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AGENDA
A REGULAR MEETING OF THE AUDIT COMMITTEE
AND BOARD OF RETIREMENT AND BOARD OF INVESTMENTS
LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION
300 N. LAKE AVENUE, SUITE 810, PASADENA, CALIFORNIA 91101
9:00 A.M., THURSDAY, DECEMBER 2, 2021

This meeting will be conducted by the Audit Committee by teleconference
under California Government Code Section 54953(e).

Any person may view the meeting online at
http://lacera.com/leadership/board-meetings

The Committee may take action on any item on the agenda
and agenda items may be taken out of order.

2021 AUDIT COMMITTEE MEMBERS
Joseph Kelly, Chair
Shawn R. Kehoe, Vice Chair
Vivian H. Gray, Secretary
Alan J. Bernstein
Keith Knox
Ronald A. Okum
Gina V. Sanchez

AUDIT COMMITTEE CONSULTANT
Robert H. Griffin

. CALL TO ORDER
Il. APPROVAL OF MINUTES

A. Approval of the Minutes of the Regular Audit Committee Meeting of
August 26, 2021.

B. Approval of the Minutes of the Regular Audit Committee Meeting of
October 21, 2021.
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1. PUBLIC COMMENT

(Written Public Comment - You may submit written public comments by email
to PublicComment@lacera.com. Correspondence will be made part of the official
record of the meeting. Please submit your written public comments or
documentation as soon as possible and up to the close of the meeting.

Verbal Public Comment - You may also request to address the Committee. A
request to speak must be submitted via email to
PublicComment@lacera.com. We will contact you with information and
instructions as to how to access the meeting as a speaker. If you would like to
remain anonymous at the meeting without stating your name, please let us know.)

V. CONSENT ITEMS

A. Recommendation as submitted by Steven P. Rice, Chief Counsel: That,
under AB 361 and Government Code Section 54953(e)(3) of the Brown Act,
the Audit Committee consider whether to find that the Governor’s COVID-
19 State of Emergency continues to directly impact the ability of the
Committee to meet safely in person and that the County of Los Angeles and
other agencies still recommend social distancing such that the Committee
shall hold teleconference meetings for the next 30 days, and if so, direct staff
to comply with the agenda and public comment requirements of the statute.
(Memo dated November 15, 2021)

V. NON-CONSENT ITEMS

A. Recommendation as submitted by Richard P. Bendall, Chief Audit
Executive, and Gabriel Tafoya, Senior Internal Auditor: That the
Committee, in accordance with your current Audit Committee Charter, staff
recommends that the Audit Committee review and discuss the Review of
Chief Executive Officer’s Credit Card Expenditures Audit to take the
following action(s):

1. Accept and file report;

2. Instruct staff to forward report to Boards or Committees;

3. Make recommendations to the Boards or Committees regarding actions
as may be required based on audit findings; and/or

4. Provide further instruction to staff.
(Memo dated November 17, 2021)
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V. NON-CONSENT ITEMS (Continued)

B. Recommendation as submitted by Joseph Kelly, Audit Committee Chair and
Richard P. Bendall, Chief Audit Executive: The Audit Committee provide
suggested revisions and/or approve the issuance of the Audit Committee
Annual Report to the Boards and direct staff to issue the report to the boards
at their respective January 2022 meetings. (Memo dated November 18,
2021)

C. Recommendation as submitted by Richard P. Bendall, Chief Audit
Executive: That the Audit Committee approve the engagement of IIA
Quality Services, LLC to perform an External Quality Assessment of the
Internal Audit Division (Memo dated November 12, 2021)

VI. REPORTS

A. Plante Moran’s Audit Results

®  Presentation of the Results of the Financial Audit by Michelle
Watterworth, Partner, Jean Young, Partner, and Amanda Cronk, Senior
Manager

® LACERA’s 2021 Audited Financial Statements and Required
Communications to those Charged with Governance for FYE
June 30, 2021

®  GASB 68 Disclosure Report, Schedule of Employer Allocations and
Schedule of Pension Amounts by Employer for FYE June 30, 2020

®  GASB 75 Disclosure Report, Statement of Changes in Fiduciary Net
Position by Employer for FYE June 30, 2020
(Memo dated November 8, 2021)

B. Management’s Response to Plante Moran’s Comments to Management
Santos H. Kreimann, Chief Executive Officer
Richard P. Bendall, Chief Auditor Executive
(Memo dated November 12, 2021)

C. FYE 2022 Audit Plan Status Report
Richard P. Bendall, Chief Audit Executive
Leisha E. Collins, Principal Internal Auditor
(Memo dated November 12, 2021)
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VI. REPORTS (Continued)

D. Status of Other External Audits Not Conducted at the Discretion of
Internal Audit
Richard P. Bendall, Chief Audit Executive
(Verbal Presentation)

E. Internal Audit Staffing Activity Report
Richard P. Bendall, Chief Audit Executive
(Verbal Presentation)

F. Ethics Hotline Status Report
Richard P. Bendall, Chief Audit Executive
Kathryn Ton, Senior Internal Auditor
(For Information Only) (Memo dated November 12, 2021)

VII. CONSULTANT COMMENTS
Robert H. Griffin, Audit Committee Consultant
(Verbal Presentation)

VIIl. ITEMS FOR STAFF REVIEW

IX. GOOD OF THE ORDER
(For Information Purposes Only)

X.  ADJOURNMENT
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The Board of Retirement and Board of Investments have adopted a policy permitting any member
of the Boards to attend a standing committee meeting open to the public. In the event five (5) or
more members of either the Board of Retirement and/or the Board of Investments (including
members appointed to the Committee) are in attendance, the meeting shall constitute a joint
meeting of the Committee and the Board of Retirement and/or Board of Investments. Members
of the Board of Retirement and Board of Investments who are not members of the Committee
may attend and participate in a meeting of a Board Committee but may not vote on any matter
discussed at the meeting. Except as set forth in the Committee’s Charter, the only action the
Committee may take at the meeting is approval of a recommendation to take further action at a
subsequent meeting of the Board.

Documents subject to public disclosure that relate to an agenda item for an open session of the
Board and/or Committee that are distributed less than 72 hours prior to the meeting will be
available for public inspection at the time they are distributed to a majority of the members of
any such Board and/or Committee at LACERA’s offices at 300 N. Lake Avenue, Suite 820,
Pasadena, CA 91101 during normal business hours [e.g., 8:00 a.m. to 5:00 p.m. Monday through
Friday].

Requests for reasonable modification or accommodation of the telephone public access and
Public Comments procedures stated in this agenda from individuals with disabilities, consistent
with the Americans with Disabilities Act of 1990, may call the Board Offices at (626) 564-6000,
Ext. 4401/4402 from 8:30 a.m. to 5:00 p.m. Monday through Friday or email
PublicComment@Iacera.com, but no later than 48 hours prior to the time the meeting is to
commence.




MINUTES OF THE REGULAR MEETING OF THE AUDIT COMMITTEE OF THE
BOARD OF RETIREMENT AND BOARD OF INVESTMENTS

LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION
300 N. LAKE AVENUE, SUITE 810, PASADENA, CA 91101
9:00 A.M., THURSDAY, AUGUST 26, 2021

This meeting was conducted by teleconference pursuant to the Governor’s Executive
Order N-29-20.

PRESENT: Joseph Kelly, Chair
Shawn R. Kehoe, Vice Chair
Vivian H. Gray, Secretary (Joined the meeting at 9:03 a.m.)
Alan J. Bernstein
Keith Knox

Gina V. Sanchez (Joined the meeting at 9:07 a.m. and left the meeting at
10:34 a.m.)

ABSENT: Ronald A. Okum

MEMBERS AT LARGE

Patrick L. Jones

STAFF, ADVISORS, PARTICIPANTS

Santos H. Kreimann, Chief Executive Officer
Luis A. Lugo, Deputy Chief Executive Officer
JJ Popowich, Assistant Executive Officer

Steve Rice, Chief Legal Counsel
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STAFF, ADVISORS, PARTICIPANTS (Continued)

Richard Bendall, Chief Audit Executive

Leisha Collins, Principal Internal Auditor

Christina Logan, Principal Internal Auditor

Kathryn Ton, Senior Internal Auditor

George Lunde, Senior Internal Auditor

Nathan Amick, Internal Auditor

Bernie Buenaflor, Quality Assurance Division Manager
Allan Cochran, Member Services Division Manager
Louis Gittens, Benefits Section Head

Kevin Hawkins, Benefits Retirement Specialist
Jenni Krengel, Buchalter ACP, Tax Counsel

Robert H. Griffin, Audit Committee Consultant

. CALL TO ORDER

The meeting was called to order virtually at 9:00 a.m. by Chair Kelly.

1. APPROVAL OF THE MINUTES

A. Approval of the Minutes of the Regular Audit Committee Meeting of

June 24, 2021.

Mr. Bernstein made a motion, Mr. Knox
seconded, to approve the minutes of the
Regular Audit Committee meeting of June
24, 2021. The motion passed (rollcall)
with Messrs. Bernstein, Kehoe, Knox,
Kelly voting yes. Ms. Gray and Ms.
Sanchez were absent from the vote.
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I11.  PUBLIC COMMENT

There were no requests from the public to speak.

IV. NON-CONSENT ITEMS (Ms. Gray joined the meeting at 9:03) (Ms. Sanchez

joined the meeting at 9:07 a.m.)

A. Recommendation as submitted by Richard P. Bendall, Chief Audit Executive,
and Christina Logan, Principal Internal Auditor: That the Audit Committee
approve the Revised Internal Audit Charter. (Memo dated August 17, 2021)

Mr. Bendall and Ms. Logan were present and answered questions from the Committee.

V. REPORTS

Mr. Knox made a motion, Mr. Kehoe
seconded, to  approve  staff’s
recommendation to approve the
Revised Internal Audit Charter. The
motion passed (roll call) with Messrs.
Bernstein, Kehoe, Knox, Kelly and
Ms. Gray voting yes. Ms. Sanchez was
absent from the vote.

A. Internal Audit Annual Performance Report FYE June 30, 2021
Richard P. Bendall, Chief Audit Executive
Leisha Collins, Principal Internal Auditor
Christina Logan, Principal Internal Auditor
(Presentation) (Memo dated August 18, 2021)

Mr. Bendall and Ms. Logan were present and answered questions from the

Committee. This item was received and filed.

B. FYE 2022 Internal Audit Goals

Richard P. Bendall, Chief Audit Executive
Leisha E. Collins, Principal Internal Auditor

(Memo dated August 16, 2021)

Mr. Bendall and Ms. Collins were present and answered questions from the

Committee. This item was received and filed.
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V. REPORTS (Continued)

C. Status of Other External Audits Not Conducted at the Discretion of
Internal Audit
Richard P. Bendall, Chief Audit Executive
(Verbal Presentation)

Mr. Bendall provided a verbal update and answered questions from the Committee.
This item was received and filed.

D. Internal Audit Staffing Activity Report
Richard P. Bendall, Chief Audit Executive
(Verbal Presentation)

Mr. Bendall provided a verbal update and answered questions from the Committee.
This item was received and filed.

E. Ethics Hotline Overview
Richard P. Bendall, Chief Audit Executive
Kathryn Ton, Senior Internal Auditor
(For Information Only) (Memo dated August 13, 2021)

This item was received and filed.

F. FYE 2022 Audit Plan Status Report
Richard P. Bendall, Chief Audit Executive
Leisha Collins, Principal Internal Auditor
(For Information Only) (Memo dated August 13, 2021)

This item was received and filed.
G. 2021 Annual Audit Committee Calendar
Richard P. Bendall, Chief Audit Executive
Leisha E. Collins, Principal Internal Auditor
(For Information Only) (Memo dated July 30, 2021)

This item was received and filed.
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VI. CONSULTANT COMMENTS
Robert H. Griffin, Audit Committee Consultant
(Verbal Presentation)

Mr. Griffin provided brief comments to the Committee.
VIl. REPORT ON STAFF ACTION ITEMS
There was nothing to report.

VIIl. GOOD OF THE ORDER
The Committee thanked staff for their work.

IX. EXECUTIVE SESSION

A. Conference with Legal Counsel — Anticipated Litigation

Significant Exposure to Litigation (Pursuant to Paragraph (2) of Subdivision (d)
of California Government Code Section 54956.9) and Initiation of Litigation
(Pursuant to Paragraph (4) of Subdivision (d) of California Government Code
Section 54956.9)

No. Of Cases: 1

The Committee met in Executive Session pursuant to Government Code Section

54956.9 (d). There was nothing to report.

B. Performance Evaluation — Chief Audit Executive Goals Report
(Pursuant to Government Code Section 54957(b)(1)]
(FOR AUDIT COMMITTEE ONLY PER COUNTY SALARY ORDINANCE
6.127.040.S.1)

Title: Chief Audit Executive

The Committee met in Executive Session with staff regarding the Chief Audit

Executive’s performance evaluation and goals report. There was nothing to report.
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X. ADJOURNMENT

There being no further business to come before the Committee, the meeting

was adjourned at 10:53 a.m.

(Supplemental Information (Information provided to the Trustees prior to the meeting)

1. Internal Audit Annual Performance Report FYE June 30, 2021
(Provided revisions to slide 11 of the presentation)



MINUTES OF THE REGULAR MEETING OF THE AUDIT COMMITTEE OF THE
BOARD OF RETIREMENT AND BOARD OF INVESTMENTS

LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION
300 N. LAKE AVENUE, SUITE 810, PASADENA, CA 91101
9:00 A.M., THURSDAY, OCTOBER 21, 2021

This meeting was conducted by teleconference pursuant to the Governor’s Executive

Order N-29-20.
PRESENT: Joseph Kelly, Chair
Shawn R. Kehoe, Vice Chair
Vivian H. Gray, Secretary
Alan J. Bernstein
Elizabeth Ginsberg (Chief Deputy to Keith Knox)
Gina V. Sanchez
ABSENT: Keith Knox

Roland A. Okum

STAFF, ADVISORS, PARTICIPANTS

Santos H. Kreimann, Chief Executive Officer
Luis Lugo, Deputy Chief Executive Officer
Laura Guglielmo, Assistant Executive Officer
JJ Popowich, Assistant Executive Officer
Steve Rice, Chief Legal Counsel

Richard Bendall, Chief Audit Executive
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STAFF, ADVISORS, PARTICIPANTS (Continued)

Leisha Collins, Principal Internal Auditor
Christina Logan, Principal Internal Auditor
Kathryn Ton, Senior Internal Auditor
George Lunde, Senior Internal Auditor
Nathan Amick, Senior Internal Auditor
Gabriel Tafoya, Senior Internal Auditor
Bob Schlofelt, Interim Chief Information Security Officer
Bernie Buenaflor, Quality Assurance Division Manager
Louis Gittens, Benefits Section Head
Kevin Hawkins, Benefits Retirement Specialist
Summy Voong, Interim Assistant Information System Manager
Kathy Delino, Interim Systems Division Manager
Sarah Pavelek, Engagement Partner, Plante Moran
Jenny Trotta, Engagement Sr. Manager, Plante Moran
Robert H. Griffin, Audit Committee Consultant
l. CALL TO ORDER
The meeting was called to order virtually at 9:00 a.m. by Chair Kelly.
. APPROVAL OF THE MINUTES
A. Approval of the Minutes of the Special Audit Committee Meeting of
August 26, 2021.
This item was returned to staff and
will be placed for approval at the

December 2, 2021 Audit Committee
Meeting.
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PUBLIC COMMENT

There were no requests from the public to speak.

CONSENT ITEMS

A. Recommendation as submitted by Steven P. Rice, Chief Counsel: That the
Audit Committee approves that, under AB 361 and Government Code Section
54953(e)(3) of the Brown Act, the Board of Retirement consider whether to
find that the Governor’s COVID-19 State of Emergency continues to directly
Impact the ability of the Board and its Committees to meet safely in person and
that the County of Los Angeles and other agenciesstill recommend social
distancing such that the Board and its Committees shall hold teleconference
meetings for the next 30 days, and if so, direct staffto comply with the agenda
and public comment requirements of the statute.

(Memo dated October 14, 2021)

Mr. Rice was present to answer questions from the Committee.

NON-CONSENT ITEMS

Mr. Kehoe made a motion, Mr. Kelly
seconded, to approve  staff’s
recommendation and to add this to the
Consent agenda in future meetings.
The motion passed (roll call) with
Messrs. Bernstein, Kehoe, Kelly, Ms.
Gray, and Ms. Sanchez voting yes.

A. Recommendation as submitted by Richard P. Bendall, Chief Audit
Executive, Leisha E. Collins, Principal Internal Auditor and Christina
Logan, Principal Internal Auditor: That the Audit Committee approve the
engagement of 1A Quality Services, LLC to conduct the External Quality
Assessment of the Internal Audit Division. (Memo dated October 13, 2021)

Mr. Bendall was present to answer questions from the Committee.

Mr. Kehoe made a motion, Ms. Gray
seconded, for staff to develop an RFP
Review Committee that does not
consist of majority of Internal Audit to
review the RFPs submitted and
resubmit recommendations to the
Committee. Also, for the Chair to have
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V. NON-CONSENT ITEMS (Continued)
the opportunity to survey the
Committee and see if any trustees are
interested in participating in this RFP
process. The motion passed (roll call)
with Messrs. Bernstein, Kehoe, Kelly,
Ms. Gray and Ms. Sanchez voting yes.

B. Recommendation as submitted by Richard P. Bendall, Chief Audit
Executive, Leisha Collins, Principal Internal Auditor, Christina Logan,
Principal Internal Auditor, and Kathryn Ton, Senior Internal Auditor: That
the Audit Committee approve engagement of Eide Bailly, LLC to perform
an external review of the Human Resources Division’s recruiting process
(Memo dated October 14, 2021)

Ms. Ton was present to answer questions from the Committee.

Mr. Bernstein made a motion, Ms.
Sanchez seconded, to approve staff’s
recommendations. The motion passed
(roll call) with Messrs. Bernstein,
Kehoe, Kelly, Ms. Gray and Ms.
Sanchez voting yes.

VI. REPORTS

A. Recommendation Follow-Up
Richard P. Bendall, Chief Audit Executive
Christina Logan, Principal Internal Auditor
(Memo dated October 13, 2021)

Messrs. Tafoya, Bendall, Lugo and Kreimann were present and answered questions
from the Committee. This item was received and filed.

B. Recommendation Follow-Up Sensitive Information Technology Areas
Richard P. Bendall, Chief Audit Executive
Christina Logan, Principal Internal Auditor
Gabriel Tafoya, Senior Internal Auditor
(Memo dated October 13, 2021)

Mr. Tafoya was present and answered questions from the Committee. This item

was received and filed.
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VI. REPORTS (Continued)

C. Recommendation Follow-Up KPMG’s External Quality Assessment (EQA)
Richard P. Bendall, Chief Audit Executive
Christina Logan, Principal Internal Auditor
(Memo dated October 12, 2021)

Ms. Logan was present and answered questions from the Committee. This item
was received and filed.

D. Status of Other External Audits Not Conducted at the Discretion of
Internal Audit
Richard P. Bendall, Chief Audit Executive
(Verbal Presentation)

Mr. Bendall was present and answered questions from the Committee. This item
was received and filed.
E. Ethics Hotline Status Report
Richard P. Bendall, Chief Audit Executive
Kathryn Ton, Senior Internal Auditor
(For Information Only) (Memo dated October 13, 2021)
Ms. Ton was present and answered questions from the Committee. This item
was received and filed.
F. FYE 2022 Audit Plan Status Report
Richard P. Bendall, Chief Audit Executive
Leisha Collins, Principal Internal Auditor
(For Information Only) (Memo dated October 13, 2021)
Ms. Collins was present and answered questions from the Committee. This item
was received and filed.
VI. CONSULTANT COMMENTS
Robert H. Griffin, Audit Committee Consultant

(Verbal Presentation)

Mr. Griffin provided comments to the Committee.
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VII.

REPORT ON STAFF ACTION ITEMS

There was nothing to report.

VIIl. GOOD OF THE ORDER

The Committee thanked staff for their work.

IX. EXECUTIVE SESSION

A. Potential Threats to Public Services or Facilities

(Pursuant to Subdivision (a) of California Government Code Section
54957)

Consultation with: Sarah Pavelek, Plante Moran Engagement Partner; Jenny
Trotta, Plante Moran Engagement Senior Manager; Terry Olejnik, AICPA
Colleague Partner; Richard Bendall, LACERA Chief Audit Executive;
Christina Logan, Principal Internal Auditor; Santos H. Kreimann, Chief
Executive Officer; Luis A. Lugo, Deputy Chief Executive Officer; Kathy
Delino, Systems Division Interim Manager; Bob Schlotfelt, Chief Information
Security Officer; and Other LACERAStaff.

The Committee met in Executive Session pursuant to Government Code Section

54957 (a). There will be a closed session follow-up regarding certain information

technology issues at an upcoming OOC meeting.

B. Conference with Legal Counsel — Anticipated Litigation

Significant Exposure to Litigation (Pursuant to Paragraph (2) of Subdivision
(d) of California Government Code Section 54956.9) and Initiation of
Litigation (Pursuant to Paragraph (4) of Subdivision (d) of California
Government Code Section 54956.9)

No. Of Cases: 1

The Committee met in Executive Session pursuant to Government Code Section

54956.9 (d). The Committee took action, which will be reported out at a later date under

the Brown Act.
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IX. ADJOURNMENT

There being no further business to come before the Committee, the meeting

was adjourned at 10:15 a.m.



L/Z.CERA

November 15, 2021

TO: Each Trustee,
Audit Committee

FROM: Steven P. Rice. TR
Chief Counsel

FOR: December 2, 2021 Audit Committee Meeting

SUBJECT: Approval of Teleconference Meetings Under AB 361 and Government Code
Section 54953(e)

RECOMMENDATION

That, under AB 361 and Government Code Section 54953(e)(3) of the Brown Act, the
Audit Committee consider whether to find that the Governor's COVID-19 State of
Emergency continues to directly impact the ability of the Committee to meet safely in
person and that the County of Los Angeles and other agencies still recommend social
distancing such that the Committee shall hold teleconference meetings for the next 30
days, and if so, direct staff to comply with the agenda and public comment requirements
of the statute.

LEGAL AUTHORITY

Under Section VI of its Charter, the Audit Committee controls its own meeting schedule
and specifically “has such other powers as provided in the Brown Act.” This authority
includes the ability to manage the scheduling and manner of Committee meetings and to
evaluate and act on legal options for the conduct of such meetings, such as whether to
invoke teleconferencing of meetings under the terms and conditions provided in AB 361
and Government Code Section 54953(e) of the Brown Act to protect the health and safety
of Trustees, staff, and the public. The Audit Committee previously took action under the
statute at its October 21, 2021 meeting, which is more than 30 before the December 2,
2021 Committee meeting thereby requiring new findings.

DISCUSSION

A. Summary of New Law.

Section 54953(b)(3), as in effect since before the COVID-19 pandemic, provides for a
teleconference meeting if: the agenda is posted at each teleconference location; the
agenda identifies all teleconference locations; teleconference locations are accessible to
the public and allow for public participation; a quorum of Trustees is located in Los
Angeles County; and all votes are by roll call.
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The Governor’s Executive Order No. N-29-20, issued on March 17, 2020, relaxed these
teleconference rules during the COVID-19 State of Emergency. LACERA, including the
Audit Committee, held teleconference meetings throughout the pandemic under the
authority of Order No. N-29-20. On June 11, 2021, the Governor issued Executive Order
No. N-08-21 providing that the relaxed rules would expire on September 30, 2021, when
the regular rules of Section 54953(b) described above would again be in effect.

On September 16, 2021, the Governor signed AB 361 which enacted new Government
Code Section 54953(e) of the Brown Act to put in place, effective immediately and through
December 31, 2023, new relaxed teleconferencing rules that may be invoked by local
legislative bodies, such as the Audit Committee, upon making certain findings and
following certain agenda and public comment requirements.

Specifically, Section 54953(e)(3) provides that the Committee may hold a teleconference
meeting without the need to comply with Section 54953(b)(3) if a state of emergency
under Section 8625 of the California Emergency Services Act remains active or state or
local officials have imposed or recommended social distancing rules, provided that the
Committee, within 30 days of the first teleconference meeting and every 30 days
thereafter (or at its next meeting), makes the following findings by majority vote:
(A) The Committee has considered the circumstances of the state of emergency;
(B) Any of the following circumstances exist:
0] The state of emergency continues to directly impact the ability of the
Trustees to meet safely in person; and/or
(i) State or local officials continue to impose or recommend measures to
promote social distancing.

If the Committee makes the required findings, the Committee may hold teleconference
meetings for 30 days without the need to comply with the regular rules of Section
54953(b)(3), provided that: agendas are prepared and posted under the Brown Act;
members of the public may access the meeting via a call-in option or an internet-based
service option; and the agenda provides an opportunity for public comment in real time
and provides notice of the means of accessing the meeting for public comment.

B. Information Supporting the Required Findings and Process if the Audit
Committee Determines to Invoke Section 54953(e).

The Governor’'s State of Emergency for the COVID-19 pandemic as declared in the
Proclamation of a State of Emergency dated March 4, 2020 remains active. The
Proclamation was issued under the authority of Section 8625 of the California Emergency
Services Act.

The Los Angeles County Department of Public Health maintains guidance to “Keep your
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distance. Use two arms lengths as your guide (about 6 feet) for social distancing with
people outside your household when you are not sure that they are vaccinated.”
http://publichealth.lacounty.gov/acd/ncorona2019/reducingrisk/. =~ The County Public
Health Department also maintains guidance that employers should, “Implement policies
and practices that support physical distancing: Whenever possible, take steps to reduce
crowding indoors and enable employees and customers to physically distance from each
other. Generally, at least 6 feet of distance (2 arm lengths) is recommended, although
this is not a guarantee of safety, especially in enclosed or poorly ventilated spaces.”
http://publichealth.lacounty.gov/acd/ncorona2019/bestpractices/.

The Centers for Disease Control and Prevention (CDC) also still advise the public that,
“Outside your home: Put 6 feet of distance between yourself and people who don'’t live in
your household.” https://www.cdc.gov/coronavirus/2019-ncov/prevent-getting-
sick/prevention.html#stay6ft%20.

The pandemic continues to present a significant health risk, as the virus presents itself in
different variants. LACERA has not yet returned to the office. Management is finalizing
return to office vaccination and testing protocols to ensure the safety of LACERA
employees, members, and others, including Trustees.

Under these circumstances, the Audit Committee may reasonably conclude and find that
teleconferencing under Section 54953(e) is appropriate for the Committee meetings, if
any, during the next 30 days because (1) the state of emergency continues to directly
impact the ability of the Trustees to meet safely in person, and (2) the County and other
authorities continue to recommend measures to promote social distancing, as required
by the statute.

If the Committee makes these findings and directs teleconferencing under Section
54953(e), procedures exist and will be implemented to ensure compliance with the
agenda and public comment requirements of the statute, as stated above. The Board of
Retirement and Board of Investments acted upon the required findings at their October
and November meetings, and as noted the Audit Committee took action at its October 21,
2021 meeting. This item is brought to the Committee for separate action because the
Committee functions independently under its Charter, as explained above, with respect
to the conduct of its meetings under the Brown Act. Going forward, so long as the State
of Emergency remains in effect, this item will appear on Audit Committee agendas.

CONCLUSION

Based on the above information, staff recommends that, under AB 361 and Government
Code Section 54953(e)(3) of the Brown Act, the Audit Committee consider whether to find


http://publichealth.lacounty.gov/acd/ncorona2019/reducingrisk/
http://publichealth.lacounty.gov/acd/ncorona2019/bestpractices/
https://www.cdc.gov/coronavirus/2019-ncov/prevent-getting-sick/prevention.html#stay6ft%20
https://www.cdc.gov/coronavirus/2019-ncov/prevent-getting-sick/prevention.html#stay6ft%20

Re: Approval of Teleconference Meetings Under AB 361 and Gov't Code § 54953(e)
November 15, 2021
Page 4 of 4

that the Governor’'s COVID-19 State of Emergency continues to directly impact the ability
of the Committee to meet safely in person and that the County of Los Angeles and other
agencies still recommend social distancing such that the Committee shall hold
teleconference meetings for the next 30 days, and if so, direct staff to comply with the
agenda and public comment requirements of the statute.

C: Santos H. Kreimann
Luis Lugo
Richard Bendall
JJ Popowich
Laura Guglielmo
Carly Ntoya
Leisha Collins
Christina Logan
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November 17, 2021

TO: 2021 Audit Committee
Joseph Kelly, Chair
Shawn R. Kehoe, Vice Chair
Vivian H. Gray, Secretary
Alan J. Bernstein
Keith Knox
Ronald A. Okum
Gina V. Sanchez

Audit Committee Consultant
Robert H. Griffin

FROM: Richard P. Bendall {/{@
Chief Audit Executive

=

pr=
Gabriel Tafoya Tk
Senior Internal Auditor

FOR: December 2, 2021 Audit Committee Meeting

SUBJECT: Review of Chief Executive Officer’s Credit Card Expenditures

RECOMMENDATION

In accordance with your current Audit Committee Charter, staff recommends that the
Audit Committee review and discuss the above engagement report to take the following
action(s):

1. Accept and file report;

2. Instruct staff to forward report to Boards or Committees;

3. Make recommendations to the Boards or Committees regarding actions as may be
required based on audit findings: and/or

4. Provide further instruction to staff.

ENGAGEMENT REPORTS

A. Review of Chief Executive Officer’s Credit Card Expenditures
Richard P. Bendall, Chief Audit Executive
Gabriel Tafoya, Senior Internal Auditor
(Report Date: November 17, 2021)

B. Review of Chief Executive Officer's Credit Card Expenditures

Version with Audit Committee Comments & Internal Audit Responses
(Report Date: November 17, 2021)

RPB:gt
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LACERA INTERNAL AUDIT DIVISION

Review of Chief Executive Officer’s
Credit Card Expenditures

November 17, 2021

PERFORMED BY:

Gabriel Tafoya, CISA
Senior Internal Auditor



AUDIT REPORT

Audit Name: Review of Chief Executive Officer’s Credit Card Expenditures
Responsible Executive Office and Financial & Accounting Services
Division: Division
Audit Rating: Satisfactory
Prior Audit Rating*: Not Applicable
Prior Report Date: Not Applicable

BACKGROUND

LACERA maintains a Corporate Credit Card (Corporate Card) Program (Program) to facilitate
the purchase of items described and permitted within its Corporate Credit
Card Policy (Policy) which was last updated in 2019.

Cardholders are responsible for ensuring:
e Purchases are compliant with the Policy
The corporate card is kept secure
Required documentation is maintained to substantiate the purchase
Monthly reconciliation is complete and submitted timely
Monthly sign-off in the Bank of America Online Works System (BofA Works) is complete
and submitted timely

The cardholder’'s manager is responsible for verifying that all charges are legitimate and conform
to the Policy and approving the charges in BofA Works.

The Financial & Accounting Services Division FASD) is responsible for administering the
Program, including providing a high-level review of expenditures and coding the expenditures to
the general ledger.

Since the Chief Executive Officer's (CEO) corporate card expenditures are not reviewed and

approved by a manager, Internal Audit has established an annual compliance audit of the CEO’s
expenditures to ensure compliance with the Policy. This is the first compliance audit.

OBJECTIVE AND SCOPE

After preliminary research and analysis, including an engagement-level risk assessment, the
objective(s) of this audit were to assess the CEO’s compliance with the Policy.

Engagement scope included review of 100% credit transactions occurring between July 1, 2020
—June 30, 2021.
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RESULTS

The CEQ’s 34 expenditures totaled $4,150.29 for the fiscal year 2020 — 2021.

The matrix below shows the percentage of spending by category.

Car WﬂSh

Auto Maintenance _ -
1% \

® Memberships
® Registrations
m Gas
#» Subscriptions
= Meals
= Minor Equipment
® Auto Maintenance
» Car'Wash

Through our testing and analysis of 34 expenditures for the audit period, we determined that all
CEO expenditures were compliant with the Policy. There were some areas for improvement
noted that were verbally communicated to the CEO and FASD staff.

This review was performed in accordance with the Institute of Internal Auditors’ International
Standards for the Professional Practice of Internal Auditing.
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AUDIT RATING AND SUMMARY OF FINDINGS

Based on the testing performed, compliance with the Policy for the CEO’s credit card
expenditures is satisfactory. We found all the charges were reasonable and conformed to the
Policy, and the documentation adhered to the Policy requirements. No material exceptions were
noted; therefore, no findings were issued.

We thank the Executive Office and the FASD staff for their cooperation and assistance with this
audit.

REVIEWED AND APPROVED

/4"% ’ Date: November 17, 2021

Richard P. Bendall
Chief Audit Executive

REPORT DISTRIBUTION
2021 Audit Committee Santos H. Kreimann, CEO | Luis Lugo, Deputy CEO

Ted Granger, Interim CFO | J.J. Popowich, AEO Laura Guglielmo, AEO

Robert H. Griffin,
Audit Committee Internal Audit Group
Consultant

2021 Plante Moran Audit
Team
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APPENDIX 1
AUDIT RATING SCALE

Internal Audit issues three standard audit report evaluations as defined below:

Satisfactory
The control environment is acceptable with minor issues having been identified. The overall

environment contains sufficient internal controls to address key risks, and business practices
generally comply with Company policies. Corrective action should be implemented to address
any weaknesses identified during the audit to maintain or enhance the control environment.

Opportunities for Improvement

The control environment has opportunities for improvement with significant issues, individually
or in the aggregate, having been identified or major noncompliance with Company policies. The
overall environment contains insufficient internal controls to address key risks. Prompt corrective
action should be implemented to address the weaknesses and strengthen the control
environment.

Unsatisfactory

The control environment is unacceptable with critical issues, individually or in the aggregate,
having been identified or major noncompliance with Company policies. The overall environment
contains insufficient internal controls to address key risks and the impact may be substantial in
size or nature or their effect cannot be quantified. Immediate corrective action should be
implemented to address the weaknesses and strengthen the control environment.
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APPENDIX 2

FINDING’S RISK RATING SCALE

Findings identified during the course of the audit are assigned a risk rating, as outlined in
the table below. The risk rating is based on the financial, operational, compliance, or
reputational impact that the issue identified could have on LACERA.

Rating Financial Internal Compliance | Reputational Executive
Controls Management
Large financial | Missing or ICr:iltriJgarTant
impact to inadequate key Noncomplian | High business
LACERA or internal controls | ce with probability for
. .. | process
members applicable external audit |: o
) identified by
Not adequate to | Federal or issues and/or Exec Office
Actions not identify fraud, state laws or | negative
aligned with noncompliance LACERA’s public Requi
o o . equires
f|du0|ary or . policies perception immediate
responsibilities | misappropriation attention
Moderate Partial ke
financial risk to | . y Inconsistent , .
internal controls : Potential for | Relatively
LACERA or compliance | audit | i rtant
members with gxterna audit | importan
Not adequate to aoplicable issues and/or
Medium Actions could identify Fggeral or negative May or may
noncompliance public not require
be better or state laws or perception immediate
failcllgzieac: with misappropriation L'gﬁi‘zp‘ S attention
respons),/ibilities in timely manner P
Low General
Low financial Internal controls compliance
impact to in place but not with Low Lower
P consistently . . o
LACERA or officient/effective applicable probability for | significance
members Federal or external audit
Imolementing / state laws or | issues and/or | Does not
enﬁancin 9 LACERA’s negative require
9 policies, but | public immediate
controls could . . )
some minor perception attention

prevent future
problems

discrepancies
exist
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LACERA INTERNAL AUDIT DIVISION

Review of Chief Executive Officer’s
Credit Card Expenditures

Version with Audit Committee Comments & Internal Audit Responses

November 17, 2021

PERFORMED BY:

Gabriel Tafoya, CISA
Senior Internal Auditor



AUDIT REPORT

Audit Name: Review of Chief Executive Officer's Credit Card Expenditures
Responsible Executive Office and Financial & Accounting Services
Division: Division
Audit Rating: Satisfactory
Prior Audit Rating*: Not Applicable
Prior Report Date: Not Applicable

BACKGROUND

LACERA maintains a Corporate Credit Card (Corporate Card) Program (Program) to facilitate
the purchase of items described and permitted within its Corporate Credit Card Policy (Policy)
which was last updated in 2019.

Cardholders are responsible for ensuring:
e Purchases are compliant with the Policy
The corporate card is kept secure
Required documentation is maintained to substantiate the purchase
Monthly reconciliation is complete and submitted timely
Monthly sign-off in the Bank of America Online Works System (BofA Works) is complete
and submitted timely

The cardholder’'s manager is responsible for verifying that all charges are legitimate and conform
to the Policy and approving the charges in BofA Works.

The Financial & Accounting Services Division FASD) is responsible for administering the
Program, including providing a high-level review of expenditures and coding the expenditures to
the general ledger.

Since the Chief Executive Officer's (CEO) corporate card expenditures are not reviewed and
approved by a manager, Internal Audit has established an annual compliance audit of the CEO’s
expenditures to ensure compliance with the Policy. This is the first compliance audit.

AC QUESTION: Santos isn’t the first CEO. What did you do for Gregg and Rob if anything?

RESPONSE: Internal Audit has conducted credit card expenditure audits on a routine
basis since the program began. This is the first time we have performed a focused review
of the CEO’s credit card expenses to add an additional layer of assurance. In prior audits,
the CEO'’s credit card charges were included in the comprehensive transaction data set
obtained and sampled. Any and all credit card transactions are subject to review during
an audit and at any time.

OBJECTIVE AND SCOPE

After preliminary research and analysis, including an engagement-level risk assessment, the
objective(s) of this audit were to assess the CEO’s compliance with the Policy.



Review of Chief Executive Officer's Credit Card Expenditures
November 17, 2021
Page 2 of 6

Engagement scope included review of 100% credit transactions occurring between July 1, 2020
—June 30, 2021.

RESULTS

The CEQO’s 34 expenditures totaled $4,150.29 for the fiscal year 2020 — 2021.
The graph below shows the percentage of spending by category.

AC QUESTION: The CEO began employment with LACERA in 2019. At the time, LACERA
allowed for the purchase of cars powered with gas? Is that still the same policy today? Is
the car leased? If so, why did he incur maintenance charges?

RESPONSE: This project was a compliance audit of the CEO's credit card expenditures.
The parameters guiding the purchase of LACERA vehicles were not within the scope of
our work. The maintenance charge was a valid expenditure to repair a cracked windshield.

AC QUESTION: What testing did you do to get comfortable that all the gas was purchased
for the LACERA car and not another vehicle?

RESPONSE: During our engagement level risk assessment and our testing, we did not
identify fraudulent or potentially suspicious purchases, or red flags. Therefore, no
specific testing was done to ensure the gas was purchased for a LACERA vehicle. Based
on the annual expenditures for gasoline of $584.68, we calculated the weekly average to
be $11.24.
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Car Wash
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Through our testing and analysis of 34 expenditures for the audit period, we determined that all
CEO expenditures were compliant with the Policy. There were some areas for improvement
noted that were verbally communicated to the CEO and FASD staff.

Auto Maintenance _
A% \

This review was performed in accordance with the Institute of Internal Auditors’ International
Standards for the Professional Practice of Internal Auditing.
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AUDIT RATING AND SUMMARY OF FINDINGS

Based on the testing performed, compliance with the Policy for the CEO’s credit card
expenditures is satisfactory. We found all the charges were reasonable and conformed to the
Policy, and the documentation adhered to the Policy requirements. No material exceptions were
noted; therefore, no findings were issued.

We thank the Executive Office and the FASD staff for their cooperation and assistance with this
audit.

REVIEWED AND APP

LA

Richard P. Bendall
Chief Audit Executive

VED

Date: November 17, 2021

REPORT DISTRIBUTION

2021 Audit Committee

Santos H. Kreimann, CEO

Luis Lugo, Deputy CEO

Ted Granger, Interim CFO

J.J. Popowich, AEO

Laura Guglielmo, AEO

2021 Plante Moran Audit
Team

Robert H. Griffin,
Audit Committee
Consultant

Internal Audit Group
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APPENDIX 1
AUDIT RATING SCALE

Internal Audit issues three standard audit report evaluations as defined below:

Satisfactory
The control environment is acceptable with minor issues having been identified. The overall

environment contains sufficient internal controls to address key risks, and business practices
generally comply with Company policies. Corrective action should be implemented to address
any weaknesses identified during the audit to maintain or enhance the control environment.

Opportunities for Improvement

The control environment has opportunities for improvement with significant issues, individually
or in the aggregate, having been identified or major noncompliance with Company policies. The
overall environment contains insufficient internal controls to address key risks. Prompt corrective
action should be implemented to address the weaknesses and strengthen the control
environment.

Unsatisfactory

The control environment is unacceptable with critical issues, individually or in the aggregate,
having been identified or major noncompliance with Company policies. The overall environment
contains insufficient internal controls to address key risks and the impact may be substantial in
size or nature or their effect cannot be quantified. Immediate corrective action should be
implemented to address the weaknesses and strengthen the control environment.
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APPENDIX 2
FINDING’S RISK RATING SCALE

Findings identified during the course of the audit are assigned a risk rating, as outlined in
the table below. The risk rating is based on the financial, operational, compliance, or
reputational impact that the issue identified could have on LACERA.

Rating Financial Internal Compliance | Reputational Executive
Controls Management
Large financial | Missing or Important
. : . . critical
impact to inadequate key Noncomplian | High business
LACERA or internal controls | ce with probability for rocess
members applicable external audit i%entified b
Not adequate to | Federal or issues and/or Exec Officg
Actions not identify fraud, state laws or | negative
aligned with noncompliance LACERA’s public Requires
fiduciary or policies perception imrﬂediate
responsibilities | misappropriation attention
Moderate Partial key .
financial risk to | . Inconsistent . .
LACERA or internal controls compliance Potential for . Relatlvely
. external audit | important
members with )
Not adequate to aoplicable issues and/or
Medium , identify PP negative May or may
Actions could . Federal or : .
be better noncompliance state laws or public . pot require
aligned with | " | LACERA's | Perception | immediate
fiduciary rnlgapproprlatlon policies attention
0o in timely manner
responsibilities
Low Internal controls General
Low financial . compliance
. in place but not X
impact to consistent with Low Lower
LACERA or . y applicable probability for | significance
efficient/effective :
members Federal or external audit
. state laws or | issues and/or | Does not
Implementing / LACERA’s negative require
enhancing policies, but public immediate
controls could . . )
some minor perception attention

prevent future
problems

discrepancies
exist
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TO: 2021 Audit Committee Members

Audit Committee Consultant
Robert H. Griffin

FROM: Joseph Kelly /X~
Audit Committee Chair

5
Richard P. Bendall %

Chief Audit Executive
FOR: December 2, 2021 Audit Committee Meeting

SUBJECT: Audit Committee Annual Report to the Boards

RECOMMENDATION

The Audit Committee provide suggested revisions and/or approve the issuance of the Audit
Committee Annual Report to the boards and direct staff to issue the report to the boards at their
respective January 2022 meetings.

BACKGROUND

Attached please find our draft of the inaugural Audit Committee Annual Report from the Audit
Committee to the boards. This is a report that provides the boards with a summary of key
responsibilities performed by or overseen by the calendar year 2021 Audit Committee, mapped
to the Audit Committee Calendar (Calendar).

The Calendar itemizes the key responsibilities of the Audit Committee as included in the Audit
Committee Charter (Charter), as well as the frequency and timing for the expected completion
of each responsibility.

Please note, this annual communication to the boards is a best practice communication that was
included in the Calendar. The Chief Audit Executive (CAE), Internal Audit and the Audit
Committee also provide ongoing communications, as necessary, to the boards as required by
the Institute of Internal Audit (I1A) Standards.

All Audit Committee meetings are placed on the agendas as regular meetings of the Audit
Committee and Board of Retirement (BOR) and Board of Investments (BOI) of LACERA. As a
result, trustees on both boards who are not on the Audit Committee may attend and participate
in meetings of the Audit Committee, although they may not vote on any matter discussed at the
meeting. Audit Committee materials, except for closed session materials related to the CAE’s
performance, are provided to all trustees, including those on the BOR and BOI that are not
members of the Audit Committee. Matters raised during Audit Committee meetings where the
boards have not provided the Committee with the authority in the Audit Committee Charter, are
forwarded to one or both boards for further action.

RPB
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TO: Each Trustee,
Board of Retirement
Board of Investments

FROM: Joseph Kelly /X
Audit Committee Chair

Richard P. Bendall {{b
Chief Audit Executive

FOR: January 5, 2022 Board of Retirement Meeting
January 12, 2022 Board of Investments Meeting

SUBJECT: 2021 Audit Committee Annual Report

We are pleased to submit to your board the Audit Committee Annual Report for the calendar
year ended December 31, 2021. The production of an Annual Report and its submission to your
boards is provided to address the Audit Committee’s responsibility to report to the boards. See
Audit Committee Charter (Charter) VII. G.1 (Attachment A).

The responsibilities of the Audit Committee are defined in the Charter which establishes the
authority and responsibilities by key area of the Committee. The Committee’s activities during
calendar year 2021 which relate to its defined responsibilities are listed in the Audit Committee
Report Card (Attachment B).

Despite the continuance of the COVID19 pandemic, the Committee met six times during the
year and had a quorum at each meeting.

Below is a summary by key area of the work the Committee performed during the calendar year:

A. Internal Audit Activity

e Approved the Revised Internal Audit Charter.

e Oversaw the completion of the Fiscal Year Ended June 30, 2021 Audit Plan. Internal

Audits completed during calendar year 2021 included:
o Death Legal Unit Audit

Quality Assurance Operations Review
LA County Compliance with Requirements for Rehired Retirees
Title Holding Stale Check Review
Chief Executive Officer's Credit Card Expenditures
Social Security Member Verification System Audit

OO O O O O



2021 Audit Committee Annual Report
November 18, 2021
Page 2 of 2

e Approved Internal Audit's Budget and the Audit Plan for Fiscal Year Ending June 30,
2022.

e Oversaw LACERA’s SOC-1 Type 2 audit over the Other Post-Employment Benefits
program conducted by Plante Moran.

e Participated in the selection of an External Quality Assessment (EQA) firm.

e Oversaw the work of Internal Audit and evaluated the Chief Audit Executive’s (CAE)
performance.

e Oversaw KPMG’s EQA of Internal Audit's Recommendation Follow-Up Process.

Professional Service Provider Activity
e Approved the extension of the contract of the financial auditor, Plante Moran for
an optional sixth year through the Fiscal Year ending June 30, 2022.
e Approved Internal Audits selection of a pool of firms to provide audit services in
the following three areas (1) Investments, (2) Information Technology, and (3)
Other Organizational Areas.

Financial Reporting Process
e Oversaw Plante Moran’s financial audit and issuance of an unqualified opinion on
LACERA'’s annual financial statement audit.

. Values and Ethics

e Received Ethics Hotline reports from Internal Audit.

. Organizational Governance

e Oversaw and directed Internal Audit staff on revisions to the Audit Committee
Charter and obtained board approval of the revised Audit Committee Charter at
your July 2021 meetings.

We would like to thank Internal Audit staff and the trustees on the Audit Committee for their
valued work and input this past year, and the boards for their ongoing support of the Audit
Committee.

Attachments

RPB
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AUDIT COMMITTEE CHARTER
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AUDIT COMMITTEE CHARTER

CHARTER

This Charter establishes the authority and responsibilities of the Audit Committee, as assigned
by Los Angeles County Employees Retirement Association’s (LACERA) Board of Retirement
and Board of Investments (Boards). The Audit Committee Charter is a living document and
should be reviewed at least every three years.

PURPOSE AND ASSIGNED FIDUCIARY OVERSIGHT DUTIES
In November 2003, LACERA’s Boards established the LACERA Audit Committee.

The purpose of the Audit Committee isto assist the Boards in fulfilling their fiduciary oversight
duties for the:
A. Internal Audit Activity
Professional Service Provider Activity
Financial Reporting Process
Values and Ethics, and
Organizational Governance
Audit Committee and Internal Audit Budget

TmoOw

PRINCIPLES OF THE AUDIT COMMITTEE

The Audit Committee will conduct itself in accordance with LACERA’s Code of Ethical Conduct
and the following core principles from the Institute of Internal Auditors’ (II1A) Code of Ethics.
The Audit Committee expects the Boards, Management, and staff will also adhere to these
requirements.

Integrity — The Audit Committee Members will perform their work with honesty, diligence,
and responsibility. The Audit Committee expects and will encourage transparency when
fulfilling its duties. Communications between Committee Members, Management, staff,
and/or Professional Service Providers will be open, direct, and complete. Subject to applicable
laws and organizational limitations, Internal Audit will regularly provide the Audit Committee
with updates on audit and consulting projects completed and related findings and follow-up.

Independence & Objectivity - The Audit Committee will perform its responsibilities in an
independent manner and in compliance with fiduciary duty without exception. Audit
Committee Members will disclose any conflicts of interest (actual or perceived) to the
Committee.

Confidentiality — The Audit Committee Members will be prudent in the use and protection of
information acquired during the course of its duties.

Audit Committee Charter
April 2021
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Competency - Audit Committee Members will receive formal orientation training on the
purpose and mandate of the Committee and LACERA’s objectives. Audit Committee Members
are obligated to prepare for and participate in Committee meetings.

Professional Standards - The Audit Committee will ensure all related work will be handled
with the highest professional standards consistent with auditing standards of practice and
industry guidelines.

. AUTHORITY

The Audit Committee will have unrestricted access to Management and staff, and anyrelevant
information it considers necessary to discharge its duties. All employees are directed to
cooperate with the Committee and its requests. If access to requested information is denied
due to legal or confidentiality reasons, the Audit Committee and/or CAE will follow a
prescribed, Board approved mechanism for resolution of the matter.

The Audit Committee has the authority to conduct or authorize investigations into any
matters within its scope of duties, including engaging independent counsel and/or other
advisors it deems necessary.

AUDIT COMMITTEE COMPOSITION AND CONSULTANT

The Audit Committee will consist of seven members: three elected annually from each Board
and the ex-officio member of both Boards, the Los Angeles County Treasurer. If any elected
Audit Committee member leaves Board service or resigns from the Audit Committee prior to
the completion of his or her term, the Board of the departing member, will elect a new Audit
Committee member at the next regularly scheduled Board meeting.

The Committee shall have the authority to approve the hiring of the Audit Committee
Consultant as an advisor through a Request for Proposal process. The Audit Committee
Consultant will be designated as the audit technical and financial expert, to advise the
Committee on audit and financial matters. The Audit Committee Consultant’s contract will be
for three years.

At the first Committee meeting of each calendar year, the Committee shall elect a Chair, Vice
Chair and Secretary, each to serve for a term of one year or until his or her successor is duly
elected and qualified, whichever is less. In the event of a vacancy in the office of Chair, the
Vice Chair shall immediately assume the office of Chair for the remainder of the term. In the
event of a vacancy in the office of Vice Chair or Secretary, the Committee shall elect one of its
members to fill such vacancy for the remainder of the term, at its next regular meeting.

Audit Committee Charter
April 2021
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VI. AUDIT COMMITTEE MEETINGS

The Audit Committee will conduct regular meetings at least four times per year, with authority
to convene additional meetings, as circumstances require. The time frame between Audit
Committee meetings should not exceed four months.

All Committee Members are expected to attend each meeting.

All meetings of the Audit Committee shall be as noticed as joint meetings with the Board of
Retirement and Board of Investments to allow for participation of all trustees in open and
closed session Audit Committee discussions, provided that non-committee trustees may not
make or second motions or vote and provided further that closed sessions to discuss the
CAE’s annual assessment and the Committee’s recommendation to the Boards regarding the
appointment, discipline, dismissal, and/or removal of the CAE shall be noticed for attendance
by Committee members only.

Regular meeting notices and agendas will be posted at least 72 hours in advance of the regular
meetings and will be made available to the public in accordance with the Ralph M. Brown Act
(Government Code Sections 54950, et seq.). Public documents referred to in the agenda will
be made available for review at the office of the staff secretary to the Committee and also
published on the LACERA website, lacera.com. The Committee will invite members of
Management, Internal Auditors, Financial Auditors, all other Professional Service Providers,
and/or others to attend meetings and provide pertinent information, as necessary.

Special meetings of the Committee may be called in the manner provided by Government
Code Section 54956(a). The Committee will have such other powers as provided in the Brown
Act.

Robert’s Rules of Order, except as otherwise provided herein, shall guide the Committee in
its proceedings; however, the Chair of the Committee shall have the same rights to vote and
participate in discussions as any other member of the Committee without relinquishing the
chair. The order of business shall be as determined by formal action of the Committee. Four
members of the seven-member Audit Committee, constitute a quorum.

Audit Committee Charter
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The Secretary of the Committee shall cause to be recorded in the minutes the time and place
of each meeting of the Committee, the names of the members present, all official acts of the
Committee, the votes given by members except when the action is unanimous, and when
requested by a member, that member’s dissent or approval with his or her reasons, and shall
cause the minutes to be written forthwith and presented for approval at the next regular

meeting.

VII. RESPONSIBILITIES

A. Internal Audit Activity

1.

2.

Internal Audit Strategy and Annual Plan

a.

b.

Review and provide input on Internal Audit’s annual risk assessment.

Review and approve Internal Audit’s Annual Audit Plan (Plan) and resource plan,
make recommendations concerning audit projects.

Review and monitor Internal Audit’s activity relative to its Plan. Review and
approve all major changes to the Plan.

Internal Audit Engagement & Follow-Up

a.

Review and discuss engagement reports to take the following action(s):
i  acceptand file report,
i.  instruct staff to forward report to Boards or Committees,

ii. make recommendations to the Boards or Committees regarding
actions as may be required based on audit findingsand/or,

. provide further instruction to staff.

Monitor Internal Audit’s recommendations to ensure Management has
adequately and timely addressed the risk(s) identified, either through
implementing a new policy, procedure, or process, or accepting the associated
risk.

Inquire whether any evidence of fraud has been identified during internal or
external audit engagements, and evaluate what additional actions, if any, should
be taken.

Inquire whether any audit or non-audit engagements have been completed but
not reported to the Audit Committee; if so, inquire whether any matters of
significance arose from such work.

Review and advise Management and the Boards on the results of any special
investigations.

Audit Committee Charter
April 2021
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3. Standards Conformance

a.

Approve the Internal Audit Charter.

b. Ensure the Internal Audit Division conforms with the I1A’s International Standards

for the Professional Practice of Internal Audit, particularly the independence of
Internal Audit and its organizational structure.

Ensure the Internal Audit Division has a quality assurance and improvement
program (QAIP), and that the results of these periodic assessments are presented
to the Audit Committee.

Ensure the Internal Audit Division has an external quality assurance review every
five years. Review the results of the external quality assurance review and monitor
the implementation of related recommendations.

Advise the Boards about any recommendations for the continuous improvement
of the internal audit activity.

4. Chief Audit Executive (CAE)

Since the CAE reports to the Chief Executive Officer (CEO) for administrative purposes,
but to the Audit Committee for functional purposes, the Audit Committee will be
responsible for the following:

a.

Make recommendations to both Boards regarding the appointment, discipline,
dismissal, and/or removal of the CAE, which will be addressed by the Boards in a
joint meeting. Both Boards will make the final decisions as to the appointment,
discipline, dismissal, and/or removal of the CAE. The CEO has authority to
administer minor discipline, which is limited to counseling memos and written
warnings, with notice of such discipline to be provided to the Committee and the
Boards at their next meetings. Consideration by the Boards and the Committee
concerning the appointment, discipline, dismissal, and/ or removal of the CAE will
be made in executive session under Government Code Section 54957(b).

Perform the CAE’s annual assessment with qualitative input from the CAE and
CEO. The Committee’s discussion regarding the CAE’s annual performance
evaluation will be made in executive session under Government Code Section
54957(b).

Administer the CAE’s annual salary adjustment using the Boards’ established
compensation structure.

B. Professional Service Provider Activity
The Audit Committee is responsible for the oversight of all work performed by
professional service providers (Service Providers) for audits, reviews, or investigations,
including the audit of LACERA’s financial statements.

Audit Committee Charter
April 2021
Page 6 of 9



L4CERA y

1. Approve the appointment and compensation of the Financial Auditor, hired to
perform an independent audit of LACERA’s financial statements. Oversee the workof
the Financial Auditor, including review of the Financial Auditor’s proposed audit scope
and approach, as well as coordination with Internal Audit and Management.

2. Approve the appointment and compensation of other Professional Service Providers,
hired to perform non-financial statement audits, reviews or consulting, subject to
limitations due to confidentiality, legal standards, and/or where approval will clearly
impair the purpose or methods of the audit.

3. Review the Professional Service Providers, including the Financial Auditor, and
Management the results of the work performed, any findings and recommendations,
Management’s responses, and actions taken to implement the audit
recommendations.

4. Resolve any significant disagreements regarding risks, findings and/or compensation
between management and Professional Service Providers

C. Financial Reporting Process
The Audit Committee is responsible for oversight of the independent audit of LACERA's
financial statements, including but not limited to overseeing the resolution of audit
findings in areas such as internal control, legal, regulatory compliance, and ethics.

1. Review significant accounting and reporting issues, including complex or unusual
transactions and highly judgmental areas, recent professional and regulatory
pronouncements, and understand their impact on the financial statements.

2. Review with Management and the Financial Auditors the results of the audit, including
any difficulties encountered.

3. Review the annual financial statements, consider whether they are complete,
consistent with information known to Committee members, and reflect appropriate
accounting principles.

4. Review with Management and the Financial Auditors all matters required to be
communicated to the Committee under Generally Accepted Auditing Standards.

D. Values and Ethics

1. Review and assess LACERA’s Code of Ethical Conduct established by the Boards and
Management.

2. Annually, review Management’s process for communicating LACERA’s Code of Ethical
Conduct to Trustees, Management, and staff, and for monitoring compliance
therewith.

Audit Committee Charter
April 2021
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3. Review reports received relating to conflicts of interest and ethics issues, and if
appropriate, make a recommendation to the Boards.

E. Organizational Governance
To obtain reasonable assurance with respect to LACERA’s governance process, the Audit
Committee will review and provide advice on the governance process established and
maintained, and the procedures in place to ensure they are operating as intended.

1. Risk Management

a. Annually review LACERA’s risk profile.

b. Obtain from the CAE an annual report on Management’s implementation and
maintenance of an appropriate enterprise-wide risk management process. Provide
advice on the risk management processes established and maintained, and the
procedures in place to ensure that they are operating asintended.

c. Provide oversight on significant risk exposures and control issues, including fraud
risks, governance issues, and other matters needed or requested by Management
and the Boards.

2. Fraud

a. Oversee Management’s arrangements for the prevention and detection of fraud,
including ensuring adequate time is spent discussing and raising awareness about
fraud and the Hotline.

b. Review a summary of Hotline reports, and if appropriate make a recommendation

to the Boards.

3. System of Internal Controls

a.

Consider the effectiveness of LACERA’s internal control system, including
information technology security and control, as well as all other aspects of
LACERA’s operations.

Understand the scope of Internal and External Auditors’ review of internal control
over financial reporting, and obtain reports on significant findings and
recommendations, together with Management’s responses.

Review and provide advice on control of LACERA as a whole and its individual
divisions.

4. System of Compliance

a.

Annually, review the effectiveness of Management’s system of compliance with
laws, regulations, policies, and procedures that are business critical.

Audit Committee Charter
April 2021
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b. Asneeded, review the observations and findings of any examinations by

regulatory agencies.

/A

c. Obtain regular updates from Management and LACERA’s Legal Office regarding

compliance matters.

d. At least annually, review reported activity to ensure issues of fraud,
noncompliance, and/or inappropriate activities are being addressed.

F. Audit Committee and Internal Audit Budget
LACERA will provide appropriate funding, as determined by the Audit Committee,
for compensation to the Financial Auditor, to any Professional Service Provider that
the Audit Committee chooses to engage, and for payment of ordinary
administrative expenses of the Audit Committee that are necessary or appropriate

in carrying out its duties.

G. Other Responsibilities

1. Report to the Boards as needed about the Audit Committee’s activities, issues, and

related recommendations.

2. Provide an open avenue of communication between Internal Audit, all Professional

Service Providers, including the Financial Auditor, Management, and the Boards.
3. Perform other activities related to this Charter as requested by the Boards.

4. Review and assess the adequacy of the Committee’s Charter at least every three

years, requesting the Boards’ approval for proposed changes.

Viil. APPROVAL

This Charter was reviewed by the Audit Committee on April 23, 2021, and approved by the Board
of Retirement on July 7, 2021, and the Board of Investments on July 14, 2021. This Charter is thereby
effective July 14, 2021 and is hereby signed by the following persons who have authority and

responsibilitiesunder this Charter.

Joseph Kelly

Joseph Kelly
Chair, Audit Committee

Keith Knox

July 19, 2021

Keith Knox
Chair, Board of Investments

Alan Bernstein

Alan Bernstein
Chair, Board of Retirement

Date

July 19, 2021

Date

July 19, 2021

Date



Attachment B

2021 Audit Committee Report Card

Documentation

Ref to *AC Charter

Frequency

Comments

Audit Engagement Reports VILA.2 a. Every See summary of reports reviewed and approved by the AC during calendar year 2021 in
cover memo.

Audit Plan Status Update ViLA-1.d. & VILA2.c-d. Every At each meeting, the AC reviewed the Audit Plan Status Update report.

Summary of Hotline Investigations VII.D.3 & VII.LE.2.b. Every At each meeting, the AC reviewed the Summary of Hotline Investigations report.

Recommendation Follow-Up Reports VILA.2 b. Tri-Annually AC reviewed the Recommendatlon Follow-Up Reports at the Febuary, June, and
October AC meetings.

Proposed Audit Plan and Budget VILAA c. Annually AC rgwewed and approved the Proposed Audit Plan and Budget at the Febuary
meeting.

Annual Risk Assessment VILAA a. Annually In April, Trustees, including those on the AC, provided feedback on current risks for the
Annual Risk Assessment.

Annual Audit Plan VII.LA1.b. Annually AC reviewed and approved the Annual Audit Plan at the June meeting.

Presentation / memo by Financial Auditor detailing proposed scope of work and timing. VII.B.2 Annually *PM presented to the AC its proposed scope of work and timing at the August meeting.

Internal Audit Charter VIILA.3.a. Annually AC reviewed and approved IA's Charter at the August meeting.

Internal Audit Annual Performance Report VIILA.3.b.-c. Annually *|A presented its Annual Performance Report at the August meeting.

CAE Performance Evaluation VII.A.4.b.-c. Annually In progress, should be completed by November 2021.

Ethics & Values Review VII.D.1-3. Annually IA is hiring an external firm to complete these reviews. These should be presented to the

Organizational Governance Review VIILE. Annually Audit Committee in June 2022.

Compliance Memo from Legal Office VII.E.4.c. Annually Under review by the Executive Office.

Financial Statements, Correspondence, & Presentation VILC.A -4, Annually PM will present the Flnanglal Statements, Correspondence, and related reports at the
December AC 2021 meeting.

Audit Committee Annual Performance Report VILG1. Annually ;\(l)ezzantlmpate the AC will bring its Annual Performance Report to the Boards in January

Audit Committee Charter VIL.LF .4 Every 3rd year The Boards approved the AC Charter in July 2021.

Approve the appointment and compensation of the External Financial Auditor VII.B.1 Every 5th year** AC approved a fiscal year extension and the fee for PM at the April meeting.

Ensure IA has an external quality assessment performed every five years. VII.A.3.d. Every 5th year CAE will recommend the AC engage a firm at the December 2021 meeting.

Provide an open avenue of communication between IA, all Professional Service Providers, .

VIILF.2 Continous

Management, and the Boards. ~

Apprgve the appointment & compensatlon of other Professmngl Semce Providers, hired to perform VII.B.2 As needed Approved the selection of the External Audit Pool at the April meeting.

non-financial statement audits, reviews or consulting, subject to limitations

Review with Professional S.ervllce Providers, |nclud|r)g the Flnanc'lal Auditor, and Mgmt .the results of AC reviewed the SOC-1 report at the October meeting and will review the Financial

the work performed, any findings & recommendations, Mngmt's responses, and actions taken to VII.B.3 As needed o

. . . Statement Audit in December.

implement the audit recommendations.

ggt\i/\l/if/ the Boards about any recommendations for the continuous improvement of the internal audit VILA 3. As needed ~

Make rec.omm_endatlonS to both Boards rega.rdlng fthe app(_)lntment, discipline, and/or dismissal, of the VILAA 3. As needed _

CAE, which will be addressed by the Boards in a joint meeting.

Perform other activities related to this Charter as requested by the Boards. VIILF.3 As needed

*

Legend
AC = Audit Committee

|A = Internal Audit
PM = Plante Moran, LACERA's financial auditors
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November 12, 2021

TO: 2021 Audit Committee
Joseph Kelly, Chair
Shawn R. Kehoe, Vice Chair
Vivian H. Gray, Secretary
Alan J. Bernstein
Keith Knox
Ronald A. Okum
Gina V. Sanchez

Audit Committee Consultant
Robert H. Griffin

FROM: Richard P. Bendall {/{@
Chief Audit Executive

FOR: December 2, 2021 Audit Committee Meeting

SUBJECT: Approval of IIA Quality Services, LLC to Conduct the External Quality
Assessment of the Internal Audit Division

RECOMMENDATION

The Audit Committee approve the engagement of IIA Quality Services, LLC to perform an
External Quality Assessment of the Internal Audit Division.

BACKGROUND

The Institute of Internal Auditors’ (IIA) International Standard for the Professional Practice
Practices (Standards) provides the framework for performing and promoting internal auditing.
Specifically, Standard 1312 (Attachment A) requires that an External Quality Assessment (EQA)
of the internal audit department be conducted at least once every five years by a qualified,
independent assessor or review team from outside the organization. The primary objective of
the EQA is to evaluate the internal audit department’s conformance with |IA’s Standards and the
Code of Ethics.

The Internal Audit Division (Internal Audit or IA) has undergone three EQAs. The first was
conducted in 2005 and was performed by a peer group consisting of representatives of the
Association of Public Pension Fund Auditors (APPFA). The second and third EQAs were
completed in 2010 and 2016 by an audit consultant. For all EQAS, Internal Audit received the
highest score. Refer to Attachment B for the 2016 EQA Report.


https://na.theiia.org/standards-guidance/mandatory-guidance/Pages/Standards.aspx
https://na.theiia.org/standards-guidance/mandatory-guidance/Pages/Standards.aspx
https://na.theiia.org/standards-guidance/mandatory-guidance/Pages/Standards.aspx
https://na.theiia.org/standards-guidance/mandatory-guidance/Pages/Standards.aspx
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REP AND SELECTION PROCESS

At the April 2021 meeting, the Committee authorized the Chief Audit Executive (CAE) to
issue a Request for Proposal (RFP) to hire a consultant to perform an EQA. The RFP
was posted on the LACERA website on August 9, 2021, and six responses were received:
[IA Quality Services, LLC; Mitchell & Titus, LLP; TAP International. Inc, Armanino LLP,
Sjoberg Evashenk Consulting, and That Audit Guy, LLC.

A selection team consisting of the CAE, both Principal Internal Auditors, and Chief Legal
Counsel evaluated the proposals. Key criteria for evaluation of the proposals included the
firm’s depth and breadth of expertise relating to internal audit functions and EQAs,
gualifications and experience of the proposed assessment team, quality and
cohesiveness of the proposal, sample reports, and fees. The selection team scored II1A
Quality Services, LLC (Quality Services) the highest amongst all candidates and
recommended the Committee to approve their engagement at the October 2021 meeting.

At the October meeting, the Committee decided unanimously to form an ad hoc
Committee to perform a secondary evaluation of all proposals to ensure independence in
the selection process. The ad hoc committee selected by the Audit Committee Chair was
comprised of the Chair, the Administrative Assistant Executive Officer, and a Senior
Internal Auditor not involved in the initial evaluation. After evaluating and scoring the
proposals, the ad hoc committee independently scored Quality Services the highest in
alignment with what the initial evaluation team had determined. The CAE along with the
ad hoc committee then made the final decision to move forward and recommend to the
full Audit Committee the selection of Quality Services. The independence of the ad hoc
committee further strengthens the recommendation.

HIA QUALITY SERVICES, LLC

Quality Services is uniquely qualified to perform the EQA. Their EQA services are based
on the world's recognized authority on internal auditing, the IIA. Furthermore, Quality
Services has been helping to improve internal audit activities by offering EQAs for over
20 years. Having conducted more than 900 reviews involving hundreds of locations
worldwide, Quality Services has experience with virtually every industry, many listed
companies, and various levels of government.

Quality Services’ methodology for this engagement is primarily based on the IlIA’s
Standards and considers the effectiveness of internal audit in the eyes of the Audit
Committee, senior management, and other stakeholders.
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The objectives of the EQA will include accomplishing the following:

Provide an opinion as to whether the IA activity conforms to the IlA’s Standards and
Code of Ethics.

Review implementation of the Standards including the existence of a quality
assurance process.

Assess the efficiency and effectiveness of the 1A activity in light of (a) its charter, (b)
expectations of the audit committee, executive management, and the CAE, and (c) its
current needs, exposures to performing at less than an effective level, and the future
direction and goals of the organization.

Identify opportunities and offer ideas and counsel for improving performance. By
implementing selected successful practices, the IA activity can add increased value
to management and the audit committee and further promote the image and credibility
of the IA activity within the organization.

Review interaction with the other members of the governance process and
involvement in the enterprise risk assessment process, the building of the audit
universe and preparation of audit schedules. This includes assessing the annual and
long-range audit plans to determine whether audit areas represent current and future
business plans, strategy, exposures, and operations.

Determine the perception of internal auditing through interviews and surveys with
executive management and stakeholders. Provide insights into their level of
satisfaction with internal auditing's services, along with appropriate suggested
changes.

Review and identify ways to enhance policies and practices, as well as coordination
with external auditors.

QUALITY SERVICES ASSESSMENT TEAM

Quality Services has assembled a qualified team of subject matter experts to conduct this
engagement. A brief summary of each member’s qualifications and experience follows:

Steve Goodson is the team leader and has over 25 years of internal audit experience,
including over 14 years as a Chief Audit Executive. Steve now provides internal audit
consulting services and teaches internal audit to graduate students at The University of
Texas McCombs School of Business in Austin, Texas. Steve has been the recipient of at
least six external quality assurance reviews and has led over a dozen. Steve has served
as the Chief Audit Executive for the University of North Texas System, the Texas
Department of Public Safety and the Texas Commission on Environmental Quality.



Approval of Quality Services to Conduct EQA of Internal Audit Division
November 12, 2021
Page 4 of 5

Steve has experience in state government, higher education, healthcare and non-profit
areas. He is experienced in understanding and documenting a wide variety of internal
control systems including the accounting and technology areas. He has managed audit
functions for billion-dollar organizations with staff sizes varying from 18 to 25
professionals. Steve graduated from Stephen F. Austin State University in 1985 with
majors in Business and Sociology. He is a graduate of the Governor's Management
Development Program and is a Certified Internal Auditor (CIA), Certified Information
Systems Auditor (CISA) and Certified Government Auditing Professional (CGAP). He also
holds certification in Control Self-Assessment (CCSA), Risk Management Assurance
(CRMA) and is a Certified Law Enforcement Auditor (CLEA). In 2002, Steve co-founded
the Texas Internal Audit Leadership Development Program. He has served as Governor
for the Austin Chapter of IIA, CISA Coordinator for ISACA Austin and as Recorder, Vice
Chairman and Chair of the Texas State Agency Internal Audit Forum. He currently serves
on the IlIA’s International Committee of Research and Education Advisors and the
Advisory Board for the American Center for Government Auditing.

Steve has participated in the IIA Quality Services’ external quality assessments for:
- CalSTRS

- County of Orange

- Government of Bermuda

- Harris County

- Nashville Electric Service

- National Football League

Anne Etter is an internal audit executive with 30 years of experience in internal audit
services, enterprise risk management and financial compliance. Through collaboration
and strategic partnerships, Anne worked effectively with management and board of
directors to improve trust in business reporting and decision making. She has
demonstrated results in assessing and prioritizing risk and process improvement in order
to achieve organizational strategic and financial goals. Her experience crosses multiple
industries, having worked in biotech, nonprofit, automated retail, utility, and travel.

Anne most recently served as Vice President of Internal Audit for Outerwall, parent
company to Redbox, Coinstar, ECOATM and Gazelle businesses. In this capacity she
managed financial compliance (SOX) and their internal audit services. She reported to
the Audit Committee, Board of Directors and Senior Vice President of Risk. Prior to joining
Outerwall, Anne held the Vice President Risk, Advisory & Assurance Service position for
Holland America Line & Seabourne and was also the Director of Internal Audit for Puget
Sound Energy, Dendreon Corporation, World Vision US and Alaska Airlines.

Anne graduated from Central Washington University with majors in Business
Administration, Finance and Accounting. She is a Certified Public Accountant (CPA)
Certified Internal Auditor (CIA) and Certified in Risk Management Assurance (CRMA).
Anne holds a Professional Affiliation with the Institute of Internal Auditors, Puget Sound
Chapter, having served on their Board of Directors. She has also served on boards for
Enterprise Risk Forum, the American Lung Association and Seattle University Center for
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Business Ethics.

Anne has participated with [IA Quality Services’ external quality assessments for:

- Amerisource Bergen

- Avista

- BellSouth

- Caterpillar, Inc.

- Central Mutual Insurance
- East West Bancorp

- FHLB Atlanta

- Imperial Irrigation District
- National Grid

- Orange County Employee Retirement System (OCERS)
- PRA Group

- Symetra Financial

- Trustmark National Bank

TIMELINE AND FEES

Quality Services has estimated that the EQA will take approximately 12 weeks at a cost
of $27,000. As the assessment will be conducted virtually, no travel expenses will be
incurred.

SUMMMARY

Quality Services offers a work plan and team that will provide the Audit Committee with
insight into the adequacy of Internal Audit’s functions, compliance with [IA’s Standards and
the Code of Ethics, as well as best practices.

For the reasons stated in this memo, it is recommended that the Audit Committee approve
the engagement of Quality Services to perform an External Quality Assessment of the
Internal Audit Division.

Attachments

RPB:lec



ATTACHMENT A

IPPF

Implementation Guide 1312

International Professional
Practices Framework

Standard 1312 — External Assessments

External assessments must be conducted at least once every five years by a qualified,
independent assessor or assessment team from outside the organization. The chief audit
executive must discuss with the board:

e The form and frequency of external assessment.
e The qualifications and independence of the external assessor or assessment
team, including any potential conflict of interest.

Interpretation

External assessments may be accomplished through a full external assessment, or a self-
assessment with independent external validation. The external assessor must conclude
as to conformance with the Code of Ethics and the Standards; the external assessment
may also include operational or strategic comments.

A qualified assessor or assessment team demonstrates competence in two areas: the
professional practice of internal auditing and the external assessment process.
Competence can be demonstrated through a mixture of experience and theoretical
learning. Experience gained in organizations of similar size, complexity, sector or
industry, and technical issues is more valuable than less relevant experience. In the case
of an assessment team, not all members of the team need to have all the competencies;
it is the team as a whole that is qualified. The chief audit executive uses professional
judgment when assessing whether an assessor or assessment team demonstrates
sufficient competence to be qualified.

An independent assessor or assessment team means not having either an actual or a
perceived conflict of interest and not being a part of, or under the control of, the
organization to which the internal audit activity belongs. The chief audit executive should
encourage board oversight in the external assessment to reduce perceived or potential
conflicts of interest.

Revised Standards, Effective 1 January 2017

The Institute of Internal Auditors | Global 1 www.globaliia.org | www.theiia.org
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Getting Started

As this standard indicates, the chief audit executive (CAE) is responsible for ensuring the
internal audit activity conducts an external assessment at least once every five years by an
independent assessor or assessment team from outside the organization. The external
assessment validates that the internal audit activity conforms with the International Standards
for the Professional Practice of Internal Auditing (Standards) and Code of Ethics. Thus, it is
crucial that the CAE regularly reviews the International Professional Practices Framework
(IPPF) to ensure the internal audit activity is aware of any changes to the standard.

The CAE will typically have an understanding of the types of external quality assessments as
well as the types of external assessment resources available to provide the service. The CAE
may also need to be aware of any procurement policies, for their organization, related to
securing an external services provider. In addition, the CAE generally will need to be aware of
the independence requirements and understand situations that may impair independence, or
create a conflict of interest for an external assessor or external assessment team.

Considerations for Implementation

The CAE typically discusses the frequency and form (type of external assessments) with the
board and senior management to educate stakeholders and to gain an understanding and
appreciation of the organization’s expectations.

The Standards require that an external assessment is conducted every five years. However,
upon discussing the requirements with the board and senior management, the internal audit
activity may determine that it is appropriate to conduct an external assessment more
frequently. There are several reasons to consider a more frequent review, including changes in
leadership with senior management or the CAE, significant changes in internal audit policies or
procedures, the merging of two or more internal audit functions into one internal audit activity,
or significant staff turnover. Additionally, industry-specific issues may require more frequent
review.

The Institute of Internal Auditors | Global 2 www.globaliia.org | www.theiia.org
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External assessments gauge the internal audit activity’s conformance with the Standards and
provide an evaluation of whether the internal auditors apply the Code of Ethics. It is expected
that through conformance with the Standards and Code of Ethics, the internal audit activity
would be in conformance with the Core Principles for the Professional Practice of Internal
auditing and Definition of Internal Auditing. As noted in Standard 1320: Reporting on the
Quality Assurance and Improvement Program, the assessor must provide a conclusion on
conformance.

External assessments may be accomplished using either of two different approaches:

o A full external assessment conducted by a qualified, independent external assessor
or assessment team. The team should be comprised of competent professionals
under the leadership of an experienced and professional project team leader. The
scope of a full external assessment would include:

o The level of conformance with the internal audit activity’s charter, plans,
policies, procedures, practices, and applicable legislative and regulatory
requirements.

o The efficiency and effectiveness of the internal audit activity as measured
through an assessment of the internal audit activity’s:

= Processes and infrastructure, including the QAIP.
= Mix of knowledge, experience, and expertise.

o The extent to which the internal audit activity meets expectations of the board,
senior management, and operations management, and adds value to the
organization.

e A self-assessment could be conducted by the internal audit activity. The self-
assessment would need to be validated by a qualified, independent, competent, and
professional external assessor. The scope of a self-assessment with external
independent validation (SAIV) would consist of:

o A comprehensive and fully documented self-assessment process that
emulates the full external assessment process, at least with respect to the
evaluation of conformance with the Definition of Internal Auditing, Code of
Ethics, and Standards.

The Institute of Internal Auditors | Global 3 www.globaliia.org | www.theiia.org
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o An independent, on-site validation by a qualified, independent assessor.

o Potential reduced cost but limited attention to other areas such as
benchmarking; review, consultation, and employment of leading practices; and
interviews with senior and operations management.

Assessors/Assessment Team
A qualified, independent external assessor or assessment team should be selected in

consultation with the executive to whom the CAE reports, and the board. Assessors and/or
assessment teams must be competent in two main areas:

e The professional practice of internal auditing, including in-depth knowledge of the
IPPF.

e The external quality assessment process.

Preferred qualifications and competencies include:

o A competent certified internal audit professional such as a certified internal auditor
(CIA).

e Current in-depth knowledge of the IPPF.

o Knowledge of leading internal auditing practices.

e At least three years of recent experience in the practice of internal auditing at a
management level that demonstrates a working knowledge and application of the
IPPF.

In addition, preferred competencies of assessment team leaders and independent validators
may include:

e An additional level of competence and experience gained from previous external

quality assessment work, and/or completion of The lIA’s quality assessment training
course or similar training.

o CAE or comparable senior internal audit management experience.
e Relevant technical expertise and industry experience.

The Institute of Internal Auditors | Global 4 www.globaliia.org | www.theiia.org
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Individuals with expertise in other areas may provide assistance as appropriate. Examples
include specialists in enterprise risk management, IT auditing, statistical sampling, monitoring
systems, and control self-assessment.

The CAE should determine the skillsets desired for the external assessment. Considerations
include a team member in organizations that are similar in size, complexity, and industry
sector, as these professionals may be more valuable based on the needs of the internal audit
activity. Each individual on the team does not need to have all of the competencies. It is the
team as a whole that should possess the qualifications to provide the best results. The CAE
should use their professional judgment when selecting an assessor/assessment team.

Independence of Assessor/Assessment Team

External assessors/assessment teams and their organizations should be free from conflicts of
interest that could impair objectivity. The CAE, the executive to whom the CAE reports, and the
board should consider:

e Actual, potential, or perceived conflicts of interest related to past, present, or future
business relationships for services, such as:
o The external audit of financial statements.
o Consulting services in governance, risk management, financial reporting,
internal control, or other related areas.
o Assistance to the internal audit activity.

e The significance and amount of work performed.

e Actual, potential, or perceived conflicts of interest with assessors who are former
employees of the internal audit activity’s organization. Consideration should be given
to the length of time the assessor has been independent. Independent means not
having a conflict of interest and not being a part of, or under the control of, the
organization to which the internal audit activity belongs.

e Actual, potential, or perceived conflicts of interest with the assessor due to past,
present, or future relationships with the organization or its internal audit activity,

including the assessors’ participation in internal quality assessments.

The Institute of Internal Auditors | Global 5 www.globaliia.org | www.theiia.org
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All members of the external assessment team should be independent from the organization
and its personnel. In particular, members of the assessment team should be free from actual,
potential, or perceived conflicts of interest with the organization and its personnel. Key
considerations include:

Independence from the organization means not being under the influence of the
personnel of the organization whose internal audit activity is being assessed.
The selection process for an external assessor should consider the candidate’s
actual, potential, or perceived conflicts of interest arising from past, present, or
potential future relationships with the organization or its personnel. Relationships to
be considered include those of a personal or commercial nature, or both.
Reciprocal assessments among three or more peer organization