Chavan & Aissociates, LIP
" Certified Public Accountants

April 19, 2017

City of Del Rey Oaks
650 Canyon Del Rey Rd.
Del Rey Oaks, CA 93940

We are pleased to confirm our understanding of the services we are to provide for the City of
Del Rey Oaks (the “City™) for the fiscal years ending June 30, 2015, 2016 and 2017. We will
audit the financial statements of the governmental activities, business-type activities, each
major fund, and the aggregate remaining fund information of the City and the related notes to
the financial statements, which collectively comprise the City’s basic financial statements. In
addition, we will perform the services as noted in Exhibit A, as applicable each year. Please
see our proposal dated March 1, 2017, which supersedes the information contain in this
letter, for a complete scope of services to be provided. Anything not covered in this
engagement letter, is governed by the aforementioned proposal which was in response to the
City’s request for proposal dated January 20, 2017.

Accounting principles generally accepted in the United States of America require that the
items noted below 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. As part of our engagement, we will apply certain limited
procedures to the required supplementary information (RSI) in accordance with auditing
standards generally accepted in the United States of America. These limited procedures will
consist primarily of inquiries of management regarding their methods of measurement and
presentation, and comparing the information for consistency with management’s responses to
our inquiries. We will not express an opinion or provide any form of assurance on the RSI.
The following RSI is required by accounting principles generally accepted in the United
States of America. This RSI will be subjected to certain limited procedures but will not be
audited:

Management’s discussion and analysis.
Major fund budget to actual schedules.
Pension schedules.

Other postemployment benefit schedules.

b\ S

Supplementary Information Other than RSI

Supplementary information other than RSI will accompany the City’s basic financial
statements. We will subject the following supplementary information to the auditing
procedures applied in our audit of the basic financial statements and certain additional
procedures, including comparing and reconciling the supplementary information to the
underlying accounting and other records used to prepare the financial statements or to the
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financial statements themselves, and additional procedures in accordance with auditing
standards generally accepted in the United States of America.

If applicable, we intend to provide an opinion on the following supplementary information in
relation to the financial statements as a whole:

1. Nonmajor governmental fund combining balance sheets and schedules of revenues,
expenditures and changes in fund balances.

2. Agency fund combining schedule of fiduciary net assets.

3. Other supplementary schedules as requested by the City and required state and federal
compliance.

Audit of the Financial Statements

We will conduct our audit in accordance with auditing standards generally accepted in the United
States of America (U.S. GAAS), Government Auditing Standards of the Comptroller General of
the United States of America (GAGAS). Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the basic 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
auditor’s judgment, including the assessment of the risks of material misstatement of the
financial statements, whether due to error, fraudulent financial reporting, misappropriation of
assets, or violations of laws, governmental regulations, grant agreements, or contractual
agreements. 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.

Because of the inherent limitations of an audit, together with the inherent limitations of internal
control, an unavoidable risk that some material misstatements may not be detected exists, even
though the audit is properly planned and performed in accordance with U.S. GAAS and
Government Auditing Standards of the Comptroller General of the United States of America.

In making our risk assessments, we consider 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. However, we will communicate to you in writing
concerning any significant deficiencies or material weaknesses in internal control relevant to the
audit of the financial statements that we have identified during the audit.

We will issue a written report upon completion of our audit of the City’s basic financial
statements. Our report will be addressed to the governing body of the City. We cannot provide
assurance that unmodified opinions will be expressed. Circumstances may arise in which it is
necessary for us to modify our opinions, add an emphasis of-matter or other-matter paragraph(s),
or withdraw from the engagement.

S——
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In accordance with the requirements of Government Auditing Standards, we will also issue a
written report describing the scope of our testing over internal control over financial reporting
and over compliance with laws, regulations, and provisions of grants and contracts, including the
results of that testing. However, providing an opinion on internal control and compliance over
financial reporting will not be an objective of the audit and, therefore, no such opinion will be
expressed.

Management’s Responsibilities

Our audit will be conducted on the basis that management understands that they have
responsibility:

1. For the preparation and fair presentation of the financial statements in accordance with
accounting principles generally accepted in the United States of America;

2. For the design, implementation, and maintenance of internal control relevant to the

preparation and fair presentation of financial statements that are free from material

misstatement, whether due to error fraudulent financial reporting, misappropriation of assets,
or violations of laws, governmental regulations, grant agreements, or contractual agreements;

For safeguarding assets;

For the design, implementation, and maintenance of internal control over compliance;

For identifying and ensuring that the entity complies with laws, regulations, grants, and

contracts applicable to its activities and its award programs;

6. For following up and taking corrective action on reported audit findings from prior periods
and preparing a summary schedule of prior audit findings;

7. For following up and taking corrective action on current year audit findings and preparing a
cotrective action plan for such findings;

8. For adjusting the financial statements to correct material misstatements and confirming to us
in the management representation letter that the effects of any uncorrected misstatements
aggregated by us during the current engagement and pertaining to the current year under
audit are immaterial, both individually and in the aggregate, to the financial statements as a
whole;

9. For confirming your understanding of your responsibilities as defined in this letter to us in
your management representation letter; and

10. To provide us with:

a. 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;

b. Additional information that we may request from management for the purpose of the
audit; and

¢. Unrestricted access to persons within the entity from whom we determine it necessary
to obtain audit evidence.

VoW

With regard to the supplementary information referred to above, you acknowledge and
understand your responsibility (a) for the preparation of the supplementary information in
accordance with the applicable criteria, (b) to provide us with the appropriate written
representations regarding supplementary information, (¢) to include our report on the
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supplementary information in any document that contains the supplementary information and that
indicates that we have reported on such supplementary information, and (d) to present the
supplementary information with the audited financial statements, or if the supplementary
information will not be presented with the audited financial statements, to make the audited
financial statements readily available to the intended users of the supplementary information no
later than the date of issuance by you of the supplementary information and our report thereon.

As part of our audit process, we will request from management, written confirmation concerning
representations made to us in connection with the audit.

We understand that your employees will prepare all confirmations we request and will locate any
documents or invoices selected by us for testing.

Audit Administration and Fees

Our all-inclusive maximum fees per year will be as follows (See Exhibit A):

June 30, 2015 $16,500
June 30, 2016 $16,500
June 30, 2017 $24,750

Our fees include out-of-pocket costs (such as report reproduction, word processing, postage,
travel, copies, telephone, etc.). Our standard hourly rates vary according to the degree of
responsibility involved and the experience level of the personnel assigned to your audit as
follows:

Engagement Partner $150 per hour
Associate Partner $150 per hour
Manager $105 per hour
Senior Auditor $85 per hour
Staff Auditor $65 per hour
Clerical $35 per hour

Our invoices for these fees will be rendered each month as work progresses and are payable on
presentation. In accordance with our firm policies, work may be suspended if your account
becomes thirty days or more overdue and may not be resumed until your account is paid in full. If
we elect to terminate our services for nonpayment, our engagement will be deemed to have been
completed upon written notification of termination, even if we have not completed our report.
You will be obligated to compensate us for all time expended and to reimburse us for all out-of-
pocket costs through the date of termination. The above fee is based on anticipated cooperation
from your personnel and the assumption that unexpected circumstances will not be encountered
during the audit. If cooperation is not provided as anticipated and at a level that hinders the
progress of the services to be provided, we retain the right to terminate the contract for cause
with thirty (30) days’ notice. During that time, the City will have the opportunity to provide the
cooperation required to complete the audit and C&A may rescind the cancellation.
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If the services to be performed by C&A are not performed in an acceptable manner to the City,
the City may cancel this contract for cause by providing notice to C&A, giving at least thirty (30)
days’ notice of the proposed cancellation and the reasons for same, During that time period, C&A
may seek to bring the performance of services to a level that is acceptable to the City, and the
City may rescind the cancellation if such action is in City’s best interest. Not-withstanding the
above provisions, the City may, upon the expiration of thirty (30) days written notice to C&A,
terminate the agreement at will. Payment for services or goods received prior to termination shall
be made by the City provided those goods or services were provided in a manner acceptable to
the City. Payment for those goods and services shall not be unreasonably withheld.

Sheldon Chavan, CPA, is the engagement partner for the audit services specified in this
letter. His responsibilities include supervising Chavan & Associates LLP’s services performed as
part of this engagement and signing or authorizing another qualified firm representative to sign
the audit report.

Other Matters

The audit documentation for this engagement is the property of Chavan & Associates LLP and
constitutes confidential information. However, we may be requested to make certain audit
documentation available to state and federal agencies and the U.S. Government Accountability
Office pursuant to authority given to it by law or regulation, or to peer reviewers. If requested,
access to such audit documentation will be provided under the supervision of Chavan &
Associates LLP’s personnel. Furthermore, upon request, we may provide copies of selected audit
documentation to these agencies and regulators. The regulators and agencies may intend, or
decide, to distribute the copies of information contained therein to others, including other
governmental agencies. We agree to retain our audit documentation or work papers for a period
of at least five years from the date of our report.

We will be available during the year to consult with you on financial management and
accounting matters of a routine nature.

During the course of the audit, we may observe opportunities for economy in, or improved
controls over, your operations. We will bring such matters to the attention of the appropriate level
of management, either orally or in writing.

At the conclusion of our audit engagement, we will communicate to management and the Council
the following significant items from the audit:

¢ Our view about the qualitative aspects of the entity’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;
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o Other findings or issues, if any, arising from the audit that are, in our professional judgment,
significant and relevant to those charged with governance regarding their oversight of the
financial reporting process;

e Material, corrected misstatements that were brought to the attention of management as a
result of our audit procedures;

* Representations we requested from management;
e Management’s consultations with other accountants, if any; and

o Significant issues, if any, arising from the audit that were discussed, or the subject of
correspondence, with management.

In accordance with the requirements of Government Auditing Standards, a copy of our latest
external peer review report can be found at http://www.cnallp.com/Our_Services/Quality-
Control-Review/ for your consideration and files.

If the foregoing is in accordance with your understanding, please indicate your agreement by
signing this letter and emailing it to us at info@cnallp.com or mailing it to the address below. If
you have any questions, please let us know.

We appreciate the opportunity to be your financial statement auditors and look forward to
working with you and your staff,

Very truly yours,

C L&A UP

Sheldon Chavan, CPA, Managing Partner
Chavan & Associates, LLP

RESPONSE:

This letter correctly.s

i the City of Del Rey Oaks.

Officer signature: )

Title: (o

Date: 2u\y \T) 7o\
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Exhibit A

Audit Services 2015 2016 2017

City Audit and Reports $ 16000 $ 16000 S 20,000
SCO Annual Financial Transactions Report n/a n/a 2,500
SCO Annual Streets Report n/a n/a 1,500
Meals, Lodging and Transportation 500 500 750
Management Letters Included Included Included
Printing/Copying Included Included Included
Total All-Inclusive Maximum Price $ 15500 S 16500 S 24,750
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