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Independent Auditors’ Report

Tim Keller, State Auditor
and
Board of Directors
North Central Solid Waste Authority
Espafiola, New Mexico

We were engaged to audit the accompanying financial statements of North Central Solid Waste
Authority (Authority), as of and for the year ended June 30, 2007, which collectively comprise the
Authority's basic financial statements as listed in the table of contents. We were also engaged to
audit the budgetary comparison for the year ended June 30, 2007 presented as supplementary
information, as listed in the table of contents. The financial statements of the Authority for the year
of June 30, 2006, were audited by other auditors whose report dated March 1, 2010, expressed an
unqualified opinion on those financial statements. As discussed in Note 9, the Authority has
restated its 2006 financial statements during the current year, as prepaid expenses were
understated and small equipment expenses were overstated, due to an accounting error. The other
auditors reported on the 2006 financial statements before the accounting error was discovered.

The Authority did not maintain sufficient internal control and/or adequate records of its accounts
receivables; allowance for doubtful accounts; loan activity; revenues; bad debt expense; payroll
expenditures; miscellaneous expenses; payroll reports submitted to the federal and state
governments; and governmental sales taxes along with sales tax reports.

As the Authority did not maintain sufficient internal controls and/or adequate records we were
unable to obtain sufficient evidential matter and we were not able to apply other auditing procedures
to satisfy ourselves as to the fairness of the presentation of the financial statements in conformity
with generally accepted accounting principles. The scope of our work was not sufficient to enable
us to express, and we do not express an opinion on the financial position of the Authority as of June
30, 2007, and the changes in financial position and cash flows, thereof and the budgetary
comparison for the year ended June 30, 2007 in conformity with accounting principles generally
accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated June 26,
2015 on our consideration of the Authority’s internal control over financial reporting and on our tests
of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and
other matters. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion
on the internal control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards and should be considered in
assessing the results of our audit.



Management has omitted the management’s discussion and analysis that accounting principles
generally accepted in the United States of America required to be presented to supplement the
basis financial statements. Such missing information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board who considers it to
be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. Our opinion on the basic financial
statements is not affected by this missing information.

Our audit was conducted for the purpose of forming opinions on the basic financial statements
and the budgetary comparison. The additional schedule listed as “other supplemental financial
information” in the table of contents is presented for purposes of additional analysis and is not a
required part of the financial statements. Such information is the responsibility of management
and was derived from and relates directly to the underlying accounting and other records used
to prepare the financial statements. The information has been subjected to the auditing
procedures applied in the audit of the financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and
other records used to prepare the financial statements or to the financial statements
themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the information is fairly stated in all
material respects in relation to the basic financial statements as a whole.

fm 4-':6:0@ PA.

Fierro & Fierro, P.A.
Las Cruces, New Mexico

June 26, 2015
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STATE OF NEW MEXICO

NORTH CENTRAL SOLID WASTE AUTHORITY

STATEMENT OF NET ASSETS

JUNE 30, 2007 AND 2006

2007 2006
ASSETS
Current Assets:
Cash $ 828 $ 7,488
Receivables, net of allowances for doubtful accounts:
Accounts 1,338,065 1,381,816
Prepaid expenses - 13,500
Total current assets 1,338,893 1,402,804
Non-Current Assets:
Capital Assets:
Capital assets, not being depreciated 10,068 -
Other capital assets, being depreciated 1,463,025 1,026,202
Capital assets, net 1,473,093 1,026,202
Total assets $ 2,811,986 $ 2,429,006
LIABILITIES
Current Liabilities:
Bank overdraft $ 92,805 $ 173,706
Accounts payable 520,843 363,835
Accrued salaries 49,284 -
Accrued liabilities 289,737 55,543
Deferred revenues 184,616 117,414
Current maturities of liabilities:
Notes payable 12,833 -
Compensated absences 105,000 115,482
Total current liabilities 1,255,118 825,980
Non-Current Liabilities:
Compensated absences 35,399 -
Total liabilities 1,290,517 825,980
NET ASSETS
Invested in capital assets 1,473,093 1,026,202
Unrestricted 48,376 576,824
Total net assets 1,521,469 1,603,026
Total liabilities and net assets $ 2,811,986 $ 2,429,006

The accompanying notes are an integral part of these financial statements.
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STATE OF NEW MEXICO
NORTH CENTRAL SOLID WASTE AUTHORITY
STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN NET ASSETS
FOR THE YEARS ENDED JUNE 30, 2007 AND 2006

2007 2006

Operating Revenues:
Charges for services $ 3,785,650 $ 3,484,703

Operating Expenses:
Personnel services 1,326,518 1,310,434
Employee benefits 606,957 432,564
Payroll taxes 165,349 106,488
Tipping and hauling fees 864,571 713,522
Professional services 162,622 175,500
Fuel 236,931 185,822
Insurance 143,353 108,385
Operational expenses 28,866 13,617
Repairs and maintenance 278,651 147,300
Small equipment and tools 169,732 141,330
Taxes and licenses 144,154 130,414
Printing and advertising 11,569 1,822
Leases 46,495 28,664
Miscellaneous 150,106 2,026
Uniforms 20,427 13,247
Utilities 11,402 5,355
Mileage and per diem 3,055 1,182
Office supplies and equipment 33,678 17,402
Administration expenses 55,603 67,790
Depreciation 223,501 173,937
Total operating expenses 4,683,540 3,776,801
Operating (loss) (897,890) (292,098)

Non-Operating Revenues (Expenses):

Intergovernmental 171,940 -
Interest income 95 523
Lease 7,488 -
Lien/release charges 2,718 -
Interest expense (4,390) -
Total non-operating revenues (expenses) 177,851 523
(Loss) before capital contributions (720,039) (291,575)
Capital Contributions 638,482 1,002,024
Change in net assets (81,557) 710,449
Net assets, beginning of year 1,603,026 892,577
Net assets, end of year $ 1,521,469 $ 1,603,026

The accompanying notes are an integral part of these financial statements.
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STATE OF NEW MEXICO

NORTH CENTRAL SOLID WASTE AUTHORITY

STATEMENT OF CASH FLOWS

FOR THE YEARS ENDED JUNE 30, 2007 AND 2006

Cash Flows from Operating Activities:
Cash received from customers
Cash payments to employees for services
Cash payments to suppliers for goods and services
Other

Net cash provided (used) by operating activities

Cash Flows from Non-Capital and Financing Activities:
Intergovernmental revenues
Note proceeds
Lease income
Lien/release charges
Principal payments
Interest expense

Net cash provided by non-capital and financing activities

Cash Flows From Capital and Related Financing Activities:
Capital contributions
Acquisition of capital assets

Net cash (used) by capital
and related financing activities

Cash Flows From Investing Activities:
Interest income

Net increase in cash
Cash, beginning of year
Bank overdraft

Cash, end of year
Displayed as:

Cash
Bank overdraft

The accompanying notes are an integral part of these financial statements.
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2007 2006
3,896,603 $ 3,334,556
(1,768,719) (1,275,934)
(2,225,917) (2,058,650)

- 6,922
(98,033) 6,894
171,940 -
114,029 -

7,488 -
2,718 -
(101,196) -
(4,390) -
190,589 -
638,482 -
(656,892) -
(18,410) -
95 523
74,241 7,417
(166,218) 71

- (173,706)

(91,977) $  (166,218)

828 $ 7,488
(92,805) (173,706)
(91,977) $  (166,218)




STATE OF NEW MEXICO

NORTH CENTRAL SOLID WASTE AUTHORITY

STATEMENT OF CASH FLOWS
(CONTINUED)

FOR THE YEARS ENDED JUNE 30, 2007 AND 2006

Reconciliation of Operating (Loss) to Net Cash
Provided by Operating Activities:
Operating (Loss)
Adjustment to Reconcile Operating (Loss) to Net
Cash Provided (Used) by Operating Activities:
Depreciation

Change in Assets and Liabilities:
(Increase) decrease in accounts receivable
Increase in prepaid expenses
Bank overdraft
Increase in accounts payable
Increase in accrued salaries
Increase in accrued liabilities
Increase in compensated absences
Increase in deferred revenues

Total adjustments

Net cash provided (used) by operating activities

Supplemental Noncash Disclosure:
Accounts receivable transferred from County of
Rio Arriba, net allowance

2007 2006
(897,890) $  (292,098)
223,501 173,937

43,751 (262,227)
- (13,500)

- 166,001
157,008 97,945
49,284 -
234,194 19,422
24,917 -
67,202 117,414
799,857 298,992
(98,033) $ 6,894
- $ 1,002,024

The accompanying notes are an integral part of these financial statements.
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STATE OF NEW MEXICO
NORTH CENTRAL SOLID WASTE AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

North Central Solid Waste Authority (Authority) provides solid waste collection services to
the City of Espafola, New Mexico, Rio Arriba County, Santa Clara Pueblo, and Ohkay
Owingeh Pueblo for residents and commercial properties. The Authority also operates
convenience centers where residents and businesses can dump trash.

The Authority was created via a joint powers agreement between the City of Espafiola, Rio
Arriba County, Santa Clara Pueblo, and Ohkay Owingeh Pueblo, which was signed on
November 27, 2002. The Authority began operations on October 1, 2004. The agreement is
for an indefinite period of time. None of the members have an equity interest in the
Authority. The Authority was created under the New Mexico Joint Powers Act, Sections 11-
1-1 et seqg NMSA 1978. The Authority is an instrumentality of its members operated for
public purposes. The Authority is not considered a political subdivision of the state and is not
a local public body.

The Authority is governed by a board, which acts as the fiscal agent for the Authority, and is
comprised of one member appointed by each participating party. Each board member in
good standing has one vote on all matters of business affecting the Authority.

The financial statements of the Authority have been prepared in conformity with generally
accepted accounting principles (GAAP) in the United States as applied to governmental
units. The Governmental Accounting Standards Board (GASB) is the accepted standard-
setting body for establishing governmental accounting and financial reporting principles. The
more significant of the government’s accounting policies are described below:

A. Reporting Entity

In evaluating how to define the reporting entity for financial reporting purposes,
management has considered all potential component units. The decision to include any
potential component units in the reporting entity was made by applying the criteria set
forth in GAAP. The most primary standard for including or excluding a potential
component unit with the reporting entity is the governing body’s ability to exercise
oversight responsibility. The most significant manifestation of this ability is financial
interdependency. Other manifestations of the ability to exercise oversight responsibility
include, but are not limited to, the selection of governing authority, the designation of
management, the ability to significantly influence operations, and accountability for fiscal
matters. A second criterion used in evaluating potential component units is the scope of
public service. Application of this criterion involves considering whether the activity
benefits the government and/or its citizens, or whether the activity is conducted within
the geographic boundaries of the government and is generally available to its citizens. A
third criterion used to evaluate potential component units for inclusion or exclusion from
the reporting entity is the existence of special financing relationships, regardless of
whether the Authority is able to exercise oversight responsibilities. Based upon the
application of these criteria, the Authority has no component units. The determination if
the Authority would be considered a component unit of one of its members has not been
made by the Authority as that is the responsibility of the members.



STATE OF NEW MEXICO
NORTH CENTRAL SOLID WASTE AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

B. Basis of Presentation and Accounting

The Authority’s basic financial statements are presented on the full accrual basis of
accounting and conform to accounting principles generally accepted in the United States
of America. The Authority applies Government Accounting Standards Board (GASB)
pronouncements as well as all relevant pronouncements of the Financial Accounting
Standards Board (FASB), the Accounting Principles Board (APB), or any Accounting
Research Bulletins (ARB) issued on or before November 30, 1989, unless these
pronouncements conflict with or contradict GASB Pronouncements.

Governments also have the option of following subsequent private-sector guidance for
their business-type activities and enterprise funds, subject to this limitation. The
Authority has elected not to follow subsequent private-sector guidance.

The accounts of the Authority are organized on the basis of a proprietary fund type,
specifically an enterprise fund. The activities of this fund are accounted for with a
separate set of self-balancing accounts that comprise the Authority’s assets, liabilities,
net assets, revenues and expenses.

Enterprise funds account for activities: (1) that are financed with debt that is secured
solely by a pledge of the net revenues from fees and charges of the activity; or (2) that
are required by laws or regulations that the activity's costs of providing services,
including capital costs, such as depreciation or debt service, be recovered with fees and
charges rather than with taxes or similar revenues; or (3) that the pricing policies of the
activity establish fees and charges designed to recover its costs, including capital costs,
such as depreciation or debt service. The Authority distinguishes operating revenues
and expenses from non-operating items. Operating revenues and expenses generally
result from providing services and producing and delivering goods in connection with the
Authority’s ongoing operation. The principal operating revenue is charges for services.
Operating expenses include the cost of operations, administrative expenses, and
depreciation on capital assets. All revenue and expenses not meeting this definition are
reported as non-operating revenues and expenses. Non-operating grant revenue is
recognized as revenue as soon as all eligibility requirements imposed by the provider
have been met.

When both restricted and unrestricted resources are available for use, it is the
Authority’s policy to use restricted resources first, and then unrestricted resources as
they are needed.

The accounting and financial reporting treatment applied to the Authority is determined
by its measurement focus. The transactions of the Authority are accounted for on a flow
of economic resources measurement focus. With this measurement focus, all assets and
all liabilities associated with the operations are included on the statement of net assets.
Net assets such as total assets net of total liabilities, are segregated into three
components; invested in capital assets, net of related debt; restricted; and unrestricted
components. The Authority’'s operating statements present increases (revenues) and
decreases (expenses) in net total assets.



STATE OF NEW MEXICO
NORTH CENTRAL SOLID WASTE AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

C. Budgets

Budgets for all funds are prepared by management and approved by the board of
directors and the New Mexico Department of Finance and Administration. The general
manager is responsible for preparing the budget, from requests submitted by department
heads. The appropriated budget is prepared by line item within object class, program,
department and fund; revenues expected to be available are estimated to provide for
balanced budgeting. The comprehensive budget package is brought before the board of
directors for approval by resolution.

The proposed budget is then submitted by June 1* to the New Mexico Department of
Finance and Administration (DFA) Local Government Division for approval. DFA certifies
a pending budget by July 1%, with final certification of the budget by the first Monday of
September. The expenditure section of the budget, once adopted, is legally binding. The
budget is prepared on the non-GAAP cash basis, excluding encumbrances, and secures
appropriation of funds for only one year. Carryover funds are reappropriated in the
budget of the subsequent fiscal year. The budget process in the state of New Mexico
requires that the beginning cash balance be utilized to fund deficit budgets appropriated
in the budget of the subsequent fiscal year.

Actual expenditures may not exceed the budget on a fund basis. Budgets may be
amended in two ways. If a budget transfer is necessary within expenses, this may be
accomplished with only local board approval. If a budget increase is required, approval
must be obtained from the Department of Finance and Administration. The Authority’s
level of budgetary control is at the total fund level.

D. Cash and Cash Equivalents

Cash includes amounts in demand deposits as well as certificates of deposit as
applicable. State statutes authorize the government to invest in interest bearing
accounts with local financial institutions, direct obligations of the state and the U.S.
Treasury or New Mexico political subdivisions, and the State Treasurer's Investment
Pool. New Mexico State Statutes require that financial institutions with public monies on
deposit pledge collateral, to the owner of such public monies, in an amount not less than
50% of the uninsured public monies held on deposit. If required, collateral pledged is
held in safekeeping by other financial institutions, with safekeeping receipts held by the
Authority. The pledged securities remain in the name of the financial institution.

E. Receivables

All receivables are reported at their gross value and, where appropriate, are reduced by
the estimated portion that is expected to be uncollectible.
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STATE OF NEW MEXICO
NORTH CENTRAL SOLID WASTE AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

F. Prepaid Items

Payments made to vendors for goods or services that will benefit periods beyond year
end, are recorded as prepaid items.

G. Capital Assets

Capital assets, which include property, plant, equipment, computer hardware and
software, furniture, fixtures, and vehicles are valued and reported at cost where historical
records are available and at an estimated historical cost where no historical records
exist. Donated capital assets are valued at their estimated fair market value on the date
of donation. The costs of normal maintenance and repairs that do not add to the value of
the asset or materially extend asset lives are not capitalized. Improvements are
capitalized and depreciated over the remaining useful lives of the related capital assets,
as applicable.

Prior to June 17, 2005, the Authority defined capital assets as assets with an initial
individual cost of more than $1,000 and an estimated useful life in excess of one year.
Effective June 17, 2005, in accordance with state statutes, the Authority changed its
capitalization threshold to include only assets with a cost of $5,000 or more. All assets
capitalized prior to June 17, 2005, that are property of the Authority, remain on the
financial and accounting records of the Authority.

Major outlay for capital assets and improvements are capitalized as projects are
constructed. Interest incurred during the construction phase of capital assets is included
as part of the capitalized value of the assets constructed.

Property, plant, equipment, and vehicles are depreciated using the straight-line method
over the estimated useful lives as follows:

Convenience stations 10 years
Containers 10 years
Equipment, computer hardware

and software, furniture, and fixtures 5 years
Vehicles 5 years

H. Compensated Absences

Vested or accumulated vacation leave that is expected to be liquidated with expendable,
available financial resources is reflected as a liability of the Authority. In accordance with
the provisions of the Governmental Accounting Standards Board, Statement No. 16,
Accounting for Compensated Absences, no liability is recorded for nonvesting
accumulating rights to receive sick pay benefits. Annual leave is earned according to the
following schedule:

11



STATE OF NEW MEXICO
NORTH CENTRAL SOLID WASTE AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

H. Compensated Absences (continued)

Full-Time

Length of Employment Employee
1 year 3.69 hrs/pay period
2nd to 5th year 4.62 hrs/pay period
6th to 15th year 5.54 hrs/pay period
16th+ 6.15 hrs/pay period

Annual leave for all employees can be carried over from year to year. There is no limit as
to the total number of annual leave hours an employee can retain. Upon termination, any
unused annual leave shall be paid.

Authority employees with five or less years of service accumulate sick leave at a rate of
4.00 hours per pay period. Employees with six or more years of service accumulate sick
leave at a rate of 5.54 hours per pay period. Sick leave for all employees can be carried
over from year to year. The maximum accrual on sick leave shall be one hundred sixty
(160) hours at the end of the calendar year. Employees who have accrued two hundred
forty hours of vacation pay and one hundred sixty hours of sick leave may convert up to
forty (40) hours sick leave each year to 40 hours annual leave each year on a one to one
basis.

Upon termination, providing the employee is not terminated from employment and
leaves in good standing, the employee will be paid one-half the cash equivalent of up to
one hundred sixty (160) hours of accumulated sick leave. Retiring employees are to be
paid the cash equivalent of up to 160 hours of accumulated sick leave.

I. Deferred Revenues

The Authority reports deferred revenue on its statement of net assets, when applicable.
Deferred revenues arise when potential revenue does not meet both the "measurable”
and "available" criteria for recognition in the current period. Deferred revenues may also
arise when the Authority receives resources before it has a claim to them, as when grant
monies are received prior to the incurrence of qualifying expenditures. In subsequent
periods, when both revenue recognition criteria are met, or when the Authority has a
legal claim to the resources, the liability for deferred revenue is removed from the
statement of net assets and revenue is recognized.

J. Short-Term Obligations

In the statement of net assets, short-term debt and other short-term obligations are
reported as liabilities.

12



STATE OF NEW MEXICO
NORTH CENTRAL SOLID WASTE AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

K. Long-Term Obligations

In the statement of net assets, long-term debt and other long-term obligations are
reported as liabilities.

L. Net Assets

Net assets comprise the various net earnings from operating income, non-operating
revenues and expenses, and capital contributions. Net assets are classified in the
following three components:

Invested in Capital Assets, Net of Related Debt — This component of net assets
consists of capital assets, net of accumulated depreciation and reduced by the
outstanding balances of any bonds, mortgages, notes on other borrowings that are
attributable to the acquisition, construction or improvement of those assets. If there are
significant, unspent related debt proceeds at year end, the portion of the debt
attributable to the unspent proceeds is not included in the same net assets component
as the unspent proceeds.

Restricted — This component of net assets consists of constraints imposed by creditors,
such as through debt covenants; grantors, contributors, or laws or regulations of other
governments or constraints imposed by law through constitutional provisions or enabling
legislation.

Unrestricted — This component of net assets consists of net assets that do not meet the
definition of “restricted” or “invested in capital assets, net of related debt”.

M. Cash Flows
For the purpose of the statement of cash flows, the Authority considers all highly liquid

investments, including restricted cash with maturity of three months or less when
purchased, to be cash equivalents.

N. Use of Estimates

The preparation of financial statements, in conformity with accounting principles
generally accepted in the United States of America, requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities at
the date of the financial statements, and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

O. Presentation

Certain reclassifications of prior year information have been made to conform to current
year presentation.

13



STATE OF NEW MEXICO
NORTH CENTRAL SOLID WASTE AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

Cash

New Mexico State Statutes provide authoritative guidance regarding the deposit of cash and
idle cash. Deposits of funds may be made in interest or non-interest bearing checking
accounts in one or more bank or savings and loan associations. Deposits may be made to
the extent that they are insured by an agency of the United States of America or by
collateral deposited as security or by bond given by the financial institution. The rate of
interest in non-demand interest-bearing accounts shall be set by the state Board of Finance,
but in no case shall the rate of interest be less than one hundred percent of the asked price
on United States treasury bills of the same maturity on the day of deposit.

Idle cash may be invested in a wide variety of instruments, including money market
accounts, certificates of deposit, the New Mexico State Treasurer’'s investment pool, or in
securities which are issued by the state or by the United States government, or by their
departments or agencies, and which are either direct obligations of the state or the United
States, or are backed by the full faith and credit of those governments.

Cash Deposited With Financial Institutions

The Authority maintains cash within financial institutions located in Espafiola, New Mexico.
The Authority’s deposits are carried at cost.

At year end, the amount of cash reported on the financial statements differs from the
amount on deposit with the various institutions because of transactions in transit and
outstanding checks. The locations and amounts deposited are as follows:

Reconciling Per Financial

2007 Per Institution Items Statements
Valley National Bank $ 33,150 $ (125,955) $ (92,805)
Community Bank 728 100 828
Total cash deposits $ 33,878 $ (125,855) $ (91,977)

2006

Valley National Bank $ 26,693 $ (200,399) % (173,706)
Community Bank 7,263 225 7,488
Total cash deposits $ 33,956 $ (200,174) $ (166,218)

The amounts reported as cash for the Authority within the financial statement is displayed
as:

2007 2006
Statement of Net Assets:
Cash $ 828 $ 7,488
Bank overdraft (92,805) (173,706)

$  (91,977) $ (166,218)

14
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STATE OF NEW MEXICO
NORTH CENTRAL SOLID WASTE AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

CASH (continued)

Cash Deposited With Financial Institutions (continued)

Except for items in transit, the carrying value of deposits by the respective depositories
equated to the carrying value by the Authority. All deposits are collateralized with eligible
securities, as described by New Mexico State Statute, in amounts equal to at least 50% of
the Authority carrying value of the deposits (demand and certificates of deposit). Such
collateral, as permitted by the state statutes is held in each respective depository bank’s
collateral pool at a Federal Reserve Bank, or member bank other than the depository bank,
in the name of the respective depository bank and pledged as a pool of collateral against all
of the public deposits it holds with the exception of deposit insurance provided by the
Federal Deposit Insurance Corporation.

Valley Community
2007 National Bank
Checking accounts $ 33,150 $ 728
Less: FDIC coverage (33,150) (728)
Total uninsured public funds $ - $
2006
Checking accounts $ 26,693 $ 7,263
Less: FDIC coverage (26,693) (7,263)
Total uninsured public funds $ - $

Custodial Credit Risk — Deposits — Custodial credit risk is the risk that in the event of a bank
failure, the government’s deposits may not be returned to it. The Authority does not have a
deposit policy for custodial credit risk. As of June 30, 2007 and 2006, none of the Authority's
bank balances were exposed to custodial credit risk.

ACCOUNTS RECEIVABLE

Accounts receivable consisted of the following:

2007 2006
Charges for services $ 2,006,081 $ 2,049,832
Allowance for doubtful accounts (668,016) (668,016)

$ 1,338,065 $ 1,381,816

The Authority's policy is to provide for uncollectible based upon expected defaults.
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STATE OF NEW MEXICO
NORTH CENTRAL SOLID WASTE AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

CAPITAL ASSETS

Capital assets for the fiscal year ended June 30, 2007:

Balance Balance
06/30/06 Increases Decreases 06/30/07
Business-Type Activities:
Capital assets, not being depreciated:
Construction in progress $ - $ 10,068 $ - $ 10,068
Other capital assets, being depreciated:
Convenience stations - 40,649 - 40,649
Equipment 1,112,587 586,961 - 1,699,548
Containers 122,623 - (7,022) 115,601
Vehicles 49,761 9,800 - 59,561
Office furniture and equipment 2,137 29,936 - 32,073
Total other capital assets
being depreciated 1,287,108 667,346 (7,022) 1,947,432
Less accumulated depreciation:
Convenience stations - (3,424) - (3,424)
Equipment (226,943) (193,222) - (420,165)
Containers (18,394) (11,560) 1,054 (28,900)
Vehicles (14,928) (10,932) - (25,860)
Office furniture and equipment (641) (5,417) - (6,058)
Total accumulated depreciation (260,906) (224,555) 1,054 (484,407)
Other capital assets, net 1,026,202 442,791 (5,968) 1,463,025
Total capital assets, net $ 1,026,202 $ 452,859 $ (5,968) $ 1,473,093
Capital assets for the fiscal year ended June 30, 2006:
Balance Balance
06/30/05 Increases Decreases 06/30/06
Business-Type Activities:
Capital assets, being depreciated:
Convenience stations and containers $ 122,623 $ - $ - $ 122,623
Equipment 1,112,587 - - 1,112,587
Vehicles 49,761 - - 49,761
Office furniture and equipment 2,137 - - 2,137
Total capital assets, not
being depreciated 1,287,108 - - 1,287,108
Less accumulated depreciation:
Convenience stations and containers (6,131) (12,263) - (18,394)
Equipment (75,648) (151,295) - (226,943)
Vehicles (4,976) (9,952) - (14,928)
Office furniture and equipment (214) (427) - (641)
Total accumulated depreciation (86,969) (173,937) - (260,906)
Total capital assets, net $ 1,200,139 $ (173,937) $ - $ 1,026,202
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STATE OF NEW MEXICO
NORTH CENTRAL SOLID WASTE AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

5. ACCRUED LIABILITIES

Accrued liabilities consist of the following:

2007 2006
Health insurance premiums $ 104,129 $ -
Federal payroll tax 99,915 -
Retirement contributions and withholdings 69,867 -
Payroll liabilities - 55,543
State payroll tax 15,417 -
Worker's compensation payable 409 -

$ 289,737 $ 55,543

6. SHORT-TERM OBLIGATIONS

Changes in short-term debt during the year ended June 30, 2007, were as follows:

Amounts
Balance Balance Due Within
06/30/06 Additions Deletions 06/30/07 One Year
Short-term notes $ - $ 118,336 $ 105,503 $ 12,833 $ 12,833

The Authority borrowed cash from Western Commerce Bank, located in Carlsbad, New
Mexico, to finance insurance premiums. Details regarding the notes are described as
follows:

e On July 1, 2006, the Authority borrowed $80,876 from Western Commerce Bank.
The note accrued interest at a rate of 7.75 percent per annum. The proceeds were
used to purchase general liability and automotive insurance. The loan was paid in full
on December 21, 2006.

e On December 5, 2006, the Authority borrowed $37,460 from Western Commerce
Bank. The note accrued interest at a rate of 8.25 percent per annum. The proceeds
were used to purchase automotive insurance. As of June 30, 2007, the outstanding
amount of the loan was $12,833. The note was paid in full on September 20, 2007.

7. LONG-TERM OBLIGATIONS

Changes in long-term debt during the year ended June 30, 2007, were as follows:

Amounts
Balance Balance Due Within
06/30/06 Additions Deletions 06/30/07 One Year

Compensated absences $ 115,482 $ 130,229 $ (105,312) $ 140,399 $ 105,000
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STATE OF NEW MEXICO
NORTH CENTRAL SOLID WASTE AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

SPECIAL FINANCE AGREEMENT

On February 9, 2007, the Authority and Rio Arriba County entered into a loan agreement
with the New Mexico Finance Authority (NMFA) to borrow one million dollars. The proceeds
of the loans were used to finance equipment purchased for the Authority. The loan accrues
interest at a blended rate of 3.621 percent per annum and matures on May 1, 2014. Rio
Arriba County has pledged County Local Option Environmental Gross Receipts Tax to
service the debt.

When the loan was funded, the proceeds were placed into two funds maintained by the
NMFA: $900,000 was placed in a project fund; and $100,000 was placed in a debt service
fund. During the fiscal year ended June 30, 2007, the Authority submitted invoices totaling
$810,422 to the NMFA; those invoices were paid by NMFA directly to the vendors using
cash available in the project fund. The Authority has recorded intergovernmental revenues
of $171,940 (non-capital expenditures), and capital contribution (capital purchases) of
$638,482 during the fiscal year ended June 30, 2007.

The debt obligation was not recorded on the Authority's general ledger as the obligation is
serviced with sales taxes assessed and pledged by Rio Arriba County. The obligation is
reflected in the financial statements of the County.

RESTATEMENT- 2006 FINANCIAL STATEMENTS

Subsequent to the issuance of the 2006 financial statements, the Authority discovered an
accounting error in the recording of a down payment on computer software. Rather than the
expenditure being reflected as a prepaid expense, the Authority recorded the payment as an
expense. The 2006 statements have been restated to reflect prepaid expenses of $13,500,
while expenses for small equipment and tools have been decreased by the same amount.

PUBLIC EMPLOYEES RETIREMENT ASSOCIATION

Plan Description

All of the full-time employees of the Authority participate in a defined benefit contributory
retirement plan through the Public Employees Retirement Act (Chapter 10, Article 11, NMSA
1978) of the state of New Mexico, a cost-sharing multiple employer public employee
retirement system. The Public Employees Retirement Association (PERA) is the
administrator of the plan. The plan provides for retirement benefits, disability benefits,
survivor benefits and cost-of-living adjustments to plan members and beneficiaries. PERA
issues a separate, publicly available financial report that includes financial statements and
required supplementary information for the plan. That report may be obtained by writing to
PERA, P.O. Box 2123, Santa Fe, NM 87504-2123. The report is also available on PERA’s
website at www.pera.state.nm.us.

Funding Policy

Upon inception of the Authority, employees from the City of Espafiola and Rio Arriba County
transferred to the Authority.
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STATE OF NEW MEXICO
NORTH CENTRAL SOLID WASTE AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

PUBLIC EMPLOYEES RETIREMENT ASSOCIATION (continued)

Funding Policy (continued)

The PERA municipal employees were guaranteed a matching one-percent contribution from
the Authority that equaled the percentage that was established under their municipal plan.

The former municipal employees contributed 8.15 percent (8.15%) of their gross salary to
the plan. Other employees contribute 9.15 percent (9.15%) of their gross salary to the plan.
The Authority contributes 10.15 percent (10.15%) for the former municipal employees and
9.15 percent (9.15%) for all other employees. The contribution requirements of plan
members, and the Authority, are established under Chapter 10, Article 11 NMSA 1978. The
requirements may be amended by acts of the legislature.

Contributions requirements for the years ended:

Authority Employee Total
June 30, 2007 $ 102,958 $ 98,623 $ 201,581
June 30, 2006 104,429 96,064 200,493
June 30, 2005 61,664 52,348 114,012

$ 269,051 $ 247,035 $ 516,086

11. POST-EMPLOYMENT BENEFITS

The Retiree Health Care Act (the Act) (Chapter 10, Article 7C, NMSA, 1978) provides
comprehensive core group health insurance for persons who have retired from certain public
service in New Mexico. The purpose is to provide eligible retirees, their spouses,
dependents, and surviving spouses and dependents with health insurance consisting of a
plan, or optional plans, of benefits that can be purchased by funds flowing into Retiree
Health Care Fund and by co-payments or out-of-pocket payments of eligible retirees.
Monies flow to the Retiree Health Care Fund on pay-as-you-go basis from eligible
employers and eligible retirees.

Eligible employers are institutions of higher education, school districts, or other entities
participating in the Public School Insurance Authority, state agencies, state courts,
magistrate courts, municipalities or counties, which are affiliated under or covered by the
Education Retirement Act (ERA), Public Employees Retirement Association (PERA),
Volunteer Firefighters Retirement Act, Judicial Retirement Act or the Magistrate Retirement
Act. Eligible retirees are (1) retirees who make contributions to the fund for at least five
years prior to retirement and whose eligible employer during that period of time made
contributions as a participant in the Retiree Health Care Act on the person's behalf unless
that person retires before the employer's NMRHCA effective date, in which event the time
period required for employee and employer contributions shall become the period of time
between the employer's effective date and the date of retirement; or (2) retirees defined by
the Act who retired prior to July 1, 1990; and former legislators who served at least two
years.

19



1L

STATE OF NEW MEXICO
NORTH CENTRAL SOLID WASTE AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

POST-EMPLOYMENT BENEFITS (continued)

Each participating employer makes contributions to the fund in the amount of 1.3 percent of
each participating employee's annual salary. Each employee contributes to the fund an
employee contribution in an amount equal to 0.65 percent of the employee's salary.

Each participating retiree pays a monthly premium for the medical plus basic life plan and an
additional participation fee of five dollars ($5.00) if the eligible participant retired prior to the
employer's NMRHCA effective date or is a former legislator. Participants may also enroll in
optional plans of coverage.

Contributions from participating employers and participating employees become the
property of the Retiree Health Care Fund and are not refundable under any circumstances,
including termination of employment or termination of the participating employer's operation
or participation in the Retiree Health Care Act. The employer, employee, and retiree
contributions are required to be remitted to the Retiree Health Care Authority on a monthly
basis.

The Retiree Health Care Authority issued a separate, publicly available audited financial
report that includes post-employment benefit expenditures of premiums and claims paid,
participant contributions (employer, employee, and retiree), and net expenditures for the
fiscal year. The report also includes the approximate number of retirees participating in the
plan. That report may be obtained by writing to the Retiree Health Care Authority, 4308
Carlisle Blvd N.E., Suite 104, Albuquerque, NM 87107.

For the year ended June 30, 2007, the Authority remitted $14,198 in employer contributions
and $7,099 in employee contributions to the Retiree Health Care Authority.

RISK MANAGEMENT

The Authority is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disasters.
The Authority has purchased insurance from commercial vendors and pays an annual
premium for its general insurance coverage, as such all risk of loss is transferred.
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SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN CASH BALANCE
BUDGET (NON-GAAP BUDGETARY BASIS) AND ACTUAL ON BUDGETARY BASIS
WITH RECONCILIATION TO GAAP

Operating Revenues:
Charges for services

Operating Expenses:
Personnel services
Employee benefits
Payroll taxes
Tipping and hauling fees
Professional services
Fuel
Insurance
Operational expenses
Repairs and maintenance
Small equipment and tools
Taxes and licenses
Printing and advertising
Leases
Miscellaneous
Uniforms
Utilities
Mileage and per diem
Office supplies and equipment
Administration expenses
Depreciation

Total operating expenses
Operating (Loss)

Non-Operating Revenues (Expenses):
Intergovernmental
Environmental sales tax
Note proceeds
Interest income
Lease
Lien/release charges
Capital outlay
Principal payments
Interest expense and late fees

Total non-operating
revenues (expenses)

(Loss) before capital contributions
Capital Contributions

Net change

Cash, (deficit) beginning of year

Cash, (deficit) end of year

Explanation of Differences:
Change in receivables
Change in accounts payable
Change in accrued salaries
Change in accrued liabilities
Change in compensated absences
Change in deferred revenues
Note proceeds
Principal payments
Capital outlay purchases
Depreciation

STATE OF NEW MEXICO
NORTH CENTRAL SOLID WASTE AUTHORITY

FOR THE YEAR ENDED JUNE 30, 2007

Budgetary
Basis
Actual on Budget to Actual on Variance With
Budgeted Amounts Budgetary GAAP GAAP Final Budget
Original Final Basis Differences Basis Over (Under)
$ 3,642,000 $ 3,741,067 $ 3,896,603 $  (110,953) $ 3,785,650 $ 155,536
1,255,200 1,195,200 1,181,327 145,191 1,326,518 13,873
436,838 431,838 462,188 144,769 606,957 (30,350)
98,343 98,343 125,204 40,145 165,349 (26,861)
630,000 1,031,066 761,499 103,072 864,571 269,567
196,000 186,000 158,590 4,032 162,622 27,410
195,000 195,000 196,844 40,087 236,931 (1,844)
142,500 142,500 159,748 (16,395) 143,353 (17,248)
15,000 15,000 25,863 3,003 28,866 (10,863)
177,500 163,550 266,878 11,773 278,651 (103,328)
3,000 3,000 169,732 - 169,732 (166,732)
213,000 138,000 159,154 (15,000) 144,154 (21,154)
10,000 10,000 11,414 155 11,569 (1,414)
222,000 222,000 43,979 2,516 46,495 178,021
5,000 5,000 149,386 720 150,106 (144,386)
13,000 13,000 21,447 (1,020) 20,427 (8,447)
10,700 10,700 11,336 66 11,402 (636)
6,500 6,500 3,055 - 3,055 3,445
51,500 46,500 34,736 (1,058) 33,678 11,764
52,500 52,500 52,256 3,347 55,603 244
- - - 223,501 223,501 -
3,733,581 3,965,697 3,994,636 688,904 4,683,540 (28,939)
(91,581) (224,630) (98,033) (799,857) (897,890) 126,597
300,000 300,000 171,940 - 171,940 (128,060)
180,000 180,000 - - - (180,000)
- - 114,029 (114,029) - 114,029
- - 95 - 95 95
- - 7,488 - 7,488 7,488
- - 2,718 - 2,718 2,718
(906,000) (867,726) (656,892) 656,892 - 210,834
- - (101,196) 101,196 - (101,196)
- - (4,390) - (4,390) (4,390)
(426,000) (387,726) (466,208) 644,059 177,851 (78,482)
(517,581) (612,356) (564,241) (155,798) (720,039) 48,115
700,000 700,000 638,482 - 638,482 (61,518)
182,419 87,644 74,241 $  (155,798) $ (81,557) (13,403)
(166,218) (166,218) (166,218) -
$ 16,201 $ (78,574) $ (91,977) $ (13,403)
$ (43,751)
(157,008)
(49,284)
(234,194)
(24,917)
(67,202)
(114,029)
101,196
656,892
(223,501)
S (155798)
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STATE OF NEW MEXICO
NORTH CENTRAL SOLID WASTE AUTHORITY
SCHEDULE OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS
BUDGET AND ACTUAL
FOR THE YEAR ENDED JUNE 30, 2006

Actual Variance
Original Final Budget Favorable

Budget Budget Basis (Unfavorable)

Operating Revenues:
Charges for services 2,980,032 $ 3,014,572 $ 3,477,781 $ 463,209
Grant funds 350,000 350,000 - (350,000)
Other revenue 460,000 460,000 6,922 (453,078)
Total operating revenues 3,790,032 3,824,572 3,484,703 (339,869)

Operating Expenses:
Personnel services 940,000 1,096,908 1,297,056 (200,148)
Employee benefits 303,300 328,475 432,564 (104,089)
Payroll taxes 75,500 83,911 106,488 (22,577)
Tipping and hauling fees 280,000 220,000 713,522 (493,522)
Professional services 499,000 424,000 175,500 248,500
Fuel 145,000 145,000 185,822 (40,822)
Insurance 107,000 107,000 108,385 (1,385)
Operational expense 42,913 41,712 13,617 28,095
Repairs and maintenance 159,500 156,500 147,300 9,200
Small equipment and tools 548,000 548,000 141,330 406,670
Taxes and licenses 95,000 95,000 130,414 (35,414)
Printing and advertising 5,000 15,000 1,822 13,178
Leases 169,000 130,000 28,664 101,336
Miscellaneous 6,385 6,206 2,026 4,180
Uniforms 14,000 12,000 13,247 (1,247)
Utilities 9,200 9,200 5,355 3,845
Mileage and per diem 3,725 3,621 1,182 2,439
Office supplies and equipment 54,841 53,306 17,402 35,904
Administration expenses 213,636 207,655 67,790 139,865
Total operating expenses 3,671,000 3,683,494 3,589,486 94,008
Operating income (loss) 119,032 141,078 (104,783) (245,861)
Revenue - budget basis 3,790,032 3,824,572 3,484,703 (339,869)

Non-budgeted revenues:
Interest income - - 523 523

Revenue - GAAP basis 3,790,032 3,824,572 3,485,226 (339,346)
Expenditures - budget basis 3,671,000 3,683,494 3,589,486 94,008
Non-budgeted expenditures:
Compensated absences - - 13,378 (13,378)
Depreciation - - 173,937 (173,937)
Expenditures - GAAP basis 3,671,000 3,683,494 3,776,801 (93,307)
Change in net assets 119,032 $ 141,078 $ (291,575) $  (432,653)

The accompanying notes are an integral part of these financial statements.
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STATE OF NEW MEXICO
NORTH CENTRAL SOLID WASTE AUTHORITY

SCHEDULE OF CASH ACCOUNTS

JUNE 30, 2007 AND 2006

Financial
Financial Institution/ Type of Institution Reconciling Reconciled
Account Description Account Balance ltems Balance
2007
Valley National Bank
322 N. Riverside Drive
Espafiola, NM Checking 33,150 $ (125955) $ (92,805)
Community Bank
P.O. Box 1290
Espafiola, NM Checking 728 $ 100 $ 828
2006
Valley National Bank
322 N. Riverside Drive
Espafiola, NM Checking 26,693 $ (200,399) $ (173,706)
Community Bank
P.O. Box 1290
Espafiola, NM Checking 7,263 $ 225 $ 7,488

23



ADDITIONAL INDEPENDENT AUDITORS’ REPORT



FIERRO & FIERRO, P.A. CERTIFIED PUBLIC ACCOUNTANTS

Ed Fierro, CPA * Rose Fierro, CPA 527 Brown Road * Las Cruces, NM 88005
Bus: (575) 525-0313 « Fax: (575) 525-9708
www.fierrocpa.com

Report on Internal Control over Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards

Independent Auditors' Report

Tim Keller, State Auditor
and
Board of Directors
North Central Solid Waste Authority
Espafiola, New Mexico

We were engaged to audit the statement of net assets of North Central Solid Waste Authority
(Authority), as of and for the year ended June 30, 2007, and the related statements of revenues,
expenses and changes in net assets and cash flows, and the budgetary comparison for the year
then ended, and have issued our report thereon dated June 26, 2015. We were unable to express
an opinion on those financial statements because the Authority did not maintain sufficient internal
controls and/or adequate records of its accounts receivable; allowance for doubtful accounts; loan
activity; revenues; bad debt expense; payroll expenditures; miscellaneous expenses; payroll reports
submitted to the federal and state governments; and governmental sales taxes along with sales tax
reports. Our report includes a reference to other auditors who audited the financial statements of
the Authority as of and for the year ended June 30, 2006. This report does not include the results of
the previous auditors' testing of internal control over financial reporting or compliance and other
matters that were reported separately by those auditors.

Internal Control Over Financial Reporting

In planning and performing the engagement to audit the financial statements, we considered the
Authority’s internal control over financial reporting as a basis for designing our auditing procedures
for the purpose of expressing our opinions on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Authority’s internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the Authority’s internal control
over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in
the preceding paragraph and would not necessarily identify all deficiencies in internal control over
financial reporting that might be significant deficiencies or material weaknesses. However, as
discussed below, we identified certain deficiencies in internal control over financial reporting that we
consider to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatement on a timely basis.
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Internal Control Over Financial Reporting (continued)

A significant deficiency is a control deficiency, or combination of control deficiencies, that
adversely affects the Authority’s ability to initiate, authorize, record, process, or report financial
data reliably in accordance with generally accepted accounting principles such that there is
more than a remote likelihood that a misstatement of the entity’s financial statements, that is
more than inconsequential will not be prevented or detected by the entity’s internal control. We
consider the deficiencies described in the accompanying schedule of findings and responses as
items 2005-001, 2005-002, 2005-004, 2005-005, 2005-006, 2007-001, 2007-002, 2007-003,
2007-004, 2007-007, and 2007-010 to be significant deficiencies in internal control over financial
reporting.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the entity’s internal control.

Our consideration of the internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies
in the internal control that might be significant deficiencies and, accordingly, would not
necessarily disclose all significant deficiencies that are also considered to be material
weaknesses. However, of the significant deficiencies described above, we consider items 2005-
001, 2005-002, 2005-004, 2005-005, 2005-006, 2007-001, 2007-002, 2007-003, 2007-004, and
2007-010 to be material weaknesses.

Compliance and Other Matters

As part of being engaged to obtain reasonable assurance about whether the Authority’s
financial statements are free of material misstatement, we performed tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements, noncompliance
with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit, and accordingly, we do not express such an opinion. The results of our
tests disclosed instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards and which are described in the accompanying schedule
of findings and responses as items 2005-002, 2005-004, 2005-005, 2006-001, 2007-002, 2007-
003, 2007-004, 2007-005, 2007-007, and 2007-010.

We noted certain matters that are required to be reported under Government Auditing
Standards January 2007 Revision paragraph 5.14 and 5.16 and Section 12-6-5 NMSA 1978,
which are described in the accompanying schedule and responses as items 2007-006, 2007-
008, and 2007-009.

The Authority’s responses to the findings identified in our audit are described in the
accompanying schedule of findings and responses. We did not audit the Authority’s responses
and, accordingly, we express no opinion on them.

This report is intended solely for the information and use of the board of directors, management,

others within the Authority, the New Mexico State Auditor, the New Mexico Legislature, and is
not intended to be and should not be used by anyone other than these specified parties.

fm +§m.m.

Fierro & Fierro, P.A.
Las Cruces, New Mexico

June 26, 2015
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STATE OF NEW MEXICO
NORTH CENTRAL SOLID WASTE AUTHORITY
SCHEDULE OF FINDINGS AND RESPONSES
FOR THE YEAR ENDED JUNE 30, 2007 AND 2006

Item 2005-001 — Segregation of Duties and Documentation of Payroll Expenditures

Statement of Condition — During our evaluation of internal controls related to payroll, we noted
that one employee was responsible for the entire payroll function. Her duties included entering
data into the computer system for new hires, updating and maintaining employee records,
preparation of payroll calculations and checks. Her duties also included the preparation and
submission of the various payroll reports to the appropriate government agencies.

During our audit tests of payroll documentation, we discovered certain information missing. We
tested twenty-four individual payroll transactions. Our tests revealed the following matters:

e One instance where the federal government employment eligibility verification form
(1-9) was not completed by the employee.

e One instance where the rate for retirement contributions was entered as a number
rather than a percentage, which caused miscalculation of retirement withheld. The
employee’s under withheld retirement contributions was $51.

e Two instances where the amounts withheld from Medicare taxes were incorrect.
The employees were overpaid by 29 cents.

¢ One instance of one signature on a payroll check; when Authority requires two
signatures. The payroll check total was $444.

e One instance where an employee was paid 65 cents with no gross wage
description or explanation.

Criteria — Statement on Auditing Standards Number 112, Communicating Internal Control
Related Matters Identified in an Audit, issued by the American Institute of Certified Public
Accountants provides examples of deficiencies in the design of internal controls. One such
example provided in the standards is absent or inadequate segregation of duties within a
significant account or process.

Further, the federal government requires that all employers document the employee’s eligibility
by completing the I-9 form. The federal government requires all employees to be taxed 1.45%
for Medicare taxes. These amounts shall not change for any employee. Finally, the Authority
requires two signatures on all checks issued.

Effect — No segregation of duties within in the payroll function could allow unintentional errors or
intentional misappropriation of assets to occur and not be detected within a timely manner.

Noncompliance with the federal government’'s requirement regarding documentation of an
employee’s eligibility could subject officials and employees to penalties. Incorrect amounts
contributed by employees for Medicare taxes effects an employee’s net pay.

Cause — The reason for lack of internal controls within the payroll function cannot be

determined as, at this time, all employees during the fiscal year ended June 30, 2007 are no
longer employed by the Authority.
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STATE OF NEW MEXICO
NORTH CENTRAL SOLID WASTE AUTHORITY
SCHEDULE OF FINDINGS AND RESPONSES
FOR THE YEAR ENDED JUNE 30, 2007 AND 2006

Item 2005-001 — Segregation of Duties and Documentation of Payroll Expenditures (continued)

Cause (continued) — The Authority’'s Human Resources Department failed to complete the
process of filling out the 1-9 form for a new employee that was hired during the fiscal year. The
Authority’s finance department failed to periodically review all tax percentages and calculations
for all employees throughout the year.

Recommendation — We recommend current management review their segregation of duties
practices in place during 2015 to verify that the Authority had established adequate segregation
of duties given the limited staff and resources.

Further, we recommend the Authority review all employees’ personnel files and to ensure all
required documents, such as the 1-9, have been completed and properly signed. Finally, we
recommend the Authority manually test the payroll program on a regular basis to ensure that it
is functioning properly with respect to withholding payroll taxes and retirement contributions.

Views of Responsible Officials and Planned Corrective Actions — In August of 2011, North
Central created a full time human resources position. The employee has been directed to
oversee payroll and personal issues within NCSWA. The employee’s payroll paper work is
independently verified by NCSWA accounts payable clerk. Additionally, a certified public
accounting firm has provided guidance and updated our database to ensure proper
documentation was provided and updated for current rates, and over the last three years the
human resources position has reviewed employment files, and mended most of the issues
addressed.

Item 2005-002 — Bank Reconciliations

Statement of Condition — During our tests of the year end bank reconciliation, we noted the
Authority reflected outstanding checks in the amount of $384,455 as of June 30, 2007. Upon
further examination, we discovered checks totaling $254,816 were not presented to the bank
within a normal period of time. Checks totaling $75,414 were presented to the Authority’s bank
account, or voided in the subsequent two fiscal years, as they do not appear on the bank
reconciliation for the fiscal year ended June 30, 2009.

Checks totaling $85,173 were payable to the Internal Revenue Service and checks in the
amount of $93,306 were payable to New Mexico Risk Management. Those liabilities were
subsequently paid by Rio Arriba County in 2010 and 2011. There were two checks, in the
amount of $922, that were stale and not voided in the two subsequent fiscal years.

Group of checks to the same vendor were presented to the bank in groups on or near the same
date indicating they were released to vendors in a group at a later date. Rather than preparing
checks, and distorting the cash balance, the employees should have maintained the liabilities
within the accounts payable subsidiary ledger. Audit entries have been made to properly
reclassify said amounts as liabilities rather than cash overdrawn.
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Item 2005-002 — Bank Reconciliations (continued)

Statement of Condition (continued) — Subsequent to year, end the Authority engaged the
accounting software vendor to assist in the reconciliations. Upon further examination, we
discovered numerous entries to the miscellaneous expense account to force the general ledger
to tie to the bank reconciliation as the preparer used that account rather than researching the
proper disposition of the activity. The balance of the miscellaneous expense account at June 30,
2007 was $148,073.

Stale checks have not been managed under the New Mexico escheat laws.

Criteria — Section 6-6-3(A) NMSA 1978 requires every local public body to “keep all the books,
records and accounts in their respective offices in the form prescribed by the local government
division” of the New Mexico Department of Finance and Administration. Although the Authority
is not considered a local public body, it is as an instrumentality of the members and as such the
Authority is required to maintain accounting records in such a manner as to allow the
preparation of financial statements and accurate reports for other governmental agencies. The
general ledger must be able to substantiate accurate detail as to the financial activity of the
Authority.

Statement on Auditing Standards Number 112, Communicating Internal Control Related Matters
Identified in an Audit, issued by the American Institute of Certified Public Accountants, provides
examples of deficiencies in the design of internal controls. One such item is “Inadequate design
of control over a significant account or process.” The improper forcing of unidentified amounts
within the general ledger is an override of the controls established for the proper recording of
transactions.

Chapter 7 Article 8A NMSA 1978 referred to as the, “The Uniform Unclaimed Property Act” sets
forth the processes and requirements of a holder of property (Authority) to report to the
administrator, annually by November 1* for the prior period ending July 1% of that year of any
stale checks or unclaimed property. It also specifies the notification requirements to the property
owner.

Effect — The Authority is in noncompliance with New Mexico State Statutes and sound
accounting procedures. The Authority failed to proper account for liabilities by increasing cash
balances for items that were not going to be paid in a timely manner. The Authority failed to void
stale checks and return the money to the owner of the funds or the state of New Mexico.
Noncompliance with New Mexico State Statutes subjects the governing board and management
to penalties and punishment defined by State statute. Additionally, the Authority had the
obligation to research the amounts needed to reconcile the cash balance reflected on the
general ledger and the reconciliation and record such amounts in the proper account.

Cause — We are unable to ascertain the exact reason for the delay in preparing the
reconciliations and the need to seek contractual services. The Manager, during this time period,
bears the ultimate responsibility for not hiring competent employees to handle the accounting
functions and developing proper accounting procedures to provide reliable accounting
information.
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Item 2005-002 — Bank Reconciliations (continued)

Recommendation — We recommend the Authority staff investigate all outstanding checks to
determine if the outstanding checks are valid. If they are valid checks, the owners of the checks
should be located. If the owners can'’t be located, the money should be forwarded to the state as
required by the Unclaimed Property Act.

Views of Responsible Officials and Planned Corrective Actions — In September 2011,
NCSWA turned over office documentation to the City of Espanola Police Department who then
turned the case over to the New Mexico State Police to investigate embezzlement. The case
was eventually turned over to the New Mexico Attorney General, Mr. Gary King. Most of the
stale checks were located within file folders located in the NCSWA office. The majority of what
was not recovered was paid out from invoices re-submitted to NCSWA for payment; vendors
were contacted directly to verify payments. Rio Arriba County paid the Internal Revenue Service
and Risk Management prior to the end of the year 2012. The current administration has
increased revenue and retained a competent CPA firm to provide insight, and to report to the
NCSWA Board directly. While NCSWA continues to operate with limited personal, competent
employees have been hired and those employees are cross checking information to ensure
paper work is viable. NCSWA hired the accounting software vendor, Caselle, to reconcile bank
accounts for the fiscal years 2007 thru 2009.

Item 2005-004 — Submission of Audit Report

Statement of Condition — The audit report for the fiscal year ended June 30, 2007, was due to
the New Mexico State Auditor’s office by December 3, 2007. The audit report was submitted on
July 3, 2015.

Criteria — Section 12-6-12 1978 NMSA requires the state auditor promulgate reasonable
regulations necessary to carry out the duties of the office. New Mexico Administrative Code Title
2, Chapter 2, Part 2, Audits of Governmental Entities Requirements for Contracting and
Conducting Audits of Agencies requires the Authority to submit its audit report by the first
working day of December following the end of each fiscal year at June 30™.

Effect — Delays in submission of the audit report affect the reporting of independently verified
financial information to the governing board, other state agencies and local governments. As
reflected in the official minutes of the governing board, they were misled by management as to
the financial distress of the Authority, as the governing board was assured that for the most part
financial obligations were being met which was not the case. The timely performance of audit
reports would have revealed the details as to the financial difficulties the entity was
experiencing.

Cause — The audit report for the fiscal year ended June 30, 2006 was not submitted to the New
Mexico State Auditor until March or April 2010. According to the official minutes of the Board of
Directors, many factors contributed to the delay in submitting the audit reports for the fiscal
years 2005, 2006, and 2007 such as: (1) accounting records not ready for audit; (2) non-hiring
of qualified accountants to make necessary adjustments to the general ledger and subsidiary
ledgers;

29



STATE OF NEW MEXICO
NORTH CENTRAL SOLID WASTE AUTHORITY
SCHEDULE OF FINDINGS AND RESPONSES
FOR THE YEAR ENDED JUNE 30, 2007 AND 2006

Item 2005-004 — Submission of Audit Report (continued)

Cause (continued) — (3) using QuickBooks software designed for a commercial entity and the
converting to accounting software designed for governmental entities; (4) failing to properly
investigate the eligibility of a potential auditing firm; (5) contracting with an independent auditing
firm that withdrew from the engagement as accounting records were not ready in a three year
period, and (6) mismanagement of the financial affairs of the Authority including the record
keeping of vital accounting data.

In a Board of Directors meeting held on December 4, 2008, the Manager assumed full
responsibility for the delay in submitting the audit to the State; however, that Manager left his
position in October 2009 and the Interim Manager failed to move forward in the preparation for
the audit. The current Manager hired in June 2011, inherited an organization that was in effect
insolvent and dealing with personnel issues and community dissatisfaction regarding services
provided was forced to deal with more pressing issues.

The current Manager shortly after his hire engaged a certified public accounting firm located in
Santa Fe, New Mexico to provide accounting assistance to the Authority. While an effort was
made to correct as many of the accounting problems as possible the fee accountant efforts
were placed on dealing with the Internal Revenue Service and New Mexico Taxation and
Revenue Department in regards to delinquent and current payroll and governmental sales tax
liabilities along with other vendors and state agencies such as Risk Management and New
Mexico Public Employee Retirement Board.

After considerable time and financial resources were expended, the current Manager informed
the Board of Directors at the May 28, 2014 meeting, that he and the fee accountant had
reached the conclusion to move forward with the audit with the accounting records as they were
prepared. The current auditing firm contract was signed and approved by the NM State Auditor
on February 3, 2015, with a required submission date of December 1, 2015.

Recommendation — With the submission of the 2007 audit report, the Authority is seven years
behind in its submittal of annual audits. We recommend the Authority submit the delinquent
reports as soon as possible as with each fiscal year that ends; another delinquent report is
added to the total. The audits must be performed in the number sequence of years as that
provides a logical historical record of the financial affairs of the entity.

Views of Responsible Officials and Planned Corrective Actions — North Central’'s 2016

budget added sufficient funding to complete audits for three additional years, 2010 thru 2012.
North Central expects to be in compliance with state required audits by late 2016.

Item 2005-005 — Records Management and Accounting Data

Statement of Condition — The Authority did not maintain sufficient accounting records and
reports as required by the state of New Mexico and sound accounting practices and procedures.
The general ledger contains entries and amounts that could not be substantiated with
supporting documents. The Authority failed to provide substantiation for the non-recording of
certain required information. The items discovered are detailed below:
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Item 2005-005 — Records Management and Accounting Data (continued)

Statement of Condition (continued) —

The Authority’s computerized accounts receivable subsidiary ledger does not
contain detailed account information for each customer as of June 30, 2007, as the
detail has been purged and summarized. The Authority has maintained a paper
copy of the aged receivable report as of June 30, 2007, which reflects the
receivables balance to be $2,006,081; however, the general ledger reflects a
balance of $2,283,664. The Authority did not maintain printed computer reports
documents detailing payments received on individual accounts.

The allowance for doubtful accounts has been recorded at $668,016. No
accounting entries have been posted by the Authority to record a percentage of
sales that should be added to the allowance account. The Authority has failed to
identify worthless accounts and continues to accrue penalty and interest on all
accounts rather than moving said accounts to an inactive status.

When preparing the bank reconciliations, the Authority forced balancing entries to
the miscellaneous expense account. Both debit and credit amounts were recorded
in the account. No accounting data exists to support entries posted. The ending
balance of the account at June 30, 2007 is stated as $148,073.

The Authority entered into short-term loan agreements to finance insurance
premiums. During the course of the audit, we were unable identify loan activity with
the Authority’s general ledger such as beginning balances, additions, deletions and
ending balances. The bank’s loan activity statements requested by the Authority
revealed payments to the bank on December 21, 2006 in the amounts of $11,578
and $23,506 that cannot be identified in the Authority’'s general ledger and
accounting records.

The Authority failed to maintain copies of the federal and state payroll reports for
the fiscal year. The Authority failed to maintain copies of the combined reporting
reports (CRS) which reported employee state withholding tax, and governmental
sales tax collected and remitted to New Mexico Taxation and Revenue
Department.

The reconciled cash balance at June 30, 2007, as reflected on the Authority’s
general ledger, is an overdrawn balance of $347,621. Upon further examination,
the Authority did not distribute the checks when prepared, rather when funds were
available. The outstanding checks not distributed should be reflected as liabilities
and the restated cash balance should be reported as cash overdrawn in the
amount of $92,805.

The accounts payable subsidiary ledger reflected a balance of $100,578 at June
30, 2007. After the removal of voided payables and the addition of unrecorded
liabilities paid in the subsequent fiscal year, the payable amount should be
reported as $520,946. The Authority’'s general ledger reflects a balance of
$98,300.
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Item 2005-005 — Records Management and Accounting Data (continued)

Statement of Condition (continued) —

e The Authority failed to record intergovernmental revenues and expenditures
associated with the special loan agreement with the New Mexico Finance
Authority. The Authority omitted revenues of $810,422 from their general ledger
and associated capital outlay of $638,482 and non-capital expenditures of
$171,940.

e In addition to the capital assets discussed in the previous item, the Authority failed
to include the purchase of a vehicle in the amount of $9,800 within the depreciation
schedule as the expenditure was recorded in the repairs and maintenance
account. The depreciation schedule failed to include the appropriate depreciation
expense as assets of $647,478 were omitted. The depreciation schedule, prepared
by the Authority, understated depreciation expense by $46,330.

Criteria — Section 6-6-3(A) NMSA 1978 requires every local public body to “keep all the books,
records and accounts in their respective offices in the form prescribed by the local government
division” of the New Mexico Department of Finance and Administration. Although the Authority
is not considered a local public body it is as an instrumentality of the members and as such the
Authority is required to maintain accounting records in such a manner as to allow the
preparation of financial statements and accurate reports for other governmental agencies. The
general ledger must be able to substantiate accurate detail as to the financial activity of the
Authority.

Statement on Auditing Standards Number 112, Communicating Internal Control Related Matters
Identified in an Audit, issued by the American Institute of Certified Public Accountants provides
examples of deficiencies in the design of internal controls. Examples of circumstances that
apply to the problems identified above are: (1) inadequate design of controls over a significant
account or process, and (2) employees or management who lack the qualifications and training
to fulfill their assigned functions. Statement on Auditing Standards Number 112, Communicating
Internal Control Related Matters Identified in an Audit, also discusses examples of
circumstances that may be deficiencies, significant deficiencies, or material weaknesses related
to the operation of control as a failure to perform reconciliations of significant accounts such as
reconciling accounts receivable, accounts payables and capital assets subsidiary ledgers to the
general ledger on a timely or accurate manner.

Effect — The Authority is in noncompliance with State statutes and sound accounting practices
and procedures. Penalties for noncompliance with State statutes are defined within the statutes.
The inability to maintain proper accounting records inhibits the auditor to perform necessary test
of the accounting records in order to express an opinion on the financial statements. Flawed
financial information, due to poor record keeping, prohibits management and the governing
board to make prudent financial decisions. Poorly maintained accounting records could allow
unintentional and intentional errors to occur and not to be detected in a timely manner.

Cause — The manager failed to employ qualified individuals to maintain the general ledger and
all the subsidiary ledgers.
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Item 2005-005 — Records Management and Accounting Data (continued)

Recommendation — We recommend current management evaluate the problems noted within
the accounting system and ensure that the current records do not reflect similar problems.

Views of Responsible Officials and Planned Corrective Actions — North Central Solid
Waste Authority changed accounting software in 2007 from QuickBooks to utility based
software, Caselle Classic. The conversion failed to include any historical account information
that had been entered during the previous years and any information from the Rio Arriba County
database was purged. Most of the hard copy files were stored in Alamogordo, New Mexico with
the former management association and were never returned to NCSWA. The Interim Manager
failed to follow proper record storage and retention during her 18 month employment as Interim
Manager and as a result proper record retention was not followed and paper files were
destroyed and a majority of files were purged from the office and there is no way to recover the
lost paper files. North Central Solid Waste Authority now retains all records in house and
electronic files retain historical information from 2007 to present. North Central Solid Waste
Authority has upgraded its software to Caselle Clarity in June 2014. All historical information
was retained with the software upgrade and accounts can be tracked to year 2007. In 2012,
NCSWA hired a certified public accounting firm to provide guidance and oversight of the
budgetary process. The accounting firm provides the NCSWA Board with an update on
revenues and expenditures at the monthly NCSWA Board meeting and provides the NCSWA
office guidance to ensure proper accounting methods are being followed.

Item 2005-006 — Financial Statements and Disclosures

Statement of Condition — The Authority relies upon their independent auditor to prepare the
financial statements in accordance with generally accepted accounting principles (GAAP).
During the audit period, the Authority staff and management lacked the knowledge to prepare
such statements, as well as the ability to detect accuracy and completeness of all required
notes that explain financial activity contained in the financial statements.

During July 2011, the Authority engaged a certified public accounting firm to assist with the
accounting and preparation of the financial statements. Due to poor condition of the records and
economic restraints, the accounting firm was unable to make necessary GAAP entries to the
fiscal 2007 accounting records.

Criteria — Statement on Auditing Standards Number 112, Communicating Internal Control
Related Matters Identified in an Audit, issued by the American Institute of Certified Public
Accountants, provides examples of deficiencies in the design of internal controls. Two examples
that apply are, (1) “Inadequate design of controls over the preparation of the financial
statements being audited” and (2) “Employees or management who lack the qualifications and
training to fulfill their assigned functions. For example, in an entity that prepares financial
statements with general accepted auditing principles (GAAP), the person responsible for the
accounting and reporting function lacks the skills and knowledge to apply GAAP in recording the
entity’s financial transactions or preparing its financial statements.”
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Item 2005-006 — Financial Statements and Disclosures (continued)

Criteria (continued) — Appropriate internal control procedures over financial reporting include
the ability to prepare financial statements in accordance with GAAP or at a minimum;
management should have the ability to comprehend the requirements for financial reporting.
Financial statements prepared in accordance with GAAP include all required statements of
financial position, statements of changes in financial position, changes in cash flows and notes.
Ineffective oversight of the Authority’s financial reporting and internal control by those charged
with governance is an indication of a material weakness in internal control.

Effect — Since the Authority personnel lack the ability to prepare, and did not prepare, the
financial statements, there is an increased risk that a misstatement of the Authority’s financial
statements, that is more than inconsequential, will not be prevented or detected. Further, since
the Authority accounting staff lacks the proper knowledge or training regarding the requirements
of GAAP financial reporting, there is more than a remote possibility that a material misstatement
of the financial statements will not be prevented or detected.

Cause — The accounting staff employed during the 2007 fiscal year were not qualified to
understand the financial statements prepared in accordance with GAAP. While understanding
governmental financial statements, the fee accountant was limited as much of the time has
been expended in dealing with more pressing issues, such as delinquent payroll and sales
taxes and other payroll related matters. Additionally, the fee accountant’s time was consumed
with preparing budgets, and reporting financial information to the governing board.

Recommendation — We recommend the Authority place an emphasis on becoming compliant
with the filing of audit reports so the fee accountant can spend time on current matters and
prepare the necessary entries for GAAP financial reporting.

Views of Responsible Officials and Planned Corrective Actions — North Central Solid
Waste has hired a certified public accounting firm to oversee the accounting practices with our
office. A certified public accounting firm has provided guidance and spot checks reports and our
accounting practices. Internally, NCSWA has changed it structure and hired qualified personnel
to do the office accounting.

Item 2006-001 — Legal Compliance with Adopted Budget

Statement of Condition — When preparing the original and final budgets, the Authority utilized
a beginning of year cash balance of $9,860, rather than the audited negative cash balance of
$166,218. A surplus of $182,419 and $87,644 was budgeted, in the original and final budgets,
respectively. The beginning negative cash balance was not absorbed in the final budget leaving
projected negative cash balance of $78,574.

Criteria — Sections 6-6-6 through 6-6-12 NMSA 1978 provide guidance and restrictions to the

state and local governments regarding the establishment and maintenance of the annual
budget. The Authority is prohibited from budgeting negative cash at the end of any fiscal year.
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Item 2006-001 — Legal Compliance with Adopted Budget (continued)

Effect — Noncompliance with New Mexico state statutes subjects officials to penalties and fines
required by state statutes in particular violators shall be deemed guilty of a misdemeanor and
upon conviction thereof shall be punished by a fine of not more than five hundred dollars or by
imprisonment for not more than six months or both.

Cause — The Authority was delayed in completing the audit of the fiscal year ended June 30,
2006 and did not have the correct beginning of year cash balance when the original and final
budgets were prepared.

Recommendation — We recommend the Authority staff ascertain the correct beginning of year
cash balance prior to the preparation of the budget.

Views of Responsible Officials and Planned Corrective Actions — North Central Solid
Waste has retained a certified public accounting firm to oversee and provide guidance to ensure
that annual budgets are prepared following the New Mexico Department of Finance and
Administration (DFA) guidelines. Budgets for the year 2012 were submitted to DFA, but were
returned with a letter, explaining that NCSWA did not have to submit budgets to DFA. Since
2012, our fee accountant has prepared all budgetary data and presented it to the NCSWA
Board of Directors.

Item 2007-001 — Organizational Formation and Oversight

Statement of Condition — North Central Solid Waste Authority was established, to operate and
manage a solid waste management system, on November 27, 2002, pursuant to a joint powers
agreement (JPA) between its members. The JPA states; “the agreement is made under the
authority of the “Joint Powers Agreement Act” Sections 11-1-1 et seq NMSA 1978 and the Solid
Waste Act, Section 74-9-1 et seq NMSA 1978.”

The JPA details the powers and duties of the Authority necessary to carry out the operations of
a regional landfill which would include, but not limited to, administrative and operational
requirements such as management of the organization; personnel rules and regulations; proper
development, management, distribution and accounting of funds; financial requirements related
to debt and procurement; preparation and submission of an annual budget to the New Mexico
Department of Finance and Administration.

The JPA, as written, has conflicting language within the document. For example, the JPA begins
by stating the agreement is made under the authority of Sections 11-1-1 et seq NMSA 1978
(Joint Powers Act) and Section 74-9-1 et seq NMSA 1978 (Solid Waste Authority Act); however,
it later states the parties desire to establish an authority, which is not a political subdivision of
the state, such as would be established under Section 74-10-1 et al, NMSA 1978.

Further, the JPA states that all budget and financial reports must be approved by DFA;

however, DFA determined they have no authority to review the items as the Authority has been
established under the Joint Powers Act.
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Item 2007-001 — Organizational Formation and Oversight (continued)

Criteria — Internal Revenue Service Publication 963 defines Local Political Subdivisions as,
“Local governments are generally political subdivisions of states. They differ from state and
federal governments in that their authority is not based on a constitution. Each state constitution
governs the procedure for the establishment of local governments. In most cases, the state
legislature must approve the creation or incorporation of a local government.”

The publication goes on further to explain Instrumentalities as, “An instrumentality is an
organization separate from, but affiliated with, a state or local government. It may or may not be
created by or pursuant to state statute, but it is operated for public purposes. Generally, an
instrumentality performs governmental functions, but does not have the full powers of a
government, such as police authority, taxation, and eminent domain (sovereign powers).”

Further, the Internal Revenue Service Revenue Ruling 57-128 established various relevant
factors to determine if the instrumentality would be considered a “government” for the purposes
of taxation.

Finally, on June 3, 2010, the Deputy Secretary of the New Mexico Department of Finance and
Administration (DFA) and Director of the Local Government Division (LGD) of DFA, wrote a
letter to the governing board members explaining DFA’s position in regards to the Authority.
Part of the letter states, “NCSWA was formed pursuant to a joint powers agreement (“JPA”")
between its members dated November 27, 2002. NCSWA is a JPA entity formed pursuant the
Joint Powers Agreement Act, Sections 11-1-1 etseg. NMSA 1978. NCSWA is not a “solid waste
authority” as defined by and formed pursuant the Solid Waste Authority Act; is not a political
subdivision of the state; and is not a “local public body” as defined by the Local Government
Finance Act, Sections 6-6-1 etseq. NMSA 1978. For these reasons, LGD does not review and
approve the budget of NCSWA, or the audits or financial statements of NCSWA, and NCSWA is
not directly under the regulatory authority of LGD except as these issues relate to LGD’s
regulatory authority over its constituent members, the City and the County.”

Based upon the Internal Revenue Service’s Publication 963, Revenue Ruling 57-128 and DFA’s
position, the Authority is a governmental instrumentality of the governing board members
(county, municipality and sovereign Indian nations) who established the Authority.

Effect — Commencing in 2010, DFA officially ceased reviewing and approving financial
statements and the budgets of the Authority. In 2007, 2008 and 2009, DFA failed to investigate
the Authority’s deteriorating financial situation. Presently, there is no external oversight of the
Authority’s financial operations. The Authority’s financial situation continued to worsen until Rio
Arriba County was forced to contribute $1.2 million by the end of 2012, and continues to make
annual cash contributions to subsidize the operations of the Authority.

Cause — The Authority began operating the solid waste management system for its members
on October 1, 2004. Since the inception, the Authority has struggled financially for various
reasons. The two main reasons for the financial difficulties have been the mismanagement of
the Authority’s financial and operational activities from the inception until June 2011; and the
lack of proper external oversight of the financial affairs of the Authority. Within the official
minutes of the governing board, there are repeated requests from board members for the status
of the audits of the Authority and the Authority’s financial condition.
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Item 2007-001 — Organizational Formation and Oversight (continued)

Cause (continued) — Management, on numerous occasions, provided assurance to the
governing board that the financial situation was under control and the securing of an auditor was
underway.

Recommendation — While no single event can point to the cause of the financial difficulties of
the Authority, one major factor was the lack of external oversight of the financial affairs.
Management was aware of the financial problems and the lack of proper accounting and
refused to provide all the details to the governing board. The governing board was unable to
retrieve vital financial data and there was no oversight by DFA or the New Mexico State
Auditor’s Office. We recommend the following:

e All the Authority’s delinquent audit reports need to be completed and submitted to
the New Mexico State Auditor's office. Once all delinquent audits have been
completed, the Authority’s annual audit should be completed timely. If necessary,
the Authority’'s governing board members (county, municipality, and sovereign
Indian nations) should contribute additional cash resources, to the Authority, to pay
for the cost of all the delinquent audits.

e The New Mexico Department of Finance and Administration, Local Government
Division, needs to have oversight of the Authority. As the Authority is presently
structured, DFA will not review the financial affairs of the Authority. The governing
board members should consider establishing a Solid Waste Authority under the
Solid Waste Authority Act.

e If the Authority is unable to comply with the Solid Waste Authority Act,
consideration should be given to dissolve the Authority and operations could be
absorbed by the county and or the municipality. If this change takes place, DFA will
review the Authority’s activity within the funds, or a department, of the respective
government.

Views of Responsible Officials and Planned Corrective Actions — North Central Solid
Waste Authority was formed as a joint powers agreement under the Joint Powers Act rather
than under the Solid Waste Authority Act so the two pueblos, Santa Clara and Ohkay Owingeh,
would be allowed to participate as they are sovereign nations. From our understanding they
would be prohibited from a seat on the governing board under the Solid Waste Authority Act.
Rio Arriba County is unique when compared to the other New Mexico counties as they are the
only county to provide door-to-door service throughout the county. North Central Solid Waste
Authority was created largely due to the lack of population and public officials desire to control
costs to the community of Rio Arriba County. By uniting the four entities, the desire is to unite
limited resources and provide service to rural Rio Arriba County residents at an affordable cost.
Most of the residents are supportive of the service and feel that without rural home pickup illegal
dumping would taint New Mexico’s large watershed and pollute the Rio Chama and Rio Grande.
Rio Arriba County and City of Espanola have been engaged in conversation about placing a mill
levy within the property taxes to fund North Central. This however will require a referendum and
constituent approval. Since 2012, North Central Solid Waste has been solvent, and fees for
services have been increased to remain solvent through 2016.
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Item 2007-002 — Procurement Code

Statement of Condition — We began our testing of compliance of procurement state statutes
by requesting copies of the files that should have contained certain documentation to
substantiate the selection of vendors for the purchase of goods and services. We were
presented with two files that were incomplete. The only information the Authority kept in their bid
files was the vendor bid list and the summary sheet showing how much the vendors bid on the
proposals. The bid files did not contain: a rating of the bids, an award letter, a contract, and all
other applicable bid documentation.

Criteria — The purpose of the New Mexico Procurement Code, Chapter 13 NMSA 1978, is to
provide for the fair and equitable treatment of all persons involved in public procurement, to
maximize the purchasing value of public funds and to provide safeguards for maintaining a
procurement system of quality and integrity. The New Mexico Administrative Code (NMAC)
provides further guidance to assist the state and local governments meet the requirements of
the procurement code embodied within state statutes.

Effect — Noncompliance with State statutes subjects officials and employees to be penalized as
specified within the statutes.

Cause —The Authority failed to maintain written documentation as required by the New Mexico
Administrative Code.

Recommendation — We recommend the Authority staff review the provisions of the
procurement code and establish procedures to ensure compliance with the code.

Views of Responsible Officials and Planned Corrective Actions — North Central has hired
gualified personnel and provided internal training to employees to ensure that proper reporting
and the procurement code are being followed correctly. North Central will be dedicating one
employee to be trained on the NM State Procurement Act; this person will review and maintain
proper documentation for future audits.

Item 2007-003 — Cash Disbursements

Statement of Condition — During our testing of the documentation retained in regards to the
purchase of goods and services, we discovered numerous deviations. Our sample size was
sixty individual disbursements, which were selected throughout the fiscal year, and contained
the following deviations:

e Seven instances where the Authority has misplaced the vendor file. The amount
of the purchases where there was no vendor file totaled $15,712.

¢ One instance where the documentation retained by the Authority lacked an
invoice from the vendor. The purchase totaled $211.

e One instance in which the disbursement lacked management approval. The
purchase totaled $255.
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Item 2007-003 — Cash Disbursements (continued)

Statement of Condition (continued) —

e One instance in which the disbursement lacked a purchase requisition. The
purchase totaled $255.

o Fifteen instances were payment for goods and services only had one signature
on the check. The Authority requires two signatures on all checks. The amount of
the purchases totaled $68,783.

Criteria — Section 6-6-3(A) NMSA 1978 requires every local public body to “keep all the books,
records and accounts in their respective offices in the form prescribed by the local government
division” of the New Mexico Department of Finance and Administration. Although the Authority
is not considered a local public body it is as an instrumentality of the members and as such the
Authority is required to design accounting records such as properly completed purchase orders,
requisitions and vouchers that would enable the accounting staff to record and process
accounting data consistent with New Mexico State Statutes.

Effect — If the Authority does not prepare a purchase order or requisition, it runs the risk that
purchases may be made in excess of the approved budget limitations. By not having receipts,
vendor invoices or statements, or misplaced vendor files, to support the purchase, the Authority
cannot determine whether or not they are paying for items that were for Authority use.

Cause — The Authority staff failed to ensure that all of the required documentation that supports
the expenditure was in place prior to final disbursement.

Recommendation — We recommend the Authority review its policies and procedures
concerning cash disbursements. After such review, all necessary changes or adjustments
should be instituted as soon as possible.

Views of Responsible Officials and Planned Corrective Actions — North Central Solid
Waste Authority has changed its purchase order process to provide additional oversight, any
purchase order over $250 requires a Manager signature and only two supervisors have the
authority to request a purchase order; all purchases are reviewed by the Manager prior to
approval.

Item 2007-004 — Credit Cards Transactions

Statement of Condition — During our testing of the documentation regarding the purchase of
goods with a credit card, we discovered the Authority failed to properly maintain documentation
to support the transactions. Our audit sample was twelve credit card statements that reflected
charges of $62,517. We discovered the Authority did not retain any fuel receipts for the charges
reflected on the fuel credit card statements. Additionally, we observed several hand written
notes on the fuel statements stating the purchase was unauthorized as the fuel had been
purchased at an unauthorized fueling station or the odometer reading of the vehicle did not
justify refueling based on the previous reading when the vehicle was filled with fuel.
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Item 2007-004 — Credit Cards Transactions (continued)

Statement of Condition (continued) — Within our audit testing sample, the Authority staff
questioned $9,135 of fuel charges. We did not observe any indication in the accounting records;
that the Authority was reimbursed for questionable fuel purchases.

Besides the problems noted with the fuel credit card statements we noted the Lowe’s and Wal-
Mart accounts were not remitted timely incurring finance and late fee charges totaling $24.

Criteria — Section 6-6-3(A) NMSA 1978 requires every local public body to “keep all the books,
records and accounts in their respective offices in the form prescribed by the local government
division” of the New Mexico Department of Finance and Administration. Although the Authority
is not considered a local public body it is as an instrumentality of the members and as such the
Authority is required to maintain accounting records such as cancelled invoices or receipts
which provides substantiation for the expenditure of public funds in order to be in compliance
with New Mexico State Statutes.

Effect — By not having receipts to support the purchase, the Authority cannot determine whether
or not they are paying for items that were for Authority use.

Cause — Authority staff assumed the credit card statement would provide sufficient supporting
documentation to support the fuel charge, rather than asking for receipts on all credit card
transactions. The Authority was struggling financially causing delays in the remittance of funds
for payment of the credit card statements.

Recommendation — We recommend the Authority retain all original invoices and receipts paid
with a credit card. For vehicle gasoline purchases, we recommend that a description of the
vehicle in which the fuel was purchased, and the mileage, be recorded on the purchase invoice
or receipt. Further, we recommend the maintenance of separate logs to indicate when gasoline
was purchased for each vehicle, along with the odometer reading, thereby allowing
management to monitor potential misuse of the fuel purchases.

We recommend the Authority forego the purchase of goods with credit cards, if the statements
cannot be paid on a timely manner, thereby avoiding interest and late fee charges.

Views of Responsible Officials and Planned Corrective Actions — In September 2011,
NCSWA did away with MasterCard, American Express, and Visa credit cards. All accounts were
paid and closed, the only card in current use is a Lowes Home Center card that requires a
purchase order accompany the sale. WEX Fleet cards (fuel cards) are now assigned to specific
pieces of equipment, and mileage and purchases are traced by the NCSWA office weekly and
produce a monthly report. All receipts are cross checked against residential and commercial
route sheets to verify mileage and to identify any misuse. All paper records and electronic files
are kept in house and are readily available for future audits. Any missing receipts are verified by
the tracking system within WEX fleet cards, and copies are obtained for a paper file held in
records on site.
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Item 2007-005 — Indebtedness

Statement of Condition — During the fiscal year, the Authority borrowed cash from Western
Commerce Bank to finance insurance premiums. On July 1, 2006, the Authority borrowed
$80,876 and on December 5, 2006, the Authority borrowed $37,460, in order to finance
premiums for general and automotive insurance.

Criteria — Article 1X of the New Mexico Constitution prohibits state agencies, counties and
municipalities from borrowing debt unless under certain circumstances. While there is no
mention of entities operating under a joint powers agreement one would have to take a safe
harbor position and conclude the constitution would prohibit the borrowing of cash as described
above.

Effect — Noncompliance with the state of New Mexico constitution subjects officials and
employees to penalties and provisions established by the constitution.

Cause — The Authority did not have the cash on hand to remit the entire premium at one time.

Recommendation — We recommend the Authority seek a solution where no funds are being
borrowed to finance the insurance premiums.

Views of Responsible Officials and Planned Corrective Actions — North Central Solid
Waste continues to purchase insurance using short term loans to finance the purchase. General
liability and vehicle insurance are financed to provide the agency a way to remain liquid and still
insure coverage. NCSWA is coordinating with its insurance agent to coincide insurance
premiums due dates at the end of each calendar year as that is the time of year NCSWA
receives the bulk of its revenue. This will allow NCSWA to pay insurance premiums when
coffers are at their peak, and help the agency reduce financing fees.

Item 2007-006 — Travel and Per Diem Reimbursements

Statement of Condition — During the course of the audit, we performed tests of travel and per
diem expenditures. Our sample size was twenty-one transactions, which were selected
throughout the fiscal year, and contained the following discrepancies:

e There were twelve instances which required mileage (actual or per diem)
reimbursement that were calculated incorrectly. In total, the employees were
overpaid by $9.

e There were two instances where an employee received 100% advance for per
diem prior to departure. In total, the employees were advanced $1,900.

e There was one instance were an employee did not remit with five working days
the excess of advanced funds. The refunded amount was $141.

e There were two instances where travel request form was not signed and approved
by management. The travel requests totaled $232.
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Item 2007-006 — Travel and Per Diem Reimbursements (continued)

Statement of Condition (continued) —

o There were two instances where the travel request form was not complete. The
travel requests totaled $105.

¢ There were two instances where an actual meal receipt was not submitted by an
employee. The total amount of meal receipts was $284.

¢ There were two instances were meal receipt exceeded limit allowed by Per Diem
& Mileage Act. The employee was overpaid by $81.

Criteria — The New Mexico Department of Finance and Administration (DFA) has issued
regulations in the form of Title 2, Chapter 42, Part 2, Travel and Per Diem Regulations
Governing the Per Diem and Mileage Act of the New Mexico Administrative Code. The rule was
issued in accordance with Section 10-8-1 to 10-8-8 NMSA 1978.

Section 2.42.2.9(3) of the Travel and Per Diem regulations states, “The public officer of
employee must submit receipts for the actual meal and lodging expenses incurred. Under
circumstances where the loss of receipts would create a hardship, an affidavit from the officer or
employee attesting to the expenses may be substituted for actual receipts. The affidavit must
accompany the travel voucher and include the signature of the agency head or governing
board.”

Section 2.42.2.9(B) of the Travel and Per Diem regulations states, “Actual expenses for meals
are limited to a maximum of $30.00 for in-state travel and $45.00 for out-of-state travel for a 24-
hour period.”

Section 2.42.2.10(A) of the Travel and Per Diem regulations states, “Employee’s (travel) request
to be advanced up to 80 percent of per diem rates and mileage cost or for the actual cost of
lodging and meals.”

Section 2.42.2.10(B) of the Travel and Per Diem regulations states, “Employee shall remit,
within five working days of the return from the trip, a refund of any excess advance payment to
the agency.”

Section 2.42.2.11(B) of the Travel and Per Diem regulations states, “80% of the internal
revenue service standard mileage rate set January 1 of the previous year for each mile traveled
in a privately owned vehicle.”

Effect — Non-compliance with the state of New Mexico Travel and Per Diem Act subjects
officials and employees to penalties as required by state statutes.

Cause — The Authority did not understand and apply the Per Diem and Mileage Act and DFA
regulations correctly. Travel requests were not reviewed properly prior to payment.

42



STATE OF NEW MEXICO
NORTH CENTRAL SOLID WASTE AUTHORITY
SCHEDULE OF FINDINGS AND RESPONSES
FOR THE YEAR ENDED JUNE 30, 2007 AND 2006

Item 2007-006 — Travel and Per Diem Reimbursements (continued)

Recommendation — We recommend the current staff begin by reviewing the Per Diem and
Mileage Act and the administrative code. Once a thorough understanding of the Act and
regulations are obtained, procedures should be established to ensure compliance with the Act
and regulations. At a minimum, approval by an authorized supervisor, employee certification
upon return, and 80% advance should be in place.

Views of Responsible Officials and Planned Corrective Actions — North Central Solid
Waste Authority is currently following Section 2.42.2.9(3) of the travel and per diem regulations.
But it has changed its rates of reimbursement by resolution, NCSWA pays $0.55 (fifty-five
cents) per mile, Google maps are utilized to calculate mileage. North Central Solid Waste
Authority has utilized a flat rate of $82 per day for in state travel and $115 for out-of-state travel,
since 2012.

Item 2007-007 — Revenue Billing

Statement of Condition — As part of our testing of individual charges to customers, we
recalculated the amount billed based on authorized rates and usage. We attempted to
recalculate twenty-five invoices and we were unable to recalculate eleven invoices using the
paper reports maintained by the Authority. The computerized account detail had been purged
from the accounting software. The eleven accounts had billing charges of $542.

Criteria — The Authority’s governing board sets billing rates, based on various requirements, for
both residential and commercial residents. The billing rates are adjusted annually in October.
The staff is required to make the changes within the billing software.

Section 6-6-3(A) NMSA 1978 requires every local public body to “keep all the books, records
and accounts in their respective offices in the form prescribed by the local government division”
of the New Mexico Department of Finance and Administration. Although the Authority is not
considered a local public body, it is as an instrumentality of the members and as such the
Authority is required to maintain accounting records in such a manner as to allow the
preparation of financial statements and accurate reports for other governmental agencies. This
would require the Authority to maintain detailed accounting records such as reports that provide
details as to the amounts billed the customers.

Effect — The Authority’s charges for services are authorized the Board of Directors and the
amounts billed should be verified by the Authority staff and independent verification, such as
performed in an audit. Incorrect billing could lead to reduced potential revenues billed customers
which could impact cash flow of the Authority or to the excess billing to customers.

Cause — In today's computerized environment, a great deal of reliance is placed upon the
information being stored in the system. The Authority staff did a poor job of retaining historical
printed documentation and did not store electronic accounting data on a storage device that to
be retrieved for the purpose of audit testing.
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Item 2007-007 — Revenue Billing (continued)

Recommendation — We recommend the Authority review its retention policy regarding the
storage of vital accounting data to ensure that historical data can be audited without the
computer system. Additionally, we recommend the Authority implement electronic storage
procedures to allow the retrieval of historical data when needed.

Views of Responsible Officials and Planned Corrective Actions — North Central Solid
Waste Authority has upgraded its operational software, and rates are entered and reviewed by
office staff against resolutions created by the Board of Directors. A certified public accounting
firm has been retained to oversee that correct billings and rates are in effect.

Item 2007-008 — Public Employee Retirement Association (PERA) Reporting

Statement of Condition — During our testing of PERA wages, it was determined that the
Authority did not report 100% of payroll to PERA. The amount not reported to PERA was $733.

Criteria — The Public Employees Retirement Act (10-11-1 to 10-11-38 NMSA 1978) establishes
the public employee retirement system. PERA membership is mandatory under the PERA Act,
unless membership is specifically excluded by statute. Each government agency participating is
responsible for reporting 100% of payroll to PERA.

Effect — Non-compliance with the New Mexico State Statutes could subject officials and
employees to penalties and fines required by state statutes.

Cause — The Authority believed that their accounting software included all wages on the reports
that were prepared for PERA. During the fiscal year, the Authority failed to verify the amounts
reported on their PERA reports tied to the total wages.

Recommendation — We recommend the Authority expedite the establishment and
maintenance of the appropriate internal controls to provide reasonable assurance of compliance
with laws and regulations.

View of Responsible Officials and Planned Corrective Actions — North Central Solid Waste
Authority has a certified public accounting firm to oversee payroll functions and provide
guidance to ensure correct percentages are being reported and paid to PERA. North Central
Solid Waste Authority has updated its payroll software and regularly verifies that it is in
compliance with PERA.

Item 2007-009 — IPA Recommendation Form & Audit Contract

Statement of Condition — The New Mexico State Auditor's Rule requires the Authority to
submit their Independent Public Accountant (IPA) Recommendation Form and the signed audit
contract for the audit for the fiscal year ended June 30, 2007, no later than May 31, 2007. The
Authority failed to submit the IPA Recommendation Form by the required due date.
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Item 2007-009 — IPA Recommendation Form & Audit Contract (continued)

Criteria — Section 2.2.2.8(B)(6) of the 2007 New Mexico State Auditor's Rule states, “After
completing the evaluations for each IPA, and making the IPA selection, each agency shall
submit the following information to the State Auditor on or before May 31, together with its IPA
recommendation. ...”

Section 2.2.2.8(G)(6)(c) of the 2014 New Mexico State Auditor's Rule states, “The agency shall
deliver the fully completed and signed IPA Recommendation Form for Audits and the completed
audit contract to the State Auditor by the deadlines shown below. If a completed IPA
Recommendation Form and audit contract are not delivered to the State Auditor by these
deadlines, the auditor must include a finding of noncompliance with Paragraph (6) of Subsection
G of Section 2.2.2.8 NMAC in the audit report.”

The audit contract was issued under the requirements of the 2014 New Mexico State Auditor's
Rule.

Effect — This requirement has been instituted by the State Auditor’s office to ensure the timely
execution of audit contracts for state and local governmental entities. Noncompliance with
established procedures causes delays in the issuance of executed audit contracts.

Cause — As expressed in audit finding 2005-004 there were many reasons the audit report was
not performed on a timely basis. Compliance with this particular section of the audit rule was not
possible given the other factors involved with submitting the report.

Recommendation — We recommend the Authority become current with their submission of
audit reports and this violation of the audit rule should be easily meet by the Authority.

Views of Responsible Officials and Planned Corrective Actions — With the submission of
the 2007, 2008 and 2009 audit reports, we are three years further along in becoming current.
Our intentions are to seek proposals for the next three fiscal years, once the 2007, 2008 and
2009 audit reports become a matter of public record. Our desire is to be current by late 2016.

Item 2007-010 — Capital Assets — Subsidiary Records and Inventory

Statement of Condition — During our observation of capital assets reflected on the
depreciation schedule we noted discrepancies between the schedule and assets on hand. Our
sample size was twenty capital assets with the majority being vehicles or trucks. There was one
truck with a cost of $118,599 that had been involved in an accident however the truck was not in
the yard and could not be observed. The depreciation schedule does not provide sufficient
identification information to readily identify assets. For example, the depreciation schedule
reflects a transport trailer with a cost of $39,500 however the trailer was not tagged and the
Authority owns several transport trailers making it impossible to identify the trailer reflected on
the depreciation schedule.

We did not observe any documentation that indicated the Authority conducted a physical
inventory of capital assets at the end of the fiscal year ended June 30, 2007. No current
employees were employed with the Authority during the audit year to ascertain if the inventory
was conducted and the location of the documentation of the procedures performed.
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Item 2007-010 — Capital Assets — Subsidiary Records and Inventory (continued)

Criteria — New Mexico State Statutes Section 12-6-10(c) NMSA 1978 directs the general
services department to promulgate regulations to state agencies for the accounting and control
of capital assets owned by government agencies. The New Mexico State Administrative Code,
Title 2, Chapter 20, Part 1, 2.20.1.8, Accounting and Control of Fixed Assets of State
Government, Accounting for Acquisitions and Establishing Controls issued by the general
services department requires the Authority implement a systematic and well documented
system for accounting of capital assets. The information to be recorded and maintained must
include, at a minimum, the following:

1) Agency name or commonly used initials used to identify the agency.
2) Capital asset number.

3) A description using words meaningful for identification.
4) Location, specifically a building and room number.

5) Manufacturer's name.

6) Model number or model name.

7) Serial number or vehicle identification number.

8) Estimated useful life.

9) Date acquired.

10) Cost.

11) Fund and organization that purchased the asset.

The system must be capable of generating lists of capital assets in sequences useful for
managing them. It must track all transactions including acquisitions, depreciation, betterments
and dispositions. It must generate all necessary accounting entries to the agency’s general
ledger.

Section 12-6-10(A) NMSA 1978 requires the Authority at the end of each fiscal year to conduct
a physical inventory of movable chattels and equipment costing more than $5,000 that is under
the control of the Authority. Additionally, New Mexico State Administrative Code, Title 2,
Chapter 20, Part 1, section 15 A (3) requires governments tag all capital assets. Section
2.20.1.16 requires the Authority to conduct a physical inventory of its capital assets at the end of
each fiscal year.

Effect — The inability to keep detailed information as described above allows opportunity for
errors to occur and not to be detected on a timely basis. By not tagging all assets, it allows the
possibility for errors to occur between actual assets owned and the subsidiary ledger. Finally,
not conducting an annual physical inventory could allow assets that are no longer on site for
whatever reason, to be included in the subsidiary ledger.

Cause — Given the small accounting staff and the difficulties in maintaining other accounting
records the maintenance of the capital assets subsidiary records was not a high priority. We
could not determine why the Authority staff would not conduct an annual inventory as required
by state statutes.

Recommendation — We recommend the Authority maintain its capital assets subsidiary ledgers
as prescribed by the New Mexico State Administrative Code and institute policies and
procedures to conduct an annual inventory of all assets owned by the entity.
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Item 2007-010 — Capital Assets — Subsidiary Records and Inventory (continued)

Views of Responsible Officials and Planned Corrective Actions — North Central Solid
Waste Authority will review its capital assets records and make the necessary changes to be in
compliance with the administrative code. North Central Solid Waste Authority has performed a
physical inventory since 2012; the inventory has been presented to the Board of Directors.
North Central Solid Waste Authority keeps records of all equipment purchases and tracks yearly
maintenance costs associated with equipment and retains a paper file on each piece of
equipment. North Central Solid Waste Authority has purchased a bar code software program; all
annual inventories will be tagged and tracked annually.

STATUS OF PRIOR YEAR'S FINDINGS

Item 05-01 Segregation of Duties — The prior year’s auditor noted a lack of segregation of duties
within the payroll function. During the current year, we noted the condition had not changed.
The audit finding has been modified, repeated and renumbered as item 2005-001. The finding
has been retitled segregation of duties and documentation of payroll expenditures.

Item 05-02 Bank Reconciliations — The prior year's auditor noted the reconciled cash did not
reconcile with the general ledger. During the current year, we noted problems with the end of
year bank reconciliation. The previous year’s audit finding has been modified and repeated. The
finding has been renumbered as item 2005-002.

Item 05-04 Late Audit — The prior year’'s auditor noted the audit report was not submitted to the
State Auditor’s office on a timely basis. During the current year, the condition has not changed.
The audit finding has been modified, repeated and renumbered as item 2005-004. The finding
has been retitled submission of audit report.

Item 05-05 Records Management — The prior year's auditor noted deficiencies in the record
keeping of accounting data and supporting documents. During the current year, we discovered
significant deficiencies in the record keeping. The audit finding has been modified, repeated and
renumbered as item 2005-005. The finding has been retitled record management and
accounting data.

Iltem 05-06 Financial Statement Preparation — SAS 112 — The prior year's auditor noted
inaccurate quarterly and annual financial statements that were presented to them for audit and
the statements required numerous adjusting entries. Additionally, the auditors noted the
Authority relied on the auditors to prepare the financial statements and notes included in the
audit report. During the current fiscal year, the condition has not changed. The audit finding has
been modified, repeated and renumbered as item 2005-006. The finding has been retitled
financial statements and disclosures.

Item 05-07 Accounts Receivable — The prior year’s auditor noted problems with the accounts
receivables maintained by the Authority. During the current year, we observed similar problems
with the receivables and we included the information discovered within item 2005-005. The prior
year’s audit finding is considered resolved.
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STATUS OF PRIOR YEAR'’S FINDINGS (continued)

Item 06-01 Budget Monitoring — The prior year’s auditor noted the Authority failed to monitor
their final budget and make necessary changes as required by the changing circumstances.
While monitoring the budget for changes in operations is an important aspect, we focused on
the compliance with state statutes regarding adoption, limit compliance and proper approval.
The audit finding has been modified, repeated and renumbered as item 2006-001. The finding
has been retitled budget compliance.
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Exit Conference

The audit report for the fiscal years ended June 30, 2007 and 2006, was discussed during the
exit conference held on June 26, 2015. Present for the Authority was Pedro Valdez, board
member; and Gino Romero, manager. Present for the auditing firm was Ed Fierro, CPA.

Financial Statement Preparation

The auditing firm of Fierro & Fierro, P.A., Certified Public Accountants, prepared the audit report
that contains the financial statements and notes to the financial statements of the Authority as of
and for the years ended June 30, 2007 and 2006. The Authority's upper management has
reviewed and approved the financial statements and related notes, and they believe that the
Authority's books and records adequately support them.
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