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

Board of Trustees
Incline Village General Improvement District
Incline Village, Nevada

We have audited, in accordance with the auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States, the financial
statements of the governmental activities, the business-type activities, each major fund, and
the aggregate remaining fund information of Incline Village General Improvement District
(“IVGID” or “The District”), as of and for the year ended June 30, 2021, and the related notes
to the financial statements, which collectively comprise Incline Village General Improvement
District’s basic financial statements, and have issued our report thereon dated November __,
2021.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Incline Village
General Improvement District 's internal control over financial reporting (internal control) as a
basis for designing audit procedures that are appropriate in the circumstances for the purpose
of expressing our opinions on the financial statements, but not for the purpose of expressing
an opinion on the effectiveness of Incline Village General Improvement District’s internal
control. Accordingly, we do not express an opinion on the effectiveness of Incline Village
General Improvement District’s internal control.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies and therefore material weaknesses or
significant deficiencies may exist that were not identified. However, as discussed below, we
identified certain deficiencies in internal control that we consider to be material weaknesses
and other deficiencies that we consider to be significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be
prevented or detected and corrected on a timely basis. We consider the following deficiencies
in internal control to be material weaknesses:

2021-001 Material Adjusting Journal Entries
An important element of control over financial reporting is for management to identify

adjustments necessary for financial statements to be fairly stated. Whenever possible,
adjustments should be reflected in the accounting records prior to the start of the audit.
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When this is not possible, management should identify and communicate to the auditors
the potential areas of adjustment that may need to be addressed during the audit process.
Auditing standards require the reporting of material adjustments identified through the
audit process as weaknesses in an entity’s internal control structure.

The following material adjustments detected as a result of the audit procedures:

a) An entry to write off certain capital assets that either represented repairs and
maintenance, master plans, and studies or were below the District’s capitalization
threshold. The effect of this entry resulted in a reduction of capital assets in the
amount of $3.5 million, a reduction of accumulated depreciation in the amount of
$2.7 million and the recording of loss on disposal of capital assets of approximately
$855,000.

b) An entry to correct negative cash balances by recording transfers in and out
between various funds totaling $537,835.

Additionally, the underlying accounting records do not support the financial statements
without significant adjustments to remove full accrual accounting transactions for the
presentation of governmental fund types. We understand the District intends to modify
the financial statement reporting in the future to conform to full accrual accounting.

Recommendation

We recommend that IVGID enhance its year-end closing procedures to include areas that
resulted in audit adjustments.

Management’s Response Regarding Corrective Action Taken or Planned

a) Management s in the process of updating the Capitalization Policy for the District. This
policy will include regular reviews of assets to ensure currently capital policies are
being followed. The assets written off per auditor’'s recommendation were capitalized
under previous capital policies and were not reviewed by staff in regards to the current
capitalization policy.

b) Management agrees to update the year-end closing procedure to include a review of
the financial reports to identify and process any possible audit adjustments.

2021-002 Capital Assets

During our review of internal controls surrounding Capital Assets, as well as testing
performed over the account balances of Capital Assets, we noted a number of deficiencies
that resulted in the material adjustments. The underlying deficiencies are described below:

a) All capital asset additions are run through the Construction in Progress accounts in
the District’s accounting system, regardless of whether or not the transactions
represent construction activity. Capital assets acquired instead of constructed
should be recorded as a capital asset at the time of the acquisition.
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b) As part of our tests over capital asset balances we reviewed a historical detailed
listing of all capital assets held at year end. In reviewing this listing, we noted
capital assets that did not meet minimum dollar thresholds for capitalization per
the District’s capitalization policy resulting in an audit adjustment of $1,312,133.

c) As part of our tests over capital asset balances we reviewed a historical detailed
listing of all capital assets held at year end. In reviewing this listing, we noted
capital assets recorded that represented repairs, maintenance, master plans or
feasibility studies and should not have been capitalized per IVGID’s capitalization
policy resulting in an audit adjustment of $2,280,731.

Given the combination of deficiencies noted as well as the resulting material adjusting
entries recorded, we have considered this to be a material weakness in internal control
over financial reporting.

Recommendation

We recommend that IVGID develop and implement procedures to ensure that Construction
in Progress accounts are used only to record activity associated with construction projects.
Best practice is to record capital asset activity in capital outlay expenditure accounts in
the governmental fund financial statements and then to perform regular reviews of this
activity for reclassification as either Capital Assets or repairs and maintenance
expenditures. This process would reduce the risk of overstating the Construction in
Progress accounts and capitalizing assets that do not meet the thresholds and definitions
of capital assets per IVGID's capitalization policy.

Management’s Response Regarding Corrective Action Taken or Planned

a) Although our current financial systems setup requires all capital assets to run through
the Construction-In-Process accounts, we have processes in place to ensure only
projects in process remain in the account. As of July 1, 2022 the District is transitioning
to a new financial software which will allow full GL account usage in projects, at which
point projects will no longer be processed through the Construction-In-Process
account.

b) These assets below current threshold were capitalized under prior capital policies. It is
not the current practice of the District to re-evaluate all assets each time the
Capitalization Policy is updated. Management notes the total book value of these assets
is $265,435.

¢) Management concurs that these items should be written off, but notes the total book
value of these assets is $606,649.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that
is less severe than a material weakness, yet important enough to merit attention by those
charged with governance. We consider the following deficiencies in internal control to be
significant deficiencies:

2021-003 Vendor Contracts

During our audit, we obtained a listing of payments by vendor, made during the fiscal year
under audit and judgmentally selected 7 vendor contracts to test for compliance with
IVGID procurement policies. We noted two instances in which there was no documentation
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available to support the required competitive bidding process. We have summarized these
exceptions below:

a) Jacobs Engineering Group, Inc. (aka CH2M) - This vendor was contracted to
perform various professional services under 4 task orders totaling $228,000.
Services included on-call technical support, engineering design and bid document
preparation for aeration improvements at the Water Resources Reclamation
Facility, Network Security Upgrades, and construction contract monitoring services.
Expenditures incurred during the period under audit were $132,440. No support
was provided to document that competitive bids were advertised, received or
evaluated by management as required by IVGID’s purchasing policy for public
works contracts in excess of $100,000.

b) HDR Engineering, Inc. - This vendor was contracted in January 2019, via an
Additional Services Addendum (ASA) to Short Form Agreement dated July 29, 1991
to perform project management and condition assessment data analysis on the
Effluent Export Pipeline. The value of the ASA was not to exceed $42,181, of which
$3,797 was expended during the period under audit. No support was available to
document that IVGID solicited bids from at least three properly licensed
contractors, as required by IVGID’s purchasing policy over public works contracts
between $25,000 and $100,000.

Recommendation

The issues noted above are due to certain ambiguities in the purchasing policy surrounding
the applicability of bidding requirements for service contracts that are associated with
Public Works projects. We recommend that the District update its Purchasing Policy to
clarify these ambiguities and that procedures are developed and implemented to ensure
future adherence to the Purchasing Policy.

Management’s Response Regarding Corrective Action Taken or Planned

Management believes current District policy and NRS 332.115 clearly state the
Professional Services, such and engineering services, or data assessment analysis, do not
require competitive bidding. However, the District is in the process of updating District
Policies related to Capital Project planning and administration, and will incorporate
clarifying language, per Board direction.

During our audit, we also became aware of the following deficiencies in internal control other
than significant deficiencies or material weaknesses, and other matters that are opportunities
for strengthening internal controls and operating efficiency:

2021-004 Update Signature Cards

During our review of internal controls over cash disbursements, we noted that checks are
printed with two signatures in accordance with the District’s policies. The bank also has
signature cards that, at times, contain authorized signatures of individuals that are no
longer employed or associated with the District.

Recommendation

We recommend that management review and update the authorized signatories at
District’s banking institutions at least annually, to remove employees and Board members
no longer affiliated with the District.
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Management’s Response Regarding Corrective Action Taken or Planned

Management concurs that bank records should be reviewed regularly to ensure proper
authorization for all banking transactions. Management has reviewed all banking accounts
and can assure that no unauthorized personnel are on any of the bank signature cards.

2021-005 Temporary Meter Deposits

During our review of internal controls surrounding utility billing procedures, we noted that
temporary meter deposits received from utility customers are held, and not deposited,
until the temporary meter is done being used. While these deposits are tracked using an
excel spreadsheet, they should be deposited into the bank like all other cash receipts.

Recommendation

We recommend that temporary meter deposits received from customers be deposited into
the District’s bank account upon receipt and that the cash be offset by deposits payable
in the financial accounting system until the funds are returned through the normal cash
disbursements process.

2021-006 Review of User Accounts

During our review of Information Systems internal controls, we noted that the District
does not regularly perform a review of user accounts to sensitive systems, including access
to the network (Active Directory & VPN) and financial software. The District did indicate
there are informal reviews performed periodically, but it is inconsistent and does not
include all sensitive systems.

Recommendation

We recommend that the District perform a periodic review of user access to sensitive
systems, including active directory, financial system, and remote access. The review
should be completed at a period (e.g., quarterly, semi-annually, annually) based on the
risk of the system/data risk.

2021-007 Environmental Controls at the Administrative Facility Data Center

During our review of Information Systems internal controls, we noted that the District
could improve environmental controls in the Administrative facility data center (i.e., the
server room). Specifically, we noted there is no automated fire suppression system to
detect or prevent damage.

Recommendation

We recommend that the District perform a risk assessment and feasibility analysis to
determine what environmental control improvements can be implemented in the server
room, including a fire suppression system.

We will review the status of these comments during our next audit engagement. We have
already discussed many of these comments and suggestions with management, and we will
be pleased to discuss them in further detail at your convenience, to perform any additional
study of these matters, or to assist you in implementing the recommendations.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether Incline Village General Improvement
District’s financial statements are free from material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could have a direct and material effect on the financial statement
amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit, and accordingly, we do not express such an opinion. The results of our
tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

District’s Response to Recommendations

The District’'s written response to the significant deficiencies and material weaknesses
identified in our audit has not been subjected to the audit procedures applied in the audit of
the financial statements and, accordingly, we express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness
of the entity’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the entity’s
internal control and compliance. Accordingly, this communication is not suitable for any other
purpose.

Irvine, California
November _ _, 2021
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