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OOFFFFIICCEE  OOFF  TTHHEE  CCIITTYY  CCLLEERRKK
TTAAXX  DDIISSCCOOVVEERRYY  PPRROOGGRRAAMM  CCOONNTTRRAACCTT  AAWWAARRDD

EXECUTIVE SUMMARY

At the request of the City Ethics Commission, the Office of the Controller
investigated a whistleblower complaint regarding the award of the Tax Discovery
contract by the Office of the City Clerk.  Using the Whistleblower letter dated
November 9, 1999 (Attachment A); auditors investigated the validity of a
complainant’s stated allegations that:

•  The City Clerk acted improperly in selecting a tax discovery firm to
provide personal services whose principle executives have a
questionable history with respect to similar services provided to the
City

•  City Clerk management allowed the City to be billed for services not
provided by a private contractor

•  The City Clerk ignored the grading results of a Request For Proposal
solicitation and awarded the Personal Services Contract for Tax
Discovery to the third rated proposal

•  The City Clerk compensated a private contractor beyond the five year
term limits of the negotiated Tax Discovery contract

The complainant alleged the City Clerk’s Office ignored the request for
proposal selection process by awarding the tax discovery contract to the third
rated proposer.  The complainant also alleged the principals of the selected firm
had caused a myriad of problems in their role as employees of the prior tax
discovery contractor.  Problems reported with the prior contractor included:
making claims for collections that were not the prior contractor’s, terminating the
prior contract, and receiving compensation in excess of the five years stated in
their contract.

Our investigation focused on the City Clerk's decision to recommend the
awarding of a Personal Services Contract (PSC) to the third rated firm in a
Request For Proposal (RFP) competition.  In addition to being the third rated
firm, the complainant alleged the prior poor performance of the principals of that
firm on a similar contract should have disqualified them from being selected.
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The RFP was for a Tax Discovery Program.  A review of the RFP process,
procedures and award justification was conducted.  Auditors interviewed senior
management from the Tax and Permit Division and the City Clerk.  Requests for
information resulted in a detailed chronology and complete history of the Tax
Discovery Program from its original inception in 1994 to its resumption in March
of 2000.

We found no evidence that the City Clerk acted improperly when he did
not accept the recommendations of his own RFP evaluation panel and
recommended award of the Tax Discovery Program contract to the firm ranked
third by the panel.  The City Clerk has authority to recommend the awarding of
personal services contracts to the best overall proposer with the approval of the
City Council and the Mayor. In our opinion, the City Clerk adequately justified the
award to the third ranked bidder based on valid concerns over staffing and
revenue generation. The top two rated firms required assistance by City staff and
that cost was not included in the original proposals.  The City Clerk’s staff did a
cost analysis to include city staff in all of the competing proposals, resulting in the
costs of the top two firms exceeding that of the selected contract firm.  Two of the
principals in the selected firm also had a reported proven history of revenue
generation for the City.

Although there is documentation that the prior contractor did not perform
its duties in an exemplary manner, the Office of the City Attorney for the City of
Los Angeles found there was insufficient evidence to substantiate malfeasance
or contractor fraud.  An internal audit conducted by City Clerk personnel
scrutinized the prior firm’s work product documentation and strongly
recommended disallowing certain major tax discovery accounts.  City Clerk
auditors recommended recovery of hundreds of thousands of dollars paid to the
contractor based on their findings that contractor personnel were not properly
documenting tax discovery leads and performed work not within the scope of the
contract.  The City Clerk was aware of the auditors’ recommendations and
concurred with the Tax and Permit Division Chief’s decision to recover disallowed
payments from the prior contractor.  A satisfactory repayment schedule of
disallowed monies was kept by the Tax and Permit Division and documented the
City’s recovery of all questionable payments.

To preclude similar problems with the current contractor, the Tax and
Permit Division must improve their management of this contract.  The lack of
established performance indicators, periodic performance reviews and formalized
reporting procedures seriously compromised the Tax and Permit Division’s ability
to track and document the overall performance of its prior contractor as good
management practices dictate.  The lack of documentation regarding the prior
contractors reported performance limited the ability of the City Clerk to consider
this performance in the final selection of a current contractor.
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We found no evidence that the prior contractor was compensated
improperly for contingency fees beyond the five-year limit as specified in the
Personal Services Contract with the City of Los Angeles.

In July 2000, the Tax and Permit Division was moved to the Office of
Finance because of the new City Charter.  Therefore, our recommendations in
some cases are made both to the City Clerk and to the Office of Finance, and in
some cases, just to the Office of Finance.

RECOMMENDATIONS

We recommend the City Clerk and the Office of Finance:

Establish and promulgate department-wide policies and procedures for
grading proposals and selecting contractors.

We recommend the Office of Finance:

1. Require the Tax and Permit Division to establish and use performance
indicators for Tax Discovery Program contractors.  The contract
monitor should issue periodic performance reports to the division chief,
indicating contractor compliance with planned goals, objectives and
standards of professional customer service.

2. Require the Tax and Permit Division to document all formal contacts
between City Clerk managers and Tax Discovery Program contractor
management.  Further, require that all corrective action requests,
training issues, contract interpretations, and billing disputes be
documented in writing.  A historical file system should track program
written communications and periodic evaluations throughout the life of
the Personal Services Contract and should be the specific
performance basis for contract extensions, contract renewals or
termination for cause.

3. Conduct an internal audit of the Tax Discovery Program annually, or
more often, if warranted.
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OBJECTIVES OF THE AUDIT

The objectives of the audit were to:

1. Investigate allegations contained in the November 19, 1999 Whistleblower
letter.

2. Determine the adequacy of the City Clerk's contracting procedures for
personal services contracts.

3. Determine if the City Clerk complied with those procedures.

4. Determine if those procedures were in compliance with the City Charter's
contracting requirements

AUDIT TECHNIQUES AND METHODOLOGY

Audit staff reviewed documentation from the Office of the City Attorney,
Los Angeles Police Department and the Office of the City Clerk.

We interviewed Tax and Permit Division staff including the Division Chief,
the current Tax Discovery Program Administrator and the City Clerk.  We
requested and reviewed all materials pertaining to the Tax Discovery Program of
1994 and similar materials relating to the 2000 Tax Discovery Program.  A
closing interview was held with the City Clerk on July 17, 2000.

We reviewed all departmental memoranda, correspondence, invoice
records, City Council file 99-2035, Contract Document C-91167, Tax Discovery
Program RFP of January 4, 1999 and billing invoices relating to the Tax
Discovery Programs of 1994.  This included reviewing invoices and payments for
the alleged improper compensation.

We performed audit fieldwork from April 26, 2000 to August 7, 2000 in
accordance with generally accepted Government Auditing Standards.  The
investigation covered the period from January 1, 1999 through February 29,
2000.
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BACKGROUND

On December 22, 1994, the City of Los Angeles entered into a Personal
Services Contract (C-91167) with Digital Systems International. The contracted
firm was to create, staff and operate a tax discovery program for the Office of the
City Clerk. The stated objective of the Tax Discovery Program was to identify
corporations, partnerships, and individuals that were conducting business in the
City and not registered with the City Clerk.  The partnership, between the City of
Los Angeles and a private contractor, to outsource tax discovery work was the
first of its kind for the Office of the City Clerk.  The contractor was compensated
through contingency fees for service and provided all staffing, hardware and
software; thereby, requiring no general fund allocation to start and operate the
program.  The Tax and Permit Division of the Office of the City Clerk
administered the Tax Discovery Program.  A liaison was assigned from the Tax
and Permit Division to monitor the contractor, approve invoices and resolve
issues between the City and the contractor.

Over a period of three years, the Tax Discovery Program enhanced City
business tax revenues by a reported $30 million according to the City Clerk. The
program was reportedly so successful that a contract extension was planned in
1997 to continue the Tax Discovery Program with the existing contractor, Mosaix,
Inc. (Digital Systems International became Mosaix, Inc. in 1997 and assumed all
the contractual obligations of the former).  Circumstances arising from an internal
audit, released on January 15, 1997, of the Tax Discovery Program, derailed
negotiations for extending C-91167.

A billing dispute, brought to light by the aforementioned internal audit,
caused Mosaix's management to invoke Article VII of the contract (C-91167) to
terminate the contract.  Tax discovery services terminated on December 14,
1997.  Mosaix’s management strongly disputed the conclusions of the internal
audit and accused the City of redefining the project and of narrowing the scope of
discoverable accounts, which, by Mosaix’s estimates, rendered the Tax
Discovery Program economically disadvantageous to Mosaix.  Mosaix, without
admitting wrongdoing, repaid the City approximately $600,000 for claims involved
in the dispute.  The repayment, initiated by the City, occurred through the Tax
and Permit Division withholding payment on future invoices until the withheld
monies totaled the principal and accrued interest owed the City of Los Angeles.

Some of the problems between the City of Los Angeles and Mosaix may
be traced to the Office of the City Clerk initiating simultaneous tax discovery
efforts, one as a Personal Services Contract and the other as an in-house project
utilizing City employees.  The two programs operated as separate competing
discovery efforts, and, as a result, duplicate discoveries occurred resulting in
disputes as to which program was credited with discovering the tax account.
Most disputes were settled amicably between the company and a representative
of the Tax and Permit Division.  The frictions between the contractor and City
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employees escalated over one major tax account.  A Chief of the Tax and Permit
Division, supported by a thorough audit and irrefutable evidence, notified Mosaix
that their claim to the disputed tax account was denied and monies previously
paid on the account would have to be repaid the City.  Stronger action against
Mosaix was explored by the Office of the City Clerk but was abandoned after
consultation with the Los Angeles Police Department and the Office of the City
Attorney.  The City Clerk conceded that fraud was most likely not provable, in a
court of law, against Mosaix or its employees.

On January 4, 1999, the Office of the City Clerk solicited proposals for a
new Tax Discovery Program, through a Request for Proposal.  Five firms with the
requisite expertise submitted proposals for consideration.  A five person panel
reviewed the proposals and ranked the firms as follows:

Proposer Score Rank

1) Revenue Solutions, Inc.   237 1
2) Deloitte Consulting   237 1
3) Turrow/McParlane Associates   214 3
4) Municipal Resources Consultants   197 4
5) Urban Rangers   165 5

In a September 13, 1999 letter to the Mayor, the City Clerk outlined his
reasons for recommending selection of the third ranked firm, Turrow/McParlane
Associates, to provide the City with a Tax Discovery Program.  He carefully
detailed his department’s priorities and the strengths and weaknesses of each
proposal.  The City Clerk made a strong case for selecting a proposal that did not
require City staffing, arguing that his Office was suffering chronic staffing
shortages in the classifications that would be needed to operate the program
should a City staffed proposal be implemented.  The top two firms had proposed
using City staff to augment their efforts.  The City Clerk’s other major
considerations included:

1) Proposal promising shortest time to generate revenue

2) Familiarity with City of Los Angeles tax system and tax discovery
efforts

3) Lowest cost proposal

The City Clerk recommended Turrow/McParlane Associates because of
these internal and external factors.  The Mayor, offering no objections or
qualifications, forwarded the recommendation to the City Administrative Officer
(CAO) for review and comments.  The CAO concurred with the City Clerk’s
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recommendations and endorsed the Mayor’s referral to the Budget and Finance
Committee of the City Council (Council File 99-2035).

On December 7, 1999 the City Council approved the City Clerk’s
recommendation to contract with Turrow/McParlane Associates for a Tax
Discovery Program and on December 10, 1999 the Mayor signed his approval,
thereby authorizing the Office of the City Clerk to negotiate a contract with the
recommended firm.  The Personal Services Contract was entered into on March
23, 2000.

In July 2000, the Tax and Permit Division was moved to the new Office of
Finance as a result of the new City Charter.  Therefore, our recommendations in
some cases are made both to the City Clerk and to the Office of Finance, and in
some cases, just to the Office of Finance.
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FINDING NO. 1   THE CITY CLERK’S SELECTION REFLECTED A
REASONABLE ASSESSMENT OF THE CITY
CLERK’S NEEDS

The City Clerk made an expedient management decision to contract with
the third rated firm based on his priorities to generate the most uncollected tax
revenue with a private sector contractor that was self-sufficient in personnel and
information systems.

The selection of the third ranked proposal for the Tax Discovery Program
raised issues in an anonymous complainant's mind as to the legality of such an
action by a City General Manager.  Upon investigation, we find that the City Clerk
is the Chief Administrative Officer of the Office of the City Clerk (City Charter
Article VI Sec. 79 (a) 1), and has the power to regulate and manage (City Charter
Article VI Sec. 78 2) the affairs of the Office as he/she deems appropriate.  This
power to regulate and manage extends to the final recommendation to select
independent contractors carrying out work for their Office. We found no evidence
that the City Clerk acted improperly when he did not accept the
recommendations of his own RFP evaluation panel and awarded the Tax
Discovery Program contract to the firm ranked third by the panel.

The Office of the City Clerk followed City policy by issuing a detailed
Request For Proposal. The Request for Proposal was conducted in accordance
with City Administrative Officer's guidelines promulgated November 7, 1991.  The
responding firms were judged on the basis of demonstrated competencies for
work being contracted out and the reasonableness of price to deliver services.
Five judges who independently scored and ranked the proposals evaluated the
five competing firms.  The results of the selection process were submitted to the
City Clerk for his consideration and final recommendation.

The City Clerk overrode the ranking recommendations of the panel by
selecting the third ranked proposal.  He transmitted his recommendation and
justifications in a letter to the Mayor dated September 13, 1999.  He cited
personnel issues and revenue generation as the reasons he recommended
selecting Turrow/MacParlane Associates over the top two scoring firms.
However, he did not give the top two firms the opportunity to re-bid their
proposals without using City staff.  The City Clerk stated giving the firms the
opportunity to re-bid would have been considered an “enhancement” which is not
allowed.  The top two firms required assistance by City staff and that cost was

                                                          
1 Charter of the City of Los Angeles, 7th Revision, April 8, 1997
2 Charter of the City of Los Angeles, 7th Revision, April 8, 1997
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not included in the original proposals.  The City Clerk’s staff did a cost analysis to
include city staff in all of the proposals, and these two firm’s costs came out
higher.  The broad proposal gave firms the opportunity to prepare a bid using
their best combination of contractor staff, city staff, and automation as deemed
best by the contractor.

The Tax Discovery Program personal services contract entered into by the
City Clerk's Office and Turrow/McParlane Associates is similar to the previously
contracted services with Mosaix, Inc. and no issues as to form and legality were
raised by the Office of the City Attorney.

We found that the City Clerk dutifully reviewed the recommendations of
his RFP selection panel and in conjunction with the priorities he deemed most
urgent for his department and the City at large, he arrived at a reasonable and
supportable recommendation in the selection of a Tax Discovery Program
contractor.  We find no conflict of interest or violations of City ethics rules in this
recommendation.  The City Clerk is not required to recommend the first ranked
proposer.

We also found that while the organization correctly used the City RFP
guidelines for issuing proposals, it did not have written guidelines for grading
proposals.  The use of specific guidelines for grading proposals and selecting
contractors would enhance the standardization of grading proposals.

Recommendations

We recommend the City Clerk and the Office of Finance:

Establish and promulgate department-wide policies and procedures for
grading proposals and selecting contractors.
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FINDING NO. 2 THE TAX AND PERMIT DIVISION MUST
ESTABLISH WRITTEN GUIDELINES FOR
MANAGING A CONTRACTOR WHOSE
FEES ARE CONTINGENCY BASED

The Tax Discovery Program is a unique partnership between public and
private enterprises.  The lack of prior experience in this method of contracting
necessitated and still, in the present, necessitates clear organizational plans and
procedures for effectively managing the Tax Discovery Program for the City to
benefit from a contract in this area.

The lack of established performance indicators, periodic performance
reviews and formalized reporting procedures seriously compromised the Tax and
Permit Division’s ability to track and document the overall performance of its prior
contractor as good management practices dictate.

The Tax Discovery Program should have been more closely monitored
with greater attention given to City management oversight controls.  The creation
of competing programs with widely different organizational structures made for a
difficult organization to manage and one that required a stronger organizational
plan.

The Tax Discovery contractor was responsive only to the Chief of the
section, which undercut the position of the liaison and led to friction between the
City employees and contract employees.  An apparently weak liaison position
contributed to the contractor relaxing performance standards and submitting
invoices on tax accounts suspected or reportedly known to be City discovered
accounts.  The recently upgraded contract monitor position attests to the
importance of closely overseeing a contractor.  Along with the higher
classification, the Tax and Permit Division manager must delegate the requisite
authority to the contract monitor along with the supporting organizational plan. 

Audit staff reviewed documentation from the Office of the City Attorney,
Los Angeles Police Department and the Office of the City Clerk.  Auditors
interviewed the managers of the program and the City Clerk.

The City has recovered all monies discovered to have been billed in error
and the decision of Mosaix to invoke a termination clause in the contract is a
legal right that is not actionable.
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The issue of compensation being paid to the contractor past the five-year
limit may have been perceived as an issue due to the contract language not
providing for months falling between the start of the calendar year and ending of
the City’s fiscal year.  This gray area was resolved in favor of the contractor by
the Office of the City Clerk in order to avoid legal action. The resolving of the
issue at the lowest financial cost was in the City’s best interest, and the contract
language has been corrected in the new Tax Discovery Program contract.

To preclude similar problems with the current contractor, the Tax and
Permit Division must improve their management of this contract.  The lack of
established performance indicators, periodic performance reviews and formalized
reporting procedures seriously compromised the Tax and Permit Division’s ability
to track and document the overall performance of its prior contractor as good
management practices dictate.  The lack of documentation regarding the prior
contractors poor performance limited the ability of the City Clerk to consider this
performance as a negative factor in the final selection of a contractor.

RECOMMENDATIONS:

We recommend the Office of Finance:

1. Require the Tax and Permit Division to establish and use performance
indicators for Tax Discovery Program contractors.  The contract monitor
should issue periodic performance reports to the division chief, indicating
contractor compliance with planned goals, objectives and standards of
professional customer service.

2. Require the Tax and Permit Division to document all formal contacts between
City Clerk managers and Tax Discovery Program contractor management.
Further, require that all corrective action requests, training issues, contract
interpretations, and billing disputes be documented in writing.  A historical file
system should track program written communications and periodic
evaluations throughout the life of the Personal Services Contract and should
be the specific performance basis for contract extensions, contract renewals
or termination for cause.

3. Conduct an internal audit of the Tax Discovery Program annually, or more
often, if warranted.










