
March 3, 2014 
 
TO:   Local Agency Formation Commission 
 
FROM:  Executive Officer 
 
SUBJECT:  FY 2012-13 LAFCO Audit   
 
 
Executive Summary 
On February 3, 2014, Audit Committee members Vanderlaan, Ingalls, Mathis, 
and MacKenzie met with LAFCO staff and LAFCO’s Auditor Jennifer Farr, CPA 
from Mayer Hoffman McCann (MHM P.C.), to discuss the FY 2012-13 audit and 
leave system review.  In general, both the audit and leave system review were 
very thorough and validated the accuracy and internal controls of LAFCO’s 
financial reporting and leave balance systems.  In particular, the 2012-13 audit 
did not identify any changes necessary to internal controls nor were any 
deficiencies in internal control identified that are considered to be material 
weaknesses.  The audit was performed after conducting field work in LAFCO’s 
headquarters for about one week involving interviews, internal control testing, 
and financial statement review.  After reviewing the FY 2012-13 Audit on 
February 3rd and discussing audit findings with Ms. Farr, the Audit Committee 
unanimously recommends to the full Commission that the FY 2012-13 audit 
report be received and filed with the full Commission (Motion made by Alternate 
Commissioner Mackenzie, seconded by Alternate Commissioner Mathis and 
carried unanimously by all Committee members present: Vanderlaan, Ingalls, 
MacKenzie, and Mathis).     
 
Audit Summary 
As with the audits for each of the previous fiscal years, the significant finding is 
whether the financial statements fairly present the financial position of the 
governmental activities and each major fund of the Commission.  This finding 
was made by your auditor for FY 2012-13 (Refer to Attachments 1, 2, and 4 for 
further detail).  The Commission should be aware that the accompanying 
financial statements reflect certain changes in the reporting of deferred inflows 
and outflows, net position and certain items previously reported as assets and 
liabilities due to implementation of Governmental Accounting Standards Board 
(GASB) Nos. 63 and 65.   
 
MHM did not identify any changes necessary to the Commission's internal 
controls nor did they identify any deficiencies considered to be material 
weaknesses.  As with previous audits, MHM did indicate that the County of San 
Diego’s access to LAFCO Cash accounts and County Internal Service Fees (ISF) 
result in automatic debits to LAFCO cash accounts without separate approvals 
from LAFCO management.  This issue is not considered to be a material 
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weakness.  LAFCO staff believes that the basis for this audit finding is attributable to LAFCO’s 
integration in a financial system that is designed more for county departments than for 
independent agencies, such as LAFCO.  However, the benefits of being integrated in the 
County’s financial reporting system seem to outweigh the disadvantages associated with 
separating from the County’s financial management system. 
 
The Commission has successfully implemented past recommendations from MHM, involving 
adoption of capital assets, depreciation, and purchasing polices, plus development of cash 
reconciliation processes for journal entries in cash accounts.  These new policies and practices 
were subject to audit and field tests in 2012-13 and no corrective actions were identified as 
being necessary.  No new policies or procedures are recommended as part of the FY 2012-13 
audit; however, LAFCO staff will continue to endeavor to review all charges made by the County 
of San Diego to ensure reasonableness of those charges. 
 
Beginning with 2012-13, a Management Discussion and Analysis (MD&A) section was added to 
LAFCO’s audit.  According to GASB Statement 34 implementation Procedures, the MD&A 
should be brief and objective and easily readable.  The MD&A precedes basic financial 
statements and contains a brief discussion of the financial statements; condensed financial 
information derived from the government-wide financial statements; an analysis of the overall 
financial position; an analysis of balances and significant transactions for significant changes in 
individual funds; an analysis of significant variations between original and final budget amounts; 
a description of capital assets and long-term debt activity; and a description of current known 
facts, decisions or conditions expected to have a significant impact on the financial position of 
operations.  These GASB guidelines are intended to be general rather than specific.  The 
information to be included in an MD&A had previously been included in a transmittal letter 
accompanying the Comprehensive Annual Financial Report (CAFR), but there is no longer a 
requirement for a transmittal letter in the GASB codification. The LAFCO audit committee 
accepted the FY 2012-13 MD&A, but noted that in the upcoming audit for FY 2013-14, that 
additional discussion and detail should be provided regarding LAFCO fund balance activity and 
the new designations the Commission has placed on these funds.  In addition, given new GASB 
requirements in 2014 (GASB 68) regarding disclosure of pension liabilities, the next MD&A will 
likely contain expanded discussion of financial highlights and pension liabilities.   
 
Leave Balance Review Summary 
MHM reviewed LAFCO’s leave balance system and performed the following tasks: 
(1) Recalculation of employee leave accruals for the periods under review; (2) Recalculation 
and testing leave usage amounts based on employer attendance records; (3) Reviewing 
adjustments to leave balances and determining the appropriateness of such adjustment(s); and 
(4) Determining whether the ending leave balances reported by LAFCO were properly stated for 
the periods under review.  The review of LAFCO’s leave balance system resulted in no 
recommended changes or exceptions.  Refer to Attachment 3 for further information.  The 
Commission should be aware that LAFCO staff is discussing with the County Auditor’s Office 
and Department of Human Resources the feasibility of integrating LAFCO into the County’s 
automated leave balance reporting system for FY 2014-15.  Updates related to this project will 
be provided to the Commission and MHM, as necessary.    
 
Conclusion 
In conclusion, we are pleased to present MHM’s audit findings to the Commission.  The overall 
audit experience was a good one and we believe MHM’s performance continues to be 
outstanding. The audit disclosed no instances of noncompliance or other matters that are 
required to be reported under Government Auditing Standards. The audit also evaluated 
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LAFCO’s internal controls and accuracy of its leave system – no exceptions, miscalculations, or 
violation of Commission policies was identified.  Audit Committee members Vanderlaan, Ingalls, 
MacKenzie, and Mathis are to be thanked for their committee service and will be available to 
answer questions about the FY 2012-13 audit at the March 3, 2013 LAFCO meeting.  Jennifer 
Farr, CPA of MHM, P.C. will also be available to present the audit findings at the March 3rd 
meeting. Therefore, it is  
 
RECOMMENDED:  That your Commission 
 

(1) Receive the Audit Committee Report. 
(2) Receive a presentation from LAFCO staff and Jennifer Farr of MHM, P.C. 
(3) Receive and file LAFCO’s FY 2012-13 audit and leave balance review prepared by   
 Mayer Hoffman McCann, P.C. 

 
Respectfully Submitted, 
 
 
 
 
MICHAEL D. OTT 
Executive Officer 
 
MDO:ra 
 
Attachments:  (1) Statement of Significant Audit Findings –SAS 114 letter  
   (2) Report on Internal Controls – SAS 115 Letter 
   (3) Leave Balance Review 
   (4) FY 2012-13 Audit of LAFCO’s Basic Financial Statements  
 
cc:    Jennifer Farr 
 Grant Ferrell 
 



 
 
 
 

 
SAN DIEGO LOCAL AGENCY FORMATION COMMISSION 

March 3, 2014 
 

AGENDA ITEM NO. 8 
 

FY 2012-13 LAFCO AUDIT 
 

ATTACHMENTS (1-4) 
 

1. STATEMENT OF SIGNIFICANT AUDIT FINDINGS – 
SAS 114 LETTER 

2. REPORT ON INTERNAL CONTROLS – SAS 115 
LETTER 

3. LEAVE BALANCE REVIEW 
4. FY 2012-13 AUDIT OF LAFCO’S BASIC FINANCIAL 

STATEMENTS 
 

 

 
 

8 















dngu
Text Box
ATTACHMENT 4











































































