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	An internal review of the financial statements, transactions, policies, practices, and supporting documentation. 


To: Hidden Lake Association Board Members

I have reviewed the financial records of Hidden Lake Association (HLA) including Balance Sheet, Reconciliation Summaries, Reconciliation Details, Check Request forms and Paid Invoices.  I also reviewed HLAs current By-Laws and Articles of Incorporation pertaining to the handling of HLA financials. One of the most important reasons to maintain accurate financial records is obvious in that the association will be able to fulfill its budgetary obligations to its members. However, another reason is that the board of directors has a legal, fiduciary responsibility to maintain accurate records. Failure to do so can expose the association and, depending on the circumstances, the board of directors to costly litigation.
My responsibility is to express an opinion on these financials and record keeping processes based upon the review results. As an internal review, the findings reached are not the opinion of an external reviewer such as a Certified Public Account, but reflect the understanding by a member of HLA on how HLA financials are handled. 
Scope of Review:  

The review was based on guidelines provided by the American Institute of Certified Public Accountants, a nationally recognized organization, for conducting internal reviews of nonprofit organizations. Those guidelines are provided in the Indicator Checklist which is shown below. I also consulted a notable publication, Financial and Accounting Guide for Not-For-Profit Organizations (Seventh Edition – 2005, Malvern J. Gross, John H. McCarthy, Nancy E. Shelmon) and the Utah Home Owners Association (Richard W. Jones, founding manager) for additional information. 

The purpose of the review was to obtain reasonable assurance about whether the HLA financial statements are free of material misstatements. I also reviewed how HLA financials are gathered and tracked and looked for evidence of standards, policy, process or procedure for same on a sample basis. I believe that this review provides a reasonable basis for my opinions.
Findings were divided into two categories; Critical Indicators Needing Work, and Recommended Indicators Needing Work. 

Critical Indicators are those which represent the potential for adverse impact to HLAs financial position, or to those who create, execute, and receive HLA funds, and should be considered for immediate resolution. 

Recommended Indicators are opportunities to improve HLAs accounting practices, and do not pose a foreseeable threat to HLAs financial stability or to those who create, execute, and receive HLA funds.

Opinion:
It is my opinion that the HLA financial statements give a true and fair view of the financial position of HLA. To date, the record keeping of HLA transactions are accurate and have no material misstatements. 
However, I did find that a lack of documented standards, policies, and procedures has created opportunities for accidental or intended mishandling of HLA financial transactions such as expense reimbursement, contracts, and service points.

I made recommendations based upon my opinion according to the level of the indicators defined above. There is no obligation for the board to act upon these recommendations as they are only suggestions for improving the financial records handing for HLA.  
Should there be any questions about how the review was conducted, please feel free to contact me.

Sincerely,
Mark Jensen

Critical Indicators Needing Work:

Indicator #1:  It is recognized that members of the HLA board and those appointed to oversee HLA financials are volunteers whose tenure in the position is limited. As such, accounting practices have varied as board members have changed.  Because of these varied practices, the financial management of the association could be subject to accounting flaws and inaccuracies which could jeopardize the fiscal stability of the organization, call into question the practices of the association board or members, and create the lack of transparency that a nonprofit organization should have. 

While documented standards do not ensure that financial deviations will not occur, they do provide the standard that can be applied to help the organization make sound fiscal decisions and practices.
Recommendation: HLA should document accounting practices, fiscal policy, and procedures that follow accepted standards to benefit setting the guidelines for current and future members who maintain HLA financials. 
Indicator #12: Contracts, purchase of service agreements and grant agreements follow an implied guideline instead of a more formal review process.

HLA has developed several good relationships with contracted service providers.  These relationships have allowed HLA to experience cost savings that normally would not be available.  
However, it is the board’s obligation to ensure that each executed contract is the best value for HLA.  Recent experience with the electronic gates has shown that a deeper analysis of the maintenance portion of the contract could have resulted in a more preferred maintenance agreement, resulting in significant cost reductions in annual maintenance.  Current maintenance costs are between $2500 and $3500 annually.
Recommendation: A structured contract review process should be developed and implemented.  It is also recommended that HLA fiscal policy and procedures identify the check points required before funds can be disbursed for every contract.
Indicator #13: As a volunteer non-profit organization, HLA does not have a payroll.  However, service points which are applied to member dues can be viewed as a payroll event as it is applied as a cash allowance towards these dues. Because of this view the process to record and track the service points accumulated could be questioned. An example is the hours that a board member is credited is not officially documented. 

Recommendation: The tracking of service points should be verifiable. It is also recommended that the treatment of service points be part of the written policies and procedures, and that all appropriate documentation of service point transactions be made available and accessible by all members of HLA.
Indicator #14: HLA does not have a process in place to ensure that all contracted personnel meet Federal requirements for this form of employment.  
Recommendation: HLA should include in their fiscal policies and procedures language that will be sufficient to cover reimbursement to contracted labor and/or services which meet Federal, State and Local requirements for this type of employment.
Indicator #15: HLA is inconsistent in the internal controls over payment of invoices or Check Requests. While this has not been an issue in the overall track of financial records, it does introduce the possibility of funds being inappropriately used.

HLA does not require a Check Request form for each payable invoice, often only noting on the invoice that it is okay to pay.  This is evident in the many invoices that are in the financial binder without an accompanying Check Request.

Additionally, there are Check Requests which lack consistency in:  expense allowance amounts (i.e. travel, meals, etc.), guidelines for what is considered an appropriate expense, and guidelines as to who can claim these expenses.  

Other notable discrepancies, not limited to, but including:
· Not all requests have the appropriate dates (either Today’s Date or Required Date) filled in 

· Requests that are direct from an invoice and do not have accompanying Check Request forms often do not identify the budget that the funds will be disbursed from. 
· Receipts for expenses such as travel often do not accompanying the Check Request form.  IRS regulations specifically states that such expenses need to have receipts, or in the case of travel, a log of miles that are to be reimbursed.

Recommendation: Documented internal controls should outline the process for handing cash, checks, deposits, and the approval and disbursement of funds including the documentation to support the approval.  
In addition, the type of expense allowances that HLA will cover, including minimums and maximums that can be claimed, need to be documented. These controls and allowances should be made known and accessible to all members of HLA, not just board members.
Indicator #17:  HLA does require that all expenses have an approver.  However, what is missing is the check and balance that the approver cannot be the same individual as the person receiving the reimbursement.  

Every expense should be approved by the chairperson assigned to that budget area. If the chairperson responsible for that budget line is not available only the board President or Vice President should be allowed to approve an expense from the budget.  In no case should the requestor and the payee be the same individual.
Other notable discrepancies, not limited to, but including:

· An expense for $1377.17 dated 11/3/08 did not have an approver.

· A check request form for Prints-etc in the amount of $35.40 had the same payee and approver.  This request was not dated, however it is located in the  March 09 section of the HLA financial records binder

· A check request for Drop of papers (mileage, meals, copies) for $157.28 dated 11/24/08 had the same payee and approver.

Recommendation: As part of the documented internal controls stated for #15 above, it should be explicitly defined that all expense reimbursements show a clear separation of payee and approver. 
Recommended Indicators Needing Work:

Indicator #3: HLA has detailed records of every transaction, by every area.  Often this detailed Balance Sheet information is not readily available. It is recommended that the detailed Balance Sheet, including every transaction by area, be made available to all board members.
Indicator #18:  HLA has sizable investments in both land and deposit instruments. These investments are managed at an informal level based on the knowledge of current board members.  While it has not previously hurt HLA’s investment portfolio, the turnover in the fiscal management both in board members and support staff does introduce a potential for failure in proper investment handling.  It is recommended that a written policy regarding HLA investments be drafted and approved.  

Indicator #20: HLA has experienced a decent budget enhanced by member dues over many years. The association has been fortunate in not having a significant loss to the funds it has received. However, with the recreational properties that make up the association being a non essential asset for the owners, there is the potential that a major financial crisis could force owners to liquidate their holdings.  It is conceivable that a bank holding company could acquire these properties, and having no need to access the properties, not pay the annual dues. While this is the extreme circumstance, it is recognized that in light of the recent global financial troubles such an event could occur. It is recommended that HLA should develop a plan to identify actions to take in event that there is a loss of funding.

Indicator #23: HLA does not bond board members and volunteer staff who handle cash.  While HLA has not had an issue with the staff handling the financials, external CPA’s and reviewers would recommend that anyone who does so should be bonded.
Indicator #26: HLA has not performed an independent review of its financial statements by a CPA.  It is recommended that the need to do so should be discussed by the board at a time that the board deems suitable. 

Indicator #27: Should HLA elect to have a CPA do an independent review of its financial statement, this indicator would apply.

Indicator #31:  HLAs annual financial report to the members is a summarized version of the budget. For total fiscal transparency, it is recommended that the annual report include every expense within every budget area.
Indicator #32: With the regular turnover of HLA board members and volunteer staff that manage the financials for the association, it is advisable that some training on the accounting policies, procedures and standards used by HLA be provided.  This training could be documented and posted on the HLA web site, along with other relevant HLA financial information. 

Indicator Checklist
	Rating
*
	Indicator
	Met
	Needs
Work
	N/A

	C
	1. The organization follows accounting practices which conform to accepted standards. Additionally, the organization has a written fiscal policy and procedures manual and follows it.
	
	X
	

	C
	2. The organization has systems in place to provide the appropriate information needed by staff and board to make sound financial decisions and to fulfill Internal Revenue Service requirements.
	X
	
	

	R
	3. The organization prepares timely financial statements including the Balance Sheet [or statement of financial position) and Statement of Revenue and Expenses [or statement of financial activities!] which are clearly stated and useful for the board and staff.
	
	X
	

	R
	4. The organization prepares financial statements on a budget versus actual and/or comparative basis to achieve a better understanding of their finances.
	X
	
	

	C
	5. The organization develops an annual comprehensive operating budget which includes costs for all programs, management and fundraising and all sources of funding. This budget is reviewed and approved by the Board of Directors.
	X
	
	

	R
	6. The organization monitors unit costs of programs and services through the documentation of staff time and direct expenses and use of a process for allocation of management and general and fundraising expenses.
	X
	
	

	C
	7. The organization prepares cash flow projections.
	X
	
	

	R
	8. The organization periodically forecasts year-end revenues and expenses to assist in making sound management decisions during the year.
	X
	
	

	C
	9. The organization reconciles all cash accounts monthly.
	X
	
	

	C
	10. The organization has a review process to monitor that they are receiving appropriate and accurate financial information whether from a contracted service or internal processing.
	X
	
	

	C
	11. If the organization has billable contracts or other service income, procedures are established for the periodic billing, follow-up and collection of all accounts, and have the documentation that substantiates all billings.
	X
	
	

	C
	12. Contracts, purchase of service agreements and grant agreements are in writing and are reviewed by a staff member of the organization to monitor compliance with all stated conditions.
	
	X
	

	C
	13. Payroll is prepared following appropriate State and Federal regulations and organizational policy.
	
	X*
	

	C
	14. Persons and/or services employed on a contract basis meet all Federal requirements for this form of employment. 
	
	X
	

	C
	15. The organization has documented a set of internal controls, including the handling of cash and deposits, approval over spending and disbursements.
	
	X
	

	C
	16. The organization has a policy identifying authorized check signers and the number of signatures required on checks in excess of specified dollar amounts.
	X
	
	

	C
	17. All expenses of the organization are approved by a designated person before payment is made.
	
	X
	

	R
	18. The organization has a written policy related to investments.
	
	X
	

	R
	19. Capital needs are reviewed at least annually and priorities established.
	X
	
	

	R
	20. The organization has established a plan identifying actions to take in the event of a reduction or loss in funding.
	
	X
	

	R
	21. The organization has established, or is actively trying to develop, a reserve of funds to cover at least three months of operating expenses.
	X
	
	

	C
	22. The organization has suitable insurance coverage which is periodically reviewed to ensure the appropriate levels and types of coverage are in place.
	X
	
	

	R
	23. Employees, board members and volunteers who handle cash and investments are bonded to help assure the safeguarding of assets.
	
	X
	

	C
	24. The organization files IRS form 990's in a timely basis within prescribed time lines.
	X
	
	

	R
	25. The organization reviews income annually to determine and report unrelated business income to the IRS.
	X
	
	

	R
	26. The organization has an annual, independent review of their financial statements, prepared by a certified public accountant.
	
	X
	

	R
	27. In addition to the review, the CPA prepares a management letter containing recommendations for improvements in the financial operations of the organization.
	
	
	X

	R
	28. The Board of Directors, or an appropriate committee, is responsible for soliciting bids, interviewing reviewers and hiring a reviewer for the organization.
	X
	
	

	R
	29. The Board of Directors, or an appropriate committee, reviews and approves the review report and management letter and with staff input and support, institutes any necessary changes.
	
	
	X

	C
	30. The organization prepared annual report which includes financial statements, is made available to service recipients, volunteers, contributors, funders and other interested parties. 
	X
	
	

	R
	31. The organization prepared annual report is detailed enough to show the line item expenses that has been incurred for the fiscal year for each budgeted area.
	
	X
	

	A
	32. Training is made available for board and appropriate staff on relevant accounting topics and all appropriate persons are encouraged to participate in various training opportunities.
	
	X
	

	Indicators ratings: C=critical; R=recommended; A=additional to strengthen organizational activities 
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