
 

    
 
 

 
 

 
May 2, 2011 

 
The Honorable City Council 
Palo Alto, California 
 

 
Approval of Contract with Macias Gini & O’Connell LLP (MGO), in an 
Amount Not to Exceed $774,596 (including 10% contingency fee) for 
External Financial Audit Services for Fiscal Years Ending June 30, 2011 
through June 30, 2015  
 
RECOMMENDATION 
 
The Interim City Auditor recommends approval of an agreement with the accounting firm of Macias 
Gini & O’Connell LLP (MGO), for external financial audit services for the five fiscal years ending on 
June 30, 2011 through June 30, 2015.  The cost of the agreement is $704,178, plus a 10 percent 
contingency of $70,418, for a total not to exceed amount of $774,596. 
 
DISCUSSION 
 
The City Charter requires the City Council, through the City Auditor, to engage an independent 
certified public accounting firm to conduct the annual external audit, and report the results of the 
audit, in writing, to the City Council.  The City’s contract with Maze & Associates, the City’s former 
external auditor, expired at the end of the Fiscal Year 2010 audit.  Accordingly, the City conducted a 
competitive procurement process to select a certified public accounting firm to conduct the annual 
financial audit for the next five years. 
 
The evaluation panel, which included staff from the City Auditor’s Office and the Administrative 
Services Department (ASD), selected the firm of Macias, Gini & O’Connell LLP (MGO) to 
recommend to the City Council.  
 
MGO is the principal auditor for 7 of the 10 largest California cities, as well as Santa Clara County, 
San Mateo County, the Contra Costa Water District, the Sacramento Municipal Utility District, and 
the Santa Clara Valley Water District.  
 
The cost of the five-year agreement is $704,178, plus a 10 percent contingency of $70,418, for a 
total not to exceed amount of $774,596. 
 
On April 19, 2011, the Finance Committee unanimously approved my recommendation to negotiate 
an agreement with Macias Gini & O’Connell LLP, for external financial audit services.  The Finance 
Committee also recommended the City Auditor’s Office return to the Committee with a proposed 
External Financial Auditor rotation policy.  
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Respectfully submitted, 

 
 
Michael Edmonds 
Interim City Auditor 
 
Attachment A: Finance Committee Meeting Excerpt (April 19, 2011) 
Attachment B: City Auditor’s Recommendation for Selection of External Financial Audit Firm 
Attachment C: Contract with Macias Gini & O’Connell  
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FINANCE COMMITTEE - EXCERPT 

  
 Regular Meeting 
                                                                    Tuesday, April 19, 2011 
 
 
Chairperson Scharff called the meeting to order at 7:17 p.m. in the 
Council Conference Room, 250 Hamilton Avenue, Palo Alto, California. 

 
Present: Scharff (Chair), Schmid, Shepherd, Yeh 
 
Absent: None 

 
 
5. City Auditor’s Recommendation for Selection of External 
Financial Audit Firm 
 
Michael Edmonds, Interim City Auditor, requested the Finance 
Committee to authorize the City Auditor to negotiate a contract with 
Macias Gini & O’Connell LLP (MGO) for external audit services for the 
fiscal years ending on June 30, 2011 through June 30, 2015. The total 
cost of the agreement is $704,178, plus a ten percent contingency fee 
of $70,418, for a total not to exceed amount of $774,596.  Mr. 
Edmonds stated that in February 2011, the City initiated a formal 
Request for Proposal (RFP) process that encouraged competition from 
all qualified firms, including the current external financial auditors, 
Maze & Associates.  The RFP was sent to 16 audit firms, and in 
response, the City received proposals from seven audit firms.  An 
evaluation team of six, including staff from the City Auditor’s Office 
and the Administrative Services Department (ASD), reviewed and 
evaluated the seven proposals and agreed to interview the two most 
qualified firms, Maze & Associates and MGO.  
 
Mr. Edmonds detailed how Maze & Associates has been the City’s 
external financial auditor for the past 13 years, while MGO is the 
principal auditor for 7 of the 10 largest California cities.  Although the 
evaluation team agreed that both firms were highly qualified, 
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experienced firms, the evaluation team recommended the award of the 
agreement for external audit services to MGO.  
 
Mr. Edmonds discussed how MGO’s cost proposal was lower than that 
of Maze & Associates by $57,675 over the five years.  The evaluation 
team contacted six references which reported that MGO was thorough, 
flexible with staff, met deadlines, and stayed within their cost 
proposal.  
 
Mr. Edmonds explained that there were a couple of concerns regarding 
MGO.  First, a couple members of the evaluation team expressed 
concern with the direct experience of the MGO team regarding their 
gas and electric utility experience.  After some discussion with MGO, 
the firm agreed to language in the agreement to designate staff with 
experience in auditing gas and electric utilities to be included on the 
audit team at no additional cost to the City.  The second concern was 
raised by the ASD Director in that with changing auditors at a time 
when the department is losing a number of key staff due to 
retirements, there will be additional staff costs and time associated 
with the transition to a new auditing firm.  Mr. Edmonds stated he 
understood those concerns but was confident they would be addressed 
and overcome.  Mr. Edmonds explained how other organizations 
experienced similar transitions with reduced resources, and were able 
to do so in a smoother than expected approach.  
 
MOTION: Council Member Schmid moved, seconded by Council 
Member Yeh, that the Finance Committee recommend to the City 
Council to approve the City Auditor’s Recommendation for Selection of 
External Financial Audit Firm.  
 
Council Member Schmid said that after 13 years, he can see a need for 
change.  He said that in the first year of the contract, he does not 
expect to see any budget savings.  
 
Council Member Yeh asked whether the issue regarding gas and 
electric experience is the only concern pertaining to Utilities funds.  Mr. 
Edmonds answered yes; the evaluation panel felt strongly that MGO 
was a highly qualified firm.  
 
Lalo Perez, Director of Administrative Services, complimented Mr. 
Edmonds for addressing these concerns.  He also stated the concern 
with ASD staff leaving was of high importance, but Mr. Edmonds was 
able to address those concerns to his satisfaction.  He said that 
overall, he is happy with the change.  
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Council Member Yeh stated that it is good to know that all the issues 
are resolved.  He suggested that since the City does not have a formal 
rotation policy in hiring an external financial auditor, the City Auditor’s 
Office can review other organization’s policies and/or go out for a RFP.  
This can be added as an amendment to the initial motion.  
 
Mr. Edmonds confirmed that there is no formal auditor rotation policy 
in place right now, but he could develop one for Council’s approval 
according to the Government Finance Officer’s Association best 
practices for audit procurement.   
 
Mr. Edmonds asked if this item should return to the Finance 
Committee or Policy and Services.  
 
Chair Scharff stated that his sense is that it should go to Policy and 
Services.  
 
Council Member Schmid said by going to Policy and Services, it gets 
them engaged in the audit process.  
 
Chair Scharff said he thinks the City Auditor should come back to the 
Finance Committee meeting and then possibly afterwards to the Policy 
and Services Committee.  
 
Chair Scharff asked what the evaluation team felt about other cities’ 
bids when they were hiring for an external financial auditor. 
 
Mr. Edmonds responded that there was no real sense regarding that 
question.  The prices of the various firms are public information.  
Therefore, a competing firm to Maze & Associates, for example, knows 
what their bid price would be going into the process.  
 
Mr. Perez mentioned that from his experience (in auditing and other 
areas), firms want to have Palo Alto on their resume.      
 
MOTION PASSED 4-0. 
 
  
 
 
 



 

    
 
 

 
 

 
April 19, 2011 

 
The Honorable City Council 
Attn: Finance Committee 
Palo Alto, California 
 

 

City Auditor’s Recommendation for Selection of External Financial Audit 
Firm 
 

RECOMMENDATION 
 
The Acting City Auditor should negotiate an agreement with Macias Gini & O’Connell LLP (MGO) 
for external audit services for the fiscal years ending on June 30, 2011 through June 30, 2015.  The 
total cost of the agreement is $704,178, plus a 10 percent contingency of $70,418, for a total cost of 
$774,596.  The agreement amount for each of the fiscal years is as follows: $136,945 for the fiscal 
years (FY) ending June 30, 2011; $138,863 for the FY ending June 30, 2012; $140,809 for the FY 
ending June 30, 2013; $142,780 for the FY ending June 30, 2014; and $144,781 for the FY ending 
June 30, 2015.  This agreement will require approval by the City Council. 
 
DISCUSSION 
 
The City Charter requires the City Council, through the City Auditor, to engage an independent 
certified public accounting firm to conduct the annual external audit, and report the results of the 
audit, in writing, to the City Council.  Accordingly, in February 2011, the City initiated a formal 
Request for Proposal (RFP) process that encouraged competition from all qualified firms, including 
the current external auditors, Maze & Associates.  The RFP was sent to 16 audit firms, and in 
response, the City received proposals from seven audit firms: MGO, Caporicci & Larson, Inc., 
Chavan & Associates, Maze & Associates, Nigro & Nigro, Sotomayer & Associates, LLP, and 
Vavrinek, Trine, Day & Co., LLP.  
 
An evaluation team of six, including staff from the City Auditor’s Office and the Administrative 
Services Department (ASD), reviewed and evaluated the seven proposals and agreed to interview 
the two most qualified firms, Maze & Associates and MGO. 
 
Maze & Associates specializes in government auditing services and has been the City’s external 
auditor for the past 13 years.  Maze & Associates currently has 40 cities as clients and annually 
audits over 200 entities including cities, special districts, joint powers authorities, redevelopment 
agencies, housing authorities, and financing authorities. 
 
MGO is the principal auditor for 7 of the 10 largest California cities-San Diego, San Jose, San 
Francisco, Fresno, Sacramento, Oakland, and Santa Ana.  MGO’s list of clients also includes Santa 
Clara County, San Mateo County, Alameda County, the Contra Costa Water District, the 
Sacramento Municipal Utility District, and the Santa Clara Valley Water District. 
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Although the evaluation team agreed that both firms were highly qualified, experienced firms, the 
evaluation team recommended the award of the agreement for external audit services to MGO.  
The City does not have a formal rotation policy for its external auditor; however, the majority of the 
evaluation team believed that the auditor’s independence would be enhanced by changing auditors 
at this time, especially considering the qualifications and experience of MGO. 
 
MGO’s cost proposal was lower than Maze & Associates.  MGO’s five year cost proposal of 
$704,178 was $57,675 less than Maze & Associates five year cost proposal of $761,853.  MGO’s 
cost proposal for the first year of the contract was $136,945, or approximately $9,400 less than 
Maze & Associates first year cost proposal of $146,389. 
 
The evaluation team contacted six references for MGO-the City and County of San Francisco, the 
cities of San Jose, Oakland, Stockton, and Cupertino, and the Contra Costa Water District.   
References reported that MGO was thorough, flexible with staff, met deadlines, and stayed within 
their cost proposal.  Two of the references, the City of Cupertino and the Contra Costa Water 
District, recently switched to MGO after using Maze & Associates for 10 years.  Both these 
agencies reported that they were satisfied with the work of Maze & Associates but changed firms to 
provide a fresh perspective.  Both agencies also reported that the transition from Maze & 
Associates to MGO went well and was smoother than expected. 
 
A couple of members of the evaluation team were concerned with the level of experience of MGO’s 
proposed audit team in auditing gas and electric utilities.  To address this, the evaluation team 
agreed to request MGO to include language in the agreement to assign staff with more experience 
in auditing gas and electric utilities.  MGO indicated that they firmly believe that the proposed audit 
team has more than the requisite qualifications and experience to handle all aspects of the City’s 
financial audit.  Nevertheless, MGO has agreed to language in the agreement to designate staff 
with experience in auditing gas and electric utilities to be included on the audit team. 
 
The ASD Director raised concerns about changing auditors at a time when the department is losing 
a number of key staff due to retirements.  The ASD Director believes that much of the cost savings 
in the first year of the contract will be offset by additional staff costs associated with the transition to 
a new auditing firm. 
 
The City Auditor’s Office believes that the ASD Director’s concerns are valid, but can be addressed. 
 Generally, changing auditors does create some additional work in the first year as the auditors try 
to gain understanding of the organization’s financial system and internal controls.  However, as 
noted above, both the City of Cupertino and the Contra Costa Water District reported that the switch 
from Maze & Associates to MGO was smoother than expected.  In addition, MGO is very 
experienced in auditing organizations which have undergone significant staff reductions, and the 
firm is accustomed to working flexibly with staff to complete their work. 
 
For the reasons cited above, I recommend the Finance Committee authorize the Acting City Auditor 
to negotiate an agreement with Macias Gini & O’Connell LLP that would be brought forward for 
approval to the full Council on May 2, 2011. 
 
Respectfully submitted, 

 
 
Michael Edmonds 
Acting City Auditor 
 
Cc: Lalo Perez 
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