Les Baugh
Counly Member

Lariy Fair
City Member

James Yarbrough
Cily #ember Alternale

Invin Fusl
Special District Allernate

Pam Giacomini
County Member Allernale

Brenda Haynes
Special District Member

Thursday, October 1, 2015

Re: Financial Audit Services (Item # 9a)
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Dick Fylen
Public Member

Bob Richardson
Public Member Allernale

James M. Undenwood
Interim Execulive Officer

In June the Commission authorized the distribution of a Request for Proposals (RFP) for audit
services. At its August meeting the Commission directed staff to negotiate and present a
proposed agreement for such services with Donald R. Reynolds, CPA, to perform a compilation
level of review for FY 2013-14 and a more complete audit for FY 2014-15. Such an agreement

is now being presented for Commission consideration.

Discussion

Shasta LAFCO Policy 2.3.2 provides that audits may occur annually or bi-annually as the
Commission determines. The proposed agreement for Mr. Reynold's services would be
consistent with that policy. The cost for the compilation and audit services, as described in the
proposed agreement, would be $9,500, consistent with the adopted FY 2015-16 Final Budget

appropriation of $10,000 for such services.

Conclusion & Recommendations

Based on the foregoing it is recommended that the Commission approve and authorize the
Chajrman to sign the proposed audit services agreement with Donald R. Reynolds, CPA.

Sincerely, |
by A

|

Ly
James /M. Underwood,
General Gpunsellinterim Executive Officer

Attachment



AGREEMENT
FOR
AUDIT SERVICES

PREAMBLE

WHEREAS, the Local Agency Formation Commission of Shasta County (“LAFCO”)
desires to contract for auditing of LAFCO'’s financial statements for the fiscal years ending June
30, 1013; June 30, 2014; and June 30, 2015; and,

WHEREAS, the firm of Donald R. Reynolds, Certified Public Accountant (“FIRM") is
particularly qualified to perform the desire services due to its public accountant competence and
expertise;

NOW, THEREFORE, LAFCO and FIRM agree as follows:

AGREEMENT

1. PERIOD OF PERFORMANCE

This Agreement shall be for the period beginning October 1, 2015 until completion of audit
services or until this Agreement is terminated pursuant to Paragraph 5.

2. PERFORMANCE OF AUDIT SERVICES: WARRANTIES

FIRM shall perform audit services and represent LAFCO to the best of FIRM’s ability and
in a professional manner. FIRM warrants that at all times during the term of this
Agreement, the member of the FIRM providing audit services for LAFCO shall remain a
member in good standing of the California Board of Accountancy, and shall maintain
liability insurance covering his work on behalf of LAFCO.

3. COMPENSATION/WORK SCOPE

A Fiscal Year 2013/2014: LAFCO Agrees to compensate FIRM for Compilation
Services to LAFCO for the year ending June 30, 2014, at a fixed rate of $2,000.00,
consistent with the engagement letter from FIRM attached as Exhibit A and
incorporated herein by reference.

B. Fiscal Year 2014/2015: LAFCO Agrees to compensate FIRM for Full Audit
Services to LAFCO for the year ending June, 30, 2105 at a fixed rate of $7,500.00,
consistent with the engagement letter from FIRM attached as Exhibit B and
incorporated herein by reference.




4.

BILLINGS AND PAYMENTS

Al Billings: Firm shall submit it's itemized billing statement monthly to LAFCO. The

original billing statement and one copy shall be submitted to:

Shasta LAFCO
2516 Goodwater Avenue, Suite A
Redding, CA 96002

Each billing shall be in a time reporting format acceptable to LAFCO, and shall
include original invoices for reimbursement of expenses. FIRM understands that
LAFCO will not process claims for expenses unless accompanied by an original
mvoice,

FIRM shall have and maintain all backup documentation to support all entries
included in the monthly billing statement. Such documentation shall be in a form
subject to audit and in accordance with generally accepted accounting principles.
FIRM shall make such documentation available to auditors upon request.

B. Payments: LAFCO shall review all billing statements submitted by FIRM. LAFCO
shall make its best effort to process payments promptly after receiving FIRM's
billing statement. LAFCO shall not pay interest or finance charges on any
outstanding balance(s).

TERMINATION

This Agreement may be terminated in whole or in part at any time if LAFCO, in its sole
discretion, deems termination to be in its best interest. LAFCO shall terminate services
by delivering to FIRM a written Termination Notice specifying the extent to which
services are terminated and the effective termination date. FIRM may terminate on sixty
(60) days notice. During the sixty (60) day notice period, FIRM shall, at LAFCO's request,
transfer pending files or complete specified services, which may include a final report.

NOTICES

All notices and required reports shall be written and hand-delivered or mailed by first
class, postage prepaid, addressed to LAFCO or FIRM at the address below, or at any other
address LAFCO or FIRM shall provide in writing to each other:

If to LAFCO If to FIRM

Shasta LAFCO Donald R. Reynolds

2516 Goodwater Avenue, Suite A Certified Public Accountant
Redding, CA 96002 1438 Oregon Street

Redding, CA 96001
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SHASTA LAFCO

ASSIGNMENT

No part of this Agreement or any right or obligation arising from it is assignable without
LAFCO's written consent. However, FIRM may retain consultants and experts as FIRM
deems appropriate after receiving LAFCO'’s written approval.

7.

8.
A,
B.
@

STANDARD TERMS AND CONDITIONS

Indemnification: FIRM shall indemnify, defend, and save harmless LAFCO, its
agents, officers and employees from and against any and all liability expense,
including defense costs and legal fees, and claims for damages of any nature
whatsoever, including, but not limited to losses resulting from FIRM'’s errors or
omissions or any bodily injury, death, personal injury, or property damage
(including FIRM's property), in connection with FIRM's operations or its services,
including any workers” compensation suits, liability or expense, arising from or
connected with services performed under this Agreement.

Insurance: Without limiting FIRM's indemnification of LAFCO, FIRM shall

provide and maintain at its own expense during the term of this Agreement
programs of insurance covering its operations. FIRM shall deliver evidence of a
satisfactory insurance program to LAFCO on or before the effective date of this
Agreement. Such insurance shall be primary to and not contributing with any
other insurance maintained by LAFCO, and shall include, but not be limited to:

1 Comprehensive ~ General  Liability  Insurance  endorsed  for
Premises/Operations, Products/Completed Operations, Contractual,
Broad Form Property Damage, and Personal Injury with a combined single
limit of not less than $1,000,000 per occurrence.

If the above insurance is written on a Claims Made Form, the insurance
shall be endorsed to provide an extended reporting period of not less than
five (3) years following termination of this Agreement.

2. Professional liability insurance with a liability limit of at least $1,000,000
per claim.

Independent Contractor Status: This Agreement is between LAFCO and FIRM,

and is not intended and shall not be constructed to create the relationship of agent,
servant, employee, partnership, joint venture, or association as between LAFCO
and FIRM. FIRM understands and agrees that all FIRM personnel furnishing
services to LAFCO under this Agreement are employees solely of FIRM and not
of LAFCO for purposes of workers’ compensation liability. FIRM shall bear the
sole responsibility and liability for furnishing workers” compensation benefits to
any FIRM personnel for injuries arising from services performed under this
Agreement.
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D. Governing Laws: This Agreement shall be construed in accordance with the laws
of the State of California.

2 Records Retention and Inspection: Within ten (10) days of LAFCO’s written
request, FIRM shall allow LAFCO or authorized State or Federal agencies or any
duly authorized representative to have the right to access, examine, audit, excerpt,
copy or transcribe any pertinent transaction, activity, time cards, or other records
relating to this Agreement. FIRM shall keep such material, including all pertinent
cost accounting, financial records and proprietary data for a period of four (4)
years after termination or completion of this Agreement unless LAFCO's written
permission is given to dispose of material prior to the end of such period or until
such time as all audits are complete, whichever is later.

E. Validity: The invalidity in whole or in part of any provision of this Agreement
shall not void or affect the validity of any other provision.

G. Waiver: No waiver of a breach of any provisions of this Agreement by either party
shall constitute a waiver of any other breach of any other provision of this
Agreement. Failure of either party to enforce any provision of the Agreement at
any time shall not be construed as a waiver of that provision.

COMPLETE AGREEMENT: AMENDMENT

This Agreement shall constitute the complete and exclusive statement of understanding
between LAFCO and FIRM that supersedes all previous written or oral Agreements, and
all prior communications between LAFCO and FIRM relating to the subject matter of this
Agreement. No additions to, or alterations of the terms of this Agreement, whether by
written or verbal understanding of the parties, their officers, agents or employees, shall
be valid unless made in the form of a written amendment to this Agreement and formally
approved by the parties.
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SHASTA LAFCO

WITNESSETH

IN WITNESS WHEREOF, LAFCO and FIRM have executed this Agreement on the day and year
set forth below:

LAFCO FIRM

O (S Ll
Stephen Morgan, Chairman Donald R. Reynolds
Date: Date: V)T
Attest:

James M. Underwood, Interim Executive Officer

Date:
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EXHIBIT A

Donald R, Reynolds

Certified Pgblié Accountant

- e

August 27, 2013

Board of Directors

Shasta LAFCO

2516 Goodwater Ave.. Suite A
Redding, CA 96002

This letter is to confirm our understanding of the terms and objectives of our engagement and the
nature and limitations of the services we will provide.

. o ®0)
Compilation Services Y ear erded Sowme 2 ‘Q q
N

We will compile, from information you provide, the annual balance sheets and related statements
of income, retained earnings, and cash flows of Shasta LAFCO for the years ended June 302643

and-26+4, and will issue an accountant's report on such financial statements in accordance with the
"compilation standards" as set forth in the Statements on Standards for Accounting and Review
Services (SSARSs) issued by the American Institute of Certified Public Accountants (AICPA) and
applicable ethical principles established by the AICPA's Code of Professional Conduct.

The objective of a compilation is to prepare financial statements in accordance with the financial
reporting framework you select, based on information provided by you, and to apply accounting and
financial reporting expertise to assist you in the presentation of the financial statements without
undertaking to obtain or provide any assurance that there are no material modifications that should
be made to the financial statements in order for them to be in accordance with that framework. It is
our understanding that you have selected accounting principles generally accepted in the United
States of America (U.S. GAAP) as your financial reporting framework and, as such, that is the
framework we will use for this engagement.

A compilation differs significantly from a review or an audit of financial statements. A compilation
does not contemplate performing inquiry, analytical review procedures, or other procedures
performed ina review. Consequently, the information provided by management will not be verified,
corroborated, reviewed, or audited. Additionally, a compilation does not contemplate obtaining an
understanding of the entity’s internal control; assessing fraud risk; tests of accounting records by
obtaining sufficient appropriate audit evidence through inspection, observation, confirmation, the
examination of source documents (for example, cancelled checks or bank images); or other
procedures ordinarily performed in an audit. Therefore, a compilation does not provide a basis for
expressing any level of assurance on the financial statements being compiled. Because we are
performing our compilation work as accountants rather than as auditors, Shasta LAFCO should not
record or describe our services as an "audit" or "auditing" in its minutes or books of record.

Our engagement cannot be relied upon to disclose errors, fraudulent financial reporting,
misappropriation of assets, or illegal acts that may have oceurred. However, we will inform the
appropriate level of management of any material errors and of any evidence or information that
comes to our atiention during the performance of our engagement that fraud may have occurred.

P.O. Box 994508, 1438 Oregon Strest, Redding, California 96099 . (530) 246-2834 . FAX (530) 244-0331



We will also report to the appropriate level of management any evidence or information that comes
to our attention regarding any potential illegal acts that may have occurred, unless they are clearly

inconsequential.

Donald R. Reynolds. CPA (The Firm) is the engagement principle for the compilation services
specified in this letter. His responsibilities include supervising the Firm's services performed as part
of this engagement and signing or authorizing another qualified firm representative to sign the
compilation report. In performing our services, The Firm will comply with the AICPA's Code of
Professional Conduct, which includes the ethical principles applicable to the services we have agreed
to perform.

Responsibilities of Management

Management is responsible for providing us with access to all information of which management
is aware that is relevant to the preparation and fair presentation of the financial statements, such as
records, documentation, and other matters, as well as additional information we may request for this
engagement. Management will also provide us with unrestricted access to persons within the entity
with whom we determine it necessary to communicate. By your signature below, youunderstand and
agree that management is responsible for the accuracy and completeness of the records, documents,
explanations, and other information provided to us, including management's significant judgments
impacting the preparation and fair presentation of the financial statements.

As outlined in this letter, we may assist in the preparation of your financial statements and we may
advise you about appropriate accounting principles and their application, but the final responsibility
for the preparation and fair presentation of the financial statements in accordance with the financial
reporting framework you selected, U.S. GAAP, remains with you. Also, as part of our engagement,
we may propose standard, adjusting, or correcting journal entries to your financial statements.
Management, however, has final responsibility for reviewing and accepting the proposed entries and
understanding the nature and impact of the proposed entries to the financial statements.

By your signature below, you acknowledge that you are also responsible for all management
decisions and responsibilities including designating qualified individuals with the suitable skills,
knowledge and experience to be responsible and accountable for overseeing the preparation and fair
presentation of your financial statements and any other nonattest services performed as part of this
engagement. This includes designing, implementing and maintaining intemal control relevant to the
preparation and fair presentation of the financial statements that are free from material misstatement,
whether due to fraud or error; as well as identifying and ensuring that the organization complies with
the laws and regulations applicable to its activities. We will have no responsibility to identify and
communicate deficiencies in your internal control as part of this engagement. Your signature below
further acknowledges that you understand and agree that you are responsible for preventing and

detecting fraud.

Management is also responsible for the design, implementation and administration of applicable
policies that may be required under the Affordable Care Act. As Firm is not rendering any legal
services as part of our engagement, we will not be responsible for advising you with respect to the
legal or regulatory aspects of your company's compliance with the Affordable Care Act.
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Written Report

As part of our engagement, we will issue a report that will state that we did not audit or review the
financial statements and that, accordingly, we do not express an opinion, a conclusion, nor provide
any assurance on them.

If, for any reason, we are unable to complete the compilation of your financial statements, we will
not issue a report on such statements as a result of this engagement.

Our report on the annual financial statements of Shasta LAFCO is expected to read as follows:

Management is responsible for the accompanying financial statements of Shasta LAF Co,
which comprise the balance sheet as of December 31, 2013 and 2014, and the related
statements of income, retained earnings, and cash flows for the years then ended, and the
related notes to the financial statements in accordance with accounting principles generally
accepted in the United States of America. We have performed compilation engagements in
accordance with Statements on Standards for Accounting and Review Services promulgated
by the Accounting and Review Services Committee of the AICPA. We did not audit or

eview the financial statements nor were we required to perform any procedures to verify the
accuracy or completeness of the information provided by management. Accordingly, we do
not express an opinion, a conclusion, nor provide any form of assurance on these financial

statements.

If management elects to omit substantially all disclosures, we will include an additional
paragraph that will read as follows:

Management has elected to omit substantially all of the disclosures required by accounting
principles generally accepted in the United States of America. Ifthe omitted disclosures were
included in the financial statements, they might influence the user's conclusions about the
Company's financial position, results of operations, and cash flows. Accordingly, the
financial statements are not designed for those who are not informed about such matters.

Other Matters

Our fees for this work will be at our regular hourly rates for the individuals involved plus direct
out-of-pocket expenses. Payment for services is due when the services are rendered, and interim
billings may be submitted as work progresses and expenses are incurred.

Our fees and completion of our work is based upon anticipated cooperation from Shasta LAFCO's
personnel; timely responses to our inquiries; timely communication of all significant accounting,
financial, and internal control matters; and the assumption that unexpected circumstances will not

be encountered during the engagement.

In addition, in the event our firm or any of its employees or agents is called as a witnass or requested
to provide any information whether oral, written or electronic in any judicial, quasi-judicial, or
administrative hearing or trial regarding information or communications that you have provided to
this firm, or any documents and workpapers prepared by the Firm in accordance with the terms of
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this agreement, you agree to pay any and all reasonable expenses Including fees and costs for our
time at the rates specified in our engagement letter, as well as any legal or other fees that we incur
as a result of such appearance or production of documents.

Billings become delinquent if not paid within 60 days of the invoice date. If billings are past due in
excess of 60 days, at our election, we may stop all work until your account is brought current or
withdraw from this engagement. Shasta LAFCO acknowledges and agrees that we are not required
to continue work in the event of Shasta LAFCO's failure to pay on a timely basis for services
rendered as required by this engagement letter. Shasta LAFCO further acknowledges and agrees that
in the event we stop work or withdraw from this engagement as a result of Shasta LAFCO's failure
to pay on a timely basis for services rendered as required by this engagement letter, we will not be
liable for any damages that occur as a result of our ceasing to render services.

In connection with this engagement, we may communicate with you or others via email transmission.
We take reasonable measures to secure vour confidential information in our email transmissions,
including password protecting confidential documents. However, as email can be intercepted and
read, disclosed, or otherwise used or communicated by an unintended third party, or may not be
delivered to each of the parties to whom it is directed and only to such parties, we cannot guarantee
or warrant that email from us will be properly delivered and read only by the addressee. Therefore,
we specifically disclaim and waive any liability or responsibility whatsoever for interception or
unintentional disclosure or communication of email transmissions, or for the unauthorized use or
failed delivery of email transmitted by us in connection with the performance of this engagement.
In that regard, you agree that we shall have no liability for any loss or damage to any person or entity
resulting from the use of email transmissions, including any consequential, incidental, direct,
indirect, or special damages, such as loss of sales or anticipated profits, or disclosure or
communication of confidential or proprietary information.

It is our policy to keep records related to this engagement for three years. However, the Firm does
not keep any original client records, so we will return those to you at the completion of the services
rendered under this engagement. When records are returned to you, it is your responsibility to retain
and protect your records for possible future use, including potential examination by any government

or regulatory agencies.

By your signature below, you acknowledge and agree that upon the expiration of the three-year
period the Firm shall be free to destroy our records related to this engagement.

IFany dispute arises among the parties hereto, the parties agree to first try in good faith to settle the
dispute by mediation administered by the National Mediation Association under its applicable rules
tor resolving professional accounting and related services disputes before resorting to litigation. The
costs of any mediation proceeding shall be shared equally by all parties.

Client and accountant both agree that any dispute over fees charged by the accountant to the client
will be submitted for resolution by arbitration in accordance with the applicable rules for resolving
professional accounting and related services disputes of the National Mediation Association, except
that under all circumstances the arbitrator must follow the laws of California. Such arbitration shall
be binding and final. INAGREEING TO ARBITRATION, WE BOTH ACKNOWLEDGE THAT,
INTHE EVENT OF A DISPUTE OVER FEES CHARGED BY THE ACCOUNTANT, EACHOF
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US [S GIVING UP THE RIGHT TO HAVE THE DISPUTE DECIDED IN A COURT OF LAW
BEFORE A JUDGE OR JURY AND INSTEAD WE ARE ACCEPTING THE USE OF

ARBITRATION FOR RESOLUTION. The prevailing party shall be entitled to an award of
reasonable attorneys' fees and costs incurred in connection with the arbitration of the dispute in an

amount to be determined by the arbitrator.

[ appreciate the opportunity to be of service to Shasta LAFCO and believe this letter accurately
summarizes the significant terms of my engagement. If you have any questions, please let me know.
If you agree with the terms of my engagement as described in this letter, please sign the enclosed

copy and retumn it to me.

Very truly yours,

eynolds, CPA

RESPONSE:

This letter correctly sets forth the understanding of Shasta LAFCO.

By:

Title:

Date:
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EXHIBIT B

Donald R Reynolds

o %
Certified Péf)h Accountant

August 27, 2015

Board of Directors

Shasta LAFCO

2516 Goodwatar Ave.. Suite A
Redding, CA 96002

[ am pleased to confirm my understanding of the services [ am to provide Shasta LAFCO for the
Year ended June 30, 2015. I will audit the financial statements of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund information, which
collectively comprise the entity’s basic financial statements, of Shasta LAFCO as ofand for the Year
ended June 30, 2015. Accounting standards generally accepted in the United States provide for
certain required supplementary information (RSI), such as management’s discussion and analysis
(MD&A), to accompany Shasta LAFCO's basic financial statements. As part of our engagement,
we will apply certain limited procedures to Shasta LAFCO's RSI. These limited procedures will
consist principally of inquiries of management regarding the methods of measurement and
presentation, which management is responsible for affirming to us in its representation letter, Unless
we encounter problems with the presentation of the RSI or with procedures relating to it, we will
disclaim an opinion on it. The following RSIis required by generally accepted accounting principles
and will be subjected to certain limited procedures, but will not be audited:

1. Management’s discussion and analysis
2. Budgetary comparison schedules

Audit Objectives

The objective of my audit is the expression of an opinion as to whether your financial statements are
fairly presented, in all material respects, in conformity with U.S. generally accepted accounting
principles and to report on the fairness of the additional information referred to in the first paragraph
when considered in relation to the financial statements taken as a whole. My audit will be conducted
in accordance with U.S. generally accepted auditing standards and the standards for financial audits
contained in Government Auditing Standards, issued by the Controller General of the United States,
and will include tests of the accounting records of Shasta LAFCO and other procedures I consider
necessary to enable me to express such an opinion. If my opinion on the financial statements is other
than unqualified, I will fully discuss the reasons with you in advance. If, for any reason, [ am unable
to complete the audit or am unable to form or have not formed an opinion. [ may decline to express
an opinion or to issue a report as a result of this engagement.

['will also provide a report (that does not include an opinion) on internal control related to the
financial statements and compliance with laws, regulations, and the provisions of contracts or grant
agreements, noncompliance with which could have a material effect on the financial statements as
required by Governmental Auditing Standards. This report will include a statement that the report
1s intended solely for the information and use of the board of directors, management, and specific
legislative or regulatory bodies and is not intended to be and should not be used by anyone other than

P.0. Box 994508, 1438 Oregon Street, Redding, California 96099 . (530) 246-2834 . FAX (530) 244-0331
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these specified parties.
Management Responsibilities

Management is responsible for the basic financial statements and al! accompanying information as
well as all representations contained therein. 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 related notes and for
accepting full responsibility for such decisions. You will be required to acknowledge in the
management representation letter that you have reviewed and approved the financial statements and
related notes prior to their issuance and have accepted responsibility for them. Further, you are
required to designate an individual with suitable skill, knowledge, or experience to oversee any
nonaudit services we provide and for evaluating the adequacy and results of those services and
accepting responsibility for them.

Management is responsible for establishing and maintaining internal controls, including monitoring
ongoing activities; for the selection and application of accounting principles; and for the fair
presentation in the financial statements of the respective financial position of the governmental
activities, the business-type activities, the aggregate discretely presented component units, each
major tund, and the aggregate remaining fund information of the Shasta LAFCO and the respective
changes in financial 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 information available
to us and for the accuracy and completeness of that information. Your responsibilities include
adjusting the financial statements to correct material misstatements and for confirming to us in the
representation letter that the effects of any uncorrected misstatements aggregated by us during the
current engagement and pertaining to the latest period presented are immaterial, both individually
and in the aggregate, to the financial statements taken as a whole.

You are responsible for the design and implementation of programs and controls to prevent and
detect fraud, and for informing us about all known or suspected fraud affecting the government
involving (1) management, (2) employees who have significant roles in internal control, and (3)
others where the fraud or illegal acts could have a material effzct on the financial statements. Your
responsibilities include informing us of your knowledge of any allegations of fraud or suspected
fraud affecting the government received in communications from employees, former employees,
grantors, regulators, or others. In addition, you are responsible for identifying and ensuring that the
entity 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 process for tracking the status of audit
findings and recommendations. Management is also responsible for identifying for us previous audits
or other engagements or studies relatad 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 recommendations resulting from those audits or other engagements or studies. You are
also responsible for providing management’s views on our current findings, conclusions, and
recommendations, as well as your planned corrective actions.
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Audit Procedures - General

Anaudit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements; therefore, my audit will involve judgment about the number of transactions to
be examined and the areas to be tested. [ will plan and perform the audit to obtain reasonable rather
than absolute assurance about whether the financial statements are free of material misstatement,
whether caused by error, fraudulent financial reporting, misappropriation of assets, or violations of
laws or governmental regulations that are attributable to the entity or to acts by management or
employees acting on behalf of the entity. Because the determination of abuse is subjective,
Government 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 [ will
not perform a detailed examination of all transactions, there is a risk that a material misstatement
may exist and not be detected by me. 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
material effect on the financial statements. However, [ will inform you of any material errors that
come to my attention, and [ will inform you of any fraudulent financial reporting or misappropriation
of assets that comes to my attention. [ will also inform you of any violations of laws or
governmental regulations that come to my attention, unless clearly inconsequential. My
responsibility as auditor is limited to the period covered by my audit and does not extend to matters
that might arise during any later periods for which [ am not engaged as auditor.

My 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 confirmation
of receivables and certain other assets and liabilities by correspondence with selected individuals,
creditors, and financial institutions. [ will request written representations from your attorneys as part
of the engagement, and they may bill you for responding to this inquiry. At the conclusion of my
audit, [ will also require certain written representations from you about the financial statements and

related matters.
Audit Procedures - Internal Control

Our audit will include obtaining an understanding of the entity 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 errorsand fraud that are material to the financial statements and to preventing and detzcting
misstatements 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 Government

Auditing 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 Governiment Auditing Standards.

.
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Audit Procedures—Compliance

As part of obtaining reasonable assurance about whether the financial statements are free of material
misstatement, we will perform tests of Shasta LAFCO's compliance with the 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 Government Auditing Standards.

Audit Administration, Fee, and Other

[ understand that your employees will prepare all cash or other confirmations I request and will
locate any invoices selected by me for testing.

The audit documentation for this engagement is the property of Donald R. Reynolds, CPA and
constitutes confidential information. However, pursuant to authority given by law or regulation, [
may be requested to make certain audit documentation available to 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 carty out oversight responsibilities. I will notify you of any such
request. If requested, access to such audit documentation will be provided under the supervision of
Donald R. Reynolds, CPA personnel. Furthermore, upon request, I may provide copies of selected
audit documentation to the aforementioned parties. These parties may intend, or decide, to distribute
the copies or information contained therein to others, including other governmental agencies.

[ expect to begin my audit on approximately August 1, 2015 and to issue my reports no later than
December 31, 2015.

My fee for these services will be at my standard hourly rates plus out-of-pockeat costs (such as report
reproduction, word processing, postage, travel, copies, telephone, etc.) except that [ agree that my
gross fee, including expenses will not exceed $2,000. My standard hourly rates vary according to
the degree of responsibility involved and the experience level of the personnel assigned to your audit.
My invoices for these fees will be rendered each month as work progresses and are payable on
presentation. Inaccordance with my firm policies, work may be suspended if your account becomes
60 days or more overdue and may not be resumed until your account is paid in full. IfIelect to
terminate my services for nonpayment, my engagement will be deemed to have been completed upon
written notification of termination, even if I have not completed my report. You will be obligated
to compensate me for all time expended and to reimburse me for all out-of-pocket costs through the
date of termination. The above fee is based on anticipated cooperation from vour personnel and the
assumption that unexpected circumstances will not be encountered during the audit. If significant
additional time is necessary, [ will discuss it with you and arrive at a new fee estimate before I incur

the additional costs.

Government Auditing Standards require that [ provide you with a copy of my most recent external
peer review report and any letter of comment, and any subsequent peer review reports and letters of
comment received during the period of the contract. My 2011 peer review report and letter of

comments accompanies this letter,



[ appreciate the opportunity to be of service to Shasta LAFCO and beliave this letter accurately
summarizes the significant terms of my engagement. If you have any questions, please let me know.
If you agree with the terms of my engagement as described in this letter, please sign the enclosed

copy and return it to me.

Very truly vours,

Donald R. Reynolds, CPA
RESPONSE:

This letter correctly sets forth the understanding of Shasta LAFCO.

Bv:
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Title:

Date:
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