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Material Weakness #2 - The Big Bear Sports Ranch purchase was not recorded in
the Financial Accounting System (FAS).

The District purchased a sports ranch to provide various recreational activities for the
residents of Big Bear Lake. The overall purchase included land, a hockey rink,
basketball courts, tennis courts, a dining hall, dormitories, and a swimming pool. The
District received $2,500,000 in Proposition 12 grant funding from the State to finance
the sports ranch purchase. However, the funding for the purchase and the related
capital expenditures were not recorded in FAS.

All financial transactions, including those related to major capital purchases, are
required to be recorded in FAS so that the accounting records and financial statements
are complete and accurate in accordance with generally accepted accounting principles.

Since the Proposition 12 grant funding was directly submitted by the State to the escrow
company associated with purchase, the transaction was never recorded in FAS by the
department. The District's financial statements could be materially misstated if
significant transactions are not being properly recorded in the financial accounting
records.

Recommendation

Management must comply with the County’'s accounting policies by ensuring that all
supporting documentation for capital asset purchases is submitted to General
Accounting for the appropriate processing. Consistently complying with the County's
accounting policies will serve to prevent the financial statements from being materially
misstated and will help ensure that the accounting information in the financial
statements is being reported in accordance with GAAP.

Management’s Response

District management was under the assumption that Real Estate Services was the
responsible party for transaction recordation. With direction that this responsibility is the
District's, administrative staff will perform this function in any future case.

Auditor’s Response
Management response addresses planned actions to correct the deficiency noted in the
audit finding.

We consider the following deficiencies to be significant deficiencies in internal control.
Significant Deficiency #1 - Bank reconciliations were not being performed.
The District has 3 bank accounts, which include the Clearing Account, Special Activities

Account, and the Petty Cash Account. The accounting records for these accounts were
not being reconciled to the bank statements.
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The Internal Control and Cash Manual (January 2008), Chapter 9 — Bank Accounts,
states that departments are to reconcile their records to the bank statements each
month.

The District personnel in the Big Bear office considered the reconciliation summary
produced by their Quicken system to be an appropriate bank reconciliation. However,
the reconciliation summary did not show evidence that the check register was
reconciled to the monthly bank statement. The bank reconciliation is a key element in
providing assurance as to the integrity and accuracy of the financial records. By not
properly performing the monthly bank reconciliations, the District's exposure to
accounting errors and the misappropriation of cash assets is significantly increased.

Recommendation

The District Manager needs to ensure that the District staff is consistently following the
policies outlined in the County’s Internal Control and Cash Manual when performing the
duties related to the District's bank accounts, which include performing timely and
accurate bank reconciliations. Furthermore, management should review the monthly
bank reconciliations to help ensure that cash transactions are properly recorded in the
accounting records.

Management’s Response

District administration disagrees with the statement that the accounting records are not
reconciled to the bank statements. In fact they are reconciled on a monthly basis by the
Assistant Regional Manager and reviewed by the Regional Manager. Regardless, the
District will be switching to the Quick Books system on July 1, 2009 so that we are using
a system which is compatible with County FAS.

The Regional manager will ensure that staff is following County’s Internal Control and
Cash Manual.

Clearing account and petty cash account will be reconciled with bank statements. A/C-R
has provided a sample reconciliation form which will be used; records of reconciliation
will be kept on file at the District office.

Auditor’s Response

The District did not provide evidence of a bank reconciliation during the course of the
audit. Nevertheless, Management’'s response addresses planned actions to correct
deficiencies noted in the audit finding.




ML/ Jeffrey Rigney, Director
Special Districts Department
April 28, 2009

Page 8

Significant Deficiency #2 - The District lacks appropriate segregation of duties for
their accounting functions.

The Assistant District Manager at the Big Bear office has full autonomy over most of the
District’'s accounting functions, which include the following duties:

1) recording transactions in the Quicken accounting system

2) depositing the cash receipts into the District’'s bank account at Union Bank

3) maintaining custody of the prenumbered, blank checks

4) issuing checks as an authorized check signer on the bank account

Proper segregation of duties is an essential part of the control environment. Strong
internal controls require the segregation of authorizing transactions, recording financial
information, and maintaining custody of assets.

The District Manager was not aware that the Assistant District Manager was performing
incompatible job functions. Therefore, the conflicting duties were not appropriately
segregated among the District personnel. When various job functions are not properly
segregated, the risk of committing and concealing fraudulent financial activity increases.
In addition, this weakness in the control environment also prevents errors from being
detected in a timely manner.

Recommendation

The District should establish an appropriate segregation of duties among the District
staff. Ideally, the responsibilities of authorizing, recording, and custody should be
delegated to individual staff members. However, if staffing limitations prevent
segregating these functions, then management should implement mitigating controls to
reduce the risk of unintentional errors and fraudulent financial reporting.

Management’s Response

District will confer with Special District's Budget/Fiscal Division regarding segregation of
duties, and will comply with their recommendations with consideration of the limited
number of positions available.

Final note: BBVRPD administrative staff looks forward to complying/correcting audit
findings and subsequent meetings to solve the minor issues associated with closing the
Special Activities Account. Thank you for your time and interest in helping our District to
comply with County policies and procedures. We ftruly appreciate your time and
assistance.

Auditor’s Response
Management response addresses planned actions to correct deficiencies noted in the
audit finding.
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This communication is intended solely for the information and use of management, the
Audit Committee, and others within the organization, and is not intended to be and
should not be used by anyone other than these specified parties.

Respectfully submitted,

Larry Walker
Auditor/Controlier-Recorder

By:

Howard M. Ochi Quarterly copies to:
Chief Deputy Auditor

County Administrative Officer
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