and provide totals for special funds included in the City's 
annual budget and the "off-budget" funds. 

Finding 7. The CIEP tables in the City's approved budget are confusing as the totals 
include programs that are not approved through the annual CIEP process. 

Response: 
The CIEP tables will be revised per the audit recommendations. Due to the number 
of projects and funding sources, this information will be summarized; however, 
greater detail will be available in the Five-Year CIP. The proposed and adopted 
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budget documents will be revised to draw a clear distinction between on- and off­
budget projects. 

CPF Recommendation 4. The CAO should determine the possibility of tracking interim 
funding amounts at a fund level on an on-going basis in order to know actual sources 
and uses of capital project funds. If there is no simple way to obtain this data on an on­
going basis, the CAO should obtain data on the frequency and amount of interim 
funding over the past three fiscal years to determine whether interim funding amounts 
are significant and whether a methodology should be developed to track these amounts. 

Finding 8. The CAO does not determine whether a significant amount of funding 
decisions occur outside the annual budget process. The frequency and dollar amount of 
interim funding is unknown. While information regarding interim funding amounts is 
available on a project-by-project basis, the CAO does not report interim funding 
amounts. 

Response: 
The ability to track interim funding is limited by current system capabilities. This 
Office has been involved with development of a new financial management 
information system and has requested features that will allow our Office to easily 
query funding data for capital programs with multiple projects and funding sources 
occurring over several fiscal years. The planned implementation date of the new 
system is July 2010. It is expected that this system will allow for tracking of interim 
funding amounts. This Office will also investigate whether improvements could be 
made to the Council File Management System to enable queries to yield all relevant 
Council actions for a project. 

CPF Recommendation 5. The CAO should track actual expenditures and compile 
routine budget variance reports at fund level to obtain basic information regarding the 
effectiveness of the capital budgeting process and the accuracy of the project cost 
estimates. 

Response: 
Tracking expenditures and compiling routine budget variance reports at the fund 
level is feasible using the current financial management information system. 
Quarterly reports will be produced and provided to the Municipal Facilities and 
Physical Plant Committees. At the conclusion of the 2010-11 fiscal year, an analysis 
will be conducted to assess the effectiveness of the first year of the revised capital 
budgeting process. 

It should be noted that the usefulness of this exercise in determining the effectiveness 
of cost estimating is limited for funds that fund numerous capital projects or non­
capital expenditures (e.g. MICLA commercial paper). Our office anticipates that with 
the implementation of a new financial management information system in July 2010, 
we will be able to track expenditures by capital program and project level, which can 
then be summarized into a larger report on the accuracy on project cost estimating. 
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CPF Recommendation 6. The CAO should expedite the issuance of its capital 
improvement policy and related implementation procedures. The procedures should 
reflect the recommendations made in this audit report. As it develops these procedures, 
the CAO should strive to comply with the Capital Improvement Expenditure Program 
Funding Policy outlined in the City's Financial Policies. Following the issuance of the 
capital improvement policy, the CAO should take steps to revise the Administrative 
Code to reflect the revised CIEP process. 

Finding 12. The current CIEP process differs from the process outlined in the City's 
Administrative code; however these differences have little significant impact. 

Response: 
As discussed under Recommendation 1, the draft policy will be revised per the audit 
recommendations and submitted to Council by June 2009. At the end of the 2009-10 
fiscal year, our Office will evaluate and make recommendations to Council on 
whether the process needs additional refinement. At that time, any needed changes 
to the Administrative Code will be proposed. 

Our office looks forward to working with you in the implementation of audit 
recommendations for the City's capital improvement program planning, approval and 
funding efforts. If you have any questions concerning proposed actions or if you require 
additional information, please contact Melissa Krance at (213) 473-7582. 

Sincerely, .41 /} . 

~~<."w/l~tl~ond P. Ciranna 
Interim City Administrative Officer 

Cc:	 Robin Kramer, Chief of Staff, Office of the Mayor 
Jimmy Blackman, Deputy Chief of Staff, Office of the Mayor 
Ben Ceja, Director, Finance and Performance Management, Office of the Mayor 
Karen E. Kalfayan, Interim City Clerk 
Gerry F. Miller, Chief Legislative Analyst 
Farid Saffar, Director of Auditing, Office of the Controller 
Independent City Auditors 
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Attachment 
Capital Project Planning Recommendations and Proposed Actions 

Recommendation Action Timeline* 

Recommendation 1. The CAO should design and Draft Capital Improvement Program (CIP) policy and 
implement a comprehensive multi-year capital procedures revised to include multi-year capital planning, per 
improvement program that provides formal recommendations . April - May 2009 
mechanisms to ensure that long-term capital needs 
are identified, stakeholder communication is 

Policy and procedures submitted to Council for consideration ... June 2009 

coordinated, capital project plans are integrated with Preliminary CIP process implementation for fiscal year 2010-11 July 2009 - April 2010 

budgeting, and planning is accomplished in a Evaluation of preliminary implementation . May - June 2010 
systematic manner by all Council controlled 
departments. Recommendations for master planning studies . As required 

Recommendation 2. The CAO should develop a Best practices study to develop prioritization methodology . May 2009 
uniform project prioritization system for the City's 
capital improvement program. Prioritize capital needs 

Recommendations submitted to Council . July 2009 

to help determine the order in which projects should Inclusion of prioritization system in CIP planning process 

receive funding. (if feasible) . September 2009 

Recommendation 3. The City should develop a Preliminary CIP process implementation (to include IT 
process to identify and address its IT infrastructure infrastructure capital projects) . July 2009 - April 2010 
needs on a citywide basis and improve the 
coordination of IT issues among the ITA, City 

Hire IT design specialist for technology intensive projects . As required 

departments and various organizational elements of 
the CAO. 
Recommendation 4. The CAO should re-evaluate Draft Capital Improvement Program planning process 
policies, procedures and Budget Manual definitions implemented to include IT Infrastructure capital projects July 2009 - April 2010 
related to capital improvement program planning. In 
particular, the definition of "equipment" and its Best practices study to examine equipment purchase planning 
exclusion from capital planning, thresholds for process . May 2009 
operating life span, and impact on the City's finances 
should be considered in light of technological Recommendations submitted to Council . July 2009 
advancements and economics. Modifications to CIP and Annual Budget process for equipment 

requests for fiscal year 2011-12 (if required) . July 2010 

Recommendation 5. The CAO should establish an Preliminary CIP process implementation (to include office 
ongoing projection of multi-department office space space capital projects) . July 2009 - April 2009 
requirements and adopt planning tools that routinely 
consider acquisition (or reduction) of office space in 
conjunction with department-specific facilities planning. 

* Timelines that are dependent upon actions of the Council are subject to change based upon timing of final Council approval. 



Attachment 
Capital Project Funding and Approval Recommendations and Proposed Actions 

Recommendation Action Timeline* 

Recommendation 1. In concert with the development Preliminary CI P process implementation for fiscal year 2010-11 
of a multi-year capital improvement program, the CAO to include oversight organizations to recommendations for 
should develop a capital project funding and approval projects and funding . July 2009 - April 2010 
process that addresses all municipal facilities and 
physical plant projects. The City should establish an 
oversight organization to review all projects, in light of 

Production of Proposed Annual BUdget with revisions to CIEP, 
per recommendations . April 2010 

the needs to be met, available funding and Production of Five-Year Capital Improvement Program for 
prioritization criteria, and make recommendations for consideration by Council .. April 2010 
projects to be approved by the Mayor and Council. The 
capital bUdgeting process should be directly linked to, 
and flow from, the multi-year capital improvement plan. 
The capital budget should include projects from all 
funding sources, but should clearly indicate the funds 
which are approved during the City's annual budget 
cycle. 
Recommendation 2. The CAO should establish Best practices study to develop prioritization methodology . May 2009 
uniform criteria to prioritize all capital projects. 

Recommendations submitted to Council . July 2009 

Inclusion of prioritization system in CIP planning process 
(if feasible) I September 2009 

Recommendation 3. Revise the capital budget tables I Production of Proposed and Adopted Annual Budget 
in the City's approved budget and Blue Book to include documents with revisions to CIEP, per recommendations ......... I April- June 2010 
capital projects from all funding sources, and clearly 
indicate the various funds and provide totals for special 
funds included in the City's annual budget and the "off­
budget" funds. 
Recommendation 4. The CAO should determine the [ImPlementation of new financial management information 
possibility of tracking interim funding amounts at a fund system......................................................................................... I July 2010 
level on an on-going basis in order to know actual 
sources and uses of capital project funds. If there is no 
simple way to obtain this data on an on-going basis, 
the CAO should obtain data on the frequency and 
amount of interim funding over the past three fiscal 
years to determine whether interim funding amounts 
are significant and whether a methodology should be 
developed to track these amounts. 
* Timelines that are dependent upon actions of the Council are subject to change based upon timing of final Council approval. 



Attachment 
Capital Project Funding and Approval Recommendations and Proposed Actions 

Recommendation 

Recommendation 5. The CAO should track actual 
expenditures and compile routine budget variance 
reports at fund level to obtain basic information 
regarding the effectiveness of the capital budgeting 
process and the accuracy of the project cost 
estimates. 
Recommendation 6. The CAO should expedite the 
issuance of its capital improvement policy and related 
implementation procedures. The procedures should 
reflect the recommendations made in this audit report. 
As it develops these procedures, the CAO should 
strive to comply with the Capital Improvement 
Expenditure Program Funding Policy outlined in the 
City's Financial Policies. Following the issuance of the 
capital improvement policy, the CAO should take steps 
to revise the Administrative Code to reflect the revised 
CIEP process. 

Action 

Expenditure and variance reports provided to oversight 
committees . 
Evaluation of the CIP budgeting process .. 

Draft Capital Improvement Program (CIP) policy and 
procedures revised to include multi-year capital planning, per 
recommendations . 

Policy and procedures submitted to Council for consideration ... 

Evaluation of preliminary implementation .. 

Note: Revision to Administrative Code not recommended at 
this time. 

Timeline* 

Quarterly 
JUly 2011 

April - May 2009 

June 2009 

May - June 2010 

* Timelines that are dependent upon actions of the Council are subject to change based upon timing of final Council approval. 


