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May 26, 2009 
 
TO:  Local Agency Formation Commission 
 
FROM: Keene Simonds, Executive Officer 
 
SUBJECT: Authorization to Approve Audit Expenditure  
 The Commission will consider authorizing the Chair to enter into an 

agreement with Gallina LLP for the preparation of an independent audit for 
the 2008-2009 fiscal year at a cost of $4,725.   

 
 

Local Agency Formation Commissions (LAFCOs) are authorized under California 
Government Code Section 56380 to enter into agreements or contracts with public and 
private parties for services necessary to fulfill its regulatory and planning responsibilities.  
 
A.  Background 
 
It is the practice of LAFCO of Napa County (“Commission”) to authorize the Executive 
Officer to enter into an agreement with a public accounting firm to conduct an 
independent audit of the agency’s financial statements for the prior fiscal year.  The 
purpose of the audit is for a third-party to assess the reliability of the Commission’s 
financial statements by reviewing records and testing transactions to determine their 
compliance with generally accepted governmental accounting standards.  The audit also 
provides an opportunity for the third-party to identify reporting errors and omissions as 
well as to make suggestions for improvements. 
 
B.  Discussion   
 
The Commission has received an engagement letter from Gallina, LLP to prepare an 
independent audit concerning the agency’s financial statements for the 2008-2009 fiscal 
year.  Gallina is headquartered in Sacramento, California and was awarded a three-year 
contract in 2006 to provide auditing services for the County of Napa.  Gallina’s proposed 
cost to prepare the audit for the Commission is $4,725.  This amount represents an 
approximate five percent increase over the charge billed to the Commission for preparing 
an audit for the 2007-2008 fiscal year. Gallina states the increase is attributed to new 
auditing standards associated with the recent passage of Statement of Auditing Standards 
(SAS) 103, 104, and 105, which collectively require additional verification processes 
relating to the review of public agencies.  
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C.  Analysis 
 
It is generally accepted that governmental agencies should prepare annual audits to 
enhance transparency in the management of public funds.  Additionally, as mentioned, the 
Commission relies on the annual audit process as a performance measure for staff as well 
as to identify opportunities to improve accounting practices.  Accordingly, while not a 
requirement, it is appropriate for the Commission to enter into an agreement with Gallina 
based on its contractual relationship with the County to prepare an audit on the agency’s 
financial statements for the 2008-2009 fiscal year.   
 
D.  Alternatives for Commission Action 
 
The following alternative actions are available to the Commission: 
 

Alternative One: Authorize the Chair to sign the attached engagement letter with 
Gallina for the preparation of an independent audit for the 2008-
2009 fiscal year in the amount of $4,725. 

 
Alternative Two: Continue consideration of the item to another meeting while 

providing appropriate direction to staff with respect to any 
additional information requests.  

 
Alternative Three: Take no action.  

 
E.  Recommendation 
 
It is recommended the Commission approve Alternative One.  This involves authorizing 
the Chair to sign the attached engagement letter with Gallina for the preparation of an 
independent audit for the 2008-2009 fiscal year in the amount of $4,725. 
 
Respectfully submitted, 
 
 
____________________ 
Keene Simonds 
Executive Officer 
 
 
Attachment:  
1)  Engagement Letter  
 



Keene Simonds, Executive Officer 
Local Agency Fonnation Commissio~~ of Napa County 
1700 Second Street 
Napa, CA 94559 

Dear Mr. Simonds: 

We are pleased to confiiii~ our understallding of tlie services we are to provide tlie Local Agency 
Fom~ation Conimission of Napa County (Commission) for the year ending June 30, 2009. We ask that 
you either confirm or amend that understanding. 

We will audit the basic financial statements of the Commission as of and for tlie year ending 
June 30, 2009. Accounting standards generally accepted in the United States provide for certain required 
supplementa~y infomiation (RSI), sucli as management's discussion and analysis (MD&A) to accompany 
the Comniission's basic financial statements. As part of our engagement, we will apply certain liinited 
procedures to the Co~nmission's RSI. These limited procedures will coilsist principally of inquiries of 
management regarding the methods of measuren~eiit and presentation, which management is responsible 
for affimiing to us in its representation letter. Unless we encounter problems witli the presentation of the 
RSI or with procedures relating to it, we will disclaim an opinion on it. Vie following RSl is required by 
generally accepted accounting principles and will be subjected to certain limited procedures, but will not 
be audited: 

Manage~nent's discussion and analysis (MD&A) 
Budgetary comparison schedules. 

Audit Obiectives 

The objective of oui- audit is the expression of an opinion as to wlietlier your basic financial statements are 
fairly presented, in all material respects, in confom~ity with U.S. generally accepted accounting principles 
and to report on the fairness of tlie additional infoimalion referred to in tlie first paragraph when 
considered in relation to the financial statements taken as a whole. Our audit will be conducted in 
accordance with auditing standards generally accepted in tlie United States of America and the standards 
for financial audits contained in Goiler71n?errf Auditiilg Standards, issued by the Comptroller General of 
tlie United States, and will include tests of tlie accounting records o i  the Commission and other 
procedures we consider necessary to enable us to express such an opinion. If our opinion on the financial 
statements is other than unqualified, we will fully discuss tlie reasons with you in advance. If, for any 
reason, we are unable to complete the audit or  are unable to form or have not fonned an opinion, we may 
decline to express an opinion or to issue a report as a result of this engagement. 

We will also provide a report (that does not include an opinion) on internal control related to the financial 
statements and compliance witli laws, regulations, and the provisions of contracts or grant agreements, 
lioncompliance with which could have a material effect on the financial statements as required by 
Goiar-rimerit A~~dftfrig S~aridards. The report on internal control and compliance will include a statement 
that the repon is intended solely for the infonuation and use of management, the body or individuals 
charged with governance, others within the entity, and specific legislative or regulatoly bodies and is not 
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~ntended to be and should not be used by anyone other thau these specified panies. If during our audit we 
become aware that the Comlnission is subject to an audit requirement that is not ellcompassed ia the 
terms of this engagement, we will communicate to management and those charged with governance that 
an audit in accordauce with U.S. generally accepted auditing standards and the standards for financial 
audits contained in Govel.nmenr A1rditii7g S/ondards may uot satisfy the relevant legal, regulatory, or 
contractual requirements. 

Management Responsibilities 

Management is responsible for the basic financial statements and all acco~npanying infonilation as well as 
all representations contained therein. 

Management is responsible for establishing and maintaining effective intenial controls, including 
monitoring ongoing activities, to help ensure that appropriate goals and objectives are met; for the 
selection and application of accounting principles; for the fair presentation in the finallcia1 statelnents of 
the respective financial position of the Commission and the respective changes in fillancia1 position and 
cash flows, where applicable, in conformity with U.S. generally accepted accounting principles. 

Management is also responsible for making all financial records and related infomiation available to us 
and for ensuring that management and financial infonnation is reliable and properly recorded. 
Management's responsibilities include adjusting the financial statements to correct material misstatements 
and for confinning to us in tlie representation letter than the effects of any uncorrected misstatements 
aggregated by us during the current engagement and penainiug to the latest period presented are 
inxnaterial, both individually and in tlie aggregate, to the financial statements taken as a whole. 

You are responsible for the design and implemelitation of programs and controls to prevent and detect 
fraud, alid for infonning us about all known or suspected fraud affecting the govemlnent involving (1) 
management, (2) employees who have significant roles in intenial control, and (3) others where the fraud 
or illegal acts could have a material effect on the financial statements. Your responsibilities include 
infomling us of your knowledge of any allegatiolis of fraud or suspected fraud affecting the government 
received in communicatiolis from employees, former employees, grantors, regulators, or others. In 
addition, you are responsible for identifying and ensuring that the Commission complies with applicable 
laws, regulations, contracts, agreements, and grants for taking timely and appropriate steps to remedy any 
fraud, illegal acts, violations of contracts or grant agreements, or abuse that we may report. 

Management is responsible for establishing and maintaining a PI-ocess for tracking the status of audit 
findings and recommendations. Management is also responsible for identifying for us previous financial 
audits, attestation engagements, performance audits or other studies related to the objectives discussed in 
the Audit Objectives section of this letter. This responsibility includes relaying to us corrective actions 
taken to address significant findings and recolnmendations resulting from those audits, attestation 
engagements, perfomlance audits, or other studies. You are also responsible for providing management's 
views on our currelit findings, conclusions, and recommendations, as well as your platu~ed corrective 
actions, for the I-epon, and for the tiining and format for providing that infolmation. 

Management is responsible for the preparation of tlie Management's Discussion and Analysis section of 
the financial report. This section is not a required pan of the basic financial statements, but is additional 
information required by accounting principles generally accepted in the United States of America. 
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Audit Procedures-General 

An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements; therefore, our audit will involve judginent about the nu~nber of transactions to be 
examined and the areas to be tested. We will plan and perform the audit to obtain reasonable rather than 
absolute assurance about whether the financial statements are free of lnaterial misstatement, whether from 
errors, fraudulent financial reporting, misapprop~iation of assets, or violations of laws or govenunental 
regulations that are attributable to the Commission or to acts by management or employees acting on 
behalf of the Commission. Because the determination of abuse is subjective, Goi~ernnwnt Auditing 
Standards do not expect auditors to provide reasonable assurance of detecting abuse. 

Because an audit is designed to provide reasonable, but not absolute assurance and because we will not 
perform a detailed examination of all transactions, there is a risk that material misstatements may exist 
and not be detected by us. In addition, an audit is not designed to detect immaterial misstatements or 
violations of laws or governmental regulations that do not have a direct and lnaterial effect on the 
financial statements. However, we will infonn you of any material e rors  and any fraudulent financial 
reporting or misappropriation of assets that come to our attention. We will also inform you of any 
violations of laws or govelnmental regulations that come to our attention, unless clearly inconsequential. 
Our responsibility as auditors are limited to the period covered by our audit and does not extend to any 
later periods for which we are not engaged as auditors. 

Our procedures will include tests of documentary evidence supporting the transactions recorded in the 
accounts, and may include tests of the physical existence of inventories, and direct confi~n~ation of 
receivables and certain other assets and liabilities by correspondence with selected individuals, funding 
sources, creditors, and financial institutions. We will request written representations from your attorneys 
as part of the engagement, and they may bill you for responding to this inquily. At the co~~clusion of our 
audit, we will also require certain written representations from you about the financial statements and 
related matters. 

Audit Procedures-Internal Controls 

Our audit will include obtaining an understanding of the Con~mission and its environment, including 
internal control, sufficient to assess the risks of material misstatement of the financial statements and to 
design the nature, timing, and extent of further audit procedures. Tests of controls may be performed to 
test the effectiveness of certain controls that we consider relevant to preventing and detecting errors and 
fraud that are lnaterial to the financial statements and to preventing and detecting lnisstatements resulting 
from illegal acts and other noncompliance matters that have a direct and material effect on the financial 
statements. Our tests, if performed, will be less in scope than would be necessary to render an opinion on 
internal control and, accordingly, no opinion will be expressed in our report on internal control issued 
pursuant to Go~)errtrnelit Audi/i~ig Standards. 

An audit is not designed to provide assurance on internal control or to identify significant deficiencies. 
However, during the audit, we will communicate to management and those charged with governance 
internal control related matters that are required to be communicated under AICPA professional standards 
and Govel.nntent Auditing Slandards. 

Audit Procedures-Compliance 

As part of obtaining reasonable assurance about whether the finallcial statements are free of material 
misstatement, we will perfom] tests of the Commission's con~pliance with provisions of applicable laws, 
regulations, contracts, agreements, and grants. However, the objective of our audit will not be to provide 
an opinion on overall compliance and we will not express such an opinion in our report on compliance 
issued pursuant to Goi~eninie~it Audiririg Standards. 
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Responsibilitv for Nan-audit Services 

We will prepare a general ledger trial balance for use during the audit. Our preparation of the trial balance 
will be limited to formatting infom~ation in the Commission's general ledger into a working trial balance. 
Also as part of the audit, we will prepare a draft of your financial statements and related notes. You are 
responsible for making all management decisions and performing all management functions relating to 
the financial statements and [-elated notes and for accepting full responsibility for such decisions. You 
will be required to acknowledge in the management representation letter our assistance with preparation 
of the financial statements and related notes and that you have reviewed and approved the financial 
statements and related notes prior to their issuance and have accepted full responsibility for them. 
Further, you are required to designate an individual with suitable skill, h~owledge, or experience to 
oversee any nonaudit services we provide and for evaluating the adequacy and results of those services 
and accepting responsibility for them. 

As a result of our audit, we will provide you with adjusting joun~al entries, both those considered material 
and immaterial. The preparation of adjusting journal entries is considered a non-attest service. 
Consequently, Goi~ern~iie~rf A~idiririg Sfnndnrds, require you to designate an individual with suitable skill, 
knowledge, or experience to review these entries and to be responsible and accountable for any adjusting 
journal entries we may submit to you. Further, we will confirm with you your agreement with the 
adjusting journal entries that we have proposed and whether or not they will be posted to the 
Comniission's accounts. We will also confinn with you your agreement that unrecorded adjusting journal 
entries, both individually and in the aggregate, are immaterial to the financial statements taken as a whole. 

Audit Administration, Fees. and Other 

We understand that your employees will be available to answer inquiries during our audit and will locate 
any docun~ents selected by us for testing. 

At the conclusion of the engagement, we will provide bound copies, unbound copies and an electronic 
copy in portable document format (PDF) of all reports in the quantities you have designated. We will also 
provide additional bound copies of the Commission financial report and the management I-eport for the 
purpose of co~npleting the Comn~ission's required submission to the California State Controller's Office. 
Unless rest~icted by law or regulation, or containing privileged and confidential information, copies of our 
reports are to be made available for public inspection. 

We will also comn~unicate to the Coniinission's governing board the following at the conclusion of the 
audit: 

Our view about the qualitative aspects of the Comnission's significant accounting practices; 
Significant difficulties, if any, encountered during the audit; 
Uncorrected misstatements, other than those we believe are trivial, if any; 
Disagreements with management, if any; 
Other findings or issues, if any, arising from the audit that are, in our professioi~al judgment, 
significant and relevant to those charged with governance regarding their oversight of the 
financial reporting process; 
Material, corrected misstatements that were brought to the attention of management as a result of 
our audit procedures; 
Representations we requested from management; 
Management's consultations with other accountants, if any; and 
Significant issues, if any, arising from the audit that discussed, or the subject of 
correspondence, wit11 n~anagement. 
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The audit docunlentation for this engagement is the property of GALLINA LLP and constitutes 
confidential information. However, pursuant to authority given by law or regulation, we may be requested 
to make certain audit documentation available to the State Controller's Office or its designee, a federal 
agency providing direct or indirect funding, or the U.S. General Accounting Office for purposes of a 
quality review of the audit, to resolve audit findings, or to carry out oversight responsibilities. We will 
notify you of any such request. If requested, access to such audit documentation will be provided under 
the supervision of GALLINA LLP personnel. Furthe~more, upon request, we may provide copies of 
selected audit docu~nentation to the aforementioned parties. These parties may intend, or decide, to 
distribute the copies or info~n~ation contained therein to others, including other gove~mnental agencies. 

The audit documentation for this engagement will be retained for a minimum of seven years after the 
report release or for any additional period requested by the State Controller's Office. If we are aware that 
a federal awarding agency, pass-through entity, or auditee is contesting an audit finding, we will contact 
the party(ies) contesting the audit finding for guidance prior to destroying the audit documentation. 

The parties agree that any controversy or claim arising out of or relating to the services provided pursuant 
to this engagement letter agreement shall be detennined by arbitration in accordance with the applicable 
Arbitration Rules for Professional Accounting and Related Services Disputes of the American Arbitration 
Association; and judgment on the award rendered by the arbitrator(s) may be rendered in any court of 
competent jurisdiction. 

We expect to begin our audit on August 10, 2009, and to issue our repolts no later than 
December 31, 2009. Brad Constantine is the engagement partner and is responsible for supervising the 
audit and signing the report. 

The firm may from time to time, and depending 011 the circunlsta~~ces, use third-party service providers in 
serving your account. We may share confidential information about you with these service providers, but 
remain committed to maintaining the confidentiality and security of your information. Accordingly, we 
maintain internal policies, procedures, and safeguards to protect confidentiality of your personal 
infom~ation. III addition, we will secure confidentiality agreements with all service providers to maintain the 
confidentiality of your infom~ation and we will take reasonable precautions to determine that they have 
appropriate procedures in place to prevent the unauthorized release of your confidential information to 
others. In the event that we are unable to secure an appropriate confidentiality agreement, you will be asked 
to provide your consent prior to the sharing of your confidential information with the third-party service 
provider. Furthermore, we will remain responsible for the work provided by any such third-party se~vice 
providen. 

Our fee for these se~vices will not exceed the following amount unless the scope of the engagement is 
changed, the assistance which the Commission has agreed to furnish is not provided, or unexpected 
conditions are encountered, in which case we will discuss the situatio~~ with you before proceeding. 

June 30,2009 $4,725 

Goi~erririient Auditing Standards require that we provide you with a copy of our   no st recent exten~al peer 
review report and any letter of comment, and any subsequent peer review reports and letters of connnent 
received during the period of the contract. Our 2006 peer review repolt accompanies this letter. No letter 
of comment was issued. 

We appreciate the opportunity to be of se~vice to the Local Agency Formation Comn~ission of Napa 
County and believe this letter accurately summarizes the significant terms of our engagement. If you have 
any questions, please let us know. If you agree with the terms of our engagement as described in this 
letter, please sign the enclosed copy and retum it  to us. 
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Very truly yours, 
GALLINA LLP 

Brad W. Constantine, CPA, CFE, CVA 
Pattner 

RESPONSE: 

This letter co~vectly sets forth the understanding of the Local Agency For~natio~i C o ~ ~ ~ ~ ~ ~ i s s i o n  of Napa 
County. 

By: 

Title: 

Date: 
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To the Parlners 
Gall~na LLP 

December 15. 2006 

I have reviewed the system of quality control for the accounting and auditing practice of 
Gallina LLP (the firm) in effecl for the year ended June 30. 2006. A system of quality control 
encompasses the firm's organizational structure, the policies adopted and procedures 
established lo provide il with reasonable assurance of conforming with profess~onal 
slandards. The elements of quality control are described in the Slatenients on Quality 
Conlrol Standards issued by the American Institute of CPAs (AICPA) The firm is responsible 
lor design~ng a system of qualily control and complying wilh it to provide the firm reasonable 
assurance of conforming with professional standards in all material respects My 
responsibility is to express an opinion on the design of the system of quality control and the 
firm's compliance with its system of quality control based on my review. 

My review was conducted in accordance with standards established by the Peer Review 
Board of the AICPA. During my review. I read required representations from the firm, 
lnlerv~ewed firm personnel and obtained an understanding of the nature of the firm's 
accounting and auditing practice, and the design of the firm's system of quality control 
sufflcienl to assess the risks implicit in its practice. Based on my assessments. I selected 
engagements and administrative files to tesl for conformity with professional standards and 
compliance with the firm's syslem of quality control. The engagements selected represented 
a reasonable cross-section of the firm's accounting and auditing practice with emphasis on 
hlgher-risk engagements. The engagements selected included among others, audits of 
Employee Benefit Plans and engagements performed under Government Auditing 
Standards Prior to concluding the review, I reassessed the adequacy of the scope of the 
peel- review procedures and met with firm management to discuss the results of my review. I 
belleve that lhe procedures I performed provide a reasonable basis lor my opinion. 

In performing my review, I obtalned an understanding of the system of quality control for the 
i~rm's account~ng and auditing practice. In addition. I tested compliance with the firm's quality 
control polices and procedures to the extent I considered appropriate. These tesls covered 
Ihe application of the firm's polices and procedures on selected engagements. My review 
was based on  selective tests and therefore it would not necessarily detect all weaknesses in 
Ihe syslem of quality control or all inslances of noncompliance with it. There are inherent 
l~ rn~ la t~ons in the effectiveness of any system of quality control and therefore noncompliance 
with the system may occur and not be detected. Projection of any evaluation of a system of 
qual~ty control to future periods is subject lo the risk that the system of  quality conlrol may 
become inadequate because of changes in conditions, or because the degree of compl~ance 
wilh the policies or procedures may deleriorate. 

In my opin~on. the system of quality control for the accounting and auditing practice of Gallina 
LLP in effect for the year ended June 30. 2006, has been designed lo meel the requirements 
of the quality control standards for an accounting and auditing practice eslablished by the 
AICPA and was complied with during the year then ended to provide lhe firm with reasonable 
assurance of complying with professional standards. 

Carl M. Arntzen. CPA 




