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I. Background

Pursuant to §12-6-3(B), NMSA 1978, the District is subject to a mandatory annual audit as
a Special District with annual revenues of $500,000 or more.

Il. Purpose of Policy

Although not required by statute, establishment of an audit committee has been
recommended by the District Finance Committee as a procedural “best practice,” in order
to formalize control, communications and other responsibilities for managing the audit
process.

lll. Definitions

“CPA” means accountant certified in the State of New Mexico to practice public
accountancy.

“Financial Expert” means a person meeting the definition of the term as stated in the
Sarbanes-Oxley Act of 2002, with knowledge of generally accepted accounting
principles; financial statements; preparation of and auditing of financial statements;
accounting for estimates, accrual and reserves; internal accounting controls; and, audit
committee functions.

“GAAP” means “Generally Accepted Accounting Principles for state and local
governments,” as established by GASB.

“GAGAS” means “Generally Accepted Government Auditing Standards, as set by the
GAO.

“GAO” means the United States Government Accountability Office.

“GASB” means the United States Government Accounting Standards Board.

“IPA” means “Independent Public Accountant(s).”

“State Audit Rule” means the requirements for contracting and conducting audits of
agencies defined in §2.2.2 of the New Mexico Administrative Code (NMAC).

“State Procurement Code” means the requirements for conducting procurement of
goods and services defined in Chapter 13, Public Purchases and Property, §13-1-1
through §13-1-199, NMSA 1978

“Management” means the District’s Board of Directors.

“Financial Coordinator” means any individual or group of individuals providing
financial services such as accounting, bookkeeping, audit assistance or similar
contracted services.
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Iv.

VI.

VII.

Policy Statement

The Audit Advisory Committee (“Committee”) shall constitute a sub-committee of the
Finance Committee, with duties and responsibilities as set forth herein. The Committee
shall consist, at a minimum, of two directors appointed by the Board and the District
treasurer, if not a Board member. The General Manager and Financial Coordinator, while
not members of the Audit Committee, will be requested to attend committee meetings
under normal circumstances.

The Board shall appoint the Chair of the Committee. The Committee shall not undertake
formal action by vote or otherwise. It shall attempt to reach consensus on the tasks
described in Paragraph VII, and shall periodically report to the Board any relevant findings
and conclusions reached as a result of its work.

Qualifications for Audit Advisory Committee Service

Membership on the Committee is dependent upon the individual’s capacity to serve

productively as a committee member based on the following:

1. Broad experience in and knowledge of the audit process, financial accounting and the
District’s operations.

Facility in obtaining information by inquiry.
Commitment and time availability.

It is preferable that at least one member of the Committee qualify as a Financial Expert,
in order to provide the Committee with expertise required for oversight of the audit
process and critical review of the audit reports.

Organizational Structure and Audit Advisory Committee Meetings

The District issues a contract for audit services each year with a CPA firm on the New
Mexico State Auditor’s “Approved List”. The contracted certified public accountants (IPA)
shall report to the Committee and the District Board of Directors. The Committee shall
meet as deemed necessary by the Finance Committee or the Board, and may conduct
additional meetings as conditions warrant.

The Committee Chair shall prepare an agenda in advance of each meeting after
consultations with the District’s Treasurer and Financial Coordinator, or other individual
designated by the Board as either the Audit Coordinator or Controller. The Committee
Chair may elect to meet privately (that is, without the General Manager or Financial
Coordinator present) at least once annually with the IPA contracted to perform the
District’s annual audit, to discuss any matters that the Committee deems prudent.

Responsibilities

It is the function of the Committee to enable the members of the Board of Directors, with

reliance on the recommendations of the Committee, to discharge their fiduciary

responsibility to the District's rate and taxpayers. For this purpose, the Committee shall
have the following general duties and functions:

1. Review and monitor the financial controls and accounting procedures of the District
and recommend changes and improvements to those controls and procedures to the
Finance Committee for further action by the Board, if deemed necessary by the Finance
Committee, and report on the effectiveness of those changes.

2. Evaluate significant financial risks to the District and the steps management has taken
to monitor, control and report such exposures and make recommendations to the
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Finance Committee for changes and improvements to the District’s financial risk
management procedures and for further action by the Board, if deemed necessary by
the Finance Committee. The Committee shall report periodically on the effectiveness of
those procedures.

3. Review all audit reports, financial statements or other disclosures of financial condition
issued by the District, and determine whether the accounting policies and procedures
employed in connection with these reports are appropriate and in accordance with
GAAP, GAGAS, GASB and other applicable standards.

4. Meet with the District's [PA from time to time to review their findings with respect to
the IPA’s audits of the financial statements. No interaction with the IPA contracted to
perform the District's audit, or other IPA engaged by the District, that is prohibited by
the State Audit Rule or any subsequent or other ruling by any regulator or agency with
jurisdiction over the District will be permitted.

5. Review and make recommendations concerning inquiries from the IPA conducting the
District’s audits concerning related party transactions, risk of fraud or suspected fraud,
and integrity and ethical values of District management and personnel.

The State Audit Rule, pursuant to GAGAS 4.23, requires the District’s auditors to report any:

[S]ignificant deficiencies and material weaknesses in internal control; instances
of fraud and noncompliance with provisions of laws or regulations that have a
material effect on the audit and any other instances that warrant the attention of
those charged with governance, noncompliance with provisions of contracts or
grant agreements that has a material effect on the audit, and abuse that has a
material effect on the audit ...

Generally accepted practice by IPA contracted to conduct the District’s audits has been to submit
a questionnaire regarding ‘“Related Parties, Fraud and Integrity and Ethical Values” to the
District Board members and the Treasurer when not a Board member. Audit Committee
members other than Board members and the Treasurer will also receive a questionnaire and be
required to return it to the auditors. The General Manager and the Financial Coordinator will also
be required to complete the questionnaire.

The questionnaire is sent directly to the required respondents, and the completed questionnaires
are to be returned directly to the auditors. Independence of individuals providing responses is
assumed. Confidentiality of the questionnaires is provided for by the terms of engagement of the
IPA contracted to conduct the audit. Note however that the State Auditor or its designee, a
federal agency providing direct or indirect funding, or the GAO may order the disclosure of the
responses under certain circumstances. The Committee is responsible for ensuring that all
questionnaires sent out by the IPA to Board or Committee members are responded to in a timely

manner.

6. Review the auditors’ annual audit plan, scope, schedule, staffing, and reliance on
management, and make recommendations to management regarding the audit plan and
its components, as appropriate.

7. Review and make recommendations concerning the draft audit engagement letter.
8. Review and make recommendations concerning the draft management representation

letter.
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10.

11.

When IPA are contracted under the provisions of "small purchases of professional
services" as defined in the State Procurement Code (§13-1-125(B), NMSA 1978),
recommend approval or disapproval of any change of IPA contracted to provide audit
and related services to the District to the Board of Directors.

To ensure District compliance with §12-6-3(B), NMSA 1978, official communications
of a serious nature, such as notification that an audit will be submitted after the
deadline, shall be made by the Chair of the Committee. In the Chair's absence, the
responsibility will fall to the president of the Board of Directors, then to the District
Treasurer, and subsequently to "an individual who possesses a sufficient level of
authority and responsibility for the financial reporting process, such as the chief
financial officer.”

Review the adequacy and effectiveness of this policy at least once every other year or
as otherwise mandated by changes in NMSA 1978, §12-6-3(B), the State Audit Rule or
other applicable regulations, and make recommendations to the Board.

VIil. Relations with General Manager, Financial Coordinator, any other
accounting contractors, and Independent Public Accountants

1.

Although the General Manager and Financial Coordinator and any other accounting
contractors are not designated as members of the Committee, their attendance at the
Committee’s meetings will be customary.

The General Manager and Financial Coordinator shall report on District administrative
operations as they pertain to financial controls. The Financial Coordinator, or other
individual designated by the Board as either the Audit Coordinator or Controller, shall
coordinate the activities of the IPA with management, the Committee and the Board as
the audits are conducted. This arrangement is intended to assure good communication
among the General Manager, the Financial Coordinator or other individual designated
by the Board and the [PA without impairing the independence of the Committee.

IX. Communications Standards

1.

The Audit Committee shall prepare and approve notes of all Committee meetings for
distribution to the Board.

The IPA shall meet with the Committee not less than once annually to review material

presented in the audit reports. Normally, this will take place during the audit exit
conference.

The IPA shall provide the Committee, in written form, a report of all findings regarding
the District's financial controls. Reports shall be prepared in a narrative format.

Findings of the IPA shall be submitted no later than 72 hours before the exit
conference.

The Committee shall plan and monitor corrective actions and submit a written report
and recommendations to the Board within 30 days of publication of the management
approved audit report.

Policy #P14-1-01 is rescinded and replaced by Policy #P15-06-01
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