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June 30, 2003

Daniel J. Becker, State Court Administrator
Administrative Office of the Courts

450 South State Street

SLC, Utah 84114-0241

Dear Mr. Becker:

We have performed the procedures described below to certain aspects of the Administrative Office
of the Courts’ internal control and compliance for the period July 1, 2001 through June 30, 2002.
The purpose of these procedures is to assist the Administrative Office of the Courts in evaluating its
internal control and compliance. The procedures performed were as follows:

1.

We reviewed the cash receipting, cash disbursing, recording, and reconciliation duties for
adequacy of separation of duties for internal control purposes at the Administrative Office of
the Courts.

We reviewed the internal control over cash receipting procedures, including accounts receivable
as applicable, at the Administrative Office of the Courts. We also tested samples of cash
receipts transactions.

We reviewed internal control for the Administrative Office of the Courts’ bank accounts,
specifically procedures concerning bank reconciliations and non-sufficient funds checks. We
also reviewed controls over and counted petty cash funds at the Administrative Office of the
Courts.

We tested a sample of the Administrative Office of the Courts’ cash disbursements for
propriety, reasonableness, and compliance with certain internal and State purchasing policies.

We reviewed the internal control over fixed assets at the Administrative Office of the Courts
and tested the completeness and accuracy of the fixed assets listing through a sample of fixed
assets.



Our procedures were more limited than would be necessary to express an audit opinion on
compliance or on the effectiveness of the Administrative Office of the Courts’ internal control or any
part thereof. Accordingly, we do not express such opinions. Alternatively, we have identified the
procedures we performed and the findings resulting from those procedures. Had we performed
additional procedures or had we made an audit of the effectiveness of the Administrative Office of
the Courts’ internal control, other matters might have come to our attention that would have been
reported to you.

Our findings resulting from the above procedures are included in the attached findings and
recommendations section of this report. We feel that Finding Numbers 1 through 3 are significant
weaknesses to the Administrative Office of the Courts. Ifthese weaknesses are left uncorrected, an
unacceptable amount of errors or misappropriations could occur without detection.

This report is intended solely for the information and use of the Administrative Office of the Courts
and is not intended to be and should not be used by anyone other than this specified party.

By its nature, this report focuses on exceptions, weaknesses, and problems. This focus should not be
understood to mean there are not also various strengths and accomplishments. We appreciate the
courtesy and assistance extended to us by the personnel of the Administrative Office of the Courts
during the course of the engagement, and we look forward to a continuing professional relationship.
If you have any questions, please call Dean Eborn, Audit Director, at 538-1352.

Sincerely,

Auston G. Johnson, CPA
Utah State Auditor

cc: Heather Mackenzie-Campbell, Internal Audit Director
Fred E. Jayne, Financial Manager
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INADEQUATE CONTROLS OVER CASH RECEIPTS RECEIVED BY MAIL

(Significant Weakness)

We noted the following weaknesses related to cash receipting at the Administrative Office of
the Courts (AOC):

a.

The AOC does not maintain an initial log of cash/checks received through the mail.
Instead, mail containing cash/checks is distributed by the receptionist to various employees
or to the AOC cash receipting locations without being opened or logged. The cash
receipting locations then log the checks they receive from the receptionist. Any
cash/checks given to employees are to be turned in to one of the cash receipting locations to
be added to the bank deposit. Sound internal controls require checks to be logged
immediately upon receipt and not just before a deposit is made.

Because the AOC does not maintain a log of cash/checks when they are initially received
(as noted in a. above), some items are not included in the reconciliation of funds received to
validated deposit information. Therefore, the reconciliation is incomplete.

Cash receipts are not always deposited within three business days of receipt as required by
Utah Code 51-4-1. We observed two checks with dates that were 24 and 25 days old on the
day they were turned in to one of the cash receipting locations to be added to a log and
deposited in the bank. Delays in depositing cash receipts causes noncompliance with State
law, greater risk of loss or misappropriation, and lost interest income.

These cash receipting weaknesses could allow errors or the misuse or misappropriation of funds
to occur without detection.

Recommendation:

We recommend that the AOC:

Have the employee first handling the mail open the mail and prepare an initial record
of cash/checks received in the mail.

Have someone independent of the receipting process reconcile the log of cash/checks
when they are initially received to validated deposit information.

Deposit all cash receipts within three working days of receipt in accordance with Utah
Code 51-4-1.
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AOC'’s Response:

a. Amail log process was initiated in November 2002. Two employees, working together, will
open all mail and create an initial record of mail payments on a daily log.

b. An employee, independent of the mail log process, reconciles the cash/check payments to
the mail log daily and prepares a deposit. A second employee reconciles the mail log
payments to the validated deposit.

c. Procedures have been established to ensure cash/check payments received by mail are

deposited within three working days of receipt in accordance with Utah Code 51-4-1.

INADEQUATE FIXED ASSET PROCEDURES AND CONTROLS
(Significant Weakness)

Procedures and controls over fixed assets at the AOC are not adequate to ensure that all fixed
assets are properly accounted for and safeguarded. We noted the following weaknesses:

a. The majority of the AOC’s 161 fixed assets listed on the FINET fixed asset listing (156 of
which are data processing equipment) do not have adequate descriptions, serial numbers, or
other unique identifying numbers to allow the AOC to properly identify the assets on the
system. State accounting policies (FIACCT 09-00.00) require all fixed assets to be tagged
with a unique agency identification number. We were unable to physically locate any of the
12 data processing equipment items selected from the FINET fixed asset listing. In
addition, 10 of the 12 fixed assets which we physically located at the AOC could not be
traced to the FINET fixed asset listing. Not tagging fixed assets increases the risk for
misuse or theft.

b. The AOC is not deleting surplused fixed assets from the FINET fixed asset system when
they are sold or scrapped. Without adequate identification information (see a. above), the
custodian is unable to determine what items in the fixed asset system correspond to the
items being surplused. The State’s accounting policies indicate that it is the selling
agency’s responsibility to remove the asset record from the system.

c. The AOC is not properly capitalizing all fixed assets upon acquisition. The agency is
responsible for capitalizing all fixed assets that have an individual cost of $5,000 or more.
Inaccurate fixed asset listings result in the misstatement of fixed assets on the State’s
financial statements.

d. Per our inquiry of the Data Processing Department, 7 of 10 computer servers were operating

before fiscal year 2002 but could not be traced to the FINET fixed asset listing. Hence,
there is an inadequate reconciliation between the FINET fixed asset listing and the
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department’s actual fixed asset inventory. The State’s accounting policies require an annual
inventory of the physical existence of fixed assets by comparing the detailed FINET fixed
asset listing to the actual assets. Furthermore, Judicial Rule 3-408 states that inventory
should be verified at least once annually. Not completing a periodic physical inventory
increases the risk of theft or misuse and inaccurate accounting records.

Recommendation:

We recommend that the AOC:

C.

d.

Tag all fixed assets with a unique agency identification tag, and ensure that all fixed
assets are properly included in the FINET fixed asset system using this unique agency
identification number and an adequate description.

Remove surplused fixed assets from the FINET fixed asset system when they are sold
or scrapped.

Capitalize all fixed assets costing $5,000 or more upon acquisition.

Perform an annual physical fixed asset inventory.

AOC'’s Response:

a.

Servers and other technology units that cost more than $5000.00 will have a unique agency
identification tag on the external container. Internal parts (such as CPUs, memory, etc) to
the unit that cost more than $5,000.00 will not be tagged but will be identified under the
unique agency identification tag with a suffix character (A, B, C...) in the FINET fixed asset
System.

This process will be completed by July 31, 2003.
This effort was completed November 2002.

The Administrative Olffice of the Courts IT and Finance personnel meets monthly to ensure
that all acquisition is capitalized in the financial system. Internal parts that cost $5,000.00
or more will be identified with the unique agency identification number and suffix
character.

Annually (April), an employee, independent of maintaining the inventory list, will perform a
physical fixed asset inventory, document the results, and report any discrepancies to the
AOC IT Director and AOC Finance Director. A physical fixed inventory will be performed
by August 2003.
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