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BACKGROUND
Orange County LAFCO has been an independent member of the Orange County
Employees Retirement System (OCERS) since July 1, 2001. As an independent
member, the Commission currently participates in two retirement plans offered
through OCERS. During the budget preparation cycle for Fiscal Year 2021-2022,
staff began exploring options for the agency to address long-term pension liability
and costs, including the Commission’s unfunded pension liability of
approximately $1.25 million as of December 31, 2020.
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Pension Trust Benefits
Establishing a Section 115 Public Agencies Post-Employment Benefits Trust is a
tool used by public agencies to earn investment revenue that may not otherwise
be earned inside the agency’s regular investment policy. The earnings realized
can be used to contribute to the payment of pension obligations and lowering of
the agency’s overall net pension expenses.
LAFCO’s financial obligations involving pension costs are a certainty each year and
are allocated annually within the agency’s General Fund. By establishing a
benefits trust, the Commission can reserve funds to help absorb future pension
cost volatility generated from either market performance fluctuations or changes
in actuarial assumptions. The benefits trust would receive pre-funding
contributions from the agency and invest those assets into public market
securities. The following are some additional benefits of the trust:
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•

Promotes fiscal responsibility and accountability in addressing long term pension liabilities and costs.

•

Allows the use of trust assets to manage growing pension liabilities.

•

Allows LAFCO to utilize trust assets to stabilize the funding agencies’ apportionment by offsetting
unexpected employer contribution rate increases or when net revenues are impaired by other fiscal
conditions.

•

Allows LAFCO the flexibility to access trust assets for the reimbursement of employer contribution
pension costs.

•

Allows LAFCO to directly control contributions to the trust, from both a funding and timing perspective.

•

Allows LAFCO to select an asset allocation strategy that matches the agency’s tolerance for risk, given
the investment time horizon.

•

Allows LAFCO greater investment flexibility and risk diversification for assets held in trust compared to
the Commission’s current general investments (LAIF and the Orange County Investment Pool).

Establishment of Benefits Trust & PARS Agreement
For the past several years, due to factors that include practical fiscal management, application fees and salary
savings, the Commission has ended respective fiscal years with a budget surplus. During those years, the excess
cash net income is added to unreserved cash equity that currently has an approximate balance of $974,800 as
of June 30, 2021. The chart below is a snapshot of the Commission’s cash net income over the last three fiscal
years. In future years, the Commission may transfer a portion of the cash net income annually to the trust. As
an example, the transfer of fifty percent of the cash net income of Fiscal Year 2020-2021 would result in a
deposit of $62,000 to the trust.

Recently, the accounting staff met with PARS to discuss LAFCO’s interest in establishing a Section 115 benefits
trust. PARS, the leading Pension Trust firm with over 240 agencies, has provided retirement services for nearly
35 years to over a thousand public agencies that have cumulatively saved hundreds of millions of dollars in
public resources. If the Commission approves moving forward with establishing a benefits trust, staff has
concluded that PARS, whose headquarters is conveniently located in Newport Beach, can provide these services
in a cost-effective manner. The services that would be provided by PARS include investment and cost
management, GASB compliant financial reporting, and streamlined transfers and reimbursements at low
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administrative fees. The agreement with PARS to provide these services to LAFCO is included within this report
for Commission consideration.
LAFCO Accounting and Finance Policy
Staff believes establishing a Section 115 benefits trust is a prudent approach to addressing the agency’s future
pension liabilities and costs and use of the Commission’s current cash net income. To establish guidelines for
this process, staff has prepared proposed amendments to the “Accounting & Financial Policies of the Orange
County Local Agency Formation Commission.” Amendments to this policy relative to establishing the benefits
trust proposes the transfer of fifty percent of the annual cash net income to the trust and delegation of authority
to the Executive Officer or the Executive Officer’s designee to administer and request disbursements from the
trust. In line with reporting of other investment accounts (LAIF and Orange County Investment Pool), the
financial status of the benefits trust, if approved by the Commission, will be provided in the agency’s quarterly
financial report. For ease of review, the proposed changes are indicated in redline and clean version formats in
Attachments 2 and 3, respectively.
RECOMMENDED ACTIONS
Staff recommends that the Commission approve the following actions:
1. Adopt Resolution No. CP 21-07 adopting the Section 115 Benefits Trust and approving the Agreement
for Administrative Services with PARS. (Attachment 1)
2. Approve amendments to the “Accounting & Financial Policies of the Orange County Local Agency
Formation Commission”, as amended. (Attachment 3)
Respectfully submitted,

_________________________
CAROLYN EMERY

_________________________
CINDY BYERRUM

Attachments:
1. LAFCO Resolution No. CP 21-07
2. LAFCO Accounting and Finance Policies (Redlined)
3. LAFCO Accounting and Finance Policies (As Amended)
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CP 21-07
RESOLUTION OF THE LOCAL AGENCY
FORMATION COMMISSION OF ORANGE COUNTY, CALIFORNIA
APPROVING THE ADOPTION OF THE
PUBLIC AGENCIES POST-EMPLOYMENT BENEFITS TRUST
ADMINISTERED BY PUBLIC AGENCY RETIREMENT SERVICES (PARS)
October 13, 2021

On motion of Commissioner _______________, duly seconded and carried, the
following resolution was adopted:

WHEREAS,

PARS has made available the PARS Public Agencies Post-Employment

Benefits Trust (the “Program”) for the purpose of pre-funding pension obligations and/or other
post-employment benefit obligations; and
WHEREAS,

the Orange County Local Agency Formation Commission (“LAFCO”) is

eligible to participate in the Program, a tax-exempt trust performing an essential governmental
function within the meaning of Section 115 of the Internal Revenue Code, as amended, and the
Regulations issued thereunder, and is a tax-exempt trust under the relevant statutory
provisions of the State of California; and
WHEREAS,

LAFCO’s adoption and operation of the Program has no effect on any

current or former employee’s entitlement to a pension or other post-employment benefits; and
WHEREAS,

the terms and conditions of pension and other post-employment benefit

entitlement, if any, are governed by contracts separate from and independent of the Program;
and
WHEREAS,

LAFCO’s funding of the Program does not, and is not intended to, create

any new vested right to any benefit nor strengthen any existing vested right; and
WHEREAS,
and

Resolution No. CP 21-07

LAFCO reserves the right to make contributions, if any, to the Program;

ATTACHMENT 1

WHEREAS, LAFCO’s participation in the Program shall be administered by PARS pursuant
to the terms of the Agreement for Administrative Services, attached hereto as Exhibit B, subject
to the schedule of fees set forth in Exhibit 1B to the Agreement, which shall be separate and
independent from any additional fees that may be due to the trustee for the Program, U.S.
Bank, and the investment manager.

NOW, THEREFORE, LAFCO does hereby resolve as follows:
Section 1. LAFCO Findings.

1. The Commission hereby adopts the PARS Public Agencies Post-Employment
Benefits Trust, as attached hereto and incorporated herein as Exhibit A; and
2. The Commission hereby approves the Agreement for Administration Services
(“Agreement”), attached hereto and incorporated herein as Exhibit B.
3. The Commission hereby appoints the Executive Officer, or his/her successor or
his/her designee as LAFCO’s Plan Administrator for the Program; and
4. LAFCO’s Plan Administrator is hereby authorized to execute the PARS legal and
administrative documents, including the Trust and Agreement, on behalf of the
LAFCO and to take whatever additional actions are necessary to maintain LAFCO’s
participation in the Program and to maintain compliance of any relevant regulation
issued or as may be issued; therefore, authorizing him/her to take whatever
additional actions are required to administer the LAFCO’s participation in the
Program.
Section 2. Custodian of Records.
The documents and materials that constitute the record of proceedings on which this
Resolution and the above findings have been based are located at the offices of LAFCO.
The custodian for these records is Orange County Local Agency Formation Commission,
2677 North Main Street, Suite 1050, Santa Ana, California 92705.

Resolution No. CP 21-07

ATTACHMENT 1

AYES:

NOES:

STATE OF CALIFORNIA)
) SS.
COUNTY OF ORANGE )

I, Douglass Davert, Chair of the Local Agency Formation Commission of Orange County,
California, hereby certify that the above and foregoing resolution was duly and regularly
adopted by said Commission at a regular meeting thereof, held on the 13th day of October
2021.

IN WITNESS WHEREOF, I have hereunto set my hand this 13th day of October 2021.
DOUGLASS DAVERT
Chair of the Local Agency Formation Commission of
Orange County

By: ________________________________
DOUGLASS DAVERT

Resolution No. CP 21-07

EXHIBIT A

PUBLIC AGENCIES
POST-EMPLOYMENT BENEFITS
TRUST AGREEMENT
(Effective November 5, 2014)
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EXHIBIT B

AGREEMENT FOR ADMINISTRATIVE SERVICES
This agreement (“Agreement”) is made this _____ day of _____________, 2021, between
Phase II Systems, a corporation organized and existing under the laws of the State of
California, doing business as Public Agency Retirement Services and PARS (hereinafter
“PARS”) and the [Agency Name] (“Agency”).
WHEREAS, the Agency has adopted the PARS Public Agencies Post-Employment Benefits
Trust for the purpose of pre-funding pension obligations and/or Other Post-Employment
Benefits (“OPEB”) obligations (“Plan”) and is desirous of retaining PARS as Trust
Administrator to the Trust, to provide administrative services.
NOW THEREFORE, the parties agree:
1. Services. PARS will provide the services pertaining to the Plan as described in the
exhibit attached hereto as “Exhibit 1A” (“Services”) in a timely manner, subject to the
further provisions of this Agreement.
2. Fees for Services. PARS will be compensated for performance of the Services as
described in the exhibit attached hereto as “Exhibit 1B”.
3. Payment Terms. Payment for the Services will be remitted directly from Plan assets
unless the Agency chooses to make payment directly to PARS. In the event that the
Agency chooses to make payment directly to PARS, it shall be the responsibility of the
Agency to remit payment directly to PARS based upon an invoice prepared by PARS and
delivered to the Agency. If payment is not received by PARS within thirty (30) days of
the invoice delivery date, the balance due shall bear interest at the rate of 1.5% per
month. If payment is not received from the Agency within sixty (60) days of the invoice
delivery date, payment plus accrued interest will be remitted directly from Plan assets,
unless PARS has previously received written communication disputing the subject
invoice that is signed by a duly authorized representative of the Agency.
4. Fees for Services Beyond Scope. Fees for services beyond those specified in this
Agreement will be billed to the Agency at the rates indicated in the PARS’ standard fee
schedule in effect at the time the services are provided and shall be payable as described
in Section 3 of this Agreement. Before any such services are performed, PARS will
provide the Agency with a detailed description of the services, terms, and applicable rates
for such services. Such services, terms, and applicable rates shall be agreed upon in
writing and executed by both parties.
5. Information Furnished to PARS. PARS will provide the Services contingent upon the
Agency providing PARS the information specified in the exhibit attached hereto as
“Exhibit 1C” (“Data”). It shall be the responsibility of the Agency to certify the
accuracy, content, and completeness of the Data so that PARS may rely on such
information without further audit. It shall further be the responsibility of the Agency to
deliver the Data to PARS in such a manner that allows for a reasonable amount of time
for the Services to be performed. Unless specified in Exhibit 1A, PARS shall be under
no duty to question Data received from the Agency, to compute contributions made to the
Page 1

EXHIBIT B

Plan, to determine or inquire whether contributions are adequate to meet and discharge
liabilities under the Plan, or to determine or inquire whether contributions made to the
Plan are in compliance with the Plan or applicable law. In addition, PARS shall not be
liable for nonperformance of Services to the extent such nonperformance is caused by or
results from erroneous and/or late delivery of Data from the Agency. In the event that the
Agency fails to provide Data in a complete, accurate and timely manner and pursuant to
the specifications in Exhibit 1C, PARS reserves the right, notwithstanding the further
provisions of this Agreement, to terminate this Agreement upon no less than ninety (90)
days written notice to the Agency.
6. Records. Throughout the duration of this Agreement, and for a period of five (5) years
after termination of this Agreement, PARS shall provide duly authorized representatives
of Agency access to all records and material relating to calculation of PARS’ fees under
this Agreement. Such access shall include the right to inspect, audit and reproduce such
records and material and to verify reports furnished in compliance with the provisions of
this Agreement. All information so obtained shall be accorded confidential treatment as
provided under applicable law.
7. Confidentiality. Without the Agency’s consent, PARS shall not disclose any
information relating to the Plan except to duly authorized officials of the Agency, subject
to applicable law, and to parties retained by PARS to perform specific services within
this Agreement. The Agency shall not disclose any information relating to the Plan to
individuals not employed by the Agency, except as such disclosures may be required by
applicable law. The Agency can disclose information to its legal counsel and advisors.
8. Independent Contractor. PARS is and at all times hereunder shall be an independent
contractor. As such, neither the Agency nor any of its officers, employees or agents shall
have the power to control the conduct of PARS, its officers, employees, or agents, except
as specifically set forth and provided for herein. PARS shall pay all wages, salaries, and
other amounts due its employees in connection with this Agreement and shall be
responsible for all reports and obligations respecting them, such as social security,
income tax withholding, unemployment compensation, workers’ compensation, and
similar matters.
9. Indemnification. PARS and Agency hereby indemnify each other and hold the other
harmless, including their respective officers, directors, and employees, from any claim,
loss, demand, liability, or expense, including reasonable attorneys’ fees and costs,
incurred by the other as a consequence of, to the extent, PARS’ or Agency’s, as the case
may be, negligent acts, errors or omissions with respect to the performance of their
respective duties hereunder.
10. Compliance with Applicable Law. The Agency shall observe and comply with federal,
state, and local laws in effect when this Agreement is executed, or which may come into
effect during the term of this Agreement, regarding the administration of the Plan.
PARS shall observe and comply with federal, state, and local laws in effect when this
Agreement is executed, or which may come into effect during the term of this
Agreement, regarding Plan administrative services provided under this Agreement.
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11. Applicable Law. This Agreement shall be governed by and construed in accordance
with the laws of the State of California. In the event any party institutes legal
proceedings to enforce or interpret this Agreement, venue and jurisdiction shall be in any
state court of competent jurisdiction.
12. Force Majeure. When a party’s nonperformance hereunder was beyond the control and
not due to the fault of the party not performing, a party shall be excused from performing
its obligations under this Agreement during the time and to the extent that its
performance is prevented by such cause. Such cause shall include, but not be limited to:
any incidence of fire, flood, acts of God or unanticipated communicable disease, acts of
terrorism or war commandeering of material, products, plants or facilities by the federal,
state or local government, a material act or omission by the other party or any law,
ordinance, rule, guidance or recommendation by the federal, state or local government, or
any agency thereof, which becomes effective after the date of this Agreement that delays
or renders impractical either party’s performance under the Agreement.
13. Ownership of Reports and Documents. The originals of all letters, documents, reports,
and data produced for the purposes of this Agreement shall be delivered to and become
the property of the Agency. Copies may be made for PARS but shall not be furnished to
others without written authorization from Agency.
14. Designees. The Plan Administrator of the Agency, or their designee, shall have the
authority to act for and exercise any of the rights of the Agency as set forth in this
Agreement, subsequent to and in accordance with the written authority granted by the
Governing Body of the Agency, a copy of which writing shall be delivered to PARS.
Any officer of PARS, or his or her designees, shall have the authority to act for and
exercise any of the rights of PARS as set forth in this Agreement.
15. Notices. All notices hereunder and communications regarding the interpretation of the
terms of this Agreement, or changes thereto, shall be effected by delivery of the notices
in person or by depositing the notices in the U.S. mail, registered or certified mail, return
receipt requested, postage prepaid and addressed as follows:
(A) To PARS: PARS; 4350 Von Karman Avenue, Suite 100, Newport Beach, CA
92660; Attention: President
(B) To Agency: [Agency]; [Agency Address]; Attention: [Plan Administrator Title]
Notices shall be deemed given on the date received by the addressee.
16. Term of Agreement. This Agreement shall remain in effect for the period beginning
_______________, 2021 and ending _____________, 2024 (“Term”). This Agreement
may be terminated at any time by giving thirty (30) days written notice to the other party
of the intent to terminate. Absent a thirty (30) day written notice to the other party of the
intent to terminate, this Agreement will continue unchanged for successive twelve-month
periods following the Term.
17. Amendment. This Agreement may not be amended orally, but only by a written
instrument executed by the parties hereto.
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18. Entire Agreement.
This Agreement, including exhibits, contains the entire
understanding of the parties with respect to the subject matter set forth in this Agreement.
In the event a conflict arises between the parties with respect to any term, condition or
provision of this Agreement, the remaining terms, conditions, and provisions shall remain
in full force and legal effect. No waiver of any term or condition of this Agreement by
any party shall be construed by the other as a continuing waiver of such term or
condition.
19. Attorneys Fees. In the event any action is taken by a party hereto to enforce the terms of
this Agreement the prevailing party herein shall be entitled to receive its reasonable
attorney’s fees.
20. Counterparts. This Agreement may be executed in any number of counterparts, and in
that event, each counterpart shall be deemed a complete original and be enforceable
without reference to any other counterpart.
21. Headings. Headings in this Agreement are for convenience only and shall not be used to
interpret or construe its provisions.
22. Effective Date. This Agreement shall be effective on the date first above written, and
also shall be the date the Agreement is executed.

AGENCY:
BY:
Plan Administrator Name
TITLE:
DATE:

PARS:
BY:
Tod Hammeras
TITLE:

Chief Financial Officer

DATE:
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EXHIBIT 1A
SERVICES
PARS will provide the following services for the [Agency Name] Public Agencies PostEmployment Benefits Trust:
1. Plan Installation Services:
(A) Meeting with appropriate Agency personnel to discuss plan provisions,
implementation timelines, actuarial valuation process, funding strategies, benefit
communication strategies, data reporting, and submission requirements for
contributions/reimbursements/distributions;
(B) Providing the necessary analysis and advisory services to finalize these elements of
the Plan;
(C) Providing the documentation needed to establish the Plan to be reviewed and
approved by Agency legal counsel. Resulting final Plan documentation must be
approved by the Agency prior to the commencement of PARS Plan Administration
Services outlined in Exhibit 1A, paragraph 2 below.
2. Plan Administration Services:
(A) Monitoring the receipt of Plan contributions made by the Agency to the trustee of the
PARS Public Agencies Post-Employment Benefits Trust (“Trustee”), based upon
information received from the Agency and the Trustee;
(B) Performing periodic accounting of Plan assets, reimbursements/distributions, and
investment activity, based upon information received from the Agency and/or
Trustee;
(C) Coordinating the processing of distribution payments pursuant to authorized direction
by the Agency, and the provisions of the Plan, and, to the extent possible, based upon
Agency-provided Data;
(D) Coordinating actions with the Trustee as directed by the Plan Administrator within
the scope of this Agreement;
(E) Preparing and submitting a monthly report of Plan activity to the Agency, unless
directed by the Agency otherwise;
(F) Preparing and submitting an annual report of Plan activity to the Agency;
(G) Facilitating actuarial valuation updates and funding modifications for compliance
with the applicable GASB pronouncements and/or statements, if prefunding OPEB
obligations;
(H) Coordinating periodic audits of the Trust;
(I) Monitoring Plan and Trust compliance with federal and state laws.
3. PARS is not licensed to provide and does not offer tax, accounting, legal, investment or
actuarial advice.
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EXHIBIT 1B
FEES FOR SERVICES
PARS will be compensated for performance of Services, as described in Exhibit 1A based
upon the following schedule:
An annual asset fee shall be paid from Plan assets based on the following schedule:
For Plan Assets from:

Annual Rate:

$1

to

$10,000,000

0.25%

$10,000,001

to

$15,000,000

0.20%

$15,000,001

to

$50,000,000

0.15%

$50,000,001

and

above

0.10%

Annual rates are prorated and paid monthly. The annual asset fee shall be calculated by
the following formula [Annual rate divided by 12 (months of the year) multiplied by the
Plan asset balance at the end of the month]. Trustee and Investment Management Fees
are not included.
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EXHIBIT 1C
DATA REQUIREMENTS
PARS will provide the Services under this Agreement contingent upon receiving the
following information. Agency is solely responsible for ensuring that all information and
documentation provided to PARS is true, correct, and authorized:
1.

Executed Legal Documents:
(A) Certified Resolution
(B) Adoption Agreement to the Public Agencies Post-Employment Benefits Trust
(C) Trustee Investment Forms

2.

Contribution – completed Contribution Transmittal Form signed by the Plan
Administrator (or authorized Designee) which contains the following information:
(A) Agency name
(B) Contribution amount
(C) Contribution date
(D) Contribution method (Check, ACH, Wire)

3.

Distribution – completed Payment Reimbursement/Distribution Form signed by the
Plan Administrator (or authorized Designee) which contains the following
information:
(A) Agency name
(B)

Payment reimbursement/distribution amount

(C) Applicable statement date
(D) Copy of applicable premium, claim, statement, warrant, and/or administrative
expense evidencing payment
(E) Signed certification of reimbursement/distribution from the Plan Administrator
(or authorized Designee)
4.

Other information pertinent to the Services as reasonably requested by PARS and
Actuarial Provider.
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Accounting & Financial Policies of the
Orange County
Local Agency Formation Commission

PART 1 – INTRODUCTION
2.1

INTRODUCTION
The following accounting manual is intended to provide an overview of the
accounting policies and procedures applicable to OC LAFCO.
This manual documents the financial operations of the organization. Its primary
purpose is to formalize accounting policies and selected procedures for the accounting
staff and to document internal controls.
All OC LAFCO staff is bound by the policies herein, and any deviation from
established policy is prohibited.
PART 2 – GENERAL POLICIES

2.2

ORGANIZATIONAL STRUCTURE
A. The Role of the Commission
OC LAFCO is governed by its Commission, which is responsible for the oversight
of the organization by:
1. Planning for the future.
2. Establishing broad policies.
3. Identifying and proactively dealing with emerging issues.
4. Interpreting the organization’s mission to the public.
B. The Commission is responsible for hiring and periodically evaluating the
organization’s Executive Officer, who shall be responsible for the day-to-day
oversight and management of OC LAFCO. Specific guidelines regarding the
composition and election of the Commission are described in the organization’s
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bylaws.
C. The Role of the Executive Officer and Staff
The Commission hires the Executive Officer, who reports directly to the
Commission. The Executive Officer is responsible for hiring and evaluating all
employees of OC LAFCO. All employees report directly to the Executive Officer.
2.3

ACCOUNTING OVERVIEW
A. Organization
1. The accounting functions of OC LAFCO are performed by three employees and
an accounting firm who manage and process financial information for OC
LAFCO. The positions performing the accounting functions of OC LAFCO are
as follows:
a. Executive Officer
b. Assistant Executive Officer
c. Office Manager/Commission Clerk
d. Accounting firm accountant and staff
2. Other officers and employees of OC LAFCO who have financial
responsibilities are as follows:
a. Executive Officer’s Designee
b. Commission
B. Responsibilities
1. General Ledger
2. Budgeting
3. Cash and Investment Management
4. Asset Management
5. Purchasing
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6. Cash Receipts
7. Accounts Payable
8. Payroll and Benefits
9. External Reporting of Financial Information
10. Annual Audit
2.4

BUSINESS CONDUCT
Practice of Ethical Behavior
A. Unethical actions, or the appearance of unethical actions, are unacceptable under
any conditions. The policies and reputation of OC LAFCO depend to a very large
extent on the following considerations.
B. Each employee must apply her/his own sense of personal ethics, which should
extend beyond compliance with applicable laws and regulations in business
situations, to govern behavior where no existing regulations provides a guideline.
It is each employee’s responsibility to apply common sense in business decisions
here specific rules do not provide all the answers.
C. In determining compliance with this standard in specific situations, employees
should ask themselves the following questions:
1. Is my action legal?
2. Is my action ethical?
3. Does my action comply with OC LAFCO policy?
4. Could my action appear to be inappropriate?
5. Does my action meet my personal code of ethics and behavior?
Each employee should be able to answer “yes” to all of these questions before
taking action.
D. Each OC LAFCO employee is responsible for the ethical business behavior of
his/her subordinates. All employees and commissioners must weigh carefully all
courses of action suggested in ethical as well as economic terms and base their
final decisions on the guidelines provided by this policy as well as their sense of
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right and wrong.
E. All OC LAFCO staff and commissioners will complete ethics training as
required by the State of California.
2.5

FRAUD POLICY
A. Scope
This policy applies to any fraud or suspected fraud involving employees, officers
or commissioners, as well as vendors, consultants, contractors, funding sources
and/or any other parties with a business relationship with OC LAFCO. Any
investigative activity required will be conducted without regard to the suspected
wrongdoer’s length of service, position/title, or relationship with OC LAFCO.
B. Policy
The Executive Officer, OC LAFCO staff and Commission are responsible for the
detection and prevention of fraud, misappropriations, and other irregularities.
Fraud is defined as the intentional, false representation or concealment of a
material fact for the purpose of inducing another to act upon it to his or her injury.
Each member of the OC LAFCO team will be familiar with the types of
improprieties that might occur within his or her area of responsibility and be alert
for any indication of irregularity.
Any fraud that is detected or suspected must be reported immediately to the
Executive Officer or, alternatively, to the Chair of the OC LAFCO Commission.
C. Actions Constituting Fraud
The terms fraud, defalcation, misappropriation, and other fiscal irregularities refer
to, but are not limited to:
1. Any dishonest or fraudulent act
2. Forgery or alteration of any document or account belonging to OC LAFCO
3. Forgery or alteration of a check, bank, draft, or any other financial document
4. Misappropriation of funds, securities, supplies, equipment, or other assets of
OC LAFCO
5. Impropriety in the handling or reporting of money or financial transaction
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6. Disclosing confidential and proprietary information to outside parties
7. Accepting or seeking anything of material value from contractors, vendors, or
persons providing goods or services to OC LAFCO
8. Destruction, removal or inappropriate use of records, furniture, fixtures, and
equipment
9. Any similar or related irregularity
D. Other Irregularities
Irregularities concerning an employee’s moral, ethical, or behavioral conduct
should be resolved by the Executive Officer. If there is a question as to whether an
action constitutes fraud, contact the Executive Officer or the Chair of the
Commission for guidance.
E. Investigation Responsibilities
The Executive Officer has the primary responsibility for the investigation of all
suspected fraudulent acts as defined in the policy. The Executive Officer may
utilize whatever internal and/or external resources necessary in conducting an
investigation. If an investigation substantiates that fraudulent activities have
occurred, the Executive Officer will issue a report to appropriate designated
personnel and, if appropriate, to the Commission. Decisions to prosecute or refer
the examination results to the appropriate law enforcement and/or regulatory
agencies for independent investigation will be made in conjunction with legal
counsel and senior management, as will final dispositions of the case.
F. Confidentiality
The Commission and the Executive Officer will treat all information received
confidentially. Any employee who suspects dishonest or fraudulent activity will
notify the Executive Officer or the Commission Chair immediately and should not
attempt to personally conduct investigations or interviews/interrogations related
to any suspected fraudulent act.
Investigation results will not be disclosed or discussed with anyone other than
those who have a legitimate need to know. This is important in order to avoid
damaging the reputations of person suspected but subsequently found innocent
of wrongful conduct and to protect OC LAFCO from potential civil liability.
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G. Authority for Investigation of Suspected Fraud
Members of the Commission will have:
1. Free and unrestricted access to all OC LAFCO records and premises, whether
owned or rented; and
2. The authority to examine and copy any portion of the contents of files, desks,
cabinets, and other storage facilities on the premises without prior knowledge
or consent of any individual who may use or have custody of any such items
or facilities when it is within the scope of their investigation.
2.6

GENERAL LEDGER AND CHART OF ACCOUNTS
The general ledger is defined as a group of accounts that supports the information
shown in the major financial statements. The general ledger is used to accumulate all
financial transactions of OC LAFCO and is supported by subsidiary ledgers that
provide details for certain accounts in the general ledger. The general ledger is the
foundation of the accumulation of data and reports.
A. Funding Accounting
OC LAFCO utilizes fund accounting. A fund is defined as a fiscal and accounting
entity with a self-balancing set of accounts established to record the financial
position and results of operations of a specific governmental activity. OC LAFCO
has the following funds:
1. General Fund – The government’s primary operating fund. It accounts for all
financial resources of the government, except those required to be accounted
for in another fund.
2. Special Revenue Funds – Used to account for the proceeds of specific revenue
sources that are restricted to expenditures for specified purposes.
B. Chart of Accounts Overview
The chart of accounts is the framework for the general ledger system, and therefore
the basis for OC LAFCO’s accounting system. The chart of accounts consists of
account titles and account numbers assigned to the titles. General ledger accounts
are used to accumulate transactions and the impact of these transactions on each
asset, liability, fund balance, revenue, and expenditure account. OC LAFCO’s chart
of accounts is comprised of six types of accounts:
1. Assets
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2. Liabilities
3. Fund Balance
4. Revenues
5. Expenses
6. Other Sources and Uses
OC LAFCO utilizes “Classes” in QuickBooks to track Special Revenue Fund
activities.
C. Account Definitions
1.

General Ledger

Account Range
QuickBooks

QuickBooks

Category
Assets

Liabilities

Definition
Assets are probable future economic benefits
obtained or controlled by the organization as
a result of past transactions.
Capital assets are not required on the fund
financial statements, only on the governmentwide financial statements.
Liabilities are probable future sacrifices of
economic benefits arising from present
obligations of the organization to transfer
assets or provide services to other entities in
the future as a result of past transactions or
events.
Liabilities of OC LAFCO are classified as
current or long-term.
Current liabilities are probable sacrifices of
economic benefits that will likely occur within
one year of the date of the financial statements
or which have a due date of one year or less.
Common examples of current liabilities
include accounts payable, accrued liabilities,
short-term notes payable, and deferred
revenue.
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QuickBooks
QuickBooks

Fund
Balance
Revenues

QuickBooks

Expenses

Long-Term Liabilities are probable sacrifices
of economic benefits that will likely occur
more than one year from the date of the
financial statements.
Fund Balance is the difference between total
assets and total liabilities.
Revenues are inflows or other enhancements
of assets, or settlements of liabilities, from
delivering or producing goods, rendering
services, or other activities that constitute an
organization’s ongoing major or central
operations.
Expenses are outflows or other using up of
assets or incurrences of liabilities from
delivering or producing goods, rendering
services, or carrying out other activities that
constitute OC LAFCO’s ongoing major or
central operations.

All general ledger entries that do not originate from an accounting cycle such as
cash receipts or cash disbursements shall be accompanied by supporting
documentation, which shall include a reasonable explanation of each such entry.
Examples of such entries include:
1. Recording of non-cash transactions
2. Corrections of posting errors
3. Accruals of income and expenses
PART 3 – Policies Associated with Revenues and Cash Receipts
2.7

REVENUE RECOGNITION POLICIES
OC LAFCO receives revenue from several types of transactions. Revenue from each
of these types of transactions is recognized in the financial statements of OC LAFCO
in the following manner:
A. OC LAFCO Apportionment – Received at the beginning of the fiscal year. Amount
is equal to the approved operating budget and is split three ways among the
County, the Cities, and the Special Districts. Revenues are recorded in the general
fund.
B. Application and Processing Fees – Provided by incoming project applications.
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Filing fees and time and material deposits are collected to offset costs associated
with applications and vary with each project. Filing fees are not budgeted as
revenue due to the uncertainty of when applications are filed. These fees are
accounted for by project and are recorded in a separate special fund.
C. Interest Income – Interest on investments held by the County, and the Local
Agency Investment Fund (LAIF), Orange County Investment Pool (OC Fund),
Public Agency Retirement Services (PARS), or other investments permitted by
Commission policy. Interest income held by the County, LAIF and OC Fund is
recorded in the general fund. Interest income held by the PARS is recorded in the
PARS benefits trust account.
D. Other Income – Miscellaneous revenues, including copies of agenda packets,
minutes, and meeting tapes. Other income is recorded in the general fund.
2.8

BILLING/INVOICING POLICIES
A. Overview
The following is a list of items billed and/or accrued and received by OC LAFCO
and the frequency with which each is billed;
1. Annual Billings
a. OC LAFCO Apportionment – Billings are performed and collected by the
County of Orange.
2. Miscellaneous Billings
a. Filing Fees
b. Agenda and Minutes (copying fees)
c. Reimbursements (phone charges, workshops)
B. Receipt and Handling of Incoming Money
It is the responsibility of the Office Manager to open the mail on a daily basis. All
checks must be “restrictively endorsed” upon receipt. The Office Manager stamps
all checks with the agency’s endorsement stamp (“For Deposit Only, Account
#
”).
1. Check Log
The Office Manager makes copies of all incoming checks and will place the
properly endorsed checks in a lock box. The Office Manager will log the checks
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into a spreadsheet, which includes fields for the following information:
a. Payee
b. Check number
c. Amount of check
d. Date issued
e. Date of receipt
f. Date of deposit
g. Purpose of funds
h. Related OC LAFCO project number (if applicable)
The lock box will be properly secured, and its access will be limited to a
minimum number of OC LAFCO staff.
2. Deposits
The Executive Officer, the Assistant Executive Officer, or the Executive
Officer’s designee will prepare a deposit slip when checks are received by the
agency and will deposit funds into the agency’s bank account. The Office
Manager will place copies of the deposit slips and corresponding bank receipts
in the designated folder. The Office Manager will update the check log to reflect
the deposits.
3. Reconciliation of Accounts
The accounting firm staff will perform a reconciliation of the agency’s bank
accounts monthly upon receipt of the agency’s bank statements. The
accounting firm staff will compare the deposit slips to the check log and the
agency’s bank statements to ensure that all funds are properly deposited and
credited to the agency’s accounts. The accountant will review the accounting
firm staff’s work.
C. Wire Transfers between Agency Accounts
The agency will maintain a deposit in an amount equal to estimated costs of
quarterly payroll in County Account 770. The remaining balance will be wired to
the agency’s bank account. The accounting firm staff will prepare a cash flow
analysis to determine the short-term cash needs of the agency. Excess cash will be
invested in the Local Agency Investment Fund (LAIF) and Orange County
Investment Fund (OC Fund), and/or other investment options are approved by
Page| 10

ATTACHMENT 2
the Commission, via wire transfer. The accounting firm staff will prepare a cash
flow analysis, and permitted uses for excess cash shall be as follows: (a)
contributions to the agency’s Public Agency Retirement Services (PARS) Section
115 benefits trust; and (b) investment in the Local Agency Investment Fund (LAIF),
Orange County Investment Pool (OC Fund) and/or other investment options
approved by the Commission. Wire transfers for such permitted uses shall be
processed in accordance with the wire transfer procedures of the County of
Orange, OC Fund, LAIF and PARS.
The Executive Officer and the Executive Officer’s designee will complete the
County of Orange Wire Transfer Request Form. The completed Wire Transfer
Form will be signed by BOTH the Executive Officer and the Executive Officer
designee. The Office Manager will make a copy of the Wire Transfer Form for the
agency’s records and will submit hand deliver the signed Wire Transfer Request
Form to the County Auditor–Controller for processing.
The accounting firm staff will compare the Wire Transfer Request Form to the
agency’s bank statements each month to ensure that all funds are properly
transferred and credited to the agency’s accounts. Periodically, a withdrawal
transfer of funds from LAIF and the OC Fund will be required to maintain ongoing
payroll and operating expenses.
LAIF deposits and transferswithdrawals are completed electronically. All
electronic deposits and transfers withdrawals will be authorized by the Executive
Officer and/or the Executive Officer’s designee. A log of all deposits and
transferswithdrawals for LAIF will be maintained and documentation of each
deposit and transfer withdrawal will be provided to the accounting firm staff.
OC Fund deposits and transfers withdrawals require at least one (1) full business
day to complete a deposit and at least three (3) full business days to complete a
withdrawaltransfer. Deposits require the completion of a deposit form signed by
both the Executive Officer and the Executive Officer designee. Transfers
Withdrawals of funds from the agency’s bank accounts to the OC Fund require
completion of appropriate transfer documents signed by both the Executive
Officer and the Executive Officer designee. A log of all deposits and transfers
withdrawals for the OC Fund will be maintained and documentation of each
deposit and transfer withdrawal will be provided to the accounting firm staff.
Contributions to and payment reimbursements/distributions from the Section 115
benefits trust shall be processed in accordance with the PARS Administrative
Agreement. The Executive Officer or the Executive Officer’s designee shall
complete the required forms to effect any contributions or distributions of the
benefits trust account. A record of all transactions of the benefits trust will be
maintained and documentation of each contribution and distribution will be
provided to the accounting firm staff.
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D. Cash Disbursements
1. Vendor Invoices
The Office Manager will receive and open mail, date stamp all invoices, and
place invoices in accounting firm staff’s folder for processing. The Office
Manager will forward all invoices to the Executive Officer or Executive Officer
designee for review and approval. The Office Manager will coordinate
approval of the invoices and identify a project number for each invoice. The
accounting firm staff will record the invoice in QuickBooks and generate the
check. All invoices will be approved by the Executive Officer prior to payment.
The Office Manager will place a copy of the check and invoice in the respective
vendor files. The Office Manager will mail checks to vendors.
2. Check-Writing Provisions
The Executive Officer or the Executive Officer designee may sign checks
written for less than $500. Checks written for $500 or more require the
signatures of BOTH the Executive Officer and the Executive Officer’s designee.
The Office Manager will maintain copies of all checks written on the agency’s
checking account.
3. Reconciliation
The accounting firm staff will perform a reconciliation of the agency’s bank
accounts monthly upon receipt of the agency’s bank statements. This includes
a reconciliation of the agency’s checking account. The accounting firm staff will
compare checks written on the agency’s checking account against the agency’s
bank statements to ensure that all funds are properly debited from the agency’s
account.
4. Stale Checks
In reconciling the agency’s checking account, the accounting firm staff will be
responsible for identifying checks issued by OC LAFCO which have not been
cashed within six months of issuance. The accounting firm staff will notify the
Executive Officer of any “stale” checks during the checking account
reconciliation process. If any stale checks are identified, the Executive Officer
or the Executive Officer’s designee will request the bank to issue a “stop
payment” and direct the accounting firm staff to prepare a replacement check
when necessary.
5. Check Stock
Check stock will be maintained in a locked drawer in the Executive Officer’s
office. Access to the check stock will be restricted to the Executive Officer or
Page| 12

ATTACHMENT 2
the Executive Officer’s designee.
6. Agency Credit Card
All credit card purchases of $250 or more must be approved, prior to
transaction, by BOTH the Executive Officer and the Executive Officer designee.
OC LAFCO maintains three (3) credit cards. The Office Manager, Assistant
Executive Officer and the Executive Officer each hold one card. All credit card
bills must be reviewed by the Executive Officer prior to payment being issued.
All purchases made with the OC LAFCO credit cards must be directly related
to OC LAFCO’s mission.
E. Reporting
Reports – Monthly reports, prepared by the accounting firm staff, for OC LAFCO
staff and/or Commission will include:
1. Balance Sheet.
2. Cash Flow Statement.
3. Detailed Profit and Loss Statement.
4. Summary Profit and Loss with Budget and Percentages.
5. Separate reports of designated projects as needed.
PART 4 – Policies Associated with Expenditures and Disbursements
2.9

PURCHASING POLICIES AND PROCEDURES
A. Overview
THE POLICIES DESCRIBED IN THIS SECTION APPLY TO ALL PURCHASES
OF GOODS AND SERVICES MADE BY OC LAFCO.
It is the policy of OC LAFCO to follow a practice of ethical, responsible and
reasonable procedures related to purchasing, agreements and contracts, and
related forms of commitment. The policies in this section describe the principles
and procedures that all staff shall adhere to in the completion of their designated
responsibilities.
B. Authorizations and Purchasing Limits
All purchases should adhere to the following guidelines:
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Dollar Limit
Goods
Under $500
$501 - $10,000
$10,000 and over
Services
Under $500
$501 - $10,000
$10,001 and over

# of Quotes

Required
Communication

Approved by

0
2
3

Oral
Written
Written

Executive Officer
Executive Officer
Commission

0
2
3

Oral
Written
Written

Executive Officer
Executive Officer
Commission

C. Evaluation Process for a Request for Proposal (RFP)
When an RFP process is used to solicit vendors/consultants to provide a service
or produce a specialized report for OC LAFCO, the Executive Officer shall develop
a rating sheet to assist in the review of all submittals. The rating sheet shall include
categories specific to the service or report being requested that comprehensively
evaluates the individuals and/or firms competing for the OC LAFCO contractual
agreement. The Executive Officer shall assign at least two (2) reviewers to
participate in the review of the prospective vendor/consultant. Reviewers may
include OC LAFCO staff and/or outside experts at the discretion of the Executive
Officer.
Upon the Commission’s final selection of a vendor/consultant in an open and
competitive selection process, the final rating sheet will be made available to the
Commission and all competitors upon request.
RFPs should provide for all of the following:
1. A clear and accurate description of the technical requirements for the material,
product or service to be procured. In competitive procurements, such a
description shall not contain features which unduly restrict competition.
2. Requirements that the bidder/offer must fulfill and all other factors to be used
in evaluating bids or proposals.
3. A description, whenever practicable, of technical requirements in terms of
functions to be performed or performance required, including the range of
acceptable characteristics or minimum acceptable standards.
4. A description of the proper format, if any, in which proposals must be
submitted, including the name of the OC LAFCO person to whom proposals
should be sent.
5. The date by which proposals are due.
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6. Required delivery or performance dates/schedules.
7. Clear indications of the quantity(ies) requested and units of measure.
OC LAFCO may consider vendors/consultants to provide a service or produce a
specialized report for OC LAFCO from a list established through an RFP process
conducted by other LAFCOs or the County of Orange within the last three
calendar years to provide a similar service.
D. Special Purchasing Conditions
1. Emergencies: Where equipment, materials, parts, and/or services are needed
immediately, quotations will not be necessary if the health, welfare, safety, etc.,
of staff and protection of organization property are involved.
2. Single Distributor/Source: Where there is only one (1) distributor for
merchandise needed and no other product meets the stated needs or
specifications, quotations will not be necessary.
E. Vendor Files and Required Documentation
The Officer Manager shall create a vendor file for each new vendor from who OC
LAFCO purchases goods or services. Copies of purchase orders, contracts, and all
vendor invoices will be maintained in the vendor file.
F. Sole Source Service Agreements
In the event specialized OC LAFCO consultant services estimated to cost up to
$10,000 annually are needed to assist staff in completing a time-sensitive project
or study, the Executive Officer may elect to waive the RFP process, subject to the
following findings:
1. The consultant(s) selected offer a combination of skills, education and work
experience that uniquely qualifies that individual or firm to provide the OC
LAFCO services, and
2. Even with due attention given to the project by staff, normal RFP processes
would impair OC LAFCO’s ability to meet statutory or Commission deadlines.
An annual report on agency agreements, including sole source service agreements,
will be provided to the Commission.
2.10 ACCOUNTS PAYABLE MANAGEMENT
A. Overview
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OC LAFCO strives to maintain efficient business practices and sound cost controls.
A well-managed accounts payable function can assist in accomplishing this goal,
from the purchasing decision through payment and check reconciliation.
The vendor invoice should be supported by an approved purchase order where
necessary and should be reviewed and approved by the Executive Officer or the
Executive Officer’s designee prior to being processed for payment. Invoices and
related general ledger account distribution codes are reviewed prior to processing
disbursements.
The primary objective for accounts payable and cash disbursements is to ensure
that:
1. Disbursements are properly authorized.
2. Invoices are processed in a timely manner.
3. Invoice charges do not exceed the purchase order or OC LAFCO contract
amount.
B. Processing of Invoices
The following procedures shall be applied to each invoice by the accounting firm
staff:
1. Check the mathematical accuracy of the vendor invoice.
2. Compare the nature, quantity and prices of all items ordered per the vendor
invoice to the purchase order, packing slip and receiving report.
3. Check the general ledger account identified by the Office Manager and
approved by the Assistant Executive Officer, using the Organization’s current
chart of accounts.
4. Obtain the approval of the Executive Officer (or their designee) associated with
the goods or services purchased.
C. Payment Discounts
To the extent practical, it is the policy of OC LAFCO to take advantage of all
prompt payment discounts offered by vendors. When availability of such
discounts is noted, and all required documentation in support of payment is
available, payments will be scheduled to take full advantage of the discounts.
D. Employee Expense Reimbursements
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Whenever OC LAFCO employees desire to be reimbursed for out-of-pocket
expenses for item(s) or service(s) appropriately relating to agency business, they
shall submit their requests on a reimbursement form approved by the Executive
Officer or the Executive Officer designee. Included on the reimbursement form
will be an explanation of the agency-related purpose for the expenditure(s), and
receipts evidencing each expense shall be attached. Receipts are required to be
submitted in conjunction with the expense report form. Failure to submit
necessary receipts will result in denial of the reimbursement claim. Expense
reports shall be submitted within 90 days after incurring the expense.
It is against the law to falsify expense reports. Penalties for misuse of public
resources or violating this policy may include, but are not limited to, the following:
1. The loss of reimbursement privileges.
2. Restitution to the local agency.
3. Civil penalties for misuse of public resources pursuant to Government Code
Section 8314.
4. Prosecution for misuse of public resources, pursuant to Section 424 of the Penal
Code, penalties for which include 2, 3, or 4 years in prison.
The Executive Officer will review and approve reimbursement requests.
Reimbursement requests by the Executive Officer will be reviewed by the
Executive Officer designee.
E. Commissioner Expense Reimbursements
OC LAFCO shall adhere to Government Code Section 56334 when dealing with
issues of commissioner remuneration and reimbursement.
Attendance at a meeting of the Commission or LAFCO-related conference or event
engenders a commissioner to be eligible to receive compensation.
Commissioners are eligible to receive reimbursements for travel, meals, lodging,
and other reasonable and necessary expenses for attending the above on behalf of
OC LAFCO. Reimbursements rates shall coincide with rates set by Internal
Revenue Service Publication 463 or its successor publication(s).
Lodging costs shall not exceed the maximum group rate published by the
conference or activity sponsor. If the published group rate is unavailable,
commissioners shall be reimbursed for comparable lodging at government or IRS
rates. Commissioners shall use government or group rates offered by the provider
of transportation when available.
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Any and all expenses that do not fall within the adopted travel reimbursement
policy or the IRS reimbursable rates are required to be approved by the Commission
in a public meeting prior to the expense(s) being incurred. Expensesthat do not
adhere to the adopted travel reimbursement policy or the IRS reimbursable rates,
and that do not receive prior approval from the Commission in a public meeting
prior to the expense being incurred, shall not be eligible for reimbursement.
OC LAFCO shall provide expense reimbursement report forms to Commissioners
who attend the above functions on behalf of the Commission, which shall
document that expenses adhere to this policy. Receipts are required to be
submitted in conjunction with the expense report form. Failure to submit
necessary receipts will result in denial of the reimbursement claim. Expense
reports shall be submitted within a reasonable time, and at no time more than 90
days after incurring the expense.
It is against the law to falsify expense reports. Penalties for misuse of public
resources or violating this policy my include, but are not limited to, the following:
1. The loss of reimbursement privileges.
2. Restitution to the local agency.
3. Civil penalties for misuse of public resources pursuant to Government Code
Section 8314.
4. Prosecution for misuse of public resources, pursuant to Section 424 of the Penal
Code, penalties for which include 2, 3, or 4 years in prison.
2.11 CREDIT CARD PURCHASES
A. Overview
The Office Manager, the Assistant Executive Officer, and the Executive Officer are
the custodians of the credit cards. When purchases are made, the receipts are
retained in accordance with the Commission’s retention policy.
B. Reconciliation of Statements
The receipts shall be maintained in the OC LAFCO Purchasing Card binder.
When the monthly statements are received, the purchases should be compared to
the receipts maintained by the Office Manager. The credit card Statement of
Account will be signed by the Executive Officer and the Executive Officer
designee verifying that all purchases are valid.
2.12 PAYROLL AND RELATED POLICIES
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A. Payroll Administration
OC LAFCO operates on a bi-weekly payroll. For all OC LAFCO employees, a
personnel file is established and maintained with current documentation, as
described throughout this section.
The following forms, documents and information shall be obtained and included
in the personnel files of all new employees:
1. Letter of Interest and resume.
2. Applicant references (work & personal).
3. Interview questions and notes.
4. Form W-4 Employee Federal Withholding Certificate.
5. State Withholding Certificate.
6. Form I-9 Employment Eligibility Verification.
7. Copy of driver’s license.
8. Copy of Social Security card issued by the Social Security Administration.
9. Starting date and scheduled hours.
10. Job title and starting salary.
11. Authorization for direct deposit of paycheck, along with a voided check or
deposit slip.
All personnel documents will be maintained within a confidential and protected
filing system.
B. Changes in Payroll Data
It is policy of OC LAFCO that all of the following changes in payroll data are to be
authorized in writing:
1. New hires.
2. Terminations.
3. Changes in salaries and pay rates.
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4. Voluntary payroll deductions.
5. Changes in income tax withholding status.
6. Court-ordered payroll deductions.
New hires, terminations, and changes in salaries or pay rates shall be authorized
in writing by the Executive Officer and forwarded to the County. Salary changes
for the Executive Officer are approved by the Commission and authorized in
writing by the OC LAFCO Chair.
Voluntary payroll deductions and changes in income tax withholdings status shall
be authorized in writing by the individual employee.
Documentation of all changes in payroll data shall be maintained in each
employee’s personnel file.
C. Preparation of Timesheets
Each OC LAFCO employee must sign or initial a Bi-Weekly Timesheet detailing
the hours worked, following the close of each pay period. The Executive Officer
and/or Executive Officer’s designee shall review and sign all staff timesheets. The
Officer Manager shall be responsible for reviewing the Executive Officer’s
timesheet. In addition, each employee shall complete an electronic timesheet
through the County of Orange Virtual Timesheet Interface (VTI). As the County of
Orange is the payroll agent for OC LAFCO, the VTI timesheets are required. The
Office Manager shall also complete a cover sheet identifying the organization,
number of employees, and pay period. This form should be signed by the
Executive Officer or the Office Manager/Commission Clerk and remitted to the
County for processing.
D. Review of Payroll
Upon receipt of the bi-weekly payroll reports, the Executive Officer should review
the payroll reports for accuracy. This review shall include verification of the
following: employee status (active/non-active/terminated), bi-weekly pay
(current hourly and total) and vacation accrual and time-off. The Executive Officer
shall sign the payroll report indicating that it has been reviewed.
E. Distribution of Payroll
It is recommended that payroll payments be transferred electronically by County
Payroll into OC LAFCO employees’ bank accounts. However, employees may
elect to receive bi-weekly payroll checks.
F. Independent Contractors and Commissioners
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1. Independent Contractors
OC LAFCO utilizes private individuals and firms (“Independent Contractors”)
to provide a variety of specialized and professional services. The provision of
and payment procedures for these services are established and outlined in a
written professional services agreement approved by the Executive Officer or
the Commission. The following payroll and related policies that apply to an
Independent Contractor include:
a. Payments to OC LAFCO Independent Contractors are made subject to the
terms and conditions of the respective professional services agreement.
Payments to all independent contractors are prepared by the OC LAFCO
accounting staff. No payments to any independent contractor shall be
processed through the County of Orange payroll system.
b. OC LAFCO Independent Contractors shall maintain a separate business
location and requested license and insurance requirements.
c. OC LAFCO Independent Contractors shall use their own equipment and
resources (i.e., computer, laptop, cell phone) to provide the services
outlined in the respective professional services agreement.
d. OC LAFCO Independent Contractors must provide a completed IRS
“Request for Taxpayer Identification Number and Certification (W-9)”
upon execution of the professional services agreement.
e. OC LAFCO Independent Contractors will be sent a Form 1099 if total
compensation paid to that individual/firm for any calendar year, on the
cash basis, is $600 or more. The amount reported on a Form 1099 is equal to
the compensation paid to that person during a calendar year (on the cash
basis). Excluded from “compensation” are reimbursements of business
expenses that have been accounted for by the contractor by supplying
receipts and business explanations.
2. Commissioners
OC LAFCO Commissioners are not considered OC LAFCO employees.
Stipend payments to Commissioners are processed by an independent payroll
company and not through the County of Orange payroll system. Under
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Internal Revenue Code Section 3401(c), OC LAFCO’s treatment of
Commissioners as “statutory employees” applies for income tax withholding
purposes only, and not for any other purpose.
PART 5 – Policies Pertaining to Specific Asset and Liability Accounts
2.13 CASH AND CASH MANAGEMENT
A. Cash Accounts
The primary operating account provides for routine business check
disbursements. All cash and credit card deposits are made to this account. Bank
reconciliations are performed by the OC LAFCO accounting firm staff. The
following minimum balances shall be maintained in the agency’s accounts at all
times to ensure there are sufficient funds to cover ongoing operating and payroll
expenses:
Savings:
Payroll:
Checking:

$205,000
3 Months of Current Payroll Expenses
3 Months of Operational Expenses

B. Reserve Policy
OC LAFCO currently has three reserve funds restricted to the agency’s savings
account. These funds are as follows: (1) Contingency; (2) Litigation; and, (3)
Unfunded Liability. These accounts are considered “restricted” accounts and are
only used for the specific purposes described below:
1. Contingency Reserves – restricted funds to cover any unforeseen future agency
loss and/or urgency which includes but is not limited to property or
equipment damage, loss or theft. The minimum balance in the Contingency
Reserve Account shall be $100,000.
2. Litigation Reserves – restricted funds for costs related to agency legal
challenges. The minimum balance in the Litigation Reserve Account shall
be $75,000.
3. Unfunded Liability Reserve – restricted funds to offset anticipated agency
liabilities including employee vacation and administrative leave payouts. The
minimum balance in the Unfunded Liability Reserve Account shall be $30,000.
2.14

INVESTMENTS
A. Authority
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In accordance with California Government Code Section 56300 et seq., the
authority to invest public funds not required for the immediate needs of the
agency is expressly delegated to OC LAFCO. The Commission may also
delegate this responsibility to the OC LAFCO Executive Committee and the
ExecutiveOfficer.
The purpose of this section of the policy is to establish investment guidelines
for OC LAFCO officials to ensure the stewardship of agency funds. Pursuant
to state law, the Commission, Executive Committee, Executive Officer, and
Executive Officer Designee, when investing OC LAFCO funds, shall act with
care, skill, prudence, and diligence under the circumstance than prevailing,
including, but not limited to, the general economic conditions and the
anticipated needs of the agency. All investment shall be in conformance with
federal, state and other legal requirements.
Investments made pursuant to this policy are limited to those instruments
specified by OC LAFCO. The Commission shall review the investment
program quarterly.
B. Investment Objectives
The specific objectives for all funds invested as defined by this policy are listed
in priority order as follows:
1. Safety of Principal
The preservation of principal is of primary importance. Each transaction
shall seek to ensure that capital losses are avoided.
2. Legality
Each transaction and the entire investment program must comply with the
California Government Code and OC LAFCO’s investment policy as
defined herein.
3. Liquidity
The invested funds should remain sufficiently flexible to enable OC LAFCO
to meet all operating requirements which may be reasonably anticipated.
The managing of OC LAFCO investments shall be subject to the prudent
investor standard, a standard of conduct requiring that any investment be
made with care, skill, prudence, and diligence in order to safeguard agency
funds and maintain the liquidity needs of the agency.
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C. Return on Investment
Investments shall be undertaken to produce an acceptable rate of return after
first considering safety of principal and liquidity and the prudent investor
standard.
Authority to manage OC LAFCO’s investment program is delegated to the OC
LAFCO Commission. Management responsibility is hereby delegated to the
Executive Committee and the Executive Officer under the direction of the full
OC LAFCO Commission.
D. Authorized Investments
Agency funds that are not required for the immediate needs of OC LAFCO may
be invested as follows:
•

Investment Funds
Agency funds not required for immediate needs of OC LAFCO may be
remitted to the State Local Agency Investment Fund (LAIF) or the
Orange County Investment Pool (OC Fund) for the purpose of
investment (Government Code Section 16429.1).

•

Section 115 Public Agencies Post-Employment Benefits Trust
Agency funds from excess net-cash net income and not required for
immediate needs of OC LAFCO may be deposited to the benefits trust
account managed through an agreement with the Public Agency
Retirement Services (PARS). The account is established for agency
contributions towards the payment of pension and post-employment
benefit obligations and lowering of the agency’s overall net pension
expenses. The annual transfer to the benefits trust account must not
exceed fifty percent (50%) of the excess cash net income at fiscal year-end,
unless approved by the Commission.

•

Other Investments
Other investments permitted by Government Code Section 53600 may
be made subject to prior approval of the Commission and may include
the following:
o U.S. Government and Agencies Obligations
o Negotiable Certificates of Deposit issued by a national or statechartered bank, a state or federal savings and loan association, or
a savings bank with ratings equivalent by Fitch to F1 or better.
As deemed appropriate, the Commission may, at any time, further
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restrict the securities approved for investment.
E. Reporting
The Executive Officer shall submit a quarterly report to the Commission
showing investment activity, including yield and earnings and the status of
cash by depository.
As part of the Commission’s annual audit, the independent auditor shall also
evaluate investment performance and conduct an operations audit. The
purpose of these examinations shall be to obtain suggestions for improved
future performance and to verify that investments have been done in accordance
with the policy and all applicable laws.
2.15

FIXED ASSET MANAGEMENT
A. Capitalization Policy
Physical assets acquired with unit costs in excess of $2,000 are capitalized as
fixed assets on the financial statements. Items with unit costs below this
threshold shall be expensed in the year purchased.
Capitalized fixed assets are accounted for at their historical cost and all such
assets, except land, are subject to depreciation over their estimated useful lives
for government-wide financial statements in accordance with GASB Statement
No. 34.
B. Contributed Assets
Assets with fair market values in excess of $2,000 (per unit) that are contributed
to OC LAFCO shall be capitalized as fixed assets on the financial statements.
Contributed items with market values below this threshold shall be expensed
in the year contributed.
Capitalized contributed assets are accounted for at their market value at the
time of donation and all such assets, except land, are subject to depreciation for
government-wide financial statements.
C. Establishment and Maintenance of a Fixed Asset Listing
All capitalized fixed assets shall be recorded in a property log. This log shall
include the following information with respect to each asset:
1. Date of acquisition.
2. Cost.
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3. Description (including color, model, and serial number).
4. Location of asset.
5. Depreciation method.
6. Estimated useful life.
A physical inventory of all assets capitalized under the preceding policies will
be taken on an annual basis by OC LAFCO. This physical inventory shall be
reconciled to the property log and adjustments made as necessary. All
adjustments resulting from this reconciliation will be approved by the
Executive Officer.
D. Depreciation and Useful Lives
All capitalized assets are maintained in the special fixed assets account group.
Fixed assets are depreciated over their estimated useful lives using the straightline method only when presenting government-wide financial statements.
Fund financial statements do not include fixed assets or depreciation.
In the year of acquisition, depreciation is recorded based on the number of
months the asset is in service, counting the month of acquisition as a full month.
(Example: an asset purchased on the 15th day of the fifth month shall have 8 full
months of depreciation (eight-twelfths of one year) recorded for that year.)
Estimated useful lives of capitalized assets shall be determined by the
Executive Officer. The following is a list of the estimated useful lives of each
category of fixed asset for depreciation purposes:
Furniture and fixtures
General office equipment
Computer hardware and peripherals
Computer software
Leased assets

Up to 10 yrs.
5 yrs.
3-5 yrs.
2-3 yrs.
Life of Lease

For accounting and interim financial reporting purposes, depreciation expenses
will be calculated on an annual basis in conjunction with the annual audit.
E. Repairs of Fixed Assets
Expenditures to repair capitalized assets shall be expensed as incurred if the
repairs do not materially add to the value of the property or materially prolong
the estimated useful life of the property.
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Expenditures to repair capitalized assets shall be capitalized if the repairs
increase the value of property, prolong its estimated useful life, or adapt it to a
new or different use. Such capitalized repair costs shall be depreciated over the
remaining estimated useful life of the property. If the repairs significantly
extend the estimated useful life of the property, the original cost of the property
shall also be depreciated over its new, extended useful life.
F. Dispositions of Fixed Assets
In the event a non-expendable asset is sold, scrapped, donated or stolen,
adjustments need to be made to the fixed asset listing and property log.
2.16

ACCRUED LIABILITIES
A. Identification of Liabilities
The accounting department shall establish a list of commonly incurred
expenses that may have to be accrued at the end of an accounting period. Some
of the expenses that shall be accrued by OC LAFCO at the end of an accounting
period are:
1. Salaries and wages.
2. Payroll taxes.
3. Vacation pay.
4. Facility expenses payable to the County.
In addition, OC LAFCO shall record a liability for deferred revenue (revenue
received but not yet earned) in accordance with the revenue recognition
policies described elsewhere in this policy.
PART 6 – Policies Associated with Financial Reporting

2.17

REPORTS RECEIVED FROM THE COUNTY ORANGE
Some reports are provided to OC LAFCO from the County of Orange on a monthly
basis. Such reports should be used to reconcile revenues/disbursements for the
month, if appropriate.

2.18

FINANCIAL STATEMENTS
Preparing financial statements and communication of key financial information is
a necessary and critical accounting function.
Financial statements are
management tools used in making decisions, in monitoring the achievement of
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financial objectives, and as a standard method for providing information to
interested parties external to the organization. Financial statements may reflect
year-to-yearhistorical comparisons or current year budget to actual comparisons.
The basic financial statements of OC LAFCO that are maintained on an
organization-wide basis should include:
A. Monthly Financial Statements
1. YTD Combined Expense Summary by Agency – reports budget,
encumbrances, expenditures, and remaining budget amounts by account.
2. YTD Combined Revenue Summary by Agency – reports budgeted and
actual revenues by account.
B. Quarterly Financial Statements
1. Balance Sheet – reflects assets, liabilities and fund balance of the
organization.
2. Cash Flow Statement – provides aggregate data regarding all agency cash
inflows from both ongoing operations and external investment sources and
all case outflows that fund agency operations and investments during a
given quarter.
3. Statement of Revenue, Expenditures, and Changes in Fund Balance –
presents the budget and actual revenues and expenditures of the
organization.
C. Annual Financial Statements
1. Annual Audited Financial Statements – to be provided by the Independent
Auditor.
2.19

ANNUAL AUDIT
A. Role of the Independent Auditor
It is the policy of OC LAFCO to arrange for an annual audit of its financial
statements to be conducted by an independent accounting firm. The
independent accounting firm selected by OC LAFCO will be required to
communicate directly with the Commission upon the completion of their audit.
In addition, members of the Commission may initiate communication directly
with the independent accounting firm.
Audited financial statements, including the auditor’s opinion thereon, will be
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submitted to the Commission by the independent accounting firm and the
financial statements will be presented for consideration by the Commission at
a regular meeting.
B. How Often to Review the Selection of the Auditor
In accordance with agency policy and state law, OC LAFCO shall review the
selection of its independent auditor in the following circumstances:
1. Anytime there is dissatisfaction with the service of the current firm.
2. When a fresh perspective and new ideas are desired.
3. A change in Auditor every six years should be considered to ensure
competitive pricing and a high quality of service.
4. OC LAFCO is restricted from employing a public accounting firm to
provide audit services if the lead partner or coordinating audit partner
having primary responsibility for the audit, has performed audit services
for OC LAFCO for six consecutive fiscal years.
C. Selecting an Auditor
The selection of an accounting firm to conduct the annual audit is a task that
should be taken very seriously. The following factors shall be considered by
OC LAFCO in selecting an accounting firm:
•

The firm’s reputation in the government community.

•

The depth of the firm’s understanding of and experience with
governmental agencies.

•

The demonstrated ability to provide the services requested in a timely
manner.

•

The ability of firm personnel to communicate with Organization
personnel in a professional and congenial manner.

If OC LAFCO decides to prepare and issue a written Request for Proposal
(RFP) to be sent to prospective audit firms, the following information shall be
included:
•

Period of services required.

•

Type of contract to be awarded (fixed fee, cost basis, etc.).
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•

Complete description of the services requested (audit, management
letter, etc.).

•

Identification of meetings requiring their attendance, such as staff or
Commission meetings.

•

OC LAFCO Organizational Chart.

•

Chart of account information.

•

Financial information about the organization.

•

Copy of prior year reports (financial statements, management letters,
etc.).

•

Other information considered appropriate.

•

Description of proposal and format requirements.

•

Due date of proposals.

•

Overview of selection process (i.e. whether finalists will be interviewed,
when a decision shall be made, etc.).

•

Identification of criteria for selection.

Minimum Proposal Requirements form prospective CPA firms shall be:
•

Firm background.

•

Biographical information (resumes) of key firm members who will
serveOC LAFCO.

•

Client references.

•

Information about the firm’s capabilities.

•

Firm’s approach to performing an audit.

•

Copy of the firm’s most recent quality/peer review report, including
any accompanying letter of findings.

•

Other resources available with the firm.

•

Expected timing and completion of the audit.

Page| 30

ATTACHMENT 2
•

Expected delivery of reports.

•

Cost estimate including estimated number of hours per staff member.

•

Rate per hour for each auditor.

•

Other information as appropriate.

D. Preparation for the Annual Audit
OC LAFCO shall be actively involved in planning for and assisting with the
independent accounting firm in order to ensure a smooth and timely audit of
its financial statements. In that regard, the accounting department shall
provide assistance to the independent auditors in the following areas:
1. Planning – The Executive Officer is responsible for delegating the
assignments and responsibilities to accounting staff in preparation for the
audit. Assignments shall be based on the list of requested schedules and
information provided by the independent accounting firm.
2. Commission Involvement – Organization staff will do as much work as
possible in order to assist the auditors and, therefore, reduce the cost of the
audit. The Commission’s Executive Committee may assist OC LAFCO in
fulfilling its audit oversight responsibilities with regard to (1) the integrity
of OC LAFCO’s financial statements, (2) OC LAFCO’s compliance with
legal and regulatory requirements, and (3) the independent auditor’s
qualifications and independence. In providing this assistance to the full
Commission, the Executive Committee may assume audit responsibilities
as provided herein and recommend action on all audit matters to the full
Commission.
Audit responsibilities of the Executive Committee may include, but is not
limited to, the following:
•

Review of the auditor’s proposed audit scope and approach.

•

Review of annual financial audit reports, schedules, and
management letter.

•

Any serious difficulties or disputes with management encountered
during the audit.

•

Matters required to be discussed by Statements on Auditing
Standards issued by the Auditing Standards Board of the American
Institute of Certified Public Accountants or other state or federal
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agencies.
•

Review of the performance of the auditors, including any issues
arising during their most recent quality-control or peer review, and
their independence as it relates to OC LAFCO.

•

Review of the Executive Committee’s audit responsibilities annually
to reassess their adequacy and recommend any proposed changes.

•

Review the Executive Committee’s effectiveness in carrying out its
responsibilities.

•

Other matters deemed appropriate by the OC LAFCO Chair.

3. Interim Procedures – To facilitate the timely completion of the annual audit,
the independent auditors may perform selected audit procedures prior to
the organization’s year-end. By performing significant portions of audit
work as of an interim date, the work required subsequent to year-end is
reduced. Organization staff will assist as much as possible in order to
provide requested schedules and documents and to otherwise assist the
auditors during any interim audit fieldwork that is performed.
Throughout the audit process, it shall be the policy of OC LAFCO to make
every effort to provide schedules, documents and information requested by
the auditors in a timely manner.
E. Concluding the Audit
Upon receipt of a draft of the audited financial statements of OC LAFCO from
its independent auditor, the Executive Officer, the OC LAFCO accounting firm
staff shall perform a detailed review of the draft, consisting of the following
procedures:
1. Carefully read the entire report for typographical errors.
2. Trace and agree with each number in the financial statements and
accompanying footnotes to the accounting records and/or internal
financial statements of OC LAFCO.
3. Review each footnote for accuracy and completeness.
Any questions or errors noted as part of this review shall be communicated to
the independent auditor in a timely manner and resolved to the satisfaction of
the Executive Officer.
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It shall also be the responsibility of the Executive Officer to review and respond
in writing to all management letters or other internal control and compliance
report findings and recommendations made by the independent auditor.

Original Adoption Date: 2/9/2005
Date of Last Review:
11/13/201910/13/21
Revisions: 10/13/21, 11/13/2019, 02/14/2018, 10/14/2015, 4/9/2014, 2/13/2013,
12/12/2012,2/8/2012, 2/9/2011, 3/11/2009
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Accounting & Financial Policies of the
Orange County
Local Agency Formation Commission
PART 1 – INTRODUCTION
2.1

INTRODUCTION
The following accounting manual is intended to provide an overview of the
accounting policies and procedures applicable to OC LAFCO.
This manual documents the financial operations of the organization. Its primary
purpose is to formalize accounting policies and selected procedures for the accounting
staff and to document internal controls.
All OC LAFCO staff is bound by the policies herein, and any deviation from
established policy is prohibited.
PART 2 – GENERAL POLICIES

2.2

ORGANIZATIONAL STRUCTURE
A. The Role of the Commission
OC LAFCO is governed by its Commission, which is responsible for the oversight
of the organization by:
1. Planning for the future.
2. Establishing broad policies.
3. Identifying and proactively dealing with emerging issues.
4. Interpreting the organization’s mission to the public.
B. The Commission is responsible for hiring and periodically evaluating the
organization’s Executive Officer, who shall be responsible for the day-to-day
oversight and management of OC LAFCO. Specific guidelines regarding the
composition and election of the Commission are described in the organization’s
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bylaws.
C. The Role of the Executive Officer and Staff
The Commission hires the Executive Officer, who reports directly to the
Commission. The Executive Officer is responsible for hiring and evaluating all
employees of OC LAFCO. All employees report directly to the Executive Officer.
2.3

ACCOUNTING OVERVIEW
A. Organization
1. The accounting functions of OC LAFCO are performed by three employees and
an accounting firm who manage and process financial information for OC
LAFCO. The positions performing the accounting functions of OC LAFCO are
as follows:
a. Executive Officer
b. Assistant Executive Officer
c. Office Manager/Commission Clerk
d. Accounting firm accountant and staff
2. Other officers and employees of OC LAFCO who have financial
responsibilities are as follows:
a. Executive Officer’s Designee
b. Commission
B. Responsibilities
1. General Ledger
2. Budgeting
3. Cash and Investment Management
4. Asset Management
5. Purchasing
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6. Cash Receipts
7. Accounts Payable
8. Payroll and Benefits
9. External Reporting of Financial Information
10. Annual Audit
2.4

BUSINESS CONDUCT
Practice of Ethical Behavior
A. Unethical actions, or the appearance of unethical actions, are unacceptable under
any conditions. The policies and reputation of OC LAFCO depend to a very large
extent on the following considerations.
B. Each employee must apply her/his own sense of personal ethics, which should
extend beyond compliance with applicable laws and regulations in business
situations, to govern behavior where no existing regulations provides a guideline.
It is each employee’s responsibility to apply common sense in business decisions
here specific rules do not provide all the answers.
C. In determining compliance with this standard in specific situations, employees
should ask themselves the following questions:
1. Is my action legal?
2. Is my action ethical?
3. Does my action comply with OC LAFCO policy?
4. Could my action appear to be inappropriate?
5. Does my action meet my personal code of ethics and behavior?
Each employee should be able to answer “yes” to all of these questions before
taking action.
D. Each OC LAFCO employee is responsible for the ethical business behavior of
his/her subordinates. All employees and commissioners must weigh carefully all
courses of action suggested in ethical as well as economic terms and base their
final decisions on the guidelines provided by this policy as well as their sense of

Page| 3

ATTACHMENT 3
right and wrong.
E. All OC LAFCO staff and commissioners will complete ethics training as
required by the State of California.
2.5

FRAUD POLICY
A. Scope
This policy applies to any fraud or suspected fraud involving employees, officers
or commissioners, as well as vendors, consultants, contractors, funding sources
and/or any other parties with a business relationship with OC LAFCO. Any
investigative activity required will be conducted without regard to the suspected
wrongdoer’s length of service, position/title, or relationship with OC LAFCO.
B. Policy
The Executive Officer, OC LAFCO staff and Commission are responsible for the
detection and prevention of fraud, misappropriations, and other irregularities.
Fraud is defined as the intentional, false representation or concealment of a
material fact for the purpose of inducing another to act upon it to his or her injury.
Each member of the OC LAFCO team will be familiar with the types of
improprieties that might occur within his or her area of responsibility and be alert
for any indication of irregularity.
Any fraud that is detected or suspected must be reported immediately to the
Executive Officer or, alternatively, to the Chair of the OC LAFCO Commission.
C. Actions Constituting Fraud
The terms fraud, defalcation, misappropriation, and other fiscal irregularities refer
to, but are not limited to:
1. Any dishonest or fraudulent act
2. Forgery or alteration of any document or account belonging to OC LAFCO
3. Forgery or alteration of a check, bank, draft, or any other financial document
4. Misappropriation of funds, securities, supplies, equipment, or other assets of
OC LAFCO
5. Impropriety in the handling or reporting of money or financial transaction
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6. Disclosing confidential and proprietary information to outside parties
7. Accepting or seeking anything of material value from contractors, vendors, or
persons providing goods or services to OC LAFCO
8. Destruction, removal or inappropriate use of records, furniture, fixtures, and
equipment
9. Any similar or related irregularity
D. Other Irregularities
Irregularities concerning an employee’s moral, ethical, or behavioral conduct
should be resolved by the Executive Officer. If there is a question as to whether an
action constitutes fraud, contact the Executive Officer or the Chair of the
Commission for guidance.
E. Investigation Responsibilities
The Executive Officer has the primary responsibility for the investigation of all
suspected fraudulent acts as defined in the policy. The Executive Officer may
utilize whatever internal and/or external resources necessary in conducting an
investigation. If an investigation substantiates that fraudulent activities have
occurred, the Executive Officer will issue a report to appropriate designated
personnel and, if appropriate, to the Commission. Decisions to prosecute or refer
the examination results to the appropriate law enforcement and/or regulatory
agencies for independent investigation will be made in conjunction with legal
counsel and senior management, as will final dispositions of the case.
F. Confidentiality
The Commission and the Executive Officer will treat all information received
confidentially. Any employee who suspects dishonest or fraudulent activity will
notify the Executive Officer or the Commission Chair immediately and should not
attempt to personally conduct investigations or interviews/interrogations related
to any suspected fraudulent act.
Investigation results will not be disclosed or discussed with anyone other than
those who have a legitimate need to know. This is important in order to avoid
damaging the reputations of person suspected but subsequently found innocent
of wrongful conduct and to protect OC LAFCO from potential civil liability.
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G. Authority for Investigation of Suspected Fraud
Members of the Commission will have:
1. Free and unrestricted access to all OC LAFCO records and premises, whether
owned or rented; and
2. The authority to examine and copy any portion of the contents of files, desks,
cabinets, and other storage facilities on the premises without prior knowledge
or consent of any individual who may use or have custody of any such items
or facilities when it is within the scope of their investigation.
2.6

GENERAL LEDGER AND CHART OF ACCOUNTS
The general ledger is defined as a group of accounts that supports the information
shown in the major financial statements. The general ledger is used to accumulate all
financial transactions of OC LAFCO and is supported by subsidiary ledgers that
provide details for certain accounts in the general ledger. The general ledger is the
foundation of the accumulation of data and reports.
A. Funding Accounting
OC LAFCO utilizes fund accounting. A fund is defined as a fiscal and accounting
entity with a self-balancing set of accounts established to record the financial
position and results of operations of a specific governmental activity. OC LAFCO
has the following funds:
1. General Fund – The government’s primary operating fund. It accounts for all
financial resources of the government, except those required to be accounted
for in another fund.
2. Special Revenue Funds – Used to account for the proceeds of specific revenue
sources that are restricted to expenditures for specified purposes.
B. Chart of Accounts Overview
The chart of accounts is the framework for the general ledger system, and therefore
the basis for OC LAFCO’s accounting system. The chart of accounts consists of
account titles and account numbers assigned to the titles. General ledger accounts
are used to accumulate transactions and the impact of these transactions on each
asset, liability, fund balance, revenue, and expenditure account. OC LAFCO’s chart
of accounts is comprised of six types of accounts:
1. Assets
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2. Liabilities
3. Fund Balance
4. Revenues
5. Expenses
6. Other Sources and Uses
OC LAFCO utilizes “Classes” in QuickBooks to track Special Revenue Fund
activities.
C. Account Definitions
1.

General Ledger

Account Range
QuickBooks

QuickBooks

Category
Assets

Liabilities

Definition
Assets are probable future economic benefits
obtained or controlled by the organization as
a result of past transactions.
Capital assets are not required on the fund
financial statements, only on the governmentwide financial statements.
Liabilities are probable future sacrifices of
economic benefits arising from present
obligations of the organization to transfer
assets or provide services to other entities in
the future as a result of past transactions or
events.
Liabilities of OC LAFCO are classified as
current or long-term.
Current liabilities are probable sacrifices of
economic benefits that will likely occur within
one year of the date of the financial statements
or which have a due date of one year or less.
Common examples of current liabilities
include accounts payable, accrued liabilities,
short-term notes payable, and deferred
revenue.
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QuickBooks
QuickBooks

Fund
Balance
Revenues

QuickBooks

Expenses

Long-Term Liabilities are probable sacrifices
of economic benefits that will likely occur
more than one year from the date of the
financial statements.
Fund Balance is the difference between total
assets and total liabilities.
Revenues are inflows or other enhancements
of assets, or settlements of liabilities, from
delivering or producing goods, rendering
services, or other activities that constitute an
organization’s ongoing major or central
operations.
Expenses are outflows or other using up of
assets or incurrences of liabilities from
delivering or producing goods, rendering
services, or carrying out other activities that
constitute OC LAFCO’s ongoing major or
central operations.

All general ledger entries that do not originate from an accounting cycle such as
cash receipts or cash disbursements shall be accompanied by supporting
documentation, which shall include a reasonable explanation of each such entry.
Examples of such entries include:
1. Recording of non-cash transactions
2. Corrections of posting errors
3. Accruals of income and expenses
PART 3 – Policies Associated with Revenues and Cash Receipts
2.7

REVENUE RECOGNITION POLICIES
OC LAFCO receives revenue from several types of transactions. Revenue from each
of these types of transactions is recognized in the financial statements of OC LAFCO
in the following manner:
A. OC LAFCO Apportionment – Received at the beginning of the fiscal year. Amount
is equal to the approved operating budget and is split three ways among the
County, the Cities, and the Special Districts. Revenues are recorded in the general
fund.
B. Application and Processing Fees – Provided by incoming project applications.
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Filing fees and time and material deposits are collected to offset costs associated
with applications and vary with each project. Filing fees are not budgeted as
revenue due to the uncertainty of when applications are filed. These fees are
accounted for by project and are recorded in a separate special fund.
C. Interest Income – Interest on investments held by the County, the Local Agency
Investment Fund (LAIF), Orange County Investment Pool (OC Fund), Public
Agency Retirement Services (PARS), or other investments permitted by
Commission policy. Interest income held by the County, LAIF and OC Fund is
recorded in the general fund. Interest income held by the PARS is recorded in the
PARS benefits trust account.
D. Other Income – Miscellaneous revenues, including copies of agenda packets,
minutes, and meeting tapes. Other income is recorded in the general fund.
2.8

BILLING/INVOICING POLICIES
A. Overview
The following is a list of items billed and/or accrued and received by OC LAFCO
and the frequency with which each is billed;
1. Annual Billings
a. OC LAFCO Apportionment – Billings are performed and collected by the
County of Orange.
2. Miscellaneous Billings
a. Filing Fees
b. Agenda and Minutes (copying fees)
c. Reimbursements (phone charges, workshops)
B. Receipt and Handling of Incoming Money
It is the responsibility of the Office Manager to open the mail on a daily basis. All
checks must be “restrictively endorsed” upon receipt. The Office Manager stamps
all checks with the agency’s endorsement stamp (“For Deposit Only, Account
#
”).
1. Check Log
The Office Manager makes copies of all incoming checks and will place the
properly endorsed checks in a lock box. The Office Manager will log the checks
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into a spreadsheet, which includes fields for the following information:
a. Payee
b. Check number
c. Amount of check
d. Date issued
e. Date of receipt
f. Date of deposit
g. Purpose of funds
h. Related OC LAFCO project number (if applicable)
The lock box will be properly secured, and its access will be limited to a
minimum number of OC LAFCO staff.
2. Deposits
The Executive Officer, the Assistant Executive Officer, or the Executive
Officer’s designee will prepare a deposit slip when checks are received by the
agency and will deposit funds into the agency’s bank account. The Office
Manager will place copies of the deposit slips and corresponding bank receipts
in the designated folder. The Office Manager will update the check log to reflect
the deposits.
3. Reconciliation of Accounts
The accounting firm staff will perform a reconciliation of the agency’s bank
accounts monthly upon receipt of the agency’s bank statements. The
accounting firm staff will compare the deposit slips to the check log and the
agency’s bank statements to ensure that all funds are properly deposited and
credited to the agency’s accounts. The accountant will review the accounting
firm staff’s work.
C. Wire Transfers between Agency Accounts
The agency will maintain a deposit in an amount equal to estimated costs of
quarterly payroll in County Account 770. The remaining balance will be wired to
the agency’s bank account. The accounting firm staff will prepare a cash flow
analysis, and permitted uses for excess cash shall be as follows: (a) contributions
to the agency’s Public Agency Retirement Services (PARS) Section 115 benefits
trust; and (b) investment in the Local Agency Investment Fund (LAIF), Orange
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County Investment Pool (OC Fund) and/or other investment options approved
by the Commission. Wire transfers for such permitted uses shall be processed in
accordance with the wire transfer procedures of the County of Orange, OC Fund,
LAIF and PARS.
The Executive Officer and the Executive Officer’s designee will complete the
County of Orange Wire Transfer Request Form. The completed Wire Transfer
Form will be signed by BOTH the Executive Officer and the Executive Officer
designee. The Office Manager will make a copy of the Wire Transfer Form for the
agency’s records and will submit the signed Wire Transfer Request Form to the
County Auditor–Controller for processing.
The accounting firm staff will compare the Wire Transfer Request Form to the
agency’s bank statements each month to ensure that all funds are properly
transferred and credited to the agency’s accounts. Periodically, a withdrawal of
funds from LAIF and the OC Fund will be required to maintain ongoing payroll
and operating expenses.
LAIF deposits and withdrawals are completed electronically. All electronic
deposits and withdrawals will be authorized by the Executive Officer and/or the
Executive Officer’s designee. A log of all deposits and withdrawals for LAIF will
be maintained and documentation of each deposit and withdrawal will be provided
to the accounting firm staff.
OC Fund deposits and withdrawals require at least one (1) full business day to
complete a deposit and at least three (3) full business days to complete a
withdrawal. Deposits require the completion of a deposit form signed by both the
Executive Officer and the Executive Officer designee. Withdrawals of funds from
the agency’s bank accounts to the OC Fund require completion of appropriate
transfer documents signed by both the Executive Officer and the Executive Officer
designee. A log of all deposits and withdrawals for the OC Fund will be
maintained and documentation of each deposit and withdrawal will be provided to
the accounting firm staff.
Contributions to and payment reimbursements/distributions from the Section 115
benefits trust shall be processed in accordance with the PARS Administrative
Agreement. The Executive Officer or the Executive Officer’s designee shall
complete the required forms to effect any contributions or distributions of the
benefits trust account. A record of all transactions of the benefits trust will be
maintained and documentation of each contribution and distribution will be
provided to the accounting firm staff.
D. Cash Disbursements
1. Vendor Invoices
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The Office Manager will receive and open mail, date stamp all invoices, and
place invoices in accounting firm staff’s folder for processing. The Office
Manager will forward all invoices to the Executive Officer or Executive Officer
designee for review and approval. The Office Manager will coordinate
approval of the invoices and identify a project number for each invoice. The
accounting firm staff will record the invoice in QuickBooks and generate the
check. All invoices will be approved by the Executive Officer prior to payment.
The Office Manager will place a copy of the check and invoice in the respective
vendor files. The Office Manager will mail checks to vendors.
2. Check-Writing Provisions
The Executive Officer or the Executive Officer designee may sign checks
written for less than $500. Checks written for $500 or more require the
signatures of BOTH the Executive Officer and the Executive Officer’s designee.
The Office Manager will maintain copies of all checks written on the agency’s
checking account.
3. Reconciliation
The accounting firm staff will perform a reconciliation of the agency’s bank
accounts monthly upon receipt of the agency’s bank statements. This includes
a reconciliation of the agency’s checking account. The accounting firm staff will
compare checks written on the agency’s checking account against the agency’s
bank statements to ensure that all funds are properly debited from the agency’s
account.
4. Stale Checks
In reconciling the agency’s checking account, the accounting firm staff will be
responsible for identifying checks issued by OC LAFCO which have not been
cashed within six months of issuance. The accounting firm staff will notify the
Executive Officer of any “stale” checks during the checking account
reconciliation process. If any stale checks are identified, the Executive Officer
or the Executive Officer’s designee will request the bank to issue a “stop
payment” and direct the accounting firm staff to prepare a replacement check
when necessary.
5. Check Stock
Check stock will be maintained in a locked drawer in the Executive Officer’s
office. Access to the check stock will be restricted to the Executive Officer or
the Executive Officer’s designee.
6. Agency Credit Card
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All credit card purchases of $250 or more must be approved, prior to
transaction, by BOTH the Executive Officer and the Executive Officer designee.
OC LAFCO maintains three (3) credit cards. The Office Manager, Assistant
Executive Officer and the Executive Officer each hold one card. All credit card
bills must be reviewed by the Executive Officer prior to payment being issued.
All purchases made with the OC LAFCO credit cards must be directly related
to OC LAFCO’s mission.
E. Reporting
Reports – Monthly reports, prepared by the accounting firm staff, for OC LAFCO
staff and/or Commission will include:
1. Balance Sheet.
2. Cash Flow Statement.
3. Detailed Profit and Loss Statement.
4. Summary Profit and Loss with Budget and Percentages.
5. Separate reports of designated projects as needed.
PART 4 – Policies Associated with Expenditures and Disbursements
2.9

PURCHASING POLICIES AND PROCEDURES
A. Overview
THE POLICIES DESCRIBED IN THIS SECTION APPLY TO ALL PURCHASES
OF GOODS AND SERVICES MADE BY OC LAFCO.
It is the policy of OC LAFCO to follow a practice of ethical, responsible and
reasonable procedures related to purchasing, agreements and contracts, and
related forms of commitment. The policies in this section describe the principles
and procedures that all staff shall adhere to in the completion of their designated
responsibilities.
B. Authorizations and Purchasing Limits
All purchases should adhere to the following guidelines:
Dollar Limit

# of Quotes

Approved by

Goods
Under $500

Required
Communication

0

Oral

Executive Officer
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$501 - $10,000
$10,000 and over
Services
Under $500
$501 - $10,000
$10,001 and over

2
3

Written
Written

Executive Officer
Commission

0
2
3

Oral
Written
Written

Executive Officer
Executive Officer
Commission

C. Evaluation Process for a Request for Proposal (RFP)
When an RFP process is used to solicit vendors/consultants to provide a service
or produce a specialized report for OC LAFCO, the Executive Officer shall develop
a rating sheet to assist in the review of all submittals. The rating sheet shall include
categories specific to the service or report being requested that comprehensively
evaluates the individuals and/or firms competing for the OC LAFCO contractual
agreement. The Executive Officer shall assign at least two (2) reviewers to
participate in the review of the prospective vendor/consultant. Reviewers may
include OC LAFCO staff and/or outside experts at the discretionof the Executive
Officer.
Upon the Commission’s final selection of a vendor/consultant in an open and
competitive selection process, the final rating sheet will be made available to the
Commission and all competitors upon request.
RFPs should provide for all of the following:
1. A clear and accurate description of the technical requirements for the material,
product or service to be procured. In competitive procurements, such a
description shall not contain features which unduly restrict competition.
2. Requirements that the bidder/offer must fulfill and all other factors to be used
in evaluating bids or proposals.
3. A description, whenever practicable, of technical requirements in terms of
functions to be performed or performance required, including the range of
acceptable characteristics or minimum acceptable standards.
4. A description of the proper format, if any, in which proposals must be
submitted, including the name of the OC LAFCO person to whom proposals
should be sent.
5. The date by which proposals are due.
6. Required delivery or performance dates/schedules.
7. Clear indications of the quantity(ies) requested and units of measure.
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OC LAFCO may consider vendors/consultants to provide a service or produce a
specialized report for OC LAFCO from a list established through an RFP process
conducted by other LAFCOs or the County of Orange within the last three
calendar years to provide a similar service.
D. Special Purchasing Conditions
1. Emergencies: Where equipment, materials, parts, and/or services are needed
immediately, quotations will not be necessary if the health, welfare, safety, etc.,
of staff and protection of organization property are involved.
2. Single Distributor/Source: Where there is only one (1) distributor for
merchandise needed and no other product meets the stated needs or
specifications, quotations will not be necessary.
E. Vendor Files and Required Documentation
The Officer Manager shall create a vendor file for each new vendor from who OC
LAFCO purchases goods or services. Copies of purchase orders, contracts, and all
vendor invoices will be maintained in the vendor file.
F. Sole Source Service Agreements
In the event specialized OC LAFCO consultant services estimated to cost up to
$10,000 annually are needed to assist staff in completing a time-sensitive project
or study, the Executive Officer may elect to waive the RFP process, subject to the
following findings:
1. The consultant(s) selected offer a combination of skills, education and work
experience that uniquely qualifies that individual or firm to provide the OC
LAFCO services, and
2. Even with due attention given to the project by staff, normal RFP processes
would impair OC LAFCO’s ability to meet statutory or Commission deadlines.
An annual report on agency agreements, including sole source service agreements,
will be provided to the Commission.
2.10 ACCOUNTS PAYABLE MANAGEMENT
A. Overview
OC LAFCO strives to maintain efficient business practices and sound cost controls.
A well-managed accounts payable function can assist in accomplishing this goal,
from the purchasing decision through payment and check reconciliation.
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The vendor invoice should be supported by an approved purchase order where
necessary and should be reviewed and approved by the Executive Officer or the
Executive Officer’s designee prior to being processed for payment. Invoices and
related general ledger account distribution codes are reviewed prior to processing
disbursements.
The primary objective for accounts payable and cash disbursements is to ensure
that:
1. Disbursements are properly authorized.
2. Invoices are processed in a timely manner.
3. Invoice charges do not exceed the purchase order or OC LAFCO contract
amount.
B. Processing of Invoices
The following procedures shall be applied to each invoice by the accounting firm
staff:
1. Check the mathematical accuracy of the vendor invoice.
2. Compare the nature, quantity and prices of all items ordered per the vendor
invoice to the purchase order, packing slip and receiving report.
3. Check the general ledger account identified by the Office Manager and
approved by the Assistant Executive Officer, using the Organization’s current
chart of accounts.
4. Obtain the approval of the Executive Officer (or their designee) associated with
the goods or services purchased.
C. Payment Discounts
To the extent practical, it is the policy of OC LAFCO to take advantage of all
prompt payment discounts offered by vendors. When availability of such
discounts is noted, and all required documentation in support of payment is
available, payments will be scheduled to take full advantage of the discounts.
D. Employee Expense Reimbursements
Whenever OC LAFCO employees desire to be reimbursed for out-of-pocket
expenses for item(s) or service(s) appropriately relating to agency business, they
shall submit their requests on a reimbursement form approved by the Executive
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Officer or the Executive Officer designee. Included on the reimbursement form
will be an explanation of the agency-related purpose for the expenditure(s), and
receipts evidencing each expense shall be attached. Receipts are required to be
submitted in conjunction with the expense report form. Failure to submit
necessary receipts will result in denial of the reimbursement claim. Expense
reports shall be submitted within 90 days after incurring the expense.
It is against the law to falsify expense reports. Penalties for misuse of public
resources or violating this policy may include, but are not limited to, the following:
1. The loss of reimbursement privileges.
2. Restitution to the local agency.
3. Civil penalties for misuse of public resources pursuant to Government Code
Section 8314.
4. Prosecution for misuse of public resources, pursuant to Section 424 of the Penal
Code, penalties for which include 2, 3, or 4 years in prison.
The Executive Officer will review and approve reimbursement requests.
Reimbursement requests by the Executive Officer will be reviewed by the
Executive Officer designee.
E. Commissioner Expense Reimbursements
OC LAFCO shall adhere to Government Code Section 56334 when dealing with
issues of commissioner remuneration and reimbursement.
Attendance at a meeting of the Commission or LAFCO-related conference or event
engenders a commissioner to be eligible to receive compensation.
Commissioners are eligible to receive reimbursements for travel, meals, lodging,
and other reasonable and necessary expenses for attending the above on behalf of
OC LAFCO. Reimbursements rates shall coincide with rates set by Internal
Revenue Service Publication 463 or its successor publication(s).
Lodging costs shall not exceed the maximum group rate published by the
conference or activity sponsor. If the published group rate is unavailable,
commissioners shall be reimbursed for comparable lodging at government or IRS
rates. Commissioners shall use government or group rates offered by the provider
of transportation when available.
Any and all expenses that do not fall within the adopted travel reimbursement
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policy or the IRS reimbursable rates are required to be approved by the
Commission in a public meeting prior to the expense(s) being incurred. Expenses
that do not adhere to the adopted travel reimbursement policy or the IRS
reimbursable rates, and that do not receive prior approval from the Commission
in a public meeting prior to the expense being incurred, shall not be eligible for
reimbursement.
OC LAFCO shall provide expense reimbursement report forms to Commissioners
who attend the above functions on behalf of the Commission, which shall
document that expenses adhere to this policy. Receipts are required to be
submitted in conjunction with the expense report form. Failure to submit
necessary receipts will result in denial of the reimbursement claim. Expense
reports shall be submitted within a reasonable time, and at no time more than 90
days after incurring the expense.
It is against the law to falsify expense reports. Penalties for misuse of public
resources or violating this policy my include, but are not limited to, the following:
1. The loss of reimbursement privileges.
2. Restitution to the local agency.
3. Civil penalties for misuse of public resources pursuant to Government Code
Section 8314.
4. Prosecution for misuse of public resources, pursuant to Section 424 of the Penal
Code, penalties for which include 2, 3, or 4 years in prison.
2.11 CREDIT CARD PURCHASES
A. Overview
The Office Manager, the Assistant Executive Officer, and the Executive Officer are
the custodians of the credit cards. When purchases are made, the receipts are
retained in accordance with the Commission’s retention policy.
B. Reconciliation of Statements
The receipts shall be maintained in the OC LAFCO Purchasing Card binder.
When the monthly statements are received, the purchases should be compared to
the receipts maintained by the Office Manager. The credit card Statement of
Account will be signed by the Executive Officer and the Executive Officer
designee verifying that all purchases are valid.
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2.12 PAYROLL AND RELATED POLICIES
A. Payroll Administration
OC LAFCO operates on a bi-weekly payroll. For all OC LAFCO employees, a
personnel file is established and maintained with current documentation, as
described throughout this section.
The following forms, documents and information shall be obtained and included
in the personnel files of all new employees:
1. Letter of Interest and resume.
2. Applicant references (work & personal).
3. Interview questions and notes.
4. Form W-4 Employee Federal Withholding Certificate.
5. State Withholding Certificate.
6. Form I-9 Employment Eligibility Verification.
7. Copy of driver’s license.
8. Copy of Social Security card issued by the Social Security Administration.
9. Starting date and scheduled hours.
10. Job title and starting salary.
11. Authorization for direct deposit of paycheck, along with a voided check or
deposit slip.
All personnel documents will be maintained within a confidential and protected
filing system.
B. Changes in Payroll Data
It is policy of OC LAFCO that all of the following changes in payroll data are to be
authorized in writing:
1. New hires.
2. Terminations.
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3. Changes in salaries and pay rates.
4. Voluntary payroll deductions.
5. Changes in income tax withholding status.
6. Court-ordered payroll deductions.
New hires, terminations, and changes in salaries or pay rates shall be authorized
in writing by the Executive Officer and forwarded to the County. Salary changes
for the Executive Officer are approved by the Commission and authorized in
writing by the OC LAFCO Chair.
Voluntary payroll deductions and changes in income tax withholdings status shall
be authorized in writing by the individual employee.
Documentation of all changes in payroll data shall be maintained in each
employee’s personnel file.
C. Preparation of Timesheets
Each OC LAFCO employee must sign or initial a Bi-Weekly Timesheet detailing
the hours worked, following the close of each pay period. The Executive Officer
and/or Executive Officer’s designee shall review and sign all staff timesheets. The
Officer Manager shall be responsible for reviewing the Executive Officer’s
timesheet. In addition, each employee shall complete an electronic timesheet
through the County of Orange Virtual Timesheet Interface (VTI). As the County of
Orange is the payroll agent for OC LAFCO, the VTI timesheets are required. The
Office Manager shall also complete a cover sheet identifying the organization,
number of employees, and pay period. This form should be signed by the
Executive Officer or the Office Manager/Commission Clerk and remitted to the
County for processing.
D. Review of Payroll
Upon receipt of the bi-weekly payroll reports, the Executive Officer should review
the payroll reports for accuracy. This review shall include verification of the
following: employee status (active/non-active/terminated), bi-weekly pay
(current hourly and total) and vacation accrual and time-off. The Executive Officer
shall sign the payroll report indicating that it has been reviewed.
E. Distribution of Payroll
It is recommended that payroll payments be transferred electronically by County
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Payroll into OC LAFCO employees’ bank accounts. However, employees may
elect to receive bi-weekly payroll checks.
F. Independent Contractors and Commissioners
1. Independent Contractors
OC LAFCO utilizes private individuals and firms (“Independent Contractors”)
to provide a variety of specialized and professional services. The provision of
and payment procedures for these services are established and outlined in a
written professional services agreement approved by the Executive Officer or
the Commission. The following payroll and related policies that apply to an
Independent Contractor include:
a. Payments to OC LAFCO Independent Contractors are made subject to the
terms and conditions of the respective professional services agreement.
Payments to all independent contractors are prepared by the OC LAFCO
accounting staff. No payments to any independent contractor shall be
processed through the County of Orange payroll system.
b. OC LAFCO Independent Contractors shall maintain a separate business
location and requested license and insurance requirements.
c. OC LAFCO Independent Contractors shall use their own equipment and
resources (i.e., computer, laptop, cell phone) to provide the services
outlined in the respective professional services agreement.
d. OC LAFCO Independent Contractors must provide a completed IRS
“Request for Taxpayer Identification Number and Certification (W-9)”
upon execution of the professional services agreement.
e. OC LAFCO Independent Contractors will be sent a Form 1099 if total
compensation paid to that individual/firm for any calendar year, on the
cash basis, is $600 or more. The amount reported on a Form 1099 is equal to
the compensation paid to that person during a calendar year (on the cash
basis). Excluded from “compensation” are reimbursements of business
expenses that have been accounted for by the contractor by supplying
receipts and business explanations.
2. Commissioners
OC LAFCO Commissioners are not considered OC LAFCO employees.
Stipend payments to Commissioners are processed by an independent payroll
company and not through the County of Orange payroll system. Under
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Internal Revenue Code Section 3401(c), OC LAFCO’s treatment of
Commissioners as “statutory employees” applies for income tax withholding
purposes only, and not for any other purpose.
PART 5 – Policies Pertaining to Specific Asset and Liability Accounts
2.13 CASH AND CASH MANAGEMENT
A. Cash Accounts
The primary operating account provides for routine business check
disbursements. All cash and credit card deposits are made to this account. Bank
reconciliations are performed by the OC LAFCO accounting firm staff. The
following minimum balances shall be maintained in the agency’s accounts at all
times to ensure there are sufficient funds to cover ongoing operating and payroll
expenses:
Savings:
Payroll:
Checking:

$205,000
3 Months of Current Payroll Expenses
3 Months of Operational Expenses

B. Reserve Policy
OC LAFCO currently has three reserve funds restricted to the agency’s savings
account. These funds are as follows: (1) Contingency; (2) Litigation; and, (3)
Unfunded Liability. These accounts are considered “restricted” accounts and are
only used for the specific purposes described below:
1. Contingency Reserves – restricted funds to cover any unforeseen future agency
loss and/or urgency which includes but is not limited to property or
equipment damage, loss or theft. The minimum balance in the Contingency
Reserve Account shall be $100,000.
2. Litigation Reserves – restricted funds for costs related to agency legal
challenges. The minimum balance in the Litigation Reserve Account shall
be $75,000.
3. Unfunded Liability Reserve – restricted funds to offset anticipated agency
liabilities including employee vacation and administrative leave payouts. The
minimum balance in the Unfunded Liability Reserve Account shall be $30,000.
2.14

INVESTMENTS
A. Authority
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In accordance with California Government Code Section 56300 et seq., the
authority to invest public funds not required for the immediate needs of the
agency is expressly delegated to OC LAFCO. The Commission may also
delegate this responsibility to the OC LAFCO Executive Committee and the
ExecutiveOfficer.
The purpose of this section of the policy is to establish investment guidelines
for OC LAFCO officials to ensure the stewardship of agency funds. Pursuant
to state law, the Commission, Executive Committee, Executive Officer, and
Executive Officer Designee, when investing OC LAFCO funds, shall act with
care, skill, prudence, and diligence under the circumstance than prevailing,
including, but not limited to, the general economic conditions and the
anticipated needs of the agency. All investment shall be in conformance with
federal, state and other legal requirements.
Investments made pursuant to this policy are limited to those instruments
specified by OC LAFCO. The Commission shall review the investment
program quarterly.
B. Investment Objectives
The specific objectives for all funds invested as defined by this policy are listed
in priority order as follows:
1. Safety of Principal
The preservation of principal is of primary importance. Each transaction
shall seek to ensure that capital losses are avoided.
2. Legality
Each transaction and the entire investment program must comply with the
California Government Code and OC LAFCO’s investment policy as
defined herein.
3. Liquidity
The invested funds should remain sufficiently flexible to enable OC LAFCO
to meet all operating requirements which may be reasonably anticipated.
The managing of OC LAFCO investments shall be subject to the prudent
investor standard, a standard of conduct requiring that any investment be
made with care, skill, prudence, and diligence in order to safeguard agency
funds and maintain the liquidity needs of the agency.
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C. Return on Investment
Investments shall be undertaken to produce an acceptable rate of return after
first considering safety of principal and liquidity and the prudent investor
standard.
Authority to manage OC LAFCO’s investment program is delegated to the OC
LAFCO Commission. Management responsibility is hereby delegated to the
Executive Committee and the Executive Officer under the direction of the full
OC LAFCO Commission.
D. Authorized Investments
Agency funds that are not required for the immediate needs of OC LAFCO may
be invested as follows:
•

Investment Funds
Agency funds not required for immediate needs of OC LAFCO may be
remitted to the State Local Agency Investment Fund (LAIF) or the
Orange County Investment Pool (OC Fund) for the purpose of
investment (Government Code Section 16429.1).

•

Section 115 Public Agencies Post-Employment Benefits Trust
Agency funds from excess cash net income and not required for
immediate needs of OC LAFCO may be deposited to the benefits trust
account managed through an agreement with the Public Agency
Retirement Services (PARS). The account is established for agency
contributions towards the payment of pension and post-employment
benefit obligations and lowering of the agency’s overall net pension
expenses. The annual transfer to the benefits trust account must not
exceed fifty percent (50%) of the excess cash net income at fiscal year-end,
unless approved by the Commission.

•

Other Investments
Other investments permitted by Government Code Section 53600 may
be made subject to prior approval of the Commission and may include
the following:
o U.S. Government and Agencies Obligations
o Negotiable Certificates of Deposit issued by a national or statechartered bank, a state or federal savings and loan association, or
a savings bank with ratings equivalent by Fitch to F1 or better.
As deemed appropriate, the Commission may, at any time, further
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restrict the securities approved for investment.
E. Reporting
The Executive Officer shall submit a quarterly report to the Commission
showing investment activity, including yield and earnings and the status of
cash by depository.
As part of the Commission’s annual audit, the independent auditor shall also
evaluate investment performance and conduct an operations audit. The
purpose of these examinations shall be to obtain suggestions for improved
future performance and to verify that investments have been done in accordance
with the policy and all applicable laws.
2.15

FIXED ASSET MANAGEMENT
A. Capitalization Policy
Physical assets acquired with unit costs in excess of $2,000 are capitalized as
fixed assets on the financial statements. Items with unit costs below this
threshold shall be expensed in the year purchased.
Capitalized fixed assets are accounted for at their historical cost and all such
assets, except land, are subject to depreciation over their estimated useful lives
for government-wide financial statements in accordance with GASB Statement
No. 34.
B. Contributed Assets
Assets with fair market values in excess of $2,000 (per unit) that are contributed
to OC LAFCO shall be capitalized as fixed assets on the financial statements.
Contributed items with market values below this threshold shall be expensed
in the year contributed.
Capitalized contributed assets are accounted for at their market value at the
time of donation and all such assets, except land, are subject to depreciation for
government-wide financial statements.
C. Establishment and Maintenance of a Fixed Asset Listing
All capitalized fixed assets shall be recorded in a property log. This log shall
include the following information with respect to each asset:
1. Date of acquisition.
2. Cost.
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3. Description (including color, model, and serial number).
4. Location of asset.
5. Depreciation method.
6. Estimated useful life.
A physical inventory of all assets capitalized under the preceding policies will
be taken on an annual basis by OC LAFCO. This physical inventory shall be
reconciled to the property log and adjustments made as necessary. All
adjustments resulting from this reconciliation will be approved by the
Executive Officer.
D. Depreciation and Useful Lives
All capitalized assets are maintained in the special fixed assets account group.
Fixed assets are depreciated over their estimated useful lives using the straightline method only when presenting government-wide financial statements.
Fund financial statements do not include fixed assets or depreciation.
In the year of acquisition, depreciation is recorded based on the number of
months the asset is in service, counting the month of acquisition as a full month.
(Example: an asset purchased on the 15th day of the fifth month shall have 8 full
months of depreciation (eight-twelfths of one year) recorded for that year.)
Estimated useful lives of capitalized assets shall be determined by the
Executive Officer. The following is a list of the estimated useful lives of each
category of fixed asset for depreciation purposes:
Furniture and fixtures
General office equipment
Computer hardware and peripherals
Computer software
Leased assets

Up to 10 yrs.
5 yrs.
3-5 yrs.
2-3 yrs.
Life of Lease

For accounting and interim financial reporting purposes, depreciation expenses
will be calculated on an annual basis in conjunction with the annual audit.
E. Repairs of Fixed Assets
Expenditures to repair capitalized assets shall be expensed as incurred if the
repairs do not materially add to the value of the property or materially prolong
the estimated useful life of the property.
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Expenditures to repair capitalized assets shall be capitalized if the repairs
increase the value of property, prolong its estimated useful life, or adapt it to a
new or different use. Such capitalized repair costs shall be depreciated over the
remaining estimated useful life of the property. If the repairs significantly
extend the estimated useful life of the property, the original cost of the property
shall also be depreciated over its new, extended useful life.
F. Dispositions of Fixed Assets
In the event a non-expendable asset is sold, scrapped, donated or stolen,
adjustments need to be made to the fixed asset listing and property log.
2.16

ACCRUED LIABILITIES
A. Identification of Liabilities
The accounting department shall establish a list of commonly incurred
expenses that may have to be accrued at the end of an accounting period. Some
of the expenses that shall be accrued by OC LAFCO at the end of an accounting
period are:
1. Salaries and wages.
2. Payroll taxes.
3. Vacation pay.
4. Facility expenses payable to the County.
In addition, OC LAFCO shall record a liability for deferred revenue (revenue
received but not yet earned) in accordance with the revenue recognition
policies described elsewhere in this policy.
PART 6 – Policies Associated with Financial Reporting

2.17

REPORTS RECEIVED FROM THE COUNTY ORANGE
Some reports are provided to OC LAFCO from the County of Orange on a monthly
basis. Such reports should be used to reconcile revenues/disbursements for the
month, if appropriate.

2.18

FINANCIAL STATEMENTS
Preparing financial statements and communication of key financial information is
a necessary and critical accounting function.
Financial statements are
management tools used in making decisions, in monitoring the achievement of
Page| 27

ATTACHMENT 3
financial objectives, and as a standard method for providing information to
interested parties external to the organization. Financial statements may reflect
year-to-yearhistorical comparisons or current year budget to actual comparisons.
The basic financial statements of OC LAFCO that are maintained on an
organization-wide basis should include:
A. Monthly Financial Statements
1. YTD Combined Expense Summary by Agency – reports budget,
encumbrances, expenditures, and remaining budget amounts by account.
2. YTD Combined Revenue Summary by Agency – reports budgeted and
actual revenues by account.
B. Quarterly Financial Statements
1. Balance Sheet – reflects assets, liabilities and fund balance of the
organization.
2. Cash Flow Statement – provides aggregate data regarding all agency cash
inflows from both ongoing operations and external investment sources and
all case outflows that fund agency operations and investments during a
given quarter.
3. Statement of Revenue, Expenditures, and Changes in Fund Balance –
presents the budget and actual revenues and expenditures of the
organization.
C. Annual Financial Statements
1. Annual Audited Financial Statements – to be provided by the Independent
Auditor.
2.19

ANNUAL AUDIT
A. Role of the Independent Auditor
It is the policy of OC LAFCO to arrange for an annual audit of its financial
statements to be conducted by an independent accounting firm. The
independent accounting firm selected by OC LAFCO will be required to
communicate directly with the Commission upon the completion of their audit.
In addition, members of the Commission may initiate communication directly
with the independent accounting firm.
Audited financial statements, including the auditor’s opinion thereon, will be
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submitted to the Commission by the independent accounting firm and the
financial statements will be presented for consideration by the Commission at
a regular meeting.
B. How Often to Review the Selection of the Auditor
In accordance with agency policy and state law, OC LAFCO shall review the
selection of its independent auditor in the following circumstances:
1. Anytime there is dissatisfaction with the service of the current firm.
2. When a fresh perspective and new ideas are desired.
3. A change in Auditor every six years should be considered to ensure
competitive pricing and a high quality of service.
4. OC LAFCO is restricted from employing a public accounting firm to
provide audit services if the lead partner or coordinating audit partner
having primary responsibility for the audit, has performed audit services
for OC LAFCO for six consecutive fiscal years.
C. Selecting an Auditor
The selection of an accounting firm to conduct the annual audit is a task that
should be taken very seriously. The following factors shall be considered by
OC LAFCO in selecting an accounting firm:
•

The firm’s reputation in the government community.

•

The depth of the firm’s understanding of and experience with
governmental agencies.

•

The demonstrated ability to provide the services requested in a timely
manner.

•

The ability of firm personnel to communicate with Organization
personnel in a professional and congenial manner.

If OC LAFCO decides to prepare and issue a written Request for Proposal
(RFP) to be sent to prospective audit firms, the following information shall be
included:
•

Period of services required.

•

Type of contract to be awarded (fixed fee, cost basis, etc.).
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•

Complete description of the services requested (audit, management
letter, etc.).

•

Identification of meetings requiring their attendance, such as staff or
Commission meetings.

•

OC LAFCO Organizational Chart.

•

Chart of account information.

•

Financial information about the organization.

•

Copy of prior year reports (financial statements, management letters,
etc.).

•

Other information considered appropriate.

•

Description of proposal and format requirements.

•

Due date of proposals.

•

Overview of selection process (i.e. whether finalists will be interviewed,
when a decision shall be made, etc.).

•

Identification of criteria for selection.

Minimum Proposal Requirements form prospective CPA firms shall be:
•

Firm background.

•

Biographical information (resumes) of key firm members who will
serveOC LAFCO.

•

Client references.

•

Information about the firm’s capabilities.

•

Firm’s approach to performing an audit.

•

Copy of the firm’s most recent quality/peer review report, including
any accompanying letter of findings.

•

Other resources available with the firm.

•

Expected timing and completion of the audit.
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•

Expected delivery of reports.

•

Cost estimate including estimated number of hours per staff member.

•

Rate per hour for each auditor.

•

Other information as appropriate.

D. Preparation for the Annual Audit
OC LAFCO shall be actively involved in planning for and assisting with the
independent accounting firm in order to ensure a smooth and timely audit of
its financial statements. In that regard, the accounting department shall
provide assistance to the independent auditors in the following areas:
1. Planning – The Executive Officer is responsible for delegating the
assignments and responsibilities to accounting staff in preparation for the
audit. Assignments shall be based on the list of requested schedules and
information provided by the independent accounting firm.
2. Commission Involvement – Organization staff will do as much work as
possible in order to assist the auditors and, therefore, reduce the cost of the
audit. The Commission’s Executive Committee may assist OC LAFCO in
fulfilling its audit oversight responsibilities with regard to (1) the integrity
of OC LAFCO’s financial statements, (2) OC LAFCO’s compliance with
legal and regulatory requirements, and (3) the independent auditor’s
qualifications and independence. In providing this assistance to the full
Commission, the Executive Committee may assume audit responsibilities
as provided herein and recommend action on all audit matters to the full
Commission.
Audit responsibilities of the Executive Committee may include, but is not
limited to, the following:
•

Review of the auditor’s proposed audit scope and approach.

•

Review of annual financial audit reports, schedules, and
management letter.

•

Any serious difficulties or disputes with management encountered
during the audit.

•

Matters required to be discussed by Statements on Auditing
Standards issued by the Auditing Standards Board of the American
Institute of Certified Public Accountants or other state or federal
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agencies.
•

Review of the performance of the auditors, including any issues
arising during their most recent quality-control or peer review, and
their independence as it relates to OC LAFCO.

•

Review of the Executive Committee’s audit responsibilities annually
to reassess their adequacy and recommend any proposed changes.

•

Review the Executive Committee’s effectiveness in carrying out its
responsibilities.

•

Other matters deemed appropriate by the OC LAFCO Chair.

3. Interim Procedures – To facilitate the timely completion of the annual audit,
the independent auditors may perform selected audit procedures prior to
the organization’s year-end. By performing significant portions of audit
work as of an interim date, the work required subsequent to year-end is
reduced. Organization staff will assist as much as possible in order to
provide requested schedules and documents and to otherwise assist the
auditors during any interim audit fieldwork that is performed.
Throughout the audit process, it shall be the policy of OC LAFCO to make
every effort to provide schedules, documents and information requested by
the auditors in a timely manner.
E. Concluding the Audit
Upon receipt of a draft of the audited financial statements of OC LAFCO from
its independent auditor, the Executive Officer, the OC LAFCO accounting firm
staff shall perform a detailed review of the draft, consisting of the following
procedures:
1. Carefully read the entire report for typographical errors.
2. Trace and agree with each number in the financial statements and
accompanying footnotes to the accounting records and/or internal
financial statements of OC LAFCO.
3. Review each footnote for accuracy and completeness.
Any questions or errors noted as part of this review shall be communicated to
the independent auditor in a timely manner and resolved to the satisfaction of
the Executive Officer.
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It shall also be the responsibility of the Executive Officer to review and respond
in writing to all management letters or other internal control and compliance
report findings and recommendations made by the independent auditor.

Original Adoption Date: 2/9/2005
Date of Last Review: 10/13/21
Revisions: 10/13/21, 11/13/2019, 02/14/2018, 10/14/2015, 4/9/2014, 2/13/2013,
12/12/2012,2/8/2012, 2/9/2011, 3/11/2009
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