
 
To: Raúl Burciaga 

Director, New Mexico Legislative Council Service 

From: Jeanna M. Cullins  
Nancy A. Williams 
Scott A. Miller 

Date: December 18, 2012 

Re: Independent Governance Review - Special Audit Process Review 

 

The first assignment in the contract between the New Mexico Legislative Council 
Service (LCS) and Hewitt EnnisKnupp (HEK) was for HEK to perform an 
independent review of certain facets of the Special Audit1 that 
PricewaterhouseCoopers (PwC) was to undertake with regard to the New Mexico 
Finance Authority (NMFA). HEK was to report on the scope, methodology, and 
schedule of performance of the Special Audit. HEK was also to opine upon the 
division of duties among several entities that were reviewing the fiscal year 2010-
2011 audit from the NMFA. 
 
A. Scope and Methodology 
 
When the LCS and HEK entered into the contract, both parties were under the belief 
that PwC was going to perform the Special Audit. However, from our review of the 
PwC contract and conversations with staff at the Office of the State Auditor (OSA), 
we learned that PwC was not acting as an independent auditor in drafting and 
issuing the Special Audit. The State Auditor confirmed that in his presentations to 
the NMFA Oversight Committee (NMFAOC). The OSA contracted with PwC to 
essentially become an extension of its staff and to work under its direction. Pursuant 
to the contract, PwC’s “role is advisory only.” The contract specified that PwC would 
not “provide an audit or attest opinion or other form of assurance, and . . . will not 
verify or audit any information provided to” it. Accordingly, the Special Audit was 
issued under the State Auditor’s seal. 
 

                                                      
1 The New Mexico Office of the State Auditor retained PwC to perform the Special Audit as a result of 
the fraudulent audit that was issued by the NMFA for fiscal year 2010-2011. 
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This type of subcontracting arrangement is common, particularly for entities like OSA 
that have resource constraints.  We believe, however, that PwC should have been 
hired as an independent forensic auditor rather than a subcontractor under the 
control of the OSA. Doing so could have mitigated any perception of conflicts of 
interest or actual conflicts of interest that the OSA might have had.   
 
The contract required PwC to “conduct a forensic consulting engagement involving 
the financial statements of the NMFA for the periods ended June 30, 2011 and June 
30, 2010”, and included PwC’s consideration of a number of questions regarding 
how the fraudulent audit was created and by whom. Pursuant to the contract, PwC 
was also to conduct an analysis of the NMFA’s controls, policies and procedures in 
order to identify specific risks to the NMFA, including the risk of theft or 
embezzlement and the risk of financial misreporting. In addition, PwC was to 
analyze whether changes to the policies and procedures would reduce the likelihood 
that fraudulent audits could be issued in the future. Another contractual requirement 
was that PwC analyze the “NMFA’s policies and procedures as they relate to 
NMFA’s bond counsel, disclosure counsel, and financial advisors”. PwC’s analysis 
was also to determine whether those policies and procedures contributed to the 
fraudulent audit being issued and whether reasonable changes to the policies and 
procedures would help prevent fraudulent audit issuances in the future. 
 
The OSA informed HEK that, beyond the contract, no other document existed which 
further defined or expanded the scope of the PwC work. To the best of our 
knowledge, the OSA did not have a separate internal scope of work related to the 
work it was performing.  Consequently, there was no other specified purpose or 
intended use of the work to be produced by PwC other than what was in the 
contract. When, in early October, HEK requested written work plans and 
methodologies that might further clarify or define the PwC work, OSA’s response 
was that, pursuant to statute and regulation, they were unable to release any work 
plans or methodologies. Accordingly, we could not analyze the specific work plans or 
methodologies. 
 
PwC’s work appears to have been a forensic consulting engagement rather than an 
audit. The American Institute of Certified Public Accountants provides no specific 
reporting standards for consulting services, but instructs its members to look to the 
general standards of their profession in performing those services.2 PwC’s 
consulting services in this case were broad, and contained no prescribed 
methodologies for HEK to review. Given the nature of forensic accounting 
                                                      
2 “A guide to Forensic Accounting Investigation”, PricewaterhouseCoopers (2011). 



December 18, 2012 
Page 3 
 

investigations, which are typically purpose-driven rather than formulaic in nature, the 
absence of a specific methodology or a stated purpose was problematic, especially 
when trying to determine whether the scope was appropriately designed. 
Consequently, the HEK review was limited to the scope set forth in the PwC 
contract. 
 
As HEK reported to the Legislative Oversight Committee on October 11, 2012, we 
found several material omissions in the scope of the PwC contract.  
 
1. The scope of the contract did not include an investigation into whether any funds 
were actually stolen or embezzled from the NMFA. The scope only required PwC to 
assess the risk of theft or embezzlement, including “[w]hat funds, if any, were 
impacted by the fraudulent audit report and to what extent”. We did not interpret the 
contract language to require PwC to identify whether there was any theft or 
embezzlement from the NMFA.  
 
2. The scope of the contract did not require PwC to assess the risk of corruption3 or 
whether any corruption actually occurred. It only required PwC to identify the risk of 
theft and embezzlement and the risk of financial misreporting. With such a limited 
scope the question of whether a third party benefited from the fraudulent audit could 
not be answered. Did anyone receive a financial gain as a result of a bond offering 
that could not have been completed absent the fraudulent audit? What detriment 
could have occurred if the fraudulent audit was not issued? 
 
3. The contract did not specify how PwC was to document and disseminate the 
information it acquired during its assignment or how it was to report missing 
documents. Because of the parallel assignments, in particular the criminal 
investigation, some information and documents may not have been available to 
PwC. The contract should have required PwC to specifically state what materials it 
reviewed and what materials it did not have access to that would be considered 
relevant to its scope of work.  
 
4. The contract did not direct PwC to provide all of its findings to the OSA, or to 
provide all of its findings in a written report. Although the contract required two 
written reports, PwC could have delivered some information through verbal 
comments to the OSA, or could have even withheld some information. This would 
greatly limit access to information that others may need. 
 

                                                      
3 See, e.g.,“Managing the Business Risk of Fraud: A Practical Guide”, sponsored by The Institute of 
Internal Auditors, The American Institute of Certified Public Accountants, and the Association of 
Certified Fraud Examiners. 
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Subsequent to the October 11 Legislative Oversight Committee meeting, HEK had 
discussions with the Chair of the NMFA, staff from the OSA, and PwC 
representatives. The OSA also delivered a letter to us explaining PwC’s work, which 
provided much of the same information as the letter from State Auditor Balderas to 
the NMFAOC on November 29, 2012. Through those discussions and the OSA’s 
letters, we learned that PwC did investigate whether funds were stolen or embezzled 
and whether there was any evidence of corruption. The OSA also affirmed that PwC 
provided the OSA with a list of materials it was able to review and stated whether it 
identified any relevant materials to which it could not obtain access, and did report 
all of its findings to the OSA in its written report. 
 
B. Schedule of Performance 
 
The PwC contract, executed on September 11, required PwC to deliver an interim 
report by October 19, 2012. The interim report was to address specific questions, 
indentified in PwC’s Scope of Work, regarding the financial statements for FY 2011 
and FY 2010 presented in the fraudulent audit. 
 
The final report was due November 16. In addition to finalizing the findings and 
recommendations regarding the fraudulent audit, the final report was to include a 
comprehensive risk assessment regarding the two areas of risk identified in the 
contract.  
 
As HEK stated in its presentation to the Legislative Oversight Committee, PwC 
commenced its work before the contract was executed; however, the compressed 
timeframe combined with the hours that appeared necessary to complete the work 
raised a concern about whether the entire scope of work could be performed by 
PwC within that timeframe. Nonetheless, the OSA and PwC representatives advised 
us that PwC met both of those reporting requirements. 
 
C. Division of Duties 
 
The division of duties among the OSA, PwC, the Securities Division and HEK and 
whether it was an efficient approach that minimized the duplication of effort and cost 
was also an issue. No formal articulation or agreement of how the parallel 
assignments should have been handled existed. When we first reviewed this issue, 
we determined that any overlap among each entity’s scope of work was expected to 
be minor and would not cause serious inefficiencies or significantly higher costs. 
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PwC was required to conduct an analysis of NMFA’s internal controls, policies and 
procedures in an effort to identify the risk of theft and embezzlement and financial 
misreporting. That aspect of PwC’s scope was somewhat similar to the scope in the 
HEK contract. We were to review the governance and organizational structure of the 
NMFA, including a thorough evaluation of the NMFA’s policies, procedures and 
practices. Notwithstanding this, when we first reviewed the potential overlap, we did 
not believe there was an inefficiency to be corrected but rather a “healthy overlap” 
between two firms with different expertise in reviewing financial organizations.  
 
We believed that the Securities Division was focused on the criminal case against 
the NMFA’s former controller for his actions in creating and disseminating the 
fraudulent audit. Although there may have been other targets that we did not know 
about, the criminal investigation was well outside the scope of HEK’s and PwC’s 
assignments. Aspects of that investigation may have been within the purview of the 
OSA.  
 
Upon review of the Securities Division’s final report4, we found some overlap in the 
scope of work for the Securities Division, PwC and HEK. The Securities Division 
addressed several of the same governance issues as HEK and PwC. Nevertheless, 
we believe the different points of view, expertise and purpose that each of the 
parties had in their respective reviews of the NMFA’s governance added value to the 
process without unreasonable duplication of costs and effort.  
 

                                                      
4 Dated December 3, 2012. 
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