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AuUuDITS AND FINANCIAL ACCOUNTABILITY COMMITTEE

OPEN MEETING WITH CLOSED SESSION AGENDA

Open to the Public Unless Indicated as Closed (Cal. Rules of Court, rule 10.75(c)(1))
THIS MEETING IS BEING CONDUCTED BY ELECTRONIC MEANS
OPEN PORTION OF THIS MEETING IS BEING RECORDED

Date: January 18, 2018
Time: 12:10 - 1:10 PM
Public Call-In Number: 1-877-820-7831; Public Listening Code 4045700

Meeting materials for open portions of the meeting will be posted on the advisory body web page on the
California Courts website at least three business days before the meeting.

Agenda items are numbered for identification purposes only and will not necessarily be considered in the
indicated order.

l. OPEN MEETING (CAL. RULES OoF COURT, RuULE 10.75(c)(1))

Call to Order and Roll Call

Approval of Minutes
Approve minutes of the October 19" 2017, audit committee meeting.

Opening Comments by the Chair and Vice-Chair
Presenter(s)/Facilitator(s): Hon. Judge Rosenberg—Chair; Hon. Justice Siggins—Vice
Chair

. PuBLIC COMMENT (CAL. RULES OF COURT, RULE 10.75(K)(2))

Written Comment

In accordance with California Rules of Court, rule 10.75(k)(1), written comments
pertaining to any agenda item of a regularly noticed open meeting can be submitted up to
one complete business day before the meeting. For this specific meeting, comments
should be e-mailed to insert e-mail or mailed or delivered to Judicial Council of
California, Audit Services, 455 Golden Gate Avenue, 5 Floor, San Francisco, California
94102 attention: Audit Services. Only written comments received by 12:10 PM on
January 17, 2018 will be provided to advisory body members prior to the start of the
meeting.


http://www.courts.ca.gov/committee.htm
mailto:nameofcommittee@jud.ca.gov

Meeting Agenda | January 18, 2018

INFORMATION ONLY ITEMS (NO ACTION REQUIRED)

Info 1

Report from Audit Services
Overview of Audit Services’ work in progress and staffing levels as well as a summary of
external audits being performed by other governmental agencies.

Presenter(s)/Facilitator(s): Grant Parks, Principal Manager — Judicial Council’s Audit
Services

Info 2

General Discussion by Members of the Committee

Open discussion by committee members regarding any topic within the scope and
purview of the Advisory Committee for Audits and Financial Accountability for
the Judicial Branch.

Presenter(s)/Facilitator(s): Grant Parks, Principal Manager — Judicial Council’s Audit
Services

DISCUSSION AND PossIiBLE ACTION ITEMS (ITEMS 1-2)

Item 1

External Audit Report — State Auditor’s Office (Action Required)

Review and approve for posting audit report number 2017-302: Judicial Council of
California - 1t Needs to Follow Competitive Bidding Processes More Consistently
and Establish Clear Guidance for Invoice Processing

Presenter(s)/Facilitator(s): Grant Parks, Principal Manager — Judicial Council’s Audit
Services

Iltem 2

External Audit Report — Department of Child Support Services (Action Required)
Review and approve for posting the Department of Child Support Services’ audit of the
AB 1058 program at Shasta/Trinity superior courts.

Presenter(s)/Facilitator(s): Grant Parks, Principal Manager — Judicial Council’s Audit
Services

ADJOURNMENT

Adjourn to Closed Session
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Vi, CLOSED SESSION (CAL. RULES OoF COURT, RuULE 10.75(D))

Item 3

Draft Audit Report — Rule of Court 10.75(d) (6) (Action Required)

Non-final audit reports or proposed responses to such reports

Review and approve Audit Services’ draft audit report of the Superior Court of
California, County of Merced for public posting per Rule of Court 10.63(c)(1).

Presenter(s)/Facilitator(s): Grant Parks, Principal Manager — Judicial Council’s Audit
Services; Robert Cabral, Manager- Judicial Council’s Audit Services

Adjourn Closed Session
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AUDITS AND FINANCIAL ACCOUNTABILITY COMMITTEE

MINUTES OF OPEN MEETING

October 19, 2017
3:00 PM - 4:00 PM
2860 Gateway Oaks Drive, Suite 400, Sacramento, CA 95833

Advisory Body Hon. David Rosenberg, Hon. Peter Siggins, Hon. Mary Ann O’Malley, Hon.
Members Present: Susan Matcham, Ms. Sherri Carter, Mr. Kevin Harrigan, Mr. Kevin Lane,
Ms. Tania Ugrin-Capobianco, and Mr. Phil Jelicich

Advisory Body None
Members Absent:

Committee Staff Mr. Grant Parks, Mr. Robert Cabral
Present:

OPEN MEETING

Call to Order and Roll Call
The chair called the meeting to order at 3:00 pm, and took roll call.

Opening Comments by the Chair

The Audit Committee Chair and members introduced themselves. Judge Rosenberg suggested having a
“Round Table” discussion in the beginning of all future meetings, so that every member can share any
new ideas and thoughts. In addition, he shared his hope that this committee will be proactive and will
provide useful suggestions to the Courts and the staff of the Judicial Council.

INFORMATION ITEMS (ITEMS 1-2)

Info 1

Committee Responsibilities and Open Meeting Requirements

Ms. Patel gave an introduction to the Audit Services office history and mentioned how the audit reports
grew over time, taking a lot of time and energy for audit staff and court staff to complete before
submitting to the Judicial Council. This has caused significant gaps between the audits. Ms. Patel also
provided information regarding how the new audit program is being developed and that the audit reports
have been streamlined, to take less time to complete and be performed more regularly. She has added that
the duties of this committee will include reviewing all of the audit reports prepared by Audit Services
office, as well as any outside entity audit reports. Audit reports prepared by the Audit Service office will
no longer go to the Judicial Council, unless this committee decides the audit findings are significant
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enough to alert the Judicial Council. This committee will also approve an annual audit plan for the Audit
Services office.

Mr. Parks has added that Audit Services’ web page on Judicial Resources Network has been updated with
audit advisories to provide courts with the tools to help identify the issues. This way, courts can be
proactive and not wait for an audit to identify and correct the issues.

Info 2

Report from Audit Services

Mr. Parks presented information regarding current audits in progress, current Audit Services office
organizational structure and staffing levels. He has also provided information about deployment of new
audit software to help develop audit work papers more quickly and facilitate review of those work papers.
In addition, Mr. Parks clarified the duties of the Audit Services office in regards to the complaints
received on judicial branch whistleblower hotline.

DISCUSSION AND ACTION ITEMS (ITEMS 1-5)

Item 1

Annual Audit Plan for fiscal year 2017-18

Mr. Parks gave an overview of different organizations performing audits which will be reviewed by this
committee. He also identified what areas Audit Services office is responsible to audit and presented an
annual audit plan for approval.

Action: Committee unanimously approved the annual audit plan for fiscal year 2017-18

Item 2

Committee’s Annual Agenda and Anticipated Meeting Schedule

Mr. Parks suggested that this committee meets once every two months. Judge Rosenberg has added that
most of the meetings will typically be done by phone, and polls will be sent to committee members to
determine dates for the subsequent two meetings.

No action required.

Item 3

External Audit Report — State Auditor’s Office

Mr. Parks provided an overview of the State Auditor’s Office report number 2016-302, and recommended
that committee approves the report for public posting.

Action: Committee reviewed and unanimously approved for posting audit report number 2016-302:
Judicial Branch Procurement — The Five Superior Courts We Reviewed Mostly Adhered to Required and
Recommended Practices, but Some Improvements are Needed.

Item 4
External Audit Report — State Controller’s Office
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Mr. Parks provided an overview of the State Controller’s Office report titled Fiscal Compliance Audit of
the Judicial Council of California, Fiscal Year 2015-16. The audit was positive with limited findings. He
recommended the committee to allow for the public posting of the audit report.

Action: Committee reviewed and unanimously approved for posting Fiscal Compliance Audit of the
Judicial Council of California, Fiscal year 2015-16.

Item 5
External Audit Report — Department of Child Support Services

Mr. Parks provided information regarding AB1058 grant program which was followed by the discussion
about existing ways how courts are allowed to charge time and other possible ways of doing that. Ms.
Anna Maves (Judicial Council staff from the Center for Families, Children and the Courts) was in the
audience and addressed the committee by providing additional perspective from the courts regarding the
AB 1058 audits.

Action: Committee unanimously reviewed and approved for posting various audits of the trial courts
performed by the Department of Child Support Services that were focused on the AB 1058 grant
program.

Item 6
Draft Audit Report of the Superior Court of California, County of Placer.
Action: Committee reviewed and unanimously approved the audit report for posting.

ADJOURNMENT

There being no further business, the meeting was adjourned at 4:12 pm.

Approved by the advisory body on January 18th, 2018.
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Meeting Date: 01/18/2018

Informational Item #1 — (No Action Required)

Report from Audit Services

Summary:

Status Update — Judicial Council’s Audit Services

Audit Services currently has three superior court audits in progress and recently started two
additional audits per the annual audit plan. The current status of work under the audit plan is as
follows:

e Butte — Fieldwork substantially complete, supervisory review in progress

e Solano - Fieldwork substantially complete, supervisory review in progress

e Colusa - Fieldwork substantially complete, supervisory review in progress

e Calaveras — Audit started January 10" (second onsite visit week of January 22"

e 3DCA - Audit starting (entrance conference tentatively scheduled for week of January
15th)

Sacramento Superior Court alerted Audit Services that it would be under multiple audits during
January 2018, so Audit Services elected to switch the timing of that audit with Calaveras
Superior Court. Overall, Audit Services has been able to initiate audits per the annual audit plan;
however, reviewing and finalizing the work has been impacted by key vacancies (vacant senior
auditor and audit supervisor positions shown in Attachment A). Audit Services began
recruitment for these two management positions in late December 2017 and expects to have both
positions filled by early February 2018. Audit Services is also monitoring spending under the
Courts Innovations Grant (CIG) Program to determine the timing for auditing court compliance
with key grant provisions. As of early January 2018, the Judicial Council has disbursed nearly
$10 million, of which just over $1 million has been spent by the courts. Audit Services has not
finalized which courts to audit, but is looking to review around 4-6 courts and is coordinating
with the Judicial Council’s Special Projects Office who administers the CIG program.

Since the last audit committee meeting in October, Audit Services has also issued three audit
advisories, which have been posted on the Judicial Resources Network. The advisories largely
focus on grant accounting and are intended to provide the superior courts with guidance in
advance of our audits of the CIG Program. Audit Services has also evaluated evidence received



under one whistleblower complaint and deemed it sufficiently credible to refer to a superior court
for further investigation.

Status Update — External Governmental Audit Organizations

The State Controller’s Office (SCO) is finalizing its fiscal compliance audit of Yolo Superior
Court as the first of six “pilot audits” of the trial courts per Government Code 77206(h). These
audits focus on superior courts’ compliance with state rules regarding revenues, expenditures and
fund balance. The SCO expects to begin audits of Sacramento and Amador in early January
2018, with the audits for the three remaining courts (San Mateo, Sonoma, and Tehama)
beginning in March 2018. Audit Services drafted a “protocols” document that broadly outlines
how the SCO will communicate with each trial court so that each will know in advance of any
changes to the audit schedule as well as any preliminary audit findings.

The Joint Legislative Audit Committee has authorized the State Auditor’s Office to begin a
performance audit of “Penalty Assessment Funds.” The audit is statewide in scope and may
include various judicial branch entities, as well as various counties and other state agencies. The
audit’s scope and objectives are attached for your reference. The State Auditor anticipates
publishing the audit (#2017-126) in April 2018. The audit is largely focused on evaluating
whether the revenues collected from penalty assessments are spent in a manner consistent with
the authorizing statute. The scope and objectives for the audit are provided in Attachment C.

The Department of Child Support Services (DCSS) has initiated its audits of the AB 1058
program at the superior court for the counties of Glenn, Tehama, Plumas, and Fresno. DCSS has
indicated that it tentatively plans to audit 10 superior courts during fiscal year 2017-18, with the
remaining six courts being Santa Cruz, San Luis Obispo, Monterey, El Dorado, Colusa, and
Lassen.

Supporting Documents:
e Attachment A - Current organizational chart for Audit Services

e Attachment B - Scope and Objectives for State Auditor’s review of “Penalty
Assessment Funds”
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2017-126 AUDIT SCOPE AND OBIJECTIVES
Penalty Assessment Funds

The
info

audit by the California State Auditor will provide independently developed and verified
rmation related to funds that the State and local governments receive from the penalties

assessed pursuant to specified Government Code and Penal Code sections, as well as any penalty
assessment the California State Auditor deems worthy of further investigation. The audit’s scope

will

include, but not be limited to, the following activities:
Review and evaluate the laws, rules, and regulations significant to the audit objectives.

Identify the total revenue, expenditures, and fiscal year-end fund balances for each of the state
funds that receive revenue from penalties for traffic violations from fiscal years 2014-15
through 2016-17.

From a selection of four counties, identify the total revenue, total and types of expenditures,
and fiscal year-end fund balances for each of the local funds that receive revenue from traffic
violation fines and fees from fiscal years 2014-15 through 2016-17.

Determine whether state agencies spent revenue from the penalties that state funds received
from fiscal years 2014-15 through 2016-17 in accordance with the requirements and stated
purposes of those funds.

Determine whether the four selected counties spent the revenue from the penalties that local
governments received from fiscal years 2014-15 through 2016-17 in accordance with the

requirements and stated purposes of those funds.

Review and assess any other issues that are significant to the audit.

California State Auditor’s Office

8/24/2017
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Action Item #1 — (Action Required)

External Audit Report — State Auditor’s Office

Requested Action:

e Action Item - Discuss the external audit report and approve its posting on the
www.courts.ca.gov website per California Rules of Court, Rule 10.63(c)(1).

Supporting Documents:

e Attachment A—California State Auditor’s Report #2017-302: Judicial Council of
California: It Needs To Follow Competitive Bidding Processes More Consistently
and Establish Clear Guidance for Invoice Processing (December 2017) [Action item
1]

Summary:

Public Contract Code, Section 19210, requires the California State Auditor’s Office to
audit the Judicial Council of California every other year in order to evaluate its
compliance with the Judicial Branch Contract Law (sections 19201 through 19210 of the
Public Contract Code). The audit often entails a review of the Judicial Council’s
procurement practices including, but not limited to, adherence to the Judicial Branch
Contracting Manual (JBCM) and vendor payment procedures.

In December 2017, the State Auditor’s Office issued its latest audit report on the Judicial
Council’s procurement activities. Overall, the audit was positive and noted the Judicial
Council generally complied with the Judicial Branch Contract Law, but could be more
consistent in how it follows competitive bidding requirements. Key conclusions from the
audit report included:

e The JBCM is substantially similar to state contracting requirements, such as those
found in the State Administrative Manual (SAM) and State Contracting Manual
(SCM).
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e The Judicial Council generally followed its procurement and payment processing
procedures (in 55 of 60 procurements and 57 of 60 payments). Areas identified
for further improvement by the auditors included:

o0 Strengthening review procedures to ensure appropriate staff authorize
procurement activity.

o Improve and clarify policies regarding non-competitive procurements
(particularly sole-source procurements).

0 Revise the Judicial Branch Contracting Manual’s definition of
“contracting splitting” and “sole-source” in order to better maximize
competition. The auditor noted that the definitions for these terms in the
JBCM are different than those found in comparative guidance for
executive branch agencies. See discussion below following action item #1
(““Revisions to the terms...”).

e The auditor also made various suggestions for consolidating local procurement
policies and creating additional policies to ensure the economic interests of
decision makers are disclosed to the Fair Political Practices Commission.

The Judicial Council’s staff generally agreed with the audit’s recommendations and are
working towards addressing the State Auditor’s recommendations. The Judicial
Council's staff will be providing the State Auditor’s Office with an update at 60 days
(February 2018); 6-months (June 2018) and in one-year (December 2018).

Action 1: Committee staff recommends that the audit committee approve the public
posting of this audit report (Attachment A) on www.courts.ca.gov per ROC 10.63(c)(1).

Revisions to the terms “Contracting Splitting” and “Sole-Source” in the Judicial
Branch Contracting Manual

Under California Rules of Court, Rule 10.63(c)(3), the committee is empowered to
“review and recommend to the council proposed updates to the Judicial Branch
Contracting Manual.” Judicial Council staff is developing proposed updates and expects
to present its proposals to the committee sometime in spring 2018. The committee
anticipates presenting all proposed JBCM changes to the Judicial Council for its formal
adoption at its July 2018 meeting. Committee staff have made those who are working on
JBCM revisions aware of the State Auditor’s recommendations, and the following
discussion briefly summarizes the relevant issues from the audit report.
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On pages 14 and 15 of the State Auditor’s report (Attachment A), the State Auditor made
the following recommendation:

To better align the [JBCM] with state requirements and to make
certain that it receives the best value for services, the Judicial
Council should update by March 2018 the [JBCM’s] guidance on
contract splitting and sole-source procurements to reflect the more
specific definitions in the [State Contracting Manual].

The State Auditor’s findings in support of this recommendation are noted on pages 12-13
of the audit report (contract splitting) and pages 13-14 (sole-source procurement).

Contract Splitting

Contract splitting is a practice where an entity artificially separates a procurement into
smaller, individual contracts or purchases in order to have each individual contract or
purchase order remain under a certain dollar threshold, beyond which competitive
procurement policies would otherwise apply. The State Contracting Manual (SCM),
which is applicable to executive branch agencies, prohibits contract splitting through the
following fundamental rule (emphasis added):

SCM 5.03(b) — Services may not be split to avoid the need to advertise or obtain
competitive bids. In particular, a series of related services that would
normally be combined and bid as one job cannot be split into separate
tasks, steps, phases, locations, or delivery times to avoid adhering to a
State law, policy, or departmental procedure.

On page 12, the State Auditor noted that the Judicial Council entered into more than 20
contracts (for a total of $50,000) with the same vendor to provide closed captioning
services at Judicial Council meetings, with each contract or purchase order covering a
different meeting (i.e. delivery time). All but two of the 20 contracts were below the
$5,000 threshold for competitive procurements. The Judicial Council eventually changed
its practice by executing a master services agreement with the vendor, and the State
Auditor noted that after doing so the Judicial Council obtained an hourly rate that was
20% less than the amount previously paid. According to the State Auditor’s report, the
contracts manager believed that providing a more detailed definition of contract splitting
in the JBCM would help prevent the judicial branch from inadvertently engaging in
contract splitting. Throughout different chapters of the JBCM, the following prohibition
against contract splitting states:

“[Judicial Branch Entities] JBEs may not split a single transaction
into a series of transactions for the purpose of evading competitive
solicitation requirements.”



It should be noted that the foregoing language is consistent with and based directly on
Public Contract Code, Section 10329 (as noted by the State Auditor). Nevertheless, the
State Auditor commented that the additional wording found in SCM 5.03(b) regarding
“...aseries of related services that would normally be combined...” and not split into
different delivery times may provide clearer guidance to court procurement officials on
how to inadvertently avoid contract splitting.

Sole Source Procurement

The State Auditor recommends that the Judicial Council revise its definition of “sole-
source” procurements because the current definition found in the JBCM primarily
focuses on the uniqueness of the goods and services sought after (as opposed to the
uniqueness of the vendor who supplies them). Specifically, Chapter 5, section 5.9 of the
JBCM states:

“[Judicial Branch Entities] JBEs may purchase [goods and
services] of any value without conducting a competitive
procurement if (i) the goods, services, or goods and services are
the only [goods and services] that met the JBEs need, or (ii) a grant
application submittal deadline does not permit the time needed for
a competitive procurement of services.”

On page 14 of its audit report, the State Auditor took exception to the Judicial Council’s
use of sole source justifications to rationalize the purchase of office supplies or to enter
into contracts for parking services, both of which could be provided by multiple vendors.
Consistent with the Judicial Council staff’s initial response to the State Auditor, staff is
planning to propose edits to Chapter 5, section 5.9 for stakeholder input.

Committee staff will monitor the development of the revised JBCM and brief members
this coming spring regarding how the revised JBCM addresses the State Auditor’s
recommendations.
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The Governor of California
President pro Tempore of the Senate
Speaker of the Assembly

State Capitol

Sacramento, California 95814

Dear Governor and Legislative Leaders:

As required by Public Contract Code (contract code) section 19210, the California State Auditor
presents this audit report concerning the procurement policies and practices of the Judicial
Council of California (Judicial Council). The contract code generally governs how state entities
should enter into contracts and acquire goods and services. Enacted in 2011, the California
Judicial Branch Contract Law (judicial contract law) requires judicial branch entities to follow
procurement and contracting policies that are consistent with the Public Contract Code and
substantially similar to the provisions contained in the State Administrative Manual and the
State Contracting Manual. In addition, judicial contract law requires the Judicial Council to
adopt and adhere to a Judicial Branch Contracting Manual (judicial contracting manual).

This report concludes that the Judicial Council generally complied with the judicial contract
law but could be more consistent in how it follows competitive bidding processes. We reviewed
60 procurements from fiscal years 2015-16 and 2016—17 and identified five instances where
the Judicial Council did not follow policies outlined in the judicial contracting manual.
For example, Judicial Council did not always obtain the proper management approval on
procurement documentation and did not adequately justify why it designated some vendors as
the sole source for goods or services. We also reviewed 60 payments for fiscal years 2015-16 and
2016—17 and found three that did not comply with the judicial contracting manual. The Judicial
Council processed two payments without proof it had received the goods or services, and one
for services rendered prior to the creation of a corresponding purchase order. When the Judicial
Council does not follow established policies, it risks that it will not receive the best value for
the goods and services it purchases. Finally, the Judicial Council risks making inappropriate
payments because its guidance to staff for reviewing invoices does not adequately describe the
process they should follow to review invoices prior to payment.

Respectfully submitted,

ELAINE M. HOWLE, CPA
State Auditor

621 Capitol Mall, Suite 1200 Sacramento, CA 95814 916.445.0255 916.327.0019 fax www.auditor.ca.gov
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SUMMARY

The Judicial Council of California (Judicial Council) is the policymaking body for the
Judicial Branch of California (Judicial Branch), an independent branch of state
government. The Judicial Branch is subject to the California Judicial Branch Contract
Law (judicial contract law), which generally requires Judicial Branch entities—including
the Judicial Council—to follow procurement and contracting policies that are consistent
with the Public Contract Code (contract code). The judicial contract law requires the
Judicial Council to adopt and publish a contracting manual for the Judicial Branch that
is consistent with the contract code and substantially similar to the State Administrative
Manual and the State Contracting Manual (SCM). Finally, the judicial contract law
requires that the California State Auditor’s Office, subject to legislative appropriation,
conduct a biennial assessment of the Judicial Council’s compliance with the judicial
contract law. This current biennial assessment concludes the following:

The Judicial Council Did Not Always Comply With Requirements
for Competitive Bidding Page 9

Although we found that the Judicial Council generally complied
with the Judicial Branch Contracting Manual (judicial contracting
manual) when conducting procurements, we identified some
instances in which it did not follow its competitive bidding policies
and thus lacked assurance that it received the best value for the
goods and services it acquired. Specifically, we reviewed procurement
files for a total of 60 contracts, purchases, or amendments from
fiscal years 2015—16 and 2016—17, and we found one contract and
four purchase orders that did not follow the judicial contracting
manual’s policies. For example, two of the four purchase orders did
not have appropriate management authorization. According to the
procurement manager, staft did not follow Judicial Branch policy in
those two cases.

In another instance, a supervisor signed a $345,000 purchase
order, well above the $50,000 limit of his authority at the time.
According to the procurement manager, the supervisor’s position
should have had a higher approval limit, and the Judicial Council
later changed its policies to give that position the authority to sign
purchase orders up to $500,000. Additionally, the Judicial Council
did not document adequately its justification for a sole-source
purchase of $8,000 in office supplies that it should have procured
competitively. The procurement manager agreed that staff should
have procured these items competitively and stated that he has since
implemented additional training and oversight about the use of
sole-source justifications.
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Finally, we found that the Judicial Council entered into a series of
contracts with one vendor when a single agreement for the services
would have better served its needs. Indeed, the Judicial Council’s
definition of contract splitting in its judicial contracting manual is not
as precise as the definition in SCM; under that definition, the series of
contracts may have constituted contract splitting. When the Judicial
Council finally obtained a single master agreement with the vendor,

it obtained an hourly rate for the services that was lower than it had
paid in the series of contracts. Had that agreement been in place from
the start, the Judicial Council could have saved about $10,000.

Page 17 The Judicial Council’s Lack of Clear Written Procedures for
Processing Invoices Could Lead to Inappropriate Payments

The Judicial Council generally complied with the judicial contracting
manual when processing invoices; however, in a small number

of instances, it did not comply, and it has not provided adequate
guidance for its accounting staff to ensure that they adhere to the
judicial contracting manual when processing invoices. The judicial
contracting manual requires accounting staff to support payments
made to vendors with a properly authorized contract, a properly
submitted vendor invoice, and documentation verifying that the
Judicial Council received the goods or services satisfactorily. We
reviewed 60 payments from fiscal years 2015—-16 and 2016—17, and
we identified three in which the Judicial Council did not comply
with the judicial contracting manual. Two payments did not have
proof that the Judicial Council received the goods or services, and
the Judicial Council paid an invoice from a vendor to another Judicial
Branch entity, even though that entity created the purchase order
supporting that invoice a year after the services were rendered.
Finally, although the Judicial Council has three documents describing
its policies and procedures for providing guidance to its accounting
staff, the guidance is incomplete because it does not address common
exceptions to the payment process or how to process invoices for
other Judicial Branch entities. This lack of clear guidance could lead
staff to make inappropriate payments.
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Summary of Recommendations

To help ensure that it obtains the best value for the goods or
services it purchases and that its staff take the steps necessary to
comply with the judicial contracting manual, the Judicial Council
should continue to reinforce with its staff—through management
memos, training, or other formal means—the need to obtain
authorized approvers’ signatures for noncompetitive procurements
and to ensure that the person with the appropriate level of authority
approves purchases.

The Judicial Council should update its contracting manual’s
guidance on contract splitting to reflect the more specific definition
in state requirements.

To ensure that Judicial Council staff have the information they
need to process invoices appropriately and to comply with the
judicial contracting manual, the Judicial Council should develop
one document with clear invoice-processing procedures for its
accounting staff. This document should define common deviations
to the typical process, including instructions for handling invoices
processed on behalf of other Judicial Branch entities.

Agency Comment

In its response to the audit, the Judicial Council agrees with the
recommendations in our report.

December 2017

3



4 Report 2017-302 | CALIFORNIA STATE AUDITOR
December 2017

Blank page inserted for reproduction purposes only.



CALIFORNIA STATE AUDITOR | Report2017-302

INTRODUCTION

The Role of the Judicial Council Within California’s Judicial Branch

The Judicial Branch of California (Judicial Branch) is a separate,
independent branch of state government consisting of the

Supreme Court of California (Supreme Court), courts of appeal,
superior—or trial—courts, and the Judicial Council of California
(Judicial Council). The Judicial Branch’s fiscal year 2016—17 budget
was about $3.6 billion; the State’s General Fund supplied nearly

half of this amount, and other funding sources, such as fines and

fees that the Judicial Branch collected, provided the remainder. The
California Constitution requires the Judicial Council to survey judicial
business practices and to make recommendations to the courts, the
Governor, and the Legislature for improving judicial administration.
For example, the Judicial Council cosponsored the Trial Court
Facilities Act of 2002, which shifted governance of California’s trial
court facilities from the counties to the State. According to the
Judicial Council, this act was an important part of broader structural
reforms to the Judicial Branch that transformed the trial courts into an
integrated, state-operated court system.

The Judicial Council consists of a policymaking body and support
staff for that body. Members of the policymaking body include

the chief justice of California and one other Supreme Court

justice; three justices of courts of appeal; 10 superior court judges;
four members of the State Bar of California; several nonvoting
members, including court executive officers; and a representative
from each house of the Legislature. In addition, this policymaking
body may appoint an administrative director who serves as the body’s
secretary and performs administrative and policymaking functions
as the Judicial Council’s policymaking body and the law direct. In
addition to performing many administrative functions, the Judicial
Council’s support staff can assist Judicial Branch entities, such as the
State’s 58 superior courts, when they procure goods or services.

State Contracting and Procurement Requirements

The Public Contract Code (contract code) generally governs how state
entities enter into contracts and how they procure goods and services.
It also governs how these entities should solicit, evaluate, and award
contracts. In enacting the contract code, the Legislature intended to
achieve certain objectives, such as ensuring that state agencies comply
with competitive bidding statutes; providing all qualified bidders

with a fair opportunity to enter the bidding process; and eliminating
favoritism, fraud, and corruption in the awarding of public contracts.

December 2017
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The State Administrative Manual (SAM) and the State Contracting
Manual (SCM) furnish additional guidance to state entities regarding
procurement. SAM provides general fiscal and business policy guidance
to state agencies, while SCM provides specific procurement and
contract management policies and procedures in line with the contract
code. For example, the contract code allows solicitation of a bid from a
single source for transactions of less than $5,000 and SCM adds that the
state agency must determine that the pricing is fair and reasonable.

The California Judicial Branch Contract Law

In 2011 the State enacted the California Judicial Branch Contract

Law (judicial contract law), which requires Judicial Branch entities

to follow procurement and contracting policies that are consistent

with the contract code and that are also substantially similar to those
found in SAM and SCM. The judicial contract law also requires

the Judicial Council to adopt and publish a contracting manual

for the Judicial Branch that is consistent with those requirements. For
example, similar to SCM, the Judicial Branch Contracting Manual
(judicial contracting manual) allows purchases from a single source

for transactions of less than $5,000 when the Judicial Branch entity
determines that the pricing is fair and reasonable. The law also requires
that each Judicial Branch entity—such as superior courts, the courts of
appeal, or the Judicial Council—adopt a local contracting manual (local
manual). The judicial contracting manual requires that the local manual
identify the individuals with the responsibility and authority for specific
procurement activities. Further, the judicial contracting manual identifies
items the local manuals may include, such as instructions on setting up
and maintaining official procurement files and signature authorization.

The judicial contract law also imposes other reporting requirements.
Beginning in 2012, it requires the Judicial Council to submit semiannual
reports itemizing some of the Judicial Branch’s contracting activities

to the Legislature and the California State Auditor (State Auditor). In
addition, the judicial contract law requires the State Auditor, subject to
legislative appropriation, to conduct a biennial assessment of the Judicial
Council’s compliance with the judicial contract law. This report presents
the results of our current biennial assessment.

Finally, the judicial contracting manual outlines how judicial entities can
procure goods and services using purchase orders, contracts, and contract
amendments. According to the judicial contracting manual, purchase
orders are agreements that may be used for the purchase of goods, and
these agreements are typically for off-the-shelf goods and software or for
routine, low-cost, or low-risk services. The figure outlines the process that
the Judicial Council and the Judicial Branch entities use when they employ
competitive bidding to enter into agreements—including purchase orders
and contracts—to purchase goods or services from vendors.



Figure
The Judicial Branch’s Competitive Procurement Process for Contracts and Purchase Orders
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The Judicial Council Did Not Always Comply
With Requirements for Competitive Bidding

Key Points

+ The Judicial Council complied with requirements in the judicial contracting
manual in most cases; however, of the 60 procurements we reviewed, it
did not follow the policies outlined in the manual for one contract and
four purchase orders.

+ The judicial contracting manual could better reflect state definitions of
contract splitting and certain noncompetitive bids to prevent confusion
among procurement staff. The Judicial Council may have missed savings of
about $10,000 when it entered into a series of 25 contracts with the same vendor
over two years instead of obtaining a master agreement with the vendor for a
lower hourly rate.

In Some Cases, the Judicial Council Did Not Follow the Judicial Contracting Manual'’s
Policies for Contracts and Purchase Orders

Our review of 60 procurements executed from July 2015 through June 2017 found
five procurements in which the Judicial Council did not comply with the judicial
contracting manual. Specifically, we found instances where the Judicial Council did
not adequately justify why it designated some vendors as the sole source for a good
or service, and did not obtain the proper management approval on procurement
documentation. We reviewed 30 contracts, 20 purchase orders, and 10 amendments
for compliance with the judicial contracting manual. As shown in Table 1 on the
following page, the Judicial Council largely complied with key procurement policies,
but we found one contract and four purchase orders that did not. When the Judicial
Council does not follow established policies and procedures, it risks not obtaining
the best value for the goods and services it acquires.

In one case in May 2016, a contract supervisor signed a $345,000 purchase order
for networking equipment. At the time, the Judicial Council’s policy allowed the
contract supervisor to sign only those purchase orders under $50,000. According to
the procurement manager, the Judicial Council intended that its policy establishing
approval levels for purchase orders should grant the contract supervisor position

a higher limit. Indeed, the Judicial Council increased the authority limit for that
position to $500,000 about six months later. Nevertheless, the Judicial Council
should have followed the policy in place at the time that the contract supervisor
signed the purchase order. Without proper management authorization of purchases,
the Judicial Council cannot ensure that the most qualified personnel at the
appropriate level in the organization have verified that the purchase is in the Judicial
Council’s best interests.
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Table 1

The Judicial Council Generally Complied With Procurement Requirements but Some Procurements
Lacked Certain Required Elements

NUMBER OF NUMBER OF NUMBER OF
CONTRACTS THAT PURCHASE ORDERS AMENDMENTS THAT

PROCUREMENT REQUIREMENTS COMPLIED THAT COMPLIED COMPLIED

Competitively Bid Procurement

Management approval 190f 19 60of 7 NA
Proper separation of duties 190f 19 70of 7 NA
Proper solicitation 19 0of 19 70f7 NA
Proper bid evaluation 19 of 19 60f7 NA
Noncompetitively Bid Procurement
Management approval 11 0f 11 130f 13 100f 10
Proper separation of duties 110f 11 130f 13 100f 10
Proper justification for not seeking competitive bids 10 0f 11 120f 13 100f 10
Management approval of justification 11 0f 11 11*0of 13 100f 10

Source: State Auditor’s analysis of a selection of 30 contracts, 20 purchase orders, and 10 amendments based on the Judicial Council’s
hard-copy documentation of procurement files.

[[] = All selections complied with key procurement policies.

[[] = Some contracts or purchase orders did not comply with key procurement policies.

* The purchase order that did not include proper justification for the staff's failure to seek competitive bidding also did not include
management approval of the justification.

Additionally, the Judicial Council did not document adequately its
justification for a sole-source purchase of $8,000 in office supplies
that it should have procured competitively. The judicial contracting
manual requires a competitive process for procuring most goods or
services totaling more than $5,000, unless an emergency exists or
they are the only goods or services that meet the Judicial Council’s
need—thus fitting the judicial contracting manual’s definition of a
sole-source procurement. If the Judicial Council intends to use

a sole-source procurement, the judicial contracting manual
requires an approved justification. The Judicial Council attempted
to justify the need to purchase the office supplies from a particular
vendor by citing the section of the judicial contracting manual that
defines sole-source procurement, yet the documentation included
with the justification form for the purchase noted that another
vendor had these supplies. By citing the sole-source section of the
judicial contracting manual, the documentation indicated that

the Judicial Council could not procure the supplies competitively.
Further, the documentation contained no additional explanation
for the sole-source purchase. The procurement manager agreed
that staff should have procured these items competitively and
asserted that since this purchase took place, the Judicial Council
has implemented additional training and oversight about the use
of sole-source justifications. However, the additional training and
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oversight did not take place until after we brought this issue to the
procurement manager’s attention. We found a similar issue with a
contract for parking, which we discuss in the next section.

Further, two purchase orders did not contain proper management
authorization. Two noncompetitively bid purchase orders—$12,000
for parking and the same $8,000 for office supplies discussed
previously—did not include the signature of an authorized
approver on the noncompetitive bid documentation for these
sole-source procurements. The judicial contracting manual requires
that authorized personnel approve sole-source, noncompetitive
procurements. According to the procurement manager,

the employees did not follow policy when they processed the
purchase orders as noncompetitively bid without the approval
signature. He stated that the additional training and oversight on
noncompetitive procurements, described previously, also covered
management authorization.

Finally, in one of seven competitively bid purchase orders,

Judicial Council staff excluded a current vendor from
consideration because, according to the procurement file,

the vendor’s costs would be too high. However, staft decided

to exclude this vendor before they had even obtained actual
pricing from the vendor. In May 2017, the Judicial Council sought
competitive bids to purchase equipment and related support from
two vendors but excluded its vendor at the time. The procurement
file included a note that the then-current vendor could no longer
provide a product that met the Judicial Council’s needs; however,
one day after the deadline for submitting quotes, the Judicial
Council sought pricing information from that vendor.

Although the Judicial Council’s procurement was still competitive
according to the judicial contracting manual, we question why the
Judicial Council sought pricing information from the vendor whom
it had already determined could not meet its needs. According to
the procurement manager, the project manager requested pricing
information from the excluded vendor, after bidding had closed,

for his own edification. However, the Judicial Council used that
vendor’s price quote—and not the vendor’s product—to support

its preconceived argument that the Judicial Council excluded the
vendor from the opportunity to bid because it was too expensive.
We determined that the Judicial Council mistakenly concluded that
its price would be $18,000 higher than the winning bid, but in fact,
the quote was roughly equal to the winning bid. Excluding vendors
from consideration based on assumptions about price without
allowing them to bid increases the risk that the Judicial Council
will not receive the best value for its procurement. Moreover,

we found no evidence in the procurement file to suggest that the
excluded vendor knew that its price quote was not an official bid.
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This violates one of the guiding principles of both the contract code
and the judicial contracting manual: to provide all qualified bidders
with a fair opportunity to enter the bidding process.

The Judicial Council Could Achieve Additional Value by Further
Aligning the Judicial Contracting Manual With State Policies
for Procurements

The judicial contracting manual is substantially similar to state
contracting requirements, such as those in SAM and SCM.
Nevertheless, we identified opportunities for the Judicial Council
to update the judicial contracting manual to better ensure

that the Judicial Council does not split contracts or handle its
sole-source procurements inappropriately. We reviewed the
Judicial Council’s contracts and purchase orders from July 2015
through June 2016 that were less than $5,000 to determine
whether it split any contracts inappropriately to avoid competitive
bidding requirements. We found that between August 2015 and
January 2017, the Judicial Council awarded one vendor more

than 20 contracts totaling about $50,000 for captioning services
at Judicial Council meetings. All but two of the contracts were
exempt from competitive bidding because they were each less than
$5,000. For the two contracts that each totaled more than $5,000,
the Judicial Council noted in noncompetitive bid justifications
that the vendor’s prices were reasonable, based on price
comparisons from prior quotes. However, by itself, this explanation
does not identify why the procurement could not be competitive.
We did not note any intent on the part of Judicial Council to avoid
competition with these transactions; however, according to the
SCM definition, this could constitute contract splitting.

The judicial contracting manual lacks sufficient guidance about
contract splitting or combining a series of related services. The
Judicial Council’s definition—which reflects state law—says that it
“may not split a single transaction into a series of transactions for
the purpose of evading procurement requirements.” Using only this
guidance could give the Judicial Council opportunities to justify
splitting that would otherwise be prohibited. For example, the
Judicial Council could argue the contracts for captioning services
described above were for the same services, offered at different
times, and therefore were separate transactions. Thus, under this
interpretation of the definition of contract splitting, the contracts
for captioning would not count as a single transaction. In contrast,
SCM provides additional guidance beyond state law and defines
splitting as contracting for “a series of related services that would
normally be combined and bid as one job” and states that a state
agency cannot split such services into separate tasks, steps, phases,
locations, or delivery times to avoid the need to advertise or obtain
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competitive bids. The more detailed SCM definition would lead
the Judicial Council to conclude that the captioning services
contracts were for a series of related services and that it should not
have divided the services into more than 20 contracts.

Further, the Judicial Council could have saved money by
combining the services into one contract. The procurement
manager said that he was aware of the multiple contracts with
the same vendor and approved them because the contracts

were for separate events managed by different units within the
Judicial Council. Had the judicial contracting manual’s definition
of contract splitting aligned with the one in SCM, the Judicial
Council’s management would have seen that it should have
pursued a single contract for this series of services that would
normally compose one job because the contracts were for
captioning services at Judicial Council meetings over two years.
When the Judicial Council finally obtained a master agreement
with the vendor for these services in July 2017, the Judicial
Council properly justified that the vendor was a sole source
because it was the only one to respond to a request for proposals.

Without a more precise definition of
contract splitting, the Judicial Council risks
overspending on multiple contracts.

Further, the hourly rate in the agreement was 20 percent less than
the amount the Judicial Council had previously paid. Had this
agreement been in force when the Judicial Council began using
the vendor’s services, the Judicial Council could have saved about
$10,000. The contracts manager agreed that a more detailed
definition of contract splitting would give the Judicial Council more
perspective and prevent the Judicial Branch from inadvertently
engaging in contract splitting. The procurement manager further
stated that the Judicial Council will be paying more attention to
these types of transactions in the future. However, without a more
precise definition of contract splitting, the Judicial Council risks
overspending on multiple contracts that it could negotiate as one
agreement with a lower total cost.

The Judicial Council could also benefit from an update to the
judicial contracting manual’s definition of sole-source procurement.
According to the judicial contracting manual, Judicial Branch
entities may purchase goods or services of any value without

December 2017

13



14

Report 2017-302 | CALIFORNIA STATE AUDITOR

December 2017

conducting a competitive procurement if they are the only
goods or services that meet the entity’s needs. This is misleading
because it refers to the goods or services rather than the
availability of only one vendor to provide the required goods

or services. As a best practice, the definition of sole-source
procurements in SCM—as well as guidance from the National
Association of State Procurement Officials—refers to the source
rather than the good or service. In addition to the example we
provide above where the Judicial Council did not adequately
document its justification for a sole-source purchase of office
supplies, we also found an instance where the Judicial Council
procured parking services with two different vendors and used a
sole-source justification for both procurements. The procurement
manager stated that although the two parking garages are different
vendors, they are both sole-source because they are the two least
expensive out of the three options nearby that meet the Judicial
Council’s needs. However, whether a sole-source procurement is
appropriate should not depend on assumptions about prices but
rather on whether only one vendor is able to provide the services.
When the Judicial Council neglects the competitive process, it risks
not receiving the best value for its procurements and paying more
than necessary for goods and services.

Recommendations

To help ensure that it obtains the best value for the goods and
services it purchases and that its staff take the steps necessary to
comply with the judicial contracting manual, the Judicial Council
should continue to reinforce with staft through management
memos, training, or other formal means the need to:

+ Ensure that the person with the appropriate level of authority
approves purchases.

+ Obtain authorized approvers’ signatures for noncompetitive
procurements.

+ Properly document justification for noncompetitive
procurements.

+ Not exclude potential vendors from bidding based on
assumptions about their prices.

To better align the judicial contracting manual with state
requirements and to make certain that it receives the best value
for services, the Judicial Council should update by March 2018
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the judicial contracting manual’s guidance on contract splitting
and sole-source procurements to reflect the more specific
definitions in SCM.
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The Judicial Council’s Lack of Clear Written
Procedures for Processing Invoices Could Lead
to Inappropriate Payments

Key Points

+ We reviewed 60 payments from fiscal years 2015—16 and 2016—17 and found
three that did not comply with the judicial contracting manual: two did not have
proof that the Judicial Council received the goods or services, and the Judicial
Council paid an invoice dated a year before the corresponding purchase order
was created.

+ The Judicial Council’s guidance to staft for reviewing invoices does not
adequately describe the process staff should be following. For example,
the guidance does not describe processing steps for certain types of transactions
or how to address the exceptions that can occur in the standard process for
paying invoices.

Although the Judicial Council generally issued payments with appropriate
authorization, it did not do so consistently. The judicial contracting manual requires
Judicial Council staff to support each payment made to a vendor with a properly
authorized contract, a properly submitted vendor invoice, and documentation
verifying that the Judicial Branch entity received the goods and services satisfactorily.
According to the accounting supervisor, accounting staff are expected to reconcile
invoices against the terms and conditions of the contract or purchase order before
processing an invoice for payment. We selected for review 60 payments from

July 2015 through June 2017, and we found three payments for which the Judicial
Council did not comply with the judicial contracting manual.

In two instances, the Judicial Council paid invoices without verifying that it had
received the product or service. According to the accounting supervisor, this
verification takes the form of an approval signature from the project manager
responsible for the procurement. The Judicial Council paid a $3,500 invoice for
telephone services and a $4,000 invoice for office supplies without the required
approval signatures. The accounting manager indicated that the absence of a
signature in these cases was due to oversight and agreed that both invoices
should have displayed proper approval signatures. Without verification that

the Judicial Council has received the goods or services, staff risk processing
payments inappropriately.

In another instance, the Judicial Council made a payment without reviewing the
corresponding purchase order to determine whether the payment was appropriate.
The judicial contracting manual specifies that Judicial Branch entities should not
process payments without a properly authorized contract or purchase order and
an accurate invoice. In June 2017, the Judicial Council paid an invoice for services
rendered three years earlier, in 2014. Further, the corresponding purchase order
was created in 2015, a year after the vendor provided the services. According to the

17
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accounting supervisor, her staff were making the payment on behalf
of another Judicial Branch entity and they relied on information

in the accounting system to process the invoice, which she said
showed a valid purchase order at the time of payment. In addition,
she noted that staff were not aware that the other Judicial Branch
entity had created the purchase order late. We expected that the
Judicial Council would have noted the discrepancy and taken steps
to ensure that it received proper documentation at the time of
payment; however, we observed no evidence of such a notation in
the payment file. The Judicial Council risks making inappropriate
payments when its staff do not ensure that other Judicial

Branch entities for whom it is making payments comply with all
procurement policies, including the creation of purchase orders
before acquiring goods or services.

The Judicial Council risks making
inappropriate payments when its staff
do not ensure that other Judicial Branch
entities for whom it is making payments
comply with all procurement policies.

Although the accounting department has created some informal
documents to describe its invoice-processing procedures,

these documents do not include adequate details. The accounting
department has three separate types of documents—a checKklist,
spreadsheets, and flowcharts—that each document various parts
of the process for approving invoices for payment and that provide
guidance to staff. However, according to the accounting manager,
these documents provide only a high-level description of the
process. Further, we observed that these documents are incomplete.
For example, the spreadsheets note different processing steps for
business travel, utility, and facility maintenance expenses, but they
do not provide any information about these transaction categories.
Additionally, the flowcharts describe various processes such as
creating claim schedules or performing manual data entry, but
they do not explain how these processes fit together. Complete
documentation will help the Judicial Council ensure that staft
process invoices correctly and that they minimize the risk of
errors, especially if new staff are participating in the process.
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Finally, the Judicial Council’s documents do not describe common
exceptions to the Judicial Council’s expectation that accounting
staff reconcile invoices against the terms and conditions of
applicable contracts. We found that in some cases, staff from
other departments reconcile each invoice against the contract
before forwarding it to the accounting department. For example,
one invoice for facilities maintenance referenced more than

20 job order contracts. In this case, a facilities analyst performed
the reconciliation before forwarding the invoice to accounting
staff. In other situations, each invoice for data services requires
three information technology staff to perform the reconciliation
before they forward a summary of the charges along with the
invoice to accounting staff.

While we agree that these reconciliations are a prudent practice for
processing invoices related to complicated purchase agreements,
without adequate documentation of these processes, the Judicial
Council increases the risk that its staff will not be aware of how to
process these more complex invoices properly. According to the
accounting supervisor, the Judicial Council does not document
deviations from its regular process because they can be very specific
and they depend on the individual contract; thus, there could be
many types of deviations. She stated that staff could come to her for
assistance. While some deviations may be simple to handle, others,
such as the facilities maintenance contract mentioned earlier,

are for large contracts involving frequent transactions, and staff
could benefit from guidance. Without adequate guidance, Judicial
Council staft may miss important steps for processing invoices—for
example, they may not notice that a purchase order does not match
an invoice—and increase the risk that the Judicial Council makes
payments inappropriately.

Recommendation

To ensure that Judicial Council staff have the information they

need to process invoices appropriately and to comply with the
judicial contracting manual, the Judicial Council should develop

by June 2018 one document with clear invoice-processing
procedures for its accounting staff. This document should define the
steps for processing invoices related to different types of purchase
agreements and common exceptions to the typical process,
including instructions for handling invoices processed on behalf

of other Judicial Branch entities.
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OTHER AREAS WE REVIEWED

To further address the audit objectives described in Table 2 on
page 25, we reviewed the subject areas described below. The text
that follows indicates the results of our review and any associated
recommendations not already discussed in the other sections of
this report.

The Judicial Council’s Information System Controls

Although the Judicial Council has made progress, it has not yet
fully implemented a recommendation to improve its information
system controls. In December 2013, we recommended that the
Judicial Council implement by February 2014 best practices related
to general and business process application controls, improve

its controls over access to its information systems, and provide
guidance to the superior courts to ensure that they make the
necessary control improvements. The results of our 2015 review
indicated that the Judicial Council has an unacceptably high risk
that data from the applications it uses to perform its day-to-day
operations could lead to incorrect or inappropriate conclusions.
Further, the weaknesses we identified continued to compromise
the security and availability of these information systems,

which contain confidential or sensitive information. In 2015 we
asked the Judicial Council to develop a corrective action plan

to address the prior recommendation. In July 2017, the Judicial
Council stated that work to perform a periodic review and update
of the framework of information security controls was underway
and would be completed by January 2018. As of October 2017,
the principal manager of information technology stated that the
work will continue into 2018 and that June is a better estimate

for completion. Further, it was continuing its recruiting efforts

to fill previously approved information technology positions.

We appreciate that the Judicial Council has made progress, but
we are concerned that it has been nearly four years since our
initial recommendation and that the weaknesses in the Judicial
Council’s system remain, jeopardizing the security of confidential
or sensitive information.

Recommendation
By June 2018, the Judicial Council should fully implement the State

Auditor’s recommendation from 2013 related to controls over its
information systems.
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The Judicial Council’s Local Manual

The Judicial Council’s local manual complies with the requirements
of the judicial contracting manual, but the Judicial Council

should update and reissue its local manual to prevent confusion.
The judicial contract law requires each Judicial Branch entity

to adopt a local manual, and the judicial contracting manual
specifies what should be in them. For example, the local manual
must identify the individuals with responsibility and authority

for procurement and contracting activities. The Judicial Council
adopted its seven-page local manual in 2011. Rather than reissuing
a new manual, it released two memos—one in October 2016 and
one in June 2017—to update the manual. As a result, staff must
refer to both update memos as well as the local manual to obtain a
complete understanding of procurement policies and specifically
of limits to staff authority to approve purchases or contracts. As
indicated on page 12, confusion already existed before the additional
memos; we found an instance in which a contracts supervisor
signed a purchase order far above his authority limit. The existence
of multiple, different sources for policies covering the same areas
further increases the risk of such a misinterpretation.

Recommendation

To prevent misinterpretation of policies governing its procurement
practices, the Judicial Council should reissue its local manual by
June 2018, incorporating all updates made since the 2011 version of
the manual.

Annual Statement of Economic Interests

We found one decision maker who had not filed the required
statement of economic interests until we prompted additional
follow-up effort by the Judicial Council. State law requires

every agency to adopt a conflict-of-interest code that identifies
those employees required to file annual statements disclosing
investments, business interests, gifts received, and sources of
income. When someone fails to file all or part of the statement or
refuses to file after receiving reasonable notice, state law requires
the public entity to report this violation of conflict-of-interest
law to the appropriate authority. As part of our review of

60 procurements, we reviewed the statements of economic
interests for key decision makers. We identified one project
manager who had not filed a statement of economic interests for
2015 or 2016. The Judicial Council’s human resources department
had followed up with the project manager twice but had not
received the two statements. After we spoke to the Judicial Council
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concerning the project manager’s outstanding statements, the
Judicial Council sent another reminder with a copy to the project
manager’s supervisor and received the project manager’s statements
of economic interests shortly thereafter. The supervising human
resources analyst noted that he followed up with seven other
employees who had also not filed the required statements.

As of late October 2017, he stated he had received all of the
delinquent statements.

According to the supervising human resources analyst, the
Judicial Council sends multiple reminders, with the last going to
the employee and the employee’s supervisor. To his knowledge, the
Judicial Council has not encountered any instances in which it had
to report to the appropriate authority apparent violations of state
law. Further, he stated that the Judicial Council is developing new
procedures to improve the collection of statements of economic
interests. If relevant employees do not file their statements in a
timely fashion, the Judicial Council deprives itself and the public
of a key tool to help ensure that its employees make decisions

that are in the best interest of the public and not to enhance their
personal finances.

Recommendation

To help ensure that the Judicial Council complies with state
reporting requirements related to conflicts of interest, it should
report to the appropriate authority any staff who do not file
statements of economic interests after reasonable attempts to
prompt them to file, as described in guidance from the Fair
Political Practices Commission. Further, the Judicial Council
should complete its procedures to improve compliance and
implement them beginning in January 2018.

December 2017
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SCOPE AND METHODOLOGY

We conducted this audit according to the audit requirements
contained in the contract code section 19210, which is part of
the judicial contract law. The judicial contract law requires the
State Auditor, upon legislative appropriation, to perform biennial
audits of the Judicial Council. Table 2 lists the audit objectives we
developed and the methods we used to fulfill those objectives.

Table 2
Audit Objectives and the Methods Used to Address Them

AUDIT OBJECTIVE METHOD

1 Determine whether the judicial contracting - Compiled an inventory of revisions to the contract code, SAM, and SCM that occurred from
manual is consistent with the requirements July 2015 through June 2017.

setforth in the judicial contract law. - Obtained revisions of the judicial contracting manual that occurred from July 2015 through
June 2017.

+ Compared 115 changes in the contract code, SAM, and SCM to changes in the judicial
contracting manual. We determined that the manual complies with requirements set forth
in the judicial contract law.

2 Determine whether the Judicial Reviewed judicial contracting manual revisions from July 2015 through June 2017 to identify
Council’s local manual conforms to the provisions relevant to the local manual.
judicial contracting manual.

3 Determine to what extent the Judicial Council = Reviewed the recommendations from previous State Auditor procurement audits and determined
has implemented recommendations from our  the status of the recommendations the Judicial Council had not fully implemented as of June 2017.
prior procurement audits.

4 Assess the Judicial Council’s internal controls Reviewed the Judicial Council’s key procurement requirements by interviewing staff and
over contracting and procurement practices reviewing the local manual, the judicial contracting manual, and other documentation.
and determine whether the entity complied
with those controls and with key contracting
and procurement requirements, including
those related to competitive bidding and
sole-source contracting.

Obtained a list of new procurements executed from July 2015 through June 2017.

Judgmentally selected 60 procurements, which included 30 contracts, 20 purchase
orders, and 10 contract amendments and reviewed them for compliance with the judicial
contracting manual and with local contracting manual procurement requirements for
approval, solicitation, competition, bid evaluation, and other key controls.

.

Obtained and reviewed statements of economic interests for key decision makers related
to the 60 procurements we reviewed. We did not identify conflicts of interest based on
those statements.

5 Assess the Judicial Council’s internal Reviewed the Judicial Council’s key payment controls by interviewing staff and reviewing
controls over payment practices and the local manual, the judicial contracting manual, and other documentation.
determine whether the entity complied
with those controls.

Obtained data on payments made from July 2015 through June 2017.

Judgmentally selected 60 payments to ensure that we selected payments of varying sizes
and for different goods and services across the two-year audit period.

Tested payments for compliance with key controls and requirements, including invoice
approval, proper authorization, and segregation of duties.

6 Evaluate the Judicial Council’s contracts Obtained a list of new procurements executed from July 2015, through June 2017, and
to determine whether the Judicial Council reviewed procurements under $5,000 to identify and review vendors with multiple contracts for
inappropriately split any contracts to the same goods or services to determine if there was evidence of contract splitting.

avoid necessary approvals or competitive
bidding requirements.

continued on next page. ...
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AUDIT OBJECTIVE

METHOD

7 Assess the reliability of the Judicial Council
data used in the Semiannual Report
on Contracts for the Judicial Branch for
the Reporting Period July 1 through
December 31, 2016, submitted by the Judicial
Council to the Joint Legislative Budget
Committee and the State Auditor.

8 Review and assess any other issues that are
significant to the audit.

Interviewed Judicial Council staff regarding the status of implementing information system
controls as recommended by the State Auditor in 2013 and reiterated in 2015 that this could
affect the reliability of the Judicial Council’s data.

- Reviewed the Judicial Council’s key payment card controls by interviewing staff and
reviewing policy and procedure documents.

+ Reviewed the number of individuals with assigned cards and their assigned
purchasing limits.

+ Included four payment card transactions as part of the procurement testing described in
Objective 4 and the payment testing described in Objective 5. We identified no issues with
the Judicial Council’s use of payment cards.

Sources: California State Auditor’s analysis of the judicial contract law, the State Auditor’s planning document, and information and documentation in
the column titled Method.

Assessment of Data Reliability

The U.S. Government Accountability Office, whose standards

we are statutorily required to follow, requires us to assess

the sufficiency and appropriateness of computer-processed
information that we use to support our findings, conclusions,

or recommendations. In our prior audit report on the Judicial
Council’s procurement—/udicial Branch Procurement: Although the
Judicial Council Needs to Strengthen Controls Over Its Information
Systems, Its Procurement Practices Generally Comply With
Applicable Requirements, Report 2015-302, December 2015—we
assessed the reliability of the Oracle Financial System and Phoenix
Financial System data that the Judicial Council used to compile its
semiannual reports on contracts. Further, we obtained electronic
data files extracted from the Judicial Council’s Oracle Financial
System related to procurement and payment data. We obtained
similar data for this audit.

In the December 2015 audit, we determined that the Oracle
Financial System and the Phoenix Financial System data were not
sufficiently reliable for the purposes of evaluating procurement
activity or reporting procurement activities to the Legislature

or to the State Auditor. As we note in the Other Areas We
Reviewed section of this report, the Judicial Council still has

not fully addressed our recommendation related to information
system controls. Consequently, there remains an unacceptably
high risk that data from these systems could lead to an incorrect
or improper conclusion. For this reason, we determined that
the systems continue to be not sufficiently reliable for these
same audit purposes. Although our determination may affect
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the precision of the numbers we present, there is sufficient
evidence in total to support our audit findings, conclusions, and
recommendations in this report.

We conducted this audit under the authority vested in the California State Auditor by Section 8543 et seq.
of the California Government Code and according to generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain sufficient, appropriate evidence

to provide a reasonable basis for our findings and conclusions based on our audit objectives specified

in the Scope and Methodology section of the report. We believe that the evidence obtained provides a
reasonable basis for our findings and conclusions based on our audit objectives.

Respectfully submitted,

ELAINE M. HOWLE, CPA

State Auditor
Date: December 19, 2017
Staff: John Lewis, MPA, Audit Principal

Inna A. Prigodin, CFE
Matt Gannon

Itzel C. Perez, MPP
Ashley Snyder

Legal Counsel: Joseph L. Porche, Staft Counsel

For questions regarding the contents of this report, please contact
Margarita Fernandez, Chief of Public Affairs, at 916.445.0255.
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JUDICIAL COUNCIL OF CALIFORNIA
455 Golden Gate Avenue * San Francisco, California 94102-3688
Telephone 415-865-4200 + Fax 415-865-4205 « TDD 415-865-4272
TANI G. CANTIL-SAKAUYE MARTIN HOSHINO
Chief Justice of California Administrative Director

Chair of the Judicial Council

November 15, 2017

Ms. Elaine Howle, CPA

State Auditor

California State Auditor’s Office
621 Capitol Mall, Suite 1200
Sacramento, California 95814

Dear Ms. Howle:

I am in receipt of your draft audit report, dated November 13, 2017, regarding your office’s
statutory audit of the Judicial Council of California’s (Judicial Council) procurement and
contracting practices. The audit is required under the California Judicial Branch Contract Law,
as specifically codified in Public Contract Code, Section 19210(c). I would like to thank your
auditors for their professionalism and for their work in providing additional accountability over
the Judicial Council’s contracting and procurement practices.

Overall, I am pleased with your draft audit report’s two primary conclusions: the Judicial Branch
Contracting Manual is substantially similar to the State’s contracting requirements, and the
Judicial Council’s staff generally complied with these requirements. As your auditors noted in
Table 1 of the draft report, the vast majority of the contracts and purchase orders reviewed
during the audit complied with key procurement policies. Further, I am also pleased that 57 of
the 60 payments you tested also complied with applicable contracting and payment requirements.
Despite the limited number of errors noted during the audit, the Judicial Council is committed to
continual improvement and will re-evaluate its existing practices based on your draft report’s
recommendations, which my staff have specifically addressed in the comments below.
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DRAFT RECOMMENDATIONS

1.

To help ensure that it obtains the best value for the goods and services it purchases and
that its staff take the necessary steps to comply with the judicial contracting manual, the
Judicial Council should continue to reinforce with staff through management memos,
training, or other formal means the need to:

e Ensure that the person with the appropriate level of authority approves purchases.

e Obtain authorized approvers’ signatures for noncompetitive procurements.

e Properly document justification for noncompetitive procurements.

e Not exclude potential vendors from bidding based on assumptions about their prices.
Response:

The Judicial Council’s staff agree with the recommendation and will reinforce existing
policies through a variety of means, such as through additional training for procurement
staff. Striving to consistently achieve 100% compliance on all procurement transactions
is a laudable goal; nevertheless, the Judicial Council’s staff believe the limited errors
identified by the auditors—as noted in Table 1—represent rare instances when policies
were not strictly followed and is otherwise indicative of a generally strong and well-
functioning procurement process.

For additional context on the auditors’ findings in support of this recommendation, some
of the errors identified—while legitimate and worthy of closer review—present limited
risk to the Judicial Council’s procurement activities. For example, as the auditors note in
the draft report, one contract supervisor exceeded his authority when approving a
purchase for networking equipment; however, the Local Contracting Manual (LCM) was
clarified in early June 2017 to clarify his signature authority for both purchase orders and
contracts at $500,000, which would have covered the referenced transaction. Judicial
Council staff notes that this change to the LCM was implemented before and not in
response to the audit. This increase was pre-planned and reflected the Judicial Council’s
business needs and perceptions of the contract supervisor’s qualifications to make such
procurement decisions. The auditors do not challenge the contract supervisor’s
qualifications in the draft report.

In another example, the auditors raise concerns over whether a former vendor had a fair
opportunity to enter the bidding process and whether the Judicial Council’s staff obtained
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“best value” on a particular procurement. For context, it is important to recognize that
Judicial Council staff had already obtained a sufficient number of bids and the auditors
agreed in the report that the procurement “was still competitive according to the [Judicial
Branch Contracting Manual].” Furthermore, Judicial Council staff did not formally
request a bid from the referenced vendor as the Program Manager determined prior to the
bidding phase that the contractor had changed its service model from a “purchase
hardware once and software is free” to a “cloud based system,” which requires an
ongoing yearly subscription and additional fees per user if you exceed the base usage.
The Program Manager wanted to continue with a non-cloud based solution (and one-time
purchase of hardware/software). All of the vendors that were included in the bidding
process for this solution provided products that were one-time purchases (non-cloud-
based) with no yearly subscription fees. The Judicial Council’s staff provided this
perspective and related documents to the auditors in early October 2017. Judicial
Council staff believe the circumstances described above reasonably minimize any
potential concern over not obtaining best value. Notwithstanding this additional context,
the Judicial Council’s staff agree in principal with the audit recommendation, particularly
with respect to enhancing our existing policies over non-competitive procurements.

2. To better align the judicial contracting manual with state requirements and to make
certain that it receives the best value for services, the Judicial Council should update by
March 2018 the judicial contracting manual’s guidance on contract splitting and sole-
source procurements to reflect the more specific definitions in the SCM [State
Contracting Manual].

Response:
The Judicial Council’s staff sees merit in further considering the auditor’s

recommendation to further clarify our existing prohibitions on contract splitting and our
definition of sole-source procurements.

As noted in the draft report, the Judicial Branch Contracting Manual’s definition of
contract splitting currently “reflects state law,” but does not incorporate certain clarifying
guidance contained in the State Contracting Manual (SCM). The Judicial Branch
Contract Law only requires the judicial branch to develop procurement policies that are
substantially similar to the SCM and other guidance; regardless, the Judicial Council’s
staff will develop potential revisions for stakeholder input. It is important to recognize
that the Judicial Council’s staff cannot unilaterally change the Judicial Branch
Contracting Manual to implement this recommendation. Instead, the concurrence of
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stakeholders from different judicial branch entities—all of which follow the manual—
would be required, followed by a vote of the entire Judicial Council to formally adopt any
changes.

3. To ensure that Judicial Council staff have the information they need to process invoices
appropriately and to comply with the judicial contracting manual, the Judicial Council
should develop, by June 2018, one document with clear invoice-processing procedures
for its accounting staff. This document should define the steps for processing invoices
related to different types of purchase agreements and common exceptions to the typical
process, including instructions for handling invoices processed on behalf of other Judicial

Branch entities.

Response:
The Judicial Council’s staff agrees with the recommendation to centralize invoice-

processing procedures into a single document. Accounting staff plan to centralize
existing procedures by April 2018. Branch Accounting and Procurement staff process
over 165,000 financial transactions each year and it is not feasible to create a single
document that completely covers each and every type of transaction. However, the
auditor’s point is well-taken and accounting staff will identify common transactions (such
as travel, utilities, and facility maintenance expenses) for inclusion in a new consolidated
document. Accounting staff will also consult with other stakeholders regarding joint and
individual responsibilities when Judicial Council staff process payment requests initiated
by other judicial branch entities.

4. By June 2018, the Judicial Council should fully implement the State Auditor’s
recommendation from 2013 related to controls over information systems.

Response:
The Judicial Council’s staff agrees with the recommendation and expects to have fully

implemented the State Auditor’s recommendations by June 2018. Substantial effort has
been made towards this end, with the establishment of a standardized framework of
information systems controls for the judicial branch, and the establishment of a
standardized set of information security policies that serve to enact this framework.
Further, mechanisms for the periodic review and update of these documents have been
put in place, with current revisions to the original documents nearing completion. While
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we are cognizant of the extended duration of this effort, for compliance to be both
meaningful and effective, it was important that our efforts in this area be part of a larger
focus within the Judicial Branch to establish overarching strategic and tactical plans for
technology that were inclusive of information security. In this fashion, our work would
not just be a short-term objective to achieve compliance, but rather, an ongoing focus
provided within the context of IT operations as a whole. In support of the State Auditor’s
recommendation, Information Technology staff plans to address action items from the
Judicial Council’s current IT risk assessment and to finalize updates to the current
security framework and information technology policy manual by June 30, 2018.

To prevent misinterpretation of policies governing its procurement practices, the Judicial
Council should reissue its local manual by June 2018, incorporating all updates made
since the 2011 version of the manual.

Response:
The Judicial Council’s staff agrees with this recommendation and expects to have an

updated local manual in place by June 2018. Judicial Council staff primarily rely on the
264-page Judicial Branch Contracting Manual, which is periodically updated. However,
the State Auditor correctly points out that the Judicial Council previously issued its
seven-page local procurement manual in 2011 and released two subsequent memos in
2016 and 2017. Judicial Council staff will make consolidating the local manual and the
two subsequent memos a priority.

To help ensure that the Judicial Council complies with state reporting requirements
related to conflicts of interest, it should report to the appropriate authority any staff who
do not file statements of economic interests after reasonable attempts to prompt them to
file, as described in guidance from the Fair Political Practices Commission. Further, the
Judicial Council should complete its procedures to improve compliance and
implementation beginning in January 2018.

Response:
Judicial Council staff agree with this recommendation and Human Resources is in the

process of documenting its procedures for addressing situations when required filers do
not submit their Form 700 — Statements of Economic Interest in a timely manner
(estimated completion by February 2018).

33
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Thank you again for your effort and assistance in helping the Judicial Council improve upon its
existing practices. Should you have any additional questions or require further information
regarding this response, please contact Grant Parks — Principal Manager, Audit Services at (916)
263-1321.

Sincerely,

[ ¢

Martin Hoshino
Administrative Director
Judicial Council

MH/GP
cc: Jody Patel, Chief of Staff, Judicial Council
John Wordlaw, Chief Administrative Officer, Judicial Council
Doug Kauffroath, Director, Branch Accounting and Procurement, Judicial Council
Aurora Rezapour, Director, Human Resources, Judicial Council
Robert Oyung, Director, Information Technology, Judicial Council
Grant Parks, Principal Manager, Audit Services, Judicial Council



JUDICIAL COUNCIL
OF CALIFORNIA

ADVISORY COMMITTEE ON AUDITS AND
FINANCIAL ACCOUNTABILITY FOR THE
JUDICIAL BRANCH

Meeting Date: 1/18/2018

Action Item #2— (Action Required)

External Audit Report — Department of Child Support Services

Requested Action:

e Action Item - Discuss the external audit report regarding the joint audit of Shasta and
Trinity counties under the AB 1058 program and approve its posting on the
www.courts.ca.gov website per California Rules of Court, Rule 10.63(c)(1).

Supporting Documents:
e Attachment A — Shasta/Trinity Superior Court (AB 1058 Audit)
Summary:

In the AB 1058 audit discussed at today’s audit committee meeting, DCSS auditors have
disallowed $94,406 (or 13% of the $693,829 disbursed to Shasta/Trinity). The
disallowed costs primarily stems from court staff not recording their actual time spent
working on AB 1058 activities per the grant’s rules. This continues the trend from the
last audit committee meeting in October 2017, where members discussed nine AB 1058
audits with a combined questioned cost exceeding $1.1 million.

The Judicial Council and the Department of Child Support Services (DCSS) have an
interagency agreement whereby DCSS provides roughly $55.1 million each year to
support the “AB 1058 program at the superior courts. The AB 1058 program supports
two sub-programs: the Child Support Commissioner and Family Law Facilitator
programs. Following its agreement with DCSS, the Judicial Council then enters into
individual grant agreements with the superior courts to “pass through” the AB 1058
funding originally provided by DCSS. Funding to the courts is a mix of both state
support from the General Fund and federal dollars under Title IV-D of the Social Security
Act (42 USC 651 - 669b). The overarching goal of the AB 1058 program is to assist
with the timely enforcement of child support orders.

As a condition of receiving AB 1058 funds, the superior courts must allow DCSS
auditors to evaluate court compliance with state and federal rules, including rules


http://www.courts.ca.gov/

regarding how personnel costs are to be documented. Beginning in the fall of 2016,
DCSS began auditing a sample of courts’ supporting documentation for costs charged
against the AB 1058 grant during fiscal year 2014-15. A common finding raised by
DCSS was the observation that court personnel costs often did not follow grant
requirements. Specifically, the JCC-Court grant agreements require court staff to
document their actual time spent on the AB 1058 grant versus non-grant activities using
timesheets; however, as discussed at the previous audit committee meeting, DCSS found
instances when court staff acknowledged that they had estimated the hours spent
supporting the AB 1058 program. As a result, DCSS auditors have often disallowed
significant portions of some courts’ costs.

The Judicial Council’s executive management team is continuing to have discussions
with DCSS on how best to resolve the findings and questioned costs raised in its audits.

Action Item: Committee staff recommend that you approve the attached final audit
report (Attachment A) for posting on www.courts.ca.gov.
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STATE OF CALIFORNIA - HEALTH AND HUMAN SERVICES AGENCY Edmund G. Brown Jr., Governor

CALIFORNIA DEPARTMENT OF CHILD SUPPORT SERVICES
P.O. Box 419064, Rancho Cordova, CA 95741-9064

December 1, 2017

Mr. Martin Hoshino, Administrative Director
Judicial Council of California

455 Golden Gate Avenue

San Francisco, California 94102

SUBJECT: JUDICIAL COUNCIL OF CALIFORNIA CONTRACT
FINAL AUDIT REPORT

Dear Mr. Hoshino:

Enclosed is the California Department of Child Support Ser vices (DCSS), Office of
Audits and Compliance (OAC), final report on the costs claimed under the Judicial
Council of California contract by the Superior Court of California, County of
Shasta/Trinity (Court). Our review was limited to examining Assembly Bill (AB) 1058
child support related costs claimed in state fiscal year 2014-15 for the Child Support
Commissioner and the Family Law Facilitator programs. This engagement was
performed to satisfy federal and state mandated subrecipient monitoring of the AB 1058
child support grant funds.

OAC reviewed the Court’s response to the draft report, including the corrective action
identified by the Court in response to the reported finding. The finding has not changed
and the results of the review are in the attached Evaluation of Response.

DCSS’ Administrative Services Division will issue a letter regarding the repayment
and/or corrective action required in response to the finding in this report. OAC will
follow up within six months from the date of this report to ensure corrective action was
taken by the Court.

We appreciate the assistance and cooperation of the Judicial Council and the Court
staff during the review. If you have any questions regarding this report, please contact
me at (916) 464-5520.

Sincerely,

/
/ J

o~ Dby

KAREN DAILEY

Audit Manager

Office of Audits and Compliance
Department of Child Support Services

Enclosure
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Judicial Council Contract Review

Superior Court of California, County of Shasta/Trinity
Department of Child Support Services

Office of Audits and Compliance

Audit Report

INTRODUCTION

Compliance (OAC), conducts fiscal and compliance audits of subrecipients who

receive IV-D program funds in the administration of the child support program.
These audits are required as part of DCSS subrecipient monitoring responsibilities.
DCSS contracts with the Judicial Council of California (JCC) for statewide Title IV-D
services provided by the Child Support Commissioner (CSC) program and Family Law
Facilitator (FLF) offices. The Court receives federal and state funds through a contract
with the Judicial Council of California, which oversees these programs and the
expenditures claimed under this contract.

California Department of Child Support Services (DCSS), Office of Audits and

This report presents the results of OAC’s review of Superior Court of California, County
of Shasta/Trinity (Court) CSC and FLF programs for state fiscal year (SFY) July 1, 2014
through June 30, 2015.

BACKGROUND

The Child Support Enforcement (CSE) program is a federal/state/local partnership to
collect child support from noncustodial parents. The goals of this program are to ensure
that the children have the financial support of both their parents, to foster responsible
behavior toward children, and to reduce welfare costs. The CSE Program was
established in 1975 as Title IV-D of the Social Security Act.

Established by state legislation in 1999, the California Department of Child Support
Services is designated as the single state entity responsible for ensuring that all
functions necessary to establish, collect, and distribute child support are effectively and
efficiently implemented. Title 45, Section 302.34 gives DCSS authority to enter into a
cooperative agreement with the courts under the state plan. The JCC, chaired by the
Chief Justice of California, is the chief policy making agency of the California Judicial
System. The JCC oversees the ongoing operations of statewide Title IV-D CSC and
FLF programs in the Courts under grant funding AB 1058. In SFY 2014-15, DCSS
contracted the JCC for a total of $55,171,367. For the period July 1, 2014 through June
30, 2015, the JCC reimbursed the Court $693,829 in state and federal funds as follows:
$482,451 for the CSC and $211,378 for the FLF program.

CALIFORNIA DEPARTMENT OF CHILD SUPPORT SERVICES STATE OF CALIFORNIA
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OBJECTIVE, SCOPE, AND METHODOLOGY

The review was conducted for the period July 1, 2014 to June 30, 2015. The area of
review was limited to claimed expenditures under the contract agreement #10-0490-14
between DCSS and JCC, and further limited to reviewing expenditures claimed by the
Court under JCC contract agreement #10-28793 for the CSC program and #10-28774
for the FLF program. The object of the review was to ensure compliance with
applicable laws, rules, and regulations, including OMB Uniform Administrative
Requirements; Cost Principles; and Audit Requirements for Federal Awards set forth in
Title 2 CFR Subtitle A Chapter I, Part 200 (Uniform Requirements); Trial Court
Financial Policies and Procedures Manual (FIN Manual); and Title IV-D (AB 1058) Child
Support Commissioner and Family Law Facilitator Program Accounting and Reporting
Instructions.

The audit was conducted in accordance with generally accepted Government Auditing
Standards. Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objectives. This audit includes examining, on a test
basis, evidence supporting the amounts included on contract invoices. An audit also
includes assessing the accounting principles used and significant estimates made by
management.

Due to the limited scope, our audit does not constitute a financial statement audit
conducted in accordance with Government Auditing Standards; therefore, we do not
express an opinion on the financial statements, or on any individual account balances.
Had we performed additional procedures, or conducted a complete audit of the financial
statements, other matters might have come to our attention that may have been
reported.

AUDIT AUTHORITY

Uniform Requirements 2 CFR 200.328 Monitoring and reporting program performance
makes DCSS responsible for oversight of the operations of the Federal award
supported activities. Section 200.331 requires DCSS, as the pass through entity, to
monitor the activities of the subrecipient to ensure the subaward is used for authorized
purposes, in compliance with federal statutes and regulations and the terms and
conditions of the federal award and subaward and that the subaward performance goals
are achieved. This section also provides the authority for DCSS, as the pass-through
entity, to perform on-site reviews of the subrecipient’s program operations. Section
200.336 Access to Records provides DCSS the right to access any pertinent
documents.

Title 45 CFR 302.12 gives DCSS the responsibility for securing compliance with the
requirements of the State plan when delegating any of the functions of the IV-D program
to any cooperative agreement.
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CONCLUSION

As noted in the Finding and Recommendation section of this report below, we found the
Court did not have sufficient support for personnel expenses claimed during our audit
period. As indirect costs are based on supported personnel expenses, the Court lacked
support for a portion of the indirect costs claimed.

RESTRICTED USE
This audit report is intended solely for the information and use of the DCSS and JCC

and should not be used for any other purpose. This restriction is not intended to limit
distribution of this report, which is a matter of public record when the final is issued.
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FINDING AND RECOMMENDATION
Finding 1 — Unsupported Salary and Benefits — $94,406

Condition 1 — $81,977

We found the Court Services Supervisor (CSS) did not complete her timesheet based
on actual hours worked in CSC, but instead used a methodology to record an estimated
amount of time to the IV-D program. During an interview, the CSS stated she
completes her timesheet based on instruction given from her previous supervisor
instead of tracking actual hours worked in the CSC program. As a result, there is no
way to identify the direct benefit to the CSC program in terms of actual labor hours. The
Court overclaimed $68,021 in salary and benefits and $8,233 in indirect costs
associated with CSS estimated salary and benefits to the CSC program.

The interview also revealed the CSS erroneously claimed a percentage of time in the
FLF program in error. Prior to the field work, the Court Financial Officer identified the
error and alerted the Audit Chief by telephone, stating the CSS did not work in the FLF
program. As a result, the court overclaimed $5,090 in salary and benefits and $633 in
indirect costs related to salary in the FLF program.

Summary of Court Services Supervisor Disallowed Salary and Indirect Costs

css CsS Total
Estimated Timesheet .
Time Errors Disallowed
CSC Program
Salary & Benefits $68,021
Indirect Costs 8,233
Total CSC 76,254
FLF Program
Salary & Benefits $5,090
Indirect Costs 633
Total FLF 5,723
Total $76,254 $5,723 $81,977
CALIFORNIA DEPARTMENT OF CHILD SUPPORT SERVICES STATE OF CALIFORNIA
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Condition 2 — $9,980

For SFY 2014-15, we found instances where the Court claimed time when the
employee was not working, but recorded hours on the JC-4 timesheet as “other hours
worked” or as hours worked in the IV-D program. This error overstated the percentage
of time spent in the IV-D program and resulted in an overclaim in program
reimbursement.

We sampled the months of August 2014, January 2015, and June 2015, and found
errors on the JC-4 timesheets for most employees. Specifically, we reviewed the
Court’s certified Automatic Data Processing (ADP) timesheets and compared it to the
hours recorded on the JC-4 timesheet. We found many instances where Court
employees claimed hours worked in both the IV-D and non-1V-D programs on the JC-4,
but had taken time off as recorded on the ADP timesheet. This overstated the
allocation of salary and benefits claimed to the IV-D program. We also found instances
where court employees worked a 9 hour a day schedule with one day off each pay
period, but erroneously recorded 8 hours worked each day. The JC-4 was signed and
certified by both the employees and the employee’s supervisor who “certify under
penalty of perjury that this time sheet accurately represents actual time worked...”. As a
result, the Court overclaimed $7,459 in salary and benefits and related indirect costs to
the CSC program and $2,521 in salary and benefits and related indirect costs to the
FLF program. Had we expanded testing to additional months, we anticipate more
instances of overclaiming resulting from errors on the JC-4 timesheet.

Condition 3 — $677

In August 2015, the Court Services Assistant 1ll (CSA) made a one-time error of
improperly recording 20 hours of time worked in the CSC program. During the
interview, she confirmed she does not perform CSC program activity and entered these
hours to the CSC program in error. As a result, we found the Court overclaimed $607 in
salary and benefits for the CSA, and $70 in indirect costs associated with the salary and
benefits to the CSC program.

Condition 4 — $1,772

For SFY 2014-15, we found that the Court erroneously claimed workers’ compensation
twice, as a benefit personnel expense as well as operating costs in May and June 2015.
As the Court claimed this cost twice, we found the Court overclaimed $1,232 to the CSC
program, and $325 to the FLF program in salary and benefits. Additionally, the Court
overclaimed $170 to the CSC program, and $45 to the FLF program in indirect costs.
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Criteria

Title 2 CFR 200.430 (i) Standards for Documentation of Personnel Expenses states
charges for salary and wages must be based on records that accurately reflect the work
performed. These charges must:

e be supported by a system of internal controls that provides assurance the
charges are accurate, allowable, and properly allocated;

e reasonably reflect the total activity for which the employee is compensated,

e encompass both federally assisted and all other activities;

e comply with established accounting policies and practices;

e support the distribution of the employee’s salary or wages among specific
activities or cost objectives if the employee works in more than one Federal
award; a Federal award and non-Federal award.. ;

e budget estimates alone do not qualify as support for charges to Federal
awards...

Section 200.403 Factors affecting allowability of costs states all costs must:

(a) Be necessary and reasonable for the performance of the Federal award and be
allocable thereto under these principles.

(d) Be accorded consistent treatment. A cost may not be assigned to a Federal
award as a direct cost if any other cost incurred for the same purpose in like
circumstances has been allocated to the Federal award as an indirect cost.

(g) Be adequately documented.

Policies and procedures provided to the Court in the Title IV-D (AB 1058) Child Support
Commissioner and Family Law Facilitator Accounting and Reporting Instructions issued
by the Judicial Council of California, dated June of 2015, states, “The salaries and
benefits of the court employees who work on AB 1058 program components (CSC and
FLF) can be charged to the grant...for the time devoted and identified specifically to the
program” (Page 11). Page 15 provides specific guidance to the Courts on documenting
allowable and not allowable hours that can be charged directly to the AB 1058 program
when completing the time reporting documentation.

The JC-4 timesheet, signed by the employee and the employee’s supervisor, states, “I
hereby certify under penalty of perjury that this time sheet accurately represents actual
time worked...”

Recommendation

The JCC should return $94,406 ($81,977 + $9,980 +$677 + 1,772) to DCSS for
unsupported salary, benefits and associated indirect costs claimed in SFY 2014-15. In
the future, the Court could benefit by implementing internal controls to reduce the risk of
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incorrectly recording hours, such as providing additional training to court staff on
completing the timesheet; requiring the supervisor to carefully review the reported hours
before certifying the JC-3, and by ensuring benefits, such as workers compensation, is
claimed as an allocated personnel benefit expense in lieu of recording it as an operating
expense in the same period.
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Agency Response
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Superior Court of California

Coumnty of Shasta

MELISSA FOWLER-BRADLEY JOHN ZEIS
Court Executive Officer/Clerk of the Court Assistant Executive Officer/Clerk of the Court

October 30, 2017

Karen Dailey

Audit Manager

Office of Audits and Compliance
Department of Child Support Services
P.O. Box 419064

Rancho Cordova, CA 95741-9064

Re: Court’s Response to DCSS Draft Audit Report
Dear Ms. Dailey:

This letter is in response to the October 2017 California Department of Child Support Services,
Office of Audits and Compliance, draft report on the contracted costs claimed under the Judicial
Council of California for the Superior Court of California, County of Shasta-Trinity.

In the draft report, the DCSS auditors cite the court’s noncompliance with applicable federal and
state rules and regulations for the time period of July 1, 2014 through June 30, 2015.

Finding 1 — Unsupported Salary and Benefits

Condition 1 - DCSS concluded that the court had $81,977 in unsupported salary and benefits
costs that were claimed to the Child Support Commissioner program ($76,254) and the Family
Law Facilitator program ($5,723). The basis of the finding was that one supervisor did not
complete her timesheet based on actual hours worked, but instead used a predecessor’s
methodology to record estimates of time to each program. As a result, all of this Supervisor’s
salary and indirect costs were disallowed.

The court agrees that the methodology used does not comply with Judicial Council’s policies and
procedures as required in its grant agreement, but the employee identified is the sole supervisor
of the clerical staff supporting the Child Support Commissioner program and thus she spends a
significant portion of her time supporting the AB 1058 workload. As noted by the auditors, the
court’s Chief Financial Officer contacted the auditors prior to their field work when she
discovered that time had been erroneously allocated to the Family Law Facilitator program.
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Shasta, like many other courts, is faced with sharing portions of employees’ time between
different functions. Staff are tasked with painstakingly recording time spent on AB 1058 matters
when other non-AB 1058 workload is many months behind and the public is not being served.

Condition 2 - DCSS concluded that the JC-4 timesheets included program time that the court’s
payroll processing system, Automatic Data Processing (ADP) showed as the employee as having
taken time off. As a result, the auditors indicate $7,459 in salary and benefits and related indirect
costs were billed to the Child Support Commissioner program and $2,521 to the Family Law
Facilitator program. Included in this condition was that some court employees having 9/80
alternate work schedules (working 9 hours per day with one 8 hour day off in a ten day time
period) erroneously recorded their time as 8 hours per day.

Condition 3 — DCSS concluded that a one-time error was made in August 2015 by improperly
recording 20 hours of time worked in the Child Support Commission program, resulting in $677
overclaimed to the program.

Condition 4 — DCSS concluded that the court erroneously claimed workers’ compensation costs
as a benefit personnel expense as well as operating costs in May and June of 2015, resulting in a
total $1,772 overclaimed, of which $1,402 was charged to the Child Support Commissioner and
$370 to the Family Law Facilitator.

Finding 1 — Conditions 1, 2, 3 and 4 - The court agrees with the finding.
Court’s Plan for Corrective Action

With respect to Condition 1, the Court has already taken corrective action in order to prevent this
error from happening again. Based on staff participation in the 90 minute webinar that took
place on July 23, 2017, program staff have been adequately trained on AB 1058 timekeeping
best practices. The sample “scratch sheet” provided was immediately implemented in order to
correctly document staff time going forward. In addition, internal controls are now in place that
reduce our risk of incorrectly reporting hours by checking to ensure the scratch sheets are being
utilized and they comport with the JC-4 timesheet.

The court implemented internal controls as to Condition 2 as soon as the auditors discussed their
preliminary finding with the court. In addition to the supervisor’s review of reported hours, a
secondary review of timesheets was immediately put in place in our Finance Division in order to
ensure that the JC-4 hours reported agree with the employees’ times reported in ADP. This
correction was put in place before the auditors had completed their field review at the court.

The errors identified in Conditions 3 and 4 are viewed as one-time mistakes, however careful
review of all aspects of AB 1058 reporting and billing is now in place ensuring that hours are
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recorded correctly and personnel benefit expenses and operating expenses are allocated only
once in the appropriate category.

Based on the important contribution the court is making to partner with our local DCSS to
establish and collect child support from noncustodial parents, the court opposes the
recommendation that the Judicial Council return $81,977. To do so would severely limit the
court’s ability to serve California’s most vulnerable children. We are committed to assisting the
public seeking child support orders and to timely process documents and calendar cases. For
example, during the audit period court staff provided important services on DCSS matters

including;:
1. Opened 714 new child support cases
2. Filed 376 DCSS interventions in existing family law/domestic violence cases
3. Processed 1063 motions for modification
4. Calendared 1,049 Seek Work matters
5. Processed 249 contempt matters
6. Cleared 80 bench warrants and issued 47 issued citations to appear
7. Calendared and processed 263 settlement conferences
8. Processed 386 subsequent hearings
9. Conducted 3,137 hearings

This court sincerely appreciates the work of the auditors and their efforts to help us identify areas
where corrections are needed. We are confident we have adequately addressed each condition
such that the court now complies with regulations and Judicial Council established policies and
procedures.

Very truly yours,

lilns: AvoloAButel Loy

Melissa Fowler-Bradley
Court Executive Officer
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E valuation of Response

On October 13, 2017, OAC issued a draft report for the Court’s review and response.
We received the Court’s written response to the draft report on October 30, 2017.

The Court concurs with our findings and provided a corrective action plan, which
included training and internal controls. If implemented as described, it should be
sufficient to fully address these issues in the future. We will follow up in six months for
the progress of the corrective action plan.
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Audit Staff

Francesca Chavez

Associate Management Auditor
Office of Audits and Compliance
Department of Child Support Services

Rakhee Devi, CPA

Associate Management Auditor
Office of Audits and Compliance
Department of Child Support Services

Scott Hunter

Audit Supervisor

Office of Audits and Compliance
Department of Child Support Services

Karen Dailey

Audit Manager

Office of Audits and Compliance
Department of Child Support Services
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