y                                                                                                                        581 Ocean Blvd

                                                                                                                      Hampton, NH 03842

                                                                                                                       July 26, 2011

To:

Board of Directors

Royale Sands Condominium Association  

Re: Royals Sands Fiscal 2010 Financial Audit

We have reviewed two sets of financial statements submitted to us as part of the required Royal Sands Annual Financial Audit for Fiscal 2010.  The first set of documents, dated Feb 7, 2011, was not correct since the Quick Book file was corrupt and had FY2011 information imbedded in one of the accounts.

As a result of the review of the first set of documents by Joe Lagana, the Board hired Roy & Rurak, LLC, CPA to look at the accounting practices being used at Royale Sands.  Rurak submitted a report of his findings along with some recommendations to improve our accounting procedures.   As a result of his review, it became clear that the Quick Book file that was submitted to him was corrupt and this introduced a large discrepancy in the Prepaid condo fee account.  This item is discussed in Rurok’s report. As a result of this finding, a new set of financial statements was printed and submitted to Andy Durette for review on July 22, 2011. The Profit and Loss, the Balance Sheet and the Cash Flow reports were reviewed along with the General Ledger, the Accounts Payable report, the Condo fees and Assessments accounts and the supporting monthly documents.  In addition, the balance of the two People’s United bank accounts was verified.

Findings on the July 22, 2011 Financials are as follows:

     A.  Findings

1. The Profit and Loss statement showed a Net Income of $ 8,543.64 versus the $ 8,513.42 that was submitted at the Annual Meeting of the condo owners on October 16, 2010. The difference is due in part to the final adjustments to the Statements after the receipt of the end of September 2009 bank statements. The difference is made up of a plus $40 data entry error in the pool maintenance line item and a debit of $ 9.78 ($10 bank fee and interest of 0.22). All the other line items agree with the information presented at the Annual Meeting and the General Ledger.

2. The Balance Sheet has Total Assets of $ 36,319.38 versus $ 35,729.16 shown at the Annual Meeting.  The difference is an accounts payable uncashed expired check for $600.00 that was voided in the accounting system and this increased our People’s United bank account by $ 590.22 after deducting the September 2010 net bank charge of $ 9.78 as discussed in item 1.

3. The Balance Sheet shows a total checking /savings balance of $ 26,606.13

in our two People’s United bank accounts at the end of the reporting period.  After reviewing the bank statements and reconciliation, the actual total amount in both accounts is  $ 13676.13. The difference is five Fiscal Year 2011 post dated checks for our next year condo insurance which were submitted to our insurance carrier who then prematurely deposited these checks and our bank account was debited $ 12960 total on 9/28/11 and 9/29/11.  The Total Assets amount on the Balance sheet does not change since the lower bank account value is compensated by the equivalent increase in the prepaid expenses.

4. The Cash Flow Statement was reviewed and all entries were verified and they agree with

 the FY10 P &L , FY10 Balance Sheet and the FY09 Balance Sheet.

5. Accounts Payable.  All payable check stubs to vendors were reviewed and all but one check was supported with invoices. One check for $60 did not have a supporting invoice but the reason was noted for the check.  There were three late payment fees incurred and other late payments which did not incur late fees.  These payments should have been made within normal business practice guidelines.

 B.  Other Observations:

1. Late Condo Fees. There were two interest charges and three late fees (one entry) for FY10.  I confirmed Rurak’s observation that the late fee policy and interest rate charges were not consistently applied which resulted in many late payments and no corresponding late fees.   A total of three monthly condo fees were delinquent at the end of the fiscal year.

      2.   Undeposited Funds.  Several condo fee payment checks were not deposited on a timely

            basis after they were entered into the General Ledger.  I confirmed that numerous checks 

            were deposited later than when they were entered into the Quick Book system, with many 

            in the 4 to 5 week time frame and one as much as 8 weeks  later.  An April condo fee entry 

            for $385 remained undeposited at the end of the fiscal year. 

     3.   The Net Working Capital (includes replacement reserve funds) improved somewhat from        FY09 but remained very low compared to recommended and historical reserve fundings.  Net Working Capital was $ 12316 in FY10 as compared to $ 2233 in FY09.  As a reference point the Net Working Capital in FY04 was $ 146,158

 C.  Our Recommendations:

1. We don’t believe the FY10 Profit and Loss Statement and the Balance Sheet that are posted on our web site need to be revised since the final P&L and Balance Sheet Statements are off by only plus $ 30.22 and plus $ 590.22 respectively. The insurance prepayment is not a big issue either because the Total Assets on the Balance Sheet do not change if we include the reduced bank amount and increase the prepaid insurance as discussed in item A3 above.

2. Establish a vendor payment policy and procedures to ensure that bills are

paid consistent with this policy.  Increasing our Working Capital (cash)

would help this objective.

3. Enforce the Late Payment Policy consistently.  A written Policy has been written by the     Board and has been sent to the all unit owners after the close of FY10.

4. Set up an arms length accounting relationship with an external accounting firm to prevent potential conflict of interest issues.

5. Separate the function of checks/money received and deposited from the accounting function so there is a check and balance system as recommended in the Rurak’s report.

6. Eliminate the practice of issuing post dated checks to our vendors.

7. Put together a five year plan to increase our Net Working Capital (and Reserve Funds) to acceptable levels.

8.   Develop a procedure to automate the tracking of the condo fees and assessments  

9 Find ways to reduce and simplify financial transactions not only to reduce cost but also to minimize errors.  For instance eliminating the annual  January assessment would reduce a 

significant numbers of transactions

   10.  Develop procedures and techniques to close the books before the annual meeting so that the

final Financial Statements can be presented. 

   11. Prepare financial auditing material for the internal or external auditors within one month of 

the closing of the fiscal year.

   12. Use an external CPA to review and audit our books at least every two to three years so they 

           can offer an opinion on our Financial Data and also to ensure we are using best practices.

Respectfully Submitted,

Andrew Durette, Unit 10 

Joseph  Lagana, Unit 18

