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TO:
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Keene Simonds, Executive Officer
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SUBJECT:

Final Audit for Fiscal Year Ending June 30, 2017

________________________________________________________________________________________________

SUMMARY
The San Diego Local Agency Formation Commission (LAFCO) will receive a
report from Davis Farr, LLC auditing the Commission’s financial statements
for fiscal year (FY) 2017. The report concludes all tested transactions were
accompanied by sufficient documentation, and with limited exceptions no
material weaknesses were identified. One recommendation is identified in
the accompanying management letter for LAFCO to retain an outside
bookkeeper to reconcile account statements on a quarterly basis as well as
assist in year-end closing activities. The overall fund balance finished with a
net increase of $61,004 or 4.3% from $1.408 million in FY 2016 to $1.469
million in FY 2017. The report is being presented to the Commission to
formally receive and file and provide direction on related matters.
BACKGROUND
Accounting Procedures
San Diego LAFCO’s financial records are directly managed by staff with
technical support provided by the County of San Diego’s Auditor-Controller’s
Office. These support services are highlighted by staff accessing and
utilizing the County’s PeopleSoft software system in executing payroll,
budgeting, and accounts receivable/payable transactions.
LAFCO also
recently established an internal accounting system operated on QuickBooks
that is manually synched with PeopleSoft and provides an independent
registry of agency accounting records.
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Establishing an Audit Practice
San Diego LAFCO contracted for its first outside audit in April 2012 and retained the firm of
Mayer, Hoffman, and McCann to prepare inaugural audit reports starting with FY 2009.
This firm – which subsequently was renamed as Davis Farr, LLC – has prepared audits for
LAFCO each thereafter and is under contract to continue through FY 2018. 1
DISCUSSION
Consistent with the workplan this item is for San Diego LAFCO to formally receive and
accept a final report on the audit prepared by Davis Farr, LLC on the Commission’s financial
statements for FY 2017. The report is also accompanied by a management letter addressed
to the Commission summarizing Davis Farr, LLC’s findings with respect to compliance and
internal controls. A summary of key findings drawn from these documents follow.

1

•

LAFCO finished FY2017 with a total fund balance of $1,469,699; an improvement
over the prior fiscal year of $61,004 or 4.3%. The change is attributed to an increase
in current assets (cash) and most directly tied to collecting an approximate 13%
increase in agency apportionments.

•

LAFCO finished FY 2017 with an unassigned portion of the total fund balance of
$1,394,699; an improvement over the prior fiscal year of $258,079 or 23%. The
change is primarily attributed to releasing earlier commitments and assignments
associated with subsidizing certain jurisdictional proposals.

•

Government Accounting Standards Board (GASB) guidelines (Nos. 67 and 68)
necessitate that net pension liabilities be reported on the balance sheet to provide a
clearer picture of financial obligations. Accordingly, and based on these pension
liability requirements, LAFCO’s net position at the end of FY 2017 totaled $15,443.
This total marks a decrease in net position of ($37,657) or (71%) compared to the
prior fiscal year and attributed – and among other factors – to a rise in
compensated absences.

•

Two significant adjustments were necessitated as a result of the audit process, and
as such marked as deficiencies in internal control. These adjustments follow.
-

LAFCO did not adjust the accrued payroll liability at the end of the year; resulting
in an adjustment and reduction in expenses of $14,800.

-

LAFCO did not record several payments for payable goods at the end of the
year; resulting in an adjustment and increase in expenses of $39,950.

State law was amended in 2013 and specifies a local agency can contract for outside auditing services with the same
entity for a maximum duration of six years
2|P a g e
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•

It is recommended LAFCO consider retaining a bookkeeper or certified public
accountant to review account transactions on a quarterly basis and provide
assistance with year-end closing and audit preparation.

ANALYSIS
Davis Farr LLC’s audit report provides an unqualified opinion that LAFCO’s financial
statements for FY 2017 are reliable representations of the Commission’s financial position as
of June 30, 2017. The audit affirms LAFCO overall maintains effective levels of internal
controls in managing its financial records and transactions, which helps to ensure maximum
accountability with respect to the agency’s use of public funds. Further, the two
adjustments necessitated during the audit process as described in the preceding section
were both sourced to the time period in which there was a transition in the Executive
Officer position, and as such – while in error – understandable given the circumstances.
Nonetheless, staff agrees with the recommendation for LAFCO to retain an outside
bookkeeper as an additional check in reconciling account statements on a quarterly basis
and has been incorporated into the proposed workplan and budget for FY 2018.
RECOMMENDATION
This item is for the Commission to receive and file while providing any direction to staff with
respect to addressing related issues going forward.
PROCEDURES
This item has been placed on the agenda for action as part of the Commission’s business
calendar. The following procedures, accordingly, are recommended in the consideration of
this item:
1) Receive verbal report from staff;
2) Invite comments from interested audience members (voluntarily); and
3) Consider recommendation.
Respectfully,

Keene Simonds
Executive Officer

Ruth Arellano
Executive Assistant

Erica Blom
Administrative Assistant

Attachments: 1) Audit Management Letters
2) Audit Report for FY 2017
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Attachment One

Board of Commissioners
San Diego Local Agency Formation Commission
San Diego, California
Report on Internal Control Over Financial Reporting and on Compliance and Other
Matters Based on an Audit of Financial Statements Performed in Accordance With
Government Auditing Standards
Independent Auditor’s Report
We have audited, in accordance with the auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States, the financial
statements of the governmental activities and each major fund of San Diego Local Agency
Formation Commission (the LAFCO), as of and for the year ended June 30, 2017, and the related
notes to the financial statements, which collectively comprise the LAFCO’s basic financial
statements, and have issued our report thereon dated January 25, 2018.
Internal Control Over Financial Reporting
In planning and performing our audit of the financial statements, we considered the LAFCO’s
internal control over financial reporting (internal control) to determine the audit procedures that
are appropriate in the circumstances for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the LAFCO’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the LAFCO’s
internal control.
A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.
Our consideration of the internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all deficiencies in
internal control that might be material weaknesses or significant deficiencies and therefore
material weaknesses or significant deficiencies may exist that were not identified. Given these
limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses, as defined above. However, material weaknesses may exist
that have not been identified.
A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that
is less severe than a material weakness, yet important enough to merit attention by those charged
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with governance. We consider the following deficiency in internal control to conform to that
definition:
(1) Adjustments Detected During the Audit
Auditing Standards require that the auditor include an internal control recommendation when
material adjustments are detected during the audit process. For the fiscal year ended June 30,
2017, we noted the following adjustments:
•

The LAFCO did not adjust the accrued payroll liability at June 30, 2017. The
adjustment resulted in a reduction of expenses in the amount of $14,800.

•

The LAFCO did not record several payments made after June 30, 2017 as accounts
payable for goods/services received prior to yearend. The adjustment resulted in an
increase of expenses in the amount of $39,950.

In addition to the material audit adjustments noted above, there were several less significant
adjustments to depreciation expense, accumulated depreciation, payroll expense,
compensated absences, cash, unrealized gain/loss on investments, interest income, and
interest receivable.
Recommendation
To minimize auditor detected adjustments the LAFCO should consider engaging a
Bookkeeper or Certified Public Accountant to review accounting transactions on a quarterly
basis and provide assistance with the yearend close and audit preparation to ensure
accounting records are in compliance with generally accepted accounting principles.
Management’s Response
Management agrees with the recommendation and will explore implementing opportunities
proceeding forward.
Compliance and Other Matters
As part of obtaining reasonable assurance about whether the LAFCO’s financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts and grant agreements, noncompliance with which could have a direct
and material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit, and accordingly,
we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards.
LAFCO’s Response
LAFCO’s written response to the significant deficiencies identified in our audit has not been
subjected to the audit procedures applied in the audit of the financial statements and,
accordingly, we express no opinion on it.
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Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the entity’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the entity’s
internal control and compliance. Accordingly, this communication is not suitable for any other
purpose.

Irvine, California
January 25, 2018

To the Board of Commissioners
San Diego Local Agency Formation Commission
We have audited the financial statements of the governmental activities, and each major fund of
the San Diego Local Agency Formation Commission (LAFCO) for the year ended June 30, 2017.
Professional standards require that we provide you with information about our responsibilities
under generally accepted auditing standards and Government Auditing Standards, as well as
certain information related to the planned scope and timing of our audit. We have communicated
such information in our letter to you dated December 5, 2017. Professional standards also require
that we communicate to you the following information related to our audit.
Significant Audit Findings
Qualitative Aspects of Accounting Practices
Management is responsible for the selection and use of appropriate accounting policies. The
significant accounting policies used by LAFCO are described in Note 1 to the financial
statements. No new accounting policies were adopted, and the application of existing policies
was not changed during 2017. We noted no transactions entered into by LAFCO during the year
for which there is a lack of authoritative guidance or consensus. All significant transactions have
been recognized in the financial statements in the proper period.
Accounting estimates are an integral part of the financial statements prepared by management
and are based on management’s knowledge and experience about past and current events and
assumptions about future events. Certain accounting estimates are particularly sensitive because
of their significance to the financial statements and because of the possibility that future events
affecting them may differ significantly from those expected. The most sensitive estimate
affecting the LAFCO’s financial statements was:
Management’s estimate of the Pension Obligation Bonds Payable is based on
information provided by the County of San Diego based on actuarial reports. We
evaluated the key factors and assumptions used to develop the Pension Obligation
Bonds Payable in determining that it is reasonable in relation to the financial
statements taken as a whole.
Certain financial statement disclosures are particularly sensitive because of their significance to
financial statement users. The most sensitive disclosures affecting the financial statements were:
Footnote 4: Long-Term Liabilities
Footnote 6: Retirement Plan
The financial statement disclosures are neutral, consistent, and clear.
Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing and
completing our audit.
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Corrected and Uncorrected Misstatements
Professional standards require us to accumulate all known and likely misstatements identified
during the audit, other than those that are clearly trivial, and communicate them to the
appropriate level of management. Management has corrected all such misstatements. The
following were significant adjustments detected by the audit process:
•
•

$14,800 adjustment to decrease accrued liabilities and payroll expense
$39,950 adjustment to increase accounts payable and various expenses accounts

Disagreements with Management
For purposes of this letter, a disagreement with management is a financial accounting, reporting,
or auditing matter, whether or not resolved to our satisfaction, that could be significant to the
financial statements or the auditor’s report. We are pleased to report that no such disagreements
arose during the course of our audit.
Management Representations
We have requested certain representations from management that are included in the
management representation letter dated January 25, 2018.
Management Consultations with Other Independent Accountants
In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a “second opinion” on certain situations. If a
consultation involves application of an accounting principle to the governmental unit’s financial
statements or a determination of the type of auditor’s opinion that may be expressed on those
statements, our professional standards require the consulting accountant to check with us to
determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.
Other Audit Findings or Issues
We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention as the governmental unit’s
auditors. However, these discussions occurred in the normal course of our professional
relationship and our responses were not a condition to our retention.
Other Matters
We applied certain limited procedures to Management’s Discussion and Analysis, the Schedule
of the Plan’s Proportionate Share of the Net Pension Liability, the Schedule of Pension Plan
Contributions, and the Schedule of Revenues, Expenditures and Changes in Fund Balance –
Budget and Actual which are required supplementary information (RSI) that supplements the
basic financial statements. Our procedures consisted of inquiries of management regarding the
methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, the basic financial statements, and other knowledge we

obtained during our audit of the basic financial statements. We did not audit the RSI and do not
express an opinion or provide any assurance on the RSI.
This information is intended solely for the use of Board of Commissioners and management of
LAFCO and is not intended to be, and should not be, used by anyone other than these specified
parties.
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Board of Commissioners
San Diego Local Agency Formation Commission
San Diego, California
Independent Auditors’ Report
Report on the Financial Statements
We have audited the accompanying financial statements of the governmental activities and each
major fund of the San Diego Local Agency Formation Commission (the LAFCO), as of and for
the year ended June 30, 2017, and the related notes to the financial statements, which collectively
comprise the LAFCO’s basic financial statements as listed in the table of contents.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements
in accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal controls relevant to the
preparation and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or error.
Auditor’s Responsibility
Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditors’
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.
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Other Matters
Prior Year Comparative Financial Statements
We have previously audited the LAFCO’s 2016 financial statements, and we expressed an
unmodified audit opinion on those audited financial statements in our report dated January 25,
2017. In our opinion, the summarized comparative information presented herein as of and for the
year ended June 30, 2016 is consistent, in all material respects, with the audited financial
statements from which it has been derived.
Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis, Budgetary Comparison Information, Schedule of the
Plan’s Proportioned Share of the Net Pension Liability (Cost Sharing Plan), and the Schedule of
Plan Contributions (Cost Sharing Plan) be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by
the Governmental Accounting Standards Board who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management’s
responses to our inquiries, the basic financial statements, and other knowledge we obtained
during our audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.
Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated
January 25, 2018 on our consideration of the LAFCO’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering LAFCO’s internal control over financial reporting and compliance.
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