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NEWBERRY COMMUNITY
SERVICES DISTRICT

BACKGROUND

The Grand Jury received multiple citizen complaints regarding Newberry Community
Services District. Issues reviewed were regarding practices, Policy and Procedures and Board
actions of the agency.

Due to the numerous issues involved and the detailed information to review, the Grand
Jury requested the assistance of an outside consultant. The report that follows is a combination of
the Grand Jury and the outside consultant’s efforts.

RECOMMENDATIONS

13-26. The recommendations within the following report in the Governance Section, numbered
1-3 be responded to appropriately.

13-27. The recommendations within the following report in the Accounting and Financial
Management Section, numbered 4-7 be responded to appropriately.

13-28. The recommendations within the following report in the Internal Controls Section,
numbered 8-15 be responded to appropriately.

Responding Agency Recommendations Due Date
Newberry Community Services District 1 through 3 09/28/13
4 through 5
8 through 14
LAFCO 15 09/28/13

San Bernardino County Auditor/Controller 6 and 7 09/28/13
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Introduction

Purpose

The Grand Jury received multiple citizen complaints regarding Newberry Community Services
District’s (NCSD or District) activities.

Background

Community Services Districts are special districts provided for in the State Government Code by
the California Legislature to enable residents and property owners in California’s diverse
communities to achieve local governance, provide needed public facilities, and supply public
services. Community Services Districts may be any of the following:

1. A permanent form of governance that can provide locally adequate levels of public
facilities and services;

2. An effective form of governance for combining two or more special districts that serve
overlapping or adjacent territory into a multifunction special district;

3. A form of governance that can serve as an alternative to the incorporation of a new city;
o,

4. A transitional form of governance as the community approaches cityhood.

Community Services Districts are legal entities, defined within State Government Code, with
powers:

To adopt and enforce rules for administration, operation, and services;
To sue and be sued;

To acquire real and personal property;

To appoint employees, define their qualifications and duties;

To engage counsel and other professional services; and,

To enter into contracts and joint powers agreements

SR N e

Community Services Districts are required to have an elected Board of Directors. The Board of
Directors are responsible for making policies that ensure District’s staff are providing chartered
services in a responsible, regulatory compliant, and cost effective manner. State Code prescribes
rules governing the manner in which a Board must post public notices of meetings, conduct their
meetings, and record actions taken at meetings. Community Services District Board of Directors
and their meetings are subject to the Ralph M. Brown Act which requites all Board business, but
for specific exemptions such as personnel matters and legal advice, to be conducted in public
along with certain other conduct related provisions.

NCSD consists of a five member elected Board of Directors. Current Board makeup consists of
three men and two women each living within the Districts boundaries. The Board meets monthly
to review Districts Operations and Financials in an open public format, Responsibilities of the
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Boaid include oversight -of the NCSD Fire Department, public street lighting, and parks and
recreation upkeep and maintenance.

In order to execute their responsibilities, a Community Services District’s Board of Directors has
the ability to:

1.

w

S SR

Obtain legal counsel on matters such as:

a. Brown Act compliance.

b. Employment related laws.

c. Bidding and procurement laws.

d. Advice on contracts and memorandums of understanding,
Obtain financial advice on planning, investments, accounting, and taxes issues.
Hire auditors to:

a. Ensure an accurate accounting of all District monies.

b. Review the District’s system of internal controls.
Hire subject matter experts for advice on areas of specific concern.
Attend training specifically designed for Special District Board members.
Raise revenues via special taxes, benefit assessments, and by charging certain fees.
Direct the hiring of qualified staff in sufficient quantities, such that: State and county
code requirements are met; a system of internal controls and checks-and-balances are in
place; minutes of meetings are taken; bills are paid on time and accurately recorded; and
to ensure the services, with which the District has been empowered to provide, are
adequately provided. Positions may include a Treasurer, a Board Secretary, and
administrative and functional department staff as required.

The Newberry Community Services District was formed on December 15, 1958. The District has
been specifically empowered by the County of San Bernardino and the County’s Local Agency
Formation Commission (LAFCO) to provide the following services:

1.

WA b L 0D

Water, including for management, domestic use, irrigation, sanitation, fire protection, and
recreational purposes.

Fire Protection, including structural, watershed, suppression, and prevention.

Street lighting.

Parks and Recreation, including local park development, operation, and maintenance.
Sewers, including planning and engineering.

Scope

Utilizing the regulatory framework established for Community Services Districts, as outlined
above, the Grand Jury took the following actions to evaluate the issues raised in the citizens’
complaints:

1.

2
3.

Subpoenaed financial documents, Board of Director’s Meeting Minutes, District Bylaws,
District Policy and Procedure manuals, banking records, and certain other district records.
Observed District Board of Directors’ meetings.

Inspected certain facilities.

iii
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Conducted interviews.

Reviewed documentation provided by the District for compliance with State and County
code, with its own policies and procedures, and for the adequacy of a system of internal
controls.

6. Retained a management consulting firm with expertise in public agency matters and
public agency accounting requirements.

OIS

Financial Period Reviewed

Financial information reviewed was based primarily upon the District’s 2011-2012 fiscal year,
which ended on June 30, 2012 and utilized information from the District’s General Ledger as of
that date.

Acknowledgements

The Grand Jury would like to thank the personnel from the Newberry Community Services
District and others for their insight into the finances and operations of the District, In particular,
we would like to thank the immediate past General Manager and staff for their efforts in
compiling and indexing the many documents required for this review.
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Executive Summary

The Grand Jury received multiple citizen complaints of activities conducted by the Newberry
Community Services District.

To accomplish these objectives, the Grand Jury reviewed various District documents and
records; observed Board of Directors’ meetings; inspected certain facilities; conducted
interviews; and, retained a management consulting firm with expertise in public agency matters.

A summary of the findings and recommendations contained in this report are presented on the
pages that follow, by report section number.,

Section 1. Governance

Newbetry Springs Community Services District (NCSD) Board meetings are not conducted in
accordance with rules of order or professional conduct recognized as best practices in public
sector organizations. In addition, the NCSD does not consistently record or post official minutes
in a timely manner, in violation of the District’s own policies, and compromising the ability of
Board members to recall official actions when reviewing the minutes for accuracy. A clear
violation of California’s Open Meeting Law, also known as the Brown Act, was observed by the
Grand Jury and has been the topic of concern by members of the Newberry Springs community.

Further, members -of the Board have attended mandatory ethics training, However, expanded
trainings on leadership and effectively chairing public meetings are available through the
California Special District Association, the Special District Leadership Foundation, the
California State Association of Counties, and other bodies.

The Board should attend such trainings, and adopt and adhere to expanded, formal policies and
tules regarding conduct at public meetings. In addition, NCSD management should take steps to
ensure that records of official Board action are routinely recorded, approved for accuracy, and
indexed for timely access by the public.

Based on these findings, the NCSD Board of Directors should;

1. The NCSD Board should direct the General Manager to develop proposed policies and rules
for conducting public meetings, based on Roberts Rules of Order and other accepted
standards for parliamentary procedure.

2. Seek to attend courses offered by the CSDA and CSAC on the roles and functions of elected
officials, including those offered on leadership and conducting public meetings.

3. Direct the General Manager to begin and maintain a process to record, transcribe, post and
safeguard official Board minutes within two weeks of any Board meeting, in accordance with
the District’s current policy.
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Section 2. Accounting and Financial Management

The NCSD has not completed annual financial audits for the previous three fiscal years (2009-
2010, 2010-2011, and 2011-2012). State Government Code requires public agencies, including
special districts, to conduct annual financial audits within 12 months of the end of each fiscal
year. The Board of Directors failure to execute this responsibility is in noncompliance with
California Government Code at Section 26909 and 61118 for 2009-2010 and 2010-2011.
Further, while State Code requires the County Auditor-Controller to ensure such audits are
completed, efforts to monitor and enforce this provision have had limited effectiveness.

Financial reports required by State Government Code to be filed with the State Controller’s
Office have been submitted by NCSD, but were based upon unaudited and unverified data.
Contrary to State code requirements, the District’s FY 2011-12 annual report of financial
transactions to the State Controller has not been reviewed by an independent public accountant to
ensure that it agrees with the official records of the District. The financial information that has
been provided, while unaudited, indicates some financial instability, which further underlies the
need for regular financial audits.

NCSD lacks basic accounting procedures and controls. Specifically, District does not have: (1) a
hierarchical account numbering system; (2) a financial or accounting manual; or, (3) a consistent
system to classify expenditures carried out by the District. Further, the District lacks a consistent
method for authorizing, classifying, and documenting expenditures from purchase cards.

Based on these findings, the NCSD Board of Directors should direct the General Manager to:

4. Re-adopt a numerical and hierarchical account numbering structure for use in the District’s
general ledger and income statement.

5. Work with the Board, County Auditor, and utilize resources such as the California Special
Districts Association to develop a basic accounting manual.

6. Create purchase card procedures that require District staff to include documentation showing
the purpose and justification for all expenditures.

The Auditor Controller should;

7. Revise Outside Audit Report procedures to include corrective actions for special districts that
do not comply with State audit requirements for an extended period of time. Such corrective
actions could include conducting audits and billing the districts for Auditor-Controller staff
time or hiring an outside certified public accountant to conduct the audit and billing the
district for the accountant’s work.

8. Work with the Newberry Community Services District General Manager to determine a
feasible approach to comply with audit requirements established in State Government Code
Section 26909. Such approaches could, with the unanimous request of the Board of Directors
and the unanimous approval of the Board of Supervisors, include:

(@  Abiennial audit covering a two-year period;
vi
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(b)  An audit covering a five-year period, if the District’s annual revenues do not
exceed an amount specified by the Board of Supervisors; or,

(©)  An audit conducted at specific intervals, as recommended by the County Auditor-
Controller, which shall be completed at least once every five years.

Section 3. Internal Controls

The District has By-laws and a Policy Handbook that contain some internal controls to help
protect the District’s financial and capital assets against the potential risk of loss or misuse.
However, these policies remain insufficient for minimizing risk exposure to potential fraud and
abuse. For example, the District’s policies on purchase cards do not include spending and
transaction limits to ensure that there are sufficient funds to pay for expenditures, segregate
duties of purchase approvals and reconciliation to prevent potential fraud, or provide
mechanisms for handling disputes and unauthorized charges.

In addition, the policies adopted to establish internal controls are not consistently implemented
by Board members and District personnel, further exposing the District to unnecessary costs and
potential misuse of District tax dollars for personal benefits. Violations of policies that indicate
weak internal controls include:

e The lack of documentation for purchase card expenditures;
e Significant expenditures made with purchase cards without required Board approval;

e Lack of timely payments for purchase card billing statements to avoid potential penalties
and fees;

e Reimbursement of expenses without sufficient documentation to ensure they were for
District business; and,

e The lack of several key documents and tools such a log of all communication with
District Counsel, a policy handbook for the Fire Department, and a catalog of retained
District records.

Multiple resignations and terminations by the Board of key personnel within the organization
during the audit period coincided with breakdowns in internal controls and the ability of the
organization to respond by reassigning functions or implementing compensating controls is
limited.

Finally, the District does not have an adequate Capital Management Asset System to control
inventory and record key information central to making maintenance and replacement decisions.

Based on these findings, the NCSD Board of Directors should:
9. Revise its purchase card policies to:

(@  Exclude Board members from the use of purchase cards in order to be in
compliance with the State Master Services Agreement for purchase cards,

vii
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subsequently relinquish any purchase cards currently issued to Board members,
and

(b)  Include additional policies to ensure that there are sufficient funds for paying
authorized purchase card transactions, prevent potential fraud and abuse through
unauthorized and/or inappropriate purchases, and avoid unnecessary penalties and
fees from late payments, such as:

@ Spending and transaction limits for each cardholder;

()  Clearly segregated duties for approving, executing, and reconciling
purchases among the General Manager, Treasurer, and other purchase
cardholders;

(iii) A process for handling disputes and unauthorized purchases; and,

(iv) A requirement that purchase cardholders use personal funds to pay for
transactions that lack the timely submission of sufficient documentation of
the transaction and purpose, as well as any subsequent penalties and fees
that result from the delay in submitting such documentation.

10. Diligently review the list of disbursements to be approved on the consent agenda prior to
scheduled Board meetings and (a) discuss questionable disbursements with the General
Manager and/or (b) request to pull questionable disbursements from the consent agenda for
public discussion and review.

The General Manager should:

11. Train all participants in the purchase card program on the new and revised policies and
procedures for purchase cards.

12. Review consultants or vendors with a single invoice over $5,000, or multiple invoices that,
together, exceed $5,000 to ensure that they have a contract or total expenditure approved by
the Board of Directors at a meeting. If the contract was not approved by at least two Board

members, or no contract exists, steps should be taken to bring the purchase(s) into
compliance with the Policy Handbook.

13. Carefully review all requests for reimbursements, including supporting documentation,
against the policies and procedures in the District Policy Handbook prior to approval.

14. Establish the following to ensure that the District is in compliance with the Policy Handbook
and maintains adequate internal controls:

(a)  District Legal Counsel Log;
(b)  Policy handbook for the Fire Department; and,

(¢)  Catalog of all retained District records.

viii
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15. Establish a Capital Asset Management System that records capital asset information such as
the purchase date, condition it was in at the time of purchase, warranties, maintenance
history, usage statistics, original useful life, remaining useful life, and replacement costs.

The Local Agency Formation Commission (LAFCO) should:

16. Review suggestions made in its 2009 report and include more robust analysis of governance
and reorganization options for the next Service Review of the District, scheduled for 2014.
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1. NCSD Governance

As a public entity, the NCSD is bound by various laws embedded in the California State
Government Code, which establish rules for open meetings and the retention of official records.
In addition, best practices are employed by government entities around the world to ensure that
the deliberations of public bodies are clearly communicated, and actions are well articulated and
accurately recorded. Further, best practices establish various protocol for members of the public
to be provided with the opportunity to comment on matters before elected bodies or on matters of
general concern, in an orderly, respectful and efficient manner.

NCSD Public Meetings

Because the NCSD is a public entity that derives its authority from the voters, it is incumbent
upon members of the elected Board of Directors to establish policies, procedures and rules that
govern the manner in which it conducts the public’s business. Based on a review of records,
testimony from individual Board members and observations at public meetings, the Grand Jury
found that: (1) the Board has not formalized a robust policy framework, rules or protocol for
conducting public meetings; (2) individual members of the Board and other persons often exhibit
inappropriate behavior during public meetings; and, (3) records of official action are not
consistently prepared or otherwise completed in a timely manner.

Open Government Policy Framework and Rules Are Weak

NCSD Policy 5070 establishes the “Rules of Order for Board and Committee Meetings.”
Although loosely based on well-regarded rules defining parliamentary procedures, Section
5070.1.1 states that “These rules of order are intended to be informal and applied flexibly. The
Board prefers a flexible form of meeting and, therefore, does not conduct its meetings under
formalized rules — Roberts Rules of Order.” Subsection 5070.1.1.1 further states that “If a
Director believes order is not being maintained, then he/she should raise a point of order — not
requiring a second — to the President. If the ruling of the President is not satisfactory to the
Director, then it may be appealed to the Board. A majority of the Board will govern and
determine the point of order.”

The intended flexibility of these Rules of Order is emphasized in other sections of the policy.
Subsection 5070.5.1 states that “The President shall take whatever actions are necessary and
appropriate to preserve order and decorum during Board meetings, including public hearings.
The President may eject any person or persons making personal, impertinent or slanderous
remarks, refusing to abide by a request from the President, or otherwise disrupting the meeting or
hearing.” Further, Subsection 5060.6.1 states that “By motion made, seconded and approved by a
majority vote, the Board may, at its discretion and at any meeting: a) temporarily suspend these
rules in whole or in part; b) amend these rules in whole or in part; or, c) both.” The remainder of
the Policy addresses procedures for individual Directors to obtain the floor; and, offering,
commenting and moving motions to a vote.

Although different parliamentary procedures have been developed over the years, Roberts Rules
of Order are generally considered to be the standard for local government entities in the United

1
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States. The Institute for Local Government' states that formalized rules of order are necessary to
“guide the discussion and decision-making process.” Although following parliamentary
procedure is not required in California, it is considered to be a best practice, makes public
meetings more efficient, and reduces the chances of official actions being declared illegal or
challenged for procedural deficiencies.

Further, the League of California Cities, in the organization’s publication Open and Public IV,
has made the observation that there are certain key principles and goals that should be considered
when government bodies develop their policies regarding public meetings:

o A legislative body's need to get its business done smoothly;

e The public's right to participate meaningfully in meetings, and to review documents used in
decision-making at a relevant point in time;

e A local agency's right to confidentially address certain negotiations, personnel matters,
claims and litigation; and,

¢ Theright of the press to fully understand and communicate public agency decision-making,

Although prepared in the context of the State’s Open Meeting Law (i.e., the “Brown Act”), these
principles support the concept that in order to operate effectively, meetings require rules and
procedures to ensure orderly, efficient, and productive sessions in a calm, professional setting,
The limitations of the District’s current policy, including the desire for “flexibility” embedded in
the policy foundation, do not support the accomplishment of these goals. The League of
California Cities continues by stating, “An explicit and comprehensive public meeting and
information policy, especially if reviewed periodically, can be an important element in
maintaining or improving public relations. Such a policy exceeds the absolute requirements of
the law . . . A narrow legalistic approach will not avoid or resolve potential controversies. An
agency should consider going beyond the law, and look at its unique circumstances and
determine if there is a better way to prevent potential problems and promote public trust.”

As will be discussed below, the public trust appears to have been damaged in the NCSD, in part
by the manner in which public meetings are conducted, the behavior of Directors during public
meetings and inconsistencies with the preparation and maintenance of official records of action.
As a first step toward improving public access and communication, the NCSD should adopt
more robust policies regarding parliamentary procedure, adhering to the basic principles of
Roberts Rules of Order, which have been in existence and used by local government agencies in
the United States for well over 100 years. When developing these policies, the District should
consult with the California Special District Association (CSDA), which can provide resources
and make suggestions regarding best practices for special district organizations.

Members of the Board Exhibit Inappropriate Behavior at Public Meetings
and May Have Acted in Violation of California Law

' An affiliate of the California State Association of Counties (CSAC) and the League of California Cities.
2
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As part of the Grand Jury’s investigation, members attended NCSD Board mestings and listened
to numerous tape recordings of other meetings to assess the effect of the weak policy foundation
on proceedings. The following observations were made:

¢ Before the start of Board meetings, members of the public who wish to address the Board fill
out a “Request to Be Heard” card and are provided with three minutes to voice their
concerns. Although this is a typical practice in government organizations, members of the
public were also permitted to engage in discussions at any time during the meeting, without
filing the required Request to be Heard Card. Often, members of the public spoke to
individual directors without going through the President and, although some persons would
raise their hand to be recognized, in many instances other persons would simply begin to
speak without being recognized. Sometimes, multiple conversations occurred simultaneously
and discussions between persons in the audience were conducted separately while the Board
merely watched and listened.

e In several instances, members of the Board engaged in arguments with one another and
members of the public. During these exchanges, the meetings were disrupted as people talked
over one another and made sarcastic and snide remarks. In some instances, the arguments
between Board members became overly heated, causing some members to walk out while the
meeting proceeded. In another instance, a Board member challenged a member of the public
who had just finished addressing the Board. This resulted in a brief shouting match between
the two. In another instance, a member of the public was talking loudly during the meeting
and, when asked by a Board member to be silent, the person responded with an obscene
gesture.

e Some Board members were seen slouching in their chairs, keeping their heads down and
speaking in voices that could barely be heard by the audience. Such behavior gives the
impression that these members are indifferent and/or disinterested in the proceedings, is
disrespectful and unprofessional.

o The unprofessional behavior of the Board has been observed for some time by previous
employees and members of the public. In March 2012, the resignation letter submitted by a
former Fire Chief, stated that his departure was due, in part, to «. . . the public fights and
bickering so prevalent on the NCSD Board.”

o At the February 26, 2013 meeting of the Board, an argument started regarding whether the
Board member could remove an agenda item without a vote of the Board. The item in
question concerned an accusation that a sitting member of the Board had committed fraud
and conspiracy. During recess, three members of the Board (a quorum) were observed
talking together in private, which is a clear violation of the Brown Act. The Newberry
Springs Community Alliance, which describes itself as a “. . . grassroots organization of
residents and property owners fostering an improvement of Newberry Springs through the
engagement of educating the community” regularly blogs critical comments about the Board.
In March 2013, this organization blogged “The CSD Board has had a hard time holding a
single meeting that doesn’t contain a Brown Act violation.”

These examples of poor behavior by Board members, and the inability of the President to control
both Board member and audience interaction, suggest that the individual members of the Board

3
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have not yet developed the necessary skills to lead or participate in public meetings in a
professional manner. Combined with more robust policies, procedures and rules defining
parliamentary procedures, Board members should be provided with training on duties,
responsibilities and behavior as elected officials.

Further, it is clear that members of the Board may not be familiar with the requirements of the
California Open Meeting Law or Records Retention Act, as discussed in the section, below.
Accordingly, the City Attorney should be requested to develop and lead workshops on these
topics to ensure that current and future Board members have the background and knowledge to
adhere to these laws.

Board Members Have Not Been Provided With Appropriate Training

Assembly Bill 1234 requires that all board members of special districts complete a two-hour, on-
line Ethics Compliance Training Course after joining the Board. Based on records maintained by
the District, all Board members have received this training, The California Special District
Association (CSDA) provides training for elected officials and managers of special districts,
including various orientation trainings, leadership summits, and related topics such as human
relations and resource management. Other courses are provided through the Special District
Leadership Foundation, and guides are available through the State Board of Equalization and
other bodies. In addition, other trainings are offered by Statewide organizations, such as the
California State Association of Counties (CSAC) that may be helpful to the District’s leadership.
For example, CSAC has an agreement with California State University Northridge to provide
special courses for elected officials and managers that can be attended to obtain credit towards a
Master Degree in Public Administration. In addition, CSAC offers courses through the Institute
Jor Excellence in County Government, which may be beneficial to the District directors,
including:

o The Art and Practice of Elected Leadership;

* Getting Things Done: Working Effectively to Achieve Objectives;

o Chairing and Managing Effective Public Meetings;

o Making Impressions: Media Interviewing;

* Negotiation and Collaboration in Complex Environments; and,

o Advanced Practice in Negotiation.?

Although these courses are designed for County elected officials, the topics and content can also
be applied to the operations of the NCSD. The members of the Board should explore the
opportunity for attending selected courses, with the goal of improving the conduct of public

meetings and interactions with each other and members of the public.

Records of Board Actions Are Not Complete or Prepared in a Timely Manner

2 Go to http://www.csac.counties.org/sites/main/files/file-attachments/2013-winter-spring-publish 3.pdfto view a
complete description of available courses for the Spring 2013 schedule.
4
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NCSD Policy 5060.1.1 states that:

Copies of a meeting’s minutes shall be posted for a minimum of 10 days on the NCSD website
within 14 (days) of NCSD meeting for public review. Copies of meeting minutes shall be
distributed to Directors as part of the information packet for the next regular meeting of the Board,
at ‘which time the Board will consider approving the minutes as presented or with modifications.
Once approved by the Board, the official minutes shall be kept in a fireproof vault or in a fire-
resistant cabinet.

The NCSD does not adhere to this policy.

During the period of this review, the Grand Jury found that Board minutes were not being
consistently recorded, posted and secured in the manner prescribed by Policy 5060.1.1. Minutes
were generally not transcribed promptly and were not ready for approval at the next regularly
scheduled Board meeting. When copies of minutes were requested, the current General Manager
reported that she had to look in several locations before they were located. A number of Board
minutes were audio recorded but not transcribed for weeks or months later, resulting in some
Board members not recalling what actions were taken on agenda items when presented with the
written notes for approval.

Members of the Grand Jury reviewed the written notes and listened to numerous audio
recordings of Board meetings. The background noise on some recordings made it difficult to
hear or understand who was speaking and, in some cases, what was being said. Some audio
recordings were started after the meetings were called to order and no references to the dates of
the meetings were heard. This creates difficulties with providing an accurate written record of
Board proceedings, even when the audio recordings are transcribed. For example, the Board
minutes from the August 28, 2012 meeting included a typed side-note that stated the notes «. . .
are not transcripts of the meetings; only the hi-lights and hopefully accurate.”

To ensure that there are accurate records of official actions, the Board should direct the General
Manager to begin and maintain a process to record, transcribe, post, and safeguard official Board
minutes within two weeks of any Board meeting, in accordance with the District’s current policy.

Conclusions

NCSD Board meetings are not conducted in accordance with rules of order or professional
conduct recognized as best practices in public sector organizations. In addition, the NCSD does
not consistently record or post official minutes in a timely manner, in violation of the District’s
own policies, and compromising the ability of Board members to recall official actions when
reviewing the minutes for accuracy. A clear violation of California’s Open Meeting Law, also
known as the Brown Act, was observed by the Grand Jury and has been the topic of concern by
members of the Newberry Springs community.

Further, members of the Board have attended mandatory ethics training. However, expanded
trainings on leadership and effectively chairing public meetings are available through the
California Special District Association, the Special District Leadership Foundation, the
California State Association of Counties, and other bodies.

The Board should attend such trainings, and adopt and adhere to expanded, formal policies and
rules regarding conduct at public meetings. In addition, NCSD management should take steps to

5
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ensure that records of official Board action -are routinely recorded, approved for accuracy, and
indexed for timely access by the public.

Recommendations

The NCSD Board of Directors should:

1 The NCSD Board should direct the General Manager to develop proposed policies and
rules for conducting public meetings, based on Roberts Rules of Order and other accepted
standards for parliamentary procedure.

2 Seek to attend courses offered by the CSDA and CSAC on the roles and functions of
elected officials, including those offered on leadership and conducting public meetings.

3 Direct the General Manager to begin and maintain a process to record, transcribe, post
and safeguard official Board minutes within two weeks of any Board meeting, in
accordance with the District’s current policy.

Costs and Benefits

There would be minimal cost for the members of the Board to attend leadership and other
training offered by CSDA and CSAC.

Parliamentary procedures recognized throughout the world would be followed by the NCSD
Board, and the Board members would receive the training necessary to provide leadership and
ensure a more professional atmosphere at public meetings. The risk of Directors violating
California Open Meeting Laws and the California Records Act would be reduced.
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2. Accounting and Financial Management

NCSD Lacks State-Mandated Financial Audits

NCSD has not completed annual financial audits for fiscal years 2009-2010, 2010-2011, and
2011-2012. NCSD is therefore not in compliance with State Government Code Section 26909 for
2009-2010 and 2010-2011, which requires annual audits of financial condition for all special
districts within 12 months of the end of a fiscal year.

The State Controller’s Office prescribed minimum auditing requirements for special districts, set
out in Title 2, Section 1131.2 of the California Code of Regulations, consist of 17 general
statements that county auditors or independent accounting firms should consider in preparing an
audit program. These 17 statements include the following important steps, among others:

o A proper study and evaluation of the existing internal control and the financial
organizational structure;

o A review of the district’s report of financial transactions to the State Controller to see that
it agrees with official records of the district for the period. The State Controller should
be informed of any material difference;

o A determination that expenditures were properly documented, authorized and incurred
and are proper charges to the fund and appropriation against which they have been
charged; and,

* A verification of all assets and liabilities in accordance with generally accepted auditing
standards.

The failure to follow these and the other requirements set out by the State Controller has led to
negative consequences for NCSD including: (1) putting NCSD out of compliance with State
Code; (2) leaving residents and taxpayers without a reasonable assurance that financial
statements are presented fairly and accurately; and, (3) putting the District at greater risk of
waste, fraud and abuse due to the absence of any review of internal controls.

The lack of audited financial statements is also not consistent with industry best practices, such
as those promulgated by the Institute for Local Government, which notes that “audited financial
reports alert governing body members if there are irregularities in financial practices and
financial reporting.™

® The Institute for Local Government is an affiliate of the California State Association of Counties and the League of
California Cities. The best practices information can be found online at this address: http://www.ca-
ilg.org/sites/main/files/file-attachments/resources 3r Financial Reporting_and Accounting. pdf
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Auditor-Controller Monitoring of Audit Requirements Has Had Limited
Effectiveness with NCSD

State code places responsibility on the County Auditor-Controller for making sure special
districts are audited annually or on a different frequency under certain restrictions. Specifically,
Section 26909 of the State Government Code requires county auditors to:

Either make or contract with a certified public accountant or public accountant to make an annual
audit of the accounts and records of every special district within the county for which an audit by a
certified public accountant or public accountant is not otherwise provided.

The Internal Audits Section of the County Auditor-Controller, which is responsible for
performing operational and financial audits of special districts, has taken steps to monitor special
districts’ compliance with State auditing requirements. However, these efforts have not been
successful with NCSD.

The Auditor-Controller has procedures that call for repeated, increasingly assertive
correspondence with general managers and district boards that have not completed a financial
audit on time. In the case of NCSD’s FY 2011-12 audit, the Auditor-Controller relied on the
District’s general manager’s and its certified public accountant’s assertions that a contract was in
place to conduct audit services. However, as noted later in this section, the work performed by
the certified public accountant does not comply with State audit requirements.

The enforcement of Section 26909 is somewhat complicated by the Code’s requirement that any
costs incurred by the county auditor, including any contracts with accountants, be borne by the
special district. County Auditor-Controller management staff has asserted to our audit team that
there has been some hesitancy to enforce the annual audit requirement on NCSD due to the
District’s budgetary constraints. However, there has been no formal steps taken or analysis
conducted by the Auditor-Controller to determine the most cost effective method of complying
with State audit requirements.

NCSD and Auditor-Controller Have Not Pursued Potential Alternatives to Annual Audits

Neither NCSD nor the Auditor-Controller have studied or pursued potential alternatives to
annual audits allowed for in the State Government Code under certain restrictions. Specifically,
Government Code Section 26909 allows for the following three alternatives if requested
unanimously by the special district’s governing board and unanimously approved by the Board
of Supervisors:

1. A biennial audit covering a two-year period;

2. An audit covering a five-year period, if the special district’s annual revenues do not
exceed an amount specified by the Board of Supervisors; or,

3. An audit conducted at specific intervals, as recommended by the County Auditor, which
shall be completed at least once every five years.
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Given the District’s relatively small budget of approximately $250,000 per year, the Auditor-
Controller and District Board members should consider these alternatives, which would require
fewer resources to be devoted to financial audits, but would still be in compliance with State
requitements.

2011-12 Financial Review Did Not Meet Minimum Audit
Requirements

Financial reports required by State Government Code to be filed with the State Controller’s
Office have been submitted by NCSD, but were based upon unaudited and unverified data.
Contrary to State code requirements, the District’s FY 2011-12 annual report of financial
transactions to the State Controller has not been reviewed by an independent public accountant to
ensure that they agree with the official records of the District.

In September 2012, NCSD contracted with a certified public accountant for audit services
covering financial transactions in FY 2011-12. The Auditor stated the District did not provide
adequate or sufficient documentation to complete an audit and express an audit opinion.
However, these services did not meet the minimum requirements prescribed by the State
Controller’s Office for audits of special districts. Rather, in his transmittal letter to the District’s
Board of Directors the certified public accountant stated that his work was limited to putting .
together the financial report that must be filed annually with the State Controller. Further, the
letter states that “I have not audited or reviewed the financial statements referred to above and
accordingly do not express an opinion or any other form of assurance on them.”

The State Controller’s prescribed minimum audit requirements are contained in the California
Code of Regulations (Title 2, Section 1131.2). As previously mentioned, these mimimum
requirements include the statement that:

the district’s report of financial transactions to the State Controller should be reviewed to see that
it agrees with the official records of the district for the period. The State Controller should be
informed of any material difference.

The General Manager should prepare the District’s financial statements on an annual basis
before they are reviewed by the Auditor-Controller or a certified public accountant to ensure they
are an accurate reflection of the District’s financial condition.

Financial Data Reported to State Controller Indicate Financial Instability and
Structural Deficits

Although the data provided to the State Controller’s Office is unaudited, a review of such data
indicates financial instability, which further underlies the need for regular financial audits. As
seen in Table 2.1 below, the District appears to have run a deficit in FY 2009-10 of
approximately $18,000 or about 8 percent of total revenues. Further, the lighting and lighting
maintenance function has run deficits ranging from $41,142 to $5,011 from FY 2008-09 to FY
2010-11 and the Recreation and Park Function has run deficits of approximately $25,000 in FY
2009-10 and about $2,300 FY 2010-11. NCSD management has been unable to identify the
cause(s) of these deficits. Additionally, the District’s methodology for assigning district-wide
costs such as Director’s fee, office costs, and accounting and legal fees between the three
functional departments is not documented, and therefore camnot be verified.
9
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Table 2.1

NCSD Expenditure Data Reported to State Controller

xpendit S

Fire Protection $152,701 | $119,179 $124,762 | $136,411 $109,611
Lighting and Lighting 3,434 44,576 2,141 2,210 8,698
Maintenance z '

Recreation and Park 155,645 : 142,136 98,935 124,115 100,563 102,910
Total $311,780 $287,891 $225,838 $243,704 $239,184 $221,219

Source: State Controller’s Office

NCSD Lacks Sufficient Accounting Procedures and Controls

NCSD lacks sufficient accounting procedures and controls. According to State Government
Code 61053, NCSD must:

adopt a system of accounting and auditing that shall completely and at all times show the district’s
financial condition, The system of accounting and auditing shall adhere to generally accepted
accounting principles.

However, the District does not have: (1) a hierarchical account numbering system; (2) a financial
or accounting manual; or, (3) a consistent system to classify expenditures carried out by the
District. Further, although the State Controller requires special districts to use the modified
accrual basis of accounting, it is not employed at NCSD.

NCSD Lacks Account Numbering System and Financial Manual

Beginning in FY 2012-13, the District abandoned utilizing its numerical and hierarchical account
structure in favor of an accounting scheme based on account titles. A fundamental objective of
accounting is to accurately classify transactions such as expenditures and receipts into proper
“buckets” or accounts. Accounts are generally identified utilizing a numeric or alpha-numeric
scheme. Accounting identifiers are usually broken down into some type of hierarchical
components to accommodate data correlation and reporting activities. The numerical assignment
of an accounting identifier also facilitates system to system and intra-system exchanges of data,
such as from a Purchase Order system to the General Ledger. The abandonment of account
numbers inhibits accurate and efficient hand-offs of accounting data for establishment and
performance measurement of budgets and future growth into new and more sophisticated
computer system interfaces.

NCSD lacks a financial or accounting manual, which would provide guidance to the General
Manager and other staff on how to create and maintain District accounts and prepare the
District’s income statement, general ledger, and annual financial statement. In addition, a

10
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financial -or accounting manual would assist the staff in using modified accrual based accounting,
which is required by the State Controller for non-enterprise funds.

The lack of a financial or accounting manual may have led to the following odd general ledger
and income statement entries observed by the Grand Jury from FY 2011-12;

e On the District’s Income Statement, a revenue line title “Deposits Not Recorded” shows a
value of $121,248.76, which is 47 percent of the District’s fiscal year revenue. No
explanation was found for the purpose or intended usage of this account.

e Account 5100 titled “Directors Stipend” reflects amounts that are not in increments of
$50 even though Directors are paid $50 per authorized meeting,

® Account 5101 titled “Secretary Salary” reflects payments made to five individuals
ranging from $39.67 to $12,640.02. However, the District did not have five secretaries
during FY 2011-12.

Expenditures Not Consistently Classified to Support Proper Accounting

NCSD does not consistently classify or document expenditures to allow for proper accounting of
the various functions carried out by the District. For example, approximately $20,000 of
purchase card expenditures was placed in a general ledger clearing account because the former
General Manager, lacking documentation, could not determine the appropriate cost account.
Additionally, a 4,000 gallon Water Tender Truck was acquired via a capital lease, but is being
accounted for as an operating lease. This misstates both the District’s assets and liabilities. The
failure to properly classify expenditures leaves the District non-compliant with the State Code
requirement to adopt a system of accounting and auditing that shall completely and at all times
show the District’s financial condition. It also affects the accuracy of the District’s State-
mandated financial reporting.

District Has Weak Check Reconciliation Process

NCSD’s check reconciliation process has been deficient. The District’s FY 2011-2012 account
for workers’ compensation insurance was overstated by the value of one extra quarterly payment
in the amount of $2,172, which resulted from a voided check not being reversed off the books.
This is an indicator of a weak check reconciliation process.

Reconciling bank statements to check registers and to General Ledger account balances is a
fundamental management practice and a basic internal control process. This process ensures the
bank’s records are in-line with the District’s records, and that any voided or un-cashed checks
are identified for follow-up and corrective action if needed. A check that has been voided must
also have its charged reversed on the accounting ledgers. Failure to reverse an entry in the
accounting ledger will overstate expenditures and under-state the District’s actual cash position.
The General Manager has indicated that improvements to the check reconciliation process have
been implemented. Identifying any additional prior year problems requires the completion of
outstanding audit work.

11
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Conclusions

The Newberry Community Services District (NCSD) has not completed annual financial audits
for the previous three fiscal years (2009-2010, 2010-2011, and 2011-2012). State Government
Code requires public agencies, including special districts, to conduct annual financial audits
within 12 months of the end of each fiscal year. The Board of Directors failure to execute this
responsibility is in noncompliance with California Government Code at Section 26909 and
61118 for 2009-2010 and 2010-2011. Further, while State Code requires the County Auditor-
Controller to ensure such audits are completed, efforts to monitor and enforce this provision have
had limited effectiveness.

Financial reports required by State Government Code to be filed with the State Controller’s
Office have been submitted by NCSD, but were based upon unaudited and unverified data.
Contrary to State code requirements, the District’s FY 2011-12 annual report of financial
transactions to the State Controller has not been reviewed by an independent public accountant to
ensure that it agrees with the official records of the District. The financial information that has
been provided, while unaudited, indicates some financial instability, which further underlies the
need for regular financial audits.

NCSD lacks basic accounting procedures and controls. Specifically, District does not have: (1) a
hierarchical account numbering system; (2) a financial or accounting manual; or, (3) a consistent
system to classify expenditures carried out by the District. Further, the District lacks a consistent
method for authorizing, classifying, and documenting expenditures from purchase cards,

Recommendations

The Newberry Community Services District Board of Directors should direct the General
Manager to:

4 Re-adopt a numerical and hierarchical account numbering structure for use in the
District’s general ledger and income statement.

5 Work with the Board, County Auditor, and utilize resources such as the California
Special Districts Association to develop a basic accounting manual.

The Auditor Controller should:

6 Revise Outside Audit Report procedures to include corrective actions for special districts
that do not comply with State audit requirements for an extended period of time. Such
corrective actions could include conducting audits and billing the districts for Auditor-
Controller staff time or hiring an outside certified public accountant to conduct the audit
and billing the district for the accountant’s work.

7 Work with the Newberry Community Services District General Manager to determine a
feasible approach to complying with audit requirements established in State Government
Code Section 26909. Such approaches could, with the unanimous request of the Board of
Directors and the unanimous approval of the Board of Supervisors, include:

12



2012-2013 ‘San Bernardino County ‘Grand Jury Final Report

{a) A biennial audit covering a two-year period;

(b)  An audit covering a five-year period, if the District’s annual revenues do not
exceed an amount specified by the Board of Supervisors; or,

(¢)  An audit conducted at specific intervals, as recommended by the County Auditor-
Controller, which shall be completed at least once every five years.

Costs and Benefits

The costs of implementing with these recommendations would include District staff time to draft
and adopt policies and procedures.

The benefits of implementing these recommendations would include stronger controls over
accounting and management of the District’s finances and greater transparency in the reporting
of the District’s financial condition. The benefits would also include compliance with State
Government Code audit requirements for special districts.

13
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3. Internal Controls

According to the Government Finance Officers Association (GFOA), the purpose of internal
controls is to protect government’s financial and capital assets against the potential risk of loss or
misuse. Further, internal controls are needed to ensure that all financial transactions are properly
authorized and data in financial reports are reliable. Although there are references to internal
controls in the NCSD By-laws and Policy Handbook, they are (1) insufficient for ensuring that
the District’s assets are protected against potential loss or misuse and (2) are not consistently
implemented by District Board members and personnel.

Deficient Internal Controls for District Expenditures

NCSD revenues are used to procure materials, supplies and services for District business through
purchase cards, contracts with outside contractors and consultants, and reimbursement of
expenses made by District Board members and personnel. The Policy Handbook requires various
protocols for -approval of such expenditures, along with sufficient documentation to ensure that
expenditures were appropriately tied to District business. However, sufficient documentation of
required approval and/or explanations for the appropriateness of the expenditures were not
always provided to the Grand Jury.

CAL-Card Purchase Cards

The California Department of General Services has a Master Services Agreement (MSA) with
U.S. Bank for purchase card services. Local tax funded agencies such as the District are able to
participate in the MSA and obtain CAL-Cards (purchase cards) by submitting required
documentation, including a signed Local Agency Addendum to the MSA. Advantages of
participating in the CAL-Card program include: (1) no cost for participation; (2) rebates for
average transactions, volume sales and prompt payment; and, (3) streamlined purchases by
climinating the need for extensive advertising, bidding and contracting procedures.*

Insufficient Internal Control Policies and Procedures

In accordance with the U.S. Bank CAL-Card Program Administrator Guide, the District adopted
purchase card policies on July 26, 2011.° However, based on a comparison with GFOA
recommended internal control best practices for purchase cards, these policies are not adequate
to ensure that the District can minimize the risk of costly, unnecessary, and/or inappropriate
purchases. Table 3.1 below illustrates that the District lacks a few key internal control policies
such as spending and transaction limits, reconciliation procedures, and a process for handling
disputes and unauthorized purchases.

* California Department of General Services, CAL-Card (Purchase Card),

http://www.dgs.ca.gov/pd/Programs/CAT Card.aspx

* District Policy Handbook: Policy Number 3075.
14
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Table 3.1

Government Finance Officer Association (GFOA) Best Practices vs. District
Purchase Card Policies

Clear guidelines 3. purchasing card expenses
on the appropriate | shall be reasonable and necessary to the
use of purchasing | furtherance of District business. No
cards personal expenses shall be charged on a

District purchasing card,
Spending and Spending and transaction limits ensure that the District has
transaction limits sufficient funds to pay for expenditures.
dopedch The Policy Handbook fails to mention spending limits. The
cardholder, both R ; : o
per trensaction Plstnct did not p1"ov1‘de the Grand Jury with additional
and on & monthly internal usage guidelines for purchase cards.
basis
Review and 3075.3.3" The Treasurer shall review
approval process | and approve purchasing card

transactions by the cardholders.
Timely Reconciliation includes verifying that purchased goods and
reconciliation by services were received, acceptable, and charged appropriately
cardholders and in the purchase card statement,
Supervisors The Policy Handbook fails to mention reconciliation policies

and procedures.

Retention of sales | 3075.3.3'All purchase card expenses
receipts and shall have third-party documents
documentation of | (receipts) attached and the District
purchases purpose annotated by the cardholder.
Segregation of 3075.3 A purchasing card shall be Although both the General Manager and Treasurer are issued
duties for | issued to the General Manager and the a purchase card, only the Treasurer shall review purchases.
payment Treasurer. Purchasing cards shall not be | This is a failure to segregate approval of use from actual use.
z'gg ;%?ilz’g and | gﬁiﬁ;&ﬁ:ﬁggﬁiﬁgﬁ r?t;ant: t(; £ Th; Policy Handbook fails to mention reconciliation policies
reconciliation approval by the Board. and proocdmres,

3075.3.3' (Above)
Procedures for If reconciliation occurs on a consistent basis and errors are
handling disputes identified, there should be a process for preventing payment
and unauthorized for unauthorized or incorrect charges.
purchases Th ; . .

e Policy Handbook fails to mention procedures for
handling disputes and unauthorized purchases.

Source: “GFOA Best Practice: Purchasing Card Programs,” Approved February 2011 and District Policy

Handbook, 2012.
13075.3.3 is listed twice in the District Policy Handbook.
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Segregation of Duties

The District is in violation of the State MSA by allowing District Board membets to be purchase
cardholders, with a majority vote of approval by the Board.® The MSA explicitly states that the
CAL-Card Program is available for use by individual government employees. Pursuant to
California Government Code 6140, Board members are responsible for determining policies such
as budgets and programs, while the General Manager, a government employee, is responsible for
implementing them.

Despite the segregation of duties between policy making and implementation of those policies,
such as making purchases, two District Board members’ were issued purchase cards and incurred
$10,059 and $7,985, or a total of $18,044 in expenditures in FY 2011-12. This represents
approximately 25 percent of the total FY 2011-12 expenditures of $70,767 incurred through
purchase cards. When District Board members make purchases of this magnitude, the General
Manager and/or Treasurer, as government employees, are placed in an awkward position of
approving expenditures for those with the power to terminate their employment. Such conditions
diminish the District’s ability to effectively implement internal controls.

The State Master Services Agreement and U.S. Bank CAL-Card Program guides identify at least
four distinct roles and their respective duties within any agency participating in the purchase card
program. The segregation of duties prevents any single person from taking advantage of the
purchase card program to make unauthorized and/or personal purchases. In contrast, the District
Policy Handbook identifies the General Manager, Treasurer, and any other potential cardholder,
but the duties of each are not as clearly defined or segregated.

According to the MSA participating agencies should have the following:

* Program Coordinator/Administrator: An individual responsible for management and
oversight of the purchase card program, including following contract terms, ensuring
timely payment of invoices, developing and enforcing agency policy, procedures and
training. A Purchasing Officer or equivalent typically maintains this position.

= Approving Official: An individual responsible for monitoring, reviewing, and approving
the purchases of assigned cardholders. A Budget Manager for which the funds are to be
expended by the assigned cardholders typically maintains this position.

* Billing Officer: An individual responsible for the timely management and oversight of
the invoice reconciliation and payment process. An Accounting Officer or equivalent
typically maintains this position.

* Cardholder: An individual designated by the Program Coordinator/Administrator and
Approving Official to receive a purchase card and make purchases.

§ Approval by the Board of Directors assumes a “yes” vote by at least two Board members, the minimum number of
members to achieve a majority when there are three Board members present to establish quorum and take action.

7 As of the writing of this report, the Grand Jury could not verify if the two Board members received the necessary
approval from other Board members to receive purchase cards.
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The District is violating the best practice of segregating duties because the Treasurer appeats to
serve in at least three of the above roles and perform the following duties simultaneously: (1)
recommending internal usage guidelines for the purchasing cards to the Board for approval
(Program Coordinator/Administrator duty), (2) approving purchases of assigned cardholders
(Approving Official duty), and (3) making purchases on behalf of the District with an issued
purchase card (Cardholder duty). Additionally, no personnel are explicitly assigned invoice
reconciliation and payment responsibilities (Billing Officer duty) in the District Policy
Handbook. It is more appropriate for the General Manager to serve in the function of Program
Coordinator/Administrator and Approving Official while the Treasurer serves as the Billing
Officer.

Because of the small size of the District, it may be acceptable to issue purchase cards to both the
General Manager and Treasurer. However, approving and reconciling purchases should be
conducted by someone other than the person making purchases, as recommended by GFOA best
practices. Therefore, if both the General Manager and Treasurer continue to make purchases with
issued purchase cards, the Treasurer should approve and reconcile the General Manager’s
purchases and vice versa.

The District should revise its Policy Handbook to (a) exclude Board members as purchase
cardholders and (b) include internal controls such as (i) spending and transaction limits; (ii)
clearly segregated duties for approving, executing, and reconciling purchases among the General
Manager, Treasurer, and other purchase cardholders; and, (iii) a process for handling disputes
and unauthorized purchases. Purchase cards issued to Board members should be subsequently
relinquished. Additionally, the General Manager should train all staff involved in the purchase
card program of the new and revised purchase card policies.

Inconsistent Implementation of Policies and Procedures

In addition to lacking key internal controls for purchase card expenditures, the District has failed
to provide consistent documentation to ensure that the internal controls that do exist are executed
and serving its purpose(s).

Lack of Receipts make it Difficult to Conclude Appropriate Expenditures

The District spent $70,767 in FY 2011-12, but the District did not provide receipts explaining
what individual charges on the U.S. Bank statements were for. Without such documentation, it is
impossible to verify if the charges met the Policy Handbook’s criteria of “reasonable and
necessary” expenses for District businesses or if personal expenses were charged to the purchase
cards and paid for with District tax dollars. For example, typical purchase card expenditures in
FY 2011-12 included fuel at a gas station. However, there was an instance when one cardholder
made three separate fuel purchases on the same day. Without documentation and further
explanation, it is difficult to determine if significant travel for district business occurred on the
same day, requiring multiple fueling, or if multiple cars, including personal cars, were fueled
with the same District purchase card. Going forward, the Treasurer or General Manager should
not approve payment of purchase card transactions without the submission of sufficient
documentation demonstrating the appropriateness of the purchase(s). If a cardholder fails to
timely submit receipts and other documentation, the cardholder should be held responsible for
paying the purchase with their own funds and any subsequent late fees or penalties caused by
delays in submitting receipts and/or payment.
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Significant Expenditures Occurred without Board Approval

In September of 2011, a single transaction totaling $11,277 was charged for a purchase from
NUVAIR. Three additional purchases from NUVAIR occurred on the same date, resulting in a
total of $12,587 charged to the same purchase card. The initial transaction and aggregate
transactions for the same vendor exceed $5,000. District Policy 3040.2 states that any purchase
or expense greater than $5,000 must be submitted to the Board of Directors for approval.
However, approval for the NUVAIR purchase was not recorded in Board meeting minutes.
Therefore, internal controls are insufficient to ensure that purchase card transactions comply with
other District expenditure policies.

Lack of Timely Payments of Billing Statements

Although the Policy Handbook requires that all purchase card bills shall be paid in a timely
manner to avoid late fees and finance charges, half of the billing statements in FY 2011-12
showed that a payment was not previously submitted, The District was not charged any late
penalties or fees because their subsequent payments still met the terms of the purchase card
agreement. According to the State MSA, the full amount of each participating agency’s monthly
balance or billing cycle, with the exception of reported fraud or disputed items, is due within 45
days® from the billing cycle date of the invoice. According to District personnel and Board
members, payments for a billing statement were made after receiving the subsequent billing
statement(s) due to the lack of verification of expenditures. .

The General Manager should be designated the role of Program ‘Coordinator/Administrator and
ensure that purchase cards are paid in a timely manner. By (a) imposing spending and transaction
limits and (b) requiring either the General Manager or the Treasurer approve all purchases prior
to incurring actual costs based on the (i) appropriateness of the purchase and (ii) availability of
funds, the District can ensure that there are sufficient funds available to pay for all expenditures.
By requiring cardholders to pay for any charges that do not have sufficient documentation to
justify and verify purchases on the bank statement, the District should have sufficient
documentation to reconcile and pay the bank statements in a timely manner and/or have an
additional source of revenue, other than District tax dollars, to pay for disputed or unauthorized
purchases.

Outside Contracts and Consultants

Requiring Board approval for consultant contracts and expenditures over $5,000 is an essential
internal control to ensure that significant funds are not committed to consultants or vendors that
are unqualified, unnecessarily costly, and/or participants in fraud or abuse. Open, public
discussions among Board members regarding contracts and expenditures could provide a control
to help prevent Board members from personally benefiting from the selection of particular
contractors or consultants. The General Manager should diligently review consultants or vendors
with a single invoice over $5,000, or multiple invoices that, together, exceed $5,000 to ensure
that they have a contract or total expenditure approved by the Board of Directors at a meeting, If
the contract was not approved by at least two Board members, or no contract exists, steps should
be taken to bring the procurement into compliance with the Policy Handbook.

¥ The total numiber.of days could be adjusted depending on the postmark date of the invoice and/or payment.
18




2012-2013 San Bernardino County Grand Jury Final Report

- Reimbursements

While the Policy Handbook may allow reimbursements of expenses directly related to District
business, the Board appears to have violated its policies by allowing a Board member to be
reimbursed for a personal cell phone and internet bill on May 26, 2012. Policy 2270.3.18 states
that the District is not responsible for maintaining or payment of personal internet accounts or
related software. Additionally, the District By-laws state that Board members may authorize
reimbursement for expenditures made for “operating supplies, or new and replacement items for
office use and also for travel expenses.” The Board members approved the disbursement and the
General Manager issued a check equivalent to the entire amount of a personal cell phone and
home internet bill. Even if some of the personal cell phone and home internet services were used
for District business, there was no additional documentation to justify what portion of the cell
phone and home internet bill justified reimbursement.

To improve enforcement of District policies and enhance internal controls against inappropriate
use of District funds, the General Manager should review all requests for reimbursements,
including supporting documentation, against the policies and procedures in the District Policy
Handbook. Further, all Board members should carefully review the list of disbursements to be
approved on the consent agenda prior to the scheduled Board meeting and (a) discuss
questionable disbursements with the General Manager and/or (b) request to pull questionable
disbursements from the consent agenda for public discussion and review.

Violations of other Policies Indicate Weak Internal Controls

The Board of Directors has approved District policies to ensure efficient, effective and
economical District operations and use of tax funds. However, violations of these policies expose
the District to the risk of misuse of tax funds through poor and weak operations.

Lack of a District Legal Counsel Log

In 2009, the Board of Directors adopted a policy to maintain a log of all communication with
District Legal Counsel, including the date of the communication, method of communication, and
approximate length of time for communication for telephone and in-person communications.
However, District personnel reported that no such log was available. The log is supposed to
serve as a tool for District personnel to verify District Legal Counsel invoices and expenditures.
The Policy Handbook restricts communication with District Legal Counsel to the President of
the Board or his/her designee. Therefore, the log also serves as a tool for other District personnel
and Board members to be aware of the frequency of District Legal Counsel communication and
question any possible misuse of District Legal Counsel for personal benefit, before receiving a
bill. The District should immediately establish a District Legal Counsel Log to be in compliance
with the Policy Handbook and maintain an important control over legal expenditures.

Lack of a Policy Handbook for the Fire Department

A policy handbook, specifically for the operation of the Newberry Springs Fire Department, has
not been adopted by the Board, even though a Board policy adopted in 2009 requires one. A

? District By-laws, Article II1, Internal Organization, #15.
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draft policy handbook for the Fire Department was initiated in 2012, three years after the
adoption of the policy. However, approval of the policy is not recorded in Board meeting
minutes in 2012 or 2013, as of the writing of this report. The GFOA recognizes that establishing
policies and procedures is a critical element of creating and maintaining internal controls.
Without policies and procedures, the District cannot ensure that the Fire Department is operating
efficiently, nor can it adequately evaluate the performance of Fire Department persomnel, -
including the Fire Chief. The District should immediately adopt a policy handbook for the Fire
Department.

Poor Implementation of Record Retention Policies

Despite having guidelines in the Policy Handbook for record retention, the matter in which
District records are stored and maintained make it difficult to ascertain whether the District is: (i)
providing for the identification, maintenance, safeguarding and disposal of records in the normal
course of business; (ii) ensuring prompt and accurate retrieval of records; and, (iii) ensuring
compliance with legal and regulatory requirements.

During the course of the investigation, the Grand Jury experienced significant delays in
retrieving critical documents. For example, a subpoena was issued in September, 2012 for the
latest version of Board approved By-laws and Policies and Procedures. Board approval was
initiated on January 24, 2012, although items were not fully remitted to the Grand Jury until
March 5, 2013, after a subsequent request in February 2013. However, according to the District’s
retention record policy, adopted pursuant to California Government Code 60201, these records
should be with District personnel and maintained to ensure “prompt and accurate retrieval.”
Grand Jury members observed several unmarked cardboard boxes in various locations
throughout the District office that contained District records, and there was no central log
describing the contents of each box and their location, potentially contributing to the delay in
record refrieval.

The lack of a proper records management system impedes any third party’s ability to determine
if the District has been complying with laws and regulations. In contrast, the Secretary of State’s
guidelines on record management state that proper record management is beneficial because it
improves customer service, increases staff efficiency, and allocates scarce resources. The District
should catalog all remaining records by category and the catalog should remain in a central
location that is easily accessible by District personnel. Any records that exceed the retention
periods adopted in the District’s policies should also be disposed of.

Staff Vacancies Contribute to Weak Internal Controls

The management staff of the NSCD has been unstable in recent years, with multiple resignations
and terminations by the Board of key personnel within the organization. This pattern has been
particularly apparent in 2012, as follows:

e The previous General Manager, who also performed the functions of Board Secretary .and
Treasurer due to vacancies, resigned and was rehired twice during 2012. A third resignation,

LCalifornia Government Code 60201 states that the legislative body of districts. may adopt a record retention
schedule that complies with guidelines provided by the Secretary of State. It also prohibits districts from destroying
certain records, including minutes of any Board meetings.
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in July 2012, resulted in the hiring of the current General Manager in ‘October 2012, who
resigned on May 22, 2013. The position was vacant at the time this report was finalized.

e The Treasurer position has been vacant since April 2012 and the duties have been assumed
temporarily by a member of the Board.

o The Fire Chief, who had been employed by the District since at least 2007, was dismissed by
the Board in March 2012. An Interim Fire Chief; hired shortly after the previous incumbent,
was dismissed six months later in September 2012. His replacement, a second Interim Fire
Chief hired in September, was dismissed by the Board five months later in February 2013.
The position of Fire Chief remains vacant, as of the writing of this report, with day-to-day
management duties being assumed by a Fire Captain.

With only eight authorized positions, this amount of turnover at the highest levels of the
organization is disruptive to operations and result in short-term weaknesses in internal control.

According to testimony received during the Grand Jury’s investigation, the Board generally
terminated employees due to performance concerns expressed by some members. Conversely,
some resignations have reportedly occurred because of the dysfunction of the Board and an
environment where individuals feel as though they have been treated unfairly. This was alleged
by the Fire Chief in his March 2012 resignation letter, who stated that his resignation was, in
part, due to . . . the public fights and bickering so prevalent on the Board.”

According to other testimony, it is sometimes difficult to recruit employees because of the
remote location of the NCSD, the small size of the organization, the limited number of hours and
pay offered to employees, and other factors. In addition, given recent turnover history and the
culture of the organization, some prospective employees may be reluctant to apply. For example,
statements were made that hiring a new Fire Chief has been difficult because of the limited
number of potential applicants and the recent history of terminations.

Although a close examination of these factors could not be conducted, given the limited
resources available to the Grand Jury, the impacts on the organization have been substantial. As
stated separately in this section, the breakdown in internal controls has been significant in some
instances and the ability of the organization to respond by reassigning functions or implementing
compensating controls is limited.

In July 2009, the Local Agency Formation Commission (LAFCO) of San Bernardino County
issued a Service Review and Sphere of Influence Update for the Newberry Community Service
District. Among the various observations made in that report, it was suggested that possible
improvements should be examined, including: (1) removing the NCSD fire protection powers
from the District and reassigning them to the County; or — more substantially — (2) consolidating
the NCSD with two adjacent community services districts, to allow for “economies of scale and
provide the opportunity for streamlined governance and compliance with CSD law.” These two
suggestions merit further review, and more robust analysis of governance and reorganization
options should be included in LAFCO’s next Service Review of the District, scheduled for 2014.
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NCSD Needs an Adequate Capital Asset Management System

The District’s management of capital assets is weak compared to GFOA best practices to ensure
that entities assess assets, appropriately plan, and budget for any capital maintenance and
replacement needs. According to District personnel, an inventory of capital assets only occurs at
the time, and with the assistance, of the annual audit. There is no Capital Asset Management
System to record the date an asset was purchased, the condition it was in at the time of purchase,
warranties, maintenance history, usage statistics, original useful life, remaining useful life, and
replacement costs. Such information is important for District personnel and the Board to review
when making key decisions, such as whether to approve an agreement for the consignment and
sale of a water tender that was obtained in 2009, or to pursue the various repairs for equipment
charged to purchase cards in FY 2011-12. In addition, an adequate Capital Asset Management
System should prevent loss or misuse of capital assets through central recording and inventory
control. The District should establish a Capital Asset Management System.

Conclusions

The District has By-laws and a Policy Handbook that contain some internal controls to help
protect the District’s financial and capital assets against the potential risk of loss or misuse.
However, these policies remain insufficient for minimizing risk exposure to potential fraud and
abuse. For example, the District’s policies on purchase cards do not include spending and
transaction limits to ensure that there are sufficient funds to pay for expenditures, segregate
duties of purchase approvals and reconciliation to prevent potential fraud, or provide
mechanisms for handling disputes and unauthorized charges.

In addition, the policies adopted to establish internal controls are not consistently implemented
by Board members and District personnel, further exposing the District to unnecessary costs and
potential misuse of District tax dollars for personal benefits. Violations of policies that indicate
weak internal controls include:

e The lack of documentation for purchase card expenditures;
o Significant expenditures made with purchase cards without required Board apptroval,

e Lack of timely payments for purchase card billing statements to avoid potential penalties
and fees;

® Reimbursement of expenses without sufficient documentation to ensure they were for
District business; and,

e The lack of several key documents and tools such a log of all communication with
District Counsel, a policy handbook for the Fire Department, and a catalog of retained
District records.

Multiple resignations and terminations by the Board of key personnel within the organization
during the audit period coincided with breakdowns in internal controls and the ability of the
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otganization to respond by reassigning functions or implementing compensating controls is
limited.

Finally, the District does not have an adequate Capital Management Asset System to control
inventory and record key information central to making maintenance and replacement decisions.

Recommendations
The Board of Directors should:
8 Revise its purchase card policies to:

(@  Exclude Board members from the use of purchase cards in order to be in
compliance with the State Master Services Agreement for purchase cards,
subsequently relinquish any purchase cards currently issued to Board members,
and

(b)  Include additional policies to ensure that there are sufficient funds for paying
authorized purchase card transactions, prevent potential fraud and abuse through
unauthorized and/or inappropriate purchases, and avoid unnecessary penalties and
fees from late payments, such as:

@) Spending and transaction limits for each cardholder;

(v)  Clearly segregated duties for approving, executing, and reconciling
purchases among the General Manager, Treasurer, and other purchase
cardholders;

(vi) A process for handling disputes and unauthorized purchases; and,

(vii) A requirement that purchase cardholders use personal funds to pay for
transactions that lack the timely submission of sufficient documentation of
the transaction and purpose, as well as any subsequent penalties and fees
that result from the delay in submitting such documentation.

9 Diligently review the list of disbursements to be approved on the consent agenda prior to
scheduled Board meetings and (a) discuss questionable disbursements with the General
Manager and/or (b) request to pull questionable disbursements from the consent agenda
for public discussion and review.

The General Manager should:

10 Train all participants in the purchase card program on the new and revised policies and
procedures for purchase cards.

11 Review consultants or vendors with a single invoice over $5,000, or multiple invoices
that, together, exceed $5,000 to ensure that they have a contract or total expenditure
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approved by the Board of Directors at a meeting, If the contract was not approved by at
least two Board members, or no contract exists, steps should be taken to bring the
purchase(s) into compliance with the Policy Handbook.

12 Carefully review all requests for reimbursements, including supporting documentation,
against the policies and procedures in the District Policy Handbook prior to approval.

13 Establish the following to ensure that the District is in compliance with the Policy
Handbook and maintains adequate internal controls:

(8  District Legal Counsel Log;
(b)  Policy handbook for the Fire Department; and,
(¢)  Catalog of all retained District records.

14 Establish a Capital Asset Management System that records capital asset information such
as the purchase date, condition it was in at the time of purchase, warranties, maintenance
history, usage statistics, original useful life, remaining useful life, and replacement costs.

The Local Agency Formation Commission (LAFCO) should:

15 Review suggestions made in its 2009 report and include more robust analysis of
governance and reorganization options for the next Service Review of the District, -
scheduled for 2014,

Costs and Benefits

Implementing these recommendations will require additional staff time, but should be done with
existing resources.

Proper internal controls over District expenditures through purchase cards, contracts, and
reimbursements should prevent subsequent unauthorized, inappropriate or unnecessary costs.
Additionally, a good records management system would help the District (i) increase staff
efficiency when key documents are easily accessible and (ii) ensure compliance with legal and
regulatory requirements.
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