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to uphold a higher standard over the managementof the chapter.

The auditors reported twenty-five (25) findings for the 22-month periodreviewed from October
1, 2013 through July 31, 2015. The significant deficiencies compromise the overall integrity of
the chapter's five management system. Consequently, the auditors concluded that the chapter's
five management system is not operating effectively, and does not meet its intended purpose.
The audit report provides recommendations to correct the reported findings and improve
chapter operations. The Dilkon Chapter has agreed to resolve theaudit findings.
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DearM:. Lee:

PunsiKint toourengag^ait lefto* Avifli dieQfiSce ofibeAuditor Geneial, Finley & PLLC
beieby liuasDritsdieiidemalawlitfqxntofllieDllkQaQi^t^. Finley & Cook(x>nducted the
internal audit of the Ch^ta- to detennine compliance with the approved Five Managranent
System (FMS) policies as originally approved by the Chqjter on December' 18, 2006, and
fiitther validated on June 11,2010, and July 11,2010, via additional lesdutions or afSdavits
&undin dieFMSh^ual. TheNavqoNation Council iutdieraduKivriedged theseactions on
Decemba:13,2010.

Thescopefordusieviewwas fordK22-mondiperiod fiomOctober1,2013 toJuly31,2015. The
resultsofouraudit include25findings.

Ukscfindings aredetailed intheenclosedrqxMt

In addition to the audit findings, tte reportprovides recommendations for conectiveaction.
Ifyouhaveanyquestions about thisreport, please call ouroffice ^(40^ 395-5000.

Sumety,

cJ^—
Kevin Huddleston

Partner

601N. BroadwayP.O.Drawer 1447 Shawnee,OK 74802-1447
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INTRODUCTION AND BACKGROUND

Finley & Cook, PLLChas conducted an internal auditof Dilkon Chqjter fijr the 22-inonth period
ending July31,2015. Thisaudit wasrequested by the OfficeofAuditorGeneral afier selecting
the Dilkon Chapter for an audit.

Dilkon Chapter is a political subdivision of the Navajo Nation and is considered a general
purpose local government for reporting purposes. Navajo Nation Chapters are required to
operate under Title 26 ofthe Navajo Nation Code, the Lo^ Governance Act (LGA). Per
discussions with Ch^ta- officials, the Dilkon Chapter was LGA certified by the Resources and
Development Committee of the Navajo Nation in December 2010. As LGA-certified, Dilkon
Chqjterisej^ectedto uphold a hi^er standard overthemanagement oftheChapter.

The majority of the Chapter's resources are provided through appropriations from the Navajo
Nation central government. These appropriations are intended to fund direct services and
indirect services at the local ch^ter government. Funds for the direct services are considered
restricted fimdswithspecific intended purposes.

The Chapter also generates internal revenues from rentals, resale of goods, and
miscellaneous services. Any unexpended fimds at the endofthe fiscal yearare carried overto the
next fiscal year.



Objective, Scope, and Methodology

The objective of this audit was to test the Ch^ter's day to day operations versus the qjproved
FMS policies and procedures.

Thescope included a review ofthe22-month period fiomOctober 1,2013 toJuly31,2015.

In performing our tests, we interviewed Chapter oflBcials and the administration, tested chqjter
operations, andexamined available reccads. Motbspecificalfy, we tested samples ofejqjenditures for
internal controls and compliance requirements by using a non-statistical, judgmental method.
Chapter property was also examined to determine whether it is adequately safeguarded fiom
loss.

Government Auditing Standards

We conducted this internal audit in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and conclusions based on
our audit objectives. We believe that tiie evidence obtained provides a reasonable basis for our
findings andconclusions basedon ourauditobjectives.

Finley & Cook expresses its appreciation to tiie Dilkon Chqjter officials and administration for
theircooperation andassistance tiiroughout theaudit



FINDINGS

Finding 1: Expenditures were made without approved annual budgets for fiscal year
2014 and 2015.

Criteria: Section VI (A)oftheFMSManual statesthatno expenditure ofCh^ter
fiinds shallbe made withoutan approvedannualbudget.

Condition: Upon reviewofthe Chapterminutes, therewere no budgetsformally
approvedfor fiscal year2014 or 2015.

EfTect: All expenditures for fiscal year 2014and 2015are in question, totaling
$394,521.83 and $683,807.76, respectively.

Recommendation: The ChapterSecretary or theirdesignee shouldproperlyrecordthe
actionsofthe membership duringChaptermeetingsto complywith FMS
policies

Finding 2: Expenditures were made without proper support documentation to justify
the expense.

Criteria: SectionV (E)-3) ofthe Fiscal sectionofthe FMS Manual statesthat the
Chapter's accounting records provide the documentary support for
account balances andmustbe properly maintained to provide fiscal
accountability for tireChapter. Accounting recordsinclude source
documents, joumals,registers, ledgers, andothersupplementary
records.

Condition: No supporting documentation was ever providedfor 13ofthe 117
itemsselectedfor fiscal year2015expenditure testing. For fiscalyear
2014 itemstested, 34 ofthe 96 itemstested were not providedby the
vendors subpoenaed.

Effect: The fiscal year2015expenditures totaling $3,442.34 andthe fiscal year
2014expenditures of$17,499.57 maynothavebeenallowable.

Recommendation: The Chapter Manager and staffshould ensurethatpropersource
documentsare attachedto paymentrequests before processing
payments.



Findings: Purchases were made without obtaining the proper quotes from three
different vendors.

Criteria: SectionIV (K-1) ofthe ProcurementSectionofthe FMS Manual states
thaton anypurchase from $0to $2,500 totalpurchase, the
Administrative Assistant mayverbally obtain purchase andvendor
information. Hie threeverbalquotations shallbe documented and
include thevendor's name, identity ofthe individual's contacted, price
quotation, date ofcontact,phone numbers, and the method ofcontact.
Information gatheredvia the internet is valid.

Condition: Therewere22 expenditures outof 117tested wherethe Ch^ter did not
document that verbalquotes were obtained.

Effect: The Chapter may notbe treating allvendors fairand equitably as stated
inthe FMSManual. Additionally, overpaying vendors maybe at risL

Recommendation: The ChapterManagerand staffshouldensurethat quotesare obtained
forthosepurchases of$2,500 or lessinaccordance withthe FMS
Manual.

Finding 4: The required documentation established by fund program checklists for
Veterans, Housing Discretionary, and Scholarship funds was missing from
the support provided for multiple transactions.

Criteria: Section V (D-3)oftheFiscalSection ofthe FMS Manualstatesthatdie
DilkonChapter'saccounting records providedie documentary support
for accountbalances and mustbe properly maintained to providefiscal
accountability forthe DilkonChqiter.Accounting records include
source documents, journals, registers, ledgers andodiersupplementary
records.

Condition: Therewerenineexpenditures outofthe 117itemsselected for fiscal year
2015 expenditure testing wherepayment was processed andremitted
without required supporting documentation setforth intheattached
programchecklists.

Effect: The Chapter may be expending fimds inappropriately without
regard for established requirements.

Recommendation: The Chapter Manager andthoseinpositions ofauthority should agree
on required documentation neededfor each program, updatethe FMS
Manual with these requirements, and commit to gatheringthese
documentsas standardprotocol for each expenditure.



Finding 5: Payroll duties have been performed solely by the Acting Chapter Manager
since May 1,2015.

Criteria: SectionVn (H-lb) oftiie Fiscal Sectionofthe FMS Manual statesthat
^propriate segregation ofdutiesshallbe maintained to ensurethat
Chapteremployees arenot in a position to authorize, executeand
^prove all aspectsofpayrollprocessing and disbursements.

Condition: Per inquiry withtheActingChapter Manager, shehasbeenthe sole
performer ofpayroll duties since tiieformer ChesterManager resigned
on May 1,2015.

Effect: The Chapter's inadequate segregation ofduties increases its risk for
fraud and abuse, as well as errors to occur and go undetected.

Recommendation: TheChapter oflScials should actively seekto fillthe ChapterManager
position to restore adequate internal controls. They should also increase
theirmonitoring and verifythe accuracyofpayroll.

Finding 6: Requisition forms were not prepared or attached to the supporting
documentation on several expenditures tested.

Criteria: SectionVI (A-1) ofthe ProcurementSectionofthe FMS Manual states
thatanyChapter staffandofficials mayrequest forgoodsor services on
a Chapter Requisition Formthrough theAdministrative Assistant. The
Administrative Assistant shallreview therequest forneedandnecessity.

Condition: 105out ofttie 117ejqjenditure itemstested in2015 did nothave
requisition forms attached to the supporting documentation.

Effect: Failure to follow the established procedures ofsubmitting requisition
fonn forpurchases mayallowforinappropriate obligation ofChapter
resources.

Recommendation: TheChapter should withhold anyrequest forpaymentto a vendorby
Chapterstaffuntilthe requisition formhasbeencompleted and signed
by the Administrative Assistantandapprovedby the ChapterManager.



Finding 7: Debit card transactions were not supported by backup documentation and
the existence of the debit card was unknown to Chapter officials as
reported by Chapter staff.

Criteria: Section Vn (D-lg) ofthe FiscalSection ofthe FMS Manualstatesthat
the Chaptershallprohibitunauthorized directcashwithdrawals and
ATM/debit cardbanktransactions. However, the Chaptermay make
cashwithdrawals forcash-only transactions (e.g. coalandmedicine
men's services), provided thattheauthorized signatories (e.g.
Secretary/Treasurer andChq>ter Coordinator/Manager) prepare and
signmemoranda ofauthorization andjustification. Moreover, all
invoices andreceipts mustbe provided to theChapterjust aswithall
other financial transactions. Such a debit card must be prepaidonly and
controlled by the ChapterCoordinator/Manager.

Condition: It was discovered thata debitcardwas in useby the former Chapter
Manager. Thiswas reported as unknown to the currentChapter
oflBcials. Two itemstestedwerecharged to the GL account titled
"Unidentified Expense". Basedon the description in MBP, one
transactionwas with a weight losswebsite,while the other was from a
parcel vendor.

Effect:

Recommendation:

At least $16,711.71 worthofexpenditures weremadewitha Chapter
debit card. With the ease ofaccess to funds that comes with a debit card,
the Chapteris at riskofmisappropriation ofChapterresources. A debit
cardgivesthe holderthe opportunity to makeunauthorized purchases
and negatesthe dual signaturerequirementon issuedchecks.

Chapterofficials shouldreviewbank statements on a monthlybasisto
ensure there are no impropertransactionsoutsideofthe check writing
processestablished. The use ofa debitcard shouldbe discontinued
immediately.



Findings: Subpoenaed documentation received from vendors did not match
payments recorded by the Chapter and were not budgeted.

Criteria: SectionVn (B-1)ofthe FiscalSectionofthe EMS Manual statesthat ail
disbursement transactions shall bereconciled on a monthly basis to
ensure funds aredisbursed withproper approval, based onadequate
documentation andincompliance witii toding guidelines andbudget
stipulations.

Condition: In testingfiscalyear2014 expenditures, itwas notedthat two out ofthe
68 expenditures werewrittenforamounts greater thanthevendorinvoice
provided fi-om subpeona's. Thetwoexpenditures wererecorded fora
total of$1,128.54. Perthe invoices provided anoverpayment of
$119.15 was made to the vendors.

Effect: When supporting documentation does not correlate with the amount
ofthe check, this may be an indicationthat Chapter assets are being
improperly used.

Recommendation: Chapter officials involved in theprocurement process should verifythat
the check amount correspondsto what is due to a vendor and that Ae
supporting documentation clearly supports theexpenditure amount.

Finding 9: Capital assets are not recorded by fund source.

Criteria: SectionVU(F-2i)ofthe Fiscal Sectionofthe FMS Manual statesthat
all capital assetsshallbe identified by fundsource.

Condition: Aflerreviewing theChapter'sRiskManagement Reports for2014and
2015anddiscussions withtheActing Chapter Manager, itwasnotedthat
the Ch^ter isnot keepingrecordoftheircapitalassetsby fimdsource.

Effect: Failure to record capital assets by fiind source, prevents the Chapter
fi-om knowing which program 'owns' the asset, and, in turn, how
the asset should be accounted for at the end of its use.

Recommendation: The Chapterofficialsshould begin recording/tracking the funding
source on all new assetpurchases. In addition,fixed assets should be
recorded in the Chester's accountingsystem.



Finding 10: There are outstanding travel advances dating back to March 2015.

Criteria: Section Vn (1-5) oftheFiscal Section ofthe FMSManual statesthatany
outstanding travel advances delinquent overten(10)calendar daysafter
completion oftravel shall bededucted fi-om theemployee's salary or the
Ch^ter OflBcial's meeting stipend.

Condition: In2014,multiple traveladvances fiom 1/27/14,3/11/14, and6/20/14
comprise thebalance at fiscal year-end. In fiscal year2015, multiple
traveladvancesfiom 3/20/15,4/8/15,4/23/15,5/5/15,5/11/15,5/27/15,
6/15/15, and7/13/15 comprise thebalance at July31,2015.The
delinquent travel advances total$1,436.07 ofthetotaltravel advances of
$4,839.70.

Effect: Failures to reconcile, follow up on, and collect travel advances are
causing incompleteexpenditureswithin the fmancial reporting to
the membership and Chapter officials. Additionally, it is possible
that employeeswith outstandingtravel advances are receiving
additional benefit fi-om a tax perspectiveby under-reporting
income.

Recommendation: The Chaptershouldmaintaina moredetailedrecordofthe outstanding
traveladvances inorderto follow upwiththetraveler to get the
advance reconciledas requiredby the FMS Manual.

Finding 11: Travel advance records did not contain proof of insurance or a driver's
license for those using personal vehicles.

Criteria: SectionVH(I-lOc)ofthe FiscalSection ofthe FMS Manualstatesthat
the Administrative Assistantshallbe requiredto obtain fiom each
travelerproofofcurrentinsurance and a validdriver's license whenthe
traveleris usinghis/herpersonal vehicle. Photocopies shallbe obtained
and filed.

Condition: Fouroutofthe 17travel advances testeddidnotcontain a proofof
insurance. One out ofthe 17 travel advances tested did not contain a

copyofa validdriver'slicense.
Effect: The Chapter is not aware ifthe traveler is allowedto travel via

personal vehicle and puts itself at risk for liability ifan accident
occurs.

Recommendation: The ChapterofScialsand staffshouldensurethat traveladvancefiles
are completeby havingall requireddocuments, including insurance
and driver's licenses, available beforea traveladvanceis issuedif using
a personalvehicle.



Finding 12: Cash is not being deposited in an accurate and timely manner.

Criteria: SectionVn (A-lc) ofthe Fiscal Sectionofthe EMS Manual statesthat
cashreceipts shall bedeposited ona weekly basis to theChapter's
checking account

Condition: Cashreceipt testing revealed thattheChapter iswaiting between 10and
14daysto deposit theircashreceipts. Additionally, aflercomparing four
monfc ofcashdeposits between October2014andJuly2015,itwas
noted thatatotal of$1,275.00 wasnotdeposited when comparing bank
depositslipsand Z tapes.

Effect: Failure to remit cash receipts on a timely basis exposes Chapter
assets to improper use or theft.

Recommendation: Ch^ter ofiBcials should implement a planto ensuredeposits aremade
weeklyor specify thatwhencashon handexceeds $100.00 a deposit
mustbe made immediately. The Chapterstaffand officials shouldalso
ensurethatcashon handis safeguarded untilthe deposit is made.

Finding 13: As of May 1, 2015, the Acting Chapter Manner is the sole custodian of
cash.

Criteria: Section Vn (A-1 d ande) ofthe FiscalSection ofthe FMS Manual
statesthat cashreceipts shallbe adequately contained in a cashbox and
further safeguarded ina safeor locked filecabinet at all times, promptly
recorded, and accurately classified. The handling ofall cashreceipts
shallbe segregated to ensurethatno oneemployee is in a position to
solely collect, deposit, safeguard andreconcile allcashreceipts.

Condition: Perdiscussion withtheActingChapterManager, itwas notedthat
Ch^ter officials havetaskedherwithsolecustody ofhandling cash
receipts aftertheresignation oftheformer ChqiterManager.

Effect: Segregation ofduties, which are the foundation ofgood internal
controls, is compromised with this decision. The risk of loss due to
theft or misuse without detection is also heightened with a lack of
segregation ofduties.

Recommendation: Chapterofficials shouldre-establish segregation ofdutieswithinthe
cashhandling processes ofthe Chapter. In the absence ofa Chapter
Manager, the Ch^ter officials should monitor cashreceipt activity.



Finding 14: Bank reconciliations within the MIP accounting software did not agree
with the trial balance.

Criteria: SectionVn (C-2h)ofthe Fiscal SectionoftiieFMS Manual statesthat
the Ch^ter Managershallcrossreference the bankaccount
reconciliation documents received andreview foraccuracy and
assurance immediately. Ifthere arediscrepancies, theChapter Manager
shall consult withtheAdministrative Assistant forappropriate action.

Condition: Incomparing themonthly trial balances forNovember 2013 through
July2015to the bankreconciliations provided itwas notedthat 17ofthe
21 monthshad discrepancies.

Effect: Financial informationbecomes less reliable as discrepanciesare
found between reports. When these are not investigated timely,
inaccuratefinancial statementsmay be presented.

Recommendation: Ch^ter officials shouldensurethat the bankreconciliations are
accurately reconciled andthatalldiscrepancies are investigated timely
and corrected for reporting purposes.

Finding 15: Payroll checks were issued outside of the established pay dates for fiscal
year 2014.

Criteria: Per NavajoNationpolicy, payroll shallbe distributed according to the
payroll schedule setbytheChqjter administration.

Condition: Ourtesting ofthepayroll schedule forfiscal year2014forthe
Emergency, PEP, SalesTax, Stafl^ and SummerYoufoFunds found 72
paychecks thatwere issued between oneand 10daysbeforethe
scheduled paydate.

Effect: Payroll checks issued before their designateddate could cause staff
to be overpaid and thus result in misappropriation ofChapter assets.

Recommendation: The ChapterManagershouldabideby scheduled payrolldatesto
safeguard assets. If a payrolladvanceis needed, the employeeshould
go through the ^plication processas described in SectionVn (K) of
the Personnel section ofthe FMS Manual.

10



Finding 16: Health insnrance premiums were not paid timely to the Navajo Nation and
included payments on behalfofterminated employees.

Criteria: PerNavajo Nation policy, theChapter should timely payhealtii
insurance premiums on behalfofChapter employees to avoidlapses in
coverage andceasepremium payments for individuals no longer
employed by the Chapter.

Condition: In testing healthinsurance premium payments, itwas notedthatofthe 22
months within thescope oftheaudit, nomonthly premiums werepaidon
time. Additionally, theCh^ter continued to remit premiums ontehalf
ofthe former Chapter Managerafterthe effective dateofhertermination
inMay2015fora total of $1,592.28.

Effect:

Recommendation:

Late payments of insurance premiums could lead to termination or
suspension ofhealth insurance coverage for Chapter employees.
Additionally, Chapter assets are misappropriated when paying for
terminated employees' coverage.

The Ch^ter shouldensurethat monthlyhealthinsurance premiumsare
paidtimely. Additionally, when employeesare terminated, the
Chaptershouldimmediately notifyinsurance companiesin orderto
remove them fi-om coverage.

Finding 17: Timesheets were missing from some ofthe payroll samples selected.

Criteria: Section VII (H-2c)ofthe FiscalSection ofthe FMS Manualstatesthat
theAdministrative Assistant is responsible forcalculating thetimeand
hoursworkedforeachemployee and shallenterthe totalhourson the
timesheet Timesheets shallalsodocumentregularand overtimehours
worked, annual, sickleaveand leavewithoutpaytaken duringeach pay
period.

Condition: Duringfiscal year2015payroll testing, itwasnotedthattherewerefour
missing timesheets outof43 items selected forsampling.

Effect:

Recommendation:

Improper paymentsto employeescan result due to the lack ofa
timesheet recording actual time worked.

The ChapterManagerand staff shouldensuretimesheetsare submitted
for each employee beforeprocessingpayroll to safeguardChapter
assets.

11



Finding 18: Personnel Action Forms ^AFs) not provided for some of the payroll
samples selected.

Criteria: Section Vn (H-lg) ofdie FiscalSection ofthe FMS Manualstatesthat
personnel records oneachemployee shall be maintained at the Chapter
administration on authorized Chapterforms. Theserecordsincludebut
are not limited to: (a)Personnel ActionForm(PAF),etc.

Condition: During fiscal year2015 payroll testing, itwasnoted thatthreesamples
outofthe43selected didnothavePAFs located intheiremployee file.

Effect:

Recommendation:

Paying employees without a completed Personnel Action Form
could result in improper payments to individuals who may not be a
bona fide employee.

The ChapterManagerand staffshouldensurethat all current
employeeshave a currentPAF on file and any futurechanges to an
employee's payrolldatabe documented withan updatedPAF.

Finding 19: Hourly rates on employees paychecks varied from the rates stated on
Personnel Action Forms in their personnel file.

Criteria: Per NavajoNationpolicy, changesto approvedpay ratesas
documented on the employer's PAF neal to be modifiedon a revised
PAF and approvedby an authorized individual priorto the new pay rate
takingefifect -OR-employees should be paidat the rateapproved on the
PAF.

Condition: Duringfiscal year2015payroll testing, itwasnotedthatthreeout ofthe
24 employees testedwerepaidat different hourly ratesthantheirPAF
stated. Thecombined difference inrateswas$.07perhour.

Effect: The Chapter is paying employees in excess ofapproved hourly rates
within their personnel file. This is a misappropriation ofChapter
assets.

Recommendation: The Chapterstaffshouldensurethat any changesmade withinthe
payroll system are documentedand the documentationplaced in the
respectivepersonnelfile.

12



Finding 20: Personnel Action Forms are missing proper signatures.

Criteria: PerNavajo Nationpolicy, employee PAF's should be signed by an
authorized individual priorto the startofemployment

Condition: During fiscal year2015payroll testing, itwasnoted thatthreeemployees
Personnel Action Forms didnothaveproper signatures.

Effect: The Chapter may have an unresolved issue with an employee who
startedwork before their paperworkwas finalizedthus resulting in
misappropriation offimds.

Recommendation: Die ChapterManagerand staffshouldensurethat a Personnel Action
Formiscompleted by allparties before the startofemployment.

Finding 21: A financial audit has not occurred for the Chapter since it was certified as
a Local Government .^ency in December 2010.

Criteria: Section Vn (M-1) of theFiscal Section of theFMSManual states that
the Chaptershallobtainan auditofits financial operations at leastevery
two yearsand whichshall include fundsreceived fiom allNavajo
Nation, State, County, and Federalsources andotherfundsources.

Condition: Per discussionwith the Secretaiy/Treasurer, there has been no audit
conducted ofthe Ch^ter sinceitwascertified as a LocalGovernment
Agency.

Effect: The Chapter may be performingaccounting processes incorrectly.
An audit will identify any areas ofconcern within the Chapter,
provide compliancewith the FMS Manual and aide the Navajo
Nation with necessary assurances that the funds allocated to the
Chapter are being spent appropriately.

Recommendation: Die Chapter officials should budget fora financial audit inthe
upcoming yearand actively seekan auditor to ensurecompliance with
the FMS Manual.

13



Finding 22: Arizona state unemployment returns and contributions were not paid in a
timely manner.

Criteria: Section Vn (H-2i)of the FiscalSection ofthe EMSManualstatesthat
theChapter shall also participate intheState Unemployment
Compensation ActFund. TheChapter Administration isresponsible
forsubmitting therequisite contribution to theDepartment of Economic
Security or Department Employment Security on a quarterly basis.

Condition: It was notedthattherewas no payment or filing ofStateUnemployment
Compensation taxesor reports fortwoquarters. Fivequarterly reports
outoftheeightwithin thetesting scope werenotfiled timely andfive
quarterly taxpayments weremadelateor notatallasofJuly31,2015.

EfEect: Former Chapter employees may not be covered under the State
UnemploymentCompensationAct Fund due to the late pajmients.
The Chapter has paid unnecessary penalties and interest for late
payment oftaxes.

Recommendation: TheChapter staffshould prepare and submittimelyState
Unemployment Compensation reports and payments.

Finding 23: Quarterly Federal payroll reporting was not filed timely and the monthly
Federal tax deposits were not paid timely.

Criteria: SectionVn (H-2j)oftiieFiscalSection ofthe FMS Manualstatesthat
the Administrative Assistant shallensuretimelydeposits aremade on
the quarterly payrolltax depositto avoidpenalties. Form941 shallbe
filedwifii the Internal RevenueService (IRS)on a quarterly basis
according to the duedatesset forthby the IRS.

Condition: Itwasnoted thatfive outofeightquarterly reports werenotfiled timely.

Effect:

Recommendation:

The Chapterhas paid $2,956.60 in unnecessary penaltiesand
interest related to Federal taxes and $1,503.30 related to State
Unemployment taxes during the eight quarters within the testing
scope.

Ch^ter staff should prepareand submit timely IRS reportsand tax
payments.

14



Finding 24: Checks were issued before fund approval forms were signed.

Criteria: Section Vn (B-2b)ofthe FiscalSection oftheEMSManualstatesthat
theAdministrative Assistant shall ensure thatthe FundApproval Form
indicates payment authorization andthatall source documents (i. e. ,
invoices, quotes, claimforms, timesheets andsimilar documents)
supporteach fiinddisbursement beforepreparing a checkfor payment.

Condition: During thetesting of fiscal year2015 ejqDenditures, two instances were
notedwherethe Chqjter requested and issueda checkbeforeitwas
authorized forpayment These exceptions totaled $1,160.00.

Effect: Failure to obtain authorizationbefore a check is issued may lead to
misappropriation offunds.

Recommendation: Cashdisbursements should not be madeunless all required approvals
are obtainedon the appropriate paperwork.

Finding 25: Several payroll and expenditure items selected for testing were not
provided during fieldwork or after an additional two weeks was granted to
provide the information requested.

Criteria: SectionVU(D-3)ofthe RecordsSectionofthe FMS Manualdefines
"Important Records"as thosetiiatare ofgreatvalueand importance to
the Chapter government. TTiese records shall be kepton file andstored
fora minimum period offive(5)years. Theyare,butnot limited to as
follows: (a)Financial records (bankstatements, ledgers, reports,
requisitions, etc. ) (b)Personnel records (c)Auditreports.

Condition: 10outofthe 50 itemsselected forpayroll testing in2015werenot
provided during ourfieldwork or thetwoweekpost-field workextension
requested. In addition, 13outofthe 117itemsselected forexpenditure
testingduringfiscalyear2015 werealso not provided.

Effect: Failure to maintain proper source documents for payroll and
vendor expenditures subjects those costs to be questioned.
Maintaining inadequate records subjects the Chapter fmances to
additional scrutiny ofwhether the information is accurate and
reliable.

Recommendation: All required payrolland expenditure documentation shouldbe retained
in accordance with tiie FMS Manual.

15



CONCLUSION

As an LGA certified Chapter, the Dilkon Chapter is held to a hi^er standard regarding the five
management system. The five management system is intended to provide reasonable
assurance that Chapter financial reporting is reliable and accurate, Ch^ter assets are safeguarded
fi-om loss or misuse, and Chapterscomply with qjplicable laws and regulations. During this
review, we conclude that the Chqjtefs five management system is not operating eflfectively
and does not meet its intended purpose. We found significant deficiencies that compromise tiie
overall integrity ofthe fivemanagement system.

Chapter fimds were not expended according to policies and procedures. 90% of the payments
testedwere issueddespite missing supporting documentation or missing the required approval fiom
Chapter officials. In addition, budgets for tiie various fimds of the Chapter were not monitored
consistently whenmakingexpenditures tiiroughout the year.

Compensation paid to Chapter employees was not supported with required documentation.
Missing documentation included essential items suchas timesheets andpay ratesthatwouldverify
whetheror not the Chapterwas payingemployees forhoursactually workedand at the correctrate.
In addition, payroll and fiinge benefit expenses were misappropriated as the former Chapter
Manager received health insurance benefits after termination of employment and payroll dates
fluctuated againstestablished payroll schedules duringfiscal year2014,resulting in earlyrelease of
paychecks to employees.

The remittance of Federal payroll taxesand quarterly reports werenot timely in eachoftiie seven
quarters analyzed in the special reviewofthe Chapter, resulting in the unnecessaiy ejqjenditure of
Chqjter funds for penalties and interest related to the late payments. State unemployment tax
(SUTA) reporting witnessed a similar trend of late reporting and payments, with filings and
payments submitted as lateas fivemonthsafterquarter end

Internal control procedures are deficient in a number of accounting processes critical to the
operation ofthe Chapter. Withthe sudden resignation of the former Chapter Manager on May I,
2015,the Administrative Assistant has stepped intothe position ofActingChapterManager. Her
dual-role status within the Chapter putsher in a position to handle the entire payroll, cash receipt,
and cashdisbursement process whichmaximizes the potential for misuse ofChapterresources and
increases the risk of fiaud and theft. The relatively small size of the Chapter necessitates a
permanent Chapter Manager inorderto efficiently cany out day-to-day business andensures good
internal controls forsoundaccounting practices.
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U>ren2o Lee. Sr.. President
Daryl he. Vice President
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MelanieJames, ActingChaptermanager

OILKON CHAPTER

HCR 63 BOX E • WINSLOW, AZ • 86047

February 26,2016

Elizabeth Begay,Auditor General
Auditor Generals Office

Post Office Box

Window Rock, Arizona 86515

RE: Draft Audit Report

RussellBegaye
PRESIDENT

JonaOmn Nez
VICE PRESIDENT

Dear Mrs. Begay:

Pleaseaccept this response letter on behalf ofthe draft audit report for Dilkon Chapter prepared by
Finley & Cooke, and provided to the Dilkon Chapter Administration and Chapter Officials on
February 4,2016 via telephone conference, where all the ChapterOfficials were present.

Please consider the frustration of the aftermath of the total loss of our Chapter Administration
building structural fire on September 6, 2014; which directly compromised our filing system,
records management documentation, and much of our property inventory. As a result, we last
everything and we have been dealing with this traumatic event within our community, while
working to re-establish our administrative capacities. Our day to day operations have been
severely impacted andto datewecontinue to address thedaily challenges. We have reached out to
several offices for backup records, reports, resolutions, and maps that were once submitted on
behalf ofour Chapter, but we have not retrieved any substantive records to re-create the records
and filing system that existed prior to the fire.

We understand Dilkon Chapteris held to a higher standard since Dilkon Chapter is a LGA Certified
Chapter. Dilkon Chapter has hired a Clerical Aide and has continuously advertised for a Chapter
Manager since November 2015. Dilkon Chapter has prioritized the important task ofimmediately
hiring and selecting a Chapter Manager to restore adequate internal controls. In the meantime.
Chapter Officials are diligent in monitoring and verifying the accuracy of payroll, requisitions,
financial assistance requests, and all other disbursements.

Ouradministration has accepted the report and would liketo move forward in a positive approach
by resolving these deficiencies and implementing a Corrective Action Plan which our office will
develop in a collaborate effort and in consultation with the Navajo Nation Office of the Auditor
General.

Thank you foryour time andunderstanding. Ifyouhave anyquestions pleaseemail
dilkonfSnavajnchapters.org or call our office at (928) 657-8100.

Melanie James) A«ing Chapter Manager
DILKON CHAPTER

CC: Lorenzo Lee Sr., Chapter President
DarylJoe,Chapter VicePresident
Rudie John, Chapter Secretary Treasurer
Robert Jumbo, Senior Auditor - Office Auditor General' PHONE (928) 657-8100 -FAX (928) 657-8103

Website: www.dilkon.iiavaiochaniers.ora Email: dilkon « navaiochapters.ore 17


