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Session Summary

Special audits across New Mexico reveal
recurring financial red flags, control
breakdowns, and warning signs of potential
fraud, waste, and abuse of taxpayer

funds. This interactive session equips board
members and superintendents to recognize
risk indicators, strengthen oversight, and act
swiftly and ethically when issues

arise, protecting district funds and restoring
public confidence through sound fiduciary
governance.

Session Summary
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Learning Objectives

Identify red flags and control weaknesses
revealed in recent NM special audits.

|dentify

ApDpl Apply certain fraud-prevention and detection
PPy strategies within District financial processes.

Recognize certain board-level fiduciary,
ethical, and reporting responsibilities.
Become familiar with rapid-response protocols for

2Y=ole]ag =N Suspectedirregularities
while maintaining transparency and due

Recognize

Time & Leave

Managing time and leave is essential for maintaining audit integrity and operational efficiency. Public Servants must balance
AIA workload demands with ethical obligations, ensuring that time reporting and leave practices align with organizational policies
and public accountability.

§ . Reflects true effort and resource allocation
v Importance of Accurate Time Reporting: . o
Supports transparency and audit credibility

X . Compliance with organizational and legal requirements
A Leave Management Considerations: o . . . .
Avoiding conflicts during critical audit phases

““ Ethical Di . Prevent misuse of time or leave privileges
- ical Dimensions:
Maintain fairness and consistency across teams

. Clear documentation and approval processes
O\ Best Practices: L . .
Regular monitoring to prevent discrepancies
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Time & Leave

Managing time and leave is essential for
maintaining audit integrity and operational
efficiency. Public Servants must balance
workload demands with ethical obligations,
ensuring that time reporting and leave practices
align with organizational policies and public
accountability.

Time & Leave

Importance of Accurate Time Reporting:
cReflects true effort and resource allocation
°Supports transparency and credibility

Leave Management Considerations:
°cCompliance with organizational and legal
requirements

°Spot checking leave usage
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Time & Leave

Ethical Dimensions:

°Prevent misuse of time or leave privileges
°Maintain fairness and consistency across
teams

Best Practices:

°Clear documentation and approval processes
°Regular monitoring to prevent discrepancies

9

Lessons Learned: Governance & Oversight

*Boards must ensure strong oversight of administrative
contracts, work schedules, and leave reporting (issues identified
in unreported PTO and 4-day workweeks)

*Governance failures occur when controls are trusted but not
verified—routine monitoring is essential

*Board members must insist on evidence-based reporting, not
verbal assurances

*Lack of accountability enables patterns of abuse to persist for
years

*Board oversight must extend to policy enforcement
accountability, not just policy adoption

10
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Lessons Learned: Internal Controls &
Compliance

*Weak or inconsistent internal controls create opportunities for fraud (e.g.,
missing documentation, inadequate timesheet systems, incomplete payroll
records)

*Segregation of duties is essential; when supervisors override processes, risk
increases

°Internal controls must be applied across all departments, including the
superintendent’s office

*Documentation must be retained and accessible; lost or destroyed records
impede accountability and is illegal

*Regular compliance checks with state laws (Anti-Donation Clause, contracts,
wage/leave regulations) prevent systemic violations

11

Lessons Learned: Ethics, Culture, & Fraud
Risk; Tone at the Top

*Ethical lapses often begin with rationalization, as illustrated in the Fraud
Triangle (pressure, opportunity, rationalization)

°A culture that tolerates exceptions for leadership fosters broader non-
compliance

*Whistleblowers are critical; boards must ensure safe channels and zero
retaliation

*Transparency and accurate reporting protect both the district and the
community

*Boards must regularly reinforce expectations around ethical conduct, conflicts
of interest, and proper use of public funds

12
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Procurement

Procurement processes in public organizations are highly regulated to ensure fairness, transparency, and

4 accountability. Auditors play a vital role in reviewing procurement activities to prevent fraud, favoritism, and
misuse of public funds. This section focuses on ethical considerations and best practices in procurement
oversight.

= Verify compliance with procurement laws and policies
Key Responsibilities: Ensure competitive bidding and fair vendor selection

Review contract terms for transparency and value
= Conflicts of interest in vendor relationships

Ethical RiSkS: Undue influence or favoritism in awarding contracts
Lack of documentation or opaque decision-making

Maintain independence during procurement reviews
Best Practices: Implement clear audit trails and documentation standards
Encourage whistleblower protections for reporting irregularities

13

Procurement

Procurement processes in public organizations are
highly regulated to ensure fairness, transparency, and
accountability. Finance Committee and Board
Members play a vital role in reviewing procurement
activities to prevent fraud, favoritism, and misuse of
public funds. This section focuses on ethical
considerations and best practices in procurement
oversight.

14
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Procurement

Key Responsibilities in Procurement:

° Verify compliance with procurement laws and policies
° Ensure competitive bidding and fair vendor selection
° Review contract terms for transparency and value

Ethical Risks:

o Conflicts of interest in vendor relationships

> Undue influence or favoritism in awarding contracts
° Lack of documentation or opaque decision-making

Best Practices:

° Maintain independence during procurement reviews

> Implement clear audit trails and documentation standards

° Encourage whistleblower protections for reporting irregularities

15

Foundational Lessons Learned

*Procurement must follow state thresholds, competitive processes, and
documentation requirements at all times

°”EmergencK” procurements must meet the legal definition and must be
posted by the CPO

*Lack of planning (e.g., predictable HVAC or maintenance) is not an
emergency procurement justification

*Using CES/ACES or other co-ops does not remove the need for internal
controls and approval processes

*Ensure subcontractors are disclosed and there are no conflicts

*All purchases must be tied to scope of work and verified for necessity and
allowability

16
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Compliance Failures to Avoid

*Splitting purchases to stay just under $60,000 to avoid procurement
requirements is prohibited (price-splitting noted across invoices and
POs)

*Work must not begin before a PO is issued

*Using one vendor’s confidential quote to negotiate with another
violates Procurement (confidentiality & improper disclosure)

*Project records (quotes, contracts, POs, inspection reports) must be
complete and accessible to auditors

*Failure to maintain proper procurement files creates audit findings
and increases fraud risk

17

Oversight Accountability Lessons

*Boards must require routine procurement exception reports, including
emergency purchases, sole-source requests, and CES usage

*Red flags must be escalated: repeated emergency justifications, recurring
vendors, similar dollar patterns, and incomplete documentation

*Vendor invoices must match actual work performed, locations, dates, and
specifications—several invoices misidentified schools or duplicated
charges

*Oversight failures allow individuals to direct work to preferred vendors
without competition

*Annual training on procurement laws and ethics should be mandatory for
facilities, finance, committees, and leadership

18
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Inventory

Inventory management is a critical component of public sector accountability. Auditors must
ensure that assets are properly recorded, safeguarded, and utilized in accordance with
policies. This section addresses common risks and ethical considerations in inventory audits.

Verify accuracy of inventory records
Key Audit Objectives: Ensure proper valuation and classification of assets

Confirm physical existence and condition of items

Misappropriation or misuse of assets

Ethical Risks: Inadequate documentation or false reporting

Collusion in inventory adjustments

Regular physical counts and reconciliations
Best Practices: Strong internal controls for asset tracking

Transparent disposal and surplus procedures

20

Inventory

Inventory management is a critical
component of public sector accountability.
Auditors must ensure that assets are
properly recorded, safeguarded, and
utilized in accordance with policies. This
section addresses common risks and ethical
considerations in inventory audits.

10
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Inventory

Key Audit Objectives:

o Verify accuracy of inventory records

° Ensure proper valuation and classification of assets
o Confirm physical existence and condition of items

Ethical Risks:

> Misappropriation or misuse of assets

° Inadequate documentation or false reporting
° Collusion in inventory adjustments

Best Practices:

> Regular physical counts and reconciliations

o Strong internal controls for asset tracking

> Transparent disposal and surplus procedures

21

Lessons Learned: Inventory Oversight &

Accountability

*Inventory must be tracked, updated, and reconciled regularly; missing or
outdated counts lead to unaccounted items and financial exposure

*Open or informal access to supplies and equipment enables loss—storage

should be centralized, locked, and access-controlled

*Exempt inventory (<$3,000) must include locations, serial numbers, and

custodian assignments to ensure accountability

*Staff should receive training on reporting concerns; prior failures showed
employees did not escalate issues when items appeared to disappear

*Unusual usage patterns (supplies running out quickly without
explanation) should trigger review and follow-up

22

11
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Lessons Learned: Controls Over
Equipment & Capital Assets

*Capital assets and equipment require accurate records, physical
verification, and periodic audits; inadequate documentation creates risk
of loss or misuse

°Items removed from service (technology, tools, equipment) must have
formal disposal or destruction documentation, not verbal decisions

*Physical spot-checks often reveal discrepancies—some items in audits
were not recorded, and some recorded items were not located

Clear tracking of equipment assigned to staff (laptops, radios, tablets,
classroom equipment) reduces risk of both loss and disputes

*Surprise inventory counts help detect issues early and reinforce
consistent compliance

23

Lessons Learned: Supply Management &
Operational Controls

*Supply storage areas should have documented beginning balances,
purchases, issuances, and ending balances to support proper
reconciliation

*Inventory duties must have segregation of duties—no single employee
should order, receive, and manage supplies

*Frequent training supports compliance; when employees are “too
trusting” or unsure of procedures, inventory losses go unreported

*Replacement or upgrade cycles (e.g., technology accessories, parts,
classroom materials) must follow policy and be documented

*Board governance should require periodic inventory reporting to ensure
district-wide accountability and detect systemic weaknesses

24

12
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Activity Funds

$
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Activity funds are often used to support student programs, community events, and other organizational
activities. While these funds may seem minor compared to large budgets, they carry significant ethical and
compliance risks. Members must ensure that these funds are managed transparently and in accordance with
established policies.

Ensure funds are used for intended purposes

Ove rSig ht Confirm proper authorization of expenditures
Require receipts and supporting documentation
CO ntrOIS: Conduct periodic reconciliations
Prevent misuse for personal benefit
Eth ICa | Ris kS: Address lack of oversight or informal handling

25

26

Activity Funds

Activity funds are often used to support
student programs, community events, and
other organizational activities. While these
funds may seem minor compared to large
budgets, they carry significant ethical and
compliance risks. Members must ensure that

these funds are managed transparently and in

accordance with established policies.

13
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Activity Funds

Oversight:
°Ensure funds are used for intended purposes
> Confirm proper authorization of expenditures

Controls:
°Require receipts and supporting documentation
°Conduct periodic reconciliations

Ethical Risks:
°Prevent misuse for personal benefit
o Address lack of oversight or informal handling

27

Lessons Learned: Oversight &
Governance

*Negative fund balances are red flags that require immediate board
inquiry and follow-up

*Boards must ensure regular analytical review of activity funds
(revenues should align with expected sales)

* Establish expectations for principals and finance staff to escalate
irregularities quickly

* Require compliance with 24-hour deposit rule and review
consequences for non-compliance

*Governance must reinforce that the district is a fiscal agent of public
money, and negative balances are not allowable in fiduciary funds

28

14
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Lessons Learned: Internal Controls &
Documentation

*Lack of documentation retention and improper storage enables
fraud; enforce strict retention and backup protocols

* Ensure pre-numbered receipt books, proper void controls, and
reconciliation of all receipts to deposits

* Separate incompatible duties; sponsors should not independently
handle cash without oversight

* Activity fund procedures must match written policy; monitor
campuses for unofficial practices that undermine controls

*Missing, voided, or un-deposited cash receipts should trigger
immediate review and documentation of explanations

29

Lessons Learned: Culture, Ethics, & Fraud
Awareness

* Whistleblower reports must be taken seriously; protect and
encourage staff who identify irregularities

* Employees must disclose outside employment and conflicts to
comply with the Governmental Conduct Act

* Understand and teach the Fraud Triangle: pressure, opportunity,
and rationalization—each was present in this case

* Regular staff training on cash handling, ethics, and compliance
reduces risk of long-term schemes

*Board members should foster a culture where transparency,
accountability, and documentation are non-negotiable

30
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Conflicts of Interest

Public Servants serve as ethical keepers,
or guardians, of public trust.

Their roles and responsibilities ensure
compliance, transparency, and integrity
throughout District/Charter operations.

31

Conflicts of Interest

Core Duties:
°Ensure compliance with laws and regulations
° Provide objective and unbiased oversight and accountability

Ethical Imperatives:
°Maintain independence in judgment
> Uphold confidentiality of sensitive information

Stakeholder Expectations:
°Honest, efficient use of Taxpayer dollars
°Transparency

32

16
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Conflicts of Interest

Employee Ethics and Conflict of Interest Requirements

*Board Members’ and Employee sales or contracts with the
School District — Section 22-21-1

*Board members and employees may not sell or be a party to a
transaction to sell instructional materials, furniture, equipment,
insurance, school supplies or work directly or indirectly under
contract with the School District.

*Exception: Sales in regular course of business made in
compliance with Procurement Code and Governmental Conduct
Act.

Unless an exception applies, violation carries FELONY sanctions

33

Conflicts of Interest

Procurement Code Restrictions

*Unlawful employee participation — Section 13-1-190.

*Local public body employees/members may not participate in a
procurement (i.e.. authorize the procurement or approve the
contract) when the employee or a member of the employee’s
immediate family has a financial interest in the business seeking
or obtaining the contract.

*“Financial interest” means officer, director, trustee, partner or
management position or 5% or more ownership interest.
Section 13-1- 57.

34

17
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Conflicts of Interest

Procurement Code Restrictions

*Contemporaneous Employment — Section 13-1-
193.

*Local public body employees/members may not
participate directly or indirectly in procurement,
and may not be or become the employee of a
person or business contracting with the
governmental body

35

Conflicts of Interest

Governmental Conduct Act General Principles:

*Public employment or office is a public trust. Maintain integrity
and high ethical standards. May not use position to advance
personal or private interests and must disclose real or potential
conflicts of interest. Section 10-6-3 A, B and C.

*May not offer, request or receive any money or thing of value in
exchange for performance of an official act, or take official act
which primarily enhances personal financial interest.

Imposes 4th degree felony penalties! Sections 10-16-3D and
10-16-4A.

36

18
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Conflicts of Interest

Public Officers and Employees Shall Not :

*Use or allow use of governmental property for
unauthorized purposes. Section 10-16-3.1C.

*Engage in an official act directly affecting personal
financial interest (unless greater benefit accrues to
the public) or acquire financial interest which will be
affected by the officer’s or employee’s official action.
Section 10-16-4B and C.

37

Conflicts of Interest

Contracts with the Public Agency

*Officer or employee may not sell or be party to
contract to sell goods, services tangible personal
property or construction directly or indirectly through
family or business to an employee supervised by the
officer or employee. Section 10- 16-3.2A.

38

19
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Conflicts of Interest

*Officer or employee may not accept an offer of a
contract or receive a commission or profit from sale
or transaction to sell goods, services, tangible
personal property or construction from person over
whom officer or employee has regulatory authority.
Section 10-16-3.2C and D.

39

Conflicts of Interest

*All public officers or employees must disclose
in writing to the employer all employment
engaged in by the officer or employee, other
than the employment with or service to the
School District. Section 10-16-4.2

Procurement must cross-check this
information!

40

20
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Understanding COI Risks

*Personal relationships with vendors create risk when the employee
has authority over vendors via procurement or operational decisions

*District staff may not facilitate work for vendors they also
represented or subcontracted with, indicating a dual role conflict

*Board members/employees must disclose financial interests and
outside employment annually

*Procurement Code prohibits using public office to give any vendor
an unfair advantage

*Even the appearance of a conflict undermines public trust

41

Lessons Learned in Practice

*Employee acting on invoices for outside companies while also directing district
projects and projects for their own business

*Coordinating quotes, negotiations, and project scopes for vendors they
personally benefited from

*Sharing confidential bids with a preferred vendor is both a procurement
violation and a conflict of interest

*District-issued 1099s

*Failure to recuse from procurement processes and discussions creats the
environment for favoritism

*Pressuring CPO or other staff; over-involvement in purchasing

42
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Governance Lessons Learned

*Require written COI disclosures each year from all members and
employees — NMSBA Policy Form

*Enforce mandatory recusal when an employee has any personal,
financial, or familial connection to a vendor

*Monitor vendor concentration reports and check runs. High reliance
on a single vendor is a COl red flag

*Boards must question patterns: repeat vendors, repeat “emergency”
purchases, or POs consistently near procurement thresholds

*Adopt and enforce a clear ethics policy, including disciplinary
consequences for COl violations

43

Roles & Responsibilities

Board and Audit & Finance
Committee Members play a
critical role in maintaining public
trust by ensuring accountability,
transparency, and compliance.
This section outlines key
responsibilities that define their
ethical and professional
obligations.

22
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Roles & Responsibilities

NMSA 1978, § 22-5-9.1. Oath of office

*All elected or anointed members of local school boards shall
take the oath of office prescribed by Article 20, Section 1 of the
constitution of New Mexico.

*Article 20, Section 1 of the New Mexico Constitution

*“Every person elected or appointed to any office shall, before
entering upon his duties, take and subscribe to an oath or
affirmation that he will support the constitution of the United
States and the constitution and laws of this state, and that he
will faithfully and impartially discharge the duties of his office
to the best of his ability.”

45

Roles & Responsibilities

Ethical Principles under the GCA

*Treat positions as a public trust.

*Advance only the public interest, not personal benefits.
*Earn the confidence of the public.

*Maintain integrity and act ethically.

*Fully disclose real and potential conflicts of interest.

*Do not receive money, anything of value, or a promise in
exchange for promised performance of a public act. NMSA
1978, § 10-16-3.

46
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Roles & Responsibilities

Role of the State Ethics Commission

*“The state ethics commission may investigate
suspected violations of the Governmental
Conduct Act and forward its findings and
evidence to the attorney general, district
attorney or appropriate state agency or
legislative body for enforcement.” NMSA 1978,

§ 10-16-14(A).

47

Roles & Responsibilities

Duty to Report, incl but not limited to:
Licensure issues including ethical

*Possible criminal violations in relation to
financial affairs to NM Office of State Auditor

*Law enforcement reports
*External auditor

48
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This Session is Completed

f =

Questions? Comments?

Thank You!

Email: Audrey@JAG.CPA
Call/Text: 505-459-2356

Have a great rest of your day!

JARAMILLO
J A ACCOUNTING

50
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