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TO: Local Agency Formation Commission

FROM: Gary Thompson, Executive Officer
Crystal Craig, Assistant Executive Officer

SUBJECT: DISCUSSION AND POTENTIAL DIRECTION REGARDING FORENSIC AUDITS OF
PUBLIC AGENCIES UNDER LAFCO PURVIEW

At the request of Commissioner Sanchez during the May 28, 2026, Commission
meeting, the Commission directed staff to bring forward an agenda item for
this meeting to discuss the potential to conduct LAFCO initiated periodic
forensic audits for agencies that appear to have financial difficulties
and/or on a random basis to ensure greater agency accountability.

Although wvirtually all regular annual or bi-annual audits are conducted
under the Government Accounting Standards Board (GASB) normal auditing
standards, the level of audits are limited to review and limited testing
of financial processes to determine the wvalidity of the overall financial
statements.

Forensic audits delve much deeper into the financial management operations
of an agency looking for areas where basic accounting policies are not
followed such as accounting entries, purchasing policies (contracts),
segregation of duties requirements, potential fraudulent or material
misstatement errors, and potential conflicts of interest.

Costs associated with forensic audits are substantially higher than a
standard public agency audit performed under the Government Accounting
Standards Board. Costs can range from the tens of thousands of dollars
upwards of $100,000 to $250,000 depending on the financial complexity of
the specific agency being audited.

STAFF RECOMMENDATION :

It is recommended that the Commission:

1. Discuss and provide direction to staff regarding any decisions are
made to proceed with developing a plan to implement any parameters
the Commission wants to include in a process/program.

Respectfully submitted,
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