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Independent Accountant’s Report on Applying Agreed-Upon Procedures

Members of the Board of Directors

San Luis-Cabezon Mutual Domestic Water Association
Bernalillo, New Mexico

and

Brian S. Colédn, New Mexico State Auditor

Santa Fe, New Mexico

| have performed the procedures enumerated below for the San Luis-Cabezon Mutual Domestic
Water Association (Association) for the year ended June 30, 2014, solely to assist in determining
compliance with the provisions of the Audit Act for a Tier 4 entity per Section 12-6-3.B (4) NMSA
1978, Section 2.2.2.16 NMAC and Section 6-6-2 (A) NMSA 1978. The procedures were agreed to
by the Association through the New Mexico Office of the State Auditor. The Association’s
management is responsible for its accounting records and the subject matter. This agreed upon
procedures engagement was conducted in accordance with attestation standards established by
the American Institute of Certified Public Accountants. The sufficiency of these procedures is
solely the responsibility of the parties specified in this report. Consequently, we make no
representation regarding the sufficiency of the procedures described below either for the
purpose for which this report has been requested or for any other purpose. Our procedures and
findings are as follows

1. Verify the local public body’s revenue calculation and tier determination documented on the
form provided at www.osanm.org under “Tiered System Reporting Main Page.”

Based on the Association’s bank statements, total revenues (bank deposits) for the fiscal year
ending June 30, 2014 were approximately $61,675. Based on this information, the
Association was properly determined to be a Tier 4 entity since their revenues were between
$50,000 and $250,000 and they did not receive or expend a capital outlay appropriation
during the fiscal year ending June 30, 2014.

2. Cash

a. Determine whether bank reconciliations are being performed in a timely manner and
whether all bank and investment statements for the fiscal year are complete and on
hand.

The Association has one checking account and one savings account at Wells Fargo
Bank. The bank account statements for the fiscal year were complete and on hand.
However, the Association did not perform or document any bank account
reconciliations for the fiscal year. See Finding 2014-001 on p. 7.
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b. Test at least 30% of the bank reconciliations for accuracy. Also, trace ending balances

to the general ledger, supporting documentation and the financial reports submitted
to DFA-Local Government Division.

These procedures could not be performed since the Association did not perform the
monthly bank account reconciliations and did not submit quarterly financial reports
to DFA-LGD. See Finding 2014-001 on p. 7 and Finding 2014-006 on p. 13.

Determine whether the local public body’s financial institutions have provided it with
50% of pledged collateral on all uninsured deposits as required by Section 6-10-17
NMSA 1978, NM Public Money Act, if applicable.

The checking and savings account balances of the Association were fully insured by
the FDIC during the fiscal year. Therefore, pledged collateral from Wells Fargo Bank
was not required.

3. Capital Assets

a.

Verify that the local public body is performing a yearly inventory as required by
Section 12-6-10 NMSA 1978.

The Association did not perform a yearly capital asset inventory for the fiscal year
ending June 30, 2014. See Finding 2014-002 on p. 8.

4, Revenues

a.

Identify the nature and amount of revenue from sources by reviewing the budget,
agreements, rate schedules, and underlying documentation. Perform an analytical
review; test actual revenue compared to budgeted revenue for the year for each type
of revenue.

The revenue sources of the Association consist of water usage fees and payments
from the Cabezon Cattle Association for access fees and a shared electric bill.

An analytical review of revenues could not be performed since the Association did not
adopt a budget or maintain a general ledger to record, classify and report its revenue
transactions for the fiscal year ending June 30, 2014. See Finding 2014-003 on p. 9
and Finding 2014-006 on p. 13.

Select a sample of revenue equal to at least 30% of the total dollar amount and test
the following attributes:
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Amount recorded in the general ledger agrees to the supporting
documentation and the bank statement.

A sample of revenues (bank deposits) totaling 533,937.48 was selected and
tested which amounted to approximately 55% of total revenues during the
fiscal year. For the items tested, the Association did not classify and record its
revenue transactions in a general ledger. See Finding 2014-003 on p. 9. Also,
for the items tested, the Association was unable to provide supporting
documentation for deposits totaling $26,587.54, including 6 months of water
meter reading reports, payment and deposit summary reports, and an
accounts receivable report listing the monthly amounts billed and collected
from each member, and the balance due from each member. See Finding
2014-003 on p. 9 and Finding 2014-004 on p. 10.

Proper recording of classification, amount, and period per review of supporting
documentation and the general ledger. Perform this revenue work on the same
accounting basis that the local public body keeps its accounting records on; cash
basis, modified accrual basis, or accrual basis.

This procedure could not be performed since the Association did not classify and
record its revenue transactions in a general ledger. See Finding 2014-003 on p.
9.

5. Expenditures

a. Select a sample of cash disbursements equal to at least 30% of the total dollar amount
and test the following attributes:

Determine that the amount recorded as disbursed agrees to adequate
supporting documentation. Verify that amount, payee, date and description
agree to vendor’s invoice, purchase order, contract and canceled check, as
appropriate.

A sample of 23 cash disbursements (bank withdrawals) totaling $33,937.48
were selected and tested which amounted to 36% of total expenditures during
the fiscal year of approximately $57,943. For 14 cash disbursements tested,
the amounts recorded in the bank statement agreed with the supporting
documentation, and the amount, payee, date and description of the purchase
agreed with the vendor’s invoice and canceled check. The Association does not
use purchase order forms.
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However, for 9 cash disbursements totaling $6,714.92, the Association could
not provide an invoice or other documentation to support the cash
disbursements. Also, 137 unauthorized charges totaling $4,088.63 were made
to the Association’s debit card. Furthermore, the Association did not classify
and record its cash disbursements and expenditures in a general ledger. See
Finding 2014-003 on p. 9 and 2014-005 on p. 11.

Determine that disbursements were properly authorized and approved in
compliance with the budget, legal requirements and established policies and
procedures.

It could not be determined if the cash disbursements tested were properly
authorized and approved in compliance with the budget, legal requirements
and established policies and procedures since the Association did not have an
approved budget or any procurement policies and procedures. See Finding
2014-006 on p. 13 and Finding 2014-007 on p. 15.

Determine that the bid process (or request for proposal process if applicable),
purchase orders, contracts and agreements were processed in accordance
with the New Mexico Procurement Code (Section 13-1-28 through 13-1-199
NMSA 1978), State Purchasing Regulations (1.4.1 NMAC) and Regulations
Governing the Per Diem and Mileage Act (2.42.2 NMAC).

None of the cash disbursements tested exceeded the amounts requiring an
invitation for bids or requests for proposals. No cash disbursements for per
diem and mileage were noted. The rest of this procedure could not be
performed since the Association does not have any procurement policies and
procedures. See Finding 2014-007 on p. 15.

a. Test all non-routine journal entries, adjustments, and reclassifications posted to the
general ledger for the following attributes:

Journal entries appear reasonable and have supporting documentation.

The Association’s Office Administrator stated that she was unaware of any
non-routine journal entries, adjustments or reclassifications that were posted
to the Assaciation’s accounting system (Quickbooks) in fiscal year 2014.

The local public body has procedures that require journal entries to be
reviewed and there is evidence the reviews are being performed.
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The Association does not have a procedure in place for management to review
and approve journal entries. See Finding 2014-008 on p. 16.

Obtain the original fiscal year budget and all budget amendments made throughout
the fiscal year and perform the following test work:

iil.

Verify, through a review of the minutes and correspondence, that the original
budget and subsequent budget adjustments were approved by the local public
body’s governing body and DFA-LGD.

The Association could not provide documentation showing that the Board of
Directors adopted and approved a budget for the fiscal year ending June 30,
2014, and could not provide a budget approval letter from DFA-LGD. See
Finding 2014-006 on p. 13.

Determine if the total actual expenditures exceeded the final budget at the
legal level of budgetary control; if the answer is yes, report a compliance
finding.

This procedure could not be performed since the Association could not
provide an approved budget and did not maintain a general ledger to record,
classify and report its financial transactions for the fiscal year ending June 30,
2014. See Finding 2014-003 on p. 9 and 2014-006 on p. 13.

From the original and final approved budgets and general ledger, prepare a
schedule of revenues and expenditures — budget and actual on the budgetary
basis used by the local public body (cash, accrual, or modified accrual basis)
for each individual fund.

This procedure could not be performed since the Association could not
provide an approved budget, did not maintain a general ledger to record and
classify its financial transactions, and did not prepare any financial statements
for the fiscal year ending June 30, 2014. See Finding 2014-003 on p. 9 and
2014-006 on p. 13.

If information comes to the IPA’s attention (regardless of materiality) indicating any
fraud, illegal acts, noncompliance, or any internal control deficiencies, such instances
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must be disclosed in the report as required by Section 12-6-6 NMSA 1978. The
findings must include all required content detailed in Section 2.2.2.10 (L) NMAC.

The Association did not hire a CPA to perform these agreed-upon procedures and
submit this report to the New Mexico Office of the State Auditor by the required due
dates. See Finding 2014-009 on p. 17.

We were not engaged to and did not conduct an examination or review, the objective of which
would be the expression of an opinion or conclusion, respectively, on the subject matter.
Accordingly, we do not express such an opinion or conclusion. Had we performed additional
procedures, other matters might have come to our attention that would have been reported to
you.

This report is intended solely for the information and use of management and others with the
Association, the New Mexico Office of the State Auditor, the New Mexico Department of Finance
and Administration — Local Government Division, and the New Mexico State Legislature and is
not intended to be and should not be used by anyone other than these specified parties.

@Cm—u«.ﬁng, T &u«dﬂ.’fb«g ,&chu, L
Accounting & Auditing Services, LLC

Santa Fe, New Mexico

April 22, 2020



San Luis-Cabezon Mutual Domestic Water Association
Schedule of Findings and Responses
Fiscal Year Ending June 30, 2014

There were no prior year findings.

Current Year Findings
Finding 2014-001. No Bank Account Reconciliations

Condition

Management of the Association did not perform any bank account reconciliations during the
fiscal year ending June 30, 2014.

Criteria

It is a prudent business practice to perform monthly bank accounts reconciliations to verify
that all monetary transactions are accurately recorded and accounted for by the bank and
the Association.

Effect

Without bank account reconciliations, recording errors and fraud schemes could have gone
undetected and uncorrected.

Cause

The current Board President stated that because of a lack of training and an accounting
background, the Office Administrator did not fully utilize the Association’s accounting
system (Quickbooks) to perform and document the monthly bank account reconciliations.

Recommendation

The Association’s Board of Directors should provide training to its Office Administrator or
hire a qualified independent contractor to utilize its Quickbooks accounting system to
perform and document the monthly bank account reconciliation shortly after the bank
statements are received, but no later than the end of the following month.

Management’s Response

The Association will consult with an Accounting Professional to train the Office
Administrator to perform monthly bank reconciliations. The board will establish a policy and
procedure for the Office Administrator outlining a timeline of 10 working days to perform
the bank reconciliation after the statement is received. The policy will be developed and

7
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Schedule of Findings and Responses
Fiscal Year Ending June 30, 2014

adopted by the board of directors in June 2020, which will go into effect beginning with the
bank statements for June 2020.

Finding 2014-002 - No Capital Asset Inventory at Fiscal Year-End
Conditi

For the fiscal year ending June 30, 2014, the Association did not perform and document a
physical inventory of its capital assets and have the results of the physical inventory certified
by its Board of Directors.

Criteria

Section 12-6-10.A NMSA 1978 states: “Annual Inventory. The governing authority of each
agency shall, at the end of each fiscal year, conduct a physical inventory of movable chattels
and equipment costing more than five thousand dollars ($5,000) and under the control of

the governing authority. Upon completion, the inventory shall be certified by the governing
authority as to correctness.”

Effect

The Association is not accounting for its capital assets which could be subject to loss or
misuse.

Cause

The Board of Directors has neglected to comply with the state law.

Recommendation

At the end of each fiscal year, the Association should perform and document a physical
inventory of its capital assets in accordance with Section 12-6-10.A NMSA 1978, For each
capital asset, the description of the asset, date acquired, cost, location, useful life, and ending
balance of its capital assets should be recorded on a capital asset listing. The results of the
inventory shall be recorded in a written inventory report, certified as to correctness and
approved by the Association’s Board of Directors.

Management’s Response

The Association will develop a policy that outlines the year-end capital asset inventory procedure
which will be performed by the Field Operations Specialist during the last two weeks of June 2020.
We will develop an excel spread sheet and document the physical inventory of the capital assets
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Schedule of Findings and Responses
Fiscal Year Ending June 30, 2014

in accordance with Section 12-6-10.A NMSA 1978. We will include the following on the
inventory report: description of the asset, date acquired, cost, location, and useful life, and ending
balance. The annual inventory report will be certified and approved by the Board of Director’s
after the end of each fiscal year in July 2020,

Finding 2014-003. No General Ledger to Record Financial Transactions and
Account Balances

Condition

For the fiscal year ending June 30, 2014, the Association did not record all of its financial
transactions (cash receipts/revenues, cash disbursements/expenditures, assets, liabilities,
fund equity, etc.) in an accounting system or general ledger.

Criteria

The Board of Directors is responsible for adopting sound accounting policies and
procedures. The Board of Directors is responsible for the Association’s financial statements.
In accordance with generally accepted accounting principles issued by the Governmental
Accounting Standards Board, all financial transactions and account balances should be
accurately recorded and accounted for.

Effect

The Association was unable to provide any financial reports that detailed, summarized and
totaled its revenue and expenditure transactions and account balances, or its assets,
liabilities and fund equity account balances. Reporting errors (intentional or unintentional),
misuse of public funds, and fraud schemes could occur and not be detected if all the financial
transactions during the fiscal year are not accurately recorded and accounted for.

Cause

The current Board President stated that because of a lack of training and an accounting
background, the Office Administrator did not fully utilize the Association’s accounting
system (Quickbooks) to process and record all of the Association’s financial transactions and
account balances.
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Schedule of Findings and Responses
Fiscal Year Ending June 30, 2014

Recommendation

The Association’s Board of Directors should provide training to its Office Administrator or
hire a qualified independent contractor to accurately classify, record, summarize and report
all of its revenue and expenditure transactions and account balances (assets, liabilities and
fund equity) in their accounting system (Quickbooks) in accordance with generally accepted
accounting principles.

Management’s Response

The Association’s Board of Directors will provide training for the Office Administrator and
consult with an Accounting Professional during the next two months (May and June 2020)
to ensure the Association establishes a complete general ledger effective July 1, 2020. We
will ensure the Office Administrator has more training in Quickbooks to accurately classify,
record, summarize and report all of its revenue and expenditure transactions and account
balances (assets, liabilities and fund equity) in our accounting system.

Finding 2014-004. Missing Revenue Records
Conditi

For the fiscal year ending June 30, 2014, cash receipts (deposits) totaling $33,937.48 were
selected and tested. For the items tested, the Association was unable to provide supporting
documentation for deposits totaling $26,587.54, including 6 months of water meter reading
reports, payment and deposit summary reports, and an accounts receivable report listing
the monthly amounts billed and collected from each member, and the balance due from each
member. The Association could not provide an accounts receivable ledger showing how all
of its revenues and receivables were accounted for.

Criteria

In accordance with the State Audit Rule, Section 2.2.210.D(2) NMAC, the Association shall
maintain adequate accounting records. It is a prudent business practice to maintain
complete accounting records for all revenue transactions.

Effect

The Association does not have documentation showing that they sent monthly water billings
to all of its members and collected the amounts owed. The payments received from its
members and other sources may not have been accounted for. Without a complete set of
records for all revenue transactions, fraud schemes could occur and go undetected.
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San Luis-Cabezon Mutual Domestic Water Association
Schedule of Findings and Responses
Fiscal Year Ending June 30, 2014

Cause

The Association’s Board of Directors has not implemented adequate internal controls to file,
maintain and safeguard its revenue records.

Recommendation

The Association’s Board of Directors should improve its record keeping system for all
revenue transactions, cash receipts and deposits. Supporting documentation for all revenue
transactions (meter reading reports, monthly water billings for each member, detailed
payment and deposit reports, and a complete accounts receivable ledger for each water
customer and revenue source) should be generated, filed, and safeguarded for at least 5
years after the end of the fiscal year in which the revenue transaction occurred.

's R nse

By July 1, 2020, the Association’s Board of Directors will establish a written policy for the
Office Administrator and the Field Operations Specialist to improve its records keeping
system for all revenue transactions, cash receipts, and deposits. Effective May 1, 2020,
supporting documentation for all revenue transactions (meter reading reports, monthly
water billings for each member, detailed payment and deposit reports, and a complete
accounts receivable ledger for each customer and revenue source) will be filed and
safeguarded.

Finding 2014-005. Missing Expense Records
Condition

For the fiscal year ending June 30, 2014, 23 cash disbursements totaling $20,675.26 were
selected and tested. Out of the items tested, the Association was unable to provide invoices
or expense receipts for 9 cash disbursements totaling $6,714.92. The Association does not
have documentation showing that the goods or services were received.

Also, from April 25, 2014 through April 30, 2014, 137 unauthorized debit card charges by
“Supercell Google.com” totaling $4,088.63 were noted on the Association’s bank statement.
The President of the Board stated that a board member’s grandson used the Association’s
debit card to purchase multiple games on the internet from Google.com. The Association
was credited for these charges on May 9, 2014 and the debit card was cancelled.

Criteria

In accordance with the State Audit Rule, Section 2.2.210.D(2) NMAC, the Association shall
maintain adequate accounting records. It is a prudent business practice to establish a sound
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San Luis-Cabezon Mutual Domestic Water Association
Schedule of Findings and Responses
Fiscal Year Ending June 30, 2014

procurement policy and maintain complete documentation for all expenditures and cash
disbursements.

Section 13-1-158 NMSA of the State Procurement Code states: No warrant, check or other
negotiable instrument shall be issued in payment for any purchase of services, construction,
or items of tangible personal property unless the using agency certifies that the services,
construction or items of tangible personal property have been received.

Effect

The Association does not have documentation showing that any goods or services were
received for these cash disbursements. Recording errors and fraud schemes could occur and
go undetected if invoices and receiving reports aren’t obtained, filed and safeguarded. Fraud
schemes and the misuse of public funds could occur if the usage of debit cards to purchase
goods and services is not controlled and accounted for.

Cause

The Board of Directors has not developed and implemented adequate internal controls to
collect, maintain and safeguard its records for all expenditures and cash disbursements.
Also, the Board of Directors did not implement adequate internal controls over the usage of
its debit card.

Rec ion

To prevent missing invoices in the future, the Association’s Board of Directors and Office
Administrator should improve their filing system. The Association should file and safeguard
the supporting documentation for all cash disbursements and expenditures for at least 5
years after the end of the fiscal year in which the expenditure transaction occurred.

The Office Administrator should not process an invoice for payment until an employee or
board member certifies that the goods or services have been received. The Office
Administrator should ensure that a receiving report is adequately documented and attached
to each invoice.

After an invoice is processed for payment, the Office Administrator should record the date
paid, amount paid, and check number on every invoice and expense receipt. If a debit card
is used to make the purchase, the debit card charge receipt should also be attached to the
related invoices and expense receipts.
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Schedule of Findings and Responses
Fiscal Year Ending June 30,2014

To prevent unauthorized debit card charges, the Association’s Board of Directors should
develop and implement written policies and procedures to control the usage of debit cards
for the purchase of certain goods and services. The Office Administrator should accurately
classify and record all debit card expenditures in the general ledger.

Management’s Response

To be clear the Association does not disburse actual cash from the Checking Account and the
bank statement reads as debits or credits. The transactions referenced in the amount of
$6,714.92 were debited from vendors with the Association’s debit card. Effective May 1,
2020, the Association’s Board of Directors will establish a policy for the Office Administrator
and the Field Operations Specialist to improve its records keeping system. The Association
will incorporate a digital archiving mechanism to ensure copies are archived for 5 years.
Invoices will not be paid until a certification form is completed acknowledging the receipt of
goods or services. Receiving reports will be attached to all invoices. Each invoice and expense
receipt will have the following content recorded: date, amount paid, and check number. If a
debit card is used to make a purchase, the charge receipt will be attached to the related
invoice and expense receipt. The board will develop policy and procedures to control the
usage of debit cards for the purchase of certain goods and services. Effective July 1, 2020,
the Office Administrator will accurately classify and record all debit card expenditures in the
general ledger.

Finding 2014-006. No Approved Budget or Quarterly Reports to DFA-LGD

Condition

The Association’s Board of Directors did not prepare an annual budget for the fiscal year
ending June 30, 2014 and submit it to the NM Department of Finance & Administration’s
Local Government Division (DFA-LGD) for approval. Also, the Association did not submit
any quarterly financial reports to DFA-LGD.

Criteria

Pursuant to Section 6-6-2.A NMSA 1978, each local public body is required to furnish and file
with DFA-LGD, on or before June 1 of each year, a proposed budget for the next fiscal year if
they are determined to be a Tier 4 agency or higher.

Pursuant to Section 6-6-2.F NMSA 1978, the Association is required to submit quarterly
financial reports to DFA-LGD if they are determined to be a Tier 4 agency or higher.
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Effect

The Association was operating without an approved budget for the fiscal year ending June
30, 2014. Overspending and financial difficulties could occur if an operating budget is not
adopted, approved and periodically monitored. DFA-LGD was unable to perform its
oversight function of the Association without the quarterly financial reports.

Cause

The current Board President stated that it was a lack of understanding of DFA-LGD’s
reporting requirements, and once they learned about it, they worked with their budget
analyst at DFA-LGD to come into compliance.

Recommendation

The Association’s Board of Directors should adopt an operating budget for each fiscal year
and document the board approval and resolution in the minutes of its meetings. The adopted
budget for the next fiscal year should be submitted to DFA-LGD by June 15t of each year.

As required by Section 6-6-5 NMSA 1978, upon receipt of any budget approved by DFA-LGD,
the local public body shall cause such budget to be made a part of the minutes of such body.
After the Association receives the budget certification letter from DFA-LGD, the Board of
Directors should make record of the approval in the minutes of its meetings. Furthermore,
by the last day of the month following the end of each quarter, the Association should submit
quarterly financial reports to DFA-LGD that report the cash balance, loan balance and
cumulative totals for revenues and expenditures in the manner prescribed by DFA-LGD.

Management’s Response

The Association’s Board of Directors will adopt an operating budget for each fiscal year and
document the board approval and resolution in the minutes of its meetings. The adopted
budget for the next fiscal year will be submitted to DFA-LGD by June 1t of each year. As
required by Section 6-6-5 NMSA 1978, upon receipt of any budget approved by DFA-LGD,
the Board of Directors shall cause such budget to be made a part of the minutes of its
meetings. After the Association receives the budget certification letter from DFA-LGD, the
Board of Directors will make a record of the approval in the minutes of its meetings.
Furthermore, by the last day of the month following the end of each quarter, the Office
Administrator will submit quarterly financial reports to DFA-LGD that report the cash
balance, loan balance and cumulative totals for revenues and expenditures in the manner
prescribed by DFA-LGD.
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Fiscal Year Ending June 30,2014

Finding 2014-007. No Written Procurement Policies and Procedures

Condition

The Association does not have any written procurement policies and procedures to control
and account for the purchase of goods and services.

Criteri

Adequate procurement policies and procedures provide for the fair and equal treatment of
all persons involved in public procurement, maximize the purchasing value of public funds
and provide safeguards for maintaining a procurement system of quality and integrity.

Effect

Without any written procurement policies and procedures, there is a lack of internal control
over purchases and cash disbursements. Therefore, the Association is at risk of fraud and
misuse of its cash balance. Also, the Association may not be obtaining the best price for its
goods and services.

Cause

The Association’s Board of Directors has neglected to establish written procurement policies
and procedures.

Recommendation

The Board of Directors should establish and implement written procurement policies and
procedures to initiate, authorize, process, record and report the purchase and payment for
goods and services. The procurement policy should include a record retention policy
whereas all procurement documentation shall be filed, retained and safeguarded for at least
five years after the end of the fiscal year in which the procurement occurred.

eme e

The Board of Directors will establish and implement written procurement policies and
procedures to initiate, authorize, process, record, and report the purchase and payment for
goods and services. The procurement policy will include record retention policy whereas all
procurement documentation will be filed by the Office Administrator, retained, and
safeguarded for at least five years after the end of the fiscal year in which the procurement
occurred. The board will adopt this policy in June 2020 and implemented effective July 1,
2020,
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San Luis-Cabezon Mutual Domestic Water Association
Schedule of Findings and Responses
Fiscal Year Ending June 30, 2014

Finding 2014-008. No Review Procedure for Journal Entries
Condition

The Association does not have a procedure in place requiring management to review and
approve all non-routine journal entries posted to the general ledger.

Criteria

For proper internal control over the account balances and financial statements, written
documentation and evidence of review and approval should be maintained for all non-
standard journal entries to the general ledger.

Effect

Inaccurate or unauthorized adjustments to the general ledger could go undetected by
management. A fraud or embezzlement scheme could occur without the review and
approval of non-standard journal entries to the general ledger.

Cause

Management of the Association stated they were unaware of the need to establish a
procedure to review and approve all non-routine journal entries posted to their accounting
system.

Recommendati

The Association’s Board of Directors should develop and implement a procedure requiring
its Office Administrator to maintain written documentation and explanations to support all
non-routine journal entries, adjusting journal entries and reclassifications that are posted
and recorded in the Association’s accounting system. The Board of Directors should also
develop a procedure for management to review and approve all non-routine journal entries,
adjusting journal entries and reclassifications that are posted to the accounting system.

Management's Response

The Association’s Board of Directors will develop and implement a procedure for its Office
Administrator to maintain written documentation and explanations to support all non-
routine journal entries, adjusting journal entries and reclassification that are posted and
recorded in the Association’s accounting system. The Board of Directors will also develop a
procedure for management to review and approve all non-routine journal entries, adjusting
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San Luis-Cabezon Mutual Domestic Water Association
Schedule of Findings and Responses

Fiscal Year Ending June 30, 2014

journal entries and reclassifications that are posted to the accounting system. The board will
adopt this policy by the end of June 2020 and implement it effective July 1, 2020.

Finding 2014-009. Late Agreed-Upon Procedures Contract and Report
Condition

For the fiscal year ending June 30, 2014, the Association did not submit the Tier 4 agreed-
upon procedures contract information and this report to the NM Office of the State Auditor
by the required due dates.

Criteri

According to State Audit Rule 2014, Section 2.2.2.16.B (4) NMAC, “if a local public body’s
annual revenue is between $50,000 but less than $250,000, then the local public body shall
procure the services of an IPA for the performance of a Tier 4 agreed-upon procedures
engagement in accordance with the audit contract for a Tier 4 agreed-upon procedures
engagement.”

According to State Audit Rule 2014, Section 2.2.2.8.F(8)(e) NMAC, the Association should
have hired a CPA firm and submitted the unsigned Tier 4 contract to the New Mexico Office
of the State Auditor by July 1, 2014. The signed contract for these agreed-upon procedures
was submitted to the NM Office of the State Auditor on December 12, 2019.

According to State Audit Rule 2014, Section 2.2.2.9.A(1)(g) NMAC, this agreed-upon
procedures report should have been submitted to the New Mexico Office of the State Auditor
by December 15, 2014.

Effect

Since the agreed-upon procedures report for 2014 is extremely late, the users of the agreed-
upon procedures report did not receive timely information about the results of the agreed-
upon procedures.

Cause

The current Board President stated that it was a lack of understanding of the audit rule. New
board members were elected in July 2013 and the Board didn’t know that Tier 4 agreed-
upon procedures were required if annual revenues exceeded $50,000.
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Recommendation

For the fiscal year June 30, 2020 and future fiscal years, the Association shall determine its
total revenues and state funded capital outlay award expenditures and apply the criteria
noted in Section 2.2.2.16.B NMAC to determine if agreed-upon procedures are required; if
so, the Association should submit the contract information to the NM Office of the State
Auditor by July 30 as required by State Audit Rule 2020, Section 2.2.2.8.F(8)(e) NMAC, and
ensure that the agreed-upon procedures report is submitted to the NM Office of the State
Auditor by December 15.

Management’s Response

For the fiscal year ending June 30, 2020 and future fiscal years, the Office Administrator will
determine its total revenues and state funded capital outlay award expenditures and apply
the criteria noted in Section 2.2.2.16.B NMAC to determine if agreed-upon procedures are
required. The Association will then hire a CPA firm and submit the contract information to
the NM Office of the State auditor by July 30 as required by State Audit Rule 2020, Section
2.2.2.8.F(8)(e) NMAC, and ensure that the agreed-upon procedures report is submitted to
the Office of the State Auditor by December 15 of each year as required by State Audit Rule
2020, Section 2.2.2.9.A(1)(g) NMAC.
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San Luis-Cabezon Mutual Domestic Water Association
Exit Conference
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On April 22, 2020, the following officials held an exit conference and discussed the results of
the agreed upon procedures and the contents of this report:

San Luis-Cabezon MDWA

Joey Dominguez, President
Diane Montoya, Office Administrator

Accounting & Auditing Services, LL

Steve B. Archibeque, CPA, Audit Manager
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