A INCLINE

GENERAL IMPROVEMENT DISTRICT

ONE DISTRICT —~ ONE TEAM

The Audit Committee Meeting of the Incline Village General Improvement District will be held
starting at 5:00 p.m. on Tuesday, September 1, 2020 at the Boardroom, 893 Southwood
Boulevard, Incline Village, Nevada.

In compliance with State of Nevada Executive Department, Declaration of Emergency Directive 006, 016, 018, and
021, this meeting is closed to the public and attendance is limited to members of the Board of Trustees and essential
staff. Public comment is allowed and the public is welcome to make their public comment either via e-mail (please
send your comments to info@ivgid.org by 2:30 p.m. on Tuesday, September 1, 2020) or via telephone (the telephone
number will be posted to our website on the day of the meeting).

A. ROLL CALL OF THE AUDIT COMMITTEE MEMBERS*
Derrek Aaron (At-Large Member), Matthew Dent (Trustee, Chair), Cliff Dobler (At-Large Member),
Sara Schmitz (Trustee), and Raymond Tulloch (At-Large Member)

B. PUBLIC COMMENTS* - Conducted in accordance with Nevada Revised Statutes Chapter
241.020 and limited to a maximum of three (3) minutes in duration.

C. APPROVAL OF AGENDA (for possible action)

The Audit Committee may make a motion for a flexible agenda which is defined as taking items on the
agenda out of order; combining agenda items with other agenda items; removing items from the agenda;
moving agenda items to an agenda of another meeting, or voting on items in a block.

-OR-

The Audit Committee may make a motion to accept and follow the agenda as submitted/posted.

D. GENERAL BUSINESS ITEM (for possible action)

1.

Review with Audit Committee, long range calendar (Requesting Trustee: Audit Committee
Chairman Matthew Dent) — page 3

Review, discuss and possibly make a recommendation to the Board of Trustees to allocate
funding and approve a proposal for the analysis and recommendations related to
Enterprise (proprietary) vs. Special Revenue (governmental) fund accounting, Central
Services cost allocations, punch card accounting for the Community Services and Beach
Funds, and the capitalization of consulting and repairs for all of the District's Governmental
and Proprietary Funds (Requesting Trustee: Audit Committee Member Sara Schmitz) —
page 4 - 110

Review, discuss, and possibly take action related to the following communications that
have been received and are included:

a. April 2, 2020 e-mail communication regarding Dillon’s Rule from Ms. Diane
Heirshberg and May 2, 2020 e-mail communication from Attorney General Opinion
(dated 2005) from Joy Gumz (13 pages) — pages 111 - 132
i. Update/Response (Requesting Member: District Legal Counsel Joshua
Nelson)

Incline Village General Improvement District

Incline Village General Improvement District is a fiscally responsible community partner which provides superior utility services and community
oriented recreation programs and facilities with passion for the quality of life and our environment while investing in the Tahoe basin.

893 Southwood Boulevard, Incline Village, Nevada 89451 e (775) 832-1100 @ FAX (775) 832-1122
www.yourtahoeplace.com
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b. August 7, 2020 e-mail communication asking Is IVGID Improperly Using the
District's Ad Valorem Taxes? from Aaron Katz (2 pages) — pages 133 - 134

E. APPROVAL OF MEETING MINUTES (for possible action)
1. Audit Committee Meeting Minutes of August 19, 2020 — pages 135 - 153

F. PUBLIC COMMENTS* - Conducted in accordance with Nevada Revised Statutes Chapter
241.020 and limited to a maximum of three (3) minutes in duration.

G. ADJOURNMENT (for possible action)

CERTIFICATION OF POSTING OF THIS AGENDA

IVGID

VOID mmssamne | SUSPENDED — STATE OF NEVADA
Crystal Bay Post EXECUTIVE DEPARTMENT,
Raley’ Shoppi C

In?:l?r?les Sﬁggg DECLARATION OF EMERGENCY’ BS:riL of Washoe County Library

IVGID's Recreation DIRECTIVE 006 (SECTION 3), 016, Center
018 and 021 4/ Susan 0. Hevan, CMC

Susan A. Herron, CMC
/\:@0 the BoW-mail: sah@ivgid.org/phone # 775-832-1207)

Audit Committee Members: Derrek Aaron (At-L Member), Matthew Dent (Trustee, Chair), Cliff er (At-Large Member), Sara Schmitz (Trustee), and
Raymond Tulloch (At-Large Member)

Notes: Items on the agenda may be taken out of order; combined with other items; removed from the agenda; moved to agenda of another meeting; moved to
or from the Consent Calendar ion; or may be voted on in a block. Items with a specific time designation will not be heard r to the stated time, but may be
heard later. Those item owed by an asterisk (*) are items on the agenda upon which the Board of Trustees will take no action. ers of the public who are
disabled and re spemal accommodatlons or aSS|stance at the meetlng are requested to caII IVGID at 832-1100 at Ieast 24 hours prior to meeting. Copies of
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TO: Audit Committee

THROUGH: Matthew Dent, Audit Committee Chair

FROM: Sara Schmitz

SUBJECT: Review, discuss and possibly make a recommendation to the Board
of Trustees to allocate funding and approve a proposal for the
analysis and recommendations related to Enterprise (proprietary) vs.
Special Revenue (governmental) fund accounting, Central Services
cost allocations, punch card accounting for the Community Services
and Beach Funds, and the capitalization of consulting and repairs for
all of the District's Governmental and Proprietary Funds.

STRATEGIC

PLAN REFERENCE(S): Rather than Strategic Plan, this relates to Policy
2.1.0 Budgeting and Fiscal Management, Resolution 1838, Policy 6.1.0,
Policy 9.1.0, Practice 2.9.0, Policy 18.1.0 as well as NRS 318, NRS 354 and

GASB 34 Paragraph 67c

DATE: 8/25/2020

. RECOMMENDATION

The Audit Committee makes a motion to recommend the Board of Trustees
appropriate funding and approve a proposal for the services of an external
accounting firm to assess and make recommendations related to the District’s
form of accounting (Enterprise vs. Special Revenue), Central Services cost
allocations, capitalization of costs and policy, and punch card accounting.

. BACKGROUND

Enterprise vs. Governmental Accounting

Since its inception, the District used Enterprise Fund Accounting for the
Community Services and Beach Funds until 2015 when a change was made to
account and report these Funds as governmental Special Revenue, Capital
Project and Debt Service Funds. There are have been questions brought to the
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Audit Committee regarding the appropriateness of this change. The question
stems from the method of the District’s collection of annual Recreation and
Beach Standby Service and Availability of Use Fees as well as charges for
services and how that relates to the language under GASB 34 Paragraph 67(c).

Central Services Cost Allocations with Governmental Accounting

With the change to Special Revenue (governmental) accounting for the -
Community Services and Beach Funds, it brought forth another concern
regarding the District’s Central Services Cost Allocations. District Policies were
not updated to accurately reflect the changes until recently. The Audit Committee
has received letters questioning the legality of central services cost allocations
for the governmental funds due to the fact NRS 354.613(c) only references to

Enterprise Funds.

Punch Card Accounting ;

The method of accounting for punch card utilization has been brought to the
Audit Committee as an area of concern due to the method of transferring funds
from the Community Services Special Revenue Fund to the Beach Special
Revenue fund. The method of revenue recognition at recreational and beach
venues and subsequent contra revenue accounting has not been Board
approved nor has a policy or practice been developed. The revenues related to
the up to 5 punch cards per parcel are booked with the collection of the
Recreation and Beach Facility Fees.

Capitalization Policy and Implementation

Over the years, the District has been capitalizing costs related to consulting fees
for master plans and repairs made to the effluent pipeline. The policy and
practice for capitalization are inconsistent and therefore need updating. The
Audit Committee has been asked to evaluate the capitalization which may have
impacts related to past CAFRs where significant expenditures were capitalized.

Approach
These questions have been outstanding with the prior Audit Committee for years.

With a new General Manager, Director of Finance and Audit Committee it is an
opportunity to bring the questions to closure. It was agreed that by hiring an
outside accounting firm to analyze the questions and background information and
where appropriate review our existing policies and practices, the independent
recommendations would bring the District together with a common understanding
and direction for the future of District financial accounting and reporting.
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. BID RESULTS

This is a professional services proposal which does not require the bidding
process.

IV. FINANCIAL IMPACT AND BUDGET

While there is a cost associated with the various proposals, there is also a cost
and risk to the District to continue operating as it has in the past. The goal is to
get the District on the right path for financial reporting, cost allocations and
capitalization.

Depending on the outcome, the District may be required to restate past CAFRs
which would also have associated costs.

V. ALTERNATIVES

There are two options. First, would be to obtain additional proposals. The
second would be for the Audit Committee and management to reach consensus
on the issues identified. Since these questions have been outstanding and
ongoing for years, these may not be the best alternatives for the District.

VI. COMMENTS
By obtaining an outside independent opinion on the issues, the Director of
Finance will have clear direction for changes to be made to the financial

reporting, accounting methods and capitalization.

VIl. STRATEGIC PLAN REFERENCE(S)

The resolution, policy and practice, Nevada Revised Statutes and GASB
Statement have been identified at the beginning of this memo. They are more
appropriate than the strategic plan references.
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@ MOSSADAMS

August 26, 2020

Sara Schmitz

Incline Village General
improvement District
883 Southwood Blvd

Incline Village, Nevada 89451

Dear Ms. Schmitz:

We are pleased to submit our proposal to provide analysis and make
recommendations regarding certain accounting and reporting matters for Incline
Village General Improvement District (the District). Specifically, we'll analyze and
provide guidance on whether certain of the District’s activities should be reported in
enterprise funds vs. special revenue, capital projects, and debt service funds; the
allocation of central service costs; punch card accounting; and whether the District’s
current capitalization policies and actual practice are in agreement with current
accounting standards. We are confident we offer the governmental expertise,
capabilities, approach, and level of dedicated service that will meet or exceed your
expectations. Moss Adams offers the District a number of important qualifications
including: il
« Exiensive governmental accounting and financial reporting expertise.
Our proposed team specializes in accounting, auditing, and consulting services to
governmental entities. Jim Lanzarotta, our proposed engagement pariner, has
served the profession on a national level for the past fifteen years in his role as
the chair of the American Institute of Certified Public Accountant’s State and
Local Government Expert Panel, a member of the Governmental Accounting
Standards Advisory Council, and as a national speaker/trainer on governmental
accounting standards.

A comprehensive engagement approach. We have an organized and
tailored engagement approach that will provide you with the confidence you will
receive a quality end product sensitive to your needs.

¢ A proven ability to effectively meet your communication and timeline
expectations. We understand that entities like the District tend to have Board,
Management, and Community Members with varying opinions on the subject
matter and generally all have the entity’s best interests at heart. We havea
proven track record of working cooperatively with all stakeholders,
communicating in a professional manner, and finding effective solutions with
benefits to all concerned.

We commit to helping the District with observations and recommendations designed
to provide the best path for moving forward. Our personal promise to you is to ensure
that you receive the best service Moss Adams is capable of providing. This proposal
includes information about Moss Adams, our approach to this engagement, and an
initial fee estimate. Please contact Jim Lanzarotta if you have any questions.

Sincerely,

fonas (7 Logens T

James C. Lanzarotta, CPA
Partner
jim.lanzarotta@mossadams.com









The operations of a City’s convention center and performing arts venues.

The operations of a County’s health department

The operations of a County’s Federally Qualified Health Center

The operations of a City’s cable television operations

The operations of a County’s public libraries

The operations of a City’s activities to support affordable housing within the City

The operations of a community college

In addition to the analysis and conclusions provided in the engagements noted above, we routinely assist
clients with the proper accounting for activities and transactions. Some recent examples include:

The assessment of a Systems Development Charge to developers of residential property within the
boundaries of a Parks and Recreation District as a method for new owners to ‘buy into’ the capital
costs of existing recreation facilities.

The accounting for a City’s assessment of a Performance Delivery Fee to developers related to its
affordable housing programs.

The proper accounting for sales of property and related improvements owned by a Port District in
support of its economic development initiatives.

The benefits for a City to switch its water utility operations to the regulafory basis of accounting and
away from the accrual basis of accounting.

The accounting by a City that partnered with another City in the construction and use of a joint water
plant and water distribution lines as well as the use of the other City’s water rights.

The determination of whether the additional costs incurred by a Sewer Ultility to transport sewage to
another treatment facility while its treatment plant was off-line for substantial repairs and
improvements could be capitalized into the cost of the improvements.

The establishment and accounting by a small community for its capital asset replacement program.

KEY TEAM MEMBERS

Working with the right team of professionals makes all the difference to your engagement. The team
members we have thoughtfully selected to serve your specific needs have years of experience working
with local governments. But more than that, you will find they bring an optimistic perspective focused on
helping the District explore and embrace opportunities for improvement. Your Moss Adams team will
personally engage with your team and bring a high leve! of energy to the engagement. All of our team
members, from partner to staff, will be actively involved in the development of findings and
recommendations to deliver the highest possible value to the District.

Qur proposed team composition reflects a robust combination of quality assurance, project management,
technical accounting and financial reporting experience. Jim Lanzarotta, partner, will serve as your client
service partner responsible for providing quality assurance, technical support, analysis, observations and
recommendations, and communication to your audit commitiee. Kevin Mullerleile, Senior Manager, will
serve as the Project Manager and will handle information requests of you and staff of the District, provide
analysis, observations and recommendations, and supervise other staff. Harvey Wang, Manager, will
provide analysis, observations and recommendations.

Moss Adams | Proposal for Incline Village General Improvement Distriet 3
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Approach and Methodology

Project Methodology and Work Plan

Moss Adams conducts accounting and reporting assistance services with great care, independence, and
objectivity. In addition, we bring a solid understanding of the application of best practices. We take
adherence to independence standards seriously. Key internal controls are in place to provide high
quality, objective observations and recommendations. Internal controls include the following:

= Independence — Moss Adams accepts clients carefully and assigns staff with equal care so that no
external, personal, or organizational impairmenis exist.

=  Professional Judgment — Moss Adams uses careful planning to determine the type of assignment
to be performed and the standards that apply to the work. This includes defining the scope of work,
selecting a specific methodology, determining the type and amount of evidence to be gathered, and
providing high quality observations and recommendations. Professional judgment is also
demonstrated by an attitude of professional skepticism, which includes an inquisitive mind and a
critical assessment of evidence. Our standards of professional judgment demonstrate experience
and integrity.
Competence — The proposed professionals for this engagement are well qualified. Moss Adams has
a rigorous continuing professional education program in which all staff members must adhere to firm-
specified requirements for education. In addition, our Government Practice sponsors an annual
education forum, which includes training in relevant areas such as AICPA Consulting Standards,
Generally Accepted Government Audit Standards (GAGAS), Generally Accepted Audit Standards
(GAAS), and firm practices. in addition to rigorous CPE, our proposed staff members work in a
supervised environment, which fosters the development of experience and professionalism.

Quality Control and Assurance — Moss Adams has a rigorous process of internal quality control
and supervision. All engagements are assigned to a qualified engagement manager. All deliverables,
including workpapers, findings, recommendations, and final reports are processed through a critical
quality control review process, in which a qualified senior manager or partner reviews the work for
quality and professional standards. In addition to these regular quality control and assurance
controls, Moss Adams participates in a regular external peer review process.

Our accounting and financial reporting service methodology encompasses project planning; remote
fieldwork (given our current response to COVID-19 risks); interviews or discussions with key District
stakeholders; review of the issues identified; a comparison of the current accounting and reporting to the
governmental accounting standards, best practices, and state regulations where applicable; evaluation of
alternatives where applicable; and a project report that delivers high-impact analysis, observations, and
our recommendations. Our approach includes four major phases, which are broken down by task and
described in detail below, including deliverables.

Phase 1: Start-Up and Management

The objective of this phase is fo confirm the District’s desired project goals and outcomes, as well as {o
determine the accounting guidance and any state regulations that must be followed.

"

Moss Adams | Proposal for Incline Village General Improvement District 6
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Availability and Timeline

Projects of this scope and nature typically take approximately two months to complete from engagement
acceptance fo final reports. The longest duration task is the collection and review of data and the
development of our understanding of the Districts current accounting and reporting policies and practices
addressing the four main areas to be addressed in this engagement.

Understanding that the Audit Commitiee desires to review proposals and make a decision on engaging a
firm at its next scheduled meeting in early September, we propose the following schedule for the

engagement:

e«  Project Startup September 2020

¢ Fact Finding September 2020

= Analysis September/October 2020
Deliverables October 2020

Our proposed team has sufficient availability to meet the time commitments required to complete the
services described in this proposal in the specified timeframe.

Moss Adams | Proposal for Incline Village General Improvement District 10
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8/26/2020 NRS: CHAPTER 318 - GENERAL IMPROVEMENT DISTRICTS

(b) Levy a tax in addition to a tax authorized in paragraph (a), if the additional tax is authorized by the qualified electors of the district, as provided in subsections 4 to 7,
inclusive.

3. The proceeds of any tax levied pursuant to the provisions of this section must be used for purposes pertaining to the basic purpose stated in this section, including, without
limitation, the establishment and maintenance of:

(a) A cash-basis fund of not exceeding in any fiscal year 60 percent of the estimated expenditures for the fiscal year to defray expenses between the beginning of the fiscal year
and the respective times tax proceeds are received in the fiscal year; and

(b) An emergency fund of not exceeding in any fiscal year 25 percent of the estimated expenditures for the fiscal year to defray unusual and unanticipated expenses incurred
during epidemics or threatened epidemics from diseases from sources which the district may exterminate or abate.

4. Whenever it appears to the board of a district authorized to exercise the basic power stated in subsection 1 that the amount of money required during an ensuing fiscal year
will exceed the amount that can be raised by a levy permitted by paragraph (a) of subsection 2, the board may:

(2) Ata special election or the next primary or general election submit to the qualified electors of the district a question of whether a tax shall be voted for raising the additional
money;

(b) Provide the form of the ballot for the election, which must contain the words “Shall the district vote a tax to raise the additional sum of ........ 7 or words equivalent thereto;

(c) Provide the form of the notice of the election and provide for the notice to be given by publication; and

(d) Arrange other details in connection with the election.

5. A special election may be held only if the board determines, by a unanimous vote, that an emergency exists. The determination made by the board is conclusive unless it is
shown that the board acted with fraud or a gross abuse of discretion. An action to challenge the determination made by the board must be commenced within 15 days after the
board’s determination is final. As used in this subsection, “emergency” means any unexpected occurrence or combination of occurrences which requires immediate action by the
board to prevent or mitigate a substantial financial loss to the district or to enable the board to provide an essential service to the residents of the district.

6. Except as otherwise provided in this chapter:

(a) The secretary of the district shall give notice of the election by publication and shall arrange such other details in connection with the election as the board may direct;

(b) The election board officers shall conduct the election in the manner prescribed by law for the holding of general elections and shall make their returns to the secretary of the
district; and

(c) The board shall canvass the returns of the election at any regular or special meeting held within 6 working days following the date of the election, or at such later time as the
returns are available for canvass, and shall declare the results of the election. .

7. If a majority of the qualified electors of the district who voted on any proposition authorizing the additional tax voted in favor of the proposition, and the board so declares
the result of the election:

(2) The district board shall report the result to the board of county commissioners of the county in which the district is situated, stating the additional amount of money required
to be raised. If the district is in more than one county the additional amount must be prorated for each county by the district board in the same way that the district’s original total
estimate of money is prorated, and the district board shall furnish the board of county commissioners and auditor of each county a written statement of the apportionment for that
county; and

(b) The board of county commissioners of each county receiving the written statement shall, at the time of levying county taxes, levy an additional tax upon all the taxable
property of the district in the county sufficient to raise the amount apportioned to that county for the district.

8. The district shall not:

(a) Borrow money except for medium-term obligations pursuant to chapter 350 of NRS;

(b) Levy special assessments; or

(c) Fix any rates, fees or other charges except as otherwise provided in this section.

9. The district may determine to cause an owner of any real property to abate any nuisance pertaining to the basic power stated in this section, after a hearing on a proposal for
such an abatement and notice thereof by mail addressed to the last known owner or owners of record at the last known address or addresses of the owner or owners, as ascertained
from any source the board deems reliable, or in the absence of the abatement within a reasonable period fixed by the board, to cause the district to abate the nuisance, as follows:

(a) At the hearing, the district board shall redetermine whether the owner must abate the nuisance and prevent its recurrence, and shall specify a time within which the work
must be completed;

(b) If tge nuisance is not abated within the time specified in the notice or at the hearing, the district board shall abate the nuisance by destroying the larvae or pupae, or
otherwise, by taking appropriate measures to prevent the recurrence of further breeding;

(c) The cost of abatement must be repaid to the district by the owner;

(d) The money expended by the district in abating a nuisance or preventing its recurrence is a lien upon the property on which the nuisance is abated or its recurrence
revented;
P (e) Notice of the lien must be filed and recorded by the district board in the office of the county recorder of the county in which the property is situated within 6 months after
the first item of expenditure by the board;

(f) An action to foreclose the lien must be commenced within 6 months after the filing and recording of the notice of lien;

(g) The action must be brought by the district board in the name of the district;

(h) When the property is sold, enough of the proceeds to satisfy the lien and the costs of foreclosure must be paid to the district and the surplus, if any, must be paid to the
owner of the property if known, and if not known, must be paid into the court in which the lien was foreclosed for the use of the owner if ascertained; and

(i) The lien provisions of this section do not apply to the property of any county, city, district or other public corporation, except that the governing body of the county, city,
district or other public corporation shall repay to any district exercising the basic power stated in subsection 1 the amount expended by the district upon any of its property pursuant
to this chapter upon presentation by the district board of a verified claim or bill.

S
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8/26/2020 NRS: CHAPTER 318 - GENERAL IMPROVEMENT DISTRICTS

(2) Special assessments; and
(3) Tolls, rates and charges pertaining to the facilities or services, or both facilities and services, furnished by any such district.
(d) The running of the statutes of limitations in force on May 1, 1967.

2. All incomplete proceedings had and taken by any such district, under any law repealed by chapter 542, Statutes of Nevada 1967, preliminary to and in the acquisition or
improvement of any project, the creation of any special assessment district, the levy and collection of any special assessment, or the issuance of any interim or temporary bond, or
any definitive bond, which proceedings are in substantial compliance herewith, may, at the option of the board, be completed hereunder the same as if such incomplete proceedings
had been had and taken pursuant to the provisions of this chapter.

3. The adoption of chapter 542, Statutes of Nevada 1967, shall not repeal or in any way affect or modify the power of a board of directors of a district organized pursuant to
chapter 311 of NRS prior to May 1, 1967, concerning the borrowing of money or the acceptance of any grant of public or private money, which power was exercised prior to May
1, 1967.

(Added to NRS by 1967, 1710)

(@
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BILbIZUZY NRS: CHAPTER 354 - LOCAL FINANCIAL ADMINISTRATION

(b) The manner in which the services provided by the local government must be limited to ensure a balanced budget for the local government,
=+ and submit his or her findings to the Committee.

2. The Committee shall review the findings submitted by the Executive Director pursuant to subsection 1. If the Committee determines that the severe financial emergency
which exists in the local government is unlikely to cease to exist within 3 years and that the findings made by the Executive Director are appropriate, the Committee shall submit its
recommendation and findings to the Nevada Tax Commission. If the Committee determines that the financial emergency is likely to cease to exist within 3 years, that decision is
not subject to review by the Nevada Tax Commission.

3. The Nevada Tax Commission shall schedule a public hearing not later than 30 days after the Committee submits its recommendation and findings. The Nevada Tax
Commission shall provide public notice of the hearing at least 10 days before the date on which the hearing will be held. The Executive Director shall provide copies of all
documents relevant to the recommendation and findings of the Committee to the governing body of the local government existing in a severe financial emergency.

4. If, after the public hearing, the Nevada Tax Commission adopts the recommendation and findings of the Committee, the Commission may:

(2) Require the submission of a question to the electors of the local government at the next primary or general municipal election or primary or general state election, as

applicable, asking whether the local government should be disincorporated or dissolved; or '
(b) Require the local government to take any other remedial action in accordance with the recommendation and findings of the Committee.
5. If'the electors of the local government do not approve the disincorporation or dissolution of the local government:
(2) The maximum ad valorem tax levied within the local government, if any, must be raised to $5 on each $100 of assessed valuation;

(b) Any other taxes or mandatory assessments levied in the local government, notwithstanding any limitation on those taxes or assessments provided by statute, must be raised
in an amount the Nevada Tax Commission determines is necessary to ensure a balanced budget for the local government; and

(¢) The services provided by the local government must be limited in a manner the Nevada Tax Commission determines is necessary to ensure a balanced budget for the local

overnment.
& 6. If the electors of the local government approve the disincorporation or dissolution of a local government that is:
(a) Created by another local government, it must be disincorporated or dissolved:

(1) Pursuant to the applicable provisions of law; or

(2) If there are no specific provisions of law providing for the disincorporation or dissolution of the local government, by the entity that created the local government. If, at
the time of the disincorporation or dissolution of the local government pursuant to this paragraph, there are any outstanding loans or bonded indebtedness of the local government,
including, without limitation, loans made to the local government by the county in which the local government is located, the taxes for the payment of the bonds or other
indebtedness must continue to be levied and collected in the same manner as if the local government had not been disincorporated or dissolved until all outstanding indebtedness is
repaid, but for all other purposes the local government shall be deemed disincorporated or dissolved at the time that the entity which created the local government disincorporates or
dissolves the local government. Any other liabilities and any remaining assets shall revert to the entity that created the local government which is being disincorporated or
dissolved.

(b) Created by a special or local act of the Legislature, it may only be disincorporated or dissolved by the Legislature. The Executive Director shall submit notification of the
vote approving the disincorporation or dissolution of the local government to the Director of the Legislative Counsel Bureau for transmittal to the Legislature. At the first
opportunity, the Legislature shall consider the question of whether the special or local act will be repealed.

(¢) Created in any other manner, it must be disincorporated or dissolved:

(1) Pursuant to the applicable provisions of law; or

(2) If there are no specific provisions of law providing for the disincorporation or dissolution of the local government, by the governing body of that local government. If,
at the time of the disincorporation or dissolution of the local government pursuant to this paragraph, there are any outstanding loans or bonded indebtedness of the local
government, including, without limitation, loans made to the local government by the county or counties in which the local government is located, the taxes for the payment of the
bonds or other indebtedness must continue to be levied and collected in the same manner as if the local government had not been disincorporated or dissolved until all outstanding
indebtedness is repaid, but for all other purposes the local government shall be deemed disincorporated or dissolved at the time that the governing body of the local government
disincorporates or dissolves the local government. Except as otherwise provided in this subparagraph, any other liabilities and any remaining assets of the local government shall
revert to the board of county commissioners of the county in which the local government is located. If the local government is located in more than one county, the governing body
of the local government shall apportion the remaining liabilities and assets among the boards of county commissioners of the counties in which the local government is located.

7. Not later than 10 days after the Nevada Tax Commission requires the submission of a question to the electors to disincorporate or dissolve a local government pursuant to
subsection 4, the Executive Director shall notify:

(a) The city clerk, if the local government is a city; or

(b) The county clerk in all other cases,
= and provide the clerk with the amount any tax or mandatory assessment levied by the local government must be raised and a description of the manner in which the services
provided by the local government must be limited to ensure a balanced budget for the local government.

8. After the Executive Director notifies the city clerk or the county clerk, as applicable, pursuant to subsection 7, the clerk shall cause to be published in a newspaper of
general circulation that is printed in the local government a notice of the election once in each calendar week for 2 successive calendar weeks by two weekly insertions a week
apart, the first publication to be not more than 30 days nor less than 22 days next preceding the date of the election. If no newspaper is printed in the local government, publication
of the notice of election must be made in a newspaper printed in this State and having a general circulation in the local government.

9. The notice required pursuant to subsection 8 must contain the following information:

(a) That the Nevada Tax Commission has determined that the severe financial emergency which exists in the local government is unlikely to cease to exist within 3 years;

(b) That the question of whether the local government should be disincorporated or dissolved will be submitted to the electors of the local government at the next primary or
__, general municipal election or the next primary or general state election, as applicable; and

Ettps:l/www,leg.state.nv.us/N RS/NRS-354 . htm! 40/43
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frust funds, defined in paragraph 72, which should be used to report situations in
which the government is required to use the principal or earnings for the benefit of
individuals, private organizations, or other govermments.)

Proprietary Funds

66. Proprietary fund reporting focuses on the determination of operating income,
changes in net assets (or cost recovery), financial position, and cash flows. The
proprietary fund category includes enterprise and internal service funds.

67. Enterprise funds may be used to report any activity for which a fee is
charged to external users for goods or services. Activities are required to be
reported as enterprise funds if any one of the following criteria is met. Govern-
ments should apply each of these criteria in the context of the activity’s principal
revenue sources.33

a. The activity is financed with debt that is secured solely by a pledge of the net
revenues from fees and charges of the activity. Debt that is secured by a
pledge of net revenues from fees and charges and the full faith and credit of
a related primary government or component unit—even if that government is
not expected to make any payments—is not payable solely from fees and
charges of the activity. (Some debt may be secured, in part, by a portion of
its own proceeds but should be considered as payable “solely” from the
revenues of the activity.)

b. Laws or regulations require that the activity’s costs of providing services,
including capital costs (such as depreciation or debt service), be recovered
with fees and charges, rather than with taxes or similar revenues.34

33These criteria do not require insignificant activities of governments to be reported as enterprise
funds. For example, state law may require a county’s small claims court {o assess plaintiffs a fee
to cover the cost of frivolous claims. However, taxes, not fees, are the principal revenue source
of the county’s court system, and the fees in question cover only the cost of frivolous small claims
court cases. In this case, the county would not be required to remove its court system or the
small claims court activity from its general fund and report it in an enterprise fund. Conversely,
a state department of environmental protection regulation may require a water utility to recover
the costs of operating its water plant, including debt service costs, through charges fo its
customers—the tility’s principal revenue source. Because these charges are the activity's
principal revenue source and because the water utility is required to recover its costs, the utility
should be reported as an enterprise fund.

34Based on this criterion, state unemployment compensation funds should be reported in
enterprise funds.
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c. The pricing policies of the activity establish fees and charges designed to
recover its costs, including capital costs (such as depreciation or debt
service).

68. Internal service funds may be used to report any activity that provides
goods or services to other funds, departments, or agencies of the primary
government and its component units, or to other governments, on a cost-
reimbursement basis. Internal service funds should be used only if the reporting
government is the predominant participant in the activity. Otherwise, the activity
should be reported as an enterprise fund.

Fiduciary Funds

69. Fiduciary fund reporting focuses on net assets and changes in net assets.
Fiduciary funds should be used to report assets held in a trustee or agency
capacity for others and therefore cannot be used to support the government’s
own programs. The fiduciary fund category includes pension (and other em-
ployee benefit) trust funds, investment trust funds, private-purpose trust funds,
and agency funds. The three types of trust funds should be used to report
resources held and administered by the reporting government when it is acting
in a fiduciary capacity for individuals, private organizations, or-other govern-
ments. These funds are distinguished from agency funds generally by the
existence of a trust agreement that affects the degree of management involve-
ment and the length of time that the resources are held.

70. Pension (and other employee benefit) trust funds should be used to report
resources that are required to be held in trust for the members and beneficiaries
of defined benefit pension plans, defined contribution plans, other postemploy-
ment benefit plans, or other employee benefit plans.

71. Investment trust funds should be used to report the external portion of
investment pools reported by the sponsoring government, as required by State-
ment 31, paragraph 18.

72. Private-purpose trust funds, such as a fund used to report escheat prop-
erty, should be used to report all other trust arrangements under which principal
and income benefit individuals, private organizations, or other governments.
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From Dlane He;rshberg <dbhe|rshberg@gmall.com>
Sent: Wednesday, Aprll 8,2020 10:06 PM

To: Matthew Dent; Sara Schmitz; Tim' Canrcrate .
Subject: Dillon's Rule and General Improvement Districts; Questions for IVGID to Investigate

April2,2020 ’
Dear IVGID Audit Committee, Ms. Schmitz and Messrs. Callicrate and Dent,

| was recently researching Dillon’s Rule in connection with a request being made to Washoe County to combat the
spread of the COVID-19 virus in Incline Village. | found that the Nevada State Legislature had passed a statute in 2015 to
make the application of Dillon’s Rule to County Commissioners less restrictive, but its appilgat:on to-other gévernmental
entities, like General Irmprovement Districts, refains the same as it has been since its-adoption in 1868. |am writing this
email to bring Dillon’s Rule and some complaints | have heard from local residents concernmg IVGID accounting
practices, to the atténtion of the audit committee. | sincerely recommend that IVGIB's audit committee seek legal
counsel to investigate whether IVGID has the authority to make some of the questioned expendxtures described below

under Dillon’s Rlule.
Dillon’s Rule was articulated by lowa Supreme Court Chief Justice John Dillen in the case of Merriam v. Moody’s Ex'rs, 25
lowa 163, 170 in the year 1868, as follows:
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“In determining the question now made, it must be taken for settled law, that a municipal corporation
possesses and can exercise the followmg powers and no others: First, thosg_g_n;gnted in express words; second, those
necessarily: nmgge_d or necessanly mcndent to the POWETS. expresslv granted, third, those absolutelv essentnal to the
declared ob[ects and purposes of the corporatlon—not simply convement but mdlspensable- fourth ny fanr doubt as

to the ex:stence of a power is resolved by the courts agamst the corpo t:on—- _gamst the exastence of the power »

In the 1860's Justice. D:Hon considered’ local governments to be more. corrupt than state governments, and sought'to
limit the power of local ofF cials to sigh contracts. In his decisions and later in a treatise he wrote “Commentaries on the
Law of Municipal. Corporatlons he established a legal prmcrple that local Jurlsdlctlons had no inherent powers granted

by the people; all authority fiowed from the state,

I would also note that the same principal was-détermined several months earlier by the Nevada.Supreme Court in tucker
v. Mayor and Bd. Of Alderman, 4 Nev 20 26 (1868) so is was not a novel rule for Nevada. | have attached a 2013 article
discussing Dillon’s Rule in Nevada" provvdes a good discussion as to how Dillon’s Rule works in Nevada as it applies to-

GIDs.
The 1937 Nevada case, Ronnow vs. City of Las Vegas, 57 Nev 332(1937) also provides instructive language on Dillon’s
Rule:

“It is a general and undisputed proposmon of law that a municipal corporation possesses and can exercise the
following powers and no others: First, those granted in express words second those necessarily or fairly implied.in or
incident to the powers expressly granted; thzrd those essentlal to the declared ‘objects and purposes of the-
corporation—not simply convenient but indispensable. Any fair, reasonable substantial doubt concerning the existence
of a power is resolved by the courts against-the corporation; and the power is- demed Of every mumc:lpal corporation
the charter or statute by which it is created is its organic act. Neather the corporatnon nor its officers can do any act, or
make any contract, or incur.any vlrablhty,nnot authorlzed thereby, or by some le_glslatlve act applicable thereto. All acts

beyond the scope of the powers granted are void.”

As you can see from the above discussion, Dillon’s Rule is very strict as applied to GIDs. Therefore, | want to review the
issuesthat | have heard raised so that you can be aware of and investigate the issues and seek written legal counsel as

to what you can and cannot do as a GID.

The following expenditures by IVGID have been raised as not authorized. | know nothing about the allegations, but |
wanted to communicate to the audit committee that these issues should be reviewed with your counsel if they are
occurring or have occurred. | do not know if any of these issues are accurate, but | heve heard the following complaints:

1. IVGID has allegedly donated merchandise which it purchased to local charities. - This raises the question as
to whether IVGID has the power to donate to charities under Dillon’s Rule. | saw a specific statutory
authorization for Washoe County to donate to charity but did not see a specific statutory authority for GIDs to
do so. (I have not seen the authorizing documentation for IVGID specifically and do not know if there is
authorizing language there.) :

2. Donations are allegedly made by IVGID to local charities, and the Incline Village Visitor Bureau is only
charged $1.00 per year for rent, even though the Visitor Bureau collects so much money from transient
occupancy tax from the County. Again, this goes to the Dillon’s Rule gquestion as to whether IVGID has the
power to donate to charities.

3. IVGID has allegedly been giving IVGID venue cards to employees to use at no-cost. | noticed that NRS
318.185 gives the Board the power to fix employee compensation. | don’t know if the IVGID venue cards are
formally part of the compensation, and if so whether that would be sufficient support for this activity under
Dillon’s Rule. :

4. IVGID has allegedly been sending employees on business trips and reimbursing business expenses, including
travel. NRS 318.145, 318.210, 318.175, and 318.116 give authority to IVGID to take actions needed to fulfill its
responsibilities, but in order to be sure which specific business expenses are necessary and authorized by
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Dillon’s Rule, you should review your practices and policies with an attorney | strongly urge IVGID to prepare a
written Business Expensé Pohcy with an ‘employee experise reifnbursement form all approved by your
attorneys. This will allow employees to. know which busmess expenses are ecessam to operate, as the Busiriess
Expense Policy will limit hotels, food, travel, etc., and requrre the employees to. sub{mlt a rermbursement form
with attached original recelpts, the Pohcy would-also. advnse asto when employees can travel to conferences,
trainings, etc. Allowing for per diem rermbursement would not suffice to justify the underlymg necessary” o
mdlspensable ‘purpose of the expense :
5. [I'wasadvised that instead.of the standard expense reimburserent procedure descnbed in 4 above,
employees aHegedIy areor were given. purchase cards; and there:are’ no wntten directions’ on the use of -
purchase cards and no advance or subsequent approval or dtsapproval of charges made on purchase cards ]
cannotiimagine that the attorney will approve the use of the purchase cards mstea of. formal expense
reimbursement with approval by lVGlD in advance of relmbursement payment to.employees. .| was advised of
some. of the descrrbed purposes for the pur | _e~cards and’ would urge: that some ofﬂ e SCI‘IPUOHS requlre
scrutiny by your counsel for author:zatlon under Dzllon s Ruly u : yriemple
workmg non- stop” ”Gung Ho” meetmg at Brewforra brrth ,ys at MO A,S lunch "aftera tough Week” food for-
a gomg away party " Lunch; dmner and food expenses. reaHy need to be reweWed by your !awyers asto
whether they are- necessary/mdtspensable to the performance of lVGID’s powers rathér than merely
convement ~ = .
6. IVGID allegedly has parties for birthdays,’ and celebratlons and brmgs in food for employees orgives glft
certrﬂcates Whether'the Courts or practrce consrders these as necessary rather than convement needs to be
discussed with your counsel. :
7. It has been challenged that IVGID employees like the:former General Manager take people out to dinner as
business entertainment. In bhe case Mr. Pinkerton took out the IVGID’ lawyers to dmner and was
reimbursed. Again, the attorneys should advise as to what authority IVGID has for- such activities, and when it is
appropriate if at all,. under Dillon’s Rule to take people out for dmner who are’ ‘being paid to provrde services to
IVGID, or otherwise. :
8. Employees are allegedly rewarded with "IVGID bucks”. Agam, this'should be reviewed by an attorney, and

this.activity if approved should be documented in your formal procedures.

In my opinion, a lawyer with expertise in municipal law as applied specifically to General improvement Districts should
give you written direction on:

1. What IVGID can and cannot do with respect to the types of expenditures described above, and others that
you may have heard challenged;

2. Review and approve written policies that are drafted and a reimbursement form, and
3. Advise you what you need to do going backwards if Dillon’s Rule has been violated:

If your lawyers have already given advice on the above issues, hopefully the audit committee can get access to the
writings they sent. If the legal advice was oral, | hope you will have the attorneys put it in writing fo show IVGID’s good
faith reliance on the advice of counsel. And for going forward, | would hope that you get advice from your

counsel. Dillon’s Rule is very strict as applied to GiDs, and without the advice of lawyers | frankly do not see how you

can be sure you are in compliance with the Rule.

Please know that | am personally very happy with IVGID. My husband and | purchased our home in Incline in 2013, in
large part because of the wonderful amenities IVGID has built, the recreation center, Diamond Peak, the golf courses,
and the trails. | am only writing this email because | want IVGID to know about these concerns that are being expressed
by local residents, and to enable IVGID to review these concerns so as to be sure that Incline is operating in accordance
with all applicable laws, including Dillon’s Rule. | also know that sometimes it is hard to change past activities that
employees view as benefits, and that sometimes employees forget that a GID or governmental entity is different than a
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“regular busin'ess. But for the protection of IVGID, | think that these concerns should be looked at promptly, and
addressed by the audit committee as needed.

Very truly yours,

Diane L. Becker
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BY BRIAN CHALLY, ESQ.

Moody’s Ex'rs, 25 lowa 163; 170 (1868)
He wro‘ce'

mumcnpal cor'poraﬂon possesses and
can exerczse the following powers
s and > others: Frrst those granted

necessanly im pi:ed of necessanly e he inal work on the subject
incident to the powers expressly R - well into the 20th centiry.

granted; third, thosg absolutely essentzal Today, approxmlately 31
states follow a strict version

to the declared objects and purposes of k :

the corporation — not-simply cornvenient, : 1o of Dillon’s Rule; nine ofhers are
but indispensable; fourth, any fair doubtas e SR Some local entities, and 10-4re

to the existence of a power is resolved by the home rule states. Dillon’s Rule has been

courts against the corporation — against the. quently described a$ a canon of statutory
existence of the powet. ’ construetion, but it does not function as a
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it that case law a'n"d‘

Local Govemment Creat:on
Legislative creatlon of, and. controi over,
local govemmenml cnﬁnes stems from several '.

constitutictial provisions. Mumcxpal corperations '

can be creamd in two ways The ﬁzst, under Nev.
-’1‘ provi b “fal

Nev, Const. art. 4, §25 apphes to the crean

of a uniform county and township govemment . -

throughont the state (N'RS 243, 244).

Thirteent ‘Nevada cities exist by specml acts
created by cxty charters Specxal acts have: dlse been
used to cfeate approxxmate]y 14 other ‘musicipal
corporations, Incorporatmn of cities by general
law has been used for seven’ cmes {most recently
Fernley in 2001). Creation of d.lstncts, under
general laws, to carty out, specxﬁc functxons is
common and vatied (ﬁom general improvement
districts to weed control districts).

SRS R nbnses:&ent Ieg;slator. L

Nevada: Leg!sl atlon
- The Nevada Legslatuxe has been contemplaﬁng the dichotomy of

Dﬂlon’s Rnle and home ule for more than. 60 Ayeazs A 1952 Leglslanve

* Recent legislative attempls fo readjustthe balance have resulted in the

 infroduction of bills to accomplish this goal.

In 2005, the Senate Govertingent Affairs Commttee mttoduced Senate
Bill (SB) 427, Whlch “for counties, sought © abolish Dillon’s Rule and
;mpose a itberal constmctmn upon county | powers, ‘The power. to impose or
inerease a fax was resmcted, requumg spcczﬁc statutory authorization.

The committee aliowed SB 427 to expire silently and automat:caﬁy,
withouta heanng under Joint Standing Rule-14.3.1. .

continued on page §
June 2013 Nevada Lawyer | 7
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June 2013

study' “ had no sticoess w:th thxs A quest lam
term-hmlted 50X am not request:rg ) smdy, but
am trying o pass legz lation.” Care emphaszzcd
that local ofﬁc:als sh uld be.accountable {o their
consutuents for taxing decismns, not Tegistators
who often do not even reside in'the locality
seeking a tax ingrease. Smator Wil liam Raggm
{and- others) raised the- qucsnon of atatewzdc
consxstency' “Withoiit: limitation, control,
supervision or momtormg, 16cal governments
will freewhes! and compete for tax dollars, I can
see problems .., Home rule cannot freewheel,”
Hearing on SB 264 Before the Senate Committee
on Governmént Affairs 15, 17 (March 25, 2009),

Ata followup Government Affairs Hearing
eight’ days Iater, the winds had shxﬁed and
so had Care: “Senator Care said SB 264 was
perceived as & protax bill ... He proposed
deleting the bill in its entirety and replacing
it with language found in SCR 10 of the 74th
Session.” This time, the legislature authonzed
the formation of the Committee to Study Powers
Delegated to Local Governments.

The eventual comunittee report made two
main recommendatrons

1, Create an advisory committee on
interpovernmental relations, and
2. Adopt an incremental, Indiana-style
- approach to granting local govemments
- additional powers.
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Although both were mimduced (as SB 335 anid 392) in the ; 1 . The present sessxon has seen the mtroducnomfss 2,
' ished in: 385 ;

Conciusmn
Soma fornt" DIHon s Ruie has been a pazt of Nevada’s

No. 14.3 3. Hcanng on SB 385 Beforc the Assemb!y Commxtzee
on Government Affairs IO 13- 24 (Mayz, 201 1}
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From' Jgumz <jgumz @protonmail.com>

Date: May 2, 2020 at 10:15:15 AM PDT

To: ti callicrate <t1m2tahoe @msn.com>, Sara Schmitz <schmitz61 @ gmail.com>, Matthew
Dent <matthew ivgid @gmail.com> :

Cec: Diane Helrshberg <dbheirshberg @ gmail.com>

Sub,]ect Fw: Attorney General opinion 2005

Reply-To: Jgumz <jgumz @protoninail.com>

To the Audit Committee: . :
T'understand the -Audit Committee is addressmg Item 4b on Dillon's Rule at its meeting on May

6, 2020. Please be- awa.te that the Nevada Attorney General prov1ded a rulmg in 2005 (attached).

"The power conferred upon cities and counties in NRS. 244 1505.and NRS 268. 028 vests
dzscretzonary ;power to nake’ charztable contributions: only jith-the. governing body of the city
oard of. cqgm commzsswners The. power granted to Cities and counties is in the’
natire of a publzc trust thot | may not be exercised or delegated in the absence of. staru_gg_cg
authorizition. Therefore, ‘the county and cities cannot confer their dzscretzonazy power to make

charitable contribiitions.”

Source: Nevada Attorney General Opinion (attached)

This Nevada Attorney General opinion should be included in any discussion and provided to
your legal counsel. Matthew and Tim: this opinion has-been provided in the past to you by email

during 2019 and 2020.

Please let me kndw how to ensure this information and this specific opinion, 2005-01, is
included in your and your legal counsel's consideration.

Joy Gumz
Incline Village, NV

— Original Message -
On Wednesday, March 25, 2020 3:42 PM, Jgumz <jgumz @protonmail.com> wrote:

The power conferred upon cities and counties in NRS 2441505 and NRS' 268.028 vests
discretionary power to make charitable contributions only with the governing body of the city
and the board of county commissioners. The power granted to cities and counties is-in the
natire of d public trust that may not be exercised or delegated in the absente of statutory
authorzganon Therefore, the county and cities cannot confer their discretionary power to make

charitable contributions.

Source: Nevada Attorney General Opinion (attached)

IVGID is not a ¢ity or county. So as if it is currently making any charitable
contributions, donations, "sponsorships” , or in-kind donations or charitable
allowances - or planning this under its 2021 FY budget, , questions will be asked

as to whether this is allowed under state law.
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OFFICIAL OPINIONS OF THE ATTORNEY GENERAL
AGO 2005-01 AGREEMENTS: CITIES AND TOWNS: COUNTIES:

FUNDS: Due to the absence of legislative: authority that provides cities and
courfies the power.to delegate the discretionary function of making:.
charitable contributions, TMWA is not vested w1th the power to make

charitable donations to the River Fund.
Carson City, January 21, 2005

Honorable Rlchard A. Gammick, District Attorney, County of Washoe
Post Office Box 30083 Reno, NV 89520 : '

Dear Mr. ‘Gammick:

You have requested our. opinion concerning the Truckee Meadows. Water

Authority (TMWA) and vhether it may make charltable contributions of 1 money
within its control to the Truckee River Find (the River Fund), partxcularly from
money collected from-water customers. 'IMWA was created in the year 2000,
when the cities: of Reno and Sparks-and the County of Washoc entered into a
Cooperatxve ‘Agreement (the Agreement) pursuant to chapter 277 of the Nevada
Revised Statutes (NRS). TMWA was’ established to acquire the water assets

and operatlons held by Sietra Pacific Power Company in the'Truckee Meddows..

The Agreement sets forth the Conferred Functions and Powers.of TMWA.in § 5
and § 6 respectively of the Agreement

In July 2004, TMW A approved the creation of a River Fund by and between
TMWA and’ the Commumty Foundaﬁon of Western Nevada, a Nevada non-
prof t corporation.’ The general purpose of the River Fund is to distribute the
net income and principal of the Fund for the exclusive use for projects:that
protect and enhance water quality or water resources of the Truckee River, or its

watershed.
QUESTION
Whether TMWA may make charitable contributions to the River Fund?
ANALYSIS

Under Nevada law, cooperative agreements that establish a separate legal
entity must specify the precise organization, composition, and nature of such

! The Community Foundation of Western Nevada is a 501(c)(3) organization as set forth in the
Internal Revenue Section Code of 1986 (26 U.S.C. 501 (c) (3)). This organizdtion provides an
umbrella charitable organization for Western Nevada communities to manage dedicated funds for

specific purposes.
1
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OFFICIAL OPINIONS OF THE ATTORNEY GENERAL

entity and the powers delegated thereto. NRS 277.120(1). In.accordance with
the requirements of NRS 277.120(1), § 6 of the Agreement provides a detailed
list of “Powers” pertaining to TMWA’s .operation ‘of a public. water system.

The specified powers include TMWA’s ability to ‘purchase and sell property;
employ staff; issue bonds, notes, and other obligations; execute contracts;
exercise the power of eminent domain; and ¢ ‘perform all other acts necessary or
convenient for the performance of any Conferred Function or the exercise of
any of its powers.”

TMWA’s powers arise solely out of the' Agreement; there is no express
Ieglslatlve uthority granted to TMWA. Thus; it must be determined whether
Reng, Sparks, and the-County of Washoe have the power to ‘make charitable
contnbutxons, whether these_public entities are authorized to delegate to
TMWA the power to make charitable contiibutions; and if 50, whether that
power was specifically delegated to TMWA in the Agreement.

The Nevada Legislature; pursuant to NRS 244.1505 and NRS 268.028,
vested counties and incorporated cities in Nevada with the discretionary
powex”‘ o expend money to nonprofit organizations created for religious,
charitable, or educational purposes for a selected purpose if it provides a
substantial benefit to the inhabitants. ‘Therefore, counties and cities have
discretionary power to expend money for charitable purposes.

It must next be determined whether counties angd cities are authorized to
delegate to another entity their-express statutory power to expend money to
nonprofit organizations created- for religious, charitable, or educational
purposes.

There is no express legislative authority that allows or prohibits a county or
city from delegating its disCretionary power to expend money to nonprofit
organizations created for religious, charitable, or educational purposes.
However, there is a general rule of law concerning the delegation of power by a
public agency that has been expressed by this Office. This Office has opined,
“powers conferred upon public agencies and officers which involve the exercise
of judgment or discretion are in the nature of public trust and cannot be
surrendered or delegated to subordinates in ‘the absence of statutory
authorization.” Attorney General letter opinion to Howard Barrett (November
23, 1981) citing to California Sch. Emp. A. v. Personnel Com’n. of P.V.U.S.D.,
474 P.2d 436, 439 (Ca. 1970); See Op. Nev. Att’y Gen. No. 96-11 (April 25,

* The power is discretionary because these statutes provide that a city and a board of county
commissioners “may” expend money for charitable purposes.
2
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OFFICIAL OPINIONS. OF THE ATTORNEY GENERAL

1996) (City of Reéno Redevelopment Agency had no authority to enact rules or
regulations which -altered or enlarged the terms of legislative enactments); See
also 63C AM: JURZD ‘Public Officers and Employees §235 (2004).

The power conferred upon.cities and" counties in NRS 244.1505 and-
NRS 268.028 veits discretionary power to make charitable contrzbutxons -only
with the governing *body of the city and the board of county commissioners.
The power granted to cities and counties is in thé nature of a public trust that
may not be ‘exercised or delegated in the absence of statutory authorlzatxon
Therefore, ithe county and cities ‘cannot confer their" dxscretlonary power 1o
make chantab]e contrxbutlons 0 TMWA.. Asa result "TMWA may not. make
charitable donations to the River Fund’ absent express legislative authority.

Based .on the foregomg, it is unnecessary to determine whether the
dxscretxonary power to make charjtable contnbuuons was specifically

delegated to TMWA.
CONCLU_SION

Due to the absence of legislative authority that provides cities and counties
the power to delegate the discretionary function of making charitable
contributions, TMWA is not vested with the power to make charitable
donations to the River Fund.

Sincere regards,

BRIAN SANDOVAL
Attorney General

By: SONIA E. TAGGART
Senior Deputy Attorney General
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NE’.}S'3'50.0045 instructs that where a local government levies ad valorem taxes {and IVGID levies such faxes), premiums
on general obligation debt (in other words, our recreation bonds) must be paid with those taxes.

Please investigate this point and if warranted, file a criminal complaint as well as notify the Dept' of Taxation asking them
what they intend to do about this?

Thank you, Aaron Katz
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MINUTES

AUDIT COMMITTEE MEETING OF AUGUST 19, 2020
Incline Village General Improvement District

The Audit Committee meeting of the Incline Village General Improvement District
was called to order by Audit Committee Chairman Matthew Dent on Wednesday,
August 19, 2020 at 4:00 p.m. at the Boardroom located at 893 Southwood
Boulevard, Incline Village, Nevada. This meeting was conducted virtually via
Zoom.

A. ROLL CALL OF THE AUDIT COMMITTEE MEMBERS*

On roll call, present were Matthew Dent (Trustee, Chair), Cliff Dobler (At-Large
Member), Sara Schmitz (Trustee), and Raymond Tulloch (At-Large Member).
Derrek Aaron (At-Large Member) was absent from roll call but joined the meeting
at 4:15 p.m.

Also present was Staff member Director of Finance Paul Navazio.

There were no members of the public present (State of Nevada, Executive
Directive 006, 016 and 018 and 021).

B. PUBLIC COMMENTS*

Dick Warren said regarding District Fund Balances, at the Board meeting on
August 12, 2020, it was quite apparent that his public comments concerning the
District Fund Balances were totally ignored. The Board proceeded to unanimously
approve Staff's recommendations, even though some of the background
information that Staff provided was just totally false. So the Board is ignoring the
fact that Board Policy 7.1.0 & Board Practice 7.2.0 are not being adhered to; that
is, the Board is refusing to bring certain funds, like the General Fund and
Community Services Fund, to their required appropriate amounts. The Board is
continuing to allow these funds to maintain excess funds above the appropriate
balances required. Since the Board has decided to ignore this, then the only
reasonable thing to do is to return these excess funds to their rightful owners, and
that would be the parcel owners. As the Audit Committee, you have a fiduciary
responsibility to require the Board to return these funds to the parcel owners. Will
you be making this recommendation? Audit Committee Agenda ltem D.2 — General
Business — Liaison to Eide Bailly, he highly recommends Cliff Dobler to be the
Audit Committee liaison with Eide Bailly. Certainly others are qualified for the
position, but Cliff's extensive dealings with IVGID’s financials over the past several
years uniquely positions him to assume this role. And no, the alternative
suggestion that the Director of Finance assume this role is not a good idea, period.
Audit Committee Agenda ltem D.3 — General Business — IVGID’s System of
Internal Controls he has said this before, IVGID has no documented internal
controls, okay? They didn’t have them 6 months ago, what makes you think they
are there now? And if you allow the Finance Director to be the point person on this
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agenda item, you won’t have them 3 years from now. Just go get an outside expert
to come in and assess the situation at IVGID. This is not rocket science, but you
do need competent resources to get this done.

Linda Newman said over many years our citizens have provided evidence of the
District’s improper and unlawful accounting and reporting practices. These abuses
of the public trust range from the failure of management to properly account and
report the Community Services and Beaches as Enterprise Funds to comply with
GASB Statements thru the undisclosed and unlawful transfer of funds to the
Beaches from the funds collected for our Recreational venues through the ruse
known as “punch card utilization.” These practices not only violate Nevada law
which requires our financial statements comply with Generally Accepted
Accounting Principles, they deceive every reader of our CAFRs. After years of
denial and invalid management representations to our auditor and the Nevada
Department of Taxation, these assaults upon financial and operational
accountability and transparency must end. She respectfully requests this Audit
Committee recommend the engagement of an independent accounting expert to
review these contentious issues and render an independent opinion. As for the
District’s internal controls which Staff has previously referenced to the lack thereof
and former Trustee Audit Committee member Wong acknowledged that they were
unwritten -- this Board packet validates that there aren’t any for this Committee to
review. Instead, you have been provided an undated Table of Contents for Policies
and Procedures for Accounting and Financial Controls. Another set of table of
contents without the contents are also included for the Purchasing Procedures and
Personnel Policies. As she stated at the last Audit Committee meeting: “No public
or private entity can responsibly operate without internal controls and financial
statements cannot be properly prepared without an effective framework. The
Board has appropriated funds for an independent consultant to assist. She highly
recommends that this resource be engaged immediately.” Further delay is not an
option. The time for action is now.

Mike Abel said challenges by our citizens has shown that IVGID’s accounting is
replete with incorrect, incomplete or inaccurate information. Today’s packet is no
exception. Staff asserts their opinion that the District’s accounting and reporting is
in compliance with Nevada Law and Regulations and that our reports do not
require restatement. This is their opinion without the credentials or the facts to back
up their opinion. With a $45 million plus budget why is there no one on Staff that
is a licensed CPA in the State of Nevada. IVGID’s screwed up numbers have surely
been validated at the Cheech and Chong accounting service or perhaps by Bernie
Madoff’'s own book keeping team. IVGID must engage independent credentialed
accounting experts to review the 21 points of contention in the 2019 CAFR, as well
as retaining outside experts for the development of effective internal controls. If
you need one more reason, look at the track record of our citizens in compelling
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the District to take corrective action after they identified the District’s violations their

own policies and Nevada Law. Here are six examples:

1) Restatement of the 2016 CAFR and the Auditor's identification of the
District’s deficiency in internal controls.

2) The retroactive reversal of unlawful transfers from the Internal Services
Fund to the Community Services, Beach and Utility Funds.

3) The necessary re-establishment of the Community Services and Beach
Capital Projects and Debt Service Funds to comply with the Board
Resolution.

4) The Board now restricting more than $11.5 million that was specifically
collected for the replacement of the 6 miles of failing effluent pipeline — so
that it could not be repurposed to cover operating expenses and other pet
staff projects like Staff’s turn around at the Sweetwater Road facility.

5) The rewriting of the Central Services Cost Allocation Policy.

6) The necessary engagement of an independent firm to review irregularities
in multiple Utility Fund Capital Project procurements.

Just this week, we find that IVGID paid Terracon over $10,000 for work product
that was not delivered. How many more crap sandwiches is staff going to deliver
to the public? We need internal controls NOW and we need one member of the
audit committee to review every check run and EFT with authorization to “Hold” up
any non-payroll payment for irregularities or Board attention.

Margaret Martini said our State defines Internal Controls as "the mechanisms,
rules and procedures implemented to ensure the integrity of financial and
accounting information, promote accountability and prevent fraud. Internal control
is a process designed to provide reasonable assurance that specific entity
objectives will be achieved. Internal control is affected by the actions of individuals
within the organization as well as policies and procedures." Our State also asserts
that effective internal controls can help safeguard our assets, ensure records are
accurate and complete, promote operational efficiency and effectiveness and
encourage adherence to policies. The Internal Control Framework should include
5 interrelated components: Control environment, Risk, Control activities,
Information and Communication and Monitoring. So, where are we? The manual
provided by staff for accounting and financial control has no contents. The same
is true for two other manuals that only provide the table of contents. A citizen
requesting the written Internal Control policies and practices from the Public
Records Officer and the General Manager has received nothing. A random review
of correspondence received by the District demonstrates the lack of integrity of our
financial and accounting information. The budgets our Staff presents to our Board
do not comply with the Board's own policies and practices. The terms of Contracts
and Memorandums of Understanding are not overseen for compliance. Vendors
are paid in full although all deliverables were not received. The former Director of
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Finance sold, without Board approval, three unbuildable parcels designated as
public purpose open space to private buyers. These private buyers were ineligible
for beach privileges and the unbuildable lots allowed them to pay a Rec Fee and
a Beach fee that would enable them to use our beaches, buy an unlimited amount
of punch cards and resell the lot at any price to any other buyer. With this in mind,
she asks: What other public assets have been sold? You get the picture. The
District has no control environment, risk assessment, control activities, accurate
information and communication, or monitoring. These grave deficiencies preclude
our Trustees from fulfilling their fiduciary duties and are an open invitation to more
errors and more fraud. The absence of effective internal controls undermine the
integrity and ethical values of our organizational structure and devalue the veracity
of our financial statements. Corrective action must be taken immediately and an
independent consultant must be engaged.

Aaron Katz said he has some questions on the agenda item D.4., “Review,
discuss, and possibly take action” on a series of communications. He doesn’t know
what the committee is going to do to take action but he would like a clarification. Is
the attorney part of this meeting, he hopes so and hopes he will listen. He has an
issue with his conclusions on Dillon’s Rule on agenda packet page 156. It is almost
there to give justification for what Staff has done — the three authorizations are all
the same thing, NRS 318.180, no justification, all it says is the power to prescribe
duties and what we are dealing with here is whether there has been a breach of
duties, NRS 318.210 — all that says is that the Board has implied power. If one
really follows Dillon’s Rule, those implied powers are specifically stated and if they
aren’t specifically stated, they don’t exist and he is not telling you that. The only
other authority is NRS 318.185 states that the Board has power to hire employees
and to prescribe their compensation; has the Board prescribed that our employees
can take our money and use it for their own rewards? Has the Board said that our
employees can go on this screwy business travel which has nothing to do with our
recreation? Has the Board said okay to employee celebrations because we are all
here for employees, aren't we? Well no, so none of this is authorization. The
attorney is making it seem like all of this conduct is permissible, when he thinks we
all know in our hearts that it is not permissible so what is the attorney really here
for and what is this committee going to do? He should know, if he doesn’t know
already, there are people in this community which know what the law is and know
what Dillon’s Rule is. And they know that some of his suggestions here aren’t totally
accurate and he thought the reason was to get accuracy. If there is a problem for
the attorney, he should tell us. Don’'t hear him saying anything is wrong or even
questionable and he is interested to hear his comments about his letter which has
different types of questions. Hope is he is there, hope he will discuss, and hope
this committee does something. Thank you very much.

Frank Wright said he is a candidate for the Board and that he has a quick comment
to make which is a community comment that is very vital to our community. We
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have an election that is going to elect new Board members. He is looking for Board
members who have the best qualifications and understand what is taking place
within the walls of IVGID. When you have community members who feel that it is
their job to go out and remove politic signs, which is illegal and we, as a community,
should be above that, if you see that, please report it as it is just horrible and
everyone has the right to be represented and have their signs put up and not taken
down, he just thinks it is horrible. Audit Committee — he is not going to go over
things but internal controls need to be addressed. Once in place, if it ever gets put
into place, it will end a lot of speculation on a lot of things that are taking place. He
doesn’t know why it isn’t in place already and why we don’'t have an outside
consultant come in and look at our internal controls; just a no-brainer. We have
some really smart people now on the Audit Committee, they know what they are
doing, the need to know that the community is behind them and taking care of this
internal controls issue would put an end to a lot of speculation of wrongdoing. He
has a real problem with the lawyer as the information that has been provided and

things that are happening and how the Board has been voting are not legal as they

are outside the scope of what Boards can and cannot do especially when putting
a project into Community Services that is isolated and not available to some in the
community is just flat out wrong and to allow that to go forward at the last Board
meeting, he is still shocked and that it wasn’t restated and taken down because he
said the money wasn’t being expended; it should have been taken down right
away. Couple of other questionable things — if you would get a governmental legal
counsel that understands how governments should operate and how money
should be spent and accounted for, this District would just fly and we would have
no problems, everybody would be comfortable and things would go well. We have
been under the umbrella of a very incompetent past legal team that just was a
disaster and self-serving by the way and now we have a chance to change all this
by getting representation that understands how government finances and
operations should be working.

C. APPROVAL OF AGENDA (for possible action)

Audit Committee Chairman Dent asked for any changes. At-Large Audit
Committee Member Dobler requested a flexible agenda because we have so much
data. District General Counsel Joshua Nelson said that yes, the Audit Committee
can do that but they can’t add anything to the agenda. Audit Committee Member
Schmitz said she would like to make sure we get to the issues on the CAFR and
get that covered as well as Director of Finance’s presentation on internal controls
and that those two items should be on the top of our priority list to complete today.
At-Large Audit Committee Member Dobler asked which one would be a priority;
CAFR first and internal controls second. Audit Committee Chairman Dent said that
the internal controls presentation is about 15 to 20 minutes and then proceed to
discussion and that he feels like there is enough time as long as we are all on the
same page.
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Audit Committee Member Schmitz made a motion to have a flexible
agenda. At-Large Audit Committee Member Dobler seconded the
motion. Audit Committee Chairman Dent called the question and the
motion was unanimously passed.

D. GENERAL BUSINESS ITEM (for possible action)

D.1.

Review with Audit Committee, long range calendar (Requesting
Trustee: Audit Committee Chairman Matthew Dent)

Audit Committee Chairman Dent said, on agenda packet page 2, he
put all the agenda items he received from members which he
categorized; he went over the items listed. Audit Committee Member
Schmitz said that are a couple of things that were on our agenda that
has dropped off — the reconciliation spreadsheet to which she has
requested updates and hasn’t been provided to the other Audit
Committee members so she would like that added as a placeholder;
have both internal and external processes for reporting issues —
internal is whistleblower and external is having those sent to the Audit
Committee Chair. Audit Committee Chairman Dent said did you want
that placed on the IVGID website? Audit Committee Member Schmitz
said that was the thought process and to also communicate with the
employees and the public. It needs to get sent to the Audit Committee
so it gets into our realm and then there is the public records piece,
etc. District General Manager Winquest said that right now, as a
status update, is that he is working with District General Counsel to
make sure it works for the employees and then we will deal with the
public records piece. We want to be fully compliant with how we are
communicating this to our internal Staff and then we did discuss
having something on the website. Presently, e-mails are going start to
the Audit Committee Chairman. District General Counsel Nelson said
he doesn’t want to create a false expectation and that he wants to
have a process so everyone understands the guidelines and
guideposts. Audit Committee Chairman Dent asked when we will have
a further update on the website for the external part of the process?
District General Manager Winquest said that we need to figure out the
internal piece first before we go with both of these pieces so possibly
September or the next Audit Committee meeting. At-Large Audit
Committee Member Dobler said on the fifth bullet point, the Moss
Adams contract, this looks like they are doing a segment that has to
do with contract management but it looks like the entire internal
controls but really it is limited to a very small portion of the internal
controls. We don’t presently have an internal control contract as Moss
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Adams is only doing contract administration so this is a little bit
misleading. Audit Committee Member Schmitz said that is correct that
it is limited and specific in its scope at this point. At-Large Audit
Committee Member Dobler said so it is correct that we have no
contract for internal controls yet? Director of Finance Navazio said
that this bullet point collapsed related points that he is passing along
and that as we work to review and bolster the internal controls with an
internal work place, we may bring someone on to assist. Moss Adams
is a subset of that both with an eye towards on how they were handled
and then the lessons learned to help us identify areas. The purpose
is to ensure we have internal controls on the agenda and that it wasn’t
intended that Moss Adams is doing all of that task. Audit Committee
Chairman Dent said so this is a summary and that there could be
some overlap. Director of Finance Navazio said as one point of
clarification, bullets 3 and 4, clarify that we hope to have a draft of the
2019/2020. Comprehensive Annual Financial Report (CAFR) by the
end of October and that we will need a meeting or a component in
each November. On the process for the selection of a new Auditor,
Staff will need to bring a timeline as the Board is required to appoint
and select in March. The present Auditor was selected in February
and they are starting this fall, which this committee is primarily
responsible for, so we will start this fall and go through February.

D.2. Review, discuss, and possibly select an Audit Committee
member to act as a liaison to Eide Bailly (Requesting Trustee:
Audit Committee Member Sara Schmitz)

Audit Committee Member Schmitz gave an overview of the submitted
material.

Audit Committee Chairman Dent said that the Audit Committee Chair, in the
past, has been that liaison and that he had a call with Eide Bailly on Monday
morning and that he spoke with two representatives about their ability to
finish in a timely manner and that he discussed the concerns with that
process that is moving along. To date, the liaison has always been the Audit
Committee Chair and he is open to it being someone else. Audit Committee
Member Schmitz said if this liaison is someone other than the current Audit
Committee Chair, who signed the engagement letter as she doesn’t know.
District General Counsel Nelson said that he doesn’t see any issues with
that. At-Large Audit Committee Member Dobler asked, for review and
approval, does it go to one person for approval or does it come to the entire
Audit Committee. Audit Committee Member Schmitz said it does need to
come back as this will not be the authority but rather just someone to be the
single point of contact. Audit Committee Chairman Dent said that it all comes
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back to the Board of Trustees for decision making. At-Large Audit
Committee Member Aaron asked if there was any other sort of authority
such as signing the engagement letter. Audit Committee Chairman Dent
said that the engagement letter has already been signed. At-Large Audit
Committee Member Aaron said so is this a liaison or is it the Audit
Committee Chair in the future. Audit Committee Chairman Dent said it could
be the liaison and that he didn’t know if the policy addresses that. At-Large
Audit Committee Member Aaron said that he just wanted to understand the
policy as it should be documented clearly the signing authorities for the Chair
and the liaison and that it would be helpful if we could update the policy.
Audit Committee Member Schmitz said that she has made a note and that
it has always been the Audit Committee Chair. Director of Finance Navazio
said that Staff could bring this back and, as it has been said, this year's
engagement letter has been signed. This year is the last year of a 5-year
contract. As we bring forward the next contract, ultimately, it is the Board of
Trustees that approves the award. It is tied to the contract that is awarded
by the Board of Trustees and it is why the Trustees or Chair have always
signed the engagement letter. Staff is fine with it being someone else but we
should clarify that before entering into the next contract. At-Large Audit
Committee Member Tulloch asked if it required delegated authority from the
Board of Trustees? Audit Committee Member Schmitz said that the liaison
doesn’t have anything to do as the engagement letter has been signed. Audit
Committee Chairman Dent said that yes, it has been signed, and he doesn’t
believe it went to the Board prior as this was the first year he asked for it go
to the Board. District General Counsel Nelson said it is important to
distinguish between this and the signing authority and that this is just about
communication. Authority has to be delegated by the Board of Trustees.
Audit Committee Member Schmitz said that At-Large Audit Committee
Member Aaron is a certified public accountant and Audit Committee
Chairman Dent has a lot of history and is the one who signed the
engagement letter and that she feels comfortable with Audit Committee
Chairman Dent fulfilling that role as it is a valuable resource for us as a
committee and Staff. We need to keep this moving and keep the process
going forward. We need to be sure we are facilitators in getting things done.
At-Large Audit Committee Member Dobler said that this is only item D.4. and
that we need to make sure that the 7 items are brought to the Audit
Committee so nothing falls through the crack.

At-Large Audit Committee Member Dobler nominated Audit
Committee Chairman Dent to be the liaison. At-Large Audit
Committee Member Tulloch seconded the motion. Audit
Committee Chairman Dent asked for further comments; receiving
none, he called the question and the motion was passed
unanimously.
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D.3. Presentation and Discussion Item Only — IVGID System of

Internal Controls (Requesting Staff Member: Director of Finance
Paul Navazio

Director of Finance Navazio gave an overview of the submitted
materials.

Audit Committee Chairman Dent said from an internal controls
standpoint, is Staff looking to the example of us overpaying on a
contract and not getting the deliverables or are we leaving that up to
Moss Adams at this point. Director of Finance Navazio said it is not
about chasing down a particular problem and where we need to build
up. We do have procedures that there is an expectation that a) any
contract or purchase has the authority to do, b) that we are paying
what we should be paying and no more or less, and c) that we are
getting what we paid for. Because there are reviews through the entire
process, when we pay that invoice, we are making sure that all the
approvals have been made. So if someone has made an approval that
they shouldn’t have, Moss Adams will inform that and see whether or
not the internal controls we have in place are being followed,
adequate, or examples of where these procedures didn’t assure those
areas and then we will come back and address it. Audit Committee
Chairman Dent said that we do know that we have a couple of those
areas. Director of Finance Navazio said that was the reason we
selected the contracts we selected for review. At-Large Audit
Committee Member Tulloch said that Staff has indicated that a lot of
these controls are in policies and procedures yet for capitalization the
policy is pretty clear and has been ignored. There are 2 items in the
14 points that when you look at some of the things that have been
capitalized, it doesn’t comply with procedures and GAAP so if we can’t
get those, how can we catch others? When you look at something like
capitalization, it is real money and we will have to take a write down

because of some of these decisions. Director of Finance Navazio said

he understands what is being said and when we take the write downs,
those are the impacts. When we get to the 14 points, there is a whole
host of issues to look at. We have reasonably attempted to align the
activity with Board policy and it is probably an appropriate discussion
to have when we update and tighten up the policy. At the time, it was
assumed or expected that an asset would result from the work and
then some areas of what is capital. Staff is looking forward to the Audit
Committee helping us to prioritize them as there are a handful that we
probably need to address. At-Large Audit Committee Member Tulloch
said that capitalization touches relatively few and people don’t
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understand the impact. It would help to clear up some of the concerns
with expenses hidden under capital. Director of Finance Navazio said
it might be one of the first areas of discussion as he agrees thatitis a
priority. Audit Committee Chairman Dent said that he has made a note
of it. Audit Committee Member Schmitz said that you mentioned
providing policies as.part of a public records request and that certain
policies are included and updated so to make sure that we have the
correct version, should we post our policies on the District website so
that everyone has the updates and this makes them available? Also,
on agenda packet page 16, framework for internal controls, it indicates
that the goal is to have, as Part 1, to be on the schedule to be finished
by the end of the year, however, we have consultants that are leading
some of these in these cases. She doesn’t believe that we haven't put
out a request and she is concerned about consultants leading when
we don’t have a request. Then it says review all administrative policies
and she is not sure what Staff means by administrative policies. She
is concerned about consultants leading when we don’t have anything

going with consultants. Director of Finance Navazio said it is less of a

schedule that we are managing to. It was put together in April and
presented to this committee in May for discussion and to illustrate
what a work plan might look like. Audit Committee Member Schmitz
said that she hears Staff but if we need external resources, we need
to get that going. Top down approach is great but while you are doing
top down there are situation that arise that are bottom up. There are
some issues that she has brought to Staff’s attention such as charges
for the beaches that aren’t going there so there are internal controls
that need to happen immediately so they don’t continue. When you
have those sorts of problems, you have to work from the bottom up
and put a stop gap measure in place. Director of Finance Navazio said

© on procurement cards, which were put into place in 2015, Staff did an

internal update and that is an example of where we will want to refine
those procedures and update them when issues arise. This is not a
linear process and Staff does it based on priority and as issues arise.
Nothing prevents us from doing something about someone not
complying and that we have to identify if they are not following the
procedures or if we have a weak procedure. The administrative
policies and procedures shown on agenda packet page 18 is making
a distinction between administrative and Board adopted policies and
practices. Audit Committee Member Schmitz said going back to her
concern about consultants, take action on that sooner rather than
later. Director of Finance Navazio said that the question is up to the
committee and the Board. He has said and will continue to see a role.
He doesn’t know if we want to bring someone on board but that we
can do an overview of things as there are areas where we either need
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to improve or develop our procedures where he and the internal Staff
may not be the best folks to tell you the industry best practices for all
of our venues. In having done this at other agencies, if you want to
bring someone in, so be it. His suggestion is to get far enough along
in the review that we have identified the weakness and identified
areas where outside help, like in the contract management with Moss
Adams, would be where we are getting the most benefit in bringing on
an outside consultant. Audit Committee Chairman Dent asked if the
Director of Finance is the one deciding if we have weaknesses? It
would seem that it might be hard for Staff to identify them and that it
seems like an outside might be a good starting point. So are you the
point person or is there a committee? Director of Finance Navazio
said it really need to be everyone working together and that identifying
an area of weakness is the easy part and that coming up with a fix is
where the expertise comes in. ldentification is easy and has been
done by Staff and some on this committee. Staff is making sure we
have a work plan as to what the work requires. Audit Committee
Member Schmitz said that one of her concerns is the stop gap. We
have to stop when we find some of these issues so they don’t continue
forward. Is that the approach you are taking? Are you putting in place
new procedures or controls and adherence thereto? Director of
Finance Navazio said yes, but that he wants to be careful. We are
correcting the issue and then we go back and see if it requires a policy
or procedure. If there was a data entry error, then it could be a training
issue or a step that got skipped. Not everything that we come across
is a concern about policy and procedure but rather it is the way we
ensure compliance. Audit Committee Member Schmitz said as an
indication of internal control, are we modifying the procurement card
approvals that we are learning about as that is what she is asking.
Director of Finance Navazio said he would like to say but we need to
discuss those on these lists. He can say yes, we are tracking and we
do have lists. What Staff is looking for is prioritizing on vulnerabilities
to make sure we are following Board approvals on purchases and
deliverables; we will get to those as we get to them. Audit Committee
Chairman Dent said that he appreciates the update and that he would
like to move the meeting along so we can bring this matter back again.
At-Large Audit Committee Member Aaron said he would like to have
a side discussion with the Director of Finance and when you first
started your presentation, you talked about the framework for
governance which includes internal controls and company policies.
Basically, it is identify, process, document and enforce. Staff is
absolutely right about identify, document and enforce- coming from
management and preferable from the highest point. It is the
enforcement that we can talk about. As to deliverables, the key
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deliverables that he would like to see is what is your approach, what
is your plan, what is your test plan, how to mitigate and solve any
issues, and that he would like to see a schedule and a methodology.
The other thing that he heard was that Staff wanted to bring on board
Moss Adams to assist with testing — is that a correct statement?
Director of Finance Navazio said that Moss Adams is currently
engaged with a limited scope and that he would remind the Board of
Trustees members that when Staff was in front of them on this matter,
that the funding was to come from the funding authorized for internal
controls. Moss Adams is a very capable outfit and there have been no
conversations about the next piece of help with internal controls. At-
Large Audit Committee Member Aaron said thank you, he
understands. We get input from all direction and from whomever on
what the possible issues are that exist within the District and within
business operations. This is music to his ears. He would like to know
if Staff has drafted up a list of known issues that we have because if
you go into the project with those issues in the forefront, it is always
appreciated and he would appreciate it if Staff could do that and then
more issues can be identified. He would like to see the focus of Staff’s
work for the manual process as well as the systemic controls. The
idea that we have a neutral set of eyes looking at this is good. At-
Large Audit Committee Member Dobler said that he has been
involved for over 5 years. The District’s Auditor has never expressed
an opinion on internal controls. Look at the packet, there are
summaries of ordinances, resolutions, etc. and all are abbreviated
without a date. The purchasing procedures are 28 pages but there is
nothing there. We have got personnel policies and no back up. We
don’t have anything. If you think about this logically, people have to
have internal controls to do the right thing yet they haven’t been doing
it for a generation. There is no shortage of problems and to write a
control on himself; he doesn’t know about doing it this way. We aren’t
in the business of doing recreational activities, we are doing
spreadsheets. We need to have someone come in and look at
everything and say these are the controls we need. This process is
absolutely backwards wrong. At-Large Audit Committee Member
Aaron said basically what you [At-Large Audit Committee Member
Dobler] is saying is what he is saying however having an internal third
party is not how it works. All the documentation and basic business
transactions are driven by the organization internally because they
know that and the consultant doesn’t run their business. At-Large
Audit Committee Member Dobler said they review what we are doing
and they should write the controls otherwise it is backwards. At-Large
Audit Committee Member Aaron said controls are what they are
writing and the focus is on the system side because of the manual
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side. This is what he does for a living and he would never come in
there and say this is the way you should do the accounting; it is a fine
line to walk. We own it and we need to follow up and test it to make
sure it makes sense. Director of Finance Navazio said that he agrees
with you on internal, external and the system. When he came on
board as the new Director of Finance, he needed to access the
District’s internal controls even if there weren't issues. Folks do have
opinions and he can’t do his job if he doesn’t have comfort in the
process, etc. It is absolutely imperative to have the internal controls in
place to do our jobs and that can be informed by prioritizing issues
that have been raised. To At-Large Audit Committee Member Aaron’s
comment, the huge area where we are vulnerable is the manual
processes because we don’t have a robust internal system. We are
all on point in that this is an important body of work. At-Large Audit
Committee Member Aaron said that manual processes are always a
concern and he appreciates that statement.

Chairman Dent called for a 5-minute break at 5:55 p.m.; the Audit Committee
reconvened back at 6 p.m.

D.4. Review, discuss, and possibly take action related to the
following communications that have been received and are
included:

D.4.a.April 7, 2020 e-mail communication received, subject: 14
points of errors in the CAFR from CIiff Dobler and Linda
Newman (20 pages)

i. Staff response and presentation (Requesting Staff
Member: Director of Finance Paul Navazio)

Director of Finance Navazio gave a presentation of the submitted materials.

Audit Committee Member Schmitz said that she would like to propose an
approach; when she reads through this, there are a couple of points that are
long term and then there are overarching concerns. Number 1 is punch card
accounting and, specifically, the contra revenue accounting that is
transferring funds from Community Services to the Beach fund. When we
set up the budgets and the rec roll, those two funds are completely separate
and this issue has been lurking for several years. Number 2 is enterprise
versus special fund accounting, and if we sought out an independent second
opinion that potentially addresses all the CAFR issues, a lot of these things
would go away. So let’s look at the big things and get clarity before we start
going into the notes, etc. This is her suggestion of an approach. Audit
Committee Chairman Dent said he agrees with Audit Committee Member
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Schmitz and stated that it shouldn’t take very long for that review to occur.
He likes that approach as it is in line with the Board authorization and that is
to go and hire an expert to give us feedback on these items. At-Large Audit
Committee Member Dobler said he doesn’t disagree with that and that is
where the illegal aspects come in. Some of these have simmered or boiled
over for 4 or 5 years. The capitalization policy could have an impact on the
Utility Fund and that this boils down to materiality and that when a reader
comes up with a different view as they see major differences. As an example
on capitalization, what we were talking about on being expensed as capital.
At-Large Audit Committee Member Tulloch said his recollection was $1.3
million in various studies which are never capitalized and are not eligible.
Similar things were done with the repairs on the pipeline. There were repairs
of 2 to 3 years that will have to be written down. There are material changes
in the overall financial statements. At-Large Audit Committee Member
Dobler said that the financial statements have to be restated because of the
net position in the Internal Services Fund and because the auditors had to
look at each fund, they have to be restated because it wasn’t reported
properly. Their view along with that those funds were restricted has been
going along for years. The District has been collecting money for that project
and then saying it is unrestricted. Substance over form and when you do
accounting, you look at the substance. The District has been collecting $2
million as a set aside and you can’t say it is set aside and then say it is
unrestricted as that turns into a violation of common sense as well as an
attempt to turn around the financial position to better than it was. How long
did we go around on how much reserves should be in the Utility Fund? It
was never addressed because the pipeline was unrestricted. Then what
Staff did was to add projects so they couid use it. If it was restricted, it would
have given it a completely different way to look at it. What was the substance
of the transaction — it is a very important accounting principle. At-Large Audit
Committee Member Tulloch said that he would add that it was worse than
that because we specifically stated, on the utility bills and other documents,
that this is what it was being collected for and then is was used elsewhere.
He doesn’t want to comment on the legality but the District made the specific
statement to the customers that $2 million was collected for that purpose.
At-Large Audit Committee Member Dobler said just as an example, in 2019,
the Board of Trustees has decided that this money should have been
restricted but it wasn’t however in March of this year, they said it should be
restricted. Think of the impact; in 2019, the District’s unrestricted position
was just over $12 million and 89% of that unrestricted position would have
gone away as $11 million should have been restricted. Everyone knows that
is pretty material and that it is going to require restriction. If he were a reader
of this, he would think the District is doing fantastic as there is $12 million in
unrestricted. $11 million is quite substantial and you can’t get around that
because it was wrong. Therefore, he doesn’t believe it was in accordance
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with GAAP as you said you were setting it aside and you weren’t. He could
go on and on about deferred revenue which wasn’t for current activities.
Audit Committee Chairman Dent said so what he is hearing that we want to
have a third party review capitalization as well or can we handle that on our
own? At-Large Audit Committee Member Tulloch said that the collection of
money is something that can be addressed in the utility audit. It is a major
issue of what we have actually been told as we have a contract with our
customers that says we are collecting money for something. Within a
regulated utility, it would get bounced straight back and held to be illegal.
Audit Committee Chairman Dent said we have been going around and
around on this issue for years and that we did look in to it about 5 years ago.
At-Large Audit Committee Member Aaron said right now he is on board and
does support moving forward on more analysis of these topics by a third
party expert. At this time, he is basically going to refrain until we have a
discussion time to hear back from that expert. He thought we might get a
littte more discourse from Staff other than an opinion. Audit Committee
Chairman Dent said he is going to back when the Board of Trustees voted
on this and that was to hire a consultant to look at some of this stuff. He did
reach out to a consultant which is a firm that oversees 100 public entities
and he just wanted to throw that out there. At-Large Audit Committee
Member Tulloch said he agrees with Audit Committee Member Schmitz’
proposal and the direction to go there. When you aggregate all of these
items, it mounts up to between 15 and 20 points and so he is in favor of
getting a clean sheet to know where we are starting from. At-Large Audit
Committee Member Dobler said that the key point is under the law, which is
GAAP, he believes that these recreational venues are enterprise funds and
that there are only two places to recover costs — charges for services and
facility fees. When you did the budget and you found out there were
shortfalls, you did your facility fee. It would never qualify for a special
revenue fund because the facility fees were never unimposed exchanged
fees. His point is that if we find out, which he agrees with, it is going to require
us to do our financial statements in enterprise funds and we are working on
that right now. The firm you mentioned has a lot of experience in Nevada
and Utah. We may have to put those venues back to enterprise funds. He is
all for going with Audit Committee Member Schmitz’ proposal and we should
get started on it pretty quick. Audit Committee Chairman Dent said so they
will also be reviewing enterprise funds and punch cards and that the firm’s
name was HintonBurdick. Director of Finance Navazio said that it is up to
the Audit Committee and he is fine with the direction and that he does think
there is a conversation about reservation of the utility funds that gets looked
at with that review so Staff can go either way. More than happy to go through
this chapter and verse but he was asked to be pretty brief. It is absolutely a
discussion to be had as it is most appropriate and he would refer to that
reference in the document. Transition is in violation of GAAP and GASB as
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there are specific criteria in GAAP and GASB and if you meet them, you
must use enterprise funds. All he is focused on is in the review was if the
past practices require us to be enterprise funds. It is his conclusion that our
practices and Board policies do not trigger the GASB requirement that we
be in enterprise funds. That is the pricing policy question and depending on
how the Board answers it, and just because we cover our costs, that is not
how we set the pricing. At-Large Audit Committee Member Dobler said that
the District’s pricing is not limited to the venues as it includes the facility fees.
Every year that is what you do, you take a look at the shortfall, assess a
facility fee, and put so much in capital, operations, etc. and that is what the
policy says which should be shredded as it has no legal basis. You have to
look at the substance which is assessing fees to recover your costs. Except
for last year, when you made a mistake, every year when you present and
show that this is what we are short, this is what we need, you have never
raised the facility fee and not used it. Every budget should only go to the
extent of recovering your costs because you have no other way of getting
money. NRS 318.197, which gives the Board the authority to raise fees,
never said raise a couple of million dollars and not tell anyone what you are
going to do with it. Director of Finance Navazio said he is not going to argue
that point. Audit Committee Chairman Dent said that there is no changing of
minds so the best thing is to go out and get an opinion on this; who wants to
be tasked with preparing that memorandum and reaching out to Chad at
HintonBurdick and talk to him and get a do not exceed price. Audit
Committee Member Schmitz said she would be willing to work on it. District
General Manager Winquest said as District General Manager, he supports
Audit Committee Member Schmitz’ recommendation and supports her
writing the memorandum and that his suggestion is we get a neutral person.
Audit Committee Member Schmitz said she will collaborate and will take it
on if people are okay with that. District General Counsel Nelson said that
having a list of topics that you would like covered and then having some that
you might want to be included in the rate study would be helpful. Audit
Committee Member Schmitz said the list she has is enterprise versus
special revenue funds, punch card accounting, capitalization but separate
from the Ultility Fund and reserves and what is the criteria on what is
capitalization. At-Large Audit Committee Member Tulloch said he would
suggest splitting into two things — in the rate, more generalized policy and
the advanced collection of monies. Issues of the past capitalization should
be some of the references. Audit Committee Member Schmitz said she
understands the split and will make sure that everyone reviews it and then
bring it back to the Audit Committee as soon as she can pull this altogether.
At-Large Audit Committee Member Aaron said to summarize what you are
going to be leading — what of these 14 points is to have an external resource
review or which ones are we going to have continuing conversation on or
both. Audit Committee Member Schmitz said pick the three major areas that
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we just discussed — special revenue versus enterprise, punch cards, and
capitalization and that it is a bit of a domino effect. We will review them all
again and the questions about certain topics and that she will bring those
back to the Audit Committee at a high level. At-Large Audit Committee
Member Aaron asked what do we want the external expert to look at? Audit
Committee Member Schmitz said we are going to ask for their opinion. At-
Large Audit Committee Member Dobler asked if we need a motion. Director
of Finance Navazio said he is fully supportive of getting a good scope of
work and an agreement and to be mindful that depending on the quote or
price, we need to make sure that we are following our procurement policies
on sole sourcing, etc. District General Counsel Nelson said that he agrees
and that a motion is not required as the consensus of the Audit Committee
is for Audit Committee Member Schmitz to bring it back. Audit Committee
Chairman Dent asked when this matter could be brought back? Audit
Committee Member Schmitz said she will touch base with the Chair in a
week and then establish a timetable in a week’s time as that should give her
the time to do some legwork and that she wants to come back with some
ideas about cost so she will touch base with the Chair in a week. Audit
Committee Chairman Dent so we should plan to have an Audit Committee
meeting in about a month and yes, we can touch base in about a week and
then set that date. Audit Committee Member Schmitz said she has no
problem with that and she will work to that timeline and noted that she is
having surgery on September 8. At-Large Audit Committee Member Aaron
said we need to think about if that works into the audit. Audit Committee
Chairman Dent said that Eide Bailly does know that this is lingering out there
thus they are not in the dark. District General Manager Winquest said Staff
is not available on September 2 but that September 1 would work for the
next Audit Committee meeting. One more clarification — did At-Large Audit
Committee Member Tulloch say when they do the utility rate study they will
look at the way the funds for the pipeline were handled. At-Large Audit
Committee Member Tulloch said yes. Audit Committee Chairman Dent
asked if September 1 works for everyone with a 5 p.m. start. Audit
Committee Member Schmitz said that she needs as much time as possible
and that she will push as quickly as she can. Audit Committee Chairman
Dent said that you can always reach out to another committee member to
help push it across the finish line. At-Large Audit Committee Member Dobler
said he needed clarification on the deferred revenue which is money that
has been raised for the effluent pipeline and that accounting issue; how is it
accounted for and that is distinct and separate. Audit Committee Member
Schmitz said that is a good point and something that she should include.
District General Manager Winquest said that thought that we were not
combining the two of these. At-Large Audit Committee Member Dobler said
itis a very large item. Audit Committee Member Schmitz said she will include
it. At-Large Audit Committee Member Tulloch said he totally agrees.
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Audit Committee Chairman Dent said that agenda items D.4.b. through D.4.g. will
be addressed at a future meeting.

b.

April 2, 2020 e-mail communication regarding Dillon’s Rule from

Ms. Diane Heirshberg and May 2, 2020 e-mail communication

from Attorney General Opinion (dated 2005) from Joy Gumz (13

pages)

i. Update/Response (Requesting Member: District Legal
Counsel Joshua Nelson)

July 15, 2020 e-mail communication received, subject:
Expansion of 14 points to 20 and still counting from ClIiff Dobler
and Linda Newman (48 pages)

August 7, 2020 e-mail communicatidn asking Is IVGID
Improperly Using the District’'s Ad Valorem Taxes? from Aaron
Katz (2 pages)

August 4, 2020 e-mail communication regarding Historic
Memorandums/Letters from citizens on accounting and
reporting the activities of Community Services and Beach
recreation venues as Governmental Funds from Audit
Committee Member Clifford F. Dobler (79 pages)

August 4, 2020 e-mail communication regarding Historical
Memorandums/Letters from citizens on Punch Card Accounting
from Audit Committee Member Clifford F. Dobler (97 pages)

August 4, 2020 e-mail communication regarding Central
Services Cost Allocations Plans from Audit Committee Member
Clifford F. Dobler (10 pages)

E. APPROVAL OF MEETING MINUTES (for possible action)

E.1. Audit Committee Meeting Minutes of July 29, 2020

At-Large Audit Committee Member Tulloch said he had one correction, on
page 400, first paragraph, top of the page, June 23 should be July 23, and
should be changed in four occasions. Audit Committee Chairman Dent said,
hearing no further changes, the minutes were approved as amended.

Director of Information Technology Mike Gove gave an overview of the new
Zoom requirements for public comments.
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F. PUBLIC COMMENTS* - Conducted in accordance with Nevada Revised
Statutes Chapter 241.020 and limited to a maximum of three (3)
minutes in duration.

Aaron Katz said it was a good meeting and that he wanted to give some history to
the committee. When he and Judy first came to Incline Village, the Audit
Committee had only started 8 or 9 years ago, it consisted of 3 Board members,
and all they did was rubber stamp; it was a joke. It has been a joke ever since then
until now, so he is impressed with the discussions the committee is having as they
. really benefit our community so thank you very much and keep up the good work.
One comment to At-Large Audit Committee Member Dobler, yes, the Staff lied to
us, it was intentional fraud and it never should have happened. Your mind just
knows when something has been wrong and hopes there are no more episodes
like that.

Linda Newman said she is concerned about Staff’'s comment that internal control
documents are not in any one place. So, how does Staff know the policy and
practices and how do their supervisors exercise oversight? And, if some policies
are obsolete or ineffective, as Staff stated, how does Staff know what they should
follow? Please advise why these internal control manuals and their contents were
not provided to the public when requested. As public records, withholding these
documents, also known as concealing, violate the Public Records Act. Please
make the contents of these manuals available on the District’s website as Trustee
Schmitz requested. She would also like to express her support for an independent
accounting firm to review the top three contentious issues in the 2019 CAFR. And,
for Staff’s clarification, professional services contracts do not require competitive
bidding. Please take a look at NRS 332 so that you are apprised of Nevada law.
Thank you.

G. ADJOURNMENT (for possible action)
The meeting was adjourned at 6:55 p.m.
Respectfully submitted,

Susan A. Herron
District Clerk

Attachments™:

*In accordance with NRS 241.035.1(d), the following attachments are included but
have neither been fact checked or verified by the District and are solely the
thoughts, opinions, statements, etc. of the author as identified below.
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