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July 17, 2013 
 
 
 
Lauren W. Kingry, Superintendent of Financial Institutions 
Arizona Department of Financial Institutions 
 
 
We have performed a procedural review of the Department’s internal controls in effect for the period 
July 1, 2012 through February 28, 2013. Our review consisted primarily of inquiries, observations, and 
selected tests of internal control policies and procedures, accounting records, and related documents. 
The review was more limited than would be necessary to give an opinion on internal controls. Accordingly, 
we do not express an opinion on the effectiveness of internal controls or ensure that all deficiencies in 
internal controls are disclosed. 
 
Specifically, we reviewed cash receipts, cash disbursements, purchasing, payroll, journal entries, 
transfers, and capital assets. 
 
As a result of our review, we noted certain deficiencies in internal controls that the Department’s 
management should correct to ensure that it fulfills its responsibility to establish and maintain adequate 
internal controls. Our findings and recommendations concerning these deficiencies are described in the 
accompanying summary. 
 
The Office of the Auditor General is also conducting a performance audit and sunset review of the Arizona 
Department of Financial Institutions. The results of that audit will be issued at a future date. 
 
This report is intended solely for the information and use of the Department and is not intended to be and 
should not be used by anyone other than the specified party. However, this report is a matter of public 
record, and its distribution is not limited. 
 
Should you have any questions concerning our procedural review, please let us know.  
 

Sincerely, 
 
 
 
Jay Zsorey, CPA 
Financial Audit Director 
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Office of the Auditor General

The Department should strengthen its controls over cash 
receipts

The Department receives a significant portion of its operating revenues from licensing and regulating 
state-chartered financial institutions and enterprises in the form of licensing application fees, renewal 
fees, assessments, and fines. During our review period of July 1, 2012 through February 28, 2013, 
the Department recorded approximately $7.9 million in revenues in the form of cash and checks. 
Because cash receipts are susceptible to loss or theft, it is imperative that the Department adequately 
control and safeguard these monies. Further, the State of Arizona Accounting Manual, Sections II-C-
1 and II-Q, requires all state agencies to separate cash receipt and recordkeeping responsibilities, 
safeguard receipts prior to deposit, and have two employees present when the mail is opened and 
resulting receipts are recorded. However, auditors determined that the Department did not follow 
these procedures.

Internal Control Deficiencies Over Department Receipt Collections

Our review of the Department’s procedures for collecting, recording, and processing cash receipts 
found that cash receipt responsibilities were not adequately separated since the licensing staff were 
responsible for collecting receipts and the recordkeeping functions. We also found that mail receipts 
were not opened and recorded in the presence of two employees. Further, although cash was 
immediately stored in the safe by department personnel, checks were stored in an unsecure bin prior 
to being placed in the safe.

Recommendations

To help strengthen controls over cash receipts, help ensure department receipts are properly 
recorded and deposited, and to comply with the State of Arizona Accounting Manual, the Department 
should:

FINDING 1
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State of Arizona

1.  Separate cash receipts responsibilities to ensure that one employee collects receipts and 
a different employee records receipts in the accounting records.

2.  Require two employees to open the mail and record mail receipts. 

3.  Require checks received to be locked in a safe prior to deposit.
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Office of the Auditor General

The Department should maintain accurate capital asset 
records

Effective stewardship over capital assets requires the Department to perform an annual physical 
inventory of its capital assets, such as computers and other equipment valued at $5,000 or more. 
Also, the State of Arizona Accounting Manual, Section II-G-1, requires each agency to conduct an 
annual physical inventory of all capital assets and update the State’s Fixed Asset System (FAS) for 
all additions, deletions, or corrections as a result of the physical inventory. Further, agencies are 
required to maintain supporting documentation for all disposals of capital assets, and to update the 
FAS within 5 working days of the disposal date. However, auditors determined that the Department 
had not performed an annual physical inventory of its capital assets for approximately 6 years. 
Auditors also found that the Department did not always maintain capital asset disposal documentation 
or remove disposed assets from the FAS system. As a result, the State’s General Accounting Office 
did not have accurate information regarding the Department’s capital assets when preparing the 
State’s annual financial statements.

Recommendations

To help ensure that the Department’s capital assets are adequately controlled and to help ensure the 
accuracy of the State’s capital assets listing and financial statements, the Department should 
conduct a complete physical inventory of all capital assets at least annually and update the FAS for 
any corrections needed based on the results of the inventory. The Department should also maintain 
all supporting documentation for capital asset disposals and update the FAS system within 5 working 
days of the disposal date.

FINDING 2
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