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John F. Bennett, President 

Panoche Water District 

52027 W Althea Ave 

Firebaugh, CA  93622 

 

Dear Mr. Bennett: 

 

Enclosed is the report of the State Controller’s Office review of the Panoche Water District’s 

administrative and internal accounting controls. The review was conducted to assess the adequacy of 

the district’s controls for safeguarding assets and ensuring proper use of public funds. 

 

Our review found several instances of possible violations of Government Code section 8314 and 

Penal Code section 424 as well as weaknesses in the district’s accounting and administrative 

controls system. We also noted numerous deficiencies described in the Findings and 

Recommendations section of our report. 

 

As a part of the review, we assessed various aspects of the district’s internal control components 

and elements based on the guidelines established by the Government Accountability Office’s 

Internal Control Management and Evaluation Tool. Of the 79 control elements evaluated 

pertaining to internal control components, we found 59, or 76%, that were considered 

inadequate, and one control element that was not applicable. 

 

The results of our review and evaluation of the elements of internal control are included in this 

report as an Appendix. Our assessments of the elements were based on the conditions that existed 

during our review period of fiscal year (FY) 2013-14 and FY 2014-15. 

 

It should be noted that the district has taken substantial corrective actions and continues to make 

efforts to enhance its administrative and internal accounting controls. Therefore, the district should 

be commended for taking these matters seriously and being proactive in resolving the noted 

deficiencies. We would like to express our thanks to district staff and management, who were 

extremely helpful throughout our review process.



 

John F. Bennett, President -2- January 31, 2017 
 
 

 

As always, my staff and I are available to address your questions. You may contact Efren Loste, 

Interim Chief, Local Government Audits Bureau, by telephone at (916) 324-7226, or by e-mail at 

eloste@sco.ca.gov. 

 

Sincerely, 

 
Original signed by 

 

JEFFREY V. BROWNFIELD, CPA 

Chief, Division of Audits 

 

JVB/rg 
 

cc: Dennis Falaschi, General Manager 

  Panoche Water District 

 Julie Cascia, Office Manager 

  Panoche Water District 

 Suzanne Redfern-West, Vice-President 

  Panoche Water District 

 Michael Stearns, Secretary 

  Panoche Water District 

 Ross Koda, Director 

  Panoche Water District 

 Michael Linneman, Director 

  Panoche Water District 

 George Lolas, Chief Operating Officer 

  State Controller’s Office 

 Efren Loste, Interim Bureau Chief 

  Division of Audits 

  State Controller’s Office 
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Review Report 
 

The State Controller’s Office (SCO) reviewed the Panoche Water District’s 

system of administrative and internal accounting controls for the period of 

March 1, 2013, through February 28, 2015 (fiscal year [FY] 2013-14 and 

FY 2014-15). We expanded our testing as necessary to include current 

and/or prior-period transactions to follow up on issues identified through our 

interviews of district officials and through our review of the independent 

auditors’ reports and other audit reports. 
 

The review was conducted under Government Code section 12410, which 

requires the Controller to “… superintend the fiscal concerns of the state. 

The Controller shall audit all claims against the state, and may audit the 

disbursement of any state money, for correctness, legality, and for sufficient 

provisions of law for payment.” 
 

Our review included an analysis of the administrative and financial internal 

controls and fiscal management practices. This included assessing the 

impact of allegations of wrongdoing by district officials and any findings on 

selected local, state, and federal programs administered by the district. 
 

This report presents the results of findings and conclusions reached in our 

review of the district’s administrative and internal accounting controls 

system. 
 

 

The Panoche Water District is a California Water District organized in 1950 

under California Water Code Section 34000, et seq., by election of its 

landowners and validation by the Fresno County Superior Court. The district 

is comprised of approximately 38,000 gross acres in western Merced and 

Fresno Counties with approximately 63 landowners and 62 farming entities. 

The district is governed by a five-person Board of Directors comprised of 

landowners. 
 

The district’s primary purpose is to provide water for irrigation and to own, 

operate, and maintain a conveyance system to deliver water to irrigation 

water users. The district also delivers a small amount of municipal and 

industrial water incidental to irrigation and is responsible for addressing 

drainage generated by the irrigation. The district does not provide water to 

any cities, and there are no municipalities within its boundaries. The closest 

communities are the cities of Los Banos, approximately 17 miles to the 

north; Dos Palos, approximately 12 miles to the north; and Firebaugh, 

approximately 15 miles to the east. 
 

The district also provides administrative, operation, and maintenance 

services to several neighboring or sister small agencies. These include:   

 Panoche Drainage District 

 Pacheco Water District 

 Mercy Springs Water District 

 Charleston Drainage District 

 

Introduction 

Background 
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Our review objective was to evaluate the district’s system of administrative 

and internal accounting controls to ensure: 

 Effectiveness and efficiency of operations 

 Reliability of financial reporting 

 Compliance with applicable laws and regulations 

 Adequate safeguarding of public resources 

 

We reviewed the district’s system of administrative and internal accounting 

controls for the period of March 1, 2013, through February 28, 2015.  

 

To accomplish our objective, we: 

 Evaluated the district’s formal written internal policies and procedures 

 Conducted interviews with district employees and observed the district’s 

business operations for the purpose of evaluating district-wide 

administrative and internal accounting controls 

 Reviewed  the  district’s  documentation and supporting financial 

records 

 On a limited basis, performed tests of transactions to ensure adherence 

with prescribed policies and procedures and to validate and test the 

effectiveness of controls 

 Assessed various aspects of the district’s internal control components 

and elements based on the guidelines established by the Government 

Accountability Office’s (GAO) Internal Control Management and 

Evaluation Tool 

 

 

We found several activities that appear to be outside the scope of the 

district’s authority and which appear to violate Government Code 

section  8314 and Penal Code section 424, as well as weaknesses in the 

district’s administrative and internal accounting controls system, resulting in 

numerous findings that should be addressed and corrected by the district.  

 

These findings include: 

 Management issued personal loans to employees, despite the 

o lack of legal authority to make such loans; 

o lack of policies and procedures regarding loans; 

o inconsistent processing of the loans; and 

o erroneous accounts receivable and questionable loan 

reimbursements. 

 Employees used district-issued credit cards for personal expenses, 

despite the 

o lack of legal authority authorizing the personal use of the credit 

cards; 

Objectives, Scope, 

and Methodology 

Conclusion 
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o non-compliance of written policies and procedures; 

o lack of supporting documentation; 

o lack of segregation of duties; and  

o lack of evidence of Board of Directors’ approval of credit card 

payments. 

 Lack of adequate controls over employee fringe benefits, such as 

o employee housing; 

o use of district vehicles; and 

o district-paid rent checks and utility payments. 

 Significant deficiencies over fiscal functions. For instance, 

o bank reconciliations were not prepared and reviewed in a timely 

manner; 

o the district did not retain contracts and agreements with its 

vendors; and  

o there is a lack of segregation of duties for accounts payable, 

payroll, and credit cards. 

 Lack of written policies and procedures 

 Inadequate controls over hiring, training, and promoting, due to a lack 

of 

o employment agreements; 

o training policies; and 

o transparency over promotions. 

 Overtime pay based on the management’s estimate instead of actual 

hours 

 Incomplete recordkeeping of the district’s meeting minutes 

 

As part of our review, we assessed various aspects of the district’s internal 

control components and elements based on the guidelines established by the 

GAO’s Internal Control Management and Evaluation Tool. Of the 79 control 

elements evaluated pertaining to internal control components, we found 59 

(76%) for which controls were considered to be inadequate, and one control 

element that was considered not applicable. The results of our review and 

evaluation of elements of internal control are included in this report as an 

Appendix. 

 

In light of the apparent violations of Government Code section 8314 and 

Penal Code section 424, the findings will be referred to the Attorney General 

for further consideration. Moreover, the district should develop a 

comprehensive corrective action plan to address these deficiencies. The plan 

should identify the tasks to be performed, as well as milestones and timelines 

for completion. The Board of Directors should require periodic updates at 

public meetings of the progress in implementing the corrective action plan. 
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We issued a draft report on December 7, 2016. John Bennett, Board 

President, responded by email on January 5, 2017, and in a letter postmarked 

January 5, 2017. Dennis Falaschi, General Manager, followed up with a 

correction to the above-mentioned correspondence in a letter postmarked 

January 6, 2017. The district has taken substantial corrective actions and 

continues to make efforts to enhance its administrative and internal 

accounting controls. The district’s response is included in this final review 

report as an attachment. 

 

The following comments are provided to address the concerns the district 

had with the time to respond to the issued draft report and the GAO’s Internal 

Control and Management Evaluation Tool inclusion in the final audit report.  
 

Response Time 
 

District’s Comments 
 

The District was provided a very short timeline to respond to the Draft 

Report. The district’s request for an extension until January 31, 2017 was 

denied and instead, an extension was granted from December 24, 2016 to 

January 6, 2017.   

 

SCO’s Comments 
 

The district received the standard response time of 15 days the SCO provides 

an audited entity. The SCO accommodated the district’s request for 

additional response time by extending the response time from December 24, 

2016, to January 6, 2017.  
 

GAO’s Internal Control Management and Evaluation Tool  
 

District’s Comments 
 

The district requests that the Government Accountability Office’s Internal 

Control Management and Evaluation Tool be deleted from the final report. 

The Evaluation Tool as applied did not appear to be significantly tailored 

per State guidance to appropriately fit a small water district located in a 

rural area with very limited administrative personnel, resulting in a harsh, 

and the District believes, an inequitable checklist evaluation. 

 

SCO’s Comments 

 

The evaluation tool from the final report serves as a guideline for 

administrative and internal accounting controls. The SCO uses the same 

evaluation tool on all of its administrative and internal accounting control 

reviews of local government agencies, regardless of size. Every entity varies 

in size and operation, and in meeting the objectives of the GAO’s Internal 

Control Management and Evaluation Tool may implement other methods, 

including forms of compensating controls.  

 

 

 

 

 

 

Views of 

Responsible 

Officials  
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This report is solely for the information and use of the Panoche Water 

District and the SCO; it is not intended to be and should not be used by 

anyone other than these parties. This restriction is not intended to limit 

distribution of this report, which is a matter of public record. 

 

 

Original signed by 

 

 

JEFFREY V. BROWNFIELD, CPA 

Chief, Division of Audits 

January 31, 2017 

 

 

Restricted Use 
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Findings and Recommendations 
 

The Panoche Water District issued personal loans to employees, using 

district money. There does not appear to be any legal authority authorizing 

the district to use public resources to make interest-free personal loans to 

employees. Additionally, the district’s approval, issuance, and accounting of 

the loans are questionable. 
 

Government Code section 8314 provides in relevant part: 

(a) It is unlawful for any elected state or local officer, including any state 

or local appointee, employee, or consultant, to use or permit others to 

use public resources for…personal or other purposes which are not 

authorized by law. 

(b) For purposes of this section: 

(1) ‘Personal purpose’ means those activities the purpose of which is 

for personal enjoyment, private gain or advantage, or an outside 

endeavor not related to state business… 

(3) ‘Public resources’ means any property or asset owned by the state 

or any local agency, including, but not limited to, land, buildings, 

facilities, funds, equipment, supplies, telephones, computers, 

vehicles, travel, and state-compensated time. 

 

Penal Code section 424 provides in relevant part: 

(a) Each officer of this state, or of any county, city, town, or district of this 

state, and every other person charged with the receipt, safekeeping, 

transfer, or disbursement of public moneys, who either: 

1. Without authority of law, appropriates the same, or any portion 

thereof, to his or her own use, or to the use of another; or, 

2. Loans the same or any portion thereof; makes any profit out of, or 

uses the same for any purpose not authorized by law;…Is 

punishable by imprisonment in the state prison for two, three, or 

four years, and is disqualified from holding any office in this state. 

(b) As used in this section, "public moneys" includes the proceeds derived 

from the sale of bonds or other evidence or indebtedness authorized 

by the legislative body of any city, county, district, or public agency.  

 

The district’s practice of appropriating public money for the purposes of 

making personal loans to employees is a possible violation of Government 

Code section 8314 and Penal Code section 424. 
 

According to the district, when an employee needs a personal loan, the 

employee submits a request to the district’s General Manager. The General 

Manager approves and notifies the Payroll Clerk to issue the check through 

the payroll system. In certain cases, management issues the check through 

the accounts payable process. The district gives the employee a “Payroll 

Deduction Authorization Letter” to sign, which authorizes the district to 

deduct a portion of his or her gross earnings as a loan payment per pay 

period, bi-weekly. The loan amount and bi-weekly payroll deduction are 

recorded and tracked within the general ledger under accounts receivable for 

each employee. 

FINDING 1— 

Management 

issued personal 

loans to employees 
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We expanded our review period to include FY 2012-13 and FY 2016-17 and 

selected 16 loan samples for a total of $86,084.88. According to the district’s 

accounts receivable records, the loan amounts ranged from $700 to 

$31,142.84. As of July 31, 2016, $51,325.63 in loans are still outstanding.  

 

We found the following internal control issues regarding the employee 

loans: 

 Lack of policies and procedures 

The district did not have complete written policies and procedures on 

how to process employee loans, amount limits, interest charged, and 

payback period.  

o There was no record that the Board of Directors approved of any 

individual loan or the practice of offering employee loans. We also 

could not find evidence that the Board delegated the authority to 

issue loans to district management.  

o The district gave interest-free loans to employees. 

o The district did not have a process for loan repayments. The district 

required employees to sign a “Payroll Deduction Authorization 

Letter” to allow the district to deduct $50 to $500 per month from 

the employees’ paychecks. However, the repayment term agreement 

was lacking. There was no process in place for loan repayment in a 

timely manner and for employees who left the district. For example, 

the district paid $30,142.84 in personal bills for an employee and set 

up a loan payment plan of $50 per bi-weekly pay period. At this rate, 

it would take over 23 years to completely pay it off. If the employee 

separated from the district, it could be difficult to collect the debt. 

o The district did not have formal written loan agreements. In many 

cases, the “Payroll Deduction Authorization Letter” did not show 

management approval and served solely as a way to recover a loan 

that had no record of proper approval.  

 Inconsistent processing of the loans 

o The district processed some employee loans through payroll as a 

form of compensation instead of recognizing them as loans. The 

district also withheld and paid payroll taxes on the employee loans 

including Federal Insurance Contributions Act (FICA), Medicare, 

and California State Disability Insurance (CA SDI). For example, 

during FY 2014-15, an employee requested a $1,500 (net amount) 

personal loan. The district issued the loan in the form of a payroll 

check. The payroll check dated October 2, 2014 shows gross 

earnings of $1,812.61 and net earnings of $1,500 after total 

deductions of $312.61: $131.89 Federal Withholding, 

$112.38 FICA, $26.28 Medicare, $23.93 CA State Withholding, 

and $18.13 CA SDI.  

o Some loans were a result of the district paying for employees’ 

personal bills. Most loans were processed through payroll but in the 

few instances in which they were processed through its vendor 

payment process, management overrode its established control and 

signed the check. Typically, the Board is responsible for manually 
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signing all except payroll checks. Loan checks were some of the few 

checks that bypassed the Board’s manual signature. By 

circumventing this control, management prevented the Board from 

reviewing the check. For example, the district loaned $20,882.79 to 

an employee by paying his bill on October 15, 2014. The district did 

not process the loan through payroll but instead processed it as a tax 

payment and improperly recorded it as a district-related tax bill.  

 Erroneous Accounts Receivable and questionable loan reimbursements 

o The district recorded and collected reimbursement for employee 

loans less than the actual cost of the loans. For example, on August 

27, 2012, the district gave an employee a $3,500 personal loan but 

the total cost of the loan was $5,585.22 including payroll taxes 

($3,500 + $2,085.22). The district only recognized and required the 

employee to pay back $3,500 (net) instead of $5,585.22 (gross).  

o The district did not record and collect loan payments in a timely 

manner. For example, the district loaned $20,882.79 to an employee 

by paying off his bill on October 15, 2014, but the district did not 

record it in an account receivable until February 10, 2016, 16 months 

later.  

o The district increased employees’ salaries by amounts that matched 

their loan payments. For example, in the case of the $20,882.79 loan, 

the district increased the employee’s salary by $715.81, from 

$2,708.02 to $3,423.83, on February 26, 2016. Concurrently, the 

employee started a $500 payroll deduction for the loan payments. 

The district claimed the pay raise was based on merit but could not 

provide any supporting documentation to justify the raise. 

 

The Panoche Water District gave interest-free loans that appear to be in 

violation of Government Code section 8314 and Penal Code section 424. 

Moreover, such loans did not seem to serve in the best interest of the 

district’s mission and goals.  

 

Recommendation 

 

The district should stop issuing employee loans and should take immediate 

action to recover any outstanding loans. 

 

District’s Response 

 
Status: The recommendation under this finding has already been fully 

implemented.  

 

On August 8, 2016, the Board of Directors of the District adopted a formal, 

written policy prohibiting loans to any persons, including employees, 

except as authorized by law. See Tab 4. On September 13, 2016 the Policy 

was incorporated into the Reasonable Expense Reimbursement/Use of 

Public Resources Policy Statement (“Reimbursement/Resources Policy”). 

See Tab 5.   

 

The no-loan policy is also included in the Employee Handbook adopted by 

the Board on September 13, 2016 and updated on December 13, 2016 

(“Employee Handbook”). See Tab 6. Employee training on the Reasonable 
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Expense Reimbursement/Use of Public Funds Policy was conducted by 

special counsel Christopher Brown of Dowling Aaron, Inc., a Fresno-based 

law firm. The Employee Handbook has been distributed and signed 

acknowledgments have been collected from all District employees. 

Training on the Handbook by the Districts’ special counsel for labor issues 

commenced on December 14, 2016 and is ongoing. 

 

Following the August 9, 2016, Board Meeting, and acting under its adopted 

Loan Policy, District management met with and arranged repayment of 

employee loans and has documentation showing that all such loans have 

been repaid, except for one, reducing the total balance of outstanding loans 

from the $51,325.64 in the Draft Report to $25,992.84 (a single loan) by 

December 31. The only individual with the outstanding balance has been 

subject to payroll deductions, and commencing in January 2017, is 

executing a written repayment agreement, including an increased salary 

deduction authorization and an acknowledgement that in the event the 

employee leaves District employment, the payment obligation remains 

enforceable by the District by all legal means and that the employee will 

not to seek to discharge the loan balance owed to the District. While the 

District has sought immediate repayment, the employee is a key operator 

of the District’s system, who incurred this significant debt to provide for 

his wife’s critical medical treatment. Either discharge from employment or 

demand for and attempted enforcement of immediate repayment is 

expected to cause the employee to declare bankruptcy and therefore does 

not appear to be in the best interest of the District. 

 

Please note that Management, in authorizing employee loans, believed in 

good faith that employee loans served to retain qualified personnel who 

were facing personal financial crises, and that this served the District’s 

interest in maintaining such experienced and qualified employees in its 

workforce and was within the District’s authority and powers. 

 

SCO’s Comments 

 

The district has implemented our recommendation. The finding remains as 

stated.  

 

 

The district has ten credit cards for use by its employees, with credit limits 

ranging from $5,000 to $25,000, for a total credit limit of $75,000. From 

FY 2013-14 to 2014-15, the district used credit cards for a total of $478,973, 

of which $37,468 (7.8%) was identified by the district as non-business-

related (personal) and was charged to employees for reimbursement.  

Government Code section 8314 provides in relevant part: 

(a) It is unlawful for any elected state or local officer, including any state 

or local appointee, employee, or consultant, to use or permit others to 

use public resources for…personal or other purposes which are not 

authorized by law. 

(b) For purposes of this section: 

(1) ‘Personal purpose’ means those activities the purpose of which is 

for personal enjoyment, private gain or advantage, or an outside 

endeavor not related to state business… 

(3) ‘Public resources’ means any property or asset owned by the state 

or any local agency, including, but not limited to, land, buildings, 

FINDING 2— 

Employees used 

district-issued 

credit cards for 

personal expenses 
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facilities, funds, equipment, supplies, telephones, computers, 

vehicles, travel, and state-compensated time. 

 

Penal Code section 424 provides in relevant part: 

(a) Each officer of this state, or of any county, city, town, or district of this 

state, and every other person charged with the receipt, safekeeping, 

transfer, or disbursement of public moneys, who either: 

1. Without authority of law, appropriates the same, or any portion 

thereof, to his or her own use, or to the use of another; or, 

2. Loans the same or any portion thereof; makes any profit out of, or 

uses the same for any purpose not authorized by law;…Is 

punishable by imprisonment in the state prison for two, three, or 

four years, and is disqualified from holding any office in this state. 

(b) As used in this section, "public moneys" includes the proceeds derived 

from the sale of bonds or other evidence or indebtedness authorized 

by the legislative body of any city, county, district, or public agency. 

 

Moreover, in addition to possible violations of Government Code section 

8314 and Penal Code section 424, the district has many internal control 

problems associated with credit cards, such as employee use of district-

issued credit cards for personal expenses, employee failure to comply with 

its written policies and procedures, a lack of supporting documentation, and 

a lack of segregation of duties. 

 District credit cards used for personal expenses 

The district’s management and employees improperly charged personal 

expenses to the district credit cards. Following are examples of personal 

expenses that were identified by the district and noted as personal 

expenses on its credit card statements: 

o Goods from Amazon, Dr. Jays, Finish Line, Ralph Lauren, Nike, 

Cliff Keen Athletic, H&M, Adidas, Honig’s Sports Wear, 

Footlocker, Sports Authority, Sunglass Hut, JCPenney, Levi’s, and 

Macy’s 

o Tickets for sporting events such as Oakland A’s and Oakland 

Raiders games 

o Tickets for Katy Perry concert purchased through Vivid Seats and 

Ticketmaster  

o Flights to Maui, Hawaii, and Las Vegas, Nevada 

o A Bahia Hotel stay in San Diego, California 

 

The district paid the credit card balances in full, including personal and 

business expenses. Management reviewed the credit card statements and 

billed employees for personal expenses charged. Management did not 

reprimand employees for misusing the credit cards; on the contrary, this 

practice was not only tolerated but deemed acceptable by management.  

 

Employees did not reimburse the district in a timely manner. In many 

instances, employees were not charged for personal expenses until many 

months after the district paid off the credit card balance. There were cases in 

which employees did not reimburse the district until months or years after 
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making charges. For example, an employee did not pay for May 2011 

expenses until February 24, 2014.  

 

In reviewing the credit card transactions, we could not distinguish between 

personal and business expenses because the district did not maintain receipts 

and descriptions for the charges. The $37,468 in personal expenses were 

identified by the district but we were not able to verify most of them without 

receipts and descriptions.  

 

We also noticed two instances of personal expenses charged to a district 

credit card that were reimbursed by a vendor and a district farmer who is a 

customer. Season tickets to Oakland Raiders and Oakland A’s games were 

purchased with the General Manager’s district-issued credit card, labeled as 

personal expenses, and subsequently billed and reimbursed by a vendor, 

Alan Sagouspe, and a customer. The Raiders tickets totaled $3,520 and the 

A’s tickets totaled $1,609. It is questionable why the district would have 

transactions unrelated to its activities.  

 Non-compliance of written policies and procedures 

The district failed to comply with its written credit card draft policies 

and procedures, which required management to preapprove purchases 

exceeding $200, disallowed personal expenses, established disciplinary 

actions for noncompliance, and required receipts and descriptions to 

substantiate charges.  

Without proper monitoring and evaluation, the district failed to enforce 

its own policies and procedures.  

According to district policy, employees cannot use credit cards for 

personal expenses and must submit receipts and descriptions for all 

charges. If an employee violated this policy, the employee would be 

responsible for the charges and punished for the transgression. 

According to the district’s credit card policy: 

Any credit card Panoche Water District issued to an employee must be 

used for business purposes only, and for purposes in conjunction with 

the employee’s job duties. Employees with such credit cards shall not 

use them for any non-business purpose. Non-business purchases are 

considered any purchases that are not for the benefit of the Company. 

If any employee uses a company credit card for a personal purchase in 

violation of this policy. [sic] In addition to financial responsibility and 

liability any purchases an employee makes with a company credit card 

in violation of this policy will result in disciplinary action, up to and 

possibly including termination of employment. 

In reality, employees were not disciplined for charging personal 

expenses.  

The district’s record-retention policy requires it to retain documentation 

for a minimum of two years; however, the district did not have receipts 

to substantiate credit card expenses for nearly all of FY 2014-15. 

Management representatives claimed they needed to organize the 

documentation and believed they did not need to keep original receipts 
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for their personal and business-related purchases, contrary to the 

districts own written policies and procedures. 

 Lack of supporting documentation 

During half of FY 2013-14 and the entirety of FY 2014-15, the district 

did not have supporting documentation such as original receipts, pre-

approved purchase orders, invoices, or descriptions substantiating credit 

card expenses. As discussed by management, the district purged its 

supporting documentation for FY 2014-15. Coincidentally, in the same 

year the documentation was purged, employees increased their personal 

spending from $13,185.06 in FY 2013-14 to $24,282.63 in FY 2014-15.  

Receipts are necessary to verify and support whether the expenses 

charged on the credit cards are business-related. Without reviewing 

receipts and descriptions for the charges, we were unable to determine 

how much of the $478,973 in expenses was personal or business-related 

and could not determine if the $37,468 identified by the district as 

personal included all personal charges. Due to the district’s inadequate 

controls, it is highly likely that personal charges were paid for with 

district funds.  

In the few instances in which the district provided us receipts for review, 

a description was usually absent to justify the expense. 

 Lack of segregation of duties 

The district lacked adequate segregation of duties over credit card 

processing. A single employee had the authority to issue credit cards, 

approve expenses, make purchases, make entries in the general ledger, 

code and classify the expenses, review receipts and credit card 

statements, pay credit cards online, and create invoices to employees for 

personal expenses.  

In sum, a single employee had virtually complete control over credit card 

processing.  

 Lack of evidence of Board of Directors’ approval of credit card 

payments 

Credit card payments were not processed through accounts payable. Per 

the district’s own payment processing policies and procedures, vendors 

are paid with checks manually signed by a Board Director and stamped 

with a facsimile signature. Management circumvented this critical 

oversight control when it paid credit card bills online without the Board 

of Directors’ involvement and approval. 

 

Recommendation 

 

The district should enforce its own credit card policies and procedures and 

not allow employees to use the credit cards for personal expenses. 

Management should regularly monitor and evaluate whether controls are 

present and effective.  

 

It is management’s responsibility to establish proper controls over the credit 

card activities to ensure that credit card payments are made for legitimate 
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district purposes, and to reduce the risk of fraudulent activity and errors. 

Proper controls are ineffective if not properly monitored and enforced.  

 

The district should ensure proper segregation of duties over credit card 

processing. Without adequate segregation of duties, the district is vulnerable 

to fraudulent activity and errors.  
 

Regarding personal expenses already charged, the district should make a 

concerted effort to obtain reimbursement from the employees.  
 

District’s Response 

 
Status: The recommendation under this finding already has been partially 

implemented and efforts are ongoing.  

 

On September 15, 2015, the Board provided direction to Management that 

any personal use of District credit cards must cease, and any past use must 

be fully reimbursed. The policy was explained to employees and 

reimbursement for past use for personal expense has been received, 

documented and fully implemented. 

 

A formal credit card policy including a prohibition on personal use was 

adopted by the Board on August 9, 2016 and was included in the Expense/ 

Resources Policy adopted on September 13, 2016. See Tabs 2 and 5. The 

number of card holders and credit limits were significantly reduced. The 

prohibition on use of District credit cards for personal use also is included 

in the Employee Handbook adopted by the Board on September 13, 2016.  

Employee training on the credit card policy and the overall 

Expense/Resources Policy was conducted by special counsel Christopher 

Brown. The credit card policy requires that receipts for credit card 

purchases must be retained and documented to show the District purpose 

and be submitted to allow for expenditure verification within 5 days, and 

then reported on a monthly credit card expense report.  The policy specifies 

that receipts will be retained by the District and requires monthly audits by 

a rotating member of the Board of Directors. The policy includes sanctions 

for violations. A further Credit Card Review Procedure with details on the 

Director Review process was approved by the Board on October 11, 2016 

and updated on December 13, 2016. See Tab 3. The Board now receives a 

report from the reviewing Director at every Board meeting, as a standing 

item. 

 

With regard to “Lack of segregation of duties,” the District is working with 

its independent auditing firm to establish procedures and segregate 

functions to the maximum reasonably achievable given the limited 

personnel for the District. Interim steps taken include that the formal credit 

card policy approved by the Board of Directors specifies the authorized to 

hold District credit cards and the card dollar limits, so that “issuance” of 

cards by management is not a discretionary action. A Purchasing Agent has 

been designated to make credit card purchases. Staff review of the expense 

reports is conducted by one employee and payments are made by a separate 

payroll clerk. Completion of the procedure and segregation is expected at 

or near March 1, 2017. 

 

Noteworthy is that the Draft Report cites “District failure to comply with 

its own written credit card procedures.” This statement is not correct 

because the referenced credit card procedure:  1) was an administrative 

draft that was never formally adopted; 2) does not match the terms of the 
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adopted Policy, and 3) was not in place when personal credit card use 

occurred.   

 

Equally noteworthy, the District does not agree that all of the examples of 

personal expenses listed under District credit cards were used for personal 

expenses, as the District has documentation that some of these expenses 

were for District purposes. These two instances are the types of issues that 

we believe could have been clarified by SCO staff conferring with the 

District once the actual findings were presented to the District, but that 

conference was not provided. 

 

SCO’s Comments 

 

The district is in the process of implementing our recommendations.  

 

Regarding the district’s written credit card procedures, the district provided 

us a draft form of “Panoche Water District Credit Card Usage Policy” during 

field work and stated that it was the in-house policy it followed prior to 

formal approval by the Board of Directors. Regardless of whether this policy 

was in draft form or not, district management and employees should not have 

used district credit cards for personal expenses.  

 

We have modified the finding to clarify the draft state of the policy.  

 

The district did not agree that all of the examples of personal expenses listed 

in the finding were personal in nature, but according to the district’s credit 

card statements, the district coded the noted examples as personal expenses 

and charged these expenses to employees.  

 

We have modified the finding to clarify how we identified personal 

expenses.  

 
 

The Panoche Water District lacked many controls over employee fringe 

benefits, such as written policies and procedures, supporting documentation, 

and oversight. 

Government Code section 8314 provides in relevant part: 

(a) It is unlawful for any elected state or local officer, including any state 

or local appointee, employee, or consultant, to use or permit others to 

use public resources for…personal or other purposes which are not 

authorized by law. 

(b) For purposes of this section: 

(1) ‘Personal purpose’ means those activities the purpose of which is 

for personal enjoyment, private gain or advantage, or an outside 

endeavor not related to state business… 

(3) ‘Public resources’ means any property or asset owned by the state 

or any local agency, including, but not limited to, land, buildings, 

facilities, funds, equipment, supplies, telephones, computers, 

vehicles, travel, and state-compensated time. 
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Penal Code section 424 provides in relevant part: 

(a) Each officer of this state, or of any county, city, town, or district of this 

state, and every other person charged with the receipt, safekeeping, 

transfer, or disbursement of public moneys, who either: 

1. Without authority of law, appropriates the same, or any portion 

thereof, to his or her own use, or to the use of another; or, 

2. Loans the same or any portion thereof; makes any profit out of, or 

uses the same for any purpose not authorized by law;…Is 

punishable by imprisonment in the state prison for two, three, or 

four years, and is disqualified from holding any office in this state. 

(b) As used in this section, "public moneys" includes the proceeds derived 

from the sale of bonds or other evidence or indebtedness authorized 

by the legislative body of any city, county, district, or public agency. 

 Employee housing 

The district provided free housing for six employees, including the 

General Manager, the Risk Controller, and various maintenance 

workers. The district did not consider the housing as compensation and, 

therefore, did not subject the value of the lodging to payroll taxes.   

The district did not maintain supporting documentation to justify its 

treatment of the lodging benefit. There were also no written employment 

agreements provided to show that the district had required employees to 

live on its premises as a condition of employment. The district stated 

that five of the six employees were required to live on its premises and 

that it communicated this requirement verbally. 

The district required employees who lived in a district-furnished home 

to sign a housing agreement between the employee and management, 

except for the Risk Controller, which is an administrative human 

resources position; the Risk Controller lives with a family member who 

is also employed by the district as a maintenance worker. The housing 

agreements did not state why employees were allowed to live in 

furnished lodgings provided by the district nor did it explicitly require 

any employee to live on-site.  

In addition, the General Manager, who has lived in a district-furnished 

house since March 1992, signed his housing agreement as a 

representative of district management and as an employee. In essence, 

he authorized himself to live there. The district did not provide any 

written evidence to show that the Board of Directors approved of the 

General Manager’s housing arrangement.  

 Use of district vehicles 

The district provided unmarked vehicles to various full-time employees 

to commute from home to work on a daily basis. We noted that the 

district had approximately 50 vehicles assigned to employees. The 

district stated that this was part of the fringe benefits package for full-

time employees. The district also stated that employees were allowed to 

take vehicles home if they received verbal approval from the General 

Manager.  
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The vehicles may be vulnerable for personal use because the district 

lacked policies and procedures for the use of the district vehicles and did 

not implement counter-measures to deter employees from personal 

usage. 

 District-paid rent checks and utility payments 

The district offered rent checks and utility payments to employees in 

addition to their wages. We noted that the district issued extra payroll 

checks to two employees twice a month for a total of $1,200 per month 

per employee. Three additional employees received this rent benefit 

within their normal salary paychecks and did not receive separate checks 

solely for rent. Their amounts ranged from $700 to $1,000 per month; 

however, we could not verify these amounts because there was no 

supporting documentation. Altogether, during calendar years 2014 and 

2015, the district paid $115,200 after payroll taxes. 

The district had no written employee agreements showing that rent or 

utility payments were a part of the fringe benefits package. The district 

stated that the rent and utility payments were a part of its fringe benefits 

package and helped to retain competent employees. We found no written 

evidence that the Board of Directors approved for these extra fringe 

benefits. It appears management verbally approved these arrangements. 

It is not clear whether these employees were required to live nearby to 

perform their duties. We also found no written record that the district 

required employees to show proof of housing for the rent checks.  

Without written policies and procedures, we could not determine the 

methodology management used to calculate the amounts given, or how 

management decided which employees were eligible. The process is not 

transparent and we could not conclude if it was applied fairly and 

objectively to all employees. For example, we found employees with the 

same job description but different benefits packages. With regards to 

utility payments, we found a record of an employee who lived in a 

district-provided home and received additional utility payments, while 

other employees, who also lived in a district-provided home, did not 

receive this fringe benefit. And with regards to rent checks, we could not 

determine why certain employees with the same job description received 

checks and others did not. Even the mechanism of delivery was 

different: three employees received a separate check while two received 

the money as part of their normal salary. 

According to district management, it is an arduous process to increase 

salaries across the board, so management adopted this tactic to offer a 

more generous compensation package to retain employees without 

technically raising salaries by obtaining formal approval from the Board 

of Directors. 

Without adequate controls such as written policies and procedures, 

supporting documentation, and proper oversight for fringe benefits, the 

district could potentially inherit the risks for favoritism and misuse of 

public funds.        
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Recommendation 
 

The district’s “fringe benefit” program raises questions as to possible 

violations of Government Code section 8314 and Penal Code section 424. 

Additionally, the district should establish written policies and procedures to 

provide transparency and objectivity, and deter favoritism and misuse of 

public funds. The Board of Directors should review and approve of the 

policies and procedures. The district should also verify whether it is 

complying with laws and regulations and maintain supporting 

documentation for cases in which employees’ fringe benefits are not subject 

to payroll taxes. 
 

District’s Response 

 
Status: The recommendation under this finding has already been fully 

implemented. 

 

On June 13, 2016, the Board of Directors adopted a Policy on District-

Provided Employee Benefits that eliminated the payment of rent and utility 

benefits to District employees and made adjustments in compensation to 

employees who had received such prior forms of benefit. The policy was 

revised and adopted as final on July 12, 2016. See Tab 1. Upon the advice 

of its labor attorney on the requirements of the Labor Code, the District 

reimburses expenses for employee-paid internet use required for District 

employment. This changed compensation system was implemented on the 

October 1, 2016, payroll, and the District no longer pays such benefits. 

 

District-owned housing continues to be provided to key District personnel 

who are required to be on-premises to fulfill security or 24-hour work 

assignments that are necessary for water districts. Housing agreements are 

being updated. Such housing has standard appliances included but is not 

“furnished.” The monthly value of such housing is being included in 

employee compensation. 

 

The Board initiated a written and reported Vehicle Policy (added as part of 

the Expenses/Resources Policy) on October 11, 2016, and adopted in Final 

Form on November 8, 2016. See Tab 7. The policy:  1) establishes 

allowable uses of District vehicles; 2) prohibits personal use; and 3) 

requires reimbursement for certain uses. A monthly mileage log must be 

completed by each user of a District vehicle. The Employee Handbook also 

addresses District vehicle care and use. The policy includes sanctions for 

violations. Training of employees on the Vehicle Policy was conducted by 

District special Counsel Christopher Brown on December 1, 2016, and 

further training on the Employee Handbook by the District’s special 

counsel is ongoing. 

 

SCO’s Comments 

 

The district has implemented our recommendation. The finding remains as 

stated. 
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We found significant control deficiencies over many of the district’s fiscal 

functions. In particular, we noted the following: 

 Bank reconciliations were not prepared and reviewed in a timely manner 

In our review of the district’s bank reconciliation process and procedures 

for the period of March 1, 2013, through February 28, 2015, we noted 

that the majority of the district’s bank reconciliations were missing the 

reviewer’s name and date, and about half were prepared more than 

30 days after the bank statement dates.  

There was also no official written policies and procedures on bank 

reconciliations. 

Cash can be the most vulnerable asset to an entity. Timely bank 

reconciliations provide the necessary control mechanisms to protect this 

valuable resource by uncovering irregularities such as unauthorized 

bank withdrawals. Timely monthly preparation of bank reconciliations 

also assists in the regular monitoring of the district’s cash flows.  

 The district did not retain contracts and agreements with its vendors 

District management failed to properly document agreements with its 

vendors with written contracts. 

During our review, we noticed that the district did not keep written 

contracts and agreements for numerous professional services, which 

included but was not limited to legal counsel, engineering, and fueling 

services. In FY 2014-15, the district paid: 

o $56,741.05 to Linneman, Burgess, Telles, LLP., for legal counsel 

o $89,363.20 to Summers Engineering for engineering services 

o $819,680.45 to Guthrie Petroleum for fueling services 

o $879,417.28 to Alan Sagouspe, Inc. for harvesting services 

Without written contracts, the terms of the agreement remain unclear.  

 Lack of segregation of duties  

Proper segregation of duties helps to ensure that funds and assets are 

properly recorded, protected, and appropriated. We noted that 

incompatible functions were performed by single individuals. These 

functions include accounts payable, payroll, and credit cards. 

Accounts Payable 

The clerk responsible for accounts payable processing had the ability to 

record expenses in the general ledger and produce checks. 

Payroll 

The clerk responsible for payroll processing had the ability to adjust pay 

rates, enter hours worked, add or delete employees, produce payroll 

checks, record payroll in the general ledger, produce loan checks, and 

record loans against employees in the general ledger. 
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Credit Cards 

The employee responsible for credit card processing had the ability to 

issue credit cards, approve expenses, make purchases, record entries in 

the general ledger, code and classify the expenses, review receipts and 

credit card statements, pay credit cards online, and create invoices to 

employees for personal expenses. 
 

Recommendation 
 

In order to strengthen its internal controls over fiscal functions, the district 

should establish written policies and procedures for bank reconciliations to 

ensure that they are completed, reviewed, and approved in a timely manner. 

The preparer and reviewer should sign and date the reconciliations, and 

investigate any variances at the end of the month to understand the 

outstanding amounts. 
 

The district should separate responsibilities to reduce the risk of errors and 

fraud. Review and approval by a second person might be the most important 

compensating control.  
 

To strengthen the district’s internal control and enable more financial 

oversight, the district should document its relationships with vendors and 

contractors with written contracts.  
 

District’s Response 
 

Status: The recommendation under this finding already has been partially 

implemented and efforts are ongoing. 

 

Bank reconciliations were assigned to a different employee in 

approximately January 2015 and have been timely since. Each page is 

stamped with the reviewer’s initials and a review date has been added. The 

District is preparing written documentation of the reconciliation 

procedures. 

 

Written contracts are in place and retained in District records for several 

key consultants. A standardized agreement is being developed to 

supplement the liability-type agreements currently in place for regular 

vendors to the District. 

 

Measures to achieve segregation of duties will be completed together with 

the District’s independent audit firm to assure adequate controls and 

segregation of duties to the extent reasonably feasible with the District’s 

limited administrative staff. Again, these measures are expected to be 

implemented by March 1, the beginning of the District’s next Fiscal Year. 

 

SCO’s Comment 

 

The district has partially implemented our recommendations. The finding 

remains as stated. 
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During our review and inquiry with district staff and management, we noted 

that the district does not have a comprehensive policies and procedures 

manual.  
 

The district lacks written policies and procedures for fringe benefits such as 

housing, vehicles, utility payments, and rent payments; payroll; accounts 

payable; accounts receivable; hiring, training and promoting; and employee 

loans. 

 

Written policies and procedures are important to a district’s operation 

because they provide an objective set of rules by which a district operates. 

Written policies and procedures also help establish the legitimacy of 

management action by ensuring that the application of management rules 

and decisions is performed in an objective, fair, and consistent manner. 

Finally, they help ensure that management and staff are held accountable for 

decisions that deviate from the established procedures.  
 

Recommendation  
 

The district should develop a policies and procedures manual to ensure 

consistency with current processes and organizational structure. The district 

should also perform periodic and ongoing reviews to ensure proper 

documentation, accuracy, and completeness in its financial transactions and 

records. Changes in policies and procedures that occur between these 

periodic reviews should be updated and documented promptly. The policies 

and procedures manual should also indicate which employees are to perform 

which procedures. Procedures should be described as they are actually 

intended to be performed.  
 

In addition, the documentation of accounting policies and procedures should 

explain the design and purpose of procedures related to controls in order to 

increase employee understanding of, and support for, the controls. The 

policies and procedures manual should be readily available to all employees. 

It should clearly state the authority and responsibility of all employees, 

especially the authority to authorize transactions and the responsibility for 

the safekeeping of assets and records. 
 

District’s Response 

 
Status: The recommendation under this finding has already been 

significantly implemented and finalization efforts are ongoing. 

 

The District has adopted major formal policies and procedures prior to the 

date of the Draft Report, including the District-Provided Employee 

Benefits Policy, Employee Handbook, Expenses/Resources Policy 

including Loan and Credit Card Policies as well as others, and the Vehicle 

Policy. These policies have been compiled in an initial Policy & 

Procedures Handbook and others will be added as they are finalized. A 

procedure regarding bank statement reconciliation and review and 

documentation of separation of duties regarding credit cards, accounts 

payable and payroll are being finalized with input from the District’s 

independent auditors, taking into account the specific accounting systems 

and number of employees available. The documentation will include an 

explanation of the reasons for such procedures. 

 

 

FINDING 5— 

Lack of written 

policies and 

procedures 



Panoche Water District Administrative and Internal Accounting Controls 

-21- 

SCO’s Comments 

 

The district is finalizing its implementation of our recommendation. The 

finding remains as stated.  

 
 

An important element of internal control is an organization’s commitment 

to competence. It is crucial for an organization to demonstrate commitment 

to attracting, developing, and retaining competent individuals to complete 

the organization’s objectives. Some of the tools commonly used are 

employment agreements, performance evaluations, and written policies and 

procedures.  
 

We found significant control deficiencies over many of the district’s human 

resources functions. In particular, we noted the following: 

 Lack of employment agreements 

The district lacks employment agreements with its employees, including 

the General Manager. A clearly written employment agreement can set 

expectations, provide transparency, and serve as proof of approval of 

hires and promotions.  

The district should have documented its compensation packages with 

employment agreements. The district offered many fringe benefits to its 

employees without written policies and procedures. Employment 

agreements would have clearly spelled out which positions can receive 

which benefit. In particular, for the positions that are eligible to live in a 

home provided by the district, an employment agreement would have 

clearly provided the reasons why the employee is required to reside on 

district premises as a condition of employment.  

Without employment agreements, it is difficult to determine if fringe 

benefits were properly approved, justified, and documented.  

 Lack of training policies 

The district lacks formal training policies and procedures for its 

administrative staff, which contributed to a lack of cross training and 

succession planning. The district does not typically train its staff to 

perform back-up for other staff members, which can lead to a lapse in 

internal controls if a crucial member separates from the district. The 

district’s lack of a comprehensive written policies and procedures 

manual compounds this effect.  

The lack of cross training and succession planning may impact the 

district’s daily operation. For example, a delay in paying bills that are 

due will cause additional and unnecessary cost to the district. Likewise, 

delays in processing payroll will delay salary payments to employees 

and processing of tax liability.  

Lack of transparency over promotions 

The district lacked supporting documentation over promotions because 

the district did not regularly complete performance evaluations. 

Performance evaluations are a standard method of documenting an 
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employee’s competence and helps justify promotions that warrant salary 

raises.  

We found instances in which employees received promotions but the 

district could not provide supporting documentation to show that the 

promotions were based on merit. In fact, the only supporting 

documentation we found was for loan agreements in which an employee 

received a raise in conjunction with a payroll loan deduction, which 

implied that the raise was enacted solely to ensure that an employee 

would not have to pay back his or her loan.  

It is important for an organization to demonstrate commitment to attract, 

develop, and retain competent individuals in alignment with the 

organization’s objectives. One of the tools commonly used to achieve 

this goal is evaluating employee performance. As a result of not 

performing employee evaluations on time, the district failed to comply 

with its human resources goals and commitment to competence. 

 

Recommendation 

 

The district should consider documenting its arrangements with employees 

to provide transparency, and show justification for fringe benefits such as 

on-site housing, rent checks, cell phones, utility payments, and vehicles. 

Without employment agreements, it is unclear how much compensation 

employees should receive.   

 

The district should implement a remedial action plan to address the 

importance of experience and proper training of back-up staff when regular 

staff members are not available. Inexperienced staff may cause material 

impact in the district’s operations in terms of additional costs, delays in 

processing financial transactions, and failure to keep management and the 

Board of Directors updated with accurate information. 

 

The district’s management should complete all of the past-due employee 

performance evaluations. It also should require that the district conduct 

employee performance evaluations on a regular basis in order to determine 

whether the knowledge, skills, and abilities of employees are sufficient to 

perform their respective functions, and whether employees are eligible for a 

promotion. 

 

District’s Response 
 

Status: The District has implemented the recommendation of this Finding 

in material part and continues to work on appropriate means to implement 

the balance of staff controls. 

 

The District has always had, and expects to continue to have, only at will 

employees. This relationship is defined in the Employee Handbook (see 

Tab 6). The recommendation to enter into employment agreements with 

District employees is inconsistent with the District’s legal interpretation of 

“at will” status and lawful alternate means to achieve the substantive 

recommendations will be utilized. 
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The Policy on District-Provided Employee Benefits (see Tab 1) has 

eliminated the utilities and off-site rent fringe benefits. The justification for 

providing District housing is being included in revised job descriptions for 

those positions where security or 24-hour availability require the employee 

to reside on premises. The Vehicle Policy (see Tab 7) requires justification 

for Take-Home Assignments and requires review of those justifications at 

least twice a year, in addition to the logs. The Vehicle Policy has been 

reviewed with District employees by special counsel Christopher Brown. 

These specific justifications and policies will be included in all documented 

packages with new hires. 

 

District staff members do receive formal training on legally required issues, 

such as compliance with safety and avoiding discrimination of any kind. 

These items are documented in the Employee Handbook (see Tab 6) as 

well as in sign-ins for training meetings. Developing, a formal program of 

cross-training of District administrative staff is aspirational at the present 

time given the huge workload and limited number of staff. In the interim, 

the District has implemented the following measures:  The District will 

continue its informal cross-training of administrative staff. Employees are 

moved into various departments from time to time, resulting in familiarity 

with different job requirements and the ability to fill in. Subordinates are 

implementing portions of their supervisor’s role and can fill in. The District 

has recently executed an agreement for a consultant to fill in as interim 

General Manager at the request of the District, and the District is 

developing and attempting to recruit an Assistant General Manager who 

would receive training in the all aspects of the General Manager’s position. 

 

A committee of the Board of Directors has been assigned to review the total 

compensation packages for District employees. When that review is 

complete, a report and any recommendations will be presented at a public 

meeting of the Board of Directors. The District will also work with District 

labor counsel on developing procedures for timely performance reviews 

and for communicating clearly to employees on compensation and 

increases. Given the large number of changes affecting employees that 

have already been made, the District anticipates that the remaining issues 

raised in Finding 6 will take a longer, paced period for further major 

changes to be implemented, likely at least a year. 

 

SCO’s Comments 

 

The district has partially implemented our recommendations. The finding 

remains as stated. 

 

 

District management egregiously authorized overtime pay based on 

estimated hours worked instead of on actual hours worked. Per the district’s 

own draft Employee Handbook, “Overtime pay will be paid to non-exempt 

employees based on actual hours worked, according to law.” 

 

We found 76 instances of overtime payments to three employees based on 

an estimate, for a total of $58,210 after payroll taxes in 2015. We noted that 

other employees with the same job description were also compensated for 

overtime pay but actually reported the hours worked.  

 

Management overrode established controls designed to prevent over- 

payment and improperly approved overtime pay. 
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In addition, we found one payment for $9,000 based on 321.50 hours of 

overtime performed in a two-week pay period. It appears this represented 

back-pay for work performed in the past.  

 

Overall, we found inconsistencies in how management accounted for 

overtime that could lead to abuse and errors. 

 

Recommendation 

 

The district should establish policies and procedures to deter instances of 

management override of established controls. Controls are ineffective if 

employees do not regularly monitor and evaluate whether they are present 

and active.  

 

District’s Response 

 
Status: The recommendation in this Finding has been implemented and 

further measures are being finalized. 

 

The Employee Handbook referred to was in draft form. However, there is 

now a formally adopted Employee Handbook and the statement cited in the 

Draft Report is being implemented (see Tab 6). There has been one 

employees training session on the Handbook and others are planned. 

 

The Board of Directors has directed that two additional management 

positions, a CPA-controller and assistant manager be developed and 

recruited. With the addition of more available manpower and some likely 

delegation of duties, it is anticipated that there will be better resources for 

monitoring and administering internal controls. The District also is 

working with its independent auditor firm and labor attorney to determine 

what additional policies and procedures may be beneficial in assuring 

compliance with policies at all employee levels. 

 

SCO’s Comments 

 

The district has implemented our recommendation. The finding remains as 

stated. 

 

 

The district did not keep complete and accurate minutes of the district’s 

Board of Directors meetings. The Board of Directors meets the second 

Tuesday of every month to conduct the district’s business affairs. The 

minutes are summaries of the actions taken at regular and special meetings 

of the Board of Directors.  

 

For FY 2013-14 and FY 2014-15, we noted that minutes from eight board 

meetings were missing and minutes from four board meetings were not 

signed or approved. Management stated that the minutes were in the process 

of revision and were pending approval from the Board of Directors due to 

date and content errors.  

 

The By-Laws of Panoche Water District, Article V, Section 2 states:  

 
The Secretary shall keep the minutes of all proceedings of the Board of 

Directors, and shall maintain on file in the office of the District all the 
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books, maps, papers, contracts, records, and other documents pertaining to 

the affairs of the District, and maintain the same open to inspection at all 

times by any persons interested therein. 

 

The minutes are district records and must be completed and kept on file at 

all times.  

 

Recommendation 

 

The district should establish written policies and procedures to complete, 

review, and approve the minutes after every Board of Directors meeting. 

Management should review the minutes prior to forwarding to the Board of 

Directors for approval. 

 

District’s Response 
 

Status: This recommendation has been implemented, with further 

documentation in progress. 

 

Consistent with the District Bylaws, the Secretary with staff assistance 

prepares minutes of every regular and special meeting of the Board of 

Directors. Meeting Minutes are generally reviewed and formally approved 

by the Board at the next subsequent regular Board meeting, after which 

they are signed by the Secretary and placed in the Minute Book. Signed 

Minutes for every meeting in FY 2013-14 and FY 2014-15, as well as all 

Minutes for subsequent Board Meetings that have been Board-approved, 

currently are maintained in the Minute Book. 

 

Every regular and special Board of Directors meeting is called, noticed and 

held in compliance with the Ralph M. Brown Act per notices in the District 

records. Minutes are in draft and not included in the District records until 

approved by the Board. If not signed by the Secretary immediately because 

the approval was based on a direction to make corrections, the Minutes 

may not go into the Minute Book until the corrections have been made and 

signed by the Secretary. The Minutes and other district records are open to 

the public, except where records may be exempted under the California 

Public Records Act. 

 

To supplement the Bylaws with additional detail, the District is 

documenting in writing its procedures for preparation, review, acceptance 

and signature of its Minutes. 

 

SCO’s Comments 

 

The district has implemented our recommendation. The finding remains as 

stated. 
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Appendix— 

Evaluation of Elements of Internal Control1 
 

 

Internal Control Elements Yes No Comments 

Management Oversight and Control (Control Environment)    

A1. Integrity and Ethical Values    

 a. Are code of conduct and other policies regarding acceptable business 

practice, conflicts of interest, or expected standards to ethical and moral 

behavior established and communicated to all district management and 

employees? 

 X The district did not have a completed employee handbook during our review 

period. At the end of our fieldwork, a draft was pending approval by the Board of 

Directors. 

 b. Is the reasonable management attitude of "Tone at the Top" established 

and communicated to district management and staff? 

 X Management did not comply with district’s own policies and procedures, 

especially with regards to its credit-card-use policy. 

 c. Is everyday interaction with vendors, clients, auditors and other parties 

based on honesty and fairness? 

X   

 d. Is appropriate remedial action taken in response to non-compliance?  X The district did not enforce its credit-card-use policy when employees were 

abusing the district’s credit cards for personal purchases. 

 e. Is management appropriately addressing intervention or overriding 

established controls? 

 X Management bypassed controls by approving and issuing personal loans to 

employees through the payroll process, instead of the accounts payable process, 

which required the Board of Directors’ approval. Even when management issued 

loans through accounts payable, the checks were not manually signed by a 

member of the Board of Directors. 

A2. Commitment to Competence    

 a. Is management identifying and defining the tasks required to 

accomplish particular jobs and fill - various positions? 

   X The district did not have employment agreements with employees. 

 b. Does the district conduct appropriate analysis of the knowledge, skills, 

and abilities needed to perform job assignments? 

   X We did not find any evidence that the district regularly conducted employee 

performance evaluations. 
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 c. Is the district providing training and counseling in order to help 

employees maintain and improve their job competence? 

   X We found no records that the district had any formal written training policies and 

procedures. 

A3. Audit Committee    

 a. Does the district have an audit committee that is appropriate for the size 

and nature of the entity? 

 X The district did not establish an audit committee or any similar committee that 

performed the functions of one. 

 b. Are members of the audit committee independent from the district 

management? 

 X See A3.a  

 c. Do audit committee members have sufficient knowledge, experience, 

and time to serve effectively?   

 X See A3.a  

 d. Does the audit committee meet regularly to set policies and objectives, 

review the district’s performance, and take appropriate actions; and are 

minutes of such meetings prepared and signed on timely basis? 

 X See A3.a  

 e. Do the members of the audit committee regularly receive the 

information they need to monitor management’s objectives and 

strategies? 

 X See A3.a  

 f. Does the audit committee review the scope and activities of the internal 

and external auditors? 

 X See A3.a  

 g. Does the audit committee meet privately with the Chief Financial 

Officer/and or accounting officers, internal auditors, and external 

auditors to discuss the reasonableness of the financial reporting process, 

the system of internal control, significant comments or 

recommendations, and management performance? 

   X See A3.a  

 h. Does the audit committee take actions as a result of its audit findings?  X See A3.a  

A4. Management Philosophy and Operating Style    

 a. Is management conservative in accepting risks, and does management 

move carefully, and proceed only after careful evaluation? 

 X Management was reckless with public funds by allowing personal charges on 

credit cards and offering personal loans to employees with no collateral or 

interest.  
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 b. Are procedures or activities in place to regularly educate and 

communicate to management and employees the importance of internal 

controls and to raise the level of understanding control? 

 X The district did not have complete written policies and procedures regarding 

internal controls. It appears employees did not understand the importance of 

controls, especially in regards to loans, fringe benefits, and credit card use.  

 c. Is personnel turnover in key functions at an acceptable level? X   

 d. Does management have a positive and supportive attitude towards 

internal control and audit functions? 

 X Management disregarded its own credit card policies and procedures.  

 e. Are valuable assets and information safeguarded from unauthorized 

access or use? 

  X The district did not implement controls to ensure that district vehicles were used 

only for district purposes, and allowed employees to use credit cards for personal 

expenses.  

 f. Are there frequent interactions of senior management and operation 

management? 

X   

 g. Is management attitude appropriate towards financial, budgetary and 

other operational reporting? 

 X By allowing personal expenses on credit cards, management may have 

misclassified many personal expenses as district expenses. The district also failed 

to submit its audited financial statements in a timely manner to the SCO.  

A5. Organizational Structure    

 a. Is the district’s organizational structure appropriate for its size and the 

nature of its operation? 

X   

 b. Are key areas of authority and responsibility defined and 

communicated throughout the organization?  

   X The district did not document its employees’ authority and responsibility with 

employment agreements.  

 c. Have appropriate and clear reporting relationships been established? 

 

X See A5.b 

 d. Does management periodically evaluate the organization’s structure 

and make changes as necessary in fluctuating conditions? 

X   

 e. Does the district employ an appropriate number of employees, 

particularly in managerial positions? 

X   
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A6. Assignment of authority and responsibility    

 a. Is the district appropriately assigning authority and delegating 

responsibility to the proper personnel to deal with organizational goals 

and objectives? 

 X See A5.b for details. It remains unclear whether the Board of Directors delegated 

the authority to the General Manager to issue personal loans to employees.  

 b. Does each employee know how his or her work interrelates to others in 

the way in which authority and responsibility are assigned, and how 

duties are related concerning internal control? 

 X Without written policies and procedures, employees do not have a transparent 

understanding of how their work relates to others’ and how it relates to internal 

controls, especially regarding credit cards and loans.  

 c. Is delegation of authority appropriate in relation to the assignment of 

responsibility? 

 X We found a lack of segregation of duties for an employee who handles all credit 

card functions, such as the authority to issue credit cards, approve expenses, 

record transactions, and make payments.  

A7. Human Resources policies and practices    

 a. Are policies and procedures established for hiring, training, and 

promoting employees and management? 

 X The district did not have complete written policies and procedures for hiring, 

training, and promoting. The district did not have employee agreements or 

regularly conducted performance evaluations.  

 b. Are background checks conducted on candidates for employment?  X As discussed with management, the district did not conduct formal background 

checks on candidates for employment. 

 c. Are employees provided the proper amount of supervision? X   

Risk Assessment    

B1. Establishment of Entity-wide Objectives    

 a. Are there entity-wide objectives that were established by management? 

 

X   

 b. Are district-wide objectives clearly communicated to all employees, 

and does management obtain feedback signifying that communication 

has been effective? 

 X Without written policies and procedures, the district did not properly 

communicate and enforce its rules.  

 c. Is there a relationship and consistency between the department’s 

operational strategies and the district-wide objectives? 

 

X The district’s practice of allowing personal expenses on credit cards and offering 

interest and collateral-free loans to employees is contrary to district-wide 

objectives. 
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 d. Is there an integrated management strategy and risk assessment plan 

that considers the district-wide objectives and the relevant sources of 

risk from internal management factors and external sources, and that 

establishes a control structure to address those risks? 

 X We found no records that the district had any written fraud risk reporting 

procedures to address internal and external risk factors.  

See A1.a 

B2. Risk Identification    

 a. Is management appropriately and comprehensively identifying risk 

using various methodologies? 

 X Management engaged in risky practices by ignoring the district’s written credit 

card and record retention policies, permitting personal expenses to be charged 

with the district’s credit cards, retaining no receipts for FY 2014-15, and issuing 

interest-free loans with no collateral.  

In addition, it remains unclear whether the Board of Directors knew of 

management’s practices.  

 b. Are there mechanisms in place to anticipate, identify, and react to 

routine events or acts that affect achievement of objectives? 

 X See B2.a 

 c. Do adequate mechanisms exist to identify risks to the district arising 

from external factors? 

X   

 d. Is management assessing other factors that may contribute to or 

increase the risk to which the district is exposed? 

 X See B2.a  

 e. Is management identifying risks district-wide and for each significant 

activity level of the district? 

 X The district did not have an internal auditor or audit committee to evaluate and 

identify the internal control risks throughout the district.  

B3. Risk Analysis    

 a. After risks to the district have been identified, does management 

undertake a thorough and complete analysis of the possible effect? 

 X See B2.a 

 b. Has management developed an approach for risk management and 

control based on how much risk can be prudently accepted? 

 X See B2.a 
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Control Activities    

C1. Policies and Procedures (General Applications)    

 a. Do appropriate procedures, techniques, and mechanisms exist with 

respect to each district’s activities?  

 X The district did not have complete written policies and procedures with respect to 

activities such as fringe benefits, credit cards, employee loans, and human 

resources; this led to a myriad of deficiencies.  

 b. Are the control activities identified as necessary in place and being 

applied? 

 X See C1.a 

  c. Are control activities regularly evaluated to ensure that they are still 

appropriate and working as intended? 

 X See C1.a  

C2. Common Categories of Control Activities     

 a. Are top level reviews made of actual performance relative to budgets, 

forecasts, and prior periods?  

X   

 b. Do managers review performance reports? X   

 c. For information processing, are varieties of controls in place for 

performing check accuracy, completeness, and authorization of 

transactions? 

 

X The district improperly recorded loans as part of the employees’ salaries and did 

not document the loans in a timely manner.  

 d. Are controlled items periodically counted and compared to amounts 

shown on control records? 

X   

 e. For performance indicators, does management compare different sets of 

data and investigate differences? 

 X The district did not review bank reconciliations in a timely manner. 

 f. Are duties properly segregated among different people to reduce the 

risk or error or inappropriate actions? 

 X See A6.c  

 g. Are administrative and operation policies in writing, current, and do 

they set clear procedures for compliance? 

 X The district did not have written policies and procedures over employee loans, 

fringe benefits, and accounting processes.  
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Information and Communication    

D1. Information    

 a. Are mechanisms in place to obtain relevant information on legislative 

or regulatory developments and program, budget, or economic 

changes? 

X   

 b. Is information provided to the right people in sufficient detail and on 

time to enable them to carry out their responsibilities efficiently and 

effectively? 

 X We do not have evidence that the Board of Directors was aware of management 

and staff using district credit cards for personal expenses and issuing loans to 

employees using district funds.  

 c. Is development or revision of information systems based on the 

strategic plan linked to the entity’s overall strategy, and is it responsive 

to achieving district-wide objectives? 

X   

 d. Does management support the development of necessary information 

systems and show its support by committing appropriate resources? 

X   

D2. Communications    

 a. Does management ensure that effective internal communications occur?  X During our review period, the district did not have a completed employee 

handbook and written policies and procedures to ensure effective communication 

between management and staff. 

 b. Does management ensure that effective external communication occurs 

regarding issues with serious impact on programs, projects and other 

activities? 

 X We noted that the district did not submit the audited financial statements to the 

SCO in a timely manner.  

 c. Does the district employ various forms and means of communicating 

important information with employee and others? 

 X See D2.a and D2.b 

 d. Does the district manage, develop, and revise its information systems in 

an effort to continually improve usefulness and reliability? 

X   
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Monitoring    

E1. On-going monitoring    

 a. Does management have a strategy to ensure that ongoing monitoring is 

effective and will trigger separate evaluations? 

 X The district did not properly monitor credit card expenses and employee loans. 

For example, employees did not reimburse the district for their personal expenses 

in a timely manner. 

 b. Do district personnel, in the process of performing their regular duties, 

obtain information about whether internal control is functioning 

properly? 

 X See E1.a  

 c. Are communications from external parties corroborated with internally 

generated data and able to indicate problems with internal control? 

X   

 d. Is there appropriate organizational structure and supervision to help 

provide oversight of internal control functions? 

 X There was a lack of segregation of duties in regards to credit cards and a lack of 

an audit committee to ensure control activities were present and active. 

 e. Are data recorded by information and financial systems periodically 

compared with physical assets and discrepancies? 

X   

 f. Are the District Auditor’s Office and other auditors regularly providing 

recommendations for improvements in internal control, and is 

management taking appropriate follow-up action? 

X   

 g. Are meetings with employees used to provide management with 

feedback on whether internal control is effective? 

 X The Board of Directors was largely unaware of the extent of the credit card and 

personal loans issues.  

 h. Are employees’ regularly asked to state explicitly whether they comply 

with the district’s code of conduct? 

 X  

E2. Separate evaluation    

 a. Are the scope and frequency of separate internal control evaluations 

appropriate for the district? 

 X The methodologies for internal control evaluations were not adequate enough to 

detect the credit card issues that were noted in our review.  

 b. Are the methodologies for evaluating the District’s internal control 

logical and appropriate? 

 X See E2.a 
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 c. If the evaluations are conducted by the District Auditor’s Office, does 

the office have sufficient resources, ability, and independence? 

  Not applicable because the district did not have an Auditor’s Office.  

 

 d. Are deficiencies found during separate evaluations promptly resolved?  X Employees did not reimburse the district for personal expenses in a timely manner 

and were not disciplined.  

E3. Reporting deficiencies    

 a. Are there means of obtaining reports of deficiencies from both internal 

and external sources? 

 

X The district did not properly monitor credit card expenses and allowed employees 

to use the district’s credit cards for personal expenses. Furthermore, management 

did not discipline any employees for the abuse.  

 b. Is there ongoing monitoring of internal controls?    X See E3.a 

 c. Are deficiencies reported to the person directly responsible and to a 

person at least one level higher? 

  X We noted that management was aware of the deficiencies, but found no evidence 

that the Board of Directors were aware of the credit card abuse.  

 d. Are the identified transactions or events investigated to determine 

causes and correct problems? 

 X See E3.a 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

______________________ 

1 The evaluation tool is based on the guidelines established by the GAO’s Internal Control Management and Evaluation Tool. It serves as a guideline to aid local agencies 

in identifying internal control weaknesses. The SCO uses the same evaluation tool on all of its administrative and internal accounting control reviews of local government 

agencies, regardless of size. 
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