CITY OF ALBUQUERQUE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Year Ended June 30, 2002

A. SUMMARY OF AUDIT RESULTS

1

The auditors report expresses an unqudified opinion on the basc financid
gtatements of the City of Albuguerque (City).

36 reportable conditions were disclosed during the audit.  The reportable
conditions are as shown in Part B.

No ingances of noncompliance materid to the financid datements of the City
were disclosed during the audit.

4 reportable conditions were noted during the audit of the mgor federal award
programs of the City and none are consdered to be material wesknesses. These
reportable conditions are listed in Part C.

The auditors report on compliance for the mgor federa award programs
expresses an unquaified opinion.

Audit findings reative to the mgor federd award programs are reported in Pat C
of the Schedule.

The programs tested as mgjor programs include:

CFDA No.
Urban Mass Transit 20.507
CDBG 14.218
CDBG-HOME 14.239

The dollar threshold for Type A programs of the City is $1,724,560.

The City was determined to be alow risk auditee.
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CITY OF ALBUQUERQUE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
Year Ended June 30, 2002

B. FINDINGS—-FINANCIAL STATEMENTSAUDIT
01-07 Travel & Per Diem

Condition. Traved expenses of the specid invedigaions divison ae not documented in
accordance with the City’s travel regulaions or in compliance with date datute 6-5-8 NMSA
1978. Copies of the hotd receipts, car rental receipts, per diem cdculations and other
miscellaneous costs did not support some travel expenses for the divison employees.

Criteria.  All travel expenses should be properly documented to receive reimbursement.
Receipts should support dl expenses. State dtatue 6-5-8 NMSA 1978 details the requirements
for travd and per diem and should be consgently handled. All travd payments and
reimbursements should be properly followed according to the City’ s trave regulations.

Cause. It gppears that the divison personnel who approve and pay the ravel expenses were not
aware of the documentation requirements.

Effect. Improper expenses could be rembursed to personnd that would cause the City to incur
costs that are not proper.

Recommendation. We recommend that the divison personnd obtain copies of the City’s travel
regulations and use these regulations in documenting their travel expenditures.  Also the
personnd should request training in the handling of travel and per diem.

Management Response. The SD Divison is in compliance with the City of Albuquerque's
Trave Rules and Regulations for nonundercover or regular travel. However, due to the unique
nature of the assgnments in SID undercover travel may necessitate travel to be arranged by SID
raher than the Fscd Divison.  Written procedures are in place in the Specid Invedtigation
Divison for this type of travd. Trave expenses (hotd receipts, car rentd receipts, per diem
cdculaions and dl other costs) are properly documented. Reimbursements and receipts support
al expenses. Personnd in the division are aware of the documentation that is required for travel.

01-08 Trangt - Parking Division

Condition. Upon on review of the cash controls at the parking divison, we noted the following
items that have not been reported to the State Auditor:
Alleged embezzlement is being investigated and new cash controls are being reviewed.
There is ho requirement that two people be present in the counting room.
There were dtered logs for the daly parking revenues that were not reviewed on a daly
basis.
Informa controls relating to the onrsite counts at the separate parking lots.  Also, at the

City/Counting building, the parking attendants are not aways charging an exiting person
the correct amount, or &t dl, for the days parking.
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CITY OF ALBUQUERQUE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
Year Ended June 30, 2002

B. FINDINGS—-FINANCIAL STATEMENTSAUDIT
01-08 Trangt - Parking Divison (Continued)

Criteria.  Controls over cash should be strong to properly safeguard access to cash. Any
discovery of dleged embezzlement or other possble crimind datute violaion in connections
with its financid affairs has to be reported in writing to the State Auditor pursuant to Section 12-
6-6NMSA 1978.

Cause. The interna auditor's office was not made aware of the above mentioned items,
therefore, did not notify the State Auditors office of the possible violation. The cash handling
controls needed to be reviewed and updated.

Effect. If cashisnot safeguarded possible theft or errorsin reporting of cash can occur.

Recommendation. We recommend that the new polices (currently being documented) be put into
place immediately and tha a policy rdaing to notifying the State Auditor of possble crimind
violations established and monitored.

Management Response. We will be notifying the State Auditor of the violation. The Parking
Divison cash is now counted with Trangt revenues & 601 Yde These revenues are counted by
a Trangt finance employee in the presence of a Security Guard. There are aso two video
camerasin the vaullt.

Our "Check Off Dally Parking Revenues Form™ ensures that revenues generated at each cadhtin
take location are verified by both the closng parking attendant and parking attendant supervisor
during the closeout procedures with the parking atendant. Both initids are obtained on this
summary form for each revenue drop. In addition, this summary sheet is reviewed and verified
by both the "opening parking attendant supervisor" and the operations manager when the safe is
opened and the bank bags ae trandfered from the "parking attendant operation” to the
operations manager prior to trangport to the cash counting/processing vault a the Yae Center.
Furthermore, al verified cash bags are verified a third time by e cash processing clerk on this
form when the bank bags are submitted for cash processing and deposit preparation.

Our parking attendants try to recover al parking charges that are due a the time that a customer
exits. Exceptions do occur from time to time and we have authorized our atendants under
certain conditions to dlow this to happen. An example would be if a customer refuses to pay
and a line of vehicles are waiting behind that customer to exit. If a supervisor or security officer
is not immediately available to manage this Stuation, and a long line of customers waiting to be
processed exists, and internd traffic problems occur as a result of this dtuation, rather than
forcing those cusomers waiting in line to have to wait even longer possibly adding more time to
their parking hill), open the gate and let the refusng cusomer exit. We ask the parking attendant
to obtain a license plate number if possble for future reference if this customer is a person who
consdently cregtes this stuation.  If the cusomer exiting line is not long, they are indructed to
edablish a "short pay" with the cusomer who has no money or refuses to pay.
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CITY OF ALBUQUERQUE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
Year Ended June 30, 2002

B. FINDINGS—-FINANCIAL STATEMENTSAUDIT
01-08 Trangt - Parking Divison (Continued)

Management Response (Continued). If time dlows, we obtain their name, number, and address
and edtablish an "accounts receivable' to collect the parking charge. It just depends on the
gtudtion, the length of the cusomer waiting line, and other factors that alow our attendants and
other parking daff to handle this type of gdtuation. For effective customer service, we have
authorized our attendants to ded with this type of a dtuation in a responsible manner to reduce
inconvenience for other customers that expect to be processed in a timey and reasonable
manner.

In addition, as with cashier operations in the banking and retail industry, our cashier atendants
make mistakes such as not charging the proper amount, giving too little or too much change to a
customer, dropping change on the floor when giving a customer change, etc. We fed that our
attendants do a good job on a daily basis, a times under much dress, and do, at times receive
ubgtantiad  abuse from cusomers. We monitor this cash operation, meet regularly with our
attendants, take corrective action when necessry, and try to minimize erors in the cash
collection process as much as possible.

01-09 Disaster Recovery Plan

Condition. The Information Technology (IT) Depatment regularly tests and restores backup
files and has darted to develop a disaster recovery plan, including offste locations far enough
from the downtown area to be available in the case of a longer-term disaster. However, the lack
of offdte contracts or dtes, equipment located a those dte, a written plan that includes the
business usars in key areas such as Finance, and Mayor's office, dependence on goodwill of
vendors and available IT daff mekes recovery less certain, and assuredly longer to accomplish.
The lack of written documentation means that some steps could inadvertently be left out,
increases the possbility that recovery would not work as planned, and generd business
operations woud not be restored in atimely manner.

Criteria. To ensure a successful recovery of computer operations and generd business
operations in the event of a disaster, a comprehensive Ste with equipment contingency plan, and
a written disagter recovery plan, encompassng data, hardware, telecommunications, business
processes, insurance and vendor notifications should be devel oped and then tested.

Cause. The City has not properly alocated resources to develop and test a comprehensive
disaster recovery plan.

Effect. The City could incur substantid losses in both time and money restoring operations to
the pre-disaster levd.
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CITY OF ALBUQUERQUE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
Year Ended June 30, 2002

B. FINDINGS—-FINANCIAL STATEMENTSAUDIT (CONTINUED)
01-09 Disaster Recovery Plan (Continued)

Recommendation. We encourage management to develop offste locations cagpable of supporting
the City in the event of a disaster and to build and document a comprehensive business recovery
plan that includes each IT and key business areas, and then test the disaster recovery procedures
usng the plan. We dso recommend that the individuad in charge of developing and testing the
disaster recovery plan be involved in reporting the status of the plan to the Information Steering
Committee each time it meets.

Management Response. The contract to develop a formd project initidization plan, work plan
and scope of work for the development of the City’s Disaster Recovery Plan has been completed.
The next phese is funded ($54,214) and is in the procurement process. It involves having the
contractor assess the City’s exposure to possible disasters, the determination of critica functions
and equipment, the determination of mitigaing activites that can be indated, and the
development of a Business Impact Andyss (BIA) that will dso provide monetary and business
effects of outages. The find phase, dso funded, involves the completion of the Disaster
Recovery Plan, but is dependent on the BIA phase.

In addition, the City Information Sysems Divison has entered into a forma Memorandum of
Underganding with the Public Works Depatment over long-term use of computer room spance
for disaster recovery a the City’s Pino Yards on the North sde of the City. Additional computer
room will be made avalable by the Albuquerque Police Depatment a the new Crime Lab
opening in the North Vdley.

01-10 Strategic Plan

Condition.  Strategic planning is a process whereby an organization's management meet to
examine the organization's basic purpose and to develop goas and drategies to achieve that
purpose in a condantly changing environment. We understand the Information Systems
Depatment has both a Technicdl Reviev Committee and an Information Steering Committee
that assgt in short-term planning and prioritizetion. The Information Systems Department does
not have a current long-term strategic plan.

Criteria.  Information sysem expenditures are generdly sgnificant and should be approached
with a great ded of long-term planning to maximize the vadue to the City. Systems planning and
implementation should be done jointly with a review of the current processes to determine how
processes can be changed to be more efficient.

Cause. The Department has not alocated resources to develop a strategic plan since 1989.

Effect. Over the long term, the Depatment may not be dlocating its information technology
resources in the mogt efficient manner.
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CITY OF ALBUQUERQUE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
Year Ended June 30, 2002

B. FINDINGS-FINANCIAL STATEMENTSAUDIT (CONTINUED)

01-10 Strategic Plan (Continued)

Recommendation. We encourage the Department to complete the development of the long-range
information sysems plan and ensure that there is a mechanism for the plan to be updated
regularly. We bdieve that information systems will be a key to the future success of the City
and deserves gdgnificant atention by management. Some of the benefits of deveoping a
drategic plan are:

Optimization of data processing expenditures.

Increased user satisfaction with data processing systems.

Efficent utilization of technology within the Organization.

Improved coordination of information system deveopment activities with the City's
drategic goas and objectives.

Satisfaction of organizationd information needs.

Management Response. The City has created a draft City-wide Information Technology
Strategic Plan that has been reviewed, but not formaly adopted by the Information Services
Committee (ISC). It was recommended at that time to bresk the plan into several sections. Over
the coming months, the committee would perform a detailed review and gpprova each section.

This committee has just been reformed (due to the change in adminigtration) and gpproved by the
City Council. The approvd process for the Information Technology Strategic Plan is on the
agendafor their first mesting.

The rdated web-based information technology (IT) project budgeting application has been
placed on hold for the coming fiscd year due to severe budgetary congraints. While few, new
information technology projects are anticipated, a high level E-Government Control Board has
been established to monitor such projects.

We will revigt the IT budgeting issue as pat of our potentid financid sysem replacement.  If
we do not replace the exigting financid systems, we will pursue implementation of the IT project
budgeting gpplication that was placed on hold.

01-11 Fixed Assets

Condition. The trandt department provided a lig of its fixed assets.  This ligt included items that

are listed as being recorded in Fund 110 — Genera Fund ($1,161,370) and Fund 641 — Parking
($200,072). We could not determine if these assets are included in the proper fund.
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CITY OF ALBUQUERQUE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS(CONTINUED)
Year Ended June 30, 2002

B. FINDINGS—-FINANCIAL STATEMENTSAUDIT (CONTINUED)
01-11 Fixed Assets (Continued)

Criteria. Proper fixed assst management requires that each divison account for al fixed assets
purchased by the divison. This includes supporting al retirements of fixed assets with proper
documentation, tracking the location and usage of the fixed assets. Items that are impaired,
salvaged, or transferred should be adjusted out of accounts and records.

Cause. Personne entered the fund locations 110 and 641 in error. Generd ledger accounts are
not reconciled to an individud listing of fixed asst in the sysem. There are no detalled ligings
of the fixed assets recorded in the genera ledger for the enterprise funds.

Effect. Fixed asset baances could be over or understated. Fixed assets could aso be listed that
are not in use or present in the divison. Condruction is progress amounts may be capitaized in
the funds and not in the fixed asset system.

Recommendation. All of trangt's items should be identified with fund 661. Fixed assets should
be reconciled to the trid baance amounts. This becomes even more criticadl with the
implementation of GASB 34 and other related pronouncements.

Management Response. Financid Reporting has become aware that the capita assets detall has
some erors in identifying the fund which cdams ownership for cetan asssts  The section is
currently in the process of correcting erors in connection with the implementation of GASB
Statement No. 34.

01-12 Housing Division

Condition. During our audit of the Housng Divison, we noted a discrepancy between the
detailed reconciliation and the ending generd ledger account balance.

Criteria.  Good accounting practice includes reconciliation procedures in order to verify thet
recorded balances are correct.

Cause. Unknown.
Effect. Unreconciled amounts could result in incorrect bal ances shown on the genera ledger.

Recommendation. We recommend that reconciliations and review of reconcligtions are
performed and any differences be investigated in order to determine the proper treatment.

Management Response. We concur with the recommendation.
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CITY OF ALBUQUERQUE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
Year Ended June 30, 2002

B. FINDINGS—-FINANCIAL STATEMENTSAUDIT (CONTINUED)
01-17 Budget Over spending
Condition. The budget was overspent in severd departments.

Criteria. Per ordinances Section 211-12 ROA 1994 “Approva congtitutes proposa as budget;
expenditures must be authorized”, and Section 2-11-16 “Trander of funds and expenditure

authority within budget”.

Cause. Severd programs in various funds were overspent as budget adjusments were not
approved prior to spending.

Effect. Overspending of the budget occurred which violates city ordinances.

Recommendation. Overspending of the budget is not to occur. We recommend that al budget
adjustments be approved prior to spending and budget to actua reviews be made timely.

Management Response. The City Adminidration will work with the offending departments to
improve budgetary controls over spending.

02-01 Cash Receipts

Condition. During a dte vidgt to the Albuquerque Biopark, we observed that two cashiers were
working in the same @shier booth. One was on shift, the other was on break, but both computer
systems were logged into the Gateway Ticket System. Also, a cash bag used to open up the shift
contained cash and was left out. The Adminigrative Sysem Officer immediatdy logged off one
of the computers and took the cash in the cash bag and placed it in the safe.

Criteria. Proper cash handling procures should be followed.

Cause. Unknown

Effect. Misgppropriation of cash

Recommendation. We recommend that a policy be put in place to safeguard assets.  Computer
systems should be logged off when not in use and cash bags should be counted and stored in the
sdfeat dl times.

Management Response. It is standard procedure to secure al cash at al times per the City of

Albuguerque Cash Handling Manud. Supervisory staff will monitor frequently to assure that the
procedure is being followed &t al times.
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CITY OF ALBUQUERQUE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
Year Ended June 30, 2002

B. FINDINGS—-FINANCIAL STATEMENTSAUDIT (CONTINUED)
02-01 Cash Receipts (Continued)

Management Response (Continued). The BioPark will dso adopt detailed written ingtruction
regarding this issue by February 1, 2003. The employee, in this ingance did not follow the
above procedures; therefore the employee was disciplined.

02-02 Inventory

Condition.  During our inventory observation a& Heet Management, Auto Parts, and per
discusson with the Fleet Manager, the Auto Parts area does have obsolete items.  Obsolete parts
are dill recorded at full vaue. Currently, there is no money in the budget to make the entry to
adjust to the vaue of usesble parts (i.e. to write off obsolete items).  We undersand that
gppropriations must be set asde by the City Council. Per discusson with the Heet Manager, an
adjusment will be made to remove obsolete items from the inventory by 2004. A list of obsolete
items was not available and thus, the tota value of obsolete items cannot be determined.

Criteria. Inventory should be properly vaued to eflect the most accurate ending baance stated
in the City’ sfinancid satements.

Cause. The process of determining obsolete parts has not been identified.
Effect. Inventory isimproperly recorded on the City’ s year-end financid statements.

Recommendation. We recommend that a lig of obsolete items, with edtimaed vaues be
generated for proper tracking purposes.

Management Response. During the past three budget years Fleet Management has consolidated
seven shops into the two currently operating. The result of combining the inventories is a
number of dow or no use pats. By definition obsolete parts refers to “parts not in use or out of
date’. Based on the age and diversity of the fleet the City currently operates, determining which
of the pats currently in inventory are obsolete will be time consuming. Heet Management is
developing a forma process/criteria to determine which parts are obsolete and how to document
and remove them from inventory. This process should be in place and detailed obsolete parts
lisings available by December of 2002. Heet will request an appropriation to remove obsolete
parts from inventory as part of the FY /04 budget process.
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CITY OF ALBUQUERQUE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
Year Ended June 30, 2002

B. FINDINGS—-FINANCIAL STATEMENTSAUDIT (CONTINUED)
02-03 Padlocks on Transt Fud Inventories

Condition. During our inventory testing a Trangt (601 Yde SE) we noted that underground fuel
tanks are not padlocked.

Criteria. Inventory should safeguarded to reduce the risk of misappropriation.
Cause. Management has not considered it necessary up to this point to ingtall padlocks.
Effect. Fue inventory could be misappropriated if not properly safeguarded.

Recommendation. We recommend that management consder ingdling padlocks. We appreciate
that the underground fud tanks are within a compound surrounded by high fences, however, this
is a rdaivey smple and inexpensve messure that can be taken to improve the security of
inventory.

Management Response. Trangt agrees and will ingal a padiock on the tank.

02-04 Pino Y ards War ehouse: | naccur ate Counts

Condition. During our inventory testing a the Pino Yards warehouse, we noted 6 out of 30
items where City gtaff had miscounted inventory.

Criteria. Inventory should be counted accurately so that the books reflect actud quantities on
hand.

Cause. The items which had been miscounted were, in most cases, hard to count. Some items
were on stacked pallets above head height and were not fully visble from the floor. Other items
were patidly or fully hidden behind other pdlets. Apparently, the warehouse staff attempted to
count the items without using aforklift to bring pallets into clear view.

Effect. The inventory count is the most relidble way of ensuring that the quantities reflected on
the system are accurate. If counts are not performed with due care, the purpose of performing a
count is undermined.

Recommendation. We recommend that management revise the inventory counting pocedures to
emphasize that daff should make use of the forklift for any items which are otherwise hard to
view properly. This may take more time, but the result is a more accurate count. To avoid
excessve disuption to norma warehouse routines, management may additiondly wish to
consder implementing a system for cycle counts.
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CITY OF ALBUQUERQUE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
Year Ended June 30, 2002

B. FINDINGS—-FINANCIAL STATEMENTSAUDIT (CONTINUED)
02-04 Pino Yards Warehouse: | naccur ate Counts (Continued)

Management Response. We concur that miscounts were evident due to counters failure in using
a forklift to bring down pdlets to be physcdly counted more accurady. We will revise our
counting procedures accordingly.

02-05 Pino Yards War ehouse: Items on Hand but not in System

Condition. During our inventory testing a the Pino Yards warehouse, we noted that one item
(D090030) was physicaly on hand, but there was no entry for the item (not even a zero entry) in
the sysem. This item has been on hand for some years without ever having been recorded in the
sysem.

Criteria. Inventory should be recorded accurately so that effective management decisons can be
taken.

Cause. We understand that the City generdly does not perform physica-to-book inventory
checks. The reason that this item was origindly unrecorded is unknown, but if physica-to-book
checks had been performed, the discrepancy would have come to light considerably sooner.

Effect. If the sysem does not reflect al inventory on hand, replacement inventory may be
ordered unnecessarily. From an accounting point of view, inventory will aso be underdated in
the balance shest.

Recommendation. We recommend that management revise the inventory counting procedures to
indude physica-to-book checks, possibly on arotationd basis.

Management Response. We concur that the item mentioned was physicaly on hand, but not
recorded. The item had been written off as obsolete stock in a liquidation of obsolete stock a few
years prior and was inadvertently excluded from scrgp disposa that was conducted at that time.
So it has remained in the stock yard apparently skipped in the counts since it is no longer part of
the inventory liging. The Warehouse holds supporting documentation in the activities associated
with the write-off and intent to dispose by screp. It will be the intent of the Warehouse to
proceed with digposa for scrap and retaining any revenue earned as a miscellaneous revenue in
Fund 715, the fund in which the item was required.
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CITY OF ALBUQUERQUE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
Year Ended June 30, 2002

B. FINDINGS—-FINANCIAL STATEMENTSAUDIT (CONTINUED)
02-06 Inaccuraciesin Inventory System at Pino Yards Warehouse

Condition. During our inventory tesing at the Pino Yards warehouse, we noted two out of
gxteenitems of ingtances where the system reflected incorrect quantities for items on hand.

Criteria. Inventory should be recorded accurately so that effective management decisons can be
taken.

Cause. The discrepancies are usudly due to issuing wrong items, customers ordering wrong
items, and incidenta Stuations, as a result, not booked out in the system.

Effect. If the system reflects overstated quantities for inventory on-hand, inventory may not be
restocked in sufficient time to avoid stock-outs. From an accounting point of view, inventory will
aso be overgtated in the balance shest.

Recommendation. We recommend that management condder implementing a barcode system.
All items of inventory should be barcoded. Movements of inventory (both in and out) should be
tracked by scanning items in and out. This will reduce the time taken to record inventory
movements and should as a result improve the system’ s accuracy.

Management Response. We concur that there were a number of discrepancies between the
perpetua listing and the actua count. The discrepancies however are not out of the ordinary for
an annua inventory procedure in an organization with the number of items transactions and
activity that goes on over a 12 month period. The discrepancies in most cases are smal and
minor, and wash out between the pluses and minuses, resulting in a determining leve of
accuracy in dollar vaue of inventory which turned out to be less than a 2/10 of 1% growth which
is outdanding. The fact that there are discrepancies and we are adjusting for those a the end of
inventory in itsdf is one of the primary objectives of an inventory. It is the intent of the
Warehouse to practice monthly cycle countsin FY 03 to improve the level of accuracy.

02-07 Inventory — Fleet Management

Condition. Two items (Nos. 15-6863 and 15757258) were selected for testing from the
inventory lis a the Parts Warehouse, Flest Management, on Sixth Street and could not be
located. These items were listed as being in a bin that didn't exis. (Bin AA-A). Per discusson

with City personne, the items were purchased and went out of inventory but were not billed to
the departments and were not removed from inventory.

Criteria. Inventory should be properly valued to reflect the most accurate ending balance stated
in the City' sfinancid statements.
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CITY OF ALBUQUERQUE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
Year Ended June 30, 2002

B. FINDINGS - FINANCIAL STATEMENTSAUDIT (CONTINUED)

02-07 Inventory — Fleet Management (Continued)

Cause. Heet management did not show these items as reconciling items to the inventory count.
Effect. Inventory is oversated and departments are not being properly billed for parts received.

Recommendation. We recommend that dl inventory items be properly recorded and shown on
the inventory liging.

Management Response. Bin location A-A-A is used for identification of parts showing a
quantity in the database but not a hard bin location. The bin does exis (in its abstract form) as a
means of tracking and identifying such parts to dlow us to ether assgn a hard bin location (if
stocked), or otherwise ensure that the parts are issued to work orders. Fleet has hundreds of
receipt, issue and credit/return transactions daily, not adl are (or can be) completely resolved a
the end of each day. Given the age and diversty of the City’s fleet the repair process for older
units may take as long as 60 days. This means close out and data entry of parts and labor may be
delayed for that duration. We agree that properly recording dl parts is criticd to proper
inventory management and to that end the process utilizing bin A-A-A was put in place.

02-08 Inventory Software- Fleet M anagement

Condition. It appears that the Fleet Management department has overstated inventory due to a
sysem eror. The computer sysem was relieving the generd ledger by the marked up vdue
instead of actud cost every time a sde is recorded. It aso appears thet the perpetud inventory
did not reved this problem. This inventory costing problem began in December 2001 and was
not discovered until June 2002, when a physica inventory was performed.

Criteria. Inventory should be properly valued to reflect the nost accurate ending balance stated
in the City’ sfinancid satements.

Cause. Thereisasoftware glitch in the City’s updated system.
Effect. The generd ledger inventory will need to be adjusted by approximately $210,000.

Recommendation. We recommend tha the City adjust the genera ledger accordingly, and
decipher away to resolve the glitch.
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CITY OF ALBUQUERQUE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
Year Ended June 30, 2002

B. FINDINGS—-FINANCIAL STATEMENTSAUDIT (CONTINUED)
02-08 Inventory Software- Fleet Management (Continued)

Management Response. The City updated the Vehicle Information Software in December 2001.
The new windows based program was a substantid improvement over the DOS based program
in uxe a the time. As with many software updates it was not problem free. The system is
designed to markup parts issues by a percentage preset by the user. During the FY/02 year end
inventory FHeet Management discovered this feasture has not worked since the December 2001
update. This software bug resulted in parts being issued a cost and the generd ledger being
relieved a cost less the markup. User departments were under billed by $211,318 in the first 11
months of FY/02. Heet's June FY/02 billing recovered the $211,318 under hilling for parts in
addition to the regular monthly parts usage. The general ledger was rdlieved accordingly.

02-09 Payroall- Pay Rate Verification

Condition. During our payroll testing for the Environmenta Hedth Department, we noted in 8
out of 23 items sdected, that there was no documentation available in the employee personnd
filesto verify the rate of pay a the department level or at Human Resources.

Criteria. Employees rates of pay and any increases should be formadly documented in ther
personnd files.

Cause. Unknown
Effect. Employees may dispute paychecks provided to them.

Recommendation. We recommend that personnel files be maintained to ensure that information
be included in the files to subgtantiate the rate of pay for employees to avoid any disputes that
may arse.

Management Response. Pat of this issue is beng addressed with the Human Resources
Depatment. As fa as our own Depatmentd files, our Human Resources Coordinator has
ensured that any documentation regarding rate of pay verification processed by the Department
is in order and in the appropriate filee Human Resources typicdly does not forward
documentation for “Across the Board” increases, to the Department. However, our Department
Human Resources Coordinator always maintains an updated pay plan.
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CITY OF ALBUQUERQUE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
Year Ended June 30, 2002

B. FINDINGS—-FINANCIAL STATEMENTSAUDIT (CONTINUED)
02-10 Payroall - Comp Time

Condition. In one out of twenty-three of the payrall files tested for the Environmenta Hedth
Department, it was noted that there was a “non-scheduled time off” form indicaing that the
employee was using one hour of “comp time” The payroll register did not reflect the “comp
time’ taken and we noted that the employee timecard showed that the employee was clocked in
a the time the “comp time’ was supposed to be taken. It gppears that hours recorded in the
employeefilesas“comp time” did not agree to what the payroll register reflected as comp time.

Criteria. Payrall files should be maintained accurately.

Cause. It gppears that the employee had obtained an approva of comp time off and
subsequently decided not to take the time off.

Effect. The employee' s payrall file did not appropriately reflect actua time worked.

Recommendation. We recommend that procedures be put in place to ensure that comp time
taken by employeesis properly reflected in the payroll registers for tracking purposes.

Management Response. In March of this year dl formerly gpproved internd comp time policies
were rescinded. Directives were sent to al Department personnd requiring drict adherence to
City approved palicies, rules and regulations regarding comp time use and accrud. Therefore,
al comp time accrua and use will be tracked by the Ross System accordingly.

02-11 Payrall - Missing Files

Condition. Specific payroll files sdected from the Animd Sevices Divison, of the
Environmenta Hedth Department, could not be located. The files requested were for a specific
pay period and thus, information was not avalable for us to continue our testing.  Per inquiry
and obsarvation in this divison, it was noted that there are possbly other missng source
documents, errors, and other violations of city policy, regarding payroll procedures.

Criteria. Payroll files should be properly safeguarded.

Cause. Unkown

Effect. Specific payrollsfor this department are unsupported and could be disputed by employees.

Recommendation. We recommend that policies and procedures be implemented and followed to
ensure that proper documentation is maintained for al employees.
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02-11 Payroall - Missing Files (Continued)

Management Response. New Directives were issued to the Anima Services Divison regarding
payroll procedures. A series of informationd and training workshops were completed on
September 4, 2002, covering the proper payroll rules and regulations. Follow up audits will be
conducted throughout the remainder of FY/O3 to ensure drict adherence to the rules and
regulaions. Any deficiencieswill be dedt with immediately in a proper manner.

02-12 Payroll-Timecards
Condition. For one employee out of twenty-three tested, in the Environmenta Hedth
Department, we noted that the type of hours on the employee time card, request for leave dip

and the Payroll Summary Sheet did not match the amount on the payroll regster.

Criteria. The amount paid to employees should be supported by and agreed to time cards,
request for leave dip’s, etc.

Cause. Unknown

Effect. Employee may have been paid ingppropriately.

Recommendation. We recommend that procedures be implemented to ensure that employee time
cards, and other supporting documentation for leave taken agrees to what is input into the payroll
system.

Management Response. A new Directive was issued in August of FY/02 to al Department staff
describing the proper timecard protocol. A workshop was held on September 4, 2002, to ensure
that al affected gaff was trained on the new Time Cad Directive. Follow up audits will be
conducted throughout the remainder of FY/O3 to ensure drict adherence to the rules ad
regulations. Any deficiencies will be dedt with immediately in a proper manner.

02-13 Parking Facility Buildings

Condition. We noted a parking facility on Third and Copper tha the City leases to an unrelated
party as to which no payments have been received in the current year nor have any billings been
prepared by the City as of October 15, 2002.

Criteria. The City should ensure that |ease payments are recelved and billings are current.

Cause. The City has not billed the lessee for the current year rent.
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02-13 Parking Facility Buildings (Continued)

Effect. The City is not in compliance with the lease or managing cash flow opportunities. If the
lesee is delinquent and has not been hilled, the City might not have proper recourse.

Recommendation. Due to the City’s budget condraints, earned revenue should be billed in a
timey manner.

Management Response. Management concurs with the findings. On October 29, 2002, DFA
met with the Parking Depatment and Legad Depatment to resolve this issuee The Legd
Department has determined that based on the terms of the contract the lessee is not in default of
rent payments a this time. The lessee was to make no rent payments until April 4, 2002. The
lesee has natified the City’s Adminidration that they will be deferring payments based on the
current revenue sream a this dructure.  The lessee legdly must pay six months before the end
of the first year of the lease, April 4, 2003. In order to maintain compliance with the contract,
the Treasury Divison will submit a monthly report to the Accounts Receivable Section of
DFAS. Accounts Recelvable will be responsble for billing this cusomer on a monthly bass. On
November 6, 2002, the lessee was hilled for al amounts due since April 4, 2002 and will
continue to be billed monthly.

02-14 Family and Community Service- Accounts Receivable Billing

Condition. There is an accounts receivable balance of $133,604 in the City Housing fund that
has not yet been billed.

Criteria. Accounts receivable should be billed on atimely basis.

Cause. Unkown

Effect. Falureto submit hillings could create cashflow problems for the City.

Recommendation. We recommend that dl billings are submitted on atimely basis.

Management Response. The Depatment of Family and Community Services has initisted the
process of hilling for the outstanding accounts receivable.  We are taking appropriate corrective
action to ensure that the billing for this receivable is completed on a quarterly basis.

02-15 Debt Service Coverage for Golf Bond

Condition. The debt service coverage covenant has not been met for the Golf Series 2001 Bond
as of June 30, 2002.
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02-15 Debt Service Coveragefor Golf Bond (Continued)

Criteria. According to the covenants of the bond, the debt service coverage requirement is a ratio
of 1.50. The debt service coverage as of June 30, 2002 is 1.43.

Cause. Unknown

Effect. The City is not mantaining the debt covenant requirements, which could cause the City
to have to repay the bond or bond ratings to be affected.

Recommendation. The City should ensure that the debt covenant requirements are being met.

Management Response.  The City acknowledges that the actual debt service coverage as of
June 30 2002 was 1.43x, which is below the required debt service coverage of 1.50x. The
difference in actud versus required debt service coverage caculates to net revenues being short
only $25,210 out of the required $517,500. The reasons the debt service coverage was lower
than required debt service coverage of 1.50x are set forth below:

In fiscal year 2002, golf rounds for the City declined 10.7 % from fisca year 2000. At the
nationa level, golf rounds decreased approximately 24%. Fiscd year 2000 was

conddered a prime year for the City’s golf courses. This trend was experienced both a a

local, state and nationd level. The City’ s decline in golf rounds was less severe than that

of nationa and other competing state and local golf courses. The declinein golf rounds

is atributed to the dow growth in the locd economy. In other competing golf courses

around the City, golf rounds decreased approximately 10-20 %.

In late June, a prime month for golf, smoke aderts were posted due to forest fires in both
Arizona and Colorado. Snoke derts were posted on a daily bass for a period of two
weeks adviang potentiad golfers of high levels of smoke throughout the City’s air.
These smoke aderts kept both senior and junior golfers off the courses.

Two new public accessble golf courses that are privately owned were added to the
supply of golf courses in the Albuquerque MSA. The two new golf courses are PaaKo
Ridge and Twin Warriors. The opening of these two new golf courses has increased the
competition for golf dollars and rounds in the Albuquerque area. There are now 15
publicly accessible golf courses within a 50 mile radius.

In May 2002, there was a water rate increase of 9%, increasng operating expenses in
May and June 2002. May and June are two of the highest watering months for the City’s
golf courses. Although the golf fund received additional water appropriations, more
water was required to offset the very dry and very windy wesather, resulting in higher
water expenditures for the year.
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Management Response (Continued). To meet the debt service coverage covenant for fisca year
2003, the City is implementing a plan for reducing expenditures by 5% for the current fiscd
year. In addition, the City incorporated a rate increase of 5% on golf rounds on March 1, 2002 in
anticipation of a decline in revenues for both fiscd year 2002 and 2003. e are optimigtic that
with these timey and proper safeguards we will be abile to meet the required debt service
coverage in fisca year 2003.

02-16 Bank Account not Recorded in the Risk Fund

Condition. During our testwork, we noted that an Employee Assistance Program bank account
held at the Bank of Americawas not recorded on the generd ledger.

Criteria. All cash accounts should be properly recorded in the generd ledger sysem. The
generd ledger system is the mechanism to properly account for activity in a specific account.

Cause. The department chose not to record this account.
Effect. Thisasset isnot recorded and there is no accountability for this account.

Recommendation. We recommend that the City record the cash account, and review dl funds
within each department to determine if any other smilar accounts have been missed.

Management Response. We concur. Risk Management and Accounting staff have reconciled
this essentialy petty cash account with receipts. This account is used b reimburse employees in
regard to confidential information regarding counsding services. This account will be st up as a
cash imprest account on Risk Management’s balance sheet. Accounting will ask departments to
verify that there are no other such accounts outstanding.

02-17 Proper Posting of Journal Vouchers- Fire Training for Fireman

Condition. Per review of a specid audit performed by the internal audit department for the City,
we noted that the training classes provided in the fire depatment were recorded in fire
suppresson and paramedic budget aress, ingtead of traning. This change was done by a journd
entry.

Criteria. Expenditures should be coded to the proper areas based on type and appropriation.
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02-17 Proper Posting of Journal Vouchers- Fire Training for Fireman (Continued)

Cause. The fire depatment had new recruit training classes. This type of class is for dtrition
classes that are necessary to replace retirement and other vacancies. These classes are funded
from vacancy savings in other budgeted areas. It would be difficult to budget in the beginning of
the year the classes that would occur through out the year, since they are based on retirements,
however budget adjusments are made in the middle of the year and this particular type of
adjustment for these classes was not made until internal audit requested the adjustment.

Effect. When expenditures are not coded correctly, the cost of services and expenses could be
mideading and the budget could be circumvented without gpprova. Correcting this journd
voucher will result in an over expenditure in the training line which will require approval.

Recommendation. We recommend correcting the journd voucher. Due to the budget restraints,
this may have occured in other depatments as wdl; therefore, we recommend that esch
department thoroughly review the journa vouchers to ensure thet they are proper.

Management Response. We accept your recommendations.  Once the Journal Vouchers are
reversed, the Training and Safety program will be overspent. We do not intend to "clean-up” the
Fire Depatment programs as we are only taking year-end "cdearup' action when a fund is
overspent. Cadet attrition classes have never been budgeted, but rather are funded from vacancy
savings crested when firefighters retire.  In FY/03 and future years, we will adjust the Fire
Department program appropriations a mid-year to more accurately reflect actua expenditures as
a result of attrition cadet classes. In FY/04 we will budget for sdaries associated with cadet
attrition classes, aswell astrack expenditures to adjust program appropriations a mid-year.

We will encourage dl departments to review their journad vouchers to assure they are posted
properly.

02-18 Proper Recording of General Fund Allocations

Condition. The Parking Fund was not charged with the actud indirect overheed. The amount
charged was $295,000 and should have been $476,037. We dso noted that street maintenance
expenditures were not charged to the Gas Tax Road Fund. In the prior year, such expense was
$19,200. was charged to the Gas Tax Road Fund.

Criteria.  Indirect expenditures should be properly expensed based on the indirect cost plan.
Also dl expenditures should be properly reflected in the proper fund and line item.

Cause. It appears that the remaning indirect overhead in the parking fund was not charged
because it would have caused that line item to be over spent. The cause of the dreet
mai ntenance expenditures that were not charged to the Gas Tax Road Fund is unknown.
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02-18 Proper Recording of General Fund Allocations (Continued)

Effect. If dl charges and expenditures are not properly recorded as an accurate cost of the fund,
it's cogts are undeterminable and proper budgeting can not be done.

Recommendation. We recommend that al funds absorb indirect cogts, regardless of the financid
Stuation and that al expenditures be properly recorded to reflect the actua cost in each fund.

Management Response. The incorrect anount that was charged to the Parking Fund for indirect
overhead was due to an error not any deliberate attempt to bring down the expenses in the
Parking Fund. An error was made in the cadculation for the Parking Divison's indirect cost by
usng an incorrect rate.  We will avoid the reoccurrence of this error by requiring another
individua to review each caculation and assure that the correct rates are being used.

The second portion of the condition paragreph “We also noted that street maintenance
expenditures were not charged to the Gas Tax Road Fund,” deds with an issue of Solid Waste
doing refuse removal for stregts.  Some portion of the $86,000 should have been charged to the
Gas Tax Road Fund. This was inadvertently overlooked. The net impact to the General Fund is
zero, as that fund is heavily subsdized by the Generd Fund. However, the Accounting Divison
of the Depatment of Fnance and Adminidrative Services will work dosdy with both
departments involved to see that the appropriate charges are made in FY/03.

02-19 Family and Community Services Procurement Problems from State Auditor

Condition. Per our review of a specid audit performed by the State Auditor, we noted severa
fmdmgs related to the Family and Community Services Department as follows:
Conflicts of interest exised between members of the City’s Development Commisson
created by Albuquerque Code of Ordinance, Chapter 14, Article 8 Section 62 and the
developer, the Albuquerque Hispano Chamber of Commerce, regarding the BUENO
Foods Warehouse project.
The winning bid for the BUENO Foods Warehouse project did not meet required criteria.
The Depatment committed violations in awarding the contract for the Old Albuquerque
High School Project.
The Depatment renewed socid services contracts without verifying that contractors
performed services or met godls.
The Depatment did not enforce contractor reporting requirements, adversely impacting
the Department’ s oversght respongbilities.
The Department increased contractor compensation without an increese in the scope of
savices or an extensgon of the time of peformance after the Old Albugquerque High
School project contract was awarded.
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02-19 Family and Community Services Procurement Problemsfrom State Auditor
(Continued)

The Department committed contract gpprova violations and paid for services prior to the
effective dates of contracts.

The Depatment violated the assgnment and transfer of interest clause of a contract and
paid $35,000 for services prior to having authority to do so.

The Department awarded over $900,000 in socid services contracts without seeking
proposals.

The Department improperly expended $55,588 in state awarded appropriations.

The Department may have overpaid contractorsin excess of $64,000.

The Depatment gpproved budget amendments in violation of the City’s adminidrative
requirements.

Cause. Unknown

Effect. The Depatment did not comply with the City Procurement Rules. Budgeted expenditures
become difficult to monitor and process especidly a the end of a contract period. There is the
potentid for higher cods, colluson and the member's use of confidentid information acquired
by virtue of their authority, for private gain. The Depatment may have paid public funds without
receiving services in exchange.

Recommendation. We recommend tha the Family and Community Services Department follow
the City Procurement Rules and comply with adminigtrative and contract requirements.

Management Response. The Depatment of Family and Community Services has prepared a
comprehensve response to the findings identified in the specid audit performed by the State
Auditor. The Department is in the process of attempting to resolve these findings with the
assigance of the City of Albuquerque, Office of Internd Audit. The Depatment will take
gppropriate corrective action to insure that City Procurement Rules as well as adminigrative and
contract requirement are followed.

02-20 Audit Report Due Date
Condition. The report was not submitted by the due date.
Criteria. Per the 2.2.2 NMAC Audit Rule 2002, Requirements for Contracting and Conducting

Audits of Agencies, annuad audit reports are to be receaived in the Office of the State Auditor on
or before December 1<t.
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Cause. Budget reductions, loss of personnd, and implementation of GASB34 has delayed the
CAFR process.

Effect. The annua audit report was not submitted to the Office of the State Auditor by the due
date.

Recommendation. We recommend that the required gpprova be obtained in advance of the
Office of the State Auditor’s due date in order to submit the annua audit report by the due date.

Management Response. The cleanup resolution was submitted very early this year and would
have enabled the adminigration to submit the report to the State Auditor’s Office by the due
date. However, saverd issues arose this year that will result in late filing agan. Loss of key
personnel, and budget reductions that resulted in those postions not being filled has delayed the
preparation of the CAFR. Also, implementation of GASB 34 has delayed the process, as has the
addition of 10 days in the process, required under the new audit rule, from completion until it
may be submitted.

02-21 Fixed Asset Inventory

Condition. The City has not completed an inventory of its fixed assets for the year ending
June 30, 2002.

Criteria. As of June 30, 2002, GASB 34 is required to be implemented for the City, which
requires that capita assets be reported in the basic financid statements.  The inability to properly
monitor fixed assats not only results in the indbility to produce timely and accurate financid
gtatements, but can also impair the City’ s ability to safeguard its assets.

Effect. It is essentid to maintain records to demondgtrate accountability for general capital assets
acquired in governmenta fund types, even though they are charged to expenditures as incurred
in those funds. Due to the required implementation of GASB 34, it is essentid that adequate
accountability be made of dl capitd assets. To maintain adequate accountability, the City should
conduct periodic physical inventory of cepitd assets and adjust the records accordingly to
comply with GASB 34.

Cause. Unknown.
Recommendation. We recommend that proper resources of funding and personnel be dlocated

to accomplish this project.
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Managements Response. Management concurs with the finding. It is vitd that an inventory be
conducted. The City will look for ways to achieve this objective through the use of additiona
personnel or contracting with an outsde party.

02-22 Lodgers Tax Quarterly Report Submissions

Condition. The City of Albuquerque did not file the September 30, and December 31 Quarterly
Lodgers Tax Reports.

Criteria. Pursuant to Section 3-38-17.2(B) NMSA 1978, the report is due no later than 30 days
following the close of the quarterly reporting period.

Cause. Unknown
Effect. The City isin violation of Sate Satute.

Recommendation. We recommend that the Quarterly Lodgers Tax Reports be submitted in a
timely manner.

Managements Response. We concur with your recommendation and will submit future reports in
atimdy manner.

02-23 GEAC Accounting Software

Condition. We noted that the City’s primary financia application, GEAC, has been in place for
a condderable length of time (between 20 and 30 years). Certain modules of this software are
either no longer supported by the vendor, or will not be supported in the near future,

Criteria. The City should maintain its ability to initiate, record, and process transactions, and to
obtain access to audit evidence.

Cause. The City has not alocated resources through the budgetary process to replace GEAC.
Thistype of large sysemsis generdly budgeted through the capita budget program.

Effect. Because some modules of GEAC are no longer supported, the City could experience
ggnificant downtime if the software mdfunctioned. The City’s ability to record and obtan
access to financid information could be sgnificantly impaired, or data could be lost. The City
could be forced to obtain replacement software a short notice, resulting in sgnificant additiona
expense.

243



CITY OF ALBUQUERQUE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
Year Ended June 30, 2002

B. FINDINGS—-FINANCIAL STATEMENTSAUDIT (CONTINUED)
02-23 GEAC Accounting Softwar e (Continued)

Recommendation. The City should plan to replace its financid accounting software soon
(possibly within 1-2 years) and dlocate sufficient resources to achieve this.

Managements Response. The City concurs. We have recognized the need and are currently in
the process of moving forward to acquire an integrated financiad package. The Request For
Proposal (RFP) is currently out in the vendor community. The responses to RFP are due back to
the City on December 6. The RFP review committee anticipates completing their review and
sending their recommendation to the Mayor by the end of January 2003.

Our god is to complete the legd process and dart implementing the sysem by May 1, 2003.
The firg sections will be the utility billing and the condituent rdationship management (CRM).
We anticipate work commencing on the core financid sysemsin July.

02-24 Housing Division

Condition. During our audit of the Housng Divison's Family Sdf-Sufficiency (FSS) escrow
invesment accounts, we noted the Divison is not accuratdy tracking and recording some
participants escrow balances.

Criteria.  The Divison should ensure on a consstent basis that each participant’s FSS baance
is accurate and that any necessary monetary changes to the Divison's monthly contributions to
the investment account based on participant's change in income be properly adjusted and
recorded in the escrow account.

Cause. There is some miscommunication amongst the FSS Coordinator and those responsible
for adjusting the participant’s FSS amount based on the participant’s income leve. Also, there is
unredtricted access to the FSS tracking software program currently being used to monitor each
participant’'s FSS baance and too many individuas have the cgpability to make changes to a
participant’s eectronic file.

Effect. = The FSS escrow investment balance could be understated due to the necessary transfers
not being made from the Division's generd cash account to the FSS escrow investment account.
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Recommendation.  Although a thorough audit is done on each participant’s FSS baance a each
cadendar year-end to ensure accuracy, and agan when a participant successfully completes the
FSS program, the Divison should audit the baances a fiscd year-end, as wdl, to ensure
accurate and complete baances are reflected in the annua financid daements.  Also, any
changes to a paticipant’'s FSS monthly contributions should be promptly communicated to the
FSS Coordinator, and the necessary changes made within the FSS tracking software program
should be redricted to a limited number of authorized personnd. The Divison should
implement full utilization of the automated FSS tracking system, as well.

Managements Response.  We concur with the recommendation.

02-25 Family and Community Services- Reconciliation of Program Income

Condition. We noted that the Family and Community Services Depatment is not properly
reconciling program income.

Cause. Revenue accounts were not evaduated by each activity and severa reclassfications
caused actud program income to be much lower than estimated.

Effect. The City expended more money than necessary.

Recommendation. Per our review of grant documents, the City is Hill €igible to draw down
eigible expenditures. We recommend, that the City determine the amount digible and obtain
reimbursement from the U.S. Department of Housing and Urban Devel opment.

Managements Response. The Depatment of Family and Community Services is in the
process of reconciling both the entittement drawdowns and the program income for the
Community Devedlopment Block Grant Program. The Department will ensure that al revenues
are reconciled to the genera ledger and the U.S. Depatment of Housng and Urban
Development, Integrated Disbursement and Information Systems Report on a monthly bads.
Additiondly, the Depatment will research prior year expenditure to determine if any
adjusments are needed to properly didribute costs between entittement and program income
revenue sources.

02-26 Bank of AmericaisImproperly Collateralized

Condition. We noted that the Bank of America account is improperly uncollateraized by
$734,906.
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Cause. Unknown

Effect. The City is not maintaining the required collaterd.

Recommendation. We recommend that the City obtain the proper collaterdization for the Bank
of America account.

Managements Response. Treasury doaff reviews the collatera postion a city depostory
banks. In July the city recaved the monthly Bank of America collaterd report showing the
ending June balances and collateral postion. Tota badances were $2,837,064 for 3 accounts
secured by securities with a market value of $639,176. Required collatera would be
$1,368,520; haf the baance after deduction $100,000 for FDIC coverage. With a shortfdl of
$729,356, we requested additiond collatera to secure city depositss. On July 9, an additiond
security with a market value of $1,000,481 was pledged to the accounts. The tota position was
increased to a market value of $1,643,119, sufficient to collaterdize city deposits a Bank of
America

The City is now st up on a monthly review (by the City and the bank). If collaterd greetly
exceeds the baances, collaterd is rdeased. The daily ledger baances can fluctuate between $1-
5 million. Average ending ledger baances a Bank of America are $2.5 million. Qllaed leve
is about 66% of this amount. We dated with Bank of America in March. Initid collaterd
levels were based on the March ending baances. Review was set quarterly as with the prior
bank. We were set up beginning in June for monthly reports, which we are now receiving.

02-27 Real Property Division - Delinquent Accounts

Condition. We noted that the Red Property divison a the City is not reviewing ddinquent
accounts.

Cause. The Red Property Divison was short staffed during the current year.
Effect. Failure to collect on these accounts could cause cashflow problems for the City.

Recommendation. We recommend reviewing the escrow account activity on a regular bads to
determine the status of the escrow accounts.
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02-27 Real Property Division - Delinquent Accounts (Continued)

Managements Response. The City understands that the escrow company monitors al fund 850
accounts relating to the sde of the Ellena Galegos Trust Lands. The City dso underdands that
the escrow company notifies the Property Manager when accounts become delinquent. Upon
notification of deinquency, a collection letter is sent from the City with the subsequent
commencement of foreclosure if necessary.

02-28 CM O’s and Affordable Housing

Condition. We noted items with Affordable Housng and CMO's that may be potentidly
unrecorded.

Cause. Unknown

Effect. The City'sfinancid statements may be misstated.

Recommendation. We recommend that thisissue be researched thoroughly.

Managements Response. These items have daways been consdered to be independent of the
City of Albuquerque, with no right to make any dam upon City assets. Information has come

to our attention in recent weeks that this issue should be readdressed and researched in depth.
Thiswill be done during FY/03.

02-29 I nfor mation Expert System- Gross Receipts Tax Payable

Condition. We noted that the IE system incorrectly caculated governmenta gross receipts taxes
due.

Cause. Unknown

Effect. Gross receipts taxes payable are overstated.

Recommendation. We recommend that the City correct the program calculation error.

Managements Response. The City acknowledges that the computer program incorrectly
cdculated governmenta  gross receipts taxes due, in a very specidized circumstance. This
occurred only a the beginning of the fiscd year in a certain fund that is reported with a

project life-to-date baance. This processng error  within  the computer program will be
corrected as soon as feasbly possible.
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CITY OF ALBUQUERQUE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
Year Ended June 30, 2002

C. FINDINGS AND QUESTIONED COSTS — MAJOR FEDERAL AWARD PROGRAM
AUDIT

00-2 Urban Mass Transit
CFDA#. 20.507-Federa Trangportation Adminigtration

Condition. We noted that a vendor used for purchases of goods and services for a federd
program was not tested for suspension and debarment.

Criteria.  Programs recelving federa funds are prohibited from contracting with or making
subawards under covered transactions to parties that are suspended or debarred or whose
principals are suspended to debarred. Covered transactions included procurement contracts for
goods or services equa to or in excess of $100,000 and any nor procurement transactions.

Cause. Unknown

Effect. Because verification of the satus of the vendor is not performed, there is a deficiency in
interna controls over compliance with procurement, suspension and debarment requirements.

Questioned Costs. None

Recommendation.  The program should ensure that vendors are not included on the suspension
and debarment list by ether getting certification statements from the vendor or examining the ligt
of suspended and debarred parties provided on the internet.

Management Response. The Trandt Depatment agrees with the externd auditor's
recommendation. To address this particular indance, the Trandt and Legd Depatments have
worked together to develop a condruction bid document to be used for Federd Trangt
Adminigration funded congtruction projects.
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C. FINDINGSAND QUESTIONED COSTS-MAJOR FEDERAL AWARD
PROGRAM AUDIT (CONTINUED)

01-18 Federal Claim
Department of Justice- CFDA# unknown

Condition. The federd government may assess a clam agang the City of Albuquerque to
recover federa funds that might have been spent for purposes other than adding personndl.

The Depatment of Judtice is reviewing the expenditures and their appropriateness per the grant
agreement.

Criteria.  When gpplying for a grant, the applicant should submit accurate information and once
the award has been received, the recipient is required to spend the money as directed in the grant
document.

Cause. The Depatment of Justice, who issued the federd grant to the City, is questioning how
the grant money was spent.

Effect. It is possble tha the City may be disqudified for future Depatment of Justice grant
awards.

Questioned Costs. Possihility of entire rembursement of grant awards ($4,152,447).

Recommendation. We recommend that the City review information submitted in gpplications to
grantors and examine procedures for monitoring grants to ensure that compliance requirements
are being adhered to.

Management Response. In July, the Albuquerque Police Department received a copy of the
Office of the Inspector Generd’s draft audit report of the Community Oriented Policing Grants.
Presently, the Police Department dong with other areas of City government such as the Office of
Management and Budget is working on researching and responding to specific concerns
associated with each grant.

02-30 Indirect Cost Plan

Condition. During our review of the indirect cost plan and dlocation of cogs, we noted that the
plan submitted for the year ending June 30, 2002 to the cognizant agent (Department of
Trangportation) is not the plan currently being used by the City. The plan and costs charged to
each fund for the year ending June 30, 2002 was the plan cadculated and submitted for the year
ending June 30, 2001.
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C. FINDINGS AND QUESTIONED COSTS-MAJOR FEDERAL AWARD
PROGRAM AUDIT (CONTINUED)

02-30 Indirect Cogt Plan (Continued)

Criteria.  The indirect cost plan that is submitted to the cognizant agent should be used to
dlocate charges to the various funds.

Cause. The City felt that the FY 01 indirect cost plan was a more appropriate plan.

Effect. The City has misgnformed their cognizant agent and may not be in compliance with
numerous grants.

Recommendation. We recommend contacting the cognizant agent as soon as possible to inform
them which indirect cogt plan the City is currently using and verify if any adjustments need to be
made. We adso recommend that in the future, a plan be submitted, and the approved plan be
allocated appropriately.

Management Response. We agree, the City did submit a new plan to the Depatment of
Trangportation, for the Year ending June 30, 2002, and then utilized the plan that was in place in
fiscd year 2001. The plan was submitted at that time because it had changed. The cognizant
agency's role is to gpprove the plan as complying with OMB Circular A-87 and thus give
assurance to other grantor agencies that the City is in compliance and the rates charged by the
City will be in accordance with A-87. Their role is to gpprove the city's methodology used in the
plan rather than approving specific rates for a specific year. The cognizant agency has never
indicated that a particular City plan was not in accordance with A87. We have never received
any notification from the cognizant agency on a submitted plan. History suggests tha the
cognizant agency is not terribly concerned with the plan or the rates.

The City is not required to annualy submit the plan. This suggedts two thing: 1) the cognizant
agency is not required to be informed for each year what specific rates will be charged and 2)
grantor agencies do not rely upon acquiring approved rates from the cognizant agency for any
particular year, but rather place ther trust that the agency has approved the methodology utilized
in preparing the rates.

As we reviewed the consultants work and acquired a better understanding of their plan, we
concluded that some of the centra service programs did not belong in the OMB plan. In our
edimation those costs were not alowed by A-87. Central service programs included by the
consultants that the City fdt should be excluded were Red Property, Legd Services, Chief
Adminigrative Office, Office of Management and Budget (here the cost of grant budgeting is
dlowable but the cogt of city wide budgeting is not dlowable, therefore we excluded dl), OMOI
and City Clerk. The incluson of new centrd service programs was the primary reasons we
submitted a new plan. Another reason was to adjust appropriated costs of centra service
programs for actual costs.
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02-30 Indirect Cogt Plan (Continued)

Management Response (Continued). The rates in the 2002 plan were in many instances much
higher than the 2001. We preferred to err on the conservative side by providing the lower rates
to provides. Usng a plan's rates smply because we submitted that plan, and with full
knowledge that the plan contained probable unalowable costs did not seem to be the appropriate
action.

We did not midead any grantor agency who inquired about the rates in effect for fiscd year
2002. When a grantor agency requested evidence of the indirect overhead rate for FY 2002
grant, they were supplied with the rates from the 2001 cost plan that was actudly to be gpplied to
their grant. The package sent to the grantor agency was comprised of 1) schedule F from the
2001 plan showing the rates for each user department 2) the certification letter from the 2001
plan sgned by the Department of Finance and Adminidrative Services director 3) the transmittal
letter 4) the 1995 letter from the cognizant agency dating that there was not need to submit the
plan unless there was amaterid change in the alocation method or costs adlocated.

Although no grantor suffered injury by the use of an older plan, the City should have filed a
subsequent report, and will do so in the future.

02-31 Federal Major Programs
Urban Mass Trandt- CFDA# 20.507
CDBG- CFDA# 14.218
CDBG-HOME- CFDA# 14.239
Quedtioned Costs - Unknown

Condition. During our review of internd audit reports, it was noted that the Albuquerque
Houdng Services Divison, Purchasng Divison and Trangt did not comply with the public
purchases ordinance and federd statutes regarding the use of loca preference.

A contract was awarded to a vendor whose bid was higher than another vendor's. The higher
bidder was sdected. Documentation relating to the bid evauation stated, “Recommend award of
bid to the vendor...they ae the lowest responsve bidder as a result of loca vendor
preference... The bid offer received from the (Low Bidder) was not eigible for loca preference
because the vendor did not sign the Loca Vendor Preference Form....”.

Criteria. The City’s Public Purchase Ordinance (Section 5-7-17) dates, “This section shdl not
aoply to any purchase of goods or services...when the expenditure of federal funds designated
for a specific purchase is involved.” Also, federa regulations (24 CFR 85.36) prohibit the use of
local geographica preferencein the evauation of bids.

251



CITY OF ALBUQUERQUE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
Year Ended June 30, 2002

C. FINDINGSAND QUESTIONED COSTS-MAJOR FEDERAL AWARD
PROGRAM AUDIT (CONTINUED)

02-31 Federal Major Programs (Continued)
Urban Mass Transit- CFDA# 20.507

CDBG- CFDA# 14.218

CDBG-HOME- CFDA# 14.239

Cause. Unknown
Effect. The City isnot in compliance with the public purchases ordinance and federd regulatiors.

Recommendation. We recommend that the Albuquerque Housing Services Divison, Purchasng
Divison and Trandt comply with the public purchases ordinances and federd Satutes and not
take local preferenceinto consderation in abid award when federa funds are involved.

Management Response. The City concurs that separate contract awards must be made when
federd funds will be utilized to pay for contract expenditures. The Purchasing Divison in the
Depatment of Finance and Adminidrative Services, has modified the structure of procurements
with federd funding congderations to include very specific language that excdudes the
goplication of geographica preferences for evauation purposes.  Also, any additiond federd
requirements provided by the using departments are being addressed in the procurements.

Albuguerque Housing Services has assgned a buyer to ensure the requistions forwarded to
Purchasing will include proper documentation of any specia requirements relating to purchases.

Trandt has crested a Purchasing Review Committee responsible for ensuring that procurement

usng federd funds have dl necessry federd languege atached and that requistions make
mention of federd requirements that must be met.
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CITY OF ALBUQUERQUE
STATUSOF PRIOR YEAR AUDIT RECOMMENDATIONS
Year Ended June 30, 2001

REPORTABLE CONDITIONS

00-2
00-5
01-1
01-2
01-3
01-4
01-5
01-6
01-7
01-8
01-9
01-10
01-11
01-12
01-13
01-14
01-15
01-16
01-17
01-18

Urban Mass Trangt Suspenson and Debarment
Comprehensive Grant Program Davis Bacon Act
Inventory-Measuring Device

Inventory Counting Process

Inventory Counting Process

Violation of Statutes

Payroll

Cash Handling- Senior Affairs

Travel & Per Diem

Trangt-Parking Divison

Disaster Recovery Plan

Strategic Plan

Fixed Assets

Housing Authority

Early Head Start Suspension and Debarment
Reimbursement Requests

Audit Report Due Date (renumbered 02-20)
Loss Reserve Data

Budget Overspending

Department of Justice Federd Claims
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Repeated
Resolved
Resolved
Resolved
Resolved
Resolved
Resolved
Resolved
Repeated
Repeated
Improved
Repeated
Repeated
Improved
Resolved
Resolved
Repeated
Resolved
Repeated
Repeated



