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City of Calistoga
Staff Report

TO: Honorable Mayor and City Council

FROM: Bill Mushallo, Administrative Services Director

DATE: August 3, 2010

SUBJECT: éudit Services for June 30, 2010 Comprehensive Annual Financial
eport

APPROVAL FOR FORWARDING:

William C. Norton, Interi% City Manager

ISSUE: To consider a Resolution to appoint Terry Krieg, CPA, to audit the
City financial statements for the year end June 30, 2010.

RECOMMENDATION: To adopt the Resolution authorizing the City Manager
to accept the auditing and reporting services proposal from Terry Krieg, CPA for
the June 30, 2010 financial statements for an amount not to exceed $20,000.

BACKGROUND/DISCUSSION: The City operates the budget and accounting
system on a fiscal year from July 1% to June 30". The twelve months of financial
transactions are then reported, in summary form, in a Comprehensive Annual
Financial Report (CAFR). The report is required to comply with the generally
accepted accounting principles (GAAP) and the reporting requirements of the
Governmental Accounting Standards Board (GASB). [n addition, if the City has
received certain Federal funds greater than $500,000, then additional auditing
procedures are required under the Federal Single Audit rules.

Terry Krieg, CPA has provided accounting services and audited the financial
statements since 1990. He is well experienced with the City's accounting
system and has been asked to continue to provide these services to the City.
Attached is an engagement letter from Mr. Krieg for accounting, reporting and
auditing services relating to the June 30, 2010 CAFR. Included in these services
is preparation of the CAFR to continue to comply with new GASB accounting and
reporting standards. In addition, it is anticipated that the City will be subject to
the Federal Single Audit rules and require additional auditing and reporting.

There have been additional GASB requirements in reporting formats (Statement
#44), Post Employment Benefits Other Than Pensions (OPEB, Statement #45)
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and Employee Termination Benefits (Statement #47). These issues will also
need to be addressed, as needed, in the June 30, 2010 CAFR.

This will be the seventh year of the new CAFR format and the June 30, 2010
CAFR will be completed and presented to the City Council by no later than
January, 2011.

The Audit of the Financial Statements

The CAFR and all of the backup detail are then required to be audited by a
qualified independent auditor according to generally accepted auditing standards
issued by GASB. The auditor's report also includes comments on compliance
with internal accounting controls, separate reports for transit funding and grants
and reviews of other special financial reports. The City is also required under
several State laws, many Federal and State grant programs, various bond
requirements and best financial management practices to have an independent
auditor review the financial transactions of the City.

The fee for the June 30, 2010 CAFR is $14,000 for the audit services, which is
the same amount as the previous year, in spite of the additional requirements for
audit reviews and increased complexity of financial activity of the City. In
addition, there is a $3,000 fee for assistance in the preparation of the City's
CAFR. In addition, if it is determined that the City is subject to the Federal Single
Audit requirements, there will be an additional fee of $3,000 for the separate
report. The total of $20,000 is the same as last year's fee.

It is recommended to appoint Mr. Krieg for the June 30, 2010 accounting,
reporting and audit services for an amount not to exceed $20,000. Attached is
Mr. Krieg's proposal letter, which outlines the services and fees. In addition,
there is a schedule to produce the June 30, 2010 audited Comprehensive Annual
Financial Report by no later than December 31, 2010.

FISCAL IMPACT: Funds for the audit services are included in the adopted
budget for FY 10-11.

ATTACHMENTS:

1. Resolution appointing Terry Krieg, CPA for auditing services in
connection with the June 30, 2010 Comprehensive Annual Financial
Report (CAFR)

2. Engagement Letter from Mr. Krieg



RESOLUTION NO. 2010-

RESOQOLUTION OF THE CITY COUNCIL OF THE CITY OF CALISTOGA,
COUNTY OF NAPA, STATE OF CALIFORNIA, AUTHORIZING THE CITY
MANAGER TO EXECUTE THE LETTER OF ENGAGEMENT WITH TERRY E.
KRIEG, CPA FOR AUDIT SERVICES IN CONNECTION WITH THE
JUNE 30, 2010 COMPREHENSIVE ANNUAL FINANCIAL REPORT

Authorizing Agreement No,

WHEREAS, the City operates a finance system according to generally accepted
accounting principals that are codified by the National Governmental Accounting
Standards Board (GASB); and

WHEREAS, the City reconciles and closes the financial transactions as of June
30" of each year for the preceding twelve months; and

WHEREAS, the City has the year end Comprehensive Annual Financial Report
audited by a qualified independent audit firm; and

WHEREAS, GASB has implemented new accounting and reporting standards
which require significant changes to the accounting and reporting structures; and

WHEREAS, Terry E. Krieg, CPA, has been performing the audit services for a
number of years and is qualified to perform the audit, reporting and accounting services
needed to conform to various GASB statements.

NOW, THEREFORE BE IT RESOLVED that the City Council of the City of
Calistoga authorizes the City Manager to execute the letter of engagement for reporting
and accounting services and audit of June 30, 2010 Comprehensive Annual Financial
Report with Terry E. Krieg, CPA, for an amount not to exceed $20,000.

PASSED, APPROVED, AND ADOPTED by the City Council of the City of
Calistoga at a regular meeting held this 3rd of August 2010 following vote:

AYES:
NOES:

ABSTAIN/ABSENT:

MICHAEL DUNSFORD, Vice Mayor
ATTEST:

SUSAN SNEDDON, City Clerk



Terry E. Krieg, CPA

Certified Public Acconntant

May 1, 2010

Mr. Bilt Mushallo

Director of Administrative Services
City of Galistoga

1232 Washington Strest
Calistoga, California 84515

Dear Bill:

As we [ast discussed, | would be pleased to be able to continue on to serve as the independent financial
statement audit firm for the City of Calistoga. In that regard, | have enclosed an audit services engagement
letter covering the year ending June 30, 2010. | have in the engagement letter anticipated that the City will
require a Federal Single Audit as | have presumed that Federal stimulus grant funds are to be made
available and will be expended in fiscal 2010 in excass of $500,000.

Please look it over and let me know if you have any concerns. Feel free to give me a call at (707) 888-1052
to review any concems or issues

| look forward to the possibility of continuing to work with you and your staff..

Sinrerely youn

Terry E, Krjgg

Q_g_

100 Stony Point Road, Suite 265 i Santa Rosa, California 95401
P 707-544-5684 F. 707-544-5686 E: Kriegepa@msn.com




Terry E. Krieg, CPA

Certified Public Accountant

g May 1, 2010

Mr. Bill Mushallo

Director of Administrative Services
City of Calistoga

1232 Washington Street
Calistoga, Califormia 84515

Dear Mr. Mushallo:

I am pleased to submit this letter of engagement to provide auditing services to the City of
Calistoga for the fiscal year ending June 30, 2010. | will audit the financial statements of the
governmental activities, business-type activities, each major fund, and the aggregate remaining
fund information, which collectively comprise the basic financial statements of the City of
Calistoga as of and for the fiscal year ending June 30, 2010. Accounting standards generally
accepted in the United States of America provide for certain required supplementary information
{RSI), such as the management's discussion and analysis (MD&A) to accompany the Cily's basic
financial statements. As part of my engagement, | will apply cerfain limited procedures to the City
of Calistoga’s RSL. These limited procedures will consist principally of inquiries of management
regarding the methods of measurement and presentation, which management is responsible for
affirming to me in its representation {etier. Unless | encounter problems with the presentation of
the RSI or with procedures relating to it, | will disclaim an opinion on it. The following RSl is
required by generally accepted accounting principles and will be subjected to certain limited
procedures, but will not be audited:

1. Management's Discussion and Analysis (MD&A)

2. General Fund Budgetary Comparison Schedule and related reconciliation to GAAP Basis
Financial Statement of Revenues and Expenditures

3. Major Special Revenue Fund (if any) Budgetary Comparison Schedules and related
reconciliations.

4, Other post employment benefits schedule of funding progress, if the Gity provides post
employment medical insurance benefits to City retirees.

Supplementary information other than RSI also accompanies the City of Calistoga's basic
financial statements. | will subject the following supplementary information to the auditing
procedures applied in my sudit of the basic financial statements and will provide an opinion on
them in relation to the basic financial statements.

1. Schedule of expenditures of federal awards
2. Combining non-major governmental fund financial statements and schedules and
schedule of capital assets used in governmental activities

The following additicnai information accompanying the City's Comprehensive Annual Financial
Report {CAFR) will not be subjected to the auditing procedures appliad in my audit of the financial
statements, and for which my auditor's report will disciaim an opinion:

1. Introductory section _
2. Statistical section and related schedules

100 Stony Point Road, Suite 265§ Santa Rosa, California 95401
P: 707-5844-5684 F: 707-544-5636 E: Kriegepa@msn.com
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AUDIT OBJECTIVES

The objective of my audit is the expression of opinions as to whather your basic financial
statements are fairly presented, In all material respects, In conformity with U.S. generally
accepted accounting principles and to report on the fairness of the additional information referred
to in the first paragraph when considered in relation to the basic financial statements taken as a
whole. The objective also includes reporting on:

= Internal conirol related to the financial statements and compliance with laws, regulations, and
the provisions of contracts or grant agreements, noncompliance with which could have a
material effect on the financial statements In accordance with Government Auditing
Standards.

e Internal contrcl related to major programs and an opinion on compliance with laws,
regutations, and the provisions of contracts or grant agreements that could have a direct and
material effect on each major program in accordance with the Single Audit Act Amendments
of 1988 and OMEB Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations.

e The reports on internal control and compliance wilt each include a staternent that the report is
intended solely for the information and use of management, the City Council, and federal
awarding agencies, and if applicable, pass-through entities and is not intended to be and
should not be used by anyone other than these specified parties.

iy audit will be conducted in accordance with auditihg standards generalty accepted in the
United States of America unless a federal single audit is required; in that case, it shall also include
the standards for financial audits contained in Government Auditing Standards(only in those years
in which a single audit is required which means years in which the City has expended more than
$500,000 in federal grant funds), issued by the Comptroller General of the United States; the
Single Audit Act Amendments of 1996; and the provisions of OMB Circular A-133, and will
include tests of accounting records, a determination of major programs in accordance with OMB
Circular A-133, and other procedures | consider necessary to express such opinions and fo
render the required reports. If my apinions on the basic or component unit financial statements or
the Single Audit compliance opinions are other than unqualified, | will discuss the reasons with
you in advance of issuing the resultant reports. If, for any reason, | am unable to complete the
audit or are unable io form or have not formed opinions, | may detline to express opinicns or {o
issue a report as a result of this engagement. However, | would discuss the reasons therefore
with you in advance and would propose a suitable course of action fo mitigate, if possible, any
such extraordinary circumstances that would impair my ability to issue the aforementioned
reports.

MANAGEMENT RESPONSIBILITIES

Management is responsible for the basic financial statements and accompanying information as
well as all representations contained therein. Management is also responsible for preparation of
the schedule of expenditures of federal awards in accordance with the requirements of OMB
Circular A-133. As part of the audit, | will assist with the preparation of your financial statements,
schedule of expenditures of federal awards and related notes. You are responsible for making all
managemant decisions and performing all management functions relating to the financial
statements, schedule of expenditures of federal awards, and related notes and for accepting full
responsibility for such decisions.
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You will be required to acknowledge in the managemeant representation letter my assistance with
the preparation of the basic financial statemenis and the schedule of expenditures of federal
awards and that you have reviewed and approved the basic financial statements, schedule of
expenditures of federal awards, and related notes prior to their issuance and have accepted
responsibility for them. Further you are required to designate an individual with suitable skill,
knowledge, and experience to oversee any non-audit services | provide and for evaluating the
adequacy and results of those services and accepting responsibility for them. | understand that
the City has appointed you, as its Director of Administrative Services, io be that person.

Management is responsible for establishing and maintaining internal controls, including internal
controls over, and for monitoring ongoing activities, to help ensure appropriate goais and
objectives are met. You are also responsible for the selection and application of accounting
principles; for the fair presentation in the financial statements of the financial position of the
governmental activities, business-type activities ,each major fund, and the aggregate remaining
fund information of the City of Calistoga, and the respective changes in financial position and
where applicable, cash flows thereof in conformity with US generally accepied accounting
principles; and for compliance with applicable laws and regulations and the provisions of
contracts and grant agreements.

Management is also responsible for making all financial records and related information available
fo me and for enswing that management and financial information is reliable and properly
recorded. Your responsibility also includes, identifying significant vendor relationships where the
vendor has responsibility for program compliance and for the accuracy and completeness of that
information. Your responsibilities include adjusting the financial statements to correct material
misstatements and for confirming fo me in the representation letter that the effects of uncorrected
misstatements aggregated by me, if any, during the current audit, and pertaining to the latest
period presented are immaterial, both individually and in the aggregate, to the financial
statementis taken as a whole.

You are responsible for the design and implementation of programs and controls to prevent fraud,
and for informing me about all known or suspected fraud or iflegal acts affecting the City involving
(1) management, (2) employees who have significant roles in internal control, and (3) others
where fraud or illegal acts could have a material effect on the financial statements. Your
responsibiiities include informing me of your knowiedge of any allegations of fraud or suspected
fraud affecting the City received in communications from employees, former employees, grantors,
regulators, or others. In addition, you are responsible for identifying and ensuring that the City
cornplies with applicable laws, regulations, contracts, agreements, and grants. Additionally, as
required by OMB Circular A-133, it is management's responsibility to follow up and take corrective
action on reported audit findings and to prepare a summary schedule of prior audit findings and a
corrective action plan. The summary schedule of prior audit findings should be made available for
my review no later than two weeks before we issue our resuitant reporis to you.

Management is responsible for establishing and maintaining a process for tracking the status of
audit findings and recommendations. Management is also responsible for identifying for us
previous financial audits, aftestation engagements, performance audits, or other studies related to
the objectives discussed in the Audit Objectives section of this leiter. This responsibility includes
relaying to me corrective actions taken to address significant findings and recommendations
relating from those audits, attestation engagements, performance audits, or studies. You are also
responsible for providing management's views on my current findings, conclusions, and
recommendations, as well as your planned corrective actions, for the report, and for the fiming
and format for providing that information.
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AUDIT PROCEDURES GENERAL

An audit includes examining, on a test basis, evidence supporting amounts and disclosures in the
financial statements; therefore, my audit will involve judgment about the number of transactions fo
be examined and the areas to be tested. [ will plan and perform the audit 10 obtain reasonable
rather than absolute assurance about whether the financial statements are free of materlal
misstatement, whether from (1) errors, (2) fraudulent financial reporting, (3) misappropriation of
assets, or (4) violations of laws or governmental regulations that are attributable to the City or fo
acts by management or employees acling on behaif of the City. Because the determination of
abuse is subjective, Government Auditing Standards do not expect auditors to provide reasonable
assurance of detecting abuse.

Because an audit is designed to provide reasonable, but not absolite assurance and because |
will not perform a detailed examination of all transactions, there is a risk that material
misstatements or noncompliance may exist and not be detected by me. In addition, an audit is not
designed to dstect immaterial misstatements or violations of laws or governmental regulations
that do not have a direct and material effect on the financial statements or major programs.
Howsver, | will inform you of any material errors and any fraudulent financial reporting or
misappropriation of assets that comes to my attention. | will also inform you of any violations of
laws or government reguiations that come to my attention, unless clearly inconsequential. | will
- include such matters in the reports required for a Single Audit. My responsibility as auditor is
limited to the period covered by my audit and does not extend to any later periods for which { am
not engaged as auditor,

Niy procedures will include tests of documentary evidence supporting the transactions recorded in
the accounts, and may inclide direct confirmation of receivables, cash, investments and other
assets and liabilities by correspondence with selected individuals, creditors, and financial
institutions. | will request written representations from your attorneys as part of the engagement,
and they may bill you for responding to this inquiry. At the conclusien of my audit, 1 will require
cerain written representations from you about the financial statements and related matters.

AUDIT PROGEDURES-INTERNAL CONTROLS

My audit will include obtaining an understanding of the City and its snvironment, including internal
control, sufficient to assess the risks of material misstatement of the financial statements and to
design the nature, timing, and extent of further audit procedures. Tests of controls may be
performed to test the effectiveness of certain controls that | consider relevant o preventing and
detecting errors and fraud material to the financial statements and to preventing and detecting
misstalements resulting from illegal acts and cther noncompliance matters that have a direct and
material effect on the financial statements. My tests, if performed, will be less in scope than would
be necessary to render an opinion on internal control and, accordingly, no opinion will be
expressed in my report on internal control issued pursuant to Government Auditing Standards.

As required by OMB Circular A-133, | will perform tests of controls over compliance to evaluate
the effectiveness of the design and operation of controls that | consider relevant to preventing or
detecting materiat noncompliance with compliance requirements applicable to each major federal
program. However, my tests will be less in scope than would be necessary to render an opinion
on those controls and, accordingly, no opinion will be expressed in my report on internal control
issued pursuant to OMB Circutar A-133,
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An audit is not designed to provide assurance on internal contral or to identify significant
deficiencies. However, during the audit, | wili communicaie to management and those charged
with governance internal control related matiers that are required fo be communicated under
AICPA, professional siandards, Government Auditing Standards, and OME Circular A-133.

AUDIT PROCEDURES- COMPLIANCE

As part of obtaining reasonable assurance about whether the basic financial statements are free
of material misstatement, [ will perform tests of the City's compliance with applicable laws and
regulations and the provisions of contracts and agreements, including grant agreements.
However, ithe objective of those procedures will not bhe to provide an opinion on overall
compliance and | will not express stich an opinion in my report issued pursuant to Government
Auditing Standards.

OMB Circular A-133 reguires that | also plan and perform the audit to obfain reasonable
assurance about whether the City has complied with applicable laws and regutations and the
provisions of contracts and grant agreements applicable to major programs. My proceduras will
consist of tests of transactions and other applicable procedures described in the OMB Circular A-
133 Compliance Supplement for the types of compliance requirermnents that could have & direct
and material effect on each of the City's major programs. The purpose of those procedures will be
to express an opinion on the City's compliance with requirements applicable to its major programs
in my report on compliance issued pursuant to OMB Circular A-133.

AUDIT ADMINISTRATION, FEES AND OTHER MATTERS

We understand that your employees will prepare ali cash, investment, accounts receivable, and
other confirmations we request.

At the conclusion of this engagement, | will complete the appropriale sections of the OMB Data
Collection Form that summarizes my audit findings. it is management's responsibility to submit
the reporting package(including financial statements, schedule of expenditures of federal awards,
summary schedule of prior audit findings, auditor's reports, and a corrective action plan) aleng
with the Data Collection Form {o the designated federal clearinghouse and, if appropriate, to pass
through entities | will coordinate with you the electronic submission and certification. If applicable,
I will provide copies of my reports for you to include with the reporting package you submit to
pass-through entities. The Data Collection Form and the reporting package must be submitted
within the earlier of 30 days after receipt of the auditors’ reports or nine months after the end of
the audit perfod.

The workpapers for this engagement are the property of Terry E. Krieg, CPA, and constitute
confidential information. However, we may be requested to make certain workpapers available to
Faderal Awarding Agencies pursuani to authority given to it by law or regulation.
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If requested, access to such workpapers will be provided under the supervision of Terry E. Krieg,
CPA. Furthermore, upon request, we may provide phofocopies of selected workpapers to federal
agencies. These other federal agencies may intend, or decide, to distribute photocopies or
information contained therein to others, including other governmental agencies.

The workpapers for this engagement will be retained for a minimum of seven years after the date
the auditor's report is issuad or for any additional period requested by the Federal Awarding
Agencies or other appropriate federal agency. If we are aware that a faderal agency or the City is
contesting an audit finding, we will contact the contesting parties for guidance ptior to destroying
the workpapers.

We expect to perform the audit work during the following time pericds and to issue our reports by
December 1 of each year:

Description of Work Date Scheduled

INTERIM WORK (City to provide customary pre-audit package)

Review of minutes and resolutions

To be schedulad

Audit planning and identification federal & state grant programs

To be scheduled

Analvtical Review work

To he scheduled

Significant revenug analysis

To be scheduled

Capital asset and depreciation schedule updates

To be scheduled

Analysis of cash disbursements and sample seiection

To be scheduled

Preliminary irial balances and account reconciliations

To be scheduled

FINAL AUDIT WORK

Finat audit werk balance sheet, revenues, and expenditures

To be scheduled

Final review of audit work To be scheduled
Prepare draft financial statements and compliance reports To be scheduled
Deliver drafts To be scheduled
Revise draft reports To be scheduled

December 31 each year

Print, bind and deliver final reporis

Also, it is understood that the City will in fiscal year 2010 require that its financial statements bs
presented using the new financial reporting model as set forth in GASB Statement Number 34.
The City will be responsible for such financial statements. We shall assist the City by drafting the
City's GASB-34 financial statements and notes fo the financial statements. However, it is clearly
understood that the City is responsible for such financial statements, will review the drafis,
provide corrections or material changes, and approve the draft financial statements.

ft is also understood by the City that the General Accounting Office(GAQ) has issued new auditor
independence standards that are applicable in years in which the City may be required to have a
Federal Single ar Yellow Book Audit. To comply with those standards, it is expressly understood
and agreed that the audit firm may provide assistance in the form of non-audit services such as
providing proposed closing entries, adjusting entries, reclassification entries, and cash basis to
accrual basis year end adjusting entries.
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The City will be responsible for reviewing, approving, disapproving and entering any such closing
entries, adjusting entries, reclassification entries, and cash basis to accrual basis year end
adjusting entries. The City expressly agrees that the City maintains its own accounting sysiem
and that the City does in fact provide the audit firm with a year end trial balance of all funds and
accounts for use in performing both interim and final audit fieldwork. The audit firm is in fact
independent and does not maintain, prepare, or post transactions or adjustments to the Gity’s trial
balances and it does nof perform any management functions.

The City agrees that the audit firm shall draft the City's year end financial statements and the
notes to the financial statements and a Comprehensive Annual Financial Report (CAFR) While
the audif firm may prepare s own trial balances of the City's accounts and funds, those trial
balances are solely for the audit firm's use in maintaining its working papers, analysis, and
performing its audit work. The City shall be responsible for such draft financial statements and the
Comprehensive Annual financial Report (CAFR) and shall review the drafts, provide corrections
and editorial changes, and shall approve such drafts and final versions. ‘

Our fees for such services, which include our enfire out of pocket expenses such as report
reproduction, delivery, telephone, travel expenses and similar items, shall be as follows:

Audit Fees: Junedt, 2010

Basic fee for financial statement audit $17,000

Additional fees, only if required for:

Federal program single audit work if federal program
expenditures exceed $500,000 in the fiscal year $3.000

In order to convert the City's financial statements to GASB 34 reporting formats, it will be
necessary for the City to maintain fixed asset and depreciation schedules for the City's general
capital assets. Those assets now accounted for in the general fixed asset account group. The
City agrees to assign a depreciation methed to those assets, assign a useful life to each asset,
calculate depreciation on each asset, and identify assets to be added and to be deleted. In
addition, the City shall also ideniify depreciation on those assets according to departmental
functions such as police, fire, general government, etc.

Our invoices for such work will be rendered each month as the work progresses and are payable
upon presentation. In accordance with standard practice, work may be suspended if your account
becomes 30 days or more past due and may not be resumed uniil your account is paid in full.

The above fee is based upon anficipated cooperation from your personnel, the assumption that
unexpected circumstances will not be encountered during the audit, and the assumption that this
will be a normal governmental audit. If significant additional time is required because of
extraardinary circumstances not anticipated by us or the City, we will discuss it with you and will
not perform any such additional work until we have obtained the City's written approval to perform
sych additional work.

Upon completion, we shall provide the City with an unbound’ Comprehensive Annual Financial
Report (CAFR). The city shall provide all information for the introductory section and statistical
sections of the CAFR and shall be responsible for reproduction and binding of the CAFR.
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Government Auditing Standards require that | provide you with a copy of my most recent externat
peer raview report and any letter of comment. My latest peer review report, dated January 16,
2008, letter of comment and my response to that letter accompanies this letter.

| appreciate this opportunity to serve the City of Calistoga and believe that this lefier accurately
summarizes the significant terms of the audit engagement. if you have any questions, please call
me. If you agree with the terms of this engagement as described in this letier, please sign in the
space gTovided below and return a signed copy to us as authorization to perform the work
spad herein. '

Singerely yours, /Z

Accepied/By:

Title:

Date:




DENREICH & HEIDENREICH .

CERTIFIED PUBLIC ACCOUNTANTS
120620 8, Warner-Elliot Loop #121 15545 Bear Valley Rd. #B
Phoenix, AZ 85044.2700 Hesperfa, CA 92345
(480)704-8301 fax 7B5-4618 (760) 948-2B99 fax 948-7712

January 18, 2008

To Terry E. Krieg
Certified Public Accouniant

We have reviewed the system of quality control for the accounting and auditing practics of Terry
E. Krieg, CPA (the firmn) in effect for the year ended August 31, 2007. A system of quality control
encompasses the firm's organizational structure, the policies adepted and procedures establishied
to provide it with reasonable assurance of conforming with professional standards. The eilements
of quality control are describad in the Statements on Quality Control Standards issued by the
American Institute of CPAs (AICPA). The finm is responsible for designing a system of quality
control and complying with it ta provide the firm reasonalle assurance of conforming with
prefessional standards in all material respects. Our respensibility 1s to express an opinion on the
design of the system of quality controi and the firm's compiiance with its system of guality control

based on our review.

Our review was conducted in accordance with standards established by the Peer Review Beard
of the AICPA. During our review, we read required representations from the firm, interviewed firm
personnel and obtained an understanding of the nature of the firm’s accounting and auditing
practice, and the design of the firm's system of quality control sufficient to assess the risks implicit
in its practice. Based on our assessments, we selected engagements and administrative files to
test for conformity with professional standards and compliance with the firm’'s systemn of guality
control. The engagements selectad represanted a reasonable cross-section of the firm's
accounting and auditing practice with emphasis on higher-risk engagements. The engagemenis
selected included among others, engagemenis performed under Government Auditing Standards.
Prior to concluding the review, we reassessed the adeguacy of the scope of the peer review
procedures and met with firm management to discuss the results of cur review. We believe that
the procedures we performed provide a reascnable basis for our opinien.

In performing our review, we obtained an understanding of the sysiem of quality control for the
firm’s accounting and auditing practice, In addition, we tested compliance with the firm's quality
controi policies and procedures to the extent we considered appropriate. These tests covered the
application of the firm's policies and procedures on selectsd engagemants. Our review was
based on selected tests therefore it would not necessarily detect all weaknesses in the system of
quality control or all instances of noricompliance with it. There are inherent limitations in the
effectiveness of any system of quality coniro! and therefore noncompliance with the system of
guality control may oceur and not be detected. Projection of any evaluation of a system of quality
contra} o future periods is subject to the risk that the system of quaiily conirot may bacome
inadequate because of changes In conditions, or because the degree of compliance with the

policies or procedures may deteriorate.

In our apinion, the system of quality controi for the accounting and auditing practice of Terry E.
Krieg, CPA in effect for the year ended August 31, 2007, has been dasigned to meet the
requirements of the guality control sfandards for an accounting and auditing gractice established
by the AICPA and was complied with during the year then ended to provide the firm with
reasonable assurance of conforming with professional standards.

As i custbmary in a'systemn review, we have issued a ietter under this date that sets forth
comments that were not considered fo be of sufficient sigrificance to affect the opirion expressed

in this report.

Heidenreich & Heidenreich
Certifiad Public Accountants




IDENREICH & HEIDENREICH
CERTIFIED PURLIC ACCOUNTANTS

12020 8. Warner-Elliot Loop #4121 15545 Bear Valley Rd. #B
Phoenix, AZ 85044-2700 Hesperia, CA 82345
(480)704-6301 fax 785-4619 {760} 948-2889 fax 948-7712

January 16, 2008

To Terry E. Krieg
Certified Public Accountant

We have reviewed the system of quality control for the accounting and auditing practice of Terry
E. Krieg, CPA in effect for the year ended August 31, 2007, and have issued our report thereon
dated January 18, 2008. That report should be read in conjunction with the comments in this
tetter, which were considared in determining our opinion. The rmatiers described below were not
considered to be of sufficient significance to affect the opinion expressed in that report,

Comiment - Statements on Quality Conirol Standards reguire that firms monitor their quality
control system to provide assurance that the policies and procedures established by the firm are
suitably designed and effectively applied. During our review, we noted that aithough the firm's
policies and procedures require monitoring procedures, they were not performed on a regular
basis. As a result, the firm was not in compliance with the menitoring element of the Quaiity

Confrol Standards.

Recommendation - We recommend that the firm adhere to its quallity control policies and
procedures, which include monitaring procedures and the documenting of those procedures as
they are completed. Procedures fulfilling this requirement include annual inspections or post-
issuance reviews of engagements or a pre-issuance review by someone other than the
engagement partner These should address each element of quality confral and should require
the preparation of written communication summarizing deficiencies noted and appropriate

corrective actions.

Heidenreich & Heidenreich
Certified Public Accountants
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Terry E. Krieg, CPA

Certified Public Accountant

February 12, 2008

Peer Review Program
California Society of CPAs

1235 Radio Road COPY
Redwaond City, CA 94065-1217 -

Dear Ladies and Gentlemen:

This letter represents my response to the report and letter of comments issued in connection with the
review of my accounting and auditing practice in effect for the year ended August 31, 2007. The matter
discussed in this letter will receive special attention by me during the conduct of my practice.

Annual Monitaring and Documentation of Monitoring Procedures. The firm will comply with its requirement
to conduct annual inspections and post-issuance reviews of a representative sample of engagements on a
regular basis and to document those inspections. The annual monitoring inspections will address each
slement of quality control and will result in the preparation of a written document summarizing deficiencies
noted and appropriate corrective actions. In addition, a separate binder will be established and maintained
by fiscal year containing monitoring documentation consisting of at least a list of the engagements
selected and the basis for selection, the actual review checklist that was used to conduct each inspection,
a summary of the inspection results, planned corractive actions, and follow up actions on those matters.

| believe that these actions are responsive to the findings of the review.

Sincerely yours,
Copy

Térry E. Krieg ~

100 Stony Point Read, Suite 265 ¥ Santa Rosa, California 95401
P 707-544-5684 [ 707-544-5686 E: Kidegepa@msn.com




