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AUDIT REQUIREMENTSFOR POLITICAL

SUBDIVISIONS

2004 GENERAL SESSION
STATE OF UTAH

Sponsor: Ben C. Ferry

LONGTITLE
General Description:

This bill modifies provisions relating to the state auditor's anaysis of financial
statements of political subdivisions, interlocal organizations, and other local entities.
Highlighted Provisions:

Thisbill:

» codifies certain accounting term definitions;

» establishesfour levels of analysis of financia statements relating to political
subdivisions, interlocal organizations, and other local entities;

» modifiesthe duties of the state auditor by requiring consumer price index
adjustments to the criteria for conducting analysis of financial statements;

» recodifies provisions of Title 51, Chapter 2 into a new chapter; and

» makestechnical corrections.

Monies Appropriated in thisBill:

None
Other Special Clauses:

None
Utah Code Sections Affected:

AMENDS:
10-5-123, as enacted by Chapter 34, Laws of Utah 1983
10-6-122, as enacted by Chapter 26, Laws of Utah 1979
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17-36-39, as enacted by Chapter 22, Laws of Utah 1975
17-53-225, as enacted by Chapter 133, Laws of Utah 2000
53A-3-403, as last amended by Chapter 315, Laws of Utah 2003
53A-3-404, as last amended by Chapters 221 and 315, Laws of Utah 2003
ENACTS:
51-2a-101, Utah Code Annotated 1953
51-2a-102, Utah Code Annotated 1953
51-2a-201, Utah Code Annotated 1953
51-2a-202, Utah Code Annotated 1953
51-2a-301, Utah Code Annotated 1953
51-2a-401, Utah Code Annotated 1953
51-2a-402, Utah Code Annotated 1953
51-2a-403, Utah Code Annotated 1953
REPEALS:
51-2-1, as last amended by Chapter 8, Laws of Utah 2002, Fifth Special Session
51-2-2, as last amended by Chapter 235, Laws of Utah 1989
51-2-3, aslast amended by Chapter 169, Laws of Utah 1997
51-2-3.5, as enacted by Chapter 235, Laws of Utah 1989
51-2-4, as enacted by Chapter 85, Laws of Utah 1955
51-2-5, as last amended by Chapter 176, Laws of Utah 1979
51-2-6, as last amended by Chapter 235, Laws of Utah 1989
51-2-7, as enacted by Chapter 260, Laws of Utah 1977
51-2-8, as last amended by Chapter 133, Laws of Utah 2001

Be it enacted by the Legislature of the state of Utah:

Section 1. Section 10-5-123 is amended to read:

10-5-123. Fund records maintained -- Pre-audit of claims -- Certifications on
voucher -- Bidsreceived and advertisement recordstimefor keeping.

(1) Thetown clerk shall maintain the general books for each fund of the town and all
subsidiary records relating thereto, including alist of the outstanding bonds, their purpose,
amount, terms, date, and place payable.
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(2) Thetown clerk shall pre-audit all claims and demands against the town before they
are allowed, and shall prepare the necessary checksin payment. The town clerk shall certify on
the voucher or check copy, as appropriate, that:

[€h)] (a) the claim has been pre-audited and documented;

[3)] (b) the clam has been directly approved by the council;

[€3}] (c) theclaim iswithin the lawful debt limit of the town; and

[t4)] (d) the clam does not overexpend the appropriate departmental budget
established by the council.

(3) Whenever any town is required by law to receive bids for purchases, construction,

repairs, or any other purpose requiring the expenditure of funds, that town shall keep on file all

bids received, together with proof of advertisement by publication or otherwise, for:

(a)_at least three years following the |etting of any contract pursuant to those bids; or

(b) three years following the first advertisement for the bids, if all bids pursuant to that

advertisement are rejected.
Section 2. Section 10-6-122 is amended to read:
10-6-122. Purchasing procedures and file of bidsreceived and proof of

advertisement -- Timefor keeping.

(1) All purchases or encumbrances thereof by acity shall be made or incurred
according to the purchasing procedures established by each city by ordinance or resolution and
only on an order or approval of the person duly authorized to act as a purchasing agent for the
city.

(2) Whenever any city isrequired by law to receive bids for purchases, construction,

repairs, or any other purpose requiring the expenditure of funds, that city shall keep on file all

bids received, together with proof of advertisement by publication or otherwise, for:

(a)_at least three years following the |etting of any contract pursuant to those bids; or

(b) three years following the first advertisement for the bids, if all bids pursuant to that

advertisement are rejected.
Section 3. Section 17-36-39 is amended to read:
17-36-39. Independent audits.
Independent audits are required for all counties as provided in Title 51, Chapter [2] 2a.
Section 4. Section 17-53-225 is amended to read:
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17-53-225. County legidative body may adopt Utah Procurement Code --
Retention of records.

(1) A county legidlative body may adopt any or all of the provisions of Title 63,
Chapter 56, Utah Procurement Code, or the rules promulgated pursuant to that code.

(2) Whenever any county is required by law to receive bids for purchases, construction,

repairs, or any other purpose requiring the expenditure of funds, that county shall keep on file

al bids received, together with proof of advertisement by publication or otherwise, for:

(a)_at least three years following the letting of any contract pursuant to those bids; or

(b) three years following the first advertisement for the bids, if al bids pursuant to that

advertisement are rejected.
Section 5. Section 51-2a-101 is enacted to read:
CHAPTER 2a. ANALYSISOF FINANCIAL STATEMENTSOF POLITICAL
SUBDIVISIONS, INTERLOCAL ORGANIZATIONS,
AND OTHER LOCAL ENTITIES

Part 1. General Provisions

51-2a-101. Title.
This chapter is known as the "Analysis of Financial Statements of Political

Subdivisions, Interlocal Organizations, and Other Local Entities.”
Section 6. Section 51-2a-102 is enacted to read:
51-2a-102. Definitions.
As used in this chapter:
(1) "Accounting reports’ means an audit, areview, a compilation or afiscal report.

(2) "Audit" means an examination that:

(a) analyzesthe accounts of all officers of the entity having responsibility for the care,

management, collection, or disbursement of moneys belonging to it or appropriated by law or

otherwise acquired for its use or benefit:

(b) is performed in accordance with generally accepted government auditing standards;

and
(c) conforms to the uniform classification of accounts established or approved by the

state auditor or any other classification of accounts established by any federal government
agency.
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(3) "Audit report" means:

(a) thefinancial statements;

(b) the auditor's opinion on the financial statements;

(c) astatement by the auditor expressing positive assurance of compliance with state
fiscal laws identified by the state auditor;
(d) acopy of the auditor's letter to management that identifies any material weaknessin

internal controls discovered by the auditor and other financial issues related to the expenditure

of funds received from federal, state, or local governments to be considered by management;

and
(e) management's response to the specific recommendations.

(4) "Compilation" means information presented in the form of financial statements that

are the representation of management without the accountant undertaking to express any

assurances on the statements.

(5) "Fiscal report" means providing information detailing revenues and expenditures of

al funds using forms provided by the state auditor.

(6) "Governing board" means:

(a) _the governing board of each political subdivision:;

(b) the governing board of each interlocal organization having the power to tax or to

expend public funds,

(c) the governing board of any local mental health authority established under the
authority of Title 62A, Chapter 15, Substance Abuse and Mental Health Act;

(d) the governing board of any substance abuse authority established under the
authority of Title 62A, Chapter 15, Substance Abuse and Mental Health Act;

(e) the governing board of any area agency established under the authority of Title
62A, Chapter 3, Aging and Adult Services;

(f) the governing board of any nonprofit corporation that receives at least 50% of its

funds from federal, state, and local government entities through contracts;

(g)_the governing board of any other entity established by alocal governmental unit

that receives tax exempt status for bonding or taxing purposes; and

(h) in municipalities organized under an optional form of municipal government, the

municipal legisative body.
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(7) "Review" means performing inquiry and analytical procedures that provide the

accountant with a reasonable basis for expressing limited assurance that there are no material

modifications that should be made to the financial statements for them to be in conformity with

generally accepted accounting principles.
Section 7. Section 51-2a-201 is enacted to read:

Part 2. Analysisand Reporting of Financial Statements

51-2a-201. Analysisof financial statements.
(1) The governing board of an entity whose revenues or expenditures of all fundsis

$350,000 or more shall cause an audit to be made of its accounts by a competent certified

public accountant.
(2) Unless otherwise required by the state auditor under Section 51-2a-301, the
governing board of an entity whose revenues or expenditures of all fundsis at |east $200,000

but less than $350,000 shall cause areview to be made of its accounts by a certified public

accountant.
(3) Unless otherwise required by the state auditor under Section 51-2a-301, the
governing board of an entity whose revenues or expenditures of all fundsis at |east $100,000

but less than $200,000 shall cause a compilation to be made of its accounts by a certified public

accountant.
(4) Unless otherwise required by the state auditor under Section 51-2a-301, the
governing board of an entity whose revenues or expenditures of all fundsis less than $100,000

shall cause afiscal report to be made on forms provided by the state auditor.
Section 8. Section 51-2a-202 is enacted to read:
51-2a-202. Reporting requirements.

(1) The governing board of each entity required to have an audit, review, compilation,

or fiscal report shall ensure that the audit, review, compilation, or fiscal report is:
() made at least annually; and
(b) filed with the state auditor within six months of the close of the fiscal year of the

entity.
(2) _If the political subdivision, interlocal organization, or other local entity receives

federal funding, the analysis of financial statement shall be performed in accordance with both

federal and state auditing reguirements.
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Section 9. Section 51-2a-301 is enacted to read:
Part 3. State Auditor Duties
51-2a-301. Stateauditor responsibilities.
(1) Except for political subdivisions that do not receive or expend public funds, the

state auditor shall adopt guidelines, qualifications criteria, and procurement procedures for use

in the analysis of financial statements for all entities that are required by Section 51-2a-201 to

cause an anaysis of financial statements to be made.

(2) The state auditor shall follow the notice, hearing, and publication requirements of
Title 63, Chapter 46a, Utah Administrative Rulemaking Act.

(3) The state auditor shall:

(a) review the analysis of financial statements submitted to him under Section
51-2a-201; and

(b) if necessary, conduct additional inquiries or examinations of financial statements of

the entity submitting that information.

(4) The governing board of each entity required by Section 51-2a-201 to cause an

analysis of financial statements to be made shall comply with the guidelines, criteria, and
procedures established by the state auditor.

(5) Each fifth year, the state auditor shall:

(a) review the dollar criteria established in Section 51-2a-201 to determine if they need
to be increased or decreased; and

(b) if the auditor determines that they need to be increased or decreased, notify the
Legislature of that need.

(6) () The state auditor may require a higher level of analysis of financial statements
than is required under Section 51-2a-201.

(b) The state auditor shall:

(i) develop criteria under which ahigher level of analysis of financial statements may

be required; and

(ii) provide copies of those criteria to entities required to analyze and report under
Section 51-2a-201.
Section 10. Section 51-2a-401 is enacted to read:
Part 4. Penaltiesfor Noncompliance
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51-2a-401. Withholding allocated state funds from entity that does not comply
with analysis of financial statement requirements.

(1) The state auditor shall withhold allocated state funds sufficient to pay the cost of
the analysis of financial statements from any political subdivision, interlocal organization, or

other local entity that does not comply with the analysis of financial statements requirements of
Section 51-2a-201.

(2) (a) If no allocated state funds are available for withholding, the local entity shall
reimburse the state auditor for any cost incurred in completing the analysis of financial
statements under Section 51-2a-402.

(b) The state auditor shall release the withheld funds when the analysis of financial
statement requirements are met either voluntarily or by action under Section 51-2a-402.

Section 11. Section 51-2a-402 is enacted to read:

51-2a-402. Analysisof financial statements of entity not complying with analysis

of financial statement requirements.
(1) The state auditor shall make, or shall cause an analysis of financial statements to be

made, of any entity that does not comply with analysis of financial statements requirements as

provided in Title 51, Chapter 2a, Part 2, Analysis and Reporting of Financial Statements.

(2) The state auditor shall contract with alicensed certified public accountant to

complete the analysis of financial statements.
Section 12. Section 51-2a-403 is enacted to read:
51-2a-403. General Fund reimbursed for analysis of financial statements of

nonappropriated activities -- Amount of reimbur sement.
(1) The General Fund shall be reimbursed by the entity for which an analysis of
financia statements are in whole or in part performed, whenever the state auditor or legidative

auditor general is required by law or constitutional provision to perform that analysis of

financial statements or cause that analysis of financial statements to be made for any office,

department, division, board, agency, commission, council, authority, institution, hospital,

school, college, university, or other instrumentality of the state or any of its political

subdivisions for nonappropriated activities including associated students' accounts, auxiliary

enterprise funds, nonprofit corporations, contracts with the federal government, federa

grants-in-aid, and federal assistance programs.
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(2) (a) The reimbursement amount shall be apro rata share of that auditor's total cost,

based upon a time-spent factor.

(b) Thetotal analysis of financial statements of the entity includes the analysis of

financial statements of state-appropriated funds.

(i) If state-appropriated funds are not involved in the analysis of financial statements,

the reimbursement may not be less than the average hourly cost of the operations of that

auditor's office nor more than the average rate attainable from certified public accounting firms

performing similar services for this state.

(ii) Reimbursement charges may be negotiated with that auditor's office within these

limitations.

Section 13. Section 53A-3-403 is amended to read:

53A-3-403. School district fiscal year -- Statistical reports.

(1) A school district's fiscal year begins on July 1 and ends on June 30.

(2) (a) Thedistrict shall forward statistical reports for the preceding school year,
containing items required by law or by the State Board of Education, to the state superintendent
not later than November 1 of each year.

(b) Thereports shall include information to enable the state superintendent to complete
the statement required under Subsection 53A-1-301(3)(d)(Vv).

(3) Thedistrict shall forward the [epthtor-on-the-stattsticatreport-of-the-auditors
emptoyed] analysis of financial statements required under Section [53-2-1] 51-2a-201 to the
state superintendent not later than October 15 of each year.

(4) Thedistrict shall include the following information in its report:

(8 asummary of the number of studentsin the district given fee waivers, the number
of students who worked in lieu of awaiver, and the total dollar value of student fees waived by
the district;

(b) acopy of the district's fee and fee waiver policy;

(c) acopy of the district's fee schedule for students; and

(d) notices of fee waivers provided to a parent or guardian of a student.

Section 14. Section 53A-3-404 is amended to read:

53A-3-404. Annual financial report -- Audit report.

(1) Theannual financial report of each school district, containing items required by law
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or by the State Board of Education and attested to by independent auditors, shall be prepared as
required by Section [512-1] 51-2a-201.

(2) [Fhe] If auditors are employed under Section [51-2-1] 51-2a-201 the auditors shall
complete their field work in sufficient time to alow them to verify necessary audit adjustments

included in the annual financial report to the state superintendent.

(3) (8 (i) Thedistrict shall forward the annual financial report to the state
superintendent not later than October 1.

(ii) Thereport shall include information to enable the state superintendent to complete
the statement required under Subsection 53A-1-301 (3)(d)(V).

(b) The State Board of Education shall publish electronically a copy of the report on
the Internet not later than December 15.

(4) The completed audit report shall be delivered to the school district board of
education and the state superintendent of public instruction not later than November 30 of each
year.

Section 15. Repealer.

This bill repeals:

Section 51-2-1, Audits of political subdivisions, interlocal organizations, and other
local entitiesrequired.

Section 51-2-2, When audits must be made.

Section 51-2-3, Audit reports-- Contents -- Preservation.

Section 51-2-3.5, State auditor responsibilities.

Section 51-2-4, File of bidsreceived and proof of advertisement -- Time for
keeping.

Section 51-2-5, Withholding allocated state funds from entity that does not comply
with audit requirements.

Section 51-2-6, Audit of entity not complying with audit requirements.

Section 51-2-7, General fund reimbursed for audits of nonappropriated activities
-- Amount of reimbur sement.

Section 51-2-8, Entities exempt from audit requirements -- Report required.

-10-
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L egidative Review Note
asof 2-11-04 4:46 PM

A limited legal review of thislegidlation raises no obvious constitutional or statutory concerns.

Office of L egidative Research and General Counsel
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State Impact

It is estimated that any fiscal impact could be handled within existing budgets.

Individual and Business Impact

No fiscal impact.

Office of the Legislative Fiscal Analyst



