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County of San Luis Obispo 

TO: Board of Supei'\Asors 

FROM: James Erb, CPA, Auditor- Controller -Treasurer -Tax Collector 

DATE: 11/26/2013 

SUBJECT: Submittal of a compliance audit of the Health Agency -Office of the Public Guardian for calendar year 
2012. 

RECOMMENDATION 

It is recommended that the Board recei;e the item and file. 

DISCUSSION 

Through the Conservatorship and the Public Representati;e Payee programs, the Public Guardian's office manages the 
property, finances and personal care needs of county indi\iduals who are substantially unable to pro\ide for themsel;es. 

The purpose of our re\iew was to determine the Public Guardian's compliance with selected Probate Code requirements 
and appropriate referral of clients as well as the accuracy of the collection and distribution of Public Guardian funds. 
Additionally, we re\iewed the Office's internal controls o;er cash and non-cash assets. 

We conducted our re\iew in conformance with the International Standards for the Professional Practice of Internal 
Auditing. The International Standards for the Professional Practice of Internal Auditing require that the internal audit 
acti\ity be independent and internal auditors be objecti;e in performing their work. The Standards also require that 
internal auditors perfomn their engagements with proficiency and due professional care; that the internal audit function is 
subject to a program of quality assurance; and that the results of the engagements are communicated. 

OTHER AGENCY INVOLVEMENT/IMPACT 

Public Guardian staff were intei'\Aewed, pro\ided documentation, and responded to our findings. 

FINANCIAL CONSIDERATIONS 

The Public Guardian held a monthly a;erage of $556,955 client funds in calendar year 2012. 

RESULTS 

We determined all the conservatee and representati;e payee referrals sampled were handled in a timely manner, and 
outgoing referrals were handled appropriately. Funds recei;ed, in;ested and disbursed on behalf of clients were posted 
timely and accurately in the clients' accounts. Expenses sampled were authorized and appeared appropriate to client 
needs. A sampling of conservatees' in;estments indicated that the in;estments were made in accordance with the Public 
Guardian's ln;estment policy. Case files sampled were complete and indicated proper court and/or Social Security 
documentation and reports. 

We found se;eral weaknesses in internal controls. We also found instances where court required in;entory and 
appraisements were not filed timely. The attached Public Guardian re\iew report details our findings. The Public 
Guardian's office agrees with our report and has included a response to the findings. 
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Auditor-Controller-Treasurer-Tax Collector program re\liews help maintain accountability and compliance with governing 
code and contribute to the County's vision of a well-governed community. 

ATTACHMENTS 

1. Public Guardian Review Report 
2. Public Guardian Response 2013 
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10: 

FROM: 

DATE: 

SUBJECT: 

COUNTY OP SAN LUIS OBISPO 
Office of the Auditor-Controlfer 

1055 Monterey Street, Room D2ZO 
ilah luis Obispo, CaliforHla 93408 

Phone {S05) 781-5040 • Fax {805) 781-1220 
www.slocouhty.ca.gov/ac 

James P. Erb, CPA, CICA 
Auditor-Controller 

James Hamlltoh, Cl'A Assistant 
lydia Corr, CPA Deputy 

Tamara Ka;:wka, CPA Deputy 

JEFF HAMM, HEALTH AGENCY DIRECTOR 

JAMES P. ERB, CPA1 AUDITOR"CONTROLLER-TREASURER-TAX COLLECTf,Jt;_. 

SEPTEMEl!:R 26, 2D13 

PUBLIC GUARDIAN REVIEW FOR CALENDAR YEAR 2012 

Our office recently completed a review of the Public Guardian for calendar year 2012. Please 
respc;md to the Findings and Recommendations within 10 business days of receiVing this report. 
The response should include the corrective action the Public Guardian will be making to address 
the Findings. Please note that no response Is required for suggested Improvements. 

Purpose 

The purpose or our review was to determine the Publlc Guardian's compliance with the selectad 
Probate Code requirements and appropriate referral of clients. We also verified the accuracy of 
the collection and distribution of Public Guardian trust funds, anti we reviewed the Office's 
Internal Gontrols over cash and non·cash assets. 

scope .& Meth!ldolo!W 

We conducted our review In conformance with the International Standards for the Professional 
Practice of Internal Auditing. The International Standards for the Professional Practice of 
Internal Auditing requtre that the internal audit activity be independent and Internal auditors be 
objective in performing their work. The Standards also require that internal auditors perform 
their engagemantll with proficiency and due professional care; that the internallilucl!t function Is 
subject to a program of quality aS!lurancei and that the results of the engagements are 
commtJnicated. 

Our revi.ew included an examination of judgmentally selected active cases and referrals to the 
conservatee <~nd representative payee programs for calendar year 20ll. We tested to 
determine if funds received, invested, 1!1nd disbursed J;Jn behalf of clients were posted tfrneJy and 
accurately, were appropriately authorized, and were handled in accordance with the Probate 
Code ~nd Public: Guardian and Countywide policies. We also examined the treatment of non· 
cash assets received and helcl on i:Jehalf of clients to determine that the assets were properly 
appraised, doeumented and safeguarded. 

Additionally we evaluated the case files for completeness and proper inco.me tax, court and/or 
Social Security documentation anGI reporting. Our review also included an evaluation of internal 
controls over cash receipts and non-cash assets. Our evaluation of Internal controls included 
lnquitles of de~artmental staff and direct o.bservatlons. 
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Results 

Intemal.cantrols- We gained an understanding of the organizational structure of the Office of 
the Public Guardian and the procedures used to obtain, admlnl$ter and dispose of client assets. 
We found several weaknesses In internal controls which are detailed in the Findings and 
Recommendations section and the Suggested Improvements section of this report below. 

Case Referri!ilfl - Referrals to the Pwblic Gu.ardia.n's Office are handled in a variety pf ways 
depend<!nt on the uniljue nee~ds and circumstances of the case. All the c:onservatee and 
representatiVe payee referrals sampled were ha:ndled in a timely manner, and outgoing referrals 
were handled appropriately. 

ReCI!Mp~ Dfsbutsement:s, and Irwestments Funds received, invested and disbursed on bEhalf 
of clients were posted timely and accurately in the clients' accounts. EXr:lenses sampled were 
authOrized and appeered appropriate to client needs. A sampling of conservatees' investments 
indicated that the investments were made in accordance with the Public Guardian's Investment 
policy. 

Non-cash ASS1!ts • Non-cash assets received and held on behalf of clients were properly 
appraised, dllcumented and safeguarded, w!th the exception noted in the Findings and 
Recommendations section of this report bei()W, 

Ci!JSe flies- Case files !%Impled werur completE! Md indicated p~oper court and/or $octal Security 
documentation and reports. 

Findinga are issues which present a serious enough risk to require ccmsideration by 
managemel'lt and a written department response, Additionally, during fieldwork we identified 
some areas where improv$ments could be made, and we Immediately prPVIt:flild the Department 
with suggestions for making these improvements. Suggestions for lmprovl!!ment are .made fur 
issues that the auditor considers not to be of an immediate serious nature and/or fur Issues 
which the department is able to correct at the time of the audit; Unlike formal audit findings, 
wrlttan departmental responses art~~ not required for these Issues; 

Findings & R~Jcomrnendatlons 

1. Cash .Duties are Not Segre:gatErd 
The Public Guardian uses outside bank atcounts for the deposit and disbursement of client 
funds. ir:<J~nsectlons. are not processed through the County's financial system nor are funds part 

the County Treasury. We round that the deposits and disbursements are processed by the 
St~me st~aff persof1. BeSt accounting practices require that duties itwolving the custody of cash 
am:l the authorization or approval elf related tr.ansactions afflllcting the cash be segri\lgated. The 
duties have not been segregated due to a limited number of fiscal staff In the Public: Guardict11's 
office. The Public Guardian's Office has implemented compensating c:ontroJs by requiring 
verification of deposits by a second staff person; however, the overeil lack of s!llgregation of 
duties increases the risk of misappropriation and/or misuse of assets, 

Recommendation: 
We recommend that the staff person responsible for lsl!uing checks be removed from all 
depository duties, In addition, the preparation of the deposit should be handled by e person 
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who rs not making the deposit at the bank. The person making the deposit should not work in 
the f'ubl.lc Guardian's office. 

2. Untimely D.eposits 
Based on our review of internal controls, we determined that deposits were not made in a 
timely manner. The County Auditor-Centroller's Cash Handling Pelley requires departments to 
deposit cash at least weekly or ear.ller if receipts '<!lKceed $500. Staff was unaware of the Cash 
Handling Polley requirement, In ~ddltlon staff 'lt~ted that the bank ueed by the Pu!)lic 
Guardian's Office charges a fee for each deposit. Uhdeposited cash receipts Increase the risk of 
loss or misappropriation of cqnservatee assets. 

Recommendation: 
Because· the bank used by the Public Guardi<m charges a fee for each deposit, we recommend 
that the Pw.blic Guardian work with the San Luis Obisp<J County Treasurer to find a more cost 
effective nnancial instltution. !n the interim, we recomm~nd that the Public auertlian submit a 
letter to the Auditor-Controller asking for ill waiver all aWing the Public <!:Uiirdian to deposit funds 
weekly. 

3, Authorized Bank Account Signatcnyl\ltd: on orgariiZ'atfi:lnal Chari: 
We fOund that one of the sign.atories an the. Public Guardian bank acco\Jnts is an administrator 
in the Publ.ic Health Department. The Public Health Administrator Is nat on the P1,1bli'C Guardian 
organlzat!qn chart or in a position or authority CM!lr the Public Guardl<~n's activities .• Best 
b~Jsines.s practices reqwtre that signatories an blink ~c:counts h!ifVe $Orne at.~thal'ity over the 
operations of the account~ fQr which they are signing. The Publie H~th aG!minlst~tor was a 
signer on the account when the Public Guardian's Office was part of the Public Health 
Department. When the Health Agency reorganization took place, and the director ohhe Health 
Ag'ency became the Public Guardia!\ the: Public Health administriltor was ll!ft on the bank 
accoLmt as an authorized signer. Having a signatory on the ~cenunt who dollS' n!llt herve 
authority over the operatibf'ls .of the accounts for whl<:H he or she Is signing intl'!!l!IS6!1 the risk 
that cliE!nt funds could be dlsbu!'lled ror unauthorized purposes. 

Recommendation: 
We recommend removing the Public Health AdministriiltOt from the Public Gutlrdian bank 
accounts, lf the Public Guardian requlr!lS' another aothorl~ed signato.ry on the account, we 
suggest the Health Agency Deputy Dire:ctor, Who by the nat~;~re of his. position has accountability 
for th€1 flnencfalactivll:y of the entire Health Agency, be mtltled. 

4. Inventory and Appraisement Not Filed Within 90 Days 
We found that thre.e of seven cases tested tlid not have inventories and appraisements elf the 
conservatell!s' estates flied with the clerk ~Jf the court within 90 days of !lppointment of 
conservatorship, Probate code Section i2610(a} requires that within 90 days ~of appointment, 
tha conservator must file an Inventory and appraisal of the estate with the clerk of the court. 
Steff was uncertain as to the reasqn for the delays which ranged from 2 to 19 days. 
Noncompliii!nce with the Probate Code increases the ris.k of loss or misappropriation of 
conservatee assets as well ill~> pQtentially increasing the riSk of litigation for the County. 
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Recommendation: 
We recommend Publh:; Guardian staff review current processe$ and update as necessary to 
ensur;a that mandated court reporting deadlines are met in every case. 

5. Policies. Out of Date 

We found tMt many of the Public Guardian Pollcies had not been updated since January of 
2002. Best business practices require the review and update of policies on a regular basis. Staff 
stated that the policies are based on legislation, which change$ too qutckly for updiiltes to the 
manual to be effective. Policies that do not have th<~ most Q.~rtent infurmaticm can cause errors 
and miscalculations in staff performance. 

Recommendation: 
We recommend that Public Guardian staff review the Pwbltc Guardian's policies and update 
them as necessary. 

Sugl;lli!Stetl Improvements 

1. Safe Combination Not Changl:ld 

We fuwnl:l. that tt is likely that terminated, transferred or employees who no longer handle 
cash have knowledge of the safe combination, The County cash Handling Polley requires 
that the safe comblnatioM should be restricted to as few employees as p.osstble and that 
the combination to the safe should be changed whenever an employee who has knowledge 
of the combination terminates county employment, iS transferred to ;mother dll!partment, or 
Is removed from cash handling functions. Maintaining the same safe combination after 
employee~s With knowledge of the combination no longer require access puts the County's 
cash and other assets at risk. We recommend that the Publtc Guardian perform a risk 
assessment and cost/beheflt analysts as to the value of changing the sefe combination, 

2. Missing Vendor Invoices 

Out of 101 payments tested, three payments were f'IQt suppgrted by vendor invoices. Best 
accounting practices require that payments be made baseGJ on vendor invoices, and that 
cop!!?$ of the Invoices are kept fo.r rel'erence. Staff failed to place copies of the invoices in 
client's accounts payable file. The risk of errors, misuse l'lnd misappropriation of client 
fun.a& increases whtn sufficient back·up for vendor payment$ Is not kept. we recommend 
that the Public Guardian ensure that support ft:Jr all payments madt on behalf of clients rs 
m!iilnl:ained In the c:llent's accounts payable file. 

Subledger Balances Not Reconciled 

We found three ll'lstances in account ·51344 and four Instances in account ·331~5 where 
the subledger amount for the last day of the month did Mt agree to the subledger amount 
for the first day of the ftlllewing month, and the difflllrences were not reconciled. Best 
accounting practices reqwlre reconciliation of variances between ending and beginning 
balances. The balances were not recQndlect because staff was focused on validating the 
ending bank statement balance. The majority ofthe variances occurred because the Public 
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Guardian accounting software allows checks tG be entered and held in the system and then 
printed in subsequent months. The risk of misappropriation of assets and the risk of 
material misstatement of accounting records Increases when variances between ending 
balances and beg!Ming balances are not reconciled. Staff Immediately began Ghecking that 
the month ending and prior month beginning balances of the subledgers agree. We 
recommend that. staff run a report at the end or each month to revlew for checks that have 
been issued and held, but not yet printed. 

4. cash Handlers Did Not Certify Having Read the Cash Handling Policy 

We determined no cash/check handlers had certified in writing that they had read the 
County Auditor-Controller's Cash Handling Policy (Policy), The Policy Is required reading for 
all cash handlers, custodians, and managers. However, steff was unaware that written 
acknowledgement wes required. Written acknowledgement by employees thl)t they have 
read the Polley Helps ensur(') consistent Countywide procedures for cash handling. Prior to 
the end of fieldwork we. received verification that all employees with cash handling 
respohsibilitles had certified that they have read the Polley. 

We appreciate the courteous attitude of your staff and the Cboperation we. received during the 
course of our revieW. 
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SAN LUIS OBISPO COUNTY HEALTH AGENCY 

TO: 

FROM: 

DATE: 

SUBJECT: 

JAMES P. ERB, AUDITOR-CONTROLLER 

JEFF HAMM, HEALTH AGENCY DIRECTOR 6\.U ~""" ,.._. 
OCTOBER 1ST, 2013 

PUBLIC GUARDIAN REVIEW- DEPARTMENT RESPONSE 

2180 Johnson Avenue 
San Luis Obispo, California 93401-4535 

805-781-4719• FAX 805-781-1273 

Jef!Hamm 
Health Agency Director 

Michael R. Stevens 
Deputy Health Agency Director 

We've received your review of the Public Guardian for calendar year 2012. We thank you and your staff 
for their professionalism and responsiveness throughout this process. The following is a response to 
your findings and our corrective actions. 

1. C<rsh Duties are Not Segregated 
The Public Guardian uses outside bank accounts for the deposit and disbursement of client funds. 
Transactions are not processed through the County's financial system nor are funds part of the County 
Treasury. We found that the deposits and disbursements are processed by the same staff person. Best 
accounting practices require that duties involving the custody of cash and the authorization or approval 
of related transactions affecting the cash be segregated. The duties have not been segregated due to a 
limited number of fiscal staff in the Public Guardian's office. Th.e Public Guardian's Office has 
implemented compensating controls by requiring verification of deposits by a second staff person; 
however, the overall lack of segregation of duties increases the risk of misappropriation and/or misuse 
of assets. 

Recommendation: 
We recommend that the staff person responsible for issuing checks be removed from all depository 
duties. In addition, the preparation of the deposit should be handled by a person who is not making 
the deposit at the bank. The person making the deposit should not work in the Public Guardian's office. 

Agency Response: 
Effective September 26, 2013, Public Guardian staff will be implementing a new bank deposit process. 
The new process complies with the recommendation made by tl1e Auditor and removes depository 
duties, including the physical deposit at the bank, from the person responsible for issuing checks. A 
Public Health staff member will now be responsible for delivering the deposit to the bank. 

1 
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2. Untimely Deposits 
. Based on our review of internal controls, we determined that deposits were. not made in a timely 
manner. The County Auditor-Controller's Cash Handling Policy requires departments to deposit cash at 
least weekly or earlier If receipts exceed $500. Staff was unaware of the Cash Handling Polley 
requirement. In addition staff stated that the bank used by the Public Guardian's Office charges a fee 
for each deposit. Undeposited cash receipts increase the risk of loss or misappropriation of conservatee 
assets. 

Recommendation: 
Because the bank used by the Public Guardian charges a fee for each deposit, we recommend that the 
Public Guardian work with the San Luis Obispo County Treasurer to find a more cost effective financial 
institution. In the interim, we recommend that the Public Guardian submit a letter to the Auditor
Controller asking for a waiver allowing the PUblic Guardian to deposit funds weekly. 

Agency Response: 
The Public Guardian office submitted a Jetter to the Auditor-Controller asking for a waiver allowing the 
Public Guardian to deposit funds weekly. Due to the low volume of checks received by the Public 
Guardian office on a weekly basis, the more efficient alternative is a once a week deposit or depositing 
on an as needed basis for large receipts. The Public Guardian office Is also working with its current 
bank to eliminate the fee charged per deposit. 

3. Authorized Bank Account Slqnatorv Not on Organizational Chart 
We found that one of the signatories on the Public Guardian bank accounts is an administrator in the 
Public Health Department. The Public Health Administrator is not on the Public Guardian organization 
chart or In a position of authority over the Public Guardian's activities. Best business practices require 
that signatories on bank accounts hove some authority over the operations of the accounts for which 
they are signing. The Public Health administrator was a signer on the account when the Public 
Guardian's Office was part of the Public Health Department. When the Health Agency reorganization 
took place, and the director of the Health Agency became the Public Guardian, the Public Health 
administrator was left on the bank account as an authorized signer. Having a signatory on the account 
who does not have authority over the operations of the accounts for which he or she is signing 
increases the risk that client funds could be disbursed for unauthorized purposes. 

Recommendation: 
We recommend removing the Public Health Administrator from the Public Guardian bank accounts. If 
the Public Guardian requires another authorized signatory on the account, we suggest the Health 
Agency Deputy Director, who by the nature of his position has accountability for the financial activity of 
the entire Health Agency, be added. 

Agency Response: 
As noted, the Public Guardian's office was part of the Public Health Department prior to an internal 
reorganization changing its reporting structure to the Director of the Health Agency. Based on the 
recommendation of the Auditor, the bank signatory page has been updated to remove the Public 
Health Administrator and added the Deputy Director of the Health Agency Instead. 
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4. Inyentorv and Appraisement Not Filed Within 90 Days 
We found that three of seven cases tested did not have inventories and appraisements of the 
conservatees' estates filed with the clerk of the court within 90 days of appointment of conservatorship. 
Probate Code Section 2610(a) requires that within 90 days of appointment, the conservator must file 
an inventory and appraisal of the estate with the clerk of the court. Staff was uncertain as to the 
reason for the delays which ranged from 2 to 19 days. Noncompliance with the Probate Code increases 
the risk of loss or misappropriation of conservatee assets as well as potentially increasing the risk of 
litigation for the County 

Recommendation: 
We recommend Public Guardian staff review current processes and update as necessary to ensure that 
mandated court reporting deadlines are met in every case. 

Agency Response: 
The Public Guardian office will review their processes to ensure that the mandated court reporting 
deadlines are met in a timely manner. 

5. Policies Out of Date 
We found that many of the Public Guardian Policies had not been updated since January of 2002. Best 
business practices require the review and update of policies on a regular basis. Staff stated that the 
policies are based on legislation, which changes too quickly for updates to the manual to be effective. 
Policies that do not have the most current information can cause errors and miscalculations In staff 
performance. 

Recommendation: 
We recommend that Public Guardian staff review the Public Guardian's policies and update them as 
necessary. 

Agency Response: 
The Public Guardian office utilizes policies and procedures to ensure compliance with applicable 
conservatorship laws. We agree that many of the documents are outdated. The bulk of the policies 
are restatements of statutory language. We plan to eliminate those policies. We. also plan to replace 
the bulk of the office's procedures and instead rely on the newly developed California Association of 
Public Administrators, Public Guardian and Public Conservators Best Practice Guidelines. 
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